3S ight ha to ¢l
agreed that I should dl:_;c,us:s m}t,h tbe Chairman of BSC the
possibility of changes in the frontiers between the Corporation
and the private sector. I have concluded that collaborative ventures
are likely to provide the only way of ensuring both that the private
steel industry maintains about its present share of the market, and
that a means of eventually transferring substantial parts of
BSC's operations to private ownership is created at the same time.
This note indicates the general principles which, in my view, should
continue to guide negotiations to this end and reports progress so far.

a subsidised

In present circumstances, when the European steel industry is in
such disarray that mandatory production quotas have had to be
‘roduced by the Commission, where output of the UK steel industry
been reduced by between a third and a half, with consequent
astrous effects on cash flow, there is no obvious or easy way of
t?fklmg the problem of private companies in the area of overlap. I
Have considered various options, all of which have disadvantages:
(a) Do nothing. wseveral private sector steel companies
would cease to trade, resulting in a smaller private
Sector and a steel industry dominated even more than
at present by BSC.

Permit BSC to take over the assets of those companies
whose Opeérations overlap with theirs. Three companies
have proposeq this course, Duport, Hadfields (a subsidiary
f Lonrho) and TI to relieve them of continuing losses,

to provige some cash for closure and redundancy costs 14
and thereby to improve their balance sheets. This wou

of course expand the public sector, and probably mgke
8reater demands on the Exchequer. I have indicate ra

hat thisg option should be ruled out on those grounds.
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sector companies to take over
azio;‘;c which overlap with theirs, important questio f ‘th
a < = e ~ O anie or i = ¥ g 0
frong private sector companies capap, D e indi tl Have
There are few SETODE Bt hose operations. oo Zychequer directly or indirectly, would have tq provide financial
: e f ' PPl ons . Sihs : t any new companies off inci
of taking in GKN, has taken a policy oo slgn oo acsistance tobgedeteimined and techni thg i e
most Dowgrliltlc‘interests in steel, and MC{;?%LF i will hav: Eg’pe: of problem:- “airs Yueias of PO L
to expan " The other companies are equally reluctap jfferen ] ;
reduce the,f' dTh;nr‘ in addition have fewer financig) =
vea, 2
to be invo

courage Priv
Egose BSC oper nt to which the

(a) Payments for éjssets of co
resources. go outAof business. It is

-nts whereby BSC and the private sec valuatlon.Of such assets sh
n%emifnf’r hossibly exchanged) ass contribution they are expec
companies pooled (o o;‘ more free-standing Compa 5 Act profitability of the new bu
created therepy onte;he fiﬁancial difficulties of t historic cost. These costs
companies. leeﬁd the reluctance even of the best of burden on the companies.concerned because of high
private sg;xi ?nvolved, it may be difficult ;o create interest rates, and it may not be possible in all cases
them to ranies T thout a financial 1ngex:t10:1 from the to offer an amount for the assets sufficient to maintain
such comgt This need not set a precedent ,OI‘"SUIlllar the current viability of the company or of the group of
Gg‘éfgﬁm:utéide the steel industry 51232 gh S case ] which 1; is i member. tWe ihould be prepared to defend
a ween a subs instance on stri i i i
js limited tot;};epg\ﬁz;ios:igor;but 36 wonld hestinl any suc Tict commercial criteria.
industry artl? o Limdsiie Valuation of assets of companies (including assets of
as discreetly k BSC) which will be incorporated into new businesses.
g Publicly financed investment by BSC during the last
rs. This has been done on the.Dﬁil} O“a“ ’ decade means that their plant is generally good, and

y committed 20 igCe?gviiﬁmZEEt%gu‘;P Tl better than ?zny ﬁ‘ the gnalagous pgivate sectgﬁ
i attractive to e SOV = companies. wi not be easy so to arrange e

and that Pr‘?P‘?ia}iimZ;}aé Eg the Exchequer, prevent Ehe dfsfgzittifro ¢ financial structure of the newycompanies as to avoid
that they limi companies in the area of overlap and thaci ;ta}:(e'l‘ m k=3 a majority equity ownership by BSC.
P;?X:Eg Zzgzgﬁ participation in activities currently unde n by
pri g

; < it ¢ BSC.
but without jeopardising the ultimate viability ol

panies which will then

Very important that the
ould be related to the

ted to make to the

siness and not to their

are in fact a considerable

Foster arra

i 5 t < i SN h with BS
% Officials here have been eXPIOIlHP these option both w h C
a |

and with private s’geelmake
the Government is in no wa

Provision of working capital, Steelmaking requires
blic sector to private sector . %ﬁrge amounts of wogkixllg cap}talglangetlg:p:g\{;tgfof
i hift of emphasis from public : “long term objecti® ¢ new companies should preferably t
. Whlllf a°§ the steel industry is in line with our lo'llgful economi® supporting the necessary borrowing without the use of
e bound to be slow, both because of the unhelp ¢ BSO
progress is )

[ i a6 c nt pressures on the managerl 2 g parent guarantees
al resource o ¢ .
imate an he curre P S > c ~centraté

L A compgniecsi.b nt':tenztznigaiﬁigaeiigggeis both New capital investment. Although in general the
on the billet, bar and ro usiness

i i t and where o Plant available is of good quality, there are one or
substantial private and public sector 1nvolvemefl;tory W ¢ two notable omissions, particularly contlr}uousl_c;s{mg.
et G}'{N o it goo@ d?gicﬁftggegsgrlao is & Field ‘éjétlﬁoutﬁ“h facilities! an%' nev..r ggggnméz %grmslu;s:aitial
ziinoﬁgnia tﬁiti:liixc.’f Eggpgggislgrz now being t?b}edegzige %O,be ?O new ?‘i;;gb%gvégtzggtmie.gl%gisegéa (projects costing
D\IPOI‘S‘ TtI: anthSC; but a Sl‘iagldeiénzngifozéiiézg Ehe part‘}clpaH- upwards of £25m) would have to be provided.
in order to achieve an acceptable sensus

: ; £ commerci? 6 " {n6ioies
L nE Rl fromtt;hi_p01nrt;uo£ Xéi:q;)arily be OO elp ¢ Whicgesgepartment has retained Hill Samuel to advise on the principle
viability. While detailed negotiations S - f

; : i i igal techniques
: ready 0 o o Thej 0uld apply in these cases, and on appropriate financia
B ponics, the Deportment wélélgik, e o 8dvice ig that the present and prospective stgte.giuzlllfysgffl
process of discussion as necessary. Sir RObrexgs accepted the P& K co ; € poor track record in recent years :k Vlit e e
Hill Samuel (who are acting as my advisers) sreference Of R B both publicly and privately owned, makes oA
to act as an independent Chairman, where the Darty oy nvestors not presently in the steel l?usme§sh el b
concerned is for such an arrangement. ingep..rate at all, or only at a premium for risk which w e

Enslbly high. Thus the companies' equity will mgv:.t: e{makins-

Y companjeg op parent groups currently involved in ste

£
)
y 00
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I accept their view, that any ney

B e be viable S onmeneially from the beginning. A good
company Ius® tewill e whether it will be able to borrow adequate
pracmcalftcirking capital from the banks 11 its oz\z“rmm, a
amounts 9 ' ree to parent guarantees. Furthermore if such guarantees
i reéouséc to a subsidiary jn which it has a minority =8
:i:r%}lx‘oliging then the PSBR is in no way relieved ol the burden

e 18

ng coatrol has been lost. A mo1 elaborate and less effective
a coav i : C g
method of financlnig public sector ac

tivities will have replaced a
simpler and more overt one.

uel also advise, and

sense defined, any company wi
trict its gearing to one-third, and

5 times as a minimum

jability in the
need to Tes
hould be in the range of 22
and in all circumstances. It is ev‘}dent that sﬂ.u_ch‘a company must be
relieved of obligations incurred prior to its foundation, for example
employees' pensions, and must avoid as far as possible cash outlay
for assets acquired. These are onerous, but perhaps necessary
conditions for the new company to have any chance of success.
Negotiations have not yet gone far enough between any of the parties
to say whether arrangements can be devised which meet these criteria
in any given case in a manner acceptable to the participants, but
feasible alternative company structures have been suggested by the
Department‘s advisers to demonstrate how the principles mentioned
above could in practice be applied.

8 To achieve Vi
from the beginnlng
its interest cover S

9 The hope is that very considerable help towards the future
viability of the enterprise can be provided by permitting BSC to
transfer the assets which they will be putting into the business
at a low valuation and which can be dealt with as part of the capital
reconstruction already announced. But it will be unrealistic to
suppose that no new cash will be required, over and above that which
can be raised by the enterprise itself on its own account. I‘husiflmge
n it wi

new money will be needed from Government, though here agai :
BSC, to avmd

the private
ificantly

the objective to feed that money into the company via
too obvious an appearance of direct Government aid to
i:(s:ts:oil.l The imounts to be so provided should be very sign d
LaeE an would be required to finance BSC's business 4f it remAllets

thin the oublic sector, since the working capital at least should
raised from the market as in the case of any normal private sector
company. Any such cash provision would therefore be justified on e
grounds that a public sector alternative would be more expensive-
;Opecg.macGregor has undertsken to include in his Gorporate Plal
Dverlalc.prox)osza\ls for the progressive shift of activities 1B
o seegli’mstgreas from BSC to the private sector. In January
Shat Plaﬁsas e agreement of colleagues to the Governm 3 5pO
Heaiyhile hoa whole, and to the privatisation proposal o0
o8 2 iy wever, a great deal of work has to be done in OT™C .
relief to th:ge of practical and viable proposals and of brlf‘g.mi
BSC competitiognva;e sector companies being damaged DY SUbSldiit
B xtent that the Departvont ig involve
principles set out = ﬂ?at officials should be guided by the
agree that this is tﬁ this paper and I invite my colleague® 12

€ way we should proceed.

Department .of Industry

2 December '1980 K J
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NOMINAL

CAPACITY

'000 billet

tonnes

NOS
EMPLOYED

BSC

BSC

Templeborough BSC

Aldwarke

Roundoak

Brymbo

E.Hecla
Leeds Road

llane1 g

BSC

BSC/TI
50/50

GKN

Hadfields
(Lonrho
Subsidiary)

Duport

?teels
subsidiar;

of Duport 4
glneering Ltd)

Sheffield

Sheffield

Rotherham
Rotherham

BrierleyHill
(near Birmingham)

Wrexham
N.Wales

Sheffield

S.Wales
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870

870

560

360

325
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