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OIL BURN DURING A RAIL STRIKE

Thank you for your letter of 6 July agreeing that the extra costs of CEGB oil
burn during the rail strike could be financed by means of a grant. I accept
that in the first instance this should be limited to one month. I will write
later on the timing of oil burn and hope to make early announcements to
Parliament about the grant and any change in the industry's EFL.

However, I cannot agree that we should not pay grant for what you describe as
"volyntary" oil burn. There are mQSE?“EFQSéntationai*advantages-in"the decision
to burn oil being the CEGB's and not the Government's. Your proposals would
result in their never taking that decision since, from their point of view, the
financial arrangements for a Government instruction will always be more attrac-
tive. I suggest, therefore, that instead of planning to penalise the CEGB for
good behaviour, we should take the line that they themselves wish to burn oil
and that the Government is paying a grant to protect the electricity consumer.

I agree that the ground rules for oil burn should, if possible, be agreed between
our officials before it begins. I have also asked my officials to consider
urgently the question of taking statutory powers to pay compensation for o0il burn
in future in the context of the Electricity Bill planned for the next session.

I am copying this letter, for the usual limited circulation, to the Prime

Minister, Willie Whitelaw, Patrick Jenkin, David Howell and George Younger, and
to Sir Robert Armstrong and Mr Sparrow.

NIGEL LAWSON
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OIL BURNING DURING A RAIL STRIKE

ted in your Private Secretary's letter of 24 June, our
have considered further how to finance maximum power
il burn, should that prove necessary.
e cost of maximum oil burn (some
Jm - _£30m ld not be passed on consumers
tﬁ?ough prlce_. t there is no prospe

persuading the CEGB 1 ;ny of these costs aking
compensating savings e The cost will therefore have’
to be financed from t igency Reserve.
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. 1 On financing these costs, there are two options:-
(i) An Exchequer grant, as agreed during the earlier
ASLEF dispute and as we have recently agreed for

the extra costs of maximising Scottish electricity
imports during this rail strike.

ould charge the extra costs to their
o: loss ccount, and accept a lower profit,
which the Government would recognise by reducing
financial target. The Board would finance
the extra cash flow needed to pay for the o0il by
higher borrowing (which would be reflected in their
higher EFL).

The second courise i
persuaded to adopt

what could prove tc
recognition by the

to ensure coal uupplles
easier and is more in ac
ourselves from the rail
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/Your Department




Your Department ] that the CEGB will resist the second
course and would insist special grants, as were agreed during
the ASLEF dispute earlier this year. This is disappointing

since the lﬂGUSLhy do have a responsibility to ensure the
continuity of 1 .upp1ies to the power stations. WNeverthe'less,
if 1€ as agheec should go to maximum o0il burn, & debate
with the industr finance would lead to delay in the start
of the oil burn me. In these circumstances I accept that
the EAn “atlng Bo ve are prepared to pay them
a grant to finan additional dil burn. "My
agreement is subj conditions:-
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(i) Parliament should be 1 $5 ERT Dugh a Written Answer,
of your int EﬂuiDﬂ to p tl subject to the
normal supply procedure he Edrller oil burn
grant has been announce ) this further
announcement ought not e visibility problems.
There will also need to be an early announcement of
the increase in the Board's EFL. (The EFL increase
will, of course, be greater than the cost of the
grant. The grant will reflect the extra costs of
burning oil compared to coal while the EFL increase
will reflect the cost to the CEGB of the extra oil
purchases, not just the difference in cost between
burning o0il and coal.) It should be made clear to
the CEGB that this increaese in the EFL is "earmarked”
for oil burn, etc; any unspent balance cannot be
used for other purposes.

Your officials should agree with mine ground rules
for the payment of the grant. These rules, which
should be agreed before the oil burn programme begins,
should be drawn as tightly as possible.

The agreement to pay grant should be limited to a
5p801F15d time, e.g. one month. It can, of course,
always be renewed. BUt we ought not to agree
straightaway to an open-ended payment. If there was
rail strike, the Generating Board would,
presumably increase oil burn on their
We should not pay grant for such
oil burn.

Finally, could 1 U EE tha should consider taking, at a
convenient legislati: ‘ it specific powers to pay oil
burn etc. ' in 1 ' is grant, like the earlier
ASLEF o0il burn grant, wi on the BULhDTILy of the
Appropriation Act. Tha mate for "one-off” occasions,
but I think-that the PAC w i y take the view that if
gramts for oil burn are to

specific legislative author Could I ask that you consider

/taking
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