CHAPTER 19

Conclusions

19.1. Our terms of reference require us to report whether the National Coal
Board could, in relation to the development, production and supply of coal,
improve its efficiency and thereby reduce its costs. We were asked to pay
particular attention to operating costs, the system of internal cost control,
purchasing policies, the methods of controlling stocks of stores and materials,
the planning and appraisal of new investment, and the management, supervi-
sion and control of investment projects. As we have explained in Chapter 1,
because our reference was limited to the development, production and supply
of coal, our inquiry did not extend to other activities of the NCB.

19.2. The terms of reference do not require us to examine the NCB’s pricing
structure for coal, nor are we required to report whether the NCB is pursuing a
course of conduct that operates against the public interest. We have therefore
excluded consideration of these matters from our investigations and report.

19.3. In the preceding chapters we have examined the present position of
the NCB and various aspects of its organisation and made a number of recom-
mendations. For convenience, the major comments and recommendations are
set out again at the end of this chapter. The effects of our recommendations,
however, are likely to be limited unless certain fundamental problems are
tackled. In the following paragraphs we discuss these fundamental problems,
and make some suggestions and recommendations which may assist those
responsible both in the coal industry and in the Government for the overall
conduct of this industry. We also discuss (in paragraphs 19.29 t0 19.37) certain
questions of structure and organisation which did not fit conveniently into
earlier sections of this report.

The position of the NCB

19.4. The coalindustry has been very much reduced in size in the 36 years of
the National Coal Board’s existence, but the NCB remains by any standards a
very large organisation. The performance of the coal industry affects the whole
of the United Kingdom’s economy, particularly through the influence of the
price of coal on the price of electricity. About 80 per cent of electricity in the
United Kingdom is at present generated in coal-fired plant, and coal represents
45 per cent of the Central Electricity Generating Board’s costs.

19.5. Very large sums of public money have been needed to maintain the
coal industry. The NCB has received regular and increasing support from the
| Government, including deficit grants to cover losses, and other grants for
i purposes including help in meeting the costs of the reduction of capacity. Grant
aid receivable from the Government for 1981-82 amounted to no less than
£575 million, which included a deficit grant of £428 million. The figures for the
two previous years were £254 million (including deficit grant of £149 million)
and £251 million (including deficit grant of £159 million) respectively.
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19.6. In addition the NCB has borrowed substantially from the National
Loans Fund and from other sources under Treasury Guarantee to finance the
new and redeveloped capacity which the NCB has considered to be necessary
to maintain the industry. In 1981-82 the NCB borrowed £902 million and in
1980-81 £586 million. The payment of interest on loans is now a major factor
in the industry’s need for deficit grants. The total interest charge amounted to
£341 million in 1981-82. The figures for the two previous years were £256
million and £185 million respectively. The External Financing Limit (EFL)
proposed for 1983-84, of £1,130 million, is easily the largest for any of the
nationalised industries. Indeed it is over 40 per cent of the total for all these
industries. On the information available to us, there is little possibility that the
NCB will be able to operate without a deficit grant, let alone generate sufficient
funds to finance any significant part of its own capital investment, before the
end of this decade.

The objectives of the NCB

19.7. The Coal Industry Nationalisation Act, 1946, section 1(1) charges
the NCB with the following duties:

‘(@) working and getting the coalin Great Britain, to the exclusion (save asin
this Act provided) of any other person;

(b) securing the efficient development of the coal-mining industry; and

(c) making supplies of coal available, of such qualities and sizes, in such
quantities and at such prices as may seem to them best calculated to
“further the public interest in all respects, including the avoidance of any
undue or unreasonable preference or advantage.’

Section 1(4) of the Act provides:

‘The policy of the Board shall be directed to securing, consistently with the
proper discharge of their duties under subsection (1) of this section,—

(a) the safety, health and welfare of persons in their employment;

(b) the benefit of the practical knowledge and experience of such persons
in the organisation and conduct of the operations in which they are
employed;

(c¢) that the revenues of the Board shall be not less than sufficient for
meeting all their outgoings properly chargeable to revenue account

.on an average of good and bad years.’

19.8. Itisto be observed that the policy required by sub-section (4) is to be
pursued ‘consistently with the proper discharge of [the NCB’s] duties under
sub-section (1)’. Parliament contemplated that the duties and the policy would
be consistent with each other. The statutory statement of the objectives of the
NCB is thus based on the assumption that the working of coal, the efficient
development of the coal mining industry and the supply of coal as required by
sub-section (1) are to be consistent with the policy prescribed in sub-section
(4), in particular with the balancing of the revenues and the outgoings of the
NCB on an average of good and bad years.

* Autumn Statement by HM Treasury November 1982,
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19.9. The Plan for Coal of 1974 was intended to produce over 40 million
tons of new and modernised capacity to meet the expected increase in demand
and to offset the exhaustion of old capacity. There has in fact been no increase
‘ in demand and closures have taken place at a much lower rate than that
L-eqvisaged. Nevertheless, until very recently the NCB has persisted with its
development plans. We are concerned that these appear to have taken prece-
dence over the statutory obligation to adopt a policy directed to securing that
revenues shall not be less than sufficient for meeting all the outgoings properly
chargeable to revenue account on an average of good and bad years. We have
drawn attention in paragraph 9.111 to the circumstances in which much
investment has gone into collieries which are either unprofitable or of doubtful
profitability.

19.10. The NCB has told us that its general financial objectives for the
present time are:

(i) to seek to achieve an overall break-even after interest and social cost
grants and without operating grants and achieve 50 per cent self-
financing of investment as soon as practicable;

(i1) to seek to meet this financial objective in a way which did not prejudice
the progressive restructuring of the industry or its long-term capacity or
efficiency; and

(iii) not to regard the reduction of the requirements for external finance as a
primary objective in the sense that it would override the two objectives
above. '

The NCB also told us that its aim was to meet as much of the potential demand
in the United Kingdom for coal as it could meet economically. This, it
explained, did not necessarily imply that it should always plan to meet the
whole of the potential United Kingdom demand for coal.

19.11. The financial objectives set out in paragraph 19.10 are consistent
with the requirements of section 1 of the Coal Industry Nationalisation Act, if
social costs are regarded as not being ‘properly chargeable to revenue account’.
- The help which Parliament has provided towards costs connected with pit
closures and payments to redundant workers (see the Coal Industry Act, 1977,
sections 6 and 7 as extended by the Coal Industry Acts of 1980 and 1982)
shows that these social costs are not expected to be met entirely out of the
ordinary revenues of the NCB. However, the financial position of the NCB at
present is so difficult that, even with the help of social cost grants, the financial
aim set out in section 1(4) of the Coal Industry Nationalisation Act is unlikely
to be achieved for many years unless the highest importance is attached to
economic production and production targets are set with due regard to the
balance required between revenue and outgoings.

19.12. The NCB’s present aim relating to output and demand (see para-
graph 19.10) seems to us to be undesirably vague. It may be that if production
targets were set as suggested in paragraph 19.11 they would be somewhat
lower than forecasts of total United Kingdom demand. Whether higher levels
of production, and so of capacity, are required for strategic or other reasons of
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national policy is a question for the Government.! If the Government decides
that such higher levels are required, the consequences should be determined by
the Government and the NCB and form part of an understanding between
them about the long-term plans for the industry. One result might be that the
financial policy required by section 1(4)(c) of the Coal Industry Nationalisa-

. tion Act would no longer be appropriate. If so, this consequence should be
faced and a new policy requirement for the NCB should be defined by Parlia-
ment, - .

The_problems of over-capacity and high cost pits

(—--1:9.13. The NCB is facing two crucially important problems, separate but
closely related. They concern over-capacity and high cost pits. The first prob-
| lem is that the NCB is producing much more coal than can find a market either
/"' in the United Kingdom or, at acceptable prices, abroad. As a result coal stocks
! \ held in the United Kingdom have been rising for a number of years, and in the
\NCB’s own view are now excessive. These stocks are a continuing drain on the
’ CB’s finances and a considerable burden on public funds. The second prob-
! lem is that many collieries are being maintained in production although their
| unit operating costs greatly exceed the proceeds obtainable at present price
| lelels in this country (at least £10 per tonne higher than current returns from
l exports), or at any reasonable estimates of future prices.

e

I

T

19.14. We have set out the background to the problem of over-supply in
Chapters 5 and 7, and the facts in relation to the high cost pits in Chapters 3 and
8. The graph at Figure 19.1 illustrates the tail of high-cost capacity. It shows
that well under half of the 1981-82 deep-mined output of 108 million tonnes
was produced at levels of operating cost below current average proceeds. These
average proceeds may be somewhat depressed, one reason being the need to
dispose of coal in export markets at low prices, but Figure 19.1? shows that
prices would have to rise very considerably to make much of the industry’s
high-cost capacity economic at present cost levels.

19.15. The high cost pits impose a heavy burden on the industry’s finances.
In 1981-82 the 10 per cent of the deep-mined output (10.8 million tonnes) that
came from pits with the highest losses per tonne, involved operating losses of
£263 million at average proceeds. Moreover, this is an understatement of the
losses to the extent that 9 million tonnes were exported at a net realisation
which was at least £10 per tonne less than the average home market price.

! See paragraph 28 of Second Report from the (House of Commons) Select Committee on Energy
Session 1981-82: ‘We reiterate our strong contention, already expressed in our Report on
Industrial Energy Pricing Policy, that the cost of a decision which has more to do with social than
energy policy should be borne on the appropriate Votes, which in this case would relate to
employment protection or social programmes.’

2 It does not follow that all collieries with costs lower than average proceeds make a surplus, or that
all of those with higher costs make a loss. Some of the latter produce coal which commands a
sufficient premium on the market to make a surplus, whereas some of the former produce lower
grade coal selling at a low price. Moreover, collieries sometimes move into and out of surplus from
one year to the next. Nevertheless, in general it can be said that for pits which are temporarily
losing money there are others which are temporarily in surplus, and for those higher cost pits
which are in surplus there are lower cost pits making a loss.
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Figure 19.1 Deep-mined production: Unit operating costs against cumulative output, 1981-82
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19.16. We do not suggest that this capacity could be eliminated at one feil
swoop, nor that the resultant savings could be fully realised immediately;
savings would depend upon the phasing of closures, and substantial terminal
costs have to be metin the year of closure and the years immediately following.
The extent to which pits can be closed in any year involves difficult decisions
and in making them the NCB has to take account of many different factors. The
present position suggests, however, that problems of over-supply are likely to
persist unless in course of time capacity can be reduced by about 10 per cent.
Economic considerations, if taken alone, would indicate that the pits to be
closed should be those with the highest unit operating losses per tonne but the
selection of pits for closure has to take account of other factors. We cannot
formulate any timetable or programme. We simply emphasise that any plan for
the future of the coal industry must take account of the facts of the situation.
Purely by way of example, we estimate that if capacity could be reduced by 10
per cent and the reduction could be concentrated on those pits with the largest
operating losses per tonne, the NCB’s finances would be improved to the tune
of £300 million* per annum.

19.17. Further closures of high cost pits will, however, also be required
when the investments of recent years bear fruit and new, economic capacity
comes into production. This is, a recurring feature of an extractive indus-
try—colllerles which have at one time operated successfully and profitably
need to be closed and replaced by new mines when their economlcally extract-
able resources are exhausted. The industry’s case for investment in new capac-
ity cannot be sustained if it is unable to close down older, uneconomic units.

19.18. A significant reduction of the high cost tail of the industry would also
be likely to enhance the NCB’s efficiency in other ways. At present much of the -
time of senior management at Headquarters and Areas is taken up with the
problems of high cost collieries. It is necessary to expend capital on develop-
ment for production and on the maintenance of safety standards at all collieries
regardless of their cost levels. Operating costs would be reduced if this finance
and management effort were released, and some of it could be directed to the
development of new mines, to the enlargement of existing capacity that would
remain, and to the improvement of conditions generally.

19.19. We have examined the background to these problems to try to deter-
mine how the.present situation has arisen. The current world economic situa-
tion, which has depressed world-wide demand for energy and perhaps retarded
the expected move from oil to coal in industry, has clearly been a contributory
factor in bringing about the over-supply position. However, the major reason
/ for the over-production and the continued existence of so much high cost
[ capacity, resulting in the present grave financial position of the NCB, has been
! the failure of the industry to achieve the elimination of ‘a broad average of
some 3—4 million tons capacity a year’ that was accepted by the NCB, the

+ unions and the Government, in the interim report of the Tripartite Coal
Industry Examination in 1974. The other main element of that
\leeport—investment in new and modernised production facilities—has pro-
iceeded unabated. If the level of closure anticipated in the report had been

! This is made up of over £200 million operating losses (estimated at average prices) plus about
£100 million benefit from not having to export at a discount.
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achieved, present capacity would have been at least 10 million tonnes less than
it is, and the position of the industry would have been transformed.

19.20. The need to solve these problems is not only of concern to the NCB.
The Government has a major interest as the representative of the taxpayers
'who are providing support to the industry. The unions are also involved. They
“fiave a vital interest in the development of a modern and efficient coal industry.
An industry smaller but secure is preferable to a larger industry with an
uncertain future. Co-operation in a combined effort to secure a phased re-
organisation of the deep mine capacity would be of the greatest benefit to the
industry and to all who have a stake in its future. Such a re-organisation plan
would involve commitments by all the interested parties to take the necessary
steps for its implementation, including a renewed commitment by the Gov-
ernment to provide the necessary capital for development of the new and more
efficient capacity that will be needed.

N

19.21. We recognise that the closure of high cost collieries would have
I serious implications for employment in some of the most depressed regions of
! Great Britain. This is a problem which cannot be avoided, for, in the absence of
' any practical means of significantly reducing the losses, many of the collieries in
! these regions cannot be kept open indefinitely. Mining industries, by their very
| nature, involve progressive closure of production in areas where the mineral
! can no longer be extracted economically. The social effects may be greatly
alleviated by early retirement, by redundancy on the generous terms that are
available (Appendix 8.1) and by transfers to continuing collieries. Where the
social consequences of a decline in coal mining in a region would be particularly
acute, it is for the Government to decide what action to take. This might be by
the application of general regional policies (in particular to ensure that capital
investment in new mines, or to extend the economic life of existing mines,
attracts the same level of grants as would be available to other industries) or by
the adoption of special measures in areas of special need.

19.22. The longer the problems are left the worse they will become. Unless
there is a significant reduction of the numbers of high cost pits, the NCB’s
[finances will deterigrate even further. The industry’s ability to invest in modern
jcapacity in the short and medium term will be jeopardised, for if the problem is
{ pot dealt with there must come a time when it will be quité impossible for any
Government, faced with many calls on limited resources, to justify to the public
itthe large and growing expenditure of public funds needed to continue support
{of high cost collieries. Action then, if the industry had been unable to invest in

sufficient modern capacity, would be likely to be much more damaging than
action taken now.|In the meantime much taxpayers’ money would have been
committed and the price of coal might also have been kept higher than it need
have been, unnecessarily increasing the cost of electricity to industry and
thereby reducing the country’s competitiveness in the world mar@

19.23. It would not be appropriate for us to define precisely the way in
which the NCB should reduce excess capacity in high cost collieries. We do not
attempt to specify by precisely how much capacity should be reduced, in what
period the reduction should be made, or what individual collieries should be
involved. It is for the Board to face the problem and take the necessary action.
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The financial framework of the NCB

19.24. Our concern that in the past undue emphasis has been placed on
production targets extends beyond the industry’s objectives which we have
discussed in preceding paragraphs of this chapter. We have found that the
planning and management of existing deep mine Areas, collieries and forma-
tions are, except for the budget year and in the appraisal of new projects,
mainly in physical rather than financial terms, eg tonnes of coal to be produced
and manpower to be employed. Even in the budget year the financial targets
and operating costs and profits do not take account of interest, and as the
capital intensity of the industry rises, the ‘operating profit’ is becoming an
increasingly misleading measure of financial viability. Interest costs at Selby,
for example, are forecast by the NCB to be over one-third of total costs
(Chapter 10, Table 10.2). The cost of coal eventually produced at Selby will be
seriously understated unless interest costs on the capital that has been involved
are included.

19.25. We have explained in Chapter 3 (paragraphs 3.125 to 3.130), that
balance sheets are not prepared in any normal form at deep mine Areas or
other formations. Profit and loss accounts do not include interest, there are no
source and application of funds statements, and although unit costs include
depreciation we understand that this is almost entirely confined to investment
since 1974. There is therefore a lack of the necessary information that would
enable the management to base its decisions on an understanding of the cost of
the capital that is likely to be involved, or the real profitability or otherwise of
individual operations.

19.26. The NCB has explained to us that there are difficulties in providing,
even at Area level, adequate information to enable the balance sheets and
other financial statements to be set up and maintained. It would want to retain
the centralised operations of the Purchasing and Stores and Marketing
Departments, and to avoid unnecessary administrative costs and management
time in the allocation of, for instance, debtors and creditors. The NCB also told
us, however, that, despite the difficulties, it was trying to achieve a better
monitoring of the application of capital and capital productivity and had, this
summer, taken steps to give Area plans a financial framework and financial
objectives.

19.27. While we welcome the Board’s general acceptance of the need for
financial objectives and planning at Areas and other formations, we doubt
whether the changes can be properly effective unless accompanied by changes
in the organisation to provide management with balance sheets, profit and loss
accounts which include interest, and source and application of funds statements
identifying the cash flow of a particular unit. If this information is provided it
will enable the Areas and other formations to be operated, for planning as well
as day-to-day management purposes, as individual business units with financial
as well as production targets.

19.28. We appreciate the nature of the difficulties in the way of providing
the necessary financial framework for the changes we envisage, but they are of
a kind that other organisations have successfully overcome. The operation of
Areas and other major formations as business units will require individual
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managers to have a much greater awareness of the cost of capital and the need
to set and achieve financial targets as the most effective way of improving
overall efficiency. We therefore recommend that the NCB should make the
necessary changes to its accounting system and organisation to enable the deep
mine Areas and other formations to have adequate financial information and
to be operated, as far as is possible, as separate business units both for planning
and for day-to-day management purposes.

The structure of the Board

19.29. During the course of our investigations we have discussed with the
NCB the way in which its Board members carry out their corporate respon-
sibilities. As will be seen from the description of the organisation in Chapter 2
(paragraphs 2.39 to 2.47), Board members do not have individual respon-
sibilities for particular functions, although individual full-time Board members
have been allocated Headquarters departments and other formations as ‘spe-
cial interests’. We understand that this type of interest is significantly different
from a direct responsibility for the particular department. It would be possible
to envisage a somewhat different organisation for the Board that would give
individual Board members direct responsibility for certain major functions. We
are told that the present system is well understood within the NCB so we do not
consider that it would be appropriate at this time to make any recommenda-
tions for change in the style in which the members discharge their respon-
sibilities. We have noted that the present full-time Board members are all
former employees of the NCB, and with one exception all mining engineers.
We consider that the Board would be strengthened if it included full-time
members with a wider range of experience in industry and commerce. We
therefore recommend that the Secretary of State should consider making a
small number of appointments of this nature, even if in the short term it means
an increase in the present numbers appointed to the Board, within the present
statutory limit.

19.30. We have also discussed with the NCB the role of the part-time Board
members. We understand that this role is at present under consideration as part
of a general review of the role of part-time directors in nationalised industries.
In these circumstances we have limited our enquiries to two aspects. First, we
consider that in present conditions part-time members should be appointed
from outside the industry. This recommendation is not intended as any criti-
cism of the employee who is a part-time member at present, nor of other
employees who have served on the Board. Our concern is simply that the Board
should have the benefit of that diversity of background and experience which
part-time membership makes possible. Our second concern is related to the
role of the part-time members on the Audit Committee of the NCB. We have
drawn attention in our report (Chapter 3, paragraphs 3.76 to 3.83) to the work
of the Audit Department, and in Chapter 11 (paragraph 11.54) provided an
example of the way in which the department monitors the efficiency of the
NCB’s activities. We consider that the work of this department is a valuable
contribution to the efficiency of the NCB. We do not question its indepen-
dence, but believe that this independence would be enhanced if the Audit
Committee to which the department reports consisted only of the Board
Chairman and the part-time Board members. Furthermore we recommend
that, in order that the part-time members may make their experience available
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to the Audit Department more frequently, the Audit Committee should meet
at least four times a year.

The organisation of the NCB

19.31. The NCB told us that after the major review of its organisation in
1955,' and a major re-organisation of the deep mine Areas in 1967, its
“Yapproach to organisational change had been evolutionary. Nevertheless in

order to further the continuing ability of the industry to adapt flexibly to new
circumstances, the Board had set up some time before our inquiry started an
organisation planning group made up of a series of teams of senior managers.
At present these teams are examining in particular the work of Headquarters
departments. We were told that the emphasis of the teams’ enquiries was so far
essentially short to medium-term, with the initial aim of providing suggestions
for more economic staffing. We were also told that the exercise had been
designed in such a way as to offer at a later stage the further option of a
longer-term look at the organisation to see whether organisational changes
could contribute to more effective management and business decision-taking.
The NCB told us, however, that until the problems of the immediate period had
been dealt with, it did not consider it was opportune to undertake a major
re-organisation of its structure.

19.32. We welcome the initiative of the NCB in setting up the organisation
group and review teams and regret that the timescale of their operations
prevented us from having the advantage of their findings. We appreciate the
difficulties the industry is facing at the present time, but we do not think the
Board can wait for the problems to be resolved before setting up the business
units we have suggested, and considering and initiating any other necessary
changes in its organisation to increase its efficiency. In the time available to us it
has not been possible to consider fully the changes that may be necessary in the
NCB’s formations, but we have been able to examine some aspects of the
organisation of the NCB Headquarters departments and deep mine Areas.

Headquarters departments

19.33. The staff at the NCB’s Headquarters in London and Doncaster are
organised in some 19 departments which advise the Board on all its activities
and have functional links to non- -Headquarters formations providing specialist
services to the deep mining Areas, in some cases by outstationed regional
organisations. Since there is no Chief Executive and the Board members do not
have functional responsibilities, each department reports directly to the Board
as a whole. The main departments (Finance, Mining, Industrial Relations,
Purchasing and Stores, Staff and Marketing) are headed by Directors General
who have a major role in advising the Board on policy matters. We noted that
during the period of evolutionary organisational change there had been a
tendency for the number of independent departments to grow, and questioned
the NCB on the need for so many departments and the extent to which Board
members to whom each was a ‘special interest’ are directly concerned with the
activities of departments.

*

! Report of the Advisory Committee on Organisation (the Fleck Committee).
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19.34. The NCB explained that the small departments, such as Road Trans-
port, Estates Management, Public Relations, Legal, and European Commun-
ity Affairs, take up little of the Board’s time. Nevertheless, we are concerned
that in an organisation where a small number of Board members are respons-
ible for the overall direction and policy of a major industry so many depart-
ments should report directly to the Board. Furthermore the existence of so
many separate departments may unnecessarily complicate the Headquarters
organisation and increase staff costs. We therefore recommend that the Board
should consider the amalgamation of a number of Headquarters departments.

19.35. Itis appropriate to comment at this point on one aspect of the NCB
management style. We have observed during our enquiries the tendency at all
levels, in Headquarters and Areas, for the organisation to include a large
number of committees. Where the committee is used excessively it canlead toa
diffusion of responsibility, and to additional staff and administrative costs. We
therefore recommend that the Board should examine the way in which it relies
on committees in its organisation with the aim of reducing their use and
introducing a greater degree of individual management responsibility.

The deep mine Areas

19.36. Since the major re-organisation of the deep mine Areas in 1967, the
number of Areas has been slowly reduced as the number of collieries has fallen.
At present there are 12 Areas of rather different size, ranging from the
geographically larger coalfield Areas in the North-East, Wales and Scotland to
the somewhat smaller Areas in the Midlands and Yorkshire covering the
central coalfields. The NCB told us that, while it accepted that changes in the
number of mines and the introduction of large mines such as Selby would
require reconsideration of the present Area organisation, the Board had at
present no long-term plans for change in the Area organisation. It would
continue to make changes as and when it considered them to be necessary.

19.37. We believe that with the introduction of new capacity that is
expected in the next few years, and the run-down of collieries in some Areas as
they reach the end of their economic life, there is a clear requirement for the
Board to plan well in advance for the necessary changes in the Area structure.
Further, as we have explained in Chapter 15, we consider that there is a need
for changes in the organisation of the workshops which are closely associated
with the Areas. We also consider that the business units concept we have
suggested in paragraph 19.28 is likely to be more effective if there is a restruc-
turing of the Area organisation into larger units. We therefore recommend that
the Board should review carefully its Area and workshop structure to take
account of these factors.

Summary of major conclusions and recommendations from other chapters

19.38. Before we set out the major conclusions and recommendations from
other chapters of the report it is necessary for us to explain that we appreciate
that our inquiry took place at a time when the Board was having to consider
major adjustments to its policies in the light of changing economic circums-
tances. The Board has not been able to make available to us before the date by
which we are required to complete our report its latest development plan. We
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have been told of a number of steps the Board is now taking to improve its
procedures in many areas of activity, and have referred to these in our report.
While we welcome these initiatives it will be obvious from what we have said
that much more will need to be done: It was with these considerations in mind
-that we have framed our conclusions and recommendations, the most impor-
tant of which from previous chapters are set out below.

‘Summary of conclusions and recommendations

Recommendation . Paragraph

Number ] ‘ Number
Financial The NCB’s budget process arises out of a dialogue between 3.131

framework the Headquarters departments, deep mine Areas and other
. formations. There is a comprehensive system of financial
budgetary control which is understood and operated satis-
factorily throughout the industry. We note that a compari-
son of the financial results of the deep mine activity with
budget shows that actual performance was close to budget
over the last six year period. Net proceeds per tonne were
0-6 per cent better than budget, and total costs per tonne
were contained within 1-6 per cent of budget.

Over the period 1976-77 to 198081 total unit operating 3.132
costs per tonne rose for the deep mine activity by an average i
of 16-5 per cent per year compared with an average increase
of 13-5 per cent in retail and wholesale prices, although in
the most recent year 1981-82 unit operating costs moved
approximately in line with inflation if social costs are
1. . excluded. We consider that the NCB should continue to
impose the strict controls that have been applied in recent
years so that the deep mine budget is set with the aim of
reducing its unit operating costs in real terms in line with the
increasing capital intensity of the industry. This will involve
a maximisation of output from low-cost capacity with rela-
tively low marginal costs and the reduction of the high-cost

capacity.
Demand Comparison of the forecasts made in past medium-term 4.70
forecasting development plans with outturn shows that the errors in the

estimates of total disposals of NCB coal are somewhat grea-

ter than the NCB might have expected. A large part of the

error can be attributed to over-estimation of demand for .
coking coal. However, it is clear that until late 1977 the 4.71
NCB was encouraged to plan coking coal production to-
match the BSC’s expansion plans. As a result much invest-

ment was carried out, which, in the event, turned out not to

be required. We do not believe that the NCB should be
criticised for this; in such a situation it would have been very
difficult for it to exercise independent judgment on the
capacity to be provided. )

The NCB’s forecasts of inland steam coal consumption have 4.72
proved to be accurate, although this result arose from a

combination of offsetting errors in key assumptions. How-

ever, these assumptions were not out of line with those that

other forecasters in the field were making at the time.
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As regards demand in the year 2000 the latest NCB fore- 4.73
casts broadly agree with those made by other forecasters. ’
However, despite the effort the NCB has putinto investigat-
ing demand by the industrial sector we believe that the
uncertainty attached to the forecasts of industrial consump-
tion is greater than that attached to other parts of the
2. forecast. We therefore recommend that great caution be
exercised by the NCB in its appraisal of capacity designed to
meet this market.

In recent years the NCB has changed from producing a 4.74
central forecast of demand to producing demand scenarios

in an attempt to examine the uncertainty that surrounds the

forecasts. We welcome this change in emphasis.

One of the major purposes of examining the future is to 4.75
estimate the price at which future output from investment
should be valued. The demand scenarios, recognising that
there is potential competition from imported coal, are con-
structed on the assumption that the price ruling in the
United Kingdom will be set by prices on the world market
plus transport charges. The NCB does not at present esti-
mate how its share of the home market would change if it
charged a premium over world prices, nor by how much its
prices would have to be cut to supply a larger volume of

3. export customers. In view of the sensitivity of the rate of
return on investment to the price realised for coal we recom-
mend that in its planning the NCB should investigate the
consequences for its sales of varying the price of its product
relative to world market prices.

While we understand why the NCB has lately been selling 4.76
coal overseas at prices which do little more than cover the
4. short-run avoidable costs of production, We do not consider o

that over the longer term it should continue to rely on such
low price sales for reducing surpluses of coal.

Long-term The NCB’s longer-term planning has been deficient in a 5.71
planning number of important respects:

(@) The MTDPs and the succeeding Development Plan
to 1990 have only been projections of a few major
indicators such as production, average costs and
average prices used to support the NCB’s requests for
revenue subventions and capital finance from the
Government, and have not related to any specific
performance targets required from operating forma-
tions by the NCB. As such, the plans have not lent
themselves to monitoring for control purposes.

(&) Although the plans have been designed to support
the NCB’s submissions for investment finance, they
have not permitted assessment of whether funds pro-
vided in the past have been well spent nor have they
provided estimates of the return promised on new
capital.

(c) Because the plans have shown only aggregates of ~
production, sales, cash flow and so forth they have
not drawn attention to the major problems currently
facing the NCB, particularly heavy losses on a long
tail of high-cost collieries and over-supply.
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Cost structure
and performance
trends in

deep mining

Performance
measures

(d) The plans have not demonstrated the robustness of
the NCB’s chosen course to different levels of
demand, differences in the trends of the NCB’s costs
relative to international prices and to different trends
in operational efficiency.

As regards the fourth point, we welcome the introduction of
alternative demand scenarios in the Development Plan to
1990 and the NCB’s expressed intention as regards future
development plans to test the robustness of its plan against
alternative démand scenarios.

We have examined the NCB’s recent longer-term plans and
have noted that they are drawn up at Headquarters using
considerable data input from operating formations. We
make the case in Chapter 7 for the preparation by each Area
and other operating formations of business plans covering

- the budget and four ensuing years. We consider the business

plans should be consistent with the objectives set out in the
longer-term plans produced at Headquarters.

The main lesson we draw from the NCB’s difficulty in
reducing supply and bringing it into balance with demand is
that it should henceforth adopt a much more cautious
approach to investment intended to increase or maintain
production capacity, at least until such time as it is fully
satisfied that it will be able to eliminate high-cost excess

capacity.

Unit production costs have been increasing in real terms.
The main component of this is the increase in umt wage and
wage related costs.

. Over the period 1969-70 to 1981-82 there has been, esp-

ecially since 1977, a steady improvement in labour produc-
tivity at the face and on the surface. These improvements
have been offset by a steady decline in labour productivity
elsewhere below ground so that the improvement on overall
productivity has been only 9 per cent.

The modest rise in labour productivity has been the result of
a combination of actions:

(a) Capital investment in face and surface machinery. .

(b) Redistribution of output in favour of those produc-
tion units with higher OMS. This includes the effects
of closures, mergers and investment in new capacity.

(c) Implementation of an incentive scheme.

These actions were offset by the adverse ageing effect of
continuing capacity which is an inherent characteristic of the
mining industry, and represents an overall effective reduc-
tion in productivity of at least 0-75 per cent per year.

The NCB’s principal measure of performance is a measure
of labour productivity defined in terms of saleable output of
coal in tonnes per man-shift worked. The measure is used at
both local management and Area planning levels. It is
backed up by a large range of associated measures in terms
of work category and contributing factors. The scope of the
labour productivity. measures.at the operational manage-
ment level is adequate for normal control of operations.
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The planning and
control of
deep-mined

coal production

International
comparisons

Investment and
investment
appraisal

We recommend that the NCB should review the nature and
structure of its performance measures, in order to achieve a
balanced monitoring of the use of all resources and their unit
costs linked to a set of commercially orientated measures. In
particular they should properly reflect all costs including the
cost of capital. The NCB should also give consideration to
devising a measure or measures of the productivity of capital
which properly reflect its true value. The capital measures
should monitor both productive and non-productive assets,
at least down to Area level.

[ [Text omitted. See note on page iv. )

] Area Directors do
formulate what the NCB calls ‘strategies’ for their Areas.
These are not quantified in terms of the resulting effect on
Areas’ costs or profits, or in terms of the time by which they
should be accomplished. .

We recommend that the NCB should go further and develop
a formal system of national and Area business planning
covering the next five years ahead including the budget year.

We recommend that within the framework of such a plan-
ning system the Board should define clearly how it intends to
achieve the presently projected productivity growth and set
out the various intended measures in a way suitable for
subsequent monitoring.

The NCB has controlled the numbers of face and surface
industrial staff better than the numbers of craftsmen and
industrial staff elsewhere below ground. The NCB is con-
scious of the need to take specific action in these areas and
has already had some success. More needs to be done, how-
ever, and we recommend that in any new planning system
high priority should be given to developing targets for reduc-
tion in the numbers of craftsmen and all employees who work
elsewhere below ground. Targets should be sufficiently
quantified to allow proper monitoring of their achievement.

We have noted in paragraph 7.111 that it is normal for the
NCB to keep both national and Area man-shift budgets
fixed over the budget year, even though it may become clear
during the course of the year that the cirumstances have
changed, and that further savings could be made. We there-
fore recommend that manpower and man-shift budgets
should in future be varied during the course of a year if
advantage could be taken of trends in absenteeism and
wastage as they become apparent.

We asked two of our technical advisers to carry out a com-
parison of mining efficiency in Great Britain and the Fed-
eral Republic of Germany. The report concludes that the
productive efficiency of the modernised coal faces studied in
British mines is not significantly different from that on
comparable coal faces at similar modern mines in the Fed-
eral Republic of Germany.

In our assessment of the NCB’s investment programme we

noted that over one-third of the Board’s expenditure on-

large major projects has gone into collieries which are either
unprofitable or of doubtful potential profitability. On this
basis we consider that the Board’s investment programme
has not fully met one of its major objectives, namely restruc-
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11.

12.

13.

14.

15.

16.

17.

The manage-
ment of
major projects

turing the industry by investment in potentially profitable
collieries. As a result of our examination of its appraisal
procedures and its investment programme, we have made a
number .of observations and recommendations which we
consider will enable the Board to appraise more thoroughly
investment proposals. We set these outin the order in which
they appear in the chapter.

(a) The NCB agreed that it should consider amalgamat-
ing the two systems of colliery classification and adopt
a more stringent interpretation of the financial
criteria adopted in classifying collieries for delegation
of authority purposes.

(b) The NCB should revise its appraisal procedures to
ensure that:

(i) the minimal feasible alternative is selected as
the base case;

(i1) investments to which closure is the alternative
are carefully appraised; and

(iii) the Department of Energy is informed of com-
ponents of very large projects which are not
expected to earn an adequate return after risk.

(c) The NCB should introduce a separate risk analysis of
market-related factors for projects at existing col-
lieries and should adopt a consistent treatment of its
appraisal of all major projects according to a range of
possible market outcomes. The NCB should also
reconsider its practice of applying, in the case of new
mining projects, a trend of rising colliery net income
over an extended period.

The NCB should analyse its project performance with
a view to achieving a more realistic Stage I prospectus
and it should make allowance in the financial
appraisal for the likely shortfall in performance. We
also recommend that remedial action should concen-
trate on Areas which consistently fail to achieve their
investment objectives.

d

~—

(e) In its appraisal documents, the NCB should consider
the marginal yield of the project and the potential
- profitability of the colliery in separate sections.

(f) The NCB should extend the appraisal of the plant pool
programme to include life-cycle costing.

(g) The NCB should develop a formal system for allocat-
ing its investment funds according to the contributions
which projects promise to make towards the attain-
ment of the Board’s financial targets. For example,
selection should be based on the prospective marginal
return of projects. It should consider bringing for-
ward the Stage II submissions in the cycle of project
appraisal (or determining the relevant financial
information earlier) in order that the ranking of pro-
Jects can be based on reliable information.

We found that not all of the NCB’s contractors employed on

‘major construction projects made available critical path
-analysis networks although the NCB tried to persuade con-

tractors to produce them. We think it would be beneficial
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23.

for the NCB to have this important management tool avail-
able for all major projects and it is unsatisfactory to have to
obtain them by persuasion. We recommend that the NCB
should make it a condition of letting a contract that contrac-
tors are required, in cases where the project manager con-
sidersit to be appropriate, to provide critical path networks.

We believe that the use of computer packages could be
beneficial to the NCB’s project management. We recom-
mend that the NCB investigate the packages now available
with the intention of introducing them in all cases where the
management of a project could be made more effective by
their use.

We refer to the lack of immediate effective action when
successive annual reports on a project at Qakdale colliery in
Wales indicated a serious deterioration in the expected
results. The reports were seen by the Headquarters Review
and Project Committees which are responsible for advising
on remedial action. We consider that in the circumstances
there should at least have been a reappraisal of the project
to consider whether-it should continue or if changes were
required. We recommend that the Board take action to
ensure that its Headquarters review procedures are more
rigorously applied.

Information provided by the NCB indicates that 36 (47 per
cent) of the 77 large major projects completed by the end of
December 1981 were delayed by more than one year and

_ the average delay was 14 months.

We note that the NCB has introduced detailed changes into
its control of investment projects. On the basis of the criti-
cisms we have made we would, in the absence of the changes
that the NCB has introduced, have recommended that the
NCB should undertake a thoroughgoing review of its system
of progressing and controiling investment projects. It is too
early to say whether the changes introduced by the NCB will
be sufficient to deal with the problem of project delays. If in
two years’ time investment projects continue to show dis-
crepancies between forecast and actual completion times we
consider that such a review should then be carried out with
the intention of investigating the reasons for the delays and
introducing a revised, comprehensive and up-to-date system
incorporating appropriate modern methods and techniques,
and taking full account of the lessons learned from the
implementation of our recommendations in paragraph
10.21.

The current instructions on project management date from
as early as 1957 and are not all contained in one document;
we recommend that a comprehensive manual incorporating
the changes that have been made and setting out the Board’s
policy and requirements with regard to the management of
investment projects be compiled and issued to all appropri-
ate staff.

At present the overall control of all projects, including
Selby, is vested in the appropriate Area Director. We con-
sider that there would be advantage in the case of the largest
greenfield sites, where the ultimate responsibility for: the
success of the project must lie with the Board, for project
management to be the responsibility of an individual man-
ager accountable directly to the Board.
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Industrial wages

In general we found that the NCB’s contract practices in
respect of major construction projects were satisfactory and
should help it to obtain competitive prices.

We were glad to note that the Opencast Executive is now
limiting single tender action but we were concerned that no
direct steps are taken in single tender contracts to check the
level of profit made by the contractor. We recommend that
in the case of single tender action taken in respect of the
extension of an existing site the contractor should be required
to make available details of the level of profitability of the
existing site. )

We refer in paragraph 11.54 to quantities of coal recovered
from a site over and above the contractual tonnage, for
which prices have to be negotiated with the contractor. One
category of such coal is known as excess coal. We recom-
mend that where there is an unusually large amount of excess
coal, the contractor should be obliged to make available, in
the negotiation on the price to be paid for this excess coal,
details of the profits he was making from the site on the basis
of the contract guantity.

We suggested to the NCB that the system of tender invita-
tions from-a select list might not always give the Opencast
Executive the best bargain. The NCB drew our attention to
a number of potential difficulties in open tendering, but we
consider that the supposed value of restricted tendering has
not been demonstrated. We therefore recommend that
experiments with open tendering should be conducted in a
few contracts in each Region so that the advantages and
disadvantages can be evaluated.

The operations of the licensed opencast operators produce
about 5 per cent of the total British opencast output—some
700,000 tonnes out of 14 or 15 million tonnes—and many of
them sell the coal they produce in competition with the
NCB. We consider that this provides a small but valuablé
element of competition to and comparison with the opera-
tions of the Opencast Executive and should be encouraged
as a means of increasing the efficiency of the NCB opera-
tion. Moreover, the techniques used in opencast operations

. have developed considerably since the present statutory

limit on the operations of the licensed operators was fixed in
1958. We recommend therefore that this should be increased
to a new limit of 100,000 tonnes, and that there should be
provision for appeal by the operator to the Secretary of State

- if the Executive refused to grant a licence for a site containing

a quantity of coal within the statutory limit. These changes
would require legislation. .

We refer in Chapter 19 to the desirability of NCB Areas and
other formations being treated as business units. The Open-
cast .Executive would lend itself to this treatment which,
inter alia, would enable a realistic return on capital emp-
loyed to be established.

Wages constitute almost one-third "of the NCB’s total
operating costs. Increases in wages tend to flow through to
wages charges. (For definition of wages charges see para-
graph 3.37.) The totality of wages costs is thus about one-
half of the NCB’s operating expenditure and (as noted in
paragraph 3.37) real wages costs per tonne, although fluc-
tuating from year to year, have shown a long-term tendency
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to rise. In these circumstances it is of special importance that
the NCB does everything in its power to control wage costs
and avoid unreasonable increases.

We have noted that in spite of increasing operating deficits
and mounting stockpiles of unsold coal, and against a back-
ground of reduced recruitment needs and a decline in
natural manpower wastage, mineworkers’ earnings have
continued to increase relative to those of workers in most
other industries. We have no doubt that this is a reflection of
the collective bargaining pressures in the industry.
Nevertheless we are not satisfied that the industry’s finan-
cial and economic positions have been accurately reflected
in the agreements reached in recent years.

We have noted the progress which the NCB and the unions
have made over the years in reforming the wages system. In
particular the incentive scheme has been effective in
rewarding effort and boosting productivity especially at coal
faces. We note too the comprehensiveness of the NCB’s
wage monitoring and control systems and its efforts to pre-
vent earnings ‘drift’ under the incentive scheme, ie increases
beyond those which can be attributed to actual improved
performance or increases in the standard incentive rate. We
recommend that the NCB should continue to pay close atten-
tion to this aspect of the scheme and in particular that it
should ensure that standards are reassessed promptly when
there are significant (favourable or unfavourable) changes in
geological conditions.

In relation to the scale of mining activity (and in some
respects in absolute terms) the size of the NCB non-
industrial workforce continues to grow. We appreciate that
some of the increase may be due to the concentration of
production in larger mines and the use of more sophisticated
technology. Additionally we note that the NCB has cut staff
numbers substantially during the last two years, and has set
up review groups to examine the costs and staffing of . Head-
quarters departments. We consider it to be of great impor-
tance that the NCB continues with its efforts to limit the
number of non-industrial staff to what is necessary for its
operations.

Accordingly we recommend the following:

(a) The NCB should continue to establish forward objec-
tives for reductions in all levels of non-industrial staff
and take the necessary steps to achieve them.

(b) The NCB should move towards a position where the
decision to carry out clerical work study or other
functional surveys of non-industrial work, including
that of technical and management staff, is taken cen-
trally, as part of regular reviews of all parts of the
organisation as well as at the request of formations.

(¢} The NCB should consider establishing a centrally
directed Management Services Unit which would
incorporate the Methods Evaluation Unit and bring
together different aspects of NCB services affecting
the control of staff numbers and the introduction of
new methods. The new Unit should report to the
Board’s Committee on Cost Savings.
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37.
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(d) The size and coverage of the Methods Evaluation Unit
should be increased and an effort should be made to
recruit people to the Unit who have relevant experi-
ence in-other industries.

(¢) A quantitative study should be carried out to ascertain
whether the rest and contingency allowances applied
to clerical work standards are appropriate to the cir-
cumstances:

We recommend that:

(a) The NCB should reconsider its policy on recruitment
of staff with experience of other industries, with a view
to securing as much openness of its career structure as
possible.

(b) The NCB should make fuller use of available informa-
tion relating to remuneration in other industries in
general (not just the energy sector). The objective
should be that while a proper regard for internal
relativities in relation to supervisory relationships and
career progression should continue to play a part in
salary determination, market remuneration levels in
relation to skills and qualifications, together with abil-
ity to pay, should in fature have a much greater
weight, .

Plant is hired out to pits on a charging basis fixed by each
Area according to individual circumstances, but though it is
supposedly aimed to recover the costs of plant used no
charge for interest is included. The high cost in both revenue
and capital terms of ensuring adequate plant availability
(some £140 million revenue and £150 million capital per
annum) demands close management control. We believe
that this can best be achieved if the plant pool system is
operated as a series of largely self-contained business units
which are required to have proper regard to the cost of
capital employed.

The NCB is examining the possibility of life-cycle costing, a
technique which seeks to optimise the total overall costs of
plant and machinery. We recommend that the NCB give a
high priority to this examination with a view to early
implementation.

The NCB has 26 Central Workshops of widely varying size,
with an annual turnover of £215 million employing 9,000
industrial and 600 non-industrial personnel. We consider
that 26 workshops is too large a number to service the needs
of the industry efficiently and economically. They are not
located to best effect, and there is duplication of facilities.

We appreciate that there are industrial relations factors and
social costs to be considered, and that any substantial reor-
ganisation could involve additional transport costs and
problems of access to collieries. We are glad to note that the
NCB has sought to rearrange some of the product ranges
overhauled by individual workshops. However, we do not
believe this goes far enough, and we recommend that the
NCB should investigate the possibilities and the costs and
benefits of rationalising the workshops’ structure.
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The NCB allocates about a third of its national contracts by
number, and three-quarters by value, on other than a least
cost basis. In view of the extra immediate costs involved in
allocating contracts on other than a least cost basis, not only
in the prices paid but also in administration, we are con-
cerned that the procedure should be used only when it can
be fully justified. We accordingly recommend that the pro-
cedures for monitoring Purchasing and Stores (P & S)
Department decisions on such allocated contracts should be
strengthened.

We recommend that the NCB should take more effective
measures to expedite the establishment of standards for all
items for which it can be shown to be cost-effective and
should consider the temporary augmentation of the Stan-
dardisation Unit possibly by use of contract staff or by the
employment of a mining consultancy.

The NCB’s computer-based stock control system is wide-
ranging and impressive but has a number of unusual fea-
tures. Reviews of the effectiveness of some aspects of the
system are now being carried out. We recommend that the
reviews should pay particular attention to the features we
have identified with a view to incorporating suitable modifi-
cations to the computer models if this can be done economi-

_cally. This would reduce the need for manual intervention.

Half of the demands on Central Stores comes from Central
Workshops. In order to ensure that materials are available
to meet the workshop programmes, the programmes are set
out for six to nine months ahead and rolled forward
monthly. Variations from former trends in the usage of parts
are identified and through a time-consuming ‘scaling’ pro-
cess changes are made to the forward annual demand.
Computer developments are already under way to eliminate
the labour-intensive aspects of this process with a view to
applying material requirement planning (MRP) principles
to the ordering of the high value turnover items. This will be
a significant step forward but we believe it would be advan-
tageous to apply these principles to all items, the usage of
which can be scheduled in advance by the workshops.

P & S Department costs increased by some 20 per cent in
real terms between 1973-74 and 1980-81. The reasons
given for this increase include the cost of computer prog-
ramming and operations which have not been fully offset by
savings in other areas. The NCB told us that staff numbers
fell rapidly in 1981-82 and the trend is continuing into
1982-83 and beyond. However, the NCB considers that
more significant savings have flowed from stock reduction
of some £80 million which it states has been achieved with-
out lowering service totals (paragraph 16.96). We believe it
is difficult to identify how much of the stock savings, and the
financing cost savings to which they have given rise, can be
directly ascribed to the benefits of the computer system,
although we fully recognise the importance of capital costs
in this area. In view of the real increase in the revenue costs of
the P & S operation we recommend that particular attention
should be directed towards monitoring these costs in future.
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It has not been possible to establish the total cost of the
purchasing and stores ‘activities, partly because of the
absence of any account of the cost.of capital employed in

- these activities and partly because these activities at Area

and colliery levels are not separately costed and budgeted.
In order to establish the overall performance of the P & S
activity we recommend that both the revenue and capital
costs of these operations at Area and colliery levels should be
separately budgeted and monitored. ’

The NCB has been successful in disposing of a large propor-
tion of its stock of houses at a capital benefit of £100 million
net between 1972-73 and 1981-82-inclusive. It still posses-
ses over 41,000 houses, many of which are let at rents below
the registered fair rent level.

We commend the Board’s peolicies of disposing of as many
houses as possible and of reducing the burden of its inherited

obligations by bringing the rents of the houses that remain in

its possession up to registered fair rent levels as soon as it is
practicable.

We are concerned that the level of administration and man-
agement costs incurred by Coal Industries Estates Ltd in
respect of the NCB's farms and estates appears to be a much
higher proportion of the income than we should expect. We
appreciate that overall the rents may, justifiably, be lower
than the average for the .country as a whole and that the
NCB'’s costs may include elements which would not be
covered in a normal commercial agreement. Nevertheless
we recommend that the Board should examine the level of
CIE’s administration and management costs and include in
this examination an evaluation of the possibility of using
agents, at least for some of the work, as an alternative to
directly employed staff.

We are also concerned about the apparent lack of any
incentive for the Estates Department to optimise its land
management operations, and of any yardstick against which
it may be judged except the simple profit and loss accounts.
We appreciate that land transactions are to some extent
unpredictable, but we recommend that the department
should be given as realistic as possible a profit target each
year and be held to account for its performance.

J G LE QUEesNE (Chairman)

A D BaIN -

H L G GiBsoN

R L MARSHALL

C M MiLEs

JS SADLER‘

N E D BURTON (Secretary)

26 November 1982
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