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STRATEGY FOR COAL r(

The joint paper by the Secretary of State for Energy and the Chief
Secretary, Treasury on coal strategy, due to be discussed in E next

Wednesday, will be available tonight (Energy Private Office are sending

n m | you a copy direct). ~— g

o 2. The paper now contains the information necessary for Ministers to

“
reach conclusions on these issues though, because of a fundamental
g “
disagreement between Mr Howell and Mr Biffen it is in substance two papers

_’ T A T S A DS AT AN v S

with a covering note pointing to the differences. It is thus not a
m it in mind to circulate
a "collective brief" for Ministers on E which should ease the handling

- problem. I attach a copy of the present draft of the CPRS paper which
the Prime Minister might care to read alongside the paper itself should

she have time this weekend.

vm

P Le CHEMINANT

Cabinet Office

12 October 1?79 X [ E L “‘_,m‘ Lo AA
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THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT

B(79) | | | COPY IO

12 October 1979

CABINET

STRATEGY I'OR THE COAL INDUSTRY

Note by the Central Policy Review Staff

el

Te In considering BE(79) : Ministers-may find it helpful to have a

note bringing together

(a) the main assumptions underlying the strategy recommended

by the Secretary of State for Energy.

(b) +the points of disagreement between the Secretary of State
and the Chief Secretary.

(c) some of the main issues which will need to be considered.

2e Assumptions
These are set out in Appendix 2 to E(79) .

- Perhaps the most significant are:
- 2%Ip.a. increase in productivity
~ 3% pea. increase in real earnings.
— 2% pe.a. real increase in prices.

3e Points of Disagreement

(1) Recommended limits on external finance
e &mn

1980-81  1981-82 1982-83  1983-84

Secretary of State 628 -« 597 . 531 434

Chief Secretary 598 570 480 TS0

3 e L i,
Difference 30 27 51 59
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(2) The Secretary of State proposes that the following capital
expenditure programme (set out in Appendix 3 of E(79) )

should be approved on the normal basis:

£mn 1978/79 Prices
1980-81 1981-82 ' 1982-83

587 575 583

The Chief Secretary recommends that approval should be delayed until
the Board have accepted the financial limits he has proposed under
(1) above.

(3) The Secretary of State recommends taking powers to issue Public

Dividend Capital. This is opposed by the Chief Secretary.

Issues

(1) Avre the assumptions realistic? In particular

— are there solid grounds for believing that productivity will rise
by 2% pe.as? Output per man year has been static in recent years

SRS

at levels lower than in the early 1970s. If zero growth continued,
PEFENERIEAES

trading losses could rise by, say, £200 mn a year by the fourth

PR I AL TR

year (loss of 8 mn tonnes of output at over £25 a tonne). This,

of course, would dwarf the differences shown in paragraph 3(1) above.

even if the assumed 3% pe.a. increase in real earnings is reasonable
on average, how would it affect the financial targets if (as seems
possible) much of it is bunched into the coming year? If the miners'
settlement was, say, 2 %, the additional shortfall could be £50 mn

next year and probably more thereafter,
there are at least two questions on the prices assumptidn

(a) 4is the Board's assumption of a 2% increase p.a. in real
A

v ) .
- prices compatible with their agreemenf: (see footnote to Appendix 2

of B(79) ) to sell two thirds of their total production to the

TR o, W PTG O e S~ T e S B o A RN N s

CEGB at a price indexed only to inflation? The amount at stake
m

is over £35 mn in the first year, &£70 mn in the second and so on.

(b) +the agreement with the CEGB apart, is there not more scope %0

RS Ve, N R S 3 i B e T e A L e e S R ey U e E T

raise coal prices than the 2% assumed, given the likely rises in
” X

oil and g8 e
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(2) Is there a case for PDC?

Mining companies normally depend substantially on equity finance,
This might suggest that new investment should be financed partly
through PDC. But the case for converting existing debt seems much
more doubtfule It would certainly improve the appearance of the
NCB's accounts but, with little or no prospect of dividends, is it

any different from a write—off of capital debt?

(3) How will the strategy be enforced?

Given the uncertainties involved, there is clearly a rislﬁ that
breakeven will not be achieved by 1984-85 on this prospectus.

What, then, are the Government's options?

(i) teke no disciplinary action and allow the cash limits to
be broken. This would discredit the cash limit system and should,

we think, be ruled out.

(ii) as the Secretary of State suggested in E(79)45, press for a
faster phasing out of uneponomio capacity, perhaps with substantial
changes .on the Boardu-E;-EE??E;ﬂ;EﬁErfff'this would significantly
improve the financial position, at 1east in the short term. The

( proposed closure rate is in any case well above that achieved in

recent years.

(iii) capital investment could be cute But if the cut had to be

substantial this would have damaging consequences (see Appendix 3 to

E(79) ).

(iv) prices could be raised by mare than the 2% peas. in real terms

assumed. But in paragraph 3 of Annex A to E(79) , the Secretary

T }kua ¢hdd O State proposes that revenue from higher prices should only be
WAV by vl W used as an extra contribution to self-financing (i.e. that it should

r“

W be used to finance investment, not revenue costs).

Wy T}. . — -

RAZ 220

The CPRS suggests that if these rules on price(fevenue@'were adhered to, the
financial limits could not be enforced and the cash limits would break. This
would be unacceptable. It would be better, in the CPRS' view, to allow the
Board to use the’ proceeds of higher price rises to offset losses (as with
other nationalised inrlustries)mque{nces of excessive wage
increases and lack of paroductivity growth are brought home sharply to both

sides of the industry. If this course were adopted there would be a much

CONFIDENTIAL
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better chance of living within the Chief Secretary's financial limits. To
reinforce the Board's bargaining position, the Govermment could consider making

it clear that it would place no obstacles in the way of imports.

M

5e Conclusion

The CPRS recommends that Ministers should consider the questions raised in
paragraph 4 above before seltling the specific issues set out in the joint

paper by the Secretary of ptate and the Chiefl Secretary.
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From the Private Secretary

10 DOWNING STREET

8 October 1979
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Mineworkers' Pay

The Prime Minister read your minute of
o October, and as you will have seen from
my letter of today's date to Mr. Burroughs,
she is content for E(EA) to discuss this issue
tonight. I would be glad if you could let
me have a report of the discussion.

T. P. LANKESTER

P. ‘1e Cheminant, Esq., C.B;

"’\
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From the Private Secretary os J 8 October 1979

Min“workersfpﬂz g

The Prime Minister has read the recent correspondence
about mineworkers' pay - your Secretary of State's letter of
27 September to the Chancellor, the Chief Secretary's reply of
1 October and Mr. Howell's further letter of 4 October.

The Prime Minister would like this issue to be discursed
at E(EA) Committee this evening. However, she has asked me t«¢
say that in her view the line proposed by Mr. Howell is right -
in that she feels that it would be counter-r *oductive t» interveune
in the NCB/NUM discussions which are schedu. i1 for Wednesdav
Moreover, she does not beiieve there would b= muchn disadvancage
in changing the miners' settlemeunt cvate to 1 November. For it
there were to be suca a change, strike action in future woulu be
more likely to take place in September/October rather than at the
turn of the year when, because of the coal stock situation, the
miners would appear to have greater leverage.

I am sending copies of this letter to the Private
Secretaries to members of E and E(EA), and to Sir John Hunt.

W.J. Burroughs, Esq.,
Department of Energy.

! %DENHA%@
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Department of Employment
Caxton House Tothill Street London SWI1H 9NA

Telephone Direct Line 01-213...... 5949 .......
Switchboard 01-213 3600

Minister of State

The Rt Hon David Howell MP

Secretary of State e
Department of Energy 91
Thames House South : o
Millbank

- LONDON . .

SW1P 4QJ > October 1979

MINEWORKERS' PAY

I have seen a copy of your letter of 4 October to John Biffen and I
endorse the line you are proposing to take with the National Coal Board.
I do not beljieve that we have good grounds for questioning the

Board's judgemeni that some movement this yvear in the settlement

date will be necessary if the danger of a strike is to be avoided;

and that being so I 'consider, despite the possibility of

repercussions in other industries, that the Board can hardly say

less than they propose to say on 10 October if these crucial negotiations
are not to be soured at the outset.

More generally I share your view that we should do our utmost to avoid
being drawn into these negotiations or becoming closely identified with
the Board's stance in them. Once their 1980/81 cash limit has been
fixed we shall need to give the Board as much freedom as we can to
handle the negotiations in their own way.

Copies of this letter go to members of E and E(EA) and to John Hunt.
o,

/‘

LORD GOWRIE
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M A' . The Prime Minister will have seen a copy of the Energy Secretary's letter

M

of 4 October to the Chief Secretary, Treasury about thecgﬁndliggﬂgi_the

mineworkers' pay claim which is due to be discussed by the NCB and the
e N

P( b NUM next Wednesday (10 October). The Chief Secretary's letter of

1 October to Mr Howell is also relevant.

2. There are features of the NCB's proposed reaction to the NUM claim
which cause unease, particularly the proposal that the Board should indicate
now that they are willing to consider flexibility on the timing of the
settlement (due under present agreements on 1 March but with the NUM pressing
hard = as they have done for some years = for a return to their old settlement
date of 1 November). The NCB's judgement is that they must show flexibility

\ here (by which in practice they mean negotiating a phased return to

H 1 November over a period of 2 years, with the first step taken this winter)
and Mr Howell's approach is that this is a decision which, in accordance with
the Government's general approach to pay in the nationalised indﬁstries,
should be left to the NCB to decide within their cash limits. We have had as
yet no Ministerial reactions to Mr Howell's letter though, at official level,
the Department of Employment see little alternative to the NCB's proposals and
are not unduly worried about the increased wvulnerability which follows from
a 1 November settlement (at the beginning of the winter instead of at the end).
They argue that if the miners wish to force a showdown, they can do so at any
time, whatever the nominal settlement date. The Treasury too are worried
though their prime concern is the maintenance of cash limits (and the Board

apparently has some headway in their cash limit for 1979-80 to accommodate

an earlier settlement than 1 March).

3. We have in any case arranged for E(EA) to consider this correspondence on
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Monday evening and a report will be made to the Prime Minister on Monday
after that meeting. If the Prime Minister wished, she could then have a
meeting with the senior Ministers immediately concerned (the Chancellor,

The Secretary of State for Employment, the Secretary of State for Energy and
the Secretary of State for Industry) on Tuesday morning. The alternative

would be to discuss the matter with the smaller group on Monday in place
of the E(EA) discussion.

P Le CHEMINANT

Cabinet Office
5 October 1979
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The RT Hon John Biffen MP

Chief Secretary to the Treasury

HM Tressury

Parliament Street :

LCNDON SW1P 3AG Y October 1979
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MINEWORKERG' PAY

"

Thank you for your lstter of 1\Q¢étober.
¥ k'8 \

I fully sgree with the importance of ensuring thet the National Coal
Board negotiations are conducted within cash limits, as we agreed for
Navionalised Industries generally at E Committee. I also feel strongly
that we must stick to our agreed principles of letting Nationalised
Industries’ managements get on with their negotiations within these
1imits, and not, as a government, be drawn in if we can possibiy

avoid 1it.

ese reasons, and since the National Coal Board do not intend to
give = any indication on the 10th of how much money might be available
1 suggest that the 10 October meeting should go shead and that it would
be mcst dangerous for me to interfere, as a serious departure from the
attitude which we have collectively agreed to take to such negotiations.
The Nationzl Cozl Board say that to refuse to meet would appear as sn
obvious delaying tactic, would lead to a sharp deterioration in thei
relationship with the union and would jeopardise the subseguent
negotiations. It is of course most important that these nezotiations
should go as smoothly as possible.

H

They hope to postpone mentioning figures until Ncvember, and indeed onec
reason for the meeting with the union on the 10th is that it will make

it easier for them to do this. The main purpose of the meeting as the

Board see it will be to defuse the issue of the settlement date.

1 am of course fully alive to the point you make about the significancse
of changing the date, but the fazct is that it is to this aspect of
their claim that the NUM have given most emprnasis, and i1t is an issue
on which the Union's moderates and militants can all too easily unite.
The Board's view is that in this year's negotiations some movement of
the date, and probably an agreed timetable for moving back eventually
to 1 November, will be necesgssary if the danger of a strike is to be
avoided.
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As my previous letter made clear, a ballot on the Board's response to
the claim is inevitable. If the Board do not show some flexibility
about ELQ*Jg on 10 October, there would be a strong risk that the
Union's National Executive Committee would immediately go to a ballot
which could lead to early industrial actlon.

The Board therefore plan tc say on 10 October that, while they would
prefer to negotiate a further twelve-month settlement from 1 March,
they are willing to consider some flexibility on the timing and to
discuss possibilities, on the basis that these cannot increase the
total ofLew in money terms; any change of date would therefore reguire

an offsetting change in the percentzge increase to be offered (although
neither this nor the amount of money involved will of course be speciiied
on 10thy these matters will be left for the further negotiations next
month ).

Since the Board, as I say, do not intend to mention any figures on
10th., I think that your questions of firnancial effects do not arise
immediately. However you will note that each 1% increase in the
mineworkers' pay bill represents an additionsl cost of £18 million
per annum. Advancing the effective date of the settlement would
therefore necessitate an offset of £17 million for each month's
advance.

We must clearly fix the cash limit for 1980/81 and convey to them very
shertly. I shall also ask them not to put forward any flgu;ea until
the 1680/81 cash limit is notified to them, and thereafter not To mak
any commitments on figures without consulting us. I shall of cours

continue to keep my colleagues informed.

(2

I am copying this letter to Members of E and E{EA) and to Sir John Hunt.

_‘“— L

D A R HOWELL JC/’A)
| %
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Treasury Chambers, Parliament Street, SWIP 3AG

Rt Hon David Howell MP

Secretary of State

Department of Energy

Thames House South

Millbank

London SW1 1 October 1979

MINEWORKERS' PAY

In gpé;frey Howe's absence, I am replying to your letter of
27 September.

In the light of our decisions at E Committee on 20 September on
the paper about nationalised industries' cash limits, and given
that we still have to reach decisions on the cash limits for
1980-81, I do not think we can proceed in the way you propose.
Although we shall of course need the NCB's assessment of the
situation, and proposals, we shall also need full information on
the effects of an NCB offer not only on this year's cash limit,
but also on next year's in the light of the decision on NCB
expenditure for 1980-81 which we took in the summer, and on the
NCB's proposals for financial viability described in your recent
paper to E Committee. We shall need to know, for example,
whether a settlement for this year which is acceptable to the
NUM could simply put NUM into an impossibly strong bargaining
position next year. Only when this information is available can
we take a view on the position, in the light of the Government's
overall policies on pay and the possible repercussions of any offer.

There is also the possibility that the NCB settlement, and
especially the movement of the effective date, may cause trouble
for other industries. Gas and electricity are probably the most
closely affected by what is done in the coal industry. Would you
think it worth pressing Ezra to take his colleagues into his
confidence and get their reaction?

Because of these points and because I understand that there is no
prospect of a full E Committee meeting to discuss this before the
NUM Executive meeting on 11 October, I think you must press the

NCB for their assessment of the scope for avoiding a response to

the NUM on 10 October (on the ar_ament that the move of settlement date
is inextricably linked with the quantum of the settlemept, which they

1.
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are not yet in a position to discuss) without serious industrial
action ensuing. However, we must also cater for the possibility,

- however undesirable, that we may be forced to take a rushed decision.
I therefore think it would be essential if you could circulate, by
close of play on Wednesday at the latest, the best information you
can obtain on the points I have covered. In the light of this, we
can consider how : best to proceed.

I am copying this letter, together with a copy ot yours, to members
of £ and E(EA) Committees, and to bSir John Hunt.

et Biffer~

JOHN BIFFEN

CONFIDENTIAL
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The miners' pay claim was formally dellvered to the hatlonal
Coal Board (NCB) by the Joint National Kegotiating Committee -
of the Kational Union of IMineworkers (NUM? on lionday. The :
claim 1is pre01se1y in line with the resolution of the NUI's

annual conference last July and calls for -

(i) a2 return to 1 November as the/smnual settlement
date (this was traditionally the date of
settlements but the 1971 settlement was not made
until 1 March 1972 when the Wilberforce Court of
Inquiry published its report after the miners'
strike of the preceding winter. Though the Inguiry
said that the settlement date could in due course
revert to 1 November it has remained at 1 NMarch
since then as a result of the insistance under
earlier incomes policies on 12 month settlements).

(ii) new grade rates ranging from £140 per week for the
highest '‘grade of face worker to £80 per weelk for
the lowest grade of surface worker, rebreoeptlng :
1ncredseb of £55 per week (6€5%) ano £18.65 per |
week (30%) respectively, with intermediate rates
and 1pcreases for other grades.

Y -m———“”--ﬂmo;m'.
- s - it ool 3 s Fioed | ’ - — . — .

(iii) a protectlon of earnings scheme when men have to
take lower paid work because of accidents.

(iv) the revaluation of allowances (eg for wet working
conditions etc).

T . L T —
' 1 i

(v) a2 commitment by the Board to reduce the worklrg
: week.

T
=
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The Rational Coal Board tell me that the claim was presented |
unemotionally and in low key, although with considerable f
emphasis on the union's determination to return to a : |
November settlement date. The NUM sought a response "in | |
principle" to their claim from the Board by 10 October so 1
that it might be considered at their next KNational Executive

Committee (KEC) meeting on 11 October. The NCB.were

‘non-committal but believe they may need by then at least to

give the NUM an indication whether they will contemplate

an advance in the settlement date, and to give their fuller

response to the claim before the following month's NEC on

8 November.

The NEC are required by the July Conference resolutions to
hold a coal-field ballot of any response falling short of

the claim. BSuch a ballot is therefore inevitable and NCB's
preliminary view is that the most favourable time Ffor it to be
held would be in the early part of December.

S — v .

- — e = ————

The Board will be considering shortly their tactics and
how they might respond to the claim and will let me know
their proposals for handling it. I will then write to :
colleagues again. : |

Ec COeE
D A R HOWELL e T e M A
| ; : 5 <=
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Ref. A0305

PRIME MINISTER

Strategy for the Coal Industry
(E(79) 45)

BACKGROUND

This is an important paper. It includes a number of expensive
proposals and ties in closely with the decisions on public expenditure to 1983-84
which the Cabinet will be taking in the second half of October. It is also
possible, though this is not dealt with in the paper, that the Committee will want
to spend time on the related issue of the mineworkers' pay claim and the

e ——————— A ——————

F
prospects for industrial trouble this winter.
S —— EEESSS= s it

2 In preparation for the meeting you may care to refresh your memory of
the discussion in E on 17th July (E(79) 5th Meeting, Item 5). In your summing
up of that discus.s—igr‘l_;rou recorded the Committee's broad agreement to three
propositions:=-

(2) The desirability of accelerating the closure of uneconomic pits.

S

(b) The need for continuing investment in those pits which had the prospect

of profitability and high productivity.

(c) The need to avoid a situation in which money provided for investment
was diverted to meet current pay demands.

Ols You also asked Mr. Howell:=-

(a) To seek to reach agreement with the Chief Secretary on the finance
required by the NCB for the later years of the public expenditure
programme.

(b) To consider with the Chief Secretary and the Secretaries of State for

Scotland and for Wales the rates of phasing out uneconomic capacity

which might be realistically obtained in Scotland and Wales; to

consider what investment would be required to develop high productivity

pits in those countries; and to assess what levels of redundancy and
Jur et S
redundancy payments were likely to be needed. The Secretary of State

for Employment was to be associated with consideration of the latter

issue.
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(c) To consider with the Chancellor of the Exchequer the restructuring of the
NCB's capital.

(d) To examine and report to you on the measures which might be necessary
to improve the management of the coal industry, not excluding questions
about the structure of the NCB.

4. Some of these matters are dealt with in the paper and there has, so we
are told, been contact between officials of the relevant Departments about them.

But Mr. Howell's paper is silent on the question of whether any, and if so which,

i

of his colleagues agree with his proposals. I think you should assume that most

of them are not committed and, if this proves to be the case, it may be necessary

m
to regard the discussion as a ''Second Reading' debate rather than an occasion for
L e RS e 5
final decisions,
B However this may be, colleagues will all face the particular difficulty

that Mr. Howell's proposals are effectively being offered as a single solution to a

complex situation where many variations and alternatives are available. To put

it crudely, colleages may feel they are being asked to take the judgment of the
Iy

NCB and Mr. Howell on trust - and to foot the bill - in a situation where many
——————————————

M
hundreds of millions of pounds are at issue in one of the most potentially

explosive areas of the economy. At the least Mr. Howell must be made to fight

N . .
his corner. Questions to this end might be:-

(a) How much money is Mr. Howell asking for over and above the proposals

which the Chancellor put to Cabinet two weeks ago for nationalised

industry financing to 1983-84 (in C(79) 37) and which were generally

endorsed by the Cabinet subject to bilaterals? The arithmetic is

complex and cannot be derived from the Annexes to Mr. Howell's paper.
M
Treasury understanding is that he wants about £50 million extra in

- e A ——
1980-81, about £100 million more in 1981-82 and reducing, though still
S—— P SO—
positive, extra amounts to 1983-84, i.e. his proposals worsen the
M ad

budget arithmetic throughout the life of this Parliament as against the
Chancellor's hopes.

(b) How realistic are the financial numbers quoted by Mr. Howell? The

tables are in terms of constant 1978-79 prices and the assumptions about

changes in real pay, prices and productivity are not stated. We believe
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them to be: productivity plus 2 per cent a year. But quite small

kg
changes in these assumptions can have significant effects on the outcome -

for example if miners' wages were to rise by 5 per cent a vear in real
e Y

terms the additional loss would be over £100 million, and if output per
man year does not change (and it has mmtﬂe in the last decade)
the addiumy 1983-84 could be over £100 million. The
apparent precision in the financial forecasts therefore may be positively
misleading. Faced with a not dissimilar situation of uncertainty in the
steel industry Sir Keith Joseph is attempting to operate through
financial targets, leaving it to the industry as the responsible body to
“Work out its own salvation within that target. Colleagues will wish to
consider whether the NCB's problem should be tackled in a similar way.
(c) It is relevant that the two financial projections in Annex 2 show losses,

D
before grant but after interest payments, of £231 million in 1979-80,

e — U

declining to £90 million in 1983-84 (on the 13 million tons a year closure
case) and to £113 million in 1983-84 (on the 3 million tons a year closure
case). Is it acceptable to Ministers that the NCB should plan to remain

<-"“" / in such substantial deficit throughout the quinquennium? The NCB, of

course, has the endearing habit of talking of its results in terms of

'"operating'' profits and loss without taking account of interest payments
OGRS RS ST S L, T TR

(which are largely offset by Government grants). But interest payments

are made in real monex and, when financed by Government, have to be
paid for by real taxes, Moreover throughout the period the price of the
main competing fuel, oil, is likely to be high and rising. If colleagues
want to set a financial objective they will need to determine how far they
can see a justification for continuing grant - e.g. to cover social costs =
and whether they want to tame burden through PDC (see

below).

(d) Is it wise to base the strategy on a chosen level of colliery closures rather

than on financial targets? During the major colliery closure period in
(=

the late 1960s the then Labour Government took great pains to avoid direct

responsibility for individual colliery closures which were, it said,

i e+ e e T e o e e 2T e S e Sl et P e $ S e iy
matters for the NCB to decide. Whatever the means = including

assumptions on closures - which may be needed to calculate the

3=
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realism of particular financial targets the Government will want to avoid
closures becoming a matter where the NCB places responsibility on
Government and thereby invites the NUM to treat direct with Government

on them.

(e) Is it really the case that an accelerated programme of colliery closures

will worsen the NCB's financial results as far ahead as 198384 ? The

NCB appear to have persuaded Mr. Howell that this is the case. But

colleagues may want to be convinced that the cost of closing uneconomic

pits are significantly higher than the savings made over so long a period.
(f) Are colleagues prepared to see the introduction of public dividend capital

C (PDC) as a way of helping to balance the NCB's books? There is, on
[

the arithmetic presented, little hope of dividends being paid on PDC over
this period so that the proposal is difficult to reconcile with the normal
criteria attaching to the creation of PDC. What is really being proposed
is that a substantial part of the NCB's outstanding capital should be written
off and cost of servicing it transferred to the Exchequer. This need

make little real difference to the Exchequer if the Board's losses would
otherwise continue to be financed, as now, by various forms of grant.

Tt DA I T T M e 1 e = e A b A S b iy
But an element of discipline on the NCB would be lost as would such

opportunity as there may be to make the industry service the capital with

TN,
\ which it has been provided by the taxpayer.

(g) Colleagues may well find the proposal for enhancing redundancy/transfer

payments attractive as a means of reducing opposition to closure (British

Steel experience is relevant here). But are they satisfied that the

particular proposals do not have unacceptable repercussions elsewhere ?

It will be important to have the Secretary of State for Employment's view.

(h) How does Mr. Howell envisage the NUM's current 60 per cent pay claim

being handled? Are the NCB to be told that they must do the best they can

within their existing cash limits and that under no circumstances will this

Q be increased to accommodate pay settlements? As a corollary are the

NCB to be left free to adjust their prices or cut their investment
m
WSS TSR BTN S L S R s eIy
programme to make the books balance? And how vulnerable is the

economy to a coal strike this winter? You will recall that at E on
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24th July (E(79) 6th Meeting, Item 3), you summed up a discussion about
the prospects for this winter by stressing the importance of ensuring

adequate supplies of coal to the power stations and asking the Secretary
m

‘of State for Energy to keep you in touch with progress. You might care
iy

to ask for an up-to-date report to reach you very quickly.

(i) Colleagues may also repeat the doubts which surfaced at your July meeting
about the managerial competence of the NCB and the appropriateness of
its present structure. At the end of that discussion (E(79) 5th Meeting,
Item 5) you asked Mr. Howell to consider the matter and report to you.

I am not aware that he has yet fulfilled this remit. Mr. Howell may of
course have spoken to you privately about this but if not you could ask
him when he proposes to do so.

HANDLING

6. You might ask the Secretary of State for Energy to introduce his paper and

then call successively on the Chief Secretary, the Secretary of State for Scotland,

the Secretary of State for Wales and the Secretary of State for Employment to

make their contribution. If any of the points above have not surfaced you could

ﬁ'\, throw them into the pool yourself., Thereafter much will depend on the way the
discussion has gone. It may be (though I would personally doubt this) that

colleagues will be prepared to accept Mr. Howell's proposals and explanations.
It may be that they will be prepared to accept some of his conclusi ons - e. g. on
improving redundancy pay and perhaps approving the investment programme =
but have considerable doubts about the proposed financial strategy (where they
might want to explore the alternative of setting specific financial targets designed
to bring the NCB to genuine financial viability within a measured period) or the
appropriateness of PDC. And it may be that they feel sufficiently uncertain to
want to return to the whole matter again. In addition you are likely to see a deal
of regional unhappiness about the emElozment and political consequences of
closure patterns of the kind set out in Annex 1 to the paper, together with
considerable uncertainty about the prospects of industrial trouble in the mining
industry this winter. In these latter circumstances you might feel it better to

avoid specific conclusions this time round and invite Mr. Howell to put in a

further paper or papers dealing with the points raised in discussion. You will
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also want to ask him to distinguish particularly those decisions which are
operationally urgent (e.g. the finance to be provided to the NCB in the years to
mthe Cabinet needs to have made up its mind by 25th October and the

—

parameters to be set for the NCB in this winter's pay negotiations where they

presumably need their marching orders pretty soon).

CONCLUSIONS

Tl Very much subject to discussion, the Committee may conclude:-
EITHER
(i) To accept the Secretary of State for Energy's proposals subject to any

modifications agreed in discussion

OR

(ii) To accept particular proposals - e.g. that at paragraph 9b. about

improving redundancy payments but defer conclusions on the other
proposals until further information has been provided by the Secretary of
State for Energy

OR

(iii) To defer decisions on all of the Secretary of State for Energy's proposals

until further information has been provided by him (you could use the
questions in paragraph 5 above as a checklist). In this event the
Committee will need to meet again, and have all the relevant information,
immediately after the Party Conference if the Cabinet's public expenditure
timetable is not to be jeopardised.

Additionally, the Committee may conclude:-

ﬂl— v C.,.,...m (iv) That it wishes to have an urgent paper from the Secretary of State for

I ]d"z-‘";" Energy on the handling of the miners' pay claim.

atleed M, Hoveda

e donup et s (v) That it wishes to have an urgent paper from the Secretary of State for

b L

ol wdts Energy on the prospects for fuel supplies and stocks at power stations

e - nel & _'"“_“‘_:an

’ this winter.
M chu' ————————

And you may wish to ask Mr., Howell:-

(vi) For an urgent report to you about the management and structure of the

NCB.

ot
dere/

JOHN HUNT

26th September, 1979
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E STRATEGY FOR THE COAL INDUSTRY

H | Thank you for your letter of 30 Jﬁly.'

L

I am content with the way you propose that the further work that
is necessaryaulslng out of the E Committee dlscu331on should be

undertaken.

e————— .._.,.....
» - L) - .

I fully agree that the discussions you propose must be entlrely
without commitment both for the major matters of cost reduction
and for changes in the financing arrangements which, though
important, are in my view secondarye.

e A e ek TR W

In view of the publicity being given to the idea of giving the
NCB public dividend capital, perhaps I could explain the counter- ,
arguments, which seem to me to be strong. The NCB would not at :
present pass the criteria of viability and ability to pay

dividends cumulatively equal to the interest on NLF loans. (In 'k
1978/79 the Board lost over £100 million on coal mining before |
grants of £170 million and before interest: excluding opencast -
profits the equivalent loss for deep-mined coal was over

£200 million.) If there were no realistic prospect in the next

few years of earning sufficient profits to pay dividends, that
would have to be explained to the House. I understand that the
Coal Board already capitalises much of its interest on large and
hence presumably slow-yielding investment: the capitalised
interest does not affect the profit and loss. The object 1is

f presumably therefore to reduce the external finance required by

the Board. If that is right I would find less difficulty with

: : the other possibility you mention - voted loans for part of the
Board's investment on which the timing of the interest obligation
would be fixed but d651gned to match the timing of the expected
return. The return on economically justified investment would

: of course by definition be enough to pay interest at a sufficiently
j high rate to compensate for the Qeferment.

4
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On timing, I note that you intend to submit a paper to colleagues
in September so that the financial implications can be considered
in the context of the discussion of the later years' publicZ

expenditure, but, as you know, Cabinet agreed to resume its discuss-
ion of public expenditure on 13 September. I therefore think you

should aim to be in a position to circulate a paper to colleagues
by early September.

I am copying this letter to the Prime Mlnlster, other Members of
E Committee and to Sir John Hunt. |

\%_4 Hicorlyy

i

- «JOHN BIFFEN AT
[Approvdd!by the Chief Secretary

but signed in his absence]

‘-ﬁ‘
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STRATEGY FOR THE COAL INDUSTRY
48 In' the light of the'discussion in E Committeﬁ/i;;£ week of my paper
ﬁ;ﬁ* on coal strategy, I think it would be helpful if I set out how I

intend to carry forward the further work that needs to be done.
What I propose below has already been discussed between our officials.

I have had a preliminary meeting with Sir Derek Ezra at which I went
over the broad lines of our proposed strategy, without reference to

f?ﬂ figures. I intend that John Moore or I should meet him again

shortly to explain in more detail what we have in mind and to
request the Board's co-operation in further discussions at official
level on patterns of enhanced redundancy and transfer payments;

the feasibility, financial and potential employment consequences of
rates of closure; the method of setting and monitoring cost
reduction targets; and the effect on the Board's financial structure
of various modifications including different levels of PDC and
deferment of interest. It would of course be made clear to the
Board that this was entirely without commitment.

In parallel, my officials will consult the Department of Employment
on possible levels of redundancy and transfer payments and will be
in touch with other Departments to take account of the level of such
payments in other nationalised industries (particularly the
shipbuilding and steel industries). There will also be discussion

)5 - with the Scottish and Welsh Offices about rates of closure once

further advice has been obtained from the NCB.

My aim is to submit a paper with more specific proposals to

colleagues in September, in time for the financial implications to

be considered in the context of Ministerial discussion of the later
years of the public expenditure programme. I will of course

ensure full discussion with the Treasury before a paper is circulated.

I am copying this letter to the Prime Miniatér; other members of E
:Committee and to Sir John Hunt.

£ Il."
)
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Ref. A09980

PRIME MINISTER

Strategy for Coal

(E(79) 19 and a minute of 10 July from
the Chief Secretary, Treasury, to the
Secretary of State for Energy)
This paper from the Secretary of State for Energy follows a preliminary
discussion of more detailed papers by him (E(EA)(79) 22 and Addendum) at E(EA)
last Wednesday (E(EA)(79) 7th Meeting). The main thrust of Mr. Howell's

detailed proposals was that:-

(a) Investment in the coal industry should be maintained.

(b) There should be an increased programme of closures for loss-making pits

E—

with improved redundancy, etc. payments to the workers concerned to

make the closures more palatable to the National Union of Mineworkers.
(c) The industry's financial structure should be recast to reduce the burden
of debt (by introducing PDC) and by eliminating its responsibility for
historic deficiencies in its pensions arrangements (the industry carries
as many pensioners as its currently employed workforce).
2ie E(EA) did not discuss the proposals to reconstruct the NCB's finances which

are for the Department of Energy and the Treasury to consider together in the

first instance. Neither did they discuss the very wide difference of view between

the Chief Secretary and the Secretary of State for Energy about the pace at which

the NCB's deficit might be eliminated. They did however give a general

blessing to the main thrust of Mr. Howell's strategy as far as investment and
closures were concerned, while expressly reserving their position on the extent
and nature of the steps to be taken to give effect to it.

S The questions here are intimately bound up both with longer term energy
policy and with the current public expenditure exercise. Oh the former thereis
no doubt that, even with an enhanced nuclear programme, we will continue to need

a substantial coal industry for as far ahead as one can see if massive extra imports

of coal and oil are to be avoided (the industry's current 120 million tonnes annual
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output of coal is equivalent to 70 million tonnes of oil, which, if available and
imported, would currently costus &5 billion across the exchanges). On the

other hand, although producing coal more cheaply than the coal industries of our
EEC partners, the NCB currently loses a great deal of money £222 million in
1978-79 after interest and before grants) and requires upwards of £500 million

of public finance each year for its investment capital. The Department of
Energy's forecast is for losses and the capital requirement to continue at around
present levels for the next few years. In the current public expenditure operation
the Chief Secretary is looking to the NCB to save £55 million in 1980-81 with much

larger sums in later years. Mr. Howell on the other hand is asking for more

money than previously planned for 1980-81. (There is some uncertainty about

how much extra he wants though the Chief Secretary puts it at £16 million) and

assumes no very significant improvement in the following four years even with a
substantial closure programme.
4. There are really six issues:-

(a) Should we continue to invest in coal at something like the present level?

E(EA) could see merit in a high continuing investment programme both
to provide a secure indigenous source of energy supply (without
investment output would drop fairly rapidly) and as a means of
reconciling the NUM to a faster closure programme for the unprofitable
pits (the worst 10 million tonnes capacity loses £200 million a year).
This view does not preclude asking the NCB to make do with a marginally
smaller investment programme in the years ahead; or asking them to
finance more of their programme from their own revenues; or allowing
modest imports of foreign coal (we do not in any case have the physical
infrastructure - ports and railways - to import more than say
10 million tonnes of coal a year at present).

(b) Should the closure of uneconomic pits be accelerated and if so is it worth

paying more to ""buy out! the opposition of the mineworkers concerned?

Again, E(EA) thought the idea was sensible, though without committing

themselves to specific measures. Given the £200 million annual loss

from the marginal pits - and that these marginal pits are irrelevant to
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long-term coal supplies - the case for faster closures is strong, as is
the case for higher redundancy payments if these ease the course of a
major cost-cutting exercise.

(c) Should coal prices be further increased? There are inevitable delays in

L/ obtaining savings from pit closures - because of the quite elaborate
consultative procedures built into the system and because of the costs

associated with closure. Indeed, a closure programme of the kind
Mr. Howell has in mind (3 million tonnes of capacity a year) would
involve higher costs in 1980-81 (of the order of £10 million) in order to
achieve savings in subsequent years. Butif savings from closure come
through slowly the industry's finances can only be brought to order by
one or more of the following measures:-

(i) Reduce investment at the margin (the Chief Secretary would argue

that the £55 million he seeks in 1980-81 is at the margin on a
programme exceeding £500 million).

(ii) Increase productivity. The trouble here is that significant

productivity improvements are already assumed in the figuring
and, given the shape of the industry's productivity scheme, much
of the financial gain from improvement goes to the men. The
papers do not discuss how, if at all, productivity could be
increased. The pointis worth pursuing though Mr. Howell's
caution reflects past experience.

(iii) Raise prices. E(EA) did not discuss the scope and merit of further

increasing coal prices and, although the point was made at the

— ]

public expenditure discussions following Thursday's Cabinet, the

Secretary of State for Energy gave no clear answer. However

the industry's turnover is around &£ 3 billion a year so that each

1 per cent increase in prices across the board brings in

£30 million. And OPEC raised the price of oil again substantially
only a few weeks ago and may well do so again before we reach
1980-81. If money is to be found other than by cutting the
investment prograrr;me there is where it must come from.

Mr. Howell needs to be pressed.

-3
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Should the Government get heavily involved in questions such as closure

and redundancy pay or should it set the financial parameters and leave

the NCB to get on with its job? This question is bound up to some extent

with general policy towards the nationalised industries some aspects of
which are to be discussed at this meeting under item 2 of the agenda.
But the broad principle of the Government's policy is clearly to stand

back as far as circumstances permit from the affairs of the nationalised

W‘* O i

industries. And to get involved in urging one level or another of closure

Ram———_ e

on the NCB is for the Government to put itself directly in the firing line
with the NUM. There is thus much to be said for fixing the limits of
financial help and leaving the NCB management to do the job it is paid for
(assuming the NCB is capable of acting without having its hand held by
Government - you could ask Mr. Howell for his assessment of the
Board's performance and attitude). On this reading the key next step

is to set the financial limits for 1980-81 - and this in turn means taking

a view on the dispute between the Chief Secretary and the Secretary of
State for Energy on what those limits should be. On the face of it, given
that the difference between them for 1980-81 is only some £70 million,
representing a little over 2 per cent on prices - if indeed prices need

to carry the whole burden of adjustment - and given the need for public
expenditure savings, your colleagues may feel that the verdict should go
in favour of the Chief Secretary. Financial limits for later years do not
have to be set now but can wait until public expenditure in 1981-82 and
later years is discussed by Cabinet in the autunn. The key issue then
will be how far and how quickly it is possible to seek to reduce the NCB's
deficits. Any broad guidance which might emerge from E would be
useful,

Is there some radical recasting of the organisation or direction of the

NCB which would serve better than the present set-up? A number of

ideas surfaced briefly at the E(EA) discussion, e.g. turning the coal
mining industry into some kind of co-operative venture. You may feel

that these ideas have little immediate relevance: they would certainly
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require a good deal more thought before their feasibility could be

determined. If anyone presses them they could be remitted for study.

(f) Recasting the NCB's capital structure. This possibility, mooted by

Mr. Howell, is, at bottom, an arrangement for converting overt

subsidies to the NCB into covert ones (it has happened several times
before). If action is to be contemplated a very strong case will need

to be made out. The Secretary of State for Energy and the Chancellor

of the Exchequer might be asked to study the issues together and come up
with a joint analysis.
CONCLUSIONS
Se Subject to discussion you might guide the Committee:-

(i) To endorse the broad lines of E(79) 19 subject to the points made in
discussion.

(ii) To decide that the finance to be made available to the NCB in 1980-81
should be reduced as recommended to the Cabinet by the Chief Secretary,

Treasury and to confirm that responsibility for keeping within those

limits, by whatever means, rests with the NCB.

(iii) To note that financial limits for the NCB in the three years following

1980-81 will need to be settled in the autumn. The Chief Secretary,

Treasury, should be invited to discuss these matters further with the
Secretary of State for Energy with a view to reaching agreed proposals
in the light of the Committee's discussion.

(iv) To remit the question of a capital restructuring of the NCB for joint
study by the Secretary of State for Energy and the Chancellor of the

Exchequer with a view to the production of an agreed analysis by the end

of the Summer Recess.

/

e /

(John I-‘I;unt)

16th July, 1979
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I note that your paper, E(EA)(79)22 was circulated to the
Committee only a day before our meeting, notwithstanding the
complexity and political sensitivity of the subject. I had
intended to circulate a paper to the Committee, but there 1is
clearly now insufficient time for that. I am therefore setting
out briefly in this minute some of the points that I will be

making at tomorrow's E(EA) discussion.

2. First, your paper does not bring out the seriousness of

the NCB's financial position. The NCB made a loss of £222 million
in 1978-79, after interest and before grant, despite the virtually
captive markets of the Genérating Boards and the British Steel
Corporation and the protection of some £3.75 a tonne given by

the fuel o0il tax (now increased by 20 per cent in the Budget).
Although there has been ;'50 per cent increase in oil prices 1in
the last 6 months, higher coalburn in the power stations,

£200 million additional revenue from the July price increase
(raising average prices by 18 per cent in 1979), steeply rising
investment in recent years, much of which has gone ‘into existing
pits, and now the prospect of selling more coal than can be
produced, the Board still expect to make a loss this year of about
£270 million, after interest and before grant. Costs exceed
revenues by nearly 10 per cent and are way above the price of
imported coal. Moreover, the recent rise in coal prices has
absorbed the leeway created by increases in oil prices and losses
are expected to average £190 million over the next 4 years,

declining only slightly during the period.

3« Turning to the proposals in your paper, it seems from our

quick figuring that these would result in an increase in thc¢2

NCB's public expenditure requirement compared to that in the

Financing and Investment Review of:

[
CONFIDENTIAL .
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£ million 1979 Survey Prices

1980 - 81 1981 - 82 1982 - 83 1983 - 84

16 i B 8 5 2

rather than the decrease proposed in my paper on the Financing

and Investment Review of:

£ million 1979 Survey Prices
1980 - 81 1981 .= 82 1982 = 83 1983508 4

55 oy 95 140 195

which assumed a faster phasing out of uneconomic capacity. One
reason for the incréased public expenditure requirement proposed
in your paper, besides the lower rate of closures you suggest

and the enhanced redundancy payments, is the additional public
expenditure requirement rising to £55 million by 1983-84 because
of the assumption of a lower productivity increase of 2 per cent
per annum instead of the 3 per cent which the NCB put forward in
its Medium Term Development Plan agreed with the unions. I accept
that the lower productivity increase is the more realistic, but
colleagues should be aware that the téxpayer is once again being
called upon to finance, through public expenditure, the deficiencies

of the NCB and its work forcee.

4., I should like the Committee to consider tomorrow the case for
reducing the NCB's.public expenditure requirement by a faster rate
of closures than you have in mind, for example phasing out the
present 24m tonnes uneconomic capacity over the years to 1983-84
at a rate of 6m tonnes a year (compared with the 3m tonnes you
propose). I believe also that we will need to consider some
reduction in the NCB's capital expenditure programme in existing
pits. I suggest this both because of the need to keep down public
expenditure and because we need to consider whéther there will not
in fact be a problem in the medium term of coal surpluses. It will
be easier to come to a judgemgnt on this point when you circulate
your Department's forecasts of medium term energy demand. In any

event there is a good case, on both grounds of the efficient use

2e
CONFIDENTIAL




CONFIDENTIAL

. of national resources and minimising the NCB's public expenditure
demand, for relying on coal imports for our marginal coal

requirements in the medium term. I therefore will find it diffi-

cult to agree with your proposal that the Board's current invest-

ment programme to 1982-83 should be fully endorsed in the way

you suggest.

5. Finally, you make suggestions in your paper about the future

financing regime for the Board. These issues are secondary, both

in importance and in time, and I will suggest tomorrow that you

and I should discuss them bilaterally rather than take up the time
of the Committee. The essential point for discussion tomorrow

is what needs to be done to put the industry on the road to

viability in a way which minimises its claims on public expenditure.

6. I am sending a copy of this mihutg to the Prime Minister, the

members of E(EA) Committee and to Sir John Hunt.

. _ | N\.C ~

- e o

FT?JOHN BIFFEN
[Approved by the Chief Secretary
and signed in his absence]

W/
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLEANK LONDON SWI1P 4QJ

01-211 6402

9 July 1979.
The Rt Hon John Biffen MP
Chief Secretary to the Treasury
HM Treasury .

Parliament Street, | '*]WL
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Thank you for the agreement, in your 1e£2é; of 2 July, to the
proposals to seek Parliament's approval”to an increase in the
NCB's borrowing limit and in the limit on operating grants.

I accept that the proposal to increacse the limit on regional
grants should be deferred until we have considered the review
of strategy for the industry. SRR R
Tou suggest that the need to increase the borrowing limit now
is further evidence of an industry out of financial control. I
think this is quite unjustified. '

It was clear from the NCB's Medium Term Development Plan submitted
in December 1978 that the Board's requirements for external loans
would begin to exceed the present borrowing limit of £1800m about
half-way through 1979/80. (The Plan showed external loans rising
Jfrom £1624m to £2084m during the year.) ILoans in fact totalled
about £1550m by the end of March and the Financial Statement®and
Budget Report includes £510m for net borrowing (after deducting
the provision for leasing). This gives a cumulativé total of £
£2060m by the end of 1979/80, again implying that the borrowing et
limit of £1800m would be exceeded about mid-way through the year. Wil

The only uncertainty was precisely when during 1979/80 the limit .
would be reached. We had expected that it would not be reached o
untll later in 1979, but, even so, the laying of an Order would i
have been required shortly after the Recess. The difference between
laying the Order just before or shortly after the Recess hardly

justifies the inference that the industry is out of financial
control, it

I am copying this letter to the Leader 'of the House, the Chief Whip, | ;
lfembers of E Committee and to Sir John Hunt. 3

D.A.R. Howell.,
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From the Private Secretary o July 1979

Duv Bt "
The Prime Minister has now had an opportunity'to consider
your Secretary of State's letter of 27 June about the NCB's
borrowing limits. She has also seen the Chief Secretary's

Tetbiter "of 28 Julv:

The Prime Minister is prepared to go along with the laying
of an Order which will raise the NCB's borrowing 1imit to
£2200 million on the understanding that this will not lnvolve

any increase in the pﬁblic expenditure provision for the NCB.

However, like the Chief Secretary, she thinks it would be wrong
to put a draft Order before Parliament raising the present limit
on regional grants until this whole aspect has been properly
considered.

I am copying this letter to the Private Secretaries to
the Leader of the House, the Chief Whip, members of E Committee
and to Martin Vile (Cabinet Office). ‘

W. J. Burroughs, Esq.,
Department of Energy.
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Thank you for your letter of 27 June seeking an increase in Tl.
the NCB's borrowing limit and the limit in the Coal Industry 2
Act on operating and regional grants. ]7

First, it is most disquieting that the NCB have suddenly sprung
upon us the need for an increase in the borrowing limit. This

1s surely further evidence of an industry out of financial control.
I am sure that Ministers collectively must urgently consider the
industry's future and what needs to be done to restore it to
viability. I was therefore disappointed to learn that Ministerial
discussion has been delayed and the paper will not be available
for colleagues to consider in the coming week.

Turning to your three proposals, I understand that your officials
have assured mine that they have no effect on the NCB's public
expenditure reguirements and that-g?énts would not be paid over
without prior Ministerial agreement. Nor, so I am told, does

the increase in the NCB's borrowing limit, although earlier than
originally expected, signal a breach in the NCB's cash limit.

On the understanding that the increase in the limit on borrowing
and on operating grants does not affect public expenditure and
cash limits, I can agree to these limits being raised as you
propose in your letter. However, I am more doubtful about the
proposal to increase the limit on regional grants. The whole
question of the NCB's regional grants needs to be considered in
the Coal Review and I think that it would be wrong to put a

draft order before Parliament raising the present limit until we
have decided our policy.

I am sending a copy of this letter to the Leader of the House,
the Chief Whip, members of E Committee and to Sir John Hunt.

o2 suecly
line

JOHN BIFFEN

[Approved by the Chief Secretary
and signed in his absence]
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLBEANK LONDON SWIP 4QJ

01l 211 &402

The Rt Hon John Biffen MP

Chief Secretary to the Treasury
HM Treasury

Parliament Street

SW1P 3AG 27 June 7979

o 8

Section 1(3) of the Coal Industry Act 1965 as ameﬁdbd:ﬁllows the

NCB's present borrowing limit of £1800m to be increased by Order
by two tranches of £400m each. et

We had expected that an increase in the borrowing limit would not
be needed until later in the year. However, the NCB have now
advised that an earlier increase will be needed. A re-assessment

of thelr capital requirements has led them to conclude that they
will risk exceeding the present limit by early September. They have
examined whether this could be postponed, but there is really no B
prospect of their being able to continue within the present limit 2
until after the resumption of Parliament following the Recess. To PN
allow for the usual notice the draft Order will need to be laid e
on Friday, 29 June; and time wilTl need to be found for a debate before =
the House rises. Tt is unfortunate that EEe.Bo:;éﬁ"[;e 5iven us such
short notice, but we really have no option but to '

to increase the limit to £2200m. B

ake action now
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Rather than have two Debates on the coal industrii‘ﬁfffﬁfJ“'
.and one shortly after the Recess, it will be sensible, I.

take action at the same time to increase the 1 gjéga%?*““ff“
in Section 5 of the Coal Industry Act 1977 from £100m
headroom under the existing limit is only £9m comfare

of £21lm for which there is Estimates approvirl; an@ﬁéﬁ ¢rdernw0uld.be e
need®d in any case soon after The House resumed if it was not made now.

' BB L e LY oS :
Although there is no Estimates approval for payment of Regional Grants
under Section 8 of the Act, the headroom under the present limit of
£75m is £25m compared with the NCB's request forfﬁggional‘GrantS'Of
£100m this year. We have yet of course to consider the total level
of grants to the NCB but I think it would be convenient to take the
opportunity to increase the limit for Regional'Grants_Fo,tha upper - - lae
limit in Section 8 of £100m. This could be exp ;;&gigs;%,_%ggr,tggyagu:
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1 shall be grateful for your agreement to the laying of orders as
proposed above.

I am copying this letter to the Leader of the House, the Chief Whip,
llembers of E Committee and Sir John Hunt.

D A R HOWELL
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Rt Hon David Howell MP \b
Secretary of State ’
Department of Energy f?,
Thames House South 15
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NATIONAL COAL BOARD EFL FOR 1980-81

Thank you for your letter ofvylﬁharch about the NCB's EFL for
1980-81.

I entirely agree with you that the first step is for there to

be an early and thorough examination with the Board of their

cash prospects and of the alternative options available to them

if special action is needed to keep within the EFL. I am quite
content for this to take place at John Moore's next monitoring
meeting, which I understand will take place later this month.

T hope that you can then let me have a full report of the position.

I am sending a copy of this letter to Members of E Committee and

to Sir Robert Armstrong.
A) UK\ 8 .LI—(,

JOHN BIFFEN
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Rt Hon John Biffen MP

Chief Secretary to thp }
Treasury

Treasury Cnambers

Parliament Street
LONDON SW1P 3%HE I March 1980
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Thank you for your letter of 5 March about the National Coal Board's
EFL for 1980-81. N
I share your concern that the Board should keep within their EFL
next year. We€ need in the first place an early and thorough
examination with them of their cash prospects and of the alternutlve
options available to them if special action is needed. I suggest
that this can best take place at John Moore's next mon1tor1n~
meeting, at which the Treasury are of course represented - bv then
the Board should have completed their own review of next year'
prospects. 1 have written to Ezra to say this. We can then consider
what further action is necessary.

‘I shall as you suggest arrange for a study of the option of selling
onl some of the CEGB's imports. We can consider this further when
the work has been done. I would only emphasise now the 1mportance
of building up coal stocks against the possibility of a miners'
strike next winter.

I am sending copies of this letter to members of E Committee and
Sir Robert Armstrong.

Bt gt
D A R HOWELL \f)‘14,\;)
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LAYING OF ORDERS )

The Chief Secretary has no objection to the laying tomorrow of
the Order increasing the government's contribution to the
Mineworkers' Pension Scheme, and is content with the terms of
the draft statement.

In respect of the draft Redundant Mineworkers and Concessionary
Coal Order, he understands that your Secretary of State has
written to him giving the assurance which he sought in his letter
of last week that the additional cost involved in raising the
earnings limit for the Redundant Mineworkers' Scheme will be met
from within the Department's existing PES provision. In the light
of this, he has no objection to the Order being laid.

I am sending copies of this letter to Tim Lankester (No.10) and

to the Private Secretaries to the Secretary of State for Industry,
the Chancellor of the Duchy of Lancaster, the Chief Whip and

Sir Robert Armstrong.

Yqu.s*r r :»‘c_e_.&
AR,

A C PIRIE
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Private Secretary
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Mv Secretary o State mentioned 1in his letter of 21 February to the
Secrebary of State for Industry, cepicd to Lihe Chief Secretary ead

the Chief Whip, that we needed an affirmative order before the end

of Marcn to increase our contribution to the Mineworkers' Pension Scheme,
and that we were statutorily reguired to lay & statement on the NCB's
finances a2t the same time.

The content of the order and the statement have been agreed between the
Treasury and this Department but the Secretary of State has asked me

to cireulate a copy of the draft Statement. It is designed to say as
little as possible on the Board's finences.

We hope to lay at the same time the draft Redundant Mineworkers anc
Concessionary Coal (Payment Schemes)(Amendment) Order, as agreed between
the Thief Secretary and my Secretary of State in their recent exchange

of letters.

We ought to lay these orders tomorrow to catch the meeting of the Select
Committee on Statutory Instruments on Wednesday.

I am sending copies of this letter to the Prime Minister's Office,

Secretary of State for Industry's Office, Chancellor of the Duchy of
Lancaster's Office, Chief Whip's Office and to Sir Robert Armstrong's

T fee .,

yemﬁl eve,
Newq Gt

DENIS WALKER
PRIVATE SECRETARY




Mineworkers' Pension Scheme
(Limit on Contributions) Order 1980

STATEMENT BY THE SECRETARY O STATE I'OR ENLRGY
Laid before the House of Commons pursuant to Section. 2(4)(c)
of the National Coal Board (Finance) Act 1976

The draft Mineworkers' Pension Scheme (Limit on Contributions) Order 1980,
laid before the House of Commons with this statement, provides for the
increase to £41.08m of the limit on the contributions which I may make
under secction 2 of the National Coal Board (Finance) Act 1976 towards
expenditure incurred by the National Coal Board 1in reducing or eliminating
deficiencies in the Mineworkers' Pension Scheme which relate to liabilitie&
to and in respect of persons whose service in the coal industry was

terminated before 6 April 1975.

(0)4

lMineworkers' pensiors were increased on 24 September 1979 by 1ll1./w
ie for the majority of pensioners receiving &£6.62 per week, an lncrease
to &7.3%7 per week. These increases were made solely for the purpose of
maintaining the real value of these pensions. The annual sum which would
be required to eliminate over 16 years (the balance of the twenty year
period over which the contributions may be paid under the 1976 Actg the
resulting inerease in the deficiency in the pension fund which 1s estimated
to arise in respect of the pre-April 1975 pensioners is &4.60m. In order
to reimburse the Board for this additional outlay, it is accordingly neces
sary bto raise the limit of £18m. laid down in the 1976 Act, and subsequent
increased by Orders in 1977, 1978 and 1979 to £%6.48m to &£41.08m.

I have reviewed the overall financial position of the Board. The present
indications are that, based on unaudited actual results to the end of
December 1979 and estimated results for January to March 1980, on a historai
cost depreciation basis, and after payment of interest and taking eredat
for agreed Government social grants, the consolidated results from the
Board and its subsidiaries are likely to show a deficit in 1979/80
substantially greater than the sum of £4.6m at issue in thishOrde s

I expect the Board still to require financial assistance next year. I tak
the view, therefore, that the financial deficit likely to be suffercd this
year and the prospects for next, offer no background against which to expeoc
the Board to take on the additional contribution of £4.6m a year which wili
he necessary if the deficiency in the pension fund is not to incrcase.

Section 2 of the 1976 Act authorises but does not reguire me to make any
payments, and if the fortunes of the Board improve beyond what can be fore-
seen at present, then consideration will be given to the possibility of
limiting the actual grants paid. :

Having regard to all these considerations, 1 have concluded that this Ordes
should.. bé made. | | ‘




Cc PuS
PMCTuC e

ML M g et

] 1 ¢ ‘s f

| T B0 I

01 211 6402

The Rt Hon Sir Keith Joseph DBt IF
Cecretary of State for Industry B— L
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123 Victoria Street
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You will remember that when Legislation Comnittes discussed the Cor!

Bill on 22 Jznusry it was decided to postpone publicztion until 17

would no longer adversely affect arguments about issues involved 1n he
steel strike. It was left that I would consult you and the Chief

Vhin about the timing of 1ntroductiol.

“hen we discussed the matter in Januzsry we knew that there wes & risi
that comparisons would be drawn between our policies for coal and steel
whether we liked it or not. The risk was increased by the fact thet
various Government statements with an implication for coal would have

to be made before the end of lMarch. Nevertheless, we decided on the
delay and I readily accepted this because I recognised your difficulties
over steel. But I think it fair to say that none of us at the time
thought that the delay would be so long. Indeed, there is still no clear
prospect of an end to it if publication of the Bill must await the
settlement of the strike. I believe that this prolonged delay has
changed the balance of advantage for us and that further delay will

risk major difficulty and embarrassment for the Government, on steel

as well as on coal. The events which are likely to focus public
attention on the comparison between our policies for the two industries
are now impending. As you know, estimates have now been published
providing for support for the NCB in 1979-80 and estimates will be
published next month making similar provision for 1980-81. The Public
Expenditure White Paper to appear in mid-lMarch will have to deal with
the problem of what to say about coal support. We must have an affirma-
tive order before the end of March to increase our contribution to the
deficiency in the Mineworkers' Pension scheme, and we are statutorily
required to lay a statement on the NCB's finances at the same time &as
the draft order. All these events run the risk of provoking public
debate about coal and steel. The worst possible outcome, from both
your point of view and mine, would be a one-sided debate in which we
could not properly present our policy on coal. I am sure that we must
avoid this by explaining our coal policy properly, and putting it in the
context of the Government's general policy. We have indeed a constructiv
story to tell and one thaf may help to reduce the general industrial

temperature.




(2)

T might add also that continued delay would create special difficulties
on coal. For example, the new deficit grants to the NCB to be poid

by the end of the financial year should if pocsible be authoricec

not only by the Appropriations Act but also by Second Reading in thc
Commons of the Coal Bill. I imagine also that further delay in intro-
ducing the Bill will increase the difficulties of managing Parliamentary
business during the rest of the session.

For all ‘these reasons, I believe that we should now introduce the Coal
Bill as quickly as possible and I am writing to seek your agreement
to this.

I am sending copies of this letter to John Biffen and lMichael Jopnling.

el

D A R Howell

/
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Attitudes to the Bill

. Agspowers to assist the NCB in different ways are well
cstablished, I should not expect the provisions of the

Bill to be controversial as such. However, the debates on
the initial Bill will be the vehicle for the announcement of
our new financial strategy for the NCB, and there may be some
criticism from our own supporters that we are doing too much,
as well as the inevitable Opposition arguments for more
support. The present steel strike will attract attention to
the differences between our treatment of NCB and British Steel
Corporation (which have already attracted Some public 3
attention) and may make these issues more sensitive.

Handling of the Bill

1 O Despite this sensitivity, I believe that the Bill should
be given an early Second Reading. Since there is already
comment upon different support given to the steel and coal




NINERS YOTE FOR PRY PERCE

CRITAIN'G 237 G080 RINERG TODRY RCCEPTED THE NATIONAL COAL
RGARD'G 20 PER CENT PRY GFFER.

K & HRJOR RERUFF FOR THEIR UNION'S EXECUTIVE: THE MINERS YOTED
Gy t4, 7% PER CENT AGAINGT # RECOMMENDATION THART THEY SHOULD
REJECT THE GFFER AND GIYE THE EWECUTIYE RUTHORITY TG CALL
IRDURTRIAL RCTICH,

IN AN @7 PER CENT POLLs 113+160 (54,25 PER CERT) TURNED DON
THE EMECUTIVE'S RECONMENDATIGH
GNLY 4071656 (48,75 PER CENT) YOTED FOR REJECTION AHD INDUSTRIAL
RCTI0Ns IF NECEGGARY.

WINERS' PRESIDENT JOE GOR LEY 'SHID THE BRLLOT RESULT HEANT
' ITHE GFFER MRS REEN RCCEPTED. YGU CAN'T INTERPRET 1T ARY
OTHER WRY.!' , SO

THE EXECUTIVE NEEDED A 55 PER CENT MAVORITY T0 CALL INDUSTRIAL
ACTION,

&1 DEREX EIRFs COAL RORRD CHAIRMANs SRID AFTER HEARING THE
CRLLOT RESULT: ''THE MINEWGRKERS' DECISION KEAKS THAT WE CAN
GO [N WORKING TGGETHER TG DEFEND OUR MARKET AND QUR JOBS:

GND TD CONTINUE GUR INDUSTRY'S EXPANXION. !

GF THE UNIGN'S 27 ARERSs GNLY THE FOUR TRADITIGNALLY HOST
M1LITRNT RACKED THE EXECUTIYE'S RECONMEWDATION FOR REJECTION.
THESE WERE YORKSHIREs SCOTTISHs SCOTTISH Ensln»ntn AKD
CSOUTH HALES, T .

4450000 . |
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Chancellor of the Duchy of Lancaster H— December 1 979

M Gopn

Dc”/o[ '/'1'”‘_ N

MS
COAL INDUSTRY BILL

Thank you for your letter of 2% November about the Coal
Industry Bill. -

I note that E(EA) Committee approved most of the policy
for the Bill at its meeting on 29 November. 1 am glad,
therefore, to give approval for Parliamentary Counsel

to be employed on drafting this Bill on the lines agreed
by the Committee. Instructions should be sent to Counsel
as soon as possible so that they can be fitted in with
his other work.

T am glad that it will be possible to ease the Parliamentary
timetable if necessary. If we get the Bill in reasonable
time we should be able to fit in a Second Reading before

the debate takes place on the Consolidated Fund Bill
authorising the Spring Supplementary Estimate.

The Bill's progress after Second Reading will depend on

its final form. I hope it will be possible to resolve
quickly with the Chief Secretary the outstanding issues

on deferred interest and disposals. 1 must however
reinforce the warning which was given during the discussion
about the effect on the progress of the Bill if disposal
provisions are added to it. The Bill was included in the
programme on the understanding that it would be uncontroversial
and indeed was likely to be welcomed by the Opposition. We
already have a large number of highly controversial bills

in the programme, including a number on the disposal of
assets, and we shall have difficulty enough in getting

them through by the end of the session. I could not promise
to secure the enactment of a further controversial bill
introduced at this stage in the session. 1 should therefore
be grateful to be informed of the outcome of your discussions
with the Chief Secretary.

I am copying this letter to the Prime Minister, to the members

of E and E(EA) Committees, the Chief Whip, to First
Parliamentary Counsel and to Sir Robert Armstrong.

1

=
The Rt Hon David Howell, IMP

Secretary of State for Energy g####,,,,,,,,ﬂﬂz
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CONFIDENTIAL

Ref. A084l1

PRIME MINISTER

Miners' Pay

(E(79) 73 and minutes of 26 and 27 November from
the Secretary of State for Energy to the Prime Minister)

BACKGROUND
The Secretary of State for Energy reported on 26th November on coal

stocks, and on 27th November on the state of play in the coal industry's wage

negotiations. You asked (Mr. Lankester's letter of 28th November) for this to

be placed on the agenda at this meeting. You also asked for a report from the
Civil Contingencies Unit (CCU). This has been circulated as E(79) 73. The
Secretary of State is speaking to Sir Derek Ezra today, following the NCB Board
meeting. He will either report orally or circulate a separate letter following
that talk. (Contrary to earlier hopes the result of the miners' ballot may not
now be available before the meeting of E, though the NCB's current belief is that
the result is likely to be 'marginal').

2., The Government's line so far has been that it has set a cash limit
(‘external financing limit') for the NCB, and thatit is for the Board to decide
what increases it can afford within that. Any extra costis to be met from
prices, and the consequences for jobs in the longer term must be accepted.

Sir Derek Ezra took steps to publicise the policy and the consequences of an
excessive settlement last week. The cash limitis enough to accommodate the
offer which the NCB has already made - of about 20 per cent on basic rates -

ety

provided coal prices rise in line with inflation. It is not enough to accommodate

any increases beyond that. If the NCB conc eded the miners' modified claim for

25 per cent, the consequence would be an extra 22 per cent on coal prices, which

would in turn mean an extra 1 per cent on electricity prices. There would be no
pu—— S ———— B

immediate impact on jobs in the coal industry, but in the longer term, as

Sir Derek Ezra has said in public, the marginal bits of the electricity and steel

markets would both be at risk. In fact, given the likely movement of oil prices,
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the CEGB are unlikely to go back on their commitment to take 70-75 million tons

of NCB coal a year though they might try to import a little more. The loss of

the steel market is much more likely, because BSC is already anxious to import
extra coking coal, on cost as well as quality grounds. A further increase 1n
United Kingdom coal prices would increase the incentive for them to look
overseas for supplies.

Sh The effects of various kinds of industrial action are set out in the CCU
paper. This has been prepared by CCU at official level, and the Home Secretary
is not committed to it. He is unlikely to challenge the analysis but is thought to
be reluctant to assume the job of 'Supremo' in what he still regards essentially
an 'Energy' problem. The consequences of prolonged action are inevitably very
grim.

4. There are two distinct elements in the discussion: the consequences of
industrial action; and the attitude which the Government should adopt to the pay
negotiations. It would make sense to separate them.

HANDLING

Consequences of industrial action

5 The CCU report deals with this at length. You might invite the

Secretary of State for Energy to speak first and then seek contributions from

the Home Secretary, the Secretary of State for Employment, the Secretary of

State for Industry and any other Ministers who wish to speak. You might also

ask Sir Kenneth Berrill for his views.

6. There are really five different issues:

(i) The likelihood of strike action. Everything turns on the outcome of the

ballot. If the Executive gets less than the 55 per cent vote needed to
suthorise industrial action, then subsequent negotiations should be
relatively easy and industrial action (other than local action) can be
discounted. If they get more than 55 per cent, the outcome will depend
on the reactions of, and the balance of forces within, the Executive.
Mr. Gormley and Mr. Scargill are due to leave for the United States

on 8th December. Decisions are therefore likely at the Executive
ﬁ
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meeting on 6th December. The Department of Employment view (which
e o
we believe Mr. Prior shares)is that, given a supportive vote in the

ballot, a significant improvement in the NCB's present offer will be

needed in order to avert industrial action. Even if the Executive

postpone a decision until after Christmas, there is a risk of sporadic
local action before then. The effect of that would, of course, be to limit
endurance.

(ii) Endurance. The CCU paper sets out the position. A go-slow with a

thr eat of a full strike later is almost as serious as an out-and-out strike
because it steadily erodes the coal stock position.

(iii) Remedial measures. Again, the report makes clear that there are very

-,

few steps which can be taken to reduce the damage done by a strike.

The options are, as they were in 1974, to start rationing electricity as

soon as serious industrial action (including a systematic go-slow) begins,
or to sit out a strike for a week or two, and be then left with shorter
endurance if there is no settlement.

(iv) Side effects. Colleagues may be particularly concerned about the inter-

action between a possible coal strike and other problems. Any major

interruption of world oil supplies is unlikely to coincide with a coal

strike. There is enough oil still in transit to keep us going, together
With North Sea supplies, for some time. If a coal strike led to a
restriction of electricity supplies, and this coincided with either a
health service or a water industry strike, there could be problems.

We are told that the health service auxiliary generators could be kept
going even without the manual workers. We think the same is true
within the water industry. An oil tanker drivers' strike coinciding with
2 coal strike could, however, further limit endurance; and might also

restrict supplies to auxiliary generators. Thereis not much that could

be done about this.

(v) Political aspects. The motivation of some members of the Executive may

be suspect. You may wish to ask the Home Secretary for a view on this.

But a majority of the Executive, including many moderates, voted for
rejection of the 20 per cent offer. If trouble does start, appeals to public

opinion will cut little ice with them.
e
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e At this point you might take stock. In essence there is little further

the Government can do at this stage to prepare for the worst. CCU might

however be invited to keep the problem under continuing review and to report to
Ministers as necessary.

The Government response

8. The Coal Board's negotiating options are listed in Mr., Howell's minute
of 27th November. Taking these in order:

(a) To stand firm on 20 per cent: itis apparently the part-time members
who wanted to stand firm. The full-time professionals, like Ezra,
were, we are told by the Department of Employment, prepared to improve
their offer. But the Department of Energy say that Ezra, who
dominates the Board, is taking a tough line in talks with their Secretary
of State.

(b) To settle with the NUM, without frills, on the basis of the 25 per cent
increase which the NUM Executive said earlier they would accept (or
at a higher figure if the NUM raise their bid).

(c) To settle with the NUM on the basis of a lower figure than 25 per cent

coupled with either

(i) improved incentives. Experience of previous incentives schemes

has of course been very disappointing;

(ii) an indexation scheme. While this is, technically, a matter within
p—— 5 =

the NCB's management competence, itis perhaps the least

satisfactory to the Government, in terms of its wider

-

repercussions.

9. The Government, for its part, has two options:

(a) To leave the whole thing to the NCB. This option is available just so long
as the NCB does not look to the Government for extra money to finance
a settlement. The moment they did this, the ball would be firmly in
the Government's court., Itis for Mr. Howell to ensure that no such
request is made and he might be reminded that £his should be his prime

objective.
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(b) To nudge the NCB in a preferred direction. For the reasons given above,
il il bt e

“the Government may want to head the NCB away from an 'indexation'
agreement. Itis unlikely that the Committee will want to guide the NCB
among the other options - bearing in mind that the more guidance given
the more the Government risks being saddled with the negotiations and
their consequences.

10. What ever the settlement, Treasury Ministers are likely to argue that

the Coal Board and Government should together make the consequences very

clear immediately. This means announcing both the coal price increase and the

consequent electricity price increase - and in both cases the announcement will

need to give the total increase, not just the increment for a settlement above

20 per cent (to do otherwise would sanctify 20 per cent as "acceptable' and

mislead the public about the actual price increases likely next year). At the

same time both the coal and electricity industries will be reluctant to announce

their future price increases without a parallel announcement of the likely size

of next year's gas price increase. It will be for consideration therefore

whether the Secretary of State should (securing the agreement of the BGC on the

way) stand prepared to announce a1l three increases - coal, electricity and gas -

simultaneously, as soon as a miners' settlement is reached and its consequences

appraised.

CONCLUSIONS

TES Three conclusions are needed:-

(i) To note the report of the Civil Contingencies Unit and to ask them to
keep the situation under review and report to Ministers as necessary.
(ii) To confirm that no further Government money will be made available to

the NCB in 1980-81 to finance the coal miners' pay settlement and to
ask the Secretary of State for Energy to ensure that no request for

such money is made by the NCB.
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(iii) To agree that, as soon as a settlementis reached, the consequences

for coal and electricity prices should be made plain in the form of a

foreshadowing of the gross increases in coal and electricity prices

—____—_—_———_—-_
needed next spring; and to decide whether next spring's gas price

Y
e

increases should be foreshadowed at the same time.

(Robert Armstrong)

3rd December, 1979







.PRIME MINISTER

COAL PAY NEGOTIATIONS

You are discussing the coal pay negotiations at E tomorrow. This note
is concerned with our longer-term position on this type of problem, rather
than any ad hoc response to the present negotiations, in which latest

reports suggest that the ballot may turn out favourably.

According to David Howell's minute of 27 November, Ezra's position

seems to be rather confused. He says that standing firm might lead

to a strike, while settling would reduce management's credibility.
He therefore suggests an improvement in the incentive scheme, which

sounds like a fudged compromise; or else a commitment to "over-
[ S

index'", by increasng a 20% base rate offer in line with any RPI
index which goes above the figures expected. Imagine other big
industries indexing themselves in line with an RPI which itself

reflects their own pay awards!

The refusal by miners and dockers to handle coking coal for Llanwern
today suggests that Ezra's warning that excessive pay awards to the
miners will simply lead to shrinking markets and fewer jobs, may

fall on deaf ears. However, I have heard that the decision not to

handle the coking coal was only narrowly taken.

-

When a labour monopoly effectively '"owns' a nationalised industry
whose disruption can bring the country to a halt, we have to
consider a number of questions before we can work out what Govern-
ment's posture and strategy should be. An ad hoc solution this time
round (even if a favourable one) will not make the problem go away

for good.

There are many questions which we need to consider before the problem

comes round again next year. For example:
K B STalr )

(a) Can the Government remain uninvolvedé}n negotiations which
may go wrong and escalate into a situation where the Govern-
ment has to be involved?

Should the Government, in any case, be more closely involved
in developing a negotiating strategy, with NCB (rather as we
have tried to do with BL)?

What is the long-term solution to the NUM bargaining problem?
For example, is it conceivable the NUM would consider a no-




strike package with special pay arrangements (very unlikely,
I would think)? Or is intelligent "ad hoccery' with some
sharpening up of NCB's bargaining techniques, the best way to
continue, even if it costs more? Would that be seen as a
fair deal in other industries? If one group need not face
economic reality, why should others?

Should Government's effort be concentrated on keeping
competitive sources open SO that, at the margin at least, there
is some alternative supply? What would this mean 1in infra-
structure investment, or using troops to unload etc? Lead
time, investment required, dangers of escalation to all out
strike? Are we quite satisfied that an all out strike would

be unbeatable?

Depending on the route we adopt, how do we/NCB (or in the
Llanwern case, BSC) mobilise public opinion to see just what

militant union leaders are proposing?

These questions cannot be answered quickly enough to help us decide how

to handle this pay round for the NUM. But they can and should be, for

next time round. It may therefore be worth having them at the back of

your mind during tomorrow's discussion.

JOHN HOSKYNS
3 December 1979
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD ?M
WHITEHALL PLACE, LONDON SWIA 2HH

From the Minister

CONFIDENTIAL

The Prime Minister

As you know I shall be involved in discussions in the Community on
Tuesday and shall not be able to attend the meeting of the Economic
Strategy Committee.

I am in favour of a Central Press Unit for use in emergencies -
E(79)62. TFood and agricultural supplies would be affecced in
many emergencies and - although I accept that there is no occasion
for my Department to be included in the regular membership of

the Unit - I should want us brought in when food and agricultural
problems were likely to be in question.

In case the discussion on miners' pay should turn c¢o contingenny
planning for the consequences of irdustrial action in tae mines
and the spin-off into electricity supply, I should like to
register that food production and distribution would be greatly

affected by cuts in electricity supply. It is imporcaut to
maintain full production as long as possible, otherwise our
capacity to hold out should the situation deteriorace would be
badly affected. I should hope therefore thdi contingency plans
will wherever possible provide priorities and that food will
have first priority. .

I am sending copies of this letter to members of E Committee,
the Secretary of State for Scotland, the Paymaster General, the

Minister of Transport and Sir Robert Armstrong.
/

Peter Walker
‘go November 1979
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From the Private Secretary 28 Novelnber 1979

The Prime Minister was grateful for your Secretary of State's
minute of 27 November about the miners' pay negotiations, and for
his minute of 26 November about power station fuel.

The Prime Minister agrees that Ministers will have to discuss
the question of miners’® pay and she has asked that this be
included in the Agenda for E Committee next Tuesday. Mr. Howell's
minute of 27 November indicates that the miners' ballot result
should be known next Monday and that Sir Derek Ezra will be
reporting back to him on the NCB's negotiating options. It would
be helpful if Mr. Howell could circulate a further note in time
for the E Committee meeting in the light of these further
developments.

The Prime Minister has also asked that the Civil Contingencies
Unit at official level should produce a rapid apprailsal of the
potential consequences of possible industrial action by the miners
and of the various fuel economy measures which might be available
in the event of such action.

I am sending copies of this letter to the Private Secretaries
to members of I Committee, the Secretary of State for Scotland,
the Minister of Transport and Sir Robert Armstrong.

. B. LANKESTER

Bill Burroughs, Esq.,
Department of Lnergy.
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10 DOWNING STREET

From the Private Secretary

MR. VILE
CABINET OI'FICE

Coal Miners' Pay

The Prime Minister would be grateful for
a rapid appraisal by the Civil Contingencies
Unit at official level of the potential consequences
of possible industrial action by the miners and of
the various fuel economy measures which might be
available in the event of such action - in time
for a meeting of E Committee next Tuesday. (As
you will see from my letter of today's date to
the Department of Energyv, the Prime Minister has
asked that miners' pay should be nut on the Agenda
for that meeting.)

I am sending a copy of this minute to
John Chilcot (Home Office).

. e et
T- P Em.--";:'- COoTEnD

e o !

28 November 1979
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DRAFT MINUTE FROM SIR ROBERT ARMSTRONG TO THE PRIME M[ﬁ b

POSSIBLE INDUSTRTIAL ACTION IN THE COAL INDUSTRY

Things are now developing quite fast in the wage negotiations in the

coal industry, and I suggest that you should take an opportunity to

RMW& [ Brenny

go over the ground in E Committee next Tuesday. has written

to you, on ti=e 26 November, commenting on Power Station jﬁel. But

next Tueiiizjﬂ understand that/he will also know informally

the results of the miners' ballot, and the NCB will need to be deciding

on their next step. Although the Government wishes to stand aside from
the negotiations, Ministers will wish to know the implications of

possible courses of action by the NCB.

I suggest therefore that you should ask Mr Howell for a short paper

discussing these options, and that in parallel I should arrange for a
rapid inter—departmental appraisal at official level, using the Civil
Contingencies Unit machinery, of such matters as potential endurance,

and the effect of possible economy measures, in the event of industrial

action in the industry. CCU provides a convenient inter%d%partmental




o8 Clovirman,

forum for this appraisal, but I suggest that Mr %itelaw[need not

get involved himself at this stage.

If you agree I attach a draft minute which you might send to Mr

Howell,

Cabinet Office
November 1979
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DRAFT MINUTE FROM THE PRIME MINISTER TO THE SECRETARY OF STATE FOR ENERGY

Thank you for your minute of 26 November, commenting on the present
position on Power Station Fuel. Since the results of the miners'

ballot will be coming through next week, I should like to discuss

the position at the meeting of E next Tuesday. Some of the possible

s - |
courses of action open to the NCB would have wideségzzifgmplications,

and I should be grateful if you could put forward a paper discussing
the possible options, and the consequences that might flow from them.
M%a‘,’kw
In parallel, I have asked $3 g to arrange for a rapid
inter—ﬂepartmental appraisal using the Civil Contingencies Unit
machinery at official level, to produce a report on the likely endurance
in the event of different possible types of industrial action by the
miners, on the extent to which endurance can be extended by the various
possible economy measures, and on the consequences of the possible

different regimes for the life of the community as a whole.

| am sty < oy AT s CRe (e fouety




conmTDENTTAT PAma fid

e L1 fro-
L 2 I\ vl
fLw\v7L~u. e fbn T
M Dugaand - U L 0 T ballel
PRIME MINISTER and i) we Al cco fer &
COAL PAY NEGOTTATIONS L{M o T tevhugena
O e - """}%r\;&? 7L
Sir Derek Ezra came to see me today at his own request to set out tuELW"
options before the National Coal Board on the miners' pay negotiations
and to ask if the Government had any view to put to the Board about
the choice facing them.
The NUM ballot is to be held this Friday, 30 No Sir Derek
saeld that in the Board's view 1t was now probable, though n certain,
P e S—— -
that the NUM National Executive would get the 55% vote they needed
for rejection of the NCB fe rd JST:EET77’*E§'taae industrial

action. If this happe: he Board had three choices:

O1
basic
the Board's wview, the
and that if the Board now incre d thei ffer it would
undermine thelr credibility in future negotiations. But
the Board think that taking this line would mean dustrial

action by the union after Christma This could be either

strike or an overtime ban
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PRIME MINISTER

POWER .STATION FUEL

You asked to be kept in touch with the position on fuel stocks
power stations on which I last® minuted you on 1Z/épﬂﬁét

CEGB coal stocks stand at 16 m tonnes, well above forecasts made

earlier this year; if we include power stations 1in Scotland (for which
the Secretary of State for: Scotland 1is responsible ) the figure exceed:
1742 m tonnes and reflects the rapid rate of stockbuild in recent Wes

The NCB and British Rail have worked hard to shifh ecoal. Deliveries

.‘

the CEGB have been above programme and the mild sutumn has ae

a1 7
CEGB are importing all the coal that can at the present time be

and transported (24 m tonnes for the year).

GB

0il stocks are at a record level of 1.3 m tonnes and the CLGE

arranged for supplies (including BINOC 0il) which will enable them 1O

has

raise o0il burn to the maximum economic level this winter; they are
talking to the oil companies with a view to obtaining addi® nal deliveries
(There are implications here for our inte rnational commitments which

need careful handling but which need not stand in our Waj).

It is difficult to forecast the level of electricity demand (so much
depends on uncertainties including the weather and availability of other
fuels To consumers) but if there is no disruption to either coal or

oll supplies before Christmas the Board expects the level of

both fuels at power stations to sustain

of peak demand (January and most of February) of four

further period of progressively declining cutput. Reduce

coal and oil before Christmas for whatever reason would

of stocks and therefore endurance after Christmas. garre“ulj

stocks are not as well balanced as they mignt be but

can be manipulated by operating stations out of merit

balance stock levels zcross the system while a certain amou

oil can be consumed in coel fired stafions To conserve cog

are examining both these courses.

CONFIDENTTAL:
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Ancillary materials are important; the Board are taking action to replenist

stocks as soon as they are dravn down. I am informed that these stocks

PRREL S S

would support 6 weeks of average winter output in Januvery/llarch u. der
operating practices designed to preserve materials rzther than to
minimise costs. Under normal circumstances the Bozrd would not
stoecks of ancillgries o be alffeched by tae .

could be reduced but electr 101tj output also dee =8 gS many

dovnn for several days at that time. There 1s no

culty in the water supply industry at present but

capacity depen on mains water supply and ther

ilncreasing storage agzinst disruption.

Copies of this minute go to E Committee, to the Secretary Shatle for

Scotland, to the Minister of Transport and to Sir Robert Armstroz

&

SECRETARY OF STATE FOR ENERGY

.I.L\..A

2 é NOVENBER 1979
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLBANK LONDON SWIiP 4QJ

01 211 6402

T P Lankester Esqg
Private Secretary to the Prime Minister

10 Downing Street _
LONDON SW1l 2) November 1979

/
Y /_
%

Thank you for your letter og/lé November 1979 concerning publicity
by the National Coal Board for the consequences of an excessive
pay settlement.

The Board were reminded of the Prime Minister's wishes on 153 November,
and we have been assured that if a settlement is reached which they
regard as excessive, the Board are ready to mount an immediate campaign
to spell out clearly to the public what the consequences will be for
prices.

\ -
W.J. BURROUGHS = 5 eb)

PRIVATE SECRETARY

/////i:?ﬂ
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The Rt Hon Norman St John-f evas MP
Chancellor of the Duchy of ©
Lancaster
Privy Council Office

Whitehall
SW1A 2AT | | Q3 November 1979

COAL INDUSTRY BILL a.

Thank you for your letter of 2 November.

As T said in my letter of 350 October, I understand your warning
about the need for urgency and I can assure you that we are pressing
ahead with all speed.

I note your warning that the chances of the Bill being enacted before
the end of March are extremely remote. I have looked into the
possibility of contingency arrangements to sustain the NCB whilst the
Bill is going through the House. The Treasury have confirmed that

it would be possible to use.the normal supply procedure to make
additional grants to the NCB this financial year before the Bill

came into effect. This assumes, of course, that the Consolidated
Fund Bill, authorising issues in accordance with the Spring .
Supplementary Estimate, would have been passed before the end of
March. The Estimate would make clear that the amount being sought
in the Estimate for grants to the Board rested on the author%xy of
the Estimate itself and the confirming Consolidated Fund Act.

Though not necessary for this purpose it would be desirable if the
Bill had received its Second Reading before the Supplementary
Estimates proceedings; and I hope that we can make good progress with
the Bill once it has been published.

In order to avoid delay, I shall be grateful for your agreement that
Counsel may be instructed as soon as EA Committee have approved the
content of the Bill.

I am copying this letter to the Prime Minister, to the members of
E Committee, the Chief Whip, to First Parliamentary Counsel and to
Sir Robert Armstrong.

D A R HOWELL
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SUGKE TARY O STATE FOR ENERGY
FHAME T HOUSE SOUTH
PALY HIANIE LONDON SWIP 4QJ

01 211 6402 "L
| e

kRt Hon John Biffen MP i

Chiefl Secretary to the Treasury

HM Treasury

Parliament Street . ¥

SW1P 3AG 2 3November 1979

/)C& Ja
COAL STRATEGY: DEFERRED INTEREST LOANS

Thank you for your letter of 9 November on the possibility of pro-
viding deferred interest loans to the NCB for the construction of
major projects. I am disappointed that you now have doubts about
this proposal, but I am grateful to you for setting out your views
at length. T

I accept that the Board would gain no benefit in terms of external
financing from deferred interest. However, I believe that if we
followed the lines of your option (i) there would be some relief
(though, I admit, not great) to the profit and 1o8s account in that
the Board would not have to pay interest on money borrowed to-
finance the interest which they are currently cgp;talising. The
NCB estimate that this would amount to £30 m a year by 1983/84
at out-turn prices. There are also wider considerations which I
should like an opportunity of discussing with colleagues when we
consider my paper on the proposed Coal Industry Bill. I shall :
therefore be including this proposal in the paper I am circulating. o

'R rﬂé
I am copying this to members of E Committee and $oiSir Robert Armstrongﬁg

D A R Howell
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01 211 6402

The Rt Hon Zir Gecl'frey Howe QC MP

Chancellor of the Lxcheguer

Y Treasury

Farl irament Sireet

Londen SW1 92 November 1979

;’ ) e jc A

o /

[ last wrote to you about miners' pay on 15 November
when I said that the NUM negotiators had rejected the
NCB's offer and had summoned a4 special Executive
meeting for 21 November.

hen the Executive met, it confirmed the rejection of
the Board's offer, but asked to see the Board agalin.
This further meeting took place almost at once. The
union said that by a substantial majority they had
decided that they would accept a 25% offer. The Board
refused to increase their basic offer, although they
said that they were prepared to look at any proposals
the union made for improvements in the incentive
scheme. This suggestion was not taken wlythe union,
and the meeting ended.

The Executive have now decided to go to ballot on the

Board's offer, with a recommendation to reject it and

give the Executive authority to call industrial action 4

if necessary. The ballot will be on_%g_ﬂgxgmher, and

the union hope to have the result in time for their next

Executive on 6 December. The Board think the result $
r' of the ballot is_very uncertain. There is no mood of l

militancy among the miners themselves, but traditionally
Lhey have always been loyal to their union.

The Board will do all they can to publicise their offer
and achieve a favourable result in the ballot. I am

sure that any Government publicity at the same time could
do no good and might do harm. We shall however need to
give further thought to our attitude when we know the
result of the ballot.

I am sending copies of this letter to the Prime Minister,
members of E and E(EA) Committees and Sir Robert Armstrong.

Llow-' fuin g

D A R HOWELL | (JC)C24\>
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLBANK LONDON SWIP 4QJ

01 211 6402

T P Lankester Esqg

Private Secretary to the

Prime Minister

10 Downing Street

London SW1 !5) November 1979
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Thank you for your letter of 12 Ngyeﬁ%er 1979 concerning
publicity by the National Coal Board for the conseqguences
of an excessive pay settlement.

The Board were reminded of the Prime Minister's wilishes
on 13 November, and we have been assured that 1f a
settlement is reached which they regard as excessive,
the Board are ready to mount an immediate campaign to
spell out clearly to the public what the consequences
will be for prices.

I am copying this to those who received a copy of your
letter.

5
W J Burroughs
Private Secretary







Treasury Chambers. Parliament Street. SWIP 3AG

Rt Hon David Howell MP n
Secretary of State ,1
Department of Energy /'o
Thames House South

Millbank

LONDON SW1 19 November 1979

Dogr Dawid

GRANTS FOR THE NCB IN 1979-80

Thank you for your letter of 15 November seeking my agreement to
additional assistance for the NCB in the current financial year of
£169m at outturn prices (£154.2m at Survey prices).

Subject to the points below I can support your proposal to take a
power in the forthcoming Coal Industry (Finance) Bill to pay the
NCB deficit grants instead of regional grants as hitherto. Deficit
grants are a more honest presentation of the purpose of the grants
agreed by E Committee on 17 October as part of the NCB's financial
strategy to 1983-84. They would also have the incidental advantage
of preventing the NCB claiming to have "broken even'" at a time when
they are receiving substantial grant assistance.

I think that it is important that a system of deficit grants should
be subject to the following conditions:

(1) The forthcoming Bill should specify the total amount of grant
payable.

(ii) Each year's deficit grant should be agreed in advance with the
NCB before the year begins. This ought to be made clear to the House
in the Committee Stage of the Bill.

(iii) The grants would be payable only in respect of the NCB's
financial years up to and including 1982-83. The financial strategy
agreed by E Committee on 17 October assumes that they will not need
grants, other than social grants, after 1982-83.

(iv) If the NCB's deficit turned out to be lower in any year than
assumed when fixing the level of deficit grant, the amount of grant
actually paid would be reduced by an equal amount. We must avoid
the situation where deficit grants paid are higher than actual
deficits.




Turning now to your particular proposals for grants for 1979-80,

I accept that the payment of the level of grant you suggest for the
NCB would not add to the Board's demand on public expenditure this
financial year. This follows because to the extent that their
grants are increased, their loans are reduced.

You suggest that on the basis of the Board's present forecast, they
would need a deficit grant in 1979-80 of £169m to balance their
expected losses for the year. I am content with this proposal
provided that you agree that if the NCB's deficits exceed this amount,
the amount of deficit grants will not be increased, but if it is less,
the amount of deficit grant will be reduced. And, of course, if it

is agreed that further operating grants should be offered to the NCB
this financial year for particular purposes, their deficit grant
should be reduced by the same amount so that there is no increase

in public expenditure.

I am sure that since one of the essential conditions for deficit
grants is that they should be fixed in advance, the grant should
appear on the relevant cash limited Vote of your Department (Class 1V,
Vote 8). This means that the current cash limit for that Vote of
£53.055m would have to be increased by up to £169m. I suggest that
our officials should agree the precise amount in the light of the
latest forecast outturn on the Vote. When that is agreed the new
cash 1limit will have to be announced to Parliament by way of an
arranged PQ and answer before any Supplementary Estimate is presented.
The announcement should make clear that the increase in the cash limit
implies no increase in public expenditure or in the NCB's financing
1imit for 1979-80. I should be grateful if your officials could
consult mine about the terms of the answer.

I am sending a copy of this letter to the Prime Minigiz;, memb ers
of E Committee and Sir Robert Armstrong.

-

PaVarali

Mo B







SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH

MILLBANK LONDON SWIiP 4Q)
01 211 6402 ;—1“

,gql‘

The Rt Hon John Biffen MP

Chief Secretary to the Treasury

HM Treasury

Parliament Street 1

SW1P 3AG /S November 1979
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GRANTS TO THE NCB IN 1979/80

The decisions taken at E(79)12th on the financial
strategy for the National Coal Board set the levels
of external finance, within which the Board are to
operate, for the years 1980/81 to 1983/84. The
Board's external financing for the current year was
set at £709m when their cash limit was fixed in June.
Although the Financial Statement and Budget Report shows
a grant element of £175m within this total, this was
an arbitrary sum based simply on the level of grants
paid to the NCB in 1978/79. It was recognised that
the actual level of grants to be paid would need to
be decided in the light of the decisions on the
strategy as a whole. I believe we should now seek
to agree what the grants should be for 1979/80.

The provision in Estimates is only £86m at out-turn
prices, and covers:

1979/80

out=turn
£m

iggcial Grants

Contributions to Early
Retirement Benefits and
Pit Closures

Mineworkers Pension
Scheme deficiency

Qperating;Grants

Support for sales of coal
to SSEB

Stocking aid to National
Smokeless Fuels for coke




In their forecasts the NCB had assumed that in addition
to the provision for operating grants in Estimates

they would also receive stocking aid for coal and
assistance for coalburn at Carmarthen Bay power station
in South Wales. Whilst I believe the NCB could properly
qualify for coal stocking aid (about £10m at out-turn

is our latest estimate) in accordance with the ECSC rules
on state aids, I-do not propose to press that this be
paid. With the heavy draw-down of stocks this year, this
is not now a major problem for the Board. Nor am I
proposing to agree to the request for assistance for coal-
burn at Carmarthen Bay. This power station is the only
one capable of burning & stock of poor guality coal held
by the NCB; and I take the view it 1g in the Board's

own commercial interest to dispose of this stock.

There are two further items in respect of operating
grants on which the NCB had assumed support: coking coal
and their Phurnacite plant at Aberaman, South Wales.

In neither case am I yet ready to put proposals forward.
On coking coal, following the discussion at E(EA)(79)9th
meeting in July we are awaiting a response from the NCB
on the outcome of their talks with the BSC. As regards
the Phurnacite Elant, the NCB have made proposals to the
Department an ese are currently under consideration.

Consequently, I propose that, subject to the outcome
on these two issues, operating grants be confined to
the support for coalburn by SSEB and the coke stocking
aid for which Estimates provision already exists. :
The Social grants will also be confined to the provision
in Estimates subject to whatever is agreed on the revised
proposals on improvements in transfer terms (and L4
redundancy payments).

In their forecasts the NCB had also included regiomnal
grants. 1 shall shortly be submitting proposals for

the Coal Industry (Finance) Bill. These will include

one that the present power to pay regional grants be
replaced by one to pay deficit grants (on which the
Treasury have already been consulted at official level).
This change would recognise the reality that the Board
are 1n deficit, and prevent them from claiming that they
are breaking even, so meeting a point which Geoffrey Howe
has made and on which I entirely agree with him. We

need to decide how we would use the new power for 1979-80.
For this year, 1 propose that the Board should receive

a deficit grant up to the level needed to cover their
deficit. On present forecasts this would mean a grant

of £169m. For future years of course the procedure will
be different. The maximum level of grant will be fixed
in advance, according to the financial strategy agreed

by E Committee. If the NCB's deficit exceeds this, the
grant will not be increased to cover it; if it falls




short, the grant will be reduced Lo the level needed to
cover 1t. DBut we cannot apply thig vrocedure to 1979-80,
two=thirde of the way through the year and in the

absence of an agreed objective. I 4lso have in mind

our relationship with the NOD, who are very disappointed
about the way the decisions on capital clraucture and
grants have gone and to whom it would be difficult to
explain why, if we have taken a power to pay deficit
grants we should not, for this vear, use it to cover

s ) (i e
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would make a total of £255m at out-turn prices. The
additional grant assistance over and above the £175m
assumed in the Financial S$tatement and Budget Report
Will not result in an increase in public expenditure
becauge there will be a corresponding decrease in the
Botrd's net borrowing. In any event, the Board's latest
estimate of their total external finances for the
current year is £607m which is well below their cash
limit of £709m.

I hope you will sce your way 10 approving the additiocnal
£169m of grants for 1979/80 at ocut-turn prices.

I am copying this letter to the Prime Minister the

f

members of E committee and Sirp Robert Armstrong.

D A R HOWELL
l)¢ A
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From the Private Secretary 19 November 1979
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I told you last week that the Prime Minister
had asked whether the National Coal Board were
prepared to mount a campaign s;elling out the
price consequences of an excessive pay settlement.
You told me that the NCB would not be prepared to
mount such a campaign while their negotiqtions
are proceeding, and I have mentioned this to the
Prime Minister.

The Prime Minister has nonetheless asked

' whether the NCB have the figures ready and whether
they will be prepared to use them once a settlement
has been reached. |

I am sending a copy of this letter to
Martin Hall (HM Treasury), lan Fair (Department
of Employment) and Martin Vile (Cabinet Office).

W.dJ. Burroughs, Esq.,
Department of Energy.




Treasury Chambers, Parliament Street, SWIP 3AG

Rt Hon David Howell MP

Secretary of State

Department of Energy

Thames House South

Millbank

London SW1 9 November 1979

COAL STRATEGY: DEFERRED INTEREST LOANS

Thank you for your letter of 23 October in which you asked for
approval in principle to the inclusion in the forthcoming Coal Bill
of a power to provide loans on which interest would be deferred
during the construction of major projects and then paid at an
enhanced rate. (I covered the other points in your letter in my
letter of 29 October.)

I certainly agree that deferred interest loans are less objectionable
than the issue of PDC to the NCB, as indeed I conceded in my letter
to you of 6 August. But the more I examined your proposal, the less
any real benefit that I see in it for anyone and I am most reluctant
to agree to such a novel financing device unless there are sound
reasons to justify it. I recognise the interest burden on the NCB
caused by their large investment programme, some of which takes

many years to begin to generate revenue. But other industries are

in very much the same position. The construction of power stations
takes many years, but I understand that the CEGB's practice is
nevertheless to charge interest straight to their profit and lost
account. They do not even seek to capitalise the interest as the

NCB can under present arrangements. One way of dealing with the
NCB's interest problem would, of course, be to proceed to a capital
reconstruction, but I recall from our discussions on the coal strategy
that you are reluctant to adopt such a course.

It might be helpful if T set out in some detail the reasons for my
scepticism about the proposal for deferred interest loans, dealing
first with their effect on the Board's cash flow and then on their
profit and loss account.




Effect on €ash Flow

I accept that deferment of interest would benefit the Board's cash
flow and thereby reduce their borrowing in, the period of deferment
at the expense of later periods when the Board would have to begin
to pay the interest at the enhanced rate. But this would be of no
benefit to the Board since to the extent that their borrowing needs
were lower because of the introduction of deferred interest loans,
we would have to insist that the external financing figures agreed
by E Committee, which were postulated om the Board's present capital
structure, should be reduced commensurately. Otherwise public
expenditure would be higher. And if the Board's external financing
figures were reduced in this way, the NCB would not be auny better off.

Effect on Profit and Loss Account

The effect on the Board's P & L account is more complex, but in the
long run each of the available accounting treatments produces no
better results than the present financing and capitalisation arrange-
ments. This is because the interest rate on a deferred interest loan
would have to be enhanced to allow for compounding during the period
of deferral. The result would be that the NCB would be in no better
position overall than if conventional financing had been entered into.
For example, if a deferred interest loan had a 15 year duration with
a 5 year moratorium on interest, the nominal interest rate for the
last 10 years could be virtually double that compared to the rate
payable on a "nmormal'" loan over the whole period. And even if the
interest is deemed to accrue over the first 5 years, but is not paid
until the last 10 years, the nominal interest rate would have to be
higher again to allow for compounding. The possible P & L account
treatments, based on this example, are:

(i) If nothing is payable on the loans for the first 5 years, nothing
will be charged to the P & L account during that period, but over the
remaining 10 years enhanced interest would be debited to the P & L
account. This improves the Board's P & L account in the first 5 years
at the expense of the next 10. But the effect of this is broadly
similar to the present practice of capitalising interest in that it
defers the P & LL impact of interest costs until the start of production.
There therefore seems to be no advantage to the Board.

(ii) Interest, though not paid, could be deemed to accrue during the
first 5 years and would be debited to the Board's P & L account. The
effect would be to reduce profits (in fact increase losses) compared
to the present practice of capitalising interest. I cannot believe
that either you or the NCB have this in mind.

(iid) Interest would be deemed to accrue during the first 5 years and
would be capitalised during that period. It would later be charged

to the P & L account in the normal way. The effect on the P & L account
is broadly the same as the existing treatment of capitalisation of
interest described at (i) above. While this might be an acceptable
accounting practice, it seems to me a transparent cosmetic device to
massage the NCB's results and could attract some criticism.




I am sorry to have written such a long letter, but I think that it
might be helpful to you if I explained in gome detail the reasons for
my doubts about your proposal. 1In short, deferred interest loans
would reduce the Board's borrowing in the period of deferral, but
this would be of no benefit. to them since their external financing
figures would be reduced by an equivalent amount. 1If their P & L
account is not to be adversely affected compared with existing
arrangements, interest payments would need not only to be deferred,
but it would be necessary for the Board to capitalise such deferred
interest during the period of deferral and this seems to be a rather
bogus device to improve their results.

I am sending a copy of this letter to members of E Committee and
to Sir Robert Armstrong.

JOHN BIFFEN
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T am writing to keep you and my other colleagues informed about
the progress of the miners' pay negotiations. A further meeting
between the NOB and the NUM was held yesterday.

)

In my letter of 25 October I described the three options on timing

which the Roard planned to put to the NUM. At yesterday's meeting

the NUM delegation accepted option ¢ - advance payments from

1 January 1200, with the main settlements on 1 March 1380, 1 January

1 and 1 November 1981. This:acceptance was confirmed by the

Lxecutive today. Acceptance of the NCB's proposals on timing
ni sten forward, in view of the importance the NUM have always
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- the NGB have told the union that £20m would be available
sdvance payments in January and February 19280, and £240m
mzin settlement from March to December 1980. The Board
to present their offer to the union as eguivalent to about
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The NUM have tald the NCB that the cash on offer is not enough. The
NCB have promised to consider this, and the meeting was adjourned
until next Tuesos) 13 Nowvember. The NCB have not yet decided on

5 510 i ] yesterday's meeting and
are optimistic apbout the prospects for a settlement. They have of
course bee: £t in no doubt about the need to keep within their cash
limit or the need® &if there is an excessive settlement, 1o meke 1S
implication for prices%elecar to the public very quickly.

;0 the same recipients as before.
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COAL INDUSTRY (FINANCE) BILL

Thank you for your letter of 30 October about progress with
the Coal Industry (Finance) Bill.

The present Parliamentary climate is such that, even if

this Bill were ready for immediate introduction, I would be
cautious about promising Royal Assent before the end of

this Financial Year. As I understand it, however, your Bill
Will not be ready for introduction until December at the
earliest. I must warn you that the chances of the Bill then
completing all its stages in both Houses before the end of
March are extremely remote, even if We secure, as is by no
means certain, a measure of co-o

I am sure,

I am copying this letter to the Prime Minister, to the
members of E Committee, the Chief Whip, to First Parliamentary
Counsel and to Sir Robert Armstrong.

The Rt Hon David Howell, MP
Secretary of State for Energy
Department of Energy

Thames House South

Millbank

London

SW1

RESTRICTED







CONFIDENT IAT,

DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 22071

SWITCHBOARD 01-212 7676
Secretary of State for Industry

2 _ November 1979

Rt Hon David Howell MP
Secretary of State for Energy
Thames House South

Millbank

London SWAP 4QJ ﬂ V\“
A
> MMl .

Thank you for sending me a copy of your letter of 25 October
to Geoffrey Howe about the mineworkers' pay-hegotiations. 1
agree with Geoffrey and with Jim Prior that negotiating tactics

are a matter for the NCB and that we should avoid belng drawn
1Lial,

You will recall that when we discussed this subject in )
on 8 October we decided that both the NUM and the public should

be left in no doubt about the implications of excessive wage
increases for both prices and Jjobs. You may wish to suggsest
to Derek Ezra that the price implications for any settlement
should be brought out early as a negotiating tactic if big

claims persist, so that there is no misunderstanding in the

public mind about the link between pay and prices.

T am copying this letter to the Prime Minister, members of E(EA)
and E Committees and to Sir Robert Armstrong.
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SECRETARY OF STATE FOR ENERGY
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01 211 6402
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N Sanders Esqg ‘lﬁﬂ- S&AA_

Private Secretary to the
Prime Minister
No 10 Downing Street
LONDON SW1 (1n 7 November 1979
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NCB STRATEGY

My Secretary of State has noted your letter of 29 October to
Alistair Pirie in the Chief Secretary's Office about the interest
of the Prime Minister in seeing in advance the proposed text of
what is to be said in Parliament on the financial strategy

for the coal industry.

In the meantime the Prime Minister might like to see the text of
the letter, agreed with the Treasury, which my Secretary of
State is intending to send to Sir Derek Ezra on this issue.

I am copying this letter to Alistair Pirie in the Chief Secretary's
Qffice.

}/ AT Cerss
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DENIS WAIKER
PRIVATE SECRETARY







SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLBANK LONDON SwWiP 404 2171 6402

Sir Derek Bzra MBE

Chairman

National Coal Board

Hobart House

Grosvenor Place

London SW1X TAE November 1979
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1 am writing to set down, 1n more precise terms than 1 stated
fhem ot the Coal Industry Tripartite discussions, the Government's
conclusions on the financial strategy that the Board should follow.

May I start by acknowledging with thanks the cooperation that
the Department has received from the Board in reviewlng your
financial position. |

In the shorter and the longer term, it is clear that the country
will need to look to an efficient coal jndustry if we are to avoild
undue dependence on imported energy. The basic strategy adopted
when Plan for Coal was endorsed therefore continues to be csound :
investment in profitable pits to securean efficient industry capable
of 2 higher level of output. I am glad that, subject to the small
reductions that the Board have been able to make, the Governmenwu
nave been able to endorse the investment programme to 1982/83 in
the normal way. (My officials have written to the Board giving the
agreed capital gallocations).
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But the Government must also have regard, in the shorter term
anyway, to the very important objective of reducing the demands of
the nationalised industries on public expenditure. The financial
strategy is therefore designed to permit the continued rebuilding
of a new industry out of the old whilst progressively reducing
financial support for the Board's operations.
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The Government will continue TO provide social grants and will
continue to finance the Redundant Mineworkers' Paymente Scheme.
As you know, we are now considering the Board's revised proposals
on transfer payments and redundancy terms.

Financial support for the industry's operations will be provided
on a declining scale in accordance with Appendix B to the Board's
Supplement to the Review of Pinancial Position, &s amended by the
reductione in external finance that we have recently agreed, 1ie
(at 1978/9 prices):

1980/81 1981/82 1982/83
15 27 5,




This means that the Board is expected to break—even from 19€3/€4
after social grants and after interest on the present capital
structure. Could I emphasise that the Government attaches the
sreatest importance to the Board's attaining this objective. L

it is possible to reach it earlier the Board should certainly do so.
If the Board appear to be encountering difficulty in operating
within the external finance figures set out below, the Board will
need to take action, by means of cost reductions or increases 1n
prices, to ensure that the figures are not exceeded.

At an appropriate stage in the near future I shall need to announce
the objective of break—even from 1983/84 and the phased progress
towards it as the Board's formal financial target. My officilals
will be in touch with yours in due course about the form of words
for such an anncuncement. The external finance reguirements within
which the Board will be expected to operate are (at 1978/79 prices);

1980/81 1981/82 1982/83 1983/84

613 570 480 375

The cost, including the cost to the Government, of any improvements
in redundancy and transfer terms, if they are in due course agreed,
will have to be met from within these figures. At our meeting on
22 October you referred to the question of flexibility in cash limits.
T said that this was not a matter on which I could give any assurance
and I advised that it was best pursued by the Nationalised Industries
Chairmen's Group in connection with the paper they have submitted

to the Chancellor.

Within the external finance figures, the Government will be prepared
to pay grants as follows:

£m 1978/79 prices
1981/82 1982/83 1983/84

Social grants ; 57 57 5
Other grants fk 109 o8

Total 19 166 85_ 5%

The reductions in external finance which we agreed have been reflectec
in the provision for 'Other grants'. Any grants which may,
exceptionally, be agreed in addition to those assumed above would

not be allowed to relax the break—even objective a&s defined in
paragraph 6. The Coal Bill will provide for payment of the grants
assumed and I shall be considering what upper limit would be appropri-
ate to take account of varying assumptions about, eg inflation.

T have also decided, subgect to consultation with the European
Commission, that the Bill will replace regional grants by grants to
cover deficiencies in the Board's profit and loss account.




The Government have decided that it would not be appropriate

te 1gsue Public Dividend Capital to the Board at this stage. DI kv

I am giving further consideration in conjunction with my colleagues
to the possibility of deferred interest loans; and we chall examine
{il

urther the other suggestions in your letter of 15 Cctober to John
LORTHD

The Government will wish to monitor closely the Board's pragress
towards financial break—even by 19”3/m4 on the basis of a2 monthl;
progress return. For this purpose it 1s essential for us to zgree

= St LA e |

very auickly the forecasts of unit costs underlying the strategy.

yoelsy snhould like to have guarterly meetings with you for
itoring. My officials will be discussing arrangements with yours.

1 am sure that it is in the best interests of the industry that
the objective of financial viability, in the way I have defined
it, sheuld %p achieved as quickly as possible; and I look forward
to following the Board's progress.
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The Rt Hon Sir Geoffrey owe QC MP

Chancellor of the Exchec¢ er

HM Treasury | f(l
Parliament Street “V]vxﬁ

London SW1 S| October 1979

.Thank you for your letter of 30 Qctober about miners' pay.

As you say, negotiating factics must be a matter for the NCB,

but we have mentioned yor points (i) and (ii) to them. On (i)
they say that an offer ol less than 13.4% would just not be
plausible, and would rig! embittering the negotiations. I think
this is right but in any case is something for them to judge. On
(ii), of course their calculations will take account of all the
costs arising in 1980-1 [rom their offer.

I am not clear from your next paragraph whether or not you

want the NCB to increase coal prices to the maximum extent. Of
course it follows from the operation of the cash limit that a
higher wage increase must be offset by a higher price increase.
Our discussions on electricity prices assumed in fact that the
price of coal to the ele:tricity industry would rise by about 3%
in real terms next year. Ve shall however consult you before
decisionsare taken about the next coal price increase. |

I agree that the Board's references to break-even are misleading,
and I am considering what can be done to achieve a more realistic
presentation. But this point does not of course affect the figures
now at 1ssue.

I am copying this letter to the recipients of yours.

D A R Howell
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Thank you for your letter of 5§th October.

Negotiating tactics must be a matter for the NCB, and
I am therefore broadly content with the position you outline.
However, I think you should ensure that the NCE are fully
aware of a couple of points which could affect their
negotiating strategy, and have taken them into account:

(1) it appears that their opening offer will
go as far as they can within the pay and price

T assumptlons within the cash limit. WThls may well
lead to pressures t£0 1ncrease the quantum. Are
the NCB prepared for this, or would it be better
to open with a lower offer?

—— o

(1) have the NCB allowed for any cost of the
1981-82 pay settlement? Even if the settlement
date is not moved, one month of this will fall
within the 1980-81 cash limit: i1f the settlement
date is moved forward, the period to be covered
will increase. If the NCB have not allowed for
this, the alternatives would be a further price
increase, Or no pay increase until the beginning
off EY 19871 -82.

You suggest that the increase of 13.4 per cent
implied by the cash 1limit is unlikely to achleve a settlement.
. If so, then in accordance with the conclusions of E Commlittee
(E(79)12th, Meeting, Item 1) any excess will have to be
financed by vrice increases over and above the increases in

/1line with

The Rt. Hon. David Howell, M.P.
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line with the RPI already implicit in the cash limit. I

am not clear how this can be reconciled with the recent
agreement between the NCB and the CEGB that coal will be
maintained at a constant real price over 5 years in return
for the CEGB taking a certain tonnage. Further, such
increases would, unléss the electricity industry can absorb
the costs by increased efficiency, alter the assumptions on
which our decisions on electricity price ilncreases at
Cabinet on Thursday were reached, and thus put at risk our
decisions. In any event I should like to be consulted
pefore decisions are taken about the next coal price increase,
presumably 1n March 1980, T Think we will need to be
convinced that the NCB take full advantage of higher oil
prices when dncreasing coal prilees.

Let me also say that i1t seems most undesirable to
refer, as you do in the second paragraph of your letter,
to "break even" by the NCB. In fact the industry's financial
strategy endorsed by E Committee recently shows them making
5 loss after interest of some £200m in 1980-81 which 1is
reduced to "break even" only by an equal amount of Government

grants.

I know that practice in recent years has been for the
Board to present their financial results in this way, but
I suggest that you should make clear to their Chairman that
this Government does not favour such a misleading presentation.
This 1s important since unless the true facts of the NCB's
financial position are publicly recognised the pressure on
the Board to move towards viabillity wlll be that much reduced.

I would welcome your urgent comments on these points.

T am sending copies of this letter to the Prime Minister,
members of E(EA) and E Committees and to Sir John Hunft.

T
N

—

(GEOFFREY HOWE)
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the Private Secretary 30 October 1979

The Chief Secretary copied to the
Prime Minister his letter of 29 October
to the Secretary of State for Energy about
the financial strategy for the coal
industry. I should be grateful if we couid
see in advance the draft text of the
announcement referred to in the third
paragraph of that letter,

I am copying this letter to
Bill Burroughs (Department of Energy) and
to Martin Vile (Cabinet Office).

AN By AR

A. C. Pirie, Esq.,
Chief Secretary's Office,
H.M. Treasury.
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T have seen a copy of your letter of” 25 October <o Geotffrey Howe and

would like to endorse the point you make that it is for the RCB to
conduct the negotiations themselves within the cash limit. As Grey
Gowrie said in his letter to you of 5 October we must try to avoid
being drawn into these negotiations or becoming closely identified

with the NCB's stance.

Copies of this letter go to the Prime Minister and members of E and
E{EA) and Sir Robert Armstrong.
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Department of Energy Zﬁ/uo
Thames House South
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NCB: STRATEGY

Thank you for your letter of 23 October in which you sought

my agreement to approval to e NCB's investment programme
being given in the usual way and to agreement in principle
that the Coal Bill should contain a power to provide deferred
interest loans in respect of certain projects. I am not yet
in a position to reply on the latter point but I understand
there is a priority written Question down for answer on
Tuesday 30 October on the investment programme and this letter
therefore deals with that point as well as making some further
points.

Now that Sir Derek Ezra has accepted the external financing
figures agreed by E Committee on 17 October I agree that approval
to the NCB's investment programme can be given as to 100 per

cent for 1980-81, 85 per cent for 1981-82 and 70 per cent for
1982-83. If the Board's public expenditure requirements looked
as if they were going to rise above the totals agreed by

E Committee last week, we would, of course, have to look at

the investment programme again.

I think that Parliament should be told as soon as possible the
financial strategy for the coal industry agreed by E Committee
last week. I suggest that we should express this to Parliament

in the terms of a formal financial target for the industry of
breakeven from 1983-84 after interest, together with an indication
of the phased progress towards this target. I should be grateful
if your officials could agree with mine the drafting of such an
announcement.

Finally, I recall that in paragraph 5 of your paper to

E Committee (E(79)50) you referred to the need to monitor unit
costs and to compare them with the forecasts underlying the
strategy. I am sure this is right, but I understand that the




Board have not yet produced thedr forecasts which are essential
for monitoring. I am sure that they should be pressed to provide

these as soon as possible.

I will write to you again about deferred interest and any other
matters that arise in your letter as quickly as possible.

I am sending a copy of this letter to members of E Committee
and to Sir John Hunt.

i Bk

JOHN BIFFEN
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PRIME MINISTER
NATIONAL COAL BOARD: CASH LIMIT FOR 1980-81

At Cabinet on Thursday it was decided that John Biffen and I should
agree urgently the National Coal Board cash limit for 1980-81 and
report the result to you.

John Biffen has conceded that the cash limit for 1980-81 should be

£834 million.

—EEEa

In return I will make clear to the NCB that in future the Government will
expect them to adopt the revaluation procedure common to the other
nationalised industries, so that this question does not arise again.

I am copying this minute to members of the Cabinet and to Sir John Hunt.

s

D A R Howell
Ssecretary of State for Energy
29 October 1979
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The National Coal Board (NCB) are to meet the National
Union of Mineworkers (NUM) next Wednesday, 31 October,
for further negotiations on the NUW'S pay claim. The
NUM have made it clear that they will want some
indication at this meeting of the sum likely to be
available. i T A

SOty
The NCB have not yet finally made up their mindes how
much they are prepared to offer. Their present intention,
however, is to table a statement at the meeting to show
that, assuming a price increase of about 15%, they could
increase the total of wages and salaries N4 associated
charges by £240m in 1980-1 and still breakeven. The
total of £240m is consistent with an Increase of £140m
on NUM wages. The Board will talk entirely in terms
of the amount available, and will not mention percentages.
But theel40m would in fact represent an increase for
NUM members of 13.4%, assuming a March to March
settlement. v

The Board also plan tc develop the suggestion made at their
last negotiating meeting that they are willing to consider
flexibility on the timing of the pay settlement They

will put three options to the NUM:

5. The next settlement to run from March 1980 to

Pebruary 1931, and the one after that from March

to October 19%1 : AN\ —
——

b, . The next settlement to run from March to

December 1980, and the one after that from

Japuary to October 1971.

(\

2 An advance payment to be made on 1 January
1980, and thereafter option b to be followed




The Board therefore hope to postpone conceding the
1 November settlement date until 19f1. They will
emphasize to the union that a change in the timing of

the settlement ca total amount, £740m,

available for pay increases.

w
Every 1% increase in the Board's pay bill costs them
about £18m, which can be recouped by & price increase
of abouT 0.5%. If this price increase applied egually
to 2ll coal consumers. the electricity industry would
have to increase its own prices by about 0.2% to
offset the effeet on its costs. i In fact. price
increases at the higher levels are more likely to
concentrate on electricity.

T should emphasize that the Board are still considering
their tactics. I should emphasize too that they

cannot foresee whether they will need to be prepared

to move from their initial offer during the negotiations.
No negotiator can foresee this, but must have flexibility
to respond to developments in the negotiations. An

offer equivalent %o an increase of 13.4% is o course

most unlikely to produce a settlement. '

It is my strong belief that it is for the NCB to conduct
the negotiations themselves within the cash limit we
have fixed for them. I shall, if my colleagues agree,
+5TT the Board this. I shall in doing so stress the
paramount importance of adhering to the cash limit.
Since the meeting is next Wednesday, I ought to let the

'Board have any comments we wish to make by -next Tuesday
at the latest.

T am sending copies of this letter to the Prime Minister,
members of E and E(EA), and Sir John Hunt.

D A'R HOWELL
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PRIME MINISTER - 7"/] e
STRATEGY FOR THE COAL INDUSTRY
You will wish to know that Sir Derek Ezra has accepted the reductions

in external finance requirements on which E Committee agreed on
17 Oiﬁpbér (E(79)12th Meeting). The revised figures are therefore:

£m 1979 Survey prices

1980/81 1981/82 1982/83 1983/84
613 570 480 375

I am copying this minute to the Chief Secretary, other members of
E Committee, Sir John Hunt and Sir Kenneth Berrill.

N

SECRETARY OF STATE FOR ENERGY
25 OCTOBER 1979
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I shall be grateful for
for the content of the
quickly.

I am copying to the other members

D .!ﬁ;. R HO "f"'e 11







Ref: A0431
CONFIDENTIAL

PRIME MINISTER

Strategy for the Coal Industry
(E(79) 50 and E(79) 56)

When the Committee discussed the Secretapy of State for Energy's

paper on the Coal Industry (E(73)45) on 27th September (E(79) 9th Meeting,

Item 1) they felt that it did not provide adequate information on which to come
to a conclusion. You asked the Secretary of State for Energy and the Chief
Secretary, Treasury to ''produce an agreed joint paper setting out the
necessary facts and options and, if possible, reaching agreed conclusions''.
In the event the two Ministers have been unable to agree. Accordingly the

joint paper now before the Committee (E(79) 50) is in effect two separate

e

papers with a covering note pointing to the main areas of disagreement.
This format is unavoidably clumsy and the CPRS has circulated a paper of
their own (E(79) 56) pointing to the assumptions underlying the strategy
recommended by the Secretary of State for Energy; highlighting the points

‘W ——

of disagreement between the Secretary of State for Energy and the Chief

Secretary, Treasury; and setting out (in paragraph 4) certain key questions

——— R —

which underlie the points of disagreement.

2, This is a tangled and difficult subject but, I suggest, manageable if

yvou begin by running through, and seeking comments on, paragraph 4 of the

CPRS paper and then move on to the specific choices set out in the joint paper

by the Secretary of State for Energy and the Chief Secretary, Treasury. The

conclusion to be drawn from discussion of the CPRS paper is probably that

the uncertainties on productivity, the outcome of future wage bargaining and
e ' .

the potential scope of raising coal prices, are too great to allow for the
#

construction of a neat scenario for the future. This is hardly surprising,
T S R A8 e T A R WA e T O e sy o s 5577 20 s T, 2

or indeed, unusual. Uncertainty is a fact in life with which commercial

organisations have to live and the art of management is to find a way through

uncertainty to the basic objectives. However unusual the NCB may find the
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prospect they are paid to manage the industry and must face their
responsibilities. The task for Ministers, as representing the owners of
the business, is to set the objectives, to decide how much finance to provide

and to replace the management if it fails.

HANDLING

0 5e You might begin by inviting the Secretary of State for Energy, the

©

—

Chief Secretary, Treasury and Sir Kenneth Berrill to introduce their papers.

You might then invite the Secretary of State for Energy to comment on the
points raised in paragraph 4 of the CPRS paper. In doing this you might

draw particular attention to the apparent incompatibility between the NCB's

P e

assumption of a 2 per cent per annum increase in real prices and their
—— 5 e
recently concluded agreement to sell 5 of their total production to the CEGB

at a price indexed to inflation (i.e. allowing for no real increase in prices).

P

The Secretary of State for Energy can no doubt offer an explanation - which
may be that the agreement is a propaganda exercise of no real substance.
Certainly Ministers would not wish to accept an argument from the NCB that

this agreement (which appears to ignore future movement in the price of oil)

L e

is a reason for asking the taxpayer rather than the consumer to meet the

costs of the coal industry!
e =
45 Thereafter you might run through the specific issues identified on

Page 2 of the joint Ministerial paper and seek a decision on each, They are:-

(1) Financial Strategy: The difference between the two approaches

is neatly summarised in the table in paragraph 3(i) of the CPRS
paper, Leaving aside enhanced redundancy payments, the two

Ministers are disputing sums of money ranging from £30 million
s
in 1980-81 to £59 million in 1983-84, The argument will be
-
presented in terms of the realism of the closure implications

of the alternative strategies - but it can also be presented as an
PN

argument about a 1 or 2 per cent addition to coal prices. If

e e 1 e s e A e 022 e

the latter presentation is the reality the Committee may well

prefer the Chief Secretary's proposals. They are the more
e ————— )

likely to do so if they have taken on board the import of the

- . g . T ———
public expenditure issues to be discussed by Cabinet on

e N
Thursday.

=2
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(ii) Investment: The argument here is about the degree of commit-

b Y ——

ment to finance the Board's future investment programine.

Given that there is no particular reason to challenge the Board's
view that there are profitable investment opportunities in coal -
and the longer term need for coal supply - the Committee may
feel able to support the Secretary of State for Energy on this
point.

(iii) Capital Structure: The case against introducing PDC into the

NCB's capital structure at this time appears strong and the
Committee may prefer to back the Chief Secretary.
(iv) Coal Industry Legislation: The Secretary of State for Energy

needs a Bill in this session and seeks policy approval for it.
There is, we understand, little prospects of getting the Bill to
Parliament early enough to pass it through both Houses and all
stages by the end of the financial year. This could cause real
difficulty for the Secretary of State for Energy (there is doubt
whether the Appropriation Act provides adequate cover for
lending over and above the statutory borrowing limits) and he
will need to sort out his problems with the Chancellor of the

Duchy of Lancaster outside the meeting. There is however no

reason why approval in principle for his Bill should be withheld.

o

5)s Decisions on the above points would meet the stated requirements of

Mr. Howell and Mr. Biffen. They will however leave outstanding two other
points - the NCB's proposals for enhanced redundancy payments and the
general question of the enforcemmns on cash
limits on the National Coal Board.

6. On redundancy payments, Mr. Howell says in his paper (Annex A,

paragraph 7) that he is examining the situation with colleagues and will bring

—

forward proposals as necessary. The Committee need do no more than note
oY

this (though it needs to be recognised - and preferably stated - that the cost of

any such new arrangement will be a charge on the Contingency Fund unless the

AL
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Board can find off-setting savings within its own finances). The question of

enforcement is more difficult. Responsibility for living within cash limits

rests with the Board. Mr. Howell's monitoring proposals may help but the
proof of the pudding will be in the eating.
CONCLUSIONS
Te Subject to discussion you will want to record specific conclusions on
the 4 issues set out in E(79) 50:-
(1) Financial provision
(i1) Investment programme
(iii) Capital structure
(iv) Approval in principle of a coal Bill
8. You will also want to record the point about redundancy payments
referred to above and an exhortation to the Secretary of State for Energy to
impress on the NCB the Government's determination to hold them responsible

for the affairs of the Industry within the parameters now being set.

/-
]i{w/

John Hunt

16th October 1979







