
. :'R. 

© PRONI CENT/3/84A 

OF STATE (LlS) ~ 

RECEIVED 
. IllL 
~ 2:; JANi986 

nilt ,,.. t; I ' · ' . " )klll . Iri:.Ji··~ ... _~ fitH .!hl 

STORrilrmT fW!j~t ANfJ~ 

IU": CORPOU"!'E PI...~ ]"'~D 1986-87 FtJ:iD!t\G 

Cc PS/Dr Boyson (L'B~X ~ 
PS/PUS (LlB) K 2 

J- PS!Mr Bloom!lik ld 
Dr Q'.lig ley D¥P "'M 
Kr Fell P£O I( 

)1..,r Brennan 
JI.I" Dr ll.m.'I!O ild DE 0 " 
KT Sernple DPP )c 

Jol-' Che.sterton 
~ Wat~ins O~D ~ 

. ' \ 

1 Kr Fe.ll· s subrnissio~ of 19 ~over.ber 1985 set out a nu.:r-l>er 

of options for the way for~ard which were discussed by the 

Secretary of State, Dr Boyson and DED/DFP officials on 8 January. 

2 1 now- attach a drl1.ft: J;J.e.zROrandwa for the secretary of Std t.e 

to puce before h1.s :E-'N~) cOlleagues as soon as ~a.n he arranged 

wi~h the E(NI) Secretariat (but see para 6 below). -. . ' ~ 

the lines discussed ~ith the Secretary of State and 

agreed by NIO, ~ and Dr~ officials. 

o:rtl i~ is on 
has he..en 

3 The Secretary of· State·s memoran~um viiI be supported by 

Notes by Officials analysing H~W's corporate plan a~c - the ~~all 

yard strategy. ~s th~ Jr.ain ~ot~ ~s (>Il a word processor in 

Belfa~t, O£D will provide you ~ith copies for the weekend box. 
Since these docwaent.s are fai.r1¥ lengthy, 1: suggest that. they shou ld 

not be iSSiled as forma~ E (NI) papers; instead, om ~'i11 prov ide you 

\iith ." dra.ft covering le.tter from you to PS/I;ri..m€ ~inist£r which 
. -

should l$.~ne vH.:.h both Not.es wh~ the 'melnOra...~ulQ it.se lf is release e 

to. ~ Cabinet Offi~e-. 

4 The Eain points of the Secretary of St.~'s f::-slrora:1Cu.'"'! are: 

br~ef cescription of the corporate plar., hiShl~9hting 

its undeniable we.akness.es: . 

. 
review of options disCllSS~ in ~x Fell's sil~i5siDn; 

adoption of a new fiD4ncial control req~; 
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reco~n~ations for a 198E-8i EFL. cor reasons nd~e 

clear in the papers, Tre~sury ~inisters may seek to 

l~se cuts ot some £3~, but toose should be resi~t~d. 

Likewise, colleagues may express concern B~ the range 

of £FL's forecast for 1987-88 {on reali~tlc scen~rios 

£43.5 - £49.6M). In response the Secretary of State 

should ~~dertake to keep t~ squee~e on costs, in 

particular through an o'..~ed:elds reduct:i.on exercise to 

be undertaken by consult4~nts. 

S Detailf!d briefing [or the E(NI) discussion is being prepared. 

6 The Secretary of State Wishes to oeet Mr Parker before t~e 

E(NI) ~etin9. I suggest tt-at you should no. nake arran~nts 

for the discussion: D[;D will provide a brief once the meeting 

1iith Kr Parker has .been arranged ~ 

' . -# :., 
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C(»lF I Il£WTIAL . 

DRAFT - 22/1/86 

Introduction 

L 'I vi sh to seek colleagues' €'ndorsf>~nt of Jr.Y approach . to 

Barland and Wolff PLC {B&W}'s 1985 Corporate Plan Vpd~t~ and 

Gov~rment subsidy for 1986/87. 

2. tillen E(NO apprm:ed .1985j86 fundinq for HUl during .July, 

coll~a9ues ~greed ~itb ~¥ pred~cessor's proposal to insi5~ on 

the preparation of a r€''''ised corporate plan on a more r~alis~i.c 

basis and sho~ing sound prospects for dBclinin9 tFLs (taking 

account of repaI~ent of c~4tain sums ~hi~h ~ directed the 

c~ny to use tr~ shipowners' ajva~ce deposits). ~e ~lso 

aqreed that wten the n~ plan .as present~ to us ~e vould 

consider an i>~all'sis of t.tie- option of significantly reducing 

£PL requiJ;i:>-l:l€nts by substLnt:.ially reciu~i ng t.he si ze an.d capa~ i tl' 

of t..he ~·ard. WE a9reed fur~hcr that officials sho>.!ld a1:te&pt: 
' " , 

to· develop a revised financiG.l control regime. for the C0JIlp30y. 

Finally ~ also ir.sisteo t~2t EnNts bids for ~vD orde~s sb~Jld 

be unsut>siciiserl dnd include 0 f:· rcfi~ J:<:.a.rgin. 

~ey Pac~ters a.nd Object.i"~s 

l. Before proceeding to the d~~ailed proposals it ~ould he 

helpful t.o ident.i fy t.be key parart.e:ters .ar-.d Governn:ent obj-=ct h'es 

in relation t..o H~W. We all recog~ise that on straight econ~ic 

grounds the Y3rd ,,"'Quid have ~GSE--C '!:["6di!'lg many )~Ci5rS ligO 

without substantia~ and continuing support feom publi.c funds. 

© PRONIC~EN~T:/3:/8=4A~~ __________________________ --__________ ------------~ __ ~ ____ --__________________ ___ 
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The Barket outlook offers no prospect of return to ;:.ro(it.abilit}' 

in the foreseeable future. !iowe ... 'er 9 i ven the t.r-adi t.lonall)' 

high levels of uneInploymcnt in ~orth'ern Ireland And th{> syrn!:lo11c

ibportance of the yard, none of lIiy predecessors ha~ ft-It. able 
. 

to precipit.ate t:.he rard's closur~: in the current politica.l 

clin.ate 1 must a.bsolut:ely rul~ it out. In view of th(;- grmdng 

pressures on the Nqrthern Ireland Block I have the gr-tllt.est 

possible incentive ~o limlt:. the burden ~hich Et~ pla~& on the 

Block. J ther.cfore need IDOre e~fec1::i\.-e and credible ('Dr,trels. 

than t.hecurrent systea based. largely on t.~e EFL.' At t.he s~me 

~ime I wish .to rer~er the H&W Board and ~~r~torcc mor~ Account.-

able and more responsible for the future performance and 
. , 

dire-cti?n of the rard. lihilst casil)' stb.t-ed thEse KP:t JXlints 

necessarily involve d co~tinuing balancing ac~. 

Corpora~e Plan Update 

4_ A full analysis of the Plan is at f~ra9raphs 6-29 of ~he 

Note by Offjcials circulated \,;ith !fly 'Private s.e~reLar1·5 let:tel"" 

of I L The 'most important aspects of t.he Ph f, are:-

(i) it.s recognition t!'.at · lE= .... els cf capGcity 

mU5t. be determined b.r availaOil.ity of 

financial res.ources, and not vice-versa .!is 

has too often been the corr.pany-.. s appr03.ch; 

tiil the Plan puts fonoard 12 possible sce • ...arlo!.. 

each of which is designed broadly to kE'ep 

t.he com;>any ,.;it.hin Cover:lment s!lpport leve11:, 

of £36.S~, [)4~ and E29.Sn in lS£~!81 to 

1958/89 ~ cmd which are trj9ger~d by StlccE:S~/ 

failuce in' obtaining certain c.c;-itical ne ... 
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contrac~s. Only ·the inter~iate or pessi

mist.ic scenarios (identified in the !tlot:e by 

Officials) can be re~ard~d as likely t.o 

~terialise; 

(iii) while the forecasts .for Government support 

levels misht . shv" An accept.a.ble trend ' ~ben 

account is taken of th~ e~rly dra~-down of 

~5~ fr~ deposit.s at our discretion last 

S\,l~r. they need to be supplemented bf 

(a) ~~k Pocrowing of up ~o E~ {or trading 

purpcses in the first. t.~ }'ear~ to be repaid 

in the third ye3r of the plan ~ben there ~ust 

be doubt about. ability to repay. since a \.-ery 

substant i a 1 i te.m (f. 7. Snd is. payahle only. on 

successful and t.imel~· COlkple~ lOll of t.he 

ep SWOPS contract; and (b) additional funds 

over 19B6/87 and 1967/S8 rangi:l9 in estilr.ate 

[rOB £elm to £ ~3rn to cover' rationalisation .and 

redundancy costs ~~ich ~i9ht. arise on the 

in~erDediat:e and pessild sti '0 scen.arios: 

(iv) in the ~ost c~edible scenarios qaps of 

1-2 y~a.rs arise ip workload beginning early 

in 1981. Th~ yard is currently engaged i~ 

serious negotiations with two shipo~ners and 

it is hi9h1y desirable that a ~rct~nt order 

~rge-s frOQ. t:.hese early this }·enr. This 

will be necessary as a A~!in5 of bridging . t.he 

1987 workload gapr ~ven if HH,' $ hiCl. t.o the 

MOO for the first two AOR orders is s~ccess-

. COIiIF IDPJn'IAL 
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fu14 The Plan's thrust is nonetheless to 

move a~ay fr~ mecchant-buildin9 and plbce 

more 0 emphasis on quasi-n~\'al and offshore 

work: col1ea~ues will in particular .ish to 

note the importance of the AOR orders to H'W 

(althoU9h they would r.o~ significantly affect 

H~~'s financings until t9S8j89}; 

(v) the Pl~n assumes on-schedule deliveries of 

orders ~ithin budg~tted cost; the finanCial 

forecasts ~~st therefore be reg~rded ~5 tending 

towards opti~is~ even ~hough there are 

9rounds for bel iev.i.ng that productivity is 
o . L 

in:pro\'iog ion line with t:he Plan's ail!l.S.; and 

(vi) the Plan is unoonvincio~ on bow B.W·$ 

En9iri~eriD9 Division COuld break-eve~ {as 

we ha~e st.ipulated for botll H~lfand SS's 

eogipeerin9 licth'ities) and suggest.s that it 

could be hived off as a separate ~ny and 

e~~ntual1y privatised. 

in Ci n~.be:r of im.l')Ortant. area~ and is adopting A vigorous 

approach LO secure si cn.i. f icant
O 

ia:;lpro ..... ements in per-forlnance I 
_ - J • 

1 nevertheless have to say that 
0 

1 cannot endorse the Plan ~ith-

out qualification. I have therefcre considered a nu~~r of 

options .. 

Qptions 

£4 Closure: In 198) we considered it study or the costs and 

CONYIIlDl'r'IAL 
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ccon~ic i!Jlplications of closing the y.e.rd. My offieials ha\"c 

recently updll.ted the study aM have C~ to conclusions silf,ilar 

t.o t.hose reached in · 19B3: that alt~OU9h continued s:J[:+orr. is 

JOOre t"xpensive in the long .Iun lJod the national economy could 

fairly quickl}' "bioib thE" job losses, adjust:.lr>ent -within Xorthern 

Ireland would be much slower ~ith l~ttle possibility of early 

replQce~nt. f?! the jobs lost {bot.h direct and indirect) • . For 

t.he·re.asons gh:en in p.!ragraph ~. c~osllre )[lust be ruled out. 

1. ~11 Yard S~r~~egy: In 1984 H&W undertook. albeit 

reluctant 1 y. a study to i n\.~st igate w-hether signif i cant s~\.'i rtg5 

could be obtained through ~ rAdical reduction in ~$npower And 

physical facilities. I-.syr.opsis of this study, .hich concludes 

t.hat such an option lrOuld not yield ll"'ajor $ci\.oings, ""as also 
circulated by oy Pr-i\fot.e 

/Secret.ary. t:-\.-en if I ,.-ere wholly to reject the study's 

cor,clusions, ·tj\e currcpt political and e~.ic situat.ion would 

provide quit~ the ~rong cli~~te for me to instruct the Board 

Qgainst its Yi~l to shed up to 2000 jobs. Sut! a~ colleagJes 

"'ill se€,the. opt.ion \;Ohic~ 1 fa"'our may "'~11 have Cl sill<llar 

effe.ct - Nt: ac.hie\'ed by Boaro decision rat-her than D}' Gove:rn~nt 

dire-c-tion. 

syst-eg" et.c 

Ci-Ilr e.xpet' iel"lce ~i th atter.::pts to contcol H"~ .Uuough LFLs has 

h-~n si~ilar to ~ha~ ~ith British $hip?~ilders: because of the 

"f.Clture of the iadustry. sho.rt-t.ens cecisiCk"'\S ott r:F'L.s lire 

confronted ""i th \.°i c!:ual fai t.s acco:r.pl is ar is l~ frou ir.es.capa.ble 

contract lo·sses ~nd the long lead-tifr.es for capacity reductions. 

As ~ith BS ~= need a syste~, to supp!~~ent ~ EPL 4 vhic~ links 

losses l<i th capoci ty reductions. Appendix 7 to the Note. by 

C()}lF r DKR'rIAL 
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Officials outlines B proposed n~w fin~ncial control ~~d ~.tr~ct 

appro,,"al syste!n for H"W (the contr~C"t 'support liKlit (CSL» t.o 

·'ACt. in tande:r; with the EFL disciplinc~ This has siJr.illlr 

cons.t.raints to the srst.etn r~~nt.ly· introduced for 8$ b'Jt is 

adjusted largely to suit L~e single ~ard ~tatus of H'~. The 

~in effect ~ould be t.hat. as wi~h BS, fi~W itself ~~uld vithin 

defined liu;it.s decide en the level of subsidy for potenti~l 

n~ .. orders. This degree of fre€do~ hmtever \ro:}ld be cn6tche:d 

by th~ necessity for t.he cottpany to do e,erythlog it cAn to 

~~nimise losses not. forecas~ at ti~~ of taking conc~acts in 

oDder to per~it sufficient subsidy [O~ future orders. If t.he 

c~pany fails ~n th~s. the EFL control will force contr~ction 

lApen it; Since the uperation of. the ~yst.e:e lies with the 

Board's control, it l.S the corr:oonv rat..her t.han t.he Cover-nr...ent. 
, ... 

~ich would be seec tc be taking key j~cisions ~elatin9 to the 

success and size of t.he yard. I bel ieve that tbis is right in 

principle as ~el1 as prefera.ble by far tc oire-ction of the 

Board a9~inst. its ~"il1 at th~ current stage of political 

deve~G~nr in ~ort..hern Ire1and. 

,. I aa attr:acted to t 'he CSL s},stce". as a means of demonstrating 

our resolve to see a turr.-round i~ the yard's perfor~AnC€ And 

of r€:p..oving at 1 east soo::-e of the Board' s i nsiJutl.on 8ga,inst 

a.art.et pressure it'. formulating it~ decisions. l~rlPed wit.h the 

systeID ~ t~in~ that ~ c~n endorse the ~panf's Plan. ~ 
, (and of course notional) 

should therefor-e not j fy pr-o\'isicnalJC~L a~Jnt.s of f).f1rl and 

£13m" for 1S8~/S7 ~nd 1961!SS. "i'hest' are subject to var:iation 

hO\or'ever in the 1 !~ht of order intake 1 n ee;rly-1986 lHld try and 

Treasury officials sho~ld be instructed to cake any necessary 

adjus~ents in the light -of the position in ~~rch 1986. 

-. . . . . . -- .. ...... ~ ... -...................... -....... -......................... --.................................... - .. _ ................................. ......... . . ................ ..... .. .. , ... .. 

............... --------------.............................. ------------~~-----------------~---
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10.' We should also. I bclie\"e. scc\ ~ cle~r lidY forw~rd !or 

the £oginecring Division. ~e have set b~eak-ev~D tar~ets for 

it and Cl.ark Rincaid. Hl.w will be fCJrtunat~ 1.0 achie\'-e this b}~ 

1988/89_ I do not thi~k that thecc 15 an equiLable case for 
. 

clos~re at present. But buildin9 on the Board"s Qwn s~gges~ion, 

1 propose that we should ask the CUtf.;Xlt'l}· Ca) t.o ~$t:abllsh ' 

breCik - e\-'en by 1988/89 a~ the latest as the Divisiop's o ..... er

riding operat.ional objective; ibl 1.0 appoint Jnerchant. ban~ers 

or accountants now ~o aS5~SS the pros~cts for co~plete disposal 

to El t:hird party; and (c} to plan for closure if by ~rch lCJ87 

neither b:r:e-ak-even by 1986/89 or dispoS3l looks realistic. 

~9ain ~he fUt.\1re of the Di\"ision ",o~ld be put lL'Ore clearly in 

the hands of the Bo3rd. 

11_ I also support officials' recom::Ir.:mdat.ioD t.h3t the COOlp..any 

sbould a?point consultants t.o exa.JLine the scope I.or further 

overhead savings. A silr;.ilar exercise achieved Ifwajor sl1viQgs 10 

1982; i~ is time for a repeat exercise. I shall also be 
eXat!iining ' t~e scope for further i !r',pro~-~nt.s in 1oiOr'k i ng ' pract iceE:. 

roent (cover ing Ir,t.ervent. ion pay~cr.ts.. Gove.;rnr:-ent. loans and hank 

oorro-.<ings) 0: SO.!:le £38.5~ in 1986/87. In mx~in~l tel:tt'-s. this 

E".ay not ap~ar to sq\.::are l:ii~h the ;x:;liCY of 6-ecli,;ing £fL$. 

although it. ~oes so-~s stipulate{! by et}' pr~eceSSO[' in bis 

tak;er. of e.ar~y use of deposit.s, at our instruction. in lCJeS/eb. 

Of course I ~ disappointed that the LFL for '986/S7 cannot be 

low-er but I believe th~t~ since the )'.":ir-d i5 All but. fcl t)' 
-

comnit:ted for 1986/87, ttJe Dcli' sensible res.p-onse is the 

illtroouct ion of tl1e eSL s}'st~Jn I t,ave desc[ ibe:d. Savings of 
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~3~ wo~ld be required to being the 198&/87 below tb~t for 1985/86, 

llnd 1 hAve eJtc!L"ll.i.nee how such savllgs could he achieved r it cut 

of ~l~ in capital expen~i~ure ~uld stO? all but L~e lo~~st 

Ir.aintenance level loiher. our aim is to boo~t productivit:y inter 21114 ' 

through capital investJnentl and the saving of £2M lhrouqh 0 loage$ 

frE:'eze is something I ~)[;; not prepared to i1Lpose - we ",,111 o~ course 

be see~in9 A low set~leruent but a freeze at ~ur direction ~uld 

almost certainly be coun~erproducti'~ both in co~ny ~ermS end in 

~'ider pollt.ica.l tera:.s. I s;1llSt ad""ise strongly against i.B:?osi~g 

these reductions. : Instet!d, I recof!11':le.."id t.l)at we set 3.."l EFL of 

£38.5M, consisting of £37M. in direct SU?po~t from D£D ~~d £l.SM in 

bank borrowin9s. £2.JM d. this should be ring-fenced for c3pital 

e~~nd~ture in order to boost productivity_ 

13. I am concerned too at the range of forecasts for 1987-88 

(Appendix 6 of the Official note). I shall be telling the company 

to plan as sany savL~gs as ~Jssible; t~e overheads 'reduction 

exercise should also cor-tribute. 

Pro6\;ct Str.ategy 

'4. ~,wts lesser e~?hasis on ~r~hant build~n9 is doub~le~s 

right, ~iven the depressed s~~te of the merchant ~arket: and 

~~ have ins1~~ed on fair co~tition for ~D orders. B1W's plan 

to ~~ter the offshore ~rket in a gradualist ~nner is sensible 

L"iprinciple and I do not wish to block ~t as a ~~sslble ~ay of 

reducing LFLs. But their a~ses~t that initi~l prices ~ill be 

less than cost - even though this is COm;!lOn fOr ne .... entrant.s to 

busi..r.esA - is ' worrying be.c~llse o!: its effects on priv2te-sector 

c~?€t1tors_ I suggest that -~ s~oulc seek a full rr~ket zna~rsis 

fr~ HUt and tell th~ t..l,.at in tbe lileZintine t...~ey should not t.ake 

orders over £O.5K ~itho~t re~erral to ~ DepaTt~~~; I would pu~ 

before colleagues oreers over £5~ ~tich arise before the offshore 

~rket plan has been encc~sed. But ~~ ~hould in any ~\~nt insiG~ 

t:.hat any cost/pr ice gap ~ fu!'~de<l from the CS!.. as an effective 

di£.clplllie on the c~pa..nl'. 

J 
~ 

• 
~ 
! 
t 
J 

------~------~~I 



~tion$ 

(1) we put in ~l~ce an ad)~sted CSL $yst~m. as 

Qe~cribed by officials. to L~l~ot the 

EFL oiscipline on t.he COf'.ip.3.ny; and u.at 

proviSional amounts of £i4:r. a:1d £llrn be 

notifled to th~ C"O!!\pany. subject to ratifi-

cation by officials in Morch 1~8~ i~ ~e 

light of order intake by that: time; 

(2) we set a~ EFL .of ~3B_S~, consisting of £37m 

~n direct DED support. £1.5~ in bank borrowings, 

if aC'-antageous unoc!, Go?erfl.ml'::nt gUlirante-e; 

III within L~is EFL, {2.)~ be ring-fenced for 

capital expenditure alo~e; 

(4) t.he C{)(Q.pany be instructed to prepa.re 11 full 

a.nalysis of offshore rr-.arket. p!."ospects:" any 

orders In the ~an~i~e ~houlc be bandled on 

the basis described ao.:::n.-e:; 

(S) t.he C0r.'.pany be instc-uct:.M to rlan for it.s 

Engineering Division ~s described above: 

(6) the cO~f~ny re~ain consultants to ex~~ine 

© PRONI CENT/3/84A 
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