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Com iy

SECOND) REPORT ON THE APPLICATION OF THE RULES FOR AIDS TO THE STEEL INDUSTRY

Te TNTRODUCTION

Tele Article 10 of the Decision No 2320/81/ECSC requires the Commission to
prepare regular reports on the implementation of that Decision for the

Council and for the information of the Eurcpean Parliament.

1626 The first Report on the application of the rules for aid to the steel
industry (COM{81) 71 final) covered aid notifications received under
the preceding Decision No 257/80/ECSC¥ up to 13 February 1981. It also
included an Annex giving detalls of aids and interventions prior 1o the

entry into force (1 February 1980) of that Decision. .

1e3. The present report covers the period from 14 February 1981 to 31
December 1981. It deals with aids which fell tc be considered under
both Decision No 257/80/ECSC and Decision No 2320/81/ECSC, the latter

of which came into force on 7 August 1981.

104s Turing the period under review, two multilateral meetings were held, in
March and in October. The aids examined in +these meetings were those
proposed by Belzium, Cermany, France, luxembourg and the United Kingdom,
all of which appear in Secticn 3 of this report. Article 8(2) of
Decision Yo 2320/81XECSC requires the Commission 1o seek the views of
Member States on the more important aid plans notified to it; woDulti-
lateral meetings provide the most appropriate forum for carrying out

this duty.

705 In its Resclution of 3 March 1981 the Council ssked the Commission to
prepare a report on past aids to the sieel industry. The Commission,

i
co-operation with Memker 3tetes, esiablished a detailsd questliomnaire to

2

provide the basic data on aids granted in the period 1979~1980. Eight

Membexr 3tates have go far sybritited theilr replies to the cuestionnaire.

The Commissictn has completed an interim recort based on these replies,

-

ticnal experts in a multilateral meeting.

- 1. -} P 34 v g e e T v 4= .
ard tnils has Desn Alscusssd with o

a
A fingl version of this recort will be submitted to the Council in the

near future.
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1.6. During the period covered by the present rveport {14.2.1981 to 31.12.1981)
the Commission approved aid proposals concerning five individual investment
projects and two more general aid schemes as well as one emergency aid. It
initiated procedures in 10 cases; in one of these the procedure was Lacer
closed while in two cothers, part of the proposed aid was authorized, the
procedure remaining in force as regards the rest. Four notifications were re-
ceived which are as vet at the first stage of examination; a first tranche of
aid has been approved as an ucgent weasure in one of them. In addition, proce-
dures ware initiated in three cases in respect of infringements of procedural

requirements.

The end of the period of this report coincides with the final Jdate established

}._l
3
.

by Article 8(3) of Decision no 2320/81/ECSC for the aporoval of emergency aids.

1

The emergency alids mentlioned herein therefore repraesent all the aids of this

kind which will be approved by the Comnission during the life ¢f the Decision.

[NV

i.8. 1In the report which follows, Sechtion 2 gives details of aids for particular
investment projects. In Secticon 3, wider~ranging aid schemes are dealt wiih
and Section 4 s concerned with the cases involving infringement 0f procedural

regquirenents.

ATDS EXNAINED 2Y THE COMMTISSION FPLEBERUARY-DECEMSER 1981
2. Alds for particular investment projects

2.1, Alds avproved by the Commission

2.1.1. Federal Qm slic of Germary: The Commdssion decided in Jurme 1981 to raise

no objection to a proposal of ths German Government to provide ailds for

1,

the construction of a centralized coke and pig-iron pyroduction unit for
: S 1 . - . o
the steel industry in the Ssar™ . Az a result of the scheme, which was o

e completed, in three stages, by 1288, all other pig-iron plants would

14

-

close, the munber of klast furmaces would be reduced from 17 to 2 and
sig-iron production would be reduced by some 20 %. The cost of the invest-

ment was estimated at DM 923 m. The aids envisaged were conditionally repay-
able grants of DM 200 m, provided Zdointly by the Federal and the Land
Governments, and regional grants at 8.75 %, all to be paid in the period
1980-1984, that is, during the first two stages of the project. The Commis-
sion estimated that the net grant equivalent of these aids was of the

order of 20 %.

1

Se2 Plist Report on the application of the rules for aids to the steel industry
(CoM(81) 71 final, point 2.3.1.).

eee/3



-3 -

This project was notified to the Commission under Decision No 22/66
and received a favourable opinion . Since it involved the creation
of a new company owned joinitly by two existing companies, it required

approval under Article 66 ECSC; this approval was given.

The Commission confined its examination ito the first two stages of the
project, considering that the third stage (1984-88) was too far ih‘the
future to be realistically assessed at present. In view of the importance
of the restructuring effori, the capacity reduction and the contribution
which the project was expected to make to the overall competitiveness of
the Saariand industry, and taking account of the sitrucitural problems of
the Saar region,the Commission considered that the aids complied with

the requirements of Article 2 of Decision No 257/80/ECSC.

2.1:2. France: The French Government notified an aid for an investment
programme tc be carried out by Solmer at its Pos—sur~Mer plant. The
programne, costing FP 345 w in total, involved recovery of LD converter
gas, the refurbishing of a blast furnace and the installation of a
reheating furnace for a hot rolling mill. The effect of the programme
would be an increase of capacity for coils at Fes—sur-Mer, but there
would be a ccnsiderable net decrease of capacity through reductions at
two other plants. The scheme received a favourakvle opinion from the
Commission under Article 54 ECSC, and an ECSC loan of FP 172.5 m was

accordsd to it.

The proposed aids were a grant of FP 21.6 » from the Agence pour les
écornomies d*Energie for the gas recovery project and a Siate guarantee
of the EC3C loan., In view of the overall capacity reduction and the low
intensity of the aids {c. 6% in net grant equivalent) the Commission

decided in April tec raise no objections ¢ the proposed aids.

2ele3e  Imxembourgs: In March 1981 the Iluxemhourg Governmenti noiified the

-
Sy

[}

Cemnission of a proposal fo provide aid vnder the Economic Bxpansion law
of 1973 in favour of an investment in = rew plant at Dudelenge For the
neets and aluminized shssis. The inves

production of coateld ¢
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programme had been notified in the context of Decision No 722/66. The
O R

new unit would have a capacity of about 150 000 tonnes per year, and
the total investment cost was estimated a2t Fulux 1 300 millivie T

2ids proposed were a grant of 12.5% of the investment cost plus a

s . 7
partial tax exemption for eighi years, amouniing to rnot more than 10%
of the investment cost. Alihough the value of the tax exemption was

impossible to calculate exactly, the Commission considered that the two
aids together would represent something less than 15% net grant equi-
valent. In deciding, in June 1981, to raise no objecticn to the pro-
veozels, the Commission took account of the Tact that the new plant,
which would receive its supplies of sheet from the works of its varent
companies in Belgium and Luxembourg, would have no ¢iTect on produc-
tion capacity for crude steel or relled preducis. Iits produc
be of a new iype, wiih specific cualities which were liable To extend
the range of uses of steel. In wview of the eifori of diversifica
and restructuring invoived, the Conmission considered that the auncunt

intensity of the z2id was justified under the rules o

that it reserved the right tc¢ izke account of this zid in its examina—
tion of the overall proposals for the restructuring of the Luxembourg

steel industry.
Netherlands: The Netherlands® Government nctified the Commissicn of
proposals to provide aid towards an invesiment in new coking olant at
Ijouidern, Ome section of the existing coking capzcity there had
pecome obsolete; part of it had already besn closed and the rest, the
efficiency of which was greatly reduced, would have To be closed within
¥ had in conseguence fallen from some 1.2 m

-i.
tonnes per year to about 0065 m tonnes. The iavestment aimed o

o
3
{D

el
—
o
G
o

the obselete works wiilh a new plert which would restore capacit

&3
ot
s}
C"
iy
[

original level, by means of 2 programme to e carried cut over the period
19801985 at a total cost of H'L 440 me. This programme had already
received a favourable opinion in the context of Article 54 BCSC, The

ovosed aid took the form of a State guarantee on 2 bank loan of HPI
200 m advanced at market rate for a period of 13 years, with a S~year
grace period, and a grant of 9% of the total investment cost, up to a
maximum of HFL 40 m.
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The Commission examined this proposal in the light of the provisions of
Decision No 257/80/ECSC, and in particuler Article 2 thereof. It took
into account that without the new investment the undertaking's coking
capacity would be insufficient for its internal needs, and this in a
situation where the growing obsolescence of coking capacity in the
Community threatened to create a shortage of coke supplies in the near
future. The Commission concluded that, in these circumstances, and
considering the relatively low intensity of the aids (estimated at about
9% net grant equivalent), the proposal could be regarded as meeting the

criteria of the Decision.

United Kingdoms:

A proposal to grant aid to a private sector special steel producer in the
United Kingdom was mentioned in the first report (point 20303s)s The project
concerned envisaged the concentration of special steels production in three
plants and the closure of a fourth,; less efficient, plant. Reductions of
capacity of the order of 40% for crude steel and 20% for light sections would
result. The cost of project was put at £ 1.67 m for new investment and
relocation of existing plant and £ 1.2 m to meet redundancy costs arising
from workforce reductions. The Commission had already decided to grant an
Article 54 ECSC loan at reduced interest for 50% of the re-equipment and

relocation costse.

The United Kingdom Govermment proposed to provide a grant payable over 2
years under the regional aid system and an exchange risk guarantee in respect
of the ECSC loan. These two aids had a combined net grant equivalent of
about 15%, which, added to the ECSC aid, gave a total net grant equivalent

of just over 16%. No aid was to be provided for the redundancy costs.

The Commission decided to raise no objection to these aids, which had a
clear link with a restructuring programme, and whose intensity was not

excessive considering the extent of the modernization and of the capacity

reductions involved.

ceefene



2.2.

2.2.1.

2.2.2.

Aids subject to a procedure or at first stage of examination

Belgium: Three individual cases of aid for investments by steel under-
takings were notified and are receiving their first examination by the

Commission.

Federal Republic of Germany:

In October the German Government notified the Commission of proposed aids
in respect of investment programmes for four undertakings. These aids, to
be granted under the Kreditanstalt flir Wiederaufbau Sonderprogramm 1981/82
are in the form of reduced-interest loans and are of low intensity and
volume. However, the notification gave inadecuate details of the invest-
ments and gave no information about the beneficiary undertakings® restruc-
turing programmes. On the basis of the information given, the Commission
considered that two of the investment programmes were notifiable under
Decision No 22/66, though no such notification had been made. One of the
companies concerned was to receive a separate aid for the same investment
amounting to some 15 % of costs, but the nature of this aid was not speci-
fied. In these circumstances, the Commission was not in a position to
assess the compatibility of the proposed aids with Articles 2 and 3 of
Decision No 2320/81/ECSC and was obliged to initiate the Article 8(3)
procedure.

Three individual proposals for investment aids for steel enterprises in
Berlin, Nordrhein-Westfalen and Baden-Wirttemberg were notified to the
Commission. At 31 December 1981 the Commission had not completed its
initial examination of two of these: for the third (Nordrhein-Westfalen)
it was awaliting a reply to questions posed to the German Government.

3. Wider-ranging aid schemes

3.1. Schemes approved by the Commission

3.1.1. Denmark:

In May 1981 the Danish Government notified the Cormission of a plan for the
financial reconstruction of Det Danske Stdlvalsevaerk (DDS).

oo/



DDS has for some years been carrying out a major restructuring programme to
replace open hearth with electric steelmaking, to introduce continuous
casting and to increase its plate capacity. The Danish Government provided
aid towards this programme in 1978 and 1980, by a contribution of subordinated
loan capital (Dkr 108 m on each occasion)1° The Commission approved the A
1980 aid under Article 4 of the Decision No 257/80/ECSC, on condition that
the company closed its medium section mill by mid-1982. This mill was in

fact closed in Jamuary 1981.

The financial restructuring proposed in May 1981 involved the company®s
private shareholders and bankers as well as the State. The private share-
holders agreed to write off two-thirds of their existing capital and to
contribute Dkr 54 of new capital. The company®s Danish bankers agreed to
write off some long-term loans, to convert others to subordinated loan
capital and to postpone interest and principal repayments on the remainder
for 5 years, and its foreign bankers also postponed repayments for 5 years.
The State proposed to write off DK 144 m of existing subordinated loan
capital, to subscribe Dkr 54 m of new share capital and Dkr 162 m of new
subordinated loan capital and to take over existing guaranteed debts of
Dkr 207 m.

The Commission considered the proposal under Decision No 257/BO/ECSC and
with reference to the Council's Resolution of é6/27 March 1981. The finan-
cial reconsiruction was regarded as part of DDS's continuing restructuring
programme. It was noted that a 14% workforce reduction was also proposed.
The Commission nevertheless had reservations about the extent to which DDS,
even after restructuring and the re-ordering of its finances, would be able

to become competitive and to operate in the future without State aid.

1 (cOM(81)71 Final, point 2.2.2. and Annex).
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It was concerned about the competitiveness of DDS's plate mill; which
operates in a market characterised by a considerable structural over-
capacity. The Commission therefore concluded that while it could
accept the aid aspects of the proposed financial reconstruction,
particularly in the light of the part of the Council Resolution which
later became Article 2(3)1 of Decision No 2920/81/ECSC, it could only
do so on condition that these longer—term problems received urgent
attention. Accordingly, it made its approval subject to the Danish
Government®s agreement to the appointment of a firm of consultants to
study DDS's prospects of viability and to make proposals on appropriate
measures to be taken by the company. The firs{ conclusions of this
study are to be available in June 1982, and on the basis of these the
Commission may make recommendations to DDS. This exercise will be
repeated in 1983 and 1984. In the meantime, DDS is to seek synergy with
other steel undertakings, and will until the end of 1985 restrict its
light section and plate production to any voluntary or mandatory quotas
which may be in force. If such quota arrangements cease to exist, the
Commission will itself establish production quotas for DDS in

consultation with the company.

The Danish Goverrment indicated its acceptance of these conditions at the
end of July 1981.

United Kingdom: In March the United Kingdom Government notified the

Commission of its proposals for the funding of the British Steel

Corporation (BSC) for the year 1981/82. The funding amounted %o £ 730 m,
and was intended to cover investment costs, redundancy costs, increases in
working capital and to meet anticipated operating losses. The funding was
assoclated with a Corporate Plan for 1981/82 which entailed further major
reductions in the workforce and the closure of some installationse.

Although it recognized the importance of the measures already taken towards
the restructuring of BSC, the Commission considered that the proposed
reduction in crude steel capacity (0.9 m tonnes) was inadequate given the
fact that it was intended to maintain some 6.5 m tonnes in reserve, and

that the volume of aid was excessive in comparison with the

T s .

This Article states that in assessing aids the Commission will "take account of
the special situation of Member States having only one steel undertaking whose
effect on the Community market is minimal".
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further resiructuring to be carried out. Accordingly while raising no
objection to the closure aids it decided in May 1981 to initiate the procedure
of Article 6(2) of Decision No 257/80/ECSC in respeot of the remeinder
(£ 550 m).

In its reply to the procedure, the United Kingdom Government presented some
new arguments and asked the Commission to approve a further £ 130 m of the
proposed funding, to meet the immediate financial needs of BSC in the period
up to 31 October 1981. The Commission agreed to this requeste. In doing so,
it rnoted that, apart from the 0.9 m tonne crude steel capacity reduction
within BSC, there would be a similar reduction in the private sector steel
industry in the United Kingdom in 1981/82, which could be taken into account
in the context of the Council's Resolution of 26/27 March 1981, It also took into
consideration that BSC was developping 2 plan which would establish the
structural objectives of the Corporation for the three years 1982/3—84/5. It
imposed three conditions for its approval of the £ 190 mi- advances to BSC to
be limited to what was strictly necessaryand monthly reports on these, with
justification, to be supplied to the Commission; +the economic assumptions
underlying the 3~year plan to be discussed with the Commission by the end of
September and the plan iiself to be sent to the Commission before the United
Kingdom Government took any decision on it; and crude steel output to be
iimited to 13.9 m tonnes in 1981/@ unless the Commission gave prior

authorization teo exceed that figure.

In November, the Commission approved the remaining £ 360 m and
closed the Article 6(2) procedure. By this time, all the plant closures and
workforce reductions foreseen in the 1981/82 plan had been effected. It had
also become clear that a considerable reductioh in finished products capaciiy
had taken place within B3C. The financial performance of the Corporation,
although still not satisfactory, was beginning to imprcve, reflecting a degree
of success of the measures taken to increase productivity and competitiveness.
In addition, the Commission considered that the economic assumptions of the
3-year plan, which it had discussed with the United Kingdom authorities,
réﬁféééhféﬁ’a‘realistic planning framework for BSC¥s future gotivities. ‘The
Commissions approval, given in the light of Articles 2, 3 and 5 of Decision
No 2320/81/ECSC, carried the same conditions as the approval of the preceding

tranche, to the extent that these remained appropriate.
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3626 Schemes subiject to nrocedure or at first stage of examination

3e2e1e  Belmium: The first repor‘t1 outlined the
Commission's reasons for initiating (in December 1980) the Article 93(2) EEC

procedure in respect of certain aids proposed by the Belgian Government for
"strategic? and '"minor! investiment programmes and emergency aids for under-—

takings in the Triangle de Charleroi.

In April 1981, the Commission extended this procedure to take

in also further proposed emergency aids in the form of guarantees of loans

of about Bfrs 6.5 billion. Given its doubis about the general restructuring
aids in respect of which it had initiated the procedure in December, and in
the absence of clear indications of the proposed future capacity of the Belgian
steel indusiry, the Commission found it impossible to take a coherent view of
the new emergency aids. It noted that these aids would represent the second or
tne third grant of emergency aid to certain of the enterprises concerned. The
major beneficiaries of the new aids were Cockerill and

Hainault—Sambre, for which, as the Commission was aware, a merger plan was in
preparation. The lack of any information about the probable effects of this
plan on overall steel capacity in Belgium also contributed to the difficulty of

making a full appreciation ¢f the new aids.

These procedures were still in force when the Belgian Govermment notified the
Commission, in June 1981, of its proposals as regards the merger of Cockerill

and Hainault-Sambre. The information given was completed by the Belgian
Government's reply in mid-Augqust 1981 to a detailed cuestionnaire drawn up by the
Commission, and by further information supplied at a multilateral meeting held

in October 1981.

The aids proposed (apart from those in respect of which the Article 93{2)

procedure had already been initiated) were: for investments, Bfrs 9 billion

of convertible participatory bonds, and a State guarantee for Bfrs 4.5 billion
of loans,the two together representing one half of the investment finance;for

social costs a State guaraniee on loans covering the whole cost (c. Bfrs 500

million per year for 5 years),with the State also bearing the interest costs for

1com(81)71 Final point 2.2.3.
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5 years and granting an interest relief of 5 poeints in the sixth year;
measures to restore the financial position of the group amounting to Bfrs

58 billion and consisting of conversion of Bfrs 25 billion of long—term

debt into capital (Bfrs 11 billion) and convertible participatory bonds
{Bfrs 14 billion), coverags of losses 1681-1984 by subscriptions of capital
and convertible participatory bonds up to a maximum of Bfrs 22 billion; an
interest-relief grant and a State guarantee for loans of Bfrs 7 billion
intended to augment the group®s working capital, and payment by the State

of interest up to 1985 on long-term loans (Bfrs 2 billion per year for 2
years)1 in return for convertible participatory bonds. The associated
restructuring programme would result in capacity reduciions of 3.2 m tonnes
of crude steel and about 1 m tonnes of hot-rolled products,; and the workforce
would fall by 5 000 between 1981 and 1985, through natural wastage and early

retirement.

The Commission decided in November to initiate the procedure of Article 8(3)
of Decision No 2320/81/ECSC in respect of these proposals. The Belgian
Government®s estimates indicated that, even on optimistic assumptions, the
group weuld be unable; by 1985 to cover its financial costs and depreciation,
even with the benefit of the 2~year prolongation of the State?s assumption of
long~term debt interest. The Commission also noted that given the high costs
which the steel indusiry in Belgium has to bear (e.g., for labour and energy)
and its heavy dependence on exporting its productis,; a high rate of utiliza-
tion of equipment, leading to high productivity, would be necessary to ensure
the viaﬁility of the undertaking. It considered that a greater concentration
of production than that proposed in the plan would be necessary to achieve
this end. In the Commission’s view therefore the plan could not be reconciled
with the viability criterion of Article 2 of Decision No 2320,

In addition, the Commission considered that the intensity of the investment
aids (40% net grant equivalent, if the. 'sirategic! and 'minor'! investment
aids are included) and the volume of the aids to continued operation was not
justified by the scale of the restructuring effort. Some of the investments
proposed had moreover not been notified under Decision No 22/66 and the
compatibility of some with the General Objectives on steel was doubtful.
Finally, some of the aids to continued 6peration would lead to payments
outside the period established by Article 5 of Decision No 2320.

1'I'he State had previously agreed to bear interest on these loans up to 1983,

ceefoen
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In opening the procedure in respect of the Cockerill-Sambre restructuring,
the Commission also invited the Belgian Government to inform it of any re-
structuring that was proposed in other Belgian steel undertakings in Jjusti-
fication of the aids in their favour which were subject to procedures ini-

tiated in December 1980 and April 1981.

At the beginning of August, the Commission had agreed to the provision of a
State guarantee on shori-term lcans of Bifrs 5.2 m at market rate to meet the
finaricial needs of Cockerill-Sambre up to October 1981: without this finance
the enterprise would have been confronted with irmediate and very serious
licuidity problems. This aid, which is to be counted as part of the total aid
package for the restructuring of Cockerill-Samore referred to above, was
first proposed by the Belgian Government in the form of a subscription of
capital. Given 1ts difficulties over the restructuring proposals as a whole,
the Cormission could only consider this intervention as an emergency aid.
However, it was not prepared to approve an emsrgency ald in the form of a
subscription of capital and the Belgian Government accordingly adorted the

loan—guarantee approach.

The Commission indicated that approval of this emergency aid did not prejudge
its overall assessment of the Cockerill-Sambre proposals or of other aids
notified for the Belgian steel industry. The Belgian Government undertook to
give no further aid to Cockerill-Sambre before October, to ensure fulfilment
by the undertaking of its obligations on quotas and prices and to arrange

communication of its liquidity position on a monthly basis.

When it opened the procedure in Novemper, the Commission indicated to the
pBelgian Government that, in order to enable the necessary restructuring to
get under way, it would be prepared to consider approval of a first tranche
of aid on the basis of the implementation of a proportion of the capacity
reduction provided for in the restructuring programme. The Belgian Government
in due course made a proposal in this sense, consisting of the definitive
closure of two blast furnaces, a sintering plant and two mills with a total

capacity of 700,000 tommes of long products. This enabled the Commission to

«es/13
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authorise part of the proposed financial restructuring, namely'the conversion
of Bfrs 5.2 billion of debts into capital as well as a loan of Bfrs 4.1 billion
at market rate to meet the financial requirements of Cockerill~Sambre in the
early part ¢f 1982. At the same time the Commission decided to release ECSC
loans for three previcusly approved investment projects within the group.

The Belgian Government agreed to continue discussions with the Commission

with the aim of establishing a restructuring programme which would ensure the
viability and competitivity of the group. The conditions regarding monthly re-

ports, production quotas and prices remained in place.

Federal Republic of Germany: In July the Commissicn initiated the procedure

of Article $3(2) EEC in coniunction with Article 6(2) of Decision No 257/80/
ECSC in respect of a proposal to provide aid to a steel undertaking in Bavaria.
The proposal concerned a programme of inveétment costing DM 213 m over a
3-year period {already notified under Decision No 22/66) and a Research and
Development (R&D) programme costing DM 66 m. For the investment programne,
grants totalling DM 34.5 m were envisaged {at rates of 15 % or 20 % for
rationalization or expansion investments, respectively), while the R&D pro—\
gramme was to receive grants of DM 38 m. The net grant equivalent of all the
aids together was estimated at about 14 %. These proposals were expected to
result in an employment reduction of about 10 %.

The Commission took the view that the proposed capacity reduction (about 0.1 m
tonnes, taking account of capacity left in reserve) could not be considered,

in the overall Community context, to justify the volume of investment aid and
that the restructuring was not sufficiently great to ensure the future survival
of the enterprise or to contribute as intended to the solution of the regional
problems in the area. As regards the R&D aids, the Commission noted that some
DM 20 m of the R&D expenditure was intended for capital expenditure, which
might ‘have a direct bearing on productioﬁ.:This gave rise to doubts about |

the nature of this expenditure. In addition, the intensity of these aids seemed

to the Commission to be excessive.
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Further information provided by the German Government during the course of
the procedure made it clear that capacity reductions in excess of those ori-
ginally indicated would result from the restructuring programme - 35 % in
crude steel and more than 28 % in rolled products. The Commission considered
that restructuring on this scale would make a major contribution to the solu-
tion of the undertaking's structural problems and concluded that it need raise
no cobjection tc the proposed investment aids of DM 34.5 m. As regards the R&D
programme, the Commission took the view that aids towards the capital expendi-
ture of DM 20 m would have to be treated according to the rules for invest-
ment aids and must consequently be limited to levels acceptable for such aids.,
Aids for other aspects of the R&D programse would have to observe the 50 %
celling established by Article 7 of Decision No 2320/81/ECSC. As a result, the
Commission considered that it would be able to authorise M 29 m of the pro-
posed DM 3B m of R&D aids. In December it invited the German Government to

modify its proposals accordingly.

The first report on the application of the steal aid rules {(Annex, A2) gave
details of a programme initiated in 1578 for the restructuring of the Saarland
steel industry. In Auwust 1981 the German Government nniifie”? Fupthor ~~mq B
for the continuation and modification of this programme. The mnd1f1cat10n in-
volved the closure of the liquid phase at one site a year earlier than foreseen,
the continued mothballing of a steelworks originally intended to be brought
back into use in 1981, a more rapid build-up to full production in a new steel-
works and the cessation of production of seamless tubes at one site. New in-
vestments including a continuous caster and a reheating furnace were proposed,
at a total cost of DM 190 m. These changes would lead to a further employment
reduction of some 1 250, and social costs would be increased by DM 200 m. The
aids envisaged were conditionally repayable grants of DM 170 m, to be provided
in 1982 and 1983, and guarantees on iocans of DM 210 m, both aids to be jointly
financed by the Federal and Land Governments. The Commission decided o initiate
the procedure of Article 8{3) of Decision No 2320/81/ECSC in respect of these
proposals. It considered that the changes in the market situation since the
initiation of the original restructuring plan merited a more fundamental review
of the position of the Saarland Industry, in particular with regard to rolling

capacity, which it is intended to maintain at the level of the 1978 plan.
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The Commission was therefore unable to conclude that the medified programme
was sufficient to ensure the future viability and competitivity of the under-~
taking, or that the restructuring effort'justified the proposed level of aid
in the terms of Article 3 of Decision No 2320/81/ECSC., In addition, it was not
clear to what extent an amount of DM 100 m of aided investment expenditure
foreseen for the years 1983 and 1984 related to additional projects which had
not yet been notified to the Commissicn. There were also some uncertainties
aobout the precise nature of the costs to be covered by the social aids, so
that the Commission was unable to determine the compatibility of these with
Article 4 of the Decision.

In the context of the procedure, the German Government provided further infor-
mation on the situation of the undertaking. In the light of this the Commis-
sion concluded that ald was required urgently and accordingly it authorised

the payment of DM 170 m. At the same time it approved the grant of DM 2 million
of reduced interest loans for environmental investment programmes. This autho-
rization was given on the condition that ﬁhé utilisation of 1 million tonnes

of crude steel capacity which had been puf in reserve would be subject to prior
approval by the Commission. The procedure rémained in force as regards the
remainder of the aid proposed. The Commission underlined its doubts about the
ability of the restructuring programme to achieve the desired results and
indicated to the German Government that it wished to discuss pbssible modifica-~
tions to the programme in the context of its consideration of the remaining

aid proposals.

The German Government proposed a sectoral'aid scheme for investments in the
steel industry. A grant of 10 % of the investment cost would be available to
steel undertakings making investments which were linked to programmes of re-
structuring, modernization or rationalization. The investments must be made
in the years 1982-85 and no payments would be effected. after the end of 1985.
The total aid budget for the scheme is estimated at some DM 600 million.

It would be possible for enterprises to combine aid under this scheme with
other aids, up to a maximum of 20 % of the total investment cost. The Commis—
sion asked for certain further details about this scheme; examination of the
German Government's reply was continuing at 31 December 1581.
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France: In October the Commission initiated the procedure of Article 8(3)

of Decision No 2320/81/ECSC in respect of an aid scheme for the restructuring
of Compagnie Francaise des Aciers Spéciaux (CFAS) the parent companies of which
are Usinor and Creusot-Ioire. The aim of the restructuring is to rationalize
CFAS's production of spacial steels and long products, and mainly involves the
modernization of the works at Les Dunes. The cost of the programme is estimated
at FF 800 m (including FF 200 m for non-ECSC activities), to which the French
Government proposes to contribute FF 450 in the form of supordinated loans of

20 vears' duration.

The Cormmission had several areas of concern aboﬁt this scheme. The larger part
of the ECSC investment programme (¢. FF 400 m) had not bsen declared to the
Commission as required under Decision Mo 22/66. The informaticon available to
the Commission indicated that the investments proposed would have the effect
of increasing capacity for cruge steel and finished products, while no precise
details on any compensating closures were given as the scale and scope of
these were still under study. It was, moreover, not clear whether any action
would be taken to improve the guality of the rolling facilities of the company,
wnich called in question whether the programme was of a nature to assure the
future viability and competitivity of the company in the aksence of further
aids. Finally, the exact terms of the subordinated loans were not communicated
and the Commission was therefore unable to assass the intensity of the aid
involved. Bcoccordingly, it concluded that it could not establish the compatibility

of the proposals with the criteria of the steel aids Decision,

In Augast and Septerber the French Government notified two tranches of emer-
gency aid to Sacilor and Usinor. These aids tock the form of loans by the Fords
de Développement Economique et Social amounting to some FF 4 900 million.
Simultaneously with the notificaticon of the second tranche, the French Govern-
ment informed the Commission of its intention to convert FDES loans of some

FF 13 800 million to Sacilor and Usinor (including the emergency aids of

FF 4 900 million) into share capital, in the context of its plans for the natic-
nalization of the steel industry. As regards the emergency aids and their con-
version into capital, the Commission was unable to assess the compatibility of
these proposals with the criteria of Decision No 2320/81/ECSC. Details of the

terms of the loans were not available, and no indication was given of any
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restructuring which it was proposed to put into effect in connection with

these aids. It was therefore necessary to initiate the procedure of Article 8(3)
of Decision No 2320/31/ECSC in respect of them. At the same time the Commission
asked the French Government to provide it with details of the remaining

FF 8 900 million of FDES loans (granted in previous years) which were also to
be converted into capital. From the information available to it, the Commissiocn
was unable to determine what effect the conversion of these loans would have

on the financial charges borne by the companies and, consequently, to what

extent it should be considered as an aid.

Sacilor and Usinor were the subject of a further request by the French Govern-
ment for authorization of emergency aids in the form of loans amounting to

FF 4 430 million. The Commission decided in December to authorise a maximum

of that amount under Article 6 of Decision No 2320/81/ECSC, taking the view
that the aids were essential to the survival of the undertakings and were
intended to avoid serious sociai problems, pending the development of an over-
all restructuring plan for the French steel industry. The Commission made it

a condition of approval that the loans should bear a market rate of interest
and should not be paid after 30 June 1982;i1n addition, the French Government
was reguired to supply monthly reports oﬁ Ehe amount and conditions of loans
advanced, together with details cof the undértaking's financial situation and

to begin discussions with the Commission on its proposals for the restructuring
of the steel industry not later than the end of March 1982.

Italy: In October, the Italian Government notified the Commission of the adop-
tion of Decree-Law No 495 of 4 September 1981, which made provision for aids

to both the private and the public sector steel industry in Italy.

ror the private sector, the aid was a measure to lessen the impact of rising
energy costs on electric steelworks. The Decree-law empowers the State to meet
all increases in the slecitricity wrice surcharge above the level which obtained

t 31 March 198l. This measure would cover the period from the introduction

O3]

of the Decree-law to 230 June 1983 and would applv to electricity used by such
steeiworks in off-peak pericds. An initiazl budgetary provisinn of LIT

had been established for 19581.
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As regards the public sector, the Decree-law authorized IRI to issue T-ymas~-
bonds on the normal financial market td an amount of LIT 2 000 biliion. The
bonds, which would be guaranteed by the State, would have a 3-year grace period
and the State would meet the interest up to 1l percentage points for the life
of the bonds. The product cof the bonds issue would be made available to IRI's
steel enterprises to reduce their short-term debts. The issue of these bonds
was conditional on the approval, by the Minister of State Participations and
the Interministerial Committee on Planning and Industry, of a restructuring

plan for the public sector steel industry.

In considering these aids under Articles 2 and 5 of Decision No 2320/81/ECSC,
the Commission ncted that the private sector enterprises were not required

to wndertake any restructuring in return for the aid. The State~owned enter--
prises on the cther hand were to draw up a restructuring plan, but this had
not been nade available to the Commission, so0 that assessment was impossible.
In addition, the volume of the two aids taken together {estimated at about
LIT 1 000 billion in grant equivalent! appeared likely, considering their
character as aids ©o continued aperation, to have serious =ffects on competi-
ion. Roth aids also raised problems with regard to Article 5, the IRT ronds
because they would lead to payments affter the twe-year limit established by

that Article and would not be proportionatelv reduced at least once a vear
I h B 4

icity aid because there was no provision for amnual reduction and,

ef,-’

alec

]

th
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in principie, the volume of aid seemed more likely to increase than to decrease,

given the underlying trend in ensrgy prices.

reasons the Commnission was led to initiate the procedure of Article

e
8(3} of Decision No 2320/81/ECSC in respect of these aids.

The Italian Government notified the Commission in November of a draft law to
increase the capital of FINSIDER. Before the Commission had time to take a
position on this draft law the Italian Government asked it to release a first
tranche of the proposed capital of LIT 350 billion in order to meet urgent
financial neads of the undertaking. The provisicn of this finance would be
accompanied by a reduction of 130,000 tonnes of capacity for hot-rolled 0ro-
ducts. The Commission considered that in view of the financial situation of
the undertaking, provision of this capital inevitably contained aid elements,
and would have to be taken into account in its overall assessment of aids pro-
Fosed in connecticn with the restructuring plan for the Italian steel industry.

It agreed to suthorise this tranche of capital on this basis.
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Tuxembourg: In April the Commission opened the procedures of Article 93(2)
EEC and Article 6{2) of Decision No 257/80/ECSC in respect of the Luxembourg
Goverrment®s proposals to provide aids for resiructuring of the steel
industrys. The proposed aids consist of grants of 15% under the Economic
Expansion Law and special repayable grants of 10%, both for investments
effected in the period 1980-1984 and estimated to cost some F.lux 20
billion; a tax concession enabling losses of up to half of annual depre-—
ciation to be carried forward indefinitely; loans totalling F. Lux

1 028 million, at favourable interest rates, to be paid in 1980 and 1981;

a grant of F. Lux 100 m for infrastructural works for the new c¢old-rolling
mill at Dudelange; =aids towards the cosis of closure of Rodange and the
costs of terminating certain contracts; and an increase of F.lux 3.5 billion
in the ceiling for Siate guarantees of EQSC loans.

f
b

These aids were regarded by the Commission as falling under Axrticles 2
(investment), 3 {(closure) and 4 (contimied operation) of Decision No
257/80/ECSC. As regards the Ariticle 2 and Article 4 aids, it considered

that the capacity reduciions and restructuring proposed were insufficient to

Justify the intensity awné amount of the aids. Further, details of some of the

invesiments had not been declarsd to the Commission, which was therefore not
in a position to judge whether these invesiments could be expected to improve
the competitiveness of certain plants. There seemed to bes no provision for
the operating aid tc be progressively reduced and the Commission could not
establish whether it was limited 1o what was necessary ic enable activity to
be conmtinued during restructuring. Similarly, for the closure aids, the
information given by the ILuxembourg Government was insufficient t¢ enadle

the Commission to establish compatibility with Article 3. The repl
Luxembourg Government to the Commissionts letier giving notice to subniid

conments in the conmtext of the precedure left some difFficulties and
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Action on infringements of procedural reculrements

The Commission has initizted infringemeni procedures under Article 88 ECSC

against France and Ttaly and under Article 169 EEC against Belgium.

The Article 88 procedure ageinst France concerns subordinzted loan capital
for CPAS and the emergency aids for Sacilor and Usinor mentioned above. {(page
In both cases, the aids had already been granted before the notification

vas made, in contravention of the requirements of Article 8(1) of Decision

No 2320/81%/ECSC.

In the case of Italy, the aids in question are those provided for in Decrece-~
law No 495 (see above)v a Lit 75C billion firancing of Italsidex (the funds
being provided by banks, tmt covered by a deposit of treasury certificates by
IHI) and a Lit 431 billion increase in the capital of Italsider. The Decree-

law wes notvified after the date of itz entry inte force. The eleciricity aid

e

vecame available immediately and the bonds issue, though nov auvthorizezd at
the time of notification, was wo follow ithe zapprovael of a2 resitructuring pl
-- an approval which itself was to be given nct later than 40 cays afier the
adoption of the Decree~law. The two interventions in favour of Italsider
have neot been notified to the Commission.
The Belgian casc in respect of which ithe Article 169 EEC procedure has been
initiated concerns the emergency aid of Bfrs 1.5 billion for the Triangle de
Charleroi and the Bfrs 6.5 billion 23id mentioned above, as well as & measure
to converi loans of Efrs 2 billicn granted Ty the Scoiéié Hationale de
Crédit & 1'Indusirie i¢ Hainaui-Sambre. The aids of EBfrs 1.5 billion and
Bfrs 6.5 billion were granted by the Belgian Covernument

despite the Article 93(2) procedure initiated in respect of them, which
has the effect of preventing the implementation of aid proposals before the
Commission has iaken a final decision. The conversion of Bfrs 2 billion of

loans was notified after it had been accomplished.





