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Ref. AO1503

PRIME MINISTER

P ) e

British Bteel Corporation

It apnears that the non-executive members of the Board of the British
Steel Corporation are anxious about the propriety of the BSC taking on financial
commitments which it may not be able to meet. This issue has not arisen this
month, since the mnembers concerned were persuaded that the commmitments
which the Corporation were likely to undertake in Februarv would be covered
by funde 2rising. The position may ke the same in March, but cither then or
in April 8ir Charles Villiers will need to be given an assurance that the
Government stands by the Corporation's comunitments. It is generally accepted
that the Government has at present no choice but to finance the Corporation’s
obligations, even if the cash limit were tc be breached, and thatl an assurance
in suitable terms should be given,

2. Mr. Gross has prepared a draft letier for Sir Peter Carey, as accounting
officer in the Department of Industry, to send to Siy Charles Villiers.

I attach the draii herewith,

3. My reservation relates to paragraph 5 of the draft, in which is stated
that the Sccretary of State's inteniion ig that the Corporation should conduct ite
business within the financial congtraints that he has set for it by way of
external finance provision and financial tavget for 1980-8l, as set out in his
letter of 20tk Decermber. The effect of that would be to reiterate both the
external financing limit of £450 million and the prescript that that money should
not be available to finance operating losses. It seemns to me that, as the
situation is developing, it may be that the Government will wish to be free fo
consider the possibility of keeping the external financing limit at £450 million,
but allowing the Corporation to posipone some redundancies and use the money

instead for operating costs {a marginal improvement in the pay offer). In that
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event, the rciteration of the requirements in the Secretary of Stite's letter of
20th Decerber could be something of an embarrassment,

4. 1 have suggested that the risk of embarrassment could be avoided without
signalling any change of policy or intention, if the paragraph was generalised,
£0 as to read:

"That saxd, the Corporation is of course expected 1o conduct its business
within the financial constraints get for it by the Government by way of
external Grance provigion and fnancial targets'.

5. The Departnent of Industiry think that they could not revise the draft on

these lines withoui going nack to their Secretary of State, and are reluctant to do

r
that. I amn iuclined to urge them o do so, for the reasons which I have indicated

in this miunute; bvut { should be glad o kaow whether you agree that I should press
& & p

this point.

(Robert Armstrong)

22nd February, 1980
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