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Note By the Secretary of State for Industry

_—

1 The Leg_lslative Programme includes provision for a
Bill to provide for a capital reconstruction of the British
Steel (;orpora"cion (BSQ). BSC's Corporate Plan makes it

: _ € proposed Bill provision for
liquidating BSC.

Background

2 As colleagues will know, BSC has incurred massive
financial losses in each year since 1975/76 as the table
below shows:

—

1975/76..+ 1976/77 sl WA/78 w4278/ 79 4973/80
£m £mn £m £m £mn

3,059 3,154 3,288 3,105
(443) (309) (545)

Turnover 25557,

Loss (255) (95)

g g ! "
2 The prospects for BSC remain pOOT. Little improvemen

: ected before 1982
10 the present depressed market Ciz E; ;ger "Prospects for

at the earliest, as I made clear s fore-
the Steel Ingust,:ry" (E(80)139). In N°v§m2xer§rB.§,gog; for the
casting a loss on ordinary activitiles 8 oration's revenue
financial year to 31 March 1987. -Theb O;E March 1981 but
deficit will be about £4,000 million %’ixed assets has to
this may be increased if the value of es on ordinary
€ written down further. Further lOSilosure costs can be
8Ctivities and further extraordinary r, and these will be
SXpected in the 1981/82 financial }’eahich I shall have
described in the BSC Corporate Flan ;
Teceived before we discuss this paper: tell the

d to
2 Because of BSC's continuing 1oss§§’n£ 1llinger be
Houge on 22 May this year that it woucapital subscribed
sicsible o reguire that all the newd by dividends after
thbce April 1978 would be remuuerigeez May 1980 cols i
*he capital reconstruction (Hansa 264

298-299),
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i i owers
Increase in borrowlng D

RO s exceed their present limit of g X o
Sﬁounsbghglééd of February 1981 and ﬁ}lerefOreSHewbllllon
s%atutory cover is necessary b;fg;l«? then. I ap fully
aware of the pressures on the Par iamer}tary timetable i
year and that some of my colleagﬁeu have had to postponhlS
desirable legislation. I haye t Srefore SOught . aVOig
proposing two Bills. T}}ere is a device by whi ch gl
be circumvented. This 1S to include in a single Byl e .
clause giving me an entirely ne:« DOWeT separate fpq
section 18 of the Iron and Steel Act 1975 (by whicy iy
presently finance BSC) to_advance'monles to the BSC, i
advantage of this course 1S that it would leave wna oo

i}

the existing borrowling limit (w}_uch applies only to the
sum of the Corporation's borrowings under section 16 apg
advances under section 18) and BSC could continue to yse
their existing short term borrowings facilities.

6 There are unfortunately two drawback; to any new forg
of financing the Corporation: The flI‘St.lS that it woulq
be necessary to distinguish it in an arbitrary manner frop
section 18 finance. It would therefore be quite clear
that we were introducing this new power as a device and
consequently we would have trouble in Parliament.

7 The second drawback is that any advances to BSC under
a new power, before legislation was enacted, would need to
be made from the Contingencies Fund. The problem here 18
the quantity of money required; if legislation were enacted
by end June, on present estimates £400m will be needed, o
rising to £600m to £300m by the end of November. Theiecent
a statutory limit on the Contingencies Fund of wo'gewill
of the previous year's supply, and the 1981/82 11“%.118
be about £1,250m. But if this device fails, two ;wiug
are inevitable, one short bill to increase the borzond
powers enacted by the end of February 1981, the ?38 ofect
and longer - but nevertheless urgent - Bill to &

to the Corporate Plan enacted by the end of June.

: ‘ ©
Capital reconstruction and future flnanﬂlﬂﬂ—

nd we need
8  We have now received BSC's Corporate Plandcame
time to consider it carefully. Until we have, n's long
cannot take a definitive view of the Corporatloovision o
term capital structure and thus what sort of pgums of deP
needed. We certainly need to write off,largrel + the ing
and other capital immediately to recognise tha its trad?
Corporation has already lost the money througt write ofthe
results. We shall also need to take poOwers XO :
capital in respect of future costs. (Ar.mexlve a
Sort of write offs required, which may invo
4.5 billion). the

. ancing %, s
3 Provision is also necessary for the flr'la y a8’
Corporation after the reconstruction, espeg; wholl¥
likely that future capital issues may Dot

2
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npunerated. We need gene

1 because the appropria
al structure will pot

en we shall be able to see th

l‘qchresor has succeeded. 5 Which Mr
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ral not Specifj
fic pow i
te 1s)l(;lape of the Cgrpgiztil.g Fhe
clear until aftep JurllyS

Removal of statutory duty to suppl

I told colleagues earlier
negotiations were in progress p
sector steelmal;ﬁrsbw1§h the aim

rations in e billet, bar 1
uolgie joint companies in ‘:Which %gg Tod area into one or
shareholder. I am continuing to
the possibili;g of privatising oth

erations. e existing staty : :
8? the Iron and Steel Ac% 1975 gg” duty in section 2(1)(a)
obstacle to disposal of steelmaki
But the present statutory
sit easily with my proposals for p
able to achieve them. I propose t
BSC's statutory duty.

Liquidation

No power currently exists in any statute to enable

the Government to wind up a statutory corporation. I
propose to provide for liquidation of BSC. BSC is intended
to be a commercial undertaking but it requires a great
deal of Government finance to sustain its business. It is
only right that the Government should take powers similar |
to those of a shareholder or a bank towards a priva@:e M§
sector company in which it had invested to protect its
money when things go badly wrong. The Government is
effectively liable to pay BSC's creditors and it now
seems essential that there must be a power for the Govern-
ment to say "stop". Unless we take such powers we stand 146
the risk of sustaining continuing massive public expen- 1 v
diture with consequent damage to our medium term financia

to be exercised in an arbitrary manner. |
fore Propose th:t the BSC ought to have a duty to recommend I47l
to the Secretary of State that t
10 circumstances where it conside
Prospect within a reasonable perio
ilancial duties to break even. I
38reed with the BSC that liquidati
have to inform Parliament Ygt
8 up com ced. The leglS ) details
e tiis oggrelctive will be complex; further |
Annex B. 4

\

It is essential that the GO .
tacGregor rully, and legislatioh & i g packing he 1

®d by the end of June 1981;1ce‘<'1’1inte ntion "progressively
¥ give effect to his annou

this monty
etween B3C (E§80)138). that

3 nority
Xplore with the Chairman
€T areas of BSC's

€S not constitute an
Ng assets on a moderate
fgrmulation does not
Tivatisation - if I am
herefore to modify the

Lok i t not
Any power to liquidate the Corporation gu%ﬁere— )

e Corporation be wound up g ir
1¢:rs t;gt there is no

d of meeting its 3

If the Secretary of State i

on was necessary he

en the procedure for <

jve provision to 7

149

rt i
t is seen to Suppo 50l
ve:n Sgguld therefore be |

} K]
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to liquidate the business" which would become gp eupty
threat.
I therefore invite my colleagues to agree to £

h .
le Bill to be enacted by the eng OfeJ;g:ro\

1% !
duction of a sing
1981 to provide for:

: : 's borrowing limit frop g
i an increase 1n BSQ S : N
o billion to £6.5 billion;

(ii) sevancapital reconstruction of BSC;

modification of BSC's duty to supply SO as to
permit privatisation and a reorganisation of the
boundary between the public and private sectors
of the steel industry; and

(isit)

the introduction of provisions to enable the
BSC to be liquidated.

Department of Industry
15 December 1980
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cAPITAL RECONSTRUCTION

i write off of accumulateq losses

accounts recor@ a ;oss of ordgi frs

current estimates the results fop the preséng/f‘ Day

e likely to show a loss frop ordinay %r}ar}c_lal

of £700m making a total loss frop ordinary'gcigv'lv'ltles

the six years to March 1981 of gope £2.35 billioltles -

Josses and the Government money used tq finance réh ddeas

cannot be recovered from future i by

that they should be written off,

be in a p051t19nltoqgggwlthe final
til June or July would propo i i

ggll a close estimate of tradingplogszz :gi}gé‘ozégeb;n e

adjusted during the Bill's passage through Parliament.

gure for 1980/81

(ii) Restructuring costs

Before the financial year ending March 1980 the Corporation
had met the cost of redundancy and works closure from a
general reserve under section 15 of the Iron and Steel Act
1975. This reserve ran out in 1979 and consequently BSC's
1979/80 Accounts showed restructuring costs of some £400m
of which some £390m was for costs identified for 1980/81
but not yet incurred which were added as an extraordinary
item to the revenue deficit. I would propose that this sum
should be written off. In addition it will be necessary to
take powers to write off restructuring costs for the year
1980/81 (estimated at £500m) and for 1981/82 (which BSC
estimate might be in the region of £300m). I would
therefore bropose to provide for a maximum of £800m to be
written off by means of an order subject to affirmative
resolution Possibly in two tranches when the sums for each
Jear become known.

(i11) Write off of capital to take account of write down
of asse¥s
—3assets

The Corporation came to the view in 1979 that ifs ngﬁigd
gapacity of 21.5 million tonnes should be guick :{trof this
02 nils on  tonnedkae liquid steel. As a resu

de0i§i°n it began an assessment of the amgug; g:p:gignten
1ts fixed asset values to take accoun TR i

Which would n to produce this .
® 2mount wr‘i’ﬁté’i gg:rgegas 53.1 billion which w:zcg‘rlxgs.;e
as an‘extraordinary item in the profit and iggzted i
Xed assets relifing reserve of £300m AT
78 was applied to the write down makﬂsmillion- 1
2 Charged to the revenue deficit 'i‘:'amn Royal

Propose that this sum should be Wrl

A1
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. We know that the Corporate Plan will
%zizgtOf production lower than 15 million tonnESS:ﬁéatea
further write off may be necessary. 'Indeeq, in Comme
upon the write down, the Corporation's auditors COulgmi%
confirm that the value of the remaining fixeqd assets Not
be recoverable out of future earnings and Considered‘muﬁ
a further write-down beyond the present level might bﬂmt
necessary. 1 would therefore also wish to take powere
write off assets not regulred to produce whateverp Y& S to

luded in the Corporate Plan but ngzlof
not

production is includ :

wish to exercise this power unless and until the tradi

results of the restructured corporation confirm thattgg
8

is necessary.

(iv) The total amount to be written off would therefore

be as follows:

(a) To be written off as soon as Bill receives Royal
Assent

£ million

Losses from ordinary operations to
March 1980 1,647

Losses from ordinary operations to

March 1981 (estimated) 700

Restructuring costs identified and
accounted to March 1980 398

Asset write down 841

£5,586

R

To be written off by order when amounts become knowd

£ millio

500 (est)

Restructuring costs to March 1981 \
300 (es¥

Restructuring costs to March 1982
X

To take account of further write down
—— X

£800 *

/

0
. ith BS
* These figures will have to be finally agreed ¥*
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LIQUIDATION OF BSC

Objective

1 The objective of the legi 3 3

enabllnglpowirs to the Secre%ai;agiogtls to provige

Corporagigg uo dliﬁose of its assets aigefto Tequire the

to be wou D. €re possible the ¢ OT the Corporatjiop

legislation would be to enable the actpqugences of the

Corporation to be terminateq on the an;XltleS of the

Act company, but there are considerable giffgg itgompanies
ulties,

Method

3 It would also b i i

A € 1lnappropriate for the Government t

cog;:éat:.to transform the Corporation into a Companies Agt

furthez Since the Corpora?lon would be insolvent without
lnjections of capital. It would not be proper to

form
again? company solely for the purposes of closing it down

4 Power K 3
: S to liquidate the BSC could however be taken
‘overing the following steps:

i »

- defining the circumstances in which liquidation is
triggered

(i1

: the replacement of the existing Corporation board by

Dembers charged with the duty to bring about the

gemlnation of the BSC's activities within a

efined period (perhaps 2 years

to dissolve the Corporation

(iij)
ty to the Secretary

:gdthe end of the period,
transfer its residual proper
of State,

Iry
erj e ;
5 L0 off the procedure for terminating the Corporation

Slnce the responsibility for managing the Corporation

B1
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lembers, it seems right that,

T with the T ;
i tor directors where a company

with private sec : b C beco
insolvent, the Corporation should be required tqg ¢oes

the Secretary of State if they believed that the 1nfory
Corporation would not‘be aple toﬁ.mee;, Within g reas
able period, agreec} flnancml obuectlvﬁ?s‘ (such ag a\)On\
return to profitabl}lty on trading activities aftep
allowing for depre01at10n).

Dy anal
J ogy

- 2 < hise B B M .
6 On receipt of such a repor orporaty
Secretary of State would then have the power to decgg
whether to liquidate the Corpov;atlon. He would p

decision, and the reasons for it, to Parliament,

it
e

°Port hig

7 To guard against the possibility of the Boa D,
éo act tgg legislation could also give the Secrelggr;aé}mg
State the power (to be exercised only with the consent op
the Treasury) to begin the liquidation of the Corporatigy
if he considers that there is no prospect of the BSC
becoming financially viable.

New Board and its Powers

8 This would be the main section of the legislation.
The liquidation board might well operate under a different
name (e.g Steel Disposal Board), and would need to exercise
most of the current powers of the Corporation, but be
relieved of many of the duties, the latter to be replaced
by a duty to sell as much as is practicable of the BSC's
activities, and to close down the remainder.

Finance for the Board after liquidation proceedings have
begun
9 The legislation would have to provide that the provisiol

of cgpital under section 18 would cease immediately the
termination proceedings commence because such capital 1o

longer has any chance of being remunerated. Therea.ftﬁr
grants would have to be made from a separate Vote 5%
Parliamentary authority being sought in the nomalewig.

The legislation will need to provide for an advanc
be made to the liquidator immediately on his appoll

Employees

10  On the commencement of the liquidation, oratl
aim to put the employees of the British Steel Corpm ees
nearly as possible into the same position as thehe1
of a private sector company which is wound uP e and
The existing legislation in this area is compleX
special provisions will probably be needed.

tment.

15
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