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WEMORANDUM BY THE RETARY OF STATE FOR INDUSTRY

INTRODUCTION

I have been considering a range of options for reducing
expenditure in order to offset additional bids by the Department
and to provide possible PES option cuts. Although a cut at this
time in the aid given to manufacturing industry in areas of high
Unemployment presents difficulties, the Regional Development
frant (RDG) scheme is one programme in the Department where
substantial savings could be made.

fwo NThere are two issues: whether RDG should be denied to the
Drovigrth Sea oil pipeline terminals at Sullom Voe and Flotta to
in ¢y € savings to offset additional bids; and whether a change :
sOurce level or scope of RDGs should be considered as a potentia
Par: for PES option cuts. These matters affect other
°ptionments' interests and this paper therefore sets out myﬁ ;
deciors’ SO that colleagues can give me their views before fina
siong are taken.

Suy
LM VoE anp FLOTTA

grant claims on these i
On the one hand l
ut

3
ol ::2?‘ 1 sets out the background to the
Pyneny -131S.  The issue is fairly clear.
550 Milof grant to Sullom Voe and Flotta (abo
:Ee t¥o pi:; in all) is not an effective u:e o
. SCEE i ice o
L 1ona-tern: sons provided. is. only 8000 900 Herecter,
o the fcompanies are already able to reduce their tax pay
Y11 cost of the assets and maybe even mOre.
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his our dealings with the 0il
: Ve ?E?tn:;e:‘ with expectations that grant Eg:fgné% Ove
nzrmal &'some. ein Satletﬁd— o 2:11 of the expendi: Payy 1“
incurred some time ago, ty can ¢ e:efo;—e e expecture i
e kit st Qrﬂf;thamc,u” S iLofia retrospectisd 0 o
and a breach of public fa : i

weighed these conflicting consi
:hat L{::igger-rgding need to_rec'juce Public exp
disappointing the oil companies expectationg and tha Justye
should not be paid on Sullom Voe and Flotta, The Attgrgra”t 3
General advises that this would be a proper exercige of :y
discretion within the In(?ustry Act 1972 ang unlikely ¢ he
challenged successfully in the courts. 1 belieye
provides a defence again any charge of maladminjg
avoid appearing arbitrary I would also take steps
future oil terminal projects from RDGs.

derations' ;
endityp, Oy

his g,
tration, s
to eXcluyge

ES OPTION CUTS
SXCLUSION OF CAPITAL INTENSIVE INDUSTRIES

saving of up to a further £50 mil
in 1984/5.

T I believe however, that the effect on the sectors concer|
would be unaccéptable. Some large projects affected "‘ayo;’e
internationally mobile. If we cannot offer asslstancimgn‘t. 0
to that available in other countries, major new invesith =
the chemical sector could be lost from the UK alongc‘:ated it
employment benefits of downstream developments 65}555 5
major projects. It could also hinder our °bjecu‘;urinq that
maximising the benefits from North Sea oil anddeg value puf
natural gas liquids are used for product_:ive ad ential addit:
This option could be contemplated only if substa e projects
selective assistance were made available for th‘f?eady been
(especially Mossmorran where commitments have aq;he EC Connis**
given). As well as creating difficulties with

this would maybe halve the potential savingse.

REDUCTION IN RATES OF GRANT snall
s a

t
1 grali
L e {alﬂl;‘

d i
8 The other main change that I have C°n5id?;ce:t a
reduction in the rates of RDG. This would af ach o 5tic
recipients and 1 believe that a cut of 2% in ; can reali”‘
255, 0% In I0Ae 4id 4350 DAs) 45 sy far as to stabi!
consider going in view of earlier commitments

i
rojec
9  The effect of such a cut on any Partic“j;:gms
ively small ang industrialists are accof the &= once $ios"
Ping with variations in some ghak 7ol
e

relat
Planning tolico

he Feductj
estimate o¢ ryCOUL

s

ffec
d therefore be put into € e
Of the savings which this would produ
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4982/3 1983/4  1984/5

20 53 51

in the rate of grant, coming only one year after
changé e was implemented, may be seen by industry as a
Ay, s chanfi‘tp(, will be liable to frequent change in the
e PF at grant ri’(‘ :jeakf_’ﬂ the effectiveness of the RpG scheme,
th This woul erjuced if the change was accompanied by other
{sk would kf‘?t to industry and one possibility would be to
re of pbenefl ths period of deferment of RDG payments. Its
35U Y o four mt,n,o ;,ears has been resented by industry and the
jnuation 0 ; RDG payments both imposes additional interest
oonte in receipt of d weakens the incentive effect. wWe could
‘elzz n industry 0:(‘,4ucj_nq deferment in 1982/3 to two months.
Cosrex‘ore conSldei wc;\jld be around £70 million for 1982/3 and
fgs estimatf?igzsavd £11 million in the following two years.
it i L0t (2
saybe £4 ml

(ONCLUSTON e
to my conclusions
reement of my colleagues C
Ui 'se;ksltxr;(laoigVoe and Flotta and on possible option cuts
ernin T

b the RDG field. The overall effect of these proposals year
vithin

ear during the proposed is shown in Annex 2.
by ¥/

Ypartment of Inqust ry

16 0ctober 1981
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Anneyx
SULLOM VOE AND FLOTTA |

Much of the oil from North Sea production wellg iod that they have been s

5 upplyi o
ashiorg e pipeline‘tgl]t:ﬁreevtef?inazs at sea) sais 1O[tRDG purposes the o'i;l) Zo:gurtn?::s
Flotta (Orkney) and Sullom castoheblandgsy;, Aftnd hat they would not receiye RDG
and degassing the ol 1S tx;ag.tfe::red by tanker Zr eria. The pepa::men:.s -”:jec;icf—‘
puring the passage of the )TJ‘SL,Y. Act 197> Tt in 1978, the knowledge that
announced) H.]a.t WG EFOCC;»'QS V'Of-l?:b.e re95rdeds mERe provisional qualificaticn
stage of refining ant rhe:Le)CO§equallﬂylng actiyjys, th a;ly allof fhe €xpenditure gp
purposes. On this t_)asls i ~1 about g£55 Mmillion) ;65; ed in 1979.‘cr earlier (pefore
on Seal Sands (Phlli?s PeJOAe\_JZ‘): The premises ‘tSb undoubtedly have raised their
provisionally accepted as qualifying, but afpep 2t F They can therefore be expected
£4 million (to Occidental 0il) further Paymentg Szzment ant amounts to a retrospective

so that a final view could be taken on the actiyj aith.
greater confidence once the premises were fully

provision decision has ever been taken on Sollom
head a consortium of some 30 American ang British

including BNOC).

orney General have therefore been soucht
In deciding whether to pay grant, any'
may be taken into account, including
24
i

oil ¢

a
e vpendi e i :And, whilgt the factors referred to
2 Whether or not the Flotta and/or suliom Voe prem; publif_”;‘aph 5 ove 1_: be taker_1 mtg account, they in no way
qualify for grant is a technical question, whicr de ES in Pe S e discretion which is provided in the Industry Act. ue
exact mix of the activities carried on there. The Pends oy, fetter L»'nerefore that a refusal to pay grant on public
would be a borderline one, and it might be up to angth £ adVis§f~;:e grounds would be unlikgly to be chellengeq success-
years before all of the information was available to a:: i izlp(f; ;r'u the Cou although h§ advises 5"-’9“91)’ against 20y -
final view to be taken. But even if the premi id ot to strike a deal with the oil companies for payment of =
there would be no automatic entitlement tg.:rgéses 0l atte:;:;;}. than the amount claimed. The Department believes that
practice grant has always been paid according to published i;sihe decision can be sz’\owi\ ;o fall properly w:.thln—the B
criteria, payment of grant in any particular case is at the discretion provided by tn‘e.mcustry Act (as the Attorney a;;
Secretary of State's discretion, which is not limited in the advise¢), this would provide zalso a defence to any charge o
Act. - naladministration. o
%

3 Although much of the expenditure on the terminals was
effectively excluded from RDG as a result of the downgradi
the areas in which they are located in 1979, the amounts
grant at stake are still very large - a further £26 mill
Flotta and £122 million for Sullom Voe, all of which woule
payable within the PES period. But the long term jobs rel
to this investment are few - about 380 at Flotta and 4?2
Sullom Voe - so the cost per job of our assistance wou;m'
nearly £100,000 at Flotta to maybe £300,000 at sullom 2
(unlike.sfsal Sands) there is no reason to believe thziti
Tocatioility of RDG had any influence whatever on the & P
location or scale of these projects. Payment of ot

projects has 2lready been the subject of some criticish :
PAC in 1976/77. The Department's response rested on
automatic and predictable nature of the RDG e e o
nevertheless there remains a case for making a§51;~=
Projects morel closely related to the Jorstaseit

ich has only ré¢
ture has al-
=N Corporation Tax and Petroleum
90 or even 100 per cent. This

tz 2 =
&Xes capita] éllowances are bas=d on the ¢f 32

&Nc zlleys

Cost of t;:CES for PRT can reach as hich as
= ZSset -
nREplisiiisaeeocc8s Even though all

20

D\'ENCES !

2d

£z C_EZ Since PRT was introduc
NS & yase.DC On top of this
ds :ii:;'e °f public morey.

i iic Processes only Horue
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Aty ;
SFFECT OF RCPOSED CHANGES IN RDG
£ cay),
1982/3 1983/4
1984/{
a - Refusal to pay gre_"t
on Sullom Voe and
Flotta 122 9
b - Exclusion of future
0il terminal projects (N/A N/A
N/4)
¢ - 2 per cent reduction
in grant rates 20 53 o
d - Reduction in deferment
to 2 months (70) (4) (1Y
Net saving 72 58 i

b
7’

Tot A g
_ Notes -1 - Therestmate.s currently contain no provision for RDG
on future o0il terminal projects;

- 2 - The effect at 'c'! is subject to fluctuation in the
;ﬁ';;’)‘g of grant applications (especlauy the first




