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capacity.

in employment and physical

. o var of £110 ms <
4. BS's trading loss forecast this year ol & 0 million

s . 2 : much less thar s
subsidies while far too high is much less than last yeap _ &

. ~ nmffared rom Aa J w, ark
on the same basis. BS have sullered fror weak ma \ot’ frop : i
: = = accasnaet the renn — wYt v} A Q¢

exchange rate particularly agalnst the yen which more than -

St e o cettlement (
below average wage settlement (1 Tgé on an

benefits of a well

basis) - the steel and engineerin and the delayg
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in Naval orders which they were cO

point to the face that all these factors are outside the COKtI‘m\.

Corporation.

5. On the other hand, BS have failed to make significant improyes

in productive efficiency and they have missed their financia] t,
by larg The new Chairman has tak

affairs, but nevertheless if we want to make further 1‘eduction

e margins. en an immediate gragpy

of BS continuing to incur losses beyond that off

reliance on financial discipline alone could be risky and we mim:

ol

have to insist on further closures in 1982.

BS's Preferred Strategy

6. BS are not now expecting any major naval orders for their mixe
yards because of the severe cutback in naval requirements. Theyé

recognise that the amount of Intervention Fund will be insufficien

to support all their yards if the cutback in naval 1"equirementsis'
be replaced by merchant shipbuilding. They, therefore, plan to
diversify at Cammell Laird and Scott Lithgow into oil rigs - ‘hc“:
not eligible for IF assistance - albeit at an initial losS of W

per rig,and thus deal with the difficulties posed by the contredt
naval requirements. e closwe”
Smiths Dock.

They are prepared to contemplate th

7. The advantage of this strategy is that it does remove Cons",
actual or potential capacity from shipbuilding. BS is prepa‘
say that neither Cammell Laird nor Scott Lithgow will be elig!”

Intervention Fund assistance. Their future would be depeQdel

: 5
naval work and oil rigs. If Smiths Dock is closed as well ghi

/ removeé °°
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5 mm"d”mt shipbuilding capacity of about 130,000 grt
fro .
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;shments and should allow full utilisa

N ~esd ” -
T, nowever, open to question whether BS will be any more

cceSSfl"l e
parket ProsSPe CiiSh Be

jversifying into oil rigs than they are on merchant

however, somewhat better than for

\ p . .
ps where the m

BS wish to diversify into oil rigs at Cammell Laird and Scott
an initial loss. Without such orders both Cammell Laird
~ow would be solely dependent on their
In this event, we would have to
face up to the eventual closure of either or both. Closure costs

could amount up to £120 million which BS have not provided for. If

5 do not get these rig orders, the orders will go abroad.

10 While these are powerful considerations, I think we shall need
to examine each order carefully in the light
and the defence and social implications until BS can take such

The new Chairman certainly intends that this

business at a profit.

should become profitable.

Durther cuts

1 As indicated above, BS are prepared to contemplate the with-

d
"@al from shipbuilding of some 130,000 cgrt, although they have not

Yet
taken a final view on Smith's Dock.

12

tong Fotential output would, however, still be high at some 360,000

% year because higher output would be concentrated at fewer

The case for further cuts turns essentially

/on whether ...
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merchant ship output would thus be concentrated

tion of capacity.

iarket is dominated by Japanese competition.

naval contracts,

of the yard's performance,

We shall make it clear to the Chairman that
support for further orders will depend upon progress towards viability.
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on whether BS's forecasts of improvern

further contracti

it would be better to make

entially merchar
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very man

i loss

of very high subsidies and l10SS
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13, The argument for not 1ns ¢ is that tp,
> can anc tically eo
proposed are as far as we can and C 111y 0. N
¥ i 3 daVe
5 5 3 ~atwrs v and ~ontracntsan Sy 1

followed a policy of degressivity and contractlion in the
BS's new strategy is in line with 1t.

14, If we insist on yet further cuts, the scale of the withqg

from merchant shipbuilding will bevery great indeed. Even if

were limited to say 50,000 cgrt it w

a withdrawal of g,

180,000 tons from merchant shipbuildi . It would be against the

advice of BS, and the effect on BS, their

le and productivity

has to be taken into account. Any cut decided upon by Government

will appear arbitrary and be difficult to defend. Moreover, B

6
are proposing either the sale of their major shiprepair interests

-

insofar as the constraint of their statutory duties allows, and
a

h
new Chairman has indicated that, if buyers cannot be found, fur
contraction, particularly at Vosper Shiprepair which is heavily

making, will take place.

15. The shipbuilding industry has had six years of depression and
the reduction in capacity throughout the world has improved Pre
and the demand for ships is improving. As far as BS's credibili"l“
is concerned, they have a new Chairman who has already acted % g
and our impression so far is that he can bring the industrial 1€

financial discipline which BS needs.

Other Decisions Needed on Shipbuilding

. g i i
’.16. In the light of colleagues' decisions on strategy soward®
industry, we shall need to decide on:
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_naion of the Intervention Fund after the exnim -~
An eXLCU&l»n e o . “‘ fter the expiry 08
- the present tranche of £55 million in July 1981 ‘
of > T o SH IS

, extension mig

a)

mprise a new tranche of £

gquch al 45

: £far
T uEion: L O
5 percenta

one year 'he rate of subsidy reduced 108

by say

. £ -he R 311y e el N .
An extension of the Redwr ents Scheme which ;oA

b)

expires - June 198 in my view, should be |“
extended for two years. The case is the uncertainties |
in the industry. New legislation is required. .

0 i = 3

ncial Implical

1, The cost of BS's proposed strategy in terms of Intervention Fun

(part of Programme 4) and BS finance (Programme 5) are:

1980/81 1981/82 1982/83

N

PES Provision 104 8 38
BS Forecast 161 130 70 il6 ‘

Plus costs to BS on

closures of Smith's

N

Dock and Vo sper

(]
8. If Smith's Dock and Vosper were to close redundancy payments on the
issmption that the shipbuilding Redundancy Payments Scheme is extended . m
giminciuding Paymem;s under the Redundancy Payments Act mi@t total
examl.)le here might also be additional contraction/restructuring, 1.“01.* |
8% Cemmell Laird or Scott Lithgow if they cannot get sufficient 120

Offsh
°Te orders but there is no basis for estimates.

/Privatisation ...
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Privatisation

19 We agreed in Aug st that the privatls

ti
Shipbuilders in whole or in part should be deferred (¢ (8

Item 3).

intention to look again at

20 It is my
year in the light of the progress

and disposing of BS shiprepai

ing the industry

interests.

21 The proposals in this paper for

the progress towards viability of ¥y

building and diversification into offshore should make all tpe

less unattractive to the private sector.
Conclusion

22 On balance I believe that we should back BS's
This would be in accordance with our general strateg
industry announced a year last July which looked forward towards i
possible future viability of the industry
size is dependent on progress made and that we should follow 2
degressive policy in subsidies.

23  Progress towards viability by the industry has not been &%
ng ant

enough, and hence a further reduction in merchant s‘nipbuildi
shiprepair has been accepted by BS in their new strategy.

24 I ask colleagues to agree:-—

(a) The general strategy towards BS.

(b) An extension of the Redundancy Payments Act for &

two years,

(e¢) E(EA) might consider detailed aspects of the Int
Fund.

Department of Industry
12 September 1980
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Industry Officials

t G
~ 1c .
N & I |
— 3 g T
b4 grose reglstered LONS (L« ) q
. reduction of er T
000 to around 18,( ,000, whi
ther 1700
- ~+raction tarcet 3 h YaEe 3 S
BS's contraction Target & d be achieved by the end of the year.
It now looks as if the total merchant shipbuilding output will be

sbout 320,000 cgrt this year with employment at the end of the year

1t shipbuilding.

at 16,700 on merche Details of the contraction of

employment are at Annex I.
5 On the other hand, BS's cash needs exceed this year's External
Financial Limit of £120 million by £65 million (at 1980 cash prices)
ad the PES provision for 1981/82 of £81 million (at 1980 survey
?‘“i“‘s) by £40 million. BS are also forecasting this year's loss
target will be missed by £20 million.
:n Duﬁl?ijoﬁ prol.)lom is the size and inflexibility of BS's dependence
e ikrfendlture. The cash requirements this year and.n?).(t
fa"OUFab1e Zﬂuced because they reflect past losses, the unwinding of
alances at the warshipbuilders and the fact that BS are

locked ip+
1nto loss making contracts.

BS i
by Cutti
0 maint

*sh to reduce the notional capacity for merchant shipbuilding
n; the number of establishments, but they aim in particular

& COnszcllrelrou‘-tput.by better capacity utilisation. The main question
hethep o ation is whether BS's strategy should be accepted or
merch"’n’; sh-the_light of BS's financial performance and prospects,

o atlpbullding output should be reduced and, 1 f 'S0 by how.much
i fléans.  Further closures involve higher public expenditure
reduces

» Particularly in 1981/82 and 1982/83 but

o continuinl-g;I

high
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BS's Preferred Strategy

6 BS's preferred strategy is to take ot t} ng ol

Laird out of me t shipbuildi é vild chan “r\"
hY 0

juction at Swan Bunters where no sif t oI E

in the period. The Cammel b L4

thus be in naval and , but I

Lithgow e offshc v a

¢ y C ( 1t}

pressed,

workload end of 5 g Lt of this o
would be :
Cammell Laird has no 01 at nt, it has
nominal capacity of s

7 In addition, BS will endeavour either to sell its

repair interests

Shiprepair which

8 The effect of these changes is to re tan the
of underutilisation

S If IMinisters decide to back BS's new stra 5y it is suggest
that they should insist on the closure of Smi . The yar

needs substantial capital e

nditure which cannot be justified

Details of this Option are set out in Annex II.
Cost
10

Cost of this Option in terms of Intervention Fund (part &
Programme 4) and BS's finance (Programme 5)

are:

2/8]
1980,/81 1981/82 1982/
PES Provision 104 82

BS!' 70
s forecast 161 130

Plus possible cost
35
on closures: v

Smiths Dock) f 5
s 3 7

Vosper
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_~% and
apiths Dock 2
TiEs
) "‘y_m““i()l-‘
and 1D L,
1% mill 101, There may also be a need for other con-

hipbuilding Redundancy Pa

that the

cluding payments under the Redundancy P:

stended
. oht total
igh

: £ this cannot be forecast or quantified at this stage.
tion but -

,1ternatives tO backing BS's s

11 As

nsider:

cons

Providing no more support to BS to obtain orders and

let the merchant sl lding industry run out of work

on the ground that it is too expensive together with

1

keven - Option B.

shiprepair if it reached bre

iji Accepting BS's strategy:but refusing BS the money to

enter the offshore market at a loss. This could entail
a progressive rundown of either Cammell Laird or Scott
Lithgow or both - Option C.

iii Authorising the money for BS's offshore plans but
insisting on a further cut in merchant shipbuilding
capacity additional to that proposed in their strategy
to reduce the risk of exposure to further high losses

and cash requirements - Option A.

0 Further Support (Option B)
4 ' ML e g
ST not possible to close yards now because existing commit-
Tentg 3
rentu have to be fulfilled. If it were decided not to provide support
or
ing "W orders,, $Hi% Woldld b otome public knowledge and lead to

ust

T ;
5 12l and social unrest.
eaq closures

W

eEl:.l as eXtI‘emel
Stlmated that i

a,

4 168,000 o
curred on exig

The cost is inca
would lead to disruption to the naval programme as
Y high losses on merchant contracts. BS have

© close the worst loss makers with a capacity of
grt, additional losses of £168 million would b
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ting contracts assuming only a six months slippage

Vosper were to close, redundancy payments on the

lculable since wide-
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and additional redundancy costs of &84 million. 4 twe)
"elve

slippage would be more probable giving rise to £21g il

This does not into account any wider effe

15 Moreover, a 11 i

no account of

have been reduced

past losses when

satisfactory orderbooks, and it woul

industry now particularly taking
the

height of the recession last year.

ations which influenced Governr

i A number of fully modernised yaz

could

have a v

future and indeed the Chairman of BS

confident

the Corporation, as a whole, wil viable given

ii All the large merchant and mixed Yards are in are

high to severe unemployment. Until there

is grow
the economy there is a social

chance for part of the industry to

case for providing a
survive. }

111 The Ministry of Defence finds it advantageous to ha
mixed yards to provide flexibility in naval shipbuild-
ing capacity.

iv

There is a limited Defence interest in having a merc’

shipbuilding capacity to provide resources for shipré”
B 0 0f War.  The preservation of UK shipreP®
capacity outside the Royal Dockyards provides flexibllin

of capacity to meet the fleet's I-equl'.'v:‘
ments, nake |

varying suppor?t
The extent to which the MoD will require ¥ |
use of that capacity will depend on a number Of fackig

not the least of which will be the outcome of the e

i s 2 t
ation which continues to be given to the future of
Royal Dockyargs,

psi®

he
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1 aving

,ces avt

du
that there re geners: strategic grounds for maj -_—
N0
T D1y r than i I
) )
OmLie e
efus o0_support offshore Diversification 12}
‘ y
I3
45 Unless Min ish as ¢ of principle to tell BS that - )
- must not quote at loss, it wou probably be best to reach |
; individual cases. An assessment by 0SO of market “4 3
is at Annex III. BS's present ssment is that they cannot obtain - /‘/
orders except at loss unless the market continues to improve. ||5‘v
BS in the UK has the capability of undertaking this work, and - 3
BS are not allowed to take the work it will go abroad. 6
16
%6 If BS cannot get the work or are refused finance for it would o
entail on MoD's present order ents the closure of either 17
Scott Lithgow or Cammell Laird or both. These are mixed yards and —

the closure of both would have
Rirthermore

re,

implications for Defence capability. ||8
to close ;

. - > o h
two such major yards in areas of very high

employment would risk disruption to the remaining naval programme

of the two yards. The cost of closure on a 6 months slippage basis, J 119
ki would be around £90 million

.88 the unlikely assumption that there
e 11 could not be effected until

ding 3 =~
%6, U8 redundancy payments and closure
J06/8

120
Existy The time required for closure reflects the need to complete
SUing MoD'g contracts, and closure costs could be higher - £120

r:illio .
" assuming 4 12 month slippage on orders.

|
108y
Te of Additiona1

) 104
1

Capacity (Option D)

T M s ) N ;
5 I‘lnlsters wish to increase the amount of shipbuilding capacity

€ wi
With o
G Aray,

.-

thdraym from merchant shipbuilding beyond the 130,000 cgrtj
2 under ggr advice and it

S new plans, it would be against BS'

112
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would be difficult to defend the

agalinsti

BS's plans el 3 eol C
count juctive 1n ac ev b N
18 It } ted, il

hitherto been to

3 3 q % nah
Clelands will D¢ X
Brooke Marine, for ¢
r‘ z L < L1 T *

Other De Needec ‘
|
|

19 Ministers need to take C exter

Intervention 1e Redu bs e.

20 An extension of the Intervent \

tranche of £45 million for one year with

by say 5 percentage 1T o
of £55 million in Ju v t thic

with their strategy.

Government's degressive policies on

21 In view of the uncertainties in

strong case for an extension of the

: . - e : ieds
Details are set out in Annex V. New legislation is requt

Summary

hsl

1 . o~ . e s L hdraw subsk*
22 It is not practicable or cost effective to withdra¥

from BS. Ministers need to decide:

Lo prov®
= B e then. to accept BS's strategy subject to tnerCv
2 ock
that it should include the closure of Smiths

i r tt
Option A) in addition to the withdrawal of S0 . |
; L
lithgow and Cammell Laird from merchant shipb®
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AT T 2502 DDE Ao
€l . i -2 I's T WLING) s = Closed &
% s
Other ) .29 |
B by Of 5v= 44 4
T OTAI s - ’ : ’ 1
I 59 -
3 i 2,710 Haverton Hill - clos 5
% y IPBUILI 4,614 L9 (care and 3
‘ i
e ICKERSGILL 2, 906 gy @5 25713 il6
& 12705 25 i X lall (care and — :
(i) traction 7 maintenance)
n from 27, : C VA4 D5%
accorn Y r . 4 i £ o
B ( : i 4,340 . All non-merchant -~
merchant shipt n as part FED(RE 87 %
0Of the total i g e 10 ]
were to be ferred t« ¢ B 505 5 150%
yards. ; LL =
470 - - A1l non-merchant
(i1) The eventual closure of Robb Ce ' i1
of the contraction programme a T0TAL
to come from Govan, will reduce 38,590 27,948 17,236
ment to below 16,800
w 16,800, 120
(@8 The estimated merchant shipbuildi:
Lithgow 1,600; Swan Hunt 800
4 3y Swan Hunter 1,800. ik
1€ 3 onyon i
&cdinigulos for merchant shipbuilding marked with an asterisk at —
iler b - i ‘|
Nent from the yard totals in Annex A because the latter include 7
toon oty g ¢
= XN
Paiyp T activities at the yards concerned (eg, naval, agfgnore 104 —

) NOn—gh-+ St
Shipbuilding activities).
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EMPLOY

TTWAs AT /

ANNEX TI -_—

. —
COMPANY 3
1 ey 10
g light of the expected downturn on naval requirements and the -
GOVAN SHIPBUILDERS GI bl straints of a degresslve policy on subsidies, BS are now prepared |
a YAIN oi1ll J 4 A/ dded I n x -, 3 h d
0. & soent that Scott Lithgow and Cammell Laird should not build I |
\N ¢ c Dle 2 to @ AR ) S
) chant ships but that their future should lie in offshore and naval .
perct 3 2 Ll E ]
¥ TR They are also prepared to contemplate the closure of Smiths Dock. 112 -
De ;‘;
1" + e o 4 g IO IR - {
15 0 ,  They do not expect any substantial MoD orders for their major 113
S L SCOTT & SONS (BOWLING) 1 " 1l 35 ' pixed yards apart from some Oberon refits for Scotts and possibly a - (
o e R P ot fleet tanker for Cammell Laird. To fill the gap they are, therefore, ' 4 i
A 40 AYR 11.0 124 0.9 T . = . 3 . ¥
3 ; planning to take orders for three semi-submersible rigs at Scott | }
ROBB CALEDON DUNDEE 747 DUNDEE e = 08 | Iithgow, and one at Cammell Laird. Both yards would cease merchant = ,
ROBB CALEDON LEITH 555 EDINBURGH 7.4 8.9 0.2 shipbuilding apart from the need for a produce tanker if MoD's require- "5}
SMITHS DOCK 2202 TEESIDE S i ment for a second fleet oiler does not materialise in time. Merchant - o
i shipbuilding at Swan Hunter would be greatly increased. _ |
SUNDERLAND SHIPBUILDERS 3680 WEARSIDE 152400 1755 2.6 i6
AUSTIN AND PICKERSGILL 2713 WEARSIDE 15.2  17.3 1,9 5 On this basis, BS's forecast of merchant ship deliveries plus
drill rigs is:
SWAN HUNTER* 9192 1.4 13.0 20 | g 7
1980/81 1981/82 1982/83
o Q] 00T P 1 IS 7,0
S 384 GOOLE 9.4 9.5 1 320,000 . 407,000 381,000 1
CAMMELL LAIRD" 3 RKENHEAD  14.3 b 22 Deliveps i ; v
ME A 3473 BIRKENHEAD 14.3 15 iveries of merchant ships ex drill rigs is as follows: 19
APPLEDORE , S IDEFORI 3 B ' |
E 849 BIDEFORD 8.1 8.9 1980,/81 1981/82 1982/83 : :
TOTAL 2366 b 320,000 373,000 %61,000 o
| “lthin t )
el he totals fop 1981/82 and 1982/8% are 10,000 tons for con-
0 : &
¥ . U8 which are not eligible for Intervention Fund sSupporv.
Indicates mixed merchant and naval shipbuilding yard.
sp| 4
] re ” BS Y I
ALl the Travel-To-Work-Areas (TTWAs) in which those yards are situated & pide*’ S8 that these forecasts are compatible with Intervention
Develo}?ment Areas except Teeside which is a Development Area and 6001:; be & SUpport of 45 mil1s i rent tranche
anddl:k;mburgh vhich are Intermediate Areas. (Edinburgh is scheduled of £55 B 2> million after the expiry of the cur
a ; 3 P
graded to a non-Assisted Area on 1 August 1982.) o g lay 1lon. Although rig charter rates have improved this year 104 0
; . ip mid"’ ell =4 ’ ices
# Working Population - Estimates of Employees plus the Unemployed % continue to do so, they believe that at present pric -

.
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S

1 they cannot get the orders for semi-s rsible rigs ""ithout
o g bl 1 Sotass
quoting at a loss ol up to 123% which implies loss fml%ln
g of
£25 million on four rigs spread over two to three yearg, 0f

Disp

5 BS also plan to dispose of their shiprepair activities i
Falmouth, Tyne Shiprepair Group and Vosper Shiprepair, HO'.‘.'ev;-ﬁ
it is not yet T to carry opn Y
shiprepair will preve lanned. Pa) e
and Tyne Shiprepair

the year. Vosper Shi Tk ng at present
and if BS cannot sell it or find a way of satisfactorily restmt
it, they will close it. 1,080 jobs are at risk. BS also inte
to sell all their general engineering facilities with the excep
of the engineering works at Vickers , and all peripheral
gctivities, :BSiare verJ uncertain about the timing and proceeds

18

from disposzal but th
1 £33 million this

nt,

vear

Economy measures

6

extravagant administr

The new Chairman of BS has taken immediate action to cut

ation at BS and will concentrate his
Headquarters in Newcastle with a saving of £3 million per ani®
He is confident can also be realised

that BS oo

that savings in overheads

He has st

ac i ex 3 3 3 1 +ha s
hieve viability within 4 years with

at the operating companies. a belief

ted his

st

o eady reduction of cal!
e < S
Exchequer meantime and visible realis tic progres s withi?

2 years.

Productivi ty
[t

pes s ——

il
x qeat
lding recession there va good ;
ot 3 . a pIV
the UK industry was appreciably les= |

es i
In assessing Intervention Fund e o0
in

7 Prior to the shipbui
evidence to show that
; than its competitors,

a

S a

S

Department ont
ed up to a 4% improvemeé
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of Industry has allow
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r c =) +2 : - Iy
J OVADE produc tivity and reductions in cost. In 1
 for AWEX .1 allowance has b i} 109
gaov this depar tmenta wanceé has been over generous. |
_gctices +he 10SS of morale in the industry, due to the (L ——
F o U T 3 ol ‘
2008US°C . HTOSYE the general underloading, productivity | “0
gron k== ) PR + f —=
WI”C ar BS now say that with the much improved |
gst yeat. SRS ! :
mll1 ; rroductivity has o re ; 3 !
fe i order—ﬂOv c productivity begun recently to improve. i I
35‘“ i J
S
:
.7 Tmplications i
pumnci] i i
/ {
g ine wayv v f
yr Atkinson Was ine all possible ways of reducing -~
aal 11 € a ES) i n
. forecast cast is ar of £185 million; to reduce 113
i not more than £115 million, and to i ¢
next ¥ p : ! had
.11 s hreakeven after Intervention Fund assists | ]
schieve either breakeven ite U U 3. sistance or a ! “4'
Joss not exceeding £25 million. He was asked to assume that the i P
1 . . I —
mtervention Fund would continue a the expiry of the present ; ,
trnche of £55 million but that the rate and volume of Intervention £ s
yran 5 4
and support would be reduced. i — o
: | § By
| 9 He has reported that the cash re equirement.this year is irreducible : i6 ;
|
g largely determined by nast losses, Intervention Fund Payments, !
ad a rundovn of instalments in excess of viork in progress. Prowis el I w
e

March 1930 including £16 million relating to
Intervention Fund payments
of
million

for future losses

restru

at

turin

totalled £68 million,
round £40 million, and
s are expected to fall from £151 million to £106
heir

g COoS

i 118

—

instalments in excesS

£ in progre
s s shipbuilders and particularly Vosper rund down t i 9
“lances. The run qovm of balances at the naval shipbuilders is

in 1931/82. BS also point to the effect of the

delays in placing certain naval orders. As far

S.

ex

o

120

@ ed to continue
Stee) Strike and the

8 next yve A
Imem Je2r is concerned, the effect of this year's HIRECS S
ex ital
"“ion Pund commitments coupled with the need for a greater gevguaL
“u"lk_n = 3 o iy
t Programme precludes any very suhstantial 1mp1‘ovement.
10
B N =

therefore,

S
forecasys

Tl ops,” on an outturn basis for cash 1S,
WS 3

e
&

105

Cash requirements — £m at 1930 outturn PrigER

1930/81 1981/82
185 156

e — - _.__,_,.
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! ; ~ later years but
sven no cash forecast for 1 ker years but agree Wity

They have g : L
on the nssn!xptlon/p;;zQh

Department's assessment that,
in 1982/83, a cash requirement
be reasonable. of £156 million takes no accountofk
disposals and it 5iSiyy ther
to £150 million.

brea) the
dKXe
SVen Oy y

of £80 million for 1982/85 Th
\'10\;7_

The forecast
efore, suggested that it should pe redy
: Ceg

11 Expressed in 1980 survey prices, this gives the following

comparison with the P
and BS's finances (part of Programme 5

ES provision for Intervention Fund (part of

Programme 4)

1980/81 1981/82 1982/8%
PES Provision 104 82 38
BS's forecasts 161 130 20

and PDC because from the aspect of financing BS they are interchamg:
able. An extension of the Intervention Fund beyond the £120 millix
approved last year would not add to public expenditure but would ha

the effect of financing BS through the Intervention Fund rather
by PDC. The financing costs set out above do not include any provisie

further closure costs. This point is discussed further in pard 64
12 The present loss forecasts of BS after Intervention Fund supK

are (in outturn prices):

1980/81
. 110

1981/82
70

13  In addition to the financing of BS through the Interventi®” g
and PDC, the Department also finances the statutory ShiI—’buimﬂ.15
Redundancy Payments Scheme (SRPS). The present PES provisiof ¢ el
adequate because redundancies in the current financial year et
greater than expected but it has not been possible unbal S to'cs
estimate the outturn for the current year because of unccrtaiﬂtl“?
about BS's response to the pressure on their external £inanci®
BS now envisage up to some 2,150 additional redundances in B p ¥
1-:erm (assuming the complete closure of Vosper Shipfep"‘ir) thoui‘C f
is likely to be partially offset by a shortféll in the Procrﬂ;gr‘””

g 3,000 redundancies which formed part of the February = paz)lo

ment. It thus seems prudent to buad et for an r,xddi‘cioﬂzll i
CONFIDENTIAL

-

=

sh?”

The table combines the PES provision for Intervention Fund payments |

CONFIRENTIAL

o5 under the current scheme. On .this basis
b

. ci .

redund:e surrent scheme will be as follows:—

pnde”

g (en)  1980/81  1981/82  1982/83  1983/eu

. & %

i outturn prices I A 5 0
| pas 1980 prices 26 8.4 2 0

current PES Bid

pES 1980 prices 13 g g 3 0

1 The foregoing estimates make no provision for redundancies

arisin
included in current plans.

~” e hipvard s

g {rom further major shipyard closures or cutbacks not already
- y . :

Such redundancies are unlikely to fall

\thin the scope of the present scheme. i

15 The average cost per redundancy after 1 Apr:l 1980 is running at
£,300 under the shipbuilding redundancy scheme. There is also an

werage benefit of £1,500 under the general redundancy provisions of

| t:e Enployment Protection Act which is not included in the PES figures
.| ove b 0% vhi i
| ®ove but 59% of which is borne by BS and, thercfore, funded by PDC.

{ The shipbuildi
: ¥ thlpbullleS.I‘edundanc:’r payment scheme expires in June next year
¢ future of the scheme is discussed in paras 57-61.
B's Maj
§ Main Assumptions

8) f
%nt Programme
1 o

| o &1

Zaii:iioin:zétmo?t is expected to rise from the current level

0115 op next le’l is heavily depressed by the cash crisis to. '

1shipbuil‘dc year, o{‘ which half would be spent at the specialist

Wiber ¢ yea Ts. Capital investment has been too low at BS for

* hsupe 4 TS now and £38 million is probably around the minimum
3 'ealthy industr

lavg
iy

) &

Pa
and
] Industria) Relations

Wt T® assumipne s

"ing that their pay settlement due on 1 April will

they They are also assuming good incustrial relations
S8y that there is a risk of Union opposition to their
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disposal plans BS this year have lost more man hours through
S S O ) " " [
< ag at the specialist nay Sty Zae™/ “ARMATION ON THE MARKET FOR MOBILE O =
(principally through SEOPPAEES a1 yargg) \jy 0N INFORMATION ON THE MARKET FOR MOBILE OFFSHORE INSTALLATIONS
: mbined Even so, the record of the industr Yy BAcLGR Jmos e
G 20 20 pefore nationalisation Vi \ que United Kingdom share of work on the UK Continental Shelf has
; -ter than be gLeona k8 at ol . : ‘ AP .
appreciably better than risen to about 80%. But performance in those areas of marine
oW . C heavyv a +a i atm . .
Y Rate nauvity requiring heavy capltal investment, such as drilling rigs,
i ces and Exchange Rates ! acv- - Tevres. deepn-divine s x :
¢) Prices and Exchang® —==--2 N 5 ‘ accmnmoda’amn barges, deep d va,,lf;,vu).pport vessels, heavy 1ift and pipe
18 BS are assuming, in aecoxdance with the Departmengis [:Uidtl',t.‘ Jaying Dareess has been poor. This weakness lies in both the lack of

. S X Thev are we ]
that sterling will remain strong. =ne€y are, however, assunip,

owners will pay a 15% premiu EF in tasks and
Japan, and that srices will harden suff iciently to allow the o
an, I

fidence and an established 111
investment confidence and an e 1lshed capability to undertake these

;
m to build in Britain rather thy a poor track record in building such vessels.

‘ to ri o, The demand for capital equipment of this sort is vulnerable to
it i s allow BS's prices to rise i . ‘ 0 il . :
a 15% profit in 1983 and to allo 3 's ] S 1N line yy “onges in political climate and licencing policy, advances in teche
i ; 1y pay a premium to build i e i 2 § : £ 0 B A .
inflation. UK owners commonly pay a I in Britaiy, nology and to 0il price movements. In the past equipment ordered on a
. / 5 J 4
int Y nt emium at 15% seems optimistic. s
_the maintenance of the currel G DI 5 S optimistie, y

rising market has sometimes become available as demand has slackened.
X ~ chi T ~ o g3 o - r-
is also room for doubt as to whether ship prices will keep pacey This has been true of the activity on the UK Continental Shelf as
UK inflation. ‘ elsewhere.

3 A number of factors point to a more stable market demand at least
d) Closure Costs in the vicinity of the UK for the foreseeable future. The British
that they will bear all closure costs relat Government now holds more frequent, although smaller, licencing rounds;
19 BS have assume . 1 ’ g » g

to their restructuring programme.but that all other closure/resiy)  there is an increasing trend to undertake pre-development drilling and

ing which may prove necessary would be borne outside the Extemn drilling of further wells on established fields to improve reservoir
Financial Limits for management purposes. This would include — depletion; and as new fields will be smaller than those alread;,r
restructuring, for example, at Vosper Shiprepair and the closu¢} ;;$00V$red increased exploration will be required to sustain reserves.

) - % under BS's plans for the 1s all means more rigs. Furthermore, looking to the longer term,
the Hartlel?ool WOI‘KS~Of Gec'Jrge Clé] E_ch BS's pl there is also 1likels tf be demand for ;"].oatinv roduction facilities,
restructuring of their engine facilities. e I R

Peclally for the development of the smaller fields and for support
and a

ccommodation vessels. All of these structures are likely to be
b > . Bom

| *%°d on a semi-submersible hull, although the production facilities
helt | off AT o :
th 1 ffer @dditionally the prospect of work in a new area of high tech-
that ‘ Wlogy, 3

i

rs mMOT3 4

yards have for the most part got satisfactory orderbooks ghor ¢
fur®=

Departmental Assessment

20  In the Department's view, BS would do well to achieve

: W
forecasts. There are two major considerations. First,

With development of the UK Continental Shelf entering another

e L ! Pha
productivity should improve unless Ministers decide OB ¢ a number off ‘ol

rig operating companies are showing an interest

4 ,
: g : 4 ; : enced ¥ N expangs . o
> backs in capacity. The new Chairman who is an expeTie™™ g “Panding the UX grilling capability. The question is whether
j d : vl ey wi Ji
ist may also provide the industrial leadership combined \tcd i Y Wil orqer in the UK.
discipline which BS n S : hich he has'és Brit; . i i
RS eed. The speed with which s, ol one b 1tigh shipbuilders missed out entirely in the boom in i
cconomi i A 2 - p5's rej .
£ th .G B cunoging. | On'the other tic i Shoy ible Structures of the early 1970s but have in recent years
y a h P st 0w N -
o € major BS's assunptions appear a little optimis®™ = | M Some They have so

aWareness of the need to get into the market.

detailed for.ccasts are bas

of excessi i sed on individual ya
RS and Door financial forecastinge

ve
rds who b2 1o |
i

: nmel
oval of both Scott ILithgow and ‘0%
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would reduce the rigk.
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e60m S 3
‘ r a £60m semi-su
far been awarded one order, for ( b

Nersib]e em iy pressat perunh _
% e el T assumptions by British

support vessel (ESV) for BP. This was placed in 1978 With g import?n s seem to be more than twice that of continental ; 109
Ui e "":T‘" l? o (1 ;:F“P tenders E\' ‘ Shipbulzd::it;sh Shipbuilders would have to show that tge;*?izmiizl—k 3
ine part of the cost to themselves through BNOC takipe ~ Uy rg end °° 3 i &5 el _ Mtk g a nbark-

th{(j i(luify. BP appear to be W ell satisfied with w“om‘oi%g;;‘-' tzp on & Oust?«ll’lei‘p:::?;;m:i :LLZ “Z:lignzi:;r Frofuptiy s 0 crstcn “0
vessel although it 1s a 1ittle behind its original Sch‘-‘ﬁule ;£ 0il company conildel secured. -

6 In 1979 British Shipbuilders 10 1f British S"'.L‘“blli]d@}‘.’?.\'iln orders by specifically quoting below ”l |

they will need to take into account the effects on their
follow—on business other than at a loss.

prospects |
of securing It would seem 112 -
nwise therefore to allow British Shipbuilders to follow this oS

a semi-submersible multi-purp cost

However, these two yards were unab.le

either on price (£70m as against around u

-
years compared 0. 2 ye?I‘S), and the order went to the Fimnigy G ?l-F}jer th::}f(\pﬂn :irq?q:::’mjn e el ST "3 '
Ruama Repola. (Recent press l«ppm«af have suggested that the 3. productivity to the p?l..p nere they can get business without loss, or |

YaTa + jerbid Rua 3 " inisters are vrepared to sanction further loss financing of such - )
sub-contractors deliberately unde 1d Ruax epola and that g, g '
and cost increases are now being incurred. It is true that prge e L} &
have been delays and cost increases but Shell and the classi - |
society have called for design chang which would have a s
equally to a UK builder- and which entirely explain these,) - 53
Tl British Shipbuilders are currently dealing with a numberof ' “il6
enquiries of which the most te (2 from Scott Lithgow anil Rt |
Cammell Laird) relate to tenders being considered by BP for 2
semi-submersible drilling rig. Some of the enguiries are shom! 17
the table appended. =
8 It is clear that many potential customers would like to bef ”3
installations built in the UK, even at a premium. An overses ' !
struction, although cheaper, incurs some significant overh 3 19

towage, loss of revenue and high interest charges guring o
i 1 ; ; ies X
monitoring construction in a foreign yard. The onoor‘c‘mlT ’

o £ ‘
1ti i i : ” est
British Shipbuilders to use their facilities and become & 10
T

and competitive capability to build mobile offshore instal
are thus considerable. And the market should last. .

gti¥
7 com’ y umﬁhw Office

2 The market, though, is international and fiercely
: nt of Energy

%] ipbui ! th W
Bljltlsh Shipbuilders have no proven track record yet wi e 1 Septe 3
Win the confidence of the 0il companies and establish 48 f fMber 1980 104 —

: o]
it i ] 3 3 Ompfm o
¥y in this fielq. They will need to assure the oil © r' "

th i
i understand the market and can compete with foreld s 1 & _ =
price and delivery, ty ¥

)

A marked increase in producm.‘/l
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e sDUNDANC MENTS SCHEME
» G }?L”/bA\I)I’\L CY PAYN

opuILDIN

gHIPE

WﬁmTSUMﬂE

’ In addition to the financing of BS through the Intervention

d and PDC, the Department also finances the statutory
Fun

Redundancy Payments Scheme (SRPS). The present PES
ovision is not adequate because redundancies in the current
T

Shlpbuildjl’ls
P . e : .

financial year have been greater than expected but it has not been
possible until now to estimate the outturn for the current year
pecause of uncertainties about BS's response to the pressure on
their external financial limit. BS now envisage up to some 2,150
additional redundancies in the short term (assuming the complete
closure of Vosper Shiprepair) though this is likely to be partially
offset by a shortfall in the programme for 3,000 redundancies which
_formed part of the February 1980 pay agreement. It thus seems
prudent to budget for an additional 1,000 redundancies under the
current scheme. On this basis the expenditure under the current
scheme will be as follows:-

latest Estimate (&m) " 1980/81 1981/82  1982/83  1983/c.
. outtum prices 31 ] 11 3 00
PES 80 prices 26 8.4 2 0

Existj :
Sting PES provision

PES 80 prices 13 6 1 5
2 .
ary The foregoing estimates make no provision for redundancies
1S 2 1
inﬂ}ng from further major shipyard closures OIr cutbacks not already
e current plans. Such redundancies are unlikely to fall

Withi
" the scope-of the present scheme. (See below.)

.
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The main considerations are:- 108
" w mTHR o1 > NP AN . : -_\
FUTURE OF THE } (i) an extension of the SRPS would Signal that the Government \0
\ ; : T \
y st Tof irrent SRPR £ ~ visaging a further major co acti .
: The legislative powers fo en B for Great ‘ are en : ging : ] ntraction of the industry, Eons-
) Northern Ireland scheme CXpire oy This would enable opposition to any further closure in the -
Britain and ) 2 b S5y COM ; NI A ph e !
o g1 e of expiry is much earljep ., shipbuilding industry to be concentrated VL1 e I
1 July 1981. . T the ; ,
a 3 ) | - 'X’J‘ ance
this - at the beginning of ) PESR b

- 5 extension of the SRPS would tend + } i
T g A (i) an to make it look a

X anent Scheme and make evey Srmi : ! 5
Consolidation Act. BeTmalr ‘ entual termination more difficult;

-

A BS are facing a degressive policy on subsidies ang ap | (iii) any statutory scheme is inflexible and cannot easily be ||3_’

e . ) f hs D . In additie adapted to deal adequately with the variety of circumstances ™ |

they will restructure sell it. o in the industry. The existing scheme has been expensive 4 5

are reducing require AT on Parliamentary (and official) time by way of amending -

v seskwhethersthe: G A orders which the Opposition use to debate the shipbuilding "515’

the SRPS f U_ industry as a whole; g &

additional gpLth : A , |

payments bene ertainties e;jﬁc" a8 (iv) on the other hand if the statutory scheme is ended BS will “5

has been calculated o e i come under heavy pressure to make equivalent payments to .
——— cost of £3,500 per at 19 1 ¥ redundant shipyard workers. Failure to make such payments, W7
i that the majori of the lan uld f the cost of which would have to be met by the Government, —~

year 1982/83 the phasing of the expenditure would hecs would compromise the success of any further restructuring

‘ o S Sl 0} Plan. Considerable sums of money are at stake. An (— i
(&m) 1981/82 1982/83 1983/CHENl additional 10,000 redundancies would cost £35m at 1980 prices.
Outturn at 1930 = 8 : So long as control of the scheme remains in Departmental | 3
prices 8 i hands, union pressure to have the scheme benefits increased
1980 survey prices is resisted more easily; 120
B ik oo (v) Zhe (.Jhairman of BS has pressed stirongly for the schem.e t? be
average of £3, ontinued on the grounds that it will be helpful to him in
‘ 6 . ol
: 1F‘ec()mmei[:il(eadprolong‘ation of the SRPS is accordingly strongly 104 -

Sessj Powers will need to be taken during the forthcoming
0 : ‘ y
| k- proposed to include a short uncontroversial

105 e
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5 A two year prolon
period required to cover It !
(unless work on eX
constraints set oul
of the SRPS will
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