





SPEAKING NOTE FOR THE PRIME MINISTER

WHY WE CANNOT HAVE A SECOND AD HOC YEAR

We must respect the logic of our own discussions here.
The new own resources will be available at least from the
beginning of January 1986. The 1985 refund will be made
in 1986. It can therefore be financed from the new own

resources. I could not justify an arrangement under which

the new own resources decision made new own resources

available but the United Kingdom were still required to
m— =
have an ad hoc refund. For this reason I am ready to agree
—r in 1984

to one ad hoc year/but I see no reason why we should have

a second ad hoc year and I cannot accept it.

[If it is suggested that the new own resources should come
into effect in October 1985 rather than January 19861

This is not a problem for me. I want the arrangements
for the budget correction to come into effect as quickly
as possible. If I am satisfied on that, I have already

said that I would be prepared to agree to the increase in

own resources which we discussed at our last meeting.
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EUROPEAN COUNCIL: SPEAKING NOTE FOR THE PRIME MINISTER ON BUDGET
IMBALANCES

1. The UK hopes that this European Council will mark a turning
point in the Community. If we can fulfill the tasks we set
: S

ourselves at Stuttgart we shall have achieved the sound basis on

y —— e b .
which the relaunch of the Community can take place. We have
practical, but far reaching i1deas for the future development of
the Community, set out in our paper which I circulated to Heads of

Government two weeks ago. But for any discussion of the future of

Europe to have any immediate relevance we need first to complete

"the negotiations. That means settling the one issue that stands

; = = m} W
in the way of overall agreement, namely budget imbalances. Want

Jou to be in no doubt of the UK's desire to settle this issue. We
e ———

want to put behind us the repeated negotiations on this subject,
to settle it once and for all and to get on with realising the

goals we all share for Europe's future,

2. For this reason we want to make a real effort to clinch a

settlement on the budget. The basis of such an agreement must

the position we reached in March after months of negotiation.

—>

(hother words, one more year of ad hoc refunds in 1984 with the

beudget system starting in 1985. The budget system designed by

French Presidency and incorporated in the draft conclusions of

Brussels European Council endorsed the vital principle that

contributions must be based on ability to pay measured by
——

objective criteria. 1Issue now is how to move forward from

position reached in March.

3. The simplest way to resolve the outstanding issue is to set

the notional figure for 1983 which will determine how the system

works from 1985 onwards. Our partners have offered 1000 mecu. We

ey, Vi ey

said at Brussels that we could accept 1250 mecu. An effort will
ey

be required by both sides to settle the matter; and that effort

will be more costly for the UK than the Nine.
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EUROPEAN COUNCIL: SPEAKING NOTE FOR THE PRIME MINISTER ON

STRALIGHTFORWARD PERCENTAGE RETURN
———— ﬁ

1. 1In March we got close to agreement on a system tabled by the
French Presidency. That text was the outcome of months of
negotiation and we should be very hesitant about é;;;;b away from
what was provisionally agreed. It can be in nobody's interest to
reopen the negotiation on issues where outline agreement had been
reached since this risks reopening wider issues affecting the

whole negotiation.

2. The whole basis of this negotiation, from Stuttgart onwards,
. . . """:'_——-——-'
has been to achieve a budget system which would form part of the

own resources decision of the Community. The Presidency text

proposed just such a system which was_Earefully balanced to

provide a reasonable degree of protection against an increase in

the budget burden on a Member State which qualified. It is not

i e —
clear how those essential elements of the system would be

maintained under what is now suggested.

3. The Presidency proposal offers us only [65%] of the VAT

i iy
share/expenditure share gap. That would leave us bearing a very

large proportion of the burden represented by that gap, not to

mention the real burden which is bigger still.

4. The 65% return on the VAT share/expenditure share gap
i _ This 15 Feg low .
represents 1054 mecus on 1983 figures.
e sy “
produce—a—te grtablte—resultfor the UKk —thanrcoutd—be—achieved

by—meeting each ‘ atf~way under—tihre—system. Compared with
the system, the percentage return, at the level proposed would

expose the United Kingdom to much greater increases in our budget

burden as our VAT share/expenditure share gap rises. Whatever

happens we should still be getting only a 65% return on the VAT

——

share/expenditure share gap.
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EUROPEAN COUNCIL: FURTHER SPEAKING NOTE ON STRAIGHT PERCENTAGE OF
VAT SHARE/EXPENDITURE SHARE GAP IF DETAILED DISCUSSION IS ENGAGED

1. As I indicated earlier, by whatever route a settlement is

reached we must achieve a systematic and lasting approach

reflecting the fact that this is a Community problem. The

principles enshrined in the March Presidency text on duration and
*?_h . . % . . ﬁ

on incorporation of the corrective mechanism in the revised own

A e et A

resources decision must be maintained. It would be important too

to ensure that, as has always been recognised, the corrective

mechanism should be linked to relative prosperity. Officials

should be asked to work on a text showing how this could be

achieved. [bne way would be to express the link between relative

prosperity and the rate of compensation in such a way that

countries of below 90% of average prosperity in the enlarged

———— e gy

Community would not be expected to have a negative VAT

share/expenditure share gap at all, while countries between 90%

and 115% of relative prosperity would qualify for a percentage

return on the VAT share/expenditure share ga§3




EUROPEAN COUNCIL: SPEAKING NOTE FOR THE PRIME MINISTER

ON 1984 BUDGET OVERRUN

1. The UK is a bit surprised at this being raised in a

substantive way today. Foreign Affairs Council

discussed the issue last week and agreed that the

guestion should be considered at the Budget Council on

19 July. It is very difficult for us to deal with the

issue here without proper preparation. It is clear

from the discussion that has already taken place that a
lot more work needs to be done in searching for all
available savings. Depending on the state of that
work, and provided that we can reach satisfactory
resolution of the wider negotiations here at
Fontainebleau then we shall be prepared, on 19 July, to

—— e

join in looking for ways of dealing with the problem.

2. [If pressed to accept that 1984 overrun should be

financed by "advances" in accordance with VAT shares]:

T Y

I understand that several Member States, like us, are

opposed to the Commission's loan proposal. This
pp
#

proposal for advances does not seem very different. It
is another way round the 1% ceiling. Our view remains

that we should make substantial\savings. The European

= /Court
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Court of Auditors has drawn attention to the fact

the Commission have not exhausted all the

—————,

possibilities. At the same time, the Agriculture
= e —

Council has not yet considered separate proposals put
———————

forward by ourselves and the Netherlands for savings.
— e,

If, thereafter, it is clear that we cannot solve the

whole problem by savings then we shall need to see how

much expenditure could be deferred in 1985, bearing in

mind that 675 mecu of expenditure was deferred last

year.

[If others argue that deferral into 1985 will make it

impossible to keep the budget within the 1% ceiling and

p—

will therefore require either supplementary financing

or the early introduction of a revised own resources
ceiling]

The British Government's position has always been that
the Community budget must be financed within the

——— it g

ceiling of available own resources. If some

expenditure is deferred into 1985 it will still be

——
possible to keep the budget within the 1% ceiling. The
%

main problem will arise in autumn when the principal

burden of agricultural expenditure is felt. lIn our

pprn=

view, therefore, the best solution in those

circumstances would be to bring the new own resources
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decision into effect from 1 October 1985, so that the

UK's 1984 refund could be financed by a reduction of

—
e

VAT in 1985 and so that any 1984 overrun deferred into

1985 could also be covered. S

%
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. I. WHAT A STRAIGHT PERCENTAGE REFUND MEANS?

(a) By comparison with the 1000 mecu (position of the Nine) and
1250 mecu (UK position) on 1983 figures it means

% of VAT share/ expenditure share
gap (1622 mecu on payments basis)

70
69
68
67

(b) The average return on the UK's full unadjusted net
contribution over the period 1985-88 given by the
straight percentage refund is estimated to be

% of VAT share/ % of the full
expenditure gap unadjusted net
contribution

62
60
59
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increasing Community expenditure.

Treasury's estimates show that in real money for

1

now and 1988 a straight percentage refund

million ecu with a threshold







Refund % of net Refund % of net Refun % of net .
at 65% contribution at 66% contribution at 66 /3% contribution

1054 1071 1081

1783 1810 1829
1557 1581 1597
1554 1577 1593
1652 1677 1694

6546 : 6645 6713

at 71%
1152

1948
1700
1697
1804

7149




Refund % of net Re fund % of net Refund % of net
at 73% contribution at 74% contribution at 75% contribution

1983 1184 1200 1217

1985 2002 2030 2057
1986 1748 1722 1796

1987 1745 1769 1793
1988 1855 1880 1906

1985-88 7350 7451 . 7552

VAT /expenditure Net contribution
gap before refunds

1983 1622 1913

1985 2743 2809
1986 2395 . 2780
1987 2390 2702
1988 2541 2976

1985-88 10069 11357




