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COPY NO
@ CABINET
(:;;> WARSHIPBUILDING PRIVATISATION
@(OEHCILHR by the Secretary of State for Trade and Industry
NTRODUCTT o
tt
Stragzlr 15th Meetimg~the Ministerial Steering Committee on Economic
pri atgy SHb‘COmm Jon Economic Affairs (E(A)) agreed that the
E( t8ation of y ilding should be referred to Cabinet and that

aff

how“-‘:gs Warshipbuilding.
and p, Privatise the warsH
i & The procedure to be followed by the

Inisg % : :
S50 of Defence (MOD) in G g orders for two Type 22 frigates will

a8 crucial

PRIVATISATT Oy

W : :
BS, .. Dave a Manifesto commitment '€

Purchag Practice, this means concentr on warshipbuilding. Potential
e : :

have made clear that they
nationae-severﬂy deterred by any prospec

ofshaving to compete with
Areag ;S‘c‘-d warshipyards particularly an géed in politically sensitive
Privg i cl}mder Wagg agree. We must recoghise thergfor? thrfn:

r'shi baFlon of BS on an appreciable scale means privatisation of all the

Pbuilders which are not closed.

3,
Capac?he yards affected, their current order book @ esent and potential
ﬁnnex Y are shown at Annex B (which also includes R *- and Wolff).
Swan i Shows MOD's expected pattern of orders. Two .L‘
numbersnter and Cammell Laird (CL), have in the past ey
Whije of non-warship work. BS in their Corporate Plan /d
for mErWan Hunter is competitive for warshipbuilding, it “i

Shoy 4 Chant shipbuilding (with current employment of 3,800) which it
that o " :thdraw leading to substantial redundancies. Simild consider
°°ncentr 48 no favourable prospects for further offshore work ould

ate, if it survives at all, on MOD work.
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A CONFIDENTIAL

O " . . .
62;9 I set out my views and recommendations on the handling and timing

;iogzlvatisation in E(A?(B&)'EB, discussed at E(A)(84) 11th Meeting.
; wangEd are summarised in Anpex A. I ncw'ask colleagues to agree
A € should proceed to privatise BS's warship operations as described
N€X A. Overcapacity will have to be dealt with anyway; it does
affect the principle of privatisation, and we must not allow it
\¢ o delay the process of privatisation.

ential to deal with overcapacity. I subsequently
for Warers x D attached) a statement on BS's preferred strategy
ip ding. This confirmed that their preferred strategy would
ig?f: warshipbuilding in Vickers, Yarrow and Swan Hunter,
OSper uld close on completing its present order ?ook, and that
ang o Orneycroft should cease steel sh:_Lp construct}on at WOOlStOI-'I
&Ccorge €ntrate on IR re%nforced plastic construction there. This
OverCWlth.Schro dvice. Although E(A) agreed that the problem
Prob] e apaglty had
e 5o Principally
i €Cretary of State Ié&s
Work znsraph'at Annex C cph
Unreay s refits., 1In view'd

Concen
CL sho

e of a difference of view on export prospects.
Defence believes that the gap demonstrated
i~be partially filled by exports, merchant
: & industry's record, I regard this is an
unliketltstlcally optimistic viegeoa Most members of E(A) considered it most
likely z thﬁt'e};ports could - at realistic prices on any §cale
1 contj © diminish the problem\ef ercapacity in warshipbuilding. '
5 NUe to believe therefore @e must allow the warship sector

Co z
ftract from five yards to f

-

6.
Drefeﬁie:ave to choose whether we s
M orde, Strategy and to allow CL to :
Vith pe; for a Type 22 frigate with CL. ough this does not accord
an alterS_P?eferred strategy, BS have séﬁS%?? in Annex D and Annex E
but yp s N&8tive strategy which would permi o take a Type 22 order
frop MOE Tequires a commitment from the C rkforce and a commitment
to another order (conversion of the”Balder London).

1 llow BS to follow their

ose, or whether MOD should place

. A . .
acce tlthOUgh at one point the CL workforce appeargd~to be moving to
Telap; commitments of the sort BS would seek from fhel, the industrial

3t0ppedns Problems at CL have recently worsened: DK Das now been
that efon the two remaining jobs in the yard. Locﬁ!}on officials say
Must o 1€ the industrial action is lifted the threat—gf, kedundancy

chai z Témoved and a number of other conditions must &8/
Castg es °f BS, Mr Day, has now written to me saving that :
for the €0 greater doubt over the possibility of achieving thieDscenario
In ¢y, SUrvival of CL; that to place an order unconditionad

ang thaﬁr?sent circumstances would be interpreted as ceding kmail;
he Cred'lF would totally undermine the authority of BS manage nd
lb111ty of its industrial relations strategy. If Minis )
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Her o Place a contract with CL, he considers it vitally important
e
cce

h . . .
a award of contract should be made publicly subject to unequivocal
@ Ptance by the workforce of -

| / ,
<::j) ;- reduction to a core level of employment, determined by BS,

Y means of selective compulsory redundancy as a means of
§§\\(eta
f

ining a balance of skills amongst the best employees;
ull and immediate commitment from all employees to

Dentation of the local phase V agreement on improved working
€s and productivity; and

_2; <%%§%zgreement that there should be no further disputes
3

r

s by employees outside procedure,

tary of State for Defence has argued that the MOD should
ecay to place an order for a single Type 22 frigate with CL
wou] S€ their tenders have been the lowest submitted. He argued that it

.ﬁé The SEC
b alloweq to

they € wrong to fp CL to go through a third round of tenders when
only wad clearly wéf the first two rounds in open competition. But CL
Overhe:: the first Y 'v- \hecause they assumed that the yard's

tine ap S would be Sp yer other work, This was optimistic at the

Dans the particula
a;.ag;Te“F accounts sho
to ¢t lion on the contr

ption is now clearly wrong. CL's latest
the yard anticipates a loss of some
regard it as quite unacceptable for CL

Not Oni a0 order on this basi specially when the tenders have expired.
Which z would this be unfai ther BS yards but it is also a matter
Not ignor MaJEStY'S Governqen_ wner and financier of BS, could_

Of the Jre. BS have also indic at even a contract on the basis
difficulanuary 1984 tender would\ye o be "subject to a number of
partiCult COntragtual points bein d between BS and MOD". 1In

€ndey aar, 1 still agree with thos A) who argued that CL must

t a price which is designed t

borpe ¢ that, should CL win the tend

b a cost overruns should be
Indust ! Fhe Defence budget and not by partment of Trade and
STIY Or by the contingency reserve.

vgad the risk of CL making a

ot A0 : ’ : ; :
Ordey here are, however, more important consderations. If CL win an
DrobablOr a8 Type 22 frigate, it will be at the expense of another yard,
POsg{ °ne better regarded by BS. This will meap—further redundancies,

ang , iy 1n'the North East, an area already hit hg£d By unemployment
merchanch w3]-11 suffer further with the continuing‘hs sction of BS
Plap. ; Shlpbuilding and enginebuilding activities their Corporate

10, :
2 Type ;emaip opposed to keeping CL open artificially b
Poiny 4 frigate order without further competition.

realistF the direction of allowing all the yards to retendex 6ﬂ\h a
helievel? Present view of overheads. If CL lose this compe -4”- 1
buye 't should be allowed to close. If CL win one or both

Raye > Should pe sought for it as for the other warshipyards. ﬂ; otyld

8] . . . v
“Ould rere?ognlse, however, that if CL did remain open, overcapay]
the wholmaln with gratuitous risk to the successful privatisation 7%
€ warship operation
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RECOMMENDATT O
L recommend that -

@ we should now agree to honour our Manifesto commitment
on shipbuilding by requesting British Shipbuilders to

lvatise their warshipbuilding interests in the way described
Annex 4;

the Ministry of Defence should invite CL,
TW nter and Vosper Thorneycroft to retender for two
S

frigates as described in paragraph 10 above.

%

@@
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CONFIDENTIAL ANNEX A

MEA
NS OF PRIVATISATION OF BS'S WARSHIPBUILDING INTERESTS

1, ¢ ;
his annex considers the issues .on privatisation.’

e Proceeas

P
3L
40 not have an estimate of the likely proceeds of any

dispg
Sal route which is robust enough to offer with any

Qonfi
dence, But, as a very rough guide to the order of

) tude, Schroders estimated that floating four of the five
Oget
dep might raise £75 - 100 m. But we will probably have to

Cont g
n :
Y funding the construction of Vickers' new Submarine

Faeility
* A £45m Eurobond will also have to be repaid early.

D

i
~R0sa) Method

e
& Have to dealde on the best means of disposal, on who
Ould
be 'esponsible for the negotiation and on the timing of

13p
0s
A" bn the first, the main options are:

(
L) "% dispose of all the saleable yards as a group

oy flotation;

(1 :
1) to sell Vickers separately and float the other three;
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ividU’
(iii) to sell the yards to individual buyers, some ind
ally and some of necessity grouped together.
4. Flotation (i.e. options i and ii) would have the ;

presentational benefit of being a sale open tol alils

leave MoD with monopoly suppliers. Any attempt to counter

k
criticism of these, e.g. by indicating that MoD might 10°

and
abroad, or to the rump of BS, or increasingly to Harland

's
Wolff, to provide competition would damage the flotation

prospects of success.

5. The attractions of disposal to individual buyers @ 408

could &8

competition would be preserved and that disposal
with more speed. There are two main drawbacks:
privatisa’
- it runs the risk of resulting in only incomplete

e
tion. If we follow this route we must therefore 2

e
gney 7

prepared to see some yards grouped together it e
empl?d

t
not saleable separately. We may also need tO con

hat 18 e

selling yatds at realistically low prices if v
only way to get them into the private sector.

would be obvious criticisms;

- whether or not the price is a realistically

ation

individual disposals will open the way to alle?
public assets are being sold off cheaply t

Government's supporters. The criticisms of th
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House big for Scott Lithgow illustrate the kind of attack
We must expect. To counter this we will need to arrange,
and be able to demonstrate, that the various packages are
°Pe€n to bids from all comers. We will also need to make
1t clear that there is no link whatever between the sale

Price angq the question of nationalisation compensation.

Be
Cause of the attractions of the possible preservation of
Some o s
Ompetition and because it promises to be a quicker route I

DI‘QDOS
® that we should go for sale to industrial buyers.

o
50 recognising the risk that it might not achieve full

Privat
iSation (or privatisation producing unacceptably low

e
ds)r and also to strengthen our negotiating hand, we should

Simuyy,
! aneOUSly take the necessary steps to prepare for a possible
ub

e flotation,

Hangy «
—Lng and 1iping

i [ =

Propg
se
g that we hand over the detailed task of negotiating sales

0 the
Chaipman of BS, Mr Day, who has shown his negotiating

ab 1
¥
Y With Scott Lithgow, and who is fully committed to

Priy
atj
Sation, We will need to give Mr Day unequivocal and

de
tailed 1n3truc

-

tions about the principles we wish to see adopted
3 + On Scope, methods, and speed. Subject to Mr Day's views,

eliev
e € we should require him to make substantial progress
a

rds
195, COmpleting the sales, on satisfactory terms, by March

Or by ¢ :
he end of 1985 if a flotation proves necessary.
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Summary

11
sfer a
8. I therefore recommend that we should agree now to tran

ieve
d ach
warshipbuilding to the private sector, and that we shoul

e
this by instructing British Shipbuilders to take the 1ead “1th
disposal negotiations, that they should seek to sell the yeuEy
individually or in groups, but that we should simulbaneously
prepare for a possible public flotation, and that we should o
require BS to make substantial progress towards completin® c
by March 1985 or by the end of 1985 if flotation prove®

necessary.

13 July 1984
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ANNEX B
| " Brition gy builders
Key Facts: The Five Large Warshipbuilders:
farg
Description Current Completion of
Employment Current Order
C Book
| -an
| o Lairg Merseyside
Frigates: )1704_ Dec 84
N Offshore rigs: )
yneside
Frigates: 3530 Jan 88
u“De Merchant Ships: 3800
Thzdaes
| OPe?crort Southampton
Frigates &
GRP (glass
reinforced plastic)
vessels, such as
minesweepers: 3800 Mar 85
arng,, Merchant: 630
Glasgow
Frigates & GRP 5520 Dec 87
'uhkﬂw vessels:
Barrow Bu;lding
' Submarines: 8220 Trident Subs
into 1990s
Engineering 4200

L]
b ole] i :
M completion of current round of redundancies
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2. WARSHIPBUILDING CAPACITY
(excluding submarine building at Vickers) 4ib)
Maximum Fog ﬁ
UK_Capacity from 1986 (a) Mininum by
D Capacity capaCi
2
Cammell Laird (b) 1.5 2.5
Swan Hunter 2.5 0.5 \\\
Vosper Thornycroft 0.5 2.0
Yarrow (c) 155 A L
5.0 LS 2
ADD (if H&W bids
for AOR)
1.0
Harland & Wolff 1.0 5 £,
;-a 8.0
Demand (a) ' J
Orders pa
(Average of 1985 - 1990) N
3
Frigates 3 1
AORs 1 - |
3 4 {
1

Further demand might be generated fro? ’ 1
exports, refits, merchant work and se¢©
stream submarine buildingz.

Notes
(a) 1 AOR build time approx = 1 Frigate yetured
(b) 2 now, decreasing to 1.5 if yard Pesb;l puilt
(e) 1.5 now, increasing to 2 if module h2

DTI

11 July 1984 |

£
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HIPBUILDING ANNEX C
¢

L APACITY ysagg 4 1984-1991

L/. ‘ PR — acfacdid

CRP -4

Fijt,c-RF’&t; . fﬁ;j,li. # 3,7Q,ILI

oo Culmasrts - Foim and supedlsd v
Y A

144 - - ¥
19¢¢ 14¢7 14¢3 1494 1940 1941
Note
H Thia
is dis;aph assumes all expected RN new construction work
theye ded amongst British Shipbuilders' yards. In practice
Othey :33' also be export, refit or merchant orders. On the
Narshj and, Harland and Wolff will also be tendering for
P orders,
0Ty
1
"ay 19,
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ANNEX D

s
TAIEMENT OF pRrrrsH SHIPBUILDERS VIEWS (AGREED WITH BS)

WARSHIPBUILDING

1, .
Strarileus Note describes British Shipbuilders' preferred

sets oof for the future of the warshipbuilding industry,
i“dic::t € place that CL occupies in that strategy and
es

Tetain the possible consequences for other yards if CL is
®d as 4 warshipbuilder.

Pref
<Lred Strategy and role of CL

4
MOD' :s[n the

light of what British Shipbuilders (BS) know of
Capacj Ure order plans, BS recognises that thgre is excess
Pregepn y'.espeCially given Harland and Wolff's increasing
onvere; D the market for Royal Fleet Auxiliary orders,
fslons apg refits,
be tglven this excess capacity, BS' preferred strategy would
Svan Hccnce"trate warshipbuilding in Vickers, Yarrow and
Eﬁ.ér'ﬁ‘q‘!"*-g-{' With the completion of the existing MOD
alternook at Cammell Laird and in the absence of further
Woylg qeive work, the yard would close. Vosper:Thornycroft
°°n0eng S€ steel ship construction at Woolston and e
Work, PALE at that location on GRP supported by some refi

» BS faces at_this time an extremely vqlatlle IR
angle4y Yith significant cost implications, which has to

Inregy 9 against a backdrop of widespread industrial :
rna:lt:J'.t:malllY. BS have recently secured agreement in

Wld'e"-r S SXcept VI(UK) and Vosper Shiprepair to a

anglng Productivity agreement. BS need a per*od to

%rkinon these agreements and to implement changes in

the fu3 Practices, The MOD, the principal customer on whom

Fegard *® of Cammell raird depends and the owners (HMG) are

N th:d' by the workforce, as very closely identified. Tt

arg‘-‘fne refore' difficult to present convincingly the

5 1t that the market is walking away from CL.

founds, for handling this situ.‘i\tiondin :‘he
o ; is fi nced.
intgoration Y. The judgement is finely bala

re as however come to the view that i_;he commercial
i Algacs O € rest of its businesa requires it to explore
Droblemrnati"e which would make it easier to handle the CL

The alternative strategy has been described in
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E
Armex{j 4

6. BS emphasise that, if the Trade Union and the CL
workforce were not prepared to accede to or implement the :
conditions set out in part (i) of Annex B then BS would no
be prepared to allow the yard to undertake any MOD work an
there would then be little alternative to closure of the
yard. This emphasis on the need for commitment by the. by
workforce (including the implementation of the productivi
agreement, acceptance of selective compulsory are
redundancy etc) places responsibility for securing a f“t
for the Birkenhead facility firmly and visibly in thelir
hands. BS believes that the preconditions may not be
accepted in which case the consequent closure of Cammellor
Laird would then be seen to be the fault of neither BS ;‘
HMG. If BS have to move towards closure disruption Wi
hamper delivery of the rig and destroyer currently unde
construction. '

7. 1If the conditions were accepted by the workforcer the
outcome, although not preferred by BS, would not be ander
unacceptable. The yard would at least be put onto & so cL
footing (although this is only a short term concerns as
would go out of BS with privatisation).

' as
Effect on other warship yards if Cammell Laird retalned
warshipbuilder

e
8. This is difficult to access with any certainty-. Egzr
are other factors which would have greater impact on ing bY
other yards, and which are as yet unknown eg the Placlce of
the MOD of the AORs and the T23 orders. The“main@e"anm
capacity at Birkenhead would however divert orders,f¥g (of
other yards, and hence could reduce their profitabll1 z
increase their losses). Swan Hunter, VT(UK) and Yarrore
could be affected depending on how future MOD orders 2 on
placed. While there will be some indeterminable 1Tpaview
the prospects for privatisation they are not in BS'S
severely reduceg. BS recognize, however, that the ch
from the disposal of these yards would be reduced 1
were retained as a warshipbuilder. 5
hed
ttac may

ad of

9. The effect on Vickers of Cammell Laird being a=" .,
it are also difficult to predict. Potential purchas
well be attracted by the synergy of the combined 10
Vickers/Cammell facility eg the ability to place oYi to
Vickers submarine work in Birkenhead and the capacl geterred
compete in surface warships. They could however & withte
by Cammell Laird's poor financial performance (evel ' ..
722 and refit work) and the reputation of its workfo reduce
Combining Cammell Laird with Vickers could therefore

the sale price of Vickers.
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Dispq
£OF OF ag a separate entity

10
dis;gsgll_,}:ernative to closure, at least in theory, would be
as Pllrsu'og CL as a separate entity to a third party. BS
Partjees o this and is aware of two possibly interested
3Ssump § 1S however far too early to plan on the

Teach a 1 that negotiations, which have not begun, would
Might wiS§CCessfu1 conclusion. Moreover the third parties
be inter: to acquire the asset following closure or may not
aDDropri ited unless there were some assurance of an

level oa € and continuing workload to match the lower
Needeq . €mployment which are now inevitable. Actions

0 hang °ba9hieve these lower levels have already been put

CL ig 44 28ing necessary whichever option for the future of
adopteq |

SUMMaRy

11 T

e .
"arshipgﬁ?‘lmum solution to the overcapacity in

the Woo stldlng with BS is the removal of Cammell Laird and
alt Tnat of yard of VT(UK) from steel warshipbuilding. The
Teang o V€ scenario for Cammell Laird was devised as a
POSsiple 1550lving short term difficulties with the least
frOblems T1Sks to BS of costly industrial relations

Actop ' @S is probable, the necessary prerequisite

s -
= £°r the strategy are not accepted, it will at least
Ore acceptable route to closure.

produc
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ANNEX E

C
AMMELL..-LAIRD SURVIVAL STRATEGY

Thig

the gnOte describes the steps needed in BS' view to secure

UIVival of CL as a division of Vickers Shipbuilding and

Jineering Limited:

ii)

‘ii}

CommitNEﬁt from the workforce, including acceptance of:
a) Selective compulsory redundancy as a means of
reducing the workforce to core levels whilst
Yetaining a balance of skills amongst the best
€mployees;

2 implementation of the recently secured local
agreement on improved working practices and
Productivity;

c)

No further disputes or stoppages (outside
Procedure);

CommitmEHt from MOD, including:

") the Balder London conversion (non-competitive
Contract);

2 A Type 22 (contract based on January 1984
tender - competitive contract terms);

fo11

( Owing which CL could compete for a submarine
Otter) refit and a follow on T2400 conventional
iszarine, either or both of which could be

Pla

ced by a second Type 22.

RestrﬁCturing the business:

e Severe curtailment of site area, surplgs
ildings and equipment to achieve savings
Onh rates, maintenance, running costs etc;
b)

Testriction of activity at Birkenhead to
4 production facility only with all design,
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and most administration and other support
services being provided by Vickers Shipbuilding
and Engineering Limited in Barrow. The
Companies Act status of Cammell Laird would

be removed, though the name would probably

be retained as part of VSEL.
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