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S ‘ BRITISH SHIPBUILDERS STRATEGY AND FINANGE

—— yemorandum by the Secretary of State for Industry

by ! 2 -
1 Colleagues invited me to look again at British Shipbuilders' (BS) y
—— strategy and finances.ln the light of doubts expressed at -

= E(80)34th and to examine the scope for introducing private {
] sector involvement with Cammell Laird and Scott Lithgow in "5 ¥
‘ f the contruction of oil rigs. The attached inter-Departmental %
T note by officials sets out the results of this further review. b

| Background e
—y 2 British Shipbuilders' merchant shipbuilding employment has
been contracting sharply but some of the surplus jobs have

been transferred to their naval and offshore divisions as 7 }
£ shown in the following table:

July 1977 end June 1980 3| (1B

Merchant shipbuilding 38,600 17,900 ‘
) Naval 26,300 30,700 - 3
Offshore supply 200 2,300 e

Total . 65,100 50,900 10

= SRR Y ‘ Total employment in BS 87,400 ol
( f ‘ including ship repair, marine

®ngineering and general engineering) 121

. “ Willhgeend °f the year employment on merchant shlpbuéldlng
. shiphuild(.)wn to 17,000. The capacity of the merchaner o
‘ ‘ 600’000 tlng industry will have been reduced from ggday.
. 3, °US a year in 1977 to under 400,000 tons
i L3
. i
r s i ,:' . Tﬁnag:§1§§ this contraction British.Shippu@%cslersﬁ:vgutelgzion ,23
; o shitg Vhat e)lcze Wwithin their financial %;gtlzhex.'. D
Eetpbullders' ent they should contract
e

1y
: ext are large
Y the oqC25h Tequirements this year iﬁﬁmi‘tmems of

Ty-over of previous losses, :
/Intervention .-
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+t to contracts taken g
ntion Fund SUppOr: . i DA Ghetl
InterViP: instalments received 1n advange prlnClpally Wlndin
down O Further contraction woulg ine at th R

paval shipbuilders- e Terd the
cash requirement next year ¢e the rige SN

exposure to & repetition of losses.

British Shipbuilders' New Strategy

t shipbuilding British Shipbuildepsg:!
L;o 82;{?2:}1?211}, a reduced number of yards so ag ti ;at‘?gy i
the benefits to be gained from other cost cutting eXeix%mlsE
To achieve this they have already taken covert actigy, ilses.
prepare the way for a closure of Smith S Dock on Teessio
while Cammell Laird and Scott Lithgow will no longeyr : de
Intervention Fund assistance. They e ais
0

igible for :
gi%gmined to sell to the private sector their Shiprepa-
activities or, if this 18 not 1.30551b1e7 1;0 contract op 1r
them to eliminate unprofitability. British ShipbuilderClose
a statutory duty to carry on ship repair activities andsthav,ve
extent to which they can withdraw from ship repair activ'h?
under existing legislation is unclear until British Shiptt‘les
put forward proposals togethelf with their justification ug;m;;
Nationalisation Act. The Chairman has also said that i gr;,
deviations from the budgets set for individual establishmefgf
may result in either slimming or closure of the facility nts

concerned.

5 Employment in merchant shipbuilding would be around 15,00
after these changes and the industry might produce around

3%0,000 tons a year.

Smith's Dock

6 In closing Smith's Dock, BS face a difficulty with the
ship owners. Smith's Dock is close to winning an order for
two ships from British and Commonwealth (B & C) and this is
known to the workforce. The order cannot be switched to
other BS yards because only Smith's Dock can offer early ewi
delivery of the first ship. BS are at present trying to
persuade B & C to give them an order for two ships with lat¢t
delivery to be built at Swan Hunter but the outcome 18
uncertain.

7 To avoid losing the B & C order altogether abrod othe?
possibly ask for one to be built at Swan Hunter an ,the-udgeaeﬁf
at Smith's Dock. Much would depend on the Chairmad's }Ja&C
of the situation and how he would avoid the risk OL = st
ship being locked in at Smith's Dock. If such a 8%
we should need to examine it carefully in E(EA).

Uncertainties :
— s gl ELO

8 In judging vhether BS's further contraction is Sl
suggest we need to bear in mind that there 8T L5 pric®

view O 1

The reBS plv e g,
parket: oo
educt 2%

Tisks of a more severe contraction.
draws attention to the uncertainties which
p?rtlcularly on naval orders and the offshor®
offshore orders are won and there is a sharD Is‘hofe g

work, then present employment onnaval and ©

/could
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10,000 in additi
ey iover. 300 015, 009 ¢ '
couida t shlpbillglggobyoi,joo s a}flieieigcnon E
s Docks 0 posg‘ci2 hon1d necone i 8 Vouper ™
o | n should become cle g
Ship W it is proposed that BS shoylg T o atagy o
4 Produce g ney Corpo%ate

he meanpime it is essential to T
on tmeir finances, the Support wWhich they
ar’rchant shlpbulldlng, and the Government attitan expect op
ne: o win offshore orders so that i ude to theip

tS : :
ggﬁ?i‘dence to fill their reduced capacity_y can set out with

4 Greater Cut in Capacity?

1f colleagues wish to force a greater contraction of
0

t BS knoy where they

10 o : ,

erchant shipbuilding against BS'advice, BS

ge asked to close Govan Shipbuilders which iZO\élllg ggzkzlst:mp%e
o

veir three large merchant yards and

K.ilsa, Robb Caledon Leith and FeTgUSOEISm‘(sEeilim&illlllSZaﬁs 3
This would gost_some 45 million in outturn priceso édmd).
perchant shlp'pulldlng employment from 15,000 (afteragh i
closure of Smith's Dock) to 11,000 in ’19é2/83 rod i
around 250,000 - 300,000 tons a year. Howevez" Is)uchuclng
contraction would be very severe if BS also have to écll
Cammell Laird or Scott Lithgow, and would virtually exgisg ish
mergh_ant shipbuilding in Scotland. It would also make thgms
pos;tlon.of BS's Chairman very difficult since we would b:
asking him to dismember the industry before he had a chance
to show whether he could make progress in restoring the
industry as a whole to viability in 4 years.

0ffshore

11 BS's plans for Cammell Laird and Scott Lith

i = gow depend on
gsit;ggtgontracts for semi-submersible o0il rigs in the next
sector inxs;.l I accept that there is no possibility of private
submer'sib]_O vement at present in the construction of semi-
eXperienc es because the private sector companies have no
Contragt Es?“d do not have at present the technology. In ‘
Submersi b1 S expertise and facilities are well suited to semi-
8gaingt fies' There are however doubts whether BS can succeed
ecome o] erce competition overseas, but at least it has
harn the ear that BS efforts on semi-submersibles will not

Private sector in this country.

that we should

ersibles but tha:tE

2 m
alloy Esapproach recommended by officials is

1itig of\g continue tendering for semi-subm
Xree ty ers should not be taken at less than breakeven.

the y, Jat BS's involvement i emi-submersibles must be on
80 copotS Of futy ¢ ton i in view of the need
o, Complet re viability. However 1 e asekas yich

0 to ¢ Sxistin cts in b A
the egggs?- at Sco%tdfiggggwfogzgaﬂﬁ at Cammell Laird, and
:gentual ainty about whether one of them might De neededkin
oby, Chaip OT additional submarine capacity, I intend as ts
tain gpaoR to report to me if, in his judgeuent, he canmio
Pderstat brogketdn, j

Pl‘iv ;
P Siisario,
13

Is
proquceupport the recommendation by officials thab BS i};oﬁgo
a ney Corporate Plan. This Corporate Plan e
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s against which the poss;bilit ]
ctus pirts of BS, could be Judgeq 1a§el,

. .
serve as a Pprosp A
privatising pgrt ©= 1
in the summer. though they cannot b
L' et T . <) e secur
. would othe d at breakey
\
3
 —
¢
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Financial Implications 4 STWlse g0 BunGES en angd
il

_ : ce of BS's strategy carried the g4 ] To note that BS will bpe 4
b llntirérgqa;gipgig in paragraph 28 of the Annex, | 2¢ia) o) Corporate Plan 1
implications set of
to fix the Externa- - next year in 1980 Surve - ivatisation wij : € DProspects ¢

14 million next ye€ : Priceg privatisation will be revie P A R

1‘280/8",?5;1(.il iﬂand £153 million in outturn prices) coupleg .. of the Corporate Plan, wed again in the light
(£185 milllo €05 million after Intervention Fung With

B f 3 assi !
% 10(532-1];1T111tnig next year incorporates the Chief SeCI‘etap;FiuCe.
ne S ;

: 9/ in the nationalised industrie_es i'nvestment Proen
eng Ofﬂ?/cm;rlllion for the closure of Smith's Dock ang Vogp?ﬁme,
and :e mirers. We shall need to approach the Commissigy o
iglgxtgnd the Intervention Fund by a further £45 million aft;r

T July 1981. ‘
KJ I3

45 The financial projections however cannot take into account |
the uncertainties arising from the present review of defence - -
— chtingS, BS prospects on oil rigs, or BS's declared 1ntention

)
} to adopt a step by step approach. In the event that further na
i)

. : ed to
in Spring 1981 taka‘Odm:

€ a
: Bns R € n 2 Dew
Financing Limits of £155 milligp fOreed prospects for naval orders

ing j
Th g€ 1lnto account

i ond that assumed in the present costings becomeg

T gg?:ggg;?UBg?z cash requiremept for 1981/82 would rise. The 1'7‘7’_‘
s implications for the shipbuilding Redundancy Payments Scheme

T are set out in the Annex about possible job losses. I welcome "5

! the recommendation that the extraord}nary costs of further

closures should be regarded as a legitimate reason for
£ ' increasing agreed EFLs. I am sure that is a sensible way of g | |
! | supporting a Chairman who has viability as his firm objective. U6

— Conclusion.

/ 16 BS are proposing the closure of Smith's Dock and the 7
‘~—‘r withdrawal of Cammell Laird and Scott Lithgow fI_'om merchant ; 3 —
[ shipbulilding which could lead to their closure if they are EO 1gp‘clrtmen’c of Industry —_
| successful on offshore. The question whether we should seem October 1980
a further contraction beyond that proposed by BS should én y ¢t B),
T view wait until present uncertainties on naval orders ?nom
i offshore are clearer and we have a new Corporate Plan Ir \
f BS setting out future prospects for viability. 4 119 ;
] 4

,—‘Qg Recommendations ;

|
L 17 Colleagues are invited: { fm

a) To endorse BS's strategy which accepts thal ¢ -

: )
Cammell Laird, Scott Lithgow and Smith's DOCX 12
A should not receive further merchant shiD OJ‘:'sh to i ?
itk e E(EA) should consider the position if B6 Wlrevent -
place one further ship at Smith's Dock todgr abrogd:

{ British and Commonwealth putting their OT

baragraph 28 of the Annex, subject to repoties ' 123
100k :
back to E(EA) if initial oil rig orders |

_ b) To accept the remaining recommendations if £108
/though i
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q 5HIPBUILDER‘ STRATEGY AND FINANCES
o771 S
gRIT

Mo

pinisters at E called for a further reviey of British
L (BS) strategy and finances in the light of doubts
shipb r strategy is too optimistic in the face of
poi market prospects. They also asked for an examination
. possibilities for involving the private Sector with
o laird and Scott Lithgow in the construction of oil rigs
(3(30)34th)' The Department of Industry, the CPRS, Treasury,
\, and 080 have taken part in this further review.

BS's strat egy

2 BS's strategy is to:

a) close Smith's Dock, which employs 2,300 on Teesside;
they have already prepared the way for closure (see Annex A).

b) make no further applications for Intervention Fund
assistance for Scott Lithgow and Cammell Laird and
accept that their future depends on naval and offshore
work. If sufficient work is not forthcoming these
would also have to close. Scott Lithgow employ 4,500 on

the Lower Clyde, Cammell Laird 3,500 at Birkenhead (see Annex B).

double merchant ship production and merchant ship
employment at Swan Hunter to compensate for the expected
reduction in naval work there.

aPProach the need for any closures on a step by step basis.
The Chairman has stated that serious deviations from
budge+ may result in either slimming or closure of the
facility concerned.

dispose of ship repairing to the private sector in Sso

far as the constraints of the Nationalisation Act allow,
nd to undertake further restructuring or closure if

di -
SPosal proyes impossible.
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BS Finances
e
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. 24 strategy in terms of Int k
3 The cost of BS's propose erventiop

S finance (Programme 5)
oramme 4) and BS g 5) & dil
Fund (part of Progri
Survey prices is: .
1930/31 1981/82 1982/83 1983/34
0 82 38
Sl T 16
PES Provision i
BS Forecast’ 155 114% [B3%7 s

: t deflator f

asts use a standard GOVBI’IUI:[EI’I - or all
Thifgnﬁ{:gd industries and are at Pgb prlces; They Correspong
g?th cash equivalents of £185m in 1980/81, £153m in 1981/32 g
£90m in 1982/83. gl o

z exvenditure of £4m towards the c osure o Smith's Dock
i giswvnérslgper Shiprepair and including an 8% cut in capital expengiy
] ' 82/33 and have g

ot given a formal forecast for 193 : e given
i ﬁf }fl‘ixcgst gt all for later years. The figures included here
are estimates by officials and make no allowance for any furthe
contraction in these years.

+

4 The excess over the PES provision is accounted for by the
winding down of payments in advance of work done principally on
naval export contracts and prior losses on merchant work, and witho
these items the Corporation would be within the PES provision. It
should also be noted that the increase in capital investment next
year from the present level of around £15m to £25m is entirely
accounted for by the need to modernise Vickers in time for the

construction of Trident submarines.

< . his

5 BS have forecast that they will miss their loss targetﬂ t ;er‘
assert
year of £90m before Intervention Fund assistance by £20m bg;/nz afte!
. 0 ale
that they could bring their loss target down to £25m in 19 ;

i3 5 4o around’
crediting Intervention Fund assistance which would amount N
e ei thef

: oramn
6 If BS had to put in hand a greater contraction progré assunel

at the request of Ministers or because the orders they have WOl
are not forthcoming, then the cash requirement and the lossle,jthgo"‘
rise sharply. If for example it became evident that S three
had to close, this could cost £40m at 1980, PES, BriCes o‘fer annex *"
years, plus the cost of the special Redundancy Schemeé (gie® ¢

stion
4 ues
B Loss targets are set in cash terms for the year in 4 grep

i a
The 1980 pgrs equivalents for the numbers in this P2F

@re £75m, £17m, £9m and £37m.
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e/ i enough?
\535'5 contraction
1 , S*'s presen
5 adequacy of BS pre t plans for contraction 4y

L ™S on:
nerchant shipbuilding pProspects;

the naval programme for the specialjst 2nd mixed yapg
their offshore plans. Jards;

3 These are discussed below but in our View provig

equivalent capacity is closed, the main uncertaint
I
0 puture naval programme and the offshore market wh

ed Smith's Dygy
ies lie in

the . RLE ere BS's hopes
could be optimistic and this in turn couvlg have implications
35's merchant shipbuilding strategy.

for

Mnt Shipbuilding prospects )
9 The UK and other Community countries have followed a policy of 14 4
reducing subsidies. BS have therefore been told to assume that the
remainder of the £120m Intervention Fund approved by Ministers last "51/
year will be endorsed by the Commission under the 5th Directive, but g

that on the expiry of the PFund next July, support will be £45m for L \
the next year compared with £55m this year. BS have also been told 116
that the rate of assistance expressed as a percentage of the contract
rice will also be reduced by say 5 percentage points. BS say that

this will ve enough to enable them to achieve their forecast output

s
0: around 360,000 ¢8rt. This forecast was drawn up before the closure .
of Smith's Dock was ¢

Tlation to the
concentration of
e risk of unde

ontemplated and is not regarded as excessive in
amount of Intervention Fund suggested. The

merchant shipbuilding output at fewer yards reduces \
r-utilization. ‘ 7 =

T . e
§ he wor] g market for new ships is still very difficult and
W Subst

earlieSt_an;;al improvement is unlikely before end 1.982 at the - " i)
31ready ey orders in the first eight months of this year (240,000 cgr ; G
Tap TChose for the whole of 1979, and their total.l. for the
Ot obe n the range of 300 - 350,000 cgrt. They v'lvlll, how?\i/‘er,
.?he et be undep Price pressure for some time - paf'tlctxlarly s 122
e o 3 "8 Strong, Neither BS nor West European Shlpbullde;: ; e
Profits during the recession and they have had %0 , 123
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d to compete 2gainst Japan. TIf prices were
more shipbuilding capacity in e 0
kely to be brought back igto

heavily subsidise
show signs of improving, -

% : ;
ping countries would be 1 .

develo
ns therefore BS have ass .
e a priCe

Tn their financial pro,]cctio .
o keep up with UK inflation, ang atytuiy
g

rise only sufficient t :
BS's assumption 18 dependent upoy 4,
e

petter would be & bonus.

level of Japanese prices and it would be desirable in concert

with our EEC partners to endeavour to persuade the Japanege %o
ity into operation.

defer bringing laid up capac
]! BS have indicated that their most marginal yards at B
apart from cammell Laird, Scott Lithgow and Smith's Dock ATe
Govan (3,152 employees), Ferguson (397), Robb Caledon, Leith (566)
and Ailsa (400) (See Annex D). The areas most at risk if BS g
not attain the orders they need are both upper and lower Clyde

and Birkenhead. In all these areas male unemployment is around 15¢,

Naval Programme

12 Naval prospects are being considered against the reshaped
defence programme agreed by OD in July (0D(80)18th), which
involved reduced rates of orders for the Royal Navy, and in the
context of PES 80.

13 MOD is therefore not yet in a position to make firm
predictions about future naval orders over the next few years
or their distribution between yards, but it is already clear that
orders will not be sufficient to sustain naval employment at BS
at all yards at present levels. The position and prospects for
future orders should become clearer over the next few months.

14 The naval requirement for the capacity of the mixed yardsd
is also linked to the size and nature of possible orders pei}
1985, which include a possible need for additional capacity i
conventional and nuclear-powered submarines once Vickers

CONFIDENTIAL

Lithgow
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e fully engaged on Trident.
m

peco
15 g pians B R that to maintain pn L
' 1 1 5 ava
enploymen’ go Cammell laird a3 & yisklelErn they would neeg
ee

pplaguet 1961 & contract for & ‘type ogliteeete AEEIICE
i auoter in 1983 to compensate for the e Nin N R i
b on

sheir present type 42 Programme. Cammell Laird alsp peeg
githin SiX months either an order for an oil B o

additional fleet tanker. At Swan Hunter BS WaULA o 78 s
» or equivalent not later than the middle of 1985 aud yp

substantial orders in 1933 if naval employment is to be held
at 5,500. If these naval orders to fill the 1983 gap at
swan Hunter are not forthcoming, BS would then have to choose

vetween slimming Swan Hunter or closing additional merchant

shipbuilding capacity in order to switch merchant ships into
Swan Hunter.

0ffshore

16. " '
The Offshore Supplies Office (0S0) of the Department of

Iner ;
Sectgy estimate that the total market arising from the British
or p
of the North Sea is between 6/8 floating structures over

the next
4/5 years and that there should be a continuing demand
after that,

17 . y

Scott I]?istlllzozlming to secure up to three rigs a year, (two at '

o hu thand one at Cammell Laird) appear to be overfestimatlng

rnatic € market and to be taking too lightly the fierceness
nal competition. Both Cammell Laird and Scott

have . . .
e p] Jet to demonstrate that they are competitive. While

he i,
of inte

(<) ? ;
*e pp S °Sed with tne progress being made by Scott Lithgow on

afe o
¥ Vessel, this order was not won in open competition.
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18 1t should be xnovn whether BS can succeed in getting

next few months. Scott Lithgow needs at 3

er by the end of the year and Cammell Lairg p
eeq

Both yards are currently dealin
Y -

orders in the
least one ord
one in about SiX months.
with a number of enquiries.
both yards will suffer from under-utilisation, especially
which would threaten BS's financia]

81/82, and the future of both companieg

If both Cammell Laird ang

Without these oil rig orders

at Scott Iithgow,
pro jections for 19
would be seriously at risk.

Scott Lithgow had to close, the closure costs could amount

to £120m¥ Both companies are in areas of severe unempl oymen

19. Even so it would not appear to be prudent to authorise
BS to enter even these initial contracts at a loss. If BS were
to take contracts at a loss the oil companies would be

reluctant to let BS raise prices.

Privatisation

20. BS consider that it is too early to consider privatisation
or disposal of their potential offshore interest. BS's Chairman
takes the view that only when BS have been proved to have been
successful in the offshore area will it be right to consider
privatisation, and moreover it would be best to introduce
private capital into a viable BS rather than into a division.

hat no

21. In considering BS's response it should be noted ® g
_gubmers:*™

private sector firm has any experience in building semi
rigs and other similar structures and foreign yards are e any
main competitors: While the technology should not Pe beyeE =
of the private sector companies who have shown Someé inter®
So far they have not thought that the potential revards ik
worth the risk. The prospects for early privatisatio?
therefore poor. (See Annex E)

sty

are

- udé®
* This is a cash fj o and i8¢

lgur 1 year
all redundancy cog‘és? spread over several ¥
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_~ ma are however successful in +
T B & L in their oyp
-urrent nee

jj'floﬂtinct structures, the prosioects fop Drivatigin A-C'b‘iahons
q%fshore pivision might be re-examined nexy Sul"lme;l-{g il
jnole question of privatising BS is rﬂconsid,::£egl.wnent‘.me

B lation for this BS shouldfberaskedifNenins i its A
prpoiate Fiap next spring the detailed planning aips ;felr
offshore pivision and its path to achieving an economic rfk:

on the assets employed. -

ahead

)3,  Because of considerable uncertainties at present about future
maval orders and whether BS will be successful in their efforts

to penetrate the offshore market, it seems premature to take long
term decisions about BS's strategy. Failure by BS to penctrate .
the offshore market on acceptable termms, combined with a low level
of naval orders below that assumed by BS,

would threaten Scott Lithgow, Cammell Laird, Swan Hunter and
poss?bly other yards on completion of existing programmes, and would
require a radical restructuring of BS's strategy, with high costs
of closure in 1982/83 and 1984/85. L

2. y o
These uncertainties are graphically demonstrated by the

diffi . :
culty of estimating the effect of an extension of the Shipbuilding

::S;lz:zzzg ll:zyments ?cheme. A two year prolongation of the
KinistEriql yments Scheme has already been agreed in principle in
in the In;iwiorrespondence, and the necessary powers will be taken
for Bg ran z ry No. 2 Bill. At Annex A examples of closure patterns
At 1989 PE? ng. from 3,400 to 19,000 redundancies have been costed.
res,-pectivﬂ Prices the total costs range from £10m to £56m

' Y5 but until the major uncertainties surrounding BS

aye bee
jud R clarified to some extent, it is not possible to form
8ement 4 ]

a J
™ theg timelther on the likely total number of redundancies or

ing.
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It is therefore suggested that Ministers shoylg aceep
25
- —

trategy for the moment subject to the provisgg;.
Y BS's s

) a) Smith's Dock, cammell Laird and Scott Lithgow
 — should not take any more subsidised merchant
i" ship orders. . .
& p) The initial orders for oil rigs at Cammell Lairg
} and Scott Lithgow should not be taken at g loss,
C— and subsequent orders should be taken at g Profit,
} ¢c) BS should be asked to produce a Corporate Plan
- not later than spring 1981 which should incluge
separate corporate plans for all their divisions,
S 26 To help BS come to a realistic strategy, and in view of ty,
‘ threat to Cammell Laird and Scott Lithgow if BS's present attemy
TS to enter the offshore market are not successful, it is clearly
i desirable that MOD should as Soon as progress on their costings
'j' ‘ permit, give a clear indication on the prospects for future ories
and if at all possible should also have come to a view on the
\‘; capacity they may require for submarines in the second half of t
I
e | | eighties.
’ 1 27 The prospects for privatisation can be reviewed in the lig
D of the corporate plans.
1
l - ol Conclusions
[ inisters
i 28 Department of Industry officials recommend that Minis

: _n; should now:-

ey a) Endorse the step by step approach of BS's strategy e
Sow out in para 25 which means that Smith's Dock, Cammell
f Laird and Scott Lithgow should not be eligible for‘

1 ! Intervention Fund assistance, and orders for oil R
Jiia 8 should not be taken at a loss.

CONFIDENTIAL
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o British Shipbuilders“extemal financ'mg limits
of £195M for 1980/81 a.m<.i £114m next year¥ coupleq
with 2 trading loss limit, after crediting ajq from
the Intervention Fund, of £25m at outturn prices i
1981/82-

Endorse an approach to the Commission tq seek
approval to use the remainder of the £55m tranche
of the Intervention Fund from the end of this year
to July 1981 and for a new tranche of £45m from
July 1981 to July 1982 with the rate of assistance
expressed as a percentage of the contract price of
ships reduced by say five percentage points after
July 1981. Failure to make an approach soon could
prejudice our position.

d) In order to give BS an incentive to undertake any
further restructuring, agree that the extraordinary
costs of further closures beyond those assumed for
Vosper Shiprepairersand Smith's Dock should be regarded
as a legitimate reason for increasing previously agreed
external financing limits. The precise provisions
would need to be considered with the Treasury.

Confirm their decision, already given in principle,
%o prolong the Shipbuilding Redundancy Payments Scheme.

: ‘185!11 in 980 8 3] 82 at cash or
\ 1 81
out tuI‘n , /\‘ 1l and £1 53m in 9 /
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SMITH'S DOCK

Note by Dol officials

. The current order book at Smith's Dock (employment 2, 300)
at

Teesside consisting of two ships for Geest is due to be Completey

by January 1982.

2 Smith's Dock have however been negotiating for two Tefrigeraty
cargo ships (reefers) at a contract price of £25m from a subsidiar:
of British and Commonwealth. Intervention Fund assistance of £5.g;
would be needed. Negotiations were already at an advanced stage
when the BS Chairman decided that Smith's Dock should be closed
and Smith's Dock had been told by British and Commonwealth that
their price range was acceptable but that certain details of the
technical specification needed to be discussed further While
British and Commonwealth have not given a formal letter of intent,
their communication with Smith's Dock does not fall far short of it

3 BS's Chairman has now taken positive action to prepare the
way for a cessation of merchant shipbuilding at Smith's Dock.
He met the Chairman of British and Commonwealth on October 8th
and told him that it would be helpful to BS's strategy if Briti®
and Commonwealth were to withdraw from negotiations for the tWo
reefers from Smith's Dock, and were instead to place an order il
two with Swan Hunter which could be delivered later. Swan Hunter
because of their existing order book are not in a position to off
as early delivery as Smith's Dock. British and Commonwealt! =
their South African partner for this reefer venture (saf MariHE)
might ultimately want six ships.
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and Commonwealth have undertaken tq consider thj
i i
P with their South African partner and give an answer w:thi
] "
reques poe weeks OT SO. The difficulty ag far .y
B : . ; y
P soumonvealth 18 concérned 1s THat UHSFITEHIFe darly del ner
1y on the first ship and it may not be pogsj
cularly s Possible for then
yard abroad which could offer the sape delivery

Briti5h

2
pBrti
o ind anotheT

% British and Commonwealth rejeet the Chairman'g proposals,
e Chairman has indicated that he might wish the Government to
snsider authorising one ship at SBmith's Dock with the other to
o built at Swan Hunter rather than send British and Commonwealth’s
requirement abroad. British and Commonwealth are an important

UK shipping company but they have

ot built in this country for many years and BS are understandably
st anxious to regain their custom.
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EMPLOYMENT IN

COMPANY EMPLOYMENT
GOVAN SHIPBUILDERS 3152
S T LITHGOW & CALEDONIANX* 2124
JOINERY (PORT GLASGOW)
S I SCOTT'S SHIPBUILDING* 2395
S L FERGUSON BROS 397
S L SCOTT & SONS iy
(BOWLING)
AILSA 400
ROBB CALEDON DUNDEE 747
ROBB CALEDON LEITH 566
SMITHS DOCK 2287
SUNDERLAND SHIPBUILDERS 3698
AUSTIN AND PICKERSGILL 2703
SWAN HUNTER¥ 9177
GOOLE 382
CANMMELL LAIRD* 3493
APPLEDORE 340
TOTAL 32362

*

All the Travel-To-Work-Areas (TTWAs) in which those yards

are Special Development Areas except Teesside which is 2

BS MERCHAN
UNEMPLOYMENT RATES IN CO

CONFIDENTIAL
s

T AND MIXED YARDS AT
RRESPONDING TTWAs AT AUGUST 1980

TRAVEL TO
WORK AREA

GLASGOW
GREENOCK

AYR
DUNDEE
EDINBURGH
TEESSIDE
WEARSIDE
WEARSIDE

NORTH TYNE
AND SOUTH
TYNE

GOOLE
BIRKENHEAD
BIDEFORD

END JULY 1980 sy

PERCENTAGE
UNEMPLOYMENT
RATES
TOTAL MALE
12,4 14.8
L4.3  A503
LA 30 el
AL 3 U
14.3 Toe
dEIEACORE 1L 2) 5L
Q4. 81 2
7.4 8.9
13 4 T oY
15208 s
52 F oS
Dl 45360
9.4 9.5
LAe 3 e
Sl 8.9

Indicates mixed merchant and naval shipbuilding yard.

Area and Goole, Bideford and Edinburgh which are Intermedi

(Edinburgh is scheduled to be i er=icd to & nou-hssisted

1 August 1982.)

B Vorking Poowlation = Estimates of Employees plus the Unempl0

in mid-1977.
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4 Costs of Prolonging Statutory Shipbuilding feg
heme for BS for Two Years tedundanc;

gstimate
payments 5S¢

s are in £m PES 80 prices.

1 figure
tase 1i- Minimum Closure programme (Smi
= poc Shiprepairers). 3400 reduidan:?zs?OCk’ g
1981/82 1982/83 1983/84
6.8 2.8 0.5
(ase 2:- As in Case 1, pluse closure of Tyne shiprepair.
6000 redundancies.
1981/82 1982/83 1983/84
fdes 8 5.0 1550
ate Jis As in Case 2, plus closure of Scott Lithgow when
present order book runs out. 10,000 redundancies.
Case 3 could also be arrived at by Case 2 plus
closure of some small yards eg Ferguson (400)
Ailsa (400) and reduction of naval construction
eg 1000 at specialist yards and 2000 at mixed yards.
1981/82 1982/83 1983/84 1934/85
11LE 12.7 4.4 0.8
Qﬁl&:" As j
in Case 3, plus rundown of Cammell Laird (3000)
2nd further rundown of naval work at specialised
faval yards (1000). 14,000 redundancies.
1981/32 1982/83 1983/84 1984/85
F 11.8 12,9 13.8 3-4
e
s“"Stem:-golrlg ®Stimates relate to redundancies likely to fall

lall . : ' :
Y Within the period mid-1981 - mid-1983 ie during
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page »

ine propored two year extension of the SHES.  Redundancie

after mid-1983 eg at specialist naval or mixed yards ag

i e - aval work in 1983 s 2

a result of the rundown of naval \? < 1n+h'] 3 and 1984 coulg No. of Date of

amount to & further 5000 redundancies outside the scope of redun— 1981/82 82/8

j \ SRPS. though this estimate is highly s CompaRy closure Hod by 84/85 85/86

the prolonged SRPS, though thi 1m S N180ly speculatyy, dancies

The cost of this has been included in Case 5 below to give g

likel: overall cost. "3 |

<iths Dock 2300 Nov 81 4.41 1.92 0.48 = e
— case 5:- As in Case 4, plus 5000 further redundancies yiths DO = o
l' at specialised naval mixed yards. 19,000 redundancig, 14 gﬁ
55 1981/82 1982/83 1983/34 1934/85  1985/s fusper -
i 11.8 127 19.1 10.8 21 |uprepairers 1100 Apr 81 2. 347070, gp d & g ""5 b
FmE o . : Z
(.r ! tiprepair 2600 Sep 81 5001 8i2:20ie8 1055 - = ie
e | — {
| A
| R&5 ! : - :
i 1t Lithgow 4000 Sep 82 = 1ys 17e6By 9436 (0184 - =
- )] [ v
. T i laird 4000 Feb 83 - - 9.36 2452 = \
| j L
| e 5 2500 June 83 -
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ANNEY o

5 25 FOR CLOSURE IF GOVERNNENT
BS C"\N%zls)%ggg ON FURTHER CLOSURES

. ot Employment }os;gs Since
Yard %;1_;%%3—?— at 2577/b) Ves > Day
’ljgzj cart &m
B R s = Ty
(July 1977 -
March 1980)
’ 2)
¢ 00 2 (
Ailsa 9 : 4 4 2,5
1 1
cammell Laird (50)¢ 3433 34 3
3 2(3)
R "
Fergusons 8 397 3 Lg
Govan 63 3152 41 20,3
(4)
Robb Caledon 9 566 24 L
(Leith)
= 7 (5)
Scott Lithgow 42 4519 70( 178
Smith's Dock 37 2287 24 16.1
Notes
(1) Potential merchant capacity: under Option IIA Cammell Laird
would go over to naval work.
(2) Ailsa was acquired after Vesting Day. Losses given are for
two years only.
(3) Estimate of losses. Fergusons is now a separate company but

(4)

(5)

Was previously part of Scott Lithgow.

Losses at both Leith and Dundee yards. The Leith yard Ha
about two thirds the capacity of Dundee but more modern
facilities.

Excluding estimated losses at Fergusons.
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[17Y OF PRIVATE SECTOR FIRNS 10 BUILD
AB

015 ok STRUCTURES
AN

SEMI—SUBMERSIBLE RIGS

ector firm has experience in buildin il :
S‘on drilling rigs, support vessels of ?f?ﬁtfﬁzmgﬁigbles
rms) e There 1S however no 1ntr1;151c Treason why any of g ua}ton
latfoaﬁ e of firms could not do so, with some capital investmegt :
i ra Jearning curve. In particular such Semi-submersibles couls.nd
o S by any of the major producers of fixeq structures, all of
be currently face serious over-capacity. The fact is however that
whom firms have yet to make any sustained effort to convince either
thesgrilling companies or the oil operators of their ability to do -
the work and this would be needed to get orders. In the short term 13
EEZrefore there is no private sector altermative in Britain to tne
n Shipbuilders yards. i

Britis -
[t is however possible that if the demga.nd persisted private sector ||4 ]
sirms might get into this market, particularly if the market for )
fixed structures fell away further. One of the builders of fixed -

facilities, Howard Doris at Loch{Kisho:fn,_North West Scotland, has b
amounced that they are considering building such rigs and indeed 15
one drilling operator, KCA International, has had at least some
contact with them about it. Three other firms with varying types of
relevant experience (Lewis Offshore operating from Stornoway, Laing
Offshore from their moth-balled yard on Teesside and UIE on Clydebank) "6k
are also known to be interested. Any of these firms would have to

convince drilling operators of their ability to do the job.

Apart from private sector firms Harland and Wolff in Belfast could 7
Gecide to re-enter the market for floating structures, having built ;
one in the 1960s. By
The Offshore Supplies Office see the market for semi-submersibles _.,l!

Tquired in British waters as amounting to 6-8 over 4-5 years. They

think thepefore that BS, aiming to secure 3 orders a year, over- \
Estlm?te the size of the marke%. They believe however BS are :;lfﬂt ' "
sg think that The market for these structures should contlngefog !
exmi years: following a probably short-lived buoyant dem.xr;oderate et
le\};egr?:;on rigs there should be a continuing demand at a

y
floating production platforms and support vessels. i
Xplorats

; ) : are not eligible
for ages Onl rigs ang floating production Platfomrmmsm, rules govern- )
Ing In:;itance under current and prospective Commnity

Vention Fund assistance but support veneeLE ase . 12t
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