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CONFIDENTIAL

L. BRITIS] IEEL CORPORATION: CORPORATE PLAN

considered memoranda by the Secretary of State for Industry
(B( 11 and 13) and by the Central Policy Review Staff (CPRS) (E(81) 14)

or British Steel Corporation's (BSC) Corporate Plan.

THE SECRETARY OF STATE FOR INDUSTRY said that Mr MacGregor, the

Chairman of BSC, had put forward not a medium term Plan with options

but short term targets to enable the Corporation to assess by July

which of its businesses had a reasonable chance of commercial viability
by March 1982, The Plan assumed a level of production of 14.4 million
liquid tonnes per annum compared with the 124-13 mlta which had been

Mr MacGregor?'s preferred option in September. Mr MacGregor acknowledged
that this capacity assumption was likely to prove optimistic., He had so
far been successful in winning the co-operation of the workforce and
there was a reasonable chance that the Corporation could meet its
objectives for cutting costs and improving productivity. It was, however,
quite possible that, because of external factors, they would be unable to
meet their objectives for sales and profitability. The Deutschemark,
which was the main determinant of their competitiveness with European
steel producers, currently steod at 5.0 to the £ compared with the average
in 1981-82 of 4.2 which BSC had assumed in their Plan, and this could have
a major impact on their profitability. Their sales prospects would turn
crucially on the extent and timing of a revival of steel orders in the
United Kingdom and on the maintenance after June 1981 of arrangements to
stabilize the European steel market. If, however, BSC did not meet the
objectives in their Plan, for either internal or external reasons,

Mr MacGregor proposed to close those businesses which could not be made
viable; and he would report progress on this to Ministers in July.

To ensure that BSC took the necessary action, should they fail to meet
the targets in their Plan, the Secretary of State for Industry recommended
that he should now announce that the Government had set the Corporation
financial targets of a loss limit before interest of £225 million in
1981-82, and of break-even in 1982-83. At the same time the External
Financing Limit (EFL) for 1980-81 should be increased by £150 million

to a total of £1,121 million, and that for 1981-82 set at £730 million.
BSC were assuming a wage freeze in the first six months of 1981 followed
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certain other private sector steel companies would go into x‘eceivership
or be closed shortly, g
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following points were made -

The BSC's Plan offered a short-term sketch with no

*tion of how massive sums of Government money would
pent or of medium term prospects and options. If it were

ccepted without qualification, the danger was that Mr MacGregor

night put forward further short-term proposals in July, on

which Ministers would have little opportunity in practice to

take a considered Jjudgement, To avoid this, ground rules

should be laid down now, on the lines proposed by the CPRS,

These should include the identification of performance aims

so that a judgement could be made on the extent to which the

Corporation's performance was the outcome of those factors within

their own control or of external factors such as the level of the

Deutschemark. Against the possibility that Mr MacGregor would

recommend closure of major plants, an evaluation should be made

now of the wider economic and social consequences of such closures.

b. The risk of this approach was that it implied that profitability
was not to be a governing criteria in determining the future of

BSC. If in practice the Government were to continue to subsidize
BSC, irrespective of their success in the market and their
profitability, this could be far more expensive than accepting the
clear and rigorous test of profitability.

c. If BSC were to be financed to the extent of the propo'sed
EFLs, the private sector steel firms, some of which were now
facing closure, would be highly critical of the Government. It
was questionable whether the EFLs and financial targets should be
increased to accommodate the £50 million cost in 1981-82 of the

proposed 7 per cent wage increase from July.

d.  On the other hand, negotiation of a 7 per cent wage increase
from July represented a satisfactory outcome for BSC's management.
It should be seen in the context of a wage-freeze in the first

six months of the year and of the reductions in BSC's total manpower
from about 182,000 in October 1979 to a forecast of 125,000 at the
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e There was a risk that a firm target of break-even for 1982-83

vould be criticised by the public as implausible.
uncertainties it might be better to express this as an aim rather

In view of the

than a firm target.

THE PRIME MINISTER, summing up the discussion, said that the Committee
agreed with the proposed provision in the Iron and Steel Bill for the
writing-off of capital in respect of past losses. Before taking any
decisions on EFLs, however, they wished to know in more detail how the
proposed increase of £150 million in 1980-81 and the total of £730 million
in 1981-82 would be spent. Further consideration should be given to
Tequiring BSC to accommodate the costs of any wage increases this year

within lower EFLs and profit and loss targets for 1981-82, The
announcement of these figures
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1 .r\[::l‘fv‘t-d that the Iron and Steel Bill should provide for
the writing-off of £3,509 million of the British Steel Corporation's

capital immediately, with a power to write-off a further £1,000 million
later.

2. Invited the Secretary of State for Industry to circulate -

o a note indicating in as much detail as possible the
'v.:|;s='S progeess for which the proposed increase of £150 million
in the British Steel Corporation's External Financing Limit
for 1980-81, and the total of the proposed External Financing
Limit for 1981-82, were required; and whether any wage
increase in 1981 could be accommodated within a lower
External Financing Limit and financial target for 1981-82
than he had proposed in his memorandum E(81) 13.

ii. A draft statement taking account of the points made
in their discussion,

3. Invited the Secretary of State for Industry to arrange for

his Department, in consultation with the Treasury and the

Central Policy Review Staff, to consider further the recommendations
in paragraph 6 of E(81) 14, the points made in discussion on the
identification of performance aims, and the evaluation of the wider
social and economic costs of major closures, and to report.




2. INTERNATIONAL COMPUTERS LIMITED

CONFIDENTIAL

THE MINISTER OF STATE, DEPARTMENT OF INDUSTRY, informed the Committee
that the Chairman of International Computers Limited had reported, at the
Annual General Meeting (AGM) earlier in the day that, while the Company

¥ was currently trading at a loss, he hoped to see improvements as the

. market revived and as a result of substantial measures in hand to reduce

. costs and to increase deliveries, The AGM had approved a special
resolution raising the Company's borrowing limit. The situation did
not require any decisions by the Government.

The Committee —

Took note. g »';

Cabinet Office
4 February 1981















