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' Commrssron proposal for a Councrl Regulatron amendmg COIlllCll Regulatmn 3094/95
thereby further prolonging the relevant provrsmns of the Sevénth Councnl Drrectlve on
ald to Shlpbmldmg

. Explanatory Me_morahdnrn o

1.1 In 1994 an international aigreement was concluded within the frarriework of OECD

- respecting normal competitive conditions in the commercial - shipbuilding . and

' 1996

of the OECD agreement with the relevant provisions of the shipbuilding aid directive

(Drrectlve 90/684/EEC, as most recently amended by Directive 94/73/EC)
continuing to apply ad interim and until 1 October 1996 at the latest. However -

because of continuing delays in the entry into force of the OECD agreement due’ to -
the failure of the US to ratify, Council Regulatlon 1904/96 further prolonged the B

dlrectlve untll 31 December 1997

1.3 ] : Having revrewed the situation at its meetmg on 24 Apnl 1997 the Industry Councxl o

‘agreed that if the OECD agreement was not going to enter into force a specific. new
aid regime for shipbuilding should be established. In the meantime the seventh
directive should be extended until 31 December 1998 on the understandmg that the

prolonged directive would lapse. automaucally as soon as the OECD agreement is.
ratified by the US or ds soon as a new regime on sh1pbu11dmg is" adopted The -

- Commrssron was 1nv1ted to subrmt proposals- accordmgly

14 Smce there remain uncertainties over.the entry into force of the agreemen_t;; this paper
- reviews the situation and puts forward proposals for an extension of the directive

until 31 December 1998. Proposals for a new aid Tegime to replace the directive are

’ the subject ofa separate commumcatxon bemg submltted in parallel with the present
o proposal - ' - “

‘2.1, *  Under the OECD agreement, generally all measures of support for_sh‘ivpbuilding are

- prohibited except for aid for research and development, social aid related to closures; -
 export credits complying with the revised 1994 OECD understanding on export
" - credits for ShlpS and domestic credits for ‘ships under equivalent terms and - :

' condltlons

.-

- COM(97) XXX

shiprepair industry. The agreement had been due to enter into force ‘on 1 January -

12 Councrl regulatlon 3094/95 of 22 December 1995 on aid to. sh1pbu1ldmg is mtended
S (¢} grve effect to the State aid provisions- -of the OECD agreement.Article 10 of the .
" . regulation provided that the regulation shall apply as from the date of entry into force
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4.2

Although the European Union, Korea, Norway and JapanA have .ratiﬁed tﬁe

agreement, the ratification of the USA is stlll awaited. The prospects of when the US

w111 ratlfy are uncertain at this stage.

The early entry_ into f(_)i'ee of the OECD’ agreement is vitally important if a
normalisation of world shipbuilding market is to be achieved. By ratifying, the

. Community has already signalled its commiitment to the agreement. However, so
. long as other.parties to the agreement have not ratified and continue to maintain

subsidies and other market-distortive measures, it would be 1nappropr1ate for the

- European Union umlaterally to dismantle its aid arrangements. -

Proposal

In‘.the light of the above-it is propesed that if necessary the Community should
maintain the rules of the directive until 31 December 1998 should there be a

. continuing delay in the entry into force of the OECD agreement. In that event, since-
. new measures of support are prohibited by the “standstill" provisions of the Final Act

" of the negotiations concluding. the OECD agreement, provisions which the Council
_has confirmed it considers binding, the rules of the directive would- be maintained

unchanged. This would include the level of the production aid ceiling.

Accordingly, it is prdpqséd that the Council ‘adopts, after consultation ‘of the
European Parliament and the Economic and Social Committee, the attached \
amendment to Regulation 3094/95 providing for its entry into force as from the date

. of entry into force of the OECD agreement, with the relevant provisions. of the
sh1pbu1ld1ng directive contmmng to apply ad interim and until 31 December 1998 at-
~ the latest :

In order to av01d any 1egal vacuum the’ Councﬂ should take & decxslon before 31

. December 1997



4Proposal for a Council Regulatlon amendmg Councnl Regulatlon 3094/95 on ald to -
'shlpbulldmg : , ,

'THE COUNCIL OF THE EUROPEAN UNION

B Havmg regard to the Treaty establxshmg the European Commumty, and in partrcular Amcles -
92(3)(e), 94 and 113 thereof i r

Having regard to the prop‘osal»fror_n the Comnﬁssionl;
- Having regard to the opinjon pf the. European?arhament,
- Having r'egardto bthe opinion of theAEco'norni‘c and Social Committee;
_Whereas ani agreement reepectmg normal competmve conditions in the commerc1al _
shrpbulldlng and repair industry. concluded between the European Community and certain_ -

 third countsies within the framework of the Organisation for Economlc Co- operat1on and
Development (OECD) has still not yet entered 1nto force :

'Whereas therefore Counc11 Regulation 3094/95 of. 22 December 1995 on- aid -to

shlpbulldlng has ‘hot yet entered mto force.
1 ™

Whereas, in accordance wnh Artrcle 10 of Regulatlon 3094/95 as amended by Coun011 |

Regulatlon 1904/96 the relevant rules of Council Directive 90/684/EEC on aid o

shlpbmldmg continue ‘to apply ad interim, pendmg the entry mto force of the OECD
. agreement. and untll 31 December 1997 at the latest; _ oo :

: Whereas grven the contmumg uncertalntles over entry mto force of the OECD agreement '

‘ '_whrch may be further delayed beyond 31 December 1997, the Council: needs to take' ‘ ‘

appropnate steps pendmg decisions on a possrble new aid arrangements R
Wherea,_s«Regulatlon 3094/95 shonld_therefore be m(?_dlﬂe d, - : . -
HASADOPTEDTPHSREGULATION B :, - - 3 '

_ The third paragraph of Artlcle 10 of Regulatlon 3094/95 shall be replaced by the followmg

- Pendmg the entry into- force of the sald Agreement the relevant provisions of Dlrectlve

. 4

90/684/EEC shall apply until the Agreement enters 1nto force-and until 31 December 1998 at
- the latest. ' : : . . ,

0J'C 375,30.12.1994,p3
. 0J L332,31.12.1995,p1
OJ 1251,3.10.1996,p5

®'0J L380,31.12;1980,p27



Atticle 2 ‘
This Regulation shall be binding in its entirety and directly applicable in all Member States. "

—



A Commnssxon proposal for a Council Regulation establlshmg new rules -

N~ onaldtoshlpbm]dmg - N

C ' o 977 0249(CNS) .
Explan_atory.Memor'andum ‘ o .

1. Introduction
' 1.1 In 1994 an international agreernentv'was concluded within the framework 'of OECD
.- respecting normal competitive conditions in the ‘commercial shipbuilding and

- shiprepair- industry. The agreement had been due to enter into force on .1 January -
1996, but has not yet done so due to delays in US rattﬁcanon of the agreement.

" 1.2 Councxl Regulatton ,3094/95 of 22 December 1995 on aid to shlpbulldmg is 1ntended
~ to give effect to. the state aid provisions of the OECD agreement. Under these -
" provisions generally - all measures of suppoit for shipbuilding would be prohibited -
" except for aid for, research and development; social aid linked to closures and ship
financing credits complying with the revised 1994 Understanding on Export Credits
for Ships. Article 10 of the regulation provided that the regulation shall apply as from-
. the date of entry into force of the OECD agreement with the relevant provisions of
the shipbuilding aid directive (Directive. 90/684/EEC) continuing to-apply ad interim
and until 1 October 1996 at the latest. However because of the continuing delays in-
the entry into force of the OECD agreement Council Regulatlon 1904/96 further o
prolonged the directive unt11 31 December 1997 ' :

1.3 Havmg rev1ewed the s1tuat10n at its meetmg on, 24 Aprll 1997 the Industry Counc1l
~ agreed that if the OECD agreement was not going to enter into force a specific new
;" aid regime for- shlpbulldmg should be established. In the meantime the seventh
~ directive should be extended until 31 December 1998 on the understanding that the
. prolonged directive would lapse automattcally as soon as the OECD agreement is .
ratified by the 'US or as soon as a new. regime on: sh1pbu11dmg is.adopted. The '
Comm1ss1on was 1nv1ted to submtt proposals acoordmgly
14 Smce there remain uncertamtles over the entry mto force of the OECD agreement
- this paper puts forward proposals for .a new aid regime should the need arise.
- Proposals for an extension' of the directive up untll 31 December 1998 in the °
~ meantime are the subject of a separate commumcatlon bemg submitted at the same B
- tune as the present proposal
1.5 The proposals for a new a1d regime should be seen within the context of ‘wider
- sh1pbu11d1ng policy and in parttcular the Comm1ssmn s parallel communication to
the Councﬂ outllmng new ortentatlons atmed at 1mprov1ng the competmveness of the

"sector S - ‘ =

COM(97)XXXX ' ’ . . .
L ‘TowardsaNew Shipbuilding Pollcy COM(97)XXXX - T ,
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‘The seventh ‘Directive maintains the policy es_tablished by the sixth Directive,

adopted in 1986 against a background of abnormally difficult market conditions,

caused by a declining demand for ships and a rapid increase 'in shipbuilding

capacities, particularly in the Far East, leading to a significant imbalance between

- supply and demand and depressed pnces The main aun of the dxrectlve has been:

to safeguard the Com_munity: shipbuilding industry' by providing a defensive
instrument against' perceived unfair competition through .injurious pricing below -
costs, thereby maintaining a sufficient level of Community shipbuilding activity in
those .market segments where - the Community could remain competitive under.

- normal market conditions, such as less labour-intensive, technologically complex

specxahsed shlps ‘and to encourage the necessary structural adjustment of EC
shipbuilding toward these dxrectlons

to provide, in accordﬂc‘e with the aims of the internal market, a level playing field so
that intra-Community competmon in shlpbuxldmg is carried out on a fair, transparent
and eqmtable basis. :

.'Under the Directive 6peratin’g aid for shipbuilding and ship conversions, -(but not

ship repair) may be granted, up to a common maximum aid ceiling which reflects the
difference between the costs of the most competitive Community yards and market

" prices of their main international competitors, with particular regard to those market

segments in which Community shipbuilders remain relatively most competmve ‘In
accordance with the principle of degressivity established by the Directive, the ceiling,
which was 28% in 1987, has been' progressively reduced to 9% currently (4.5% for
smaller vessels and conversions). The only operating aids exempted from the ceiling
are credit facilities complying with the 1981 OECD Understanding on Export Credits
for Ships and aid granted as development assistance to developing countries. .

o

The Directive also lays'down'rulés bfor investment aids within the framework of

 restructuring which must be linked to a restructuring plan which does not involve any

increase in the yard's shlpbulldmg capacity or which must be directly linked to a
corresponding irreversible reduction in-capacity of other yards in the Member State

concerned; aid for closures on condition that the resulting capacity reduction is of a

genuine and irreversible nature (with the facilities having to remain closed for not
less than 5 years; and not being reopened within a further, 5 years after the 5 years,

" ie: for a total of 10 years, without the Commission's prior approval); and-aid for
_research and development In addition the directive imposes notification and reporting

obligations on Member States in order that the Comrmssxon ‘can momtor compliance
with the rules. ' :

In thc Comm1ssipn's view the Directive has been generally effective and largely

achieved its aims, enabling the Community broadly to maintain its world market
share in recent years at around 20%. However the industry is still in difficulty, with
depressed prices for newbuildings and repairs world-wide. Despite the improvements
made in recent years, many EU yards still lack competitiveness, in particular lagging
behind their -major. Far East competitors in terms of productivity. The world

-

7
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. benefits from such aids: and it is questionable whether the expendlture involved .
_represents a cost-effective use of lrrmted public resources. ‘Furthermore given the

S 2.7
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3.3

' .shrpbmldlng market i 1s likely to become even more competltrve in-the medrum term

with overall demand starting to soften in the next decade, and Japanese and Korean

‘ yards contmumg to make further major lmprovements in their productrvrty

uncertainty over the OECD agreement Overall the aid has served to cushion yards
most Member States, many of which face growmg budgetary constraints .

Shlpburldmg is the only sector of manufacturmg mdustry whrch systematrcally

extent to wh1ch competition -is between EU yards the aid has tended to distort

" competition. within-the’ common market, particularly since there has beén a wide

variations in the actual levels of aid granted by the Member States underrmmng the
aim of estabhshmg a leveI playlng field. ' ~

Against thlS background, state -a1d policy nee'ds' to be refocussed: to promote. and.

underpin efforts to improve the competitiveness of the industry. This implies shifting
away from operating aid to other forms of support, such as 1nvesttnent aid for

.innovation, better geared towards helpmg 1ndustry achieve the necessary changes and -
overcome its weaknesses .

fure Aid li

C -

The attached proposcd Councrl chulatlon sets out the Commrssmn s proposals fora-
- new aid regime to replace the seventh directive, by the latest upon its” proposed expiry

at the end of 1998 but preferably sooner. The following briefly summanses the key
elements and the mam changes from prevrous pohcy )

So far as Qp_eratmg_Ld is conccrned, there are some arguments for proposmg its
. immediate abolition upon entry into force of the proposed regulation. Industry has '
- already had plenty of time to adjust to the possrblhty of operating ‘without such aids
since it had been. expccted that the OECD agreement(whrch prohlblts these aids) had =~ |

been expected to enter into force on'1 January 1996. However since then there has

v been some uncertainty over the drrecnon of future policy i the light of the delays in -
‘the US ratification of the agreement and it therefore seems. appropriate to provide a

short, and final, transitional period during which contract-related operating aid, at
current aid ceilings, should continue. It is proposed that this transitional period expire
on 31 December 2000 (Article 3.1 refers). Since the Community still believes that the

' OECD agreement represents the best.option, this will also allow time to fac111tate’
further efforts to brmg that agreement mto force .

) One year before the abolmon of operatmg aid the Commumty wrll momtor the )

market situation' and appraise whether European yards are affected by anti-
competmve practrces If it is establlshed at that or a later stage that industry is

8

The main prllar of the current ald polrcy has been operatmg aid. Imtlally, through the -
- - progressive reduction in the aid ceiling, operating aid encouraged changes towards
. greater competitiveness. However the necessary impetus has not-been sustained in
. more recent years as the level of the ceiling became static, coupled with the =

~from the full rigours of the market. Operating aid also results in significant costs for ~ -

]
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being caused injury by anti-competitive practices including injurious pricing, the
Community will consider introducing appropriate measures ,
As from 1 January 2001 the only contract-related aid allowed will be home -and
export credits in conformity wnh OECD rules on Export Credits for Ships, which .
until 31 December 2000 will,-as at present, riot be counted under the aid
ceiling(Article 3.4 refers). Since the 1981 OECD Understanding on Export Credlts y

remains in force at present, the Commxssron considers itself obliged at this stage to

propose that the prov151ons)of that Understanding should continue to apply. However

- the Commission recognises that certain provisions of the 1994 OECD Understanding

on Export Credits for Ships, which has not yet entered into force, more closely reflect
market realities and that therefore. it might be more appropriate to introduce them in

 thenew regime. The technical and legal issues involved require further examination.

-~ Other forms of operating aid ; ie non-contract-related aid (such as loss compensation,
. rescue aid etc) shall be subject to specrﬁc new rules on restructunng aid (see

paragraph 3 8 below)

Itis proposed that contract-related aid gra . f de

to _developing countries should: contmue to be perrmtted (Amcle 3. 5 refers),
notwithstanding Commission concerns that such aid, used by only a very few
Member States, may be used as an operating aid to keep yards in business and thus
have undesirable effects on competition within the EU. However since this type of
aid is permitted under OECD rules it would unfairly disadvantage EU yards vis & vis
their international competitors if their possibilities of such aid were closed off.
Nevertheless the Commission proposes stricter rules requiring aid offers to be open

- to bids from different yards and closer monitoring to ensure that there are no abuses.-

Closure aid (Article 4) continues to be needed to facrhtate the further structural
adjustment of the sector that will 1nev1tab1y be necessary, in particular social aids to
mitigate the social repercussions of adjustment and aids to cover other normal
expenditure occasioned by total or partial closures, both of which can also increase
competitiveness of the undertakings concerned when partial closures aré involved.
However in order to ensure that possible distortions to intra-EU competition are
minimised it is essential -that the resulting capacity reductions are genuine and
irreversible. In that context under the current rules closed facilities must remain .
closed for a period of 5 years and may not reopen for a further period of another 5
years without the Commission’s prior approval. Given the continuing imbalance

_ between supply and demand on the world shipbuilding market and the perspectives

for the future it is very. d1ﬂicu1t to foresee circumstances where it would be
appropriate for the Commission to approve the reopening of closed facilities in the
second 5 -year period. Accordingly it is proposed that closed facilities should not
return to shipbuilding for a period of 10 years with no possibility of review after the
first 5 years has elapsed. . ‘

\

“Another form of aid necessary for structural. adjustment and 1rhproved-
. competxtweness is restructuring ajd. The seventh directive has a lacuna in this respect

in that its relevant provisions focus on investment aids rather than other forms of
restructuring aid like capital injections, debt write- offs, subsidised loans; rescue aid .

etc. It is proposed that there should be specific rules .in the proposed new regime

(Article 5 refers) based on the ‘general Community guidelines for such aids.

9



K Furthermore drawmg on expenence from past restructunng cases in the shlpbulldmg -

sector; the Comrmssmn proposes that there should in pa.mcu!ar be very strict rules .

-~ applying the ‘one tlme/last tlme pnncnple wnh rigorous assessment and monltonng

39
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3.11

- of v1ab111ty programmes

A key element in the Cormmssmn s assessment of restructunng aid casés w111 be the

- . nature and-extent of the capacity reductions required as the necessary counterpart for .
" the aid to minimise. its dlstomve effects on the common market. In order to ensure

 ‘that the capacity reductlons are real and genuinely will have an effect on the

beneﬁmary s position on the market, the Commission proposes that the deterrnmmgi ‘

'_ factor will be the level of productlon in the precedmg 5 years rather than the notlonal_
- capac1ty of the yard :

So far as investment a1d is concemed the Commlsswn fully recogmses the role that
investment has to play in helping EU yards make’ slgmﬁcant improvements in their
productivity and thus i increase their competitiveness. At the sime time it is 1mportant
that measures of support do not unduly distort . competttlon w1thm the' common
_market. Under -the approach proposed there would be a differentiation between'

investment atds for innovation (Article 6) and regiona] investment aids for upgradmg -
and modermsmg yards (Artlcle 7)

The Comrmss1on s generaI pohcy towards Investment aids has been to adopt a strict -

" attitude towards such ‘aids for modemisation and upgrading facilities since such
~ activities are normally undertaken by compames ‘themselves, financed by their own"'

resources or by commercial loans, .as’ part of normal “‘company operatrons in a

"~ .competitive market environment. However the Comm1ssron acknowledges that such

aids can make a valuable - contribution towards overcommg structural- handicaps in

| ; :disadvantaged reglons It is therefore proposed’ that such aids granted under regional

312

aid "schemes may be allowed provided that the alded prO_]CCt is to 1mprove the

-producttvrty of exlstmg 1nstallat10ns

Innovation, is a ‘key element in 1mpr0v1ng competltlveness To. _promote greater-
innovation,* which carries a hlgher degree of industrial and technological risk, the

. -Commission is  proposing to allow for mcentwes to. be gtven provided that the project.

‘relates to innovative products and processes that are not currently used commermally :

: by other EU operators in the sh1pbu11d1ng sector

313

. _'Research and development(R&D) s another valuable way of prornottng medlum to”

longer term competitiveness of the industry. Accordingly it is proposed.that aid for.

‘R&D should continue to be allowed in accordance with the Community framework :
" on aid for research and development(ArtrcIe 8 refers) In‘addition, in order that the .

- shipbuilding 1ndustry should have the same treatment as all other industrial sectors it

- is ‘proposed that aid for envlrggmental protection in accordance w1th Commumty B

314

guldehnes should. aIso be allowed(Artlcle 9 refers)

Flnaliy, in order to ensure the fullest transparency and to’ enable the Comrmssron-

" closely to control aid, it is. proposed that the current strict rules on notification and__ )
- monitoring arrangements . should " be matntamed subject  to certain
_ 1mprovements(Artlcles 10 and 11) : : -

‘10_
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As the proposal concemns signiﬁcén_t changes to the existihg rules, it is proposed that

- the Regulation should apply for a five year period until-the end of 2003 in order to

. . allow sufficient time for the new strategy to produce a structural effect in the sector. -

4.1

- 'Conclusion . »

.- Accordingly, it is proposed  that ‘the Councﬂ adopts, after consultation of the
. European- Parliament .and the - Economic and Social Committee, the attached
~regulation for a new shipbuilding aid regune to replace, by 31 December 1998 at the
latest, the proposed prolongation until that date of the seventh directive on aid to -

shipbuilding, in the event that the OECD- agreemen} has stlll_ not} enteged into ,force

11



o Proposal for a Councll Regulatlon on ald to Shlpburldmg
) _ THE COUNCIL OF THE EUROPEAN UNION

Havmg regard to the Treaty estabhshmg the European Commumty, and in partlcular Artrcles 92(3)(e)
94 and 113 thereof;

: Havmg regard to the proposal from the Comm1ss1on

: Havmg regard to the oplmon of the European Parllament

Havmg regard to the op1mon of the Economrcand Soc1a1 Corhmittee-

B Whereas, an agreement respectmg normal competltlve condrtlons in 1 the commercral Sh1pbu1ld1ng and
repair industry concluded between the European Commiunity and certain third countnes within the

-~ framework of the Orgamsat1on for Economic Co-operation and development (OECD) has stlll not
entered into force because of the fallure of the USto ratlfy the agreement

'Whereas, therefore Counc1l Regulatlon 3094/95 of 22 December 1995° on, a1d to sh1pbu1ld1ng has not
yet éntered into force; S o ’ - N ,

-~ Whereas in accordance with Article 10 of. Regulatlon 3094/95, as most recently amended by Counc1l
Regulation . /9710 the relevant rules of Council Directive 90/684/’EECll will continue to apply, in -
the absence of entry into force of the OECD agreement untll 31 December 1998 at the latest; o

Whereas a satlsfactory balance between supply and demand on the world slupbulldmg has still not

been fully established so that prices remain depressed; and whereas the competitive pressures on .

- European Union shipbuilders are expected to grow further as overall ship demand after the year 2000 is
predlcted to fall and avallable world shlpburldmg capac1ty is expected to continue to rise; -

Whereas although European Umon yards have made progress in 1mprovmg competmveness the rate at
~ which they are improving productivity needs to be increased in order to close the gap. w1th their.
1ntematlonal competltors, partlcularly in Japan and Korea;

Whereas, a competltwe sh1pbu11dmg mdustry is 1mportant to the Commumty and contnbutes toits -
economic and social development by providing a substantial market for a range of industries and by
maintaining employment i ind 2 number of reglons many of which are already suffenng a hlgh rate of-
» unemployment : : :

. Whereas, a complete abolltron of aid to the sector is not yet. possrble in view of the drfﬁcult market
situation -and the need to encourage yards to make the necessary changes to improve competrtlveness
whereas, a tight . and selective aid policy should be continued in order to support these efforts and in =~

- order to ensure fair and uniform conditions for intra-Community competition; whereas such a pollcy :

~ constitutes the most appropnate approach in terms of ensuring the maintenance of a sufficient level of
activity in European shipyards and, thereby, the surv1val of an efficient and competmve European

‘ shrpbulldmg mdustry, , ' . :

OJ No C375,30 December 1994, p3
OJ No L332, 30 December 1995, pl -

~ ""OJ No L380, 31 December-1990; p27 . L



Whereas, the European Community’s aid policy for the shipbuilding sector has remamed essentially
unchanged since 1987; whereas, that policy has generally achieved its objectives but requires
adaptations so that it is better able to address the future challenges facmg the mdustry,

Whereas, in pamcular operating aid is not the most cost-effective way of encouraging the European
. shipbuilding: industry to improve its competitiveness; whereas, accordingly operating aid should be
~ phased out and the focus shifted more towards other forms of support to promote the necessary

- improvements in competitiveness such as investment aids for i innovation; ‘

Whereas, operating aid will therefore end on 31 December"2000;

: Whereas one year before that date the Commumty will monitor the market situation and appraise
whether European yards are affected by anti-competitive practices. If it is established at that or a later .
stage that industry is being caused i injury by anti-competitive practices including injurious pricing, the

* Community w1ll consider mtroducmg appropnate measures;

Whereas, operating-aid in the form of development ass1stance to developing countries should continue
subject to stneter conditions; .

Whereas, a clearer dis_tinction is needed between investment aid and restrueturing aid; whereas the -
latter should only be granted exceptionally and subject to strict rules, such as applying the principle of
‘one time/last time’, requiring genuine capacity reductions as a counterpart for the aid and tighter
monitoring procedures; and whereas the former should be allowed only under regional aid schemes
pr‘ovided that the project is to improve the productivity of existing installations;

Whereas, investment aid for innovation should be allowed provided that it is for genuinely innovative
projects that will i improve competitiveness; whereas aid for research and development and aid for

- environmental protection should also be permitted so that the shipbuilding industry is not deprived of
these aid possibilities that are available to all other industrial sectors; and whereas closure aid should
continue to be allowed to facilitate structural adjustment;

- Whereas, although it is proposed to continue to treat ship conversron in the same way as sh1pbu1ld1ng to
a certain extent, aid to the shiprepair sector should continué not to be permitted except for restructuring,
closure, investments under regional aid schemes, innovation, ‘research and development, and

_ envrronmental protection;

Whereas, close and-transparent monitoring isnecessary“if the aid policy is to be effective'
Whereas, the prov151ons of this Regulatlon are without pre_]udice to any amendments necessary to
comply w1th international comrnitments of the Commumty concemmg state aid to the shipbmlding

industry,

HAS ADOPTED THIS REGULATION

13



- For the purposes of this 'Regulation, t_h'e followin'g deﬁnitionsv shall apply:

" (a) self-propelled seagoing commercial vessels _
e ... “vessels of not less than 100 gt used for the transportatlon of passengers and/or goods

« . vessels of not less than 100 gt for the performance ofa specrahsed service (for example

= . dredgers and ice breakers);

‘e . tugsof not less than 365 kW; : -

"e - - fishing vessels of not less than 106 gt for export outStde the Communlty,

‘e . unfinished shells of the abovementioned vessels that are afloat and mobile; and -

.o . floating storage and ofﬂoadmg vessels (FSOs), floating production storage and® ofﬂoadmg

vessels (FPSOs), ﬂoatmg production drilling" storage and offloading vessels(FPDSOs), and
' derivatives thereof, if the completed vessel has a max1mum de51gned speed when under its own
~ power of more than 6 knots in any direction. ' : :

- For the purposes of the above self—propelled seagoing vessel” means a vessel that, by means of its -
permanent propulsron and steermg, has alkthe characterlsttcs of self—nav1gab1hty on the hlgh seas. -
Mrhtary vessels(ie vessels whtch accordmg to thelr basic structural characterrsttcs and capabrhty are:
specifically intended to be used exclusively for military purposes such as warships and other vessels for
offensive or defensive action) and modtﬁcatlons made or feztures added to other vessels exclusively for -
military purposes shall be excluded, provided that any measures or practices applied in respect of such
vessels, modifications cr features are not disguised actions taken il favour of commercial shipbuilding
1nconsrstent w1th thlS Regulatlon

| ®) shlpbulldi'ng shall mean the bulldmg, in the Commumty, of self-propelled seagomg
commerc1al vessels asdeﬁned in (a); TR .

(c) “ship repair” shall mean the repalr or recondltlonmg in the Commumty of self—propelled
. seagomg commercral vessels, as defined in (a) : :

(d) sh1p conversion’ shall mean the conversion, in the Commumty, of self-propelled seagomg

- commercial vessels, as defined in (a), of not less than 1000 gt, on condition that conversion
operations entail radical alterations to the cargo plan the shell, the. propulswn system or the -
_passenger accommodatlon ' ' :

(e “ald” shall mean State a1d wuhm the meaning of Artlcles 92 and 93 of the Treaty. Thls shall.
include not-only aid granted by the State itself but also that granted by regional or local
authorities or other public bodies and any aid elements contained in ﬁnancmg measures taken
directly or indirectly by Member States in respect of sh1pbu1ld1ng, conversion or repair
undertakings which cannot be regarded as a genuine provision of risk capxtal accordmg to
standard investment practlce ina market economy,

(). . “contract value before atd” shall mean the pnce laid down in the contract plus any aid granted
dlrectly to the yard;  © S

(g related entity” shall mean any natural or legaft person. who:- A



(i) owns or controls-an undertaking engaged in-shipbuilding, ship conversion or ship repair; or
(ii) is owned or controlled, directly or indirectly, whether through stock ownership or otherwise,
.- by an undertaking engaged in shipbuilding, ship conversion or ship repair.

. Control shall be presumed to arise once a person or undertakmg engaged in shrpbulldmg, sh1p
conversion or ship repalr owns or controls an interest of more than 25% in. the other or vice
‘versa.

Ard granted, whether directly or indirectly, for shipbuilding, conversion and repair, as defined
under this Regulation, financed oy Member States or their regronal or local authorities or
through State resources in any form whatsoever may be considered compatlble with the
common market only if it complies with the provisions of this Regulation. This provision .

applies not only to aid granted to undertaklngs engaged in such activities but also to related
ent1t1es , :

For the purposes of thlS Regulatlon aids granted mdxrectly 1nclude all forms of aid to,
~ shipowners or to third parties which are available as aid for the building or conversion of ships
such as credit facilities, guarantees and tax concessions. Concerning tax concessions, these
" provisions shall be without prejudice to the Community ghidelines on state aid to maritime
transport and in particular point 3.1 thereof, as currently set out in Official Journal of the
* European Communities No C 205 of 5 July 1997, and any amendments thereto. '

- No aid granted pursuant to this Regulation may be conditional upon discriminatory practices

_ against products originating in other Member States. In particular aid granted by a Member-
State to its shipowners or to third parties in that State for the building or conversion of ships
may not distort or threaten to distort competition between shipyards in the Member State and
shlpyards in other Member States in the placing of orders

o
CONTRACT - RELATED OPERATING AID

Until 31 December 2000, production aid in support of contracts for shipbuilding and .
shipconversion, but not shiptepair, may be considered compatible with the common market
provided that the total amount of all forms of aid granted in support of any individual
- contract(including the grant equivalent of any aid granted to. the shipowner or third parties) does
" not exceed, in grant equivalent, a common maximum aid ceiling expressed as a percentage of ’
the contract value before aid. For sh1pbu11dmg contracts with a contract value before aid of more -
than ECU 10 million the ceiling shall be 9%; in all other cases the ceiling shall be 4.5%.

The a1d ceiling apphcable to a contract shall be that in force at the date of signature of the final
contract. However, this rule shall not apply in respect of any ship delivered more than three
years from the date of signing of the final contract. In such cases, the cellmg applicable to that
' : 15



~ contract shall be that in force three years before the date of delivéry of the ship. The
. .Commission may however grant an extension of the three-year delivery limit when this i is found
Jjustified by the techmcal complexity of the individual shipbuilding project concemed orby -
- delays resultrng from unexpected disruptions of a substantjal and defensible nature in the

_ working programme ofa yard due to exceptronal c1rcurnstances unforeseeable and external to o

the company

-

The grant of aid i in md1v1dual cases in appllcatlon of an approved a1d scheme shalt not requlre o
' pnor notrﬁcatlon to, or authonsatlon from the Comnnssmn SR

However where there is competmon between drﬂ‘erent Member States for a partlcular contract
the Commrssron shall require prior notification of the relevant aid proposals at the request of .-

o . .any Member State In such cases, the. Commission shall adopt-a position within 30 days of B

‘notification; such: proposals may not -be 1mplemented before the Commission has givenits -
authorisation. By its decision in such cases the Commission shall ensure that the planned ard

= :. does not affect tradmg condrtrons to an extent contrary to the common mterest

- A1d in the form of state supported credlt facrhtles granted to natronal and non—natronal -
. shipowners or third parties for the building or conversion of vessels may be deemed compat1ble '
" with the common market and shall not be counted w1th1n the ceiling if it complies withthe . *
terms of OECD Council resolution of 3 August 1981 ( OECD Understandrng on Export credits '

, for Shrps) or w1th any agreement amendmg or replacmg that Understandlng

; Aid related to shrpbu1ld1ng and shrp conversion granted as development assistance toa
developing country shall not be subject to the ceiling. It may be deemed compatible with the o
common market if it complies with the terms laid down for that purpose by OECD Working
Party 6 in its Agreement concerning the interpretation of Articles 6 to 8 of the Understandmg
referred to in paragraph 4 of this Artlcle or with any later addendum or corrigendum to the sard
Understandlng .o T S : -

) The Commrssmn must be given prlor notrﬁcatlon of any such 1nd1v1dual aid proposal It shall -
verify the partrcular development content of the proposed aid and satisfy itself that it falls -
- within the scope of the Understandmg referred to in the first subparagraph and that the offer of

R development as51stance is open to b1ds from different yards Lo - Lo

- RESTRUCTURING AND CLOSURE AID .
Artgcle4
S ’ o o Ald for Closures

' Ard to defray the normal costs resultmg from the total or. partral closure of shrpbuﬂdrng, ,

* conversion or repair yards may be considered compatible with the common market provrded
that the resultlng capacrty reductlon is of a genume and 1rrevers1ble nature -
_ The costs elrglble for the ard referred to in paragraph 1 are: - | o .
‘payments to workers made redundant or retired before legal retrrernent age :

the costs of counsellmg services to workers made or to be made redundant or retlred before
o legal rcttrement age mcludmg payments made by shlpyards to facxhtate the creatlon of small
- \ S ' 16



enterpnses whtch are mdependcnt of the shipyards in questlon and whose actlvmcs are not
. principally shipbuilding, conversion or repair; :

. payments to workers for vocational retraining; -

- expenditure incurred for the redevelopment of the yard(s), its buildings, mstallatrons and
mfrastructure for use other than that. specrﬁed in Article 1 (b) - (d)

In addttton m the case of undertakmgs which totally cease shrpburldmg, conversion or repa1r
the followmg measures may also be deemed compatlble wrth the common ma:ket :

: a1d of an amount not exceedmg the hrgher of the following two values as determmed by an-

_independent consultant’s report : the residual book value of the installations, ignoring that
portion of any revaluation since 1. January 1991 that exceeds the national inflation rate, or the
dlscounted value of the contribution, to fixed costs obtainable from the installations over a three
year penod(less any advantages the aided undertakmg denves from their closure)

“aid such as loans or loan guarantees for working capttal needed to enable the undertaking to
" complete unfinished works provided that this is kept to the mrmmum necessary and a significant -
" proportion of the work has already been done ’ : : -

" The amount and intensity of aid must be justiﬁe‘d by the extent of the closures involved, account

being taken of the structural problems of the reglon concerned and, in the case of conversion to
other 1ndustna1 activities, of the Commumty leg1slat10n and rules applrcable to those new
act1v~1t1es : - : : C

In order to establrsh the 1rrever51ble nature of atded closures the Member State concerned shall
_ensure that the closed shipbuilding, convcrs1on and reparr fac111t1es remain closed fora perrod of -
- not Jess than ten years. . :

_ Article S
Restructuring aid

Ard for rescue and restructunng of undertaktngs in drfﬁcultres 1ncludmg capttal injections, debt
write-offs, subsidised loans, loss compensation and guarantees, may exceptionaily be

considered compattble w1th the common market provided that it complies with the general ,
Community guidelines on state aid for rescuing and restructuring firmis in difficulty, as currently -

~set out in Official Journa] of the European Communities No C 368 of 23 December 1994; and

- any amendmeats thereto, and in partrcular in relatlon to restructuring it fulﬁls the followmg
specrﬁc cond1t10ns '

the undertakmg has not been granted any such aid pursuant fo Counc1l Regulat1on 1013/97 of 2
-June 199712 ' :

the amount and mtensrty of the ard is limited to the strtct minimum necessary;

there isa vrable restructuring plan that will restore the long- term v1ab1[1ty of the undertakmg
w1th1n a reasonable time scale;

 the aid is a one-off operation, with clear and unequrvocal undertakings from the Member State
- concerned that no furthcr axd will be granted to the undertakmg or its’ legal SUCCESSOrS in the

A

future R
the aid shall not unduly reduce the undertakmg s net fmanc1a1 charges

2 0JNo L148, 6 June 1997.p1
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e the undertakmg or its legal successors shall not clarm or r be granted tax reduction or relief on the
- basisof past losses covered by the aid; o
- there is a genuine and irreversible reduction i in the shipbuilding, conversion or reparr capacrty of
"~ the undertaking concerned commensurate with the level of aid involved( in that regard the level
‘of actual production in the precedmg 5 years wnll be the detenmmng factor in the level of
capacity reduction required); - T - C
- . the closed capacity must have been regularly used for shrpburldrng, conversron or repaxr up to
~the date of netification of the particular aid in accordance with Article 10; :
" - theclosed capacrty must remain closed for niot less than 10 years as from the Commrssron s
~ approval of the aid; s
“.. - . the Member State concemed must agree to’ co-operate fully wrth momtonng arrangements
. estabhshed by the Commission, 1nclud1ng on-site 1nspect10ns :

2. In assessing t the regularity of productlon and the capacrty reductlon mvoIved the Commrssron
will base its decision not only on the theoretical capacity of the yard(s) of the undertaking but
also on the level of actual productron over the precedmg 5 years. No account will be taken of
capacrty reductions in other undertakings in the same Member State unless capacity reductions
‘in the beneﬁcra.ry undertaklng are lmpossrble wrthout undermrmng the viability of the .
' restructurrng plan :

3. » The Comm1ss1on shall seek the views of Member States on all such cases where the a1d is in

' excess of 10 mecus before adoptlng a posxtlon on them
Y

CHAPIERIV .
- (4):1_‘H~_ER‘ MEASURES .
\In\“"estnrent Aid for Innovation

- Aid granted for innovation in existing shipbuilding, shipconversion and shiprepair yards may be
deemed compatible with the common market up to a maximum aid intensity of 10% gross ptovided that '
it relates to the development and industrial application of innovative products-and processes that are .
genuinely and substantially new, ie are not currently used commercially by other operators in the sector .
within the European Umon and which carry a rlsk of technologlcal or industrial failure, subject to the -
" followmg condmons : '

= 1t is lrrmted to supporting expendlture on lnvestments and engineering activities dlrectly and
- exclusively related to the innovative part of the project; - .-
- the amount and intensity of the aid is limited to the. mxnrmum necessary takrng account of the
degree of risk assoc1ated w1th the project. : :

18



" Regional Investment Aid _
Aid granted under general regional aid schemes for investment in upgrading or modernising existing
" yards, not linked to a financial restructuring of the yard(s) concerned, with the objective of improving
the productivity of existing installations may be deemed compatible with the common market provided -

that:

C-itis llrmted to supporting ehg1ble expendlture as deﬁned by the apphcable reglonal aid scheme
-the amount and mten51ty is within the apphcable reglonal aid ceiling; -

: Researcil and develo‘p'mént

Aid granted to defray. expend1ture by shipbuilding, conversmn or repau' undertakmgs on research and
development projects may be considered compatible with the common market if itis in compliance -~
with the rules laid in the Community framework for State aid for research and development as

currently set out in Official Journal of the European Commumtles No C450f 17 February 1996 or any -
successor arrangements. ‘ : : , : :

o | e rticle

Environmental protection -
Aid granted to defray expendlnli'e by shipbuilding, conversion or repair imdertakmg& for environmental
protection may be considered compatible with the common market if it is in compliance with the rules
laid down in the Community guidelines on state aid for environmental protectlon as currently set out in

- Official journal of the European communitiés No C 72 of 10 March 1994, or any successor !
arrangements , - : .

' CHAPTERV
' MONITORING PROCEDURES -
Article 10
Tl h Aid to shipbuilding, conversion and repair undenak{ngs covered by this Regulation shall be
subject to, in addition to the provisions of Artlcle 93 of the. Treaty, the specnal notification rules :
prov1ded for in paragraph 2.. :
2. . The followmg shall be notified to the Cemmissior.ivin advance by the Member States and

authorised by the Commission before they are put into effect: = -
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’(a)'._

®

© .

(a)

®
: (c)f

(@
@

0

any aid scheme new or exlstmg or any amendment of an existing scheme covered: by thlS

- Regulatron

~any deci'sio'n to apply' a generally applicable aid scheme, including generally applicable regional
aid schemes, to the undertakings covered by this Regulatron in order to verify compatibility -

‘ w1th Article 92 of the Treaty, in partrcular in cases referred to in Articles 6, 7, 8 and 9 urnless the' S

aid i is below the de minimis threshold of 100000 ecus over any three year penod

any individual application of aid schemes in the followmg cases: -
(i) those referred to in the second subparagraph of Artlcle 3 3 and in Artlcle 3.5, Artlcle 4, and
“Article 5; or
(it)when specrﬁcally provrded for by the Commrssron in 1ts approval of the aid scheme o
, concerned ‘ ' : : : : '

icle 11

To enable the Comrmssmp to monitor app11cat10n of the a1d ruIes contamed in Chapters II to IV o
' Member States shall supply it with: . _ . N :

monthly reports on each shrpburldrng and conversion contract by the end of the third month
following the month of signing of each contract, in accordance with the annexed Schedule 1;

completion reports on each shipbuilding and conversion contract including those signed before
* the entry into force of this Regulation, by the end of the month followmg the month of
- lcompleuon in accordance w1th the annexed Schedule 1; :

" yearly reports to be provided by 1 March of the year followmg the year subJ ect'to the report
~giving details of the total amount of aid granted to each individual national shrpyard dunng the
prevrous calendar year, in accordance w1th the annexed Schedule 2 : -
" in the case of shlpyards able to build merchant shrps over 5.000 gt yearly reports to be prov1ded ‘
~ not later than two months after the annual general meeting has approved the shipyard’s yearly °
" report, giving publicly available information on capacity developments and « on the structure of
ownershrp, in accordance w1th the annexed Schedule3; . . " . -
in'the case of shlpyards whlch have’ received restructunng aid in accordance w1th Artlcle 5
quarterly reports on the attamment of the restructuring objectives, including the followmg _—
elements: disbursement and use of the aid, lnvestments productrvrty performance employment -
reductions, v1ab111ty, : b

in the case of shlpyards beneﬁttmg from contracts supported by aid in the form of development )
- assistance, such information as the Comm1ssron may require to. enable it to ensure that the
-cond1t1ons of Article 3.5 are. respected & : :
In the case of shrpyards engaged in both commercral and mrlrtary sh1pburldmg, conversion of
repair, the reports referred to at (d) of paragtaph 1 of this Article shall include informatjon on -
~..these actrvmes separately, rncludmg separate accounts wrth overheads apportroned accordmgly o

.13
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3." . On the basis of the information communicated to it in accordance with Article 10 and paragraph -
1 of this Article, the Commission shall draw up an annual overall report to serve as a basis for
‘discussion with national experts and the Council. The report shall also be sent to the European
Parliament for information. Scparate half-yearly reports will be drawn up on cases mvolvmg
»restructurmg aids. .- , ‘ :

Thls Regulatron shall enter into force onl, January 1999 and shall apply until 31 December 2003

' ThlS Regulatxon shall be bmdmg in its entlrety and drrectly apphcable in all Mernber States
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Schedule 1’

/

Section 1_:-C'on.t'rac_:t details

* Section 3: Financial arrangements

REPORT OF MERCHANT SHIP ORDERS/COMPLETIONS (DELETE AS APPROPRIATE)

- 1-New building / Conversion

Currency | ECU - . | % of
L (Pi'evailing,

i i e

contract " - .

2. Company 3. Yard ‘ ‘4. Yard No

5. Registered owner (name and nationahty)

1. Holding owner (namc and nationality)

.| 7. Vessel’s country. of registration

)

Fo : I

8. Date contract signed

9. Completion / delivery date

Section 2: Ship details

0. Type of vessel (by OECD category)

. rate) - - price
14. Contract price -

15. Estimated contract loss (if any) I
16. Contract related aid -
- A. Granted to yard: '
(a) grants ~ o S SR /
(b) credit facilities . ’ DR "
© specific fiscal concession
(d) other suppoi't
B. Grantcd to customer or ulumate owner ;
(ﬂ) grants
~ (b) credit facilities™
" © guarantees'
. (d) fiscal concession
. (¢) other support -
17. Date aid granted

V.

) ‘12, Gross tonnage (GT)

1. Dead-weight (DWT)......., .............. ettt S

“

&0

Contact for inquiries: ...........:ceeeveueermene VO 0 SR S

M for credits granted the following lnfomation shall be provided

- volume : S Lo .

- repayment perlod o g — v

- frequency of payments o o '
" - interest rate v

for guarantees granted the following 1nformatlon shall be provided
.= volume : . . ! :

- premium paid . . L '

- duration : ' ;

- other terms and condxtxons

15
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Schedule 2
REPORT OF COMPANY FINANCIAL SUPPORT

Section 2: Turnover and pmﬂt/(loss)tobcoompldedbyaﬂommmmmm:ptofdxmapmduwmmd

Reporting year

Previous yea.r

10. Turnover

_11. Of which related to merchant shprunldmg and shxp conversion:

(a) related to contracts concluded befone 1 January of the year
concerned
(b) related to contracts eoncluded after 1 January of the year
; concerned; of which
" - related to development assistance to dev;lopmg countries

12. Losses (lf any)

13. Of wlnch related to merchant shprunldmg and slup conversion:
-(a) related to loss on contracts . .- o
_ (b) related to movement in provisions
© related to restructuring expenditures

funding from any pubhc sourca)

" Section 3: Cash ﬂow to be filled in for all compams which have, reglstered lossm under 12 and have rwelved

Reporu'ng year

Previous year

Expenditures '
14. Trading losses before depreciation
15. Investment expenditure -

. 16. Other expenditures

17. Other changes in working capital

16

including for 3, details of numbers of workers involved

' Name of comparty .
Section 1: Public aid »
Operating aid - 1. Contract | Directaid | Indirect . Legal basis
. value recefved ald support | (including
2. Costs/loss’ . date of
: approval by
Commission)
1. Contract support: } :
" (a) related to contracts concluded before
* 1 January of the year concerned
t. ’ g ~
(b) related to eoxit:ac!s concluded afier
1 January of the year ooncemed, \
- of which:
- related to development assistance to
developing countries
- related to contracts subject to
Atticle3 (3) . -
' Costs'® . | Ak .| Legalbasis
recefved (including
date of
approval by
the -
Commission)
1. Investments :
3. Social aids
a. Other cash closure costs
*5. Asset disposal coste/receipts
6. Rescue and Mﬂuﬁng costs
7. Research and devel‘opment costs
‘| 8. Eavironmental proféction '
9. Other costs .
Contact for inquiries: " Date :
Position: Signature:

Source of funds
18. Equity receipts:

. (a) from public shareholders
(b) from private shareholders

- 19. Loans and overdraﬁs : . -

(a) from pubhc sources

(a") of which contract support
(b) from private sources
-(b’) of which contract support
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) X Schedule 3

"REPORT ON YARDS ABLE TO BUILD MERCHANT SHIPS OF OVER 5 000 GT

o1 Name ofthe company S - . edereeeneneea RISV ....... -;...‘ ..........
2_.Totalava11ablccapa01ty | ‘ o o G ........... s )(CGT) -
- 3. Data on tﬁe‘ dock/berth . | \
" Dockorbeth -  Maximum size of ships (GT)
(overeivneerensroesssssasssasssesssanes S —_— O O SR U Y,
( ...................................................... '.....) I(.‘T.‘...................................--....-.....: ................... )
(roreeennenressssssnnsnisssssmssbonsessosesionsizeio) | (eevmesessecsiieessmsseseisess e Speeee s )

4. Descnptlon of any plans for futu:e capac1ty expansmn or reductlon :
‘5. Structure of ownership (capital structure, share of direct and indirect public ownersh1p)
- 6. F1nanc1a1 statements (balance sheet, profit and loss statement, 1nclud1ng, if avallable separate '
~ accounts covering the shipbuilding activities of holding) . :
- 7..Transfer of pubhc resources (including debt guarantees, bond mfusmns etc )
. "Exernpnons from financial or other obligations (including tax privileges, etc.)
9. Capital contribution (mcludmg equlty mfusmns w1thdrawa1 of capltal d1v1dend loans‘and their
' 5reﬁmd1ng, etc.) o . . .
10. Debt write-off : N
11 Transfer of losses

o0

o4
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