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STRATEGY FOR THE COAL INDUSTRY

Memorandum by the Secretary of State for Energy and
the Chief Secretary to the Treasury

In discussion of E(79)45* we were asked to clarify the financial
strategy outlined in that paper and to indicate alternative options.

At Annex A is a note by the Secretary of State for Energy
recommending the strategy and at Annex B a note by the Chief Secretary
recommending an alternative strategy. Supporting information is
included in the Appendices:

Financial effects of strategy proposed in E(79)45

Appendix 1 -
(excluding enhanced redundancy and transfer terms).
Table 1 - Effect on NCB profit and loss account.
Table 2 - Effect on public expenditure.

ompared with
ions underlying the strategy ¢
s~ Investment Review.

4pendix 2

NCB forecasts in Financing and
Sensitivity of the assumptions.

-1 -
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Appendix 4 -
Appendix 5 -
We invite the
to

a)
i)

ii)

144

b)

to agree that proposals for a Coal Bill for introdu¢
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. 3 srogzramme and effect
NCB capital expenditure pros e

further cuts.

NCB capital structure

Number of miners affected by closures.

Committee:

choose between alternative recommendations as follows:

Financial strategy: either the Secretary of State's
recommendation that it is not practicable at this
stage to impose on the Board a strategy more demanding
than that in E(79)45 be endorsed or the Chief
Secretary's recommendation in favour of a tighter
financial discipline which minimises demands on

public expenditure, as set out in para 4 of Annex B.

Investment: either the Secretary of State's
recommendation that the investment programme to
1981/83 be endorsed in the usual way or the Chief
Secretary's recommendation that this should be delayed
until the Board have accepted the alternative strategy
or, if earlier approval has to be given, it should be
subject to the warning that the Board should not
necessarily expect the balance of the planned programné
to be approved in later years.

Capital Structure: either the Secretary of State's
recommendation that powers be taken in the Coal Bill
to issue PDC, their use to be conditional on Progress
towards viability or the Chief Secretary's
recommendation that the Bill should not make Provisi®’
for such powers.

tion

i in 1979/80 should now be prepared.

Department of Energy/Treasury

i e 1;2ﬂe‘beber 1979

(D.A.R.H.)
B
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be against the long-term

CONFIDENTIAL ‘

ANNEX A

NOTE BY THE SECRETARY OF STATE FOR ENERGY

In my previous paper, E
gor1;gi/§atlonal Coal Boa;'d EI?I(QJI)BL;S;eIuIiJ?WSEd e
y > 5 on their present capital gt S e
should be a matter for them. It is n o s
decisions about specific measures, sugﬁ Zgrﬂghe
ex

ancial Strategy
reach breakeven
How to achieve this
Government to take
ate of closures.

£n 1979 Survey prices

1980/81 1981/82 1982/83 1983/84
External finance 628 597 581 434
Change from earlier
proposals (savings
negative) +5430 - N - 9 - 188

The increase in 198(_)/81 results mainly from the assumption that
%;ocuctlvrty will rise at only 2% a year. The Board earlier forecast
Y

3 For 1980/81, the Chief Secretary recommends the figure of
£598m which was accepted by the Cabinet in July but which rested
on the NCB's earlier forecast of a productivity increase of 3% a
year which I had already, in E(EA)(79)22, made clear was unrealistic.
He has also now proposed further savings in external finance of
£30m, £50m and £60m in 1981/82, 1982/83 and 1983/84. Such savings
cannot be made out of current expenditure. The Committee at its
last meeting recognised the political dangers of pressing for more
closures, as described in E(79)45. But in any case more closures
would increase the call on Exchequer financing up to 1983/84
because of offsetting redundancy and other costs. ‘We cannot look
to higher prices to produce more than is proposed in the st;’ﬂegyr T
since that already assumes that if they are possible they :’l pro
an extra contribution to self-financing. Nor can wegoun e:: ik
lower Umit costs through productivity rising at ?,Xert- _: yis s
reduction below 3% of the assumed increase in productivi Yy

& recognition of reality.

: : i re be achieved only
4 A further redud’t of g flnalgce gma:llﬁ:Tefﬁearly half of this
by cuts in the Board's investii gg'n . existing capacity. Most
i o medutal S ts to create new and more efficient
of the rest is in major PTOJRRE. ) " tnerefore be totally
f8pacity. To cut Whe gk developing & more efficient, less
inconsisient with our policy of deVe 0P '@ o oeiculty of catching
labour intensive industry.

i increase our dependence,
Up later on deferred project o towards the end

Because of
5 it would

3 ner
alreagy 1likely to be heavy, 0% 1mp0rt§ :ﬁ o £y recting the
4 - t1y both in themselv ts would
of the century = costly therefore that such cuW

I am sure the nation.

Necessary infrastructule. G . o¢q of the industy
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i i i of the Board's progress

nust have effective monitoring - : :

2 warg: rJiability. In particular, we must monitor gnlt costs ang

: are them with the forecasts underlying the strategy. I heve
(a:.g.nrx‘lgady asked the Board to submit mor}thlzf repor‘;i é‘:; ;relg;l}llar

iny i artment of Energy Ministers. - is way

@Sgﬂggihg#?iﬂgce for capital investment 1s not used to finance

excessive wage settlements.

! fecid d ' tructure. There is

1 cide the Board's capital s : :
2 strvgggngg.;et?_ncgrinciple for Public Dlwlndenii czp}cfcal (cht): ;lnce
i > in new mining capacity has a long lea ime. ut PDC
;ﬁ\s’:sgg‘ingelused as a soft option. I propose that we should take
powers in the forthcoming Coal Bill _to issue PDC, but that the
Board should not actually get it until they have made progress

towards viability.

d have proposed improvements 1in redundancy term; to
;a.ke ggsﬁ?‘: more agcegtable to the miners. I think there is g
good case in principle for such improvements, although we must
also have regard to their repercusions. I am examining the Board's
ideas with my colleagues mainly concerned, and will bring forwa:pd
proposals as necessary. The maximum additions to public expenditure
are shown in Appendix 1, Table 2. .
assumption in paragraph 4 of Annex B, the cost of any improvements
eventually agreed should be added to the external finance figures
which the Committee now approves if we are to avoid undesirable cuts
in the investment programme.

8 I ask the Committee to:
a) endorse the financial strategy proposed in E(79)45;

b) approve the NCB's investment programme in the usual way
(in fx)xll for 1980/81, 85% and 70% for the following
years);

c) agree that powers should be taken in the Coal Bill to
issue PDC, their use to be conditional on progress
towards viability;

a) note that I am examining the Board's ideas for .
improvements in redundancy terms with colleagues mainly
concerned and will bring forward proposals as necessary-.
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Contrary to the Chief Secretary's

B
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"ANNEX Bw

NOTE

BY THE CHIEF sp

SECRETARY T0 m
Objectives

< HE TREASURY
I accept that the

set: ‘our‘ L:_As‘.-: 18 to set thep
ment in_rnem performance.
of public e€xpenditure bla
State's p posals, with their

NCB shoulg

de aware that the era
« The Secretary of

ment Programme and asceart. _éndorsement of z

S ‘sig;-a? ‘:Tf 1_‘,?C_Ceptfnce of their financial st t:e NCB's invest-
prac ek e wed Clifacul o decigions have t Tategy, do not give
future they should pe take 4 0 be taken on

t the industry's
in our Administration. Ity
s' time.

0 now, early op

will be no easier to take them in tyo year

Costs and I‘r:aum,ivitz

2,_ The x_nain reasons for the i i i
ability in their Strategy a mp;ovement.m s

(despite the reported understandine wit i
;g;;gisgit;éingg ‘tc‘}ne national Lnflgtionhrzg:Zs():Eg%ozﬁ Essgdgztc:nd
1igh O ‘¢ end of the period; and i 1
have no effect on public expenditure);’ partI;Cg?ggztngycxgsg:sghmh
tion of'a lower rate of increase in productivity, implying a rise pin
peal ‘unit lapour costs of 1 per cent a year. There is no guarantee
"cha‘_c thg projected prices, sales and output can be achieved and no
1nd1gat19n that the Board is tackling the root cause of their un-
profitability - low productivity and uneconomic pitsi

5. There must in fact be serious doubts whether the NCB's strategy
will produce the results forecast. The Board have consistently fallen
short of their output targets. The reduced productivity assumption
fran 3 per cent to 2 per cent still requires a substantial improvement
compared with recent years (no average increase since 1974 despite
substantial capital investment in existing pits). And the NCB's
strategy assumes a real increase in miners' pay of only 3 per cent
Pér annum.

Public Expenditure

4. So as to give the Board the tightest finmancial discipline and to
fllinimisfel tgeig demands on public expenditure, I recommend',that the
Board's external finance requirement for 1980-81 and any Aincrie'aseghat
expenditure on redundancy payments which may be agreed lgtgr tg:

year should be met from within the figure of 55981111) g%ﬁgeSecZetary g
Cabinet in July (ie no increase of £30m propos ed }' ek oo
State). For the later years I recommgnd the ;mm oenditure e
€xternal finance requirement and any increase lengld e
redundancy payments which may be agreed later s

Within: '
£m 1979 Survey prices s
1981-82  1982-83 1983-84
480 375

570

This would imply reductions compared wit
Proposals of some:

h the Secretary of State's

30 2 =
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al match those proposed in ¢

CONFIDENTIAL

- | reductions would in total § (79) 4

Ehouzgeziartine N endine dgher.  The S08vd shoulg deCidesgé PINANCIAL Epppgpg APPENDIX 1

far these savings should be achieved by ggs ticul n:? T DY reduceg (Mg enhane oY STRATEGY pp

investment. The former would be preferable, pa? ltil i b it Tedundancy OPOSED 1 E(79)45

not accept that unit labour costs should rlseb urther. But, if they and trangfep terms)

ST ot obtainable; the Board should choose between reductions iy PABLE 1

the investment which supports current production énd the deferment of £a (1979 syr .
new long term capacity. There may be risks in reducing investmept £f vey prices)

y of surpluses of coal in the mid-1980s.

i ssibilit -
b b S e K y might mean a few million t

L ;
and whilst deferment of new capacit dub e

fect on NCB Profit
and Loss Ac
count

: j itch in the ing i 1979/8
less coal in the early 1990s, the projected switc ndustrig) 1979/80 1980
market from oil to coal is most uncertain in these years. Imports Operating Profit/ 1290/81 19818, 1982/83 1
could in any case be increased to make up for any home deflClency. (Loss) (65) 983/84
! (28)
| (‘])
Investment ; Interest (166) (180) 69 134
6. We should delay approval to the investment programme until the  Social Grants (195) (208) (218)
Board has agreed this strategy. If earlier approval has to be glven, 58 58 60
it should be given on the explicit understanding that the Board shoulg 1 60 60
not necessarily expect the balance of the planned programme to be (173) (150) (136)
approved in later years. : (80) @y
; ; perating grants 55 breakeven
Financial Structure - 20 18 11 thereafter
i eglonal grants 1)
7. On present showing there is no prospect that the NCB will ever be 136 130 118 6 g Zero there—
able to meet the criterion thst FDC should be issued only to fully et Profit 3 24 after .
viable industries expected to be capable over a period of paying it/(Loss) 18 U
dividend equal to interest psyable on National Loans Fund advances. 2 = &
PDC would be a soft option and a cosmetic change concealing their
true losses, already largely hidden by a combination of market mversion of 35% to 50%
protection, Government subsidies and historic cost accounts. ,9?1' on proof of progr;sgftgv(:::-dto Public Dividend Capital in earl
i tllowing b ; : S viability, woul - ¥
Enhanced Redundancy Benefits E-Pepelit U0 pEERE and loss accoun?*,';, A result in the
8. The NCB's proposals for enhanced redundancy benefits would be 1981/82 1982/83
2 5 1
repercussive, expensive and would not produce closures above the @ available for dividend -2_11_ -ﬁgéégi

level assumed by the Board in their last Medium Term Development Plan.im

I welcome the Secretsry of State's proposal not to press for them foT ise

Trves
the present.

Conclusions

?.

I recommend

a)

publgndorsement of a financial strategy based on the

1c expenditure figures in paragraph 4 above;

b) delaying investment a

above; PPreval as in paragraph 6

¢) no provision in the Coal Bill for PDC.

2.

CONEIDENTIAL

ents ang allocation to

65-90 70-95 70-105
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TABLE 2

NCB External Finance Requirements

1980/81

1 PFinancial strategy
7 proposed in E(79)45 628

2 (Reduction)/Increase
compared with NCB
forecasts for
Financing and Invest-
ment Review 30

3 Level of finance
implied by 'option
cuts' in C(79)37 598

4 Increase compared
with C(79)37 30

(line 1 minus line 3)

If the NCB's revised proposals
for enhanced redundancy
and transfer terms were to be
1 agreed the additions
to public expenditure would be 21

N IEE -

)

APPENDIX 1 (contlnued)

" t a : 1
gtput assumption (p tonnes)

IR
roposed Strategy

£m (1979 Survey prices)

1982/83 ek change (m tonnes)

R
oposed Strategy

1981/82 1983/84

5917 531 434

ices

iR
oposed Strategy

(11) (91) (188)

R

wposed Strate

513 482 427 54
zes

84 49 7
R

tposed Strategy

N p ASS M
(COMPARED WITH nop FORE?:E;,_%%@NS OF PRy
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APPENDIX 2

POSED STRy
FOR FINANCING AND %‘I?gYESTMH‘IT

1979/80  1980/81

REVIBW (PIR))

198
L]& 1982!83 1983 /84

122 o

120 124

(2) (2) (1) 3 :
0.6 3

(4) (1) ' 1 2

Average 1.2% real
° real pa # g

3% increase pa
increase pa

4 increase in earnings of 3#pa

to be paid for by improvements in ivi

1 i productivit
to be paid fqr by improvements in productivitg
and real price increases as above.

it Labour Costs (derived from wages and productivity assumptions above)

R

21 21 21 osed Strategy

Constant in real terms
1% real increase pa

SENSITIVITY OF ASSUMPTIONS
(EFFECT ON EXTERNAL FINANCING REQUIREMENTS IN EACH YEAR)

out
lees

tes

Huet s vs gy

kaVerage for the period,

which would, as necessary, t

f£25m for each 1m tonnes by which output
fell short or exceeded target

1% on power station coal produces about
£20m in a full year

1% on wages bill adds about £18m

Each 1% by which productivity falls below the
rate of increases assumed costs about £20-£25m.

ake precedence
h NCB to take 75m

it 5
* the condition attached to CEGB's agreement w that prices increase

Wes of coal p.a. over &5
%0 more than inflation.

CONFIDENTIA L i

year period,

provided
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APPENTIY 3
TAL D@ENDITURE PROGRANMM

E

(&m 1979 Survey Prices)

1980/8
New Mines ‘*& M 1982/83

(of which Selby)

Expenditure in Support of prodye+ts 203 152 1

,Af?gin}:?a?d minor proJects? et 260 o

uz;t:niné;fxploranon’ Opencast, Non- 260 263

Leasing ;2 44 48
25 28

Less agreed cut 6;% 6(2)0 608
5 25

TOTAL

of which: 587 575 583

B approved July 1978 481 375

C  approval sought September 1979 106 112 :1-08

B and C as percentage of A 100% 85% 704

Effect of cuts
——————————————

Like any extractlve industry, the coal industry needs a substantial level
of capital investment simply to maintain a given level of production.
Nearly half of planned expenditure is for this purpose. In addition, the
capital programme aims to redress the run-down of major investment *
during the 1960's. The average age of existing pits is 80 years; and
modernisation is needed to improve efficiency. The programme is aimed
also at additional capacity for highly-productive, low-cost output.

The NCB have already accepted cuts in their capital programme of £25m

a year. The Chief Secretary's proposed cuts of £200m in NCB external
finance over the three years 19§0/§1 to 1982/83 would have a significant
impact on one or more of the following sections of the programme.

Expenditure in support of present production

More than half of this is on plant (roof.supports,.coa% c:tztlzgﬁ 2:13.;11:2:131,
conveyors etc) and the rest on minor pro;jecAtS'cOStlnEAnessignificwt

to facilitate production and to improve efflclency;s g rZsult of LaTh: shor
reduction would increase costs of production, eg.

i irs.
incidence of breakdown and more expenditure on repair

'Other' capital expenditure comprises: -

] £10m a year, includes
i i e, rumning at gbout ;s _inc
%&cﬁﬂiﬁo—n' pre g:gaﬂ‘l c’:oal at existing long-life t;ioﬁlg?sz anc
S Dt neg of areas for new mines. It 1s essen

the identificatio 1 to increase economic production. Only

» ; tentia t of a less
wish to retain the po i now and at the cos ) S
Small S bergls)z;tggdand a less informed basis on which to

complete knowledge of
plan new developments. ocis g das o
W—-BEA : bout £20m & year 1S Pl Zzilding (not expansion)
e .d'ir;uactivities, chieflytm re

: s.
of cikizgs;n; nanufactured fuel plan

1

51
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APPENDIX 3 CONTINygp

i lanned to be spent in
pencast. About £9m a year 1s P N :
gugport of the very profitable opencast production

programme.

Selby

Over £80m a year is planned to Dbe spenthon deveiggmigt1g§6thii 10m
. : 1 v . £
ear mine, construction of which comme .
ggggiiityexpendit&re would be wasteful and would increase total

costs.

Major projects at existing pits

ojects each estimated to cost more thap £1m and aimed
ggeiiciggsgg gfficiency, improved prgceeds, exten31on.of the lives
of profitable pits that would otherwise reach exhaustion and
projects to increase the output potentla} of profltab}e plFS.
Deferment of unapproved projects wou}d yield some savings in 1981/82
and 1982/83, but at the cost of slowing doyn the pace of modern-
isation and at the risk of production falling short of'demand in
the 1990s against the main scenarios of the Department's energy
projections.

Unapproved new mines

The programme provides for a start on 10m tonnes new mine capacity.
Deferment would carry a substantial risk of output falling short
of demand in the 1990's as general industry seeks to reduce
dependence on increasingly expensive oil. But a start on each new
mine is, in any event, dependent on Government endorsement and the
Secretary of State for Energy will consult colleagues in due course
as appropriate.

Conclusion

A significant cut in the investment programme, which is aimed at
lower cost, more productive and less labour-intensive capacity,
would be contrary to our policy of making the industry economic
and competitive; and reducing long-term capacity would increase
our dependence on imports of energy towards the end of the century:

a dependence which is in any case likelt to be heavy. New mines will
still come forward for individual approval.

Investment should be geared to our central es
requirements, with resort, if surpluses shoul
meantime, to a mors adeguate level of stockin
higher level of closures (whnich would be more
conditions of surplus)
output,

timates of long-term

d develop in the

g, to securing a
easily attainable in

and, if necessary, to reducing opencast

2
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Complete), there would be no addition
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APPENDIX 4

NCB CAPITT, STRUCTURE
Public Divideng Capital

1 Policy should be tha

DTOSTESS t issue of p

owards viability, FDC would be dependent on satisfactory

2 Legislation coulg id
- _+__T§__._____, provide that further
1itia P ; 4 tranc
initlal conversion of g ngtlon o debt, shoulg bge:uggeigcéoagggi thi'
s;“ion of a Statement by the Secretary of §$at1ve
owards viabiljty i o

about the Boardwes
progre and the prospects for payment

of dividends.

B The Financial T
break-even as though inte

4 Either, the Board could undertake (as the
alm to pay a dividend of not less than 5% in t
any PDC now issued

y have offered to do) to
he period to 1983/84 on

g orthe issge could be enelogous to a participating preference share
which would oblige the Board to pay a minimum fixed dividend and also
permit payment of a higher dividend if profits allowed.

Benefits of PDC

Alternatives to conversion of a portion of existing debt (para of
Annex A) could be to restrict the issue of PDC to new ma‘or.capital.
expenditure or to expenditure on new mines. The corresponding benefit
to the profit and loss account would be !roughly):

£m (1979 Survey prices)

-

1981/82 1982/83 1983/84
for major new exgzggiture e & 5
50
for new mines only 20 35

Alternative to Public Dividend Capital

; i uld be
An alternative to PDC would be voted loans on zﬁlcgoigzgizzzozoperiod 5
deferred for a specified period compa?asiie:z woﬁld be paid subsequently
Dajor projects. An enhanced rate of in If deferment of interest were

: t deferred. 1 ; ised (ie those
0 take account of the interest del est is now capitalised (i
fo apply to all projects on which TWESXPS, %7 or than 2 years to

SStimated to cost more than £5m 88d "3 BU £i% to profit and loss account

would be reduced by the following

t the Board's need for external finance

. @mounts:

1 84
1981/82 ..ﬁ%—-
40
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1980/81 50
30
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APPENDIX 5

T ANNUAT

+ ANNUAL C—OSU:’“

/ 5% a4 RATE 1

(T sheoe's ity ** RATE OF 14m TONNES
el alTected over

E

“e whole periog To 1983/84)

Le; made
fedundant or T
IrensTerred ¥
1,200 -
6,100 18
3, 300 5
2,800 Z
3,000 13
3,500 13
232
» 900 19,900(see 8%
note) 5
8,640 490 :
1,250 550 %
= 44
930 980 100
12,320 55
’ 1,000 o]
Total Western 23,190 3,020 13
NOTS:
U7 the total of 19,900, the NCB estimate that 9,300 could be
wansferred to other jobs in the industry:
Short distance .(._E__ml'm distance Loval
1e to Yorkshire
and Nidlands)
20 tonnes 6,900 2,400 94300

nt to indicate the regional

1S not i he NCB at prese =
t possible for shed & o could be transferred long

N

?;'S-Flaibu?iorA of the source of the men wh
“Stance, o

: J
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