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1

SIR PETER MIDDLETON PS/Chancellor

BP/KIO

BP are under heavy pressure from the MMC to provide firm evidence
that they were voicing their concerns over the growing KIO holding
at the end of last year.

2 They asked me this morning whether they could give to the MMC
immediately, and prior to a hearing later on in the morning, a
copy of Walters' letter of 17 December to the Chancellor, copy
attached. I refused. I said that I was not greatly worried over
the substance. But I did not see why, as in other evidence, they
could not simply summarise the evidence rather than supply
original documents. We do not want release of this letter to lead
to demands for sight of other letters or notes of meetings.
Moreover, there was no time to seek the Chancellor's agreement
for the release of the letter which I thought was necessary.

S I also had in mind that MMC might ask to see the Chancellor's
reply. In fact that took the form of a telephone conversation -
see Mr Taylor's note of 18 December attached.

4. BP have now come back to me this afternoon to say that
following the hearing they feel their credibility is thin unless
they can show the letter. I have refused to let them do so
immediately, but I have said that I will consider it urgently.
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5k Unless you object I now propose to help them by agreeing. As
I say, I see no objection to revealing the substance which
demonstrates that we and the company were indeed concerned
throughout, for reasons which we have subsequently put to the MMC.
I think BP should volunteer that Ministers agreed, in reply to the
letter, that the right course was for Walters to speak to the KIO
(in fact he did not do so for some time!). I1f we were asked for
our reply we would simply say that it was agreed on the 'phone
that Ministers welcomed the idea of Walters pressing the KIO. At
the same time Mr Mellor was taking his FCO initiative.

6. Do you agree please? 1If possible, I would like to tell them
tomorrow morning.

D J L MOORE

page 2
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As you are no doubt aware from briefings from your officials, since
the initial discussions with both the Treasury and the Foreign Office
on the Kuwait Investment Office's purchase of BP shares, we have
taken a jointly well rehearsed public stance on this subject. This
was originally to welcome the Kuwait Investment Office as a long term
shareholder and to note BP's stated interest in widening its share
ownership on an international basis. We have, however, pointed out
privately to your officials that any accumulation of stock above the
10% level does raise certain questions of both a commercial and
political nature that may have potential negative aspects on the
Company .

The Company has of course contacted the Kuwait Investment Office at
working level and has offered to discuss the general issue of their
shareholding and its strategic implications. To date, the response
has been that there are no commercial or financial grounds for
dialogue, merely, to use their words, political ones which can only
be held at Chairman level. As we have watched the shareholding grow,
and indeed now exceed the 15% level, you should be aware that our
advisors, Warburgs, were instructed earlier this week to contact the
Kuwait Investment Office once again to ensure an understanding of our
attitude. This relates particularly to the political and financial
implications which follow from a concentration of stock in their
hands. These are judgmental issues, but they may well impact on our
capacity to compete freely, particulaly in the U.S. market.
Furthermore, the implications of this shareholding increasing, for
instance, to the 20-25% level are not ones which we think are in the
best interests of all the shareholders.

i)



I think it would be helpful if we could review briefly your own
reaction to the current and potential situation in order to avoid any
conflicting messages. I feel it is in the shareholders' interests
that I should speak to the Chairman of the Kuwait Investment Office
along the lines of the attached briefing note. I look forward to
hearing from you your own reactions to this proposal.

I have copied this letter and attachment to Geoffrey Howe and Cecil
Parkinson.

Brattiods 270 2SS,

The Rt. Hon. Nigel Lawson, M.P.,
Chancellor of the Exchequer,
H.M. Treasury,

Parliament Street,

London SW1 3AG.
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BRIEFING NOTE AGREED WITH WARBURGS

IMPLICATIONS OF MAJOR SHAREHOLDINGS IN BP

Until the recent purchases by the Kuwait Investment Office (KIU), the
largest holder of BP (other than HMG) had around 2% of the Company's
issued share capital. The KIO now owns partly paid shares
representing over 15% of BP.

BP is concerned that the prospect of any single shareholder acquiring
a holding greater than 10% could have adverse implications for the
Company's ability to increase value for all shareholders. KIO, which
is associated with a major oil producing country, may represent a
particularly sensitive shareholder.

COMMERCIAL

BP is an international company with operations in over seventy
countries. It is essential for BP's development that it can compete
with the major oil companies on an equal basis.

Any single large shareholder owning 10% or more of stock will be
associated, in the minds of important decision makers in many
countries of the world, with significant influence in the direction
of the Company's affairs.

The existence of a large shareholding with this potential influence
will affect the attitudes of the company's customers and suppliers,
irrespective of any assurances given by the shareholder or the
company .

POLITICAL

Equally, if not more importantly, BP's relationships with foreign
governments are fundamental to the continuing success of the Group.
The implications of a large shareholder with major political
connections could be particularly detrimental to BP's ability to
trade freely in all areas where it wishes to do business. This point
is particularly relevant in the USA where more than half of BP's
assets are located. There are potential complications for such
issues as the Special Security Agreement for our structured materials
company and also for our resource based operating companies under the
conditions of the State Leasing Statutes.

FINANCIAL

Speculation and uncertainty are accentuated when a large block of the
Company's shares is held by one investor. This can cause volatility
and destabilise the shareholder base. It can create particular
difficulties in the acceptability of the company's securities in new
issues.
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FROM: J M G TAYLOR
DATE: 18 DECEMBER 1987

cc Sir P Middleton
Mr Monck
Mr D q/L/ﬂggre
NOTE FOR THE RECORD

Conversation with Sir Peter Walters (BP): KIO

The Chancellor spoke to Sir Peter Walters on the telephone this

evening.

2. The Chancellor thanked Sir Peter for his letter of 17 Deceﬁber
about BP and the KIO. He thought that the suggestion that
Sir Peter should speak direct to the Chairman of the KIO was
very sensible. But he thought that the briefing note was rather
tentative, and in part said things which BP would not want to
say. For example, the briefing note implied that the KIO might
have some potential influence. Sir Peter said that this point

was well taken, and he would review the briefing note.

3. The Chancellor said he would be 1inclined to concentrate
on the political dimension. Any increase 1in the KIO holding
would be damaging to BP in many countries, and indeed damaging
to the KIO. Sir Peter agreed.

4. The Chancellor suggested that Sir Peter Walters might like
to press Sir Geoffrey Howe. He was aware that Mr Cazalet had
spoken to Mr Mellor vyesterday, but he thought that Mr Mellor
would only touch lijhtly on the matter during his tour. Sir Peter

said he would speak *o Sir Geoffrey Howe as advised.

e

J M G TAYLOR
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11TH R9ufm LICENSING ROUND

I am writing to let you know that we intend to make the announcement
next Thursday 7 July, which will effectively launch the 1llth
Offshore Licensing Round. I shall need to lay revised regulations
before the House during July as there are a number of points of
detail on which licences issued in this Round will differ from those

issued in previous Rounds.

The selection of blocks for this Round has been more difficult than
in the past. Companies have certainly demonstrated enthusiasm for
new exploration acreage but they are much more cautious than they
were a few years ago when the o0il price was much higher and they
have little appetite for high risk frontier acreage. Consequently
from a long term point of view we have to 'mark time' by creating
licensing opportunities in mature areas which have previously
remained unlicensed because of competing uses, and also by including
a large number of previously licensed blocks which have been
relinquished or surrendered. We have included some frontier acreage
although these blocks might not be highly competed for in the
present climate. I think in summary that we have managed to put
together a package which should result in a successful Round. The
block list has already been cleared with officials in interested

Departments.

As regards the licence term you will be aware from our E(A)
discussion that one of our aims was to induce companies to stop
banking acreage they were not using. We have now agreed with the
industry a new deal whereby the second term of 1llth Round licences
will have a break point at the end of 12 years. If they do not have
a development under way by then they will, with certain exceptions,
be expected to surrender the licence. This new development has been

welcomed by British independents.

RESTRICTED
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There was some discussion at E(A) about the possibility that some
blocks might be offered for cash tender. I have given this
considerable thought and Peter Morrison has discussed it with

Peter Lilley. The conditions which E(A) set for inclusion of such
blocks have not been met and accordingly I have decided that this
Round should be a wholly discretionary one. None of the blocks in
the list is of outstanding attractiveness; and the oil price has
shown no improvement since we discussed the subject last March.
There are also good political grounds for avoiding licensing by cash
tender, which is widely perceived in the industry as benefiting the
multinationals over the independents. This would not be popular at
a time which is difficult for our own British independent sector.

I am copying this minute to Members of E(A) Committee, the Lord
President, the Secretary of State for Defence, and to

Sir Robin Butler. “B

SECRETARY OF STATE FOR ENERGY

M’July 1988

RESTRICTED
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Steve Whiting Esq

Private Secretary to the Rt Hon Peter Morrison MP
Minister of State for Energy

Department of Energy

Thames House South

Millbank

LONDON

SW1P 4QJ

I July 1988

ELEVENTH ROUND OF OFFSHORE LICENSING

The Minister of State for Energy came to see the Economic
Secretary yesterday to discuss the Economic Secretary's letter
of 24 June, and the Minister of State's of 28 June.

The Economic Secretary said that he accepted that the present
was not a very auspicious time to introduce auctions for oil
licences, both because of the prevailing level of o0il prices,
and because of the adverse reaction to the Budget proposals

from companies operating in Southern Basin. Nonetheless, E(A)
had given a clear remit to consider whether the blocks being
made available were particularly attractive. There were
considerable difficulties in determining in advance how much
a particular block was worth. But it would be a matter for
concern 1if assets were being allocated with no appraisal of
their value. The Economic Secretary had expected that Treasury

officials might become involved in the process of determining
the worth of particular blocks, particularly in view of the
extent to which his officials had been prepared to cooperate
with the Department of Energy on fiscal matters. He had not
necessarily expected anything to come of this process of
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investigation, but he had expected at 1least to be involved in
it He had therefore been surprised and disappointed when
Treasury officials' request for a meeting had been turned down.

The Minister of State said that, partly for reasons that the
Economic Secretary himself admitted, he had seen 1little point
in such a meeting. He recognised, however, that the subject
of auctions was one on which the Economic Secretary himself
felt strongly. ' It had certainly not been his intention to proceed
with the Eleventh Round before consulting the Economic Secretary.
Nonetheless, he continued to think that a system of discretionary
allocations of licences was preferahle to an auclion. Under
the present system, companies competed for licences not on price
but on the work programmes that they offered for the exploration
and development of particular areas. This led to a quicker
and more extensive exploration of the North Sea than would be
achieved by a market mechanism, particularly as companies were
encouraged to explore blocks which might otherwise be neglected.

The Economic Secretary said that he had made clear his views
on auctions on a number of earlier occasions. But what was
at issue here was not so much the intrinsic merits of the two
systems, as the involvement of Treasury officials in determining
the attractiveness of particular blocks being considered for

inclusion in any Round. He had no wish to delay the start of
the Eleventh Round, which he knew the Minister of State wished
to announce shortly. But he thought nonetheless that a meeting

between officials should take place.

The Minister of State said that he was grateful to the Economic
Secretary for saying that he did not wish to delay the Eleventh
Round, as the Minister of State hoped to announce this by the
following Thursday. He continued to doubt whether a meeting
between officials would serve any useful purpose. Nevertheless,
he was happy to agree to one if the Economic Secretary thought
this desirable. The Economic Secretary said that he was grateful
to the Minister of State for accepting that Treasury officials
should be involved in such discussions. He too thought it
unlikely that anything which would impinge on this licence round.
would arise out of a meeting at this stage, but even so it would
be helpful for it to take place.

\L‘»\,J'g S\ v Cc»e(.\]
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P P D P BARNES
Private Secretary
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From: S D H SARGENT
Date: 1 July 1988

MR MOORE ce PS/Chancellor s~—

BP/KIO
Sir Peter Middleton was grateful for your minute of 30 June.

2 He shares your view that we should agree to allow BP to
show the MMC a copy of Walters' letter of 17 December to the
Chancellor. But hé thinks that we should ask to see a draft
of the covering letter they propose to send to the MMC to ensure
that the reference to our response is put in the terms suggested
in paragraph 5 of your minute.

o

S D H SARGENT
Private Secretary
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J M G TAYLOR
1-July 1988

»

MR D J L MOORE cc PS/Sir P Middleton

BP/KIO

The Chancellor has seen your minute of 30 June.

28 He is content for you to let BP show the MMC Walters' letter of
17 December to the Chancellor. He agrees with Sir Peter Middleton,

however, that we should make sure that the form of words that BP

use to describe Ministers' response should be correct.

o

J M G TAYLOR
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1. MR Moqgé e Chancellor
Chief Secretary
2. FINANCIAL SECRETARY Paymaster General

Economic Secretary

Newasd bagmiiful fo- geusogrann®  sir P Middleton
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BP: STOPPED CHEQUES

A
This submission reports the progress made qﬁ legal action
against BP defaulters who applied for 2,500 shares or more,
and recommends a further stage of action against those
defaulters who applied for 1,000 shares or more.

Background

2. Mr Johnson's submission of 16 March explained that letters
had been sent to all BP defaulters on 29 February. In the
case of those who had applied for less than 2,500 shares the
letters were sent from National Westminster Bank reminding
them that they remained liable to legal action and would not
receive the benefits deriving from the shares they had agreed
to buy unless they paid up. In the case of 81 defaulters who
applied for more than 2,500 shares Treasury Solicitors wrote
threatening legal action unless they paid within 14 days.

3. These letters produced some payments from both groups of
defaulters. The current situation is that of the 4845
defaulters who originally stopped their cheques 2614 had paid
up before the last letter was sent and a further 712 did so
after receiving it. There are currently 1519 defaulters ¥
remaining, and the total amount outstanding is £935,976.

4. Of the 81 defaulters who had applied for more than 2,500
shares, 14 paid up on receipt of the 1letter. Writs were
issued against the remainder, and judgements have now been
obtained against almost all of them. Of the defaulters
against whom writs were issued all but 37 have now paid up,
and over £300,000 has been recovered. The sums outstanding

from the remaining cases amount to some £195,000, and the
cases fall into two categories: those who could pay up but
3 r
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are continuing to resist; and those who are genuinely unable
to pay. The former «can usually be dealt with by an
examination of their means and by garnishing their bank
accounts. In the case of the latter, we can recoup some of
our losses by selling their shares, but our chances of
recovering the remaining sums are slim. The Treasury
Solicitor estimates that about £83,000 will eventually be
recovered in full, and that we should bc able to recoup about
half of the remainder by the sale of the defaulters' shares.

Issues

5. We now need to take a decision about 1legal procedings
against defaulters who applied for less than 2,500 shares. I
attach an annex which gives a breakdown of the remaining
shareholders by the number of shares for which they applied.
This shows that most of the remaining defaulters applied for
200 shares or less. This means that the total sum that each
of them owes 1is below £250. Treasury Solicitors wusually

advise, on cost grounds, against sueing for a recovery of
less than this amount. However, there are still over 700
defaulters who applied for more than 200 shares, with large

numbers of defaulters at both the 500 and 1,000 share levels.
In particular, we think it worth extending legal procedings

to the 206 defaulters (excluding those against whom
procedings have already been started) who applied for 1000
shares or more. These account for some £318,000 of the

outstanding sum, and extension of legal procedings to them
would be seen as a logical extension of the current policy.

6. If you wish Treasury Solicitors to pursue these cases
there is some advantage in advising them of our intention to
proceed 1in the next week. This would enable us to give
defaulters 14 days to respond to our letter, as before, and
still allow enough time to start procedings before the courts
begin their long vacation. It would also be desirable, to
avoid confusion, to begin procedings before the collection of
the second instalment due on the shares begins.

7. As far as defaulters who applied for under 1,000 shares
are concerned, they will again be reminded that they are
liable to 1legal action when letters are sent to them
requesting payment of the second instalment on the BP shares,
due on 30 August. They will be warned that they will not
receive interim certificates unless they pay both the first
and second calls on their shares. This may prompt some to pay
up; those that do not can again be considered for 1legal
action 1in the Autumn, by when the amount that they owe may
have increased suficiently to justify court action.

Recommendation

8. We recommend that Treasury Solicitors be instructed to
send a letter to those defaulters who applied for 1000 shares



or more, advising them that unless they pay up within 14 days
legal procedings will be started against them, and that
Treasury Solicitors be instructed to issue writs in the event
of non-payment. Consideration of the remaining cases should
be deferred until after the second call. '

Pt

C J JARVIS
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Anncx

BP defaulters

Number of shares
applied for

80 - 200
300 - 400
500 - 900

1,000 - 2,000
2,500 - 10,000

Number of
defaulters
remaining

753

233

290

206

37

Total amount
outstanding
£119,856
£ 93,840
£209,040
£318,000
£195,240

£935,976
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11th OFFSHORE LICENSING ROUND

The Prime Minister was grateful for
your Secretary of State's minute of 1 July
and has noted that an announcement will be
made on Thursday 7 July.

I am sending a copy of this letter to
the Private Secretaries to the members of
E(A), the Lord President, the Secretary of
State for Defence and Sir Robin Butler.

(PAUL GRAY)

Stephen Haddrill, Esqg. ;
Department of Energy.

RESTRICTED
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' FROM: H C GOODMAN
\ DATE: 5 July 1988

6 ;
1 MR WILEZ‘;S r’ 0},,, cc. PS/Chancellor=X\—
" i PS/Financial Sec
2ia ECONOMIC SECRETARY sl h Mr Scholar
F / Mr D J L Moore
:/._,_,; Mr Culpin

ok St 28 Mr Johns - IR

ELEVENTH ROUND OF OFFSHORE LICENSIN (L ’ & 1 E

Following your discussion with Mr Morrison last week, we had
a meeting with Energy officials to discuss the background
to the Eleventh Round. This minute reports on that meeting.
You will also have seen that the Prime Minister has now noted
Mr Parkinson's proposals for the Eleventh Round which are
to be announced on Thursday. I attach the draft, which has
been prepared by Energy officials, together with a map of

the blocks.

2% When E(A) discussed the Eleventh Round at the beginning
of March, it was agreed that the possibility of auctioning
some of the blocks should be considered if oil prices improved
or 3 f particularly attractive blocks were released.
Unfortunately, oil prices have not improved: at the beginning
of March, Brent spot prices stood at $14.50 p.b., today they
are at $14.00 p.b. though, because of exchange rate movements,

the steriing price has barely changed.

35 The blocks which Energy propose to include in this round
are listed in the draft proposal. They made the following

points to us about these:-

() Central North Sea and Northern North Sea - The

most attractive blocks are in these categories
with good seismic results, but the fishing industry
will object to further developments. Many part
blocks are on offer |There, which have been
relinquished following previous failure by

companies to develop in earlier rounds.
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(ii)

(1ii)

(iv)

(v)

(vi)

(vii)

(viii)

(ix)

Orkney/Shetlands - some good seismic results,

but a high risk area, may all be taken by one

company.

Faroes/Shetland - restrictions on production,

because of MoD's interests,will be needed.

Hebridean Platform - these are in deep waters

(and thus expensive to develop).

OQuter Moray Firth and Forth Approaches - Good

seismic results have been achieved by the British
Geological Survey, but the companies have shown
little interest, so the Department hopes to attract

them by inclusion.

Irish Sea/Manx Basin - only British Gas have

developments here. Further discoveries by them
and Esso (which are confidential) could mean
they bid here. There will be restrictions because

of navigational and environmental concerns.

Southern North Sea - This is mostly under 1licence.

Following careful negotiations with the MoD,
new areas are being included. There 1is a
possibility of gas at 16,000 ft.

Cardigan Bay - Restrictions on the timing and

place for drilling have been required by Lhe
MoD.

English Basin - Environmental and navigational

problems may make development difficult and costly,
but it . is. thought ;that ~a . continuation ‘of: the
Wytch Farm trend will be found.



4, So overall the picture is mainly one of blocks included
where development will be constrained by the interests of
the fishing and shipping industries, environmental concerns
and MoD's interest, either in the form of firing ranges or
submarine lanes. Energy officials have succeeded in persuading
the MoD to be more flexible about the areas they need for
target practice, which may open up good possibilities also
in future rounds. Only the blocks in the already developed
areas near the median line do not face such serious problems.
But although they are near the mature fields, they have been
licenced before and so, despite improvements in seismic
techniques, it 1is Dbecoming 1less 1likely that reserves in
commert&al quantities remain undiscovered here. These would
have been the most suitable candidates for auction, but even

these are not particularly attractive.

5 For the future, it may be that we should not seek to
rest the argument for auctions so heavily on the attractiveness
of the blocks. It is 1likely that further development will
be more constrained, in any case licences could be auctioned

with conditions attached.

6 One new feature in the Eleventh Round is the proposal
to offer more generous terms in deep waters. You will see
that the pefiods allowed for exploration have been extended
to 48 years, with a 1longer initial period of 8 years and
surrender only if no development has taken place after 16 years.
Given the greater problems and costs associated with deep

waters, this is a sensible innovation.

Recommendations

g Clearly it is now too late to re-open the question of
auctioning some blocks in this round. In any case, it would
be difficult to show that the criteria agreed at E(A) had
been fulfilled. Nonetheless, we now have more information
about the blocks on offer. Since this includes some new
acreage; blocks expected to be of interest to different sectors
of the industry and blocks in a wide variety of geological

and commercial situations, we can expect a reasonable spread



of development and a relatively successful licence round. We
have no drafting comments on the proposed announcement, and
suggest that your Private Secretary telephones Mr Morrison's

office to register Treasury agh&sment. Cabmnrrecte .

R A
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H C GOODMAN
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PS/CHANCELLOR OF EXCHEQUER<—— e Economic Secretary
Sir P Middleton

Mr Scholar
Mr D A Moore

}/f\ o Mr ML Williams
PS - IR
Mr Johns - 1R
ROYALTY OIL

The Chancellor asked (Mr Taylor's minute of 15 June) how 1long it

will take to phase out the participation agreements.

23 Department of Energy officials have now discussed this with
OPA. To a large extent on this work they will be in the hands of
the o0il companies. This makes it difficult to be precise about
the timetable. Energy's preliminary view is that the more

straightforward task of terminating the option deeds should
probably take no more than 4 or 5 months. The other work of
preparing initial drafts of deeds of termination of the
participation agreement will take longer and it is on this that we
will be dependent on the companies. Because we need their
cooperation the Department of Energy judges it best not to set
target dates. However, the Chancellor should be pleased to know
that OPA had already made a start on the work and the bulk of it

should be cleared by the end of financial year.

MAN
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HC



BRIGC DIsas e
DIzasTER DEALS Bl oy TO L TRADE

PE?FEET ﬁtk;ﬁsah and Larpry g
e HbSﬁclstiDn ECDﬁDmiic
HiTs

in

Bhsh= e m e g :
o S T R 4 Sto=
:hu;dgun af Dfﬁégf:?fr

isids :UFFﬁUr-‘ S0 G (o e
- = Zigred i 7
?;Dha Flatfoprny u{?lthw

This wily |
m?ﬁfh in lozt =
HS b al me o e
§ Surw;;;;iu?_lﬁtEFﬁafiDnal Search
sontinued, i3 ;f_the Horth Sa- ;nf;'
P+ More 4 peonoaMme clear that ik
; “re 4 Headlines PR SRy,

xlnl 5

an Ly

defericrating balancs of

iticn has recsiwved anoibsr
b Ml A
R when Brifsin's irads wiih
the resi of the world is alrsady
ceem iy the red, the 1o oSS0, Gl
DErre of il o3 day comes as bad news
fopr Dhancsllor M Migel Lawson,

dzide from pori=s, ihe

clozure of i wogld loze Mr
Lauzon Deius million and £400
million in FEvgsnus ower 5 whols
et

Houwswver, with SCowvernment financ
their healthisest for mors than =

e+ oFore 4 Headlines o+ G0




an G7-07-38 at 11:

£, this will be only a minor
rritant to the Chancellor.

The fact that a good deal of routine
maintenance work takes place during
the summer. when the weather in e
Morth Sea iz kinder, means that the
loz=s of production will be less than
it would have been a3t other fTimes .

The price of Morth S oil ross in
the wakse of the diss Eraenmt cruds
for Sepiember delive ood a3t 14 95
dzxllars =z barrel, v dollars
la=t night

Morth Sea o0il proceeds hawe preventsd

Eritain from sinking swven further into
the red in foreign trade. On SWerags
7+ More 4 Headlines &+ aoe G

= &
on oy

the UK has 3 £330 millicrn 3 month
surplus in oil, although this iz down
marksedly on the =2arly S0=, dus to

lower oil prices and = gradiual  rondoun

7+ More 4 Headlines




. CONFIDENTIAL
035703

_ i MDHIAN 6556

PS/CHRNCELLOR OF THE EXCHBOUER

TRERSURY /

CONFIDENTIAL V

FM LAGOS
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TELNO 754
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INFO PRIORITY DEPARTMENT OF ENERGY, DTI, OPEC COUNTRIES

INFO PRIORITY UKMIS IAEA VIENNA, UKREP BRUSSELS, WASHINGTON

INFO PRIORITY UKDEL OECD PARIS

CALL ON LUKMAN, MINISTER OF PETROLEUM
SUMMARY

1. LUKMAN SAYS HE IS VERY CONCERNED ABOUT THE PRESENT OIL PRICE
SITUATION AND IS CLEARLY UPSET BY THE UAE'S RECENT MOVES.

HE DOES NOT RULE OUT THE PROSPECT OF AN EARLY OPEC MINISTERIAL
MEETING. HE LEAVES FOR VIENNA ON 10 JULY AND EXPECTS TO BE THERE
FOR MOST OF THE WEEK. HE MAY RETURN VIA LONDON.

DETAIL

2. I CALLED ON LUKMAN, MINISTER OF PETROLEUM AND OPEC CHAIRMAN,

ON 8 JULY TO SOUND OUT HIS REACTIONS TO THE DEVELOPMENTS IN THE

OIL MARKET SINCE THE LAST OPEC MEETING. HE WAS PARTICULARLY CONCERNED
ABOUT THE UAE'S OVERPRODUCTION. HE SAID OPEC COULD HAVE LIVED WITH
THE FACT OF UAE'S OVERPRODUCTION BECAUSE THAT WAS NOT NEW, BUT

NOT WITH OTAIBA'S PUBLIC STATEMENT THAT THEY WERE NOT PREPARED

TO ABIDE BY THEIR QUOTA. HE SAID HE VIEWED THE CURRENT SITUATION

AS VERY SERIOUS AND SAID IT WAS IMPOSSIBLE TO PREDICT WHAT WOULD
HAPRPENC “HE-DI D NOTRULE OUTHA:SUBSTANELAL “DROPTIN THE 'PRICE TF THE
OVERPRODUCTION BY THE UAE, BY KUWAIT, AND THE HIGH PRODUCTION

LEVELS OF IRAQ CONTINUED (WITH THE IMPACT OF THE UAE BEING THE MOST
IMPORTANT). ON THE WHOLE HOWEVER HE THOUGHT THAT THE OPEC '
PRODUCERS HAD LEARNT THEIR LESSON FROM THE 1986 PRICE COLLAPSE,

AND HE THOUGHT THAT RATHER THAN EVERBODY FOLLOWING THE UAE AND
ABANDONING THEIR QUOTAS, THE REST WERE LIKELY TO STAND FIRM AND

PUT PRESSURE ON THE OVERPRODUCING GULF COUNTRIES TO COME BACK INTO
THE FOLD. HE ALSO SAID THAT IRAQ'S PRODUCTION LEVELS WERE GROUNDS

FOR CONCERN. THEY WERE NOW PRODUCING MORE THAN IRAN, WHICH

REMOVED THE JUSTIFICATION FOR THE EXTRA NEUTRAL ZONE PRODUCTION,

AND SAID HE HAD BEEN PRESSING THIS VIEW ALTHOUGH WITH LITTLE SUPPORT.

3. LUKMAN LEAVES FOR VIENNA ON SUNDAY 10 JULY. I ASKED WHETHER

PAGE 1
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THIS WAS A CONSEQUENCE OF THESE DEVELOPMENTS OR WHETHER HE HAD
PLANNED TO GO ANYWAY. HE SAID HE HAD PLANNED TO GO ANYWAY,

TO HELP WITH THE HANDOVER TO THE NEW SECRETARY GENERAL, BUT

THAT HE FEARED NOW HIS TIME WOULD BE DEVOTED TO SHORING UP THE
QUOTA SYSTEM. I ASKED IF HE ENVISAGED THE NEED FOR ANOTHER EARLY
MINISTERIAL MEETING. HE SAID HE DID NOT RULE THAT OUT.

4. PREDICTABLY, LUKMAN COULD NOT RESIST THE OPPORTUNITY TO LECTURE
ME ON THE NEED FOR THE NON-OPEC PRODUCERS TO HELP OPEC MAINTAIN
THE PRICE. HE SAID THAT THERE WAS NOW A VERY REAL DANGER OF A
SIGNIFICANT PRICE COLLAPSE TO A LEVEL WHICH WOULD DO GRAVE

DAMAGE TO UNITED STATES OIL PRODUCTION AND ALSO TO- THAT IN THE
NORTH SEA. HE SAID THAT FOR THESE REASONS THERE WERE THOSE 1IN

OPEC (''THE OPEC SHARP-SHOOTERS') NOW ADVOCATING THAT OIL PRICES
SHOULD BE PURELY A FACTOR OF MARKET FORCES. THAT COULD TAKE THE
OIL PRICE DOWN TO DOLLARSS5 PB OR LESS, WHICH WOULD DESTROY

MUCH OF THE EXISTING WORLD'S OIL PRODUCTION TO THE BENEFIT OF A
FEW OF THE OPEC PRODUCERS. HE SAID THIS COULD NOT BE IN OUR
INTERESTS, AND EVEN A MODEST GESTURE OF SUPPORT, SUCH AS THAT MADE
BY NORWAY, WHILH HE SAID, CONTRARY TO THEIR STATEMENTS, HAD NOT
REALLY CUT PRODUCTION AT ALL, WOULD BE HELPFUL. I SAID THAT WHEREAS
I UNDERSTOOD WHAT HE WAS SAYING, HE WOULD APPRECIATE THAT WHILE
THE BRITISH GOVERNMENT WAS WELL AWARE OF THESE ARGUMENTS AND HAD
STUDIED THEM CAREFULLY, WE WERE OF THE VIEW THAT OIL PRODUCTION
LEVELS AND PRICES SHOULD BE DETERMINED BY MARKET FACTORS ONLY
WITHOUT GOVERNMENT CONTROL, BUT SAID THAT I WOULD OF COURSE REPORT
WHAT HE HAD SAID.

5. WE DISCUSSED "BRIEFLY=THETENG tPROJECIHITANDE FTHE 0550 =k LElLD PROJECT..
HE SAID HE HOPED BRITAIN WOULD BE ABLE TO SUPPORT BOTH. I STRESSED
THAT ANY INVOLVEMENT BY ECGD WOULD HAVE TO FOLLOW A MORE GENERAL
AGREEMENT WITH THE IMF. HE SHOWED IMPATIENCE AT THIS, SAYING THAT
THESE PROJECTS AND OTHERS IN THE HYDROCARBON FIELD, SUCH AS THE
FOURTH REFINERY AND THE PHASE II PETROCHEMICAL DEVELOPMENT,
PROVIDED THE MAJOR PART OF THE ANSWER TO NIGERIA'S ECONOMIC WOES.
THEY WERE GUARANTEED TO INCREASE THE COUNTRY'S HARD CURRENCY
PAYMENTS AND HE HOPED WE WOULD BE SYMPATHETIC.

6. LUKMAN ALSO MENTIONED THAT AT HIS MEETING WITH MR PARKINSON

ON 20 JUNE THERE HAD BEEN MENTION OF THE POSSIBILITY OF MR
PARKINSON COMING TO LAGOS, AND ASKED WHEN I THOUGHT HE MIGHT BE
ABLE TO DO SO. I SAID THAT I HAD NO INFORMATION ON THAT, BUT THAT
I UNDERSTOOD IT HAD BEEN AGREED IN PRINCIPLE (YOUR TELNO 443).

PAGE 2
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7. HE SAID THAT DEPENDING ON WHEN HE COULD GET AWAY FROM VIENNA,
HE MIGHT RETURN VIA LONDON. I ASKED HIM TO LET ME KNOW, PERHAPS
THROUGH OUR EMBASSY IN VIENNA, IF HE NEEDED ANY HELP (HE IS
UNLIKELY TO DO SO: HE TRAVELS THROUGH LONDON FREQUENTLY WHERE
SHELL USUALLY LOOK AFTER HIM WELL).
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AND TO PRIORITY DEPT OF ENERGY (FOR 0S0)

MY TELNO 282: OFFSHORE NEWFOUNDLAND

I SPECULATION CONTINUES THAT A DECISION IS CLOSE ON DEVELOPMENT
OF THE HIBERNIA FIELD OFF NEWFOUNDLAND.

Con AT THE TIME OF THE PRIME MINISTER'S VISIT TO CANADA IN JUNE,
THE CANADIAN ENERGY MINISTER TOLD US THAT THE GOVERNMENT'S
NEGOTIATIONS WITH MOBIL WERE PROVING DIFFICULT AND THAT MOBIL
WERE HOLDING OUT FOR ADDITIONAL FEDERAL SUPPORT OVER AND ABOVE
THE ATTRACTIVE OFFER THAT HAD BEEN PUT TO THEM.

o 4 IN THE LAST FEW DAYS MASSE HAS BEEN QUOTED AS SAYING THAT

NOW THAT TALKS BETWEEN THE GOVERNMENT AND MOBIL HAVE REACHED A
STAGE WHERE AGREEMENT WAS MORE POSSIBLE, MOBIL HAVE REVIEWED THEIR
DEVELOPMENT COSTS WHICH ARE NOW HIGHER THAN EXPECTED. AS A

RESULT IT MIGHT STILL BE SEVERAL WEEKS BEFORE ANY ANNOUNCEMENT

IS MADE. MOBIL'S COSTS HAVE PREVIOUSLY BEEN ESTIMATED AT BETWEEN
DOLLARS 4=-5 BILLION. THE SAME REPORT SUGGESTS THAT THE GOVERNMENT'S
CURRENT FINANCIAL PACKAGE IS ABOUT DOLLARS 1 BILLION AND INVOLVES
A COMBINATION OF SUBSTANTIALLY REDUCED ROYALTY REGIME, LOAN
GUARANTEES AND OTHER FORMS OF ASSISTANCE WHICH WILL TAKE EFFECT

IF OIL PRICES FALL BELOW DOLLARS 17-18 A BARREL.

WENBAN=SMITH
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FROM: J M G TAYLOR \
DATE: 11 July 1988

MS GOODMAN cc PS/Economic Secretary
Sir P Middleton
Mr Scholar
Mr D A Moore
Mr M L Williams
PS/IR
Mr Johns IR

ROYALTY OIL

The Chancellor was grateful for your note of 7 July.
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J M G TAYLOR
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ol vy HEYWOOD
DATE: 11 July 1988

MR C JARVIS (ofe. PS/Chancellor "él
Sir P Middleton
Mr Monck
Mr Moore
Mr Beastall
Mr Bent

BP: STOPPED CHEQUES
The Financial Secretary was grateful for your minute of 4 July.
2% You told me that we took action against those defaulters

who applied for 1000 Britoil shares. In the light of that, the

Financial Secretary is content with what you proposed.

JEREMY HEYWOOD
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BRIKTO

1. THE LOCAL PRESS CARRIES A REPORT OF A REUTERS' INTERVIEW
WITH THE GOVERNOR OF THE CENTRAL BANK OF KUWAIT IN WHICH SHAIKH
SALEM IS REPORTED AS SAYING THAT THE KIO COULD REDUCE ITS
SHAREHOLDING IN BP 'IF MARKET CONDITIONS WERE RIGHT'. HE IS
ALSO QUOTED AS ADDING THAT 'IT IS A LONG TERM INVESTMENT BUT

IF MARKET CONDITIONS ARE OK AND PRICES REASONABLE, I DO NOT
THINK THERE IS ANYTHING AGAINST SELLING'.

2. WE WOULD NOT BE INCLINED TO READ TOO MUCH INTO THESE REMARKS

ON THEIR OWN. ALTHOUGH SHAIKH SALEM IS ON THE BOARD OF THE

KUWAIT INVESTMENT AUTHORITY, IT IS UNLIKELY THAT HE WAS DOING MORE
THAT STATING THE OBVIOUS. IT IS STILL SHAIKH ALI KHALIFA WHO

CALLS THE SHOTS ON BP.

HINCHCLIFFE
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MY TELNO 180: ALGERIAN VIEWS ON OIL MARKET

SUMMARY
1 ALGERIAN ENERGY MINISTER REITERATES CONCERN AT MARKET
TENDENCY, AND SUGGESTS EXPLANATION.

DETAIL

& I WAS ABLE TO SEE NABI TETE~A-TETE ON 11 JULY AND PROBED
FURTHER THE VIEWS REPORTED IN MY TUR. HE SPOKE OF A CATASTROPHIC
COLLAPSE IN THE PRICE OF OIL IN MUCH THE SAME TERMS AS THE WEEK
BEFORE, BUT I WAS ABLE TO GET HIM TO SAY RATHER MORE ABOUT THE
POSSIBLE POLITICAL BACKGROUND TO THE ATTITUDE OF THE GULF STATES.

3 NABI STARTED BY WONDERING ALOUD WHETHER AN IMPORTANT ELEMENT
MIGHT NOT BE THE AMERICAN PRESIDENTIAL ELECTION CAMPAIGN. HE
ARGUED THAT A LOW OIL PRICE WOULD REDUCE THE DEFICIT IN THE US
CURRENT ACCOUNT, AND IMPROVED FIGURES WOULD HELP THE REPUBLICAN
PARTY. WHEN I POOH-POOHED THIS, POINTING OUT THAT THE INSTABILITY
CAUSED BY VERY LOW OIL PRICES WOULD NOT BE IN THE US INTEREST, NABI
ACCEPTED MY POINT BUT SAID THAT THE GULF STATES WERE NONETHELESS
HINTING STRONGLY THAT IT WAS AT AMERICAN REQUEST THAT THEY WERE
EXERCISING DOWNWARD PRESSURE ON THE PRICE.

4 NABI THEN SUGGESTED ANOTHER EXPLANATION WITH RATHER MORE
CONVICTION: THE LOWER GULF STATES WERE STILL SUSPICIOUS OF IRAQ
AND HAD MANY TIES WITH IRAN. THEY OBJECTED STRONGLY TO IRAQ'S
EXEMPTION FROM THE OPEC QUOTA SYSTEM, AND MIGHT BE TRYING TO
EXERCISE PRESSURE ON IRAQ TO ACCEPT A REASONABLE QUOTA LIMIT.
MEANWHILE OTHERS WERE BEING HURT.

5 NABI ASKED THAT I PASS A MESSAGE OF SINCERE SYMPATHY TO

MR PARKINSON IN RESPECT OF THE PIPER ALPHA TRAGEDY. IT WAS AN AWFUL
EVENT WHICH MUST SADDEN EVERYBODY IN THE INDUSTRY. HE ENDED BY
EXPRESSING THE HOPE THAT MR PARKINSON WOULD BE ABLE TO ACCEPT THE
NEW DATES PROPOSED FOR HIS VISIT (MY TELNO 183). THE STATE OF THE
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MARKET MADE ITA VERY GOOD TIME FOR EXCHANGES BETWEEN THEM.
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cc PS/Chancellor | 7

ry

PS/Economic Secretary

SIR P MIDDLETON 4{j 0}
\/// Sir T Burns
Mr Scholar
X§;> \fv’ Mr Odling-Smee
Mr Gieve
QFU v Mr Hibberd
{ Mr Mowl o/r

/ Mr Williams
b v
Mr Bush
Ms Goodman

Mr Owen o/r

Mr P Davis /
: Mr Cyopper

Mr Tyrie

Mr Call i

PIPER ALPHA : ECONOMIC CONSEQUENCES

You and copy recipients might like to see the Department of
Energy's assessment of the consequences of the/ Alpha-Piper
accident. We have been asked to assess the estimates of the

effects on the current account.

245 I have been sent also a draft of the D. of Energy's press
briefing (which has not yet been agreed within the department).
Again we have been asked to check the statements on the current

account. In my absence Mr Hibberd will organise this.

o)

P N SEDGWICK
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PIPER ALPHA : ECONOMIC CONSEQUENCES

Background : Piper Tartan Area

The Piper field was discovered in January 1973 and oil
production commenced in December 1976. Production from the
field is now in decline, having produced 111 million tonnes
of o0il to end of June 1988 and with some 16 million tonnes
remaining to be produced.

IR ot K - SRRSO
The Piper Alpha platform was at the centre of a complex oil
and gas pipeline system illustrated in Fig.1. Surplus gas
from the whole Piper-Claymore-Tartan area is routed through
Piper to the Mid-Line Compression platform where it joins
the Frigg pipeline to St. Fergus. Oil from other fields is
routed through Claymore after which it joins the Piper line
to Flotta via a subsea connection. The Piper end of this
line will need to be sealed before any oil from these fields
can be produced.

0il Production

2, Piper. It is PED's current view that it is extremely
unlikely that any production can be resumed from this :
until after 1989. What happens beyond this period it
speculative and has therefore not been pursued 1n thi
assessment.

Claymore and Scapa. It is still uncertain how 1ong?thase

fields will be out of production. PED's current asselihent
which is similar to Occidental's, is that these two field:
will be out of production for two months and when brought
back into production will remain at half production for

further month.

Tartan, Highlander and Petronella. It is PED's view

these fields could be back at full production in two lonths
time. ‘.;?

3L Chanter and S.Piper. These two small. oilfieldﬁ'ihiéﬁx
were planned to produce via Piper have yet to produce oil..
They are unlikely to commence production until after 1989.;

A s et AN
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The loss in production is summarised in the following table:

Deferral of o0il production in 1988 and 1989 m tonnes

1988 1989

a. Piper o - e ,
b. Claymore and Scapa 1.05 nil :
c. Tartan, Highlander and Petronella 0.55 nil !
d. Chanter and S. Piper 0.1 0.3 1

Total Deferred Production Yoo4.2 4.2 |

Total UKCS production in 1987 was 123m tonnes and therefore i
the lost oroduction represents something of the order of
3.5% of total production.

Effect of further delay in bringing Claymore, Tartan, Scapa,
Highlander and Petronella into production

4. Each additional month these fields are out of
production will result in an additional loss of 0.7m tonnes.

Gas Production

515 The surplus gas sold to British Gas from the
Piper/Tartan/Claymore area was expected to be some -65m

therms in 1988 and 50m therms in 1989. These volumes ‘ar
under one tenth of one percent of total UK requirenents anﬂ
therefore will not give rise to any disruption to co

6. A significant proportion of the gas produced by Piper
is used for power generation and other oil production * - |
purposes within this system of fields. Claymore will need
to purchase diesel oil to replace the lost fuel gas and thi
will add to its costs. O

Gross Value of Lost Production

P The gross value of the production lost in 1988 and 19“
at today's oil prices and exchange rate is put at £300n for
each of these years. . o

Balance of Payments - b hmu41‘_
8. The loss of o oduction from these fields’
could, , lead to a loss to the UK

current account of some £250m in 1988 and about £230m in
1989. Each additional month that Claymore, Tartan, etc. gre
out of production will add to this loss by about £40m per .
month. Part of the above will be offset by an improvemen
on the invisible side of the account since a part of the
insurance liabilities on Piper Alpha will be met by



\

foreigners. We cannot put a figure on this at present, but
it could amount to more than one hundred million pounds.

Loss Receipts to the Exchequer

93 The total loss to the Exchequer in terms of royalty, |

corporation tax and petroleum revenue tax is likely to f

amount to about £170m in financial year 1988/89 and some

£160m in 1989/90. Royalty, which is the responsibility of

this Department, is likely to account for about £30m of the |

above in each of the two years. g
Y :

10. These figures are based on the assumption that there is i

no change to the existing tax liabilities and payments of

the companies involved. Nor do they take account of tax on

any insurance monies received on the damaged platforms.

Employment |
11. It is too early to form any reliable estimates of the

direct and secondary employment implication following on

from this accident.

Wider Oil Market

12. The loss in production of Piper and the fields in the
Piper/Claymore/Tartan system is equivalent to only one half
of one percent of total free world production. It is
therefore unlikely to lead to any tightening in global e
supply-demand and, once markets have adjusted to the initi 1
impact of the tragedy, to any lasting impact on vorld oi
prices. : :

Impact on the 0Oil Industry

13. The licensees of the fields affected by this disaster
are listed in the attached Annex. Occidental, with 30% of
its world wide production accounted for by Piper and - -

Claymore, is likely to be the company whose cashflow is most
significantly effected. This may lead to delays in the
development of small oilfields such as Birch and Glenn. -
Fields affected by this accident account for a much smaller
share of the world wide production of Texaco and Union Texas
and will therefore not have such a dramatic effect on their

cashflow. Apart from a small interest in two other UK 5
oilfields, Thomson's interests are in the Piper area. But
as a large company with most of its interests other than in
oil, it should not be severely affected. ;

14. A number of small independents have interests in :
Claymore : often, this being their only UK production. Any
prolonged delay in bringing Claymore back into production
could cause serious cashflow and financing problems for'ﬁ;f
these companies. Sovereign and Nedlloyd have interests in

the Emerald oilfield and this could make financing othhat‘
project more difficult than it already is.



Since companies can offset their exploration and
appraisal drilling costs against petroleum revenue tax, the
loss of production on such tax paying fields as Piper and
Claymore is likely to lead to some reduction in the overall
level of this activity. Delay in restarting Claymore with
its large number of licensees is likely to be more important
in this regard.




Field Licensees

Piper, Scapa and Chanter:

ANNEX A

s $
Occidental 36.5%
Texaco 23.5
Union Texas 20

International Thomson 20

Tartan, Highlander and Petronella: Texaco 100%*

Claymores - Occidental 23.4%
Texaco 21.2
Union Texas 20

OPA has 0% share in all the above except Petronella;? :f§4

Ivanhoe and Rob Roy

* Operator

International Thomson 20

AB Exploration
AGIP

Berkley Resources
Coalite Oilex
North Sea & General
Nedlloyd Energy ;
Pict Petroleum

CsX

Third Triton
Transworld
Sovereign

}MOooomdaowo
L] L]

imeumaunooounon

Amerada Hess
Deminex
Kerr McGee
Pict
Whitehall
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[THIS IS A DRAFT AND HAS NOT YET BEEN CLEARED WITHIN THE
DEPARTMENT]

"PUBLIC POSITION ON ECONOMIC CONSEQUENCES"

Piper Alpha was the only platform on this field and
production cannot be restored until new facilities are put
in place and this will inevitably take some considerable
time. At the time of the accident Piperywas producing some
120 thousand barrels of oil per day, which is equivalent to

some 5% of total UK production.

A number of fields, Tartan, Highlander, Petronella,
Claymore, Scapa and Ivanhoe Rob Roy are tied to the Piper
production and transmission system. O0il from these fields
is routed via an underwater connection into the Piper-Flotta
0oil line at a point some 22 miles from Piper Alpha. Once
the broken end of this line at Piper Alpha has been sealed,
production from these fields can recommence. It is
uncertain how long this will take : it could be a few
months. Each month's loss of production from these fields

amounts to some 0.7 million tonnes.

Since the Piper Alpha platform acted as the gathering point
for gas from these fields, offshore gas production will be
severely disrupted. The amount of gas from the area sold to
BG which is likely to be lost is an exceedingly small
proportion of BG's total availabilities and therefore its

customers will not be affected. The loss of gas for



offshore processing will affect field economics. There will
inevitably be both balance of payments effects and

reductions in Exchequer receipts. The reduction in the |
—

current account of the balance of payments would amount to a i

~—————— |
: , (A

quarter of a billion pounds this year. But a large part of ‘ wa W

this is likely to be offset by the insurance liabilities on &~

G
S

Piper Alpha met overseas. The loss in tax to the Excheque;ﬂ“&ﬂ i
L

in 1988 is unlikely to amount to more than about 4% of the

total tax receipts on UKCS o0il and gas production.

It is unlikely that the loss of production from these fields
will lead to any tightening in global supply-demand and to

any lasting impact on world oil prices.

It is too early to comment on what effect this accident is

likely to have on activity elsewhere in the UKCS.
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PIPER ALPHA: ECONOMIC CONSEQUENCES
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Sir Peter Middleton was grateful for your minute of 14 July.
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Policy Division
Somerset House

FROM M A JOHNS
DATE 18 JULY 1988

H/ /
MR PALNTER /
ETA

20 ECONOMIC SEC RY

PIPER DISASTER: PRT INSTALMENT PAYMENTS: PROPOSED EXTRA STATUTURY
CONCESSION

i 8 The Piper partners have approached us about two issues

arising from the Piper disaster:

a. whether they can defer some payments of PRT which are

strictly due.

b. whether the law can be changed to prevent an immediate PRT

and CT charge on insurance receipts.

2% The latter is a difficult question on which we are awaiting
precise proposals and which will need careful thought. We will
come back to you when we have fuller information and

recommendations to make.

cc Chancellor Mr Painter
Chief Secretary Mr Beighton
Financial Secretary Mr Johns
Mr Scholar Mr Elliss
Mr Culpin Miss Hill
Mr Williams Mr Prescott
Mr Gilhooley Dr Parker
Mr Tyrie Miss MacFarlane

Mr Cropper PS/IR
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3% On the former, there is a case for relaxing the strict
pattern of payments as it will operate harshly in the unusual
circumstances. If we do nothing the companies will have to pay
instalments of PRT each month: the instalment on 1 August will be
based on the profits for the second half year of 1987; the
instalments on 1 September to 1 February will be based on the
PrOEItsS “for the “first ‘half ‘of “1'988; These will therefore not
significantly reflect the effect of the fire although current
cashflow will be very low. There is provision to cancel
instalments where no deliveries are made in the previous month
but these provisions will not bite because there was production
until the explosion in mid-July and because of the "gas banking"
arrangements with the Frigg field. Under these some past Piper
gas production was treated as if it came from Frigg and now
some Frigg production is treated as if it comes from Piper.
This was a device to smooth out the overall profile of gas
production to British Gas' requizﬁgfnts. It means that small

receipts will be received in any year.

4, What the Piper participators want, therefore, is for us not
to charge interest if they don't pay instalments. If they get
little or no receipts then at the end of the period the liability
to the tax in the instalments would effectively be cancelled but
interest would be due in strict law. Waiving interest will cost

around £3 million.

Sh The participators also want us to agree not to pursue any
final liability for the first half of 1988 to the extent that it
is not covered by instalments already paid. They argue that

eventually they will make a loss which will be carried back and
so cancel any charge. This would not involve any permanent loss
of revenue since the interest on the loss carried back would
cancel out the interest on the tax unpaid. But it could defer

some £25m of tax from the current tax year until later.

6. As far as the final liability for the first half of 1988 is

concerned it would be normal for us to agree to delay enforcing



collection on a company with sudden cashilow problems. Indeed,
we have little option short of starting winding-up proceedings.
We therefore propose to agree to what they ask subject to review

when the figures for the second half of 1988 are available.

s On the instalments, we had to face a slightly similar
problem in 1986 when the o0il price fell. Companies were paying
instalments which significantly exceeded their eventual
liability. Ministers nevertheless decided not to give any relief
since the instalments are not an exact instrument anyway and the
companies, it was felt, should take the rough with the smooth.
This case does, however, seem to us exceptional and not on all
fours with that. The law does recognise that instalments should
not be paid where there is no production at all; here there has
been a sudden catastrophe which has removed all but a tiny
proportion of the production. It seems to us reasonable to
ignore gas banking and also to allow instalments to be withheld
in respect of the month in which the accident took place
notwithstanding that there were some deliveries before the
accident. We would not suggest going quite as far as the
companies would like. They want to stop the payment on 1 August
but under the normal rules this 1is related back to June
production which was totally unaffected. They will have received
money in July for June deliveries (because of the 30 day credit
period). We would propose retaining the linkage to the preceding
month but to allow them to withhold the 1 September instalment
(relating to July production which was affected by the fire).

8. Were this 1likely to be a common situation, amending
legislation would be appropriate. Given the exceptional nature
of the accident, an extra-statutory concession might be felt
sufficient. It would only be of significant benefit to the Piper
field; but the Claymore field (the only other PRT paying linked
field) would be able to benefit in respect of the 1 September
payment. For later months the existing rules will anyway let
them out. The total cost this year (interest foregone) would be
around £3 million; there would be a small cost next year as
well.



Sk If you are content, therefore, we would propose to write to

the companies acceding to their request and to issue a press

release announcing the concession as in the attached draft.

.0 0L

M A JOHNS



DRAFT PRESS RELEASE

PETROLEUM REVENUE TAX: EXTRA-STATUTORY CONCESSION

Paragraph 3(1) Schedule 19 FA 1982 entitles a participator,
on giving notice to the Board, to withhold the instalment
due for a month under paragraph 2 of the Schedule if, in
the previous month, he did not deliver or relevantly
appropriate any of the oil won from the field. By
concession a participator is also entitled, on giving
notice to the Board, to withhold the instalment for a month
if in the previous or an earlier month, o0il actually ceased
to be won from the field as a result of some sudden
catastrophic loss of or damage to production,
transportation or initial treatment facilities relating to
the field, and has not recommenced.

This concession will be included in the Board's published
list of Extra-statutory Concessions (Leaflet IR1l) in due
course.

NOTES FOR EDITORS

Petroleum Revenue Tax is chargeable in respect of profits
from UK oil production for six month chargeable periods
ending in 30 June and 31 December. Since 1983 the bulk of
the tax has been collected in six equal monthly instalments
(based on 75% of the previous six month chargeable period's
liability. Under the legislation an instalment may be
withheld by an oil field participator if in the previous
month he has not delivered or relevantly appropriated any
0il from the field. But this condition may not always be
satisfied where production from a field has ceased. For
example, in the month of the accident there may have been
deliveries before the accident which prevent the benefit of
the concession being realised. Or it may be that some

gas won from the field has been "banked" with a second
field and gas from the second field is later treated as
coming from the field which has ceased production. In
these circumstances where a field suddenly faces a
catastrophic loss of production, as happiped recently in
the case of the Piper field, it will nogﬁﬁbncessionciiQ3

be possible for the participators to withhold any
instalments due as if the relevant condition in the 1982
legislation had been fulfilled.
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NORWAY: OIL PRODUCTION CONTROLS

1. THE NORWEGIAN MINISTER OF PETROLEUM AND ENERGY, ARNE OIEN, TOLD
REUTERS' CORRESPONDENT HERE ON 14 JuLY THAT IF THE MORE MODERATE GULF
STATES PUMPED OIL ABOVE THEIR QUOTA, AS HAS BEEN RUMOURED, NORWAY
WOULD REASSESS THEIR POLICY ON PRODUCTION LIMITATION, THE REPORT HAS
NOW BEEN CARRIED IN THE HELALD TRIBUNE AND OTHER PAPERS, BUT HAS NOT
YET SURFACED IN THE NOREGIAN PRESS.

2. THE REUTERS CORRESPONDENT TELLS US THAT OIEN WAS CLEARLY IRRITATED
BY THE REPORTS OF EXCESS PUMPING BY SAUDI ARABIA AND SERIOUS IN HIS
THREAT TO LIFT PRODUCTION CONTROLS. IMPLICITLY OILEN DID NOT (NOT)
INCLUDE UAE IN HIS LIST. BY TELLING REUTERS OIEN APPEARS TO INTEND
SENDING A SIGNAL ON THIS TO OPEC.

3. THE NORWEGIAN MEASURE, WHICH KEEPS THEIR PRODUCTION ABOUT 90,000
BPD LOWER THAN IT WOULD OTHERWISE BE, HAS ONLY RECENTLY BEEN RENEWED
UP TO END 1988.
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= T\ FROM: P D P BARNES

/ Q\, e B \) DATE: 19 July 1988

\ ﬁ‘ LAY )

MR JOHNS - IR ~_ .~ cc @PS/Chancellor *+
PS/Chief Secretary
PS/Financial Secretary
PS/Sir P Middleton
Mr Scholar
Mr Culpin
Mr Williams
Mr Gilhooly
Mr Tyric
Mr Cropper

Mr Painter - IR
Miss Hill - IR
PS/IR

PIPER DISASTER : PRT INSTALMENT PAYMENTS : PROPOSED EXTRA STATUTORY
CONCESSION

The Economic Secretary was grateful for your submission of 18 July.
The Economic Secretary is content for your to write to the companies
agreeing to their request, and to issue a press release as in

vour draft:

%

P D P BARNES

Private Secretary
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INFO ROUTINE DEPARTMENT OF ENERGY

INFO SAVING KADUNA '

MY LETTER OF 18 MAY TO HEAD OF ESSD: BP AND NIGERIA

1. WE HAVE HAD NO FURTHER CONTACTS OR APPROACHES ON THIS SUBJECT.
HOWEVER, THE GUARDIAN OF 17 JULY HAS THE HEADING ''BRITISH
PETROLEUM BIDS TO RETURN TO NIGERIA''. THE TEXT OF THE ARTICLE

LI5S 5 TN Ml o

2. THE AUTHOR OF THE ARTICLE, EMEKA OGBEIDE, HAD APPROACHED US

WITH A REQUEST TO DISCUSS THE SUBJECT OF BP'S FUTURE IN NIGERIA.

ON INSTRUCTIONS FROM THE COUNSELLOR (ECONOMIC AND COMMERCIAL),

THE INFORMATION ASSISTANT TOLD HIM THAT THIS WAS PURELY A
COMMERCIAL MATTER IN WHICH WE HAD NO INVOLVEMENT AND THAT HE SHOULD
ADDRESS HIMSELF TO NNPC. THE '"'DIPLOMATIC AND GOVERNMENT SOURCES''
WHICH ARE REFERRED TO IN THE ARTICLE ARE, THEREFORE, NOT THIS

HIGH COMMISSION.

3. I IMAGINE BP ARE PLAYING THEIR CARDS CLOSE TO THEIR CHEST BUT
YOU MAY WISH TO DRAW THIS ARTICLE TO THEIR ATTENTION.

4. WE ARE REPORTING SEPARATELY BY BAG A SUGGESTION WE HAVE HAD
FROM THE BENINESE PETROLEUM AUTHORITIES THAT BP MIGHT BE
INTERESTED IN CONCESSIONS IN THE REPUBLIC OF BENIN.
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FM LAGOS

TO ROUTINE FCO

TELNO 800 :

OF 191258z JuLY 88

INFO ROUTINE DEPARTMENT OF ENERGY
INFO SAVING KADUNA

MIPT: BP AND NIGERIA

1. FOLLOWING IS TEXT OF ARTICLE IN THE GUARDIAN OF 17 JULY.
BEGINS:

BRITISH PETROLEUM BIDS TO RETURN TO NIGERIA

BRITISH PETROLEUM (BP) THE COMPANY NATIONALISED IN 1979 BY THE
FEDERAL GOVERNMENT FOR DIVERTING‘NIGERIA'S OIL TO SOUTH AFRICA,
IS MAKING RENEWED BIDS TO RETURN TO THE COUNTRY.

DIPLOMATIC AND GOVERNMENT SOURCES HINTED LAST WEEK THAT NEGOTIATIONS
BETWEEN BP AND THE NIGERIAN NATIONAL PETROLEUM CORPORATION (NNPC)
IN THIS REGARD, HAVE BEEN GOING ON FOR ONE YEAR NOW.

SOME TIME LAST YEAR, FOUR REPRESENTATIVES OF BP MET WITH NNPC
OFFICIALS IN BENIN CITY, BENDEL STATE FOR FURTHER TALKS ON AREAS
OF DISAGREEMENT, IN WHAT ONE OFFICIAL DESCRIBED AS LONG-DRAWN
DISCUSSIONS.THE GUARDIAN LEARNT THAT THE MAIN ISS OF

DISAGREEMENT OF BP'SFOR RE-ENTRY BID,

IS THE COMPANY'S TRADING LINKS WITH SOUTH AFRICA.

THE GOVERNMENT IS INSISTING THAT THE BRITISH OIL COMPANY MUST
PRESENT PROOF OF SEVERANCE OF TIES WITH THE RACIST ENCLAVE BEFORE
ANY AGREEMENT CAN BE REACHED.

BP WITH ASSETS WORTH NZ2BN IN AUGUST 1979 WAS NATIONALISED BY
OBASANJO ADMINISTRATION FOR ATTEMPTING TO DIVERT NIGERIA'S

CRUDE OIL TO SOUTH AFRICA. THIS GOVERNMENT FIAT ABRUPTLY

ENDED THE COMPANY'S 43 YEARS OPERATION WHICH STARTED AS A JOINT
VENTURE WITH ROYAL DUTCH/SHELL GROUP OF COMPANIES.

THE GUARDIAN WAS RELIABLY INFORMED THAT BP IS GOING THROUGH
DIFFICULT TIMES IN ITS SOUTH AFRICAN TRANSACTIONS AND THAT THE
NIGERIAN OIL BUSINESS IS ONE OF THE RECOVERY MEASURES IT EXPECTED
TO IMPLEMENT. ACCORDINGLY, RECOMMENDATIONS HAVE BEEN PUT FORWARD
TO THE LONDON HEADQUARTERS OF THE COMPANY ''TO CONSIDER REVERSAL

PAGE 1
UNCLASSIFIED
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OF ITS POLICY ON SOUTH AFRICA IN PREFERENCE FOR THE MORE VIABLE
NIGERIAN OIL BUSINESS''.

BEFORE GOVERNMENT HAMMER DROPPED ON BP IN 1979 , IT WAS PRODUCING
1.02 MILLION BARRELS PER DAY (MBD) OUT OF THE NATION'S 1.7 MBD

AT THE TIME. ITS SHARES IN THE SHELL-BP WERE TAKEN OVER BY
GOVERNMENT WHICH NOW OWNS 80 PER CENT EQUITY IN SHELL. THIS FIGURE
IS 20 PER CENT ABOVE ITS SHARES HOLDINGS IN OTHER OIL PROSPECTING
COMPANIES. THE ADDITIONAL SHARES ARE THOSE TAKEN OVER FROM BP.
UNDER NIGERIA'S CURRENT ALLOCATION OF 1.3 MBD. SHELL PRODUCES
635,000 BARRELS A DAY OR ABOUT 49 PER CENT OF THE NATIONAL QUOTE.
SHELL PRODUCES 400,000 BARRELS PER DAY OF BONNY LIGHT WHICH IS
NIGERIA PRIME CRUDE AND 235,000 BARRELS OF FORCADOS.

AFTER THE MEETING IN BENIN LAST YEAR, NNPC MANAGING DIRECTOR
GODWIN ARET ADAMS SAID THE DECISION TO HOLD A MEETING WITH BP

WAS ' 'BASED PURELY ON COMMERCIAL AND NOT POLITICAL CONSIDERATIONS''.
HE SAID THE ARRANGEMENTS OF SUCH MEETINGS SUCH AS THAT WITH BP WERE
" 'ROUTINE SINCE NNPC GETS OVERTURES FROM INTERNATIONAL CONCERNS
AT LEAST ONCE A WEEK ON THE POSSIBILITIES OF ENTERING INTO OIL
EXPLORATION PACTS WITH NIGIRIA''.

ACCORDING TO HIM, THE NNPC HAS LOTS OF OIL ACREAGES AND THAT OIL
COMPANIES WORLD-WIDE WERE CONTINUOUSLY HOLDING DISCUSSIONS WITH
NNPC ON THE POSSIBILITIES OF DEVELOPING THE ACREAGES.

"'"THE DECISION TO BAN BP YEARS AGO WAS TAKEN AT A HIGH LEVEL AND
WE PREFER NOT TO MAKE THE IMPRESSION THAT WE ARE PRE-EMPTING
GOVERNMENT DECISION ON THE MATTER.

OUR MOTIVE IS GUIDED PURELY BY COMMERCIAL CONSIDERATIONS,'' HE
SAID.

RECOMMENDATIONS ARE NORMALLY MADE TO GOVERNMENT AFTER A SERIES

OF MEETINGS HAVE BEEN HOLD WITH OIL COMPANIES THAT SHOW INTEREST
IN NIGERIAN CRUDE, MAINLY TO DELIBERATE ON SUCH ISSUES AS
INTERPRETATION OF OIL DATA, CONSIDERATION OF TAX REGIMES,
EXAMINATION OF KNOWN ACREAGE.

AT THE END OF SUCH DELIBERATIONS, A BASIS IS THEN FORMED FOR

A JOINT PARTNERSHIP FOR OIL PRODUCTION WHICH IS FORWARDED TO
GOVERNMENT FOR CONSIDERATION.

BP'S QUEST TO RE-ENTER THE NIGERIAN OIL PRODUCTION SECTOR IS SAID
TO HAVE GONE THROUGH THESE FORMALITIES BUT THE COMPANY'S
DIVERSITURE PROGRAMME FROM SOUTH AFRICAN IS DELAYING FURTHER
PROGRESS ON THEIR RETURN. ENDS.

HEAP

Y YXEY

PAGE 2
UNCLASSIFIED



MAIN 234

0.1 L

STANDARD

ESSD. E=]

COMED

ECONOMIC ADVISERS
ECD (1)

MED

NENAD

ADDITIONAL 42

0L

NNNN

UNCLASSIFIED
067123

MDLIAN 3712

DISTRIBUTION 276

SAMD
MCAD

WAD

SEAD

MR FAIRWEATHER
SIR D MIERS

MR CARRICK

PAGE 3
UNCLASSIFIED



CONFIDENTIAL
From: T L Richardson; ERD
Date: 21 July 1988

cc: PS
' PS/PUS
Mr Munro
Mr Bayne
Mr Carrick Sir D Miers
Mr Yound, MED
PS/Mr Mellor Mr Whomersley
- Legal Advisers

BP/KIO

1: I submit speaking notes and background material for the
Minister's breakfast meeting tomorrow with Ali Khalifa (PS/Mr
Mellor's minute of 20 July).

23 There is a delicate balance to be struck here. The Kuwaitis
have made an important offer, which they consider is a true
concession, and we do not want to snub them. But the MMC will have
to make its own judgment whether the Kuwaiti offer is adequate and
acceptable. We cannot preempt the MMC. Equally, the Chancellor and
Mr Parkinson will almost certainly not be wiliiné Ed setEle for the
present level of KIO shareholding and 15% voting. fighté; welcome
though the third Kuwaiti undertaking undoubtedly is (nevér Eo seek
board representation). To some extent, we are playing poker with
the Kuwaitis. If the MMC were to recommend to Lord Young, fof
example, that the KIO shareholding should be reduced from 1ts
present level, we would not want the Kuwaitis to be in a position to
claim that HMG had told them it was content with their new offer,
and that Lord Young should therefore override the MMC's
recommendations (the Kuwaitis will be well aware that he is entitled

to do this).
3. This argues for a polite but temporising reply. The main point
to get across to the Kuwaitis is that the MMC enquiry cannot be :

aborted or pre%mpted, and that HMG cannot give the Kuwaitis any

CONFIDENTIAL

o, g —



CONFIDENTIAL

reaction to their offer at this stage. There are no sEétutory
powers that would allow the Commission to decide not to report on a
merger situation to the Secretary of State for Trade and IndUStry.
It will have to decide whether the Kuwaiti offer 1is accepfable, and

<;\ whateverL}t takes it will still have to report to Lord Young by 2
September.

4., Khalifa may claim tomorrow that Kuwait has done all that HMG
asked it to do. This is of course the case as regards board
ES representation. But in the letter to the MMC from the

Kuwaitis\solicitors, the latter have alieged‘that British

i Ministers "would see no difficulty in the holding if it were limited

prﬁ“figﬂzsik" In fact, Ministers have made clear to the Kuwaitis ?hat

wF they would wish to see the KIO holding reduced to levels
considerably below 20%. Our request to the Kuwai;is to stop buying
at 20% was simply intended to stabilise a situation that was
developing alarmingly, and Ministers never diéguiSed their hope that
the KIO would settle for a smaller holding. In any case, the
question is academic because it is now for the MMC to judge what

level of holding, and associated voting rights, is appropriate.

5. The speaking notes have been cleared with MED, Legal Advisers
and DTI, the Department of Energy and Treasury officials. I have
also discussed the gist of them informally with the MMC: The
Commission raised one additional point (not for discussion with
Khalifa); namely how any Kuwaiti or KIO assurancesd tould be § 7
converted into legally binding form. They suggested that HMG might
itself wish to underpin the Kuwaiti Government assurances. My first
reaction was that government to government assurances were not the
only, nor necessarily the best, solution. They could store up
trouble for the future, with damage to our bilateral relations.

6. I recommend that Mr Mellor should not discuss the question of
assurances when he sees Khalifa. The Minister will wish to know
however, that our Legal Advisors have discussed the point with DTI
Solicitors. The only practicable means of making ény assurances
legally binding would be for the Director General of Fair Trading to
seek undertakings from the Kuwaitis under Section 88 of the Fair
Trading Act 1973; if such undertakings were broken, the Secretary of



State for Trade and Industry would have the power to make an
appropriate order under Section 73fk2) of the 1973 Act: however;
pefore this process could be instfzuted, there would have to be a
finding by the MMC that the merger could be expected to operate
against the public interest. The solicitors representing the KIO
have sugg%iigd that the undertakings might bé given in a deed under
sea%j)howaug;* the preliminary view of lawyers both in the FCO and
DTI is that there would be considerable legal problems attached to
such a procedure, not least because it is doubtful if an injunction
may be obtained to prevent breach of covenant in a deed under seal.
1t would not be appropriate for any assurances to be between BP and
the KIO, as it is the UK public interest which is involved, and BP
may, for good reasons of their own, not wish to enforce the
assurances at a particular point in the future. Any assurarices

would of course, have to be made public.
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MR MELLOR'S MEETING WITH SHAIKH ALI KHALIFA, 22 JULY

SPEAKING NOTE

- tw iendly spirit of ghig_initia%%ve;}vAs you know,

we have always hoped that the problem of the KIO purchases of BP
shares would not affect broader Anglo-Kuwaiti relations, which we

both want to :emain close.

= G;Yep the MMC s procedures¥ you were right to write to them.

‘They‘gill look gt your proposals in the light of other evidence. AS

you knoyg tbe MMC is an 1ndependent body. They have a statutory
requlrement to investigate the implications of your shareholding in
BP, and there are no statutory powers that woqld allow that
investigation to be set aside. But in any case the Commission is
due to report to Lord Young by 2 September, little more than one
month from now. It must examine the implications and reach its own
conclusions. The government cannot give you a reaction until the

MMC process is concluded.

- Ministers made clear all along that 20% was simply a level above
which major political difficulties would bé?:}é;?eg'and below which
political pressures could be contained| Our Ambassador in Kuwait
and Ministers also underlined on several occasions that even 20% was
a level which was too high and with which we would not be happy in
’the long tefﬁ?} The question of what size shareholding is suitable
is for the MMC to investigate and report on. As you know, the next

largest ghareholding in BP is only 1is%.
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Today, the Kuwaitis wrote to the MMC setting out some assurances, which
they hope will substantiate their stated intention of not interfering

with BP Management. These are:
(a) Not to exercise voting rights above 15 per cent;

(b) Not to use their shareholding to nominate any Board

Directors and;

(c) Not to take their shareholding above 22 per cent.

I attach the letter.

2. Tomorrow David Mellor is meeting with Ali Khalifa. It is not clear
to us at whose initiative the meeting was set up, but this is one of
the items for discussion. I attach also the brief which the Foreign

Office have prepared, together with the draft speaking notes for the

meeting.

3. Clearly, if the meeting is to go ahead at all, it would be

preferable for Mr Mellor to adopt a listening posture. It is -most
important that the Government is not seen to be anticipating the
outcome or compromising the independence of the MMC's work. On the

substance we would not wish to give the impression that a KI0 holding

of 20 per cent would be acceptable.

4. Bearing these points in mind Mr Monck has secured changes to the

speaking note:-
SECRET
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(i) The deletion of the reference to initiative - which
suggests we recognise the Kuwaitis approach and are

prepared to do a deal;

(ii) The deletion of the acceptance of a 20 per cent stake.

The final indent now reads:

"Ministers made clear all along that 20 per cent was
simply a level above which major political difficulties
would become acute. Our Ambassador ... The Chancellor
reminded you of the great importance of keeping the
holding below 20 per cent when he met you on 2 March.
The question ..."

5. DTI and Energy agree with the substance of our comments.
6. It may be a good idea for your Private Secretary to speak to

Mr Mellor's office (and be prepared to speak to the Foreign

Secretary's) to reinforce these messages.

Wl

ODMAN

SECRET
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B.R. Gravatt Esq., Your ref

Monopolies and Mergers Commission,

New Court, Date 21st July, 1988
48 Carey Street,

London WC2A 2JT. BY HAND

Dear Mr. Gravatt,

The State of Kuwait/British Petroleum plc

Following the discussion at the second hearing on Friday 15 July the State
of Kuwait and the Kuwait Investment Office have given further consideration
to whether the assurances already offered by them might be put on a more
formal basis, and also whether further assurances might be given.

Our clients wish to repeat that, as stated on their behalf by leading
counsel at the hearing, they regard themselves as already completely bound
by the assurances that they have given to the British Government and to the
Commission about non-interference with the management of BP and
non-representation on the board of BP. Our clients regard those assurances
as disabling them from exercising any influence that their shareholding
might otherwise give them over the policy of BP, and thus consider that
there are no grounds for finding a merger situation to exist in this case.

However, if the Commission does consider a merger situation to exist, our
clients are anxious to take any reasonable steps to reassure the
Commission, and the outside world, that the Kuwait holding in BP is an
investment only, and will not result in any effect on BP adverse to the
public interest. We therefore set out below the covenants into which our
clients are prepared to enter, and the form in which those covenants would
be given.

We should however make it fully clear that in offering the covenants set
out below the State of Kuwait is not in any way agreeing that a merger
situation exists in this case, or that that situation is to be expected to
operate against the public interest. Its case in the Reference remains as
stated to the Commission. The covenants are however put forward as a means
of reinforcing that case and of assisting the Commission to the conclusion
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that there is no ground on which the merger can be found to operate against
the public interest.

In particular, the State of Kuwait considers, especially after the
covenants have been given, that there are no grounds on which it could
reasonably be required to dispose of its beneficial interest in any part of
its present shareholding.

The assurances offered by our clients are listed below. Our clients will
formalise such assurances by giving them by covenant entered into in favour
of a third party by deed under seal. It would seem that the appropriate
other party to such a deed, who would then be in a position to bring
proceedings in the event of any breach of the covenants, would be the
Director General of Fair Trading; the practical position in respect of such
covenants would then be no different from that of undertakings given to the
Director at the conclusion of a Reference. We should emphasise that the
drafting of the covenants is entirely open for discussion, if there are any
respects in which the Commission regards the drafting as unsatisfactory.

(1) The State of Kuwait and the KIO undertake that they will not, in any
vote or poll of the shareholders of BP, exercise voting rights attaching to
shares that in total represent more than 14.9 per cent. of the total issued
share capital of BP.

Note: Our clients offer this covenant in the context of their desire to
demonstrate that the BP holding is indeed regarded by them as an investment
only, and that they are only interested in dealing with it as such an
investment.

It will be recalled that during the discussions between Kuwait and British
ministers that preceded this Reference the British ministers indicated that
they had no objection to the Kuwait holding as an investment, and would see
no difficulty in the holding if it were limited to 20 per cent. of the
issued share capital of BP, with full voting rights up to that limit. Our
clients submit that that view could be more than wholly accommodated if the
voting powers of KIO or the Kuwait Government were limited to a percentage
of the capital of BP in fact something below the 20 per cent. figure
discussed; our clients therefore propose to retain voting rights over 14.9
per cent. only of the issued capital of BP. Such an arrangement would
enable KIO and the Government of Kuwait to retain the benefit of the
holding as investors, whilst clearly providing that any even theoretical
power over the policy of BP was restricted substantially below the level
indicated by the British Government.

Our clients consider that these arrangements should meet any outstanding
concerns that may have been expressed to the Commission. However, they are
willing to add to these arrangements by the further covenants set out
below.
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(2) Neither the KIO nor the State of Kuwait will propose or procure the
proposal of any person for election or appointment as a director of BP or
of any of BP's subsidiaries.

Note: This assurance was offered and discussed at the hearing, and we
do not think that it needs further comment here.

(3) Neither the KIO nor the State of Kuwait will acquire any interest in
any of the shareholding of BP if that interest would cause the total
sharholding in BP in which the State of Kuwait is directly or indirectly
beneficially interested to exceed 21.6 per cent. of the total issued share
capital of BP.

Note: This matter was mentioned at the hearing. The effect of the
covenant is to limit the State of Kuwait to its present percentage holding
in BP, it being understood that, if part of that holding is sold, further
shares can subsequently be bought until the total holding returns to the
present 21.6 per cent. of the total issued share capital. KIO has made it
clear that it wished to be free, as an investor, to buy up to 29.9 per
cent. of BP if market conditions were favourable. However, both KIO and
the Government of Kuwait have noted the concern expressed by the Commission
that, if no adverse finding is made in the present Reference, further
purchases of shares could be made. Both KIO and the State of Kuwait are
pleased to meet this concern, without expressing any view on its
foundation, by entering into a covenant in the present terms to limit their
percentage holding to its present level.

We are ready to attend upon the Commission or its advisers at short notice
to discuss the matters set out above, and hope that we and our clients will

have an opportunity to deal with any comments or observations that the
Commission or its advisers may have.

Yours sincerely,
%nf J.W. Jeffrey
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AMERSHAM INTERNATIONAL PLC: SPECIAL SHARE

You will recall that I agreed at your meeting on
28 April that the Special Share in Amersham International should
be redeemed at an early date.

My Department has now been in touch with the company, who would
welcome an early announcement of redemption at a time of the
Government's choosing. I therefore propose to announce by means
of a Parliamentary answer next week that the Special Share will
be redeemed forthwith.

I should be grateful for your and colleagues' agreement by noon
on Tuesday at the latest so that we can set in motion the
mechanics for the announcement. 1In accordance with the
Treasury's guidance, we will speak further to Amersham shortly
before the announcement is made so that they can discharge their
obligations to the Stock Exchange.

I am copying to the Prime Minister, John Moore, David Young and

o by
ey T et

CECIL PARKINSON
(Dictated by the Secretary of State
and signed his his absence)
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BP/KIO WV

My minute of yesterday reported that Mr Mellor was planning to
talk with Sheikh Ali Khalifa about this.

2% Since Mr Mellor met with the Sheik alone there will not be a
note of the meeting. However, the Foreign Office intend to
circulate at official level an account of the conversation and I
will let you see this when it arrives. Obviously it would have
been far better if a proper record had been shown to Ministerial

colleagues.

3. Foreign Office officials have told me that Mr Mellor used the
brief including the Treasury comments. Ali Khalifa's response was
that he hoped the MMC produced a report with a solntion acceptable
to both parties. The Sheikh said he would be in London till
1 August, when he was going to Geneva, but he was available at any
time for a further discussion. Mr Mellor is reported to have said
he did not think this would be necessary before the MMC had
reported.



. 4. Obviously none of this 1is very satisfactory. If the
Chancellor agrees it may therefore be a good idea for you to let
the Foreign Office know that we hope there will be no further
meetings at Ministerial or official level with the Kuwaitis before

the MMC have reported.

)KVG&D—ZI)M Y

DMAN
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AMERSHAM INTERNATTONAL PLC: SPECIAL SHARE

At the meeting of Ministers which the Chancellor chaired on
28 April to reveiw the various Special Shares, 1t was agreed
that early redemption of the Amersham International special
share should be set in hand.

2 In his letter of 22 July, the Secretary of State for
Energy proposes an announcement before the recess of the
immediate redemption of this special share, and seeks your
approval by noon tomorrow.

Issues

3. The removal of the special share, of course, will expose
the company to the risk of take-over. However, the management
of Amersham International have now had the benefit of a
substantial transition @ period to-adjust’ to- i ilife  “in . the
private sector, and might reasonably expect to have to put
their stewardship to the normal commercial tests.

4. Although the earlier Ministerial correspondence: had
anticipated an announcement this summer of an intention to
redeeem the special share perhaps in March of next year,
these plans were first formed around the turn of the year
when the aftermath of the Stock Exchange c¢rash was still
difficult to predict. This timetable has been accelerated in
the present DEn proposals.

5. 1In discussions between DEn and the company, we understand
that the 1latter have been relaxed about the immediate
redemption of the special share, in current market

conditions. In view of this, we see no reason to object.



Conclusion

bl attach-a draft reply in this sense.

7. I have. also taken the opportunity to stress & point
already registered at official level: the news should be
disseminated promptls on the Stock < Exchange announcements

system to prevent false movements in the price of Amersham
International shares as a result of information being seen by
some market makers and not others.

R M BENT
PE2 Division
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Draft letter to:

Secretary of State for Energy

Copies to:

Prime Minister

Secretary of State for Social Services
Secretary of State for Trade and Industry
Minister of State for Defence Procurement

AMERSHAM INTERNATIONAL PLC: SPECIAL SHARE

You wrote to Nigel Lawson on 22 July recommending the
announcement early this week of the immediate redemption of
the Amersham special share.

I am content to proceed on this basis. As you say, it is in
line with what was agreed in the recent review of special
shares, whose purpose for fledgling companies such as

Amersham 1is to provide a temporary protection against
take-over. I should be grateful if your officials would liase
with mine to agree the terms of the announcement, and
particularly the 1line to be taken if there are questions
about the Government's policy on other special shares.

I can also confirm the need for your officials to liase with
the Stock Exchange to ensure that the news 1is released
promptly to all member firms. This will help to ensure that
no false market develops at the time of the announcement.

I am copying this letter to the recipients of yours.

NORMAN LAMONT
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My minute of 21 July set out some new Kuwaiti proposals desighed
to lessen our concerns about their large BP holding. The MMC have
asked for a further hearing on this. T am going with
Mr Chipperfield (DEn) and someone from the Foreign Office to give
evidence to the MMC at 3 o'clock on Wednesday afternoon. Mr Moore
discussed all this with me on Friday and below I set out proposed
lines to take on the questions which we are expecting. I would be
grateful to have your views by 11 am tomorrow morning, because I
am going to a briefing meeting then and it would be most useful if
we and Energy would present a united - and agreed - front to the
Foreign Office who, as you know, have been most unhelpful over the

whole episode.

2. I attach the line which Energy have now cleared with
Mr Parkinson. You will wish to note paragraphs 11 and 12 (iii) in
particular. Both are true, but they may be more forthcoming than

is helpful at this stage.

o (i) Why are you concerned about the KIO holding?

Because the KIO is effectively controlled by the Kuwaiti
Government whose policies on the oil market are very different



from those of the British Government and the holding is so large
they could control or influence BP in a manner prejudicial to UK
interests

(ii} \hy did yvou agree to the build up of the holding
between November and March?

We would not object to a reasonably sized holding . We have been
particularly concerned at the scale and rapid-build up of the KIO
holding. We informed the Kuwaitis of our concern as early as last
November, when it rose from 1 to 10 per cent. We have never

¥
accepted any particular level of shareholding.

(iii) Did not the Chancellor accept a 20 per cent holding in
a meeting with the Kuwaitis on 2 March?

No. The Chancellor said a rise to 20 per cent would not be
acceptable. He was speaking when the holding was still below that
level.

{iv) Are you prepared to buy back shares?

No. As we have stated repeatedly it is the Government's policy to
divest of such assets.

{v) If you believe the KIC holding is too high how should
it be reduced?

Yes, the present 1level is too high._  Ft—will —eertainty—be

. . . . .
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ﬁhafehe&derSZLhmiome isort of phased disposal might be considered.
We hope that this is one of the issues the MMC will consider

taking account of ideas put to them by‘agf >

{vi) would vyou be prepared to waive the tax consideration

if BP were to buy back their own shares?

That is a matter for the Inland Revenue.



{vii}) Why did you not give BP a golden share?

EP

Mr Moore covered this fully in his evidence to you. Twey did not
want one and we considered they were not an "infant® with respect
to the private sector. We do not hold golden shares in other
large UK companies eg ICI.

{viiily Why did you not restrict the level of shares soid in
the foreign market when you sold your holding?

It would not have made any difference. The KIO bought in the
secondary market.

{ix) Do you think the Bank of England offer could have been
structured to avoid this problem? : -

The object of the Bank offer was to put a floor under the BP share
price. Given the circumstances prevailing,this was judged most
important. The Bank price was set at 70p at a time when the share
was trading in the low 70's.

{xX) Do you think a large divestment now would disrupt the

London equity market?

No. Market conditions are quite different. In October and
November the market was suffering unprecqgﬁgyed fragility. Our
worry was that heavy dumping of shares would/beswery damaging. We
do not see such systemic risks now.

(xi) what would be the right level for the KI0 holding?

Very difficult to say. Would judge in the light of following
factors: BP have said 5% a matter of concern; next largest holding
is 1%% and attendance at meetings is usually of shareholders
representing only some 10-15% of holdings.

(xii) Will this experience mean you keep golden shares in

future?



Judge each case on its merits. Draw a distinction between
privatisations and secondary share sales.

{xiii} Would you be satisfied with the KIO's assurances.

{a) not to exercise voting rights above 15%

{b} not to nominate a Board Director and

{c} not to take their holding above 22%?

No. Voting rights of 15% are too high (see (xi) above}. A
holding of 5% could give control. In any case it is not clear to
us how such assurances could be made legally binding, if made
before MMC had reported and found there was a public interest/
merger problem. Finally an agreement made now would only bind the
present Kuwaiti Ministers. If they changed (or if circumstances
changed they or) their successors might not feel bound.

{xv) Is not the proposal to put these assurances under seal
adequate?
No. Beca ere is no consideration,it might be difficult to
get an( in tion) to enforce them.

(xiv) What do you think of the proposal to settle the shares
to trustees?

[We do not know whether this is an MMC or KIO idea].

We would be very wary of this. It is difficult to see what the
objectives of the trust would be other than to protect the
interests of the beneficial owners - ie the KIO and that would
entai Ld01ng as the Kuwaitis asked.

(xvii)..Have Ministers been trying to negotiate with Kuwaitis

(recently)?

No. We want the proper MMC/OFT machinery to operate and we told



the Kuwaitis they were running the risk of a referral at the
outset

4. We still have not had a note from the FCO of Mr Mellor's
meeting. I would be grateful if the Chancellor's office would
insist on this before the Wednesday MMC hearing. I understand the
FCO are considering now writing to the Kuwaitis. They should be

" restrained from doing this also, the only géod news on that front

is that Mr Mellor is shortly going on holiday.

g
\ p)
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PS/ PUS

2 PS/ Secretary of State Mr Davis o.r.
Mr Wakely

Mr Brummell
Ms Goodman

BP/KIO

The Monopolies Commission is now turning its attention to
the question of possible remedies, if the size of the
existing KIO shareholding in BP is found to be against
the public interest.

2 They have before them a Kuwaiti proposal which would
involve what the KIO's solicitors describe as legally-
binding Kuwaiti undertakings to limit the KIO's voting
rights to 15% of BP stock, limit the shareholding at
current levels (i.e. 21.6%) and commit the KIO never to
seek Board representation.

3 It would appear that such undertakings would be
predicated on a finding by the Commission that the
present KIO shareholding was pot contrary to the public
interest and would be without prejudice to the Kuwaiti
claim that a merger situation does not exist, despite the
provisional conclusion in the Commission's public
interest letter of 16 June that such a situation did
exist. Oour legal advice is that it is very doubtful
whether, in view of this, these undertakings would in
practice be enforceable.

4 Mr Mellor (who has frequent private conversations
with Shaikh Khalifa on other matters) has discussed these
proposals with the Shaikh and taken the (agreed) line
that, while HMG welcomes the spirit of the Kuwaitis'
initiative, it is for the MMC to consider it in the light
of the other evidence they have received.

S This Department has been asked to appear again
before the Commission, along with representatives of the
FCO and Treasury, on 25 July (after BP and before the
KIO) to give our views on the Kuwaiti proposal and on the
more general issues surrounding the question of possible
remedies.

6 So far, we have avoided giving the MMC a view on
what specific percentage of BP stock we would feel
comfortable for the KIO to retain. We have stressed that
it must be for the MMC to decide on this in the light of
the evidence they have received from all the interested
parties.
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7 However, we have also made clear to the Commission
that any remedy must address the particular circumstances
of the company - i.e. a shareholder base in which no-one
holds more than 2% (except Kuwait) and of which only 10 -
15 % percent has ever actually been voted at General
Meetings.

8 We have also pointed out to the Commission that a
shareholding at or close to current levels, even if some
or all of the voting rights were cancelled, would still
give the KIO a potentially dominating position within the
company. In the last resort, a threat by the KIO to dump
shares on the market could be very powerful. BP have
themselves indicated to the Commission that a
shareholding over 10% would still give the company
serious cause for concern (and even this would be five
times greater than any other shareholding in the company)

9 In addition, as indicated in paragraph 2 above, it
is not clear that undertakings of the sort proposed could
be made legally binding in a practically effective way,
or that a future Kuwaiti administration (perhaps of
different political sensibilities) would feel itself
bound by such undertakings.

10 It is therefore our view that the Kuwaiti proposal,
although welcome as a sign of Kuwait's belated
recognition of the realities of the MMC process, is
inadequate as a legally water-tight, realistic solution
to the public interest problems we have described to the
Commission.

11 Nonetheless, limitation of voting rights (albeit to
a much lower level than that currently envisaged by the
Kuwaitis) could be a very useful means of allowing &
breathing space of suitable length for a gradual sale of
the KIO holding down to a more comfortable level.

12 We would therefore propose to take the feollowing
line with the Commission next Wednesday:

(i) In D Energy's view, the Kuwaiti proposal is
not adequate, as it stands, to deal with the
public interest problem;

(ii) Nonetheless, it is a welcome sign that
Kuwait recognises there is a problem and that
the Kuwaiti authorities are willing to discuss
a solution in a spirit of cooperation;
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(ifi) D Energy's view is that although an
undertaking never to seek Board representation
would need to be an integral part of any
solution, the key problem is the size of the
shareholding itself, and a restriction on
voting rights would not be sufficient to
address the problem. The existence of a block
of shares of the current size, whether voted or
not, could still face the company with a
serious problem in the event of a Kuwaiti
decision to sell large quantities of stock;

(iv) It is of course for the Commission to
consider precisely what level of reduction in
shareholding would meet the concerns which have
been outlined by the company and the
Government. Clearly, any solution must take
account of BP's existing shareholder base and
the record of voting at recent General Meetings

of the company;

(v) Nonetheless, it is in everyone's interests,
should the Commission decide that a sale of
some proportion of the existing shareholding
were necessary, that such a process should take
place in an orderly and well-managed fashion
with the full cooperation of BP;

(vi) The Commission may therefore feel that a
limitation on voting rights for an interim
period, albeit covering a significantly greater
proportion of the KIO shareholding, would allow
such an orderly sale to take place, and would
be a sensible way forward.

13 I should be grateful to know if the Secretary of
State is content.

S R Sklaroff
Oil and Gas 3A

Room 726
Extn 3781

22 July 1988

j bl
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Miss Wheldon - Tsy Sol

Sir Peter Middleton was grateful for your minute of 25 July. He
has the following comments on the proposed line to take 1n paragraph

3.

t11) Introduce new first sentence "We did not agree to

anything."

(v) Delete second sentence and revise the third sentence
to read "A phased disposal might be considered."

(vl) Sir Peter is not sure that we can treat this as simply
a matter for the Inland Revenue. We ought to know
whether the answer is yes or no if the question 1is
about a legislative change or an ESC. This question
was considered earlier in the year and Sir Peter's
recollection is that it was decided that we could not
change ACT treatment in this and other cases. We do
not want the MMC making recommendations about ACT.

(ix) Delete the second sentence. Revise the third sentence
to read "The price was set at T70p in 1line with the

market price at the time."



(xii)
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Revise to read as follows:

"No. Market conditions are quite different. In October
and November the market had suffered an unprecedented
fall. Heavy selling of BP shares would be very damaging
to the health of the stock markets both in the UK and

overseas. We do not see such systemic risks now."

It is unclear whether this answer 1is directed to the
question of whether we will retain our existing special
shares or whether we will introduce them in future

privatisations.

O

r\*/k_/'

S D H SARGENT
Private Secretary
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FROM: J M G TAYLOR
DATE: 26 July 1988 y

PS/SIR P MIDDLETON cc PS/FST
Sir G Littler
Mr Monck
Mr Moore
Mrs Lomax
Mr M L Williams
Mr Bent
Ms Wheldon

MS GoopuAn)

AR TACST (e.

BP/KIO

The Chancellor has seen Ms Goodman's minute of 25 July.

25 He has one or two comments on the line to take. First he
thinks it essential to omit the second sentence ("It will certainly
be difficult... shareholders") from the answer to 3(v). Second,

the answer to 3(vi) is wrong - this is a matter of tax law.
3t Above all, however, the Chancellor thinks it wvital that none
of this - especially our views as set out in 3(i), 3(xi) and 3(xii)

- becomes public knowledge.

4. I have spoken to ERD (Mr Garrett) about a note of Mr Mellor's
meeting. He has undertaken to provide one.

2

J M G TAYLOR
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FROM: J M G TAYLOR
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PS/FINANCIAL SECRETARY cc Chief Secretary

Paymaster General
Economic Secretary
Mr Monck

Mr Moore

Mr Ilett

Mr M williams

Mr Cropper

Mr Call

Mr Tyrie

Ms Wheldon - T.Sol.

AMERSHAM INTERNATIONAL PLC: SPECIAL SHARE

The Chancellor has seen Mr Bent's submission of 25 July. He agrees
with the advice that we should agree to redemption of the Amersham

share now.

&f

¢ .

J M G TAYLOR
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FROM: D J L MOORE
DATE: 27 JULY 1988

SIR PETER MIDDLETON cc: PS/Chancellor
PS/Financial Secretary

Mr Anson

Mr Monck

Mr Scholar

Mrs Lomax

Mrs Brown

Mr Williams
/ Mr Bent

Mr Lyne

Mr Call

Miss Wheldon TSOL

BP POST MORTEM: TERMINATION CLAUSES

Earlier in the year you agreed that we should take further legal
advice on the preparation of a new model termination clause for
underwriting agreements. This has taken longer than I had
expected - although in operational terms this does not matter.
But we now have a draft clause which I attach together with a
covering letter for you to send to the Deputy Governor.

2 The draft letter summarises the main features of the new
clause and I will not repeat that summary in detail in this cover
note. Briefly, we think we have a clause which is undoubtedly in
simpler English than its predecessors and which we are advised
leaves us, or rather the sponsor department, with fewer
constraints on the manner of consultations. In particular, the
normal relationship with the Bank should not he compromised.
Throughout it would be the vendor department, rather than the
Treasury, which was named

3. In looking at the options Counsel agreed with us that it
would not be appropriate to exclude a termination clause and to
leave the contract to be terminated by mutual agreement or
frustrated. In the latter case litigation will probably ensue and
it would be left for the courts to decide whether the contract had

- SRl e A
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been frustrated. They also agreed that it would be unwise to rely
on an automatic and arbitrary trigger for termination in relation
to a specified fall on the Stock Exchange.

4. The next step is to take DTI, and Norton Rose (the solicitors
to the Steel offer) through the clause and to coach them on the
negotiations. It is particularly important that we get it right
for Steel because that clause will undoubtedly be the precedent
for Water and for Electricity. Treasury Solicitor's Department
will work closely with PE on this.

5. Although Counsel, and we, are satisfied that the clause is a
marked improvement, any termination discussions will of course
have to be conducted with meticulous care. It is worth quoting
from the note of the consultation with Counsel on this:-

“Mr Chadwick said that it was extremely important that the
Government had an open mind throughout the consultation
procedure. If it could be shown that the Government had had
a closed mind, the Government would be in breach of contract
There was an implication in an agreement providing for
consultations that bona fide consideration would be given to
the representations and that the Government would be prepared

to change its mind.

The underwriters would bring an action for breach of
contract; they would not be able to bring an application for
judicial review. This would be less advantageous for the
Government as discovery of documents would almost certainly
take place. It would therefore be important for the
Government to document all the various steps taken and
meetings held to show on discovery in the contract action
that the contract had been complied with, as bona fide
consideration had been given to all the underwriters'
representations throughout the consultation procedure."

6. The Agreement provides for either the lead underwriter or the

department to initiate termination procedures. This is new
Oy 1T
(previously gﬁgifead underwriter could take this action). The
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. example which comes to my mind in which this clause might
conceivably be used is if a stock market crash came on the last
day of the offer by which time two or three million small
investors had put their applications in. 1In those circumstances
Ministers might wish to pull the offer; though in practice the
underwriters might take the initiative anyway if the institutions
had not yet come in and therefore some underwriting stick were
likely. Although I hope that this clause would never be used I
think it worth having in as a precaution.

7. If you are content with all this we will now proceed to
consultations with the DTI and with Norton Rose as part of the
preparations for the Steel sale. If the Bank have any
reservations or points - and I would expect these to be on tactics
rather than on substance - we would then feed them in to those

discussions.

Moay e
([

\* D J L MOORE
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DRAFT LETTER FROM SIR P MIDDLETON TO:

Sir George Blunden
Deputy Governor
Bank of England
Threadneedle Street
LONDON

EC2R 8AH

July 1988

BP POST MORTEM: TERMINATION CLAUSE

In my letter of 18 April, I said that I would write to you again
when we had further legal advice on a new model termination clause

for use in future UK underwriting agreements.

I now attach draft clauses which have been approved by Counsel
(Mr John Chadwick and Mr John Mummery) on instructions from the
Treasury Solicitor's Department and Slaughter and May. I would be
grateful for any comments you have. In the meantime, the Treasury
will discuss the clauses with DTI, the sponsor Department for the
coming Steel sale, and with Norton Rose the solicitors to the
offer. The clauses will then be for negotiation with the UK 1lead
underwriter for the Steel sale who is likely to be appointed at
around the end of September and, assuming there are overseas

tranches, with the overseas lead underwriters.

The language of the main clause, 8.01, is much simpler than it
predecessors and the operation of any termination discussions
should not be so constrained as with BP, though they would still

be onerous. In particular, we are advised that the clause meets
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‘ our objective that, in consultations with the Bank, there would be
no question of the normal advisory relationship with you being put

in baulk.

The main points are as follows (and throughout the draft the name
of the department responsible for the sale would be substituted

for the Treasury);-

S The lead underwriter may propose termination, with the
reasons given in writing. The clause does not attempt to
specify what might be appropriate reasons, but it states that
there must have been an occurrence of such significance that
the underwriters conclude that it would be reasonable for
them to be released and discharged from their obligations

under the agreement.

ii. The decision whether to proceed rests with the
department concerned. They would not be obliged by the
clause to give reasons for that decision, although in

practice there will obviously be a Ministerial statement, as

with BP.

iii. In reaching that decision the department "may conduct
such consultation in such manner and with such persons as it
thinks appropriate [including with the Bank of England] and

with or without reference to the lead underwriter."

The wording in iii. is important. The words "in such manner, and

with such persons" are intended to avoid any implication that the
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‘ Government was only under a simple duty to consider the

underwriters' representations and not to consult with any other
persons. The words "with or without reference to the lead
underwriter" overcome the serious disadvantage in the BP
consultations where the Treasury had to involve the lead

underwriter in its representations to the Bank.

In the opening negotiations with the underwriters there would be
no reference to the Bank of England. But it would be explained
that the Government would be likely to consult both the Bank and
the company, although there was no obligation to consult either of
them or, indeed, any third party. If in negotiations it became
clear that the underwriters attached great importance to the
inclusion of a reference to the Bank, that could be included, as
shown in the draft clause, though to avoid the risk of any
constraint on our normal relationship there would be no reference

to the role in which you were being consulted.

The clause does not give overseas underwriters power to propose
the termination of the agreement nor does it make any reference to
consultation with them. In practice the Government would expect

b Aecemona
to consult the lead underwriters and;they could be advised of this

expectation in negotiations. If strongly pressed we could
acknowledge this in the clause - "including the lead overseas
underwriters". But we are advised to resist giving any legal

entitlement for each overseas lead underwriter to propose

termination or to take a part in the consultation procedure. This
would give each of them the right to sue the Government for breach

of contract regarding the consultation procedure, whereas 1in the
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'I' BP agreement this right only rested with the UK underwriters.
Increasing the number of potential litigants against the
Government would be a material disadvantage particularly as some
of the overseas underwriters come from more litigious

jurisdictions.

We must wait to see the reactions of the overseas banks to these
proposals but in any negotiations we will be able to point to the
fact that each of them, in bidding for appointment to the Steel
sale, specifically said that they would abide by the same
underwriting arrangements as in previous offers, woun Hronr b 45’7
LrnadoA CH4U—~B be o cdnded L oy comawibohen (wmuw_
Clause 8.02 provides for the Government to take the initiative in
terminating the offer. This is a new provision, which we think it
is prudent to have available even though it may be unlikely that
we would see circumstances in which the Government but not the
underwriters wished to terminate. The remaining clauses are on

familiar lines.

P E MIDDLETON
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FROM: MRS BROWN
DATE:ongULY, 1988

oo B , Gl o

INANCIAL SECRETARY cc @@S/Chancellor

Sir P Middleton

Mr Anson

Mr Monck

Mrs Lomax

Mr Moore

Mr Peretz

Mr Ilett

Mr Watts

Mr Devereux

Mr Hurst

Mr Bent

My Gunton. ~ IDFT

Mr Dyer -Parly Sec

Mr Call

Mr Hyett T.Sol
Mr Gregory T.Sol

RESIDUAL GOVERNMENT SHAREHOLDING IN BP
We have now reached an agreement with the Bank of England for

the purchase of the partly paid BP shares held by the Issue
Department of the Bank at the price of 59 pence per share. We

cannot actually receive the shares until the Estimate
provision for their purchase being voted, and the agreement
is therefore conditional on the Consoldated Fund Biil

receiving Royal assent. The shares will be exchanged at this
point.

Nomﬂ [l

MRS M E BROWN
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1. MRS M E BBQWN/ From:R M BENT

Date:28 July 1988

2. Copies attached for: ceCsT
/1 EST
CHANCELLOR [¢[c M- i PMG
i .47 Sir P Middleton
FINANCIAL SECRETARY ;}»ﬁw’*;"vg' . Mr Anson
v Mr Monck
S @ Mr Moore po/r
= Mr Ree aBi&Y %Dy
2% |- Mr Gunton IDT
[/
BP SECOND CALL: PRESS NOT ‘

You will recall that last October's offer price for BP partly
paid shares of 330p per share was payable in instalments:
120p per share was paid on application, 105p per share is
payable by 3pm on Tuesday 30 August, and a further 105p per
share will be payable in April next year. This submission
seeks approval to the attached draft Treasury press notices
drawing attention to the BP second call at the end of August.

Background

2. In preparing for the second call, we have considered, and
rejected, the idea of advertising the call date. Adverts were
placed by DEn for the Gas third call in April, but not by DTp
for the BAA second call in May. The advice we received from
Dewe Rogerson was clear cut. First because most of the shares
went to the underwriters rather than to retail investors, and
second to avoid press criticism and minimise painful memories
of the unhappy experience last Autumn, Dewe Rogerson firmly
advised against paid advertising for the second call. We have
accepted that advice.

3. We think it important, nonetheless, to secure free press
coverage of the date of the second call, given the likelihood
that investors will be holidaying sometime during August. We
hope to rather persuade investors to pay early to minimise
late payments, though we anticipate some element degree of
late payment and plan to be 1lenient (except with the
institutions) if investors get their cheques in quickly
thereafter. We therefore propose to issue Treasury press
notices on suitably newsworthy occasions.

4. The first of these occasions occurs next week when Natwest
Bank despatches call notices to investors to remind each of
them of the exact amount which has to be paid for their
shareholding, and to describe how payment should be made. We
therefore suggest a first press notice next Monday (1 August)
to coincide with the posting of the call notices.

5. The second foreseeable occasion will be just before the
call is due. Recoqnising the other attractions over the Bank
Holiday weekend itself, and the fact that Sunday is probably
too late late for a final reminder, we are targetting the



second press notice for Wednesday 24 August.

6. If necessary, however, we will still have the option of
repeating the message over the Bank Holiday weekend to secure
extra coverage in the Sundays, and/or again after 30 August
if the element of late payment looks substantial. We can
decide the need for this coverage nearer the time.

Conclusion
7. I attach draft press notices for issue on 1 and 24 August.

If you are content, we will arrange for their issue on the
days targetted.

il

R M BENT
PE2 Division



DRAFT PRESS NOTICE [1 August 1988]

SECOND INSTALMENT ON BP PARTLY PAID SHARES NOW DUE

Call notices are being sent today to hulders ot The British
Petroleum Company p.l.c. partly paid shares to remind them
that the second payment on their shares is now due. Payment
of 105p per share must be received no later than 3pm on
Tuesday 30 August. The call notice informs shareholders of
the exact amount which has to be paid, and describes how

payment should be made.

In order to ensure that the deadline is met, holders of BP
partly paid shares should return their payment, together with
the complete call notice document, in the pre-addressed

envelope provided, as soon as possible.

Any holder of BP partly paid shares who has not received a
call notice by 8 August should contact Natwest Bank plc,
Registrar's Dept, PO Box 472, Consort House, The Lombard
Centre, East Street, Bristol BS99 1NW, on 0272 306666. Lines
will be open from 8.30am to 6pm Monday to Friday, and 8.30am

to 2pm on Saturdays.



Shareholders who do not meet the deadline for the final
payment could lose their shares, and any entitlement to bonus

shares.

Friday 19 August is the last date for dealing on the Stock

Exchange in BP partly paid shares for which the second

instalment has not been paid.

H M Treasury



DRAFT PRESS NOTICE [24 August 1988]

SECOND INSTALMENT ON BP PARTLY PAID SHARES DUE NEXT TUESDAY

Holders of The British Petroleum Company p.l.c. partly paid
shares are reminded that the deadline for payment of the
second instalment on their shares is 3pm on Tuesday 30

August.

Shareholders who have not already paid the second instalment
of 105p per share should ensure that they do so by 3pm on
Tuesday 30 August at the latest. Those who do not meet this
deadline for the second instalment could lose their shares,

and any entitlement to bonus shares.

Any holder of BP partly paid shares who has any questions
about payment of the second instalment should contact Natwest
Bank élc, Registrar's Dept, PO Box 472, Consort House, The
Lombard Centre, East Street, Bristol BS99 1NW, on 0272
306666. The lines will be open from 8.30am to 6pm Monday to

Friday, and 8.30am to 2pm on Saturdays.

H M Treasury
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FROM: H C GOODMAN
DATE: 2% July 1988

SIR PETER MIDDLETON cc: PS/Chancellor
PS/Financial Secretary

0 Sir G Littler

Mr Monck O/R
Mr Moore O/R
Mrs Lomax
Mr M L Williams
Mr Bent
7 Ms Wheldon - T.Sol

BP/KIO

I went with officials from the Foreign Office and Department
of Enerqgy thi¥ afternoon to give evidence to the MMC.

2 The MMC asked us about the further assurances promised
by the KIO of a limitation on their voting rights to 15 per
cent; a limit on their holdings of 21.6 per cent and agreement
not to seek Board representation. We explained that we
saw a legal problem with any ,assurances agreed before MMC
had reported. Mr Chipperfiel E%?id that the holding was
too large now and that our concern was that the KIO could
use the strategy of disposing of it in the market to influence
BP.. I added that the assurances were not satisfactory,
because they would not deal with the perception problen,
ie the problem that the parties dealing with BP would still
be concerned about Kuwaiti influence and that at meetings
15 per cent of the vote was significant, given that the
next largest holding was 1% per cent and usually only
10-15 per cent of the shareholders attended.

(DEw)
3 Mr Brummell(_explained at some 1length the reason why
the intentions stated now were not 1legally binding. He

will provide a further note on the problems likely to arise
if the KIO shares were put into a trust: namely that the
Trustees will have to act for the interests of the beneficial

owners, which will not reduce the possibility of a conflict
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of interests. The note will, with FCO help, also incorporate
a section on sovereign immunity and explain why this may
also make it difficult to enforce any assurances. Perhaps
Ms Wheldon could make contact with Mr Brummell and ensure
she is happy with the note before it goes to the MMC.

it e chmw asked

4. We will—altse—ask about the problems of disposing of
the shares. I explained that our view was that the effect
on the equity market was not 1likely to be problematic now
in the way it had been in the autumn, particularly if the
sale of shares was orderly. Our concern with a rapid disposal
was that the shares could fall into the hands of the
predators. We were asked whether there was some risk that
the Kuwaitis might sell the shares to other investors where
the problem would be essentially unchanged, eg the Saudis.
We said that that risk lasted as long as the Kuwaitis had
such a large holding. The Foreign Office said that they
did not think the Kuwaitis would dump the shares on the
market in such a pique if the MMC reported unfavourably,
since that would not be in their financial interest. Thgﬂ
expect the Kuwaitis to offer further concessions in the

period before the MMC reports.

5 The Chancellor stressed his concern that our views
do not ©become public knowledge (Mr Taylor's minute of
26 duaily ) As I explained to your Private Secretary and

his, it is unrealistic to think that the MMC can write a
report, particularly if they are to find in our favour,
without referring to the arguments which‘we have deployed,
if not to the detail. In practice, I ‘suspect -thisg wiill
not turn out to be a problem for the Treasury. I am attaching
a draft chapter entitled "Events Leading Up To The Merger
Situation" to be included in the report, which 1is based
on Treasury evidence up to now. It is not problematic.
The only point which it might be helpful to insert is that
at 23 November the Kuwaiti holding was 10.44 per cent. I
am attaching also the draft chapter based on the Department

of Energy's evidence.
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' 6. I would be grateful for any comments by close on
1 August.

-+ oo

ng—f "H C GOODMAN



MONOPOLIES AND MERGERS COMMISSION

New Court 48 Carey Street London WC2A 2JT
Telephone: 01-324 1467

GTN: 3548 0467
Fax: 01-324 1400
D Moore Esg. Direct line: 01-324 1500
The Treasury
Parliament Street
LONDON
SW1P 3AG 27 July 1988

Dear Mr Moore
THE GOVERNMENT OF KUWAIT AND THE BRITISH PETROLEUM CO PLC

Attached are copies of further material which is 1likely to be included in a
section of the report entitled 'Events leading up to the merger situation'. These
paragraphs are extracts from a section and do not necessarily run on but have been
numbered concurrently for ease of reference.

We should be pleased if you would check the factual accuracy of this material,
make any amendments considered necessary and return one copy to me before

3 August. —

Yours sincerely

CR&R

Miss G Booth te. S Tl Jal

T ke v | C et iiils L
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In order to understand the circumstances which had led to the
merger situation we have found it necessary to examine the
events which led to the Government of the State of Kuwait
acquiring 1,315,750,000 shares of ordinary shares in British
Petroleum PLC (BP) (held in different forms), equivalent to
[22] per cent of all the ordinary shares in issue (or [21.82]
per cent ifradjust:ment is made for shares issued as the result

of BP's acquisition of Britoil PLC).

In October 1987, HM Treasury offered for sale in the United
Kingdom and overseas 2,194 million ordinary shares. These
shares consisted of 1,735 million ordinary shares being all of
HM Treasury's existing 31.5 per cent of BP's shares and 459
million néw ordinary shares issued by the company to HM
Treasury for sale under the combined offer. Up® ‘to ‘1,369
million of these ordinary shares were made available under a
fixed price offer to the general public and existing share-
holders of 330p per share, of which 120p was payable immed-
iately, 105p payable on 30 August 1988, and 105p payable on
27 April 1989. Not less than 825 million ordinary shares were
also offered to United Kingdom institutional and overseas
investors at or above 330p per share payable by instalments on
the same dates. The sale was part of the Government’s policy

of divesting its holdings in private companies.

2/CH2-2/26/7/GMN



Diplomatic contact was made on 23 November to establish the.
he K1 O
Government of Kuwait's short-term and long-term intentions./ A

number of meetings between ministers of both countries took
place between 23 December 1987 (when the holding was just over
17 per cent) and 2 March 1988. In these exchanges, United
Kingdom ministers expressed concern at the continuing pur-
chases of shares while stressing that it was the extent of the
holding, and not its fact, that posed problems. The Kuwaiti
Government'’s response was that KIO was free to take the share-
Hdlding to 29 per cent, although it was unlikely in fact to go
much above 20 per cent. The Kuwaiti Government gave an assur-
ance that KIO had no intention to interfere in the management
of BP and would not seek Board representation in the fore-

seeable future.

L
it 5
10 - G|
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CONFIDENTIAL: MARKET SENSITIVE

cc PS/ Mr Morrison
PS/ PUS

2 PS/ Secretary of State Mr Davis o.r.

Mr Brummell

Mr Wakely

BP/KIO

The Secretary of State earlier approved the evidence that
the Department gave in writing to the MMC and the lines
to take that the Department's witnesses should give in
response to questions. The MMC have now compressed our
evidence and oral answers into the attached draft chapter
for their report.

2 The draft is a pretty accurate version of our
evidence and we have no reason to challenge it in any
substantive way. We intend however to suggest some minor
amendments, which are indicated on the attached copy.

3 The MMC have asked for our confirmation that the
draft accurately expresses the Department's views. We are
bound to give this. The draft does of course put the

Department in the forefront of the argument that the KIO

holding is against the public interest. But we have
always been aware that, if the MMC eventually came to the
conclusion that this argument were indeed sound, they
would need to be able to refer to the evidence that led
to this conclusion. We do not think, therefore, that we
could credibly argue that they should not set out the
Department's evidence at some length in their report.

4 Theoretically, there is a further opportunity, when
the Secretary of State for Trade and Industry receives
the report from the Commission, to seek deletions from
the published text. But because that would entail the
inclusion in the public version of asterisks in place of
the deleted passages, such deletions would be likely to
cause more problems than they would solve.

S i should be grateful to know if the Secretary of
State is content.

S R Sklaroff
0il and Gas 3A
Room 726

Extn 3781

27 July 1988

S ldrlm Ang

n eme s



MONOPOLIES AND MERGERS COMMISSION
New Court

48 Carey Street

London WC2A 2JT

Tel: 01-831 8111 Ext
GTN 2648 }

............

s SHaroff Esqg
pepartment of Energy
Ttzmes House South
LCFIDON

Sw_.P 4QJ

22 July 1988

M100/5/6

Dear Mr Sklaroff
GOVERNMENT OF KUWAIT/BRITISH PETROLEUM PLC

1 enclose two copies of draft material wvhich the Cammission are likely to
include in a section of their report on the views of the United Kingdom

Government and other parties. The wording used here might not be exactly
that which will be used in the final report.

would you please confirm that the passage accurately re
make any amendments which you consider necessary. Should you wish in
addition to make any representations concerning the Camission's intention

to include any of this information in their report, you are invited to do
so.

flects your views or

1 should like, if possible, to receive your camments by 5 August.

Yours sincerely

(B

Miss G Booth
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Department of Energy

The Department of Energy 1is responsible for the development of
United Lhingdom policies in relation to all forms of energy and for
international aspects of energy policy. It is the sponsoring
department for the British oil industry and has responsibility for

the Govermnment interests in the development of o0il and gas

resources on the British sector of the Continental shelf.

The Department provided us with information on the oil industry in
the United Kingdom and elsewhere, on the o0il markets, and on HM
Government's policy for oil, particularly in respect of the
Continental shelf. We received evidence from them in writing and

at a hearing at which HM Treasury was also represented. The

Department's evidence was put forward on behalf of HM Governmment.

Sumnary of views

3

The Department told us that the Government's view was that the 22
per cent KIO shareholding in BP afforded Kuwait the ability
materially to influence the policy of BP and that Kuwait mig{xt’/b&
expeeted, in due course and as circumstances dictate, to use this
ability in ways consonant with its own national interest, to the

detriment of the North Sea as a source of competitive pressure in



the world oil market, and in conflict both with the commercial
interests of BP and the national interests of the United Kingdom.

The Government's view therefore was that the 22 per cent
shareholding was against the public interest and that appropriate
steps should be taken to reduce it to a level at which huwait's
ability to influence BP was no longer on a different scale from

that of the company's other shareholders.

Kuwaiti oil interests

5

Gk

The Department emphasised the importance of oil to the kuwait
our~ o Hulrdh
economy: its net o0il exports accounted for abeut—one—quarter of

its GDP compared with 1 per cent for the United Kingdom, Land—the

oeng_iox_-uae—l-h-ﬁ:ed-—hrngdem—l Ownership of all oil reserves vwas
vesved ; :
vicited in the State and its oil industry was controlled by a
state-ovned holding company, which was responsible for both
domestic and international oil activities. The Chairman of the
KPC was also a director of the KIA. HMG's understanding was that
although there appeared to be no barrier in Kuwaiti law, there
were considerable practical obstacles to the involvement of

foreign companies in the development of Kuwaiti oil reserves and

no effective way for a foreign company to buy shares in KPC or its

subsidiaries.

L L

i
i




The Department also drew attention to what the Kuwaitis had
themselves described as 'aggressive expansion’ of its downstream
_markets in Europe and elsewhere. In this respect, they said, it
was of interest to note that BP had substantial downstream assets,
and its refining and marketing activities accounted for (0 per
cent of BP turnover in 1987. Ruvait was also expanding its

foreign exploration and production activities, to complement its

overseas downstream assets, through its subsidiary, Santa Fe.

Although Santa Fe's production capacity was largely concentrated

i;u California and the Gulf of Mexico, it had a presence on the Uk

Continental Shelf and a significant interest in the Miller field,

operated by BP, which was in the planning stage.

huwvait and OPEC

descmhed
7 . The Department also pointed—te Kuwait's role in OPEC. OPEC's

objective was to set production quotas for its members in order to

control the price of oil. [ ' ;

observed-—ﬂ:s——qﬂotz—mth—varm—dcgrees—of—ngeup-] In the early

1970s Kuwait was one of the first to cut back oil production and
has combuoad 4 WAd adput

(had,—-among others  foeund .
W TRy 1

push up prices. In recent years i

8 OPEC member states, the Department told us, had sought to
influence other producing states, including the United Kingdom, in
favour of controlling production as a means of maintaining the

world price of oil at levels consistent with the interests of OPEC

a1



producers. HM Governmment's position was that questions of

production and pricing should be left to the market. It was this
_view which underpinned the Government's policy of disengaging from

detailed intervention in North Sea developments.

LIO and Spain

9 The Department said that recent Kwwaiti policy had been to extend
its portfolio of investments in Western Europe, with particular
emphasis (via the KPC) on the downstream oil and petrochemicals
sector. KIO investment in Spain had also followed this pattern,
with emphasis given to the acquisition of downstream outlet
companies whether in the chemical, explosives or refining sectors.

10 :

The investment activity in Spain also afforded examples of the way
in which KIO had sought to influence the policy of companies in
vhich it has a shareholding. These included: encouraging the sale

or merger of corporate assets against the will of existing company

management (GRT); using a significant shareholding as a lever to

obtain board representation (ERT, Banco Central); calling an

Extraordinary General Meeting in order to overturn ‘existing

management policy (Banco Central); the rapid sale of a

shareholding despite a declared policy of long-term investment

(Banco de Vizcaya); and & hostile takeover bid (Ebro).

, Vi wes e ot
11 The DepartmentS$ concluded—from—this that KIO was prepared to take
kbt sett e (ot or Hve siuoretunda’ vassl dft o ¢
\e =

, 3
aay-Laction L;-%——deened' appropriate if a company in which it had a




controlling shareholding was perceived as not acting in the KIO's

interests.

The build up of KIO's shareholding

12

The Department told us that as Lthe KIO stake in BP rose above i0
per cent and rapidly approached 20 per cent, United Kingdom
ministers several times impressed on the Kuwait authorities their

concern at the increasing size of the holding. The huwaitis had

assured HMG that they had no ambitions to control BP nor any

interest in any management role. They added that for the

foreseeable future they did not intend to seek a seat on the EP

board. However on the crucial question of the size of the
shareholding, the Department said the Kuwaitis had not addressed
United hKingdom Ministerial concerns. They had consistently

maintained thgat they could give no undertakings on the level of

the shareholding which were not required by law.

Abilitv to influence

13

The Department pointed out that K10’s shareholding was more than

ten times greater than the next single shareholding in BP.

Furthermore, the voting record at recent General Meetings shouved

that the number of shares actually voted had typicallv amounted to
around 10 to 15 per cent. A 22 per cent share placed the holder
in a strong, and possibly commanding, position at General

Meetings. Such a shareholding, in the Department’'s view, would

enable KIO to influence the policy of BP either by blocking

resolutions at shareholders’ meetings or by convening such

aBL



meetings and then carrying motions unwelcome to the BP board. It
would also be in a position to use its voting strength to remove
—existing directors from the board and, if it so wished to replace
them with its own nominees. Even if BP could successfully mount a
defence on the first few occasions, it was doubtful whetner
sufficient votes could be mustered indefinitely. An accommodation
with the KIO was the likely outcome of such a situation. An :
additional source of pressure given the size of the KIO stake,
would be the threat of a precipitate sale of part of the

shareholding with potentially adverse consequences for the share ?

price.

Public Interest Issues

(a) Influence on BP production and oil field development

14. Given the history of OPEC's efforts to persuade other producing
countries to support, via production controls, world oil prices ,
favourable to OPEC members, the Department thought that conditions £
might arise in which huwait would attempt, on her own account, or f
under pressure from fellow OPEC members, to constrain BP's oil
produétion and development activities in the North Sea. or
elsewhere, for example by extending the ‘'off-season’, or by
delaying new developments. This would affect not only BP but also

L its partners in the North Sea. -!-oxﬁd—-haxe considerable adverse

effects on Uk resources in the medium and long term.

15 1In amplification of the above, the Department told us that there

had been recent public statements by Kuwaiti Ministers to the

e



16

effect that the United Kingdom and other non-OPEC producing
companies should cooperate with OPEC in 'stabilizing' oil prices.

It was, the Department said, more in the UK interest, than

huvait's interest, to ensure that the North Sea continued as a
significant o0il producing province in the foreseeable future ana

the Uh's independence in this matter would be threatened by a

Ruwaiti ability to influence the exploration, development and

production policy of a company which owns a quarter of the Uk's

own o0il reserves. There were, said the Department, even wider

implications. In the longer term, as production from the North

Sea declines, the UK might once more become dependent on the

HJu~d>v1c1cP§1“twbk°4
Middle East for oil, as it was in the 1970s. LKuwait d3§%§ then be
able to exert even tighter control over BP's sales of oil, and ¢n

the i(h's raw material costs (through oil price).

wWe asked the Department for an estimate of the reductions in oil
production in the North Sea which might result from extensions of
BP's 'off-seasons’ for repair and maintenance. They told us that
the reductions might conceivably be significantly in excess of 35

per cent of BP's present production. Given that total output from

the North Sea 1is around 2.6 million barrels per day, and that BP

(with Britoil) owned roughly 25 per cent of that output, a cut of,
say, o per cent in BP's North Sea production would amount to about

30,000 barrels per day.



(b)

17

(c)

18

Government planning arrangements

The Department told us that IM Government maintained contncts with

‘BP and other o0il companies on contingency plans for times of

crises, including blockade in time of war. They said that as one

of the main companies holding Uk national stocks BP was also one

of the leading companies with which the Government liaised

regularly on the Vil Industry Emergency Committee, which was

concerned with planning for war-time. BP was very actively

involved in such planning and involvement in or detailed knowledge

of its affairs by a foreign Government could seriously impair the
company's future ability to maintain this role. At times of
crisis, the company’s ability to respond to HMG might be

constrained and this would be a particular handicap.

Research and development activities

Oty
The Department told us that it was conceivable that-a—lst_at.e such

as Hhwait with very large low-cost indigenous reserves of oil

would be less interested in research and development aimed at

improving extraction of oil or at developing oil substitutes than

a wholly commercial company like BP. Any reduction in these

activities could be against the public interest. we asked the

Department for their views on some aspects of this programme,

especially those parts relating to the production of oil
substitutes and to the exploitation of having crude oil for use in

transport and power generation.



.19  The Department told us that BP was well in the forefront of United
Ringdom-based o0il companies in spending on new oil-related
__technologies. Their programme on the conversion of methane to
heavier liquids suitable for use as gasoline was aimed primarily

at gaining access to future reserves of natural gas 1n remote

regions. The wvorld's gas reserves were currently estimated to be

almost equivalent to the o0il reserves but for economic reasons
they were at present less extensively developed. Similar research
was being carried out by some of BP’'s competitors.

20 The process vhich emulsifies heavy oils in water to make them more
easily transportable and usable in large industriai boilers and
furnaces was at a more advanced stage. A commercial test of the
product jointly developed by BP and Petroleos de Venezuela was

- about to take place and the project might well be on the verge of

compercial launch. BP were leaders in this field.

21 Both of these areas of research and development offered, in the
Department’s view, considerable potential benefit to the North Sea
and the UK economy. Neither was of obvious benefit to a

Government with extensive conventional resources of its own.

(d) Purchase of kuwait oil by BP

L 22 The Department believed that/at some future date Kuwait %uish
to increase disposal of its own oil, beyond the capacity of its
existing refining and marketing system. KIO might then seek to

influence BP to increase the usage of Kuwaiti crude in BP

g



(e)

23

}24

refineries and/or other downstream facilities, rather than buy on
the open market or increase its own output. This would have a

clearly adverse impact on BP's ability to take decisions in a

commercial way.

Perception of BP by others

The Department told us that the decision to sell HMG's holding in
BP was taken on the basis that it was no longer appropriate for
HMG to retain shareholdings in private sector companies.
Mo.reover. the decision to sell the shareholding had the benefit of
putting it beyond doubt that the company was free to operate in a
fully commercial manner. Investment on a substantial scale by a
foreign Government had therefore nullified one of HYG's aims in
disposing of its shareholdings in BP. This, and the fact that the
Government with a potentially dominant holding was an OPEC members
state was almost certain to have an impact on the perception of
the company by prospective suppliers, customers and partners, and
to cast doubt on BP’s ability to behave as a compercial
organisation. It could also influence the way BP was regarded by
other foreign Governments. The Department fold us it was aware of
several examples where BP had already encountered difficulties in

comrercial negotiations ‘overseas as a result of the existence of

the KIO shareholding.

s id-
dJ
The Department also thought that BP wewld encounter difficulties
over raising capital, particularly with regard to corporate

takeovers if it was not seen to be an independent company.

Sy |



(f) Access to commercially sensitive information

25 The Department considered that Kuwait representation on BP's board
‘wouid give it access to commercial information on refining and
distribution in markets where BP and Kkuwait were at present in
competition. This would give huwait advantages in the European
and United States markets which it would not otherwise obtain.
The Department added that there were also examples from the recent

past where the KIO, having acquired interests in UK downstream

assets, had sold them to KPC. There must therefore be some

concern that similar rationalisation of some of BP's downstream

assets could not be ruled out for the future.

Conclusions

26 For all these reasons, the Department told us, the Government's

view was that the KIO shareholding, at its present level, was

against the public interest.
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You copied to me your minute of 28th July to Sir Peter Middleton.

I had already liaised with Mr Brummell about the legal aspects of the
Department of Energy evidence and I am content with the note which he proposes
to send to the MMC about the suggestidn that KIO shares should be put into a

trusty

You referred in paragraph 5 of your minute to the Chancellor's concern that
the Treasury's views do not become public knowledge. I think it would be
worth adding to what you have said that section 83 of the Fair Trading Act
1973 provides the Secretary of State with the power to delete from the MMC
report, before publication, any matter in the report which he believes would
be against the public interest to publish. As a Department of Energy minute
attached to your minute of 28th July says, use of this power results in a line
of asterisks in the public version of the report and the powers used
sparingly. Nevertheless, it does offer a basis on which to delete

particularly sensitive material.

/ Whelda

iss J L Wheldon

OVER
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Department of Enerqy

Thames House South \\
Millbank \
London SW1 \ Q9 July 1988

s

I have considered carefully the points in your letter to Alan Clark

of 19 July about the eligibility rules for the BT, BGC, BA, BAA
and BP incentive arrangements, both from the viewpoint of my direct
responsibility for the BP sale, and from my wider remit for
coordinating the privatisation programme generally.

253/33/JRF CONFIDENTIAL

The advice we have now obtained from the Law Officers confirms
the serious 1legal implications arising from the interpretation
of these five contracts in the circumstances of shareholders who
transfer into Jjoint names, and other departments have also
identified substantial policy issues which arise if we depart
from the practice adopted so far.

I am sure we cannot simply each go our own ways, with one
interpretation for Gas and another for BT, BA, BAA and BP. It
is essential that all departments should adopt a common strategy,
and minimise the risks of legal challenge.

I have reviewed both the legal and the policy issues in the 1light
of your recent letter, and I must say that I agree with the view
provisionally reached by officials that the best balance is struck
if Gas practice, with effect from 1 July, is brought into 1line
with the practice on the BT, BA, BAA and BP sales.

On the legal issues, I readily acknowledge the complicated
situation, and I am conscious of the "better view" expressed by
the Law Officers. But I am also aware that they went on to note
the severe practical problems that might drive us to want to resist
claims, and advised that "it remains open to the Secretary of
State to insist upon the strict construction of the prospectuses".
So the legal arguments are not one-sided.

On the policy front, the weight of advice is that a substantial
administrative task arises if we instruct officials to reverse
previous practice. All those investors in the BT, BA, BAA and
BP sales who had previously lost entitlement, and who would remain
eligible for incentives under your department's interpretation,
wculd need to be identified, and given redress. Very possibly,



CONFIDENTIAL

administrative action on its own might not be successful, and
advertising for claimants would then be necessary. Leaving on
one side the cost and difficulty of dealing fairly with such claims
on the basis of inadequate documentation, action of this kind
would certainly attract unfavourable publicity for the privatisation
programme, and would be bound to increase the pressures for other
departures from past practice which we have hitherto resisted.

It is also the case that the interpretation and course of action
which you favour would in fact fail to protect the entitlement
to bonus shares of a surviving widow on the death of the husband,
for the reasons I gave in my letter of 18 April. But your suggested

interpretation also opens up the possibility of abuse - eg the
transfer of shares between wholly unrelated persons via a joint
holdin - for which inadequate safeguards exist in the contract

because, or course, it was not the draftsman's intention to allow
transfers into joint holdings cum entitlement.

There are no easy, or entirely satisfactory, answers to the problem
we face. Weighing the possibility of an unhelpful Court decision
in the event of a legal challenge against the policy arguments
for maintaining the contract as the draftsman intended, I believe
that the agreement reached by officials is the best outcome.

I hope you might be able to reconsider your objections to this
proposal. The issue has been under consideration for a long time
and officials in other departments have been prevented from
responding to correspondence with investors meanwhile, so we need
to reach a quick decision if we are not to provoke the legal
challenge that will expose our conflicting interpretations.

We need a common Government interpretation, it would be most helpful
if you felt able to agree, that the interpretation adopted for
BT, BA, BAA and BP should even be adopted for Gas as from 1 July.

Copies of this letter go to the recipients of yours.

S el
N

NORMAN LAMONT
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BP SECOND CALL: PRESS NOTICES

J M G TAYLOR
29 July 1988

PS/Chief Secretary
PS/Paymaster General
PS/Economic Secretary
Sir P Middleton

Mr Anson

Mr Monck

Mr Moore

Mr Gieve

Mrs M E Brown

Mr Gunton

Mr Bent

The Chancellor has seen Mr Bent's minute of 28 July. He is content

with Mr Bent's advice,

Secretary may have.

subject to any comments which the Financial

A

J M G TAYLOR
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HINE  Lomfl0tlm mael. Col Mr Moore - o/r
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The FCO have now sent a record of Mr Mellor's meeting with
Ali Khalifa ten days ago. Also attached is a draft letter the FCO

want to send to the Kuwaitis.

25 It is not a good idea to write now to the Kuwaitis: it may
be seen to compromise our position vis a vis the MMC; neither you
nor Mr Parkinson wrote previously after meeting the Kuwaitis and
finally, Mr Waldegrave has now taken over from Mr Mellor and is
not really in a position to record that meeting. I have marked
with square brackets the passages which are particularly
unhelpful, in particular the last sentence.

3% I attach a draft letter for you to send to Mr Waldegrave's
private secretary, if the Chancellor agrees.

UL
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DRAFT LETTER FROM PS/CHANCELLOR TO:

V.'/r f"/s'f

PS/HE~Waidegfave {
{af‘ psl UOponia f
BP/KIO

I understand that your Minister is considering writing to

Sheikh Ali Khalifa, following Mr Mellor's recent meeting.

s L) D

The Chancellor has asked me to convey hlS( v1ew that' for
~be Ve Unhlipf

Mr Waldegrave to wrlte now would_ngt——be-—heépfui ' Such a move
& |

e mlslnterpreted as an attempt to circumvent the MMC

couldw

investigations now underway. %{G tahﬁb‘

I am copying this letter to Stephen Haddrill (DEn).

J M G TAYLOR

f S et

Ra}’ (PP A'\(/U\’(V* (R L S 4 VO
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Foreign and Commonwealth Office
London SW1A 2AH

Telephone 01-
270 2680

Your reference

S Sklaroff Esq Our reference
Department of Energy

Date

28 July 1988

D Jt

BP/KIO

1. When we met on Tuesday in Mr Chipperfield's office I told the
meeting that we would like to acknowledge Shaikh Ali Khalifa's

approach to Mr Mellor in a polite and temporising letter. I explained.

why the FCO thought sending such a letter was worth doing.

/ 2. I attach a draft letter to Shaikh Ali Khalifa which I would like
to submit to Mr Waldegrave's office for his signature. Before I do I
would be glad of any comments/drafting amendments that you would like

to propose.

3. I am copying this letter to Helen Goodman at HM Treasury whose
views on the draft I would also welcome. I will be happy to take
comments by telephone.

C J B White
Economic Relations Department
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' DRAFT: minute/letter/teleletter/despatch/note TYPE Draft/Fmal ;
FROM .  Reference
Mr Waldegrave : Joa CG1A0%
DEPARTMENT: TEL. NO:
SECURITY CLASSIFICATION TO: ‘ Your Reference
‘Shaikh Ali Khalifa
Top Secret :
Boirat c/o Embassy of Kuwait Copies to:
Confidential : :
Restricted
Unclassified
PRIVACY MARKING SUBJECT: :
1. You will have heard that David Mellor has left
................