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THE WADDILOVE REFORT ON COAL MINING SUBSIDENCE |

!

Thank you for copying to me your letter of 22 October to John Wakeham
setting out the procedure for the publication of the White Paper on the
Government response to the Waddilove Report.

In nmy letter of 12 October I expressed my satisfaction at the outcome of
our deliberations on the waddilove Report and agreed that we should.publish
the White Paper as soon as possible. I am happy to go along with the
procedure outlined in your letter.

I am copying this letter to the recipients of yours.

The Rt Hon Cecil Parkinson MP
Secretary of State for Energy
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PRIME MINISTER

I am sending to you, and all Cabinet Colleagues, for information, a
copy of the White Paper on the Repair and Compensation System for Coal
Mining Subsidence Damage which is the Government Response to the report
of the Subsidence Compensation Review Committee (Waddilove). Together
with Nicholas Ridley, Peter Walker and Malcolm Rifkind, I propose to

publish this on Thursday 29 October at 3.30 pm.

\

|

NIV

Secretary of State for Energy
27 October 1987
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLBANK LONDON SWIP 4QJ

01 211 6402

The Rt Hon John Wakeham MP

Privy Council Office

Whitehall

LONDON

SW1A 2AT —}prctober 1987

i

I am writing to let you know that Nicholas Ridley,

Malcolm Rifkind, Peter Walker and I are now in a position to
publish the White Paper "The Repair and Compensation System for
Coal Mining Subsidence Damage" which is the Government response
to the report of the Subsidence Compensation Review Committee
(Waddilove). This reply to the report, which was published in
1984, is overdue and I should like to take the earliest possible
opportunity to publish it and lay it before Parliament.

Given that we have Energy First Order Questions on 2 November and
Environment First Order Questions on Wednesday 4 November, we
believe that it would be preferable to publish at the end of the
preceding week. The usual objections to publication on a Friday
apply so I propose that we should publish on Thursday 29 October.
If you, and other recipients of this letter, agree, I shall
arrange for an ordinary written question to be tabled. I enclose
the terms of that draft PQ and answer. The draft Press Notice
will follow as soon as possible.

My Private Secretary is writing separately to Sir Robert
Armstrong's office about circulation of the White Paper to
members of the Cabinet.

I am copying this letter to the Prime Minister; to the Lord
President; to the Secretaries of State for the Environment, for
Scotland, and for Wales; to the Chief Whip and to Sir Robert
Armstrong.

CECIL PARKINSON
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Cecil Parkinson MP
Secretary of State for Energy
Department of Energy

Thames House South

Millbank

London

SW1P 4QJ
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REVISED REDUNDANCY TERMS FOR MINEWORKERS

Thank you for your letter of 28, September, which we discussed
briefly at our bilaterals on 16 and 29 September.

It is disappointing that British Coal so misjudged the
scale of redundancy benefits required to secure the objective
for contracting manpower this vyear. Nevertheless I agree
that it is imperative that the p1aQggd__zétlgﬂéli§EE}EELﬁéPeS
take lace. I am therefore prepared to raise the shadow
cash Eimit on restructuring grant to accommodate the cost
of paying the supplements. I hope that British Coal will
be able to absorb their share of the additional cost within

the £90m loss target for the year. No doubt you will let
me have your proposals for revising the EFL shortly.

Turning to the scheme itself, I should be grateful if
you could look again at two important details. It seems
surprising that British Coal recommend retr spection since
it clearly cannot be justified_by way of improving incentives.
I wonder whether the reaction to denying retrospection in
a discretionary supplement would really be very adverse. May
I ask you to probe Sir Robert Haslam on this point?
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Second, I share your worries about the future of the
scheme. It is already pretty clear that its design is not
well suited to the 1likely redundancy objectives, and there
must be a very strong danger that a similar adjustment will
be required again next year if the scheme overall is to be
sufficiently attractive to the target groups. The men will
not respond if they come to expect an annual adjustment.
I should therefore be grateful if you could ask
Sir Robert Haslam to rethink the requirements of the scheme
in good time for next year. As you mentioned, any successor
scheme may need to take account of the possibility of
compulsory redundancies, perhaps selective, to ease the closure
programme.

I suggest that this second aspect could readily be
explored in the context of the strategic review you suggest.
I agree that our plans to privatise the electricity industry
are bound to jolt British Coal's market very considerably.
I therefore support your idea of a strategic review of
British Coal's policy approach. It would be very helpful
if my officials could take part in it since its ramifications
will clearly have important implications for public expenditure
as well as electricity privatisation.

I am copying this letter to the Prime Minister,
Norman Fowler and to Sir Robert Armstrong.

/
/ t/,

[wi

J/JOHN MAJOR
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLBANK LONDON SWIP 4QU

01 211 6402

The Rt Hon John Major MP FJC;4¢(\.

Chief Secretary

HM Treasury

Parliament Street

LONDON

SW1P 3AG 2% September 1987

I

REVISED REDUNDANCY TERMS FOR MINEWORKERS

As you know, British Coal's budget for the current year and their
IFR proposals assume 6,300 redundancies among industrial staff in
1987/88. Because it was always inevitable that redundancies in the
early months of this financial year would be depressed by the heavy
outflow in the final weeks of 1986/87, it is hard to assess the
trend. But redundancies to date total little more than 1,000; and
British Coal's considered judgement is that there is no prospect of
achieving the target of 6,300 without some further inducement.

Compared with the RMPS, the Corporation's redundancy scheme offers
relatively little to younger men; there are few mineworkers over 50;
and the average age of the workforce is under 35. British Coal
therefore propose to offer an additional flat rate payment of £5,000
to men with at least two years' service who accept redundancy. This
addition would be paid only for 1987/88 and would be restricted to
redundancies resulting from the closure of major units (calling for
at least 50 redundancies). British Coal propose to pay the
supplement to those who have already gone during this financial year
on the current terms. British Coal believe that excluding them
would create considerable ill-feeling, and disproportionate
opportunities for exploitation by the unions and mining MPs.
Depending on uptake, the total cost is expected to be of the order
of £30-35 million. Further details are given in the Annex to this
letter.

In considering this proposal it is relevant that although British
Coal's markets are holding up reasonably well in volume terms,
prices are still under downward pressure. The future privatisation

CONFIDENTIAL
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of the electricity industry will throw its shadow forward and add to
those pressures. It will clearly be necessary to review with the
BCC their business strategy in the light of these developments: any
such review is almost certain to point to a need for even more
demanding cost reductions and manpower savings. Even as things
stand, Bob Haslam faces a most difficult task in securing breakeven
in 1988/89; it will be impossible if he does not get the
redundancies budgeted for 1987/88.

I have given careful thought to the risk that we could be setting a
precedent for the future. However, whilst there is a risk, our
first priority must be to maintain the momentum of the redundancy
programme which Bob Haslam has established. He is determined to
close unprofitable pits and achieve break even on target. He is
quite clear that he must continue to reduce numbers to achieve these
objectives; that he needs to incease the rate of redundancies this
year; and that there revised terms are a minimum needed to achieve
this. I have no doubt that we must support him.

A further consideration is that resumption of the manpower rundown
will help discredit Mr Scargill: the men will be seen to be voting
with their feet. This has been a significant factor during the
period since the strike. I intend to discuss with Bob Haslam how
best to present the new terms in the context of the current
industrial action if it should continue.

Looking further ahead, the BCC accept that they should not assume
indefinite continuation of the policy of no compulsory redundancies.
However, any departure from that policy will need careful
preparation; and I do not think that the time is yet ripe. The
right course is to ensure that it is considered in the review of

British Coal's stragegy.

If we agree to British Coal's proposals, the sooner they are
announced the more effective they will be. As I warned you at our
bilateral meeting on 16 September, I am afraid that I must press you

for an early reply.

I am sending copies of this letter to the Prime Minister and
Norman Fowler and to Sir Robert Armstrong.

Al

CECIL PARKINSON

CONFIDENTIAL
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DETAILED PROPOSALS

Unlike the RMPS, British Coal's redundancy scheme for industrial
workers pays only lump sums. The rates are £700 for every
complete year of aggregate service from the age of 30, £450 for
each year of such service between ages 21 and 29 and £250 between
ages 16 and 20, On average, men aged between 30 and 34 get lump
sums of £6,400; men aged between 35 and 39 get £9,650. The
average for the scheme as a whole is £12,800. Redundancy
payments under the State scheme are paid in addition.

The BCC propose to enhance these terms by a flat-rate supplement
of £5,000. This would be payable only for 1987/88, and would be
restricted to men with at least 2 years service and to
redundancies resulting from closures of major units (calling for
50 redundancies or more). The BCC propose that it should be paid
retrospectively to those who have left under the existing scheme
earlier in this financial year, and who otherwise meet the
conditions for the supplement.

Depending on uptake, the scheme would require supplementary
provision of the order of £20-25m to the Restructuring Grant Vote
in 1987/88. 1In theory, an alternative would be to let the
additional costs increase British Coal's accounting deficit for
1987/88, and hence the deficit grant payable under Section 2 of
the Coal Industry Act 1987, 1In the view of Department of Energy
officials, this would be hard to reconcile with the philosophy of
the Act: the appropriate method of contributing towards agreed
restructuring costs is by grant under Section 3 of the Act. It
could also prove imprudent: if the BCC found it necessary to
raise higher than expected provisions in the 1987/88 accounts
(for example, in respect of claims for noise-induced hearing
loss), allowing the full cost of additional restructuring
payments to fall on the Profit and Loss Account could bring total
deficit grant dangerously near to the statutory limit of £200m.

The BCC hope to absorb the remaining costs, of the order of
£5-10m. However, they are conducting a thorough review of their
cash requirements for the rest of the current financial year and
will be putting forward detailed proposals early next month.
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MEETING WITH SIR ROBERT HASLAM

Sir Robert Haslam yesterday called to see the Prime Minister

with the Secretary of State for Energy.

The Prime Minister said that her first concern was that
British Coal should keep on side with the UDM, though this was
not always easy. The pressures UDM members had faced during
the coal strike should never be underestimated. If the NUM
were to win concessions, the UDM would be put in difficulty.
The UDM were now upset that some of their members had lost £23
a week by being compelled to accept a deal British Coal had
done with COSAY¥ The power of Scargill should never be
underestimated. He had a tremendous hold on the NUM
Executive, and it would be quite wrong to expect the Executive
to be reasonable. The NUM rule book had been redrafted to
comply with the Act in relation to the election of officers,
but not in relation to strike votes. They were still able to
call a strike area by area. The Prime Minister said she would
be prepared to face another strike provided there were good
coal stocks, and the UDM stayed at work. The Prime Minister
expressed the hope that the power stations had all the
flashing oil and the like that they needed. It should never
be assumed that if we had had one strike, there would not be
another. Management should never forfeit the right to manage.

There should be no agreement on arbitration.

Sir Robert said that the disciplinary code had been in force
since 1981, and had been revised only to cope with violence
and intimidation. Four (three from Notts) had been sacked in
August, and three more had been warned. The Coal Board
management had "gone over the top" for the UDM, and they were
determined to protect and help the UDM in every possible way,
but the UDM did not wish to be regarded as a sweetheart union.
On the point about the staff losing money, this was the result
of consolidation of bonuses which was being done to make
NACODS members and other supervisory staff feel more like
SECRET
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management. Some staff had gained, and others had lost from
the consolidation, and the change had been popular on the
whole. Kevin Hunt, Industrial Relations Director, showed no

favouritism either to the NUM or to the UDM.

The Secretary of State for Energy said that Walter Marshall
was quite confident that the electricity industry could

survive a year long coal strike even if the UDM stopped work.

Sir Robert Haslam said the Board was investigating the legal

situation, but was receiving conflicting advice.

The Prime Minister, concluding the meeting, said that the most
important thing was to win the battle in the media. The UDM
had to be kept at work, and the Board should never give in to
the NUM. The redundancy payments asked for by Sir Robert

Haslam would be money well spent.

LA

DN

18 September, 1987.

JD3BCM
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PRIME MINISTER

DAVID HART

David Hart telephoned me today to report the concerns of the
UDM. They had a list of five wishes/complaints:

———

(1) there should be no more concessions to the NUM;

there should be no more negotiations until the
conciliation agreement had been signed by the NUM;
(the conciliation agreement is apparently the master
document from which the code of conduct hangs; the

UDM have signed it);

concerns about cuts in pay for office staff who are

UDM members;

the UDM wants negotiating rights for Ashfordby; they

e—eeee e

apparently do not have a majority there, but believe

they would achieve it if they were given negotiating

rights;

they would like to be put on some EC Committees, in

order to raise their status with their members.
David Hart also said that the British coal management were not
taking the UDM seriously enough, and this was why he (David
Hart) had "conducted a campaign" in the Times this week.

(There has been a leader and articles by Haslam and Liptrott.)

I said to David Hart that there were obvious reasons for not
using No.l0 as a conduit, and urged him to talk to Cecil
Parkinson rather than to you or me. He should take Cecil
—————————

Parkinson through what he had said to me. He agreed to do
Egég‘ but said he would come back to you if he felt that to be
C

DN 8

G?\SeptemberL71987.

e
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PRIME MINISTER

MEETING WITH SIR ROBERT HASLAM

You are meeting Cecil Parkinson and Sir Robert Haslam for up
k———

to an hour. I have arranged for Robert Haslam to come

separately and to come into No. 10 tﬁ;aﬁ§ﬁ_fhe Cabinet Office.

——

The Department have provided a brief on the latest position in

the negotiations.

The key point will be to ensure that there is no risk of the
—

UDM being made to feel that NUM intransigency may win

concessions which their moderation has failed to secure.
pe— —_—

You will also want to hear Sir Robert's assessment of the

prospects if the NUM start an overtime ban and maintain that

into the winter. o

?VP. David Norgrove

16 September 1987

DG2CFR SECRET
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLBANK LONDON SWIP 4QJ

01 211 6402

David Norgrove Esq

Private Secretary to

The Prime Minister

10 Downing Street

LONDON

SW1A 2AA | September 1987

]lﬁ_gq ZQQANA:J ,
BC/NUM INDUSTRIAL RELATIONS

As promised I attach a note giving our latest
assessment of the negotiations between British
Coal and the NUM.

o

o At

Yfk S HADDRILL
Principal Private Secretary

/
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BC INDUSTRIAL RELATIONS
PROGRESS TO RESOLVE DISPUTE WITH NUM

The Department's note of 9 September reported that BC were to
meet with the NUM on Monday 14 September with the aim of
resolving the dispute over the Disciplinary Code. They were also

meeting the UDM on 11 September.

At the meeting with the UDM, the union made clear to BC their

concern that the Corporation would make more concessions to the

NUM over the Code. They also asked for and received assurances

from BC that their members would be given management support for

normal working. Sir Robert Haslam fully recognises the need to

preserve the UDM's position.
-

After protracted talks with the NUM Executive on Monday 14th
there is one outstanding point of dispute over the Code between
BC and the NUM. The NUM are seeking a return to the old system

of referring management decisions on dismissals to a pit umpire,
p—

agreed by the union, for binding arbitration. The basis of that
systea—;;g‘that if the ﬁmpire found against the miner, the union
supported him no further. The NUM are particularly concerned

about the length of time taken in the normal industrial tribunal
and subsequent appeal system, and at the end of the day there is
no guarantee that the person will be taken back into his old job.
In this context the NUM claim that the Code provides a charter

for BC to get rid of union activists.

During the discussion with the NUM Sir Robert Haslam made three

points:

i) BC were totally unwilling to return to the old
umpire system for disciplinary matters (a system opposed
by the UDM);

CONFIDENTIAL
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i) BC stood by their undertaking that if an industrial
tribunal recommended that a dismissed mineworker should
continue to be employed, British Coal would provide
similar employment at a suitable location, or the man

could opt for compensation:; and

¥1g') within 2 days, BC would put together a proposal
for "fast track" procedure to moderate the delay of the

industrial tribunal system.

The NUM expressed disappointment at BC's reply and arranged to

see ACAS on 15 September.

Following the NUM's request on Monday to meet ACAS, ACAS asked BC
for confirmation of their position. BC said they could go no
further than the position outlined to the NUM and advised ACAS to
talk to the UDM before meeting the NUM. ACAS did so, simply to
report the current position. ACAS then met with the NUM in the
morning of 15 September. The NUM questioned the "fast track"

. » - F— .
mechanism which had been proposed by Sir Robert Haslam, which

ACAS had believed was an alternative procedure to the industrial
tribunal system for considering dismissal cases. ACAS therefore

adjourned the meeting with the NUM to seek clarification from BC.

The Chairman told them that they were not proposing any different

procedure from the industrial tribunal system: BC were merely

looking at the possibility of speeding up those proceedings,
(although BC recognised there may be little scope for this).
Upon hearing this from ACAS, the NUM asked to adjourn and then

walked out of the ACAS discussions.

Immediately following the walkout Mr Scargill said in a press
statement that the national overtime ban from 21 September would
go ahead. He claimed to have made significant concessions by
offering to accept binding arbitration. (In reality these

"concessions" amount to no more than was the practice under the

CONFIDENTIAL ’
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r'stem) .

Mr Kevan Hunt later confirmed t > UDM ere no change

in BC's position, which was a reli f to the union. 'here are no

plans for an more meetings

SITUATION IN

Although the unofficial overtime ban in Yorkshire began on 14
September in support of Mr Scott (the NUM Branch official
dismissed from Shillingfleet), it has had little effect so far.

A number of branches had in any case elected not to take part

over the Scott case.

Department of Energy

b September 1987
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Dear 'y Scargill,

be interested to know Shat there has been collusien bo "
the officials of British Coel and 10, Downing Street olu i
the parameters of what can be agreed betwveen the parti..';

to the current dispute. The objective is to bring about . £

position whereby "reasons" can be given for n furtbor rou-i-
of nit closures in order to make the coal 1ndultry out...fhl,

More "profitable” as 2 prelude to privatisation, B)T

R ~.’?L“‘ :’,,.
Bl & e

A CIVIL SERVANT,

The Tresident, The National Union of Minevorkers,

Copies tot-
Dritish Coal,
10, Powning Street,
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Prime Minister
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BRITISH COAL INDUSTRIAL RELATIONS: POSITION OF NACODS

o SRS

In my minute of/A/August I reported that the position of NACODS

was not clear.

/' = 4
NACODS have still not responded to an invitation from British Coal
in July to discuss a Code tailored to the particular situation of

. . » e T »
the union. British Coal management are expecting them to declare

their po;flion following the meeting between the NUM and British

Coal on 14 September. I shall of course keep you informed.
-——HQJ

I am copying this minute to Nigel Lawson, Peter Walker,

Norman Fowler, Malcolm Rifkind and to Sir Robert Armstrong.

%

Secretary of State for Energy

I September 1987







10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 10 September,

POWER STATION ENDURANCE

The Prime Minister had a word with your Secretary of
State after Cabinet this morning about the threat of industrial
action by the NUM.

The Prime Minister said her impression was that even
under the present NUM rule book, it would still be possible
for the Executive to secure authority for a strike, area by
area. It was disturbing that Mr. Scargill seemed to have
regained or retained some measure of credence. It would be
important to help the UDM over the new rule book if possible,
and most important to keep a close eye on developments.

Your explained that he and the Department
were inde ]

(David Norgrove)

S.R. Sklaroff, Esq.,
Department of Energy.

SECRET
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
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01 211 6402

David Norgrove Esq  NC OF ,
Private Secretary to

The Prime Minister

10 Downing Street

London

SW1A 2AA ﬁ September 1987
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POWER STATION ENDURANCE 1 /i

Thank you for your letter of & September. [ attach a note giving the
Department's assessment of the current state of negotiations between
the coal mining unionsand British Coal on the new Code of Conduct and
on the outlook for power station endurance in the event of industrial
action. As you will see, the Department's current view is that given
the CEGB's assurances on current endurance levels and stock building
capacity in November it does not seem necessary at present to take

additional action. —_—

LlCNJ_'/& )

S R SKLAROFF
Private Secretary
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BC INDUSTRIAL RELATIONS AND POWER STATION ENDURANCE

NUM/UDM POSITION

1. Employers generally are under a statutory duty to ensure
that their employees are made aware of disciplinary procedures.
As long ago as 1981 British Coal produced a draft Code, basically
similar to the present one. The NUM refused to discuss the

draft. For some years it was left in abeyance, though it was

operated, to varying degrees in different Areas, after May 1984,

——

with little or no protest from the NUM.

2. The emergence of the UDM after July 1985 meant that BC had
to resort to the matter of a disciplinary code suited to the
existence of two unions representing mineworkers. BC produced
the present Code, to which the UDM raised no objection. The Code
was sent to the NUM on 6 March 1987. There were no new
approaches to BC from the NUM for a discussion of the Code, or
any aspect of it, even though it was being operated by

management.

3. The present Code is thus largely derived from documents

which have been available to the NUM for years, and to which they

raised no objection until very recently, when Mr Scargill saw an

opportunity for making mischief. The points to which he has
objected could all have been discussed at any time between BC and

the NUM, if the union had so requested.

4. The latest position is that following the invitation by BC
to the Arbitration, Conciliation and Advisory Service (ACAS) to
mediate, there have been meetings between ACAS, each of the two
unions involved, and BC. BC's Director of—;;ELstrial Relations
has written to the General Secretary of the NUM proposing to

amend the Code in some respects:
employee's representatives at disciplinary hearings;
timetable for disciplinary action;

SECRET




the period for which formal warnings are retained on a

man's record;

the possibility of reinstatement (at a different pit)
to a dismissed miner who wins his case at an

Industrial Tribunal.

The letter also offered clarification on a number of points
criticised by the NUM. These are changes of a nature which would
no doubt have been made in discussion with the union under more

normal circumstances.

5. The changes appear to have had some effect on opinion within
the NUM Executive. However, the ExecGETVE‘TE‘pressing for more,
and particularly for the restoration of the system (which in
practice had largely fallen into disuse) of binding arbitration

/W\MMA’\
by an independent pit umpire. BC are strongly opposed to this,
(UDM) .

as are the Union of Democratic Mineworkers BC are to meet
the UDM on Friday 11 September and the NUM on Monday
14 September. Sir Robert Haslam is keeping the Secretary of

State fully informed of developments.

6. The NUM's position is that if BC fail to satisfy its demands

it will take industrial action from 21 September. This would

most likely take the form of an overtime ban (the union has no
authority to call a strike). BC do not expect it to do much

damage to production or to be long sustained. 1In Yorkshire, the

——

main centre of discontent, the Area Executive has postponed the
start of the overtime ban on which it previously decided from
14 to 21 September. The Area Executive has also taken the very
unusual step of offering to maintain safety cover, which would
much reduce the effects of the ban. Unofficial efforts to

provoke industrial action on behalf of Mr Scott (the NUM Branch
/___‘




offigiél dismissed from Stillingfleet but offered re-employment
at another colliery) have failed. In fact, during recent weeks
less output has been lost through industrial action in Yorkshire
than on the earlier part of the financial year, where there was
an upsurge in the number of "ragouts". A further important
factor is that the more determined the NUM become to take action
on the Code, the more determined the UDM will become to minimise

the impact of NUM action.

ENDURANCE

T The latest report on endurance is attached.

8. The CEGB's estimate of up to a 1.5 million tonnes shortfall
in reaching the autumn stocking target of 27 million tonnes has
been discussed further with the Board. The slippage is due to

higher consumption to cover lost output from the Advanced Gas

Cooled Reactors and above average demand (particularly from

.\
industry). e

9. Deliveries from BC are already running at some 1.7 million

tonnes above planned levels and it is understood that there is

not the capacity to handle a further 1.5 million tonnes

deliveries to stock before the end of October without taking
e

special measures. However, BC estimate that they have the
=2 T —

capacity to make good the shortfall by the end of November,

assuming the CEGB are willing to buy the coal. — 2

—

10. Three steps could be taken to secure stock of 27 million
tonnes by the original target date of the end of October:
increase oil burn; increase coal imports; or take special
measures to increase British Coal deliveries. All could attract
NUM attention and heighten tension in the pits. The first two
would result in a loss of revenue to British Coal of about £60

million.

11. The CEGB have, however, recently completed a review of

operational flexibility and have indicated that the agreed

endurance level of 9 months (given a compete stoppage of coal
e ——

SECRET




deliveries) can be maintained with only some 252.25.5 million

tonnes of stocks. On this basis, the Board has assured the
Department that the shortfall in autumn stocks will not weaken
endurance; they are in a "very robust position". The Department
will be considering the review with the Board shortly. The
Secretary of State will also be seeing Lord Marshall tomorrow

when he will discuss endurance.

12. In view of the CEGB's assurance that current endurance
levels are not weakened and that there is a capability to build

stocks to 27 million tonnes during November and the fact that it

may prove possible to increase deliveries to stock before the end

of October without attracting undue attention it does not seem

necessary to take any additional action at this stage.

e R —

Department of Energy
9 September 1987




CONFIDENTIAL

ENDURANCE: FORTNIGHTLY REPORT TO 4 SEPTEMBER

Te Coal stocks at power stations are 24.1m tonnes as at 1
September 1987.

2. The CEGB estimate these stocks to be equivalent to 9 months
endurance given a complete stoppage of coal deliveries ES’bS&EE‘“
stations and 24 months given a partial (ie UDM production
maintained) stoppage.

3a Stocks have built by only 200,000 tonnes over the last
fortnight. Although deliveries ¥;;;~;its are up increased coal
burn (as a result of AGR outages and higher than average demand)
and earlier productidﬁ_fgggeg_iave reduced the supplies available
for stock build. CEGB estimate that stocks are now likely to be 1-
1.5m tonnes below the target level of 27 million tonnes at the end
of October/beginning of November. Even with this lower level of
stocks, CEGB are confldent that they can continue to meet demand

-—

for 9 months given a complete stoppage.
-————"’_———_\ . = 3 "

e

EL1A
4 September 1987







SECRET

10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretar) 8 September, 1987
F .

POWER STATION ENDURANCE

You will wish to be aware that the Prime Minister aims
to have a word with your Secretary of State in the margins
of Cabinet on Thursday about the prospect of industrial action
by the NUM. It would be very helpful if I could have for
the Prime Minister's box tomorrow evening, Wednesday, an
assessment of the position with the NUM and UDM and of the
outlook for power station endurance in the event of industrial
action.

The Prime Minister is aware that the CEGB may miss the
27 million tonne target for power station stocks this Autumn
and she will wish to discuss with your Secretary of State,
among other things, whether it would be sensible to increase
0il burn temporarily in order to secure larger stocks before
the winter.

(David Norgrove)

Stephen Haddrill, Esq.,
Department of Energy.

SECRET
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Private Secretary to

The Prime Minister

10 Downing Street

LONDON

SW1A 2AA 2§S August 1987

'k

|

_Dew durk,

As requested I enclose a note for the Prime
Minister on the implications of the miners'
ballot.

\//\}V\J\

Sk

S HADDRILL
Principal Private Secretary




BRITISH COAL: INDUSTRIAL RELATIONS SITUATION

The NUM ballot result announced yesterday showed some 77.5% of

—

those voting to be in favour of unspecified industrial action

against British Coal's Code of Conduct. But 25% of the NUM

membership did not vote and the UDM representing a further 21% of

mineworkers has accepted the Code. 2

This result was anticipated by the Corporation. They last week
invited ACAS to help overcome differences over the Code (ACAS has
statutory responsibility for guidance on disciplinary
procedures). Developments are now likely to await the outcome of
meetings arranged by ACAS with the Unions (NUM on 27 and UDM on
28 August) and with British Coal (on 3 September). The NUM
Executive is meeting the TUC in Blackpool on 6 September on the
eve of the TUC Annual Conference possibly to press for a public
display of TUC support by way of an emergency resolution. But
the Executive's decision on any industrial action is also likely

to await the outcome of the ACAS discussions.

The form of industrial action should this arise will be

constrained by the degree of support it will be able to command.

A selective overtime ban possibly aimed at the more profitable
———

collieries is likely. Strike action is unlikely and,_ggjbointed

out in the SéE}etary of State's minute to the Prime Minister of
4 August, could expose the NUM to legal action by British Coal on
the grounds that their ballot paper did not meet the statutory

requirements for authorising a strike. Immediate strike action
e
is being pressed in Yorkshire by unofficial NUM elements over the

disciplinary case also referred to in the Secretary of State's
minute. Support for this is doubtful; not least from the
Yorkshire Area Executive of the NUM and public opposition has
been voiced at a number of collieries. British Coal are

considering the legality of any such strike action.




The Secretary of State, who is on holiday, has continued to keep
in close touch with British Coal's Chairman on the situation.

Sir Robert Haslam is of the view that despite the ballot there is

no stomach among miners generally and the NUM Executive as a

whole for industrial action over the Code. The Department is

liaising with British Coal on any public comments we may be asked
to make so as to be as helpful as possible to the Corporation.

We shall continue with the line previously taken by the Secretary
of State that while the Code of Conduct is a matter for the
management of British Coal any action that damages the coal
industry's reputation is likely to damage the interests of

British miners.

On the coal supply situation, the CEGB inform us that coal stocks

; R L, AAGLAS T
at power stations were 23.9 million tonnes as at 23 Aprt%} They

add that there are one two factors, eg the recent increase in
demand which make it likely that they will slightly miss their
target endurance level of 27 million tonnes by late October/

beginning November. Nonetheless, the Board are confident that

they will be able to meet demand over the nine months endurance

a——

period covering next winter.

é:‘:'::_




CONFIDENTIAL

10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretary 5 August 1987

BRITISH COAL: INDUSTRIAL RELATIONS SITUATION

The Prime Minister has seen your Secretary
of State's minute of 4 August. She has noted
this without comment.

I am copying this letter to the Private
Secretaries to the Chancellor, the Secretaries
of State for Wales, Employment and Scotland,
and to Sir Robert Armstrong.

M E ADDISON

Geoff Dart, Esgq.
Department of Energy

CONFIDENTIAL
e
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BRITISH COAL: INDUSTRIAL RELATIONS SITUATION ole - 3ulisd (bhu)
T Men 4fY

You might find it helpful to have a fuller appraisal of the
M

Prime Minister

situation in the coal industry I referred to briefly at Cabinet last

Thursday.

The NUM's ballot for industrial action against British Coal's new
Code of Conduct is taking longer than usual because of the current
holiday period, but the result will be announced on 21 August. It

seems likely that this will be in favour of industrial action,

largely as a result of an extensive campaign of misrepresentation by

the NUM.

In fact, the Code does little more than formalise disciplinary

procedures that have evolved by custom and practice in the industry

e ——
over many years. The NUM's own rule book is far more authoritarian.

The only significant difference from the previous Code is the

abolition of the right of appeal from management decisions to an

independent umpire whose appointment was agreed by management and

the NUM. Instead miners, like other employees, now have the right
——

of appeal to an Industrial Tribunal.
—————— e

The reason British Coal have come forward with the new Code now is
———

that the emergence of the UDM has made it essential to revise their

conciliation and related procedures to reflect the fact that they

are no longer dealing with the NUM alone. A major factor in the

NUM's refusal to accept the new Code - as they have not accepted
revised conciliation agreements or felt able to negotiate wage
settlements - is that to do so would be an implicit recognition of

. # —
the UDM's existence.

.—-—’-—'q
———




Nor is it true, as the NUM have been saying, that British Coal have

e —— :
refused to discuss the Code with them. In fact they have

P——

consistently made it clear that they remain ready even at this late

stage to hold constructive discussions, although not to meet the

N

NUM's precondition that the Code should be withdrawn. A meeting has

now been arranged for next week.

 —

The NUM ballot paper (of which I enclose a copy) uses highly emotive
language,‘aggz?fging the Code as "vicious". It asks for authority
for the Executive "to call various forms of industrial action" if
the Code is not withdrawn. There is real doubt over whether the

ballot meets the statutory requirements for calling strike action,

and British Coal appear to have good cause for legal action against

m
the NUM should any form of strike be called. Grounds for taking the

union to court on other forms of industrial action such as an
outR—
overtime ban are less clear, but British Coal are taking Counsel's

opinion.

The NUM cannot expect any support from the UDM, who have tacitly
accepted the Code. The position of NACODS is less clear; the Code
—

does not yet formally apply to them, although British Coal have

indicated that its principles do. NACODS have yet to respond to an

invitation to discuss the 1issue.
—

We have stressed to British Coal the importance of a sustained and

n % 2 i
well conducted campaign to counter the NUM's misrepresentations

about the Code. There is already clear evidence that the resulting

efforts - regular press briefings, sending detailed factual
information direct to the workforce and fuller briefing for use by

local managers - are having an effect and are being reflected in

improved recent press coverage. For our part we have been

éz}essing, for example during my appearance on Face the Press on

Sunday, that it is irresponsible industrial action which is the
greatest danger to the future of the industry because of the effect
it has on British Coal's TUStomers. These efforts will continue.

SECRET




I should also mention a related issue which might spark off further
industrial action in Yorkshire. This is the announcement last
Friday of the result of an appeal against dismissal under the Code
by a local NUM branch official at Stillingfleet colliery. The
dismissal has been upheld, but the official (a Mr Scott) has been
offered employment at another colliery, subject to assurances about
his future conduct. Attempts may be made to promote unofficial
protest action in North Yorkshire, although the Yorkshire Area NUM
appear to wish to avoid premature action before the ballot result is

known. Any immediate action could well be frustrated in any case by

pit holidays.

The current situation poses no danger to coal supplies because

production is always at a low ebb during the holiday period, and the

CEGB's stocking plans have been arranged accordingly.

—

I am in regular touch with Bob Haslam, who has, with our

encouragement, been taking a firm line. I will also be in contact

———————— o »
with friendly editors, firstly to see what can be done to try and

S

encourage miners not to support unjustified and self-defeating

industrial action, and secondly to see that the ballot result is

presented in as politically helpful a way as possible.

I am copying this to Nigel Lawson, Peter Walker, Norman Fowler,

Malcolm Rifkind and to Sir Robert Armstrong.

SECRETARY OF STATE FOR ENERGY
A August 1987




- "
S 31 JUuL ’*87 18:13 BRIT CORAL HOBART HSE PRAGE .82

% ~

[ NATIONAL UNION OF

BRITISH COAL CODE OF CONDUCT
AND DISCIPRINARY PROCEDURES

Are you in favour of ing authority to the National
Executive Committeefo call various forms of Industrial
action in the event of Pritish Coal refusing to withdraw their
new viclous Disciplingry Code and discuss the questions
involved with the N. 2

You must place a crosy (X)

in one and only one of

two spaces provided. Y ES
otherwise your vote

not be counted.

You must not sign or
any other mark on the

paper. If you do, your
will not be counted.

(N.B. T U. Act 1984 industna .myunm:chdmt:onwmolemyrm)
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BRITISH CRAL'S NEW DISCIPLINARY CODE

British Coal unilafirally terminaied an accepted disciplinary
procedure which teg within the coalmining industry for
40 years.

As a result of new Disciplinary Code, British Coal can
sack, fir.3 or discigine you for an ncident allegedly committed

miles av.ay and uffelated 10 your place of work.

For example, yoll can be sacked, fined, or disciplined for
incidents which r & a footba’t match, in a pub, club, ina
meeting, or a dempnstraten.

Under this new Cdlie of Conduct. you can be sacked, fined or
disciplined for takiig incustial acaon on & local o Area basis.

Members can arfl have been d'sophned under this new
vicious Code for
Area and Nati

British Coal ha irroducec this new Code without
discussion are mMfusing to withdraw the procedure and
discuss with the ll.U.M. ar acceptable Disciptinary Code 1o
operate within th

THE NATIONA ECUTIVE COMMITTEE URGES ALL
MEMBERS IN ITHE FORTHCOMING BALLOT TO
SUPPORT THEIfl UNION IN ITS EFFORTS TO GET THIS
VICIOUS NEW CODE WITHDRAWN. WE ASK ALL
MEMBERS TO.

VO

Prinied by Macoermon & Chant Lia. (TU)




SECRET

PRIME MINISTER

BRITISH COAL

I attach a revised version of John Wybrew's note for you to

give to Mr. Parkinson on Sunday.

You asked about the history of discussion on the future of
coal since the coal strike. The files show that you had a
brief discussion with Mr. MacGregor in May 1985 which touched
on open-cast mining, and again at a meeting with the
Executive. But for the most part the discussions were
concerned with closures and redundancies, NACODS and the
review procedure, and management and Board changes.
Restructuring the coal industry recurs once or twice up to the
summer of 1985 but it was not a major theme. In the autumn of
1985 (after my arrival) the Chancellor proposed major changes

to the coal industry. But Mr. Walker was very resistant, and

argued the need for Sir Robert Haslam and new Board members to

be allowed time to settle in. That was where matters rested.

You might tell Mr. Parkinson that you will look forward to a
thorough discussion of the options in September. But you
would also like him to consider what might be done to open
things up during the next year, under the terms of existing

legislation.

You will also want to look at the Chancellor's minute below
about the programme of MMC references for this year.

Mr. Parkinson has accepted that British Coal should be
referred. It is important that this review should not be
drawn in a way which might delay or inhibit consideration of
privatisation options. I suggest you ask that when

Mr. Parkinson, Mr. Clarke and the Chief Secretary have
discussed the scope of the review they should report their

conclusions to you.

Agree?

DAVID NORGROVE

24 July 1987
VC2APB SECRET




PRIME MINISTER 23 July 1987

THE IMPLICATIONS OF ELECTRICITY PRIVATISATION FOR COAL

Warned by anxious officials, Cecil Parkinson has been

tiptoeing around the slumbering dragon of NUM militancy; his

line has been that liberalisation and privatisation of the
e o

R m———
coal industry has no part in the Government's plans for

N— : : - . ”
electricity privatisation. Recent signs that the dragon is

stirring again are likely to reinforce this view in the

Department of Energy. Regrettably this is misguided. The

3 . . . ” .
link between the electricity industry and the coal industry

—

must be confronted and tackled from the outset.

We cannot deliver the benefits of electricity privatisation

to consumers and the economy without liberalising the

—— -

generation of electricity and introducing vigorous

competition. Since 80% of our electricity'T;_EEEErated from
HBEEEETEally—produczafzaal (accounting for over 50% of the
CEGB's costs) this cannot be done without scrapping the Joint
Understanding between British Coal and the CEEET- This
IIiiberal supply contract very largely denies CEGB access to

— —

cheap imported coal and severely limits the supply of low-

cost coal from our own small private sector.
iy s

For British Coal, the implications of terminating the Joint
Understanding with the CEGB are profound. The CEGB
represents 75% of its total market. A significant and

growing proportion of this market would be exposed to

competition from cheap coal imports. The market will also be

penetrated, perhaps rapidly, by gas - fuelling, efficient

———

combined cycle gas turbine plant operated by third-party

generators competing against the CEGB.

In their excellent analysis of the UK coal industry, (CPS
paper - "Privatise Coal", copy attached) Sykes and Robinson
estimate that British Coal will have to be produced for less




than £35 per tonne (or ultimately even £30 per tonne) to be

sustaf;ébly competitive against imports. The measure of Bob
Haslam's task is illustrated by the following comparison of

this competitive target against British Coal's cumulative

cost curve per tonne of total production in 1986:
Nm————
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Formidable as this task may seem, the only real barrier to
its attainment in say five years time is the NUM's tenacious

adherence to work practices rooted in the days when coal was
————r e ———

won with pick and shovel - the 1908 Powers of Work Act and

— —
the 40-year-old Five-Day-Week Agreement. The new pits which
will determine British Coal's future competitiveness are

highly mechanised and four times more caéTzzz-ngzhsive than
the old pits still in operation. To yield the economic
benefits of such capital iﬁgestment and mechanisation, they
need to be operated intensively; hence the compelling
requirement for flex{ETE'EFTEEs and weekend working. For the

mineworkers this implies not more, but more flexible working

time - and more reward. In any other capital-intensive
industry this would be long established practice.

With the Government set to liberalise the supply of




electricity and privatise the ESI, the coal industry is
approaching a crossroads. Either it shapes up and becomes a
competitive modern business enterprise, or it remains dogged

N————— o T
by Luddite attitudes and practices, becoming decimated by

competition from imported coal and alternative fuels.

When Cecil Parkinson announces his plans for electricity

privatisation in the Autumn he can fudge this issue to avoid

—

arousing the miners. But as the details and significance of

these plans unfold during the passage of the legislation and
the preparation of the ESI for privatisation, the
implications for the cazf_zndustry will become starkly
apparent. If there has to be another confrontation with the
miners over the issue of whether the coal industry becomes a

competitive business rather than remaining a social service

for miners, it is surely better to face it now on our terms;
Nm— . - N
the alternative is a time bomb set to go off in perhaps 2-3
f

————
years with the miners taking up common cause with the-53W§r-

e -
workers to defeat the Government's plans in the run-up to the

— ~
next election.

We need to seize the high ground from the start. This would

entail Cecil Parkinson outlining plans for the parallel

. . . . . . N ———— -
liberalisation of electricity generation and coal production
——— . . . . . —\'—
- two activities neither of which is a natural monopoly and
together accounting for at least 75% of the cost of our

electricity. Far from destroying our domestic coal industry,
the aim of the liberalisation of the UK coal market would be
to complete the recovery of the coal industry to sustainable

*
commercial health.

For the time being, British Coal would be left essentially
intact. The licensing and regulatory functions of British

Coal would be transferred to the Government; likewise the

receipt of royalties on coal production.




The restrictions on coal imports would be removed. The
\—-—.
illiberal Joint Understanding between the CEGB and British

Coal would be scrapped and replaced by new arrangements

conducive to competition and enterprise. The severe

—

i A R S :
limitations on the scope of our small, private sector coal

industry would be removed. Licences for coal exploration and
the development of new deep or open-cast coal mines would be
tendered competitivelyF:

Management/employee buyouts of British Coal's deep mines

would be welcomed and facilitated.
e T

Conclusion

The link between the electricity industry and the coal

industry must be confronted and tackled from the outset. If

we try to proceed by stealth as regards the implications of

electricity privatisation for coal, we face the serious risk

of miners and power workers finding common cause at the least

—

favourable time.

R

JOHN WYBREW
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 20 July, 1987.

COAL STOCKS

The Prime Minister has seen your letter
to me of 15 July and has noted that the
CEGB believe they are on schedule to meet
the target of 27 million tonnes for winter
stocks at power stations.

I am sending copies of this letter

to Tony Kuczys (HM Treasury) and Brian
Unwin (Cabinet Office).

(David Norgrove)

Geoff Dart, Esqg.,
Department of Energy.




SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLBANK LONDON SWIP 4QJ
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David Norgrove Esq ?“ M \
10 Downing Street M AS
LONDON (: "I:
SW1A 2AA R r"“"J s \YTuly 1987
27 wallin renes Wl
Dwr Da.cd, el e

COAL STOCKS " /7,
Thank you for your letter of 10 July.

As you know, following the second report on the lessons of the
miners' strike, it was noted that the CEGB's normal coal purchase
profile in 1986/87 would result in winter stocks at power stations
of 27 million tohnes. This would give 9 months endurance in the
event of a total stoppage of coal deliveries and 27 months should
the UDM continue to work. Ministers agreed - your letter to me of
20 December 1985 refers - that winter stocks of 27 million tonnes
would provide adequate security. (As a consequence it was
subsequently agreed with the CEGB that spring stocks of 22 million
tonnes were necessary to maintain this level of endurance the year
round) .

-~

The position has been kept under close review since then, and the
CEGB regularly assess endurance against operational changes. For
this financial year the CEGB inténd maintaining stocks at the

27/22 million tonnes level in order to continue to provide 9 months
émdurance cover. This is consistent with their EFL.

e
In addition to the weekly stocking figures for all fuels at power
stations, my Secretary of State also receives a fortnightly report
on endurance. The most recent of these is attached. This shows
that the CEGB believe that they are on schedule to meet the

27 millidh tonnes target. Mr Parkinsofn belteves that it would not

bé apprepriat® in present circumstances to risk a reduction in coal
stocks®
L

Endurance is obviously one of the issues we will be examining

closely in the context of privatisation of the electricity supply
industry.

I am copying this letter to Tony Kuczys (Chancellor's Office) and
Brian Unwin (Cabinet Office).

G S DART
Principal Private Secretary




CONFIDENTIAL

ENDURANCE : FORTNIGHTLY REPORT TO 10 JULY 1982

1 Coal stocks at power stations are 22.87mtas at 6 July.

2 The CEGB estimates these stocks to be equivalent to

9 months endurance given a complete stoppage of coal deliveries to
power stations and 27 months endurance given a partial (ie UDM
production maintained) stoppage.

3 The target is for there to be 27 million tonnes of coal
stocked at power stations by the end of October/beginning of
November. Stocks have built by 160,000 tonnes over the last
fortnight and CEGB advise they are on schedule to meet the target.

EL1l(a)

10 July 1987
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2. b b pea .

PRIVATISE COAL

I was interested to read Sykes' and Robinson's recent CPS
booklet.

I know, of course, that you are alive to the need to develop a
strategy for the coal industry in parallel with our strategy
for electricity privatisation. It 1is essential that
electricity consumers are given the benefit of coal prices
closer to those that would rule in a more open market. That
may well mean giving the electricity supply industry greater
scope to import coal (and indeed Sykes and Robinson suggest we
should actively encourage the construction of a modern coal
terminal). But our present strategy to secure lower coal
prices is primarily directed at British Coal, seeking to
encourage them further to improve their performance and to
adjust their operations to the size of their market.

I fully support the effort that you and Bob Haslam are
putting into improvements by BCC, and agree this should
continue. But I am doubtful if this alone will deliver a
sufficiently strongly based UK industry that can compete with
imported coal other than at highly protected inland sites. 1In
this context, I find Sykes' and Robinson's analysis attractive.
Were British Coal to prove incapable of responding
sufficiently to the challenge of imports, we would risk going
into electricity privatisation with higher costs either for
the consumer, through continuation of the protective regime
for BCC, or for the taxpayer, by way of further subsidy to
BCC.

We cannot of course consider privatisation to the timescale of
Robinson and Sykes, and some of their figuring may well be

l
Zp\e




CONFIDENTIAL

optimistic. Certainly, detailed analysis is needed before
conclusions can be drawn. But I hope that you will be giving
their ideas full consideration in deciding your strategy for
the coal industry generally. 1In particular, we might consider
whether it would be sensible to envisage a measure of
liberalisation, by loosening the constraints on private sector
mining, and possibly also putting opencast directly into the
hands of the private sector. TIt might perhaps be possible to
legislate in 1988-89, by when we shall anyway be looking at
British Coal's grant arrangements.

Do let us meet soon and have a chat about all this.

NIGEL LAWSON




6 July 1987

DISCUSSION NOTE FOR MEETING WITH SECRETARY OF STATE FOR

1

ENERGY

Background

In recent years the Electricity Supply Industry has been
at a low point in its investment cycle. Now the
combination of electricity demand growth and the
retirement of ageing power stations is foreseen as
creating a rapidly growing electricity supply gap starting
in the early to mid-1990's. In consequence, the CEGB
faces an exceptional investment programme - perhaps £20
billion by 2000.

On the one hand, this reinforces the case for electricity
privatisation. With the ESI needing to renew its assets
over the next 20-30 years, what better time to privatise
the industry; in a liberalised private sector industry the
renewal process will then be shaped by competition and the
disciplines of the market; and the Government's public
expenditure programme will be relieved of a substantial

burden.

On the other hand, the Government faces a dilemma. Unless
the higher cost of funding an investment programme of
perhaps £20 billion in the private sector is exceeded by
the efficiency gains from privatisation, the effect of

electricity privatisation will be to increase electricity

prices to the disbenefit of consumers and the economy.

This problem is made more acute by the fact that in
fighting inflation the Government has held back
electricity prices so that the current real rate of return
on the ESI's assets is only 2.75% compared with the
Treasury's norm of 5% real. Just to get back to the

Treasury norm would entail electricity price increases of




some 2% pa above inflation for the next 3 years.

There will of course be efficiency gains associated with
electricity privatisation, but they will only be
substantial if the form of privatisation adopted makes
provision for vigorous competition in liberalised coal
production and electricity generation industries, neither

of which is a natural monopoly.

The lirk with coal production is crucial. Nearly 80% of
our electricity is generated from domestically produced
coal. (This proportion will change little before 2000
since the increase of nuclear capacity from new stations
will be offset by the retirement of old nuclear plant.)
The CEGB represents 75% of British Coal's total market.
The present regime is illiberal and uncompetitive. The
CEGB is very largely denied access to cheap imported coal.
Supplies of low cost coal from our own small private
sector are severely limited. Yet coal production and
electricity generation - roughly half and half - account
for at least three-quarters of the cost of our electricity
supplies. The CEGB describes the reduction in its coal
supply costs as the "greatest single opportunity for the
CEGB to reduce electricity costs and hence keep
electricity prices, particularly to industry, more

competitive".

Problem

The problem is how to make sufficient provision for

vigorous competition in liberalised coal production and
electricity generation industries whilst taking realistic
account of the practicalities and the following

constraints:

- the need to command the support of the ESI's

management;




the need - with ESI management support - to gain the
acceptance of electricity unions who have already

launched a campaign against electricity privatisation
and who have frightening power to disrupt the life of

the community and damage the economy.

likewise, without management support there is a serious
risk that work on the ESI's heavy investment programme
would be disrupted, jeopardising the adequacy of
electricity supplies in the 1990's and beyond.

The limitations of the 4-year window for action

provided by the Government's third term.

Conclusions

Long term sustainable benefits to electricity consumers
and the economy at large should be the primary

objective of electricity privatisation.

The link between the ESI and the British coal industry

must be confronted and tackled from the outset. We
need a co-ordinated plan for the privatisation of both

electricity and coal.

Although it is essential that the objective of this
plan is vigorous competition in liberalised coal
production and electricity generation industries, the
requisite restructuring of the electricity and coal
industries cannot be achieved in a traumatic "big
bang"; the development of competition in liberalised
markets will have to be progressive and evolutionary.

But the seeds must be sown at the outset.

Although the Government will want to lay the
foundations for liberalised private sector electricity

and coal industries as fully as possible in the third




term, the four year period available in practice should
not be regarded as an absolute constraint. (It is more
important that the foundations are well laid to secure
the benefits for electricity consumers and the economy

than that the process is completed in four years.)

4 Outline Proposal

Electricity

Privatise the 12 Area Boards as individual plc's.
Some, but not much, grouping of individual Area Boards

into larger organisations could be considered.

The CEGB would remain intact and be privatised in such
a way as to force it to compete on an equal footing
with third-party generators. To ensure fair
competition, the national grid would either be
separated from the CEGB or left under CEGB operatorship
subject to tight regulation to ensure market access by

competing generators.

The privatised distribution companies would inherit
electricity supply contracts with the CEGB whereby the
supply of bulk electricity would taper away over time.
This will leave an electricity supply gap to be filled
through competition between the CEGB and alternative
supply options including, for example, imports from say
France or a number of smaller energy-efficient

initiatives such as Combined Heat and Power schemes.

The regulatory regime for the distribution companies

would be designed to encourage them to exercise

initiative and enterprise in procuring electricity and
developing the electricity market to the mutual benefit
of supplier and customers. For example, wherever

possible and practicable (eg in the industrial market)




competition between the distribution companies would be

encouraged.

The formula for reqgulating electricity prices to end
users (akin to RPI-X+Y for gas) would be based on

assumptions - and later, experience - of performance and

capability close to industry best,p@ﬂpractice. Thus

the best performers would be rewarded with higher
margins than the indifferent performers. Competition

through emulation would show up in the bottom line.

Third party generators are likely to compete fiercely
with the privatised CEGB for supplying incremental
electricity. A Hong Kong based company has just
completed a 700 MW power station in mainland China in
22 weeks for a cost of some £250 million. By
comparison, Sizewell B will cost over £1500 million for
1200 MW of capacity and will take 7-8 years to
complete. (There could be parallels with the effect of
new printing technology on Fleet Street or the effect

of the minibus revolution on the local bus industry.)

Coal

At an early stage, the framework of the coal industry
should be liberalised along the lines already proposed
by the Energy Select Committee, ie akin to the existing

regimes for oil and gas production.

The Government would undertake to keep British Coal
essentially intact whether in the private or public
sector, but the licensing and regulatory functions of
British Coal would be transferred to the Government;
likewise, the receipt of royalties on coal production.
British Coal would be expected to pay an appropriate
royalty on the coal produced from its low cost, open
cast operations.




The severe limitations of the scope of our small,
private sector coal production industry would be
removed. Licences for new deep or open cast coal

acreage would be tendered competitively.

Management/employee buy outs of British Coal's deep

mines would be invited and encouraged.

Tiie restrictions on coal imports would be removed. The
illiberal supply arrangements between the CEGB and
British Coal would be scrapped and replaced by new

arrangements conducive to competition and enterprise.

JOHN WYBREW
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 10 July 1987

The Prime Minister has noted from the weekly coal and
power station statistics that coal stocks at power stations
are now rising again, from a level somewhat higher than at
this time last year. It is not clear, however, that the same
rate of increase as last year will be achieved, and indeed
there has been no decision on what the appropriate level for
the start of next winter should be. The Prime Minister would
be grateful for advice on the level of coal stocks needed to
secure maintenance of electricity supplies in the coming
winter against the possible threats.

COAL STOCKS

I am copying this letter to Tony Kuczys (H.M. Treasury)
and Brian Unwin (Cabinet Office).

Yuile 97

David Norgrove

Geoff Dart, Esq.,
Department of Energy.

SECRET
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PRIME MINISTE;

COAL STOCKS

You will see from the chart below that coal stocks are
rising this year from a higher level than last year, by nearly
one million tonnes for Great Britain as a whole and by over
half a million tonnes for the CEGB.

——

Last year the CEGB target was set at 27 million tonnes by
,————\
October. I think it would be worth making sure that endurance

this year will be adequate: evéﬁ'Eﬁ;iﬁTTEszg_gtarting from

o S m———
a higher level there can be no guarantee that the CEGB and the
’__"—
NCB will make the efforts necessary to reach an appropriate

level.

Agree to ask for a report from the Department of Energy?

YN

DAVID NORGROVE

9 July 1987
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COAL STOCKS AT PUBLIC SUPPLY POWER STATIONS IN GREAT BRITAIN
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COAL CONSUMPTION AND OIL CONSUMPTION (OIL FIRED) AT
PUBLIC SUPPLY POWER STATIONS IN GREAT BRITAIN
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Treasury Chambers, Parliament Street, SWIP 3AG

David Hunt Esq MBE MP

Parliamentary Under Secretary of State for Energy
Department of Energy

Thames House South

Millbank

London

SW1P 4QJ

2% April 1987
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COAL INDUSTRY PAY ak flag

Thank you for your letter ofryg/;;;il.

Naturally, I hope that the latest offer of the UDM will produce
a satisfactory response. As usual I would be grateful to be kept
informed of developments.

Copies of this letter go to the Prime Minister, E(PSP) members
and Sir Robert Armstrong.

4

JOHN MacGREGOR







.

s

3 — L
- ; ~ D e
’ C = L 1
e

DEPARTMENT OF ENERGY
THAMES HOUSE SOUTH
MILLBANK
LONDON SWIP 4QJ

Direct Lina 01-211 3932
Switchboard 01-211 3000

PARLIAMENTARY UNDER
SECRETARY OF STATE

The Rt Hon John MacGregor OBE MP
Chief Secretary

Treasury Chambers
Parliament Street

LONDON ' léq'f
SW1P 3AG April 1987
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Peter Walker wrote to you on 7 November 1986 to tell you of the
pay offer which British Coal had made to the Union of Democratic
Mineworkers.

Following further discussions with British Coal the offer was
amended. The second year element was dropped and there was an
increase from £50 to £100 per half year in the no-strike bonus,
or "continuity bonus" as it became known. payment of the extra
£50 per half year was, however, dependent on the strike free
record of a whole unit (which had still to be defined); the first
£50 per half year being dependent upon an individual's own
strike-free record.

In a ballot in March, the UDM voted overwhelmingly to reject
British Coal's offer. As a result British Coal have again
revised their offer to the union. This now comprises:

an increase of £4 per week on grade rates, and £1 per week
on incentive rates (as before); and

2 e W

up to £50 per half year continuity
an individual's own record; and

only dependent upon

cnus only de

up to £50 per quarter attendance bonus.

-

e

The new offer is estimated to add 4.65% to the wages bill and be
worth about 5% on earnings to a man on average wages and
incentives in Nottinghamshire.

n copying thi ef the ime Mini r, Members o

a
(PSP), and
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 6

April 1987

COAL INDUSTRY

The Prime Minister was
Secretary of State's minute
the way in which employment
has changed in the past few

grateful for your

of 3 April reporting
in the coal industry
years.

(David Norgrove)

Geoff Dart, Esq.,
Department of Energy.




PRIME MINISTER

COAL INDUSTRY

I thought you would be interested in seeing the figures
illustrating the total transformation of the coal industry that has
taken place over the last 3 years. It is remarkable that from
September 1983 until the end of this month the total number
employed by the industry has been reduced by more than 100,000 and
the numbers since the conclusion of the strike have been reduced by
nearly 80,000. Perhaps even more staggering is that in the period

in which the npumber of men on the colliery books has gone down by

more than 40% c¢coal production has gone down only 3%. It is a

P
) St

staggering illustration of the colossal waste of resources that has

taken place under nationalisation in previous decades.

I am sending a copy of these figures to the Ch llor and the

Secretary of State for Trade and Industry. f/

/

f

SECRéT RY OF STATE FOR ENERGY
3 April 1987




End March
1985

End March
1986

End March
1987 est-
imated

% reduction
Sept 1983 to
March 1987

MEN ON COLLIERY
BOOKS

OTHER INDUSTRIALS

NON INDUSTRIAL
STAFF

TOTAL EMPLOYEES
Deepmined output

(million tonnes
per annum)

Annual productivity
(tonnes per manshift)

191,658

28,042

27,135

246,835

90.1

2.43

138,490

19,363

21,792

179,645

88.4

109,000

14,600

18,650

142,250

87.0
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Peter Walker MBE MP
Secretary of State for Energy
Department of Energy

Thames House South ‘

Millbank P\KGX¥T\\Ak F
London - -

SW1P 4QJ

April 1987
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BRITISH COAL: RESTRUCTURING GRANT

Thank you for your letter of March.

I am grateful that you have been able to persuade British
Coal to adopt a shadow:; cash limit on this grant in the usual
format. It is disappoifiting that the policy framework we agreed
in the IFR last autumn has so rapidly become out of date. Tt
would have been more satisfactory to work against a consistent
background for both the EFL and restructuring grant limit. I
very much hope that it will be possible for us to agree on a
new 1987-88 EFL for British Coal very shortly.

However, I do understand that it would make administrative
sense to lay the order for restructuring grant now. On the
understanding that you expect your proposed limit of £168 million
to be consistent with the EFL, I have no objection to your laying
the order.

I am sending copies of this letter to the Prime Minister
and Sir Robert Armstrong.

JOHN MacGREGOR
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CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Peter Walker MBE MP
Secretary of State for Energy
Department of Energy

Thames House South

Millbank _

London

SW1P 40QJ
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31" March 1987

BRITISH COAL: MARGAM

Thank you for your letter of 234§9fch.

I recognise the attraction of launching a new mine investment
project in South Wales at the moment, especially if the prospect
of 6 day working could be secured. However, the financial case
for the new mine does not strike me as robust. The rate of return
is not only vulnerable to the usual range of mining uncertainties,
but is also particularly sensitive to exchange rate fluctuations
- more so than investment in steam coal , partly because there
is nothing equivalent to the agreement with the CEGB and partly
because so many power stations are sited inland whereas most
of the major steel works are on the coast.

I understand British Coal's argument for expecting the current
international price to be maintained over the life of the Margam
pit. But in normal circumstances I do not think that this would
be reliable enough for the scheme to go ahead without a substantial
margin in the prospective rate of return. In fact I understand
that the project would not meet British Coal's own normal criteria.
If geological mining risks materialised, the project's return
would drop to only 3 per cent after mining risks; it would fall

to zero if the current exchange rate were to hold through the
life of the mine.

I recognise that the prospect of achieving 6 day working
has to be set against the relatively 1low profitability and high
risk of this project. To secure that would indeed be a prize
and British Coal are of course quite right to make it a condition.




CONFIDENTIAL

There must of course still be considerable risk that miners
elsewhere will not adopt the practice readily even if it is agreed
at Margam.

I am therefore not convinced of the economic justification
for this project, even taking into account the prospect of 6 day
working. I nevertheless recognise that there are wider potential
benefits, and also that to withhold approval could be damaging
to the continuing efforts of British Coal's management to improve
productivity. ) 3 you judge therefore that these wider
considerations outweigh the weak economic case, I would be
prepared, in these exceptional circumstances, for you to approve
the project.

-

I am grateful for your assurance that the capital expenditure
would be met within the agreed capital allocation. I agree that
the scope for an ECSC loan should be explored. Whether or not
it or other finance 1is uncovered.. will depend on the other
initiatives, being discussed between our officials, to extend
BC's uncovered borrowing. I very much agree with your view that
regional selective assistance should not be given to the project.

I am copying this letter to the Prime Minister, Nick Edwards,
Kenneth Clarke, Paul Channon and Sir Robert Armstrong.

JOHN MacGREGOR




SECRETARY OF STATE FOR ENERGY
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The Rt Hon John MacGregor OBE MP WJ
Chief Secretary

Treasury Chambers

Parliament Street

LONDON
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In your letter of }G/banuary you accepted that the rate of grant
support towards British Coal's restructuring costs in 1987/88 should
be 75%. British Coal have now settled their 1987/88 industry
budget, and we need to fix the cash limit to be applied to grant
under Section 3 of the 1987 Coal Industry Act for the year.

In my letter of 22/3anuary, I outlined discussions I had with

Bob Haslam on his plans for British Coal and his view of short to
medium term prospects. Despite the tremendous progress that the
industry has made, he was concerned that market weakness was leading
to a shortfall of market revenues which without further action would
jeopardise his ability to achieve his objectives. He therefore
proposed further measures to reduce costs through manpower reduction
in the current year, in addition to aiming at 4,500 as the number of
industrials leaving under British Coal's own scheme next year, in
line with the industry's bid in the 1986 IFR. The industry has
pursued these measures energetically, and it is now clear that the
number of men leaving through redundancy under the RMPS during the
current year will comfortably exceed the 31,000 he then expected.
The industry's 1987/88 budget seeks to build upon this progress with
further cost cutting measures, particularly in the area of staff
costs.

The immediate effect is inevitably to further increase restructuring
costs, and British Coal now estimate that on the basis of 75% grant
they would need cash grant under Section 3 in 1987/88 of £168
million.

The measures proposed are sensible and in line with the objectives
we have set the industry. I would see no justification for setting
a figure below that sought and therefore propose a limit of £168
million. At the appropriate time I will need to seek a Summer
Supplementary estimate increasing provision for grants under
Section 3 to accommodate this limit.

To ensure the necessary secondary legislation is in place by the
time the first payment would fall due, and to minimise the risk that

CONFIDENTIAL
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the order might fall in the event of an early dissolution of

Parliament, I propose to lay an order under Section 3 before

Parliament in draft on 6 April. There is some urgency in our
settling this, therefore.

I am sending copies of this letter to the Prime Minister and to
Sir Robert Armstrong.

PETER WALKER

CONFIDENTIAL
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e Rt Hon Nicholas Edwards

G

MARGAM
I have seen a copy of Peter Walker's letter of 23 ﬁgrch to you and I
writing to register my wholehearted support for this proposal.

Peter makes all the relevant points which demonstrate the clear
going ahead. I would like to enphasise how important this proje
South Wales, as well as the UK as a whole.

-as
.
o

1S CO

Margam is located in an area which is experiencing a high rate of
unenployment. For example, the latest male unemployment figure for the
Bridgend ttwa, from which much of the workforce for the mine would be
drawn, is 19.9%. The project will obviously make an immediate and
significant contribution to the alleviation of the unemployment situation
in the area.

Peter mentioned the radical restructuring that has taken place in the South
Wales coalfield since the end of the strike. The positive response of the
remaining workforce which has resulted in an 83% improvement in
productivity since 1984/85 provides encouragement to our belief that the
output projections made by BC are realistic.

As colleagues will readily appreciate, pﬁlltlcally, a decision by
Government to support this project could hardly come at a more propritious
moment.

I am copying this letter to the Prime Minister, Peter Walker, Kenneth
Clarke, Paul Channon and to Sir Robert Armstrong.

The Rt Hon John McGregor OBE !
Chief Secretary
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BRITISH COAL - MARGAM PROJECT

Peter Walker is not exaggerating when he describes the
"enormous potential benefits" of breaking the stranglehold
on coal mining productivity of work practices, prescribed
nationally in accordance with the 1908 Hours of Work Act and
the 40-Hour 5-Day Week Agreement. It makes no economic sense
to invest £90 million in the new Margam mine using the most
advanced mining technology and then not to realise the full
production potential of the egquipment. British Coal are
rightly putting high priority on transferring responsibility
to local managements for devising the most productive work
practices appropriate to each pit, with the miners rewarded

through local productivity deals.

Arthur Scargill has chosen to defend his leadership of the
NUM on this crucial issue. The signs are that he is losing
the battle over Margam; South Wales miners want the
investment, the work and the rewards for high productivity.
Others are likely to follow as NUM members recognise the
financial incentives for greater flexibility over work

practices.

Even if we regard the Margam project as borderline in narrow
economic terms, there is a compelling case to endorse British

Coal's proposed go-ahead.

-

JOHN WYBREW
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BRITISH COAL: MARGAM PROJECT

British

our comment
mines.
million

att il(:‘.,
the

n

3o0b Has

The Marg I
prime quali
quality an

Talbot

subject

that
in discus
Coal and

In my J

offers

case, at

The output would
and a new mine woul
equipment industry.

Moreover, there are prospects
British Coal and the Government
allow for in a financial apprais

two years ago, 60 collieries have
have disappeared in the pits ther
and non-industrial jobs elsewhere

N@Ma}m,;g%.

T
nearly

wWa le




of collieries has fallen from 28 to 14, and the men on colliery
books from almost 19,500 to 10,500. Against this background, Margam
represents the other, positive side of the industry's restructuring;
and it has great significance for both men and management. As well
as demonstrating a commitment to the industry's future, the project
would create 780 jobs directly, and a similar number indirectly in
an area of high unemployment.

Secondly, it would be extremely beneficial to the industry's
finances if it were possible to introduce more flexible working
practices. Bob Haslam has publicly emphasised the need to move to
six-day production in place of the five day week that has been
firmly embedded in the industry for so many years. Margam is an
ideal opportunity to start this process of change. As already seems
clear from the South Wales NUM's decision, the unions will find it
hard to resist six-day working if the effect of doing so is to block
the project. The workforce at Margam will be almost entirely new
recruits rather than transferees long accustomed to the traditional
5 day week. And there is the welcome willingness on the part of the
local Area NUM to consider six day production in defiance of the
national NUM leadership. If six day production can be agreed at
Margam, British Coal have every chance of getting it accepted at
other new mines; and it will put them in a stronger position to
introduce it at existing pits. The potential benefits are enormous.

British Coal have confirmed to me that they are prepared to create
room for this project within the capital allocations agreed in the
last IFR round. However, they are subject to strict cash rationing
and are having to set very stiff internal criteria for investment
projects. In order to maintain those criteria, they are looking for
financial support from the ECSC and the Government sufficient to
raise the rate of return by rather over three percentage points. 1In
particular they are looking for assistance under three heads:

(a) an ECSC loan with an interest rate subsidy of 3%,
equivalent to 2-3m ecu for the first stage of the
project with further subsidies for subsequent stages;

a dollar-denominated loan for the full amount of the
project, guaranteed by the Treasury but uncovered by the
Exchange Guarantee Scheme (so as to offset the exchange
rate risk under the project); and

(c) regional selective assistance.

The first two elements of this look straightforward - in particular,
it must make sound commercial sense to finance by dollar borrowing a
project so exposed to the sterling/dollar exchange rate. We should
do all that we can to persuade the European Commission to provide
finance on favourable terms; and we should tell British Coal that we
are willing to approve dollar borrowing for the full cost of the
project, subject to discussion of the details between officials.




I do not, however, believe that it would be right to offer regional
selective assistance (RSA). Although it is understandable that
British Coal should compare themselves with those investors in South
Wales who are eligible for RSA, and that they should seek to
maximise the benefits of the project to their own finances, Margam
is perfectly viable without assistance from Government, and its very
advantages in terms of specialised quality of coal and nearness to
the market mean that it is not in close competition with projects in
other Areas. In any case, since the introduction of RSA, it has
been regarded as inappropriate for assistance to be offered for
mainstream activities of Nationalised Industries as has been made
clear in the RSA Operating Guidelines. I see no basis for our
making an exception for this project.

British Coal have not reached their decision lightly. It comes at
what I believe could be an important turning point in the industry's
fortunes, and I very much hope that we can agree to back Bob
Haslam's judgement.

I strongly believe that the politics of Margam call for an immediate
and positive response. A favourable decision would have a very

important impact on South Wales and also of course in supporting the
realisti~ attitudes now developing within the NUM. I therefore seek

quick and speedy approval as of course I still have to persuade
British Coal to go ahead without Regional Selective Assistance.

I am copying this letter to the Prime Minister, Nicholas Edwards,
Kenneth Clarke, Paul Channon and to Sir Robert Armstrong.

PETER WALKER
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MARGAM DRIFT MINE

(5 This is a proposal to develop an area of coking coal
reserves at Margam on a site about 5 miles from the British Steel
Corporation works at Port Talbot. Planning permission for the
new development has already been obtained. The coal would be
exploited by drift access and would be for supply to the British
Steel Corporation works at Port Talbot and Llanwern.

s The main aims for the proposed project would be:

(i) to contribute to profitability in South Wales by
developing the only substantial untapped reserves
of prime coking coal at present known in the UK;

to displace coking coal imports and in doing so
to provide employment in South Wales to mitigate
the effects of the rundown of the coal industry
there;

to recapture for British Coal part of the BSC
market, while giving BSC a dedicated source of
supply very close to their two South Wales
plants. In 1981/82 British Coal supplied 63% of
the 8m tonne BSC market; this year it will be
some 34%.

3 The new Mine is estimated to take some 4.5 years to
construct at an estimated cost of £79.9m (December 1986 prices)
equivalent to £89.8m at outturn. The project prospectus is based
on production on 6 days per week. It assumes initial output of
some 0.75 tonnes in year 5, with full output of 1.2m tonnes
occurring in yar b. At this level there are reserves to support
a production period of 16 years. The manpower reqguirement is
780, and a similar number of jobs are likely to be generated in
support services, etc.

British Coal stress that the project has been carefully
planned in detail over some considerable time. Inherent in any
major mining proposals of this nature are a number of physical
mining risks. The particular risks which British Coal have
identified in this project ares as follows:

(1)

surrounded by major geological barriers which
have previously made drift access appear
difficult and costly. New geological techniques
- high resolution seismic surveys developed for
South Wales - have made it possible to desigrn low

drift acrmess which will avoid the geological

CONFIDENTIAL
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barriers.

Drivage of twin 3000 metres long drifts at
average progress rates of 25m/week to access the
reserves is critical to the timing and ultimate
cost of the project. Valuable experience has
however been g:ined at Betws Drift recently and
by the proposed use on a competitive basis of
outside contractors on continuous operation.

supported faces using the most modern available
equipment on 6 days and 26 machine shifts per
week. This implies an output per machine shift
at a sustained rate of over 70C tonnes per
machine shift - which some of South Wales Area's
faces are already starting to record. The
project assumes output per manshift of 7.52
tonnes.

o The majority of the manpower required for Margam will come
from the ranks of new adults in the Margam catchment area with a
small number of men who have continued to live in the catchment
area offered the opportunity to transfer from adjacent collieries
to form a nucleus of experienced labour. Thus, despite the
recent closures of Cwm and Nantgarw collieries, the manning of
Margam can be accomplished without major difficulty.

Assessment of Markets

British Coal consider that any decline in the total UK
market for coking coal will fall mainly on imported coal, and
that their own sales will continue to be constrained not by the
overall market need, but by the tonnage they can produce at
internationally accepted guality standards. The present total
market for coking coal in South Wales is about 4 mtpa most of
which is taken by BSC's works at Port Talbot and Llanwern. Given
that the combined outputs of Marine (which will be the only
existing coking colliery - producing inferior gqualities - likely
to be still operational in the early 1990s, when Margam would be
coming into production) and Margam itself, together with limited
tonnages of opencast coking coal, will only amount to about 2
mtpa, there should be no problem 1in accommodating Margam in the
market.

T The Margam reserves are Rank 301B prime 'madium volatile'
coking coal of excellent guality comparable with the best on the
international market. It is the only remaining deep mine reserve
of this type of coal in the UK. BSC have confirmed the
suitability of the predicted specification for the Maragm coal
and that it would fit in to their supply pattern 1in replacement

Y

for imported coal provided its price s acceptadle.
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8. British Coal sell coking coal to BSC at prices aligned to
the delivered price of comparable imported coking coal plus a
small premium of around 2% for security of supply. At present,
international coking coal prices are extremely low - a figure of
$53 per tonne has been used in the calculation converted to E35
per tonne on the basis of a sterling/dollar exchange rate of
$1.52. At current dollar prices, British Coal report that higher
cost Australian, US, and Canadian export mines are experiencing
financial difficulties. There is a distinct possibility of
closures which would reduce the extent of the oversupply in the
market: this, together with the prospect or firmer demand, should
serve to maintain and, other things being equal, strengthen
international prices in the longer term.

British Coal's central estimate of the financial outcome to
the project is set out below:

Proceeds per Gigajoule £ 1:26
Operating Cost per Gigajoule £ 0.97
Operating Profit £10.4m
Profit after Interest £ 0.3m
Net Present Value when discounted at 10% £10.8m
DCF Yield 12.2%

10. This central estimate, reflecting the risks at paragraph 4
above, incorporates an allowance for a delay of six months in
completing the project and a 10% increase in capital cost,
together with a 5% shortfall in output and a 5% increase in
operating costs. The cash flow assessment incorporates ongoing
routine capital expenditure totalling some E25m over the 16 year
production period assumed in the cash flow.

g By B British Coal have also pointed out that a 10% deterioration
in the sterling proceeds would reduce the 12.2% DCF yield to
6.4%2. Such a deterioration in sterling proceeds could arise
either because of a long-term rise in the sterling/dollar
exchange rate to nearly $1.70, or because of a decline in the
dollar price of international coking coal. For the reasons set
out at paragraph 8 above British Coal believe that a fall much
below current dollar prices is unlikely.

CONFIDENTIAL
COMMERCIAL IN CONFIDENCE
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Last week the Commons Energy Committee published its reporﬂ*‘7 X

on the coal industry. Shortly after, Sir Robert Haslam Lo
addressed the Coal Industry Society on the "Way ahead for £7v¢‘b’L

———

British Coal". v
g et o B

Both sources comprehensively chart the industry's impressive

recovery since the 1984/85 strike:

————

overall labour productivity increased by a quarter over
C—

the year following the strike;
unit operating costs this year are expected to be 20%

lower in real terms than those before the dispute;

since the strike 60 uneconomic pits have been closed or
— 1 ey —— —_—
amalgamated;

—

soﬁEHGO,OOO mineworkers and 78,000 staff in all have left

BC since the end of the strike - the average age of BC's

—_——

mineworkers falling to 34.
—

This looks encouraging and the Energy Committee is all for

letting the recovery continue with the minimum of disruption.

However, some of the old rocks remain. The unions are still

tenaciously defending outdated work practices on spurious

grounds of miners' safety and welfare. Half the recent 25%

—
precy

increase of productivity derived from greater use of

highly-mechanised face equipment. Yet due to the constraints

of the 1908 Powers of Work Act and the 40-year-old Five-day
— a—

Week Agreement, costly capital equipmefit is only being used

for a third of the available time. This would be unthink;gle

in comparable capital intensive industries, including deep US

—

coal mines.
ﬂ_ﬁ

So far BC has made no progress in devolving the negotiation

3

of wages and conditions to area or coal field 1evel:-§ith the

aim of giving miners appreciably higher rewards for adopting

work practices tailored to the highly-mechanised equipment at

their disposal. Regrettably the short-sighted, defensive
-




leadership of the UDM is showing no more inclination than the

——

NUM to respond to BC's encouragement in this direction. The

need for modern work practices to realise the full benefit of

today's ﬂ?ﬁing techniques is central to the questions of how

e e e
and when the coal industry should be restructured and privatised.
e

The Conservative majority on the Energy Committee advocates

a step-by-step approach; first, correct a basic flaw in the

industry's structure by vesting the ownership of coal in the

Crown and transferring to the Department of Energyﬁzhe

pE—

licensing of coal, the regulation of the industry and the

— — ey

collection of royalties - i.e. the same regime as for oil

and gas production; then use these powers to liberate and

expand the small private sector component of the industry

which currently accounts for only 2% of UK coal production;

leave BC in the public sector at least until the trend of

rising productivity returns the business to profit.

The snag is that BC's productivity improvements still have a

long way to go before Egg_ggﬁiness_is commercially sound.
Bob Haslam reckons that BC must aim for a target of 5

—— e e

. h—q . .
tonnes/man shift for average labour productivity, compared

with the present much-improved 3.5 tonnes. Unit operating

costs need to be reduced by another 20% in real terms.
- ‘ —  — . .
Further improvements on this scale cannot be achieved without

the introduction of modern work practices tailored to local

circumstances. But this essential reform may well prove

impossible with the industry as currently constituted; the

forces of reaction are too deeply entrenched. Here lies the

— : F— -
case for a bolder and more rapid process of restructuring and

privatisation to force the requisite changes.

A Conservative Government beginning its Third Term with a

good working majority will have to choose between:

(a) postponing reform of the coal industry in the hope that
BC can first be returned to profitability (Haslam);

| — e — st ettt A




laying the foundations by separating BC the business

from BC the licensing authority, regulator and tax

/——————_—‘
collector, whilst liberalising the small private sector

industry to act as a competitive spur to BC (Energy

Committee);

as well as doing (b), breaking up BC by privatising the

profitable opencast mines and encouraging management/

workforce buyouts, perhaps in joint ventures with

E;ivate sector mining or energy companies (Redwood).

—————

The Pros and Cons

Option (a) misses the window for bold early action. If the

Government postpones reform we could easily end up approaching
e o

the following election with BC stuck in third gear and unable

to sustain the productivity increases needed to return to

profitability.

Option (c) entails early bold action but may not ultimately

lead to the best result. Privatising the opencast mines will

be easy, but they are already privately operated under

competitively-tendered dontracts. The real target for reform

‘—.—, . -
is BC's deep mines which account for at least 85% of BC's
e ——— -

e,

total production. If only the UDM was showing more
———

enlightened vision and could be relied upon to respond

positively to the opportunity of management/workforce buyouts.

\\
Option (b) is fine as an initial step, but the Government
will probably need two terms to achieve its ultimate goal.

——
T e—

We must not overlook the closely-related privatisation of
electricity. The privatisations of BC and the ESI need to be

—

"planned and executed as a carefully co-ordinated programme.

In the end this more than anything may determine the

Government's preference for a step-by-step approach to coal

privatisation (b) or the fast-track approach (c).
R e




Conclusion

In the case of coal and electricity privatisation we are

playing with high political stakes for a big economic prize.

For such a task, even a full Parliamentary term may not be

sufficient; particularly if the Government embarks on a Third

——-—-—'——‘; .
Term with no more than hazy concepts and bold rhetoric. We

need to start developing a carefully-planned and realistic

blueprint so that the new Secretary of State can, as it were,

"hit the deck running".

—_—— —

ff:j\V\’\J

JOHN WYBREW
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OBJECTIVES FOR THE CHAIRMAN OF BRITISH COAL
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Thank you for your letter ofv2/ﬁ;rch.

I am now content that you should announce
gir Robert's objectives.

I am copying this letter to the
Prime Minister and Sir Robert Armstrong.

/g_ J._/\/‘

0'?/&

JOHN MacGREGOR
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Thank you for your letter of @5/?ebruary to Alick Buchanan-Smith.

I do not expect any unwillingness on Bob Haslam's part to provid
information on the strategic issues set out in your letter of January.
As Alick said in his letter of February, we obtained at one stage

or another in the 1986 round most of the information you mention; and

I have every hope that we shall get it in future in a more structured
form that we can pass to your officials. What is new is Bob Haslam's
offer to discuss these strategic issues in depth with David Hunt and
myself, so that we can explore with him personally the implications

of° the information he provides. I think this is an important step
fforward.

I hope you are now content that I should announce his objectives.

I am copying this letter to the Prime Ministér and Sir Robert Armstrong.

PETER WALKER
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OBJECTIVES FOR CHAIRMAN OF BRITISH COAL
Thank you for your letter of }I/;ebruary.

I am glad that we are at one in trying to get a clear
understanding of where the Corporation is trying to go
in relation to its financial objectives. But in my letter
of 16 January to Peter Walker, I was looking for something
more than simply an "opportunity to explore" these issues.
More specifically, I was looking for an assurance that
your or Peter's understandings with Sir Robert gave us
a firm expectation that the information along the 1lines
summarised in my letter will be available.

I am copying this letter to the Prime Minister and
Sir Robert Armstrong.

JOHN MacGREGOR
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OBJECTIVES FOR CHAIRMAN OF BRITISH COAL

Thank you for your letter of 7 January to Peter Walker. I am
replying in Peter's absence due-to illness.

I very much welcome your acceptance of the proposals for the
level and coverage of grant towards restructuring costs, and
your agreement to the cost reduction target of at least 20%.

I also share your view of the importance of getting a clear
understanding of where the Corporation is trying to go in
relation to the financial objectives we have set. During 1986
we obtained most of the information to which you refer in your
letter, and our aim will be to get similar strategic informa-
tion in 1987.

This will be a suitable opportunity for us to explore with Bob
Haslam how the Board's own operating parameters relate to the
targets for profit, cost reduction, and investment returns.
When British Coal have prepared their medium and longer-term
strategy and their Business Plans David Hunt will be seeking an
opportunity to explore with Bob Haslam how British Coal's own
operating parameters relate to the targets for profit, cost
reduction and investment returns.

I hope that on this basis you are content with the side-letter
attached to Bob Haslam's objectives. If so, I propose to
announce the objectives by means of an arranged PQ at the
earliest opportunity.

I am copying this letter to the Prime Minister and Sir Robert

Armstrong.
yﬂhns RNSE
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FINANCIAL SUPPORT FOR THE COAL INDUSTRY

Thank you for your letter of 22 January explaining
Sir Robert Haslam's proposals for further redundancies this
year; and their consequences for public expenditure.

Of course I appreciate the business advantage to be gained
by manpower reductions to obtain necessary cost benefits. The
Government has not shirked responsibility for this expense
in the past in the commercial interests of the coal industry.
I agree that we should do the same now.

I understand that our officials have now agreed that it
should be possible to arrange for payment of £35 million of
the extra costs this year, leaving £25 million to slip into

1987-88. I think that is a more appropriate phasing of the
costs

I also agree that there would be sense in explaining all
this to the Energy Select Committee now in advance of the Spring
Supplementary Estimate. I should be grateful if your officials
would clear the text with mine.

You will understand my concern about the possible further
risks you mention to the EFLs for both this year and next. T
very much hope that any further increase in the 1986-87 cash
limit can be offset by a corresponding decrease in next year's.




CONFIDENTIAL

I appreciate that the beneficial impact of lower manpower on
profit cannot be adequately assessed without considering British
Coal's prospects in the round. But in agreeing to the costs
flowing from the higher redundancy numbers I am of course
expecting that there will be some profit improvement. I am
prepared to wait, as you suggest, for next month before assessing
the full picture but we must then move very quickly to avoid
the danger of undermining the credibility of EFLs by seeming
to adjust the targets to match likely outturn.

I am copying this letter to the Prime Minister and to
Sir RobertArmstrong.

/g- L .ﬂ_r(/‘

JOHN MacGREGOR
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FINANCIAL SUPPORT TO THE COAL INDUSTRY

I have discussed with Bob Haslam his plans for British Coal and his
latest view of short to medtum term prospects. Over the past
twelve months the industry has made tremendous progress, notably in
relation to productivity. Nevertheless he is concerned that
greater than anticipated use by the CEGB of the French
interconnector together with weakness in other markets,
particularly the industrial market, is leading to fall in
révenues which without further action will jeopardise his ability
£6 achieve the objectives we are setting him. He therefore
proposes further measures to reduce costs through manpower
reduction, increasing to 31,000 the number of men expected to leave
the industry through voluntary redundancy under the Redundant
Mineworkers' Payments Scheme during the curreat-year. This is in
addition to aiming at 4,500 as the number leaving under British
Coal's own scheme next year, in line with the industry's bid in the
1986 IFR.

The immediate effect of these measures will inevitably be to
increase RMPS and social costs. Gross RMPS payments this year are
estimated to increase by £40 million to £580 million. Gross social
payments by British Coal are similarly estimated to rise by some
£40 millions, although as a result of staged funding the effect-on
cash social grants this year would be modest.

These changes will also affect the need for RMPS expenditure and
non-deficit grant to British Coal in 1987/88, in part because some
4,000 of the men who leave under RMPS at the end of this year could
not be paid until next. Attached to this letter is an Annex
setting out the figures, including all non-deficit cash grant to
British Coal after taking account of the proposed 75% rate of
restructuring grant towards future redundancy costs accepted in
your letter of 16 January. There will additionally be some
increase in continuing expenditure under RMPS and stage payments of
pensions in later years.

CONFIDENTIAL
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I am clear that we should support Bob Haslam with these measures,
which are necessary to ensure that our proposals for the industry
remain realistic. I therefore propose:

i) A Spring supplementary estimate for RMPS increasing
gross provision to £580 million.

An increase in the 1987/88 supply estimates provision
for RMPS of £60 million to £264 million, and for non-
deficit grant to British Coal of £77 million to

£399 million.

No increase at present in the recently revised EFL of
£825 million for the current year, but detailed re-
examination with British Coal in mid-February to
examine whether this is achievable, when the position
should be clearer. We should also by March be in a
better position to consider the overall realism of the
£727 million EFL presently set for 1987/88.

It would be desirable for David Hunt to write to the Chairman of
the Select Committee on Energy explaining the basis of the proposed
Spring Supplementary as soon as possible.

I am sending copies of this letter to the Prime Minister and
Sir Robert Armstrong. '

/

N \J#
[

/

PETER WALKER

CONFIDENTIAL




Non-deficit financial support to the Coal Industry : 1987/8 ¢n)

Cash basis

Original bid

Redundant Mineworkers Payments
Scheme (A1)

- Weekly Payments
- Lump Sum payments

- Administration

Total

Pit Closure Grant (B2)

Restructuring Grant (B3)

Other Social Grants (B4)
- Premature pensions
— concessionary coal

- Mineworker Pension Scheme
deficiency grant

Total
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OBJECTIVES FOR CHAIRMAN OF BRITISH COAL

Thank you for your letter of 7 Japdary.
S

My officials have spoken to yours about the proposed
coverage and rate of grant towards social costs. It is
clearly unsatisfactory that we are now being asked to
establish a regime that is more generous than previously
understood between us. I accept, however, the primacy
of the break-even target and am prepared to accept your
proposals on the basis that they strengthen Sir Robert's
commitment to it.

I am content with the cost reduction target of at
least 20 per cent in Sir Robert Haslam's objectives. My
remaining concern is with Sir Robert's unwillingness to
be more open about British Coal's internal operating
parameters and the progress being made against them. Such
information need not extend to results at individual pits;
but we need a better understanding of how the operating
parameters sit with his objectives to improve profitability,
to ensure an adequate return on new capital investment,
and to reduce operating costs. I therefore feel unable
to accept the present draft unless you can give me more
assurance of what Sir Robert's "keeping you informed" will
mean 1in practice. I would certainly expect that the
substance of the draft agreed between us can be met. At
a minimum this requires an annual breakdown of output and
investment by band of operating cost, an indication of
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the sensitivity of the aggregate results to changes in
the parameters, and a regular and prompt flow of monitoring
information against them. Much of this material should
be in the annual corporate plan, which I trust we will
be seeing soon.

As my office told yours, I was anxious not to stand
in the way of your making an announcement on 15 January.
But I wunderstand that you preferred to consider on the
basis of a letter.

I am copying this letter to the Prime Minister and

y

to Sir Robert Armstrong.

JOHN MacGREGOR
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OBJECTIVES FOR CHAIRMAN OF BRITISH COAL

Since your letter of 19 Nove Ser I and my officials have held
further discussions with SiT Robert Haslam about his objectives as
Chairman of British Coal. Those discussions have not been easy.

RESTRUCTURING COSTS AND GRANTS

A key issue, as we expected, was the rate of assistance for British
Coal's redundancy and restructuring costs in respect of events
after March 1987. I pressed Sir Robert hard to accept that this
assistance Should be less generous than the existing system.
However, he insisted that he could not agree that it should leave

British Coal with significantly larger net costs than assumed in
their IFR bid. =

In essence, this means two things:

(a) that coverage of grant should be extended to all
redundancy and restructuring costs, including, 1n
particular, those of British Coal Enterprise; and

(b) that the rates of grant should be 75% in 1987/88, 72%% in
1988/89 and 70% in 1989/90. e

My officials can give yours full details.

The extension of coverage I believe to be justified on merits: it
will make for simpler administration, avoid artificial distortions
in British Coal's decisions, and allow the percentage rate of grant
to be kept to a minimum.

on the rate of grant I have had to take into account Sir Robert's
increasing concern about the market for coal over the next 2 or 3
years - especially, though not only, sales to the electricity
supply industry. I intend to discuss this with him shortly.
Meafiwhile Thowever, I am sure that it would be wrong to fix lower
rates of restructuring grant than those which he is prepared to




live with, as consistent with his commitment to the breakeven
target for 1988/89. You will be aware that the rate of grant has
no effect on the PSBR or public expenditure nor indeed on the terms
which British Coal will apply to industrial redundancies after
March 1987, as these have already been settled and announced.

OBJECTIVES AND SIDE-LETTER

Oon the objectives, the main outstanding issue was the cost
reduction target. I am glad that Sir Robert has now agreed to
accept a target of "at least 20 per cent". He has also asked for a
number of drafting changes, mainly to the side-letter, which are
indicated in the attached revised text. You will see that he is
not prepared to accept anything which might imply Government
involvement in assessing the results of individual pits but he has
agreed, in the specific context of concentrating on low-cost
production and on those sales which maximise profit, to keep me
informed of British Coal's evolving strategies and of the progress
they are achieving against them. He has offered to discuss the
practical arrangements for this. This is a valuable step forward
and I shall keep the Treasury informed about the new arrangements
when they are established.

I hope that we can now agree on the rates and coverage of the
restructuring grant and on the texts of the objectives and side-
letter. We need to settle the restructuring grant for the 1987/88
Supply Estimates. An appropriate occasion for announcing the
objectives would be the Report and Third Reading of the Coal Bill
due to take place on 15 January.

I am sending copies of this letter to the€ Pyime Minister and

Sir Robert Armstrong. //4}.\
//

U PETER WALKER




PERSONAL AND CONFIDENTIAL

BRITISH COAL OBJECTIVES

Coal production, like any other business, must earn a
satisfactory return on capital while competing in the market
place. The basic objective of British Coal must be to earn a
satisfactory rate of return on its net assets and achieve full
financial viability without Government support. British Coal

should accordingly aim to improve its profitability so as to

achieve, after payment of interest and accrual of social grants,

breakeven for the year 1988/89 as a whole (though it is hoped

that a breakeven position migﬁzﬂge attained during the latter

part of 1987/88) and thereafter generate an increasing surplus on

revenue account and to contribute increasingly to self-financing.

2. British Coal should aim to maximise its long-term
profitability by concentrating on low-cost production and on
those sales which maximise profit on a continuing basis in
competition with other fuels. It should plan its marketing,
production, capital investment and research and development
accordingly, bring productive capacity into line with its
continuing share of the market, and ensure an adequate return on
new capital investment in accordance with the principles set out

in the White Paper 'The Nationalised Industries' (Cmnd 7131).

3. British Coal's objective should be to ensure that over the
period to 1989/90 the operating costs of its mining activities
per gigajoule of coal produced are reduced in real terms by at

least 20%, compared with the level recorded in 1985/86.
4. Either British Coal or the Government may propose additional

objectives from time to time: any consequent adjustment to

existing objectives would need to be discussed.

PERSONAL AND CONFIDENTIAL




DRAFT SIDE-LETTER

1. [My separate letter of today's date] says that the basic
objective of British Coal is to achieve full financial viability
without Government support. It also sets the specific objective
of achieving breakeven for the year 1988/89 as a whole. The
subsequent rate of profit improvement is a matter for later
discussion: I note, however, your present expectation of a £70

million profit in 1989/90.

2. Paragraph 2 of my separate letter asks you to maximise the

long-term profitability of British Coal by concentrating on low-

cost production and on those sales which maximise profit.

British Coal should keep me informed of their evolving strategies

and of the progress they are achieving against them.

3. The objective of breakeven in 1988/89 is defined by
reference to the accounting profit or loss after payment of
interest and accrual of social grants. In this context, it may
be helpful if I set out the Government's provisional thinking on
the future capital structure of the Corporation and on future
support for the coal industry's redundancy and restructuring

costs.

CAPITAL STRUCTURE
4. Oon present information, the Government does not believe that

the amount of the Corporation's remunerable capital is
significantly out of line with the value of the Corporation's
assets. That capital is, however, wholly in the form of loans
from the National Loans Fund. The resulting high level of
interest depresses profits shown in the Corporation's accounts
and entails higher gearing ratio in the balance sheet than is
normal among extractive industries in the private sector.
Provided that British Coal had made and was continuing to make
satisfactory progress towards achieving its objectives, the

Government would have it in mind, at the appropriate time (which

would be unlikely to be before 1988/89) to propose to Parliament

a reconstruction of the Corporation's capital. This

reconstruction should enable a restructured coal industry,




operating profitably in the market place, to meet its own future
redundancy and restructuring costs; it would be likely to include
the conversion of a significant part of the Corporation's debt to
dividend capital in a form appropriate to the coal mining

industry.

REDUNDANCY AND RESTRUCTURING COSTS

5. For many years, successive Governments have made substantial
contributions towards meeting the costs of restructuring the coal
industry and of the redundancies unavoidably entailed by that
restructuring. This has been made necessary by the scale of the
costs and the condition of the industry's finances.

Nevertheless, they are costs which, in most other industries, are
borne wholly or mainly by the employer; and in principle it seems
right that decisions about them should be taken by the employer,
in consultation with his workforce, in the light of his

assessment of the needs and circumstances of his business.

6. It is in accordance with this approach that the Government
have decided to end the Redundant Mineworkers' Payments Scheme

from March 1987. We have also agreed that it would be right that

the extent of Exchequer support towards the Corporation's

redundancy and restructuring costs under clause 3 of the Coal

Industry Bill now before Parliament should be progressively

reduced, while taking full account of the industry's objectives,

its financial prospects, and the potential effects on the

motivation of management and workers. For planning purposes we

have agreed that the rates of restructuring grant should be 75%
in 1987/88, 72%% in 1988/89 and 70% in 1989/90. Neither of us

would expect these rates or the coverage of grant to be altered

unless major changes in external business circumstances made it

necessary. Further, if a reconstruction on the lines of

paragraph 3 above were approved, the Government believes that
there would be advantage to both sides if British Coal were to
bear, out of its increasing accounting profits and without
financial support from Government, all costs arising from
redundancies and restructuring after the effective date of

reconstruction.




NON-MINING ACTIVITIES

s The Government welcomes British Coal's intention to continue

to pursue the disposal of peripheral activities where suitable

opportunities present themselves.







10 DOWNING STREET
LONDON SWIA 2AA

28 November 1986
From the Private Secretary

COAL STOCKS AT POWER STATIONS

The Prime Minister was grateful for your Secretary of

State's minute (undated) reporting the position on coal
stocks at Scottish power stations.

I am copying this letter to Geoff Dart (Department of

Energy), Alex Allan (HM Treasury) and Trevor Woolley
(Cabinet Office).

David Norgrove

Robert Gordon Esg
Scottish Office.
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COAL STOCKS AT POWER STATIONS
I have seen Peter Walker's minute of 12 November.

Coal stocks at SSEB stations at 7 November were 1.84mt which exceeds
the target level of 1.75mt for this time of year. ™ Stocks will be run
down to around I.3mt by end March 1987. Given the substantial oil and
nuclear generation capability withinm the—Scottish system, the Scottish
Boards regard the endurance of the Scottish system with no coal
deliveries as virtually indefinite.

I am copying this to Peter Walker, Nigel Lawson and Sir Robert
Armstrong.

ML

MALCOLM RIFKIND

HMP32909
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OBJECTIVES FOR BRITISH COAL'S CHAIRMAN

Thank you for your letter of ;}/ﬁEQember.

I am grateful for the efforts made to accommodate my
concerns. I am prepared to accept the revised drafts as
a satisfactory compromise. I am therefore content for you
to seek Sir Robert's acceptance of the drafts, subject of
course to your coming back should any substantive problems
arise. I also look forward to receiving your proposal for
the cost reduction target, which it would be helpful if
your officials could first discuss with mine.

As I noted in my last-Tetter, it is important too that
we move quickly to reafh a decision on the future rates
of social grant.

I am copying this letter to the Prime Minister and
Sir Robert Armstrong.

iy iias

I

JOHN MacGREGOR
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OBJECTIVES FOR BRITISH COAL'S CHAIRMAN

Further to my letter of 12 November, I attach a revised draft
Statement of Objectives for Sir Robert Haslam, together with a
revised draft of the side-letter. The changes made are underlined
and reflect recent discussions between our officials. I hope that
you are now content for me to seek Sir Robert's acceptance of the
revised drafts.

British Coal are currently revising the figure for the cost
reduction target to bring it into line with the outcome of the IFR.
I will let you have this as soon as it is available.

I am sending copies of this letter to the Prime Minister and
Sir Robert Armstrong.

-

PETER WALKER
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. @BRITISH COAL OBJECTIVES

1. Coal production, like any other business, must earn a
satisfactory return on capital while competing in the market place.
The basic objective of British Coal must be to earn a satisfactory
rate of return on its net assets and achieve full financial
viability without Government support. British Coal should
accordingly aim to improve its profitability so as to achieve,
after payment of interest and accrual of social grants, breakeven
for the year 1988/89 as a whole (though it is hoped that a
breakeven position might be attained during the latter part of
1987/88) and thereafter generate an increasing surplus on revenue

account and to contribute increasingly to self-financing.

2 British Coal should aim to maximise its long-term
profitability by concentrating on low-cost production and on those
sales which maximise profit on a continuing basis in competition
with other fuels. It should plan its marketing, production,
capital investment and research and development accordingly, bring
productive capacity into line with its continuing share of the
market, and ensure an adequate return on new capital investment

with a view to achieving a real return of at least 5% on a

progressively larger proportion of its total assets.

3 British Coal's objective should be to ensure that over the
period to 1989/90 the operating costs of its mining activities per
gigajoule of coal produced are reduced in real terms by at least

L ]J%, compared with the level recorded in 1985/86.
4. Either British Coal or the Government may propose additional

objectives from time to time: any consequent adjustment to existing

objectives would need to be discussed.

PERSONAIL. AND CONFIDENTRIAL




DRAFT SIDE LETTER

1. [My separate letter of today's date] says that the basic
objective of British Coal is to achieve full financial viability
without Government support. It also sets the specific objective of
achieving breakeven for the year 1988/89 as a whole. The

subsequent rate of profit improvement is a matter for later

discussion: I note, however, your present expectation of a £70

million profit in 1989/90.

2. The target for reducing overall unit costs is intended to

stand side by side with British Coal's internal parameters for the

upper limits of acceptable operating cost at individual collieries

and opencast sites. These internal parameters are an important

means of ensuring the profitability of all the Corporation's

capacity. The Government will wish to be assured that they remain

relevant for this purpose, and to be kept informed on a prompt and

regular basis of performance against them.

3. The objective of breakeven in 1988/89 is defined by reference

to the accounting profit or loss after payment of interest and
accrual of social grants. In this context, it may be helpful if I
set out the Government's provisional thinking on the future capital

structure of the Corporation and on future support for the coal

industry's redundancy and restructuring costs.

Capital Structure

4. On present information, the Government does not believe that

the amount of the Corporation's remunerable capital is

significantly out of line with the value of the Corporation's

assets. That capital is, however, wholly in the form of loans from
the National Loans Fund. The resulting high level of interest

depresses profits shown in the Corporation's accounts and entails a

higher gearing ratio in the balance sheet than is normal among

extractive industries in the private sector. Provided that British

PERSONAIL. AND CONFIDENTIAL
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Coal had made and was continuing to make satisfactory progress
towards achieving its objectives, the Government would have it in
mind, at the appropriate time (which would be unlikely to be before
1988/89) to propose to Parliament a reconstruction of the

Corporation's capital. This reconstruction should enable a

restructured coal industry, operating profitably in the market
place, to meet its own future redundancy and restructuring costs;
it would be likely to include the conversion of a significant part

of the Corporation's debt to dividend capital in a form appropriate

to the coal mining industry.

Redundany and Restructuring Costs

5. For many years, successive Governments have made substantial
contributions towards meeting the costs of restructuring the coal
industry and of the redundancies unavoidably entailed by that
restructuring. This has been made necessary by the scale of the
costs and the condition of the industry's finances. Nevertheless,
they are costs which, in most other industries, are borne wholly or
mainly by the employer; and in principle it seems right that
decisions about them should be taken by the employer, in
consultation with his workforce, in the light of his assessment of

the needs and circumstances of his business.

6. It is in accordance with this approach that the Government has
decided to end the Redundant Mineworkers Payments Scheme from March
1987. It is also the Government's intention that the new system of
social grants to be proposed in the forthcoming Coal Industry Bill
should allow a reduction in Exchequer support for the industry's
future redundancy and restructuring costs. Any such reduction
would, of course, take full account of the industry's objectives as
set out in my separate letter of today's date, its financial
prospects, and the potential effects on the motivation of

management and workers. However, the Government envisages that the

pattern of Exchequer support would be decided as part of the

financial framework within which the industry would plan and

operate, and that it would not be altered unless major changes in

external business circumstances made this necessary. Further, if a

PERSONAL AND CONFIDENTIAL
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‘ reconstruction on the lines of paragraph 3 above were approved, the

Government believes that there would be advantage to both sides if

British Coal were to bear, out of its increased accounting profits

and without financial support from Government, all costs arising
from redundancies and restructuring after the effective date of

reconstruction.

Non-Mining Activities

s The Government welcomes British Coal's intention to continue

to pursue the disposal of peripheral activities where suitable

opportunities present themselves.

PERSONAL AND CONFIDENTIAL




10 DOWNING STREET
LONDON SWIA 2AA
14 November 1986

From the Private Sccretary

COAlL. STOCKS AT CEGB POWER STATIONS

Frime Minister was grateful for your
of State's minute of 12 November
the position on coal stocks at CEGB

Thi
Secretal
reportint
power stations.

3

—

I am sending a copy of this letter to
the Private Secretaries to the Chancellor
of the Exchequer, the Secretary of State for
Scotland and Sir Robert Armstrong.

(DAVID NORGROVE)

Geoff Dart, Esq.,
Department of Energy
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PRIME MINISTER N’\/\E wl“

COAL STOCKS AT CEGB POWER STATIONS

Stocks at CEGB power stations on 26 October were 26.8 mt and had reached
. . D
27 mt by 2 November, thus meeting our target. Given normal weather

conditions, stocks should conpinue to rise f'or the next few weeks

further consolidating the position. The present level of stocks means

D —————————

that we now have one year's endurance with no coal deliveries at all;

endurance would be extended to around the summer of 1989 on the

assuﬁbfighwfgat 40O kt of' coal a week could be delivered from UDM

areas.

British Coal and the CEGB have agreed the necessary coal supply
arrangements for the winter with a view to providing a stock of 22 mt
at the end of March 1987. For future years it should the be possible
to cyclé around these figures of 27 mt in October and 22 mt at the

end of March to provide us with an édeduaté level of endurance
thrauéhgﬁfnthe yéar.-b'

s
I am copying this minute to Nigel Lawson, Malcolm Rifkind and

Sir Robert Armstrong.

Secretary of State for Energy
12~ November 1986

SECRET
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The Rt Hon John MacGregor OBE MP I}(&J
Chief Secretary
Treasury Chambers =1 (H

Parliament Street
LONDON M,(
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7 November 1986

British Coal ve now made an offer which they say is final, to the
Union of Democractic Mineworkers UDM) ffor increases over the next
two years.

The offer to the union, which now represents about a quarter of
mineworkers, consists oF £3/week to all mineworkers in the first year;
a maximum of £3.25/week in the second year (decreasing pro rata
according to grade); an extra £1 on the standard weekly incentive
rates; a no-strike bonus of up to £50 per half year;and an attendance
bonus of up to £30 per quarter.

It is estimated that this offer to the UDM, if applied to all mine-
workers, would add 33% to the wage bill in the first year (of which
about half would be attributable to the grade rate increases and half
to improved incentives). For a man on average wages and incentives
in Nottinghamshire the increases are believed to be worth about 43i%

on earnings.

Although the settlement date for mineworkers is 1 November, British
Coal have said that until an agreement on conciliation, which is
currently being discussed with the union, is in place, they will not
settle the pay deal.

The NUM have not submitted a pay claim to British Coal. The separate
pay negotiations with them may be deferred for some considerable time
while terms of a conciliation scheme are agreed. I shall of course
let you know the details of any offer to the NUM.

I am copying this letter to the Prime Minister, members of E(PSP),
and to Sir Robert Armstrong.

PETER WALKER
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The Rt Hon Peter Walker MBE MP
Secretary of State for Energy
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Thames House South

Millbank

London

SW1P 4QJ
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COAL INDUSTRY BILL
Thank you for your letter of 30 October.

I am grateful for your agreeing to an upper 1limit of
deficit grant of £200 million. British Coal's access to the
NLF will depend on their meeting the statutory requirements
of the National Loans Act.

I acknowledge your reasons for proposing an upper limit
of £750 million for social grant; and I welcome your assurance
that you intend the rate of grant to decline. I am still
of the copinion that a somewhat lower figure would be a useful
public indication of this intention, and could be presented
as such. However, I recognise the need to avoid further delay,
and so long as you will be presenting the figure publicly
in the terms you suggest, while making your underlying intention
clear to the Board, I will accept the figure. But I hope
that we can move quickly towards the substantive decisions
on the projected rate of grant, which will in turn require
more firmly based projections of the Board's financial position.

I am copying this letter to the Prime Minister,
Willie Whitelaw, John Biffen, Norman Tebbit, David Young and
John Wakeham’and to Sir Robert Armstrong.

\
/L/\ Zr~J

J

JOHN MacGREGOR
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(ﬁ 5 November 1986

MR NORGROVE - No 10 Brigadier Budd
COAL STOCKS AND POWER STATION ENDURANCE

You will reacall that at the meeting with Mr Walker on 19 December
last it was agreed that the CEGB should aim for stocks of 27 million
tonnes by the end of October 1986. This was expected to give 9 months
endurance even if the UDM were to join the NUM in a strike; and 27
months if the UDM continued to work. The 27 million tonnes compares

with some 24 million tonnes at the beginning of the last coal strike.

2. The latest statistics on coal stocks at power stations show that
the figure for 26 October was 26.8 million tonnes. It looks,
therefore as if the target should have been met by the end of October.

3.é I hope that, as a result of our informal prodding, the Energy
Secretary will soon report the position to the Prime Minister. I
suggest, however, that if you do not receive a report during the next
week or so, you should enquire of the Energy Secretary's office how

matters stand. The Prime Minister will presumably want to have:-
(i) confirmation that the target has been met; and

(ii) an up-to-date assessment of whether, in the light of the
likely industrial relations climate during the winter months,
this stock is still believed to provide adequate security (the
assumption was that the target would lead to an end March 1987
stock of some 22 million tonnes, with a rebuild to 27 million

tonnes by the end of October 1987).

o~

Cabinet Office J B UNWIN
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LONDON SWIA 2AA

From the Private Secretary
4 November 1986

UNION OF DEMOCRATIC MINEWORKERS

The Prime Minister this afternoon discussed the position
of the Union of Democratic Mineworkers with your Secretary of
State, the Paymaster General, Mr. David Hunt and Sir Robert
Haslam, Chairman of British Coal. Mr. John Wybrew, Policy
Unit, was also present.

The Prime Minister expressed her strong concern that
everything possible should be done to help the UDM.

Sir Robert Haslam said the Board of British Coal had been
very supportive of the UDM. However, the leadership was naive
and inexperienced, and they did not want to seem to be a
management union. They were not easy to help and management
had to be circumspect. The Board also had to take account of
the fact that there were 99,000 members of the NUM as well as
27,000 members of the UDM. There was a good deal of
restlessness in the pits, with brush fire disturbances, and
the position of NACODS was also worrying. The NUM had 3,000
key people in the Nottinghamshire area and if the 50 per cent
plus one rule were to be breached this would give minority
rights to the NUM in Nottinghamshire and other areas. In the
latest pay discussions management had proposed the
introduction of two bonuses which would substantially help the
UDM and which would be unacceptable to the NUM. However, the
UDM were refusing to accept the proposals. Sir Robert noted
finally that the NUM were in great trouble financially,
arising from their financial support for miners who had been
dismissed. The members' contribution to the NUM might well
need to double, at least.

In discussion it was noted that one of the UDM's major
problems was the lack of forceful and articulate leaders.
This might be helped by offering help in training good younger
people. It was agreed that it would be worthwhile if one of
the large educational foundations, for example the Wolfson
Education Foundation, could be persuaded to help.
Lord Chapple might also be willing to help.

. . Your Secretary of State noted that Energy Ministers and
British Coal management had bent over backwards to help the
UDM. The position of the UDM would also be improved by the

SECRET AND PERSONAL
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Coal Bill proposed for the coming Session.

The Prime Minister concluded the meeting by urging in the
strongest possible terms that everything should be done to
help the UDM. The proposal to encourage the provision of
training courses for UDM leaders and potential leaders should
be followed up.

I am sending a copy of this letter to the Private
Secretaries to the Paymaster General, Mr. David Hunt
and to Trevor Woolley (Cabinet Office).

Jno
O

(DAVID NORGROVE)

Geoff Dart, Esq.,
Department of Energy.

SECRET AND PERSONAL
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PRIME MINISTER 3 November 1986

UNION OF DEMOCRATIC MINEWORKERS

Peter Walker's note of 31 October reminds us that the UDM

has two prime objectives:

Achieving the status of a national union: in reality, the

UDM is still a local union - and feels it - but, if the

UDM is to advance, it needs to be acknowledged as a

national union on a par with the NUM; hence, the UDM's

acute sensitivity over its status in negotiating with

British Coal at the national level.

Obtaining a competitive edge over the NUM in wage

bargaining: this is best served by allowing maximum scope

for improved working practices at individual pits,

rewarded through productivity-related elements in the

wage package.

Can these apparently conflicting objectives be

reconciled? They can - and Sir Robert Haslam must strive to

ensure that they are. On the UDM rests the security of

— e e

electricity supplies and the hope that British Coal and an

enlightened union will transform the prospects for the UK coal

industry - leading ultimately to privatisation.
e~ ~

Surely, the trick is to use the national level

P

negotiation between British Coal and the UDM to establish a
- ——
coherent framework which will allow full scope for improving

Qi

working practices at individual pits, and for rewarding the
SECRET
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mineworkers in question through productivity-related elements

L — .
in the wage package. Local negotiations would then

concentrate on determining the most productive work practices
at individual pits. Since the NUM will use their national

negotiation to preserve standard work practices and a common

TN

pay package, the benefits of the UDM's enlightened approach

will be exposed to the maximum.

The Meeting

The approach outlined above may be essentially what

- ——

Sir Robert already has in mind. He has advanced cogent

arguments in favour of the "50%+1" basis for wage bargaining.

T —

Accepting this, you could ask him:

what he regards as British Coal's primary objective in

A —

conducting the wage negotiations with the two unions;
e ——— e — ——

how he intends to conduct the negotiations;

what outcome he anticipates for the UDM.

You will, of course, want to be assured that Sir Robert

is confident he can convince the UDM of the ultimate benefits
N

for them of a "50%+1" basis for wage bargaining. We cannot

— —

afford to dishearten the UDM at this stage.

s - =

JOHN WYBREW

SECRET
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UDM 3t(ee .

Your office raised with mine earlier this week the possible
C———

advantage to the UDM of negotiating pay locally with British Coal

while leaving NUM negotiations on a national basis. We are meeting

to discuss the UDM next week but you may find it helpful to have a

e —

response to this suggestion now.
)

—

Local pay negotiation is the complete opposite of what the UDM want.
——\_—_\

In all pay negotiations with British Coal so far they have

explicitly rejected any suggestion of local pay bargaining. Their

wish has been for national negotiations on the widest possible range

of issues, not only pay but such thI;gs as annual holidays, grade

rate protection and compensation for hearing damage. On all these
____/ —

British Coal has offered to set up national working parties with the
UDM.

e

The UDM are essentially a local union. One of their main purposes

is nevertheless to be acknowledged as a national union. Local pay
P ————————— R ——————
bargaining for them and not for the NUM, especially if the 50% + 1

———

principle were to be maintained, would only emphasise the
S -

geographically limited area of their effective operations. This is

the last thing they would want - and would give the NUM welcome

ammunition for further attempts to diminish the status of the new
-4

union.
,""/—_—

Sir Robert Haslam agrees with these views.

4
4

Q}_,-' - Lr”v'

Secretary of State for Energy

21 October 1986

SECRET
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COAL INDUSTRY BILL
Thank you for your letter of 28 October.

Deficit Grant

I am a little uneasy about drawing the upper limit too tightly.
After all, there will be ample control over the amount of grant
that can be paid, both through the need to secure Parliamentary
approval for any increase in the initial limit and through Supply
Estimates. It would be foolish to force ourselves into further
primary legislation, perhaps at an inconvenient time, simply
because of a temporary downturn in the fortunes of British Coal.

However, in the interests of reaching agreement, I am willing to
accept your proposal of an upper limit on deficit grant of £200m,
provided that it is understood between us that if it were not
possible to cover the full amount of a deficit and there were a
consequential increase in British Coal's negative reserves, that
would not of itself prevent the continuation of funded lending to
the Board.

Social grant

Your proposal on the upper limit here presents me with greater
difficulty. The figure of £750m which I proposed is simply a
proportional extension for 5 years of £300m for two and can readily
be presented as such. To use a figure of £600m would imply that we
had forecasts of social costs and grants for the whole 5-year
period, which we have not, and raise questions which we could not
easily answer about British Coal's future redundancy plans. It
would be likely to make debates on the Bill significantly more
difficult to handle.

I do not think that British Coal would draw the inferences you fear
from a figure of £750m. In the first place, it is likely that the
ending of RMPS from March 1987 will lead to a lower than normal
rundown of manpower in 1987-88: indeed, the public expenditure

CONFIDENTIAL
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figures which we have recently agreed assume as much. Pro-rating
support is therefore compatible with a lower rate of grant in later
years, offset by higher numbers. Secondly, the Board will give
much more weight to the rates of grant which we incorporate in our
financial plans for the next 3 years. I certainly intend the rates
to decline over that period. With that assurance, I hope you will
feel able to agree to an upper limit of £750m.

Pensions

I am grateful for your agreement to my proposals.

I am sending copies of this letter to the Prime Minister, Willie
Whitelaw, John Biffen, Norman Tebbit, David Young and John Wakeham,
and to Sir Robert Armstrong.

CONFIDENTIAL
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Tr(‘asury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Peter Walker MBE MP

Secretary of State for Energy ./\
Department of Energy (BO
Thames House South ri‘
Millbank

London

SW1P 4QJ

QKﬁ;ctober 1986

Lew Tt
COAL BILL

Thank you for your three letters of 30 September and 9 _-and
20 October. We need to take decisions on three main areas.

Deficit grant

I accept that it is logical to extend the reserve power
for deficit grant to cover 1988-89 as well as 1987-88 now that
the break even target has receded by a year. I am also content
with your proposed primary limit of £100 million since it is
close to BCC's forecast deficit for 1987-88.

But your proposed overall 1limit of £300 million seems too
high. I suggest £200 million, which still leaves a significant

margin of comfort for BCC, given their commercial operating
flexibility.

Social grant

I can accept the structure you propose. I am particularly
anxious that we establish a sound framework for the annual
negotiations about the coverage and rate of social grant.

However, I again have difficulty with the figures you propose.
We have agreed that an important element of the new financial
regime will be a framework establishing a declining rate of grant
over the medium term. It is important that the Bill similarly
signals our determination to lower progressively grant support
for the coal industry. I therefore believe that we should set
the 5 year limit at £600 million so as not to imply the same
level of grant in the later years as in the first two.

CONFIDENTIAL
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I recognise that this is a sensitive area. I will therefore
not press you to make the legislation more specific than you
feel you can defend. 1If lower contributions meant higher payments
to cover the net deficiency in the Mineworkers' Pension Scheme,
there would be a case for a correspondingly lower social grant.
But that would be something to be decided if difficulties arose
in practice.

Pensions

I am copying this letter to the Prime Minister,
Willie Whitelaw, John Biffen, Norman Tebbit, David Young,
John Wakeham and to Sir Robert Armstrong.

~) ._l\”
J

,5/w

JOHN MacGREGOR
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PRIME MINISTER 24 October 1986

WAGE BARGAINING FOR MINEWORKERS

Bob Haslam makes the case for local wage bargaining on

the "50% +1" basis mainly on grounds of greater operational
: o

efficiency and the avoidance of industrial relations problems.

On these grounds, his case is sound enough.

—————

However, we must not lightly dismiss the expressed
preference of the UDM for national membership bargaining in

order to protect their position in minority areas. In this
-Seii PORLLA

case, the issues are bigger than efficiency and harmonious

industrial relations. On the UDM rests the security of

<

electricity supplies, and the hope that British coal and an

enlightened union will transform the prospects for the UK coal

industry - leading ultimately to privatisation.

I

There may be a good way of reconciling Bob Haslam's
strong preference for "50%+1" local wage bargaining with the
UDM's desire for a competitive edge over the NUM. The trick

—

is to bargain locally with the UDM whilst acceding to the

NUM's desire for national bargaining. To illustrate this,

consider two scenarios:

Scenario 1 (Under national membership wage bargaining,

assuming the legal difficulties are not insuperable.)

p—— s
-

CONEIDENTIAL
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British Coal retains the old monolithic form of national
wage bargaining which has been a bar to enterprigg,
initiative and efficiency since the coal industry was
ngg;g;giised.

—

Even so, an enlightened and more flexible UDM is able to
secure some relative advantages for its members, but the
scope is limited and not sufficient to win appreciable
new support from disenchanted NUM members.

‘AMR

Disturbingly, NUM hardliners, still in the UDM's

heartlands are given the pretext to stir up trouble and

exploit NACODS sensitivities.

On balance, the cause of the UDM is retarded rather than

advanced. Our hedge against the disruption of electricity

supplies is, if anything, less secure. British Coal is no

nearer the conditions favourable to privatisation.

VS

Scenario 2 (Under "50% +1" local wage bargaining.)

Negotiating at local level with a progressive and
enlightened UDM, British Coal is able to make the big

breakthrough to a new and more productive relationship
i a2

between labour and capital. Work practices are modified
S——— ‘\,—

to derive maximum output from the capital equipment at a

given pit. The workforce benefits substantially through

Productivity-related pay tailored to the circumstances of

each pit.

——m——
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The NUM continues to press for national wage bargaining.

P

Although it means postponing productivity gains through
local productivity-related wage bargaining, British Coal

acquiesces.

The financial benefits to mineworkers from the UDM's

enlightened approach are starkly differentiated. This

induces a progressive shift of support to the UDM.

Ultimately, the NUM is forced to follow suit and adopt

local productivity-related wage bargaining. But the

initiative is maintained by launching a privatisation

programme with successful UDM pits, and well- rewarded

members in the vanguard. The elements of the

privatisation programme are individual collieries or
related groups of collieries. A key feature is the
opportunity for the mineworkers to have a strong

financial stake in the privatised companies.

Conclusion/Recommendation

UDM leaders are mistaken in believing that the best

interests of the UDM are served byinatlonal membershlp pay

S e
bargaining. Bob Haslam and his team need to convince them of

e i

the considerable opportunities offered by local wage

bargaining on the "50% +1" basis.

L 1 S el —va - —

Cc\afél u_/;-u ! -i".
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Thereafter, the tactic is to confine to UDM pits the
local wage bargaining aimed at delivering r;;;;g;;;—
productivity-related packages. For the time being, British
Coal must forego the benefits of local wage bargaining at NUM-
controlled pits and acquiesce to the NUM's demands to continue

with national wage bargaining. Thereby British Coal will

expose to the maximum, the benefits of the UDM's enlightened

abproach.

/F\\’\/N\S :

JOHN WYBREW

CINENTIA!
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PRIME MINISTER

[n advance of our meeting on 4 November you will wish to see the

enclosed copy of a letter from Sir Robert Haslam setting out the basis

S
of British Coal's thinking on their "50% + 1" approach to collective

bargaining for mineworkers. An opinion on legal grounds by leading
counsel backing the Board's approach is attached to Sir Robert's letter.
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Dee: Pelir,

You asked me to let you have a note about the thinking behind the
"50% + 1" approach which we have said we propose to take on wage
bargaining for mineworkers. We believe there are overwhelfing
practical reasons for the "50Z + 1" policy. —
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Looking ahead to the forthcoming wage round and beyond, two
courses of action have been considered:

To negotiate wages on the basis of groups of collieries with
the Union representing the majority of mineworkers at the
colliery in question (ie the so-called "507 + 1" basis) -
Course 1.

To deal with each Union for all its mineworker members
wherever they might be employed (ie the membership basis) -
Course 2. T R T el

1 have to say at the outset that we know of no major industry in
which two Unions negotiate separately for the terms and conditions of
members of—the—same group of employee operating in a single location.
In every case of which we are aware there is a joint forum for
discussion of such matters and agreements are then applied to all
employees at a particular workplace regardless of the union to which
they belong. Joint action is ruled out in our case because we have to
deal with one TUC affiliated Union and one non-affiliated Union.

We have concluded that only Course 1 is compatible with our
overall strategy for achieving viability. Although both the NUM and
the UDM are pressing us to adopt it, we regard Course 2 as being
completely impractical. The main thrusts of our strategy are:-

(1) to introduce greater emphasis on locally based
incentives: and

(2) to reduce unit labour costs through more flexible working
practices and more intensive working.

The following factors need to be taken into account:-




1. WORKING PRACTICES

We aim to reduce labour costs through improved working practices.
This will mean changing the organisation of working time - longer
shifts, weekend working etc. Because of the underground environment,
these parameters can only be organised effectively on a colliery by
colliery basis. A decision to permit each union to negotiate on
behalf of all its members will make any worthwhile change impossible
to achieve; each union will expect to negotiate separately (sifice they
will not sit down together) on the same issue, and will seek to secure
more favourable terms than the other. We need to obtain a "common"
settlement on issues of this kind which can then be applied throughout
the whole pit.

2. INCENTIVES

Our current strategy is that increases in wages should closely
reflect increases in productivity, and the céntribution of mineworkers
to productivity cannot be measured individually, but can only be seen
sl Sl -
as part of that of a team or group. Hence scales for incentive
schemes must be collective and generally the colliery unit is the best
base, although sometimes a smaller grouping (eg a coal face) may be
adopted. Thus in modern mining conditions incentives cannot sensibly
be paid at different rates within the same colliery or coal face
according to Union membership. This is one of the cardinal reasons
why we intend to pursue Course 1.

3. DECENTRALISATION

A further part of our strategy is to shift the focus of wage
bargaining away from the national level by increasing the importance
of locally based incentive type deals. To adopt the principle of
paying on the basis of Union membership would fatally weaken "ability

to pay" arguments for regional variations in earnings.
e ———

4. DESTABILISATION

(a) At Collieries

If the wages of the mineworkers at each colliery were
negotiated separately depending on which Union they belonged to
at any givern"time we would expect increased disruption from
industrial action. If, for example, the members of one Union
received an increase on terms which the other would not accept,
experience indicates that the NUM, in particular, would seek to
use industrial action to achieve, at least, parity with the UDM.
This sort of competition could develop into not merely industrial
action but strife within the local mining communities with all
the emotion that can generate. Disruption of this kind is likely
to occur first in the Notts and South Derbyshire coalfields,
where there is a substantial and, in part, embittered NUM
minority. It is vital for our overall strategy that these
foalfields remain 'peaceful' and economically sound.

(b) Effect on Groups other than Mineworkers

I1f we were to accede to bargaining arrangements of the type
now sought by the Unions (ie the Course 2 basis) we would be
faced by claims by the UDM for negotiating rights on a membership

e ———




basis for their non-mineworker members including in particular
weekly paid industrial staff and clerks who in many cases have
better terms and conditions than mineworkers. At present these
staff are negotiated for separately from mineworkers on a class
basis as opposed to a union membership basis. It is in the
Board's interest that the present position be retained because:-

(i) These classes of workers, who have considerable industrial
muscle, are dealt with separately from mineworkers thereby
reducing the potential for industrial disruption and
pressure that would result if the negotiations were carried
out at one time. If the Union's claim were accepted the UDM
dnd the NUM would both seek to negotiate simultaneously on
behalf of their members whether a mineworker or
otherwise; and

The joint bargaining arrangements for clerical workers at
present are conducted by APEX, which is mili;ggt, and COSA
which is generally moderate. This inhibits APEX's ability
to override thé position of COSA and this leads to the
achievement of reasonable settlements without industrial
disruption. This moderating influence can only exist within
a joint negotiating machinery for this class of workers.

(c) NACODS

We have already been accused by the leadership of NACODS of
unreasonably favouring the UDM, a belief which has been starkly
reinforced by my predecessor's book. I am quite certain that
NACODS members would be instructed by their Union to refuse to
supervise teams in which there were different rates of pay based
on membership of the UDM or NUM particufarly if they felt this
was a device to favour the UDM further. Even if this instruction
were only obeyed to a limited degree the consequent disruption
would be difficult to contain.

5. RECOGNITION OF THE NUM IN NOTTS AND SOUTH DERBYSHIRE

The NUM are also pressing equally hard for us to adopt pay
bargaining on a Union membership basis mainly because they are
desperately anxious to obtain recognition for collective bargaining
purposes in the Notts and South Derbyshire Areas. We intend to resist
this, even If it means our being unable to conclude an agreed
Conciliation Scheme with the NUM and, perhaps, a long deferment of any
negotiations on the next pay round with them. In addition to all the
practical reasons set out above, we believe that increasing the role
and the power of the NUM in these Areas would tend to force the UDM to
adopt '@ more militant attitude on such issues as closures.

6. THE UDM'S POSITION

Although they have recently agreed a Conciliation Scheme based on
the majority union bargaining position, the UDM say they wish us
ultimately to adopt Course 2. They are particularly concerned about
their membership in the North East. They also believe that, if they
can negotiate better terms for their members than can the NUM, more
individuals will join their Union. Past experience - in the months up
to September when minority UDM members had higher rates of pay than
the NUM members at some 9 locations - is that this had no material




stimulus in increasing their membership at the locations concerned.
The best contribution the UDM could make to the Industry is to be seen
to be a positive and progressive force. On our proposals the UDM
would be able to make that sort of contribution by working
successfully at those collieries where they have a majority. Also we
anticipate that the incentives we are planning to introduce will
facilitate this process.

SUMMARY

We have concluded that to embark on a policy of dual rates of pay
so that a worker's remuneration would depend on his Ufiion membership,
rather than his contribution to the success of his colliery, face team
or other work group to which he belongs, would make it impossible for
us to achieve our goal of financial viability. The way ahead is for
the Unions to be 1dentified withthe—task of making a success of each
colliery where they hold a majority. A progressive trade union such
as we perceive the UDM could become, should see its own future as best
served by following this objective. The alternative of union membership
bargaining runs counter to our policy of incentives and flexibility,
would strengthen rather than dissipate union strength at the national
level and would tend to increase disruptive industrial action, even in
otherwise peaceful coalfields.

This is a concept in which there are considerable legal as well
as the foregoing operational problems. Indeed some of the actions we
have already taken have exposed us to legal actions and we are involved
already in extensive litigation. We have recently, publicly, stated
that the "50%7 + 1" principle is our future policy, and if we were to
change now we cannot rule out the_possibility that the reasons for the
change may become the subject of further scrutiny in future legal
procgedings. 1 attach a brief summary by Leading Counsel of where we
stand on the legal issues, which you may find helpful.
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RE: s 23 PROCEEDINGS

OPINION

1 e The National Coal Board (The Board) is consulting

and endeavouring to consult with the UDM and NUM, repec-

r
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tively, as to the establishment of new conciliation

machinery, pursuant to its statutory dufy under Section
46(1) of The Coal Industry Nationalisation Act, 1946.
Two courses have been considered:

Each union bargains for all employees at those
bargaining units in which it has more than 50% membership

(Course 1) ot |

Each union bargains for its members wherever
they may be

(Course 2)

I have been asked to advise on the impact of Section

23 of The Employment Protection (Consolidation) Act

¥

1978, as amended, (the Act) on each of the two courses.

BACKGROUND

2w Section 23 of the Act gives every employee the

right not to have action, short of dismissal, taken

—

against him as an individual by his employer for the

purpose of deterring him from being a member of an

independ;gt trade union. An Industrial Tribunal has
o7
decided that differential wage bargaining which results

in an employee who is a member of one union being paid
ot il
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more for doing the same work as a fellow employee who
belongs to a dif{gfﬁgﬁ union is capable of falling
within the ambit of the Section. The Employment Appeal
J— —_—

Tribunal (EAT) has held that the words "an independant
trade union" mean, in effect, "any trade union" and
that the Section does not apply where the employer
favours one recognised union over another, but only

B ————

where the employer seeks to discourage trade union
membership generally. The matter goes before the Court
of Appeal in early November and I have advised that

on this point the Board is more likely to lose than

——————

——
to succeed.

S The Industrial Tribunal also decided that the
Board's failure to pay the same wages to an NUM member
was capable of being, and on the facts was, action

taken against him as an individual. The Board successfully

contended in EAT that action which affected an individual's
pay as a result of bargaining between the Board and
Union did not fall within the Section, because it was
not action directed against the employee as an individual.

On this second issue I consider that there is a slightly

better than evens prospect of success in the Court

of Appeal. The outcome of the appeal must be regarded

as uncertain.
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4. The third issue upon which the Board failed
in the Industrial Tribunal and EAT, and upon which
the Board have been advised they are likely to fail

in the Court of Appeal, was whether on the facts proved

the Board had the requisite unlawful purpose.

D If the EAT's decision on the first or second
issues were to stand then there is no practical risk
of liability under Section 23 were the Board to pay
differential wage rates to their employees based upon
union membership. If the Court of Appeal were to reverse
the EAT's decision on both these issues then the Board
would be exposed to Section 23 proceedings in the future
whenever differential wages were paid. The outcome
of those proceedings would depend upon the Board's
ability to demonstrate that its purpose was not to
deter employees from being members of the NUM. The
NUM have already threatened proceedings in respect
of the Board's decision to back pay members of the
two unions on a discriminatory basis and it must be
open to doubt whether the Board will be able to show
that it did not have as its purpose the fostering of
membership of the UDM. A Tribunal is bound to be influenced
by the fact that in the proceedings which are the subject
of the appeal the Board's evidence as to its purpose

was expressly rejected. The dilemma for the Board
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is that a policy of favouring the UDM against the NUM
could be thought to be sensible and in the best interests

of the industry, yet it may be an unlawful policy to

pursue.

OPINION

6. Against this background I consider each of the
two courses; and I do so on the assumption that the
Board loses on both the pricipal issues in the higher
Courts, thus leaving the way open to an employee to
complain that he has been unlawfully discriminated
against as a result of differential collective bargaining.
The Board should also bear in mind that proceedings
brought in respect of differential wage settlements
in the forthcoming wage round may be taking place against
the background of Industrial Tribunals having once,
if not twice, rejected the Board's evidence as to purpose.
However, every case will have to be judged on its own
facts and whether a Tribunal concludes in any case
that the Board has discharged the burden of providing

a benign purpose will depend upon the evidence which

can be given.

i It is more likely that proceedings will be commenced

if Course 2, rather than Course 1 is taken. This is

because an employée who is paid less than the man working

F——’/—
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alongside him will be more likely to feel a sense of
grievance than if he is paid less than a man doing
a similar job at another pit. Further, a Tribunal
will be more likely to examine the Board's motives
critically with Course 2. This is evidenced by the
Industrial Tribunal's approach in the current proceedings.
They did not regard payment to employees on a union
membership basis as fair or even-handed. Moreover,
bargaining by membership is highly unusual if not unique.

One of the difficulties about negotiating by membership

is that an employee merely has to change his union

to get the better pay. It is precisely because this

likely to happen that it becomes easier for a Tribunal

infer that that was the Board's intention or purpose.

8. If the Board adopts Course 1, in general terms
its position in Section 23 proceedings will be easier
to defend because the better rates would be paid to

-
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