


Ll b ™ s g (A s R R ke e ey | e R T B s T LA e e s S — b R (Lo e o Srpgiiig LR e e N
. aa ! P dme Sl JIRCEE ERERIC ) 2 AL JE DA LA Sl T e A |a"_'j‘2“-_"n in ¥ :41—?_. g NG T L 5 .~“i' -, s, e a—r..h Aol B20) -1'..'-' e T TR 1T o "h'i_-‘?'a'~"L'C'§’-'—,. -
A - & y L B AR N Bt O PR >4 Sl o T S T S ATy R
: 1 " e - I

Forra o>

Colndpndned TTlte

NAT (6N AiSED
M
| (NDVSTR (ES

foullE 0 \& (C(ﬁ
Bt 22 Do G

Referred to Referred to | Referred to . Referred to

22,16 FO

[ & :;:
— & i B
Y ?v} ? L}v’ 9 B N 5
3 [l | L'} &
S v l;h\.-v"' > ) i ‘
o L
e b S
e . -

o P W (T AR TR T _—




...............................................................................

......................................




TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date

CC (80) 5™ Conclusions, Minute 5 (extract) 7.2.80
CC (80) 6™ Conclusions, Minute 4 (extract) 14.2.80
E (EA) (80) 39 14.7.80
E (EA) (80) 15™ Meeting, Minute 1 17.7.80
C (80) 49 29.7.80
CC (80) 31°* Meeting, Minute 6 31.7.80
C (80) 51 5.8.80

C (80) 52 5.8.80
CC (80) 32™ Conclusions, Minute 3 7.8.80

E (80) 103 11.9.80
E (80) 106 15.9.80
E (80) 34" Meeting, Minute 2 17.9.80
E (80) 112 16.10.80
E (80) 38" Meeting, Minute 1 22.10.80

The documents listed above, which were enclosed on this file, have been

removed and destroyed. Such documents are the responsibility of the

Cabinet Office. When released they are available in the appropriate CAB

(CABINET OFFICE) CLASSES

Signed W@W

PREM Records Team

Date. 29 Junae 20[0
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BRITISH SHIPBUILDERS

In my statement of 31 July on British Shipbuilders' finances

T told the House that the Corporation was forecasting cash

needs well in excess of its external financing linit and that
the new Chairman had been asked to carry out a review of
prospects for the industry, including an examination of all

possible ways of achieving savings.

As the House will know merchant shipbuilding has been
contradting ever since BS was formed. Since Vesting Day
employment in merchant shipbuilding has fallen from 38,000
to below 18,000. In BS as a whole there have been about

47,000 redundancies.,

Despite this contraction and the economies which the Chairman
is introducing, I regret that the review has shown that there
- is no scope for significant reductions in the Corporation's

cash requirements this year. A substantial part of the cash

requiremnent is due to the winding down of payments made in

advance of work in progress on raval exports, and to the

effects Qf the steel strike.
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Trhe Government has therefore agreed to increase BS's external

financing limit for the current year from £120 million to

&185 million. The additional resources are being found from

the unallocated contingency reserve within the planned level

of public expenditure.

The Chairman has also advised me that the Corpbration is
lixely to exceed by some £20 million its loss limit of

£90 million before crediting Intervention Fund assistance.

The House's approval for the additional finance will be

sought in the Winter Supplementary Estimates; in the

meantime should the Corporation require additional funds

these will be provided by repayable advances from the

Contingencies Fund.

The Chairman expects a considerable improvement next year in

BS's financial performance. The benefiﬁs of the
-restructuring programme, the economies which he is
introducing, and the forecast higher utilisation of merchant
shipbuilding capacity should be important contributory
factors. This improvement will be reflected in the

forthcoming external financing limit for 1981/82. The loss
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target will be reduced to £25 million after Intervention
Fund assistance (which is equivalent to £75m before

Intervention Fund assistance).

However, there are uncertainties ahead which could affect
these forecasts for next year. The market-for_merchant
shipbuilding and shiprepair remains weak and BS continue to

be unable to secure.merchant ship orders without subsidy.

The future level of naval orders has yet to be determined

in the context of the Government's annual expenditure review.
In these circumstances the Govermment has decided that it
would be prudent to agree to the British Shipbuilders' request
that the Shipbuilding Redundancy Payments Scheme should be

prolonged. ZFXnabling legislation to this end will be

introduced shortly.

The Government accepts that subsidies will, for the moment,

continue to be necessary to enable BS to obtain merchant ship

orders, but we believe in line with other countries that
worldwide subsidies to shipbuilding must progressively reduce.
vWe are therefore proposing to the European Commission the use

of the remainder of the present £55 million tranche of

Intervention Fund from the end of this year to July 1981,
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and a new tranche at a lower figure of £45 million from

July 1981 to July 1982.

There are new opportunities available for the industry in
offshore work if the Corporation can prove themselves
éompetitive; but this is also a difficult market. I have

invited the Chairman to assess these and 21l other

‘opportunities in a new Corporate Plan in Spring 1981.

However, whether in offshore work or in the production of
ships, there can bé little doﬁbt about the magnitude of the
task facing the Corporation. Only the most substantial, and
rapid, improvements in productivity and efficiency, in
reducing overheads and other cost cutting, can give BS the

prospect of a viable future. The Government believes that

the necessary determination exists. It is up to all those in

BS to translate that determination into achievement.
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STATEMENT ON BRITISH SHIPBUILDERS' FINANCES

The Chief Secretary has seen the draft statement attached to
vour letter of 5 November to Robin Birch. He notes that the
timing of the statement is dependent on developments at BL.

We have one important (though presentational) point oxn the body
of the draft, namely that the loss limit for 1981-82 should be
expressed on the same basis as the limit for the current year.

As you know, it had been the practice to quote BS! financial
targets in terms of loss limits after crediting Intervention Fund
grants until your Minister suggested the "before grants' basis
for this year's limit (Mr Butler's letter of 17 July 1979 rafers).
The Chief Secretary sees no objection to reverting to the Mafter
grants" basis - indeed there is some advantage in the change as
the tarcet would: then be directly comparable with the trading
loss published in BS' Accounts - but he thinks that the compa-
rable figure '"before grants'" should be included by way of |
explanation. Otherwise Parliament and the general public could
be misled as to the extent of the improvement we expect to see

in BS' loss position next year. The addition of the words 'which
is equivalent to £75 million before Intervention Fund'" at the

end of paragraph 4 of the statement would perhaps suffice.

I am copying this letter to the recipients of yours;

Yow& evev

T@ci‘j Vla{@o&

T F MATHEWS

Private Secretary
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE __
123 VICTORIA STREET

LONDON SWIE 6RB

=211
TELEPHONE DIRECT LINE 01-212 6401
SWITCHBOARD 01-212 7676

From the ' L
Minister of State S Offlce

The Hon Adam Butler MP

R Birch Esqg |
Private Secretary to
The Chancellor of the Duchy of

Lancaster _ | “rld

Privy Council Office
Whitehall |
London SW1A 2AT 12 November 1980
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STATEMENT ON BRITISH SHIPBUILDERS' FINANCES F .
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I sent you a draft of this statement on 5 November. I now
| B enclose a revised draft which takes account of comments made
| by the Treasury.

F My Minister intends to make this statement on 13 November.
I am copying this to Nick Sanders (No 10), the Private
/of Secretaries to the members/E(EA) Committee, the Foreign Secretary,

the Secretaries of State for Northern Ireland and Defence, the
Chief Whip and the Paymaster General, Bernard Ingham (No 10) and

David Wright.
%MDNMA)

JONATHAN HUDSON
PRIVATE SECRETARY




STATEMENT ON SHIPBUILDING

In my statement of 31 July on British Shipbuilders' finances
I told the House that the Corporation was forecastinglcash
needs‘well in eicess of 1ts external financing limit and that
the new Chalrman had been asked to carry out a review of
prospects for the industry, including an examination of all

possible ways of achieving savings.

As the House will know merchant shipbuilding haé been
contracting ever since BS was formed. Since Vesting Day
employment in merchant shipbuilding has fallen from 38,000
to below 18,000. In BS as a whole there have been about

17,000 redundancies.

Despite this contraction and the economies which the Chairman
is introducing, I regret that the review has shown that there
is no scope for significant reductions in the Corporation's
cash requirements this year. A substantial part of the cash
requirement is due to the winding down of payments made in

advance of work in progress on naval exports, and to the

effects of the steel strike.




The deernment has therefore agreed to increase BS's external
financing limit for the current year from £120 million to

£185 million. The additional resources are being found from
the unallocated contingency reserve within the planned level

of public expenditure.

The Chairman has also advised me that the Corporation is
likely to exceed by some £20 million its loss limit of

£90 million before crediting Intervention Fund assistance.

The House's approval for the additional finance will be
sought in the Winter Supplementary Estimates; in the
meantime should the Corporation require additional funds
these will be provided by repayable advances from the

Contingencies Fund.

The Chairman expects a considerable improvement next year in
BS's financial performance. The benefits of the
restructuring programme, the economies which he is
introducing, and the forecast higher utilisation of merchant
shipbuilding capacity should be important contributory
factors. This improvement will be reflected in the

forthcoming external financing limit for 1981/82. The loss




target will be reduced to £25 million after Intervention
Fund assistance (which is equivalent to £75m before

Intervention Fund assistance).

However, there are uncertainties ahead which could affect
these forecasts for next year. The market for merchant
shipbullding and shiprepair remains weak and BS continue to

be unable to secure merchant ship orders without subsidy.

The future level of naval orders has yet to be determined

in the context of the Government's annual- expenditure review.
In these circumstances the Government has decided that it
would be prudent to agree to the British Shipbuilders' request
that the Shipbuilding Redundancy Payments Scheme should be
prolonged. Enabling legislation to this end will be

introduced shortly.

The Government accepts that subsidies will, for the moment,
continue to be necessary to enable BS to obtain merchant ship
orders, but we believe in line with other countries that
worldwide subsidies to shipbuilding must progressively reduce.
We are therefore proposing to the European Commission the use

of the remainder of the present £55 million tranche of

Intervention Fund from the end of this year to July 1981,




and a new tranche at a lower figure of £45 million from

July 1981 to July 1982.

There are new opportunities available for the industry in
offshore work if the Corporation can prove themselves
competitive; but this is also a difficult market. I have
invited the Chairman to assess these and all other

opportunities in a new Corporate Plan in Spring 1981.

However, whether in offshore work or in the production of
ships, there can be little doubt about the magnitude of the
task facing the Corporation. Only the most substantial, and
rapid, improvements in productivity and efficiency, in
reducing overheads and other cost cutting, can give BS the
prospect of a viable future. The Government believes that
the necessary determination exists. It is up to all those in

BS to translate that determination into achievement.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE

123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 550/‘
SWITCHBOARD 01-212 7676

Secretary of State for Industry

5? November 1980

Rt Hon George Younger MP
Secretary of State for Scotland
Scobtish Offace

Whitehall
London SW1A 2AU . 7]5
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BRITISH SHIPBUILDERS: STRATEGY ANDF INANCES
Thank you for your letter of BOfbctober.

2 I entirely agree with you that the decision not to apply

for Intervention Fund assistance for Scott Lithgow and Cammell
Laird is a matter for BS and should be presented as such 1f

and when it becomes public knowledge. The Chairman has made

it wery ¢lear to us that in order to remove one af the

principal causes of loss-making i.e under-utilisation of capaclty
BS needs to build more ships in fewer yards. In that he has

our full supporht.

3 You should also be aware that it would be difficult for

BS to change their plan. With BS's knowledge we have informed
the Commission of it, and there would have to be prior
consultation with the Commission before new subsidised merchant
ship orders could be put in either yard. Moreover even if

the Commission were agreeable to such a change of plan, on
present estimates there would not be enough Intervention Fund
assistance available to allow a resumption of merchant ship-
building at these yards unless BS made corresponding cuts 1n
capaclity elsewhere.

e T ameopying this letber to the Prime [Minister,. €O thé
other Members of E Committee and to Sir Robert Armstrong.
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From the
Minister of State ! S Of I ice

The Hon Adam Butler MP

R Birch Esqg { November 1980
Private Secretary to the
Chancellor of the Duchy of Lancaster

Privy CounciliOffrce
Whitehall A‘ ’aS
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STATEMENT ON BRITISH SHIPBUILDERS' FINANCES

... I enclose the draft statement on BS' finances which my Minister . lal- |
JgQ‘ proposes to make to the House. At present the proposed date for |
‘”-w& the statement is 1% November but the precise timing might have ) |
@ﬁ“u to be reconsidered if BL's workforce are about to decide whether
,ﬁﬁgﬁw&b to support the call for strike action.
I am sending copies of this to Nick Sanders (No. 10), the ,
Private Secretaries to members of E(EA), the Foreign Secretary, de

the Secretary of State for Northern Ireland and the Chief Whip, 21
and David Wright.
7.
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Jonathan Hudson ¥
Private Secretary &




STATEMENT ON SHIPBUILDING

In my statement of %1 July on British Shipbuilders' finances

I told the House that the Corporation was forecasting cash needs
well in excess of its external financing limit and that the new
Chairman had been asked to carry out a review of prospects for the
industry, including an examination of all possible ways of

achieving savings.

1 regret that this review has shown that there is no scope for
significant reductions in the Corporation's cash requirements this
year. In a weak market for merchant ships BS continues to be
loss—-making and unable to compete without subsidy. A substantial
part of the cash requirement is also due to the winding down of

payments made in advance of work in progress on naval exports and

to the effects of the steel strike. Although the Chairman has alread:

identified some useful economies their main impact will not be felt
until next year.

The Chairman has also advised me that the Corporation is likely
to exceed by some £20 million its loss limit this year of
£90 million before crediting Intervention Fund Assistance.

However he expects a considerable improvement next year in BS'
financial performance; this improvement will be reflected in the
forthcomlng External Financing Limit for 1981/82. The loss target
will be reduced to £25 million after Intervention Fund Assistance.

For the current year the Government has agreed to increase BS'
external financing limit, from £120 nillion to £185 million.

The House's approval for the additional finance will be sought in
the Winter Supplementary Estimate; in the meantime should the
Corporation require additional funds these will be provided by
repayable advances from the Contingencies Fund.

[iswel M Speaken:




Mr Speaker, BS have nearly completed the restructuring programme
which they set themselves in August, 1979 and merchant shipbuilding
employment now stands at below 18,00Q,a decline from 28,000

at Vesting Day. However, prospects for merchant shipbuilding

and shiprepair are uncertain, and the future level of naval orders
has yet to be determined in the context of the Government's

annual expenditure review. In these circumstances the Government
has decided that it would be prudent to agree to the British
ohipbuilders' request that the Shipbuilding Redundancy Payments
oScheme should be prolonged. Enabling legislation to this end

will be introduced shortly.

The Government accepts that subsidies will, for the moment, continue
To be necessary to enable BS to obtain merchant ship orders, but

we believe in line with other countries that worldwide subsidies

to shipbuilding must progressively reduce. We are therefore proposing
to the Buropean Commission the use of the remainder of the present
£55 million tranche of Intervention Fund from the end of this year

to July 1981, and a new tranche at a lower figure of £45 million

from July 1981 to July 1982.

There are new opportunities available for the industry in offshore
work if the Corporation can prove themselves competitive; but this
is also a difficult market. I have invited the Chairman to assess

these and all other opportunities in a new Corporate Plan in Spring
1981.

However, whether in offshore work or in the production of'ships,
there can be little doubt about the magnitude of the task facing the
Corporation. Only the most substantial, and rapid, improvements
in productivity and efficiency, in reducing overheads and other

cost cutting, can give BS the prospect of a viable future. The
Governmemt believes that the necessary determination exists. It is
up to all those in BS to translate that determination into
achievement.
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To: MR ILANKESTER
From: J R IBBS

E(80)112: British Shipbuilders' Strategy and Finance

1. At the meeting of E Committee on 17 September, doubts were expressed
over whether BS were taking sufficiently tough action to reduce their costs
and whether they were planning to slim down sufficiently in the face of
poor market prospects. The Secretary of State for Industry was invited to
arrange for his Department to review these issues in consultation with the
Treasury and the CPRS. At the Secretary of State's suggestion, I spent an
afternoon with the BS Chairman, and my staff have also visited the three

Clydeside yards.

2 I believe that the BS Board and the Department of Industry are
developing a better understanding of what is needed and what is possible.
The first test of the new management's resolve to move the industry to a
viable financial position will be the 1981 Corporate Plan. Reluctantly I
agree that we should wait until next Spring for this by which time the

following three uncertainties should have been resolved or at least clarified.

(i) Smith's Dock. It is still uncertain whether further Intervention

Fund support will go into Smith's Dock before it can be closed. In principle,
the yard should not receive further merchant ship orders. However, the
Secretary of State asks that E(EA) should consider the position if BS wish

to place one further ship at Smith's Dock in order to prevent British and
Commonwealth and their South African partner Safmarine from going to a foreign

yard for the first two ships in a possible series of six.

(ii) Offshore. It is also still uncertain whether BS can win initial

orders for floating rigs other than at a loss. In principle, there should be
no loss-financing. Again, however, the Secretary of State asks that he should
report back to E(EA) if the initial orders look as though they cannot be
secured at break-even and would otherwise go abroad. It is essential that

any proposal for assistance should be tested extremely stringently.

I understand why the Secretary of State wishes to approach these two issues
in this pragmatic way and to bring the issues back to E(EA). The Prime

Minister may consider however that E Committee would be a more appropriate

forum for final decisions.




CONFIDENTIAL

(iii) The Naval Programme. BS's strategy on the specialist naval

and the composite yards will need to be entirely re-shaped as a result of
the cuts in defence expenditure. Closure of one composite yard seems the
minimum outcome. However, BS cannot be expected to devise a new strategy
for these yards (which account for over half BS's workforce) until MoD(N)
has given them a basis on which to plan. I believe the BS Board should
be given this information as soon as possible. The Prime Minister may
wish to set a target date of say, end January, to help focus MoD(N)'s

attention on the need to give BS early and adequate guidance.

3 I am sending a copy of this minute to Sir Robert Armstrong.

A

/
21 October 1980

2
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CONFIDENTIAL

Ref. A03313

PRIME MINISTER

British Shipbuilders: Strategy and Finance
(E(80) 112)

BACKGROUND
When E discussed British Shipbuilders' strategy on 17th September they

were not persuaded that the Corporation were taking sufficiently tough action
to reduce costs and to slim down in the face of poor market prospects; and
they invited the Secretary of State for Industry to arrange for a further review
(E(80) 34th Meeting, Item 2). In E(80) 112 he puts forward his revised
proposals in the light of this further work.

Zis He invites the Committee to endorse a short-term strategy whereby
BS will close Smith's Dock on Teesside as soon as possible; confine
Scott Lithgow and Cammell Laird to naval and offshore work; build up merchant
production at Swan Hunter; and dispose of ship repair activities as soon as
possible.

3. He points out that it is very difficult to take decisions on the longer term
strategy in the face of major uncertainties over:-

(i) Merchant orders - no substantial upturn is expected in world markets
before the end of 1982, and even then BS will be faced with fierce
competition from Japan and the developing countries.

(ii) Naval orders - these obviously turn on coming decisions on the
Defence Budget, and their implications for the Navy in particular.
(iii) Offshore orders - can BS break into this internationally competitive
market?
It will therefore be necessary to look at the longer term again next year, when
some at least of these uncertainties will have been resolved and BS will have
produced their next Corporate Plan. In the meantime it is proposed that

E(EA) should deal with particular cases and difficulties.

e
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4, BS's plans for Cammell Laird and Scott Lithgow depend crucially on
getting contracts for semi- submersible oil rigs. The Secretary of State
recommends that they should move into this business only on the basis of future
viability, although he proposes that E(EA) should look if necessary at any initial
orders which could not be secured at break-even and might otherwise go abroad.
He advises that there is no possibility of private sector involvement in this
business at present, since no United Kingdom private sector companies have
the relevant experience or technology.

5% Provisionally the public expenditure position is as follows:-

£ million 1980 prices

1980-81 1981-82 1982-83 1983-84
PES 104 82 38 16
Proposal 155 114 63 3

Additional 51 32 25 ol I

6. TFor 1980-81 the cash equivalent for EFL purposes is £185 million compared
with the published EFL of £120 million. It seems that thereis no possibility of
reducing this sum, and the Secretary of State for Industry will have to announce
the revised limit to the House.

T The cash equivalent for 1981-82 is £153 million. This is the figure in
the Chief Secretary's general paper on the nationalised industries, E(80) 121.

If the Committee accept it, their decision should be subject to the reservation
that it will be liable to amendment if there are to be across the board cuts on the
nationalised industries. This apart, it should not be necessary to return to the
question of British Shipbuilders in the general discussion on E(80) 121.

& The Secretary of State for Industry has secured agreement in principle
to extending the statutory Shipbuilding Redundancy Payments Scheme. The
costs of this are uncertain and turn on the numbers and timing of redundancies.
It is however necessary to accept whatever costs arise, in the longer term

interests of getting a viable industry. Itis also proposed (28(d) of the note by

Officials annexed to E(80) 112) that to encourage restructuring any extraordinary

D
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costs of further closures beyond those now assumed should be dealt with
outside the EFL., Particular proposals would need to be examined if they
were put forward, but in principle this seems a reasonable price to pay for

reorganising the industry.

HANDLING
i After the Secretary of State for Industry has introduced his paper the

Chief Secretary will wish to comment on the implications for public expenditure

and EFLs, the Secretary of State for Defence on naval orders, and Mr. Fletcher,

who is representing the Secretary of State for Scotland, on offshore orders and
the implications for the Scottish yards in particular. CPRS have been involved

in the future review and Mr. Ibbs may wish to comment. The Secretary of State

for Northern Ireland is not directly concerned with British Shipbuilders but he

will wish to keep his approach to Harland and Wolff broadly in line with that to BS.
10. In deciding whether they can accept the proposals summarised in
paragraph 17 of E(80) 112, and in more detail in paragraph 28 of the report by
officials, the Committee will wish to discuss in particular:-
(i) whether there should be a greater cut in capacity - in practice this
would fall on the Scottish yards (see paragraph 10) and the Committee
may well decide that it is not justified until some of the present
uncertainties are clarified.

(ii) The approach to offshore orders (paragraphs 11 and 12) - it is proposed
that BS should consult Ministers if they want to go ahead with any orders
at below break-even.

(iii) Naval orders - can the Secretary of State for Defence undertake to
clarify the naval position as soon as possible after decisions are taken
on the Defence Budget?

(iv) EFLs - announcement to increase that for 1980-81 from £120 million to
£185 million; and to fix 1981-82 at £153 million.

il The Secretary of State for Industry will be anxious to secure decisions
on these proposals at the meeting in order to give BS early guidance for their
further planning, to fix the EFLs, and to get on with securing the Commission's
approval to further use of intervention fund grants (paragraph 28(c) of the report
by officials).
3=
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CONCLUSIONS

12, In the light of the discussion you will wish to sum up with reference
to the recommendations in paragraph 17 of E(80) 112,
13 In doing so you will wish to note:-
(i) that the Secretary of State for Industry will have to announce to the
House the increase in the EFL for 1980~81,;
(ii) that approval of the EFL of £153 million in 1981-82 will be subject to
any further across the board cuts which might be agreed in the

context of the general discussions on nationalised industry financing.

(Robert Armstrong)

21st October, 1980

-4~
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 530/]
SWITCHBOARD 01-212 7676

B S/ Secretary of State for Industry

20 October 1980

Tim Lankester Esq

Private bSecretary to the
Prime Minister

10 Downing otreet

LONDON

oW

BRITISH SHIPBUILDERS FINANCES

You asked me for further information for the Prime Minister on
my Secretary of State's paper E(80)112. I enclose a table
listing British Shipbuilders' various yards, the types of
vessels under construction, their number and information about
any delays known to the Department

e The Department does not specifically monitor progress on
British Shlpbullders contractse. Without detailed investi-
gabion it is not possible to establish whether a delay is

) attributable to customers introducing modifications to their
orders or tTo reasons outside British Shipbuilders control,
for example the steel strike or other failures by suppliers to
deliver equipment on time. A number of ships are at an early
stage of construction when delays are less apparent than at the
later stages. The only ships which the Department knows to be
currently late for reasons within the econtrol of Britigh Ship-
builders are:

(a) three ships at Sunderland (caused by design difficulties);

and e

(b)} one Polish ship at Robb Caledon caused by labour problems
associated with the closure.

i 20t
lan

I K C ELLISON
Private Secretary




Shipyard f Types of | Number §* Comments
vessel under

construction

Ailsa Suction g ') No known delay
Dredger
LPG Tanker £ )

Appledore Tug/Supply No known delay

2
Container ship d Knock-on delay from earlier ships.
Product carrietr 1 2 months late

Austin and Cargo carriers 7 ) Maximum delay 4 months on one
Pickersgill ) ship
Bulk carriers %
Brooke Marine Patrol craft d -5 months delay due to customer
for export 150
Cammell Laird* Destroyers 2 Ahead of schedule
(MOD)
Clelands Bulk carrier d ) No known delay
| Coastal Tanker 2 )
Fergusgons Fishery 1 | 3 months delay
- Protection
Dredger g ) Up to 2 months delay
LPG 1 )

Goocle Tankers 2 No known delay

Govan Bulk Carriers s No known delay

Hall Russell Patrol vessels 2 No delay

(MOD)

Robb Caledon ,

Dundee Bulk carrier d 12 months delay - mainly due
to labour troubles and
equipment suppliers.

Leith Tug d ) % months delay

Dredger d | del
Trinity House 4 D) He BROREEE e By
Flagship

*One MOD Fleet Support Tanker about to be ordered.




Shipyard Types of Number ! Comments
vessel under
construction
Scott Lithgow Cargo liner 1 5 months delay
Cartsburn oeabed — -
operation
vessel (MOD) 1 No delay
.
Scott Lithgow ESV d months delay
Glen/Kingston Tanker d No known delay
Smith Dock Refrigerated 2 No known delay
carriers
Sunderland Cargo carrier d Fixﬁ_mnnthﬁ_ggiﬁy - mainly
due to design change
Deptford Bulk Carriers 5 No known delay
Sunderland Cargo carrier 2 Five to six months delay -
mainly due to design change
Pallion Bulk carrier 2 One to two months delay
Swan Hunter Tanker d 2 months delay
Hebburn ‘Eeg%gﬁnguel ] No known delay i
Swan Hunter Product tanker g KRNo known delay
Neptune Destroyer (MOD) 2 Ahead of schedule
Swan Hunter Anti submarine
Wallsend Cruiser (MOD) 2 Ahead of schedule
Vickers Submarine (MOD% it )JAhead of schedule
Destroyer (MOD g )
Vosper Patrol craft 3 No known delay
Thorneycroft Destroye€s fgr )
export (IMOD 5 P
MCMV (MOD) = )Ahead of schedule
Yarrow Frigate (MOD) it Ahead of schedule
MCMV (MOD) 2 No delay
Support vessels
for lran e Contract terminated, and

much deliberate delay
while other markets
sought
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strategy and finances in the light of doubts expressed at
E(80)34th and to examine the scope for introducing private
sector involvement with Cammell Laird and Scott Lithgow in ¥ o
the contruction of o0il rigs. The attached inter-Departmental
note by officials sets out the results of this further review.

d Colleagues invited me to look again at British Shipbuilders'(BS)"
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Intervention Fund support to contracts taken and the winding .
down of instalments received in advance principally at the

naval shipbuillders. HFurther contraction would increase the

cash requirement next year but would reduce the risk of

exposure to a repetition of losses.

British Shipbuilders' New Strategy

4 On merchant shipbuilding British Shipbuilders' strategy is

to utilise fully a reduced number of yards so as to maximise

the benefits to be gained from other cost cutting exercises.

To achieve this they have already taken covert action to

prepare the way for a closure of Smith's Dock on Teesside

while Cammell Laird and Scott Lithgow will no longeTr be
eligibleTTor lntervention rund assistance. They are also
determined toTSell To the private sSector their shiprepair
aetivities or, if this ds nobt possible.:to contrac% or close
them TGO eliminate unprofitability. British Shipbuilders have

a statutory Auty tO CATTY on ship repair activities and the
extent to which they can withdraw from ship repair activities
under existing legislation is unclear until British Shipbuilders
put forward proposals together with their justification under the
Nationalisation Act. The Chairman has also said that serious
deviations from the budgets set for individual establishments

may result in either slimming or closure of the facility
concerned.

> Employment in merchant shipbuilding would be around 15,000
after these changes and the industry might produce around
550,000 tons a year.

"
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| am responding, in Nicholgg/ﬁdwards's absence in America, to
Adam Butler's letter of 25/Sentember to you on the proposal 1o

orolong the British Shipbuilding Redundancy Payments Scheme.

The proposal appears to run counter to our general policy with
regard to nationalised industries of leaving in the hands of
manaagement the decisions about how changes in those industries
are to be achieved. In the normal course of events we would
have preferred if the full implications of the proposal could
have been discussed collectively by colleagues. Given the time
factor however, if other recipients of Adam's letter are content
with his proposal, we do not dissent. '

| am copyino this to Adam Butler, the other Members of E(EA),
Members of E Committee, Humphrey Atkins, Francis Pym and
Sir Robert Armstrona.

WYN ROBERTS

The Rt Hon Sir Keith Joseph BT MP
- Secretary of State for Industry

Department of Industry

Ashdown House

123 Victoria Street

LONDON SW1E BRB
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Rt Hon Sir Keith Joseph MP

Secretary of State
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SHIPBUILDING REDUNDANCY PAYMENTS SCHEME
Adam Butler COpied to me his letter to you of 25 September.

In principle I agree that prolongation of this scheme both for
British Shipbuilders and for Harland and Wolff is desirable. 1§

am content that work should proceed on the assumption that a clause
will bel included in the Tndustry (No 2) Bill.

Nevertheless as Adam Butler points out we can only consider the
financial provision for BS in the context ofvthe fuyrther review
commissioned by E, which is due to report in mid-October. 1 think
that we must leave the final decision on this scheme until then.

Since as you know I attach great importance to steps which will
achieve a further slimming down of the industry, I accept the
general case for an extended statutory scheme. T also think it 1is
of great importance to contreol the cost of individual redundancies
as the present scheme does. This must mean that for any given level
of redundancies the cost arising from this scheme is likely to be
rather lower than the cost of leaving the level of redundancy pay-
ments to the discretion of BS. Extension of the scheme would also
be a helpful gesture of support for the new Chairman in slimming

the industry down.

Nevertheless we must look at all the calls for finance coming from
BS together. I hope that you will be able to let me have your
assessment of the extra costs flowing not only from this scheme
but also from the strategy you propose for BS as a whole in the
near future.

I am sending copies of this letter to the other members of E(EA)
Committee, members of E Committee, Humg ey Atkins, Francis Pym
and Sir Robert Armstrong.

JOHN BIFFEN
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Rt Hon Sir Keith Joseph MP

Secretary of State
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123 Victoria Street :
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BRITISH SHIPBUILDERS: STRATEGY AND FINANCE

VA (g

Thank you for your letter of ;§’September.
/

I continue to share the concern expressed by the Prime Minister
at E on 17 September that BS may not be slimming down suffic-
iently in the face of poor market prospects. But your officials
will no doubt be consulting mine in the next few days about the
further review commissioned by E. I hope that -this review will
enable us to take speedy decisions on the EFL for 1980-81 and
on the financing requirements for 1981-82.

Meanwhile I am glad to note that the new Chairman accepts the
need to close Smiths Dock. Before we come to a decision on the

- EFL- increase for this year I should welcome your assurance that
the Chairman accepts as a consequence of this closure that we
would be unable to agree to any proposal for further Intervention
Fund support for new orders at Smiths Dock.

Even if the Smiths Dock issue is now settled I am not yet convin-
ced that BS have produced a realistic plan in the sense that it
gives a good prospect of a viable and more productive industry
with a capacity geared to an order book which it will be able to
sustain without continuing losses and support from public funds.
The yards at present engaged in a mixture of warship and merchant
work strike me as a particular cause for concern. I note from your
letter that Scott Lithgow and Cammell Laird will no longer be
eligible for Intervention Fund support. With Smiths Dock this
means that three yards will no longer have access to the Fund. I
am sure that this contraction of merchant shipbuilding is a step
in the right direction. But given the severe squeeze on public
expenditure including defence expenditure I hope BS are taking a
realistic view of the prospects for naval orders at Scott Lithgow
and Cammel Laird. If all the rest of their workload is assumed

1.
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to be met from a move into the manufacture of oil rigs there

must be severe doubts about maintaining all the facilities at
either or both of these yards. I think that the pr«=zpects for

an adequate naval/oil rig workload at these two yards are the

main immediate doubt to resolve in the October review. We must
not embark on a policy of subsidising oil rigs simply to avert

the need for closures if these would be inevitable sooner or later.

If you can reassure me that no further Intervention Fund applications
will be put forward for Smiths Dock I am content to leave the other
issues until we have your report for E in min-October. Like you

I welcome the steps the Chairman has already taken since his
arrival in July to cut costs. We cannot expect to settle all the
problems of BS in the next few weeks. We cannot however assume
that Smiths Dock is the only yard which will have to close, and in
my view we may well need to call on the Chairman for an assessment
of facilities at the other marginal yards in the New Year. Since
we have as yet no figures at all for 1982-83 or 1983-84 we are
still a long way from an adequate Corporate Plan mapping the way
both to a viable industry and to privatisation.

I am copying this letter to the Prime Minister, Members of E,

the Secretary of State for Defence, Sir Robert Armstrong and
Mr Ibbs.

W K.

JOHN BIFFEN

CONFIDENTIAL
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DEPARTMENT OF INDUSTRY
Ashdown House

123 Victoria Street

London
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Switchboard
01-212 7676

With the Compliments of

the Minister of State
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ADAM BUTLER

The Rt Hon Sir K

eith Joseph BT MP
b :”
Secretary of State

-4
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I am writing to seek agreement on the prolongation of the. Shipbuilding
Redundancy Payments Scheme for British Shipbuilders and Harland and Wolff
for a further two years. A decision on this matter is needed by the end
of this month, as explained below, in order to meet the timetable for
legislation. E Committee did not deal with this matter at their
discussion on shipbuilding strategy on 17 September and, 1f you agree,

the best course in view of the urgency is to obtain by correspondence the
agreement of E(EA).

e The case for prolongation is set out in detail in the annex to this

B

letter. The main arguments are:-

a the present schemes have substantially eased the process orf
contracting the industry; and we see a continuing need beyond the
expiry date of the present scheme;

b a statutory scheme enables us to keep a tight rein on the cost
of payments;

C the new Chairman of BS has pressed strongly for the statutory
scheme to be continued.

1t is clear that whatever decisions we eventually arrive at on any future
resructuring of BS the number of redundancies falling after mid-1981,
when the present BS scheme expires, will be substantial enough to justify
prolonging it. We would, of course, have to prolong the Harland and
Wolff scheme also though the number involved are much less. It is not
possible at this stage to give precise estimates of the likely cost of
prolongation in view of the uncertainty about the numbers of redundancies
Likely b0 occur.

4

25 Prolongation will reguire an amendment of the Shipbuilding
Redundancy Payments Act 1978, and this can be donc by one Short Clause.
Such a Clause could be included in the Industry (no 2) Bill, but in view
of the need to secure early passage of this Bill through Parliament,
policy approval for prolongation is needed'bv 5 October. The use of the
Industry (no 2) Bill as a vehicle would be prefcrable to a separate Bill.




i If I do not hear to the contrary by 3 October I shall assume that
colleagues are content to legislate for the prolongation of the Redundancy
Payments Schemes for British Shipbuilders and Harland and Wolff leaving
the financial provision to be considered further in the light of our
review of BS's finances.

5 I am sending copies to the other members of E(IA) Committee, Members
of & Committee, Humphrey Atkins, Francis Pym and Sir Robert Armstrong.

o oty
ﬂmmt

ADAM BUTI
(Approved by Mr But
signed in his absence)

=
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POSSIBLE PROLONGATION OI' THE SHIPBUILDING REDUNDANCY PAYMENTS ©5CHEME

1 In addition to financing British Shipbuilders (BS) through |
the Intervention Fund and PDC, the Government finances the statutory
Shipbuilding Redundancy Payments Schemes (SRPS). (There is an
identical statutory scheme for Harland and Wolff.)

2 The legislative powers for the current SRPS for BS and the
identical Nofthern Ireland scheme expire on 1 July 1981. The
effective date of expiry is much earlier than this - at the beginning
of April 1981 -~ because advance notice of redundancies has to be giver
under the Employment Protection Consolidation Act.

3 Any redundancies arising from further major restructuring
of BS will not take place until after expiry of the current SEPS.
The question thus arises whether the Government should take fresh
powers to renew the SRPS for a further period or whether it should
provide additional finance to enable BS and H&W to top up the
general redundancy payments benefits.

4 Uncertainties about the scope of future restructuring make
it difficult to estimate the likely cost of any prolongation of
the two SRPSs. Unless complete closure is envisaged there are
unlikely to be more than 500 additional redundancies at H&W. The
closure of Smith's Dock would lead to 2,300 redundancies at BS.
Closure of Vosper Shiprepair and Tyne Shiprepair (assuning BS fail
to sell them or make them viable) would add up to a further 3,800
redundancies. Provision also needs to be made for possible redundan-
cies arising from cutbacks in MoD future ordering (at present
uncertain) which could be of the order of 4,000; and also for
redundancies arising from a general tightening up on overheads
throughout BS as intended by the new Chairman, It is thus dikely
that further redundancies of from 3,000 to 12,000 are in prospect

as a result of further restructuring compared with 20,500 likely

under the present BS scheme. Given the present uncertainties an
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indicative figure of 7,500 further redundancies has therefore
been assumed at an average cost of £3,500 per redundancy at 1980
prices.* On the assumption that the majority of the redundancies
would fall in the financial year 1982/83 the phasing of the
expenditure would be:-

BS and H&W

£m 1981/82  1982/83 1983/84  1984/85
Forecast at constant 1980

prices 5 12 e'7 6 145
1980 Survey prices 5 10.8 5 153
5 The main considerations ares:-—

(i) an extension of the SRPS would signal that the Government
are envisaging a further major contraction of the industry.
This would enable opposition to any further closure in the
shipbuilding industry to be concentrated well in advance;

(ii) an extension of the SRPS would tend to make it look a
permanent scheme and make eventual termination more
difficults

(iii) any statutory scheme is inflexible and cannot easily be
adapted to deal adequately with the variety of circumstances
in the industry. The existing scheme has been expensive in
Parliamentary (and official) time by way of amending orders
which the OppOsitiqn use to debate the shipbuilding industry
as a whole;

(iv) on the other hand if the statutory scheme is ended BS and
H&W will come under heavy pressure to make equivalent
payments to redundant shipyard workers. Failure to make suck
payments, the.cost of which would have to be met by the
Government, would compromise the success of any further
restruduring plan. Considerable sums of money are at stake.

* The average cost of £3,500 at 1980 prices is based on the cur{ent average of
£3,300 plus a contingency margin to allow for increasing in line with

inflation certain benefits which have been fixed in cash terms since mid-1978
should that prove necessary at some future stage. A case will need to be
made for increasing thse benefits at the time.
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(iv) An additional 7,500 redundancies would cost £26m at

cont'd : .
( ) 1980 prices. So long as control of the scheme remains
in Departmental hands, union pressure to have the scheme

benefits increased is resisted more easily;

(v) the present scheme has encouraged a substantial reduction
in the size of BS by voluntary redundancy; compulsory
redundancies may now be necessary;

(vi) +the Chairman of BS has pressed strongly for the scheme %o
be continued on the grounds that it will be helpful to
him in working towards viability.

6 If the prolongation of the SRPS is agreed, powers will
need to be taken during the forthcoming session and it 1s proposed
to include a short uncontroversial clause in the Industry (no 2)
Bills

i A two year prolongation is recommended as this 1s the
minimum period required to cover likely redundancies arising from
further closures. A further decision on the future of the SRPS
will then be required in mid-1982. A two year extension with no
certainty of renewal will place pressure on BS to complete any

further restructuring within that period.

COST OF THE PRESENT SCHEME FOR BS

8 There have so far been 16,500 redundancies under the BS
scheme at a total cost of £40m (the benefits are in the form of

a lump sum and for the over 40s a weekly payment for up to two
years). The present PES provision for the SRPS for BS 1s not
adequate because redundancies in the current financial year have
been greater than expected but it has not been possible until now
to estimate the outturn for the cufrent year because of uncertain-
ties about BS's response to the pressure on their external
financial limit. BS now envisage ﬁp to some 1,000 redundanciles

in the short term additional to those already plamned and these

will probably fall within the scope of the present scheme.




CONI'IDENT TAL
e

"9 If all existing BS redundancy plans are implemented
there will be a further 4,000 redundancies under the present
gcheme.’ 1T all these take place within the current financial

year the costs will be as follows:-

Estimate (£m) 1980/81 = 1981/82  1982/83  1983/84
Outturn prices 31 11 3 0.
PES 80 prices 26 84 2 0

Existing PES bid

PES 80 prices 13 6 1 0

However any slippage 1n the redundancy programme 1nto the first
guarter of 1981/82 would result in an increase in the outturns

for 1981/82 and later years at the expense of the current year.

A slippage of 2,000 would result in a decrease of £4m in 1980/61,
in increase of £3m in 1981/82 and £1m in 1982/83 and 1983/4

taken together. It is too early to assess the likelihood and scale

of any slippagee.

10 On the above basis the excess expenditure above the
estimates provision for 1980/81 would be about £13m. On present
forecasts this excess would be covered by offsetting savings

elsewhere on Programme 4.

TOTAL COSTS

11 The following table combines the costs of the present

schemes and of their possible prolongation:-

British Shipbuilders and Harland and Wolff

PES 1980 prices 1980/814 \81/820 . 182/83 . 83/84 ~Ba4/85
Present scheme éBS) 26 8.4 P2 0 -

i " H&VV) 1.7 1.6 002 002 o=
Prolongation (BS and H&W) ool 5 10.8 B s

TOTAL el o0 130 Del 1e3
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Sacrotary of State for Industry

f & Septenber 198

The Et Hon W John Biffen MP
Chief Secretary to the Treasury
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BRITISH SHIPBUILDERS' PINANCES . : (é/k
Thank you for your letter of Tj/f eptember 1980, L\
Although you now have my paper, you might find it useful to have
some lmmediate comments. |

You asked ebout the market and British Shipbul lders' capacity-

In ASY9 sufificient merchant uhLO ordcfo could not be bought esven
with Intervention Fund assistance. The situation has now changzed
and this year and in 1981/82 the constraint on BS taking orders
1e the volume and rate of Intervention Fund aSS¢SL&nQC rather than
the physical av“Jlability of orders. Adam Butler has discusscd
these constraints fully with the Chairman. The Lhujcnau 8CCEpLa
the need for closure at Smiths Dock and that Scott Lithgow and
Caumell Laird ohoqu not be eligible for Intervention Fuand
assilstance. I see no reason to challenge BS's view that with
these changes there will be sufficient merchant shipbuilding
orders for the remaining yards in werchant shipbuilding

e

-

Lt should be borne in wind too that BS have, prior to their n.
Strategy, cut thelr capacity by more than 10% in excess of wl
they told the Unions a year ago, and the withdrawal of furthe: Y e
from merchant shipbuilding is an¢MKUrloﬂal<:Lo ack after caP'P*

account of their projected build-up of merchant ship orders at
Swan Hunter.

L, therefore, disagree with your statement that BS have not produced
8 realistic plan. On their estimates their plan will enable ik en
to reduce their trading loss before .re structuring expenses next
year to &£25m after Intervention Fund assistance which was an cption
agreed with you in the summer. Of course there are risks attached
to their strategy, but equally BS ate not taking credit for any
recovery in prices in real terms of merchant UMLpJ as the mariet
pulls out of recession. Their forccast of merc chant shipbuilding

(O

I Sdemand. ..
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demand hags proved recasonably accurate so far and they arc
postulating further recovery towards the end of next year.

In looking at the risk, L suggest we should also take into account
that in Mr Atkinson we have a Chairman of different vintage from

his predecessor. He has already taken action to reduce admin

tration cost by Smillion g yesr. He 1s 1introducing organisationa.

changes to increase financial acecountability, and he will be
tackling the CS5EU soon to inbtroduce oompuluory redundancy to
hasten the remainder of BS's restructuring programme.

He has, however, stressed the imperative need for an ending of the
present UnccrtajﬂtJ in the industry which has bocn brought about

by ovr statement to Parliament on BS's casu Gakias g dﬂd L agree
vcff much with this. I hope that we can ach a d sion tomorrow

at E COmmLttee on future strategy towards thc hlpbulldinp industry

without setting in train further lengthy StUdLCo.

1 am copying this letter to the Prime Miajster, Mewbers of E,
the Secretary of State for Defence and to Sir Robert Armubrorﬁ
and Mr Ibbs.

KELTH JOSEPH

(Approved by the Secretary of State
and signed in his absence)

i
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I recently had a meeting with Mr Paul Bristol, Chairman of KCA
International, a UK offshore service company specialising 1n
exploration drilling. Mr Bristol is very keen to order one or
more drilling rigs in the UK and is discussing this prospect
with British Shipbuilders Cammell Laird yard at Birkenhead.

During our discussions Mr Bristol referred to the proposed
development of the Morecambe Bay gas field and wondered what
opportunities this could provide for employment in Merseyside.
He suggested that a special energy-related training facility
might be based around the Cammell Iaird yard.

I understand that a group of engineering and construction

companies on Merseyside, who are anxious to benefit from a share

of the development of the Morecambe Bay field, have already approached
the Training Services Agency of the Manpower Services Commission

in that arez and have been advised that the necessary training

can be provided within existing facilities. The Petroleum

Industry Training Board look after training for offshore personnel

and I am told they do not see a need for specialist facilitiles

on Merseyside at present.

T should mt wish to encourage any facilities which could add to

the existing heavy engineering fabrication yards at a time when
T believe an orderly run—-down 1S necessary.

However, in the wider context of the employment problems of
Merseyside there may be some merit in Mr Bristol's suggestion,
and you may wish to give consideration to this.

I am sending a copy of this correspondence to the Prime Minister,
and to Keith Joseph given this  interest in regional development.

\r’c,m,rs S ce,wc-&
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CONFIDENTIAL

PRIME MINISTER

British Shipbuilders Finances
(E(80) 103 and 106)

BACKGROUND

In E(80) 103 the Secretary of State for Industry invites the Committee
to endorse the general strategy for British Shipbuilders recommended by the
new Chairman, Mr. Atkinson., In E(80) 106 the CPRS advise deferring
decisions until further work has been done to evaluate the options. The
Chief Secretary, Treasury, broadly takes the same line as the CPRS - see
his letter of 15th September to the Secretary of State for Industry and
paragraph 10 of his general paper on the nationalised industries E(80) 104,

2. The Secretary of State for Industry reports that British Shipbuilders
are likely to exceed their external financing limit of £120 million in 1980-81
by £65 million, In 1981-82 they will need additional public expenditure
provision of £50 million. In the later years the figures are wholly uncertain,
and the Chief Secretary has had to resort to question marks in his summary
table,

3k British Shipbuilders' preferred strategy is usefully summarised in
paragraph 1(2) of the CPRS paper. There is an immediate question over
whether British Shipbuilders should be pressed to close Smith's Dock on
Teesside,

4. The Secretary of State recommends that the Shipbuilding Redundancy
Payments Act should be extended for a further two years to facilitate progress

on redundancies in the industry.

HANDLING

5. After the Secreta:gf State for Industry has introduced his paper the

Chief Secretary and Mr.”Ibbs will wish to comment on the general strategy.

Mr. Fletcher will wish to comment on the implications of possible further

losures in Scotland and of the proposal that Scott Lithgow should give up

erchant ‘shipbuilding. Both he and Mr. Lamont will have views on the

Mg 10
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proposal that Camell Laird and Scott Lithgow should diversify into oil rigs,

initially at a loss, Lord Strathcona will want to comment on the implications

of the proposals for the naval programme. The Secretary of State for

Northern Ireland has asked to be present because of the possible implications

for Harland and Wolff, although the papers do not touch directly on Harlands.

6. In discussion you will wish to cover the following points:-

(a) It now seems inevitable that the EFL for the current year will have
to be increased and that for 1981-82 will be higher than previously
envisaged. Is there a case for deferring decisions on this until
further work on the options has been done? The CPRS suggest in
their paragraph 3 three possible points which should be considered -
in particular Ministers will wish to give guidance on the question of
whether British Shipbuilders should be encouraged to abandon their
buy British policy.

(b) Should British Shipbuilders' strategy be accepted now or should they
be required to do further work? In his letter of 15th September the
Chief Secretary recommends that British Shipbuilders should be
required to provide a comprehensive appraisal to give a better view
of the prospect of cutting losses and restoring the industry to long
term viability, The Committee may well endorse this. The industry |
has a long record of massive Government intervention leading to
demands for yet further subsidies and little convincing prospect for
a return to viability. On the other hand further closures will
obviously have painful regional and employment effects, The CPRS'
proposals for a further review are in paragraph 14 of their paper.

(c) Should Smith's Dock be closed? Irre spective of any further work on a
general review, Ministers could deal with this question now. If it
were agreed that would go some way to meeting the Treasury's call
for a further reduction in capacity.

(d) Should British Shipbuilders diversify into oil rigs at an initial loss?

In principle diversification is attractive.me Committee will wish

to assess the risks of moving into this highly competitive business

which could lead to yet further losses by British Shipbuilders.

D
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(e) The system of financial controls. Both the Treasury and the CPRS
claim, with good reason, that the present disciplines of EFLs and
financial targets are in practice ineffective for British Shipbuilders.
The Committee will no doubt wish to press for major improvement
here.

(f) Redundancy Payments. The Committee is likely to agree to the
proposal to extend the present arrangements for two years. It is a
price well worth paying for restructuring the industry. Any details
could be worked out in E(EA).

CONCLUSIONS

0 You will wish to record conclusions on:-

(a) whether further work is necessary before the 1980-81 EFL can be
amended and that for 1981-82 set;

(b) whether British Shipbuilders' general strategy can be endorsed or
whether there should be a further appraisal as proposed by the

Treasury and the CPRS;

(c) In particular, whether Smith's Dock should be closed and whether
British Shipbuilders should be encouraged to diversify into oil rigs
at an initial loss;

(d) endorsing the call for more effective financial discipline;

(e) endorsing the extension of the redundancy payments arrangements;

(f) delegating to E(EA) consideration of detailed proposals and

particular cases.

(Robert Armstrong)

16th September 1980
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Treasury Chambers, Parliament Street. SWI1P 3AG

The Rt Hon Sir Keith Joseph Bt MP

Secretary of State

Department of Industry

Ashdown House

123 Victoria Street

London SW1 15 September 1980
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BRITISH SHIPBUILDERS

As you know, we are due to consider British Shipbuilders'
finances, along with those of other loss-making nationalised
industries, at E on 17 September. I am worried about the way
things seem to be developing.

I think we all recognise that the major problem which the
shipbuilding industry faces in its attempt to achieve long

term viability is the elimination of surplus capacity in the
merchant and mixed (merchant and naval) yards. Last yvear we
attempted to force BS to take a realistic view of capacity and
future prospects by the imposition of strict financial limits.

In the event these financial limits failed to impose the restr-
aints we intended. No new steps have been taken to close

capacity and we are confronted with large new claims for finance.
As you may recall, it was for this reason that I suggested in

my letter to Adam Butler of 16 July that the new Chairman should
be given an urgent remit to look at the size of the Corporation's
future market both for merchant and naval ships. I now under-
stand from my officials that we do not yet have a realistic
assessment of market prospects. I recognise that Mr Atkinson

only arrived in July and that there are major uncertainties, not
only about economic assumptions such as the future relationship of
the £ to the yen but even about domestic prospects, e.g. for
warship orders. But I do not think that the Government can simply
assume that BS will achieve sufficient orders at sufficient prices
to keep all of their facilities fully loaded. I am very concerned
to hear from my officials that the Chairman's initial assessment
has a distinct bias towards optimism in its basic assumptions.

You will no doubt be circulating a paper to colleagues on your own
view of BS' position and I will of course study that carefully
when it comes. However I find it difficult to envisage how we

1.
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could take sensible decisions this week about the level of

BS' financing requirements even for 1980-81. It seems to me
that, since Mr Atkinson has not submitted realistic plans for
the future structure of the industry, including further reduct-
ions in surplus capacity, then the Government must insist that
he does so before we can contemplate providing further finance.
So" I conclude that the point to agree at E this week is that we
must commission from Mr Atkinson a comprehensive appraisal to
give us a better view of the prospect of cutting losses and
restoring the industry to long term viability.

You will no doubt set out the options for rationalising surplus
facilities in your paper for E. For my part, I should say that
the i1mmediate priority is to make a start on the run-down in the
course of 1981-82. If the Chairman can close shipbuilding
capacity of say 40,000 cgrt, in the merchant yards, that would
not prevent us from deciding that further closures were essential
in the course of next year. But, if we do not make a decision
this autumn on run-downs next year, more orders will be placed
in loss making yards and our hopes for restoring the industry to
financial health will recede each year. Mr Atkinson has lumped
together 165,000 cgrt of loss making capacity. The vital next
step 1s to ask him which part of that capacity he sees as the
most marginal. Before he does this we as his bankers can give
him no assurances on finance.

In the longer term you will wish to seek a full scale Corporate
Plan on the basis of which BS can be set realistic financial

and non-financial targets over a period of years. I also under-
stand that BS's operation of the normal procedures for monitoring
nationalised industries (e.g. monthly monitoring returns and the
annual investment and financing review) leaves much to be desired
and we shall need to have an assurance from Mr Atkinson that

BS' performance in this respect will substantially improve.

I hope we shall be able to agree on what I have to suggest at E
on Wednesday. I have not yet seen your paper but I intend to
include a short paragraph about BS on these lines in my own
general paper for that meeting.

1 am copying this letter to the Prime Minister, members of E
the Secretary of State for Defence and to Sir Robert Armstrong and
Mr Ibbs.

\/o il ‘luceﬁeQ
R D3

JOHN BIFFEN

[Approved by the Chief Secretary
and signed in his absence]

i
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%l 10 DOWNING STREET

THE PRIME MINISTER 26 August 1980

Dear Sir David,

You wrote to me on 7 May about compensation for the

nationalised shipbuilding interests of Vosper Ltd. ] sent

o R s e s Sty L

you ladbriefireply on S June.

You will have seen that Keith Joseph announced on

e B s )

7 August the Government's decision not to proceed with

offering back’the shipbuilding yards to the former owners

i e Y, LR

nor to change the conpensation provisions. [t aehaa
\¢99ﬁ§/of the statement which outlines the reasons which have

led us to this unhappy conclusion.

We are very conscious that this decision williicome!r asiia
disappointment. We have received many representations -

from previous owners on the unfairness of the compensation

-

. -

S provisions for the assets taken from them under the*
Nationalisation Act which we ourselves rightly criticised.
Ministers have examined with the greatest care every.
possibility which m:ght offer a solution. It is with the
utmost régret that we have been reluctantly forc=d to |
conclude that no satisfactory solutiocn -exists because we
cannot undo the past and any amending legislation would be

entirely retrospective which would create fresh unfal rness.

You Will no doubt be aware that immediately folloWing
Keith Joseph's statement, Adam Butler met Sir John RixX

and Mr. Richards, the stockholders' representative, and

/ explained




explained the Government's position. As a result, 1
understand that negotiations are still open. I sincerely
hope that it will still be possible to reach a negotiated
settlement which will allow further compensation payments
to be made to Vosper Ltd. with the minimum of further delay.
In this respect I have noted your concern about Vosper's
finances "unless something is done” on compensation, and

I appreciate of course that the absence of a settlement
inhibits the ‘company's efforts teor fill Tthe ‘gap caused by

the nationalisation of its major activities.

It remains our intention to introduce private cépital
into the nationalised shipbuilding industry at the first
appropriate qpportunity. At present, however, as you
will have seen from Adam Butler's earlier statement on
BS' finances, the shipbuilding industry continues to
experience ‘great difficulties, and there are doubts about
its future financial prospects. When the prospects become

clearer we will review the position.

g S

Yours sincerely

MT

Sir David Brown




10 DOWNING STREET

THE PRIME MINISTER 8 August 1980

ke

Thank you for your letter of 29 July about nationalisation

compensation and de-nationalisation of the warshipbuilders.

I can assure you that your views on privatisation and compensation,
those of Sir John Rix and the arguments in the paper by John Redwood
were given full weight during our consideration of these issues. 1
recognise, however, that you will be very disappointed at the announce-

ment yesterday by Keith Joseph.

I know that Keith Joseph has seen you to explain the reasons for
our decision. He will have told you that although the Government has
decided to defer proceeding on privatisation at this stage, our
Manifesto commitment remains and we will review the matter again when

the present uncertainties facing the industry have become clear.

OQur decision not to change the present compensation terms came
only after another very long hard look in which we weighed very
carefully all the representations which have been made to us by the
former owners and our Party colleagues. But we had to conclude,
very reluctantly, that the arguments against amending the compensation

. terms, and the legislation that would be required to amend them,

were overriding. |

e | |

V;).A»/szl”ft”‘ é
Rl

Michael Grylls, Esq., M.P,
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5504
SWITCHBOARD 01-212 7676

Secretary of State for Industry

Nick Sanders Esqg
Private Secretary to the
Prime Minister

10 Downing Street

London
SW1 ’;7 August 1980

Dear N i, @/
Thank you for your letter of %0 July attaching correspondence

the Prime Minister has recelved from Michael Grylls MP, about
compensation and de-nationalisation 1in the Aircraft and Shipbuillding
Industries.

L I attach a draft reply for the Prime Minister to send to

M v Ceesalalhg om0 Wiy Seoretary of State saw Mr Grylls' at 1.30 pm today
to explain to him the Government'sdecision on compensation and
privatisation.

YOVW-S e enN”

FPete
PETER STREDDER
Private Secretary

/




DRAFT REPLY FROM THE PRIME MINISTER TO MICHAEL GRYLLS MP
Michgel Grylls MP : Pt
House of Commons Qi}wk;}-éy“ﬁ

London 7 i
SW1A OAA / G

(o P}
Thank you for your letter of 29 July about nationalisation ayZé{

compensation and de-nationalisation of the warshipbuilders.

2 I can assure you that your views on privatisation and
compensation, those of Sir John Rix and the arguments in the
paper by John Redwood were given full weight during our

consideration of these issues. 1 recognise, however, that

vou will be very disappointed at the announcement .tedsyr”

yesterday by Keith JoSeph.

4. I know that Keith Joseph has seen you to explain the
reasons for our decision. He will have told you that although
the Government hés decided to defer proceeding on privatisation
at this Stage,’our Manifesto commitment remains and we will
review the matter again when the present uncertainties facing
Gae industéy have become clear.

N Qﬁr decision not to change the present compensation terms
camﬁfonly after another very long hard look in which we weighed
vgéy carefully all the representations whiéh have been made

?fo us by the former owners and our Party Colleagues. But
/
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had to conclude, very reluctantly, that the arguments

against amending the compensation terms were overriding.
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Ref. A02828

PRIME MINIST ER

Compensation and Privatisation of Shipbuilding
(C(80) 51 and 52)

BACKGROUND
Last week the Cabinet invited the Secretary of State for Industry, in

consultation with the Secretary of State for the Environment, to put forward
further proposals on compensation to the former owners of shipyards
nationalised in 1977, including that of offering the former owners of the
warship yards the choice between compensation on existing terms or the return
of their yards. In his memorandum (C(80) 51) the Secretary of State for
Industry identifies three main options.

2. The yards could be offered back to their former owners at compensation

value. The main arguments in favour are set out in paragraph 2 of the

memorandum, and those against in paragraph 3. The points which are likely
to weigh most with colleagues are:-

(a) This arrangement would be no help to former shareholders who have
sold their shares on the assumption that the compensation terms would
stand, or to the former owners of the British Aircraft Corporation.

(b) It would require long and complex legislation.

(c) It would not yield the best price for the taxpayer.

5 Legislation for privatisation could be introduced and the yards offered
back at market value with former owners having the right of first refusal.
The Secretary of State advises against this, in his paragraph 8, mainly
because:-

(a) There would be an immediate cost to the PSBR of about £50 million net

(because of the return of progress payments),

(b) It would be against the advice of the new Chairman of British Shipbuilders;

could well lose the co-operation of the workforce; and might lead to

added costs through industrial action,

i
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4. In the face of the objections to the other possibilities, the Government

could defer privatisation and make no change in the present compensation terms.

This is the course which the Sehcretary of State for Industry recommends. In

IS

view of all the Parliamentary and public interest in this question he wishes to

make a statement before the Recess. A draftis at Annex C (Annexes A and B
offer draft statements which could be used if either of the other options were
adopted).

By The Lord Chancellor argues (C(80) 52) that the case for privatisation
should be considered separately from the question of the compensation terms.

e T ——

He advises strongly against retrospective legislation to improve the
compensation terms, and points out thatit would be an injustice to those who

have now sold their shares to cut their losses. As he puts it, the omelet cannot

now be made to return to the egg shell.

HANDLING i A o
6. After the Secretary of State for Industry ancj};xe Lord Chancellor have

spoken to their papers, the Secretary of State for the Environment will wish

to comment. You might then invite the Chancellor of the Exchequer to advise

on the financial implications of the options; the Chancellor of the Duchy of

Lancaster to give his views on the prospects of legislation; and the Secretary

of State for Defence on any implications for the naval programme.

CONC LUSIO NS
T, In the light of the discussion you will wish to record conclusions:-
(i) on which of the three options the Cabinet endorses;
(ii) authorising the Secretary of State for Industry to announce the decision

before the Recess.

s

(Robert Armstrong)

6th August, 1980

o 0
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. PRIME MINISTER

COMPENSATION AND PRIVATISATION OF SHIPBUILDING
c(80) 49

BACKGROUND

In his paper (C(80) 49) the Secretary of State for Industry deals with the
related questions of compensation for the nationalised shipbuilding and

aircraft companies and the privatisation of parts of British Shipbuilders (BS).

2 The problems about compensation arise because the 1977 Act relates it to
notional stock market value in a six months reference period ending on

28 February 1974, The fourteen companies whose values declined between then
and vesting day have settled. But six other companies, whose profits rose
substantially in the period, are strongly pressing the Governmment to change

the terms.

)" The Secretary of State for Industry lists five options for dealing with
these problems in his paragraph 2, and Annex A to his paper usefully tabulates
the problems related to each.

i Option (i) is to change the terms of the 1977 Act and not to privatise,

The Secretary of State advises against this, mainly because -

ie it would involve new and retrospective legislation;

ii, it would cost at least £130 million.

5. His options (ii) and (iii) are to offer the warship yards back to their
previous owners at either compensation or market values., Both are open to

the objections that they would -

i. have an immediate adverse effect on the PSBR of about £50 million
(because BS are currently using progress payments to the warship builders

to finance other activities);

ii. there could be further costs from disruption in BS in protest

against the sales;

iii., immediate - though not later - privatisation would be strongly

against the advice of the new Chairman of BS;

1
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iV, it would not deal with the problems of the former owners of the

British Aircraft Corporation (Vickers and GEC).

6. His option (iv) is a variant of (ii) and (iii) which provides for the
Government to retain a minimum of 25 per cent of the equity of yards sold in
order to prevent foreign control. The other objections noted above would

remain.,

Vi Because of these difficulties the Secretary of State for Industry

recommends that the terms of compensation should stand and that for the time
being private sector capital should not be introduced into shipbuilding., He
sees this solution as the least of the evils on offer., His draft statement

to the House is at Annex D,

HANDLING

8. After the Secretary of State for Industry has introduced his paper you

will wish to invite the Chancellor of the Excheqper to comment on the

implications of the options for the PSBR and the Chancellor of the Duchy of

Lancaster and the Chief Whip to advise on the implications for the legislative

programme and the likely reactions of the House. The Secretary of State for

Defence will wish to comment on the implications for the defence programme

of any changes in the organisation of the shipbuilding industry.

9 The details are complicated but the Cabinet may feel that the legislative
and financial difficulties point to the conclusion recommended by the Secretary

of State for Industry. The main questions to consider are -

10 Is it accepted that the terms of compensation under the 1977 Act
should stand?

ii. Are any of the options for returning the warship yards to previous

owners acceptable?

iii., If not, does the Cabinet accept the recommendations of the

Secretary of State for Industry?

2
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CONCLUSIONS

10. In the light of the discussion you will wish to record conclusions on

the three main questions noted above.

11, If the Cabinet accepts the Secretary of State for Industry's recommendations,
you will wish to authorise him to make the statement at Annex D to his paper
before the Recess. If amendments to his statement are proposed, he should be

invited to prepare a revised text for clearance with Cabinet colleagues

before delivery.,

30\]15 [0 &0
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10 DOWNING STREET

PRIME MINISTER

This letter from

Michael Grylls is directly

relevant to the Cabinet
discussion of the airecraft
and shipbuilding industries.
I have sent a copy to

Keith Joseph. We will let

ﬂ
you have a draft reply.




10 DOWNING STREET

From the Private Secretary 30 July 1980

I attach a copy of some correspondence
the Prime Minister has received from Michael
Grylls, M.P. about compensation and de-
nationalisation in the aircraft and ship-

building industries.

I should be grateful if you could let
me have a draft reply to send to Mr. GnyIis;
I hope that it will be possible. for you' to
let us have a draft which can be sent on the

day of next week's announcement.

N. J. SANDERS

1.8.C. Ellisen,. Bsa:.
Department of Industry.




10 DOWNING STREET

From the Private Secretary 30 July 1980

I am writing on behalf of the Prime
Minister to thank you for your letter of
29 July. I will place your letter before

her and a reply will be sent to you as
soon as possible.

N. U. SANDERS

Michael Grylls, Esq., M.P.




From: Michael Grylls, M.P.

ceX6
HOUSE OF COMMONS
LONDON SWIA OAA
The Rt. Hon. Mrs. Margaret Thatcher, M.P.,
The Prime Minister,
I0 Downing Street,
LONDON SWI 29th July I980
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I understand there is a possibility that the Cabinet
will consider on Thursday the two issues of compensation
(under the Aircraft and Shipbuilding Industries Act
I1977) and the related question of the de-nationalisation
of the warship builders.

May I say first of all that I do have a personal interest
in that I am a Consultant for Bryan Balls & Partners

who, in turn, act for the Vosper Group, whose Chairman
is Sir John Rix. PR

You may remember having seen a copy of a document 1

sent in May 'A Path to Fairness', which gave a number of
ways in which the unfairness of the compensation terms
could be resolved. Shortly after that I had a further
document prepared by John Redwood, which outlines the
various methods by which the pledge of de-nationalisation
could be honoured. 1 did not send this on to you at the
time as I did not wish to burden you with masses of
papers.

However, it seems to me that on both issues there is a
possibility that the Government's action will fall short of

what it said in sition. In this respect, I have had
several discussions with Keith Joseph, but I am doubtful
whether I have convinced him!

With the greatest respect, 1 think our failure to amend
the terms of compensation are doggg_gggEggxg;nmgnilﬁ_imagg
great damage in financial circles and, knowing Yarrows

an ickers, as well as Vospers, know they are bitterly

disappointed at the Government's refusal to put right the
injustice of Labour's compensation terms.

As far as de-nationalisation ..../




O

The Rt. Hon. Mrs. Margaret Thatcher, M.P.

As far as de-nationalisation is concerned, I am quite

sure you are well aware of the arguments, but 1 thought
you might like to glance briefly at the enclosed Report,
as the matter seems to be coming to a head. In particular
I would draw your attention to the summary and paragraph
three, which sets out the disadvantages of warship
building remaining in British Shipbuilders.

Maurice Macmillan is a non-executive Director of Yarrows(/
and both he and I would, of course, be happy to talk
with you at any time if you feel it would be helpful.

/L]ﬁ'ﬂ Lk
g
/C\)

Michael Grylls e

Enc:




. THE WARSHIP BUILDERS

HONOURING THE PLEDGE TO DENATIONALISE

John Redwood
April 1980
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SUMMARY

Paragraph I Sets out the timetable of nationalisation and
the evolution of Conservative policy in favour
of disposal of assets in British Shipbuilders up
to the May 1979 election. It highlights the

apparent reversal of policy since May 1979.

Paragraph II Sets out the 4 options of (a) leaving all the
companies within British Shipbuilders (b) offering
the three warship builders back to their original

______________—_-—————-——-—_—-
owners (c) returning the three businesses to the

gl
market individually (d) formation of British
w
. Warshipbuilders as a united business with sale
SN — e B Y R T 5 i A 55 D et Nt i A0

of shares to public, employees and industrial

m

buyers.

Paragraph III Sets out the disadvantages of remaining within
British Shipbuilders. (a) lack of export growth
in naval orders (b) management overstretched
(c) businesses starved of cash owing to losses
in rest of British Shipbuilders (d) PSBR -

adverse effects.

Paragraph 1V Sets out the balance of advantage in returning
. the businesses to their original owners or

selling the three separately.

Paragraph V Examines the possibility of setting up a new

company, British Warshipbuilders and selling

shares in it.

)

Paragraph VI Employee Participation. Recommends offers of

shares to employees in any offer for sale of

shares under options 2-4 above. h‘

Paragraph VII The Secretary of State's powers.
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SUMMARY (cont'd)

Paragraph VIII Examines the opportunities for a private sector

Paragraph IX

Appendix I

Appendix TT

industry in improving the business.

Concludes in favour of the sale of shares in

a new company, British Warshipbuilders.

Model for formation of 1948 Companies Act
Company (Transport Bill 1980).

PSBR effects of nationalised/privatised

businesses.




WARSHIP BUILDERS

I

Timetable of Nationalisation and evolution of Conservative Policy

3lst July 1974 Wedgwood Benn announced his intention to

nationalise companies.

lst July 1977 Vesting Day for the transfer to British
Shipbuilders.

September 1973 The reference period for compensation

to February 1974 purposes. In the case of a quoted company

the base is the average share value during
the period, for an unquoted company the

equated share price.

1976 The Right Approach p.33 |
"The Government must set clear boundaries
to the Corporations' spheres of action,
without which there will remain the serious
risk of unfair competition with the private
sector. In some cases it may also be
appropriate to sell back to private

enterprise assets of activities where willing

buyers can be found."

October 1977 The Right Approach to the Economy p.47
"The long-term aim must be to reduce the
preponderance of state ownership and to
widen the base of ownership in our community.

Ownership by the state is not the same as
ownership by the people."

April 1979 - Conservative manifesto states intention to

denationalise the warship builders businesses.

"We will offer to sell back to private

ownership the recently nationalised

aercspace and shipbuilding concerns, giving

their employees the opportunity to purchase
shares." Manifesto p.15.




Jia Ly L9 Conservative government vetoes the idea of
returning warship builders companies to
their original owners and concludes it is
inappropriate at that juncture to introduce
private finance into the shipbuilding

Industry.

August 1979 Naval Shipbuilders announce intentions /]
to pursue their compensation claims more
actively in the light of the Government's
attitude.

The companies are still in a position of having lost a
material portion of their assets but having no idea of the time
or amount of the final settlement of compensation money. This
has made corporate planning almost impossible and has meant
that the businesses have been unable to pursue the policy of
rebuilding their interests as they do not know how much cash

will be available in order to do this.

In the case of Vickers the company has had to announce
the sale of Roneo Vickers, an important office equipment subsidiary,

owing to cash pressures on the group. This indicates the urgency

of a need for a solution.

I

The options open to the Secretary of State

The Secretary of State for Industry has four principal

options open in his approach to warship builders.

(a) The three companies could remain wholly owned
subsidiaries of British Shipbuilders as they are at present.
The compensation payments would have to be made to the three

original owner companies following settlement.

(b) The three companies could be offered back to the

original owners following agreement on, and payment of
compensation.




1

(c) The three companies could be offered separately

on a commercial basis to the highest bidders.

(d) A new company, say called British Warshipbuilders Ltd,
could be formed to hold all of the warship building yards and
related assets. Shareholdings in this company could then be
sold to the public, employees and industrial shareholders in

whatever proportions were deemed appropriate.

i 1
Option i

The option to remain with British Shipbuilders seems

undesirable for the following reasons;

(a) British Shipbuilders' management is overstretched

in its efforts to deal with the varied problems throughout

the group.

(b) In particular the sales effort going into warships
is now insufficient to maintain the necessary momentum for this
fiercely competitive international business. The export

performance since nationalisation has been most disappointing.

(c) British Shipbuilders has financially overstretched
itself and it is more likely that cash limits and financial
targets in the financial year 1980/1981 will not be met. A
government policy is not well disposed towards increasing
subsidies towards businesses that fail to hit their targets
one of the few remaining options is to sell assets. The
warship building business represents in conjunction with

selected ship repair yards obvious candidates for sale to deal
with this problem.

The arguments that will be advanced in favour of maintaining

British Shipbuilders control of the warship business are that;

i) They are profit making and contribute to the group
and

ii) Sale of part of British Shipbuilders' business will

be disruptive.




These érguments have little force when it is remembered
that the sale of such assets simplifies management's task
rather than complicating it whilst the fact that the subsidiaries
are profitable enables them to be sold for a reasonable sum

of money.

The recent statements from British Shipbuilders have
demonstrated that the tight cash limit regime coupled with the
persistent losses of the merchant marine business are
penalising the success of the warship business.

"Shortage of cash and the need to increase borrowing

has entailed very stringent controls over capital

expenditure. No major schemes were authorised during

the year (1978-9) although £23m was spent on normal

replacements and completion of schemes in progress

when nationalised" (Chief Executive's review of

operations Annual Report and Accounts).

The Chief Executive has therefore acknowledged that the
warship business has not benefited from any major new capital
spending scheme since 1977 as a result of its incorporation
in the nationalised business. Coupled to this is the
disconcerting lack of buoyancy in the order book for naval
vessels where the year to March 1979 showed only 41 vessels

ordered, the same level as the preceeding three years, and sharply
down on 65 orders in the year to March 1975.

Completions have faired even worse with only 14 in 1978
compared with 24 in 1977. This decline in completions and
declining orders is taking place against the background of

a major rearmament programme for NATO and other non-communist
countries. |




Naval Completions and Order Books in number of Vessels

Naval Completions

1020715 1976 1977 1978 979
1st Q
33 14 24 14 3
Naval Order book (total)
65 53 46 43 41
of which specialist Naval Yards order books
36 29 29 28 29

- Within the general pattern of decline the specialist

naval yards have performed relatively well in the naval sector.

(d) Finally, this option entails the heaviest public sector
expenditure as there will be no capital receipts from sale of
assets, and any increase in capital spending on naval shipbuilding
(which is much needed in order to remain competitive) will be |

an additional burden on the PSBR.

IV
Qption 2

To expedite the return of the companies to their original
owners. Their record under private sector management was good

and there is every reason to believe that the return to their
original owners would i) simplify the corporate planning of

those companies and ii) strengthen the British industrial position
with regard to international competition in world wide markets

and could aid improved efficiency in the supply of warships to the
Royal Navy.

The financial arrangements would be complicated and
require detailed negotiation in the light of i) the amount of

money invested by British Shipbuilders in the business following

vesting day and ii) the progress or lack of progress made by




the new management in handling these businesses since vesting
day. The aim should be to come to an amicable decision
quickly to minimise the damage being done to these

businesses by continued management from British Shipbuilders

headquarters.

The fairest solution would be to take account of the low
level of capital investment and the static order volume in
such a way that the original undervaluation of the three
companies could be reflected in the cash price for resale.

a

The main objection which will be argues to this case is
that the warship builders are worth rather more than the
figures suggested in preliminary discussions by the original
owners, and that therefore it would be inappropriate for the

government to sell them on this basis.

Assuming this objection could be'overcome, this solution
has the following added advantages: it is the easiest to
accomplish, it restores the element of competition, it
enables the original world renown names to continue to be
effective from a marketing point of view and it would be

the least disruptive to good industrial relations.

IV

Option 3

To return the three business to the market individually.
This would necessitate the sale by the Department of Industry
Oof each warship builder to the highest bidder. This could be

done by allowing a period for bids to be made to the department
for these businesses or by seeking an independent city institution

to fix a value for independent offers for sale. In such a sales

programme it would be up to the original owners to bid for the

business like anyone else but they would of course have to make

a decision as to the wisdom of such investment in the same way that




they would contemplate any other new project. It would be
most unfair on them as they could easily end up paying - if
they were interested - a substantial premium over the wvalue
of the business calculated for compensation purposes and in
certain cases would not be able to afford the business as
their cash flow has been adversely affected by the loss of
their warship building subsidiaries and the delay in

compensation payments.

The disadvantage of this scheme is that it would require
3 separate management and marketing teams representing companies
that would not be large in relation to their most important

overseas competitors.

v

Option 4

A most interesting option is to form an entifely new
business out of all the ekisting warship building yards. To
facilitiate discussion we will call it British Warship Builders.
This company should be a 1948 Companies Act Company and should
have control of all of the assets of the warship building
section of British Shipbuilders passed to it on a suitable
vesting day as soon as possible. It would not need any share

of British Shipbuilders headquarters staff, leaving them free

for their mainstream business.

Once such a company has been formed the options are then

several;

1. A management contract could be negotiated with one of
the three original owners. It is known for example, that
Vosper have both the capability and the interest in such an
arrangement. To vest management in a reputable group such as

Vosper would facilitate pursuing the other options reviewed

beneath by enhancing. the standing of the company in the eyes of

the financial community. It would also negate any British




Shipbuilders claim that denationalisation of a portion of

their business would dilute management.

2. Whole or part of the business could be sold to the
public leaving the business either completely de-nationalised
or arranged on BP lines or with a government majority and

a public minority shareholding.

Of these the one that seems less desirable is the one
where private shareholdings remain in the minority as it is
unlikely to produce as firm a discipline as de-nationalisation
can encourage, whilst raising less cash to assist in government

financing.

3. In 2-3 years British Warshipbuilders could be fully

returned to private industry.

4, Selling shares in this new company could allow employee

participation in the business.

5. The shares sold or given to the original owners in
compensation should be geared to the success of the venture.
This could be achieved by having different rules for their
dividend payments such that the dividend on these shares
automatically rose or fell by say 125% of the percentage increase
. or decrease in profits. The attractions of such gearing to

encourage management are obvious; employee shares could also

be geared in this way.

6. Shares in the new company could be allocated to cancel

the necessary compensation payments that had to be made to

the original owners.

7. Warship building would then be freed from British

Shipbuilders' cash limits and could raise cash like any other

private company.




Employee Participation

It is recommended that if any of the options involving

share sales to the public are adopted an element of employee

shareholding should be encouraged because:

a) it makes re-nationalisation much more difficult

particularly without compensation as it increases the number

of voters who would suffer from such action.

b) Labour negotiaﬁions cannot be harmed by people

in the business having a stake in its success and it is quite

possible that they will be improved.

c) Government policy favours such participation and

should be furthered in the interests of extending ownership

generally outside the housing market.

"We will expand and build on existing schemes
for encouraging employee share ownership and our tax
policies generally will provide incentive to save

and build up capital" ) Manifesto p.1l4

"We will offer to sell back to private ownership
the recently nationalised aerospace and shipbuilding

concerns, giving their employees an opportunity to

- purchase shares" | Manifesto p.15

... recently published draft proposals suggesting
tax reliefs to encourage employee share ownership
schemes, based on profit sharing or added wvalue
sharing. ‘In:particular, we see the attraction: in

giving incentives to deferred share schemes which

give a fuller benefit of ownership to employees the

longer they hold on to the shares in question"

Right Approach to Economy p.34
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The Secretary of State's powers

The Secretary of State has the necessary powers to
order British Shipbuilders to divest itself of portions
of its business or to instruct it to form a new company

Oor companies out of its existing assets.

The powers are conferred by the Aircraft and Shipbuilding
Industries Act 1977 Chapter 3. Under Section 3: la) and b)
the Secretary of State has to give permission and could
therefore withdraw permission to carry on particular types of
activities. Clause 3: 3b) required the Secretary of State's
approval to dispose of companies whilst section 4: 2 and 3
entitles the Secretary of State to issue general directions and
7: 1f) gives the Secretary of State power to specify items for

Inclusion in the annual corporate plan.

Thus the Secretary of State can issue a general
directive to divest certain companies at the same time granting
the necessary permission under clause 3: 3b) and he could
withhold his permission to carry on particular activities

following the issue of such a directive. The powers should
be watertight.

The response to such a directive might be to argue that
it would impose financial difficulties on the Corporation. VLt
could be argued that a financial duty is to be settled under
clause 10: 1 and that under 10: 5 such a financial target must
not imply an "inadequate return on capital employed". However
it is difficult to see what the force of this clause in the Act
is as the financial duties laid down for the corporation since
vesting day have been in clear conflict with this particular
clause in the legislation as the targets set have implied that
the corporation should lose money on its turnover. Tt is
difficult to see how this could on any construction be deemed

an adequate return on capital employed.

In conclusion the powers are adequate without involving

~legislation but the disposal of the warship builders would mean




that clause 10: 5 was ignored to a slightly greater extent than
it has been to date. This would not seem to be any cause for
concern. It if were thought to be a cause for concern, it would
still be up to the Secretary of State to set a target which was
not in conflict with clause 10: 5 and the fact that the
corporation was unable to meet it would be the Corporation's
problem rather than the Secretary of State's. To date no-one
has challenged the position under this clause whilst the sale

of the warship businesses make no difference to the lack of
return on the main assets employed in merchant shipbuilding and

little difference to the overall losses on total capital employed.

. VELY

The opportunities for a revitalised British Warshipbuilding

industry

As soon as agreement is reached on restructuring the

new management would;

1. Carry out an extensive world market survey to

analyse potential demand.

2. Revitalise the sales force to ensure British Warship

builders products were well known and understood world wide.
3% As a matter of urgency allocate more resources to
strengthen the design teams to implement the findings in 1.

above to ensure British Warship builders had the right products.

4, Tighten financial controls on stocks and working
capital.

5. Negotiate improved productivity on the back of a

rising order book - which enables maintenance of employment.'

6. Reduce overheads, currently high owing to the high

costs of British Shipbuilder headquarters operation.




IX

Conclusion

It is recommended that the Government consider options

in the following order:-

1 The formation of a 1948 Companies Act company
thereby removing all of the financial requirement for warship
building from the public sector borrowing requirement and

facilitating the sale of equity.

2. Sale of shares to the public to leave only a

minority share holding with the government. In such an offer
for sale there should be three reserved categories of
allocation; i) free shares allocated to the original owners
to cancel the compensation debt owing to them. ii) Employee
shares which can be both free deferred shares and shares
offered at a discount according to the number of individuals
wishing to acquire and 1iii) Discount shares available to
the original owners, the level of the discount to be subject
to negotiation in relation to the compensation negotiations.

These shares could have a gearing element as part of the

management contract remuneration.




égpendix i

There are now precedents for drafting a suitable
denationalisation bill. The Civil Aviation Bill before
the House of Commons illustrates the method for British
Aerospace whilst the Transport Bill contains provision for

enabling the sale of shares in National Freight Corporation.

National Freight

Immediately before the appointed day, the commencing
capital debt and outstanding loans to the Corporation from
the Minister shall be extinguished. The successor company
shall issue to the Minister or to his nominees fully
paid up shares of such nominal value as the Minister, with
the consent of the Treasury, may direct. Shares in the
successor company can be disposed of with the consent of
the Treasury. All dividends, and receipts from sales of
shares shall be paid into the Consolidated Fund. " Stamp
duty shall not be chargeable in respect of any increase in
the share capital of the successor company which ig certified

by the Treasury as having been effected for the purposes of

the transaction.
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égpendix JEE

When a company is controlled by the State as is
British Shipbuilders all of its capital expenditure becomes
part of the Public Sector Borrowing Requirement. In addition

the compensation payments have to be financed.

The loss of the annual profits would be more than offset
by these savings for several years, whilst the risk of major
losses from commercial errors would also be eliminated for
the government by sale of the companies. There would be no
PSBR effects from capital spending if a 1948 Companies Act

Company were formed and a majority shareholding sold unless

the government wanted to take up rights issue shares.




Caxton House Tothill Street London SWIH 9NA V\L("*"""" L

ik : . 6400 T |
phone Direct Line 01-213.......cccconmiirmmesinnsanise O ’V\n\n_.k\( o
Switchboard 01-213 3000 =
Tim Lankester Esq /¢ It \
10 Downing Street Prp WA
London SW1 )€ July 1980
/’ﬂ/ T":?

A * - ‘

D A 18fs

BRITISH SHIPBUILDERS

My Secretary of State met Mr Robert Atkinson,
Chairman of British Shipbuilders on 23 July. In
view of the discussion to be taken at Cabinet next
week Mr Prior thought the Prime Minister and the
Chancellor should see the encdlosed note of the
meeting recording, in particular, the strong v1iews
expressed by Mr Atkinson on the question of
privatisation.

I am sending a copy of this to John Wiggins
(Treasury) . A copy of the note has already gone
to Peter Stredder (Department of Tndustry) but I
am sending him also a copy of this letter.

Fae
D ihas Bt
ROTEB DYKESJK:Q/JJ#H####E#

Principal Private
Secretary
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!!IE OF A MEETING BETWEEN THE SECRETARY OF STATE AND MR ATKINSON,
CHAIRMAN OF BRITISH SHIPBUILDERS - 23 JULY 1980

Present: Secretary of State | Mr Atkinson
Mr - West Mr Clark
Mr Dykes

l. Mr Atkinson said he was grateful for the opportunity to outline

his current concerns about the shipbuilding industry particularly in
respect of employment prospects and about the damaging consequences of

any early moves towards privatisation.

2. In the short time since his appolintment he had already identified
considerable scope for savings on administration and other overheads, bu®
there was no doubt that the cash limit for this year would be exceeded.
The market situation was still very tight. He had had a meeting on the
previous day with the Secretary of State for Defence who had

told him that there was no prospect of bringing forward further

naval contracts. While this at least had the merit of clarity, he felt
the Government should be in no doubt about the serious employment
conseguences that wculd be felt in sensitive areas like Merseyside and

the Clyde.

9. Productivity was still a major problem. ' 'So far from there being
improvements in this area, productivity had in fact declined and he was
determined (Lo face wp tothisisquarely with the | trade Unions.  Fheis
acceptance of an 11% pay deal this year was not enough in itself; thsy
had so far failed tc deliver the productivity improvements which formed

part of the settlement. " In addition he thought some. Ffurther

J

restructuring was now inevitable.

k. On the question of privatisation Mr Atkinson said that in

principle he was all in favour of making moves in this direction at

the right time. He was already in the process'éf organising BS into
separate divisions whiech would facilitate either ‘the injection of
private capital on the BP model into the yards er the selling off of Tth

(D

general engineering companies which might be practicable very soon.

8
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5. For the present, however, he was convinced that to cake s ieps

to dispose of any of the yards would be disaatrous ..~ Almost, @ll. the
senior management in the industry were against it. Morale was already
low and it was increasingly difficult to attract and retain

management personnel of the high guality that was needed.t Tt would
also lead to resignations from the Board. The 3 trade unlon members,
Mr Chalmers, Mr Robson and Mr Baker were all dedicated, able and
reasonable men with a real contribution to make; they would almost

certainly resign as would some other full time members including

Mr Griffin, the Deputy Chailrman. .

6. The most important factor against such a move at this stage, however,
was the effect this would have on the depleted industry that

would remain under BS control. He could see no way in which such a
rump of merchant yards could ever be made viable and profitable 1if

they were put under such a handicap now. They were in fact no more
inefficient than the naval yards, which were protected by cost-plus
contract arrangements. By far the better course was to keep the
Corporation as one entity for the time belng, concentrate on
rationalising capacity and improving competitiveness against the time
when better market conditions allowed the injection of private capital

to be more effectively achieved.

7. The Secretary of State thanked Mr Atkinson for expressing his

thoughts so clearly. The Government had made no decisions as yet on

the future structure for the industry, although these were imminent.

His views would certainly be taken fully into account.

B

R T B DYKES

AA4July 1980
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STATEMENT ON BRITISH SHIPBUILDERS FINANCIAL POSITION Lﬁ))

I enclose a copy of the statement which Mr Butler intends to make
to the House of Commons on either 28 or 30 July. As you know,
originally 1t was hoped to include a statement on the privatisation
of BS and the compensation of former cwners but since this matter
1s still to be discussed by Cabinet on 31 July it will be necessary
to meke a separate statement on the finances before the Accounts

of British Shipbuilders are published on %0 July. If the statement
1s on 28 July the Accounts will be laid before the House by means
of an answer to a written Parliamentary Question.

This statement has previously been circulated to Members of E(EA)
and the Secretaries of State for Foreign and Commonwealth Affairs,
Defence and Northern Ireland.

I am sending a copy of this to Nick Sanders, and the Private
Secretaries to Members of E(EA), the Secretaries of State for
Foreign and Commonwealth Affairs, Defence and Northern Ireland,
the Paygaster General, Murdo Maclean and the Chief Press Secretary
at No. 10,

o> wicly
ﬂwm et

Jonathan Hudson
Private Secretary




DRAFT STATEMENT ON SHIPBUILDING

With permission, Mr Speaker, I wish to make a statement on
British Shipbuilders.

2 Last dJuly I informed the House of the framework of

the Government's support behind British Shipbuilders' efforts

to achieve viability within the financial limits set. For

the last financial year, BS were within their external

financial limit of £250 million; but on their latest estimates
will exceed by a small amount the trading loss limit of

£100 million, after crediting Intervention Fund assistance.
There are, in addition, substantial extraordinary losses
relating to restructuring. BS' Repért and Accounts are expected
very shortly.

5 For the current financial year, BS have an external
financial limit of £120 million. In February the Corporation
warned me that BS might need to exceed pheir external financial
limit by some £20 million but, in view of the uncertainties,

it was agreed that a further review of the Corporation's cash
needs should be carried out as soon as the situation had
clarified. At the end of May, the Corporation advised me that
their forecast cash requirement for the year had risen to
£187 million.

| S——————
4 Some part of the incréase in their cash needs is due
to causes outside the direct control of the Corporation, such

as the steel strike; but, like the private sector, BS have to be
able to react to the unexpected. We are not satisfied that
sufficient action and economies have yet been taken by BS to
reduce the rate of loss in merchant shipbuilding, shiprepair
and marine engine building, and generally to curtail expenditure

[ Baes L SaTId




AT

and increase efficiency, and to raise funds through such
measures as disposals. I have asked the new Chairman to
examine all possible ways of staying within the limit of
£120 million and to report to me on the options for reducing
BS' cash requirements for both this year and next. I have
also stressed the importance of staying within this year's
loss limit. Without corrective action there is a risk that
their cash requirements for next year would also remain
unacceptably high. The Chairman has already reported to me
that he sees scope for savings in administration.

_—
5 We are unable to consider BS' financial requirements
until the Chairman has completed this assessment. Should the
Government then decide, after cons sultation with the Commission,
to advance additional funds, this would involve a winter
Supplementary Estimate, and if needed before then .would be
provided by a repayable advance from the Contingencies Fund.
I shall report to the House again later this year.

6 Mr Spesker, the market for both shlpbulldlng anu
shlprepalr remains difficult. The 'number of merchant uhlp

oTders placed with BS over recent months has been welcome;
nevertheless, as the new Chairman warned on the first day of
his appointment, those orders are not sufficient to ensure
viability. Nearly every order has been taken at the maximumn
permissible subsidy level. /Whilst there has been notable
co-operation between management and unions in meeting the
difficulties of the past year - and I would like to pay tribute
to that co-operation -_/ there isstill a very great deal that
needs doing, particularly in improving productivity, if the

AR G ey SRR

industry is to achieve the levels of cgmpetitiveness essenrldl
for a secure future. '
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10 DOWNING STREET

From the Private Secretary 23 July 1980

DLl

- As you know, the Prime Minister held a meeting this morning
with your Secretary of State, the Secretary of State for the
Environment and the Chief Secretary to discuss the question of
compensation for aircraft and shipbuilding nationalisation. They
had before them your Secretary of State's two minutes of 2 July
and also his minute of 21 July reporting on the discussion in
E(EA) about the scope for introducing private sector capital! inte
British Shipbuilders.

Sir Keith explained that Ministers were faced with a choice
of two evils: he had come to the conclusion that adhering to the
existing compensation terms was preferable to changing them.

The Prime Minister said that she recognised that changing the
compensation terms would raise great difficulties. On the other
hand, she still found the terms that were on offer to some of the
companies totally unacceptable; she had in mind, in particular,
Vosper and Yarrow. A possible solution would be to offer those
companies where settlements had yet to be reached back to their
former owners - at nil cost to them except for the repayment of any
payments on account. She understood that this would be very
difficult in the case of BAC because it would involve the un-
scrambling of Vickers' and GEC's former shareholdings. But insofar
aS your Department's offer was not far short of the stockholder
representative's claim, it might be possible to def=nd confining
*the denationalisation option just to the shipbuilding companies.

Sir Keith said that the Prime Minister's suggestion would it-
self involve difficulties - including the fact that any move to
privatise would increase the likelihood of costly disputes in the
industry. But it was worth considering. The Prime Minister said
that she would be grateful if Sir Keith would prepare a paper for
Cabinet with a view to a decision before the Recess.

I am sending copies of this letter to Alastair Pirie (Chief
Secretary's Office), David Edmonds (DOE), Robin Birch (Chancellor:
of the Duchy of Lancaster's Office) and David Wright (Cabinet
Office).

Ian Ellison, Esq., \ 7 ‘ i

Department of Industry.
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PRIME MINISTER

BRITISH SHIPBUILDERS N

At the meeting of E(EA) on 17 July (E(EA)(80)45ﬁh Meeting) we
considered a paper by Adam Butler (E(EA)(80)39) on the question of
introducing private sector capital into British Shipbuilders, in

accordance with our manifesto commitment.

> MThis is an issue which Ministers considered collectively last
July. (B(DL)(79) 4th Meeting). We concluded then that privatisation

was not practicable partly because of British Shipbuilders' poor
s e

prospects, and more specifically because there would be a substantial

net cost to the PEBR.

e T S NS S ST ASESE y

%3 When E(EA) considered the issue this time, we were of the firm
view that privatisation was desirable in principle. However, we noted

that the practical difficulties largely remained:-

(i) On British Shipbuilders' present performance, of their

mainstream shipbuilding activities only the specialist warship-
M

builders are really saleable, and for the most part their

S E—————S- T R
prospects will suffer from the fall in naval orders.

(ii) There would still be a substantial cost to the PSBR,

probably well over £50 million, because sale of the warship-builders

would require British Shipbuilders to repay advance deposits for
A e 0 A N R g RO AT I N E AR TR

work in progress, and these represent substantially greater sums

e ——————
than the likely proceeds of the sale.
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(iii) There would be very substantial opposition to the proposals
from the unions, which could further increase British Shipbuilers'
financial difficulties at a time when there is real doubt over

whether they can remain within their EFL for this year.

4 On the other hand we are, as you know, facing difficulties over
the terms for compensation for previous nationalisation; and selling
some of the subsidiaries to their original owners might help them to
accept more willingly our current proposed terms for compensation -

although it would not of course help with the difficulties we

similarly face on aircraft nationalisation.

B I therefore suggest that we should consider the two 1ssues of
privatisation and compensation together. We have, I think, broadly

two options on privatisation:

(1) To announce our intention now to introduce a Bill next
Session to permit privatisation, recognising the strong resistance
we can expect from the unions and from the Opposition, and the

adverse effects on the PSBR.

i) i defer a decision on privatisation for at least one year,
though recognising that the prospects are unlikely to improve

in the immediate future. If we took this line we should make

it clear that future legislation had not been ruled out. We
should also emphasise the need for Mr Atkinson, the new Chairman,

to pursue the maximum degree of privatisation within existing

legislation. This would not please all our supporters, but it

CONFIDENTIATL TR ek
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would avoid the difficulties referred to above, and it is the
course strongly preferred by Mr Atkinson. We would also require
a short Bill next Session if we decide to extend the Shipbuilding

Redundancy Payments scheme.

o It would be helpful to reach a decision en this soon, so that we
can make a statement before British Shipbuilders publish their annual

acecounts' due on 250 duly.

7 1 am copying this minute to the members of E and E(EA), the
oecretary of State for Northern Ireland, the Chancellor of the Duchy
of Lancaster, the Attorney General, the Chief Whip and Sir Robert

Armstrong.

K- J
2, ] July 1980

Department of Industry
Ashdown House
125 Wictoris Btreet

CONFIDENTIAT




Y
ik
A AL LTI
Y | IVt
| 5
- 7
| v4 4
} -

¢
14




q \\ I.
.". {
\
LY 1% 7
t
N v ‘."' .-“'"

W B 3 CABINET OFFICE
.? ALY S 70 WHITEHALL

LONDON SWIA 2AS

s g B CONFIDENTIAL 18 July 1980

Ian Fllison FEsq,

Private Secretary to

Secretary of State for Industry,
Ashdown House,

123 Victoria Street, (L
LONDON SW1 {

Byt b

BRITISH SHIPBUILDERS

At E(EA)'s discussion of British Shipbuilders yesterday it was agreed
that the question of privatisation ought to be considered alongside

that of compensation. Your Secretary of State said that he would send

a minute to the Prime Minister reflecting the Sub Committee's discussion
and with a view to possible further discussion by E. I suggested to him
after the meeting that, in view of the tight timetable if a statement

is to be made by 30 July, it might be better for the matter to be dealt
with at the Prime Minister's informal meeting to talk about compensation
after I on Wednesday 23 July, I have put this suggestion to

Tim Lankester.

The attached draft deliberately glosses over when and in what forum
the discussion would take place.

In view of the urgency I am sending a copy of this to Arthur Russell in
your Shipbuilding Division so that he can let you have any corrections
which may be necessary to the facts.

U-[Ll.k}( _Qp-ﬂ_i

i \b(u/kdl ‘\@fﬁ{

D J L MOORE

N

Attachment:

cc A C Russgell FKEsq,
Shipbuilding Division,
Department of Industry,
1 Victoria Street. SWI1,
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DRAFT MINUTE

FROM: SECRETARY OF STATE FOR INDUSTRY TO: PRIME MINISTER

BRITISH SHIPBUILDERS

At the meeting of E(FA) on 17 July (E(FA)(80)15th Meeting) we
considered a paper by Adam Butler (E(EA)(80)39) on the question of
introducing private sectdr capital into British Shipbuilders, in

accordance with our manifesto commitment.

2. This is an issue which Ministers considered collectively last
July. (E(DL)(79)4th Meeting). We concluded then that privatisation
was not practicable partly because of British Shipbuilders' poor
prospects, and more specifically because there would be a substantial

net cost to the PSBR,

Vs When R(FA) considered the issne this time, we were of the firm
view that privatisation was desirable in principle. However we noted

that the practical difficulties largely remained:-

(i) On British Shipbuilders' present performance only the
warship-builders, of their mainstream shipbuilding activities,
are really saleable, and for the most part their prospects will

‘suffer from the fall in naval orders.

(ii) There would still be a substantial cost to the PSBR,

probably well over £50 million, because sale of the warship-huilders
would require British Shipbuilders to repay advance deposits for
work in progress, and these represent substantially greater sums

than the likely proceeds of the sale.

(iii) There would be very substantial opposition to the proposals
from the unions; which could further increase British Shipbuilders’
financial difficulties at a time when there is real doubt over
whether they can remain within their FFL for this year,
1 |
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b, On the other hand we are, as you know, facing difficulties over
the terms for compensation for previous nationalisation; and selling
some of the subsidiaries to their original owners might help them to
accept more willingly our current proposed terms for compensation -

although it would not of course help with the difficulties we

similarly face on aircraft nationalisation,

e I therefore suggest that we should consider the two issues nf
privatisation and compensation together,

We have, I think, broadly two options on privatisation:-

(i) To announce our intention now to introduce a Bill next
Session to permit privatisation, recognising the strong resistance
we can expect from the unions and from the Opposition, and the

| adverse effects on the PSBR.

(ii) To defer a decision on privatisation for at least one year,
though recognising that the prospects are unlikely to improve

in the immediate future, If we took this line we should make

it clear that future legislation had not been ruled out. We
should also emphasise the need for Mr Atkinson, the new Chairman,
to pursue the maximum degree of privatisation within existing
legislation, This would not please all our supporters, but it
would avoid the difficulties referred to above, and it is the
course strongly preferred by Mr Atkinson. We would also require
a short Bill next Session extending the Shipbuilding Redundancy

Payments scheme,

6o It would be helpful to reach a decision on this soon, so that we can
make a statement before British Shipbuilders publish their annual accounts

due on 30 July.
Ve I am copying this minute to the members of E and E(EA), the Secretary

of State for Northern Ireland, the Chancellor of the Duchy of Lancaster,
the Attorney General, the Chief Whip and Sir Robert Armstrong.

KEITH JOSFPH

18 July 1980 2
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10 July 1980

you could make your representations direct to him, I have passed

to him the bapers you sent me, and I know that he is eéxpecting

to hear from you.

Sir Eric Yarrow, Bt., M.Bi B3 "D.L.
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Treasury Chambers, Parliament Street, SWI1P 3AG

Hon Adam Butler MP

Minister of State

Department of Industry ?TI,
Ashdown House ; _ ‘7

123 Victoria Street

London SW1 9 July 1980

,iz)ga;-yﬁlq::ktfﬁ

THE FINANCES OF BRITISH SHIPBUILDERS
Thank you for your letter of Z/Jﬁly.

I do not propose to comment now on the very large increase
sought by BS on this year's EFL of £120 million. I share
vour view that the new Chairman will not be able to give us
his views on future options before the end of August.

The point of immediate concern to me is your proposal that
Mr Atkinson should be given a written assurance:

'that the EFL will need to be revised in order that the
Corporation may continue to trade...'

I think that it would be very difficult to square this state-
ment with Keith Joseph's statement on BSC on 26 June:

'Until Mr MacGregor has made his proposals, and until we
are satisfied that the Corporation is taking the necessary
measures, we are not prepared to reconsider the level of
the external financing limit...*

I recognise that the BS auditors intend to qualify the BS annual
report and accounts if the Government are not prepared to

promise an increase in the EFL. I agree with you that we should
rule out an attempt to delay the report and accounts until the
autumn. This would only add suspicion to uncertainty. So this
means that we either have to persuade the auditors to remove

their qualification - with its undesirable effects on the finances
of BS and the very difficult situation it would create for the

new Chairman - or conclude that there is no acceptable price we
can pay to avoid this qualification.

1.
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I do see the greatest difficulty in treating BS and BSC differ-
ently, and it would in my view be embarrassing to explain to the
House of Commons that we were promising an increase in the BS EFL
because their auditors had insisted on it. My conclusion is that
any letter to the Chairman cannot go beyond the terms of Keith
Joseph's announcement on the BSC.

Apart from the reference to 'revising' the EFL I am very content
with the terms of the proposed letter to Mr Atkinson, including
the reference to continued trading with the acquiescence of HMG,
and the reassurance to creditors. These are in line with the BSC
statement.

If you still conclude that the attitude of the auditors obliges
you to give assurances on the EFL which have not been given to BSC
I am obliged to reserve my position. I suggest that you should

prepare a very early paper for E(EA) to consider whether it would
be tolerable to treat BS and BSC differently.

In any event it seems to me that the Government will be obliged
to make a statement on the financial position of BS before the
Summer Recess, whether the report and accounts are qualified by
the auditors or not. A paper for E(EA) would enable us to
consider collectively what ground should be covered by such a
statement.

I am copying this letter to the Prime Minister, members of E(EA)

and the Secretaries of State for Defence and Northern Ireland.

\

s QKMCQCQD
: LS
2 WS

ﬁ7§ JOHN BIFFEN
[Approveh by the Chief Secretary
and signed in his absence]
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BS's PINANCES - it 7
When I wrote to you on 11 June I told you that BS were looking for
Government financing this year of the order of 165 mijlion bul that
would ask Mr Atkinson to report on the options for ebttine Ehiis boelk

T : e ooy o) R ) 3 ‘ A 0 = - ;
the KL of £120 million this year and to near the path provided for
PES provisions for future years

The prime reasons for the increase and approximate costs are:;-
a) the steel strike - £21 million;

1o additionel overtime required because of the steoel
strike - £10 million;

¢) naval orders less than expected - £16 million:
d) adverse cash flow at naval shipbuilders duve to lack
of exports resulting in lower advance payments
£26 million;
Total - £7% million.
As will be seen, some of the causes are not under BS's dirvect control.

We are, however very conscious that in a comparable situation
private sector company would not go over its borrowing limit.

2

3

1 do not expect that Mr Atkinson will be able to present us with the
result of his studies on the options until the end of Awvgust.  In the
meantime, BS's auditors have told BS of their intention of qualifving

i ' A

f‘.. -

BS5's report and accounts originally due for publication on July &3
unless they are informed that the EFL will be raised in order Lhat tre
Corporation may continue to trade on an on~-going basis. It would be

possible/ e e
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possible for BS to delay the repory Elﬂd.?’JC(Hﬁ‘b till alter Che
recess but that would, in my view, lead to most damaging sSpecuiailon.
Egually, publication OJ qualified reporta would be injuriocus L0 5o

particularly as regards their internstional customers ”wga indeed,
4 think it would be unprecedented for the report and gecounts ol a
% Uo[iOﬂ]LJ ved dndustry Lo be qualified.
: To solve these difficulties, 1 PTvamwfu subject to your approval, to
A wiite to the Chairman of BS on the lines of the alttached draft. 557
j auditors would remove pu S quu]ifLCdL]Ou it suech a letler was s2nt
2 The lebter does not ink _1h11, in any way econon 3 measyures or clozsures
E which may be thought du sirable when we have the Chairman's response
2 to our request for & Luﬂv"(xi the options. The le utcr‘1ﬂacoyﬁx?saﬂ
i that the ERL sl xifscwj_ to Bhe raiged. but L think Lie 8. 15 PEECTICE
: inevitable. Our task must be bto 1limit the increase to the minimum
j possible.

z h0pcg therefore, that you can give your early approval to the let:
BS because of their difficulties with the auditors are having to deigy
publication of their report and accowits by a week to July 50, and i

it Ll A ek e, S L e L

they are to meet this revised timetable it would be necessary 1or Lhern
| to receive the letter on July 14,
: We shall clearly have to consider a utatemont to Parliament about ES's
i ash crisis bhefore the recess, and I will be in iouch with you about
’ this soon. -

3 : Ve v e g IS = '/ v h ‘;_
i I am copying this letter to the Prime Man ster, other members of Bk
and the Secretaries of State for Defence and UOTLhGTH Ireland, tog £

with a copy of my letter to BS expressing my deep concern at their
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: BS's IMinances
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g I wrote to your predecessor, Admiral Griffin, on June 171 TO

m™

I s AL 1 S e I Y e U S S5, WO T Y e s Sy 1 ad i plie
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! ‘wag unacceptable and that he would need TO examine 2ll possibie

r ways of staying within the EFL of &£120 million. L als0o asxec

him to gset in hand a study ol options 1o0Y reaucing Ccasi Nelo

next year as well.

4 < '3 i b T bl
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While we agree that certain factors outside the control of the
Corporation have contributed to the deterioraling cash position,
for example, the steel strike, we are not satisfied that sul-
ficient actions and economies have vet been taken to reduce the

rate of loss in merchant shipbuilding, shiprepair and marine

engine building

—_—

U T )

and generally to curtail expenditure and increase

efficiency, and to raise funds through such measures as disposals.

You assured me at my meeting with you on July 5 that you had
sction in hand to effect economies and otherwise improve the

. .. : A S - R v errn
position and that you would report to me by the end of August
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on the studies which I had asked you to make on the cash necds
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of the Corporation.
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% As a result of our discussion, I can tell you that the Goverr 7
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j recognises that the ¥FL will need to be revised 1n OrGCr LL=t
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| the Corporation may continue to trade on &an on—-going basis VUL
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“are not prepared at this stage to determine the level of a




o QU N B b 0 N T AT

revised cash provision for 1980/81. Our assessment of TS

must wait for your report and your viecws

oh)

1 fter taking stock of

i

the general situat:

foaas’ @
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on of the Corporation. In the meantine,

you have confirmed that you will take ure

- - e e e .‘..... e TN e ..1_,_. s g
rent corrective action

by whatever economies are prachicable.

Meanwhile, T confirm that the sorporacion is continuing
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trade with the acguiescence of HMG who would. in the last
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resort, have to ensure that creditors of the Corporats

their claims fully met. BS should, theref

ore . continue 1o

~trade normslly.
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DEPARTMENT OF N DUSTRY
ASHDOWN HOUSE
23 NICTORIA STREERY
LONDON SWIE 6RB
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_. . SWITCHBOARD 01-212 7676
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/ From the

Minister of State

/ The Hon Adam Butler MP

;_;'

A

Admiral Sir Anthony Griffin GCB O Jurne 1920
\ - Chairman

: British Shipbuilders

244 Enightsbridge

LSt
London SW7 1DG

-

1 am very concerned indeed to learn that the Corporation's
possible cash requirement this year has risen to £187 million
and that the loss limits for both last year and this year are
2l Tk, |
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Q 1 have to tell you that this is unascceptable. The fact i that
g since the "Corporation cost to Government! exercise last Jdune

% when the cash requirement for this year was forecast to be

| £90 million in 1979 prices, there has been a continuing

deterioration in the Corporation's cash position. During the
discussions in the Autumn:on cash requirement the Corporation's
bid was for £185 million but BS then reduced the bid by agreeing
to a target of £10 million for dlsposals and the removal Tron
the bid of a £%0 million contingency allowance for further
closures additional to the Board's strategy. It was made clear
that we would consider extra mo ey for any such extraordinary
COSts on a case by case basis but I had to say that the residuzl
E145 million was too. high, and the most I could accept was £120
million. ‘

Despite a continuously deteriorating cash position it is only
al this late stage that officials have been told that your  Board
will be asked in July to consider disposal of companies not
essential to your main line activities, and that the mrget for
disposals which is now considered to be realigtic dgvas Jhatiale
£5 million this year.

1% K3
Clal

The external financing limit (EFL) for 1986/81 stands at £120

-million - your Board must look upon this figure as a maximum
and consider what action it can take, in the way in which
private sector company would have to do when faced with a
comparable situation. You will want +to make this sbsolutely
clear to themn. ) '
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of the 120 miltlvon EiEl. L will need to consider these before K

\ L eanicome 1O any conclusions. You on the other héime w1l
i . sure be seding to take urgentc corrective action now.
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- L therefore have to ask the Corporation to examine as Quickly
- C

a) the feasibility and financial 1Hp]1Cd ons of X
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restrucouring costs I would be prepared Lo look at the ¢
regarding them as oulside the EFL for menagementl, DUrposes,

b) on the assumption that unless action is itaken now there is 1o
reason to suppose that next year's cash rejuirement will be appreciably
better than BS' p*ese nt forecast for this year, the feasibility i i
and inplications of reducing the cs%h Jcoumjegent for next yeor

by JJZO ]”’I“i 11-10.!1 and ciJ/]()U le]:]lOTl Tres (,—.CJ_VC]” on -the Some a_S,C_;"L_}"’U']“th'.!t"_-'?“-(-?‘
aboulb) Festruec turinge costs as in (a) dbOUO, AP0
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I appreciate that this exercise probably cannot be concluded uvuntil

after A dulyeand, I a1 Lhercfor copying this letter to Robert
Atkinson. |
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10 DOWNING STREET

CAROLINE

i

arrange a meeting for the

Please could you

Prime Minister with Sir
Keith and, if he wishes
to be involved, the

Chancellor (or Tthe Chief

Secretary).

7 July 1980
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10 DOWNING STREET

From the Private Secretary 7 July 1980

The Prime Minister has considered
your Secretary of State's two minutes of
2 July on the question of compensation for
aircraft and shipbuilding nationalisation.
She has asked me to say that she is not
persuaded by the arguments in these minutes,
nor by the conclusion that the Government
should stick by the existing compensation
terms; and she would like to discuss the
matter with Sir Keith as soon as possible.
We will be in touch with you to arrange a
meeting.

I am sending a copy of this letter to
John Wiggins (H.M. Treasury), David Edmonds
(Department of the Environment), Robin Birch
(Chancellor of the Duchy of Lancaster's Office)
Alastair Pirie (Chief Secretary's Office) and
Davicd Wright (Cabinet Office).

T. P. LANKESTER

I K €l ison i Esql. .
Department of Industry.
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PRIME MINISTER

)
COMPENSATION FOR AIRCRAFT AND SHIPBUILDING 7
NATTONALISATION

I have seen copies of Keith Joseph's two
minutes to you of 2 July.

Why not consider dealing with the problem

by offering the companies back? The terms =
were Inderensiple.
T TN

This is an issue which, I believe, E(EA)
should discuss.

I am copying this minute as before.

WMAR

MH

1 July 1980
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7 July 1980

The Prime Minister has considered
your Secretary of State's two minutes of
2 Julv on the question of compensation for
aircraft and shipbuilding nationalisation.
ohe has asked me to say that she 1s not
persuaded by the arguments in these minutes,
nor by the conclusion that the Government
should stick by the existing compensation
terms; and she would like to discuss the
matter with Sir Keith as soon as possible.
We will be in touch with you to arrange a
meeting.

I am sedding a copy of this letter to
John Wiggins (H.M. Treasury), David Edmonds
(Department &f the Environment), Robin Birch
(Chancellor of the Duchy of Lancaster's Office)
Alastair Pirie (Chief Secretary's Office) and
David Wright (Cabinet Office).

T P LANKESTER

I. K. C. Ellison, Esq., el
Department of Industry. (o
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PRIME MINISTER

COMPENSATION FOR AIRCRAFT AND SHIPBUILDING NATIONALISAT IO N
N
I have seen copies of the Secretary of State for Industry's L

two minutes to you of 2 July. ﬂ,7

2. This is to record that I agree with his conclusion that

we should not contemplate amending legislation. I assume

that this means that in some or all of these cases the matter
will have to be decided by arbitration. That is what the Act
provides for, and I think it is right to accept this possibility.

3. I am copying this minute to the Secretary of State for the
Environment, the Chancellor of the Duchy of Lancaster, and

Sir Robert Armstronge.

Wi

JOHN BIFFEN
7 July 1980

CONFIDENTIAL
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12,4Pr l. My accompanylng minugp sets out the position under the 1977 Act.TL

S ———
as 1t stands, and concludes that there should be no change in 317

the legislation. In this minute I am commenting further on the

political aspects of the problenm.
2. Criticism of the Government's attitude stems from 2 sources:-
a stockholders with a financial Interest;

b Parliamentary colleagues who have been approached
by the former stockholder companies or shareholders in

those companies.
5« The former stockholders principally concerned are:-

a Vosper Ltd
b Yarrow and Co Ltd
¢ Vickers Ltd )
Jqua British
d The General Electric Company (GEC) Ltd )Aircraft Corporation
e Rea Brothers Ltd gqua Hall Russell

2 Dowsett Holdings Ltd gua Brooke Marine

4. ©So far, overt political activity has been undertaken by Vosper ILtd,

where Sir David Brown has a substantial and controlling interest.

More discreet initiatives at the political level have been taken

CONFIDENTIAL Vil
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by Sir Eric Yarrow and by Mr 8Balomon of Rea Brothers. Vickers Ltd

and GEC Ltd have largely held their fire, because they hope for

a negotiated settlement. = :

All our Parliamentary colleagues have been approached by
S1lr John Rix of Vosper Ltd, on which the Act arguably bears

more harshly than in any other case. They have received reasoned('7)
e ¢

replies from Department of Industry Ministers. 15 s -oumn
e s e

impression that, while Parliamentary colleagues are not happy

about the compensation provisions. in view of our attitude in
Opposition, most of them recognise the formidable difficulties detailed

in my attached minute.

This 1s the hornet's nest we face if we stand fast and refuse to
amend. Sir Arnold Weinstock and Mr Salomon may add their

formidable voices.

1f we change our policy and agree to amend the compensation terms

we shall be attacked by:-

a the Opposition. They would fight any suggestion that
the Act was unjust; would attack any changes as lacking
in a defensible rationale and as raiding the Exchequer to
help a select few; and would use the opportunity to seek
to subvert our privatisation plans; and to justify

declarations that they would renationalise without compensation;

b those of our Parliamentary colleagues who would think

Sty o

CONFIDENITAT,




CONFIDENTIAL

it wrong in priciple to amend the compensation terms

enacted by a previous Parliament;

& probably the City, because of the retroactive creation
of a false market in securities. Mullens, the Government's
brokers, have advised that City reaction to a change in
terms would be unfavourable and we understand that at least

one major institution (the Prudential) considers that

W .
: f *fz:‘ settlements under the Act represent rough justice. We

Sl

N\
would almost certainly be attacked on behalf of and by;

d shareholders in former holding companies who have disposed
of their shares in the belief that the existing compensation
terms would not be changed. There are very many of these.

In the particular case of Vosper, a majority of shares other
than those held by Sir David Brown interests appears to

have changed hands since the beginning of 1975;

L cannot guarantee that this will amount to as damaging a hornet's

nest as the first, but it could be even worse.

Whatever we do, amend or not amend, there will be a political row.
1f we amend, this row will be very protracted, because of the
legislative process, and we shall be exposed to attack on
principle. If we do not amend, there will be bitterness Spread
by Sir Eric Yarrow and Sir John Rix, perhaps fanned by the two
even more powerful volices mentioned; it may remain as a blot

on our record amoung many supporters. But in Parliamentary terms

CONFIDENTTAL /the
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row will be very much shorter, perhaps one adjournment debate,
and we shall be less exposed to attack on principle and also to

attack on privatisation.
10. I am copylng this minute to the Chancellor of the Exchequer, the

Secretary of State for the Environment, the Chancellor of the

Duchy of Lancaster, the Chief Secretary and Sir Robert Armstrong.

2

K J
zinUly'l980

Department of Industry
Bm 11.01 Ashdown House
12% Victoria Street
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PRIME MINISTER

COMPENSATION FOR BRITISH AIRCRAFT CORPORATION (HOLDINGS) LTD
(BAC) AND FOUR SHIPBUILDING COMPANIES

l. The Aircraft and Shipbuilding Industries Act, 1977/, nationalised
25 privately owned companies. Negotiated settlements have
been concluded and announced for 14 companies, 5 since we assumed

office. Formal settlement and announcement of one very small

case 1s 1n suspense at the request of the stockholders'
representative (SR). Arbitration has been initiated in 2 cases
and appears inescapable 1in respect of 2 financlally weak companiles
in the shipbuilding sector: these 4 companies raise no significant

political issue.

2. However, 5 unsettled cases, covering © companies, pose a major
e eSS eSS A USSR AT
policy 1ssue for the Government. These are British Alircraft

Corporation (Holdings) Ltd (BAC) and 4 relatively small and

profitable shipbuilding companies or company groups: Vosper

Thornycroft (UK) Ltd with Vosper Shiprepairers Ltd(Vosper);

Yarrow (Shipbuilders) Ltd (YSL); Brooke Marine Ltd (BM) and
Hall Russell & Co Ltd (HR).

The problem

5. The 1ssue arises because the Act relates compensation to notional

S —
stock market value 1n the 6 months reference period ended
S ., TEmpmes T e o i R P P o oS5 M S o S e R SN,

28 February 1974, while the profits of these 5 companies rose
v

substantially in the 3% years thereafter before vesting date in 1977.
——-—_—-———_'h_*——w

Vb iy
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In their negotiating posture the SRs have been influenced by

their view of the vesting date value of thelir companies, although
the BAC clalm has been greatly reduced in negotiation. They are
reluctant to have recourse to the arbitration tribunal established
under the Act, since the tribunal must relate compensation to

the reference period and since proceedings could involve a

further delay of about 2 years. All SRs are looking for a
"generous" 1nterpretation of the Act from this Administration
because 1n Opposition we argued strongly that the compensation terms

ey
were unfair. In the case of BAC and % of the shipbuilding companies,

the SRs have threatened to pursue a claim for "falir compensation"
e i TR —

under the European Convention on Human Rights. Vosper Ltd
m

has publicly pressed for statutory amendment to the compensation
terms and the other stockholders could well mount a similar

campalgn.

The Department of Industry has legal advice that no weight can be
given under the Act to the value at vesting date. It 1s advised
on the';Z;;;;ZZ;_;E}iod valuation by 3 City firms (accountants,
stockbrokers and a merchant bank) and, within the limits of such
advice, 1s constrailned by the need to be able to defend before

the Public Accounts Committee, as a matter of prudent and

economical administration, any settlement made.

The Act allows for Ministerial discretion in deciding what offers
m

for compensation should be made within the terms of the Act.
e ———
However, my discretion is limited by the top of the valuation

range of the Department's financial advisers. In practice this

/MEANS «ee
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means that I could increase the Department's Ffinal offers in

4 cases, but only by relatively small amounts.

©. HFor ease of reference the various positions are tabulated in the
e Annex. The BAC stockholders have so far said that they are not

WG Firice ooy

prepared to settle at the maximum figure that could be offered
B et T T B S LI Py R S E s S a2

within the exercise of Ministerial discretion (ie £95m). I do
BRI

not consider that the exercise of my discretion would achieve

a settlement in any of the other cases concerned: even if such

a possibllity emerged, I should need to consider very carefully

whether I could justify it as a matter of even-handed administration

of the Act.

7. The options before the Government in practice, therefore, are
elther to change the statutory basis of compensation or not to go
beyond the final offers which the Department thinks it can defend
under the present Act, that is offers which do not involve the

use of Ministerial discretion.

The rationale of the present Act

8. The Act followed well-established precedent in basingcompensation
on the actual or notional Stock Exchange values of the shares
to be nationalised. The choice of the 1 September 1973 -
28 February 1974 reference period was more controversial but had

‘J\./,’ : Wogic. The previous Administration came into office

in March 1974 with a manifesto commitment to nationalise the

alrcraft and shipbuilding industries. They published on 17 March,

1975 a detailed "safeguarding statement" setting out the basis

CONFIDENTIATL LE e
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of nationalisation. Effectively under the Act ownership of

the companies being nationalised passed to the Government on

177 March, 1975, with legally enforceable safeguarding provisions
applying thereafter. A reference period in the future, for
example one related to vesting date, would have been inconsistent
with this effective transfer of ownership from March, 1975. If
a past reference period had to be designated, thelr choice of the
6 months ended 28 February 1974 had some merit, not only because
this period immediately preceded their entry into office but also
because the year thereafter saw a very sharp decline in Stock
Exchange prices. (The F'T Actuaries Industrial Group Index fell
from a reference period average of 151.45 to a low of 59.01 on

1% December 1974 and by 17 March 1975 had recovered only to 117.09).

The Act 1s complex and can be criticised on many grounds. In the
present context, howeveay, the main weakness is that, in view of

the great delay 1n the passing of the Act, the fortunes of companies
changed radically (some for the better, most for the worse) between
the reference period and vesting date. Naturally 1t i1s the
stockholders of those companies whose fortunes changed for the

better who make their dissatisfaction heard.

The rationale of the previous Government in maintaining the
safeguarding statement's terms despite the delay in the Act's
passage was no doubt partly the need to avolid a change in terms
having implications for the Stock Market. Much more fundamentally,

however, it was an acceptance of the rough (companies of declining

value) with the smooth (companies with rising value) on the basis

CONFIDENTIAL ~ /that ...
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that the safeguarding statement date in March, 1975 was the
effective date of the "econtraet! being entered into (albeit on

a compulsory basis), the vesting date in 1977 being no more
thante "completion date" on which the assets would be handed over

to thelir new owners.

Problems of rationale and principle in changing the Act

2V
{ > 'dup
\)y. 1. If we were to amend the Act, we would need to have a defensible

e s —
L(ﬂ\ratlonale. Work within the Department suggests that the only

‘r’ practloal course would be to give the stockholders of all companies

nationalised fthe choice of an alternative and later reference

period, say the last 6 months of 1976. In practice, only the
stockholders of those companles whose notional stock market value
had risen rather than fallen since the first reference period
(the 5 now in question and possibly 1 or 2 others) would choose

the second. The Government would no longer be taking the rough

—

i X /—\/
with the smooth but accepting the worst of both worlds at an
/\/-\/IAMW-‘)
additional cost to the Exchequer estimated to be at least £13%0m
including accrued interest to date. However unfairly the existing
compensation terms bear on the stockholders of the 5 companies, it

18 -net elear thalt there ig & defengible. ratiohnsle for such

gCCephance.

12. Apart from the guestion of rationale, there is a major difficulty
of principles The shares of Vickers Ltd, Yarrow & Co Litd and
Vosper Ltd (former parent companies), whose value would be
radically altered by any change in the compensation terms, have,

according to advice from our stockbrokers, been traded

CONFIDENTIAL /substantially ...
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substantially during the 5 years since the basis of the compensation
terms was announced in March 197/5. In opposing the nationalisation
Bill we gave no undertaking to amend the compensation terms, nor

did we suggest in our 1979 Manifesto that this would be done.

The Act had been law for 2 years, and compensation agreed for

11 companies, before the present Government took office. Our
stockbrokers advise that, since we took office, there have been
bouts of speculative share purchases (and concommitantly sales by
their former owners) in all these companies based on hopes of

more generous compensation. However, Ministers of this
Administration, who have settled 3 further compensation cases

on the basis of the present Act, have said on more than one occasion
to interested parties that it would be ilmpractical and unfair to
amend the Act and have consistently in widely quoted correspondence
pointed to the difficulties in the way of changing the compensation
terms. For the Government to change the statutory basis of
compensation at this stage would retroactively create a false

market in the shares of these 3 former parent companies (and

perhaps in the shares of the former parents of 1 or 2 other
companies already settled), expose us to the criticism that our
action had resulted in the misleading of investors, create a

whole new range of problems and fresh unfairness and set a very
dangerous prededent by reversing the compensation terms of a
previous Parliament. We should be changing the rules of the

came after the match had been played.

1%3. Michael Grylls has suggested that the market place would treat

/1 S
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a change in compensation terms "in the way i1t does any other piece
of Government policy eg Petroleum Revenue Tax (PRT)'s effects on
BP shares! that have been sold on' the basis of & different Tax
regime earlier'. I do not find this argument persuasive. The
BP prospectus drew attention to the existence of PRT, made clear
that BP's operations could be affected "by developments'", and

gave no profit forecast. It 1s normal for a Government to make
tax changes from time to time which may have an effect on Stock
Exchange prices. ouch changes are of general application or apply
without discrimination to a complete sector: while they may have
some retroactive effect, they are not specifically retroactive in
application. In contrast, a change 1n the ooﬁpensation terms
enacted by a previous Parliament would in practice be specific

to selected companies wlthin a sector and totally retroactive in

application.

Practical and political difficulties in changine the Acth

In addition, statutory change would create considerable practical
difficulties. The Government would be in no position to announce
precise alternative compensation terms for some months. Any
suggestion that alternative terms wee to be examined, whether
internally within the Government or by way of some kind of outside
enquiry, would promote intense speculation in the shares of the

5 companies, with the risk of recrimination if expectations were
disappointed. It would be eqully unacceptable to allow the
situation to drift for some months and neither make final offers
for the 5 companies nor say that alternative terms were being

examined.

CONFIDENTIATL /Beyond ...
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Beyond that, any alternative reference period would involve not only
controversial legislation but also considerable work for our
financial advisers, particularly i1if more thanr the 5 companies
became 1nvolved. Legislation and substantive new negotiation
would almost certainly take at least 2 further years, with no
certainty of agreed settlements in all cases. Moreover, once

the question of an alternative reference period had been reopened,
other features of the Act would no doubt come under attack and
present us with other difficult 1ssues. For example, the Act
makes no provision for the effects of inflation since the
reference period: to remedy this on the basis of existing

settlements or offers could cost the Exchequer over £250m.

There is then the question of our privatisation poliecy. I believe
that most of our Parliamentary colleagues would accept, if
reluctantly, a decision that the compensation terms cannot now

be amended. Howewver , somermight: find it very diffieult to sctept
the sale of shares of identifiable companies at a price substantially
higher than the compensation offered (or subsequently awarded by

the tribunal), most particularly if sold back to the previous

OWNETS . This situation 1s, for a variety of reasons, unlikely

to arise with British Aerospace. It would certainly arise if, say,
Vosper were sold separately in due course. Against this, however,
there is the problem that a change in the compensation terms,
without an apparently defensible rationale, could lead the

Oppostion to make much stronger statements about "re-nationalisation
without compensation" which would damage if not vitiate our
privatisation policy. I think that our Parliamentary colleagues

would take this point.

CONFIDENTIATL /Buropean ...
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FEuropean Convention on Human Rights

17.8 Our legal advisers consider that the adequacy of compensation 1s
a question on which a ruling can be obtained under the European
Convention on Human Rights. However, they think it unlikely
that the European Court would regard the principle of making
nationalisation financially effective. from 17 Mareh 1975 (  the
safeguarding date) though vesting the assests in 1977, as a breach of
the Convention. The complaint about the compensation terms
involves a contrast between valuations in 1977/ and share values
in the reference period 1973/1974. The contrast is not the

same when the safeguarding date 1s taken and not the vesting date.

In any event the compensation terms were enacted by a democratically
elected Parliament and this is a point which should weigh with

the Commission and the Court if an application were made under tThe
Convention. But the mere threat of action against the Governmeny
under the Convention is not in any case an acceptable reason for

a change in the compensation terms in the face of the arguments
against such a change. In the unlikely event of a case being
sustained, the position would have to be looked at: but that is

a bridge that cannot be crossed now.

Conclusion

18. I therefore conclude that the arguments against amending the
compensation terms of the Act are overriding and that, in all
circumstances, we can well defend both publicly and to our Parliaments

colleagues a decision to make no change in the compensation legislation

€
enacted by a previous Parliament and to deline to arrange for any
CONFIDENTIAL A EOEm s e
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form of inquiry into the legislation.

19. Subject to your views, I therefore prapose that:-

a we make clear that there will be no amendment to

the statutory compensation terms;

b final offers should be made to the SRs at the highest
levels which the Department thinks 1t can defend before the
Public Accounts Committee (ie those set out in column 5 of
the Annex) subject to any new points arising which permit
the Department to go further, with the approval of the
Chief Secretary, as a matter of prudent and economical

admlnistration;

G the possible use of Ministerial discretion should be

considered on an ad hoc basis only if developments clearly

indicate that the small increases in offers(as shown in

column 6 of the Annex) would produce a settlement.

20. I am copying this minute to the Chancellor of the Exchequer, the
secretary of State for the Environment, the Chancellor of the

Duchyof Lancaster, the Chief Secretary and Sir Robert Armstrong.

4

K J
Ethuly 1980

Department of Industry

Ashdown House
125 Victoria Street
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ANNEX
Y I -
(1) (2) (7D (4) (5) (e (7)
: | Possible
DOI's esti- DOI's ,
ko mate of SR's exis- ?giai ﬁfﬁggtzg— Former
“Rasy vesting date claim ting . 5 otockholders
value offer orrer l?l :
* | J { discretimm |
£m £ £m £m £m
BAC 200 + 115 90 90 95 Vickers and
e GEC equally
Vosper Dy o 21 354 4.5 4 8% 4.3 Vosper Ltd
= David Brown
. EEEEEEEEEE===-— Holdings Iid has
‘ 4@ halding and
voting cantrol)
YSL 10 12 L6 B 6 Yarrow & Co Iitd
| — (Vosper Ltd has
e 2%% holding)
BM 3 4.5 g 25 RIS 1z 5 Dowsett
Holdings Litd
HR 135 5D 1l Lya2nr o7 Four invest-
ment trusts
managed by
' Rea Bros Ltd
i | {

*Note: Treasury approval being sought in the
light of new advice and information.
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10 DOWNING STREET

From the Private Secretary 28 May 1980

As you know, the Prime Minister visited Austin & Pickersgill

in Sunderland last Friday.

You may be interested to know of the following points which
Kimber, the Chairman of the company, made in discussion with

the Prime Minister:

I The combination of higher inflation and the

appreciation of sterling had produced a 40% worsening

of price competitiveness compared with Japanese ship-

yards over the past two years. In addition, the yard

had suffered a 7% loss as a result of the abolition

of shipbuilders relief and the 5% reduction in intervention
fund assistance. As a consequence, whereas A & P had
previously been profitable, over the last two years the
company had been operating at a loss. Mr. Kimber added

that A & P would need an exchange rate of around two dollars
in order to sell at a profit. 1In response, the Prime Minister
said that the Government had no means of getting the exchange
rate down without jeopardising its monetary objectives -

to which Mr. Kimber responded that, in that case, the
Government ought to provide additional subsidies to the ship-
building industry.

11 The Government ought to be more generous in the provision
of credit facilities, including facilities under the home
credit scheme. He suggested, for example, that there should
be a "repayment holiday" for two years to provide ship owners
with a breathing space until the ship market improved. He
argued that HMG was much more punctilious in sticking to

the OECD rules on credit than were other governments. The
Prime Minister pointed out that, even if there might be a

case for offering more flexible terms, the Government would
still have the problem of finding the necessary finance.

III Mr. Kimber said that the company were short of steel
because BSC had been very slow to resume supplies after

/ the




the steel strike. He attributed the shortage partly
to the unwillingness of British Shipbuilders to allow

companies in the group to seek alternative supplies
from abroad.

Peter Stredder, Esq.,
Department of Industry.
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12 May 1980

(J“Q,

Cls= 714

1 have sent you several letters on
the compensation issue in respect of Vospers.
The Prime Minister has also had approaches
about other outstanding compensation issues
arising from the formation of British
Shipbuilders. It would be helpful if we
could have a note on the current position
ofl compensation for assets taken over to
form British Shipbuilders. Please could
this reach me by Thersday, 22 May.
/

M A PATTISON

Peter Stredder, Esq.,
Department of Industry.




PRIME MINISTER

There is no immediate opportunity
to have Sir William Lithgow and Sir Keith
Joseph in together. They will both be
inecluded on the first suitable future

) M
guest list.

In the meantime, I have asked Sir
Keith Joseph's office to let us have a
note on the issue of compensation for
assets absorbed into British Shipbuilders,
without identifying Sir William's part
in this. (We have had other representations

over Vosper. )

Would you like to send an interim
acknowledgement to Sir William as in the
attached draft?

12 May 1980 /y




PRIME MINISTER

Following the Churchill ceremony,
Sir William Lithgow has written to you
again: he argues here that industry 1is

seriously harmed by unnecessary bureaucracy.

Last time he wrote, he asked for an
interview and we offered him one with Adam
Butler. There dis little that you can say
in reply to his generalised charges.

Would you like Sir Keith Joseph's comments
on the compensation issue raised at X,

for inclusion in a further personal letter
from you? Would you like to put

Sir William on a lunch/reception guest

list in the future?

7 May 1980
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6th May, 1980.
The Rt. Hon. Margaret "Thatcher, M.P.,
Prime Minister,
No. 10 Downing Street, \
London SW1. |

SRR A L PO el

It was a great pleasure to have a brief chat at the Churchill ceremony.
You asked what our continuing family business was doing that competitors
were not. We are rapidly developing new technologies and markets,

some unigque, creating new jobs and skilTs.  Our remaining shipyard is
unusual in making profits from merchant shipbuilding, despite the
unbelievable frustrations of fishery policy. I have enclosed a note.

——

X

Relations with some Ministers are frosty. As foreigners have noted,
British Covernments lack understanding of how industry works. Permanent
officials' recruitment and training, more SO than politicians' is the
reason. In a recent example, the new Government inherited a hiatus

in fishing vessel construction policy; it has taken a year to get
Ministerial decisions; an efficient capital goods sector which we need
for the future has been unreasonably disrupted. We deal with our
sponsoring Ministry, D. of I., M.A.F.F., 5.0.; Treasury confirm that
cuts are not the cause of delays. Industry finds interdepartmental
policy hang ups exasggratigg; Ef M.A.F.F. s’ narrew short, term o

interests are at variance with our sponsoring Ministry's, that should
be resolved without our agency.

The D. of I. apparently lacks the will to offer a reasonable settlement
for the assets nationalised three years ago on the basis of values of

-* six years ago (since when money has depreciated 60%.) This concerns
not public expenditure, but private venture capital, in our case,
formed by Clydeside industry. The Department does not work within
the timetables for arbitration laid down by the Act. Contemporaries,

especially in Socialist countries, are amazed at British indifference
to natural justice and the importance of relegging_weaithwcreating
botential. e i LW s

o

I have no connection with Scott Lithgow now. Shipbuilding has turned
out very much as predicted when last I reported to you in person. I
saw Adam Butler as requested. Action may have been taken in time to
prevent a U.C.S. replay on a national scale by giving back some
authority to local management and curbing the excesses of centralists.
It is never too late to rebuild, hopefully on advanced technology
base.

Income Tax changes have been helpful to industrial companies, the
abolition of exchange control and bureacracy, stimulating. Undamped,
often/
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‘qe Rt. Hon. Margaret Thatcher, M.P. 6th May, 1980.

often artificial forces in the market mechanism, particularly with
Sterling, have damaged prospects. There is still too much bumbledom -
for every bureaucrat hour mounted against industry, we have to find
another hour to respond. Further elimination of unnecessary functions
and, so, staff, especially in Local Government, will work wonders. I
am concerned at Government shortcircuiting effective Quangos, viz. the
W.F.A., in preference for a civil service department clearly anxious

to perpetuate its importance, despite lack of specialised knowledge.
One hopes the Permanent Secretaries will stand up, count and be counted,
for given the necessity, one soon finds who one can do without.

Many of my contemporaries in industry and commerce are still too
apologetic about the importance of efficient wealth creation, but the
message is getting through to ordinary people. We wish you well, not
least in the pursuit of justice within the E.E.C. With the Community
budget burdened with agricultural surplusses, why are Europeans almost
alone in not turning to energy and feedstock crops? We seem unable
to see the trees for the wood.

With all good wishes,

\ ' | /

Mdﬂf‘x

@‘/// :
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NOTE :

6th May, 1980.

Lithgows Holdings. The Group is essentially one of small specialised
companies with substantial management autonomy operating within an
overall framework which provides backup as required. It has a market
and technical logic based on innovation. Principally engineering and
marine, it also embraces primary production and a small hotel and
leisure division. It includes:

Ly Campbeltown Shipyard (100% owned) - Britain's only specialised
builder in steel inshore fishing vessels and market leader
(generally 80ft. class costing c. £750,000).

(a) gurrently profitable at 8% of turnover.

(b) World leader in seiner/pocket trawler/long line design -
Canadian Government and Australian builder licensed, vessels
exported to Faroes, Eire etc.

2 Perenco (Engineers - 100%) .

Perth, (non union, attracting refugees from harassment elsewhere) .

jiffs - i -8

(a) Makes specialized components for electronics industry,
otherwise brought from England or abroad.

(b) Has developed unique hydraulic actuator for robotic applica-
tions, particularly sub-sea.

B Prosper (S.D.A. interest presently being acquired will result in
Group status with management minority shareholders - previously
rescued from involuntary takeover by French).

(a) European leaders in thread rolling with design and manufacture
of dies, tools and finished product under one roof.

(b) Sole European manufacturers of brake adjusting screws for
suppliers to the motor truck industry.

(c) Rapid manufacturing methods eliminate the need for oil and
chemical industry to hold stocks of studbolts, (local
finishing and distribution being established overseas - Y IZ.
Lithgows Pty. of Western Australia already successfully
competing with East European and Japanese suppliers) .

(d) Specialized products being supplied to European and U.K.
manufacturers of heat exchangers, screwjacks etc.

(e) Machine developed to recognize correct orientation of components
and fit them, viz.assembling nuts on studs the right way
round.

Prosper, operating primarily from a former chicken hatchery in
Ayrshire, was founded by an American large corporation executive,
supported by a Cambridge mathematician and a Scottish production
engineer.

4. Sullom Voe Engineering, (40%) - part of the Shetland based partner-
ship with the private Wood Group of Aberdeen, has secured the
contract to service the requirements of the twenty four oil
companies at Sullom Voe in the face of international competition.

5 Underpressure Engineering, Mansfield (50%) - taken from receivership
to a flourishing business supplies the water and gas industry
with/




6th May, 1980.

with specialized fittings, uniquely one which allows a new branch
to be teed into a live main without the interruption of supply -
export markets now being broken into.

B Western Ferries - although, in the face of unfair competition
from the heavily subsidised S.T.G., forced to retrench the
service which carried variously, the total, and then two-thirds
of the traffic to Islay, now carries two-thirds of the traffic on
the lower Clyde crossing, making money against very heavy S.T.G.
losses. Successfully pioneered passenger services with Norwegian
highspeed allweather craft.

7l New Project - Consortium - now about to become operational in
salvaging copper, gutta percha, and steel from redundant sub-sea
telephone cables by unique techniques.

8. Inver Salmon, (100%) - building a complete integrated salmon farm
onshore in Argyll, using hydro energy of fresh water supply to
juvenile unit to circulate seawater to fattening unit. The bulk
of the scheduled output of 100,000 large fish per annum will be
exported. Proven technology is being combined on a single site.
Nothing directly comparable exists elsewhere in the World.

Consolidated outputs for 1979 were £10M.; which in real terms has

more than doubled in two years. Numbers employed have not quite

doubled to around a thousand. Most growth has been generated internally.
Protracted delays in the settlement of debts by Government under the

A. & S.I. Act which discriminates heavily against private business,

are preventing further development and diverting top executive effort.

Amounts paid to Lithgows to date:

e Loan to Scott Lithgow - overdue interest paid after raising Court
action, (£800,000 principal outstanding).

2 Equity - Scott Lithgow Drydocks - £225,000 (50% of £450,000) ,
(stockholders' representative's valuation, £8.5M.) .

3 Scott Lithgow Limited - 40% of £300,000 = £120,000.

Total Compensation Stock received to date, £345,000 (nothing since
May, 1979).




. 10 DOWNING STREET

THE?RIM:E MINISTER | .' ' 27 March 1980

Thank you for your letter of 27 February about the

Natural Environment Research Councii's order for the
conversioh of one of its ships being placed wita a Belgian
shipyard.

As regards Gevernment subsidies, the Belgian authorities
have confirﬁed, in response to an enquiry by the Department
of Industrﬁ, that no production subsidies are given to the
Belgian shipbuilding industry, whether generally orféor %
this particular contract. I understand that credit is not
involved.

" The Government policy is to advance public seetor orders,

.where bractieable, as a means‘of assisting our shipbuilders,

and the Departments concerned, in consultation with the
Department of Industry, already ensure that our yards are
given every opportunity to secure these orders. But Obviously
it 1is necessary to take into account the cost to public funds,
and other relevant factofs, when considering the placing of
public sector orders.. Success in obtaining shipbuilding

orders will depend increasingly on the industry's ability to

/ improve
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improve productivity and to offer prices and deliveries

which match those of its foreign competitors. The

Ryt AT TY CRPATIYS T AT ¥y

Government is also ready to help by using the Intervention
Fund where this is apprOpriéte and can be justified. It

cannot however be used for conversions.

Ip_this case, the N.ElR.C. invited tenders from
-11 British yards and five yards in other.E.E.C. countries.
Thus they gave the British shipbuilding industry every chance :
to compete for the job.. Only four British yards tendered. i
The Belgian tender, which was comparable with the lowest %
British tender in all material respects, was however %
substantially below the British one. Given N.E.R.C.'s i
duty to obtain the best value for the public money they spend, E
i I belieVe that they_were justified in putting British yards
into fair}competition with selected foreign yards. The

event showed, very regrettably, such a big price difference

that it was right for N.E.R.C. to accept the Belgian tender.

The Rt. Hon. Gerald Kaufman,

jé(ﬂd"&")MCMme _ ' '




10 DOWNING STREET

19 March 1980

THE PRIME MINISTER

Thank you for your letter of 7 March about the reports in

the Press that British Shipbuilderé had turned away an enqniry !
concerning a car carrier by the Colt Car Company; }
4[
_I found your account of the background most helpful. l
I accept, oOf cecourse, that this natfer istfor fhe commercial
judgement of British Shipbuilders; it is unfortunate.that_-

it was reported in the way that it was.

(sgd) Margaret Thatcher

Admiral Sir Anthony Griffin, GCB.




10 DOWNING STREET

PRIME MINISTER

1 attaech a draft reply
to the letter from the Chairman

of British Shipbuilders.

-

WP

18 March 1980




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 550/[
SWITCHBOARD 01-212 7676

Secretary of State for Industry

11 March 1980

Tim Lankester Esq Y(’ -~

Private Secretary to the C;
Prime Minister

10 Downing Street

P

London SW1 1 WW
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Thank you for your letter of 10 March tTo
Ian Ellison asking for a reply for the {L/

L ~—

Prime Minister to send to the Chairman ~
of British Shipbuilders in reply to his “i\f\
letter of /7 March. .

I attach a draft reply for the Prime

Minister. m/\

YCD IvS e~ ev

PeAn : ﬂ

PETER STREDDER
Private Secretary o i




DRAFT REPL,Y FOR THE PRIME MINISTER TO SEND TO
Admiral Griffin
British Shipbuilders

24% Knightsbridge
London SW{ 1DG

Thank you fOr.your letter of 7/ March about the reports in the
Press that British Shipbuilders had turned away an enquiry

coOncerning 8 ear carfier by the Colt Car Company.

I found your account of the b&&kground most helpful. I accept,
of course, that this matter is fof,ﬁhe commercial judgement of

British Shipbuildergjbﬂt 10 A4S unfor%ﬁgize That 1t was reported

in the way that it was. \
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10 DOWNING STREET

From the Private Secretary 10 March 1980

€ Prime Minister has received the
encldsed letter from the Chairman of British
Shipbuilders. I would be grateful for a
draft reply for her to send by Friday
14 Mareh-.

bl el

lan Ellison, Esq.,
Department of Industry.




7 March 1980

I am writing to thank you for your
letter of 7 March, which I have placed
before the Prime Minister.

Admiral Sir Anthony Griffin, GCB.
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itish Shipbuilders - :

243 Knightsbridge, London SW7 1DG. Telephone 01-589 3488. Telex 917060
Ankts g O

Admiral Sir Anthony Griffin G.c.5. A h’ !

Chairman
o bl b
L
The Rt Hone Margaret Thatcher, MBS, ?,3
10 Downing Street,
B @G St ks Zth Mareh 1980,

X L ) 2 M{
You will, of course, have seen the reports in yesterday's evening
and this morning's Press suggesting that British Shipbuilders have
tupned away an onder for an §£8 millien car carrier from the Colt
Car Company. Since that Company's UK representative has said that

ne will bie centacting: you, L[ thought it might be helpful if Vel were
aware of the following facts:-

1) Tnis wasSnbevan erder, but a very teptativel inguiny
made Dy telephone just a few days before the story
appeared in the Press.

2 The Press reports came initially from the Geneva
motor show, where every car maker is seeking publicity.
RS TR e S STy

3 B.5. policy has been to concentrate its efforts in

those areas of the market best suited to its facilities
and where there is a reasonable chance of getting business
at an acceptable price.

4) Accordingly British Shipbuilders has over 100 designs
on: offer 1n its ramge, but car carriers are not ameng them.
SR AN I35t 0 05 4 IS P o o ey,
5) The Corporation receives annually about 1,500 enquiries,

and last year we responded positively to about 850,

6) The car carrier market is very small, accounting for
probably less thanm one per cent of the world fleet.

75 The shipping market in this sector is dominated by the
Japanese since they are the major exporters of cars.

8) Japanese owners traditiomally build all their ships in
Japan - few, if any, are built abroad.

g8 Because of the above policy Japan also dominates the

car carrier shipbuilding sector (see attached article from
Norwegian Shipping News, 15th February 1980).

10) Colt Cars are part of the Mitsubishi Group - which also
builds ships, including car carriers, and which like BvVery
other shipbuilder is urgently seeking new work.

7R S Bl el v [




British Shipbuilders

Continuation

11) B.S. was surprised to receive the inquiry in view
of all the abeve factors, -apd was reluctant to.direct
hard-pressed design and estimating staff from the
areas where there is a reasonable chance of concluding
business.

I hope the foregoing will help put this matter into perspective
and if there is any further information you require, do please
let me know.

I am copying this letter to Sir Keith Joseph, and in view of
Mr Orr’'s activities, I am releasing the text to the Press.

Gt Srremmehy
T Gl

Encil:
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The movement of vehicles is a very
one-sided affair, emminating from Ja-
pan to the USA and Europe. The com-

bined exports of West Germany,
France, Italy and the UK can only just

match the flow of vehicles from Japan.

Will the Japanese sell as many cars
next year i1s a good question. Or better
still, will the Americans and FEuro-
peans buy as many cars next year.

The spate of problems which have
cropped up within the automobile in-
dustry over the past years has been re-
markable. In addition to fuel economy
stee] problems, finance problems, add
now problems of legislation. For the
first time in many years the US auto
industry will be setting the pace for car
production in Europe. The demands of
the US government to downsize cars
for better fuel economy is bound to
reflect on the plans of the major Furo-
pean producers. However the benefits
will also be felt this side of the Atlan-
tic.

As a step to reduce energy con-
sumption in the US, the Government
introduced a programme designed to
reduce the average fuel consumption
of automobiles in the US to 20 mpg.
This means that a producer, for ex-
ample Chrysler, will be responsible for
ensuring that all the vehicles it sells
will average 20 mpg. If not then it will
cost the producer dearly. If Ford were
in 1980 to sell its typical volume of
2.7m units with an average mileage of
19.5 mpg rather than 20 mpg. Ford
would have to pay $67m in fines. Any
further deficiency would cost an addi-
tional $5 per unit or $13.5m for every
tenth of a mile shortfall.

Rather than continue the produc-
tion of the unscllable large gas guzze-
lers that sold so well only 12 months
ago manufacturers are closing down

plants until things improve. Fifieen
more factories were shut down in No-
vember bringing to 100 000 the num-
ber of layoffs in the latter months of
79. Not since the 1973 oil embargo
have things looked so black and there
Is worse to come. The companies have
had no choice. Sales in 1979 slumped
10% and fell a further 20%—30%
since the new models were introduced
in October 1979.

Translated into dollars and cents,
the figures are terrifying. Chrysler
needs a §1 300m bail out from the Go-
vernment and Ford have admitted to a
loss of 1 000m in 1979. General Mo-
tors have also admitted to losses of
around $100m for the three months
up to new car announcement time.

But there are some still making mo-
ney. Ironically the importers in the US
have managed to grab a 23% share of
new car sales. Japan alone this year
will sell some 1 800 000 units in the
US, much to the benefit of Scandina-

vian car carriers. The race is on to pro-
duce the same small car success story
and the eventual outcome will have se-
rious effects on car carriers plying the
American markets. Firstly the volume
of Japanese cars will drop. If Ameri-
can small car production can keep up
with the demand, then the target of
5% for imports is a realistic one. This
will represent a reduction of some
600 000 units coming from Japan to
the US. Many argue that it is an im-
possible target, but a revving up of
American  manufacturing dynamics
and marketing expertise may soon
smoothen the gap. Exports from the
US to Europe will not likely continue
on any large scale. Sending over small
car makes to Europe to compete with
their own continental subsidiaries is

simply not good business in these

troubled days.

MAIN ARTICLES
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Six car carrier
companies dominate
the field

The car carrying trade is dominated
by six major carriers divided between
the Japanese and Scandinavians. Fach
of the six have some form of contract
with at least one of the major Japanese
manufacturers. The Japanese carriers,
Mitsui-OSK, Kawasaki, and Nippon
Yusen Kaisha dominate the field.
leading Scandinavian carriers are He-
egh-Ugland, NOSAC and Wallenius.

From Jan-Erik Dyvi's pioneering
move in the sixties, the development of
the Pure Car Carriers (PCC) has been
fast and expert. The PCC of today is
designed and operated to meet the very
strict and demanding conditions of the
car manufacturer.

The VW at right is about to be
driven into one of NOSAC PCC's
in service, the «Nopal Mascot.
The vessel is of 17 646 grt and
was built in 1978 by Mitsui Zo-
sen K. K.

From the end of the production line
to the consumer vast sums of capital
are involved. But most important, the
units must arrive intact. Today the in-
cidence of damage incurred on board
PCC's is so small it i1s almost impos-
sible to arrive at a percentage. In Ja-
pan, where companies provide their
own drivers, it 1s not unusual to see
cars entering the vessels at speeds in
excess of 60 km and broadsiding to
cope with the tight corners.

Two of the major carriers are still
trying to improve the present PCC sy-
stem. Heegh and NOSAC are trying to
eliminate the need for vehicles to turn
corners during the loading process.
Despite differing opinions, the various
operators are trying and succeeding in

5
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the battle to reduce the time vehicles
are on board and any damage that
may occur. In today's high interest
world these are the carriers who will
win the rich contracts from the Japa-
nese. ‘

Although the PCC is the answer to
many problems, the sheer nature of
the vessels dictates that she will at
some time ballast back to a loading
port, a problem not shared with the
car/bulker. It would scem logical
therefore to see an increase in this type
of dual purpose vessel, especially as
the prospect of Japan becoming an im-
portant car umporter is very unlikely as
the figures show.

1979 automobile exports from Japan
by destination (Jan.—Sept.)

Asia 274 525
Middle Near East 274 244
Furope 706 474
North America | 518 989
USA | 468 757
latin America 143 980
Africa 169 663
Oceania 164 829
Others | 023
Total 3:253 727

Source: JAMA

1979 imports into Japan by countries
of origin (Jan—Aug.)

Passenger cars

France 1 093
Vest Germany 21 129
Italy 912
UK 3001
Austria 5
Sweden 1 452
Switzerland 7
Canada 52
USA 13569
Australia 69
Others 24
Total 42 913

Trucks/ busses/others

France =
West Germany 43
Italy 81
UK 56
Austria 10
Sweden 4
Switzerland |
Canada e
USA 7154
Australia =
Others 2
Total 951

Source: Ministry of Finance (Japan)

The spreading of production facili-
ties around the world is continuing,
and this will further the cause of the
combi-carrier. VW for example have
established themselves in Mexico and
their planned production of 10 000
units a year in Egypt, due to start in
two years, will keep the car/bulk ves-
sel actively employed. The lion's share
of the major producing land’s car pro-
duction will still be moved on PCC's.

[t 1s possible to carry containers on
board PCC's but there seems to be a re-
luctance to engage in this type of «fill»
on ballast trips. Although the three
major Scandinavian carriers draw
their recruits from the traditional ship-
ping trades, a new type of executive
who 1s more at home in a customer's
office or talking the language of the car
manufacture, than poised over the te-
lex and talking to his broker, has meta-
morphasised.

The development of the PCC is a
truly trailor-made t(ransport system
and some fine alterations are yet to be
made. The importance of efficiency
and service to the customer will pay
off for present operators in the future.
The Big Six today could possibly be
the only six in years to come.

MAIN ARTICLES
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UK car sales
symptomatic

Many will consider it unrealistic to
use the US sales of motor vehicles as
any kind of a guide. However the UK
1s displaying symptoms that we all
share, have shared or are likely to
share in the future. It is therefore fair
to use the figures. In 1979 sales of cars
in the UK went down from |.64m to
1.53m units. On the surface this is not
so devastating however when one
looks deeper into the activities of the
individual importers a very uncertain
pattern develops.

“In the first 11 months of 1979 Colt
sold 155 fewer units or 1.5%. Datsun
went up by 4013 units or 4.22%.
Honda increased by 1 379 units or
7.88% . Mazda sold 4 970 fewer units
representing some 18.38% and Toy-
ota went down 3661 units or
I1.73% . The Japanese market cannot
be considered as one unit. It must be
seen as it 1s, a source of different ship-
pers each with its own problems, sales
targets, and each as susceptible to
swings and consumer demand as the
other.

From a marketing and investment
point of view the number of points a
smanufacturer can afford to lose prede-
termines his next move. The alternati-
ves are local production or assembly,
re-structuring to a down market, lay-
offs or closure.

The problem is further compoun-
ded. A fact very seldom admitted is the
vast difference between imported units
and those actually sold. In 1979 Toy-

o Wor 'dWld Peratorsﬁ”ofrollon-rolloffSpec|a|| red

svehicle carrlers“'
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increased shipments to the UK
over 1978 by approximately 20% vyet
1979 sales figures show a drop of
nearly 12%. The difference represents
an estimated stockholding of 8 600
units. At today's prices and interest
rates this could mean an additional
cost to the consumer of £425 or
Nkrd 675. One does not have to be an
economist to realise that consumers
are not willing to bear that cost. These
figures are for the UK. However, they
are very similar for Germany. In 1979
Renault moved up into second place in
Germany. She pushed the total ac-
cumulated Japanese sales into third
place. Admittedly, two Japanese
manufacturers showed marginal inc-
reases, but were they enough to delay
the ultimate decision of local assembly.
In Italy the Japanese have very little
chance of capturing enough market to
justify any form of investment and
France appears to have held the inva-
sion off.

The most obvious and logical direc-
tion for the Japanese car manufactu-
rers and the Japanese Government is
to arrive at agreements for the estab-
hshment of assembly plants in Furope.
Spain and Portugal are the most logi-
cal choices. Admittedly the units will
consist of a very large percentage of
lapanese manufactured parts, but it
will go a long way to reducing the bal-
ance of payments between Europe and
Japan. The eventual establishment of
local auto assembly plants can be ac-
complished cheaper, quicker and ea-
sier than trying to iron out the trade
imbalance by establishing a multitude
of other factories themselves.

With the development potential of
the plastics and electronics industries
envisioned for the eighties it will be ea-
sier for the Japanese to licence electro-
nic production in Europe and then
supply the locally established assembly
plants.

China awakens to car
market

One of the most significant develop-
ments during the run-in to the 1980's
and in car carrying terms, the potential
counterweight to the one sided Japan-
US and Europe trade, was the first
shipment of motor vehicles from a Eu-
ropean port to the People's Republic of
China. In October 1978 the «Nopal
Branco» discharged 96 trucks in the
port of Luta. The trucks which loaded
in Gothenburg, came close on the
heels of the «Chinese Re-opening» and

Norwegian SHIPPING NEWS No. 2, 1980

illustrates the commercial awareness
of NOSAC, the car carrying subsidiary
of Qivind Lorentzen A/S Sobral. Since
the original shipment NOSAC have
been carrying vehicles into China from
Hamburg and more recently Hunga-
rian built busses from Yugoslavia.
The inscrutable approach of the
Chinese complicates any realistic prog-
nosis of the potential trade with China.
However, one undeniable fact is the

2y . - ]

fervent desire of the Chinese to achieve
the status of a fully fledged industrial
nation half way through the nineties.
If the predictions on a more general
scale are to be believed, and there is
evidence enough today that they are
correct, then the Europe to China car
carrying route will provide the an-
swers to the many problems of the car
carrying trade resulting from the very
unbalanced movements from Japan to
the West.

The Chinese will not be content to
just import cars and trucks as this de-

cade rolls on. They have stated that
they will be building up an automotive
industry. Under normal circumstances
to achieve the level and expertise of the
US and Japanese car manufacturers
would take many years. But the Chi-
nese are sitting on vast natural resour-
ces and appear willing to some extent
to trade these off against industrial ex-
pertise. Motor vehicles are an impor-
lant category.

Storing of cars in Pure Car Car-
riers is bumper to bumper, but
safe. The low incidence of da-
mage is one explanation of the
PCC's success. In the above pic-
ture we see one of the many driv-
ing ramps between one of the
numerous decks aboard a PCC.
At left the load is secured.

The Chinese play the game very
close to the chest. They are unwilling
to give out contracts whereby an ope-
rator could in turn go out and charter
in vessels. They are aware of a car-
rier's capacity and will only award
contracts within that carrier’s capacity.

The expertise and professionalism
of today’s car carriers could to a large
extent be one of the areas of expertise
that the Chinese will be content to buy
during the time the Chinese build up
their own fleet to carry their own
trade.







M &
fvw%f [ (D

DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWI1E 6RB

TELEPHONE DIRECT LINE 01-212 550
SWITCHBOARD 01-212 7676

Secretary of State for Industry

2 dsnuary 1980
Tim Lankester Esqg

Private Secretary to the - AN:ﬁQ‘:/
Prime Minister

10 Downing Street
London SW1
U\/\/\ ; T
o / h},
o&b«,r"“

BRITISH SHIPBUILDERS WAGE NEGOTIATIONS

You may have seen reports in the Press of pay
negotiations between British Shipbuilders and
the Confederation of Shipbuilding and Engineering
Unions. A note about these negotiations 1is

s &l attached for your information.

T am copying this letter to Martin Hall (Treasury)
and Ian Fair (Employment).

1t Plasscs.

PETER MASON
Private tecretary
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BRITISH SHIPBUILDERS WAGE NEGOTTATTONS

The Confederation of Shipbuilding and Engineering Unions (CSEU)
had a first round negotiation with British Shipbuilders (BS) on
9 January.

The CSEU elaborated on their provisional claim, which BS calculated
would add over 25% to the cost of their present annual wage bill

W ek Ty

of £400 million. In addition the CSEU want a shorter working week
and are apparently seeking a much larger reduction than the one

hour for manual workers recently agreed by the Engineering Employers

Federation. The CSEU also expressed the view that the Corporation's
G e

cash limit should not be a constraint upon the industry.

S TR b e WY St o R N D - 7 . P D s M

BS reiterated their dismay about the claim; they stressed the
continuing weakness of the market, and their competitive and

financial position, but made no counter offer whatever.

The meeting was adjourned until 12/13 February, when the Corporation
will be expected by the CSEU to give their detailed response to

the claim. The CSEU know that the Corporation will give close
aftention to developments in the pay dispute at BSC.

The Corporation will of course inform the Department before

mbling their proposals.
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From the Private Secretary | - 28 December 1979

Govan Shipbuilders: Liberty Maritime Order

The Prime Minister has now had an opportunity to
consider the Chancellor's minute of 12 December, and also
the minute of 20 December from Sir Keith Joseph.

The Prime Minister has noted that Sir Keith does not
dissent from the Chancellor's proposals, which she strongly
endorses. ‘ :

4

I am sending a copy of this letter to Private Secretaries
to members of E committee and to Martin Vile (Cabinet Office).

A.M.W. Battishill Esq
HM Treasury
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PRIME MINISTER

GOVAN SHIPBUILDERS - LIBERTY MARITIME ORDER

Geoffrey Howe wrote to you on 12 December expressing the

disquiet we all felt about this order.

I can certainly give the assurance he rightly seeks that no
further orders - of this type will be approved by my Department
for BS. Further, BS have been firmly reminded that letters of
intent are not to be publicised or used in future negotiations
with the Unions, ahead of firm approval by my Department of any

orders to which they refer.

BS are in no doubt about the "strength of purpose" behind our
policy towards the shipbuilding industry, and I believe it

1s due to that strength of purpose which we have shown throughout,
and which they have accepted, that progress towards the contraction'
of the industry has been achieved as satisfactorily as it has

been with the cooperation of the Unions and the local workforces.

I would like to make two further points; one in regard to the
Liberty Maritime order, the other on the future. Enont policy
of necessary contraction, it was recognised and established at
an early stage - last summer - that a distinet element in our
strategy was that a coincidence of the closure of both Govan

yards should not occur, in order to avoid a confrontation.

/Accordingly ...
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Accordingly, BS went ahead with efforts to find orders for Govan
(Fairfield) to avoid closure there, while that at Govan

(Scotstoun) took place.

The Liberty Maritime order was put to my Department as early as
July - but BS were asked to try and find alternative orders

from UK shipowners. As you are aware, no better alternatives

could be found.

In regard to the use of the letter of intent for Govan, I

understand that local management exceeded their authority from

British Shipbuilders, in providing information to the workforce.
British Shipbuilders had serious grounds for dissatisfaction with

local management, and as my officials have told yours, BS dismissed

D

the Chief Executive of the Govan yard when announcing the order,
M

earlier this month. This action was of course entirely at their

initiative.

As for the future of the Govan yards, Scotstoun will close for

merchant shipbuilding by the end of March. Fairfield, which has

modern facilities and is a yard which BS would retain as part of

their 450,000 ton capacity plan, will only get further orders
if they can be obtained competitively, and with genuine productivity

——————T— “ ot
improvements, within the normal terms for assistance agreed for

other yards. If they cannot do so, BS will close the yards =bub

Fairfield must have a fair chance of winning orders, and they

/have been «» .

e S
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have been told that their chances depend on a greatly improved

performance.

As far as British Shipbuilders as a whole is concerned, the

level of Intervention Fund assistance has been reduced from 30%

to 25%, and BS' loss and cash limits for next year are greatly
restricted. BS' financial performance this year to date is in

line with their target; whilst there are small but encouraging
signs that the market is improving. It must still be doubtful,
however, whether BS capacity target of 430,000 cgrt can be achieved
on acceptable terms; if not, further contraction and redundancies

beyond that already intended will have to take place.

I am copying this minute to other members of E Committee and

(/

K J
20 December 1979

To Sir Robert Armstrong.

Department of Industry
Ashdown House

125 Vieboria' Street

London SW1
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GOVAN SHIPBUILDERS ': LIBERTY MARITIME ORDER

PRIME MINISTER

/s

I have seen Keith Joseph's minute to you of 5th December
and your Private Secretary's reply of 7th December. I note
that the assurances you sought, notably on George Younger's
commitment to meet any additional costs of the Liberty Maritime
order from his Scottish programmes, have now been given, and
the order has been allowed. To proceed. In the circumstances,

I accept that there is now no alternative course. Although 1
have no wish to reopen detailed arguments on this matter, I feel
sufficiently uneasy about the decision;to put my views on record
in the hope that we can reduce what remains a serious risk of

I 4 \
Unwe leome repercussiens in .the futire;

e
25 Neither I nor my Treasury colleagues have made any secret

of the fact that we have all along felt that the Liberty Maritime
deal involves andcould be seen as involving surrender to

industrial blackmail; 1t was clearly based on the unstated premise
that an uneconomlc price has to be paid to avert the threat of

Yol egekinett, In the present case we collectively accepted that
other considerations should prevail; but for the future in the

shipbuilding field we should in my view proceed on the following
assumptions:-

(i) that no further speculative orders of this type

will be approved for Govan or any other yard;

(ii) théE_EEEEEEZ_EEEEEEETEEEE—Are instructed that they
should néver agaln dangle the possibility of such
deals before the workforce (much of the pressure on

this deal has arisen because the Govan workers were

....l_.
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told about it by the local management) ;

(iii) it is accepted that all the Govan yards must close
except in the highly unlikely event of their getting
sufficient orders on strictly commercial terms to

justify their being kept open;

( iv) following on from the Iimportance you have rightly
attached to maintaining the work schedule on the
orders at Govan, we should seek from BS management
urgent advice as to how they intend to ensure that
such blackmail is not attempted again. If the
Department of Industry cannot obtain adequate
assurances from the firm, Keith Joseph will wish to
consider what further sanctions or pressures can be
brought to bear, e.g. through modification of the

eash  Jlimit.

If Govan 18 not . closed The Government's plans- for BS stand, in

my view, a very poor chance of success.

T Unless we display strength of purpose in dealing with the
shipbuilding industry on the lines outlined above, I am 1n no
doubt that our whole stance on wilder 1ssues could well be

placed 1n Jjeopardy.

13 I am copying this minute to other Members of E Committee

N

(G.H.)

and to Sir Robert Armstrong.

VL December 1979
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10 December 1979

GOVAN SHIPBUILDERS

The Prime Minister has read your letter
of 7 December and also John Wilson's letter
of the same date. In the light of the
assurances given in these two letters, the
Prime Minister agrees that the Liberty
Maritime order should now proceed.

I am sending copies of this letter to
the Private Secretaries of the members of
"E" Committee and to Martin Vile (Cabinet
Office).

.
3

T. P, LANKES

Peter Mason, Esq.,
Department of the Industry.
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Desr fllu,

GOVAN SHIPBUILDERS

cember seeking, among'other
arding any additional cost

You wrote to Ian Ellison on 7
things, further assurances re
which might have to be met.

This is to say that my Secretary of State undertgkes to meet
any excess cost which might result should Liberty Maritime
withdraw from the deal and which cannot be met from British
Shipbuilders' cash and loss limits. If, in the event, the
amount of any excess proves greater than can be accommodated
by his Trade, Industry, Employment and Energy programme alone
in any one year, my Secretary of State will, of course, have
to look elsewhere in his programmes.

I am sending copies of this letter to the Private Secretaries
to Members of E Committee and to Martin Vile (Cabinet Office).

\{OMO

(\0\\,.( \,JJL...

J S WILSON
Private Secretary
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5501
SWITCHBOARD 01-212 7676

Secretary of State for Industry

c7',December 17

Tim Lankester Esq
Private Becretary to the
Prime Minister

10 Downing Street

London SW1

S

GOVAN SHIPBUILDERS

Thank you for your letter of //December. I am writing to
confirm the information which I gave over the telephone

last night, namely that, in respect to the E Committee's

remit of 28 November, British Shipbuillders have been made
aware that Government assistance for the two Liberty Maritime
ships 1s dependent upon progress on the two ships proceeding
in accordance with the schedule for the completion of the
various stages of construction supplied to this Department.
British Shipbuilders accept this condition and are aware that
Intervention Fund support in respect of the Liberty Maritime
ships would be discontinued if at any time the conditions were
not met. The Chief Executive of British Shipbuilders will be
seelng representatives of the Govan workforce on Monday and he
would propose, in the event of the Government deciding to give
Intervention Fund support, to inform them of this condition,
which he considers will be helpful to management.

Copies of this letter go to the Private Secretaries to Mabers
of E Committee, to Godfrey Robson (Scottish Office) and to
Martin Vile (Cabinet Office).

-

ot e

J

PETER MASON
Private Secretary







10 DOWNING STREET

From the Private Secretary | | 7 December 1979

) PR UG

Govan Shipbuilders

The Prime Minister has read your Secretary of State's
minute of 5 December on the above subject. '

She has noted that it has been established that Liberty
Maritime will commit themselves to contributing  -approximately
3 millhion to this Order. On the ether hand, it has not been
possible to obtain a further financial contribution from
Hambros Bank.

As regards the other conditions which the Prime Minister
mentioned in her summing up in E Committee on 23 November,
Sir Keith's minute says that the Secretary of State for Scotland
has confirmed that he would be prepared to consider the
possibility of meeting any excess cost resulting from -
Liberty Maritime withdrawing from the deal, which cannot be met
from British Shipbuilders cash and loss limits, from his trade,
industry, employment and energy programmes. The Prime Minister
is only prepared to allow the order to go ahead i1f Mr. Younger
will accept in writing that there will be this offset on his
programmes if there is any additional cost which has to be met.

There is no mention of the other two conditions which
the Prime Minister mentioned in her summing up. First, she
asked that steps should be taken to ensure that Liberty Maritime

complied with the requirements of the Companies Acts. I understand
from the Department of Trade that the necessary steps are now
being taken. Second, =~ British Shipbuilders were to be told

that the Government's contribution to financing the Order was
conditional on the work schedule for the ships being maintained.
I understand that your Department have now been in touch with
British shipbuilders on this point, but the Prime Minister would

/like to have

CONFIDENTIAL




like to have confirmation of this in writing.

In sum, the Prime Minister is prepared to waive the condition
relating to a further contribution from Hambros Bank. But she
wishes to have written assurances on the question of additional
- funding from the Scottish Office (if there has to be any), and
on the Government's contribution. to financing being conditional
on the work schedule being maintained, Provided these two points
can be met, she is prepared to agree that the Order should proceed.

I am sending copies of this letter to the Private Secretarles
to members of E Committee and to Martin Vile (Cabjnet Offlce)ﬂmUXTb

Qﬁm Lason, Sowbhsle (Fur—
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Ian Ellison, Esq.,
Department of Industry
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PRIME MINISTER

The DOI have telephoned about the fourth

T ———
condition set out in Mr. Lankester's minute
RS T S,
below.

It has been made clear to British Ship-
builders that financial assistance is dependent
on adherence to work schedules and the com-

pletion of the Polish'gﬁfﬁg_gﬁ time. British
éEEBbuilders are alsé1gware that tﬂ% drawing down:
of assistance on the Liberty Maritime O;Eg} will
‘BE'EEEEHEEE?’SE"ngan meeting the timetable

which they (British Shigbuildefgs have already

R I I o e S R A WA L M L )

drawn up.
=

Thasn )?wmm .

Duty Clerk

6 December 1979




PRIME MINISTER

Govan Shipbuilders

Sir Keith Joseph's minute of 5 December asks you to approve

the Liberty Maritime Order.
It seems from this minute that he has not been able to satisfy
the five conditions which you set out in your summing up of

E Committee (Flag A). The five conditions were:

L~ (i) Liberty Maritime should commit £% million to the contract.

Sir Keith has met this point.

(ii) Steps should be taken to ensure that Liberty Maritime comply

with the requirements of the Companies Act.

There is no mention of this in the minute, but I understand
that Companies House have sent them an order asking them to
file their accounts. ' Whether they will do so, of course,

is another matter.

(iii) There should be a further financial contribution from Hambros.

Hambros have refused,

(iv) The Government's contribution to financing the order should

be conditional on the work schedule for the ships being

maintained.

There is no mention of this either; DOI are now trying to

negotiate this with British shlpbullders at my 1nstigation.

7)£AA.J~uu4”1f‘ 4“h~441yq,'ﬁ* ﬁ’*““?b ﬂk’aﬁﬂﬂ ‘4ﬂhdk
(v) Any excess costs falling on the public purse over the 0*4—/
proposed £7.9 million subsidy would have to be offset by

reductions in the funds available to the SDA.

The Secretary of State for Scotland merely says that he is
prepared to consider the possibility of this.
Thin aust (< h esl rus oD | ek ke e Sl
0‘”“ oL~puLuL PP,
On this showing, you would have good reason to reject the
proposal. Sir Keith still thinks that a public sector order is M’

totally unacceptable. My own peérsonal view is that unless Sir Keilth

can come up with further improvements on the package the order should

now be rejected. These improvements should consist of the following:

/(i) DOI should




(i) DOI should insist on the financing being linked to
g the work schedule for the ships being maintained.

(ii) Mr. Younger should agree without qualification that SDA
funds should be used to offset any increases in extra
costs over the £7.9 million subsidy which cannot be met
from British shipbuilders cash and loss limits.

(iii) That Liberty Maritime agree forthwith to comply with the
Companies Act.

I do not believe it will be possible to get a contribution from
Hambros, but these other three conditions really ought to be

attainable.

Do you want to reject the proposal out of hand or do you wish
to approve it subject to the three points in the preceding

paragraph?

ol L JO# & G
: %‘ s n A coard’

6 December 1979
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PRIME MINISTER

=g

b
We agreed at E Committee CE(§§SSM15%h,meeting that the Iiberty

Maritime order could proceed if the conditions outlined in
your summing up could be met. I was invited to explore urgently
the financial conditions as they affected Liberty Maritime

and Hambros.

I can confirm that the full Liberty Maritime contribution of
approximately &7 million - £240,000 per ship - will be committed
to the order. The contract will stipulate that £40,000 per

ship will be paid on signature of the contract, and the remainder
would be paid in instalments on building progress. ILiberty
IMMaritime have a strong interest in maintaining a good reputation.
They operate 22 vessels, of which six or seven are beneficially
owned by the three principals of Liberty Maritime. The ships
business 1s arranged on the Baltic Exchange and Liberty Maritime's
reputation there would be put in Jjeopardy if they were to

default on a contract. Iiberty Maritime are not willing to

put more at stake on this order.

British Shipbuilders have sought to secure some positive involve-
ment of Hambros through the provision of finance. But Hambros are
only slowly recovering from their heavy losses in Norwegian

shipping and are not willing to have more than the role of inter-

medliary.

VAl = i
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The Secretary of State for Scotland has confirmed that he
would be prepared to consider the possibility of meeting from
W T SRR T R,
his Trade, Industry, Employment and Energy programmes, (TIEE)
any excess cost resulting from Liberty Maritime withdrawing from
the deal, which cannot be met from BS' cash and loss limits.
If the full contingent liability of some £17/.6 million were to be
required, this could not be met from that part of the TIEE

programme allocated to the SDA alone.

I should also confirm that there is no chance of an alternative
order from the private sector. You know also that in my view 1t
would be most unwise suddenly to produce a public sector order
for Govan. Although the workforce at Govan Shipbullders have
been remarkably disciplined over their anxieties on the future

of the Fairfield yard since the letter of intent and the closure
of Scotstoun was announced in August, BS, who have taken
responsibility for the delay on their own shoulders, have advised
me that it 1s essential for them to be able to say something

positive to the workforce on Monday.

I hope therefore that in the light of the assurance that Liberty
Maritime are fully committed to paying their financial contribution
before launch, and have also their reputation on the Baltic

Exchange to consider, you will agree that I can tell BS this

/week ...
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week that we are prepared to authorise the order.

I am sending copies of this letter to E Committee and Sir John
e WO v e TR
Hunt.

,

K J

S December 1979

Department of Industry
Ashdown House

12% Victoria Street
London SW1













