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of £121 million
the factoring
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trading normally
last resort, that
wledged that a z
0/81 but refused
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gnised that the c:
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14 ensure,
ir claims fully met.
on would be needed
until the new
me. The Committee
for 1980/81 could, after
W Chairman's e> out to be even larger
Sir Charles Villi guess (E(80)21st Item 1). I made
} statement on these lines to Parliament on 26 June.

Mr MacGregor has now given me three preliminary reports. L.
SEES out BSC's profit and loss and cash projections for 1980/81
1981/82 on the "present path", indications for 1982/83
. 1983/84 and options on future capacity. The second describes,
W#Zng outline, some cost saving goals designed to restore
o competitiveness. The third paper outlines his proposed
OU ninlsatlon.of the Corporation into a number of d}scrgtih
'”xmciﬁgs acting as "profit centres" and 1ncorporat%§g g.ect
i§ to heln 00 Sales functions on a product basis. 3 3 g'g :
larket ghq achieve competitive cost levels, regain Omesklﬁ

Sflare and strengthen BSC's position in export markets.

12 presentin these papers to me, Mr MacGregor has

: .néigd that thg financgag b;ojectiéns and consequential

isting o after 1980/81 were '"mechanical extrapo¥a?lon§ of

ings ﬁﬁomons", ie they do not include provigion for

Taw materials ‘and operational costs and improved

hat he hopes to achieve. Nor do they -
and jimprovementg regulting from the propoged

The estimates allow only for operational

€vable through cutbacks in capacity below the
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present 15 million tonnes strategy Such
involve redundancies additional to thé 55 oggrther cuth
%lace 1nd’1‘280: of these 40,000 have already lo?%agﬁed ticltts W
pressed for quantification of the furtl o1 G the Qgpp ke 15 million © i qui
benefits. Mr MacGregor explained thatrh;tzoiiglngs ang Poray; Decembel” ngeghgléetizc :jscl?orégimi %{‘fqum steel strategy
until the new "businesses'" had been set Uld not ppoyey greeds o rGduct b recast UK demand in 1980 iR
Soved with the executives who would gg Ttelpoand cash tag\élde e ﬁi 3 milllgn prg gcmﬂ(lnilgis% og w%cnch they expected ég’l at 108
them; also there has been a dellay i sponsible f etg e s icen QLA product tonnes W'thl7 0 supply
; als T y in the Coope OT ach; HortEs nes of exports. (Note: 1.3 3, With 3.3 millj -
report and recommendations on a mew co Pers and Iyh.. W AnpEuOnE == ; e: 1.22 tonne e Lol
A ! st contr Ybrapy ¥ i sary to produce 1 rod 5 ok (Liqu
gggméie%hto pTOVld% quantified estimates aggt%g}wg:zstem_raﬁd ; are giceggcrrbfovecést ig of 8’1{ Elggzngo??qugoiteel-) ‘Tl}lg Eleel 109
e year. This means that Ir MacGr r8etS by the' curt duct tonnes; they ! x 1 1900/81 at 13.5
provided a coprorate plan settin U Sy has no = gLlon T8 tri 7 hae Losin lige ey, ok a5 o
; L ing out what he t yet p of the steel strike and expec z sfiare as a
at BSC over the next few years. hopes to achye, Tfsug sent of the UK market or 7“EV;-§O-Sdpply only 47 or \0
) AR ' ‘ eve Lwtﬁ ExporTts 5¢ ‘about 245 mill{on.r))roéuiio? product tonneé,
‘ firs consideration, the economists here W1Poso estimate that UK demand will ct tonnes. For 1981 -
BSC's main assumptions for 1980/81 and 1OQ,./820rc COnEi e t “hquon product tonnes but the ill fall further, to 12.4 A2
. o (@] + mi L S A B .
gggi?lslgnigli;uég pirtll.cglar’ that their i/‘orl’ec?‘:irgfmt ‘ iél;écover their market share az :?23211:81‘1)653"81)16 i i
steel de i . B a ; o 1
mand in the UK is not unduly ;znt}n?ﬁ ETlC?S forAmost s?e?l products are at presentjvgizx; Szn}t’. -
6 Mr MacGregor's conclusion is that BSC! S todti}e excciitc?zagfy and poor demand not only in ’vchg ijKdue
requirement i = & s additi i gnd Europe but in 0TAST overseas mark : :
e e %%L'}gggéB;amaytyell approach £600 mil]ltgégna%) Cagh ;g expected in 1981/82, unless the 1e$Z§ 2?(3 %1’0*0%@ improvement 02
make little impact in ’I%go/éit the changes he DroboNehi Taopt dales st current leyelR of abglecg ;iﬁ%mg deolsnas, -
ggke to implement them (incluc’ligéviﬁetgia?%e it will inzﬁiw. tonnes per annum are not therefore likely to be ;22}2{3;:5;& 13 ‘
r consultation on proposed organisatimali gﬁznggggirememsw’ 9 T attach at Annex 1 a table which : : 3
? A s). on the four altermative configurations arslgmgirlsfs the information -
alternative 2 cGregor has put forward fo : consequences of each course of 3  the financial |
Eiee capacity configurations. These rd Tour possible the lower case option will f action. This shows that, altho 4
. are briefly descrite estimated at £36 million {npﬁgggjgza ggofit before inte;esJE ugh - -y
P ) cash requirement : S C anticipate th %
Base case. This envisages capaci j el aSSOCiatedS"under this option, due largely to h? hthe
level resulting from t pacity continuing at th 11 ; with closures and large- 1 igh "5
necessary to i lr m the completion of the chan i will be £723 million to £373 million gr‘hgca@ mefungobeses;
liquid steel éggatergz—;t the 15 million tonnes Ofges below the expected cash requireme;ts.ofltllli é‘ihnOtBSig‘niﬁcantly -
announced last Decembe ] exi bopkORg, :
i T. 10 Mr M -
Case I. Capaci r MacGregor has told :
ase I. ‘ SEatsrtont . me that he consid e
Tiawia ty reduced to 12. . reduction in capacit he considers thata
wo%ﬁ izslggil,etﬁoilﬁitﬁ?mseeablegfﬁéiiéogezggges %ﬁ{q ;gogzieb% or Cage :ILI},7 §§f232u§h22§£1§113n %lquid tonnes, as
in Scunthorpe and alling Appleby Frodingham worke i obtas able Corporation in the medi spect of a sound and
Coupled with d the Aldwarke works i : ain satisfactory i dugoterd, provided he can L
U an incre 4 : in Sheffield, the gavi y improvements in perf . i <
L e v i output at Rav i vings expected f performance in addition o :
15000 guration would involve job 1ossggs§§a§{§;m ngaconsmer that the {Sﬁeﬁhe cutbacks in capacity. He does
alanced, viable busine case option would constitute a
- Case II. A variati gévgs anlnateatich ok I attach at Annex 2 a table which i
to 12.7 milliorlatlon of Case I with capacity reduced dog II over the next 3 st might be achioved MiGEn isge b
Llanwern and Ngrﬁgﬁﬁespof liquid steel by mothballing Perio?raunage to bring aboziagsérgg the.assgmptlon th‘it e oger
Scunthorpe. Thi y Park, the smaller works ab The ance, with agsoci resgive improvement in ‘ I3
"Pe. . S i i ted t reducti :
15000 is configuration I rks + 5 se figures ha cia cost reductions, OVer that period.
) job losses. would involve abol wiigglited on in}fgrggfgiggen agrgeed with BSC ‘L,)ut have been
. ot b plang fope that when Mp Mailépplled by the Corporation, and I
Bl - .ot capacity to 7 or 8 pillio8 Tate of oS LeXt 3 regor does come forward with “Tm 0
products onlq id steel to produce ofitable 1983/ loprovement years he will be aiming at a more rapid
mot; .only. Thig wo _currently PT2 "o, A s and better financial performance in
Por%balllng RaVenscraigUI% gﬁ‘ achieved by closing % y D is implied in Annex 2 S oy
albot. Job 1 » both Scunthorpe plantss an ! B 5
3 osses would 0. aske efore fingligi :
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12 For the remainder of 1980/81, Mr MacGregor hag tolg
that there is no possibility of reducing the excesg peqn:
of £400 million above the EFL forecast in June. Indeeq %ieme:\
Corporation's current estimates imply a further deteriopges
due largely to lower sales, weaker prlcgs(,janc} ﬂ.shortf;nl%,
on disposals, pointing to an excess of £00 milljion above 1,

EFL. Qg

45 Whatever the option, the stated cash requirement o

additional €400 to £600 million for 1980/81 and the Statgdan
range of £723 million to £1,0%51 mllllc.m. (deponqlng on the oo,
for 1981/82 (against the present provision of £250 million)p°l3i

are horrendous - even though I would expect lMr MacGregopn o
make some improvement next year. I have therefore given gy
thought to whether it would not be preferable to seek to cute
our longer term losses and opt immediately for the total
liquidation of the Corporation, with the disposal to the
private sector of such plants as they can be induced to tgy,
and the clogure of the rest. Mr MacGregor himself Tecogni geg
that, if there is no recovery in the present level of demapg
for BSC steel, liquidation might well be appropriate. Hoyeye,
T consider it would be premature to do this. Liquidation yop;
take time to implement - legislation would be needed - ang
would require cash outgoings of perhaps £1-81% billion - fop
redundancies, to meet foreign loans, pay creditors, ete, and
to keep certain plants going until buyers could be found., If
BSC were liquidated this would probably mean the end of
steelmaking at Scunthorpe, Ravenscraig and in South Wales
(apart from the tinplate works). Probably more than 70,000
would lose their jobs. On the other hand, we have only just
appointed Mr MacGregor. I am confident that he will either
make a very marked impact on BSC's financial position once he
has been able to implement his proposals or he will tell me
that there is no option but liquidation. I think he must te
given proper opportunity to show that he is able to achieve
;clk}e ultimate viability of BSC for which wererecently appointed
im.

14 T pressed Mr MacGregor on the possibilities of further
disposals as a means of reducing the 1980/81 cash reqUirement._F
BSC are already embarked on a programme of substantial disposé
estimated to yield £130 million in 1980/81. This may well
turn out to be over-optimistic in practice this year. :
Ir MacGregor has assured me that the only other discreteuni?
vhich might be disposable in present market conditions i
the stainless steel operation in Sheffield (Stanton and
who make iron pipes, are not attractive to a buyer ab preset
because of the collapse of demand from public utilities/:
I have told him to try and dispose of the stainless steel
%girigégz ‘f’thhlmiSht bring in gomething over £100 millrllon o
1s only one potentigl i i res€
we clearly cannot coun?: on a :algl.lyer g e S

t
j‘?en My present conclusion ig that Mr MacGregor has 8% ygst
%av' us sufficient in the way of identifiable targets © -gher
= 12%3(’) improved competitiveness etc to fix BSC's EF elcts

T /81 or for 1981/82. We need to know when he €XP®

CONFIBENTIAL

s e
Staveld!

-

17 We therefore need to take an immediat
. ' O B ~he e e Y

§FL for 1980/81, so tha e Corporat

ate while the opTions
r MacGregor .

reconstruct
of 1981 and

then need to look
financial improve
agreed to supply by
us into the early pa

18 There are two ways in which we can deal with the need
for BSC to have an increased EFL. One is to set a revised limit
now intended to cover the likely cash needs of the Corporation
until 31 March 1981. This would have to be £00 million if
we were to have any confidence that it would not be breached.
Such g high figure, which we would have to announce before we
had received Mr MacGregor's corporate plan, might weaken both
the Government's and Mr MacGregor's position in drawing up and
agreeing BSC's future strategy. As an alternative we could
@ree to provide an interim increase in BSC's EFL
20T 1980/8 4 with the ultimate figure to be established
J¢lore the end of January. Any increase will of course damage
:ﬂ?, Creqibilit}’ of the EFL gsystem as a discipline on nationalised
éig;StrleR but the open-ended alternative of giving BSC

80 money to carry on the business month by month until

We . 108 B S
wo?‘:ze %r.lla position to set a new definitive limit would be
eSS0 < 7 191 1 9

19 _
% I do not s : o+ ent information to
detepps consider we have gufficient 1
avgm;)lfi}? as of now our future policy on BSC. But we need to
Certain %1_"513 look at the problems created by this delay ;ftolrlﬂ
In ming ilancial decigions which cannot be pOSFponed. dge
finangs our impending decisions, first, on the 'mvestment an

the Tgégg Teview (IFR) for nationalised industries, as part of
fi Public Expenditure Survey; and, next month, on external

~1lhancg4 i i s
¢ing limjtg (EFL's) for all nationalised industries.

I)mposing Chief Secretary is, I understand, circulating a paper

3 settlement on the IFR figures. It will give
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tentative gure:s
agssumptions about
we have, as a |
ul ‘ 4 Ghe
have no more s
y prejudice de

imately
way
strategy
xt Publi

January

of the EFL system,

only sensible thing
case and set its EF
sense of the new BSC

settlement meanwhi
22 I therefore ask the Committee to

1 to defer the determination
1981/82 until we have had the o
the corporate plan promised by
end of December;

million which will probably need re
the end of January.

Department of Industry
12 September 1980
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OJECTIONS FOR 1981/82

o BSC R
Base Case Case I Case IT Lower Cage
1liquid
+ (m tonnes =% 15.0 12.9 e (a8
4 nnes z =

C 13.3 11.7 11.8 7-0

el) ¥
:pg: Home T 7.2 743 Fo3

Expor?t 2.7 1.5 132 by
/(Toss) after

ion but
(450) (299) (302) 36
) 879/1,029 858/1,008 881/1,031 723/873

ccount of a

e total cash requirements for each option, the main components
follows:

£ Million

Base Case Case I Cagse II Lower Case
1 expenditure 200/250  200/250  200/250  100/150
e costg 20 150 170 450
o 100,/200 100/200  100/200  100/200

above Projections are preliminary only and do not take

0y potential savings from improved performance.
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