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On 16 July the Committee invited me to circulate
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NCB's financial outlook, their chances of keeping w

financial strategy, and the possible to the Government

vere to fail (E(80)25th Meeting). 6

TEGY FOR COAL

Our policy for the coal industry is to develop

9

as

‘ompetitive industry able to make an

ution to our

increasingly important

1
At

: ong-term energy needs as supplies of
‘ecline. To achieve this requires both a substantial i
?ngmMe to provide new low cost capacity, and a financia
;il@wd to make the industry fully competitive and reduc

e
Government support. £

ing

Each is an important part of put

indyg 1
'STry on the right long-term basis.
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Ilnancig) Strategy agreed for the NCB last year provided for

% s reducing steadily in real terms up to 1983-84,

*he Boarq t, break even on revenue account from that year

Z§§2atlng grant. Annex A gives the detail. As my earlier
7 warned, the economic recession has substantially

S market and therefore financial prospects Since
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the strategy was set. My Department's central
disposals will fall from 119m tonnes this year 10 1142m tonnes jp

1983-84. Annex B gives more detail about tThls estimate, ineludip,
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detail on imports, and compares it with the current NCB estimate

made early in the year.

PROSPECTS FOR ACHIEVING THE STRATEGY

anecta fo

4. Annex C gives detail on the financial prospects for the Boarg ;s

my Department's forecast of demand 1S correct. It also shows the
effect of variations in cost, though these are generally less
important. In summary, and considering external figures and revep

account separately, the position 1sS:

a. External finance. Without offsetting action, lower demand

increases stocks and therefore financing costs. But the Board e

take offsetting action which is desirable, such as

the rate of closures, and other action which is practical,

but could worsen their profit and loss account, such as selling:

exports and buying out imports. Such action might reduce the
excess over the strategy figures to £500m in outturn money 11
1983-4. The remaining excess can be f
put at continuing pits and in capital investment. The Board aretl
reviewing both these possibilities which, in principle, could

eliminate the excess completely. But cuts which retarded the

industry's progress to higher efficiency or damaged 1ts capaclil
to meet our long-term energy needs should be avoided. We cannot
finally judge what is sensible until the Board's work 1S complét
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b. Revenue account. The Board would incur a deficit O

1983/84. This could be increased by measures to reduce exze?’-'
finance. Because of its direct effect on the PSBR, the BO&TG':»V
external finance may be more important to the Government =S
revenue account. Nevertheless the requirement to break L

1983/84 without operating grant is the part of the gtratesy 3‘“._1

strategy which has most public attention. Failure %0 mee? ™
be very damaging.
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urther reduced by cuts &

PROGRAMME
rd have already stepped up the rate of closures and say
5 1 though they cannot count on sustaining it at more than o%m
o aa year, if they can get more they will. Annex C shows the EFI
:Oznjes:venue effects. A faster rate would of course be demrabl;e if ¢
an

ald be achieved.
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It is however ve j
ry much a matter of judgement

it co . )
ast the Board can g0 without confrontation with the NUM. We

;vj:;'n:t substitute our judgement for the Board's and indeed if we

;npeared 4o be responsible for closures they would be harder not

eésier 0 gete our role is to force the Board themselves to take the
appropriate decisions by holding them to the strategy. We may also
wventually have to improve redundancy terms to facilitate closures.
put the recent improvements were made only in June. I am not there-
tore making further proposals now, though I may do so if experience

suggests that they are necessary.

GENERAL ASSESSMENT AND CONCLUSIONS

6, On current demand forecasts, the Board seem unlikely to achieve
the revenue target, and to be able to achieve the external finance
targets only by sacrificing important investment. But we must not

over-react to one set of estimates.
10 considers

I would also ask my colleagues

haVZOIEZStS 9f future demand are inevitably uncertain. If we

iy 1;‘le’stlmaﬂzed demand in 1983-84 by just 8m tonnes - 7% of the

iz, Contra: Czal surplus could be readily dealt with. For example,

understandiy <lJ the asst-zmptions in our forecasts, the NCB-CEGB

by 4m ton.neng asts until 1983-84, coal demand would then be higher
S on that account.

-

Ann:};ethfvare nOW‘working hard to keep within the stratégy.
tonnes = cis details of their efforts. They should achieve 3m
Utput a4 coos?eé this year and are taking action %o reduce ‘
change g e t:t}nulng pits and cut investment. These ar"e very big
eir attitudes since last year, and there 18 much to

be ga3
id ¢ e
OF giving them a fair run at their task.
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strong case for perservering with it, even though on current deman

Board have finished their work on the scope for cuts in capil®

my colleagues further proposals as this work progresses Of
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S meced 1v in April. It was ;
- The strategy was announced ONL] 1 v deslgned 1

1 i+ now would be dama 0
. To abandon 1 now would be damagin :
last until 1983/84 ging t, b

i .
tirsy pl 80s

] y ngly set in
Government and imply that it was /Wrong Yy the

- Tt is not clear that if we do reopen the strategy, we sha,

petter off as a result. 1t is putting great pressure on tpe dg
to put their house in order. If it were reopened, they might
pend their efforts and use the opportunity (with the NUM's |

1o
fo

support) to press for a relaxation. Indeed the logic of the

situation is that any change should be towards relaxation,

- The relationship with the NUM is at present quite good but
precarious. There could be &an explosion over closures. The g,
come of this winter's pay claim could have important repercussiy
throughout the public sector. It would be most unwise to unseit)

them further, at least until the pay negotiations are complete, |

7. The strategy is the course most likely to keep up the pressure
on the Board to get their house in order. There 1s therefore a

estimates it seems unlikely to be achieved within their planned
timescale, at least on cash and revenue together. If this were
agreed, we should need %o continue to impress on the Board the

paramount necessity of working to the strategy and in particular
we should ask them to allow for demand being at the level in my
Department's estimates.

We cannot however make a final decision about this until e

+al
tal

investment and current production. I shall therefore briné Defor;’

i. Approval of the Board's investment programme, and

ii. the consequences for their efficiency &and 1ong-ter®
capacity to meet our energy needs of cutting it ©o the X
that might be needed to keep within the financial stratesl”

fen’

DARH

Department of Energy
aptember 1980
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to be revmlued by the Government t
L o a i i
factors as in Annex C, the EFLs woulgtg:iog:%ces' Using the same

nwards and
‘erating gra:il
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45, STRATEGY FOR THE NCB

pINANCI
i) Strategy requires the NCB t ;
llofl?xelgF;rameWOrkP TN

£m 1979 SurVey Prices
1980-81  1981-82

Ao Grants

wsocial Grants" 57 57 57
57

noperatiig Grants" 135 109 p
T0TAL 192 166 - 5;

B, External Financing Requirements (including grants)

613 570 480 375

These figures are in constant 1979 Survey Prices, and d
’ nee

£m Estimated outturn Prices
1980-81 1981-82 1982-83

1983-84

EFL
834 874 810 697

The Board must break—
€ assumptio;

o
& the is that they should break-even, after

preceding years.
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even without operating grants from 1983-84
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COMPARISON OF INCB AND D. 1icRGY FORIITASTS OF NCB COAL DISPOSALS
| so/61 81/82 82/83 | 83784 \
D.En NCB D.En NCB D.En NCB D.En NCB \
Disposal Category 4
(1) Power stations ‘ \ ! '
| A
(a) CEGB 75 75 75 76 726 | 77 7 80 e
(b) SSEB 8 8 i 8 7 8 7 8 i '
- ed |0} )
S (2) Coke ‘Ovens 10 10 10% 10% 10% 15 103 11 < ‘:!
Z (3) Other Industry 10 113 9% 123 9% 13 9% 133 = | {I
A (4) Manufactured fuel 3 3 3 o1 3 21 3 21 g I;,li'
— 1 Hd
E (5) Domestic Bituminous 6 6 5% 6 5% 6 5% 6 e ." “{
8 (6) Domestic Anthracite | 1 1 1 1 1 1 1 1 g \!=
(7) Miscellaneous 4 43 4 4 4 4 4 4 @ 4
g HK
(8) Exports 2 2 2% 2% 3 8 3 3 {
i.ia“
119 121 118 123 116 125% 114% 129 }
Import Assumptions 1 :‘
Steam Coal 5 5 23 5 23 g 23 Al
Coking 4 4 4 4 4 4 4
Total 9 9 l 61 4 6% 4 6% J 4
i
Rl .. M 4 4
— . <« { ! 1 ‘ i | oY
2 | es — =
~ s ol e Ay s - — ~
ool -~ | & B (5 B B WS -




ANNEX B Continued
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s
F yNG THE DEPARTMENT OF ENERGY'S FORECASTS OF COAL -
, ool 109
P .o assumptions underlying the forecasts are consistent
e a;rea:;ry economic forecasts.
™ bogith . .
3 assumed rates of growth in primary energy demand are:
The
1980 1981 1982 1983 % m

1979 3 + 0.7 + 0.6 +2.5 '
+ 4.8

gtation coal requirements are gxpected to fall over the
Powgrd But we have assumed that, with some stockbuild this 0z
perlom-1d a low oilburnm, CEGB will take 75m tonnes of NCB coal —
yea{980/81 and that, under the 1979 understanding (see 5 below) 13 '

S éﬁey may find it advantageous to maintain the same coal take in

B 1961/82. Lower coal ta.ke_by CEGE ;s'assumed in the later years, Rad

reflecting virtually static electricity demand and the j
expected commissioning by 1983/84 of about 6 mtce of nuclear na -

capacity. -

|, The main differences between NCB's and the Department's
forecasts of coal demand are: 97 15

a NCB assumed in their Corporate Plan forecasts (which L. [T
were made earlier this year) that the level of national ) )
output and primary energy demand would be somewhat higher 98 116
by 1983 than the Treasury and the Department are now oy
forecasting.
b The NCB assumed that CEGB would continue to take 99 W
75m tonnes pa or more throughout the period, because of their
assumptions of higher energy demand and no steam coal imports. be: BB

$ 14, YCB assumed steadily rising industrial demand for coal. 100
oi'lﬂhgugh the Department expect some substitution of coal for =
that :;fmsepf coal's relative price advantage, it is thought " 9
level is will be offset by the effects of the forecast low ol

&L of manufacturing output.

[ ) The estimat |
= A ao ow fo i s which are expected to be
2#& v 1938}%1 &ndrthgglim}fgrghe following year to about 02 120

|  CEep creﬂecnns our understanding of current CEGB plans. ,

Tght gal Tequirements overall are not expected to rise, and
electria; ‘ Khe ium term depending on the level of

Within :ity demand’;“®he availability of nuclear stations. 103 ol
impo, : total demand for coal the balance between NCB.

i: ed coal will depend on the movements in their p Wl
Wdepgyar 5. PTiCes and availability. Under the NCB/CEGB o 04
8% engeg 2€ Concluded in 1979, each Board agreed to use 218
1984 5o 1oVOUTS to provide and take 75 mt coal & year up %o o
° inf1a; 08 88 NCB prices did not rise faster than the rens ,
B in Real increases in NCB coal pnces'could proglth ms —
%8rds qo ypocBtive to the CEGB to increase coal imports. Bo

Owever i inuing the understanding e -
i attach importance to Contlmﬁgat or about the

if ¢ 5
TVILNAQIINOD of 2% m:aga?e achieved, imports may Te
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e - - m,-ﬂ
£m (Estimated >utturn prices) \

revenue results in line 4 become i~
43 2% pa increase in labour cost/tonne (instead

1980-81 1981-82 1982-83 198384 ‘
e Planned revenue results B/E B/E B/E 35 o
25 Effect of lower demand (14) (41) (96) (200) HE )
3 Benefit of deferred interest Q5 2 Ged 1558
4. Revenue results, without measures to correct EFR (13:5) (39) (89.5) (149.5) i
56 Estimated effect of measures to correct EFR: gl
s Increased closure of high-cost capacity ; 36"
from 1imt to 2imt pa (18) (1) (1) | i
&‘ ii. Buy out imports of 2mt coking coal and -,.l\! i
=~ 2mt eteam coal (14) (21) (24) L] !l N
e A
'z' iii., Increase exports by un to 3mt pa (13) (25) {(35) b= | ’x'!
ma ive Reduce holding of stocks of stores 1 2 3 Z!, s
. [T R Y
26. Effect of measures (44) (55) (57) Q‘} ;\i
- |
Z7. Revenue results after measure in line 6 but before (83) (144.5) (206.5) i ;! (4
(e revenue effect of cuts in investment and production F 4 i "l
Q = - - L . : oliill
On the following variations in assumptions the Q :
b
of 1% assumed in line 1) (65) (100.5) (232.5) : h%!
ii. No increase in labour cost/tonne (24) (56.5) (92.5) L ”“1
iii. 3% pa increase in other operating costs ik
(instead of 2% pa assumed in line 1) (56) (128.5) (215.5) '
iv. 2% increase in labour cost/tonne but 1
3% pa in-other operating costs (82) (178.5) (298.5)
e No increase in labour cost/tonne bwt

3% pa increase in other operati g costs (41) (95.5) (158.5)

Note: figures in brackets are negative,
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JCTION ALREAD

ANNEX D

y UNDERTAKEN OR UNDER CONSIDERATION BY NCB

70 KEEP_WITHIN THE STRATEGY

Acceleration of closure rate to an expected 3m tonnes
this year.

Reduction in labour costs by more selective
recruitment, improved deployment of manshiifts
following lower absence rates, and reduced levels
of overtime.

Detailed examination of the scope for savings in
operating expenditure at collieries, including
cut-back of purchases of materials and equipment,
especially at high-cost pits.

Action to match quality of coal supplied more
closely to customer needs and maximise revenue,
especially in the coking coal market.

Cuts in overhead expenditure, including H.Q.
staff,

Reduction in costs and increased profitability of
opencast operations at existing authorised sites;
Critical examination of cost structure and proposed
OPeration of future opencast plans.

Improvement of profitability of ancillary

ativities, including house sales and increased
Tents,

NCB e
Salegaze already secured an additional 1 mt of export

tOnnGS_n 1980 and are considering a further million
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