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PUBLIC EXPENDITURE: GAS AND ELECTRICITY INDUSTRIES

The Prime Minister held a meeting today with the Secretary
of State for Energy to discuss the gas and electricity
industries. Mr. Gregson was also present.

The Prime Minister said that the decision reached after
MISC 106's work was still very difficult, especially in 1987-88.
Her understanding was that the Treasury had originally sought
savings of £3.7 billion from the gas and electricity industries.
The Secretary of State had pointed out that £1.5 billion of the
industries' excess bids were attributable to higher corporation
tax payments following the changes in the Budget. The Group had
taken account of this in asking the Sbcretary of State for Energy
to seek savings of £€2.2 billion from the two industries over the
three years of the survey. She understood that the Secretary of
State for Energy had reported back to the Group saying that he
could secure savings of £1.6 biTlion which could be extended to
£1.9 billion. MISC 106 had been under the impression that this
represented the effect on EFLs.

The Prime Minister said she believed the saving of £1.9
billion on the industry's EFLs could be extended to £2.2 billion.
She accepted that it would be difficult to seek an iﬂCfC?Se in
real gas prices beyond the one per cent which BGC appeared to be
offering. Nevertheless, she believed that there was a good deal
of scope for cutting costs. BGC's working capital was rising
rapidly and it was buying more gas than needed with the balance
being put into store.
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