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SECRETARY OF STATE FOR ENERGY
THAMES HOUWSE SOUTH
MILLBAME LONDON SWIF 400

01 211 6402 ng/)

The Rt Hon lord Carrington PC, KCMG, MNC \/&
Foreign and Commonwealth Office

Dovning Street

LONDON SW1A 2AL A° September 1979

Orﬁ 'L

You will have seen the letter from the Prime Minister's Private

Secretary to yours of 1§ Séptember which records inter alia that

the Prime Minister has cided, with considerable reluctance, that

the Government must 1mmed1dtely terminate the Offshore aupplxeq

Interest Relief Grants Scheme, and that she hopes the announcement

::f‘ this decision can be I]‘.h."ﬂd.'l_,"ﬂd g0 as to attract as little attention
possible.

he presentation point, I do not think we could get away withous

IT .':1.“.-' & public announcement of gsome kind. Although we could

tell the oil compd.1ealn100nf1derce, the Commission would not be
satisfied with a private assurance because it might fear that
another Iﬂemuer State or any other aggrieved pd.**'t_,f might then
challenge before the Buropean Court the apparent failure of the
Commission to require our specific compliance with its 2 May
‘Decision. Also, our decision is bound to get out.

Any announcement we make is bound to attract some attention, if only
because of tlc recent spate of press articles sbout past Errur“
11 the Scheme's administration sparked off by Joel Barnett

heirman of the PAC.
I propose we should therefore issue 2 short but also guite blunt
statement and I enclose a draft of the announcemcnt I have in mind
on which I should be_grateful for your and other colleagues' views.

I am Hendlnﬁ-coniea ter the Prime Minister, the Attorney-General,
Members of OD( E..),, Sir Donald .E‘,altland and Sir John Hunt.

Howell




CONFIDENTIAL
ME - DRAFT ANNOUNCEMENT ON IMMEDIATE ABOLITION

e

The Government announced on 2 July 1979 that it had Jecided to
end the Interest Relief Grants Scheme for offshore supplies, but

to accept gualifying contracts placed up to 31 March 1980,

Trig decision reflected bothethe Government's view that the

A5l

scheme no lorger represented value for money overall and the

EEC Commission's Decision of 2 May 1979 that the scheme was

incompatible with the Rome Treaty and should be withdrawn.

The Commission has objected to the length of the period in
which the Government planned to unwind the scheme and has
considered. taking the matter to the European Court.

No applications to register contracts placed since 2 July 1972

for srant have in fact been accepted since that date, and the
Government has now concluded, in the light of the legal uncertainty
created by the Commission's attitude, that the scheme will have

to be terminated forthwith. No grants will therefore be made,

or will have hbeen made, in respect of any contracts placed since
2 July 1979.
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10 DOWNING STREET

From the Private Secretary 18 September 1979

Near 1.0

North Sea Interest Relief Grant Scheme

The Prime Minister has seen your letter to me of
13 September on this subject. She has also reconsidered the
Foreign and Commonwealth Secretary's minute to her of
7 September. She has decided, with considerable reluctance,
that in the light of the Attorney General's wviews HMG have no
alternative but to terminate the scheme forthwith. She accepts
the Foreign and Commonwealth Secretary's advice that it would be
pointless for her to approach the President of the Commission
direct.

The Prime Minister notes the statement in the Foreign and
Commonwealth Secretary's minute that since no claims for grants
under the scheme have been admitted since 2 July the Government's
decision will come as no surprise.to the oil companies. She
would like nonetheless to know how the Government's decision is
to be announced. She hopes that the announcement can be managed
so0.as5 to attract as little attention as possible.

The Prime Minister remains unhappy with the way discussion
of the termination of the scheme has been handled this summer.
She feels that the advice of the Attorney General should have been
asked for at an earlier stage. The Prime Minister is, in general,
concerned about the interaction of Community law and British law
and will want this aspect brought out clearly in future cases
coming before Cabinet where it is relevant.

I am sending copies of this letter to the Private Secretaries
to the members of OD(E), to Bill Burroughs (Department of Energy)
and Martin Vile (Cabinet Office).

71'1%/5 iy

ﬂ&fwﬁ /\%.»cmmsa«u

Paul Lever, Esq.,
Foreign and Commonwealth Office.
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Loust 3L August 1979
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The Rt Hon The ILord Carrington KCMG MC
Secretary of State for Foreign and

Commonwealth Affairs el |
Downing Street {_ =
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OFF-SHORE SUFPFLIES INTEREST LEfrT

L GHANT SCHEME

In his Memorandum OD(E)(79)28 the Secretary of State
for Energy informed the Committee that he had asked for my
opinion on the questions mentioned in paragraph 6.

My mdvice on these matters is as follows:-

it is not therefore open to us to
challenge;

very probable that the Decision has direct
n UK law, so that under the terms of the
Comnunities' Act 1972 we are prevented
rcising the powers conferred by Section 8
ndustries Act 1972 except in a manner
consistent with the Decision. Payments under
the Act, therefore, which sre inconsistent with
the Decision would very probably be illegal in UK
law:

)
f

HE
- ;
of vhe

L e B

in any case be improper to make such
where they are in breach of obligations
ZEC Treaty arising from the Decision.

be advisinz the Committee on other
t 18 considered by them.

ne S s
IOUm wiaen i

I amn sending a copy of this let to the other members
of the OD(E), tze Secretary of State Energy, the Lord
Advocate and Sir hn Eunt.

B,
Mxm_u_x '
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3 CONFIDENTIAL

01-405 7641 Ext. 3229
Communieations on this subject should ATTORNEY GENERAL'S CHAMBERS,

be addressed to
THe LeGar SECRETARY

: ]
Rl % Ol ioniy Law OFFICERS’ DEPARTMENT,

RovaL CourTs oF JUSTICE,
Lonpon, W.C.2.

Our Ref: 400/77/170"B" 14 September, 1979

Qs ﬂﬁjﬁh&u'

OFFSHORE SUPPLIES INTEREST RELIEF GRANT SCHEME

The Attorney-General has seen your letter to Walden of 10
September, and has directed me to reply on the points raised
which involve him. The Attorney-General was not asked to advise
on any of the specific questions referred to in his letter of

31 August until the middle of August.

The background to the first sub-paragraph of the Attorney-General's
advice is that the EEC Treaty provides for the Eurcpean Court

of Justice to review the legality of acts of the Commission in
actions brought by a Member State; proceedings have to be

brought within two months of notification of the measure. The
Decision was notified by a Commission letter of May 2nd.

The Attorney-General's advice was not directed to the question
of the prospects of success if the United Kingdom had brought
such proceedings; his Opinion on that question is that we would
have been almost certain to lose.

I am sending copies of this letter to those who received your

letter.
S Gicuy,

Aot e Rty

—_—
M G de Winton

M 0'D B Alexander Esg
No.10 Dowing Street
London, SW1.

CONFIDENTIAL
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Ref, A0240
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MR. ALRXANDER : /24/(

e

— ;?/
MNorth Sea Interest Belief Grant Scheme ()

Mr. Lever replied on 13th September on behalf of the Foreign and
Commonwealth Secretary to the letter you sent Mr. Walden on 10th September
seeking information on three points raised by the Prime Minister concerning the
Interest Relief Grant Scheme,

This was a try-on with the Commission which did not come off. Itis very

e S,

unfortunate that the Goue rnment w1ll have to annou.m:e a change of course,

I —— e e i s

although the present public interest in the PAC report on the Scheme will no doubt

help. But I agree with theécw?}and Commonwealth Secretary that it is
probably not worth while for yeu/to expend credit in trying to shift
Mr. Roy Jenkins, The Commission are going to take us to the European Court
if we do not comply with their ruling. The only question is whether we should
concede now or let them take a formal decision in that sense. The view of OD(E)
was that the latter would only sour our relations with the Commission. If this
decision is to stand we shall need to notify the Commission at the beginning of
next week i.e. before the meeting of the Commission on 19th September of the
Government's intention to announce the immediate ending of the Scheme.

The Prime Minister might therefore reluctantly accept that the Scheme

/\( should come to an end and ask to see the terms of an announcement by the

Secretary of State for Energy.

Dh v e W IReai ﬁ/ﬂ. - f?
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v {1 597l 7\# i b i C"""""‘"‘ M/

Lh’-w:" S AR (v DS LY /Ml )‘; 'L?'u-( /)'D}iN HUNT
Lol 0 =
e o
l4th September, 1979 ) - W i e fl_tw £ o P ;-vrl'lm

l,] fod cann (A—-u-a-‘ﬁ; wt  paasr )

P sl
M ecl'w on {ﬂ,«.-‘/v’f'

[-rea rf c.-.,{,:-:: f’r— u::--an'&
?&h&'f’ ,l:m:rm.—
h.{-o Lt
> i




CONFIDENTIAL

Foreign and Commonwealth Office

London SWI1A 2AH

13 September 1979

Your letter of 10 September to George Walden concerning the
Of fshore Supplies Interest Relief Grant Scheme raised three points on
which the Prime Minister wanted further information.

The memorandum considered by the Ministerial Committee on Economic
Strategy on 1 June conceded that the Scheme was very probably contrary
to the EEC Treaties and that if we contested the Decision of the
Commission and the case went to the European Court we would probably
lose (paragraph 9 of E(79)6). All legal advice throughout the three
and a half years during which the Scheme had been under Commission
scrutiny had been unanimous on this point. The Committee thought that
the proposal in the memorandum that the Scheme should be widened to
include EEC components was unacceptable. They felt, however, that in
order to avoid appearing to be forced by the Commission, we should not
immediately comply with the requirement to abolish by 2 July, but
instead we should phase out the Scheme over a longer period. The
expectation was that since we were announcing our firm intention to
end the Scheme, the Commission would overloock the extension in time

which E Committee decided upon. In the event that judgement was too
optimistie. The Commission took a strict view of their Decision on

2 May and it was at that point that it was necessary to seek the advice
of the Law Officers.

On the Prime Minister's second question, the legal advice has
consistently been that our basic case on the merits was so weak that
challenging the validity of the Commission Decision in the courts was
not a realistic option. In theory we could, under Article 173 of the
EEC Treaty, have challenged the legality of the Decision within two
months of its notification to us, but that only allows a challenge on
grounds which offered us no scope to advance, with any prospect of
success, arguments against the Decision (eg that a two-month time
limit was unreasonable). No realistic opportunity to challenge the
legality of the Decision was thus lost.

As regards putting pressure on the Commission to be flexible and
meet our concern, the Energy Secretary has seen separately both
Commissioners Vouel and Davignon. However they have been adamant
that the Decision, coming as it did at the end of the three and a half
vears successful procrastination on the Scheme, should be strictly
complied with. The Commission's concern, reinforced in a letter from
the President of the Commission to the Foreign and Commonwealth
Secretary, has been that not to insist on striet compliance would
undermine their Treaty enforcement role on other important issues.

The discussion in OD(E) on 4 September came therefore only after a
major effort had already been made to shift the Commission's position.

/The Sub-Committee

M O'D B Alexander Esq
10 Downing Street

CONFIDENTIAL
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The Sub-Committee concluded that no further political capital should
now be invested in the Scheme given the forlorn chances of success,
but that Sir D Maitland should be instructed to approach the President
of the Commission, deploying the political arguments, to see whether
the Commission in return for abolition of the three months grace
period, would agree to modify the Decision or state that it was
compatible with a nine months phasing out period. The advice of the
Attorney-General was that it would not be sufficient for the
Commission simply to acquiesce in our interpretation of their Decision.
The reaction from Commissioner Vouel, to whom the President of the
Commission has communicated our offer, was that it was inadequate,

and unless the discriminatory element in the Scheme could be removed,
he would be bound to recommend to his colleagues in the Commission
that Court proceedings be instituted against us. The President of

the Commission is convinced that Vouel's reaction would be shared by
other members of the Commission. He himself would not oppose Vouel.

It would still be possible for the Prime Minister to approach
the President of the Commission direct before the Commission meeting
on 19 September which will decide whether to initiate proceedings
against us. The chances of her succeeding are, however, meagre
given the Commission's emphasis on the general implications for the
enforcement of Community law and the weakness of our legal position.
Although it would be for the Prime Minister to decide, the chances
of a rebuff are so high that the Foreign and Commonwealth Secretary
would not recommend that she should engage her credit in the attempt.

I am sending copies of this letter to the Private Secretaries
of the members of OD(E), Secretary of State for Energy and
Sir John Hunt.

Youss £

ot

{P Lever)

CONFIDENTIAL







From the Private Secretary ~ \ ) 10 September 1979

Foreign and Commonwealth
Secretary's min ) Sep ber on this subject.

Th Prima Mi Attorney General's

VAS N 1@ meeting of the Ministerial
Committee on Economic Strategy on 1 June., BShe has also asked
for more background to the first sub-paragraph of the Attorney-
General's advice: does it mean that EMG could have challenged
the decision 2t some point? Finally, the Prims Minister has

for advice as to the course we should follow in order to
r g £ sure to bear on the Commission in order to

AV iIiOCe 3 d 1OL &vVa 12 L0OX L

get them to vary the ti of thelir earlier deci=ion or to

interpret it in a more helpful way.

sending copies of this letter to the Private Secretaries
5 of OD(E), Bill Burroughs (Department of Energy ),
Vile (Cabinet Off )

M. O'D. B. ALEXANDER

. G. H. Walden Esg
Foreign and Commonwealth Office.

," -, - H
£ * T |
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PRIME MINISTER

Offshore Supplies Interest Relief Grant Scheme

e You will recall that at the Ministerial Committee on Mé
Economic Strategy on 1 June (E(79)2nd Meeting, Item 6) we ‘T‘,Jh
decided in response to the Commission's Decision on 2 May rkffﬁﬁS AT
requiring us to abolish the Offshore Supplies Interest Relief +,P¥

Grants Scheme within two months to phase out the Scheme over a 35

i)
reasonable period, which was subsequently decided would be nine 6#'”*
e ——

months expiring on 31 March 1980, with a three-months grace period {

thereafter for the registration of contracts after they have

been placed. This was announced on 2 July and communicated to

the Commission on the same day. "

2. The Commission have, ho;éver, not been willing to accept that
the phasing out of the Scheme over nine months is compatible with
the terms of their 2 May Decision. The Attorney-General now
——ms
advises (a copy of his letter of 31 August is enclosed) that the
Commission's Decision probably has direct effect in UK law so
that any payments we made after 2 July could be held to be illegal.
Litigation could be initiated in the UK Courts by any aggrieved
party. There could also be difficulties with the Public Accounts
Committee. The Commission is due to meet again later this month
and will almost certainly decide to take us to the European
Court. They might not do so if we were willing to change the
Scheme to pay grant on components from other EEC countries, but
this is unacceptable on cost/benefit grounds. It is the considered
legal view we have no prospect of winning our case if the matter
goes to the Court.

o The Sub-Committee on European Questions of the Defence and
Overseas Policy Committee met on 4 September to consider how we
should react to this situation. We decided, despite the weakness
of our legal position, to make one further attempt to persuade the
Commission to be accommodating. Sir Donald Maitland is being
instructed to explore with Roy Jenkins whether if we offered to
abandon the three-month grace period the Commission might be

/ willing
CONFIDENTIAL
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willing to vary the terms of their earlier Decision or at least
to interpret their earlier Decision as compatible with the nine-
month phasing out period. If the advice is that this would not
be acceptable to the Commission and that they would intend to

take us to Court, we see no alternative but to bring the Scheme
to an end forthwith. This would not be well received by the
industry and would obviously conflict with our earlier wish not
to let it appear that the Government's hand was being forced by
the Commission. But the legal position leaves us no choice
and there would be no virtue, especially when we want the
Commission's help on the budget issue, in unnecessarily antago-
nising them by flouting what they apparently feel is their duty
under the Treaty. In view of the legal uncertainty the Secretary
of State for Energy has already warned the oil companies and no
claims for grant have been admitted since 2 July, so it will

not come as a surprise to them.

4. I am sending copies of this minute to the members of
OD(E), the Secretary of State for Energy and to Sir John Hunt.

C

—

(CARRINGTON)

Foreign and Commonwealth Office
7 September 1879

CONFIDENTIAL




SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH

01-211 6402 IL (/Ji“'/\s

The Rt Hon Lord Carrington KCMG MC
Secretary of State for Foreign and
Commonwealth Affairs
Foreign and Commonwealth Office
Dovming Street
LONDON
SW1A 2AL 25 July 1979

—
t A in;éan
CFFSHORE SUPPLIES IRG SCHEME AND THE COMMISSION

As you know, Sir Donald Maitland kindly arranged for me to have
an informal discussion over dinner at his residence with
Commissioner Vouel on 16 July, to explain our decision to end
the O0ffshore Supplies Interest Relief Grants Scheme on 31 March
next rather than accept the Commission Decision requiring it to
have been abolished on 2 July.

I could not persuade M, Vouel to let the matter rest on the basis
that we had done our best in difficult circumstances and that we

had met the substance of the Commission's concern by agreeing to

end the Scheme. He maintained throughout a purely legalistic

line, and insisted that unless we could offer some new "modalities"
such as might satisfy the Commission that the Scheme would not be
oeperated in a discriminatory way during its remaining life, he would
have "no alternative" but to recommend to his Commission colleagues
that the matter should be referred to the European Court.

What M. Vouel presumably has in mind — he refused to be drawn on
specifics — is what the Commission have always wanted: inclusion
within the Scheme of EEC components without limit and restriction
of the operation of the Scheme to cases where third country

tenders are in the lead for contracts. The first would cost
proportionately more for less benefit and would be outwith the
criteria for selective financial assistance under the 1972 Industry
Act. The second would severely restrict the operation of the Scheme
and to introduce it now would breach the undertaking to give nine
months' notice to industry of changes to the Scheme which we said
in the 2 July announcement our decision honoured. Any such
changes would also cause administrative complications. Moreover,
you may recall that E Committee showed no inclination to placate
the Commission.

,1"’4--4----‘-2
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Subject to my colleagues' views, therefore, I now propose to
write to M. Vouel in the terms of the enclosed draft which is
on general lines agreed at a Cabinet Office meeting with

Sir Donald Maitland on 20 July. This is in coneciliatory terms.
It says quite straightforwardly that we cannot suggest any new
factors, brings out the Scheme's poor value for money and hence
its minimal "distorting" effect, but ends with a clear warning
about the difficulties for our future relationships if the
Commission do not exercise political as well as legal judgement.
I am not hopeful that this will dissuade M. Vouel from
recommending legal action, but it might cause some of his
colleagues to have doubts. I do not think we can say more.

As to timing, M. Vouel said this matter would be on the Commission's
agenda for its meeting on 25 July - the last before the summer
brealk. I therefore propose that my letter should be handed to

M. Vouel by Sir Donald Maitland next Tuesday, before the Commission
meets on the Wednesday, in the hope that it will defer any final
decision by them until September. This will also give time for
Sir Donald to seek the aid of Mr Jenkins and Mr Tugendaht in
preventing an unfavourable Commission decision, I would also be
grateful for anything you can do with Mr Jenkins when you see him
on Tuesday.

I should be glad to know if you and our other colleagues concerned
have any comments. If my office do not hear by 6 p.m. today
(Monday) I will take it you are content.

I am copying this letter to the Prime Minister, Members of
OD(E) Committee, George Younger, Sir Donald Maitland and Sir John
Hunt.

D A R HOWELL




20 July 1979
DRAFT LETTER TO COMMISSIONER VOUEL

I was grateful for the opportunity on 16 July to

meet you and to have an informal talk about the
Government's decision on the Offshore Supplies
Interest Relief Grants Scheme. At the end of our
talk I promised to consider whether there were any
new factors which I could put to you which might help
you to overcome your difficulties.

I have carefully considered this with my colleagues,
but I have to tell you that we are unable to offer

to make any substantive changes to our 2 July decision.

This is because of either domestic legal constraints
and budgetary difficulties, or the problem in relation
to our inherited 9 months' undertaking to give nine
months' notice to industry of any changes to or
termination of the Scheme. I was however grateful
for your suggestion, and I am deeply sorry that we
cannot follow it through.

I should like if I may to repeat a point I made
during our talk. As soon as I had been able to
examine the papers, I consulted my colleagues and

we decided that the Scheme no longer represents

value for money. We are convinced that it is not

a major factor in oil companies' decisions on contract
awards. Although we do not expect a great deal of
new aid to be committed over the remaining few months
of the Scheme, we were in no doubt of the political
necessity for us to have full regard to the 9 months'
undertaking. We accordingly terminated the Scheme
at the earliest practicable time.

I do urge you most strongly to have regard to ocur
political difficulties and to accept that in the

cont'd.cass




-2 - 20 July 1979

Draft letter to Commissioner Vouel

limited life now left to the Scheme and in view of

its ineffectiveness it cannot "adversely affect
trading conditions to an extent contrary to the common

interest" Article 92.3(c) EEC)..

Not only do we believe that there is a strong case
for you to exercise your discretion under Article
95.2 EEC but we also hope you will see good political
reason for letting the matter rest. Were there to
be further legal action this would have damaging
repercussions on political and public opinion here
and would not help the Government in working - as

it has committed itself to do - for realistic and
genuinely co-operative relationships with the rest

of the Community and its institutions.
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The Rt Hon John f i

Chief Secretary to The Treasury,
Treasury Chambers,

Parliament Street,
London SW1F ¢

SAALr .

OFFSHORE SUPPLIES INTEREST RELIEF GRANTS SCH
Thank you for your letter of 29 Jufe.

am not sure that I am altogether happy about your request for
"an alternative recaliotic option cut" to replace the contribution
which possible modifications to the O0SIRG Scheme made to my
Department's option cuts for the forthcoming PESC discussions.
As I shall be arguing very forcibly when Cabinet considers these
options, I would regard future proposals for cutting into the
Department of Energy's fairly modest programmes as needing to
be treated with extreme caution, and probably unrealistic, and
1 am sure that, given the present world energy situation,
colleagues will share that view. Moreover I think that, since
many of the programme cuts which we shall be examining would
present great difficulties, I would not necessarily rule out
the poesibility of making two statements on the OSIRG Scheme,
the first to announce its phasing out and the second to modify
its terme for the remainder of its life. However, having gaid
that, I recognise that you need to be satisfied that, if
programmes actually had to suffer cuts of the order indicated,
1t would be possible to achieve them. I am, therefore, prepared
to agree that, in that eventuality, I would (if cuts in the
OSIRG Scheme proved impossible to introduce) find suitable
alternatives elsewhere. I would prefer, however, not to specify
now what they might be. .

As to the terms of my announcement, I take your points on referring
to the previous Concervative Government and omitting the reference
to the EEC Commission. But I think it is important to retain the
point that other liember States have given up subsidising their
industries, and I do not think We should refer to the Scheme in

the context of the growth of our market share since this could

be used to argue that the Scheme should be retained rather than
Scrapped.

I accordingly suggest the following revision of the third
sentence of the second paragraph of the draft.answer enclosed
with my earlier letter:-




CONFIDENTIAL

"Phis conclusion also has regard to the fact that, since the
previous Conservative Government introduced the Scheme in

1973, the situation has changed in that all our Comminity
partners gave assurances in 1977 that they did not or would

no longer provide preferential export credits for intra-community
trade, including continental shelf trade."

I am copying this letter to the recipients of yours.

D.A.R. HOWELL
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Treasnry Chambers, Parliament Street, SWIP 3AG

Rt Hon David Howell MP

Secretary of State

Department of Energy

Thames House South

Millbank

London

SW1P hgJ 29 June 1979

OFFSHORE INTEREST RELIEF GRANT SCHEME

Thank you for your letter of 27 June about the announcement
of the phasing out of this schemé over the period until
30 June lWBU,

Your suggestion for phasing out the acheme over this period
causes me a real difficulty. As you know, your Department
had suggested as one of the option cuts for our forthcoming
public expenditure discussions an earlier phasing out, which
would have produced, as part of the contribution teo your
Department's option cuts totals, the following: £ mi :
million

1980 - 81 1981 - 82 1982 - 83 1983 - 84
2.9 1.0 2.0 3.0

The approach in your letter effectively rules out this option
and I can only agree to your proposal on the condition that
yYou can let the Treasury have an alternative realistic option
which would replace the one you originally suggested for the
OSIRG Scheme. Could I therefore suggest that your officials
should get in touch with mine urgently so that they can agree
the new option cut before the PQ is answered.

I agree with you that it is better to make the announcement

by means of an arranged PQ rather than a statement. But I do
think that the draft attached to your letter is much too
defensive. Surely it would be presentationally better to begin
by reminding the House that the Scheme was established by a
Conservative Government, that during its currency the share of
the market held by UK firms has increased very substantially




and that we have come to the decision that it neoe longer
represents value for money. I am also doubtful whether it is
presentationally wise to refer in the answer to the EEC

Commission.

I am sending a copy of this letter to the Prime Minister,
Members of E Committee, the Secretary of State for Scotland,
the Chief Whip, Sir John Hunt and S5ir Donald Maitland.

JOHN BIFFEN.
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are come arguments in favour of a statement., So far as I anm
aware, thie will be the first substantive change in industrial
support measurez to be announced and there will be wide
conctituency interests on both sides of the House. The decigion
will also follow quickly upon Hamigh Gray's answer to an arranged
PQ on 19 June in which he announced our decision not to intervene
in Thell/Esso's preference to have a £40 million multi-funciion
support vessel built in Finland rather than at Scott Lithgow.
However,I would prefer to rely on the arranged PQ and answer,

and if the Opposition subsequently decide to attack us on thic
and related matters we can consider how best to riposte. I
should particularly welcome the views of NMichael Jopling on the
precentational aspect; I enclose a draft of the Parliamentary
ancwer 1 would propose to give.

I understand Sir Donald Maitland advises that he should send a
copy of my announcement to Commiseioner Vouel on the day it is
mades under cover of a very chort letter which would not argue
or explain how our decision relates to the Commission's. I
agree with this.

nform the United Kingdom Offshore Operator:s'

al=o propose 1

I i
Ascociation and the suppliers' trade associations on the same day.

ies of this letter and the encloeed draft to the

, members of E Committee, the Secretary of Ciate
the Chief Whip, Sir John Hunt and Sir Donald
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the Secretary of State for Energy if he will make a
ment on the future of the Offshore Supplies Interest

Grant Scheme:

REPLY

rovernment hacs decided that Interect Relief Grants under this
Scheme will not be available for new contracts placed after
31 March 1980, nor for additions made after that date to existing
contracte. However, the offshore operators and the suppliers
continue to be entitled to apply for registration of such
contracts and additions for grant with the Offshore Supplies
Office of my Department within the three months for any particular
cace which the Scheme nrovides, that is up to 30 June 1980,
Payment of grants in respect of contracts and additions accepted
for registration under these arrangements will of course continue
beyond 30 June 1980, in accordance with the established rules of

the Scheme.

In reaching this decieion, the Government considered most carefully
the future of the Scheme in relation both to ite value ag a means
of compensating for preferential export credit rates available for
overseas supplies and the need to reduce public expenditurg. We
have decided that it no longer represents value for money overall.
This conclusion also has regard to the fact that the EEC Commission
sought and received assurances from all our Community partners in
1977 that they did not or would no longer provide preferential
export credite for intra-community trade, including continental
shelf trade. The decision which I have announced honours the
undertaking given to the UK Offshore Operators Association by the
previous administration of 9 months' notice of any substantial

changes to the Scheme. ‘

Whilet the IRG Scheme will need to end, the Government continues
to attach very great importance to the efforts of British industry
in maintaining the position it has won in our’offshore market.

British industry will need to continue to demonstrate its competence
and reliability but the Government will ensure that it obtains a ¢
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PRIME MINISTER

Off shore Supplies Interest Relief Grants Scheme
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BACKGROUND

The provision of supplies for the offshore development of North Sea
oil and gas represents a market now worth about £1, 500 million a year.

—

Because the United Kingdom Continental Shelf (UKCS) is regarded in law
as part of the United Kingdom, United Kingdom export credit facilities are
not available to British firms competing in this market whereas other
countries can quite properly count it as an export market to which their
export aids apply. United Kingdom suppliers were therefore seen, at an
early stage, as potentially disadvantaged in this market and the previous
Conservative Government introduced the interest relief grants scheme in
1973 to redress the balance - in a situation where, at least initially, the
main competition came from the United States, Norway and Japan, Over

the 6 years since the scheme was introduced (though not necessarily because

of the scheme we have other advantages including proximity) the share of the
market going to United Kingdom companies has increased from about a

quarter to about two=thirds.

. Although the EEC Commission raised no Brcbiems about the scheme

in its early days they have become progressively more insistent that it

distorts competition with other European suppliers and on 2nd May they
issued a Decision which requires us to cease aiding new contracts after
2nd July on the grounds that such aid is contrary to the Treaty of Rome
(intra-Community trade should not be aided as this distorts competition).

3. Arguments with the Commission about the validity of the scheme have
continued now for some years. Atan early stage of the argument the United
Kingdom challenged the Commission's view that European suppliers were
disadvantaged, on the grounds that many other EEC member countries in

fact gave assistance to their own firms supplying goods to the UKCS despite




CONFIDENTIAL

despite the Treaty., We privately produced to them evidence to this effect

but were told in mid-1977 that other member States either claimed not to

provide preferantial credits for UKCS trade, or, in the case of France, that

f_ s i
they would no longer do so. We have never been able to get the Commission

to accept that subsidised competition from third countries outside the EEC
represents a problem for European manufacturers as a whole which ought
to be tackled on a Community basis.

4, The last Government sought various ways of arriving at a compromise
with the Commission - including being prepared to provide a United Kingdom
subsidy for EEC components and sub-contracts where they represented up to
half the value of a UKCS contract, but the Commission would not accept this
(M. Vouel, the Commissioner concerned, is a particularly immoveable and
unimaginative Luxembourger).

D4 There are thus three inter-related questions:-

(a) Whether the scheme represents value for money
irrespective of other factors.

(b) Whether there is any way of deflecting or aveiding the
Community's condemnation of the scheme,

(c) If the scheme is ended how to present the decision in the

B e E = ————

most defensible way (given that its endlng will lead to

attack both on the grounds that the Government are
placing the 100, 000 jobs in the offshore supply industry
at risk and that it is bowing to unreasonable pressure
from the Commission),

b. Unfortunately Mr, Howell's paper does not give a clear lead on any
of these questions, This is particularly unfortunate in the case of the first -
value for money = on which the others depend, You will wish nevertheless
to try and bring the Committee to a clear conclusion on each., Points are:=

(a) Value for money. To aid a growing industry is one thing: to

continue the aid when the industry is established is quite another,
Mr. Howell's paper lists in Annex B contracts where he believes

the existence of the IRG has influenced the placing of the contract




CONFIDENTIAL

in the United Kingdorn. You might ask him whether they are a
representative selection or the best case that could be made? With
the exception of the first four they appear relatively minor put
against the size of the market. You might also care to probe the
remark in paragraph 5 of the paper attached to Mr. Howell's note
that the United Kingdom offshore supply industry ""has been and
continues to be relatively uncompetitive on price'". If true this
shifts the argument from matching others' export aids to covering
the deficiencies of our own industries. If aid were removed,
would they pull their socks up?

(b) The Commission., You have already said (Mr. Lankester's letter

of 29th May to the Department of Energy) that you see objection

to compromises which involve the United Kingdom taxpayer in
subsidising our Eurcpean competitors. Mr. Lankester also

reports you as suggesting phasing out the grants over 18 months
and l eaving it to the Commission to decide whether, in these
circumstances, they would pursue us in the Courts. This is an
attractive course. It might even be possible to negotiate such a
deal with the Commission though for a shorter period. But you
might also care to ask, in parallel, for action to be taken to ensure
that our European competitors alsoc stick to the rules and to explore
once again the possibility of a Community aid system to match third
country competition (if one could be devised we might gain rather than
lose money). Both steps would put us in an attacking, rather than
a defensive, posture in an area where the Commission has been
remarkably unimaginative,

(c) Presentation, The most defensible situation would be one in which
you could say that you had examined the scheme, come to the
conclusion that it did not represent value for money and were
accordingly bringing it to an end. But this might not accord well
with a decision to continue it for a further 18 months. You might

ask Mr. Howell, in consultation with the Paymaster General, to

prepare the most advantageous public line in the light of the

decisions taken.

Lt
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HANDLING
T You might first ask Mr. Howell to introduce his paper and then take
the Committee through the questions listed above. The Foreign and

Commonwealth Secretary, the Secretary of State for Scotland and the

Secretary of State for Industry raay all wish to contribute.

CONCLUSIONS

8. Subject to discussion the conclusions of the meeting might be:-

(i) Either to bring the scheme to an end now or to phase it out.

(ii) Depending on (i) to invite the Secretary of State for Energy,
in consultation with the Secretary of State for Foreign and
Commonwealth Affairs, to negotiate a phasing out period
with the Commission.

To invite the Secretary of State for Energy, in consultation

with the Paymaster General, to consider the public handling

and justification of the decision in the United Kingdom

(7

John Hunt

31st May 1979
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10 DOWNING STREET

From the Private Secretary 29 May 1979

-

OFFSHORE SUPPLI INTEREST RELIEF GRANTS SCHEME

The Prime Minister has read your Secretary of State's paper
on the above subject, wnich is to be taken by E Committee on
Friday. She has some cocmments on the paper which your Secretary
of State will wish to be zware cof in advance of that meeting.

The Prime Minister coes not find the proposal that the
scheme should be widened tc include EEC components up to a
maximum of 50 per cent cf totzl content as at all attractive.
She regards the subsidisation of Zuropean manufacturers, which
this would involve, as unscceptable., §8She has also questioned
whether the proposition wculd not be contrary to Section 8 of
the Industry Act 1972.

Instead of widening the scheme as proposed in the paper,
or alternatively putting an immediate halt to it, the Prime
Minister has suggested that we should phase it out over eighteen
months. She appreciates that this might result in the UK being
taken to the European Court, but she wonders whether - with
the scheme being definite.v phased out over a period - we would

it
need to be too worried about an unfavourable Court decision.

I am sending a copy of this letter to Martin Vile in the
Cabinet Office.

T. P. LANKESTER

W. Burroughs, Esq.,
Department of Energy.
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OPFSHORE SUPPLIES INTEREST RELIEF GRANTS SCHEME tt'v}:;,;
9 -
MEMORANDUM BY THE SECRETARY OF STATE FOR ENERGY ©

'f’ﬂ’wﬂm

The attached note discusses the wvalue of this scheme to the UK u’

Offshore Supplies industry in some detail. It also touches on the \f
EEC Commission Decision of 2 May which requires the Government tns',J,F
abolish the Scheme two months from that date as being contrary to up#ﬁ:w

ey

the Treaty of Rome and it is with this aspect that I should like to
deal here in a little more detail. v/'»

50 much attention has been given by the media to the Commissian's u” 'Jf

interest in this matter and its employment implication that stralght1

acceptance of the Commission Decision would be politically difficult. dj'

t Without interpreting the figures in the paper toc literally, it s:;:t
probable that the scheme has had some beneficial effects in prnmotfﬁg

| British industry.

-
&
AR AT
G\J Offering to regard EEC components as eligible provided they do nnt,n\*f
exceed Egﬁ of the total content would seem an attractive compromise. H}"
Going above 50% can be ruled out: it would require legislation; £
could ‘add more to public expenditure and would be criticised as usi ,{‘
tax payers' money primarily to promote foreign competition. However, Jﬁ’
making eome European components eligible would make it slightly more’}

difficult for the Europeans to complain of diecrimination. }f

Although thie compromise has already been once rejected by the dQﬂ*
Commission,and they seem unlikely to change their attitude, it J,,ﬂ
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seems reasonable for a new administration to be seen to be seeking
to reopen this particular avenue, and also, if necessary, to look
for a longer period for negotiation.

Secretary of State for Energy,

24 May 1979.
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