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a reduction of the 5 i ring requirement (PSER

years to 193334, I n showed, for » of four possible dizs

cases, re v would make. Consistent assumption:
about the : s had been taken, end tex revenue
was shown I 13 : i difference was that

assets invelved gi E 3 ture revenues in exchange for
cash. The Budget n in 1920-J1 and 19391-32 would probably
Justify such dispes he longer—term objective remained the

privatisation of large parts of the present public sector.

In discussion, it was suggested that the Government might need the
additional revenue from BIOC just : Pt




period. If oil
rate, those reveaves would be significantly higher.

ispose of a comparatively

In further discussion, it was argued that any split of the existins
BNOC into a 'treding' and 'operating' subsidiary would be seen
overceas as a political device intended {to retain a Government cont
over the destination of lNorth Sea oil. Agesinst this it was arpu
that the proposed arrangemente were easier to defend; in terms
commmity law, than the present participation deals, which contair
'gale back' arrangements which were open fto challenge., Un

it seemed that, internationally, there was nothing to lose

something to pain from the proposed changes,

It was further argued that the device of splitting the
would weaken the management of the BNOC ‘'trading!

ol

f information about the costs of liorth

deprieving it of
Most major oil companies still operated as integrated
combining production with trading functions. Against
argued that BNOC 'trading' would be dealing with many nt

production companies, and there was no particular case for it to re

a stake in its former affiliate, BNOC (cperating). Indeed the

operation might go better if the fwo were at arms length.

In continuing discussion, it was suggested that the sales o
'operating' subsidiary would command a betiter price i

to the market from the start that the ultimate objective were

the new company from Covernment control. This would also
technicel advantage of removing the company from the public sector,
thus allowing the proceeds of sale to be treated as a reducticn of

the Public Sector Borrowing Requirement, rather than a means of fin
it. It was however suggested that the accounting conventions in this
area were unnecessarily rigid and need not be regarded as &n overriding

objection.
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The wt Hon S5ir Ian Gilmour, Bart., MP 1' S
Lord Privy Geal 3T{
Foreirn and Commonwealth Office

London SWl Q) December 1979

BP/BHOC CRUDE OIL SALES

In your letter of the 18th Decenber you draw attention to the
politicsl risks of the "claw-back' provisions in the BP/BNOC
arranggements and posed the question whether that political risk
is worth takine,
While, of course, 1 agree thiat there is an important foreign
political dimension to the n w nrrangements, I sm quite clear

that we must accept any residual risk. Our first political
priority must be UK security of supply. "Claw-back" offers a
substantinl potentisl contribution to that security - up to

5 million tonnes per year at peak.

'houzh I would certainly be prepared to consult you before
exercising any claw-back provision built inte the contracts, I
cannot’ ngree simply to forego the additional protection it ¢
potentially orfers. HNor do I believe this to be necessary in the
light of Michael Havers' advice. I would draw your attention in
particular to the following points:

i. The claw-back arrangements envisaged provide that BP
should have the opportunity to increase product supplies
to the UK from its own system before BNOC terminated any
crude supply. If BP can in practice achieve that at the
time there would be no termination in HNOC's supply;

BF would provide for the potential implementation of this
feature of the arrangements by committing the supply in
question to two refineries owned and operated by BP Trading
itself in Holland and Belpium. These refineries are used

as marginal suppliers to the BP system and accordingly have

a crude supply which, even in normesl circumstances, fluctuates
by more than the volumes involved in the BNOC arrangement. BP
would intend to maintsin the level of supplies of UKCS crude
to the European system, making up their obligstions to the UK
in terms of non-UKCS crudes.
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iii. BP is itself aware of the need to limit information about
these arrangements. As you know, they found there was no
need to discuss them in their recent briefing of their
European affiliates.

This is now the one point outstanding which is inhibiting serious
negotiation of the new supply arrangements between BNOC and BP. I
regard it as urgent to make progress on the contractual implementa-
tion of the Principles of Understanding of the lst November. We need
to resolve this issue before I leave for the Middle East on the I
4th Jenuary and I hope that you can inform me before then that you will
not press your argument further at this stage. 1

Copies of this letter go to the Frime Minister, members of ODE, the
Attorney General, the Lord Advocate and Sir Robert Armstrong.
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Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000

20th December 1979

FUTURE OF BNOC AND THE PSER

The Chancellor of the Exchequer was asked at the
meeting of E Committee last week to arrange for officials
from the Departments concerned and from the CPRS urgently
to review the implications for the PSER of the wvarious
options for introducing private capital into BNOC, including
delaying such an introduction for a period (E(79)19th
Meeting, Item 3). The Prime Minister would then arrange
for this further work to be considered by the Ministers
directly concerned, if possible before Christmas (a meeting
has now been arranged for Friday morning).

I attach a nntﬂ which the Chancellor has approved on
the PSBR consequences of the varicus options for introducing
private capital 1nto LHGC. The note has been produced in
consultation with officials from the Department of Energy,
the CPRS and Inland Revenue. In accordance with the remit
from E Committee it concentrates on the narrow, though
i“portant PSBR points and is not intended to cover other
issues relevant to BNOC privatisation.

I also attach an aide memoire summarising the options,
produced by Treasury officials as part of the Chancellor's
briefing.

I am sending a copy of this letter and its attachments
to the Private Secretaries of the Secretaries of State for
Energy, Industry, Foreign and Commonwealth Affairs and Trade
and to the Attorney General. Coplies also go to
3ir Robert Armstrong and to Sir Kenneth Berrill.

R

{(M.A. HALL)
T. Lankester, Esq.,
No.1l0, Downing Street,
S.W.1.
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THE FUTURE OF BNOC & THE PSBR
Note by the Chancellor of the Exchequer

T+ I was asked to arrange for officials from the departments concerned and from

the CPFRS urgently to review the implications for the PSBR of the various options

for introducing private capital into BNOC, including delaying such introduction

for a period (E 79) 19th Meeting, Item 3). The position is as follows.

Assumptions
2. Any assessment of the PSBR effects of introducing private capital into BNOC

must inevitably rely on many working assumptions. But the figures in paragraph &4
below illustrate the broad size and direction of the effects for the main options
for introducing private capital inte BMOC listed in paragraph 3 belew. The
assumptions in those figures are:
a) Tax. It is assumed that payments of PRT wand Corporation Tax to the
Exchequer will be the same for all Y4 cases in paragraph 3.
b) 0il prices. These are assumed by BNOC to be at £28.50 per billion
barrels in April 1980, an assumption which now looks conservative in view
of Caracas. The higher oil prices, the greater BNOC's prospective revenues.
It is uncertain whether the full benefits of these higher revenues would be
reflected in sale proceeds from privatisation (for the reasons in paresgravh 5
below). If BNOC, or a part of it, remains under public sector control, the
PSBR would certainly benefit.

c¢) BNOC's capital expenditure programme. This is taken to be at the level

assumed by BNOC in their recent review (see Annex). This is some £L5 mil-
lion to £90 million a year below levels agreed by Ministers in September.
The higher the capital programme, the less the PSBR case for keeping BIOC,
oy any part of if, in the public ssclor.

d) B8ize of sale proceeds. These are calculated on the basis of Mr Philip
Shelbourne's valuation of BNOC as at 1st January 1980 of £1.5 billion (about
£1.25 billion at 1979 Survey prices). This valuation took no account of any

effect on the sale price of any Opposition threats to re-nationalise the

privatised company on onercus terms.

The Options
3. In broad terms the options for introducing private capital into BNOC are set
out below. Their PSBR effects are summarised in paragraph 4 below.

a) Case 1. Splitting BNOC into two independent companies, BHOC (Trading)

and BNOC (Operating), and selling 75% (or a somewhat lesser amount) of the

el 4
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shares in Operating to private shareholders, with a minimum of 25% being
owned by Trading, which would remain 100% owned by the Government. This is

the option favoured by the Secretary of State for Energy in E(79)67.

The shares could be sold in 3 equal tranches of 25%, but for the proceeds
to count as a PSBR reduction, it would have to be made clear at the outset
that the public sector was immediately relinguishing control over Operating
and that it intended to sell at least 51% of the shares eventually.

The proceeds would finance the PSER but would not reduce it if there were
cbligatory arrangements whereby 100% of its oil {as distinct from the normal
51%) was sold to Trading. Three years after the start of the sale the PSBR
would be increased, because Operating's cash surpluses would no longer accrue
to the public sector and there would be no more sales proceeds to offset this

losse.

b) Case 2. Maintaining BNOC's present unified management by transferring

the oilfield assets to a subsidiary company, and selling a minority (e.g. L9¥)

of this company to private shareholders. This is the option discussed in
paragraphs 5-7 of E(79)67 and in the Annex to E(79)80.

The proceeds from this sale would finance, but would not reduce the PSER,
gince the privatised subsidiary would be under BNOC's control and thus within
the public sector. If the company's cash surpluses in later years are to
continue to reduce the PSER, they would have to be invested in public sector
debt so that the cash remained available to the public sector and this has
been assumed in estimating the figures for Case 2. Such a requirement would
have to be made clear to prospective investors in the prospectus, and sale
proceeds could be reduced if they believed the company too much under Govern-
ment control. The size of the cash surpluses would partly depend on the
amount of capital exXpenditure undertalen by the company. The Government
would therefore want to control the capital programme. Thie too would need

to be disclosed to investors with potential effects on sale proceeds.

¢) Maintaining BNOC's present unified management by routes other than at (b)
above. For example:
i) Case 3. Selling a proportion of BNOC's license interests in indivi-
dunal oilfields to a eeparate company in which private shareholders would
own 75% of the shares. The company would be essentially an investment
company owing e.g. X% of Dunlin field, Y% of Statfjord and 2% of Ninian.
The effect would be to sell part of BNOC's aseets to the private sector
...2..

(CONFIDENTIAL)




(CONFIDENTIAL)

thréugh the medium of a company owned by private shareholders. The

attraction to investors would be the prospect of increased revenues

and capital gains. Investors would prefer the widest possible spread
of interests in BNOC's fields. The inevitable negotiations necessary
with field partners could prevent an early sale, though this might apply
equally with Case 1.

The proceeds from the sale would reduce the PSBR (as distinct from
finaneing it) if the new company was wholly independent (e.g. its manage-
ment and its marketing and its pricing policies) from BNOC and it had
the normal participation obligation of selling no more than 51% of its
0il to BNOC. In later years the PSBR would be increased since the
revenues from the field interests sold would no longer be available to

the public sector.

This course, which Ministers have not so far considered, would
produce a smaller reduction in the short term and a smaller increase in
the longer term in the PSBR compared to Case 14 keep, except for the
proportion of assets transferred to the separate company, a unified
BNOC management; and reduce the amount of oil lost from public sector
control. The figures for Case 3 in paragraph 4 illustrate the PSBR
effects of privatising some £250 million (about one-fifth) of BNCC assets
in this way. The more assets sold, the more the privatised company

would resemble an oil company rather than an investment company.

ji) Case 4. Transferring the rights to, say, 5% of the revenue (but

not to the oil) from BNOC's cilfields to a company, all of whose shares

would be so0ld to the public.

The proceeds from the sale would finance, but not reduce the PSER,
gince such a company would in effect only be a channel for advencing
money to BHOC with no control over the oil assets. In later years the
PSBR would be higher, since the revenues paid out to the privatised

company would no longer be available to the public sector.

Summary of PSBR Effects

L, The estimated PSBR effects of the 4 cases above compared with the base line

of the status quo (i.e. assuming BNOC remains as it is) are as follows:

-3 =
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Estimated Effect of the 4 Cases on the FSER Compared with the Status Quo
Baseline (+ means the PSBR is higher, - means it is lower)

£m 1979 Survey Prices
1980-81 81-82 82-8% 83-84 84-85 B5-86 86-87 Total
Status Quo Base-
1ine (ie BIOC's
contribution to
PSBR assuming it
stays as now and
capital expendi-
ture as now as-
sumed by BNOC)

Changes in above
baseline produced

by
Case 1
Case 2
Case 3
Case 4

Tax assumed
payable in
every case

Capital expen-

diture assumed

in status quo

baseline +215

* Tn Case 2 and Case 4 the proceeds would not reduce the FSBR and
therefore are not reflected in the asterisked figures. For case 2 (49 per
cent privatisation) it is very hard to estimate the scale of the sale
proceeds because the share price would be depressed by the prospect of

continued public sector control (see paragraph 3(ii)). But it is clear
that the figures would be a good deal less than the theoretical value
of around £200m in each year in the period 1980-81 to 1982-8%. For
Case 4 (the revenue rights company) the proceeds would be some £200m
in 1980-81, and like the proceeds under Case 2, would help finance the
PSER.

=
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Timing

B There are two factors affecting the timing of sales. PSBR reductions are
achieved quicker the carlier the shares are sold. The longer the period over
which a share sale of a given size is phased, the longer the period it takes to
achieve the PSBR reductions and the later consequent PSBR increases. On the other
hand, the CPRS argue that the stock market has not fully reflected the prospect

of future oil price rises. If this is right, the later the sale of the shares
the higher the proceeds are likely to be, since they will reflect the full effect

of actual higher prices. This latter effect cannot be quantified.

-5 =
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ANNEX

¥

ASSUMPTIONS ON CAPITAL INVESTMENT FOR THE ESTIMATES IN PARAGRAPH 4 OF PAPER

1s The total public sector take is affected significantly by the size of the
capital expenditure programme assumed for BNOC. BNOC has recently reviewed its
capital expenditure projections and, on the assumption that its future programme
is limited to already identified upstream projects on existing licenses, a reduced
exploration programme, including future licenses, and a small allowance for
unidentified projects, it now foresees capital expenditure well below the level
agreed by Ministers as part of the Investment % Financing Review in September.
This lower level of capital expenditure has been used in estimating the PSBR
effects of the status que base case of keeping BNOC as it now is. This is because
if BNOC remained in the public sector in its present form, Ministers could insist
that the capital expenditure programme remained at ihe level foreseen by BNOC in

their recent review.
2. The capital expenditure programme assumed is:
1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986,/87

+215 +210 +220 +200 +185 +170 +155

(CONFIDENTIAL)
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PRIME MINISTER

BROC: FUTURE STRUCTURE AND PRIVATE SECTOR PARTICIPATION

It is essential that tomorrow we take the basic decisions on this.

If we don't:

(a) there is a grave risk that we won't be able to get legislation

through in time:
our whole political stance will be undermined:

early support for the PSBR will become impossible.

Nothing has changed my view that the plan I originally put forward

and which was virtuaslly agreed on 26 November is the right one.
Key points are:

(i) We must retain 100% control over the crude oil trading operation

in the interests of national security of supply;

Je must separate the highly political trading operation

from the commercial upstream operation. If we don't there is
no prospect of interesting the private investor on acceptable
terms. This is quite different from the British Airways' position.
In the BROC case there is no way in which anyone could be
convinced that the Government would not interfere if o0il trading

and upstream operations remain together.

Again, unless the management is split we won't convince
anyone that the Government will not interfere through a joint
management with the North Sea company. I do not accept that
splitting should cause management problems. We have also

established that EEC considerations actually favour a separation.

The impact on the PSBR of whatever we do is important - but it
is obvious that benefits sooner mean revenue for the PSBER foregone

later. All the financial signs seem to favour "sooner". We mug not
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forget the underlying issue - our policies of reducing the

gsector.

Timing

Successful privatisation by whatever route is going to require

T &
L1

legisletion. we cannot reach decisions now to proceed with this
legislation we have no prospect of getting it through in time.
Without early legislation privatisation and the benefits to the PSER
cannot be achieved. The later we get it the later the benefits and
the longer severe political and managerial uncertainties remain. I
ought now to be deciding on the new chairman or chairmen. But I

cannot move with continuing uncertainty.

Failure to reach a decision must 'amount to a decision to keep the
structure as it is now, thus frustrating our determination to
denationalise BNOC and set up a new independent British Oil company.
This would be seen by the party and the backbenchers as a major
retreat from our publicly stated position.

Far from backing away from this central theme in our strategy at this
moment, 1 think the arguments for starting now to bring capitalism to
the people are stronger than ever. To proceed on the lines I suggest
gives us ample time to consider and develop, at the appropriate pace,
really imaginative schemes for a substantive widening of ownership,

for example, along the British Columbian model, if we so decide.

I hope we will be able to agree on Friday to press ahead with
restructuring and privatising BNOC on the lines proposed in my papers
to E Committee and that we should set about preparing legislation

at once.

Copies of this minute go to the Chancellor of the Exchequer, Lord Privy
Seal, Becretary of State for Trade, Secretary of State for Industry,
the Chief Secretary, Bir Kenneth Berrill and Sir Robert Armstrong.

Secretary of State for Foreign Affeirs, the Attorney General.

Vi
SECRETARY OF STATE FOR ENERGY
L

20O DECEMBER 1979
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To: FRIME MINISTER

From: SIR KENNETH BERRILL

BNOC

1. A group of Ministers under your chairmanship is due to discuss
on Friday the future organisation of BNOC, PFor this meeting the Chancellor
iz circulating a paper setting out four main options on selling BNOC assets

and with

estimates of the likely PSBR effects of each. Some of the options

invalve splittine BNOC and putting the operating company into the private

apctor. (Hhers "ﬂn-'l"u n mMified muhlic sector company but introdoece nrivate

capital by other means. In what follows the CPRS offers some commenta on

these four options. Ministers will naturally be very concerned with the
comnarisons, rlq:r-r\-r‘iqi'l.r in the .1,-|~-|.1- years, but the other differences

between the four options in terma of the possible effects on BNOC as an

it

afficient atl radinm rL.-\.-nnl-1r1:- and AT 1 I.i".‘: ted Kinrdom security of q|1p-|n]-|'

cannot he neglected.

o, To take the f"fff"‘fr"'r‘_" '_"-r'ui:'1| firast: in the decade ahend it is
vital to HMG that BNOC he a highly efficient oil trader at a world level.
The company will be handling billions of pounds' worth of North Sea oil
and very small errors of judgement could cost the Exchequer dear. In
addition, as the Seeretary of State for Trade's recent vigit to the Middle
Eagt showed, OPEC countries are moving away from their traditional links
with the pil majors and looking for deals with small companies or Govern-
ment to Government. In the right circumstances an efficient and effective

BNOC mizht undertake sueh deals to the benefit both of United Kingdom

security of supply and the supply of our 'own' majors — BP and Shell. The
new Chairman of BNOC has stated that with a separate BNOC f'l'r:gf!inv} of

L0 /50 people it would be difficult to provide a proper management and
career structure to attract and retain an adequate management team from

the oil industry.

1
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N On the seeurity of supply point, BNOC (Operating) can only he
eounted as a private sector company if its relationships with BNOC (Trading)

are aimilar to those of other private sector oil companies operating in the

North Sea. In particular if its obligations to sell oil to BNOC (Trading)

aATAe NOo . ner cont. t nresent anly aome G0 ner ecsnt af North

] I d I
San 011 1 \ ' {ted Einpdom market and sdch a reduction firom
100 ne eront nor ennt '."1 1.:er|" '-c-:\r"::'.nl r\ill_ l.-'-"|1'?" 1__.,,__1-!.,‘!,1 l|1-iu ':1":1'-””"!'.,

A #

g0, a8 A private sector company with obligations to its shareholders,
BNOC ‘I"'lnr\-rn'i"':l counld well sell ita 0il on the znot market, like Tricentral

T

and Lasmo; n | v of some potentinl embarrassment to HMG with a

95 ner eent holding in the company.

n trading efficiency and security of supply grounds the CPRS
appga atrone armmentas for retainineg BENOC ag a unified puhlie sector commany

and intraducine nrivate ecanital thrauech ane ar aother af the antionas 2. 3
1 i A ] ! Igh one o 1 }

and 4 deseribed in the Chancellor's paner. But what of the PSBR arruments?

On any PSHH calculations two points should he made. First, any

calculations are necessarily wvery tentative; assumptions have to be made
about future oil prices and sterling exchange rates. The 0il price
assumptione (10 per eent per annum rise in money [Hir":! terms) already looks
modest and therefore the case for going slow on selling tranches of BNOC
asscts looks stronger. Second, the calculations stop at 1986/87 (under-
standably g0) hut sohstantinl henefits will continue to flow for many
years after that. In part, benefita from the BNOC investment programme
1980/87 which will not yield their frmits until the late 1980s and 1990s,
in the past the Stock Market has not always adequately valued shares
companies, HMG snld large block of BP sharea in 1977 (£570m.):

rty monthe sinee then the stock market generally has fallen but

has risen by 70 per cent. BNOC ff‘_rm'."-’in-'\ is unlikely to be even as

adeguately valued by the market as BP sinee (n) it does not yet have a

track record: (b) it might der the threat of re=nationalisation on

punitive terms; (¢) Miniaters might decide on depletion policy grounds

to delay the development of BNOC field 37/17B. Neither of these last two
poninte were taken into account in Mr Shelbourne's valuation on which the

FSBR ealeunlations are based., Even on Mr Shelbourne's valuation the Secretary

CONFIDENTIAL
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of State's proposal only reduces the PSBR Q".F'lﬂ'ﬂT‘*‘:n'll_" in the first

vear (byv £310m,.) and by a limited degree in the third year { by f.',r:r-]_}_

In all ather vears his course will inecrease the PSHH

fi, 'he arpuments set ont above suggest that in PSHR terms the object
shonld bhe to sell the minipm in the early vears (consonant with the PSBR
needs for 1980/82) and do s0 in a form which will not attract re-nationalisation

foars.

T i Options ¥ and & meat those eriterin, as well ag meeting the trading

afficioney and security of supnly eriteria disecunssed ecarlier, Under oaption 3

-

if 30 per cent of BNOC'e assets are put in a separate company, 75 per cent of

which is sold te the publie, the PSBR position in 1980/81 would he as
favourable as under option 1 but very much better in later vears. Option 4
(which is similar to the Lasmo Ops issues ] ; it T! per cent of BNOC revenues

tn a mew company, would have the same offects althanrh

case the PSBHR would he financed rather than reduced,

Ministers should note options 1, 2 and 3, but not option 4, would

all invoelve detailed nepgotintiona between HNOC and its partners in the various

nilfields

Coneclusinn

8. ] | f important rol future organisation

of BNOC i 1 icieney and security of pply both point to
retainin uni COmMPANY « In purely PSHER terms !”"l""‘.-"""f the heat poliey
{see the table in the Chancellor's paper). But if the
1itment to a sale of some assets and the PSBH needs of 1:”"‘“'."""9
are considered paramount, then a better price and better PSBR effects can
be obhtained by 1lin aller quant ities of HNOC pssets than 75 per cent

and in wavs r than through the atatus of n private sector company

nll ENOC n
hie minute to the ather recinientes of the

0. I nm sendine

Chanecelloar's paner.

M Decemher 1070
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of

The Lord Advocate

19 December 479
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Lord Advocates Chambers
Fielden House

10 Great College Street
London SWIP 3SL

G515

Talaphono - Direct Linge o210 120
St hband 01-212 TE&TE

December 1979
The Rt Hon David Howell MP
Secretary of State for Energy
Department of Energy
Thames House South
London SW1

'},

bﬂ;ﬂ .bﬂ;Ju p T‘q,‘f
BNOC/BP/CRUDE OIL SALES

The Attorney General copied to me his letter of
10 December to you and you were good enough to let me have a
copy of your reply. I have since seen a copy ©f the
Lord Privy Seal's letter to you of 18 December.

In the first instance let me say that I entirely agree
with the views expressed by the Attorney General in relation
to Professor Jacob's copinion on the legal risks in an EEC
context of the "Ring fixing" and "Claw back" agreements.

Although I was not initially consulted in this matter,
I had thought that it might be helpful, in the light of these
opinions, to consider whether any doctrine of Scots Law could
be used to advantage as a means of avoiding the difficulties
referred to. Unfortunately, it is my view that in the
circumstances the application of Scots Law to these agreements
would not alter the position in relation to Community Law.

I am sending a copy of this letter to the Prime Minister,
the members of OD(E) and to Sir Robert Armstrong.

P
o







CABINET OFFICE
70 Whitchall, London swia 2as  Telephone o1-293 Ba1g i l

From the Secretary of the Cabinet: Sir Robert Armstrong Kcs cvo .

18th December, 1979
Ref. A0991

Dew 1ffe

Energy Policy

I am writing to confirm that there will be
a meeting at No. 10 at 11. 30 am on Friday,
2lst December to consider further the Secretary
of State's proposals for BNOC, as well as the
proposals contained in the penultimate paragraph
of his minute to the Prime Minister of
12th December,

I am copying this letter to the Private
Secretaries to the Ministers invited to this meeting,
namely the Chancellor of the Exchequer, the Lord
Privy Seal, the Secretary of State for Energy and
the Financial Secretary, Treasury, and to
Sir Kenneth Berrill,

754...4 st
Matr NG

(M.J. Vile)
T.P. Lankester, Esq.







Foreign and Commonwealth Office
London SW1

18 December 1979 T}H

BP /BNOC CRUDE OIL SALES

I understand that OD(E) is to discuss this question again on
Thursday, 20 December in the light of the advice contained in
Michael Havers' letter of 10 December. We now have an assessment of
the legal implications necessary to a decision, but I remain concerned
about the political aspects and it may be helpful if I summarise the

points which I think require further discussion.

If ring fencing alone were involved, I would be inclined to
agree that the supply benefits to the United Kinpdom outweigh the
legal risks (which I assume will be minimised in the ways suggested
by Michael Havers). But clawback is a different matter. If I
understand it correctly, this could be provided for in such a way as
to make a successful challenge unlikely unless the power were
exercised in such a wayv as to restrict exports to other Member
States; if this were to happen, the arrangements could not be saved

from a legal challenge which would probably be successful.

In the light of this, we should ask ourselves whether the
provision for clawback is worth making. 1 assume that its purpose
is precisely to allow us to restrict exvorts, and that we should be
likely to do so only in conditions of tight supply when such action
would appear most provocative to those affected. Do you envisage
circumstances in which we might exercise clawback to restrict

jexnorts

The Rt Hon David Howell MP
Secretary of State for Energy
Department of Energy

Thames House South

London SW1




exports only to non-EEC destinations (which would presumably mean
largely at the expense of the United States)? Failing that, is
there a good chance that we could exercise clawback without it
becoming known to those affected? If not, it would seem that

clawback, once exercised, would provoke:

(1) a major political row;

(ii) the probability of a legal challenge, which legal advice
suggests would be successful; and

(iii) the possibility that, once a legal challenge had been set
in motion against clawback, the campaign could range more
widely and take in also the ring fencing and perhaps other

arrangements we have made to secure supplies to the UK

(the landing requirement and aspects of the participation

agreements).

These are risks which reguire political as well as legal
evaluation. I can see no point in taking powers desipgned to ensure
our security of supply if their exercise would in practice be likely
to put that objective in danger. And, while I agree with
Michael Havers (paragraph 16 of his letter) that it will be
important that the information relating to the arrangements is
treated confidentially by all parties and not disclosed to BP's
European affiliates, I suspect that this may not prove easy to
ensure : 1 understand that BP have already briefed their affiliates
on some aspects of the proposed new arrangements; the explicit
references to clawback in the draft Principles of Understanding must
be fairly widely known within BNOC and BP; and the possibility of a
leak cannot be excluded.

I am sending copies of this letter to the Prime Minister, all

members of OD(E), the Lord Advocate and Sir Robert Armstrong.
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01 211 6402

The Rt Hon Sir Michael Havers QC MP

Attorney General

Hoyal Courts of Justice

London

WC2A 2LL |& December 1979

"

vled

BNOC/BP CRUDE OIL SALES

Many thanks for your letter of 10 December advising me

on the Principles of Understanding of 1 November drawn

up by DNOC and BP. I am most grateful for your advice

on this matter and, subject only to the point in the

paragraph below over which I have no control, I accept
unreservedly the guidance you offer. Subject to the agreement
of our colleagues in ODE, I agree that contractual negotia-
tions can now proceed.

You should now that Sir David Steel told me on 11 December

that it would be iecessary to give some limited information-

on the new arrangements to a meeting of BP's European
affiliates that day. He undertook, however, to see this

was done in a responsible manner which emphasised the overagl
benefits to BP from the new arrangements. "Claw-back" would

not be mentioned. I understand that those representing the
European affiliates in practice accepted the arrangements as -
& sensible package of real value to the Group.

I am sending a copy of this letter to the Prime Minister,
our colleagues in ODE, the Lord Advocate and S5Sir Robert

Armstrong.
AL

D A R HOWELL /] D

\"-\-\. _J

_—
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BP'S SUPPLY POSITION

(as reported December, 1979).

7  sus sas P "o of which 5 Third Party Sales
[ =

(107 before new arrangements 5 HNOC
with BEN{OC and resale of B7 Affiliates (67
royalty oil) affiliates other
than BP 0il)

UK
Iran ;
Kuwait

Irag
Other Persian Gulf
Norway

Total Term Supplies

Anticipated Product
Purchases

Total 5 ; .5

Deficit 19.5 42.5

In 1979 BP has bought about 1l4m tonnes of spot crude or product.

Similar purchases may be made in 1980, or BP may elect to reduce

business where the incremental supply cost camnot be recovered in
the market.




BP/DNOC

the Tolloving scls down the prineciples which chould guide the drarting of the

Hends f Terms Lo reflect the agreemenl reached between BP and BNOC,

ENERAL_PRINCIPLES

1. It is the inltenticn of both partics to continue the existing Participation
arrangements unchanped and that BHNOC will exercise its options for 1981.
2. It is agreed that the intention of the agreement is Lo bring BP inuvo volume
balance on all oil traded with BNOC by 1.1.82.
3. In return for the oil made available under 2 and the sale of royalty oil to
BP by HMG, BP will
(i) sell H9% of its UKCS production to BP 0il
{ii) ring fence its UK refining requirement
(iii) dedicate 100% of its net UKCS production after any obligations under
Shell/Exxon unitization, royalty, or BNOC retention oil to the UK in
conditions as defined under B I(ii).
i, BNOC is unable to contemplate an arrangement lasting more than 3 years.
BF would like an arrangement lasting ynLil 1989 but accepts BNOC's position.
However, in so doing BP ‘wishes to record Lhatlif in 1983 it is impossible to
" agree new arrangements that leave BP in a break even positicn on volumess then
BP's undertaking under 3 above also lapses. BNOC will meet BP before 31.12.82.
to discuss sales alier 31.12.82, :

5. The BP econtracting parties will be BP Trading and BP 0il.

B. POINTS OF AGREEMENT ON DEDICATION AND A NEW CRUDE OIL SALE

Period
1980 - 1982,
. Dedication
An example of the working of the proposed BP dﬂdicat.ia:rn mechanism is set out
in Annexe A.
_Hgﬂjnalions

- -
In the cvent .that the zrranpements covered by Scetion A and f1lustrated in

i b =




Annexe L do not satisly BP 0il's requirements, BP Trading will meet the shertidfalil”

by supplyving to BP 0il as a priorily from the oil available to it under D{a)

of Annexe A.
n.. Clawback

Subjeet to the prior application of B 3 above, the conditionsz on which BNOC may

claw back UKCS crude sold to BP Trading are:
clawback is triggered only as a consequence of tripartite discussions
D.En., BNOC and BP that result in a decision by D.En. at ministerial
level that it is necessary.
Crude or products are required to meet a UK supply shortfall and cannotl

be provided via BP 0il.

BP's obligation is to provide volumes of oil as specified in Annexe A

and in grades of crude or products of its own choice but always
comparable to an average UK barrel and after adequate consultation

with HMG on levels of UK refining.

the parties have 15 doys Lo consult and ofl will be clawed back no more
than €0 days latier.
If 0il is supplied to UK reTiners other than BP 0il, then BP wil)
negotiate a sale to the UK customer nominated by BNOC/D.En. at a price
for that erude which reflects the average dounsirecanm =argin in th£ UK
as defined by EEC less the appropriate variable cost of the recipient
company . An exception to this will bé Qhuru Lbe crude sold Lo a Lhird
party refiner is BNOC crude‘madn available under 6 below, In this
circumstance BHNOC will negotiate with the UK refiner and pay to BP the
downstream margin.

9. Boyalty 0i1

As part of this arrangement HMG will sell back to BP all royally taken in kind.

If royalty is not taken in kind or taken only partially in kind, the BNOC crude

‘sale-to. BP Trading in'6 bglow will be increased pro rata.




e T
6. Mew Crude Sale (the aim will be to consolidate the existing Leg i in this sale)
(i) Volumes - the volumes of new crude sold by DNOC to BP Trading will be
as in Annexe B. They rise through 1980 and 1981 and amount on average

to:
168,500 b/d 1980 (30,000 b/d is from current Leg 1)
230,000 b/d 1981

The amount required
to break even 1982

Quality - The cbjective of these arrangements is to sell back to EP

Leg 1 oil (UKCS crude) and loreigh crude in the grades supplied by

BP to BNOC. BNOC will use its best endeavours to achiﬂ;c this

objective. However it is agreed that BHOC may supply comparable

grades on the basis set out in the original Partieipation Agreements

provided that the prineiple of ratio of qualities is maintained always

subject to Annexe B.

The procedures in declaring qualities from one party to the other shall

be as far as possible contemporancous and the same as those in the’
eals.

Price - Prices between BP and BNOC will endeavour to recognise the

prineiple of no better no worse in the basic Partiecipation arralgomchics,

It is the iptention that eruqrn will be traded at market prices as

defined in1the COA aiming té set market comparable grades at comparab
prices. '
7. Prepayment
BF will pay not more than £300 million in advance, by 28.3.80., and BNOC will
have the option to call for £300 million again on or just before 30.3.81.
with the approval of HMG and as a measure of genefal application in the context
of public expenditure planning. BHOC will usec best efforts to reduce Lhe
1;3&0 milliun_in_ﬁnrch11989, pro rnLg to the qvn}]nbility of preparmeny; yy e
t;Li-.e:':_:, without :]‘Jl'f"jul."f]'::f_' I;u Lhe £300 miliion option .Jn barch 1981. here

will be no option for March 1982,




. General Terms

Lo 11 544 t - o A 1 :
cales Lo DI will be on. pencral terms and conditions agreed at the time and

sed H ; PROr * : o,
based on the BP/ENOC Crude 0il Sales Aprecment and the Operating Apreement.

|
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COMMERCIAL IN CONFIDENCE

0IL PLOWS : ENOC/BP

Responsibilities of EP Trading

Ly BP Trading, under present arrangements, is responsible
within the BP Group for securing crude oil supplies, including

those from BP's UKCS equity production, and supplying BP's
refinery affiliates, including BP 0il (the UK Refinery Company).

Existing delivery arrangements between BNOC and BP
2, BOC's rights to acquire participation oil from BP are

set out in Article 9 of the 1977 Participation Agreement and the
Supplemental Crude 0il Agreements covering 1977 to 1981 and
1982 to 1989. The arrangements are:

First Leg: BIOC has access at market price to 51% of crude
0il from UKCS commercial fields in which BP has an interest,
after royalty has been taken in kind.

Second Leg: Resale by BNOC to one or more of BP's affiliates,
nominated by BP Trading, of specified grades of UKCS oil
equivalent in quantity to the first leg percentage, less a
percentage which may be retained by BIOC (up to 12% for 1979
and 1980, 16% for 1981 and 1982 and 12.75% for 1983).

Third Leg: In return for the second leg volumes, BP supplies
BENOC with specified grades of non-UKCS oil equal in wvalue to
the second leg volume. Because of quality differences, HNOC
receives about 10% more in volume terms., If BP cannot supply
non-UKCS grades, then BNOC may retain an equivalent amount of
UECS option oil.

Fourth Leg: A limited sale by BNOC teo BP undertaken in 1978
when, ae a result of the operation of the participation arrange-
ments, ENOC thought it would have too much non-UKCS crude under
leg 3. Leg 4 terminates in October 1980, but would be absorbed
into the new arrangements (see below).

Effect of the proposed new arrangements

3. The new arrangements for 1980 to 1982 are set out in the
attached=Principles of Understanding of November lst 1979. When
given contractual form and implemented, these would have the following
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Contd/2.
effect:

BNOC will increase its sale of o0il to BP progressively
from the beginning of 1980, so that by 1982 there will

be a net balance ofo0il in volume terms traded between

ENOC and BP under the terms of the Participation Agreement
and the Supplemental arrangements. This is equivalent to
giving BP another 12m tons of supplies in 1981 and 1982.
(7m tons in 1980).

Volumes of oil equivalent to all BP's royalty in kind
will be sold direct to BP 0il by HNOC acting as Agent for
HMG. This gives a further 3.5m tons supply immediately.

BF will dedicate to BP 0il all of the 499 of their ownm
UKCS production remaining after royalty in kind and the
participation option thus redirecting this volume (about
12 m. tons) from BP Trading's general supply pool ,which
is subject to force majeure cuts arising from events
outside the UK, to BP 0il.

iv. In addition to ii. and iii. above, BP Trading will dedicate
to BP 0il sufficient of the second leg volume, returned by
HIOC, to make up BP 0il's full regquirements. This volume
will not be subject to general force majeure cuts by BF
Trading.

BF wishes to retain the commercial benefits of increasing
supply and would in the first place seek to meet UK shortages
via BF 0il. However, BHNOC may retain an amount of the new
oil sold to BP under i. above in defined circumstances.

The amount is equivalent to the positive difference between
BP's total UKCS production and BP 0il's requirements. The
circumstances are the existence of a UK supply shortage
which cannot be met by crude or product supply via BP 0il.
HNOC's rights may be triggered only following tripartite
discussions between HNOC, BP and the Department which
result in a Ministerial decision to that effect.
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Contd/3.

4, Items ii, iii and iv. above will secure BP Qil's supplies
from shortages arising outside the UK; v. above will provide a
further source of supply from BP's worldwide sy=tem to the UK
up to an amount fully equivalent to BP's UKCS production.

Policy underlying the new arrangements

s The Participation Agreement arrangements were entered into

at a time when EF was a substantial net seller of crude o0il, hawving
about 40 to 50% of its total crude supplies on contract to third
party customers, in addition to meeting its own refining requirements
in full. 1In addition, uniquely amongst UKCS producers with refining
interests in the UK, BP's UKCS production was clearly going to
exceed the volume of its UK refining run. The Participation
Agreement reflected this position by prowviding that BP should

supply HNOC with net volumes of o0il broadly equivalent to HNOC's

51 option. In other Participation Agreements with UK refiners

(eg. Shell, Esso) HNOC sold back up to the full 51% of option oil

to the company, subject to the right of the Secretary of State to
override this saleback. However, because BP had operational
requirements for the particular quality of o0il covered by the
participation option, it was agreed that BNOC should exchange most
of the participation oil delivered by BP for lower guality Middle
Eastern crudes of equal total value. This reflected BP's ready
availability of non-UKCS crudes at the time.

b BP's position has now changed, with the loss of all Nigerian
crude and the great majority of their Iranian supplies and continuing
uncertainty over future availabilities from Iran and from Kuwait.
Before taking account of their reduced commitment to BNOC, BP forecast
a supply shortfall in 1980 of between 30 and 50m. tons against

their existing supply commitments of about 1C7m. tons (which include
their obligations to supply participation oil and UK royalty in kind).
Their third party sales volumes have been reduced to the minimum
achievable under the contracts (some 5m. tons for 1980).

T Against this background BP pressed BNOC to help them by
returning the net oil to which BNOC was entitled under participation,
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arguing that it was better for the UK that the oil should be used
through BP's integrated channels of refining and marketing to give
BP the commercial benefits rather than leaving the oil with ENOC
to trade as crude at a minimal financial gain.

8. Ministers had considerable sympathy for BP's plight and
asked BNOC to help as far as they could without prejudicing UK
security of supply. The problem was that oil committed to BP, in
support of its international operations, had to be deducted from
the volumes available to HNOC, whose principal purpose in today's
0il supply situation is to increase the security of oil supply to
the UK. The need for this had been starkly apparent this summer.
Most UK refiners are supplied by international supply companies
who apply equal misery provisions to their affiliates irrespective
of the company's production position in any individual country.

On the other hand, making additional supplies available to BP would
obviously help BP to reduce the scale of the spot market purchases
necessary to close its supply gap and this would be consistent
with the undertakings entered into at the Tokyo Summit. A further
consideration in determining what total settlement might be
acceptable was that the Participation Agreement itself should

not be altered, because of the high value attached to 0il secured
from a wide range of companies through complex Participation
Agreements with some 50 companies and the undesirability of re-
opening any one of them and thereby setting a precedent for others.
These conflicting objectives were finally satisfactorily resolved
in the Statement of Principles of 1st November 1979,
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FRIME MINISTER

ENFRGY POLICY - MEETING 21 DECFMBER

There are iwo separate points for discussion at this meeting: Government-to-
Govermment oil sales; and Privatisation of ENOC. You may find it

convenient to take them in that order.

(A) Government—to—Govermnment 0il Sales:

HACKGROUND
At your meeting on International Energy Policy on 10 December, you
agreed that there should be a further discussion among Ministers of

Mr Howell's proposal to explore the scope for Govermment-to-Government

0il sales. The original proposal was set out in the second of the
three long papers which he sent to you on 5 December, under the heading
'Implications of changes in the world oil market!. Paragraph 37 of
that paper =aid that, while North Sea oil reduced the pressure on us
to seek such deals, and while we would wish to discourage others from
doing so, we could not afford to be left behind. It then suggested a
number of possibilities: wusing BNOC; using BP or Shell subsidiaries;
or using other big British trading companies., In paragraph 5':9.] of
his covering note, he asked for agreement that 'officials should
urgently evaluate the scope for and relative merits of establishing
direct purchasing arrangements [of this kind]'. He returned to this
point in his minute to you of 12 December, reporting on his visit to
the 1EA Ministerial meeting. Mr Alexander's letter of 17 December

records your agreement that Mr Howell should enter into informal

Lontacts with the United Kingdom 0il companies, and report back before

Chrisimas. His Private Secretary's letter of 20 December covers that
report. It says that BP and Shell, while not enthusiastic, are
prepared to play, provided that any oil they handle can be placed in
such & way as to eliminate any loss to them (back-to-back sales); that
HNOC is similarly prepared to operate on a 'no loss' basis, on-selling

to British refiners (this disposes of the Chancellor's main worry about

CONFIDENTIAL
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the involvement of BNOC and their possible exposure to risk); but
he has not so far discussed the matter with any other British trading

compianies,

The point for decision is that Mr Howell wants to carryv out some

exploratory talks with producers while he is in the Middle East from

4 January onwards. This is the last chance for Ministers to give him

a line to take,

HANDLING
You might therefore invite him, briefly, to recapitulate the stage
he has reached with the oil companies and BNOC; and then invite comments

from the Lord Privy Seal, the Secretary of State for Trade (who

himself visited Saudi Arabia recently and saw possibilities th{-r:-:l; and
from the Chancellor. The points to establish are -
e
a, should we, in principle, be prepared to enter into Government—to-

Government sales at all, or should we pursue the path of virtue

and encourage other Western Governments to do the same?

b, if we are disposed to go in this direction, is the response

of the oil companies and of BNOC sufficiently encouraging?

€. 1is it agreed that Mr Howell should explore these possibilities

with producer states during his visit? If 80, with what degree

of “commitment? On this, the key point, you will presumably want

him te stick to exploration, and if there is any interest shown,
Lo promise to send out Government and oil company officials to
explore in more detail. Such matters as quantity, price, and
other conditions should not final ly be settled during this visit;
d. what implications does this have for the future role of
BNOC? At this point the discussion shades off into the next

item: you may prefer to wind up this part of the meeting first.

L

CONFLDENTIAL
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CONCLUSTONS:
You will probably be able to sum up this pari of the discussion hy

saying -

i, that Ministers agree in principle to explore the scope for

Government=to=Government oil sales;

ii. that they agree that the best route is to use BP, Shell
and BNOC on the terms suggested by Mr Howell;

iii., to agree that in his visit to the Middle East, Mr Howell
should explore without commitiment the scope for such deals, and
if necessary, promise to send out officials to negotiate in

more detail.

[I]:] Privatisation of ENOC

BACKGROUND
Following an inconclusive discussion in E last week, the Chancellor has
arranged for officials to set out, more clearly than before, the PSBR
£\ chond e consequences of the various routes to privatisation. He has added a
. Rt rather more general cover note, and is also circulating an aide-memoire
- setling out the various options schematically. At the same time, the
CPRS have produced a note which effectively re-opens the whole guestion

of dispousing of BNOC at all.

It may help to put these in the context of a recent discussion in

E(DL). The Chancellor has established a target of £500 million -

worth of disposals next vear (1980-81), Against this, he has a shopping
list amounting to some £879 million. About £320 million of this is
*fairly firm'; and BNOC is set down for a separate £225 million,
corresponding roughly to a sale of 25 per cent of the shares in HNOC
'operating'. (For comparison, sale of BGC's Wytch Farm oil field

would yvield perhaps another £100 million). So disposal of ENOC next
year is not absolutely essential to the achievement of the Chancellor's

target.

CONFIDENTIAL
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The facts and figures are now set out, with a fair degree of confidence.
There are two main points to watch. The first is the trade-off
between early revenue from disposals and later revenue from keeping
BNOC in the public sector. The second is the differing effects on

the PSER of the different modes of disposal. Roughly speaking, the
further BNOC moves away from the Government, the bigger the reduction

in the PEBR. If the Government retains control of BNOC, so that it
stays within the publiec sector, disposal does not reduce the PSBER; but
the proceeds of sale go to finance the PSBR instead. (ie, they count
as a kind of Government borrowing, although tapping a rather different
market. ) The effect on the budget arithmetic is the same, It is the
published PSBR figure which differs and this can affect confidence,

The points raised by the CPRS are very fair, and may affect the absolute
ligures but they do not szeem to affect the relative costs of the various
oplions, Ministers thus have the facts and figures on which they

can reach a judgement. The essential choice now is between postponing
a decision, or pressing ahead with legislation early in the New Year.

If a decision is postponed, there will be more time to explore the
alternatives, If there is to be legislation next year, and in particular
if the Chancellor is to score £225 million or so for BNOC in 1980-81,
then one or other of the modes of disposal must be chosen now. The

CPRS paper poinis up some of the difficulties. The first part of the
discussion is also relevant: do Govermnment-to-Government oil deals
increase the atiractions of maintaining a state owned o0il company of

sufficient and credible. size, ie is there now a case for going slow on

changing the nature of BNOC.

HANDLING

I suggest you might pose the question in these terms, and then call for
statements from the Chancellor, the Secretary of State for Energy and (if
you wish) from Sir Kenneth Berrill. Oiher Ministers can then join in.
It will be particularly important to hear from the Lord Privy Seal and -

in view of the legal issues raised before - from the Aittorney General.

!l
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CONL ADENT LAl

CONCLUSIONS

The essential conclusion must be either -
i. 1o agree to postpone the privatisation of BNOC: or

ii. to agree to press ahead with legislation in the ecurrent

Parliamentary Session,
If the choice is ii, then you need also to record a decision on —

the choice of method =
whether to split the Corporation between 'operating' and

trading'; (Case 1)

to keep the Corporation intact and sell 49 per cent of the

shares; (Case 2)

Lo choose one of the other two options set out in the Chancellor's

paper (Cases 3 and 4)

“whether to hold open the option of a '"British Columbia'

give=away

to invite the Secretary of State for Energy, after consulting
the Chancellor, to prepare a detailed scheme, on which policy
approval can be given so that drafting can proceed, and
thereafier, to come up with a phased plan for disposals in

1980-81, on which the Chancellor can base his Budget arithmetic.

(He will need this by the end l.rf':-l"i.'hl'_'l_.till‘}‘).

Cabinet Office

20 December 1979
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PARTICIFATION AGNEEMENT
This Ameament made the 15t day of June 1977 BETWEEN The Scwctary of State Tor Encegy (bereinaler
1 F il sy Lt ™ B il o | Vool b loe Majosty af the ! 1. The Britich Mosteiwval (il
Cosr procatann (heroioal ter ealled QKL “pol the svcond part, The Bty Petrobaem Looggeany Lomil o ool

Britanmic Housse, Moor Lane, Landon £ 2% OB (e einal ter callisd E2P) of the third part, BP Petroleum

DevelopmentAddmited of Beaitanmc House atonesad (hercinalter callad 'Petroleum Dovelopaaent™) of the

fourth partand BP Oul Dovelopmcoe Limited of Britannie House oresand (hereinal ter ealled Ol

Dicecloprment™ ) ot the {ifth poart

WWHEREAS

{al  Ivis the palicy of Her Majesty's Govermment Lo achicve through voluntary negotiations majority
Siale participation in eommorcial villiclds discovered in the UK. Continental Shell but so that the
hcenseos of the production Gicence wathin the mea compristel in vwhich tuch o el is Tocated shall he
financially nuither worse noe better off a5 a result of such participation,
Petroleum Development is 2 licensee with others of production licenee P.199. Within the area

i

comprised in that heegnce is located part of the commercial oilleld known as Munan,

Oil Deselopment is the licenzee of production licence PL246G, Within the area compr ised in that licence
15 located part of the commercial oillicld knowvwn as Fortics,

Members of the BP Group are licensees either alone or with thitd parties of further production
licences, Within the respective areas comprised in such licences commercial oilfields rmay hereafter be
vstalslishied

3y o Memorandum of Prineiples signed on the 28th June, 1976 and ratified on the 1si July, 1876, the
Seoictary, ENOC and BP on behalf of itself, Perroteum Development, Qil Development and other
members of the BP Group ogreed 1o majority State participatien in Ninian and Foities and to ceitain
other mallers as thorein appeanng

The partivs now wish to coter o this Ageeement for the fuller implementation of twe provisions of

the saicd Memaorandum of Princiglos,

NOW THEREFOREIT ISHERERY AGREED AS FOLLOWS:

ARTICLE 1 = DEFIMITIONS
Whire wsed in this Agresinznt the Tollowing expressions shall Dave the respective meanings assigned 1o thein:

(d “BP Group™
shiall mean BP and every company which For the time being is directly or indirectly controlied by BP,
fur thie puon poses of this Agreement @ comipany 1§ contio loy B3P 3 i1 s o sulisadory of BP or i BP,
either slone or witl any subsidiary of BP, is by any means ald 1o control the policy of the company.

cormercial oillwld'”

shall mesn an oilficld, 1o the extent that it is located within the area comprised in a production

hicence, in respect of which either:

(i) tlw Secctary has
I:_‘:j ppproecd a |‘.-'u|:-l'|i':-:'- s PO e in accordance with the ProvIsons of such licence; or
{bb)  given his conient in wrting 1o the commencemaent of production.or

[ui) the telecant member of the BP Graup has agreed 1o implement o deve ICIL OGS
follovwing service by the Minister of a programme in accordance with the provizions ef such
licence

For the punposes of this Agreement the oilficlds known as Fosties and Ninian shall coch be deemcd

10 bt & commarcial oillizld,

“erudke oil"
shiall pvcan crude bgurd petroleons sdach has Been stalilised amd, ol necesary, otlie ¢ Lieatod Lo

peode 18 suitabde Tor tansport by cornwentions! coude oil tankship

“"Corudde Oul Agecoiem™
shall gean an agrecmeal relerred 10 in Aaticke O] hereol

“E o ties”
shiall imean the commiescial ealfield known Ly such name, part of which is located within the anca

cunin e i poduetion heenge P26

T o T L

syl fuve a nzturaily ocouring sub surfece accomulation of lygdiot wrbens wehac by poodloce s, und
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(]

hlal ;
shiall powean any Bpolrocarbson of mixture of hydoocar bons produced feom 2 commercial oilleld, other
thian erucle odl o natural gas, For the porposes of this delinition natoral a5 means any gas actually
suprprliced throwgghe pragaes 1o the [ Iy Laas Corepro ooy aned amy ol g W sugrpaly, o o
hgquelaction of which s madke suliject to the consent of the Secretary or of the British Gas
Corpaotation Lig vintue of s B amd 8 ot the Encigy Act 1976 sl any statutory modilication or

ra-enactment theient,

"NGL Agreenent”

shall mean any agreement entercd into between BNOC amd 3 member of the BP Group setting out
the conditions apphicalsle 1o the purchase of NGL pursuant to Artcle 90111 hereof

"Minian™

shall mean the commercial aillicld known by such name, part of which is located within the area

compeised in production hcence ', 129

“Norex Agreements’”

shall, subject to Article 41d) hereof, mean the agreements in force ab the date hereof entered into by
members of the BP Group with Norex Trading Linuted and others, and the associated documents, in

respect of the fmancing of part of the development costs of Forties. The said agreements and

documents are listed in Schecdule 1 hereto,

el leld™

shall mean a naturally occurring sub-surface accumulation of petroleum, a substantial proportion of
which is in the Ligpnd phase at the time of its discovery and which, under the conditions existing at
the time of its first production, contains a fluid the liguid hydroca bon content of which is such that

the gas 10 liguicd hydiocarbon ratio 15 less than 3,000 standard culbnc feet of gas 1o 1 stock tank barrel
of liguid hydrocarbon.
“petralewm®

shall have the meaning specified in 5. 1{2) of the Petroleam (Production) Act 1934,

“protluction licence”’

shall mean a licence to search and bore Tor and get petroleum granted by victue of the Petroleum
(Production) Act 1834, as applicd by the Continental Shelt Act 1954, which licence was in force as
al the 28th June, 1976 or any pooduction heence granted in substitution in whole or pact therelor
Proviched that any mambss of the BP Group which s a licenses of the licence beng sulstituted shall
biswe concurred therem. Any reflermace 1o a produciion licence by number shall inchade a reforence o
any guoduction licence graoted as alonesaid in substitution for such Lirstmentonad prodoction

liceiiy

"subisidiary ™
sluill hurve the meaming specilied in 5. 154 of the Companies Act 1948,

“tranaler
i respect of shure capital shall inglude the vesting of shares by issue or renunciation of allotment
ard M reanslenor™ shall include a member of the BF Gioup whose parcentage shareholding interest is
reduced i consetquonce ol such issue of renunciation of allotment.

“whlly owned sulisidiary
shall hgwe the meamning speciled in 5.150(4) of the Companies Act 1948

ARTICLE 2 = PERFORIMANCE DY DPF GROUP

BP wobortokes that in so far g any obibigation hercgyelse falls 1o be perfonmed by any mcmiber of the BP

Group nol a party 1o this coinent, BP shall in pecis cir vty its lawelul poswers procuse the

perlonmance of that elligation by the relevant membec of the BP Group,

ARTICLE 3 — PARTICIPATION IN NINIAN

{a)

Do 00 tevomy aoved conplitions s this Adgrecment contaned Petealewm Development herelvy assigos
andd BNOC accepis a hiley - one (51] per cent uodivided sharg in all of Petroleum Develagssaent™s cight,
nile el sateiest i paochucton boence PL199, 10 thuer with a like shooe of the olligations arising
et

Petvodsain Develoganent and BNOC will do all things necestiny on thir respective pun (s to procurs the
cxecu Do Tor v th vpeon the excoution of thas Aorecment of an specment in the foom of Schedube
2 et m onider 1o smened the provsions of the Oporating Agreement dated 9th Qctolnr, 1973, a3

amended, made b tween the boensees of production Locice P199,




ARTICLE & - PARTICIPATION IN FORTIES
{o)  Subgect o Arbcle G Berood O Developinent berchy wndertales wath BNOC that within a reasomable
time prior 1o the expiny of the Noex Agreements, Ol Development will consult with BNOC and that
promytly of e such exjpury Qi Development wall notdy BNOC a3 to whach of the following options
Qi Developament intenids @
[i) 1o execule on sssgoment an the form of Schedale 3 hereto assigning production hieence P.246
to itsell andfor any wholly owned subsidiary of B and to BNOC; or

(i) of desiratdle 1o the BP Group for financing reasons, 1o procure the transfer to BNOC aof fifty-ane
[51) por cent af the s [ prital of Oil Development Proveded that such transter shall not be
8o matle as o prejodhos i aay way the nights aceraing 1o BNOC i respect of Fortes under this

Agreement or increase BNOC s obligations or impose new obligations under this Agreement

sulsject always 1o 06l Development not having passed out of the control of BP under the terms of the
Norex Agreements. 1T 06 Development notilics BNOC that it intends 1o exercise option (il above, tha
saicd assigoment shall Be exceuted a5 soon thoreatter as may Le practicalde, 1 Qi Development notifies
BNOC that it intends to exercise option (i) above it shall not do so nor shall any such transfer be
madle unless BNOC shall by notiee to Oil Dovelopment within 30 days from such notification elect 1o
receive such transter, If BNOC so elects, Ol Development shall procure the exeoution of the said
transfer as soon therealtor as may be practicable. 1f BNOC does not so elect, Oil Development shall
not be obliged in liet 1o execute the assignment referred to in option [i} above, The failure by BNOC
1o eleet as aloresaid shall not prejudice or defer BNOCs rights in respect of Fortics pursuant 1o
Articles 9, 10and 17 hereof or O Development’s right 1o utilise production licence P.246 or Forties
for financing purposes pursuant to Acticle B hereol, 1T at any time alter BNOC has or, a5 the case may
be, has not elected o5 aforesad O Development decides that it no longer wishes 10 uiilise production
licenee PL246 or Fortes Tor Limancing purposes, Ol Development shall promptly so notfy BNOC and
shall at BNOC s request execute the assiunment referred to in option (i) above as soon thereafter as
may be practical¥e Provided that where BNOC has so elected and subsequerntly so requested it shall
first re-wansfer the said shares 1o the transleror or its successor in title free of consideration,

(I 1 an assigiment 18 made to BNOC pursuant to (2] above, Oil Development and BMOGC shall at the
san time a5 that assignment is made execute a further deed under which, subject as in (a) above
provided and upon the terms and conditions in this Agreement contained, Qil Development shall
assegn and BROC snall accept a filty-one [51) per cent undivided share in ol of Oil Development's
righn, title and interest in production licence P. 246, together with a hike share of th2 ohligations

aresing thereunder,

{c) 1 an Event of Defauly (as defined in the BP Development Debenture, Being document number (2)
histed in Schsbale 1 hereto) occurs or s hkely 10 oceur, with the effect that the rights contained in
Clause 6 of that duecument in respect of the Special Share Las theren defined) may or do lecome
exercisable, BF and Ol Development will promptly consult with the Secretary and BNOC 10
consider how the rights of BNOC in respeet of Forties under this Agreement may be secured, but
sulbijeet always to the rights of thed parties under the terms of the Norex Aqreements,

[l Nothuog i thes Agreement contamed shall in any way restrict BP or O Developanent from
onter g o any of wnt or other document modilying or supplementing the Ne.ex Agreaments
or &ny of them Provided that no such modification or supplement shall adversely affect the oghts of
BNOC Liercunder wiothiout the consent of BNOC.

ARTICLE 5— PARTICIP AT10N IN OTHE R COMMERCIAL OILFIELDS

{a) Suliject to Asticles <L and G hereol BP herchy undurtakes with BNOC that promptly after the tinme
whon any oillicld whally oo poartaally lacated within the arca comprised o a prodoction heence in
iespect of which of Z5th June, 1970 any member of the BP Group was a licensee becomes a
commercial oallicld, such member will:

[ il sole lcensee at that ume, execute an assignment in the form of Schedule 3 Bereto
assigning such bicence toatsell andfor any wholly owned subsidiary of BP andd to BNOC;

(i) 1 & hcensee with others at that time make every reasonable eifort 1o procure the exceution of
an assignment i the B of Schedule 3 hereto by all the icensees of that licence 1o
themsoives and BNOC, o ENOC o not @t that timg alicaddy a hiconsee of the hodnce in question

L) Where a member of the BP. Group s a jomt licensze of a production hegnce due 1o be assigned to BNOC
wisther (a)ln) sliove, such member wall make every reasonalile eflont o negotiate with its co-licensees
apprapiale smendments, rellcetng the sad assipoment and the provisions of thes Agrecmont, 1o any
apreemznl Detween the hoenwes equivatent 1o the agreement refeired 1o m Article 200 hereof and

wlnich celates 1o operations o the commercial oillfield in guestion,

(e} 1o addition 1o any asignment seguired to be exceuted pursuant 1o [2)li) above, ths celevant member
of the BP Growgr and BROC sl execute o lurther deed uoder which, subpect to (b alsove and wjuen
ehiall

the teems andd comditions wi 1his Agrecrnent contaned, the o member shatl gsago ol BN
i Litvy one (S1) por cent undividded share on all of el membee®s right, tole and mterest at the
ol cocoution i the producton licence i guestion, together vath a like share Gl the obligations
i

ungior




ARTICLE G- PROVISIONS BELATING GENEDAI LY TOCr ERCIAL DILEICLOS

'I'J

wiilgject as lcremal o Pravided o s Ardicke G nuthing o this Agrcement shall in ANy Wy pIrcvent, o
olherwase linit the riglits of, aoy member of the BP G P Tromy sibsiecting ta any e W

Wiy plodke o0 o i e o olherwise ul (4] i Do Dcertiiins o0 Cormm

OF interest theremy (ineludin ity anterest assigoed 1o BHNOC ¢ want to this Ao ment) or in
coOnnection 1 i g anny petr obeum dkerived 1herid 1 Haney purposes, whet hos o ot
such purpoess are conie vith iy such commerelal ailli e sueh manner a3 BP or any hember

of the BIF (G Mgy shall i its solo dhiscretion i Em necesary or dosiralile.

The prowisions of Article 5 hereol shall bo implemented a5 soun as is practicabile in conlormity with 1

the prncipdes of tus Article

BP undertakes to inform BROC in reasonabile time of the txoms of a propasal for such arrangemaents
a5 are permitted by virtue of this Article which are relevam o BNOC s rights under this A jreement
BNOC v wler takes 1o exceute all i FRsRry doeuments aod 1o do ol thin * ecesiany witlun 1ts ccntrol

nrespect ol its interests under Uhis Agrecment in order to assisy sich arrangements,

The provisions of {a), (1) and {c) above are subsject to:

(1) all statutor ¥ eonsents required in connection with such arrangements fram the 31‘;‘.::.1.‘_1“,' being

{ii) retions undertaken by BNOC uniler or Pursuant 1o this Agreement not being ingreassd
Ly arrangemaents permittod Ivy virtise of this Article;: and

(i) the rights eonferred upon BNOC by Articles 2, 10 and 11 hereof not being projudiced or
deflérred by arrangements permitted by vistue of this Article save i isofar us, alter tlelault,
such arrangements confer on a third party prior rights 1o the fy of crude oil or NGL or
alfect the enjoyment of vights referred to in Articles 10 and 11 hereol,

A provision in any arrangement referred to in {d)iiii) above wher iy crude oil or NGL referred 1o in
Article 9 hereof i3 1o e delivered to o thire party and (excopr af o detault) immedian Iy ressold ta o
nominee of BF shall not, except in the event of such 3 tedaui, be deamod 1o lrejudice ar doler
BNOC's rights wirder Artic! 9 hereof and erude oil ar WG o re-sold shall be macle available 1o
BNOC suliject to the provisions of Article 9 hereot, 1 the arra EMENLs contain such a provision 8P
shall make every reasonalile elfort to ensure that the arrangeiments will, in the event of r:-_-f.q:;!rI reciuir
the third party to offer 1o re-sell such crude oil or MGL ta BENOC, upon the same orms as such erg
oil or NGL would have been re-solid 10 @ nominee of BP, until any such default f.as hes 1 remcthea, |
BNOC Jcoepts such an oller anel il the sad 1 s resull in a cost for the crud el wr NGL i uestion
tower (af vor talkiiong into account pnoe, credil pericd and all othier relevant lactoos) than the cost That
weralel have Leen g yalde thercfor if i hao Been deliver: Iy the relevant memibios of BP Group
wnncler thoe Cogpele (00 Moprgvinent o MGL Ay et thien BMNOC <1l vl gy gt [TELLE M TATR AT 1Y
such crude oil ur NGL Ihry tok such memilun e chiltfercace Detween e shitd respeC tivie costs, [ [hiene
1% @ dispute betveeen BNOC anel the said relevant member as o why fther there is any such thiffengne

o P anwanat 1, of | the mat Ler shall b veferred Ter o, Renamiingiaonn Lo an o fer b riosminated By the
Pocsachenit for e i e Beary of e Jnstitus of Petroleom wl 1 Lhivetesdd K bacdonn o N v isiGing

o Clatse 16 ol the Crude Ol Agicement shuall be doened 1o airply to such ieleen o

ARTICLE 7 - BENEFICIAL INTERESTS

fa)

Al rights, tithes ool nerests wwhich are asswned 1o BNOC punnswant 1o this Agrecmient shal! b bl by
BNOC sulapeet 19 this Article g BMOC ey Uy wneler nakiss
G wilth Petroteum D lopment ar, a5 e cuse may be, with B lar and on Lehat

menlier of the GP Group that BNOC < ul hold us tustes, alf gl it anel intero st assigmed

of cach releyvant
which may Mol fer L axsrgned 1o BNOC pursuant ta As Bicke 3.6 g erenl ineiadimug bt
not Ly way of limitation il fen all g» trulewm won g I 0 e andd fronn cach oter
comumercrsl enlliclad 1o wineh Article 5 our 8 hereod shall upply, Gpon trust Tes ael 1o the ol
ortler andl account of Petroleum Development or such memies as the caze may be absolutely;
wilh Cil Doy logpnent or, as the case may e, with BP for and on hoh I af the tr asieror, that
BNOC shalt hald a5 trustee all right, bitke and interect or the share capital, a3 the case may be
which miy herosfier e assgned ar lranslerred (o BNOC Pursuant to Acticie 4 hereot, joel
but not by woy of limitstion the to al! petroloum won o e Trom Fosties, wupon Trust
and to e sole order g account o D0l Developmient Or, i respect of share capital, of the
transferor alsodutely
Petraloum Devels proend, Qi Do lepment ar g¢ the Case may Le, BP Tor and oo Lehalf ol each
relevant memtrsr of the BP Growp b relry o vhakes 1o indsmnidy anel ke G mimfied ONOC

ifpannst all comty and expenies incurred by BROC o5 such brekates o the righs, Fnlercsis

assiied or wineh may hovealtier b assigned os transtorrvd 1o BROC pursuant i vcle 3. 4 5o B

hereof, or widsr the supfemental agrocments nade under the piovisions ol 1 said Artigles’ excet
o the extent that

(i I or Latlieeg to poriorm an ohiliatian
MpretIe il or o I 1 LLE R PRI WY | & Wnls ar

¢ Lathiler 41 - 3 T s
B ftterry are uedd b . Ly BN




EREC S wornid Thian 1 . i P Canaonagn sl pra Iy a el o § o pvache pirsgnd
tin bl Ae e il oy lrvnosicuds ol L Troesl o oady D eeepumeced Do eorabale D opberaton of the

eovipaneerceal ool vouy fo alireet redquiests Tor puoyment aod other nofices 1o the sacd mesnber,

g the D M v Of pretoolssmim vwon and
sulspect ol this Agrecmar of tionate Lo its benelicial
A COmy el b i such oilbeeld is 1ocal ul, slaall

il g jud | raltly | owe e nespunsilio as b s i tsedl aned BRNOG Tor

meating royalty ol H it of PRT and other relevant UK. taxes morespect of such share

ol petrcleum

[
Notwiathst Wy the provisions of thisActicle 7, BNOC shall be under no obligation 1o account to BP

or toany member of 1w BP Group |_| woany profit decived by BNOC from any dealings in the crudhe oil

or NGL purchaeed Iy of pooisaaant 1 Artiche S hereal

ARTICLE 8 — TRANSFER OF INTER

Thie terms sel oul in this Asticlke 8 shall apply 10 the acquisition or disposal of an interest in or under a

production licence by a moember of the BP Group save insalar as the relevant provisions of a participation

agreement relating 10 an interest 1o which tns A ke 8 applics do not permit the implementation thereof

and in such event the relvvant member of the BP Group, BROG and the Sceretary shall consull as ta the

mieans by wineh the teoms of this Asticle can be applicd to the acquisition or disposal of that interest as the

case may b, Subject thereio

(a)

iy mumbser of the BP Group shall aotuire ancinterest in a production heence in which at 28th June,
1976 no membaer of the BF Growgp held an mtergst aned if at the time of such acruisition o commercial

iliekd s located withun the area compisad in such licence thEin:
(1) if there 15 a participation sarecment in lorce relating to the intercest of the disposing party in
such comimercal oilicld, winch sarcement was made by or with the approval of the Secretary,

ther terms of thad pannicipation agreemeint shall apply 1o the interest acouired as alores il in lieu

i -

of the provisioons of this Agreement;
{a) i thwre i o such participation agreement in forge, the terms of this Agreement shall apply to
the interest actured as aloresaid

Poosvickedd that, vlnchover of L) or (6] above shall apply, the [|.|l14.':.-| ereto agree that nathing in this
Agreconent shiall unigaly, e shail o Bgipation sorecivent referred toom ) above take effect so as 10
pietquiie Ve imemtead ul o b L scquarindg tho ol miveest 1o assingn 1o QC an uvlevaest oy the

P esbaction Beuoe ey guesiion greatr than the ioierest wlich e chsposing pacty, immediaiely peios
A sicl dispeosal, veoaalid | Baen aliliged to assyn o BNGE in o

agieument amd with 1 i b Iy Saly pran iCipat 4t it | Papeer of July, 1974
{Conuel, LEOGY, The Sec \ il b s . Ny concent 1o the
santl acopaisiteon Ly o sl e B Groug, rogjuin 3 Mk 100G of an toterest iy the
LRI T Th [T i wlinch would result i BNOC acquiring an interest theoean greater than

thee st aloresand

H any membi of the BP Groogs shell soquire (otheowise than by eouity re-determination uncler
wintasa o mrangerments) an adoitional imterest i & grothuction heence e achich at 28th June, 1976 a
wcanbee of phe BP Groggs Ia i e feeriesl aned o S the Lin TRATT cipnsition o commeat el oullield
13 Dosgatet] vt by 1l o ! uy such produchion he pravsions of this Agrecmont
shall spply o respect of st 80 sotjuieed @l the wisor 10 [a) w o be

mcodpeod atoel heren Gond shiall epply &5 Hh sl oul hercm at length, save v that the teoms of any
pa LrCipation agrecmenl Spglyueg o such htennal mterast imimpdanoby before the said acauizition
ol I‘Y this il i * Cangeen shall eontme 1o apply in deteomaing e Lednilzly of
putroleum 1o be doliveocd to BROC in respect of that interest and this Agicement shall not apply 1o

supchy afe b mania b a

B pevely undentakes that if any member of the BP Group shall acrpuee an interest in o groduclion
hcence in respect of which Wedume, 1970 no inemiber of the BP Group beld oo mrerest ar shall
aotquine {othaerw than By coquity re-datermination under unitisation araagements) an additional
Il e any e Lecani | o Bivyond the intovest Daeld By it ot 1l Plate, ared if ot the time ol

at vy SUCh GCrjuisitisg a Can Coal viallelud as located withun the area comprsed 112 such rcence then,
tiiless (a) (e) alawe apoli tnrede et ol the snderest so acguired, the said members shall have the same
piglots aned obeligutoon cdids BNOMWG, et bid novgtonnedds, w il the interest 3o aciuined had been held

Ly & memiber of the B C at 28t Jone, 1976

W vy membier ol the P Greup ahall aasign alter 28th June, 1976 an intercst in a praduction lieence
it the pres ey ch & conmme il oullcld s located then the provisions ol Aaticle

1AL o [e) hoveal, as 1h Wt gy | shiall spepdy b such assgmment and the Secretary unddertahes
Uaat Diae slapldl nnind, o cn il pranitind) concsenl thendlo, redguire the assignment (o B0 of any

Ty o suel intess




of thigt il ehisgroasdal of % . irad dn a3 o v oo Feeeenvees s tlivi
P dowa conmp e i wdbich @ cosismercial wil el o5 I cilp othing we s Artiche shall at et
the-oght of any member of the BP G su 1o dispose al all or part of it interest in g production
I atigd nsth ehe Bl von () stiall appdy oo shuall this See o) Y T, @5

cormbitive of geanting consent Lo e said disposal, the asssgiment 1o BNOC of an interest in thie
sl poodhiction livvnee
I sy inember of the B Gi |5u|]- shall acquire an interest in a production licence aftoer 28th June,
197G then, except to the extent that ot th time of such scquisition b is an interest in g
modluction liceno: vwitl n Lhe area ey ised i whicl oo nmercial oalielo

.:'-!".l-'-'.lI such
e st shiall b roccanraled wv all rosg &
T L [ect

thiowghoad hoad Boen hgld by a member of the QP

Group 20th Junie:, 1976 and the provigions of this Agieement shall have elleet
“terms of ARy prar i
party

i licu of the
ranon agreement to which the licensee dispasing of such interedt was a

For ol the psarposes af Al .1

L N actuisition of shares whereby a eomp: ¥ having an interest
in a procduction hicence beocomes a mi milker of the BP Group shall be treated as an event whereby a
member of the BP Group aoa

i acnres an intorest in such production licence and the rights and
thl_l.!lll.-l 15 arisirg under this Agpeement in con quence thercol shall be e ijoyed and IPL‘I'U”I'H.'{I h.'.-

the company 5o becoming o member of=the BP Group,

ARTICLE 9 - CRUDE OIL AND NGL RIGHTS

(a)

BNOC shall liave the option 19 purchiase al market price at the time of delivery in cach calendar Wi,

177, up to lifty-one [51) per cont of the crude oil belonying 1o each
relevant sivhaer of the BP Group by virtue of that membes s hooe
licence witlin the area comnn o in whach i lo

commencing with the Yo

Tecial imterest in the prot e toon

caiedd the coonmarcial oilfield from which such erude
oil s produced in the yoar i i stion, The said option shall, in resp ct of ecach cale
| | i . I

nular year unitl
thi: termination of this Agre

nent, constitute an rrevocalde offer by cach el 1t miember of the BP

Group wwhich offer shall Le ovailalile for accepiance by BNOGC in accordance with the Corudde Ol

Adeemont o ANy SUCCOSSOr afgrcement,

In caleuliting ¢ the purposes of (a) above the quantity of crude oil belonging to eech relevant

memben of the BP Group there shall be dhsregaded:

li)  crutle oib from the comi reial gullield m guestion which tha Minister requires to be deliverer!

Pt stran b 10 the terms of the pooduetion licence in auestion and

i} crudde ail peoduced Trom Forties which is ool vered by Oil Development to Mouox Trading
Limited pursuam to e Forward Qi and Gas urehase A

fo il Leetvvcen the sand companics
il thi: 1510 dhay of Syt

e, 1972 Lt oy o W ex ol 1! sl cowdhe il 15 not
elivicr i) U Iwoiex Traaling Lamited ta OF Fradding Liaseteol pion sonand 1o thie Loy Term Sule
$ Naile the 15th day of Seprenber, 1972 by reason of
e opevotion of Cilause 5 (Doelfault) thoro Lothe send Agicem

anel {S) oesprectvety lsted in S

Jrlujlcl"l-l il Detvecen thie gaid COIMmpaiig

1ts beang documents numbers (4)
chedule 1 heicto.

I each of the calendy yours 1977 16 1981 inclusive BNOC s)i: I, cu

ntingent upon the exercise of i1
oteDn wnder [a] abwowe,

dpgety toomembers of the BP Growgs ot migr kar proogce at the Dime
curtaim cpeanbities of UKCS crcele oil and BP shiall rocure thie dilis
1973, 1980 and 1981 ol quantitics of non LIk

of delivery
aery 10 BNOC in coch of the yvears
e il woual in value to the said cortgin
quantitics, For the porposes of this Agreement “UKCS ¢ rude ail™ shiall mean erude oil produced from
commien cval oalticlds on the UL E., Continental Sl and “nonUKCS crutle @il shall mean crudhe ol

Iroms a stunee oF souress ol than the LK. Contmental Shell.
For the years 1982 - 1989 inclusive BNOC and BP |}
ol BNOC s apition und ab abiove and the supply of crude il by ENOGC 1o membaers of the BP Gioup

U
ancd for the period thervattor DRNOC and B shiall consult with a view 1o reaching agreement thareon,

we reached sgeecment upon the implementation

taking full account of the noed viliich each e Epmises for atdeyuats long term pls e

(0 The werms and coniitions applying 1o the crude oil arrangements provided Toe in [a) and [c)
above in respect of the oalenada yeds 1977 1 1981 inclusive are cantaoed in tlse Crade Ol
Agreement the text of which is attached hereto as Annexe A and vehich is to be execuled by
BNOC and BP fonl L aepses the execulin of 1 8 Aspeciment

The teros angd conditians Pidying 1o the crode oil arangements prosded Tor i (o} above in
reapiect of the calesbir years 1982 - 1939 inclusiva eree conteined i the agqeecment the text of
which is atlochod Boreto a5 Anrexe 0 saend weliich 15 Lo be ex cuted by BNOC anwd BPF {orthwith
uprcn Lhe cxecutiomn of s Aoresmend

Suljirt as by eina! b pE e i ois o

redid that BNOC shall hiwe the ri i ve purehase Tifry ang
e | {a WA Mit m
merinde s oo licial oteeist in ¢ prod

151} 15 v cont of the BGE 1

it Gl the BP Giuuip Loy v voe of Vit

s fnein Tig Enee witlan RN 3r@a gor il in wlneh s

h_..__| Bl L Eoaryyenieti g gl Pkl becamny vl i wniely Hr‘“ T wst i sr .|..,1!I i |1| s e b 5.'='-="-|
by RHOE aml BP w cortnditiones shisdl | foitpardd on o licudae B the Gpes atinnel Teatunes
PSR W e e | v comumereial wil Bl gpustini wod the speceial toctons assoeisted in

gl vl i my l I ul NG




Do thuis Dot of oomprlitrnations given ety prbarves aunwd @ onomemn Doonecen iy Tevi Ll

tonprirsal al NG Jioon Fain £ Wi pogand o bex Bl praczerint anppetnnteany o BNOC el BP
b et aniden & ot ventone e cement boe goee aliae the Bosdosg and sclling of MGL Trom
Minten, BMNOC boselvy s ad vty BE om Dbl o eachy retlevant pyember of the BIP Group
thrat BINOE shall ot exercie s oight of purchuse aoder [} absove irespect of any NGL
praddvced Trom Focties and Bindan respectively. 1 contrary to presemt expectations BP should

Bavee availaliie 1o dhisposal uncompiittod gquantifies of BGL from Foatics, BP in consulening

sales oppror tunitics woll al Tord 1o BNOC the opportundty 1o make 3 commercial proposal in

respect Gl such Epiabintilics

[a) BNROC, BP and cach relevant member of the BP Group recognise and acknowledge hat it s thar
essence of BNOC s nighits 1o erude oil wider this Agrecment and the Crude Ol Agrecment that the
relevant member of the B Group shall defiver or procure 1o be delivered 1o BNOC each quantity of
crudde oil produced from a commeorcial oslficld 1o which this Agreement applics which is required to
be delwvered 1o BNOC m sceoddance vwith the Coode O Ageecment and that performance in any
other manner by the relevant member of the B Groug, on, as the case may be, by its assignee of the
obligations as to delivery cannot adequately e substituted.

ARTICLE 10— VOTING

[a) (1) BMNOC shall hive the foliowng rights in respect of Ninian:

{(sa) prior to mectings between Petroleum Development and the licensees holding the remaining
50% interest in production licence P 199 in accordance with the Qperating Agreement
referred 10 in Article 3(b) hereof, to meet Petroleum Development to discuss the agenda
for the relevant meetiog. Petroloum Development shall pay due regacd 1o such of BNOC's
wiewws 1 respect of mattors referred (o in the saul agenda as BNOC makes |-.r||;--.'.r|-:-_|

oleum Developument prior 1o the exercise by Petroleum Development on behall of
el and ENOC of Petroleum Development’s vole under or pursuant 1o the said
Operating Adreement ot the elevant meeting
1o attend ol meetings o the Niman Management Committes (*"NMC) and, as soon as the
agreemont proposed 1o be eotered mto bebween all parties having an inteiest in Ninian and
governing volmg g oceture has been concluded, to vote at such meetings m accordance
with tiwe provisions of such agreemoent,

ol at the expiry of one month from the date hereol the agreement referred to i (11{LL) above s

not in force Petrolium Development hereby agrees to transfer 1o BNOC voting righits equivalent

1 V55 of the voting righes Team time th Gime execisabile by Petroloum Develogement i tespaect

of meetings of the NIAC and BNOC shall exercise such voting rights at its sole discretion

Proovwacdedd that

(ol BNOE shall ot exencise soelovobing rights scousned Trom Petroleam Developament sdwe ther
by way ol voling or alstaing in such a way
(1) that the effect thereol wihien adided 1o the votmg nighis othensase available to BNOC

and to any subsihay of BNOC would be to defeat or carry a motion befoe the
NMC without thi supgort of ane or more of the other partics having voling rights in
the NIAC

as 1o change the relative elleetiveness of the agoregate voting strengths existing as at
28th June, 1976 hetweeen the benelicial licensees of pooduction licences P, 199 and
P.202 respoectvely

(s} mothiog so thas (adfin) shotl De construed 95 a transfer 1o BNOC of any voting niglits in
respect of any matter which could affect the appor onment of rights ol Lialslities
pursiant 10 a proposed o exsliog antisation agecmont

In the exercise of 118 voting nights under (n) above BNOC shiall have due regand 1o such views

ul Petrwlewmn Doevelugment as shodl De ipade koown wo BRNOC on atiy triabbers winch couhd alfegi

the interests of Petreleum Develspment

the provisions of (i) above shall ceme and be ol no further effect in respect of Ninan an the

e that the ment referred tooan [IH{bL) above comes into force but BNOC and BP herelyy

pcord ther anteot o that thae peopeosed agreement elerred (o o (bl abrse sl achivve,

bt not necessanly Ly the same means, the ellect of the principles in respect of the transler

wnidd exergcise o votong rughits wluch are cantamed in (o) above,

Except as providded in {al (1) above where o member of the BP Group i a hcensee with others
ol & production hiecnce mowloch an mterest Bas Deeo assgoed 1o BNOC porssant to this
Agrecment (o woulil lose Deen so assigoed Dot Toe (e applieation of Soticle S bereal) and
whete an i specl of su Iy ieenee and the comurorcial oillield lecatead seitban it 2re } T isedl
therin volindg sirangements are in Joree whoerelsy the relovant mcmlaer canmol taercise 3
CoELrOe e aajod ity viote, L relevant mgmlee shall ke eva UL ivadale vilund o [EEFTRTTLE
Lhiat i respnes tof the conumnercial ekl i epiestioey BN OE shiall yauely wolingg i ephls, OF 20
bie alile 1o redpuite e excicnie of such wating righits i@ acooriks I it2 directions, ar

ol b e s catpaaeeredd oo vespeeet o vobong cighits a8 woll evialale BINCK 1o towe o ellective
annl, sulyject to bog bedowe, waestoeted sote i oespect of the antevest assigpmied (or wlich would
bhawiz Ly 300 2 CotH as aloresa, sulbgect to e crvent of sy Lo ity s e consent

(TEN i "a ' Foarnl i 1 A
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(i)

(o)

{n

[u)

ATl (e gag oo ¢ Wanl il | it foetiedie apiply s L
AL R [ ...-l-l Jowad wab BRI RIGCEIES Ranis i | i [ § PR EE R |I.,.1'.|a|||'.u
arrangements mdenieal fo such peovisions imay not b appropriate o may nol e capabile of
L respn st of thie o il galhicleds b redd 1o i thns (1)

BROC s rghits v (ol amed (1o} abwver shall appdy only i respeet of the commercinl aillivld losated
veienin thie Gt coser arisedd e tican lic pwdneh o isterest has begn assined o BNOC
Purtuant 1o Uhas Agrecment (o would have boen o assimed bat Tor U ipplication of Anticle 6
lsizreod ) sl BNOCE shatl n d right 1o dhiscuss agenda vtemis, nor o attend mectiogs or relevant
parts thoreol or to vole thed peet of aoy nuiller which relotes to sy area olher than the area
ol the commuercial orlwld i guestion or which could af feet the apgaor ionment of rights and labilities

Prsuant o a pooposed o exsting unitisabion ggeement

[} In respeect of any commercial oilfickd located within the area comnprised ina production licence
of which a member of the BP Group is a license s weing an oillield 1o which the foregoing
provisions ol thas Acticle 10 do nol apply, (e, whore the Wil member is sole Neensee o
where theoe s no provision for voting t= under the relevant agreements or where the voting
rights are such that the celevant member can exercise a eonbolling majority vole), BNOC shall
have the right to join wilth the BP management team concenned (including any relovant study
or working groups concermed saith the development or eperation of the commercial oilfield in
question) ool the rmhit 10 consultation ab nunagement level on all a pects, mchoding forward
planning, of the developiment and operation of the said commerciol oilfield (save insolar as
consultation about matieds other than thoe directly conceroaed with such development or
operation might prejucice BP's commercial interests),

Nathing in this () shall give BNOC rights in respect of any matter which relates 1o any arca
other than the area of the commerncial ol ield wooguestion or whiich could alfeet the
apportionmient of rights and labilities pacsuant 1c a propossd or existing umtisation agreement,

* For the purposes of this Article 10 references ta a commercial oilficld shall, if it is propresed that

ctudle ail Trom the sawd cilfehd shall be foaded into ta higrs watliin the area eongrsed in the
relevant producition hcence, inciude matters relating to the disposa! of such cruds oil e Lo thie point
of delivery into such tankships, but sulyjact thereto shall excluds any matier relating 1o activities or
opetations downstream of the point at swhich a main oil pipeling is connected to the el production
facilities

The relevant. mendwr of the BP Group shall promptly nolily BP af the time and place of al e tings

which BROC is cotrthed 1o antend pursuant to the eovisions of $is At 10

Pl paroasions of this Ao ticle SO shall apply only in respeet of interests assigned or which may
Dierealter Dee s e o or b vested ao BROC prrsugact 1o s Aqgeeement aoel siall not in any
weay puejuchice any ot vanog oghts BNOC oy Bave at the date heocol or sucho may Derealue

avciue to BNOC otlwowise than g suant o ohis Ao cemoent

ARTICLE 11 — INFORMATION AND COMFIDENTIALITY

Vit ellect Troon e dectanatoon of commairciality morespect of an oillichl located within the area
conn el i a pdodioction hoeoce of whoeh a meodior of the BP Goongs 15 a lieenses, the said memiber

shiall supgaly sl BRNOEC shall recewe the Tollowsdng information, in respect of such oillicld, suliject to
I ] I ¥ ] i I
[}

thar comsent of any third party boving rights 1o preseat the disclosyre of information releored 1o in this

Mo iche (widuch cousent the said momber uodertakos T e every reasonable effost 1o obitain):
¥

{1 all st oo {anvclued I t limitcd o s e amd techaical repors, Togs, Tiehkd and well

dita, cojiies al 3 1 it | as wold normally be proviood 1o an cquilty

mnd bretpistil By thie opeeranur of o juint v i H th B sand membier shall oot ho
I I |

obliged 1o supply such infortion where citlier BANOC s o ity particagrant i the oilficid

0 quiestion o the sad membien is not the operator twreol and BNOC is a in receipt of all
sunch anfor e tion;

(i) such supplementary repod s which woubd naomally be provided o an efpuily participant at its
own cod os BNOC may reasonabily requust, the cost thereod to be lor BNOC S sceount;

fuii) such Torther ontormation as can properly ancd ressonalilly be macde availabile o rellect the spint of

thee co-oprctativl Dirangerwnls existnng Detvecon BP god BMNOC:

Poowided that il dvgwoporiionate expense or adimimistrative buedon would be incurped Ly the relevant
mcinleer ol flae BF Grong in the suppby of aoy infoomation Goelacdingg bat oot lmited 1o samples of
cones, rucks ool Doals Trom vaells) Lo be made svailalsle 1o BROC pursust (o the goovisions ol Ui

Lad thiery such infonat e onadke avamlalile 1o BMNOCG T exomination at all reasonable times and

uian BNOC gt teaw nonce of itswish to make such exar abioin.
|

Without Hmitation 10 tho provisions of (al above the welevant memiber of the BP Group shall permit
BROC, perons cinployed exclimmoly by BNOC ol ooy person on long teom secondment 1o BNOC
tes hewee Dl oo o o reasonalde tomes and upos reasoaalsle natice e g given by BROC, 1o the

openstions of the selevant mcmibes of the B Geowgs ot oo oilbichd to wehich (o) abesre apqilics

i
Fowwided thiat sct v Shii] whfected, i 1t slosenign of exjaets agrouiment 1o rantrary, al




st boany bl pae by consent as i (a) aleoye, e sedevant onensber of e (7 Growgy shall
alsir supialy B0 with e Wowanalos s alagnan Bl o uclin iy patiuloonm booam Jaiy
commercidl eilbiell wlinch o the suliject of teeAgreement aod about the related onshore
terminal facibies a8 muy bee cecossary to give BNOG o proger andersstandiog of the opeer aloon of
e comupercal onllelad o opaiestion, B shall nor Eligitid Ror swpapily BINCHE wrinh any

bt marbioee vedder thes (o) (i) whiere BNOC 15 alecady entithed 1o recene such infonmation Ly
wertues of ois eouely oo ek bicipation inteoest o the pipeline o 1a ity in questian

Althomh BNOC s enttlement to inlarmation aoder O aboyve does not include the right 1o.a
presonce at or vole i any commetice which makes decsions concernimg such pipelings o
Tacilitics nor, o the case ol commicreial anllields to wheeh Article 104} heseod applics, the right
Lo eonsultation concerming such pipefines or Lacilities, BF on bohall of vach relevant member of
the BP Growp undantakes that such mcmber will nof seek to oppose the acguisition by BNOC
from thive pan ties of those or other rights in such pipelines o Tacilities, inchuddi i BNOCs
accession 1o the relovant agrecments, unless poejudice 1o the interest therein of suel o wembier
woklel o g ht sree Biom such acpersiion. BP on behall of each sach member g wledhjios
that such prejudice would not normally be expected 1o arise lrom the inere exer cise by BMOC
of the right, scquired from another party, Lo be present at or 1o vole in any commitee

referred to an this (i)

All information recerved hereunder by any party hereto shall be kept confidential by the
recynent and shill oot be disclosed 1o any person other than full or part-time directors [or in
the caze of BNOC lull or part-time members), 1o persons cmployed exclusively by thes
recipicnt or on long teom secondment 1o the recipient, or 1o such director 5, membaors and
persons so employed by or seconded 1o a whaolly owned sulsis hiary of the recipient or a
company of which the recipiont is a wholly owned sulssidiany,
BNOC licreby under takes that cach of its members and every other persan to whom information
15 dhisclosed hercunder shall keep the same confidential. BNOC her by further undertakes, but
net o that ths weder takiog shall apply 1o any disclosuie by BROC to any membe: of BNOC,
not 1o disclose any such mformation to the persons specifiod i (i) alove without lirst
obtaining from the intend2d recipient thereof an undertaking that the said information will be
kept confidential, In the event of BNOG not oltaining the undortaking as aforesaid the
provisions of (i) below shall apply.
Save as provided i (i) and (i) above, no party may divalge infarmation received hereunder 1o
Ay 0 S0 4 ot thee proior consent of the par ty supplying such information such consent not
10 be unieasanably vaithheld. I the party secking consent to diselose infarmation is reduested
by the party supplying the same to obtain from the intended recipient an uoder taking
enforceabic by the supplying party 1o keep such informanon confidentiol but fails 1o do o
then the supptying porty may (without poejudice 1o any oiluer right which it may have so o do)
withhold eonsent 1o sueh diselosure and such withholdig shall not be deemed unreasonabile
BROC undes takes not 1o use information received hereuntdoer in a manner which would or might
pijutlice the commercial interests of the BP Group ar any member thereof,
The provizions of tas (d) shali cemam in Torce dur ing the currency of this Agreement and for two
two yoars alter feomination or expiry thereol,
Sulijoct 1o the ol aimng of aivy such consents as are mentioned in (a) abiove BNOC may in the coursse
ol dischiaoging s statutory duty to tender or provitle advice to the Secretary utilise il ormation
received by BNOC iveler Poowaddind that such niformation shall not wathout BP's jior consent be
utilised by BNOC 0 such a manner 05 (o attribuat warmation o the BP Group or any membier
Hhastwol and Provided Turther that specidic de v of vy sech wdopeaiion shall not witheot BP's prior

eodsent b tendored or peovedied 1o the Sec ity in the tocm o wdnch ot s received Trom any memiber

of the BF Groug Bt such details may only b used 25 3 Dasis Tor the advice so tendered o pre v itded,

The: abiligations contaned in (d) and (e} above shall not apply:
{1l o anformation which is or becons puibilic kinoweledge: nol

{undiess such information % male availalsle by a tured party who iniso toing is in lreach ol any

oblwation 1o any party 1o this Agreement)

i) 1o wdormation vluch can be shown to have been obtained by or otherwise to have been i the
froniurssion ol thoe rocguent ot the time of s woel herewider aod wihiich was not subiject 1o
sl tions wgmns diclosi e, o 5

i) 1o inlormation whoch sulbseaquent to the time of ity recoipd horewoder 5 made avalabile w the
recipient Doy o thibed o by anithiout restictions upann s disclocure Deing amposed by e said
W prarty Prosicked that i aseg such imfoomation the said secipaent shiall ot all ot give due
consiigration to the commcrcnd sensitegily lil ely o b sttochoad 1o that informnation by the
pram Uy wehuich sapapadicad the same bereundir aod wherg apprageiate m the light of that

euivilerat o shiall ol witly such ity lssd e using such |.|.1“r||-|,;1;u||1




10 i i L inlonmation ganed sulstantioll Yoo any o

o thies Sipcen L LN o ¥ wiligiy el il i Tl gl tion {us such

CRPesson & vsed an the Pevoloam (Productis b et ioos 197G) for the quanl of a licenee in

I"'Rp-'l'lllr 191 e ||:._.|...|-_l W COTrND il wrtliin g 1 i W T II_. et of 1

Adgreement, BROC N ELLETEET A pE s pleat BP skl 1y, v aulhicient tioe 1o make

SPNM Ofr e Feparesentations o gl to achueve a Tair soluti .

! 2 # - A
In using il v mation rece v b dunder G oo BMNOC a5 the case oy L shall ag all Limes have oye

retardd Tor thie spiit of the co il Alve armamguments existing De bween Bt and BNOC,

Fin the porposes of this Ao tick 11

() the “declaation of com nerorility™ in cespect of an odlickd shall mean the prillication of an
announcement by a meinls rln-f the BP Group or, in the case of d prodduction lcence of wiich i
member of the BIP G G s a licensee with othors bat is not the operaton, of on announcement
by the operator in ac orelince with the selevant Operatmg agreement of the intention to o wirlop

the aill weld in Cueshion;

il “long term® shall mean for @ period excoeding twelve (12) months,

ARTICLE 12— DOWNSTREAM CO.OPERATION

{a) Inthe Memorandum of Principlos ||_-h-.ru.-r[ Lo recital {e) hereof it was agrecd that:

(i} BP Ol Limited (“BP Qi) will ovidle training for BNOC stalf in refining, distribution and
marketing;

(i} BP Ol will give 10 BNOC a no-voting presence in BP Oil's refining and marketing counsals Tor 2o
long as BNOC in the U1, does ot enter io My joml commereial apetalions will othors in
1L-[|ni-.-_| or marketing o reline or marke tindependently;

(il BP Ol and BNOC will sevk 10 estabilish o long-term Lasis lor CO-OReration downstream in the
UK. in bath veliming and man ke 1ing;

1t Deing al Lirmcd that BP Ol will tainn Tull s, femenl respoasilnlity for its Lions anel that
BNOC will respect the conhdentialiny of any intelli jence gained from the arrangements referred 1o in
(i), (i) aned {in® above

The terms and eonditions applying to the arrangements provided lor in {a) aboye aie contained in
the Agrcement for Dovnstre s Co-operation the text of which is attached he et s Annexe C and
which is 1o be executed by BNOC and BP Oul fentlwvith upon the exeeution of this Agreement,

ARTICLE 13— TIDNSULTPL_'_I_TU.'-E
fod - B and the Secreta ¥ will maintain effective aad reqular consultation on matters of coneern Lo eit!os
Prarty ansing Irem or connectod with the CUtnpany’s peroleuan inlerests on the UK. Continental Shal

andd LK, supply and downstrean ac hvitics

These consullations will ine Tudde, bt not by way of limi

UKCE prodductioe lewels, LK rl"l'-'I throw HTHIVIS | iy | F rUhe (roposenl s lay the
comprany u! UKCS prodduction in LLK kelinem ivs) Al oy gements foe the secure su [y o
other crude onl needed for U.12 refinery throughipnt and cane juent expor bt and import balances of
crude ol and proxlucts and plans for * constegcton in the UK. of new reliner ¥ IMOCESSING Or
up-giading lacilities o modification of ex g acihities. The company will disclpse fully 1o HBAG all
pertinent iformation relating ta those UK. oo ratians cnd plans, including relovant information wn
e,

Procvtiuines 1a give el

fect 16 these arrangements wil! be sqreed e tiseen the ties and developed from
e Lo i as necessairy, Forthwih vran ool 1 of this Adrcement i eiis wall meet to
e Wi occduies telatiog Lo operations in the years 19407 and 1978,

Tl Svcretary oy inyite BN )C 10 b purpie e saeritod At mectinggs hekd uonder the proccdures 1o be

ogreedd vinder [o) alyove in onder 1l s BNOC may better Tolfil s role gnder 5.3 (2] of the fetraluum
anel Sulsarine Pigse-lines Aot 15975 a5 aedvisor 1o 1l seeretary, BNOC hire ki bakes on hichall of
wsell, its mwmibeers aril o mirlayees and persons an u conthivend 1o BNOC that conmern rHlly sensitive
inlor mnatiosen dlise losed Ly BP a1 such ms L andd avsilahile 1o BNOC « rily by v e of i1s saud

"

artvrson vy oke vaill not be wwsed To SV e adher Whan thie f ool tion by BNOC of adviee 1o 1l

5-1:.“.:.“1 aondd vl el w1} course thereol b disclosl 1o any thare! party,

In wicw af 1 povisions of Article 11 of this Artevmient and of Article & of the A swenil lor
Downstrean Co-ogpeer won, BP may Irom time 1o time gsk the Socreta ¥ Lo assnrancas that th
advisory 1ole of BNOC i oo il sogredquited loom its ralis as a comumc cial o tety el g5 1
Westrument of State participation of That the s ¥ Bty i othetwise satisl st iy
aclviewiil, Specilically, i is agroeced 1o - L e song snnbingg BNOC a3t 3 consuliation shall, unluss

BF othicrsise o preess, e thillerent on my of the LN TUg iy BNOC vinder the pavisns of

Aatiele 10 of this Agies i hoor wl Mctiche 5 of (he A preemiicil T Dhowsieam Co Ot ation




e | Vet hak ol veoehd Lee anduibnte] by BNOC s
by Tronn puesenting sraterial o vicws winch would othoreise he

Vs e wonld e EF andd BMNOC 1o ireet

conllict ol mterest, Bt miay so g cCielary mnooniler that the Secietay ey miakee

AP Iate arra g, e BROCs withalrawal fram the consultation on the

relevant iems,

ARTICLE 14 - ASSIGNMER

{al Whictisever any assm ALY hothis Article 18 would oy sty thie relevant me

iber of

the BP Group or BNOC a3 the case My e waill inform BNOC or BIP 1 spclively in reasonable time

and BNOC and the relevant member of the BP G i will cansult together iy respect of the

proposed assignment and s elfect an the arrangements the subject of this Agreement

The relevant meiabicr of L Iil'l..;__ W Anay . 1 the whole or Wl af als anterest i g

production licence within the grea comprised in wihuch 15 lecated a commencial ailfielid and which

Hoonco of comimie ¥ ilfield 15 wiliject to BNOC s rag et s wnder thes Aagrecment to another member
ol the BP Group Provided that the assignee shall first have a jrecd in wiiting with BNOC to Le bound
by the provisions of this Agreement, o not alrcady a paty thereto,

(el () The relevamt membier of 1 BP Group i ay assign L whaole or any part of its interest in a
production licence within the area compiised in which is locatad a commercial oilfield and
which licence or commercial oillield 18 subjcet 1o BNOCs rights under this Adcement to any
person other than a membar of the GP } Provided that sulyect 1o Article 8 hereol the
assignee shall Tirst have agrecd inoweiting with BNOC 10 be b wanel By the provisions of this
ﬂu!rl-nu_'r'll; so lar as the same art povant w the assigned interest
I the Seeretary refuses conent 1 ropased assuument under this Article BP oo behatl of
isell and the relevant meah ‘H : Group undertakes not 1 Lallenge his decision
(whwethier or nut the Sectelary ma silitie thie reason Tor his v e grogen® Hiat e
relusal was fgeven Bocause the pronosed o 122 would not comply was likely not 1o be able

1o comply veth its abligations under an dgi etmenl specidied i (i) abuve,

BNOC may assign the whaole o any part ol s interest umder o pucsuant to this Aarecment or any

agrewmnent entered mlo pursuant 1o this Adreement 1o a wholly-ovmed subsidiary of BNOC Provided

that

(il the assignee shall liest have ageecd in wratmg saith each relevant member of the B Group to be
Bound by the tenns of this it

anl

(i) BNOC shall hive under take s witl each celevant member af the BP Grous 1a procure that the

assepniee vell Lullal 015 obligations under this Agpetiment underiaken st to (1) above,

BMOIC mury assmgn e wilinide ar ; 1y gl ol anderest amdier O pursint to thiis Agreement or iy
afftecinent entered into pursaant 1o 1 Adieoimy weaniy e son otbier than o wholly owveneed
sulsiviory of BNOCS Proy

1] the assignee shiall Lirst have agroed in wnlting with cach relevant member of the BP Group 1o be

bDouned Ly the provisions of this Aurecmes t
¥ ] 3

anid

(i) the refevant member of the BP Group sholl Baes tiven s consent to the proposed assigniment,

such conwent

{aa] oot o e sonially weithbobid in o case ol the astgpmment of the whobe ar prary of i
righus an 1t0ns undder this A nond oo UK, Stale corporation h A The amue
Or ¢5vs 21111 SLatiiton 1 var o BRIOC contained i 2 {1l of the
Putrol ol =i I LA YE IS o 5 ehiolly owned subls iy thereot o

Lo @ joint subsidary wholly owned Ly two o0 mone sueh Siate coiporations or by BNOC
| ¥ I ¥

sl o O Inore s S F

{hls) 1w be o all ther cases 1oy le} applies within the aliolute discictian of BP;

il

{iai) Bl tetlew st vod the BP Groog shatl in g wirey vy corseal woder [l (b)) above bave 1
dcretion fo o Laehy reds |

Fer thiee svermetaness ol ool ol st o ssfgment Lo whiteh thas A ticle 14 apigalie

shall bie sulsect (o any L ! i ¥ which may e necessany

Nuthing in 1his An A qhit iy el of the B8P Group pu

A licte Ble) Inwaesd




ARTICLE 15 —-SUBSINTUTE LICENGES =
fal: I ahe Seciet TR TP | taritation Do prodaction hecaee P99, P2AG
ot atiy ol g I f awwinch & i sl Vv | Vg to BRJOED e suant Lo
thes Adpoemicni

[ iF mo comeercil aili Fecatedd wyithn thie ared conmgs il i such new produe Bon licence
BWNOC wleall Bald thie L -I_. v st Do thee relew, membar of the P Group amd
shall haewe th 1 ata ne dnad the olilgation ot the regquest of the said relovant moember to
assign thie sanmee to such memnbier or as such member may et se thot BNOCC shall coase to e a
licensoe of stch now hioence, "

(i) if a commwrcial oifield is located within the area comprised in such new production licence
BNOC shiall hiold the sard new preduction liceoce in trust fore the relevant member of the BP
G-|_|g|||_.|' | Tl 4 ':'. Adgrela s thodgh such neve heenee haed Dbeen assogned 1o
BNOC puisuant to this Agicemsont and il the peoduetion licence previcosly assigned to BROG
pursuant 10 tus Ag et remaing in fosce o cespect of that part of the hcensed area not
refating to the commercial ollficld BNOC shatl hose the nght at any time aod the obiligation at
the request ol the sau! refevant member 1o re-asign such pro on heence 1o such membar or

as such member may cirect 20 that BMNOC shall cease wo be a Deenser of such jwoduction licence,
BP shall have the right to nominoate @ member of the BP Group to recoive an asspoment under (a)
abiove in the event that the company which would otivrwise have receved the assignment shall have
ceased 1o be a member of the BP Group

ARTICLE 16 — REI i-'”f.'l.'.'-_F’l-_.‘!.l_f."!'_
Thie Scoretany declares that i1 s his imiention 1o implament any rI.'F'”lII'.i policy of Her Majesty's Government,

whether statutory or not, in such awaey thatl due aceown? vall be taken ol any alteration o Bs avalalihily

of DECS crudke ol resulting Toom the provisions of this Agreenient

ARTICLE 17 = TERMINATION
fa} I fiem arrangemen:s shall be made o5 a result of which BNOC will
[l e dissolved or otherwise cease to funclion 25 a body corporale;
o
i) coease to e erpoweed 1o exercise or oblhcoease e prevented from exorcising Uhose powers an
its behall contmned i 5.2 (1){e] of the Petrolcum and Sulwnacing Pipe-lines Act 1975 or any
statutory modh Dication o se-enactment thereol 10 soch extent 0% o rendier i1 impossible for
BNROC suliontally to exerciag ity nglits obcd perdorns ond olierve its obligations and dotics
under 1his Adresiment
then, unlest o UK, State corpocation referred 1 in Acticle 14 [edailoa) hereol shall Dowe been
established aoel shall by ] I Rt N wlor or 1) r Petrodeumn Development,
0l Developimoent andl ¥ +| [ war elovania e ol the BP Group shall De entitled 2

1
resionable time Lol or 13l ttation of such arcangements Lo terminate BNGC s respective

trusteestips hereunder and 10 hive reassoned ol oghing Tus amd witerests vwehich have been assigned
Liy it or such member prursuant to Article 3, 4, 5o Feruol 1l a0 pay D peond Lhereupon s

Aoreoment shall wominate snd be of no fur cltect amd the oghias aoed abligations of the partices

horeto fexcepiing any rights or obilgations swduch bave sceraed poor o the date ol termination)
shall cease,

Petraleum Dovelopment | Dovelopment ard BP haf I relevant member of the BP
Gioup rach severally wnde that, subject Lo {a) above Ao [} Lelow and tn Articles 14 aned 15

heevad, 11 wnll ool 4 O o 1 relevant 1rusn i s Fawons e o hasee o g 1ol ey
such nights, titles o interests oo sre relened rho

I thie cose of a lweoch of thes Aogiepment which i o

Wi 1:||;.||.I|. T beimimiale 15 Pigicvim ik, the latlor PR BT | ] . SFECEng, survy
notice on e pot by alloged to e oy Dreach sps s bt Deizach, vl cersitlon s thie Beeach to e
capaldie of remwly, anad ol w0 wiat st [LRT Iy + ! e bl o the e, Thae notilyieg
pan by and thie notelicd panty shiall theroup TEP L yoa - whetlver o breach has
teen comamittisd and 10 veliat R T e J i | al the wwiviee ol such nolice
whreimiend s el e o &y 1o v beethn o bweacty 5108 veeurdesd avdd oF o Eha 9 caguieiedd Lo Fa -],'

Pz smee, e veotidyareg pad by iy then exoncin j v wii sl Ml by mady e 10 Ler i

this Ageeoment Upor sweh terommat v the o > sl teooinate and
Fitghals, title % an =t 1o ENOC i o Mgl 3,4, o hereud of Ul case my |
f

sliatl b re-asw oo tie Petngdes 1) ! il | gl aind gach relevant wuandcr of the BF
Grosipr. The reghin bag ghas | wh ot o selisbitubion for any other remetdy

which the notil yi by .
Mottt hatastliveg 1 bive Puijuediieit . }or () above, the provisions ol
Moncles 1000, VAN .




b D d Pt ki Wil Dor fad oo i) o Pl Dhpe Ot Ol Svpreemend Tun E

e prn DS dhwere o otheowse agree) and 1he Agpecment for Diowostream Co-operation eeferred 10

| Arteele T240) hereol shall Bikevase theecapon teomimate Bul sathout prejodice 10 the respective cighits

el Glshenga ooy of |4 pran b s Lo suely Aogreconents wilnel Bave scciowed ot the date of fenmination

Ewcupt an odherwise in this Article poovided, this Agreement shall lerminate an the expiry of the last
of the production heeoces 1o whach tas Agrecment apglics or the expicy of the perod of S0 years
from the date hereod refered 1o 5.0 of the Porpawitios and Accumulations.Act 1964, whichever

shall b the carler -

:ul'l.lit ICLE 18 = DIRECTIONS BY THE SECRETARY
{al I the Secretary I_E.'. s BNOC a divect I:JI':I uneler s *1_ of the Petroleum and Sulbimarine Pipe-lines Act
1975, the effect of which s 1o require BNOC to cease or reduce deliveries of UKCS crude oil to BP
| pursuant 1o Al Dol thes Agreement andd Lo the Coude Ol Apecinent of oiher agroament
entered into puseant 10 the said Agniche, BNOC shall, provided it shall proviously hive produced to
| BP satislactiory evidence in writing that the said direction has the effect specified sbove, be relieved
| ol the consequences of the becach of its obhigations under this Agreement and under the Crude Oil
Agrecment or such other agreement occasioncd by its comphance with the said direction, nor shall

such breach entitle BP Lo seeve notice |.|||l.__'| Acticle 17{c) of this Agreement,

(I3 00 vk saied dhuection S0 applies as not to prevent BNOC ftrom delivering UKCS crude oil 1o a member
or members ol the B Group other than the member to which delivery was due to be made, BNOG
shall deliver the quantity of UKCS crude oil in question to such other member or members of the
B Grougp as BP shall specify, but on the eguivalent teems and conditions as previously agreed with or
for the member 1o which delivery was e 1o be madle, making suitalile allovances Tor relevant
Cperational circemstances

{c) LA1 1he saiel elirg ction remans in lorce for TBO days and (B) above does not appiy, the Secretary, BP
and BINOC shall consult wath o yiew 1o agreeing apropiate anwodments to this Agreoment and the

Crude Ol Agrcoment or 1o any other such agreement, or such other arrangaments as may be

eouitabale.

ARTICLE 19— GEN
fal The Secretsy confirms 1o BP -

[i) thatl the cxecution of this Agreenweol and the performance by the relevant member of the 3P
Grl"l:.lil of the olil Wjalrns required 1o i e torimed 1,-1_,-' wuch member hereunder h|||~'- '5,_1:1".r|-_"§
mejority State portacipation, in suesuance of the White Paper of July 19723 [Condd, 56961, in

the intercsts of the BP Groap inooalTjelds locawed wathin the areas compnised in groduction

licences, and

that hie will not seek such participation o the mterests of the BP Greup in gasfields located

within the sreas comprised in production licerees; and

that he consents 1o the sssignments 10 BNOC aoad to such other arrangements as are made or

pgreed 10 e madle in accordance with the provisions of this Aareement and that such consents

shiall agapily 10 the extent recessary 1o give cffect 1o the provisions of this Agroement,

{is) Inrespect of any peteoieam ek, other than an oillicld or a gashicld, such ficld Leing located within
the arca coinpnged in 2 production licence of which a member of the BP Gr 5 3 licenseo, BP

undes takes that when it anpears that such field is commeraially producibie 87 vall consult with the

Sucr i andd Qs yagree howe magonity State participation may be secured in such held, and

the extent of B 5 wvolvemeant a0 such majurity State parbicipation. Having regand to the complex

nature of such ficlds, such consultation shall i artiving at the appropriate level of BRNOC's

par oipation fghls take tull accoum of the notual gas to De produced, inclsding its volume amd
Ul mial wislue, and any pilaos of the L Group Tar its disposal, any sales ol potraloum 1o be miadi

1o the Britsh Gos Corporation or gnother UK, State corporation and other relevant o cls of the
wodecrmwnt of the Protish Gos € wation wl another LK. Stare corparation in respect of sioch Deld,
Thee pron tres necogoese that the degee of ivolveent of the Brtish Gas Corporation or anothoer UL K.
Shate oo s o i BPs plans Toe peoduction of antd disposals Teom such el m. ¢ b sl igaent to

salindy inaguialy Stale por ticgsabion vathout the teed Tor BNOC to scopume ana pabicipration rights.

(<) The Memorandum of Principles relerred 1o in the Recitals to this A geement shall from the date
Dol D sopecrsedded Ly thas Sageeomeat anmdd be of oo Toether lonoe ot ollest

(i) ] The Secretary declares to BP that it s not the intention ol HAG 1o rronict slation which

wornld increize the total halality of the BP Growp 1o LE taxes, roveltios, stamp duties or ot

UK dovprorsts UK wmpeosts™) ot a cesult of BP esaterorry bota ties Agreemen!? incofsr o8 the extra

Talsbity ool arse sokely a5 a divect consmgience of a ot Ballina e Dng Sone

Artgkes 4, 5 7, 8,9 10, 15, 17 = 19 or Schedule 2 hereof,

B rocospises that it s not W intention of prac s Db hat a5 a cesult of enterieg into
ki

this Mapcemmnt BF o vy el of the HE Group shoould esceper Labislity 1o UE imposts (o

wel el o woiaaled Puawes Do Liaalabe baat Tor thar exeoulion ol e J"-Jll' sl




Uit etk Ladeidity of th

by toancrease, or Tt has ineisaseil. sok iy as atlireet conseguonee

(il U R AT
i b At il o t IR vl 1hie il thar Y el nt Rosangaakly vt woirse
nor Delic doresult ol 1 sty i weth thie needd Lo e e BNOG'S rigghits e
Articl . i cabiowe, I8 1l i ties tail 1o ow Wl J oot s ol the
start of s 1 [+23 I Feom ol il conseni af e otherparties that the

st ier e i FEsEd VAR a0 pimdepwer it person o be solee o Ly aepriven cinl, or, in
thelault of wich o reemn b clected by the Pretident lor Ul o beang of e Law ::I:_I.C'll':'rl

and the ogpin of such inddependest persan shiall Be final and conchisive

fe)  The construction, validity and perfonnance of this A recimient shall be governed by the laws of
England, i

{1 Gl Any notice or ot cammucb®ion by any g by o another s e woiimy anc shall be
[ sufficiently macle il sent by pre- g st class post, lelegraph or telex or by delivering the same
by hand to the acdress of (s prae by 1o D seoved spieci led for 1his purpose below and shall,
except in the cise of delivery Dy hand and save Tor evidenes to the contrary, be deemed to have
been maile on i thay on which such comamrimcations ought (o have been delivered in due
course of postal, telegraphic or telex comn LA Lion
(i) Unless otherwise specified by aot less than 15 ¢ iys” natice by the party in question, the
addresses 1o which notices gned commumications shall be sent shall Lie:
10 the Secretary by post: Deparument of Encrgy,
Thameos House South,
Milltzank,
LG WiLHe, SWIP A0,
by telox: 1elex No, D187 7
1o BNOC Ly past: Sturnoway HMouse,
I:;. Clove Land F':ll.'.'I
51, James's,
London, SYW1A 10H
by telex: telex No. 9184724
by post Biitannie House,
Moor Lane,
Londan, EC2Y 28U
by telex: 1elex No, BESS11
Service on soy member of 1he BP Lartnip may b ellected by service on The British Petraleam
Company Limitcd
IN WITHESS WHEREOF 1he S retany has caused his Coparate Scal to Le a¢ix 1 adl BMOC, BP,
Mot |'ll'||:-'...'|._|||:' Wand O Develognment have causad 104 ir respechive Ce 1 Lt allixed

herelo,

SCHEDULE 3
NOREX AGREEMENTS
Credit Agreement dated 15th Septemtion 1972 betvaen the Banks (a3 thergin set out), the Managers

fas thercin delined) aivid Worex Teuclin imited

Deliwnture duted 3510 Seprember 1972 betencen B Ol Development Lomited ane Morex Trading

Limitend

Dolienture datod 150 i e tevden oo Trading Limited and the Trustees (s therein
thelpnnedd)

Forveand Ol ard Gt Do eliase A precient dhled 15h September 1972 Lo twecn BP Oil Desvelopmunt
Lomutedd aoed Nowex Toacdnng Linited

Loag Torm Sale A vt ot S Seprember Y02 be tocen Niwex Teading Limited and BP

Trahing Linited

anl all etocvients peleored 1o




SCHEDLI & 2

1977 BETWELHN
BRITISH AT OIL CunRpPol ] cOOCT) ol ki Vorst ot aned the companics whose

S Cepst e . i o Sl lee livfreta (hermmaltor called "the Consor tium

WHEREAS

A, MNatonal Carl Company, Limsed ("NCC), Cawoods Hiolid o Lumited (2R ) anod the
Consortivim Parties were together granted an 1600 August, 1972 by the Secretary ol State for Tracks
and Industey the Petroloum Prodaction Licence Mo, P, 199 (hewcinalter called “the I__.l,‘:-.'nc._:“] andl on
Oth October, 1973 eotered into an Operating Agreenent celating thereto (hereinafter ealled *the
Oparating Aproeniont™)

B. | By a Deed ol Assgoment dated’ 26th June, 1975 NCC, CH and the Consortium Parties assigned their
interest in the Liceoce 1o Natural Hesources Linvited {"Natural Besources™), William Neay &
Compaiy, Liited (" Reay™) and the Conson tiven Parties and, porsaant to an Agoeement also dated
20th June, VOIS expressed o bie suppber@ontal o e Operationg Acaeement (beremal ter called “the
First Supplemental Apreemem™ ), (i) Ma M Resonrees and Beay noested the ahlivations of NCC anal
CH respectively Lo the Consoctium Paities woder Bl Opesating Aqeement, Bin) Matural Besources and

Foeay were oo of s padties to the Qperating Sgrecment in substitution for NCC and CH

respectively amd {in) NCC anc CH respectively auaranteed the due aod timely perf ince by

MNatural Resour cies and Reay ol the aloresaid obligaticns,

G By a Deed of Assigoment dated 1dih Janouary, 1976 Natural Foesouress, Reay and the Consortium

Partics assigowd ther interest in the Licence 1o the Congortium Pates and pursuant 1o a Deed also
| dted 14th Jarisary, 1976 cxpressed 1o be supplemental 1w the O Hng A 1 [hereinal ter

called the ""Svcomd Supplemuntal Agreement™) (i) LSMO novated (e respeative abiligations of
Natural Resowrces and Reay to the Consortiom P ties under the Operating A i, (i) the
Consortium Ma s recogrised the said Assignment and acknowiodgad that LSN0 was entitled 1o all
Lhe pughis and Do dints undor (e Operating Agreenicnt previousy secouing 1o Natural Resources and
Reay and [(nii} the Consortivm Par ties releassd Mot al Resources and Heay from any and all
obligations undder the Operatimg Ay e 1 covadimgly Matural Resources and Roay ecased
fortivedath 1o L paarties 1o the Opora

D. Bya Deed ol Assignment of 271h May, G s Linm Parties 2ssigoed their interest in the
Licenoe 10 the Consortivm Parties and t S ursvant to a Deed of even date therewith
{hereinalter callvd "t Third Supplem W) Ly A pa ot S Ve el ot

whereby the Consartivm Parties and BNOC svould hold the interests assigned as aforosaid,

Conseuquent wyios ¢ execution on the day of 1977
ol an agreenwini e Participation Agreement™) botweeen fntor o0 BP Petroleum Development

Limdted ("BP) qond BHOC, 1he T artim Parti W h 16 en il
suppdemental 1o the Operatisy Agrecment and 1o e First, Sceomd andd Third S

Agrecments (such agredments Beang hereinafter togethier called “the Agicements™).

NOWIT IS HEREELY AGREED as follows

1. BI* hevelyy assins 1o BNOC, and BNOC berelyy accepts, a 515 undwided share of all of the nght, title
sl interest ol BP an and wodder the Agreements 1o hiodd g5 teustoe Tor aid on Belwil of BP 500 such
vigh, tetle gl sitanest i scconcdaoce with the teoms of the Pae ticipaeiaon Agreement

Notwithstadhog 1he assagoment elerred 100 Clause | hereol, ENO0C shall nat be regarded a5 a
sepate gty o the Agreements in respredt of rest so assiged and the rig

Lar Liat wathost peejudice 1o e gensality of the

cionifennied anel ol LY o MM s [ 15 v resnect thereo! shall .

timaes e exercsed s Bone Ley B and in g

foregoing BROC siall not:

{1} I ialsle 1o contribute o the Joint Account peisaant 1o the O rating Agrecment;
i

a1 b enntatbond 1o attend mwetigs of the Operat Conminig

0 & peut Suant 1o Acticle 3 thoeof, or to
vole thoicael,
(hii)  be entitled 1o g share of Oil or Gas produced under the Operoting Agrecment pursuant 1o

Anvickes YO e 15 thorew!
For the purpowes onty of the assigoment referred 1o in Clse 1 hereof, each of the Consor tium
Parties herelvy wonves complianoe with the terms of subclouse (el and Gii) of Article 14 ol tha
Operating Agrecnmit
Tive Agrecrents and this Dectd shall henceloethi b read ol construed as constituting one

.||".'J| eonrenl e wooen har e ey, here o




THE SCHEDUILE
‘:.!.I.III.\' ol Party

B Petroleum Develogment Linvited

Ranger Oul (UK. Limatied

Scotlish Canadlan Dl %
Company Linmited

Transportation

London & Scottsh Maonme O Company Limited

AS WITNESS whereol the parties liereto have coused their respective Cos

the day and year Tirst abyove written,

THE COMMON SEAL OF

BP PETROLEUM DEVELOPMENT LIMITED
weds hercunto affixed i thie
presence of

THE COMMON SEAL OF
RANGER OIL (LK} LINITED
was hereunto affixed in the
presenge ol

THE OMMON SEAL OF
SCOTNISH CANADIAN OIL &
TRANSPORTATION CORPAN

unto allixed i the

Y LINITED
was bz
presence of

THE COMMON SEAL OF

LONDON & SCOTTISH MARINE OIL
COMPANY LINITED

iy hercunto allixed in the

presEnce of:

THE COMMON SEAL OF
THE BRITISH I

was hereunto

ATIONAL OIL CORPORATION

aflixed in the

presence of ;

Fagaard Fogl fas?

_Begusterned Office
Britandaie
Muoor Lane,
London, EC2Y 980
151 Fluwe, GI
Staqg Place,
London, S, 1,
1?‘ Tobenhiouse
London, E.C.2

Hausze,

12, Tokenhouse Yard,

London, E.C.2.

Yard,

nImain Se.

15 1o be alfixed hareto




SCHEDLULE 3

THIS AGREEMENT is mady th day ol 1977
I SR TR Pinerenattin poanl by reteroed to o the Assigne ) ol tFl,*rll]:‘]':nlI,u"l..',!lJ

¢ BHITILH MATIONAL OIL CORPORATION [hereinalte jointly refemed to as “the

of the Licence Mo, [ ) [hereinafter ealledd “the Licence™)
o T adde aod lodustey on the under 1he

4, the Continenital Shell Act 1964 and the Potialeum {Pracuction)
Regulations 1966 as amondod Ly the Petroloam {Production) [Amendment) R qulations 1971,

The tenms of 1he Liconce wore ang neledd By the Petrolewm and Soutim IR I"'r"-‘ lines Act 1975,
b The Acsiguors have agreed with 1he Ass woces 1o enter into Lhis Deed and

D the Secretary of State for Energy in exercise of the power conferred upon him as a Seeretary af State
by virfue of Scetion 3 (2) of the Ministors ol the Crown Act 1975 has given his writlan consent
dated = 1o the assignment of the Licence and such
consent has effeet as if given by the Secrctary of State for Trade and Ine fustry,

NOW THIS DEED WITNESSETH THAT:

1 The Assinors hereby astign unto the Assignees the full and exclusive benefit of all rights grantecd
unther the Licence TO HOLD the some unto thic Assignee absolutely,
The Assignees hereby joinily and severally convenant with the Assignors to porform and observe all
termys and conditions contained in the Licence amd to bear aned o schiarge all oblicutions elaims
demandds ancd expensos arisis Jar incurred at any time (whether before or after the execution of
this Deeced)

IN WITNESS whureof the partics horeto have caused their respective Commaon Seals 1o be bereunto alfixed.

COMMON SEAL OF CACH PARTY

i! o F g
the Socr ate
for Envrgy | WnLE Tr_:":l" Benn
alliswel o5 au 1]

Ly

THE COMLION SEAL of

THE BRITISH NATIONAL

OIL CORPORATION was Kearton
hwregnto allis el in the

fwesence of

THE COMMON SEAL aof . D.E.C. Stexl
THE BRITISH PETROLEUM ¢

CUHAPANRY LIENTED veas
Visreunto alboged in the
Pt ol

Director

D.A.G. Sarre

Secretary

¥ MAMON SEAL o
- COMMONS MOl J. Birks
Hi* 'k VIS I LDEVELOPRENT Dkt
LB TE D weos hvveunito
il

JE. Wedglury
Secretany

wth i e puewence

it J. Birks
Ot Directon
LE. 1,".':_.[.”_._,-,.'.
Seoretary




CONECGIA

RUDE OIL AGREEMENT

between

THE BRITISH PETROLEUM COMPANY LIMITED

THE BRITISH NATIONAL OIL CORPORATION




CRUGE OIL AGREENMENT
1977 = 1941 -

IIF.'E]:':':
Clruse

Definitions

Duration

BNOC's aption

Cross-purchase

Retained oil

Cuality

Delivery

Freight

Price

Allowance for water and sedimont

Payment

Operational arrangements

Change in circumstances

Foree majeure, etc.

Directions by the Secretary of State

Determination el Market Price, ete. by an expert
Adjustments to this Agreement

Assignment to and performance by affiliated companies
Aabitration

Notices

Applicable Law

Appendix | = Operational Guarantees

Appentlix Il — Tankship Tonnage Exchange Arrangement

Appendix 111~ Qualities of UKCS crude oil




CHUDE O

1977 =101

AN AGREFMENT i he ! | n

THE BRITISH NATIONA FORA e N nd TH PFETROLEUM
COMPAMNY LIBITED vl vl Gl TR [ oS, | g ilis 2N apuy

of 1he other part

WHEREAS under an agreament of today s date made betvaeen the Secretary of State lo: Energy lor and on
behall ol Her Majesty, The Brtish National Qil Corporation, The British Petroleum Con 1y Limeted, BP
Petroleum Development Limited and BF Oil Development Limited it has been agreed fafor alia that the
parties to this Agreen hall enter into oo tain option and ere warih i s i ot of

crude oil L

NOW THEREFORE IT ISHEREBY AGREED AS FOLLOWS: -

Clause 1 = Definitions

In this Agreement unless the context otherwise reguires the following terms shall have the lollowing
FESPECTIvE mcanings:
{i] "BNOC™ means The Britich National Oil Corporation or any affiliated company to the extent that
it causes such affiliared company 1o perform u particular ob'ication or exercise o particular right
referred 1o in this Agr it and of which it shall keep The British Petroleum Company Limited
informed;
“BPF” means The British Petrolcum Company Limited or any affitiated company ta the extent that
it causes such alliliated company 1o perform 2 particular ob igation or exercise a particular right
referred 1o in \greement and of which it chall keep The British Mational Qil Corporation
informed;
“afliliated cx r'1:---'1'..-'” means in relation to The British Petrolaum '|‘_.-:|:'|'-.'].'|"|'|- Limited The Standard
Qil Compar thie) (pravided that at the time in question BP controls directly or indircectly not
less than one-third of the s : il of sich company) and any company which is for the
time being directly or indirectly o 0 ¢ Britizh Peiroleum Company Limited and in
1 any company which is for the time being whaolly
owned by The Britich B rporation;
“erude oil"" means cruda liguid petroleum vhich has been stabilised i, if neceszary, otherwise
treated to render it suitabde lor transport by conventional encoe oil tankships:
"BF's UK. cruds o neans e s gate guantitics of crude il produced from coner
pilficlds on the UK. Contis Lt & wenid | or by tha athiliated com
virtue ol the rosneclive regis of m comy i ouuction licences
comprized in which the said commu { L5 are located provided that in computing such
agqregate quaniilies 1
[a) crude oil from the seid commereial oilficlds which the Minister requires 1o be delivered
purguant 1o the terms Y P 1 enee in question; and
(b) crude oil produced from 1 rnmercial oiilicld known as “Forties” which is delivered by
BP Ol Doevelonment Limitod darex Trading Limit airsuant to the Forward Ol and Gas
Purchase Agreemaent boiw v the said companies made the th day of Saptember, 1972 but
only 1o the extent thet such crude oil s r livered by Morex Trading Limited 1o ;
Trading Limited plrsuq Lo ihee Long T Sule Agresment betwecn the soid companies
made the 15th g y of £ cmbier, 1972 Ly reato the operation of Clause b (Delault)
thereof; Sk
“commercial oilfield" means an oilficid, to the extent that it i located within the arza comprised
in a production licance, in retpect ol which either:-
{al the Sceretary of State |
(1) approved a develo I ¥ raime cordance with the provisions of such licence:
ar
[2) given his comtent in writin e commencement of production: or
7] the relevant alfiliated r ' ireed toamplemont a develapment oo jramma
following service oy 1l 0 H J rarmeng in accondenee with the prosizions of such
licence
For the purpocwes of this Agrecment e lie) un at Forties and Nirgan shall cach be deamed
1o bwe 3 otamirasrci

e Vo and get petraleam greontad by viroe of

“productin 1
the: Petealewin |7 1 A i [ d by v Cotrtig otal Shell Act 18904, which liconce
was in T b i i § A TR I R =] b B sulentis i weheals

of part thesglos, { i w aitlia 1 i Ll I 1k wen e
sl esti o tened & [ 1 il i i f " i { iy shall

b L i e T T 09 . iy snpbecn ires - b firs e




Detiations [Conrfnueod)

mentioned production lieone

"North Sca cruds oil™ mosnt erude ol produced from cammoeroial

sector of 1he Morth Sea:

"UKCS crude o™ means erude oil produced from commercial oilfields on the UK
Shellf;

"non-LKCS crude oil”” means erude oil from a source or sourees ather than the UK
Shell;

“Market Price™ means, in respect of any grade of crude ail, the price per barrel (ingh:
and othgr relevant terms) which weuld from times to time be arrived at for ann‘s-lentth
between a willing buyer and & willing seller for international purehases and sales 6f the grat
crude oil in question. In assesting the price sceount shall be taken of similar tranzactions

the grade in question or any comparable grade (e ovrance | nade tor guality end |

in the case of a comparable grade), having regard to relevant terms (such as, if relovant, duration

and voluma), and any other cvidence available to the parties, except that barter tronsactions and

Government to Governmen? transactions st i excludod from the assessment. The torm

“Government 1o Government transactions™ shall mean tronsactions between Governn

Governments and governmen NOMCiIes, § Selbween governinent sgencies, ol

between BNOC and Governments ar government agencies where BNOC is act

and in the course of normal commercial activitios:

“Seller's Cost” means, in resocet of any arace of non-UKCS cn

amaount per harrel, of the Seller’s and the Seliar’s suppliers’ costs of any kind whatsoever w

incurred in procuring the grade in questio d dalivering it 21 the loading terminal an

properly attributable to gquantities of that arads dalivered or deliverable herounder, S

include, without limitation to the generality of tha foregaing, production, loading ancd o

costs, royallies, duties, income and other taxss, payments and benefits of any kind wha

payable or aceruing to any covernment or 22 cy thereol or gny governmental, local or g
authority, and the cost of purchased oil under participation. or other arrangements of whatsoover
nature (no account being taken in the computation of such costs of any reduction by vy of offset
of a capital nature);

(xiti)  *the Buyer'’ means in the cese of deliveries of crude oil by BP 10 BNOC hereunuer, BNOC, and in
the casze of deliverios of crude oil by BNOC 1o BP hercunder, BP;

(xivl “the Seller” means in the cose of deliveries of crude oil by BP 1o BNOC hercunder, BP. and in the
case of deliveries of crude cil by BNOUC 1o &F hereundar, BNOC;

{xv} "ton" means a metric ton ar 1onne;

{xvi] “long ton’ means an English 1on of 2,240 En

[xvii) “barret” means a bareel of 42 U1 gallons 2t 602 Fahrenheit, and “barrels per day’ moans “barrels
per ealendar day';

310 pounos;

{xviii) Jay of Decamber

(xix) “guarter” means a period of 3 consecutive months be sinning on 15t January or 15t Apeil or Tst
July or 15t Octaber;

(xx) “month” means 2 calendar month:

(xxi) “'deliver” includes *procure to be delivered™ and the term "dolivery™ shall be construed
accardingly.

vear moeans acalendar year ending with the 315t d ;

Claute 2 — Duration
This Agreemeni shail be deemed to have come into force with etiect from st January, 1877 and

continue thwreal

or unt! 31st Docember, 149 dad that il the &2 neat reigired 'Goin the r
hereof shall terminate belore such f'z2%e this Adresrm s 18 ees 1l ties heretn ol

likewise thereupon terminate but v thout projudics ta the respective pgats and obletions ol the parties Lo
this Agreement which have scerusd of the date

Clause 3 - BNOC's option

(a3} (i) BNOC thall have the eption {ssbject 1o o) 1o purchase and take delivery in 1977 and
each year therealter up to and includ 031 o 3y O por cent of BM's LLE. coud |
prodluced inoeact
BNOT snay oot wrder 1} showe - PREERRTA pesrt ol sach of the conimsrelal
mogueibion provises i ST W s % £ i 1 i I H
excorid 51 per cont except w BT} iC areemant § nat e sam ol the M
el ouil ICjesenle all AT e s o f i | excoed Ll (A & T
produtinnal 1

I;'.r‘ shati r

Juria o




L w oplion (T

firsl sawch notilication shatl | Y vior thar 40 rhi snch i
B shall give its estimate of the range of production expectod Trom each commoereial oillield vwity its
best estunate of prodoction like | hicved with ~h bl ro In adedition, bt

eflect on any natice given BNGC under (e) below, BF shiall in the month of Juna in 1
preceding cach year, comim ) i , V38, update teae estimate for that year and give
quarters for that year,
Where an alfihated company of BP § « pnerator af 1 rommercial oilliel juestion,
estimate of production shall be accepied as tha best cstimate obtainabile; and whore the operator is
not such a company there shall be a rebuttabde presumption that the operator’s best estimate is the
best eshimate obiainable
(il BMNOGC has given notice in writing to The British Petroloum Company Limited in tespect of 1977
and 1978, and shall Give such notice in respect of exch ol 1972, 1860 and 1981, stating whether
or not it exercises i15 option Tor that yvear (and if so, specifving subiject to (a) -Ihr‘l\rl thic
percentages by commercial oillicld ficable to thet year) and giving withoul commitment on
its part its best indications as to whether or not it is likely to exercise its eption (and if so, 1o
what extent) in respect of the remoining said years, BNOG shall eadleavour to giva notice of the
exercise of the option as early &5 possibile and in any case such notice shall b given by 3151
December in the sacond year preceding the year to which it relates, and failur 1o give due
notice shall be deemed 1o be notice that the option will ot be exercised in respect of the year
in question.
The parties recognise that BP has 10 acquire crude il on a consistent basis and that il the
percentages opted Tor by BNOC a5 aforesaid fu te significantly from year 1o vear this could
advorse'y affect such basis, The pacties also recognize that BNOC is unalle at the date hereof 1o
give any firm undertakings as to how it will exercise such opii BNOC does, |.-,-.-ﬂ,\. T,
undertake, as its forward planning becomas clearer, 10 keep this mattor under review with 8P,
and to endeavour to avoid such fuciuations
Upon BNOC's exercising itz opticn as oforesaid 8P shall deliver and seli to BNOC and BNOC shall
take dolivery of in bulk in the year in question and pay for uantities of erude oil represented by
the percentages specified in the notice referred 1o in (e) abave a= applizd o the actual production of
BP's U.K. crude oil in the year in question prrovided that if puarsuant to a docision by BP an .'- ;, e
of BP's UK. crude oil is or hecomes deliveralila to buyens o ally as a Iand with ane
grades of UKCS crude oil, then;—
(i} if the whole of the grzde in question is so deliverab’s as a blend, BNOGC's aption under this
Clause 3 for the grade inquestion shiall ba doemed 1o Bave boen exer o irnre
blend, ie. the pereentage opted for by BENOC in respact of i in guestion shall be
applied to thet quantity of the Wlond to which BP is entitied by vivtue of its contribution of
the grade in quesdon to the blencd;
il & proportion onty of the grade in guastion is sootiverablie as a blign | ot of that
proporiion BNOC s said option shiall ba deemed 10 e exercicnd i pect of the Blend
on the same basis miutatis mutandis o is prescribed in ()
By the 45th day of each quarter after 30th June n the ye sordding the yvear in question, up to.and
inclucting the third quarter of the yvezr in question, BP shatl lze BNOD i the upedated estimoie of
production, by quarters, for the year in auestion, and o addition shall xdvise BNQC af any sicnificant
changes in such estimates as they occur dodl actual productron figt r ch dyuarter as they become
available
BNOC s o 1:'..-.”1 under [a) above shall, inrerpoet « 1 of the years In question, constitute on
irrevocabile oller by cach relevant wf liliied B en | e
acceplunce by BNOC in cooardanee with g Mgreemont. BNOC, BP ch role aflitiated
company of BP recognise od scknowlsdae that it is 1 LRE B B 1o B UK, crude
oil under this Agreemaent that s relevant alhiliated e wol OF s fa i = Pocune o bo
delivered 1o BNOC cach aquantity of BP's LK. crude oil wiich is requice:d | e 1o BRNOC in
eccordance with this Agreement and that perfermance in any other mi
allilised company of BP or, a5 1he case iy

y Ry, By its assionoe, of the
cannot adequately be subsitituted

Clause 4 — Crosz-purchase

{a)

i) Maving exereized its e spect v opbion: undor G 3 (&) hercol i reapect of 1

ared 1978 BNOC «ball in sach s v=ar eoofeliv 1 el g 1
purchase and pay {or the whole guantity of BPs L. erpde ol o el e BHICHG
Clauzge 3{d) hereal, Such re-telive v angl re-sahe sl ol w1 rexusly vt
same Market Price and upson the 300 1arms g " ! bt |
psrchate of such crude
It BMNOG exen

1t then




quantity of BP% UK. crud fi ! MO i 1he

Clause 3(d} hereot loss an amou T { quantity ol cride ail determincd i i ordaney

OC exercizes its option unidar Claus 3la) hierenf and o o 1yl i ie is increased 1o a

rate abowve 12%:% and royalty oif s 1 I lisighar tlvan 12

{a2) il an amount of r vl L& | than the !
of royally oul and th T
at 123:% and royalty ol |
shall sell 10 BP such quantity o WG crude oil as, when added 1o the quantity df BP's
LLK, crude oil remaining svailabile to BP [alter deducting the guantity of BP's UK. crude
oil delivered 1o BNOC 1k i ta Clawss S} hereof] call cqual the tote! amount of

UKCS crude oil that would have been available to BP, trom its own production and by

had remmned at 12%:%
for the purposes of t g
10 the extent thas less rovalty adl is put at BNOCs disoosal than the amount first
described in [ ve BHNOC shall sell to BP such quantity of UKCS crude oil as, when
added to the quantily of BP's UK, crude oil remaining available 1o BP [alter deducting
the quantity of BP's UK, crude ail dolivered to BNOC pursuant to Clause 3d) hereof)
shall equal BP's base availabiliny k nie hatl of the amot
at BNOC's disposal falls shiort of 1the amount first deseribad in (aa
BNOC may elect 1o 521l 1o nplementation of (aa) or (BL] sbove all or some part of the
royalty ail put at its disposal b ¥teni that SNOC docs not g0 elect it shall sell v BP
crude oil that it would otherwise e entitled 1o retain und sz B hereol. In such lstter case
the quantity of UWKCS crude oil to be sold BROC to BF undar (i) above amd the quantity of
non-UKCS crude oil 1o ba soll by [P 10 under (b} belove shail be pro 6
always proviced that (1) BNOC shall not exercise its eloction 1o soll rovalty oil 1o BP in such a
way that BP shoil be obliged 1o deliver 1o BNOC a quantity of non-UKES enwde oil arsater than
the quantity that would have besn deliverable if the rayelty ] wel at 12%:% and
rayalty oil had been taken at that level; and (2] if (b)) abov it | USE Toas il

"”':I'.':Ii'l'l'Jl"-rf'-i":---'1.-'\5':'!("'__:'. » r Frirm | EpUANEITY o el !

1o the quantity spoailied under () beloy urnit of 1 duction under (Lib)
above having ree 2 o il L t avai i 1 an-Li KCS erude ails.

1iron

I tha royalty rate nergased t [ 11y ich event no n forescen at the
date hercof, the parties sha 3 » emendments o this
Agreement or such other & . nis N respe [ this A ment as may be equitable.
For the purposes of this Clause 4 “rovalty 1 } ne w percantege of crude oil won and
saved which the Riimister isen o 1o re te belivevied st 10 the teams of
production licencs in quastion and il tha : i puantity of crude oil which is
s0 delivered Ly BP,
The quantity of UKCS crude oil deliverabis by BROC to D irsgant to (i) above shall be
caleulated for cach quarter of the v 5L the 30 preceding such year on the
basis of the th WS i1 ANEL T uarter ricdlu 31 g by BP pursuent 10
Clausz 3{b) hereol, s estimates of BP's UK. erud redduction, anzl tha actual
production finures the ar, ratifie by Br i Cl; : reof vary from the
gstimates on whicl t O ] f ' { Laid gquantiy of LIKCS crude ail
shall by re-ealim " L 1 ieE Ih T he Fasig ol warhy = Pt
estimates, or of the actual p clion 0 Case I En e letter case the undeliftf
owerlift provisions of € ulaticns shail be sdjusted as
necessary in the event that (i
In each of the years 1979 1280 and
in bulk, purchase in that year and pay for
calculated on the 30ith June in the ye; i (! 1 tion af ¢ Maorknr Prices ruling on
tha dlate, 10 the quantity of UECE e 1o BIP in the year in
question purseant 1o (sha) abayve pe i wat af b Prices t rrgtevant orades hove not
beren o peed oF detern d Loy such il s ol UKCS ¢ o delverahile in the yew
1 gqueshion under th lause (b} it cleven-ionths al the cuantily ol UKCE crudie oil or
such other ratio a4 iy be poreed | i the tern Mhorealwr, int event that subceuernt
estimates of BP's UL K. crude oil pro i i il ool Disn es therefor notilesd by BP
Puriugnt 1o Ii-.! s F 3 creacfes geil cdsdiveraki
1o HP pursvant 1o fa)la) above, 1f 1 IKCS erul i [ FP uneder this
suls claus shall } aleulstad gt 3§ Lh i I cateulation
on Ah Juie in§

] i

il Chanpe




ib-clauae (1), Do the event of disoqreement the

e i i 1 | i tirt ¥ M N aecoraance whith Glwse 1 hercof,

(i} Bharirg 1h sl 1w the ¢ mnninn 1e0 Aawil in the year proeceding any of the
yoears Tu /s, 19850 . 1 o Tl BNOC shall have exercised ifs opion pursuant

to Clayse & ther 1o discuss the various quahities of erucde oil

antd the qieantities of each cat s rolgrr e went which caeh is likely, '
pursuant 1o (& (n) and (b} above respectively er lue ter over- the six manths’ pariod
commencing 15t January in thi o, Luring the third month of che said guarter
cach party shall give notice in writing 1o the other of the gualities of erude oil and quantities of
each category which it w ill, pursuant as aforesaid, deliver herounder aver such period: Like
consultation shall take place and like nodice shall be given during the quarter heginning 15t
October in the year proc &) the year i question in respect of the six months' period
commencing 15t July in that year.

(iill  During the last month of any quarter in which the parties have consulted pursuant 1o (i) above,
BP and BRNOC shall consult together to discuss which of BP's alfiliated companies BP shall
designate 1o purchase the UKCS erude oil referred toin (al(ii) above in the six months” period
commencing 15t January and Tst July respectively in the year in question, Not later than the
last day of Jhe first month immediately following the quarter in gquestion, i.e, not later than
31st July or 31st January as the case may be, BP shall notify ENOC in writing which of BP's
affiliated companies BP designates 1o purchase as _r.-.:u-- 1id. Such purchase shall be governad by
the terms and conditions muefa8E mutandis of this Agreement except as may be neqgotiated
botween BNOC and the affihated company in guestion.

(iii)  The parties shall thereafter contult tog 55 the precise quantily « ch grade
deliverable in the six months” period in qu thie Seller of csch such grade being required to
notily the Buyer of such precize quantity in tine for the establishment of the Market Price for
the grade in cuestion in ndanoe with Clause 8 hereod

Upon Clause B{f}ail (bhI{2){B), 9ig)lil{aal, 131 (i 14{chiii) hereaf being invoked in respect of

2 particular giasi of crude oil BP shall have the right on giving written notica to BNOC to deliver

during the period in question, subject to Clause G hereof, adjusted quantities of that grede and/or any

other grade or grades notilied pursuant to {c) e andd/or any alternative grode or

oil. The Market Price of each aiternative grede of erude oil shall be agrecd within 156 cays of the said

notice and failing such agreement shall be determined by an expart in accordance with Clause 16

hereot,

Clzugn b= Retained oil

{a)

(ks

(il Subject to the ensuing provisions of this Clause 5 and 1o Clawses 4{a) and 6 hercof, BNOGC shall
have in re ct of each of the years 1872, 1030 and 1981 the aption, to be exercised in writing
at the sams e and in the sam B | 3 or i respoct of an oplion exercisalile
under Clause 3(a) hereof, not to sell to BF but 1o retain in sueh vear up to the quantity of crude
oil representad by the following pereentege of BP's UK. crutle ol in the vear in quastion:—
Year Percentane
1979 and 1920 12%

1981 163

BMOC"s said option shill be exercised indivi fually in respeet of each of the commeareial ailfichds

in question provided that (he pereontage aotificd by BNOG under (i} above shall not:

(a2} inrespaoct of a Jual ecommuercial oiifield exeecd the perecniage notified by BNOC
inrespoct of s coird under Clooge 3{aili) hereof : noe

{bb) excopt vt pecivic agreemant exceed 1279 or 167, as the caze may be, of the
production (calrulat scardagce with Clause Y] hereof) in that year from any
inclivice sl commercial oilficld:

and poovided that the sum of the : L n ude oul represented hy all the pereentanes

opled for shioll not exceed 12 ¥ ] v the case may be, of 0P UK, crede oil in the year in

question

ONOC"s saird oplion rmy TR ct 1o (a) i} {bh) aboy et citid notwathstanging that BNOC

exercizes it oqticn under Clause 3{a} here i irchisse a guantity of EP's LLE. erude oil production

repressnied by a percentage of sucl waer than 61,

Clauwe G - Quality

{a)

Ther graches of UECS crude oil delivere "2 by PNOG to BP pursuant 1o Clagse Aad i} hercol shal) be
R LT B
'|r|-'-.rf;|' i o T Ui wiarton ol UYCS i o T rq-,lnli” |I'_-,':.J"|"1




Inreturn lor crude oil from Forties BNOC shall in spact of - =

dlaliver eithar ofl Forties erinde oil ar at least

{za)  the first B million 1ons 1)
50% Forties crude oil Lot Flound Point with the balance being Brent or Bicnt Mix crutla
oil f.o.b, Suilom Voe:
{bb)  any quantity thereof in excess of 5 millian tons in any year, deliver.all Forlics erucle ol
f.o.b. Hound Point:
but subject to BMNOG's right of ¢ IEtinn pursuant 1o (i) below,
Iniespect of erude ail from Ninian:— 3
{aa) in return for Minian crude oil BNOC shall 8t its election deliver:—
(1} Lol Sullom Vo, Nintan erude ¢ I: o
{2] fo.b enother Noril a land terminal, & North Sea crude oil of a quality at least as
good as Ninian crude oil; or
(3] any combination of the grades referred to in (1) and (2} sbove:
(bt} in return for Ninian Mix (i.e. Minian pluas Heather) BNOC shall at its election deliver:—
(1) Lo.b Sullom Voe, Niniaii Mix: or
(2] fob, another North Sea land terminal
good as Ninian Mix; or
(2} any combinaticn of the grades referred tain (1) and (2 ahove:
but subject to BNOG's righy of election pursusnt to (i) below, To the extent that the Brent {or
Brent Mix) and Ninian {or Ninian 8ix) streams may

. & Narth Sea crude oil of a quality at least as

be mixed a1 the loading terminal in whaole
of in part, either temporasily or otherwise, the parties shall cansult to agree revisions, if
appropriate, 10 tha |'r1r.-l-:_";§|1._| provisiaons.

BNOC may further elect, subjees to the reasonable onerational oo Appendix |

santity of Morth Sca for, by

agreement, other UKCS) crude oil equal to uo to 107 v of LIIKCS e

deliverable by BNOC in that vear pursuant 1o Clauae Alallii} hercot or ana million tons,

whichever is less, of which up to haif may be North Sea or, by agreement, other ¢ £ of

UKCS crude oi! from one or more ofishore loading locations. 1 BNOG so eleets

{za) in return for Forties crude ol BPy :eant & maximum of one holf of th
of UKCS eruda oil which Bl ot o e iliver under this soe:

hereto, to deliver ex ship ot a named dischare

shall consist of Forties, Brent, Brent Mix, Thistle, Beryl or Mantrose crud
that not more than one quarter of the said total guariity shal! be Thi

Montrose crode oils and that no more thas v of thess thie slivarod

in &ny six month period referred to in Clause 4{c) hereol. The quantities of Brent or Brent
Mix crude oil which BNOC elects to deliv

quantities of those grades referrod t i
Beryl or Montrese crude oils whi OC ¢

ctien (i) shall replece the
antities of
G rundfer this section (i) shall
replace proportiionately the grades of UKCS erude oil re
respectively;
inreturn for crude oil from Ninian, BP will accept the said 10% ar ene million tons,
whichover is less, or the balance thersaf rempi ng altor any daljy iesuant 1o (aa)

above, in terms of a grade or gracles of North Sea crude oit o

erredd toin {illaz) and [l &bowve

crude oil from Ninian or in terms of Flotta crutde oil consistis

and Claymare crude oil provided that: -

“" the quantity of Flotta crude oil shal it exceed one hal
North Sea crude ofl delivercd under 3 Lection (i, o
is less;

{2) for cach harrel of Piper crulis oil includ=d in the Flotta erude oil o

this section (i), BP shall e entitied to deliver a barre! of eat gory B c;ucle gil in

place of & barrel of cat cgory A crude ool otherwise del Wle undor (1) 8 W

for each barrel of Claymore erude oil included in the Fios s crude ot ¢ vop el

under this section (i), BP shall be entitled 1o deliver & Ball-barrel of ¢ wy 1
crude oil and {in oddi | 1 iy thereof 5o

]

hall-bamel of category erude ail in place of 8 barrel of

othervase deliverable under (b)) balow

The ratos in (2) and (3) above have been sare ol on the bogie that Piper and Claymone
crude oils include fter alia the Tollowing appiogimate charactenisties:
Piper Claymare
Sulphr 1% L
AP e 20°

The parties will review the t2id ratios whan the actiunl chas e

party rewrves the nght, shaul ¢ 1hat 1
them, are of dilferent guality th ' bt thee doe |

10 w2 i) r el




{WLTNL] Ly [Loniseee )

(el  BP shall, in addition 1o its rights under Clae 8
BMNOC | (s ] vpsel |

may be repod by BF, To s e

G i vegss st

Fad

LI
aughl v
&0 CONERLICNE
VILCC's i
corresponding 1o the sizo ol 1 AT
rq_\frn--ny inquestion, 1 is re cosnisad by the part
Agreement make it likely that BF
system and that thi T
I BNOC elect
Lake delivery of the whole or some part thereof
of Flotta crude oil deliverable ex ship under
B understands that for the limited purposes of 1ha
Brent Mix, Thistle, Beryl and Montrose crude oils .
crude il

ta a relinery un
vitssn|

to deliver Flotia erude ail undor

{ded)

Certain of the grades of crude oil referred toin this subclause (a)

evaluation and BP resorves the right, in the ovent o

qualities of any of such grades, @ understood at e et

hereto, 1o reconsider the accopt Lility of

may elect under this Clause 6 to daliver to BP purs
arabilit

such gr:
have a similar right 1o reconsider the con ol
change in the cuatit
Appendix 111 hereto,
The grades of non-UKCS erude oil to be deliversd Iy
be divided into cat
Category A consisting of category A1 crud
other crude oils with an APl zbav
in any cornbinatian, BP shail be entitl
the Al crude oils catenary A2

y of Forties crude oil as unders

wies, viz:

Foils

other crude oils with an APl abayve 22°

in any combination.
consisting of cru such as Iy
maximum sulphur content of 1.8
consisting of category C1 crude ol
or other crude ails havin P
2.5%, in any combination
one-sixth of the C1 crude ails ¢
inferior to C1 tuch as Arabian Hi

10 take in arder to ace ¢ at least an «
cqual in quality 1o cat ry A,

cansisting af BPs Abu Dhabi ar

Category B

Category C

Category D
an APl above 26"
BNOC any crude o
any erude oils fal
OFf the first 1en nullion tons of |
shall be of grad
calegory C, The p
respeet of any g
year b
categories A

s within catcrpony

it iies shall con:

santity of non-UKCS crude oil in «

rd to BP's remaindivg
wl C, such agr
oy A

B and 505% T

o 1o delwer a grosds

wvailability al

ving reg

B:

cnl 1o

iy

of HFS category o th
EF shall be entit
for a grade falling within a bavaer coto
thien C) but such deliveries shall not 2
provided thal Toa
2 grade talling vathin ¢
of = grade falting
half-bzoel of 2
which AP is entitbed 1o ddeliver g
The 12

waithiin the

o1 ergds ol [afl

ch bewrel of 5 g
teqory [|_ [ g
IS T B

fa Rallime wiitown cates

TR

pariiculor o

il nominate

£
LY

it {0 Clay

such as K

hereof, bo entitled to supply fremhn 1o

I riker tig i v )
hall énvierr into 3 world wide tankship
nt. B <hall

1 V150 {eel Inngth
s} except that

NOHC i vessels

I N} R 10
th oy BP 101 delveries 1o the
1es that the other requirements of this
for deliver

L]

v at its balancing tefinery
v

b} aBbove, BF shall have the right 1o
Lo.b. Flotta, in which event the quantity

i) sh

B

tion i be reduced accordingly.
*n,

able b quality to Forties

I
wrigoing substitution provisions
3

cach compa
are sl in course of

ol out in Appendix 111
e o1l which BNOC
OC shall

far il there is a significant

vzl (it} hereot, B

grades Fig
e hereof and se1 out in

BP pursuznt to Clavse A{h) hereaf shall

feas franian Light, or Aralian Light, o

e wq il coni '-i-"].?"..

d e ver in uce of up o onethird of

i L | ¥ o v v
Jekuk, ar lrog B

i
[ sra, Or
and a maximun sulphur content of 2%,

Hie i AP shave 30% and a
Talnan,
t Export, or Arabian Me

i
any
cdium,

cimam sulphur content of

of

it
1 crutle oils of a quality
hat of had
s at least

by shaw
pbly $Now

& or grade

jual volume of & grad

« OF other orude oils having

B, it
% netah ]

o deliver to

In ititutian for

“ 1o BNOC in anv vear, 40%

les within
el 1n

srcable 0 any

oils within

A seclion

In CIFision

¥y i sulstitution

B and

rE T,
e iy A

el a
Guantily
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Clauae

v

G- l‘.lfj..'"'._- foonfennaxd)

The qualitics and the quantities of the qradot in rat
nonLERCES crodde oils eorrently available 1o BI" oot 'y sl cant chanage
aravity o sulphur content of Gty of the main grades of such ennde oils, BP may i

parties to consult and agree appropriate modifications,

Clause 7 = Delivery

(a}

(b

Delivary Lob, tankship
Except in the case of deliveries provided for in Clowse Glallui) horeof, deliveries of crude oil hereundor
shall be given and taken .o b, the Buyer's tankship: —

(i) inthe case of deliveries of BP's UK. crude oil ard those grades of UKCS crude oil that are the
same as BP's LLK. crude oil, at the loading installation appropriate to the grade in question;

{ii) in the case ol deliveris by s of grades of UKES crude odl other than a arade of BP's ULEK,
crude oil, ot land terminals capable of accepting for loading tankships of up 10 265,000 long
tons summer ceadweight with dimensions not exceeding 1150 feet length overall and a draught
when fully laden of 70 feot in salt water:

(iii)  in the case of deliveries of non-UKCS crude oil, at the port appropriate to the grade in question.

Rate of delivery

Within cach yoar delivery of erude ail shall, subject 1o Clauses 13, 14 and 15 hereof and to operational

tolerances agrecd gursuant to Clause 12 hereof, be given and taken by the parties at an even rate

having reqardd to the accrued availability at any point in time of the crude oil in Question:-

(i) inrespeet of each grade of BMs UK, crude oil deliveralile pursuant to Clauze 3 Liereol, the
accrued availability at any point in time shall be caleulated by reference and in proportion to
the daily rates of production of the grade in question up to that point in time;

(i} in respect of deliveries of the total guantity of UKCS crude oi! pursuant to Clause 4(a) hereof,
the accrued availability at any point in time shall be calcul Ly reference and in proportion
to the daily rates of delivery of the total quantity of BF's UK. crude oil pursuant to (i) above
up to that point in time;
in respoct of deliveries of the total quantity of non-UKCS crude oil pursuant to Clausa 4(b)
hereof, the accrued availability at any point in time shall be caloulated by reference to a daily
rate of & il of 1/365 (17366 in a leap year) of the totai quantity deliverabls, The sccrued
availability of cach grade of non-UKCS eruds oil deliverabile in each six montis’ period, within
that yesr shall be calewicied Ly reference 1o a dotly rate of aceoual detarmingd |
total quantity of that grade deliveralile in such period by the number of days in such poeriod,

Any averlift or underlift in any quarter a: a consequence of the exercise of the said operational

tolerances or sub-clauses [a){vi) and (b} oi Clauze 4 hereof, or any other provisions kereof having a

similar effect, shall be compensated as soon as practicable thereafter, the price and payment terms in

respeet of any compansating quantity being determined with regard to the actual date of completion
of loading.

v dividing the

Clause 8 — Freight

(a)

In respect of each of the years 1979, 1980 and 1931 BP shail be given the opportunity to offer to
BMNOC tankship teanage 1o cover ane-third of BNOC's unrestricted requiremants for freight Tor
non-LUECS crude ol 1o'be purchased by BNOC under this nent in such year, The term
unrestricied shall ba taken as meaning inter alfa un sgovernment abliggtions as to the use

of specilied ton for the tramsport of the cruds o . It shall alse take 2ecount of such

tonnage 4% may Irom ume 1o me e ownod by BNUC or charicred e BMNOC bar a period in excoas
of 12 conzecutive months., |
1o give 10 BP the opportunity of meeting a proportion of each of its various catenaries of tonnage

INOC shall endeavour, as is reasonable having regard to the circumstances,

requirement, BNOC shall also reamonably endcavour 1o ensure that the time pariod Lor which such
opportumitics are offered is representative of the time peniod of BROC"s total requircment for the
various colegorics of tonnane.

BMOC shall give BP notification in writing of itz best estimate of the said propartion of such tankship
tennag wrrements for each of the sabd years, Such notilicstion sl be given not Leier thon 315t
December in the socond year preecding the yeor to wwhich the estimate relates (excent that BNOO
shall not e reaquired to give the notice otherviza due by 3131 December 1977) and shall be upedated
{or in the cas: of such tankship tonnsge requirements for 1979, given for the first tine} by 3th
June of the next yoar and given Ly quarters and Shooeal tor oo o guartcely Lasis bg e Ll teonth day
of the s=cond monti of cach guarter. Such estimate 1 n i as meantnghinl o lorm as is
reasonulie having regard 1o the lead-time and other relevant coouimstancas and sho © 7 where possilile
mclude

(il tonclay requirement of each siza of vesse! lie. VLCG, LR2 1, MR and G aod 1y pe of

charter (L, spol, time, congecutive voygias, i . rogitiate pericd of chaeter;

li)  Booileg g enpa andd o, Qe poruatca ics o

(i) = any othes relownat informstion




Claine 9 = Price

()

{c)

e}

1}

Givrerad p

Suliect to the ercaging provisions of this Clause, the price per b

barsel for e ach arads ol erude oil

dletivered ivreg hall, 1 AR LR =1, | bty the jaar s, b

T, Ioading terminal expressed in WS, doliors and aqual 1o La TP for the grade i guestion,

fifee LB crircke il

(i} Notless than 60 days Belore ed yuir | ¥ OF utvy g ad Fs UK, erude oil 10
BAOC is due 1o be el i 1 T 15wl | o d f al oilficld,
not less than GO days belar delivery hal frad ] Y ELHTIT BP ardd BNOC shall eahs
togeiher 1o amiee the Mark aile,

(it 1F such sgreement is not reached by tha GOl day before the beginning of the year in question
{or, in-the case of agrade from a new commercial oilficld, Ly the 60th day before delivery of
that grade hereunder is due to commence) then the matter shall prog v be referrad 1o an
expert Tor determination in

{iii) The Market Price so agreed or dete:mine r grace i question shall unless othervase
agreed apply hercunder, unless and until anged pursuant to (d) below, for the year in
question {or, in the case of a grade from a new commercial cilfizid, the balance of the yem
in question),

BNOCs UKCS crinde ol

{i) Mot loss than 50 days belore the beainning of each six ths' period raferred to in Clause
Alcllii) hereol, BNOC and cach of afliliated compania signated by BP 1o purchgse the
UKCS crude oil relarred 10 in Gl hereof in 2 nths’ nariad in question shall
consult together 1o agree the Matket Price 18 Gracde or e ade of UKCS erude oil in
question and the provisicns, if any,

i espoct of Gid as 1 #= mnay be, any of the grades
inquestion by the G0th day bafore the | aning of J s' pericd in guestion, The

British Petroleum Company Limite: j red th L O exercisod by wnlien notice o
BNQC not later than the B0th day belar s beginning ¢ » 4 rnonths” peried in question, 10
procure the purchase by BP Trading Lin usatity CS gracle in question in such
period at the price prescribed in (i) bal

IT such right is not exerc:: -
4fal (il and {b) hereof sh

The price referred to in (b)) &b

LLK. crode oil reforred 1o in (b wa, b wial to tha? c Yeica For 11 1A B estien

agreed or determined pursuant to (B or (b atove; end 3t Lhe b all be equal 1o

the Market Price for the grace in« tion aareod by BANO nd BF 1 ) Limited by the 30th

lrd'p" before the eommencemeant of © $i% months pe 1ir ; an or, 130nd sich goreement
by such day, the Market Price for the grade inquestion determent 1 EFT purtuant 1o
Clause 16 hereal, The Market Price o agreed or determdived shall wn'as 5 read apply
hercunder, unless and until changed pursuan: 1o {d) Vo, f it < manths” period in question,
w ol Meriet Prico of BFs UK. cru
Either party shall have 1he right to give w n nokice ovher 2t any um? requesting a
review of the it Price of any grace of BP's LK. crute oil or BNOC s UKCS crude pil
deliverable hercunder. Promptly afier any such notice is received the parties shall consul?
togethar with the object of agreeing what change, if an tha liarket Price in quastion would
be sppropriate 1o apply from tha dat
H such TN 1ot rezched wathin 30 days of the d ice requesting the review,
then the ma prompily be rols Itoane far o roination in accordance with
Clauze 16 hereof,
Th z all apply,
review Tor the N » VEAT QuEsiio P UK, crude oil or Tor
balance of the six m ' period 1 | he cuicol B s LRCS crude gil, suliject in
either case 1o any Turther (oviey
Non-UIKCE crude oif
{i) Mot less than GO days belare the beginning of each gua in which arny gratde of non-LUKCS
ernle oil is due to badalivor r{ H I BNOC shall consult tagether
o agree e
{ii) I such agrecment is not e
guestion, then the mal

Karker Price o

accordance with Cli

right inslesd 1o 5

under Clouse 4{ch
(i) The Market Price to

opnly bercumdber Tow

Charoes in
(i} The 1A
deciea




Clause 9 — [Poce (Contmued)

1 of all shipimor

ey
theeicae (A% the ease may bal in
3P shall az soon as pra ]
1o (i) above, 113t th
increase or decrease in questio

athustmaent wi

)

m fch axac

I, aftor a poriod of 28
pursuant to (i) al

of such grade in accorda
altern
such date] would be Welow I I 5

require the parties toconsult toqethor as soon a8 possil
is the case and if 50 what the Market |

date. Failing such agreement

shall be reforer
refered o a

cel 1o an export

COMITTAInNie
confirms that the Market
Seller's Cost, he shall inclu
would be & at the said date
If the parties agree or the
(1)  the Market Price as incr 10
shall apply, subjcs [
a5 represents lifting
7 hereof) immediately followi
date of the increa
(2] during the peric
consult together
refer the matter to the expest for determing
if they agree {or if 1!
agreement [or determin
the grade in gquestion shall coantin
Market Price. I within stch g
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{bh) s alciesai
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over 50 ¢
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o oxr
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al the request of |
5] that ths

wereunder alter
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I ehoereases purstant
sract amount of thie

» subjact to
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stion of the Market Price
NOCs

1l Inter than

date ol
n takpe aff
vl by wrillen natice 1o BP

with a view to sarecing that that

1 gquestion would be as at the said

§ i e

ol BNUC s notice, the matler
g

e guestion

3 hereof on the g
| ' rediuredd 1o

the said 5-day period and. if he

in question would b Ha T

wket Price

{"“the Escalated Market Price")
st 80 days (or such longer period

artorn pursuant to Clause

¢ {or, if later, the edective

: thereof the parties shall
ther of tham, refer or again
fance with (a2) above) and
arkot Prica at the time of such
t°s Cost, ther weries of
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of the parties oqrees or the

wil the aiarket Poice is below
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nestion shall cantinne horopodor after that ¢ art o o 1 e igugain bk §i

din | Bt 1
= 4% from They et | ot such poniod.one of the following oplions -
ntinue to deliver the qrade in question in the balance of th g ter i e s i s,
if applicabile, in the next ceething quarter, af the Market Price determinad Dy il e
for the particular quarncr.§ uaiie to {eblinh above (or, in che case of the Dalanes ol (e
fuarter i question, of the muatt 15 pun feterred to the expert under this secton (1),
at such later hMarket Price) provided that BP shali have the reight, in the case of the sal
next succecding quarter, on one occasion before or during that quarter, aoaion to relor Ly
the expert for determination wn 10 days of the Macket Price as ot the enel ol il 10
day period and, if B¥ exercises such right, that the Market Price so determined shall apply
subject to (1] above Tor the quarter in question or the remainder thereof, as the edse may
be, and also provided that, if the Market Price a3 5o determined is bolow Soller's Cosl, H1°
shall have the same oplions mutatis fstandis, but exercisable forthwith, as are presenilssd
in (bb) and (cel below: =
10 substitute for such grade in the balance of the quarter in question and, o applicabbs,
the next succee q quarter, another grade or grades as prescribad in (i) {aa) above!
not to deliver such grade or a substitute grade or grades hereunder in the balance of the
quarter in question nor, i applicalle, i the next succeeding quarter, in which case
BNOC shall have the option to deliver 10 BP under Clause Alallii) hereof in such et
either the full quantity of UKCS erude oil whicwould otherwise have Boen dhelives alile
under Clause 4{al{ii) hareof or a lesser quantity calculated such that the full guaniity ol
UKCS crude oil otherwise deliveralile in that quarter is reduced by an amount adoal in
value to the quantity of non-UKCS ervde il not deliversd by BP as a consegurnes o) ils
exercise of this option {cel or any quantity between such full or lesser quantity.
Prices agread other than equal to Marker Price
I the price for Loy grade of crude oil deliverable under Clause 3, Clavse 4f{a) (ii! or Clause 4{b) hecal
i5, pursuant to (2l above, 2 price specifically ayrced other than equal 1o Market Price. such jrice shall
be subject 1o the provisions of this Clause mutatrs mutandis as il it wore equal to Masket Price ton
such grade.

Clause 10 = Allovance for water and sediment

The Buyer shall be entitled to an altowance for all water and sediment in the erude oil loaded a3
ascertzined at the port of loading and certified in the certificate(s) of tuantity and quality isseed in iespeet

of the shipmant in question. Such allowance shall be catculated at the rate of the f.oob, price hereundor,

Clause 11 = Payment

(a) Fi'-"r""'-'-""" for cach thipment shall be made, in the case of UKCS crude oil, in sterling or such other
currency as may Lz or becorne normal for sales of UKCS erude oil, and, in the cose of non-UKCS
erude ail in LS, dollars or such other currency as m v be or become normal Tor s
crude oil, subject always to such Toreign currency requlations as may b in foree a
payment shall be made in full 1o & bank 1o be nominzted by the
practicalie arrandemants thell ba made Lotween the partic

The period of credit 1o be accarded by tha Seller to the Buyer in respeet of saclh shipment shall be

the maikel eredit period an which the Market Prce for the grade of crude oil in question is based

In so far a5 the price is expresséd in WS, dollars and ¢ it 15 10 be made in sterling, conversion 1o

sterling shall bz made, in the cawe of UKCS crude ol reean of the 10.20 aum. (o such other

time a5 may become acceple
for volue an the date of pavr

oil, at the 10,30 a.m. {Or such other Limo &% i ) spot rate for 54l

s aloresaird, as each such rate is quoted by the Mationz! i ster Bank Lol tegl

Moncy Desk, the address of which is curi ity 53 Thresdneodie Strees, London CO

ohtainatde from that bank on the w eantd business w T ch other day as may bocome ac

in London juior to the date of payment. 11 dealings in the London Market in U5, dollocs chall b
sutpend sl andd @t o consedquence duch rate 5 not quoted 2nd ohitainale a5 alo: sadid, the requaed
vl shall e os agroed Betwesn the Pover and the Sellor ar, Taling such sgreement, as Tixed by an
cxpert an gocordance with Clause 16 heieof,

The parties sqree that the proy ot (o) abowe represant a reisonalide procedure for desling with

» {
urrency copverinan necetiary for the implementation of this Agrecment, 11, §i

can hewe 1hat PENY M G R rove [0 operput vl 'i.-' 1] iy ol il o seeny oo ¥ Fi5)

partigs thall concait wilh a view L0 Sgreving Opropisie Smsiinants




{h)

As soon ot practicable after the date hereal the parties shall negotiate and enter into an ﬁ'-_1|_|1_.1|,,||

Aot sk 1) s Eakady! B8 which w " Linig 1e

{bwurt a1 G hrmitas ' i alianal { FEUR, IMRASUTement Gind nij ] Aared parcpe by

nomination of and loading andd domerrane; eombinsd loadinags at join reminaly: and any
bisions I apply to all deliveris I yiesrs undon 1
ement thue account shall be 1al
INCIC prior to declarations beine made by either party 19 0 Qanisations respons

n and operation of ot 1. Tl
-

It s agrecd § b delivery of a shipment hereunder of non-UKCS crude oil is given and taken as other

than a lull corgo lot, then:-
(i) for the purpose of the provisions governing loading conditions and demurrage the period from

the enmmencement of runng ntrs until completion of loading of the = TNt in fuestion

(i.e. the actual time takon by the Seller ar the Seller’s supplicrs to load the tankship in guestion)
shall at the ports and in the cases mentioned below be deemed to be reduced 10 take account of
part cxgo loading by the time shown as (ol :
Port Part cargo deliverics Time
Mina-al Ahimadi Of loss than ‘1";_#'1""! Iong tons into tankships of 12 hours
GO,000 1o 100,000 lang tons summer deadweight
Mina-al-Ahmadi OF less than 95,030 long tons into tankships of over 24 hours
100,000 long tons summer deadweight

Kharg 1sland Of less than 85,000 long tons into tankships of over 12 hours
100,000 long tun: summer deadweight

Other poris As notified by the Seller from time 1o time

for the purpose of ascertaining the ap {7 3 tankship of a summar

deadweight egual to the shipmant plus 5 per cent shall be deemed 10 have bean used,

Clzuse 13 = Change in cir.umstancos

(al

)

()

Having regord to the fact that the majority of BP's erude oil, other than its UK, crude ofl, comas from
sources under the jurisdiction of states winich are members of QPEC and having reqard to the manner
in which sucl tes are able to com weailability of crucle oils which are under their jurisdiction,
it is egreed as foll
(i} I asacondit
oil delivorable under this Aqreoment BP s 1
or not directly in connaction with such purchise
only) being chiliged to chase petroleum pr
obligzd to transport such crude oil upon termis or in tankships other than of its uwn choosing;
o
(i) it inrespect of any grate of non-UKCS crude oll deliverable hereunder there is any changa in the
unit 8! account inwhich BP or iers pay
BP shall inform BNOC as carly as practicable if it oo uch an cvent to be likely and that as a
comsaquence thereol BP may | ke this Clause 13, sc t the parties may consult as o possible
courses of sction which might be sppropriate

I such & vent takes place BF may qive BNOD notice inwriting thereof and require the partics to

consult with a view 1o agreeing upon a course of cction to ba followed including appropricte
modifications 10 this Agreernent

rem that if the ad nting trom the safd ¢vent is pronerly
o the purchate or acquisilio tha geade in question and i generally applicable to the
wiouisition of thas Rl g The grade horewncer shall conimoe iubpect 1o b f.'::ll'
O tien I batemen them of suct icdeticnal burden
U within 30 days of the date of BP's said natice BP and BNOC fail 1o reach aqreement on a course of
acticn 1o tellovead lincluding if aporopreiaie 2 foir apportionment of the additional burden in
accordance with (gl above) BP shall give BNOC nestice in writing of which ane of or which
combinaticas of 1! Tollovwhing o e il is 10 € s -
() torequire the matter 1o Le reterred (o an exjert in accordance with Clause 16 hereal to
decide:

{3a) whether such addivonal bueden is I ily attributalle 1o tha purchase or acquisition cf
th= ora N quEsbion and s genelaly applicable 1o the purchass or acquialion of that
arade,; and

i) ' it wrbvad Dapbndonn resuibtaneg Troam Mo savd swenl can be guantifiod: and

fee)d il ke a n g ol (bin albxoy e o the alfirma saitl b a [ab
o Liorunent | BP ; BNOC of such adint o

feded)  of thees anpwer 10 (i) s rreatewls bt the gissstesr to (L) aboee 12 in the
e, wlhat v

" ap i  q T sl s g o stion shall cont e willy such

S i e § ¥ ¥ § . ' i ¥




10 el {Continued)

botng by BNOC Tor o maximum period of G0 days (o sech longer period as represenrs litings
oyer | lays on the o ik tirm peattorn pursuant o Clase F herend ) Trom the date of 3P
nutice porsrant 1o (b ol for the ellective date ol application of tw sdditional Buden of
Later thian siich dale) | therealtor being Borne by BP wubijret to such adjustment a2 may e

called Tor i the Lighit of the expent’s decision;

1 roae i whiode or in part deliverees of the geade in question with such additional burden

baing borne by OF;
1o subelitute i whole or in part another grade or grades of non-UKCS crude oil on the ba
preserixad in Clause S{u) hereaf; :
to suspend in whaole or in part deliveries of the grade in question, in which caze the
suspension shall take effect 30 days after the date of BP's notice pursuant to this sub-clause (d)
unlew B is dizscanting il Biftings of that erada Trom itz source, when the suspension shall
take immediate elfect;
to continue in whaole or in part deliverics of the grade in question subject to such additional
burdlen, so far as it relaies to quantities of that gradge delivered hereunder, b iy boarne by BNOC
for & maximum period of 60 days lor such longer period as represents liftings over GO days on
the noreal lifting pattern pursuant to Clause 7 hereaf) from the date of BP's notice pursuant
to (b} above (or the effective date of apalication of the additional burden if later than surh
date) provided that untoss the parties ayree bafore the end of that period on another course of
action acceptable to them both BP shall be required 1o exercise as from the end o such period
a further option Being the same as (i) or (i) or (iv) (but with any such suspension taking
immediate effect) above;
provided that, whichever of the above options BP exercises, the parties shall continue to consult
together from time to time with a view to agreing upon another course of action acceptable 1o them
* | both.
fe} I, by reason of any cause falling within the scope of this Clause 13, the quantity of non-UKCS crude
oil delivared by BP to BNOC under Clause £(b) horeo! in any guarter in a particular year falls short of
tity otherwise delivorable under that sub-clause in such quarter, BNQC shiall have the option
er to BP under Clause 4(al{ii} hereof in the quarter in question either the full quantity of
UKCS crude oil which would otherwise have been deliverable undar Clausas Alallii] hereo! or & losser
quantity calculated such that the full guantity of UKCS crude oil othenwise deliverahle in that quarter
is redueed by an amount equal in value to the quantity of non-LECS crude oil not delivered by BP
&5 o consequence of the saii cause or any quantity between such full or lesser quantity.

Clause 14 = Force majeure, ete.

(a) Subject to Clouze 15 hereof, no failure or omission by either par ly to carry out or ohsorve any of the
terms or conditions of this Agreement shall, except in refation te obligations 10 miskes payments under
thiz Agreem fivie rise 1o any ciaim against the party in quostion or be deemed o breach of this
Agresment if such failure or omission arises from any causs reasonably bayand the control of that
party. In the event of any such failure or omission the party relyirty upon the provisions of 1his Clause 14
shall forthwith notify the other party of the causs from which such failure or omission arises or
results,

(b) (i} In the event that for any reason falling with the scope of la) above, but excluding the dircctions
referred to in Clavse 15{a) hereo!, BRNOS's avallability of UKCE cruds ofl [excluding BP's LK
crude oil deliverable hoceundar) s so reduced that BNOC is unable to deliver 1o BP the total
quaniily theroof caleulated pursuant to Clause 4{a) ha ., Inen no { 1) the provisions
of this Clouze 14, BP shall have the option 1o require BIROC 1o re-gdoliver amd re-sell to BP such
quantity of B™s LK. cruds oil delivered pusrsuant to Clauss () hereal as is necessary 1o
enalile BHOC 1o deliver to BP such totc! g sontity, I BP exercises such eplion, such re-delivery
andl re-sule shall ke place simultancously with, and at the same Market Price and upon the
same terms and conditions as are applicalie to, BROC s purchase of DP's UK, crude oil in
question,

M OP foils to exercise its o Livwe 2nd a5 a consoquence thereol the quantity of
UKCS crude ofl defiveroo | 3C to BF under Clause Az (1) heread in: oy guarter falls short

of the quantity othery chveraluz thereundar in such quacter, BP shall bave the option 1o

deliver to BNOC under Clause 410 hoveat in 1l recten in guestion either fhe Tull ouaniiy of
Pon-LHRCS erude ofl that veas ealoulated to Do dhelivedaise poddor 1hat sub elaose fn the eoortos

N Guesbon o a lezsoer aquantity caleulated » hall guantity ol pun-LIRCS el a1l

otheey ooy dolyeer, AN 5 resuead by an srmpunt cgual in valus 1o the Guasniity of

VKCS crude, uil not delivered by HIOC Ly reason of the reduction releored o in () above ar

eny quanily belween such full aml fessar quantites,

I thee ovenit th vy egason Tatlvw witbin the scope of (a) abose 15s UL erude ol

praotuelion in shy : Pl tneanl o e b% delland, ardd 0% 8 consu it thercal §
ol URES o sl eheliverod by BNOG to OF veder Clagss {2000 hereat s

Fatle sbarwed @l i i wein it e 8 B ] e | sy Eniely dnag




fe)

have the oo 1 liver Loy MO jadder Clagien .‘!I..! Fopar
TR | ) iy Wi gnl Wity il il o Lo eleliveralyl
sulrelanie i PRI N uestion or a lowoer quantity cals ted saely thar the [l EJUENTI Ty
livii n i ar o KDY an ot equal in
fue 1o the quantity of L JC5 crudhe oil nor delivp I | - hy reason of the wuld reduction
v Tull and les vanlibies .
1, to b oxercised by notiee to B
immieddiately a1 t v o ) 2o, 1o alect 1o deliver 10 B i the rtor in
question v 1o the Tull gu KCS crudde ail wehich wiole ¢ Deen deliverable undar
Clause A{a){i1) hereol But for the reduction in BPMs LK. |."s|.|1]*rl-f;|:r1-;fl..'i.'.1r-.'rl1 in that guarter:
and it BNOC cxercisos such right BP shall bs obtiand 1o del ver 1o BENOC undsar Clayce dih)
hereod in 1 i AT nedirg o 4 extont Lo which BNOC excreis 1 righa,
either the full guantity of non Um_ 5 crunle oil that was calculate i 1o be deliver: ":.. under that
sub-clause in the quarter in Quusiion or o lesser quantity caleoisted sucly that the il gquantity
of non-UKCS crude il otherwize :'--Il...- alvi in that quarter is reducoed by an amount equal in
valie to the quantity of UKCS eruds oil not delivered by BNOC by reason of the reduction in
BP's LK, crele oit progiiy j :I Ll rand BNOC's cxercise of sueh right, or any
quantity between such full and lesser qua ilips,
If, by reason of any couse reason bly beyond the cantrol of BP. there js such 8 eurtailment of
or interlerence with the a ibility from any of Bi*s sources of supply of non-UKCS ¢ o1l
as gither 1o delay GPin, or revent BE fraom, supplying the ful! guantity of the non \IK(‘S
crude oil deliver 1 : 1150 at the same time maintain 15 in full its ether bus
in crude poetrofeum | VET uced and ether for delivery at the same place or
is or are spocificd harein or gisawhene), then BP shall be at lily Ly toowithhold, recuecs
suspend deliveries of non-LIKGS crude ail liereunder to such extent as BP comsiders ressonable
and equitabile in ali the circumstances
I

cur iail Lor intarference in question continges or E? reasanabily believes i will

continue bayand the Lzlance of the Guarter in vhich it occurred, BP chall be entitlad:
(aa) to cancel the notification of gredes and quantities given by il pursuant to Clau
hereof o fer 25 it relatos to tho aext succeeding quarter (if sueh quarter is the =c
six manths period commencing 15t J nuary or 1st July) andfor any such n
respect of t] ¥ monihs” poriod connrnoncing 15t Januan y or 15t July {if the
SUCCEd 9 quarwer iz the first of a six months' period commene cing 15t Jamuae
15t July); and
{14 silzject 1o Cl + 17 e I, tore-notity grados w quantitios far such quarter an
months” pariod on a hasis which BP considers reasonable and equitable in all the
circumsiancos:
mrovided thet as soan wnclicalile aft > eurtailment or intedforonce in question has cease
BP shall resume dolieries ! A il i1 acco
I BFinvakes [d) shove it s) L ¥ bownd to acquire by p r:,l1-'-- or othorwite pele
quentities of non-UKES erude o)l Fron aer supnhlicrs, In the event of a curtailment or interforcnes
as releired 1o in fcl)} above n 1 *gil acnquired by BP. ather than tirnder 5 iy arrangzm
existing or anticip date ol thet curiailment or intorforenoe . may ba |I.'_.,--1' rd of by
BP in its absolute diag ok ool not ba aken into account in the Herminabion whether or not,
for the purposes ol (di abhive, th AEH n o an cantinues to subgist,

I, by reasan of any J ) I wiliun the scope ol this Clause 14, the quantity of non LIECS srude

oil deliver Pto NI u » A{B) hores S ikl aT n wlar year falls short of
Ly ol SUET] abie un i-claue sueh et hall have the eption

o deliver to BP | daus M) hor=af | L LET in et it b Tull quissitity of

Uh'["'u-'..r,--ql 3 i . Ty 5 H '-"'1I-"‘Jr~|. i i-|| ool ar

quantity caleulatied such that the Jull guantity of UKCS ¢ rede ofl othorwise doelivaralils in that

is reclucad by ar Jimount eqgual 1N uanlity of non-UWKCS cruds ¢

& 3 COnNsCGLts ol the 4 LI o Guantity Botween such full or loss

I e aw ] hel 57 B M e ol notjl

durin ¥ i i5, ar 1) W T ¢ beclirves that it w . redueced b :onof a

Cius i L L ! ope ol | b FTTLE 1 it v sh . ! I o0 Giving » R HT e

1o the oither to vor during thoe ¢is ths' pari {a matnoer thercdl ) in question. wil Lo the

thi caso i i i i ¥ I : L e LG a4 Sell i, 1o (1)

Clpwu s ol I ties Lhal or sl Iy 1acls o qrades not sanl

1o Ll i Tr! sbernative grmles o i ] g KR ah sltens

iteermant shall b
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Tor whae FeA SO f or nal such termination, pensian or récduction results Irom the
i

of 1 [
'
sdustlon n availab Wi 1 . fara e o #hya 2 ’
il Wi aveail bility of "erude ol patrofeum | rpets wrhuch in the Seller’s oninion iy

could not reason 1y have foreinen.

LY
5 = Directions by the Secretary of Stata

the Seeretary of State gives BNOC & direction cohior he Petroleum and Subin

lines Act 1 y the uiicet of Which is o require BROC C i reduce delivares of UKG
ide oil 10 BP puiswant to Clause 4{a) (i} hereof BNOC shall, pravided it shall previously have
sduced to BP satis wy evidance in writing that the said direction has the oflc ct specified above,
relieved of the consequences of the breach of its obligatians under this Agreement occasioned Ly
compliance with the said direction o
1he 32id direction <o applies as not 10 prevent ENOC from delive ng UKCS crude oil to an alfiliated
mpany or compinics of BP other than the sffiliated company ta which delivery was due 1o be

ide, ENOC shall deliver the quentity of UKCS erude ail in fquestion to such other alfiliated

company or companios of BP as BP shall spe cify, but on the coy nt terms and conditions as

pre

rwiowsly agread with or for the affi | ery Wwas due 1o be made, making

ablz ellowane: circumstanoes,

{i} I the said directi FIRTRT t for 180 davs and (b} above docs not apply, BP and BHOD

o
by al S i TIE LT L 5 p " - a I 1 B P
shall consul the secreld tate wilh a view 1o agreeing appropriate emerddments 1o thig

Agreement or such other arrangeme 5 2t may b

lii)  1f the said direction is given or remaing in forca

¥
the particular matier and appointod for 1he

applics) BP shall have the right 1o deliver to BN |

after such e=1e during which the dire clinn ron Amencmeonts or
arrangemients are mede pursuant 1o (i) whichever shalf first accur, sither a quantity of
non-UKCS crude il carresponding in val pantity of UKCS erude ail ¢ elivered by
BNGC under Clause #lalii) herest 1o BP during such perind or such ar ANt un 1o the
ull quantity that veould other wise hive been dehiverabie under Clause £1o) ke eol: and the right
to substitute for any grade of non-UKCS crude oil dolivarah ¢ in gy such period snother grade
or other grades of non-UKCS cruds oil on the basis nres ol in Clause &{d] horeof,

Deiermination of Market Price, ete. by an expert

matier is under this Agroement 1o be datermined by an expert, suzh determination shall be
by an incpartis! person litted by the possasiton of expert know ¢ lor the determination ¢

purpse by sgreoment batween the sartics or, in tefa

of such #greement within 10 day: of the first nomination of an expart by eitiior party 1o the ot

nominzied at the request of cither party by:—

()

{1}

Thi
he

in the came of 3 determination under Clause 9 heroof and in the ceses refarred 1o in Clauses 4
g} hereo!, by the Prasident for the time L ¢ing of the Inztitute of Pe

aid), 13{d)(i) and 1
of the United Kingdom;
2 cate referecdd 10 in Clause 1) hereof, Lry thi: Presidlent and Choirman for the time being
il of the Institute
* parties shall 1 sh the expert vwith mrmation, Written or oral, end other evidence, which

may tersanably require for his deten

In detenmidning the Mazket Price of any grade of erude oil the exper shall:—

{ii)

Un
LY
be
Ti

paitees maka such

cetermination o5 at th te wihen the parties were due 1o eorce the Market Price in question,

fxesml wase provicded | inor as atharwise agreed by the

.
Le. 25 i b hadd B o make 1 alermanation on that dote: and
Lair Diimid ok 1o =0 Dipure vt Lhe ri ol thit mnost recent proposals tabled by 1he
pertiesal the date reforred 1

253 othorvase spe 22liy provicd

sert shall be requircd 10 commus

taken 1o be 30 Jays aftor the dat

ar e g . ]
rL's cecision shall b lin

ranion ol v owepset ghogh] e




17 = Adjustisents 1o this Agresmont

it recarded that the parties have sdiesd 1hat while at the dlate horend the praviciang af this Anreement
} viclate 1o g Pant payiment Dincluding o atos swher ICations ae 1o le o
peibodts within w Vaggreemoent i roguiirod 1o be reachod oF a o mmunicated; and the way in
vihkh changes i ; Lin il gracles ¢ UKCS e dealt with) r to them to
be appropriate for doaling with such m iliors, they envisme that 1t may be nocessa Y. anainst a changing
backaround (such a3 a change in the b

Sea crunde ail B

1525 0n which OPEC crude oil is sold) and with the maeket for Nocth

an i order (o make this
Adrooment oper

Clawse 18 = Assignment to and performance by affiliated companies

(a} [Each party shall have the right to assian this Agreement in whole or in part to one or more of its
Y {
{affilinted companies, provided that the assigning party shall remain o ponsible for the due and proper
pariormance of this Agreement and provided that the rioht of ass gnment of any such assignee shall

be limited 1o the right to reassign that part of this Aoreement assignied 10 it to the assigning party.
Each party may eause any or ! of its rights hereunder to bz exarcised, or its obligati e reunder
1o be performed, by one ar more of its affiliated companies,

Clause 18 — Arhitration

Subjedt to Clause 16 hereof, any dispute between the pacties tou construction, meaning or effect
ol thig Agieement, or the rights or li r,or any matter arising out of the same
or conngcted therowith, shall, unless o ledd harg referred to the arbhitration in
and, in the t of the arbitrators
inted by agreement of the arbitrators or, in dafault of
such agre t, nominated by the President for the time b ing of the Law Socie ty of Fr,u_]' i and VWales
helora the arbitration is ¢ ommeanced, Any such reference shall be veemed to be a reflerence to arbitration
within the meaning of the provisions of the Ef ghsh Arbitration Act of 1950 or any slatutory modification
or re-enactment thereof which may for the time being be in force,

England of two arbitrators (one to b
differing, to an unipire. The umpire st

Clause 20 = Motices

(a] Any communications {including without limitation invaices, certificates of quantities, bills of fading
and similar documents! by either p Wiy 10 the other s B2 in wwriting and shall be sufi ciently made
.1’ st h.&. pre I { it class post o !.__.- 14

address of the ather

earaph C
par ty specilied Tor this purpo

by hand and save for evidence 1o the ¢ onirary, be dzemed ta have been made on the day on which

such eommunications cught to have been delivered in due course of postal, telegraphiz or telex

commiunicalion,

Unliss othervise specified by not less than 15 days’ 1 2l in writing by the party in questien, the
L 03 10 which cammunica hall be cent shall La:—

To BNOC: By mail Stornowy

way House,
13 Clevelend Row,
St Jen

ondon SWITA 1DM.
alex No, 812474
ritannic House,
Moar Lane,

Londan EC2Y 98U,

&
1
B




eoment shall e eoverned (40 Fonlish 1 oiar,

s Deen entored into the day and yeor First above written

. Signed (or and on hehalf of
THE BRITISH NATIONAL OQIL CORPORATION

Swgned for and on behalf of
THE BRITISH FETROLEUNM COMPANY LIMITED
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UCLRATIONAL GUARANTEES

Haowing p
FLP w1 : f § : el
a{al(ei) of the fu i, nilhion 1ons, which ras the less, delivered ex ship at
of BIP ne vy and weikh t ¥ ORI i BP at a suitable tine having

th e N 1y Feojuin

Firinart Wilhelmshaven

Angle Bay Hamburg

Isle of Grain Genoa

Belias: Tricste

Milazza Gothenburg

Ruttardam Lavera

Antwerp Dunkirk

Wiritegate Le Havre
provided that unless otherwise spiced BNOG shall not be required to deliver ot Milazzo, Genoa, Tricste
or Lavera crucle ail loaded at an oiishore loadin ] installation,
Additions to or subiractions {rom the above list may fram time to time be agreed between the parties.
Prior 1o maliing the first dal v hereunder ol any particular grade of crude oil from any particular
loading installanic 5 Aallation is other than a land terminal, BMOC will satisfy 8P that the
arrangements n ¥ O v grade frorm the installation in question are
sptistactony, T npements will inel i ment as 1o the basis lor compensation 1o
He paid 1o BP i the eve Iate or non-arrival o [ ini s50) or vessel substituted in
il

deccordonce v 3 b BMOT liabil 1 et vl b it 05=

[a) deviati [ M sl | neurred by BP in making ¢ the late or nonearrival in

question;
(b} demurroge costs on other vessels awaiting dischargs which are actually prevented from discharge
due to pricrity being given to the late arrival in question,
IT a claim is marla herounder EP will makeo availabilo 1o - evidence as may be recssonable to
enable BNOC to satishy itself as 1o idity of way decling to accent delivery of any

5 L 0 T . Iy o i i " ret P . .
Particai i Ol Cruee oo ¥ | PRZREH AR @l b oS Sgmneon | [ 16Ty

Ie by BNOC are unsatisf; jlel ‘ not so decline excopt as provided in G end 7
ow subsoquent 1o tl 3 rom such loading installation

lioaccontag of eruds oil | o 120, 1than ot the Lime of

nominating for fuch delivery, P will e or more alternative grades of crude ol which

BNOC may delive ution Ny nominated grade. Such altermative grade or grades

shall be a grade or gig sroick ] 1 d tormanal,

If tor reasons o o with | 3 selays BNOD expocts that it will be unable 1o make a delivery

within the nominated dat t shall immediatoly ask BP v wer it should:—

[a) maintain 1he nomination giving the revised E.T.A., or "

(b}  substituie for the delayed daliy a delivery of the alternative grade or grades of erutle ol
nominzied in accordan i 2 ahove, such allermative dolivery being sble to be made within
the date ren : ;

Payment for cruds ol and o «leulation of the tonday service wesd wi d on the Bill of

Lading quantity for t ! I ).GLrs T EXLO [ rulicant discrepancy

botween the o . t By instetlatio ding quantity, BPF shall

I ectinath with BRI ' lise e g e pely inunetinating the

dizcrepancy between the 5w of Tigures, as revised or eonfirmied 2z a conseauence of such

inestigation, o iz 0.5 the Bl of Ladiag auantity then & sha ay | »Aor p guantity of
crude ail L o on TG54 ol uiturn gquantily ad the calculation of tonday seivice shall also be
bazxed on 100, ] wantity.

Motwithstand he | t ! 2 above and unless BI 2 has satislicd BP o3 1o the remedial action

taben by i, 1P [ ol liwery of L1 pracke of crude ofl Inadee) ol a

patticutar In ¥ " | okt W & [» in BP h veredd f oo ponsenuenes of Lot

delivery or sulbnlau cruality « l sinciated with 1 loading of
i T HE LN i, [ ai ] L subipect 1o T below BP

plance of an i Wil ¥ i beoes froam en

aal vessel at any
virssui wall Fail
th ta satisly

ey shindl be




The tankship too
i FRLT) It
BP will charter tos
sluije oy (R1° 0
1 Far ea

1o th

fry
b

follow
MR 0—4a4.q¢
LR1 45,000 -- 78 91
LR2 £0,000 — 150 ¢
VILCC 160050 4
provided that if BNGC mokes delivery in a
by BP to make deliv ta the i ] - v wyel slivaiy iy YOG thall be deemcd 1o
have beon macke i the Size Categor i ies it installotion (e.g.

a delivery in a 30,000 tons SDW tankshi Rotterdam, where daliveries are normally made in

VLOGC s, would be i ] ) the i Category)

BP will charter tonksbing ] . | 1 covice acorued by BNOC in cach Sire

Category as rece ursprant to 1 lanced by tonday service in the same Size Category
replaced by B ] gnea of tuch chartering (e g, tonday service recorded 25 aforesald in the
LR1 Size Cat =fuli] y BP charter or charters to BNCC of a tankship or tankships also
falling withi egoryl. S AR5 H be aeramged at times and for voyanes
mutually secepratil R} riigs, § ROy v ifiention of the parlics that as far as is practical
the tonday service wit - ach party 1o 8 her should over a peniod
of time and from t
a. In order to give effect 1o the 3 eseid pri nles BY G C shall enter into a Blanket Charter
Farty deawen up on a BP Tank 121 aae form (5 PEEV A showing BP Tanker
Company as Owners and Disnonents zn NOC &5 Charlore ith provisions reiating to vossel

details, freighting and demurrage shown “as may be aarecd™. Ther al ter provisions rel;

voyage and car relails. an i il T G TR 00 bt agreed Trom time to L
by “Fixing Letter”, Such Bla . tor Party and o ther arrangaments @5 may be necessar
incledi WGt ) crahity of the {o1 T ovizions for slow stegming and
for acu
Scale (' ol whll e aoreed ot the sam ne tl werational Agrecment refeored (o in
Clause 12 ol the A
4. For the purposes of 1)
multiplying the 8 {
from the load
thoie uied
In determi I dayvs applical ar any particulsr vayage secount shall alsa be token of
rand Caviations actuaily mcurred and allowable.
5. In the case of deliveries by BOC the | [ Lacing « ity relorred o in oy e shall be taken as
. £

marung tha quant ruf { i in aecardance with parag of Appendix | to the

Agreement and for th | o & phave calculat ard letenmir the freight element in
Gla) (i) baluw there shiall be dodactacd saird

and sediment equal 10 the ollow g2 fur water andd secliment M cafin celion pursuent to
Clause 10 of the A | thit ay x allovanc rand: nt given to buyers

rero e al tha v i { Ar g [ & a ']
gEner ¥ 1 5 I R i deh Lhik t Wi r i il il

for water

subatitutied o ant 1o O 3 i P01, N .
The freight poyabl 1 1 « by party e Gt shill ba ealeuloted at the
level of VW veale 10 v apnlying trenght rates puhlish |- ¢ applicabde at the date of
COIMMmEnLry i i ihe B b Lachin 1ALy o stod a [ i, Invaiciog ond
payment thall
[a) i W Cos | . v 0 Hees el ait of one price lor the
shipanent b
(] crudd L e elo 1 vt ] [ o purweant 1o Clause 9 ol the
Aagre
lii})  fTreight e
{iit) aninsu WO wihieh shatl be
o gt I TR [ t th ! ! hael such delivery
HMOG

o o

GQuest b iy g | suinl to Clause G Arreermont and Freighi
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individual elars clenistics ol o grade which | | n aasessedd oz be s i S ot - II D ’
SO i . T & with anather grade may be
significantly warse than the same characteristics of a third grace wi 0 : :
. e L assessed as not being so

comparalile,

CHARACTERISTIC

vol.

Vizcosity at 70°F S
alt 16/ 1000 bbi

Vanadium ppm
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NINIAN MIX 2
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CRUDE OIL AGREEMENT 1982-1989

between

~ BRITISH PETROLEUM COMPANY LIMITED

ONAL OIL CORPORATION

R L I o L T i, T S Y T ————




i : i H O n o i 1 Er ¢ har and on
R T T il f ¥ viady tal [ § £
BP Petroleum Development Lim i hl tad il has b i _r_:':lrfrl I"I
' , 1| i T (I E
that tha partics to this Agreerient shal ard cross-purchoss e I t [
respect of crude i F = 3 NHIEMments in
G Iy i3l I 15

remnl ) 1he saed arrangements |

| ] cspact of th 710
13t Decernber 1981 aned the parn v with & | rear | y 5l eddbaiis

cross-purchase of coude ail in s
THEREFORE 1T

(a)  The Agrecment shall [notvsis
Clavus=2) eontinue in for

December 1989 (such neriod |
subject to th

cxpiry date of 3152 Decernbar 100
commencing 151 Janu 1482
altar referred 1o

proviso for g

intainedg

i.r 50 ¢
Nothing ir € anreemaent sl Be ponitrued 65 amend.:
respect of 1he period 150 Jonvary 1977 1o 3151 0
Referonce herein to Clzuse i

iR e references to Clauses and sub-clause b
Agreemont a5 ime it ses and subd-clavses of the

this agreamont

se 3 — BNOC': Option

BNOC shall hiave the aption 1o purchase and ta

e S i d ; s B var thereafler L'!:

din eack
respect .

exercised in full 115 said opuion in rn_'.;:.' ]

L]

dermicd

¥ sub-claws _l"l'JI

1 3 for cach

1l later than

1 elow and 1o Cl

F A Opatdcni g

eruida
Year

1552




G = Chiality

The term: and conditions et ot Delow shall ; v in iew of the provisions of Clause fis
{2}  The aead LK MOC 16 BP puragant to C 4

nan propartions to e agrecd frgm Lime 1o tin

(4} Al Lot ol aliv INQC 1 LrpUant Clause 4l h) shall
s 14 1 % ] 1} . at BP shall have the
oplicn 1o e EF [ TR ke ol r | ding an AP

above 307 or a sulphur contor sl puiting tagether t ude slate 1o be offered 1o

LABMNOC Bl shall have reoard to 1l 0 reasone guirements of SNOC [ @ Mty that there vl

ba soine fle cibility within the range of crude oils which could be atlable to BF providad that
this could be satisfactorily reflected at the time when BP and BNOC agree prices in accordance
with Claue 9.

Clause 7 = Delivery

(a) The words “Except in the case of deliverics provided for in Clause BlaMiii) hareol” shaill not
apply.

{b)  The provisions af sub-clause (a) (i) shall nat o nly and there shal) be substituted the following:
“in the case of deliverios by ENOC of ar v of LIRCS erude oil other than a grade of BP's LK,
crude oil [which first-mentioned grades hava been agreed in accordance with use G as ba

tion to the grede of BP's UK, crude oil in question) at the

loading installation appropsiate 1o the grade in guestion”

comparable in quality and |

Clause § — Freight

The parties shall review the provisions of Clause 8 1o consider if they should continue to apply in
respect of the period 1982 —1939 and if 50, imwhat form, but unless both the parties otherwise

agree Clause 8 shall not apply.

Clouse 9 — Prices

The terms and conditi sel o Igw shatl apply in liew of the provisions of Clause T, subject 1o
[d) below:
{a) Unless orl X greed the price per barrel for pach arade of crude ol shall b 2 price f.o.b

loadling 1erminal o 10 US o rg { eqqual to Market Piics for the or

The partizs th

Lerms and concitions to apaly inrespect of matt re q frater aifa 10 the d

ek I " | . i T L iy oyl . -~ +
prices shall apply, the circumstances inwhich prices shall be review

ting to price shall be referrcd to an expert for
te bt in any event prior 1o
| govern u references,

(] and (el above the provistons of CIg

shall continue 1o v o 1TA32 - T089 unnil such time gt

TR as appraps

reach ag

Clavses 10 and

10 ] 1 i :
Clauses 10 and 12, fireg 1 ati (T anGer stablished in secordanes with Clause 12,

wh 1 shall Le reviewed by the

foliowing:
U Areament,

fh 2%l ot hiad beca a

il not apply.

i b o = e ——




The parties shall eonsoelt together in suflictent time T
Taith Diovw 1l

1har ol need 1

is 10 be 1aken

respect of

[

Orea 2% .

this agraem

IN WITNESS WHEREQOF THIS AGREEMENT has been entered into the day and year first above written

Signed Tor and on behalf of
THE BRITISH NATIONAL OIL CORPORATION

" Kearton

Signeed Tor and on behall of

THE BRITISH PETROLEUM COMPANY LIMITED

D.E.C. Stecl
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between

BP OIL LIMITED

. OIL CORPORATION




This A 1 m . t ' Tl 1977 between BP OIL LIMITED of
i ! i Lo i ) | o 11 i LA LR dTHE BRITI

“ANMOCY) of the ather parl.

Tiws Scoee

Company

today o
Group's & VL5 I | 4T, a L Linite tiretal S

b} Hiving rega | vnlodne et Liee iy of the reliming af petroleam - and the
distribautic ] eting af pet T T H watcd anre mt provided frter alie for BPO as a
member i . i i i ither il 10 providdid ' fraining of
BNOC employeas i the s by BPO and for eortain other matters as horeinalwer appearing.

(c) The sakd saresmient Turth Fon it 0 | B0 would sock 1o establish a long term basis
for co-optration downstream in the Unitad K lom in both relining and marketing,

(d] BNOC does not intend to undertake refining andfor downstream marketing belore 1920 but this docs
net in any way restriet BISOC s right to undertake relinmg andsor dovensiream m keting prior to

1880,
NOWIT IS HEREBY AGREED AS FOLLOWS:

ARTICLE 1--DEFINITIONS
Where used in this Agrecment the folluwing expressions shall have the respretive meanings assign. o 10 them:
la) “Information

sthall mean all information, whether reduced 10 wri or not, data (howscever recorded] and

drawings, including but not b w ef limitation customer isformation, marketing and ather plans
and foregasts pertain to tha g5 of sither BE0 or BNOC, and any such materi:l balonging to
third partics swwhich is prop 1 the possession of BPO or BNOC, as the case may be.
wTeadinn’
shall mean the entry by BNOC or by any sulsidiary of BROC into operstions in the United
Kingdom, whethar indzpzndently or jointly with or throunl any third party, for the refining or
tieating or Luying ar sul T 1 eum products. Notwithstanding the Tore
the following operations oo L H
{al the buying and 3 1 of eru r A the treatment of erude ol prior to primary
distitlatior t any 3 | f to end viers for use a3
the buying 8 of natural ozs Pr o that tha =ale tharcol int!
is either 1o the British G T [T T -hamical Teedstock;
lel the buying and ¢ ol LPG and condensate for expart fiom the United Kingdom;
(d]  the buying and weiling in the United Eingdom of LPG and condensate Provided that:

{aa) such LP e s not reguire primary distilistion 1o maxe them of
marketnl
(bl such cond
lee) such LFG
(3] Bcting as agent Tor Hor & sly’s Grover : o th runent of Energy’s

{1 DT atians 1 Milracl 5l i ler neqo at the time of signature of this
Aorevma 1 2 :

{al vreating other § i | ning, including 3 storage and transportation,
whare sur yiait & Cri wit jEar i cepmet el im [a) 1o (1) above

liil] BPD acknoy

ot
coulkl | 1 . they are o6 Lo ] scatlie,
|.'||l' (W14 o far T 1T y . e ron” B :, T s ey H’I l ik :|‘|_
materal eejudice 1 Sy sl friteses ! | g S 5 that tsre could b
ervstiEn WHE D0 (0 %A L | | K 1 sonabily e regordiad 0%
Caaibiin stad (LN ta the comi ule e 330 Crowrp 1o f

tially under Articke §{a) hereof.

il r b Lo i take sy

v coraull as n shary with 2




shall rwean The Brtesh Potralewrn Company Limited-("BP) and every company which (or the time
Il":l"-'.,""'l"‘“l-l'.- FHEJar tha 1 iwvea il th N Ament 4 o I § 1 L LA g %
sul f Yoar ol LI ! iy o LGP i by doy means abve to contral the |
ol the company

et il

shall oean coodie lirguid petr Wise treptiod 1o
render it suilabile Tor transport by conve
“omployme™

shall moan an tf . or by any whollv owned

ihiary of BNOC and ; W PREFSON Gn bong ¢ JC or 1o ary such subsicliary,

For the purposes of this definition “long term™ shall m riad excecding twelve (12} months
and “any persan on long term secondm = shall, unless otherwise sarog 1, exelw dny peErsan on
e

W anather ol company,

ool
LG
shall iean propane and/or butane.

“subisidiary

shall have the meaning specified in 5. 154 of the Companies Act 1948,

"wholly owvned subsidiane

shall have the meaning specified in 5. 150(4) of the Companies Act 1248

ARTICLE Z - DURATION

This Agreemcnt shall eome into foree upon signature haraof by boil e and shall continus thoreaft
for an initial period expiring on 3121 Decemb r, 1231 unloss pr thereto the sgreament reflerred to in

Recital 1.|: hereol shall have been tesm i in accordanen with : rms, Wwhareupon this Aar oment shall

likewise tecrminate. The parties shall in the final quarter of 1980 roviaw arrangements herounder and the

need 1or such arrangeme e ar 3y by mutual consent renew or extand this Agresma

n be agread. Eithar party sk

entitled to serve notice of teemination having i el late 1 e other party shall commit any materizl
breach of this Agreement which is not capahle emed ring so capahila is not remedied within 1

days of notice by the party not in b r ¢ sama 10 be remediad, The right to terminate this

Agreement shall be in atdditicn 1o and not in sl an lor any othzr remedy which tie party not in
bresch may pursue or assert,

ARTICLE 3 — TRAINING

(a) BPO and BNOC shall A racedures for BPO to train
of Bl : the Ganier raf o A ¢ ] sfic reference 1o the §

refinerios in the United i C ling the production of LF tasolines, distillates and fuel ol
the basic features in manufscturing bitume lubricants and waxes, 57 | cts (such as
solvents), and feed i i chemie | r at (hey concte

procduct oulput, togziher vith the basic fe

the United Kingdom Provided always that BP0 exclude from 1

3y
detziled spocifications rélating to any iy process or product
prejudice the commencial int

include rder 2fa ] 2

for Train: il the use by 2gre. of tr

Stbij to {3} 2bove BPO witle Tra

Training

or might therchy be prejudiend or that sueh dy ni 11 ¢ or eflorg v i orr ught be

12l pume

made upon BRD possonnel who will be responsils sGyision of such Trainine
o0 inere as

BPO shall in

thiem 1

omiliod 1o
indbmnily and |
] tlis

the

wkoinly s

e Py




FRATION
¢ to establish o long-lerm b
WS TRER

il that BP0 v

reqrese l'i I ..'f':l{‘ at meetings of BP

1I1.'-: FLict

(¥s Ma
will L2 eonsiclered [
fuch poieip

shall ogr

el BNOL
Na GNOC
reproscnt
Bared
represents BNOC ur

Caus® or i to b
arrangements siular to tho
has attended any me
mecting with such otl

I notwathstanding the o

employes s ot tencled mect:

IV PLrsuant 1e s Sim

ment shall b entitio mel any n
nis
allow its esonted at
wen BPO &
reting whith BPO) horeun
r ol company.,
ovisins of this (bl B
ENQC in ¢
BMOC s! 0 i v
subisidiaries with any third party in ot
keep BFO informed tr 10 time
tiations F1'-'|I’\"-u-: such not

¢ BNOC of its entiir

t the pertics md

ting of
o Lime
such neq
continued rxercize b
such negoti

member ther

Lans |'.U|_.'. 1 OF mia '.1 |_|.' i’

ot then BPO shall hav

Article 5 either in whale or in

Eart unti

or olhonwise tlerminated
i BNOC shall no i

1 BNOC has
reasonable satis

Trading BFO sha

inp vith i di

hil to term
whaole or

Nothing in o

therussiaons nr POV S bafiness v

wing a mamber of the BP Gr

third party not L

ARTICLE 6 - CONFIDEMTIALITY

{a} {i} Al 1nform
2l o

t-11n

it Or on long §

gt
exclusive
20 employed by or

'

sy L i | ! ' v 0F wh ¥

e falfi)

Lrm s

For the purpe

LT H
and “porge
ol com:
BROC

s diveio

nol 5o th

vint & mernber Gf

o dicrios
e intend
In the o
thail 2pn
X

coriyent nog 1
Wbt uaested b

i, it iy il

® UpOn acceptalilp procodur

d BMOC und:

lar within 3

PO considers
BNOC pursuant 1o (a) above would expose BPO and B

ch Lime

ler that BNOC |

term”

ii8 Tor co-operation in the Wnited wingdham in the [ields

all its nparations, Subjost

iirn ol the namins
w BNQOC) of up o three
mtithed to
3ia) hereat
to the extant that
perations, GO
ct 1o such right of representation,
ny other oil o EMOC

iarnates shall be

vhich matters referred to in Artich
o "I'l'!""""'.l'\l'.' i
v 1] .'_| 2
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commercial

MMy &% 3

r 10 those batween BPD and BROGC under this

l'r"l'_;l unless such employee no longer
! mar shall BNOC
pany pursuant 1o
wareoment by an employee who
1 pericd of twelve months prior to any such
that the attendance of 2 representative of
WOC 10 a direct conflict of intarast BPO may
Pate arrgEnGemnens
ng of negotiations by BNOC or any of its
on with the commencement of Trading and shall
status cr any agreement expected 1o result from
1 and if BPO is reasonably satisfied that
wder Lhis Aric L 13 the continuvance of
terests of the 8P Group or any

nd BEROK

commarcial in
s entitlemant under this

as the saig regotiations have been concluded

pfter comultation vath BNOC shall 1o its

PO
. COMMEnNCE

Jor has agre 10 commenge

&r r':'-- s entitlernent undar this Article 5 either in

Cos 1O participaie in

Foo-op2ranion with a
LGnsint.,

can a period exceedinn tweleg (12) months

snoon secondmeant froam anotl
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Ly turther unth
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o st i splyiein oty may (withou ciod 1 al o raght wi it may
vie 50 1o do) wathhold consent to such disclosure and such withboldine shall not he o cinnd
ionabie
s undlertakos ot 1o wie il VEPER LI EN PSRy Ol DEFEURCer N a manngh v hich viold or i ._|r-||:
feewr the commercial intern i3 of the BP Group or any memiber therood

wovisions of 1 ]

¥ oshall veavaim i force g £he curmend y ol tins Agreement and o

(o the Secietaty

1o shiall not
wilh BPO's prior consend vl Ly BINO in such er as 1o attribute the Information
1o the BF Group ar any member thyeeol and Provided further that specific details of any such

Information shall notl without BPO's pricr consent be teamdared or provided to the Secretary of State

i o

i the Torm in which it i rived from BPO bt such details may only ba used as a basis for the
advice so tendered or provided

The oldigations contained in (a} and (b) aliove shell not apply

(i} to Information which is or becomes Public knowledog: nor

{unless such Information is made availablz by a third par ty who in so doing is in breach of any
ol st BNOC or BPOD)

il 1o Information which can be shown ta have been ob d by or otherwise to have been in the
passession of the recipient at the tima of its receipt hereunder and which was not subject to
restrictions upon disclosure; nor

(iii} 1o Infarmation which subsequent to the time of its receipt hercunder is made avaiiable to the
recipient by & third pariy without restrictions upon its dicclosure being imposed by the said
third party Provided that in using such Information the said recipient shall at all times give due
considaration to the commercial sensitiviiy likely 100 ichadd (o that Information b the
party which suprlis @ same herconder and where aporonrate he light of that
considerati=an shall consult with such party belore using such Information

Inuzing Information received Lisreunder BPO or BMNOC, 23 the case may ba, ehall at all times have due

regard for the spirit of th

Company Limited, EPO a

ARTICLE 7 - ASSIGNRMENT

Meither party shall a jations under this Agresman

be free 1o arre such of s oalgations hereunder as o ad vl or batt ormed by any othar

company in the BP E’L.-.';'l (LR o d out by such other company subject 1o BPO) remainir 1 p|i_--||_-”_.||‘.-

i the event of any falure by such other comp Ay tn narform such ol

resFons

with this Anreement,

ARTICLE & — GENERAL

Having regard to the spirit of the co-operative arranacemants existin 7 Letween The British
Petroleum Company Limited, BPO and BNOC and 1o tha rights of BNOC uncler this Agreement
onel its consequent ability to obverve and I

individual BP0 cmiplayees and to the

read i e daiher BNOC or

the other w w Lo such conplt

i
[ H
into the employ OC ar BPO, as

negatintions will consuit with 1

opcrations of that ether will not | s ont v L relevant
I'!.'-”',| Yy oo al his ST e

I chunirag the oot se of consultatio pursuant 1o (i) of JOC or BPO, as the case may
notilios the atl i s

tune poricd

of emyg loymi

wilhin six m

BP0 in reaper

. [ram enlering ingo

s lzzem i tiated Ly

" (RIE
Tesponss 1o a7 TV I ¢ BENOG 1] ; i W e Tin

vl & lagcal




To BNOGC
5

134G one

St James's,

Landan, SW1A 1DH
by telex— Telex N 0474
by post = BP House,

171\

Landon, SW E
by telex—= Telex No, B211153

NESS WHEREOF BPO and BNOC have caused their respective Comman Seals to be =ifixed hereto.

THE COMNDON SEAL of
EP OIL LIBITED wios
hareunio 2loed in the

D.G. Milne Direcior

R.G. Eldon Secretary

THE COMRICE
THEE!
CORFL
allixed in




Thames 1o

4 iy IO C:

The British Petr
Britannic House
Moor Lane

London EC2Y 9BU.

Dear Sirs,

Thank you for 3
direction to |
lines Act 1975 whi
Agrecment and {...'._

Your will appreci
by of
letter is
intentions
direcction
althougi
(iii) of jy
you will re
the existe

itute. Howeve
correct,
ctls

oL

COrri
would

rour letlor

L]
ealise, it would
nce of such directio:

I am sc this letter to

Yours

Seerctary

¢ South,

| I cct .II .:I.'.:.

0
Millbank,

111
211

t\"f l"l' ’l"‘..','. !

sntentions
J"N’ rol:

.ut'l' le

Lavd Keaardsn =
Lord Kearton at

FO00

fr.:‘,.rm.\;’ . '|.”]'| 407

1 Juna 1977

-'"lr\-"l"-

granted to =i
out in the




Covering CONFIDENTIAL

Qa 04377

MR LMHESTER=—

MR WOLFSON

The Privatisation of BNOC

1. Following our conversation I have dictated the
attached. As time was ghort I have not had a corrected
draft. May I leave it for you to use in any way which

you think fit.

2. I am sending a copy of this minute and attachment

to Sir Robert Armstrong.

&,

EENNETH BERRILL

11 Decomher 1979

Att




CONFIDENTIAL

The Privatisation of ENOC

1. The paper by the Secretary of State for Energy (E(79)80) recommends

endorsement of the proposals to separate BNOC into two companies (Trading

and Opprniinn} and put the Operating Company into the private sector by

selling some 75 per cent of the shares on the market.

2. E(79)80 does not cover the need to continue with a unified BNOC in
terms of its efficiency as an oil trader both for the effective sale of
North Sea oil and for the potential undertaking of Government-to-Government
deals with OPEC countries. This last is aof rapidly growing importance and
could be a means by which BNOC could help BP (and Shell) over OPEC's shift

away from the oil majors.

¥ This apart, the main worry over E(79)80 is that the paper and the
tables do not set out at all clearly the figures, the options, and the
arguments for and against selling 75 per cent of ENOC Operating as againat
49 per cent or raising money to help the PSBR in the next two years by

alternative means.

4. Mr Howell is anxious for an early decision so that Parliamentary
drafting can take place for a potential slot in the Legislative Programme
in the Spring(which may not in the event be there if the Parliamentary
timetable slips). But it has to be emphasised that the Department of
Energy's unwillingness to process their paper interdepartmentally in the
normal way has led to this position where Ministers do not have the options

thoroughly and clearly set out before them.

5. The main areas of unclarity in E(79)80, Annex 1, are with its

(i) failure to set out adequately the advantages and disadvantages of the
'selling 49 per cent' option. [t is not made clear that the fipgures in
paragraphs 3(c) and 4 do not include the receipts from sales of the 49 per
cent (perhaps £600m.) in the two years 1980/82; and (ii) the options only
cover selling various proportions of the shares of BNOC Operating, There

are other potential ways of raising money to help the PSHR in the coming

few years by the sale of shares in BNOC royalty oil which could well rive

the maximum assets to the Chancellor in the years immediately ahead without
raising some of the political and marketing difficulties inherent in the s=ale

of shares,

1
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6. Privatisation of BNOC would achieve the political objective of
increasing the number of shareholders in the United Kingdom {on the
experience of the BP =ales the number might be some 70,000 shareholders
but most of these would not be shareholders for the firat time).
Agninst this, however, the needs in modern conditions for the United
Kingdom to have an effective nationalised oil company are clear enough
and the Chancellor's needs for the maximum help to the PSHR are strong.

Unfortunate though it would bhe to risk losing the legislative aslot in

February, there is a strong case for having the issues, options and

figures clearly set out for Ministers for decision. A working group
under the Treasury with the Department of Energy, the CPHS and BNOC,

ought to be able to produce a paper for Ministers very guickly.

CONFIDENTIAL
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Ref: A0927

CONFIDENTIAL

PRIME MINISTER

BNOC: Future Structure and Private Sector Participation
(E(79) 80)

BACKGROUND
This will be a continuation of the discussion at the meeting on
26th November (E(79) 15th Meeting) about Mr. Howell's proposals for BNOC.

e
Summing up that discussion, you said that the Committee's first impressions
g up Y P

were favourable and invited Mr. Howell to discuss his proposals further in
detail with Ministers concerned, and to report back,

2 Mr. Howell favours splitting BNOC into two companies, BNOC

(Production) and BNOC {Tradir:g} and selling 75 per cent of the shares in BNOC
(Production) to the public, over a 3-year period., BNOC (Production) would
become a private sector company with a Government shareholding (held on
behalf of Government by BNOC (Trading)).

i There are really two questions., Does it continue to make sense to

pursue the reorganisation of BNOC on the lines proposed by Mr, Howell and

hitherto favoured by colleagues? If so, how much of BNOC (Operating} should

be sold to the public?

4. The first question has been thrown into doubt by Sir Ian Gilmour's

minute of 3rd December questioning the extent to which the proposed arrange-

ments for BNOC (Trading) are proof against challenge from the EEC,

Mr. Howell dismisses this worry in his paper subject to the comments of the

Attorney General (which were not available when his paper was written). The
—
Attorney will be present and will be able to advise the Committee,
e —
5. There is however a further point (which Sir Kenneth Berrill may make)

about the possible role of a unified BNOC both as an instrument for the effective
sale of North Sea oil and for the potential undertaking of Government to
Government deals with OPEC countries, This last is of rapidly-growing
importance (and in the papers before your meeting last Friday on the [EA

Mr., Howell argued for permission to explore the possibilities of such deals),




CONFIDENTIAL

Provided there are no legal snags (and again the Attorney can advise) they

could be a means by which BNOC could help BP (and Shell) over OPEC's shift

away from the oil majors. Of course if colleagues were to be convinced that

circumstances had changed enough to militate against the splitting of BNOC
the contribution it might otherwise have made to the PSBR will have to be found
in other ways, e.g. from the sale of physical assets.

B, If colleagues confirm the general framework of Mr. Howell's proposals

the question then arises whether the aim should be a sale of 75 per cent of

BNOC (Operating) - as Mr. Howell prefers - or of 49 per cent, thus retaining

clear Government control, The argument will revolve around option (b) in
Annex 1 (75 per cent sale) and option (c) (49 per cent sale), The choice depends
both on political attractiveness and on the effect on the Government's finances.
The former is a matter of opinion. The second is a matter of arithmetic.

i Mr. Howell's case for a 75 per cent sale rests on the calculations in the
Annex, Although complex in appearance, what they really say is that the more
of BNOC is sold the bigger the immediate cash gain and the larger the longer
term cash loss, The cash benefits are allegedly compared in paragraph 4 of
the Annex and those describing the relative impact of option (a) as against
option (b) are soundly based. The comparison with option (c), however, is
distorted by the technicality that if only 49 per cent of BNOC (Operating) is
sold, the receipts from sale do not reduce the PSBR but increase .the funds
available to finance it., Mr, Howell, therefore, omits them from option (c)
whereas they are included in option (b). The 'missing' receipts could amount

to about £600 million over a 3-vear period, Bring them into the account and

—

the advantage of option (b) over option (c) becomes clearly negative in net
present value terms.

8. Colleagues may feel that despite Mr, Howell's efforts they need further
clarification of the financial implications before coming to a decision. If soa
working group under Treasury chairmanship with members drawn from Energy,
the CPRS and possibly BNOC ought to be able to produce a quick and clear

display of the options,
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9. Timing, Mr. Howell's proposals will require legislation, which would
be controversial. You will want to enquire whether, in the present crowded
timetable, it is realistic to expect the legislation to be introduced and passed
in this Session.
HANDLING
10. You might open the discussion yourself by pointing to the two basic
issues described above - whether to follow Mr. Howell's route at all and, if
so, to what extent.
11, You might then ask Mr. Howell to introduce his paper, and seek comments

—

from Lord Carrington, Sir Michael Havers and Sir Kenneth Berrill before

inviting others to take part.

12, I the Committee have serious doubts about the wisdom of proceeding

by Mr. Howell's general route at the present time the rest of the points at issue

fall. The problem then will be to set in hand further work to resolve the doubts

e

or to find a new way forward., The right course would probably be to

commission a full-scale inter-departmental study under CPRS (or possibly

Treasury) chairmanship. We could let you have specific proposals for this

after the meeting,

13, If on the other hand the Committee want to press ahead on the lines

indicated by Mr. Howell, there will be one major and several minor issues

outstanding. The major point will be the proportion of BNOC [Operating) shares

to be sold. Unless a very clear preference emerges you might like to propose

an official working group on this issue on the lines of pa ragraph 8 above.,

Additional points which will need to be covered are:-

(a) How much access should BNOC(Trading) have to BNOC (Operating)'s

0il? This is discussed in Annex B of the paper. Mr. Howell
does not seek a decision, but asks for colleagues' views. You
might take some discussion on this, but leave the position open
for subsequent correspondence. But you should note that if
BNOC (Trading) are given a 100 per cent option on BNOC

(Production) oil then it may well leave the Company inside the

PSBR net (see 3(d) of Annex B). And it would reduce the price

obtainable,
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(b) What detailed legislative proposals should be agreed? These

were discussed in Annex 5 of the previous paper (E(79) 67).
They include some tidying up clauses, as well as the main

requirements. Colleagues might be asked to deal with these

in correspondence.

14, Equally unless the Committee is able to provide a clear view on the

timing of legislation you may want Mr. Howell to explore this with the

Chancellor of the Duchy of Lancaster and let you have a note on the possibilities

and prospects.
CONCLUSIONS

15, These will very much depend on the course of discussion. Paragraphs 12

13 and 14 above provide a checklist.

(Robert Armstrong)

1l1th December 1979




PRIME MINISTER c.c. Mr. Wolfson

BNOC
David Wolfson and I have been over the figures in Annex I
of Mr. Howell's paper, and it is pretty clear to us that from
a purely financial point of view option (b) - selling off 75%
e

————
of the shares - is much the worst of the three options considered.

Paragraph 4 of the Annex is the one to look at. This shows

the benefit to - or where there are brackets, the worsening of -
the PSBR if we go for option (a) or option (c) as compared with
option (b). The two lines (i) and (ii) represent higher and lower
capital spending by BNOC respectively. Lineg (ii) reflecty

BNOC's latest spending plans and are therefore the more relevant.

Option (a) - i.e., status quo - is worse for the PSER

———— T
than option (b) by £140 m. in 19B0/81. Thereafter, except for a

S —
tiny (£5 million) negative effect in 1982/83, option (a) is far

better.

Option (c) - selling off 49% of the shares - appears to be
about the same as option (a) except for rather smaller benefits
in later yvears. In fact, the figures are misleading because
they do not take account of the proceeds from selling the 49%.
Strictly speaking, Mr. Howell is correct because selling shares
company which is to remain in the public sector does not count,

according to the Treasury rules, as a reduction in the PSER.

e — e

However, selling these shares would be a great help in financing

the PSBR - i.e., they reduce the amount of gilts we have to sell
and the markets would recognise this. If the proceeds of the 49%
share sale were included in the figures in paragraph 4 of the Annex,

they would be improved by nearly £600 m. over the first 2-3 years.




Taking into account the Chancellor's need for finance in
1980/81, option (c) thus looks the best.

This paper also fails - like its predecessors - to cover
the point that there are increasing signs that OPEC countries
prefer to do business on a government-to-government basis.
BNOC (Trading), which will be 100% government owned, might be
able to fulfil this role; but we know that some producers want
help on the operating side in return for access to oil. This
would be an argument for retaining a unified BNOC with the
government holding at least a majority stake in BNOC (operating).

Finally, if the object of the privatisation exercise is
to raise money, we know that there are other wavs of achieving
this besides selling shares in BNOC (JOperating). One such method
which BNOC has proposed and which has never been mentioned by
Df/Energy is to sell shares in BNOC's royvalty oil., According to
BNOC, this would raise far more money at smaller future cost to
the Exchequer than selling shares in BNOC (Operating).

We think there is a strong case for asking for an inter-
departmental assessment of the various sale ontions., Energy
heve been unwilling to process their paper interdepartmentally:

this is why it has failed to set the facts out pronerly.

v

11 December 1979




10 DOWNING STREET

From the Private Secretary 3 December 1979

1

BP/BNOC OIL SUPPLY ARRANGEMENT

The Prime Minister was grateful for your Secretary of
State's note of 30 November in which he explained that the BP
Board are not seeking to re-open the oil supply arrangement
recently agreed in principle between BP and BNOC. BShe looks
forward to receiving the further note setting out the facts
and arguments about pricing. In the latter connection, the
Prime Minister feels that it is essential to consider the
implications of selling North Sea oil at around $26 per barrel,
and buying crude oil on the spot market at over 540 per barrel:
if this is really happening, the Prime Minister feels thatit is

a nonsensical situation.

I am sending copies of this letter to Paul Lever
(Foreign and Commonwealth Office), Martin Hall (H.M. Treasury),
Bill Beckett (Law Cfficers' Department) and to Martin Vile
(Cabinet Office).

TP TANKCoT-

W J Burroughs Esg
Department of Energy.

COMMERCIAL IN CONFIDENCE
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COMMERCIAL IN CONFIDENRCE

PRIME MINISTER

BP/BNOC OIL SUFPLY ARRANGEMENT

In the light of Mr Laidlaw's critical remarks, at your briefing
meeting on Wednesday evening, about the cost to BP of the oil

supply arrangements with BNOC, I checked with Sir David Steel
yesterday whether the BP Board was seeking to re-open the arrangement

agreed in principle between BP and BNOC as recently as the
1st November. I now have Sir David's assurance that this is not
the case.

The o0il flows between BP and BNOC under the existing arrangements
and the re-negotiated arrangements are complicated. I will let you
have a separate note shortly setting out the facts and commenting on
the argument aboub pricing. '

The EEC 3 icati of the principles bet ﬁﬁ nd BNOC
implications e p ? agr?ed etween a
for future supply are currently being examined by the Attorney

General and will come before us collectively shortly in OD(E).

I am sending a copy of this minute to the Foreign Secretary,
Chancellor of the Exchequer, the Attorney General and Sir Robert

%

Armstrong.

D A R HOWELL
BECRETARY OF STATE FOR ENERGY
30 NOVEMBER 1979
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BP net mcome soars to
:£l .2bn at nine months

TI-IE SHARP rise !r.l ofl prices
had a material effect on the level
of ‘group income of Britsh
Petroleum In_ the first nine
months to September, 1979,
through the application of the
LIFO method of stock valuation.
Net Iocome in the third
quarter was boosted from £85.6m
te £561.7m to give a nine-month
total of £1.18bn compared with
in the same period last

+ ¥ear. 4

.The prices of crude lifted or
purchazed by the group rose by
4 soma, 60 per cent during the first
ploe months and have risen
further in the fourth quarter,
the directors say. .
The dollar exchange rate
against sterling moved only mar-
ginally during the third quarter
and exchange factors in conse-
are not material com-
with the level of group

me in the quarter,

Total locome in the third
quarter rose from E36Zbn to
£4.88bn and pre-tax income was
£E4Tbn against £530.3m.
nine-month figures were £13.25bn
(£10.T1bn) and £3.2bn (£1.66bn)
respectively. Net income per
ardinary share for the nine
months was hoisted from a re-
stated 188p to 76.5p.

AppL’ring the LIFO method, the
fwns earnings would be re-

ueed by E675m for the nine
months, £350m of which relates
Io the current quarter,

The reported net income of
the group for each of the first
three quarters of 1979 after de-
duetion of the eztimated LIFO
effect: approximates £140m,
£157Tm and £212m respectively.

For the third quarter of 1978
It Is estimated t the use of
LIFD would have increased met
Income by about £60m but would

‘had a significant effect
on 3. cumulative figures for
the nine months.

The *

¢t With reduced quantities of
"erude oil supplies available from
Iran, and, in the third quarter
the loss of access to rian
crude, sales of crude oil BP
10 third parties are now at a
Very low level.

Product  sales have been
maintained with the group
supplementing its own sources
and contracted supplies with
purchases in the open market

Improved results have hbeen
Tecorded by refining  and
marketing operations in Europe,
with downstream marging now
;at  levels which provide a
substantial eontribution to group
profitability oo 'a historic cost
hasis,

Elsewhere the improvement,
while not as greal as that
recorded in Europe, but
has nevertheless been _satis-
factory, the hoard states.

The contribution for the first
nineg months from Sohio s
£199m against £98m last year,
During the third quarter Sohio's

ng !
.::‘rnt ni [gnﬂ

share of Alaskan production
inclusive of royalty oil averaged
686,000 barrels per day and in
consequence the group's share-
holding inereased  to its
maximum level of 53 per eent.
Production from the North Sea
averaged 480,000 barrels per day
for the first nioe months from
the group's share of the Forties
and Ninian fields compared with
457,000 barrels per day over the
carresponding p riod of 1978
The improvement in chemical
operations reported at the half
year has continued! over the
third quarter with sales and
production exceediog forecasts.

The profitability of the group's
coal interests in  Awustralia
suffered from reduced market
recoveries at a time of rising
costs, by the maintenance of a
Government export lewy and by
Ia%our problems which have
restricted the volume of exports.

amounts required to
firance  the group's capital
relnvestment programme and to
support its working  capital
reoulrements continue o
inerease.  Total capital invest-
met, Including in 1979
acquisitions of £351m in the first
nlize months amounted to £1.14bn
(£758m).
MNira months

i 1579 1978
' im fm
Salas  and
(L L T N
Customs . dut-es
salen fwass 7
Het sales and eparating
LR LT 5

opersting
. 16.248.1 12,006.8

1405 2381

13,005 8 10.552.7
eaeee DALY 1658
— 13,247.3 10,708.5
2370

ard

Dekar incoma .,
Making ... :
Coat el sales L0041 7.
Distrib., sellng, sadmn
and other sxpanses 71,7107 1.008.7
ﬂwrlcn and amounts T
6.4, #4472

....... e 403
5 00458
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10 DOWNING STREET

From the Private Secretary 29 November 1979

) Boa |

As you know, the Prime Minister has seriously questioned
the recently renegotiated contract between BNOC and BP for
the supply by BP to BNOC of crude oil from the Middle East.
This came up at the meeting which the Prime Minister held
last evening with Messrs. Laidlaw and Baxendell which was also
attended by your Secretary of State and Sir Jack Rampton.

The Prime Minister would be grateful for a note on this
contract together with a copy of the contract. She is of
course aware that the renegotiated deal was approved by her
earlier, but she would now like to be able to consider the
matter in great detail. On the basis of the discussion last
night, her view - as you know - is that there is a case for
reopening the deal so as to reduce the apparent financial burden
that BP continue to bear. You promised to set in hand some work
on this with a view to letting us have something within the next
two weeks; you also said that Mr. Howell was intending to write
to Sir David Steel to ask him whether BP in fact wished to
reopen the agreement so recently negotiated.

Bill Burroughs, Esq.,
Department of Energy.

CCHFIDENTIAL




NOTE FOR THE RECORD

Mr. Baxendell of Shell and Mr. Laidlaw of BP called on the
Prime Minister at 1700 hours vesterday. The Secretary of State
for Energy and Sir Jack Rampton were also present. The purpose
of the meeting was to go over the briefing on energy for the
Dublin Council, and a number of points in the briefing were clarified.

But there was also a lengthy discussion of the back-to-back
deal whereby BP sell Middle East crude to BNOC instead of selling
51% of their North Sea production to BNOC as they would normally
have to do under the participation agreement arrangements,
Mr. Laidlaw explained that the original contract had been renegotiated
during the course of the summer, but the new contract still placed
a very substantial financial burden upon BP. This was because BP
was still obliged to supply a given value of crude to BNOC based
upon official Middle East prices. But in reality, they were having
to purchase much of this on the spot market. Since they were selling
their North Sea crude at official prices, this meant that they
were suffering a substantial financial loss on the operation. In the
renegotiation, the amount of crude which they were liable to BNOC
for had been reduced; but, the amounts were still excessive, given

the changed market circumstances.

The Prime Minister said that she had the Ereatest sympathy for

BP. She thought that the contract as described by Mr, Laidlaw was
quite unjustifiable and since the Government was & shareholder in
BP, it was damaging to the tax payer too. She wondered whether, in
the changed market circunstances since the back-to-back deal was
originally negotiated, it would stand up in a Court of Law. She
had, it was true, approved the renegotiated deal as reported to her
by the Department of Energy; but she had never seen the details,
and had she seen it was as Mr., Laidlaw had explained it to be, she

would not have approved it.

Mr. Howell said that BP had negotiated the back-to-back deal
in their own interests, and substantial concessions had been made
to them in the course of the summer. If they were buying on the
spot market, this was largely to supply their overseas affiliates -
rather than to fulfill their obligations to BNOC. But in any case,

(- / the Government
- J e




ENTIAL

the Government and BNOC had to have regard to the security of
supply argument. If BNOC were to give up its rightful 51% share
of BP's North Sea production, they had to be compensated for this.

The Prime Minister said that she would want to see the contract

and have a further discussion with the Secretary of State for Energy

about it. (I have commissioned this separately).

In addition, Mr. Baxendell gave a very pessimistic report on

the world oil scene. He thought it was unlikely there would be any
agreement in OPEC on 17 December; instead, prices would continue

to go up in an uncoordinated way and there could well be cut backs
in supply. For example, the Saudis would almost certainly cut

back production by 1 million barrels per day and shove up the price.
Thelr attempt last year to keep prices down had patently failed,

and they were likely to react accordingly. Output from Kuwait

was also likely to fall, as it was also from Iran because of failure
to maintain plant and equipment. It would fall much more if

Saudi Arabia "blew up": the effect of this on the world economy
would be frightening. The Japanese seenmed likely to increase their
purchasing on the spot market, and spot market prices would therefore

increase,

i

29 November 1979
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My Lombau

cc: Mr Mountfield

FUTURE OF BNOC

Mr Liverman of the Department of Energy has just phoned to say that a taxation
problem has arisen over the proposals on ENOC being considered by E Committee
this afterncon. The details are being pursued between Energy, Treasury

and the Revenue but the essential problem is a fear that, under the PRT

rules as they stand, the hiving off of BNOC's producing assets into BNOC
(Operations) could result“zn a loss of tax allowances to the new Company.

The effect would be thatt"uperaiing" would pay more PRT with a consequent
reduction in the realisable value of its shares. If confirmed, and unaltered,
this situation would reduce the inflow of funds from privatisation and push
further into the future the beneficial effects on the PSER. R

2. Both the Chancellor of the Exchequer and the Secretary of State for Energy
will be briefed on the point this afterncon. They may also know by then
whether the tax rules could be changed to awvoid this guirk = in the next

Finance Bill = without having unacceptable consequences elsewhere.

3. All in all, a further reason for treating this afternoon's discussion as

a2 preliminary to, rather than an occasion for, decision—taking.

N

P Le CHEMINANT

a

= |







CONFIDENTIAL

PRIME MINISTER

1 I have just learned that E Committee on 26 November, which Ian
Gilmour will attend, will be looking at a memorandum by David Howell
on the future structure of, and private sector participation in, BNOC.
2. Although we have had some previous discussions on the future of
BNOC, this will be the first time we have had a chance to look at the
precise proposals in David Howell's paper. As an annex indicates,
there are important Community legal considerations on which we will
have to form a judgement. More generally, I have been concerned
recently about the extent to which the Government is coming under
criticism abroad - on both sides of the Atlantic - because it is held
responsible for BNOC's activities while we do not always in practice
exercise the full extent of the powers laid down in the constitution
of the Corporation. I hope that questions about our North Seal oil
policies are not going to cause us needless difficulties at the
Summit, but the issues in any case go rather beyond that.

d. I believe, therefore, that the discussion on Monday should be

in the nature of a first reading of David Howell's paper and that

we can also take a broad look at the issues I have mentioned. I have
no wish to hold up the introduction of private capital but we do need
to consider how the responsibilities of Government will be discharged
thereafter.

4, I am sending copies of this minute to Members of E Committee

and to Sir Robert Armstrong.

b

( CARRINGTON)

Foreign and Commonwealth Office
23 November 1979
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Ref. AOT37

PRIME MINISTER

BNOC - Future Structure and Private Sector Participation

(E(79) 67 and 68)

BACKGROUND =) “:’_'J 24179
The Committee agreed in July (E(79) 5th and 6th Meetings) to a considerable
curtailment of BNOC's powers, although it decided to keep the Corporation in
exi stence, At that time it was still the intention to sell a substantial part of
the Corporation: oil field assets. In September (as the Secretary of State's
paper says) the Committee agreed (E(79) 7th Meeting) not to sell physical
assets, but to a forward sale of oil yielding £500 million (since increased to
£600 million), At the same time, the Secretary of State secured agreement
that he should bring forward separate proposals for private sector participation
in BNOC's production operations.

2. Unfortunately, it has taken him two months to formulate these proposals
and discuss them with you. You saw him ?}1"14& November. Until he had your
approval, he had been reluctant to talk to BNOC at all. He has thus had less
than a week to discuss his proposals with the Corporation, get figures from them,

agree them with the other Departments, and circulate a paper. As a result, the

e ——

paper is late, deficient (the original financial annex had to be withdrawn and
1

recirculated) and in some respects unclear.
——

i The proposal, which is not very different from the one you saw last

week, is to divide the Corporation in two ('trading' and 'operating' subsidiaries);
to retain the 'trading' operation in the public sector so as to give the Government
an instrument for influencing the supply of North Sea oil in the United Kingdom; '

to keep all the existing up-stream assets in the 'operating' company; to dispose

of 75 per cent of the shares in '"operating' over the next two years; to hold open

the option of a '"British Columbia' style free issue of the second tranche of

shares; to remove Government from the management of 'operating'; and to
make a number of other changes in the present statutory framework for

MNorth Sea operations,
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4. The CPRS paper identjfies the three main questions on which they suggest
Ministerg-should focus: the potential cost to the BSBR; the problem of getting

— 1
the best price; and the risk that the split will make BNOC's operations harder to

defend against the Commission. It ends by recommending that Ministers need
—

more time to consider these proposals.

5. Mr. Howell's timetable, however, is to get a decision in principle now;
to consult other colleagues on detail during December and January; to bring a
Bill to Legislation Committee early in February; and to introduce it and get a
Second Reading before Easter. If this timetable slips much, the option of
legislating in the present Session may be lost (because of the congestion at the
end of the Session) if indeed it is still realistically available.

b This would not have mattered, on the original Treasury plans for next
year (they assumed that there would be a further £500 million worth of disposals,
none from BNOC)., But if the public expenditure figures for 1980-81 are to be
reopened, as seems likely now, a flotation of shares in BNOC could be a useful
supplement. Ministers might prefer to forgo the longer-term benefits of
holding on to BNOC (to which the CPRS draw attention) in order to reduce the
number of very nasty decisions they would otherwise have to take next year.
You will want to weigh up these factors at the end of the meeting.

HANDLING
T You might say at the beginning that you intend to focus discussion on the

three questions raised by the CPRS., You might then ask the Secretary of State

for Energy to introduce his paper, and then call for comments from the
Chancellor (or Chief Secretary); from the Lord Privy Seal (in the absence of

the Foreign Secretary); and from Sir Kenneth Berrill,

8. You might then divide the discussion under the three headings proposed
by the CPRS.

(a) The potential costs to the PSBR. The essential choice is between jam

today and jam tomorrow. There are two sorts of jam. First, the
proceeds from the sale of the shares where the question is whether

realisation price of BNOC at this stage will fully reflect its future
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earning power (a similar point to that which arose over the sale of BP
shares). Second, the cash flow of BNOC which under present
arrangements comes to the Exchequer whenever it is surplus to their
requirements, whether or not a dividend is declared. There is room
for argument about the point at which privatisation affects this latter
flow. The technicians would argue that the Company stays in the public
sector until its shares are more than 50 per cent in private hands. But
even before thls pointis reached the private participants might well
object to BNOC's spare money being provided to the Exchequer. The
Committee will not wish to get bogged down in these technicalities. But
they will want to be sure just what trade-offs there are between present
and future gains to the Exchequer. Annex 1 provides some information
but (despite being the second effort) is still far from clear. The
comparison between options 1 and 2 in the Annex should be made by
comparing line "(a) PES capital expenditure programme' in option 1
with the final line of the table in option 2. (The essential differences
between these numbers and those quoted in the first table of option 1 are
that they are at ""survey' rather than "outturn" prices and that they
exclude the tax take which is constant in each case,) Itis also worth
noting that the apparent lack of proceeds from privatisation in option 3
is a technicality. There are proceeds, but they would be counted as a
contribution to financing the PSBR rather than a reduction in the PSBR
itself.

(b) How to get the best price., Mr. Shelbourne's memorandum, at Annex 35

sets out the options in great detail. Although the Treasury has been
dinvolved, with the CPRS, the Bank of England has not yet been brought
in. There is obviously a lot of detailed work to be done. Essentially,

Shelbourne proposes a two-stage operation by two successive
- —

underwritten Offers for sale, in successive years. The second could

include the 'British Columbia' option, but you have made it very clear

to Mr. Howell that you do not favour this course - which is complex,
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bureaucratic and expensive. (Paragraph 16 of his paper suggests that
he himself is now less enthusiastic). He also suggests that it could
have a wider application than BNOC. You will not want the Committee
to chase this hare which could, if necessary, be remitted to E(DL) for
further study - though whatever it merits it is too late in the disposals
operation to change the way in which e. g. BA or BAe shares are to be
sold. Certainly E itself cannot, and should not try to settle issues of
this kind at this meeting.

(c) How to minimise EEC interference. The CPRS worry is that the division

of BNOC into two will make the operations of the 'trading' company more
transparent and thus more liable to attack. (There is a subsidiary
objection too: that the trading company will be a much less viable
operation without the profits of the operating end to cushion it against
fluctuations). The legal advice is summarised, very opaquely, in
Annex 2. The FCO were only consulted yesterday, and have considerable
doubts about all this. They already feel that they were not properly
consulted about the forward oil sale and the subsequent arrangements
with BP, both of which risk running foul of the Treaties; and are
anxious not to repeat this mistake,

OTHER ISSUES

9. As the CPRS says, other Ministers may wish to raise other points on

these proposals. For example, if the Committee decides to take its profits in

the short term, and dispose of part of BNOC, why not sell the lot instead of

retaining 25 per cent? Or (as I think the Chief Secretary may propose) why not

simply turn the whole BNOC operation into a Companies Act company, and sell

49 per cent of the shares, retaining control? These and other options could

be explored in more detail if time allowed. There are also a number of

subsidiary changes to the law, listed in Annex 5, which have apparently not

been discussed with Departments in any detail.
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10. In the light of this part of the discussion, you may want to take stock,
towards the end of the meeting, and decide whether the timetable allows more
leisured considerations. If so, the options are:=

(i) Invite Mr. Howell to go away, discuss the issues with the

other Ministers concerned, and report back to the Committee
just before or just after Christmas with either an agreed
proposal or a properly worked out display of the options.

(i) To remit the issues to E(DL); (this will not help much:
because calls on the Chancellor's time in the next few weeks
are almost as great as those on your own).

(iii) To agree in principle now on the split of BNOC, on the need for
large realisations in 1980-81, and on the need to minimise the
EEC complications, and instruct Mr. Howell to devise a scheme
which meets these objectives, agreeing the details with Ministers
involved, and bring a complete Bill to L. as quickly as possible
(this is his own preferred course).

11. I doubt there will be sufficient consensus at this meeting to allow of
course 3 which gives Mr. Howell almost a free hand., In that case, I think
that course 1l is the best, even at the risk of setting back the legislation slightly.
CONCLUSIONS

12. In that event, your conclusion might simply be to invite Mr, Howell, in
consultation with the Ministers concerned, to formulate worked out proposals,
or options, in the light of the Committee's discussion, and to bring a fresh

paper to the Committee just before Christmas, |This means a meeting

after your return from the United States on 18th Decembe rJ

(Robert Armstrong)

23rd November 1979
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THE PRIVATISATICN OF BNOC

Note by the Central Policy Review Staff

Introduction

1« The Secretary of State for Energy sets out in his paper on this subject
four objectives which he wishes to achieve with his proposals for the

privatisation of BNOC:

(a) to ensure maximum security of national oil supplies by the best
method available;
(v) to achieve wider private sector involvement in BNOC's upstream operations,

bearing in mind effects on the PSBR (zee Annex 1);

(¢) to ensure the continued development of a major British oil company
on the UK Continental Shelf, based on BNOC's upstream operations;

(d) to reduce the public sector

2. The CPR3 supports all these objectives. It, however, believes two further

objectives are important;

(a) to produce the maximum reduction in the PSBR. This will facilitate the
Government's strategy of cutting taxation;

(o) to obtain a good bargain for the nation.

Recommendation

3« TFor the reasons indicated below the Secretary of State's proposals for the
privatisation of BNOC would seem to run counter to some of the above objectives
and only make a limited contribution to others. Alternative ppomeals have been
put forward which would seem to go considerably further to meeting these
objectives. Until these proposals have been properly considered int s
departmentally and the advice of the Secretary of State's lMerchant-B

been obtained on them the CPRS believes that it would be impymdent for
Ministers to take even a& decision of prineciple on the Secretary of State's

proposals, Too much money is at stake.




Meeting the Objectives

4« (a) to ensure maximum security of natiomal oil supplies by the besi

method available.

The Secretary of State's proposals would seem likely to reduce our existing
security of supply arrangements. Recent Department of Energy figures suggest
that only ¢ of UK North Sea oil production in 1980 is secure in times of
shortage or emergency. DBWOC's crude availability accounis for about half

of this secure oil. Some of the arrangements it has made to secure this oil
are or are likely to be in the future open to attack by the EEC, which is
currently questioning a number of facets of our KCS regime and has
successfully attacked one of them. By creating a 50 strong BNOC Trading

Company, whose raison d'etre will essentially be to get round the spirit of

the Treaty of Rome, if not the letier, the Government would be greatly

enhancing the changes of a successful EEC attack on our security of supply

arrangements.

(b) to achieve wider private sector involvement in ENOC's upstream

operations, bearing in mind effects on the PSBR

There is a direct conflict between achieving the widest possible spread of
ownership and making the maximum reduction in the PEBR. The former can onl.
be achieved by giving away shares to all adults (some 40m) v:or households (some 20m)
along the lines of the recent British Columbia scheme., Given the overriding
neéd to reduce the PSBR the Secretary of State does not now advocate such an
approach. His present proposals are unlikely to make a major contribution to
wider share-—ownershipe. MAs his Merchant Bank advieers point out "we do not
consider that an offer for sale (as now advocated by the Secretary of State)
would achieve anything approaching a wide ndiat::'ibut ion of Operations Ordinary
Shares", It should be noted that the £5%9m ipdses 1977 BP issue only added
704000 new British shareholders and 20,000 new U§ shareholders.

(c) to ensure the continued development of a major British oil company

on the UK Continental Shelf,; based on BENOC's upsteram operations;

The Secretary of State's proposals will achieve this objective. But so would the
altermative proposals referred io below as would presarvation of the status quo,
(d) to reduce the public sector

Again the Secretary of State's proposals would meet this objective. But wo
would the alternative proposals below.
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(e) Maxisum reduction in the PSBR
The figures in Annex I (%o be revised) indicate that while the PSBR will
tenefit substantially in 19.313{31 and 19{31_/52 on the assumpiion that EJOC
shapes are sold in those years taking the period 1930/81 to 1984/85 as a whole
the PSBR would lose some £ m (or £ m on a NPV basis), BNOC
have stated that just as they have guccessfully concluded deals which will
reduce the PSBR by £600m this year (as opposed to the £500m they were asked to

produce) so they will be able to produce an exira £200m in 1980/81 and 1981/82.

(f) to obtain a good bargain for the nation

As only a very small percentage of the population (perhaps 100,000 or 200,000)
are likely to become bngiterm holders of ENOC ghares it is important that the
Exchequer and hence the nation as & whole should derive the maximum finanecial
penefit from the sale of BNOC shares. The disposal of up to 75% of BNOC

(Operating)'s share in 1980/81 and 1981/82 is not likely to result in a good

4 - : g = e o -
bargain for the nation. W&é‘.ere iz a case for selling 25% of ENOC shares

in IEPBGfBl_, knere ioghestegeny™ & very sirong case for spreading any subsequent
:.a.loﬁ N T W&W &c&;ﬁ;ﬂriad +han proposed by the Secretary of

Statg, This would give 00 time to become established in the market and

build up a track record. Given the quality of its assets, the fact that

(unlike BP) they are all in a secure area and the probable real rise in the price
of oil ENOC shares are likely to out—perform the market in the next 5 years =
and out-perform BR Ministers will recall that the Labour Government sold a

block of BP shares in 1977 for £STo m which are now worth some £ Jo2 m. we,

% sum the Secretary of State's proposals could be very costly to the Exclejuer
while failing to meet some of his other objectives, Before linisters accept
them in principle they should ligve an opportunity to consider alternative

approaches which have not yet been adequately gtudied:
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(a) maintain the general framework of the Secretary of State's proposals,

but spread the sale of BNOC shares over 4 or 5 years.

(b) place some of BNOC's assets (eg x% of Ninian, y% of Dunlin and 2z of
Stratfjord) in a.BNOC Pirst Investment Trust and sell the shares of that
Trust in 1960}61. Repeat the operation with BNOC Second Investment
Trust in say 1962f63 and 8o on.

sell 49% of the voting shares in BNOC over a period of time as advocated

by the BNOC Board as well as perhaps dssuing oil production stock units
(Ops)s This would give majority private participation in ENQC, wut not

majority control

(d) Morton's Royaliy Scheme J

put
As a result of the fact that the BNOC Board only had an opportunity/to some of

the=e proposals forward on 20 November it has not been possible to consider
these latter proposals ui* the Board's view referred to in paragraph

of B (79) that BNOC (Trading) would not be a viable Company from & management
point of view.




New issue statistics

Set out below is a summary of the effects on the share register in
the case of two large public issues.

I.M.I. (£68m)

Number of shareholders at December 1976
Number of new allottees arising from ICI
offer for sale in Hovember 1977

Number of shareholders at February 1978
(carliest balancing date after offer)

Net fall during December-February after
offer (107

B.P. (£564m)
Issue in June 1977

Number of shareholders before issue
Humber of allottees

Number of shareholders on first balance
of register after issue

Net fall after issue (B5Z)

NB: Multiple applications were not rejected.




-. The British National Qil Corporation

Stornoway House Cleveland Row St James’s London SW1A 1DH 01-838 7080 Telex: 918474

2lst November, 1979
C.E. Henderson Esq. :Eh
k .

R

Department of Energy
Thames House South
Millbank

London SW1

Dear Charles,

Further to your provisional discussions with Stephen
Palmer I now enclose a management view of our cash flow and
profits to 1984/85. You will see that we have reduced our
capital expenditure forecast for 1980/8l to what we estimate
will go on the projects to which we are or are nearly committed
- no unspecified investment! A more modest contingency
re-emerges in 1981/82 (£30 million) rising to E£180 million
(50% of the estimate) in 1984/85 and so on.

On this basis we forecast, before dividends and Britoil
repayment, but after payment of tax (which anyone would pay)
cash generation to reduce the PSBR of £1.85 billion in the next
five years, starting from a positive E170 million inflow next
yvear. All this is excluding the forward sale proceeds.

We see a positive cash flow continuing above E500 million
per annum into 1985/86 at about the same level - but scomewhere
about 1986 we expect to start paying corporation tax and our
net of tax contribution to the PSBER will drop in 1986/7 to
something around £250-300 million, we estimate.

You are aware that these forecasts assume 2% real
price increase per annum for oil and $2.10 to the pound
throughout. If the price rises faster or the pound sinks,
BNOC's cash flow increases.

Turning to the P & L, one must provide for PRT and CT
according to accepted standards and one can only pay dividends
less than the resulting profit after tax. Thus, starting March/
April 1981, one might distribute (from the attached) £800 million
by April 1985 on a 100% basis. In practice, consider the
following: |

E million 1980/81 * 1981/82 1982/83 1983/84 1984/85

Contribution to
reduce PSBR 170 440 405 340 505

less dividend
to 50% private
shareholders say (20) (45) (70) (100)

— e s s—

Net to PSBR
with BNOC inside 420 360 270 405

— m— — —




E million 1980/81 1981/82 2/83 18533 1984/85

Dividend to 35% - © 2 70
state share-
holder

(BNOC outside)

proceeds of
sale of 65%
(say 25,25,15)

Net to PSBR
with BNOC
outside

As you will see, the net benefit over three years of
selling BNOC out of the PSBR is E220 million (wvirtually all in
1980/81) after which the net harm to the BSBR in the following
three years will be E900 million and continuing. I can assure
you we will bring in £200 million next year toc £ill in that hole
in 1980/81 if Mr. Howell so wishes.

Yours sincerely,

cc. Mr. J. Guiness - CPRO
Mr. N. Wicks = Treasury
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PROVISIONAL PROFIT AND LOSS ACCOUNT

g-million (oukturn)

! | !
1980/81 1981782 | 1982/83 1983/84 1984/85
|

Profit Before Tax

Daeferred PRT

Deferred CT (380)

Profit after Tax

* Excludes dividends and ACT
* Calculation of PRT provision is still provisional

* Basis assumes a fiscal year; in practice any dividends
£ du
' L™

i
would be paid out of calendar year year profits

NDS:jh
20 November 1979




. The British National Cil Corporation s
Stornoway House Cleveland Row StJames's London SW1A 10H 01-8397080 Telex: 919474

22nd November, 1979

C.E. Henderson Esq.
Department of Energy
Thames House South
Millbank

London SW1

Dear Charles,

Overnight I have reviewed my letter of the 21st about
our forward cash estimates and the PSBR. It seems to me I
should elaborate on the last sentence to ensure there are no
misapprehensions.

We have in mind, if asked to raise about E200 million
in 1980/81, that BNOC would create a "royalty-type" interest in
its revenues and then sell that to the public. BNOC itself or
the prospective "BNOC Upstream Ltd." (U Ltd) would contract with
a new, l1l00% Government-owned company "Rovalties Ltd" (R Ltd) to
pay, say, 24%% of BNOC's sales revenues net of Government royalty
to R Ltd = 1.a.

U Ltd.pays R Ltd. 1580/81 1981/82 1982/83 1983/84 1984/85
E million 13.3 22.5 TS 325 39.0

R. Ltd. will pay Corporation Tax from the beginning (whereas

U Ltd. will not pay until 1986) - a small benefit to HMG. More
important R Ltd. can be cap‘tallscd at a multiple of after-tax
earnings and the 100% ownership of ' sold to »nc public =
gualifying the sales proceeds as a = he havL
reason to believe the above incom¢ m fetch
E200 million. It is an exercise

Of course, having negotiated the E600 million forward
sales for 1979/80, with repeat in 1980/81l, we could top it up by
a third in 1980/8l1 if that is a preferred route.

Yours sincerely,

e e

cc. Mr. J. Guinness, CPFRO
Mr. N. Thornton, Treasury




With the compliments of

the Attorney-General

Attorney General's Chambers,
Officers’ Depariment,
Royal Courts of Jusrice,
Sirand. W.C24 2LL

01 405 T641 Extn. 3201
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ROYAL COURTS OF JUSTICE
LONDON, WC2A 2LL

01-405 7641 Exn 201

my s T T Tavid Hawald M mber 1979
ihe Rt Hon David Howell MP

Secretary of State for Energy

Thames House South

Millbank SWI ;1'

Lt S

BNOC: FUTURE STRUCTURE AND PRIVATE SECTOR PARTICIPATION

W

I refer to Ian Gilmour's letter to you of 3 December.:
In the second paragraph of his letter Ian asks two questions
of a legal character on this subject.

Both questions are concerned with "participation" but this
is an imprecise concept and the arrangements entered into between
BNOC and different licensees have as You know varied from case to
case. lMost of them have included "sale back" facilities, and it
is on arrangements of this character that most legal advice has
50 far concentrated. They have been seen as creating a risk of
contravention of the Articles prohibiting constraints on exports
(Articles 34 et seq.) and the Articles prohibiting constraints on
competition (Articles 85 and 86). I think it would be true to say
that Ian Gilmour's words "liable to successful challenge" are apt
to cover this particular concept of participation, so that
answer to his question (i) would therefore be a qualified "yes".
It was thought that on balance the risk of successful challenge

was greater in relation to Articles 85 and 86 than in relation
to Article 34,

However, as I understand it, the arrangements between the
proposed operating company and the trading body are not to take
this extended form but will be limited to a simple option, with
no sale back provisions or similar conditions. This arrangement
does not seem to me to add to the degree of risk under Article 34°
(since no new factor affecting exports would be introduced) or

under Article 86 (since no greater share of the market would be
involved).

But the conclusion of an agreement between the operating
company and the trading body would obviously be a new element.
This could attract Article 85 and to that extent some additional
risk would be involved. However, I would assess the degree of
risk on this count as being much less than that in the case of
the wider type of participation agreements (with sale back)
described above. 8So my answer to lan Gilmour's (ii (a), while
also "yes", should be taken as being qualified by these remarks,

Jand
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ROYAL COURTS OF JUSTICE
LONDON, WC2A 2LL

01-405 7641 Exn 5201

and -the suggestion made in paragraph 4 of Annex 2 to your
recent paper to E Committee would also help to some extent,

although it would be unwise to assume that it could provide
a complete solution,

This letter is copied to the Prime Minister and members
of E Committee, to Sir Kenneth Berrill and S5ir Robert
Armstrong.

Kf?m & e A

Mectasnns

CONFIDENTIAL
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The Rt Hon Sir reolfrey Howe QC BI

Chancellor of the Exchequer

HM Treasury,

London

SW1 & December 1979
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BNOC: RESTRUCTURING

It was noted & E Committee Iﬁrﬁ/;;eting that the calcula-
tions of the impact on the PSBR of disposing of a majority
stake in BNOC's upstream operations wer complicated by
taxation effecta. I think yow have bLeen briefed about
the problem, but in essence it seeme that under the
existing PRT legislation the new BNOC subsidiary company
whose shares were to be issued to the publie would not

be able to enjoy the full PRT reliefs which would apply
if BNOC was retained in its present form. This would
have the effect of increasing the new company's tax
charge and depressing its valuation and hence the
proceeds of privatisation. The figures circulated in
Annex 1 to my paper did not take account of this.

As 1 understand it the Corporation Tax legislation

expressly provides for the carrying over of full C.T.
reliefs in the case of bona fide reconstructions; and #»
similar provisions were not included in the PRT legislation
simply due to shortage of drafting time. I also under-
stand that the United Kingdom 0il Industry Taxation ]
Committee has asked for this anomaly to be rectified,

and that the loss of tax revenue from making such a

change would, BNOC apart, be negligible.

There would thus seem to be & case on general grounds for
making the necessary changes although I gather that due
to the Mkely length of the necessary provisions, it

would be preferable to postpone taking action at least
until the 1981 Finance Bill.

However 1 suggest that the BROC situation puts a new
light on this. If no remedial action is taken in the
1960 Bill, then restructuring of BNOC will, as noted
earlier, leave the privatised company without a substan-
tial part of its PRT reliefs. An estimate of the net
effect on the company's tax charge is set dut in the
attached table. This will depress the proceeds of

B e o




privatisation; a rough calculation ougpeats these could

be of the order of £225m. lower if 75% of the company

were sold. But the effert could well in practice be

much more damaging than that since investors would be
confronted with an organication apparently subject to
exceptionally penal tax provisione. And there could be
conflicts towards the end of each Tield's life when BEOQC
with its unualeguirded tus pusition could judge continuing
production to be uneconomic well before its partnera

(with the benefit of the safeguard).

In my view while i 8 lmportant we should have in mind
the possible TLBR impa of' making the change, the
consideration which zhould be uppermost in our minds is
whether this is indeed ¢ anomaly that should be rectified.
Prima facie there seems a strong case for making the change.
If we do make it then in my view it would make no sense

to take the rectifying action after BNOC had been restruc-
tured. I understand that it hap been Lfound necessary

to make specilic provisions to ensure that the successor
companies to Britioh Airways and British Aerospace are

put in the same position with regard to Corporation Tax

as the present corporations are now in. This seems to
support the case for taking similar measures with respect
to PRT in the case of BNOC. I would therefore strongly
urge that we do plan to make the change in the 1980
Finance Bill. I hope you agree.

1 am copying this letter to the Frime Minister and to |,
members of E Committee.

D A R HOWELL




BROC : RESTRUCTURING : FRT IMPACT

Under the existing legislation, if BNOC transfer its upstream assets

to a subsidiary company it will lose important PRT allowances which in
the worst case would increase the PRT charges compared with its expected
liability under the existing structure as follows:—

1980/1 81/2 82/3 83/4 84/5 85/6 86/1 81/8 88/9 89/90 90/91

120 240 160 130 10 40 55 42 35 41 89

There would be a corresponding but lesser reduction in corporation tax
which we estimate as:-

0 0 =180 =170 =10 =19
Giving a net increase in taxes of:-
120 240 160 =50 =160 30 36 14 13 30 15

These calculations are based on BNOC's stakes in 9 known fields which
are either under development or near to a development decision., The
figures in the second half of the eighties are particularly uncertain
since other developments at present not foreseen may occur. The extra
PRT charges through the '90s are likely to be higher than those shown
inthe late '80s as the safeguard begins to bite.

A

The figures in lnnsx 1 to the Secretary of State's paper to E connitt-ni
did not allow for these higher PRT charges. If the legislatiog is left
as it stands the valuation of BNOC (Operating)'s assets shown in the
paper (£1500m, at 1 January 1980) would be reduced by some £300m; ,}h.e
proceeds of ?5‘ privatisation would thus be some £225m, less.







Foreign and Commonwealth Office

London SWIA 2AH

4 December 1979

L
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I regret that there was a tvpographical error in tq? letter
which the Lord Privy Seal sent to Mr Howell yesteftday.
Part (ii) of the second paragraph (bottom of page 1)

should be amended to read as follows:

'fii) would the provosed splitting of BNOC into an
operating and trading company make a legal challenge

(a) more or less likely to succeed and (b) more probable.'’

I am sending copies of this letter to the Private

Secretaries of recipients of the original letter.

"Lu.f"._1.
\
\! \, kxﬁw L Pl W P
\:_n-_..‘L .\\ Ill-\" J-:l"_" -\I_r|f\ |
| f
L] |
M A Wickstead
Assistant Private Secretary to
the Lord Privy Seal

PS/Secretary of State forEnergy
Thames House South
Millbank SWI
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BNOC: FUTURE STRUCTURE AND PRIVATE SECTOR PARTICIPATION

s
I see from the minutes of the meeting of E Committee on 26 November

that vou will be having further discussions with the Ministers
concerned and will report again to the Committee during December.

I understand that there will first be a meeting of offiecials, at
which the FCO will be represented. I am particularly concerned that
the arrangements proposed may provoke a legal challenge which would
endanger our security of supplv, and it mav be helpful if I summarise

the arpument as I see it.

As far as the EEC is concerned, two separate guestions can be
identified:-

(i) are the arrangements by which BNOC enjoys access to

participation oil and contributes to United Kingdom security

of supply liable to a successful challenge on the grounds

that they are contrary to the EEC Treaty?

(ii) a) would the proposed splitting of BNOC into an operating

and trading company make a legal challenger more probable:

and b) would this challenge be more or less likely to succeed?
The first guestion and part a) of the second are legal ones on
which Michael Havers will wish to advise before we reach a decision.

Unless we are satisfied that the answer to the first question is no,

The Rt Hon David Howell MP
Secretary of State for Energy
Thames House South
Millbank SW1
CONFIDENRTIAL




or that the split of the company into two will make a challenge
substantially less likely to succeed, we shall have to consider
very carefully our answer to part b) of the second question, which

1s & political one.

My own answer to it would be yes. Such a substantial change in the
structure of BNOC would be likely to attract publicity. Our
proposals would probably be attacked by the Opposition on the
grounds that we were giving up control of an important national asset ;
and you might wish to emphasise in reply that the trading company
remained wholly government-owned and that it would retain =
substantial shareholding in the operating company. Such exchanges
would serve to draw attention to the status and functions of the
trading company, which might be represented abroad as having no
purpose other than to frustrate the operation of a free commanity
market in oil. Even if there were no pressure from EEC member
governments to enguire into the new arrangements, there is a
possibility that the Commission would take action either on its own

initiative or because of a question in the European Parliament.

In short, I think there is a significant risk that the proposed
re-structuring would result in a legal challenge which would not
otherwise be made; and in one which might well succeed, with serious
implications for the arrangements we make to ensure security of
supply. We rely at present not so much on the strength of our legal
position as on the willingness of our partners and of the

Commission to let sleeping dogs lie. We should not therefore make
changes unless the balance of advantage is very clear. 1 recognise
that the maintenance of BNOC as a single company with a minority
private shareholding would not benefit the PSBR, though it would
raise revenue. But it would expose us less to a Community challenge,

and the pros and cons should be carefully weighed.

Finally, on a related point, I would welcome an opportunity to

discuss with you to what extent it may be desirable and possible to

exercise the powers of control which we have over BNOC. As vou know,

CONFIDENTIAL




foreigners tend to hold us responsible for the pricing and disposal
policies of the company, and they do not regard as satisfactory an

to the effect that these are matters for the commercial

answer
judgment of the company. We should perhaps give further thought to

this aspect of the matter before taking decisions on the future

structure of BNOC.

I am sending copies of this letter to the Prime Minister and
members of E, the Attorney General, and to Sir Kenneth Berrill and

Sir Robert Armstrong.
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Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000
;%hw_ﬂ“:htz
This  Cans fan loe ‘
PRIME MINISTER : R ALE G
. be o o1
elabontly o (sl fot

David Howell sent me a copy of his minute to you of 8th TI’

BNOC

November in which he cutlined his thinking on the future of Iﬁlq

BMNOD
BNOLC .

First, can I say in answer to the point in the last
paragraph of his covering minute, that we in the Treasury will
give him every co-operation in carrying through and presenting
to the publie in the most effective way whatever plans we agree
for the future of BNOC. Indeed, Treasury officials are
already participating in the groups which David Howell has

established to consider various aspects of his proposal.

b ) I want to make only one comment on the ideas in his paper
at this stage. One of the reasons why we agreed in September
not to pursue the sale of BNOC assets in this financial year was

p— & s
that we were persuaded that asset disposal would not represent a

good bargain for the Exchequer. Indeed, David Howell pointed

——

out in his paper (E(79)36) that BNOC had emphasised to him that

it regarded any disposal as a bad business decision, as it did

not expect to realise values reflecting the very large cash inflows

which would accrue to those assets in future years. He also

presented figures to demonstrate that the valuation of certain
fields was lower than the loss of cash flow from those

the PES pericd if those fields were sold.
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. The figures in the annex to David Howell's draft paper
setting out the PSBR conseguences of various privatisation

options, show a rather different picture with the possibility

of substantial receipts in the short term which are not
e —— .

counter-balanced at least over the next 3 or U4 years by revenue
—— ——

foregone by the public sector (because the Exchequer no longer

has the benefits of all BNOC's profits). These figures
therefore suggest that the benefits to the Exchequer of intro-
ducing private sector participation into BNOC are greater than
through the disposal of assets. This may indeed be the case,
but before endorsing such a conclusion, I have asked my
officials to discuss with the Department of Energy the precise
basis of the estimates in Annex 1 of David Howell's paper.
Meanwhile, I want to reserve judgement on the advantages to the

-~

of the course proposed in his paper.

I am sending & copy of this minute to David Howell,

(G.H.)
14‘ November, 1979

DENTIAL







10 DOWNING STREET

From the Private Secretary 14 November 1979

Vo Tom,

Your Secretary of State ealled on the Prime Minister this
morning to discuss the future of BHNOC. Sir Robert Armstrong
and Sir Kenneth Berrill were also present. They had before them
Mr. Howell's minute of 8 November.

BNOC

Mr. Howell said that he would be grateful for the Prime
Minister's reactions to his proposals on future structure and
private sector participation in BNOC, as set out in the draft
paper accompanying his minute. He also sought a steer on the
question of how the widest possible ownership of shares in the proposed
BNOC operating company might be achieved. ©On the latter, he felt
there were major political arguments in favour of a free distribution
of shares on the lines of the British Colombia precedent. The idesa
would be to give every elector in the couniry an equity stake in
North Sea oil. This would be politically attractive, and help to
encourage share ownership generally. A scheme of this kind would
not be without its difficulties: for example, there would bhe the
administrative costs of issuing shares on such a vast scale. Somes
people might not understand what they were getting, and means would
have to be found to ensure that people who were on more than one
electoral role did not receive shares twice over. But given the
will, he was reasonably confident that such problems could be over
come, A scheme of free distribution would not of course help to
reduce the PSBR: but it could be combined with a sale of one-third
of the shares, with the Government retaining perhaps a stake of
25 per cent. In this way, the privatisation of BNOC would make a
considerable contribution to getting the PSBR down and to spreading
share ownership in the UK in a really radical manner.

The Prime Minister said that she was generally content with the
proposed structure for BNOC. But she had serious doubts about
Mr. Howell's proposals on privatisation. She did not think that the
free distribution idea would be politically attractive. _Too many
people, if simply given shares in the North Sea, would not
appreciate them. The small size of each shareholdlng - apparently
£12 per head on Mr. Howell's proposals - was unlikely to act as a
major encouragement to share ownership generally. The difficulties
mentioned by Mr. Howell seemed to her to be very serious and, further-
more, the Government would need all the revenue it could obtain
in the next three years if the size of the PSBR was not to be
unmanageable.

/The Prime Minister
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The Prime Minister went on to say that her preference would be
to sell two-thirds of the shares in the operating company; to
spread the sale over a three year period in order to avoid the
risk of selling all at once at an unjustifiably low price and
because the Government would need help.with the PSBR not Jjust
in 1980/81; and to give prefrence to small applicatiions so as to
maximise the spread of.the sale amongst potential shareholders.

Mr. Howell said that he was disappointed that the Prime Minister
had not been able to go along with his proposals on wider ownership.
But he took note of her views and would bring forward proposals
to colleagues accordingly. Two points would need to be considered
further. First, there was the question of whether the operating
company would continue to count as part of the public sector if
private shareholders were not to have a majority position until the
third year. Although the figures would need to be looked at
carefully, it seemed that from the point of view of the PSBR, it
would be better if the company could be taken out of the public
sector as scoon as possible, BSecond, his Department would need to
take advice on whether it was possible to announce a sale over three
years in three equal instalments.

1 am sending a copy of this letter to Tony Battishill (HM
Treasury), Gerry Bpence (Central Policy Review olaff) and
Martin Vile (Cabinet ®Office).

W.J. Burroughs, Esq.,
Department of Energy.
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To: MR LAN STER

: by e
From: SIR KENNETH BERRILL h"‘"“"""’ w:‘ .
e ...u..l-w-;],

The Future of BNOC

1. You sent me a copy of Mr Howell's minute of 8 Novemnber to
the Prime Minister and his attached draft E paper. You asked for my
comments. I attach a copy of a 9 November letter of my own to

Mr Howell (copied to the Chancellor) which was sent before I received
his minute and attached paper. You will see some of the doubts which

we in the CPRS have about his proposals,

The Future Role of BNOC

. Quite rightly, in my opinion, Mr Howell takes security of oil
supply to the United Kingdom as a major (perhaps the major) objective
in deciding the future of ENOC, Every oil producing country finds a
national oil company essential for its own national interests and we are

no exception.

3. On the UK Continental Shelf we need BNOC primarily to channel
North Sea production to meet the needs of the UK refineries in the first
instance and into the refineries of our EEC partners provided there is
enough to spare. Elsewhere in the world we may need a BNOC to
establish our claims in, say, Antarctica or, more likely, to do deals
with other Governments or national oil companies. OPEC producers
are trying to lessen their historic dependence on selling to the 'big
majors' and are dealing more and more with small companies and other

nationals.

4. Mr Howell's preferred proposals for the future of BNOC

recognise all this in that -

1
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(i) he is providing for BNOC (Trading) to have a lien on 100 per
cent of the output of BNOC (Production);
——— i

(ii) he is proposing no bar on either BNOC (Trading) or BNOC

(Production) operating anywhere in the world - though BNOC
———
(Trading) would need the Secretary of State's permission to

extend its activities,

This seems to me right though BP and Shell might want to argue differently.
————

5. BP in particular have been worried about BNOC taking on a world-

wide role and becoming the UK 'chosen instrument' (as against BP) in

parts of the world in which they might be in competition.

b. BPF's fears that Mr Howell might propose an 'umbrella' company
with a common Board over both BNOC trading and BNOC operations which
could lead to a future Kearton having grand designs to make another world
'major' will be assuaged in that there is no proposal for an umbrella Board.
The worldwide competence which is proposed for the two new BNOC
companies could WOrry them, although BP might see advantage in BNOC
doing trading deals with OPEC countries which would no longer sell to BP

and letting BP supplies benefit indirectly.

Ty As indicated above, I personally think Mr Howell is right and HMG
needs to allow for the possibility of such worldwide competence even though

we cannot foresee at the moment just where we would like to operate.

Sales of parts of BNOC

8. I expect that Mr Howell will wish primarily to take the Prime

Minister's mind on two issues: (a) how to introduce the widest possible

private shareholding in BNOC's exploration and production activities;

—
and (b) what proportion of these activities should be sold and when?

e —

2
CONFIDENTIAL




CONFIDENTIAL

Wider Public Ownership

9. Mr Howell gives very little detail in his E paper on how he

proposes to make a sale of BNOC prerating‘} shares an occasion for a
S —

great leap forward in share ownership in the United Kingdom. In part

this is, I believe, because he does not want Treasury Ministers to start

sniping at detailed proposals before he has discovered whether he has

the Prime Minister's support in principle.

10, In my letter to Mr Howell I said that a normal sale of shares

(a la BP) means only a small increase in the number of citizens who own
e —

a share for the first time in their lives. A British Columbia type

'give-away' to all adult citizens is a major leap forward and a BNOC
share certificate for, say, £20 for all may be better than lp. (or 13p. )

B smm— ——
off the standard rate of income tax.

11. But if Mr Howell is thinking not of £20 for all but widening
ownership by selling say 25 per cent of BNOC on extremely favourable
——

—
terms to selected persons then (i) the increase in share ownership is

e ————
very much smaller; and (ii) how do you justify 'giving away' part of the
—— 5

nation's heritage to a minority.
e e

Sale of BNOC shares

12. On this I have little to add to my letter to Mr Howell. As you can
see we in the CPRS consider that his proposals do not constitute a good
bargain for the nation and we have put forward an alternative approach for
progressive privatisation to yield better returns to the Exchequer. I

would hope that Mr Howell would encompass such alternative approaches

in his E paper.

Procedure

13, The Prime Minister will have her own views on how much encourage-
ment she will wish to give to Mr Howell on democratic shareholding and
'give-away' programmes involving BNOC shares. It is obviously difficult

to comment until Mr Howell says just what he has in mind,

3
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But before Mr Howell puts a paper to E he might be encouraged

(a) clarify his proposal on wider share ownership;

——
1 (b) try to clear his lines with the Chancellor, to whom he

copied his minute;

(e) consult the FCO (and perhaps the Law Officers) about the

EEC implications of his proposals. Will they make our security

of supply arrangements markedly more vulnerable to EEC attack?

(d) consult BNOC itself - so far Mr Howell has only had an informal
discussion with the new Chairman. Proper consultations are
essential if only to produce reasonably accurate figures for the

PS5BR effects of the various options;

(e) consult BP (and possibly Shell) on BNOC's world role.

L5, I am sending a copy of this minute to Sir Robert Armstrong.
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Foreign and Commonwealth Office

London 541

November 1979 {ez'w(

?ﬁﬁ__r ;z%¢¢i{,,
BF/ENOC NEGOTIATIONS

ad to see from your minute of 5 November to the Prime Minister
negotiations between BP and BNOC have made good progress,
the two companies have now agreed the principles of ne:
arrangements between them. I note also, however, that it
intended that BNOC will in certain circumstances have the right
to terminate part of its commitment to BP Trading in the interests of
national security of supply; that HIMG will to some extent be a party
to any such decision; and that you recognise that the arrangenent
invelves p 1al EEC risks. TFinally, I understand that the
Department of Energy official who was present at the negotiations

between the companies formally reserved the position of Ministers.

that we shall now be asked to give our formal blessing to

arrangements between the two companies and, in particular, to the
degree of governmental involvement which is envisaged. I think that
it would be sensible for us to consider at the seme time precisely
what EEC risks may be involved; vhat weipght we should accord to them,
end what steps we might take to minimise or avoid them. We also need
to consider our position in the IEA. Unless you feel that these
questions might best be looked at again by officials, I should welcome
it if you would prepare a paper which could form the basis of a
discussion at a forthcoming meeting of OD(E). I assume that the

The Rt Hon David Howell MF
Secretary of State for Energy
Department of Energy




to get on with

their detailed drafting as soon

should perhaps aim for an early meeting.
I am sending copies of this letter to our colleagues on OD(E),
to Sir Robert Armstrong and to the Private Secretary at Mo 10.

L}"z"‘ = e
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CABINET OFFICE
Central Policy Review Staff
70 Whitehail, London swia 2as Telephone 014233 7765
From: Sir Kenneth Berrill xca

Qa 04339 9 November 1979
COMMERCIAL - IN CONFIDENCE

:_‘)m"'f.:p Loty n"; AW
" UThe Privatisation of BNOC

The purpose of this letter is to raise with you one or two basic
issues on the privatisation of BNOC. As I understand it, present
thinking comprises -

(i) the division of BNOC's activities into two companies (a trading
company and an operating company);

T—

(ii) the new operating company to own all the upstream production
rights of BNOC in the North Sea; and

(iii) the sale to the public of some 75 per cent of the shares in this
operating company as soon as possible, probably all in the course
of the next financial year,

This is certainly one way of proceeding which Ministers will want to
consider but,as you will see from this letter, we in the GPRS have doubts
about this approach,

As we see it the decision on the amount of BNOC's assets which it
would be best to sell and the timing of any such sale should be largely
determined by the need to obtain the best results for the nation as a whole
over the next few years.

as possible

If the prime objective is to give as wide a section of the British
public an individual 'stake' in the North Sea, then the operation might
have to take on more the form of giving assets away rather than selling
them. I believe that the last sale of BP shares created a net addition
to the list of their British shareholders of 70, 000 names (plus 20, 000 in
the United States)., Even if the BNOG sale were twice this size it would
not lead to a very big increase in the number of UK citizens who hold
shares for the firet time. A really major impact would require some

The Rt Hon David Howell MP
Department of Energy
Thames House South

SWI1




COMMERCIAL - IN CONFIDENCE

version of the British Columbia scheme for giving rather than selling
shares to every household (every British Columbian citizen received a

gift of shares worth about £15), As there are some 40m. adult UK citizens
each of them might get a BNOC share certificate worth, say, £20.

Whether a BNOC share certificate for £20 under the mattress is a
more effective way of creating incentives than a reduction in the standard
rate of income tax by, say, lp., is obviously a political judgement of
some difficultyand importance. But assuming that the 'best bargain'
for the nation is in terms of selling the shares rather than giving away
share certificates, the main objective is to sell the shares at the best
price and with the minimum adverse effect on the PSBR in subsequent
years,

When Ministers in E Committee discussed the sale of BNOC North
Sea assets and the sale of BP stock, it was clear that they were unhappy
at selling public sector holdings which seemed to have such excellent
chance of capital appreciation and that they were delighted when forward
sales of North Sea oil greatly reduced this requirement. We in the
CPRS fully sympathise with this desire to minimise the sale of hydro-
carbon assets which are much more likely to appreciate in price over
the years immediately ahead than, say, British Airways or British
Aerospace. It is now barely 30 months since the last tranche of the
Government's BP stock was solT and over that time the price of the
shares has risen by some ?D'Eur cent (over £400m. ) while the F'T Indices
have fallen by some 10 per cent. This deapiﬂe very heavy knocks
which BP has taken inl Iran and Nigeria. I would expect the same sort
of thing to happen to the market value of hydrocarbon assets in the years
ahead, Indeed, BNOG shares which currently have no market track
record, could well out-perform BP, given BP's continued involvement
in 'dangerous' dfeas such as Ruwait while BNOC oil is all 'safe’ in the
North Sea. G

In sum then, the prospects for capital appreciation argue strongly
against maximising sales of North Sea oil assets in the next financial year.
But capital values apart, the likely income from the assets also seems to
point in the same direction.

The point here is that in the years immediately ahead BNOC is likely
to have a positive cash flow. In PSBR terms, therefore, it is, like
British Gas, an advantage, not a disadvantage, to have it counted as part
of the public rather than the private sector, When more than 5l per cent
of the BNOC operating company's shares are sold this advantage is lost
(we still await authoritative figures irom BNOC on how great that loss
would be). ‘
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There is a further PRT point which is of importance. The
Government will benelit from PRT payments regardless of the degree
of privatisation of BNOC. But we must accept that PRT is a far from
perfect method of obtaining for the Exchequer the very large windfall
profits made in the North Sea. The PRT receipts from a private
sector company are likely to be lower and the scale of any loss would
rise steeply with the rise in the price of oil. e

e e

In the CPRS view then there are strong arguments of capital
appreciation and income losses (PSBR and PRT) for going slowly on
the sale of BNOC assets in the years immediately ahea'ﬂ.—’j—

Against this background, we would also like to float the idea of
selling oif tranches of BNOC assets over the years to come on a rather
different basis. Sales decided upon for next year would consist of
stock in a '"BNOC First Assets Trust' which would own say, x% of its
Ninian holding; y% of Dunlin, and z% of Stratfjord. This would be a
private sector company: BNOC would not have a majority on the Board
but would have a contract to act as the operator of the company for at
least an initial period. Time should be given for these shares to be
fully established in the market, say two or three years. A BNOGC
Second Assets Trust could then be launched on the basis of the price
periormance of the First Trust.

As we see it, such an approach would be likely to give both a much
better capital return to the Exchequer over the years to come and allow
considerable flexibility in the size and composition (by fiel ds) of different
Trusts. It would also allow the positive cash flow of BNOC to help the
PSBR and stop PRT avoidance. It would, too, allow flexibility in BNOG's
operations for exploration purposes which may be in the national interest
but difficult to justify on entirely commercial criteria (e.g. to secure our
sovereignty for disputed parts of the UK/Continental Shelf and Antarctica),
Such operations and fields would not be included in assets to be sold until,
if and when, they do strike oil in commercial quantities.

I am sending a copy of this letter to the Chancellor of the Exchequer
and Sir Robert Armetrong. '
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the Board's help, and particularly their
in working out the proposals for the Corporation's

keeping in close touch with Utiger for this purpose.

-l

preparation of

Chancellor of the Excheque Jfficials of
S have joined in mine about the

but 1t 18 not an agreed paper, and as I have
aspects which I am considering b consulting

Should you feel that we are on the i nes on the

hip aspect then I would also value Cabinet Offic
o—operation in carrying through and presenting our
public in the most effective way.

9
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FUTURE STRUCTURE AND PRIVATE SECTOR PARTICIPATION

1% Colleagues agreed at E Committee on 11 September, that following
the decision not to proceed for the time being with BNOC asset
I would bring forward proposals for private sector parti-

BROC's upstream operations

the broad epprozch which I propose to adopt
ipation. It deals with questions of policy
concerning structural relationships between the Govermment, BI0C's

rading operation and its upstream operation. Once these are settled,

detailed privatisation plans can be prepared and a start made to

prepare legiglation for introduction later this session.

Structural rela

3. My main objectives in a stiructural re-organisation are:-

to ensure maximum security of national oil supplies

by the best method available;

to achieve

to ensure the continued development of a major British
0il company on the UK Continental Shelf, based on BROC's
upstream operations;

to reduce the public sector.




These objectives require separation of the two operations so that

the Government may retain 100% control of the trading side, while
relinquishing a part of its stake in the upstream side. The former

- BNOC (Trading)- will be the existing public corporation; the latter
-~ BROC (Operating) - almost certainly a Companies Act company, in
vhich any public sector stake would be held by the public corporation.
(FB. I give these names for sake of convenience. BKOC (Operating)
might more suitably be given guite a differe name e.g. British 0il
Exploration and Development Co. Ltd). he dividend from this

could materially assist the public corporation to maintain proper

finaneial wviability - despite the relatively high risk nature of its

trading operations.

Size of public sector stake in BHOC (Operating)

4. I believe there is clear advantzge — both in terms of our
political commitment to the nation and to ensure commercial and
operational efficiency - in BNOC (Operating) being a free-standing
commercial company unequivocally under private sector management and
control, Abnegation of public sector control will also bring substan-
tial benefits to the PSER in the year of disposal from the proceeds

of privatisation although as Annex 1 shows there would be some losses

to the PSER in later years.

A public stake of 51% or more would permit Government intervention
S—— ——
in the company's management and so wbuld be inconsistent with this

o —
approzch, and a deterrent to private sector investment. I do not
N A —————

believe a BP-type formula on the lines of the Bradbury/Bridges letters

would alter this position since it is the long history of non-interven-
. ——
tion rather than these letters in themselves which engenders investor




confidence in EP.

6. I therefore favour retention of a lesser stake, A minimum 25%
Fam®

stake would be needed to block changes in the Memorandum or Articles

of Amociation of the Company. This would enable us to ensure that

the company maintniIﬂJas a2 primary objective, exploitation of the UKCS,

and thus would remain as a major British Sence I therefore

recommend that at this age we retain a stake it will be open
at a late age LT we so decide.

Government powers over BHOC (Tradinz) and BNOC (Operatinsg)

7 The rationale for retaining BNOC (Trading) is to be able to

improve the UK's security of oil supplies, and the emphasis should be

concentrated on this. Accordingly I recommend that the initial

activities of BNOC (Trading) should be essentially those of an oil

trader, and holder of the public sector stake in BROC (Operating).

e
Any extension of these activities, upstream or downstream, should not

take place without my prior consent, and the powers of consent
currently aiforded by the Petroleum and Submarine Pipe-lines Act 1975
should be widened accordingly. (NB. Colleagues will also wish to
note at Annex 2 certain EEC considerations I have also taken into

account in this connection).

8. I also recommend that we should take powers to control BROC

(Trading)'s transactions in shares in the upstream subsidiary, both
'-l-u__-_

to ensure that without the consent of Government its holding does

not fall below 25% and that it does not repurchase shares but has

the powers to take up rights issues.

o These changes apart, I see no reason to change the Government's




®

relationship with BROC (Trading) from that prescribed in the 1975 Act,
except to sever the connection with the National Oil Account, to
abolish the statutory advisory duty and perhaps to remove the statutory
obligation to have two Civil Service Members. (I suggest that this
should be a discretionary rather than mandatory matter, according to

the merits of the case).

10,

except indirectly through the exercise by BROC (Trading) of

as shareholder. A Government veto, or the right to appoint

would be inconsistent with the commercial indepence I envisage.

the Government would appoint the initial Board (prior to privatisation)
and should ensure that any BNOC (Trading) appointees are subject to

L

Government approvzal.

Scope of BNOC (Ovperating)'s overations

1. I see no reason to impose any constraints on the scope of this
company's operations, apart from ensuring that its primary objective is
exploitation of the UKCS. There will of course need to be o0il options

in favour of BNOC (Trading)

to BNOC (Operating)'s oil

12, The purpose of retaining full control over BNOC (Trading) is to
maximise our ability to influence BNCC (Trading)'s disposal in the
national interest., This points to retention by BNOC (Trading) of the
maximum gquantities of oil, and thus to rights over 100% of BNOC

(Operating)'s UKCS oil. On the other hand a commercial role for BIOC

(Operating) and successful privatisation demand ability to retzin and
L]







except 0il options to BNOC (Trading).
Government should have no special powers over BHNOC
(Operating) but should have the power io approve

BROC (Trading)'s appointees.

Legislative Implications

cormection with it
the accou i will be retained
monies). I also intend to take the
opportunity of = legislati to make some tidying-up amendments to
the Petroleum and Submarine Pipe-lines Act 1975 which have been found

4=

to be necessary as a result of its operation in the last 4 years.
[Include reference to Gas Storage provisions if current uncertainties
are resolved in time]. A summary of the legislative provisions thus
envisaged is given in Amnex 3. I invite my colleagues to agree that

—— —

these should form the basis of instructions to Parliamentary Counsel.
o

TMmetable

16, I would hope to be in 2 position to introduce the legislation in
February : it is likely, however, that its passage will not be completed
until the end of ssion In the meantime work will be carried

forwerd to prepare detailed plans for privatisation, with a view to

proceeds being received in 1980/8l or as soon as possible thereafter.

Parliamentary Announcement

17. As soon as the route for privatisation has been settled I will

meke a statement to Parliament in terms agreed with my colleagues.
=1 '




ANNEX 1

£m outturn

81/2 82/3 83/4

inflow from
require-— 14

amount kept within
Tax (PRT) - amount kept within
public sector.

Privaetization,

BNOC (Operating) 515 PUBLICLY OVNED - COUHNTE

et financing. (Public sector has
no receipts from operations;
capital expendiiure not counted
towards PSBR)

Dividend - amount received by
public sector.

Tax (PRT) - amount received by
public sector,

Privatisation.

0T 552 167 321

BROC (Operating) 255 PUBLICLY OWNED - "PRIVATE SECTOR"
Net financing (as in 3 (a)). - - -

ividend - amount received by
Dividend amount received by
public sector.

Tax (PRT) - amount received by 35
public sector.

Privatisation. 750

TOTAL 794 374

HOTES. (i) In cases 2 and 3 it is assumed that capital expenditure is
financed from private sector borrowing and does not count againg the
P3BR.




Eii} table includes estimates of PRT payable during the period
on Ninian, Thistle, Dunlin, Kurchison, Statfjord and Beatrice}. It

i
does not assume any provision for deferred PRT.

(iii) Dividend is assumed to be 50% of post tax profit : (this is

excluded from line (a)).

(iv) Year-by-year breakdown based on the
gll the proceeds of privatisation are receive




EEC Imvnlications

Article 90 of the Treety of Rome confers on BIHOC, as an undertaki]
——
entrusted with the operation of services of general economic interest:,

an exemption from certain of the competition nrovisions of the Treaty.

On the other hand, Article 37 prevents the Govermment from using BNOC
——

(as a2 body over which it may exercise powers of control) as a means of

a 4

directly or indirectly influencing exports

States sha int th Vil any rate) a transfer to
——
of upstream operations mi

In any event, it has to be recognised that the activities of ENOC
(Trading), with a diminished role, would be mom easily scrutinised by
EEC authorities, so any arrangements whereby it undertook non-trading

o s —_
activities or maintained control over BNOC (Operating) might help to

e T - - a = i . = - -
mask the treding activities. The more restricted the scope of BROC

(Trading)'s activities the greater the risk of successful challenge
of a policy for disposal which appeared to contravene the Community's
requirements. On the other hand, EEC interest in BNOC (Trading) will
in any case centre on the trading activities. It is a matier of
Judgement what real protection we can expect to achieve by masking
the trading activities, and to what extent EEC considerations would
in fact inhibit us from pursuing as fully as we might wish 2n oil

disposal strategy directed towards ensuring our national security of

supply.

T T R T R T N T TR T TR R e
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ECU{OMIC VIEWPOINT

—

NOW THAT XNorth Sea _oil
really is coming ashore, ahead
of expeclations, what is the best
way of dealing with its
economic effects? My own
Instinct would be to sit back and
enjoy it io the spirit of: Let us
¢at, drink and be merry, for to-
morrow we shall all be dead.

The sire of the cil bonanza
is in any case not all that enor-
mous in relation to a large
econcmy such as Britain’s. The
official estimate of £16bn. per
arnum for its current balance of
payments effect in 1985 is
(krowingl¥) absurd, as it is in
keavily depreciated pounds (8
per cenl. inflation being sup-
pesed); and it is on the assump-
tion that, Falper-like, we put
all the gains Into hoarding
Feserves,

A belter official guide iz the
estimate of the North Sea
surplus as being worth 3 per
cent. of GNP in 1980 and 5 per
cent. in 1985. Rounding upwards
because of the good progress
made, this is eguivalent to
nearly an extra 1 per cent. on
the growth rate every vear from
1977 to 1980 inclusive and
nearly § per cent. a vear afier
that, petering out by 1883, This
flightly more than offsets the
original damage from the oil
price increase of 1973-T4.

The best way of deciding how
to spend this bonus would be
to leave It to individuals rather
than  make a ‘ceptralised
decision. This is a quite prac-
ticable proposition. The fiscal
Yield from royvalties, petroleum
revenue and corporation tax
from North Sea oil and gas has
been officially estimated at
£3.5bn. in 1880 at 1975 prices.
Up-dating -and rounding wup-
wards, this is not far shori of
£3bn. in current money.

Let the peop

‘Why pot allot every house-
old in the couniry a propor-
nate share in this sum? A
tional North Sea stock coul

issued for the purpose
Divided among 18m. households,
this would give cach holder an
Inifial claim to a return of about
E230-£300 per annum in 1930—
the exact amount would of
course vary with the fortunes of
the MNorth Sea. The certicates of
entitiement would be negotiable
in the marketl place; and judg
ing by the nearest equivalent
Investments, holdings might
well have a capital value of
aver £2.000 per lfamily
Such a North Sea stock would
do more to spread capital
ownership - than all Labour's
wealth tax ideas and more to
promote popular share owner-
ship than all the Conservalive
incentive plans. It ought, thus,
to appeal both to the intellizgent
Labour Left and the radical
Tory Right. Chancellors and
would-be Chancell irs will not
like it because [t will redaoce
their =zcope for so-called tax
reliefs; but that is a point in
favour of the new security.

* * *

THIS IS really all we need by
way of a policy; as families and
Individuals would then decide
whether to consume now or
accumulate invesiments o cover
the period when North Sea oil
runs dry or the price cartel col
lapses. But not everyone will
share this view. Let us there-
fore, purely f[or the sake of
argumeni, make the conven-
tional assumplion that the
Government really does have 2
longer” and more appropriate
time horizon than the indi.
vidual, despite the evidence of
the electoral evele. 1f it wants
1o ensure that some or all of
the oil revenues are devoled 1o
investment rather than con-

sumplion, what should it do?
One answer is that the UK
should maintain a current sur-
plus.  Such .a surplus rightiy
counis -as investment in the
national income accounts, as it
Is balanced either by an accumu-
lation of reserves, or by over-
seas investment or by a reduc-
tion of overseas indebtedpess
But it is counterproductive lo
seek to achisve this by tryiog

E.

le have

- .uo..r......_
liberalised to wocourage privaty servicing official debt.
investment; or inward exchangs Bul this is by no means the
conlrols can be introduced & end of the matter. The authari-
-.?“.E..... capital fAows jnto the es have 10 raise sterling tn
LK. ; sl finance official purchases af
Total public sectar oversess dollars—whether to hold in the
debt amounls (o aboul SEIBE reserves; permanently or for
Some £i9bn. of thus is due for eventual use in debt repayment,
repayment in the decade & The operation is just like an
1966 acenrding 1o the timelabls Increase in the public sector
shown ia the fable. Bub | borrowing = requirement  and
would be quite wrong fo WV should perhaps be classified az

the

m...a_._ il exchaoge control and

Ututional barriers do

lizh differentials above or

below the goinz world rate,

Lheze differentials themselves

tend 1o remain wi a limited
ranze.

There Is only one way by
which one can ensure that
official purchasing of dollars for
the reserves or repayment of
debt does lead to an improve-

SCHEDULED REPAYMENT OF FOREIG
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to establish a target exchange
rate for sterling which may
simply aggravate inflation

Instead, there should be an
overseas fAnancial targel. The
capital account would have
been in rough balance in most
recent years, without
balance move
support opera
larget mizht be the zcc
tion of overseas atsels or 4
reduction of over=eas debl of,
say, L£2bn, per anoum

There are four ways In which
official intervention can be used
to improve the overzeas capital
position Foara ange
reserves can be accumulated;
oversees debt can be repaid,
exchange control ean he

p—

Lbaltasde

this iterally, =8 guch, It therefore carries the
nearly ail of it, spart from I same pisk of boosting --the
LMF eredit, consisis of mediue domestlc money supply.

term  Eurcdollar loans whiel * The conventions! way of
couid eaciy be reinanced ® gygiding t!i's danger is to raize
_._“_._n as the UK, maintaing long term finance from the zili-
Ma“‘ .....Hd._..w._i—- hlﬂ.ﬂ market. A parochial
_.EH.. iy ’I!ﬂg_ﬂ would say that the
h___._ﬂ..... v g Is an increase
o - ™ in the E...." interest rate, Bul
cent. or sigat .5 | pe tﬂnﬂ-.muww“ __:.wu_,._.wwﬂn.“_.ﬂ_ﬂ %.
cenl. relurn on .r.m LR real ntercst rates—calculated
Bills or the squivalent W after allowing for foreign ex-
n—-_-ﬂ.-i.-_.:_ﬁ_mu.__aﬂn:iu.?.u

the reserves tend 1o BEC
Liberalizing private ovefsess iy COUBtTY can raise interest rates

vestment would be prafassli
to either debt :..u#l.,ﬁ being swamped by

< an nflow of funds or go too far
Below this without suffering a
eapital outfow of crisis

reserve accumulation
Iikely dollar rate of reigfs Al

overseas tax excecds thihsssl o é, 1o

e

meat in overseas investment,
This is to offset the accompany-
inz domestic loan operations by
a reduction in the public sector
borrawing requirement. Such a
combination goes against the
governmental grain. For when
the currency Is so strong that
Ministers are happy 0. repay
debt or pile up reserves, they
are also inclined to celebrate
by culting taxes or |ncreasing
spending., and are in po maond
for extra fiscal austerity. But
this anly goes to show how un-
likely it is that democratic Gov-
ernments  will put  aside
more for the [future thano
individuals making their
own provisions. I am  try-
ing to show what they would do

oil ¢

S,

if ther were serious about bro-
viding for the 19903 when the
oil may have run dry or the
OPEC carte! may have dizinte-
grated, . i

The ancwer to the question
“How can the Government sel
aslde some or all of the oil sur
plus | for ure Invesiment
rather than consume il now?™
i3 thms by liberating outward
exchange contr

officifl dollar purchases in the
markét backed by a reduction
in the public sector borrowing
requitfement, or some mixture
of al] these.

The controversial part of
answir is the concentration on
overstas jnvestment, real or
finandal. T{ we were dealing
with the whole world or a large
Contigental economy fuch as the
U.5., %e could sar that a redoe
tion lin the Budger dehcit
redudts real interest rates and
stimulates domestic investment;
and Bere would he no nesd to
accumaiate overseas assels
But this iz ot the case for a
moderat=sized trading nation
which has to {and ls wisze 1)
mccepl interest rales sel inter
natiopally,

Of rourse the Government
can B-pazs the Snancial mar-
kets mnd subsidive manofaciur-
ing iavestment directly. - This is
exaclly what It has been doing
for ofr 30 years and with dis
mal s Experience under
difersnt conditions and differ
ent govermments sugZesis (aad
busingsmen’s suppossd reluct
ance’ o invest has been
justified by available rates of
returm and thal there is no un-
tapped source ol warthwhile
investment prospects wailing
for gmernments o stimulate.

An gnfosced increase ln dom-
estic Bvestment thus leads to
rapidly dizinishing returns. On

the other hand, the largest of
changes in Brilish savings is
very small in relation to werld
capital formation; aod it Is
therefore possible to increase
overseas as distinct from home
investment without _ reducing
appreciably the rate of return
from il *

Many people have their ni_._..
favourite nostrums for ralsing
the rate of return on capital
invested in the UK, So far none
has worked. But if one were
discovered, not only would home
investors- jump® 19 take advan-
tage, so would overseas inves
tors. Thus the extra resources
watild be automatically found tg
finance it, and the target accum-
ulation of.net overseas assels
could be adjusted downwards
to allow for the gverseas in-
vestment inflow,

If the argument here seems
putzling or novel, it neverthe
less rests on a very simple
reflection. This is that the num-
ber of things-which the Gow.
ernment can contral by fiscal
and - -manglary. policy and
exchange rote infervention is
very few indeed, Not mersly can
i1 not determine ynemployment
or outpot; It cannot even deter-
mine_ithe real rate of |nterest
or kave much effect on domestic
fnvestment. - OM#al finaocial
policy can_affect mainly the
exchange rale and, therelare,
the and the
accumo run down of
nveryeas asiels Allemply n
have a more 1
under the onves
contral ar dires
sidiey are nf lin
doubtlul wisdor

. we want o devote North
Lea oil Zaina (o invesiment it
is rational to regard the world
A3 our oyster and nnt just con-
line ourselves o our own back
Zarden

Wl exchange
dustrial gub-
:d effect and




[ BERRILL

Mr Dovmey

Mr Hartley

At Mr Liverman's meeting on
the Department had considered the

selling 75%. The Secretar;

Depending on what the Govemnment
either too high or too low & figure.
What is HHG trying to achiave? I & ng is that the general casa

for privatisation is:

a) a political commitment to reduce the public sect nd introduce wide:
Cnwane
=it ovmerhseip either by selling chunks of the public sector

the private sector or by introducing (7 the maxirum) private sector

participation in existing naticnalized industries/firms.

funds are needed to reduce the PSBR;

the introduction of private canital into nationalized industries/firms

will make them more commercial and more competitive.




5« How do these criteria apply

There are clearly some
sector which cannot be
or R.'{. There are cthers which

Preight Corporation. From a

The sale of ENOC's shares will undoubtedly help reduce the

help finance the PSBR). INr P Shelbourne

be worth some £750m, ie BNOC is by far the source of

funds apart from the remainder of the Government's and the Bank'se holding

L no price has yet been set. Both

of BP (£2500m) or perhaps BGC, on wi

under this criteriow(and under (2)) there is a case for selling 1005

of BNOC, not only 75%.

The NWorth Sea and the British domesiic oil market are both highly

competitive environments. ENOC is already a highly competitive and

commercial organisation. Indeed the basis BP's current complaints

and too aggressive, ie it does not sel

Il

oil on non-commercial iterms Mn the national interest". My own view

that BNOC would become 1it competitive/commercial if it is

than if it remains just as

I the Government wants to sell its o a case for argm’

it should sell the remainder of its 3P 3 & well-establ

company &nd its shares have a n casily uHE market price. DHOC has

prospects, but few past achieovements. 15 e easily ascertainable marke

1 thus & much more especulative investment than BP. A lower initial share

« 418




"

is likely to reflect this facts In 3 or 4 years time it will be a much more
attractive investment than it is today and will command a correspondingly hign
price. As the market wakes up to the fact that BP is now a crude deficit company
ite shares are likely to perform less well on th aricet Maximisation of return
to HifG points to selling BF first and then HNOC. The Burmah case and the

Government's statement in the context of the current sale of BP shares might,

however, restrict its ability to sell further BP shares in the next 12 or 24 months.

7. Are there any special reasons why oil assets as opposed to other amets should
not be sold off? A case for exceptional treatment migh 1 the following

propositions:

(a) of all the assets in the Government's porifolio the oil and gas assets
are probably the best long term investments. For a variety of reasons

. - s 5 = Lt - B 5 "
{on which I could expand if necessary) ENOC shares have more growth prospects

over the next 5-10 years than BP

whereas immediate sales of BNOC (or BP) shares/assets benefit

in the short term it has quite the reverse effect in the medium to

long term, when the present Administration expects still to be in power.
1t was this fact that strongly influenced Ministers to go for forward oil
f

TERE A
i L

gales rather than sale o

given that all taxes (including PRT') are leaky, BNOC and BGC provide a

better vehicle for HNC obtaining the economic rent from the Horth Sea than
through relying on PRT/Corporation Taxfﬂoya1ty alone.

from the Government point of view it is cheaper in the long run to finance
the PSBR by selling depreciating gilt fixed intérest rates rather than
appreciating oil assets. In any casc it is better to sell low-growth

stocks, eg British Aerospace, before high growth asseis.




In sam, on m:n::nrr.icffi:aa:‘.c_’_al grounds it is doubtful whether
gelling oil assets as opposed to other assets
it is wise there is & strong financial argument selling BP shares

before BNOC shares, although there is probably a case for selling a mmall

3o T -~
proportion of BNOC shares, say 207, to

Chit Fomn B whIuwvsie st Lonmbuwl,

9« The national interest and the commercial interest of oil companies is likely

-~

to be different in respect of a number of facets of the development of UKCS oil.

For examples:

f : . . . " .- . i o P 1
() sent Government attaches a high pricrity to achieving eecurity

emergency. The oil

companies would prefer to a ¥ & policy of equality of misery to the

the UK, regardless of the xt that it is a major producer.

the Government uses a social time preference rate of 5ﬁ, whereas

i =
companies use a 15% discount rate.

10« The privatisation of BNOC along the lines proposed will not adversely e

to any significant degree the security of supply obj

jectivea. e case for

retaining a National 0il Company rather res n the consequences of HNG
“DuCeuer

erence|rates. For example:

-~
&

0il companies having different social time pre

¥ : . . & e ' s " : "
(a) On the basis of a 5% discount rate there strong ocase for using all

the depletion control mechaniesmo i la %o HHG to reduce the rate of

production. MNinisters are consequently being recommended to adopt a

robust depletion control policy. A 15% discount rate points to precisels




[, e e
AR LSRN

(b) there are a number of margina ields which oil companiees would net consgider

it economic to develop using J T '.C}:J- discount rates, but which

f o i
would be economic at a 5% rate.

{c) more oil could arguably have been obtained from Poriies had BP installed

a fourth production platform. Such a decision would have been justified

using a 5% discount rate, but not using & 157 rate.

11« The Government might wish to ask a National 0il Company to undertake a number

of t:'.r-‘-cg'.u]:-ich it could only ask a fully commercial company to undertake for a fee:

(a) to drill exploration wells in disputed areas, eg Rockall, or Antarctica,
to as to enhance our chances of having our sovereignty over such areas
accepted internationally and/or by a Court.

to develop so-called marginal fields, ie fields give a positive NFV at
57=107% discount rates.

to develop techniques for exploration

DEn tried to persuade private oil companie

well in deep water in the Rockall Troughll They refused, BHOC agreed
undertake this task. Seven private sector companies then agreed to tak
part in the project.

to act as an agent for the Government depletion's policy, ie to be prepared
to accept depletion control measures which a private company would resist

strenuously even if the Government had full powers to impose such a control.

(e) to develop new equipment in Britain Pather than oversceas.

Admittedly HNMG ocould pay commercial oil companies to undertake all these tasks.
But the fes would probably be very substantial in some casen, eg development of

warginal fields. In other cases a company might not be willing to undertake the




tack even for a substantial fee, eg BP,

Ireland, would probably be very reluctant

strengthening our claim to sovereigniy

were having to pay a company tc undertake such work {as opposed %o them paying
HMG for the privilege) might well undermine the impact of such activity in

international law.

13, It is aleo for consideration whether a set-up along the lines envisaged would
not be too transparent (a} to prevent the FEC undermining the Government's
security of supply policy and (b) to hamper BNOC (Trading)'s ability to undertake
Government—to—Government deals in the MNiddle East, if such a trend becomes wide—

Bpread.

Retaining only 25% of ENOC (operations) would prevent the Governmeni from
pursaing via BNOC any of the policies outlined in paragraph }|above except on a
fee-paying basis, Similarly it could only as=k BP to undertake such activities
on & fee-paying basis. If Minieters are willing to decide now th neither nok/

nor at some later stage during the present Administration do they wish BENOC to

undertake such activities and that they are willing to run whatever EEC risks flow

from u-.:::ﬁ duc‘lnicnh t'.-w%i other policy objectives would best be secured by selling

" e

100% of BNOC Operations, but probably only &ier all HMG's shareholding in BP has

been disposed of, if the Exchequer is to get the best price For the assets,

15, Earlier this year Ministers decided not to sell a greater proportion of

HMG's holding of BP ghares or to sell HNOC asesets. UWhy?

i
15a. As far as BP shares are concerned the specific reason% seemgto have been
that & 57 sale would still leave HMG with 2 25% holding in the unlikely event of

its losing its case case against Burmah, which would entitle it to retain 2 Directors




on the Board and to veto decisions by the Board — even though this wveio has newver
been exercised and it is difficult o envisage circumstances in which it would
be used.

)

15b. In the case of ENOC & major consideration would seem 3o be Ministers doubts
whether the assets could be sold by 5 April 1980, thus calling into guestion the

£1000m sales target. A further consideration was that while a sale of assets

would contribute to the reduction of the FSBER in the short term, it would exacerdate
the problems of the F5BR over the greater part of the next Decade, which is the horizon
adopted for the Government's current strategy. The Govermment would in effect be

LY
consuming its own seak—COTT .

ras

15c. In addition there would seem to be two furiher considerations which

influenced Ministeras:

(a) the Government would be open %o ¢ i+icism for selling long term growth

assets for low prices;

and (b) the Government would be accused of ¢;¢;;p;1u$ur national security of
supply at a particularly tense period in international Eh&ﬂﬂj discuesions.
\
The fact that at least the latter accusation is not well=founded does not

necessarily undermine its political impact.

If BNOC shares are sold Ministers attach importance

(a) their going to small investors;

{v) their goin4 to British investors.
While both objectives can be achieved initially, it is diffioult to achieve either
on & permanent basis. One can issue ghares to applicants for small amounts, but
the usual pattern (c.f. the recent British Columbia Resources igsue) is for the
gmall investor to sell out rapidly to the large institution. In any case is it
right for HWG to sell shares to the small invesior in what is rather a speculative

investment — and one that is under threat of subsequent confiscation? Ae far as




foreigners are concerned there is no way th hey can be stopped buying shares
unless we introduce similar restrictions f h applied to someé resource
companies in Canada and Australia. Such restrictions in any case would not apply

to EEC countries.

Conclusions
et et et

17. The Government are committed to introduce an element of private sector

sapital into BNOC. On the incomplete evidence currently available ennnnmicffinanniaT
considerations point to the sale of only a limited number of shares in BNOC
Operations in the near future, say 15/20% of its capital. Indeed there could be

=y policy case for

a gtrong economic and financial case as well a&s an energ)
]

restricting the privatisation of BNOC to this level sine die.

-

If, however,

~

. —r Bk
iurvner

Ministers decide that they wish to privatize HNOC

P

GIAT
506f there is a strong case for selling 100% of shares in its Operating subsidiary
KT

or an amount approaching/figure, but preferably only after HNG has disposed of

its total holding of BP shares, if this is practicable.
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- oda
Annotated

- wnolly owned by Govi. -

- s z parvicipation oil and equity oil
W*\J."k'{lf“l :Lh\"ﬂ‘r Y Ty AR A
‘ 1 BNOC (Operating) = no other

- . L + - - - -
N ghaus ), ENO! perating) = with all BNOC's upstream

ivate sector participation but

some public sector stake retained.

Structural relationships ; BNOC (Trading) holds public sector
pr

stake in BNOC (Usew=eem) and undertakes ivavisation,

QUMW W,

Scope of operations of two companies. and Govi. nowers

s - k! - ~ 5
BNOC (Trading) im of Government,

than at presen keep full range of ol
(in PSPA), but control extension outsid
trading by consents. Fi :ial convrols

T w & Hu s g oy mem e g g S, g +
but must mMaliltalll Coluroa Vel Casi

N ! i P Ty [RPP D, RO [t A SR, T SRR S SCS
BNOC \Cﬂﬁ'r'lvlﬂ”.' \.'.‘.‘.“.,.‘._‘_..._A Wil L& vl OnsNl]D WLiGI GU"\I"L--

(important to ssure private shareholders and
helps PSER). itial . appoint: : ided by Govi. But
no continuing Govt intees, or wveto
rights; Govt. migl u ight + NOC (Trading)
appointees; the number ) rading) appointees should
be specified in Arti ; iati No constraints

on ite operations apa ri from oi i to BNOC (Trading)

0il options - Security of supply objectives suggest

BNOC (Zrading) should secure opiions over 100% of BNOC
(Upstream)'s UKCS oil : commercial role for BNOC (Upstream)
suggests it should retain and trade in some UKCS crude.

"oy
(]

Financial / Manpower implications BNOC (Trading) - small staff

responsible for trading oversight of BNOC (Operating)
share stake; profits jra ing small, jobbers turn on
large throughput; dividend i me from BNOC (Operatines).
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(a) Spread of ow
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|:D_J Underline commercial

between Govi. and uopst

(c) Assist PSEBR.

\eoo .
TV RVCH Will \T g
Privatisation schemes Y g

Simple scheme = dispos e of beiween 51% and 75% of shares in

BEROC <o public - individuals,

0il companies.

Consider (a)

Vhat measures
viduals not exchange
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(b

What impact various

overall proceeds of

How involvement

minimised?
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10 DOWNING STREESSD

From the Private Secretary 7 November 1979

Dore B,

BP /BNOC Negotiations

The Prime Minister has read your Secretary
of State's minute of 5 November on the above
subject. She has noted that BP and BNOC have
now agreed the principles of new oil trading
arrangements for the years 1980-82.

I am sending copies of this letter to
Private Secretaries 10 members of OD(E) and
to Martin Vile (Cabinet Office).

o
el

e Nl o ]

-

W.J. Burroughs, Esq.,
Department of Energy.
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MINISTER

BP/BNOC 1

You will be glad to know that BF and BNOC have now

erL='; es of new o0il trading arrangements in 195(

involve substantial new sSUpply COMMLTMENtS rrom

leading to breakeven in 1982 in the net supply

its part, BP will dedicate jt” "*S; production to

the rxf@rt necessary Ln 1nfu te its UK refineries I
shortfall in international supplies -'-lr.uj has further Jnunr't iken
to commit any remaining }J|JHEE of its UKCS production to
other UK requirements in the event of UK supply shortfall.
BNOC has met BP's wish to confine its trading relationships
with BP to BF 0il, the UK refining company, and BP Trading,
the international supply company. BP has agreed to make

an advance payment of £300 million to BNOC’in the current
year - a substantial contribution to tThe target of £400
illion which we have agreed ENOC .hculm raise by these

A
Much work remains to convert these principles into

binding contracts, but we can be well satisfied with the
achievement of this agreement in principle (which the BF
Board has w endorsed). It will provide a basis for a
much better relationship between the two organisations.

My Department has been associated with the negotiations
eand HMG is necessarily a party to some parts of the
arrangements. We are involved in a2 forward commitment of
royalty oil to BF and, at BP's request, will be consulted in
th#F=evernrt tn=t BROUC needs to exercise its right to terminate
part of its commifment to BF Trading in the interests ol
national security of supply. The contractual form of this
last arrangement will need to be drawn with care to minimise
the potential EEC risks and this has been very much in the
minds of the negotiators on both sides. Indeed, BP had to
gatisfy themselves that the total package works sufficiently
to the advantage of the Group as a whole to justify the new
elements of UK security of supply which it contains. For
my part, I am satisfied that a good job has been done in
reconciling the Uhjentivc‘ of ;if‘tultiillj improving the
4u4¢j“ position of BF, raising cash by forward sales and

afeguardifiy natl orITl security of 'uD”lj- N
s e

I am sending copies of this minute to our colleagues on
OD(E) and to Sir Robert Armstrong.

SECRETARY OF STATE FOR ENRERGY
{ November 1979







Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The
National Archives.

Honse of (onmgu Hansa.,
I(_Ochber (9)9, Colomasr 522 - 52
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211 6402
M Alexander Esi

No 10 Downing Street _
TONDON SW1 4o October 1979

.;j:"c‘l. M ko ol

BNOC FORWARD OIL SALES

My Secretary of State thinks the Prime Minister may like to know
before she sees Chancellor Schmidt tomorrow that as part of
their programme of forward sales of oil to reduce the PSBR in
1979/80 BNOC last night reached agreement with VEBA - a company
in which the Geyman Government is the largest single gharehalder
- under which VEBA will make a pre-payment of A70m in return for
a nine-month extension (from its present termination date of

30 June 1980) of their current oil supply of 15,000 barrels a
day. There is no commitment thereafter, but BNOC expect to remsin
supplier to VEBA at about the same level. The price of the oil
will be the fterm—price ruling on the date of delivery. This is
likely to exhaust the advance payment before end September 1980,
after which VEBA will resume payments in arrears as previously.

3 will be BNOC's only export prepayment deal and represents

r 10% of the quantities which will be covered by these deals
nerally. It covers oil which would in any event have been likely

0 to VEBA. 3So UK security of supply is not prejudiced.

I am sending copies of this letter to Tony Battishill in the

m —_—

CONFIDENRTIAL

Ireasury, Paul Lever in the FCO and Martin Vile in the Cabinet Office.
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From the Private Secretary 30 October, 1979

This is to confirm that the Prime
Minister this evening agreed that the
sale price of the BP shares, which is
to be announced tomorrow, should be 363p.

T 7 2 LANKESTER

A.M.%W. Battishill, Esq.,
HM Treasury.

ey gy
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SECRETARY OF STATE FOR ENERGYW T4l apnirah
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MILLBANEKE LONDON SWIP J40J

01 211 6402

T P Lankester Esg
Private Secretary
10 Downming Street

LONDON SW1

g )

Thank you for your letter of 24 tober conveying the Prime
Minister's concern about BP's o¥l supply position. The

Secretary of State is watching this situation very closely.

There is a clear interest for HMG to see that EP's interests

are protected, so far as UK security of supply and the financial
obligations put on BNOC are not prejudiced. But beyond a certain
point there can be no further reconciliation of these objectives
and a choice has to be made. My Secretary of State is clear

that at that point UK security of supply must be given primacy.

The Prime Minister may like to know that a negotiating meeting
was held on 22 October at which the Head of our 0il Division
was present.” The mood following this meeting was much improved
and both sides agreed progress had been made. The next meeting
is on 31 October. We shall again be represented and I will
advise you 1T difficulties arise.

The Prime Minister suggested that in order to balance their books

BP might sell spot some of the o0oil they buy from BNOC. The Tokyo

Summit communigue contained a commitment to discourage spot

market transactions but, even leaving that aside, BP's shortage

of oil means they would have to buy other volumes to replace those
sold and these could only be obtained in turn on the spot market.

HP would thus be no better off volumetrically or financially.

I am sending copies of this letter to Paul Lever (Foreign and
Commonwealth Office), Tony Battishill (HM Treasury) and Martin
Vile (Cabinet Office).

.ﬂjb;h"’ :ai)jafig’,t“ff? jr;ﬁ_' ’c:;q;; En ¢1’ <

e 11 a*’ﬂ"
W J Burroughs

Private Secretary ° a8 ,{,

rg
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BP SHARE SALE

As you know, the BP share sale will be announced on
ﬁ*d“rudd?, 31st October ("impact day"). The sale price
ought to be agreed ty ? 30 p.m. tomorrow evening so that
the documents can be printed overnight.

The Bank are meeting the underwriters tomorrow afternoon
and will report the outcome of their discussions to the
Financial Secretary and the Chancellor probably some time
between 5.30 and 6.00 p.m. Tony Battishill will let you
know very quickly after that directly Treasury Ministers
have formed a view on the proposed price.

The price will obviously depend very much on the BP
gshare price a clove of business tomorrow. In 1977 the
sale price was some per cent below the market price and
all the indications [?ﬁ that barring upsets in the markets,
the discount this time will certainly be no higher.

LCE

(M.A. HALL)
Private Secretary

T.P. Lankester, Esqg.,
Private Secretary,
10, Donwing Street
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BP/BNOC Relationships ﬂ-

Qa 04319

15 I have just read your minute of 24 October to Burroughs in the ]L\.

Department of Energy on BP/BNOC oil tradi-ng. The Prime Minister
might like to be aware that we in the CPRS have been keeping fairly

close to these negotiations through our contacts at BP and BNOC,

2. I dictated yesterday the attached note of a talk I had had at BP.
This was not dictated for the Prime Minister and it is probably not

appropriate for it to be put to her (it presents the world through BP's
eyes without any of the offsetting facts and arguments), but it may help

to keep you in the picture.

3. In view of the Prime Minister's concern, we will continue to

monitor this issue and keep you informed.

4. I am sending a copy of this minute and attachment to Sir Robert

Armstrong.

26 October 1979

Att

COMMERCIAL - IN CONFIDENCE
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Qa 04318

NOTE FOR THE RECORD

BF/BNOC Relationships

I I had, today, lunch at BP with Mr Robert Belgrave and Mr Peter
Gillam, Our conversation was mainly a continuance of previous
discussions on the relations between BP and BNOC. They handed me
the attached note of BP's latest proposal to BNOC on their trading
relationships for the years immediately ahead. In this there are five

separable elements:

(a) selling oil forward - this seems the easiest. BP are
prepared toprovide £150m. and this is probably more than BNOC
need(for this year at least), given the likely amounts from other

North Sea companies.

(b) the volume of oil which BP will get from BNOC. BNOC
claim that it has firm commitments in 1980 and 1981 which limit

the extent to which it can help BP, This means that BNOC will

still need from BP 4im.tonnes in 1980; 2 m. tonnes in 198l;

nil in 1982, BP hope to squeeze a little more out of BNOC in
next week's negotiations but they admit that there is probably not
much more to give. They claim that there could have been more
if BNOC had not been committed themselves all through the
summer after Steel had put BP's problems to Kearton and Kearton

had said he would help.

(c) the EEC element. BP understand completely the Government's

desire to use oil for EEC countries as a bargaining counter. If

the Government wants they are willing to dedicate oil to the EEC

1
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straightaway (the German market is the probable destination
of most if it anyway). But once this dedication is made
openly it would be difficult for HMG to withdraw it in times of
crisis. BP suggest that it would be wiser from HMG's point
of view for BP to guarantee that the EEC would receive any
amount not required in the UK at any time that the Secretary

of State should want such dedication made public.

The last two elements are -
(d) the volume of dedicated oil; and

(e) the extent to which BNOC becomes intertwined in BP's

operations.

From the point of view of BP these two are interlocking in the
sense that they naturally wish to minimise BNOC's intertwining
with BP (they do not want a large volume of oil being passed
first to BNOC and then back to BP again), To avoid this they
are willing to go to the very limit in dedicating the whole of their
North Sea production to HMG - thus putting themselves on the
same footing as Shell, Exxon, etc. They believe that the
Department of Energy would find such 100 per cent dedication
attractive and hope that in return HMG would try to persuade

BNOC not to insist on a system of maximum intertwining.

BNOC's new corporate structure

3. The next part of the discussion was concerned with the possible
shape of the new corporate set-up for BNOC. The most important

point which emerged was that they hoped strongly that the trading and

production sections of BNOC would be completely distinet and not be

under a common Chairman and common umbrella Board,

2
COMMERCIAL - IN CONFIDENCE
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4, They argued that there were virtually no economies of scale

from having such links between the two halves (they discounted the

argument that the production section could help the trading section

with specification details about the oil to be traded).  The reasons

for their worries are two -

first, they were worried lest the Chairman of the umbrella
Board might have Kearton-type ambitions and wish to inflate

BNOC into a world power in oil operations;

second, they were worried lest this world operation of BNOC
on the production side might bring them into competition with
BP on an unfair basis, By that they meant that if there were
two British companies competing for contracts in, say, the
Indian Ocean, BNOC might be the 'chosen instrument' of the

British Government and of the British post in Delhi.

BP's relations with HMG

bs Finally, we discussed BP's difficulties in having its point of view
effectively understood in Whitehall, They asked me why parts of

Whitehall seemed so suspicious of BP.

b. I said that it was because (until recently) BP had (a) wanted
nothing more than to be left completely alone, and (b) sometimes gave
little evidence of being a 'British company' as distinct from being a
multinational. This certainly happened in 1973 and the argument
that as a multinational they were committed to 'equal misery' for all

their customers was commonly put forward before this summer.

i In BP's new position they could no longer afford to strive for such

an arms length multinational relationship and if they were to realise this

and to convince Whitehall that they both needed a new relationship with

HMG and were prepared to be a much more 'British' company in consequence
I thought the situation would soon improve,

K

Kenneth Berrill
25 October 1979
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1. Ve prupgse that DP should enter itfto arrangements by which
of BP's NHorth Sean production is dedicated to the UK in the
that it will be available to ihe UK in a supply erisis end
the IEA sharing system is trigrered and in operetion,

Ladication using 1980 es Example million tons

(a) BP's total North Sea production 27
Royalty sold buck by HHG te BP 0il 3
EP sell to BP Cil the 49% cauity crude ! 12
BP 0il buy from BHOC part of BP participation
oil

BP 0i1 1007 covered and ring fenced

Balance of BP participation pil sold by BNOC *
to BP Trading on contracts thnt allow the oil
to be pulled back to the UK in a crisis

HHG would only claim crude in a crisis if BHNOC vere treated
eoually., If crude is so pulled back BP would require the UK
downstream margin from the refiner who received crude teken
from BP. The conditions applying Lo this 1005 ring fence would
be thnt BP will be uble to exchange UKCS for foreign crudes
provided UK received satisfactory volume cover.

2. The Foreign Crude sold to BNOC under Leg 3 to be sold back 1005
to IP Trading. However BP will assist BNOC with foreign crude
vnder exchange.

3. We are prepared to provide £150m as front end payment for crude,

- hnﬁ&im

& T \

¢ i /
- ]-’l-'_ﬂrLW"'_"\. 't
22nd October, 1979




CCNFHID

o

10 DOWNING STREET ~

From the Private Secretary 24 October 1979

The Prime Minister has read your letter of 19 October about
BP /BNOC o0il trading.

Although the Prime Minister understands that negotiations
between BP and BNOC are continuing, she is very concerned about
the difficulties which BP are finding themselves in. While she
appreciates that any further accommodation by BNOC may put at risk
the plan to sell oil forward, she is nonetheless most concerned
that BP's obligations under its participation agreement may
effectively be forcing it into the spot market. The Prime Minister
wonders whether, in order to balance their books, BP might
themselves be able to sell on the spot market some of the oil which
they are getting from BNOC. In any case, the Prime Minister
believes that the whole arrangement between BENOC and BP needs to
be looked at again urgently, and modified further if possible.

I am sending copnies of this letter to Paul Lever (Foreign

and Commonwealth Office), Tony Battishill (HM Treasury) and
Martin Vile (Cabinet Office).

T. P. LANKESTER

W.J. Burroughs, Esaq.,
Department of Energy.




PRIME MINISTER

BP /BNOC OIL TRADING

You asked about the terms of BP's participation agreement.

Under most participation agreements, oil companies operating
in the North Sea have to sell 51% of their North Sea crude to
EEEEL An exception was made forp&fi BP do qﬂi_ﬁupply 51% of
their North Sea o0il. Instead, they use part of their North Sea oil
for supplying their affiliates abroad, and they make up the
difference by selling HiEHEE‘EHE?—E?ude to BNOC. At the time when

this was negotiated, it was to the advantage of both parties:

BP were glad to have some extra high quality crude for their overseas
affiliates, and BNOC were interested in having some lower grade
crude to balance their overall supply position as well. BP's
commitment to sell Middle East crude to BNOC is now causing them
difficulties because of lack of supply, and because they otherwise
have to buy in the spot market (spot prices of over 50 dollars

have been reported ;;E;Ltly], But Mr. Howell thinks that BNOC can
not go any further in accommodating BP: if*ha?were to do so this
would endanger the plan to raise £400 #®® million by forward sales,

and it would also - in his view - gndangrr our security of supply.

"

23 Qctober 1979
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10 DOWNING STREET

From the Private Secrelary 22 October 1979

BNOC: Interest in the Bea

trice Field

The Prime Minister has read your Secretary
of State's recent minute about BNOC's purchase
of a further 5 per cent interest in the Beatrice
field.

The Prime Minister understands that BsOC
have already been given the go ahead to make
this purchase. However, you should be aware
that she is. far from happy about it: she regards
the purchase as a clear contradiction of the
Government's decision that BNOC shouid be
slimmed down, and she is also concerned about
the public expenditure implications.

I am sending a copy of this letter to
Tony Battishill and Alistair Pirie (HM Treasury).

T. P. LANKESTER

W.J. Burroughs, Esq.,
Department of Energy.
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CONFIDERTIAL

Tim Lankester Esg
Private Secretary to the
FPrime Miniaster

10 Downing Street

LONDON SW1

BE/BENOC OIL TRADING

My Secretary of State minuted the Prime Minister on

?6 September about the approach BF made to him on their
negotiations with BNOC on crude oil trading for next year.
Your letter of 28 September asked that you sould be kept
in touch on this subject and this letter is to bring you
up to date on developments since then.

BF and BNOC have, as requested, negotiated further. BNCOC
has considerably increased the guantity of oil on offer,
while BP have also TMmoderated their positj ] gpects.
BP is, however, 8Tl asking for > million tonnes more Ol
than BNOC have offered and there is still no agreement.
Yesterday Sir David Steel again approached my Secretary of
State to ask him to intervene on behalf of BF.

My Secretary of State has examined carefully BP's proposal

to see whether it would be possible for BNOC to accommodate
it. He has come to the conclusion that BNOC's existing
commitments do not permit any increase in the already large
quantity of o0il offered to BP except at the cost of impairing
the achievement of the forward oil sales which the Corporation
has been asked to negotiate.

My Secretary of State has accordingly written to Sir David
Steel this evening in the terms of the attached letter.

A further negotiating meeting between BP and BNOC is scheduled
for Monday.

I am copying this to the private secretaries to the Foreign
and Commonwealth Secretary, Chancellor of the Exchequer and

Sir John Hunt.
- ._,.r'j
L’ E ; jr e
W J BURROUGHS — ,Lk
PRIVATE SECRETARY
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From the Privats Secretary 15 October 1 879

As T told your office on 12 October,
the Prime Minister saw your letter to
Tim Lankester of 11 October and had no
objection to its terms,

I am Copying this lettor to

Lhe
Private Secretarieg to the M

mbers of
E(NLY and M:rtin Vile (Cabinet Office).

N. J. sa NDFRs

Mrs. P.C. Diggle,
H.M. Treasury

CONFIDENTIAL
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10 DOWNING STREEL

From the Privale Secretary 12 QOctober, 1979
2T, 9.

BP Share Sale

This is to confirm that the Prime Minister|
is content with the draft Press Notice which
you enclosed with your letter of 11 October.

I am sending copies of this letter to
the Private Secretaries to members of ED(L)
and to Martin Vile (Cabinet Offi ce).

Mrs. P.C. Diggle,
HM Treasury.
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BP SHARE SALE p1$

As you know, it is intended to announce the size of the BP share sale
soon so that the markets have time to digest the news before the sale
date (which of course much be kept strictly confidential until the
publie announcement). Present plans are for the announcement to be on
Monday 15 October. Although there has been some speculation in the
newspapers that only some 5 per cent of BP will be sold, official con-
firmation that the sale is so0 small may provoke the financial markets
to jump to the wrong conclusion that the Government's plans to meet
the disposals total of £1bn announcedin the Budget are in jeopardy.
This could have serious adverse effects on market confidence. The

way to meet this point is for the announcement to indicate the amounts
to be raised from the other major sales so as to make clear that there
is a good prospect of realising the total of some £1bn announced in
the Budget.

The draft Press Notice attached has been prepared with this point

in mind and the Financial Secretary would be grateful for urgent comments
on it from you and the other recipients of this letter. You will see
that it quotes ranges for the estimates of the proceeds to be realised
from BNOC forward oil sales and sales of new town assets and other
public sector land. The Financial Secretary is sure that it is right
to reserve this element of flexibility in any publicannouncement, but
for the avoidance of future misunderstanding, perhaps I ought to say
now that it should not be taken as implying Treasury acceptance of

any lower figures for disposals than already agreed, ie L£100m for NEB
assets, £130m for land sales in England and Wales and £500m for BNOC
forward oil sales.




I should be grateful, if possible, to have comments on the draft

Press Notice by 1230 hours on Friday 12 October so that it can be
issued on the following Monday.

I am sending copies of this letter to the Secretaries to the members
of ED(L) and to Martin Vile.

(ot
P C DIGGLE

Private Secretary




DRAFT FRESS NOTICE

DISPOSAL OF PUBLIC SECTOR ASSETS IN 1979-80

The Chancellor of the Exchequer announced in his Budget Statement

on 12 June that the Government intended to reduce the PSBR in the

current financial year partly through the disposal of public sector

assets to the value of some L£1bn. The Government has now determined

the broad composition of these disposals, some of which have already

been announced. The Secretary of State for Energy has announced

forward sales of oil. It is expected that these will raise E£400m to

£500m. The remaining elements, together with estimates of their

proceeds, are:

Sale of approximately 5% of BP shares i

New Town assets and other Public

7 *

Sector land E£100m to £150m

Other assets, including assets

held by NEB £100m to £150m

The BP shares will come from the Government's own shareholding.

This will reduce the total of the Government and Bank of England

holdings, taken together, to some 46%,

Arrangements are being made for these disposals to
the course of the present financial year. Further

announced in due course.

be completed during

details will be
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The Future Role of BNOC

l. I understand that at the lunch on Sunday the Chairman of BP

may hope to have a short word with the Prime Minister on the future
role of BNOC just to register that BP has a considerable interest in

the remit under which BNOC will be working in the years ahead. He
would hope that before decisions are taken BP could put their point of
view privately at the highest level. (Their main concern is that BNOC's

trading operations should not become too grandiose and too worldwide. )

2. The Department of Energy is working hard on the future role of

BNOC and the issues will be put before Ministers collectively very soon.

The aim is to keep BNOC's ambitions within bounds and at the same time
to keep available for HMG a vehicle which will help ensure United Kingdom
security of supply and which may be needed to trade with Governments
which insist on dealing on an inter-government basis. The CPRS is

in touch with this work. Sir David Steel could be told that if he wants

to express views he should do so quickly and, presumably, to Mr Howell

(or to the Prime Minister herself).

I am sending a copy of this minute to Sir John Hunt.

11 October 1979
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BF/BNOC OIL TRADING

10 pctober, 1979

~Thank you for sending me a copy of your minute of
EQrﬁ September to the Prime Minister about the negotiations
bétween BP and BNOC on crude oil trading. I have also seen
the Prime Minister's response in her Private Secretary's
letter of 28th September.

This is indeed a difficult problem and I am grateful for
your offer to meet to discuss it. However, I understand that
BNOC and BP met recently to carry forward negotiations and
that there has been some progress. I welcome this since T
entirely agree with your approach that BNOC and BP should be
encouraged to negotiate a mutually satisfactory solution.

I also agree that UK security of supply is a most important
consideration here, though I am sure that we must try to meet
this objective in a way which preserves BP's contribution

to the UK economy from its international trading activities,
It is disturbing to read that they regard the potential cost
to them of making no change in the present supply arrangements
with BNOC as some $lbn. I also note that they argue that

the alternative to a satisfactory solution would be for them
to sell refining and marketing assets in Europe.

I should be grateful if you could continue to keep me
in touch with developments. I think a meeting could be
useful at a later stage, particularly if BNOC and BP cannot
reach an agreement. I should therefore be glad if you could
give me the opportunity to comment before final decisions are
taken.

I am sending a copy of this letter to the Prime Minister,
the Foreign and Commonwealth Secretary and Sir John Hunt.

e

GEOFFREY HOWE

The Rt.Hon.David
Secretary of State

CONFIDENTIAL







10 DOWNING STREET

From the Private Secretary 4 Octcober 1979

BP Share Sale

The Prime Minister has considered the Financial
Secretary's minute of 3 October and has agreed the
proposals contained therein for the sale of BP shares.

The Financial Secretary's note indicates that we
will be given an opportunity to see the announcement
of the sale in draft. No doubt you will ensure that
the Secretary of State for Energy is consulted on the
drafting in view of its implications for the amount
of BNOC ¢il which will need to be sold forward this
financial year.

I am sending a copy of this letter to Martin Vile
(Cabinet Office).

TP 1A Moo

Miss P C Diggle
HM Treasury
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You will wish to know that plans are well in hand for the sale
of BPF shares. I have decided that the sale will be by means of =
a fixed price offer, as in 1977, and arrangements will be made to
provide preferences to small applicants and to UK employees linked

]
to BP's employee shareholding scheme,.

The Bank of England advice is that subject to decisions on exchange
control and market circumstances, impact day for the sale (ie the

announcement of the price) should be on Wednesday 31 October with

application lists closing on 9 November. I should be glad to know
that you see no difficulty with 31 October. The Chancellor will,
of course want to consult you on the afternocon/evening of 30 October

e — L
about the sale price.

The Bank also advise that it will help the marketing if we announce
the size of the sale some 2-3 weeks before impact day to give

the markets time to digest this news. I agree. The drafting of
the announcement wili_::Ed some care since although the size of

the sale has been rumoured in the press, the markets may still be
expecting a rather larger sale and we need to avoid their jumping
to the wrong conclusion that the £lbn announced in the Budget is in
Jeopardy. I will ensure that your office is given advance warning

pa
of the announcement.

Could I also say that the Bank suggested to me that it would
look rather odd to sell exactly 5 per cent of BP shares since this
would amount to 77,303,617 shares. While they recognised that the

1977 sale was for an odd amount, it would be more in keeping with




City practice if the sale was for a rounded amount of shares. I
therefore agree that 80m shares should be sold. This represents
5.17 per cent of HPiﬂﬁrwﬂuld reduce the Government's holding to

25.70 per cent, making 45.83]altogether including the Bank's holding.

I also ought to record thatBP's two emplovee shareholding schemes

will in due course reduce the Government's percentage share of the

Company. The maximum di&ution from BP's SAfE_linked scheme, which

is aimed at lower paid staff, amounts to 0.17 per cent under the
present terms of the scheme. The maximum dilution under their
other scheme, the lump sum scheme,which is aimed at more highly
paid staff, would be 0.81 per cent, if the trustees of that scheme
decided to find the necessary shares from new shares issued by the
Company rather than by purchases in the market, which of course do
not dilute the Government's holding. (For technical reasons shares
for the SAYE linkdscheme need to be issued by the Company.) I have
asked that Sir David Steel should consult the Treasury before the
Company agrees to issue new shares to the trustees of the lump sum
scheme so that we could make our views known to the BP Board (who

' would have the final decision) about the ensuing dilution. He

agreed to do this.

I am sending a copy of this minute to Sir John Hunt.

L

-

NIGEL LAWSON
3 October 1979
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To: MR LANK@A‘ER
From: SIR KENNETH BERRILL

BP/BNOC Qil Trading

1 In his minute of 26 September, the Secretary of State for Energy
described for the Prime Minister the problem of BP's shortage of crude
oil and the limits to BNOC's ability to help. The Prime Minister might

find it useful to have a little background information on this issue.

2y BP's approach to HMG, which is set out somewhat more fully in

Sir David Steel's letter of 19 September to Lord Carrington (copy attached),
in effect marks a turning point in the relations between BP and HMG. For
decades BP has acted as a very independent international oil major doing
what it thought best in the company's long term commercial interest. For
the most part it has done this with the full blessing of HMG. Ewven at times
of crisis, for example in 1973, BP has applied a policy of equality of misery
to British customers as well as to its other customers. This approach
reflected (i) BP's intense desire to be seen as a genuinely independent
company and not as the United Kingdom national oil company; and (ii) the
fact that the United Kingdom represented only a small share of BP's total
market and the UK has only become a producer of oil in recent years. So
although there have always been close relations between HMG and BP, in

some ways they have been less close than HMG's relations with Shell,

3 The events of the past year have changed all this, The UK is now a
major oil producer and BP has shifted from a major with a large crude surplus

into a crude deficit company (which is the position of Shell, Exxon and Mobil).

In his letter, Sir David Steel is seeking HMG's help not only for its UK

operations, but also for its worldwide activities.

1
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4, BP's predicament is serious but probably not as serious as indicated
in Sir David Steel's letter or Mr Howell's minute, First, it is unlikely that
BP will need to find as much as 36m. tons of crude in 1980, This figure
would appear inter alia to be based on estimates by BP's marketing managers
throughout the world on what they would ideally like to have to sell compared
to their reliable sources of supply. Secondly, leaving aside what they can
obtain from BNOC at 'official prices'(see paragraph 6 below), BP are
unlikely to have to purchase the remainder of their deficit on the spot market.
Some they should be able to purchase at 'official' prices. Thirdly, it is not
unlikely that the gap between spot prices and official prices will be less next

year than they currently are.

o In sum, BP's figures ($500m. cost of operating in the spot market)

not unnaturally paint the worst case and should not be taken at their face
"—-r—q—_____'

value. It is, however, fair to point out that it is possible to paint scenarios
which would put BP in an even worse position, for example, if it lost all its

Kuwait supplies.

f. All parties are agreed that BNOC should help BP. The question is to
what degree and on what terms. Nobody is suggesting that BNOC by itself
should meet BP's forecast deficit. This would pre-empt the greater part of
BNOC's crude availability in 1980 and would totally undermine the Government's
policy of using BNOC's oil to achieve security of the UK's oil supplies at a
time of great uncertainty. I think the balanced approach proposed by the
Secretary of State between the need to help BP and maintain our security of
supply is the right one. BNOC have in fact already offered to meet BP's

UK refinery deficit for 1980 (some 7im. tons) and to provide a little more
(say 23m. tons) direct to BP's EEC subsidiaries. If BNOGC goes much
further it will inevitably reduce its ability to use its crude to ensure our
security of supply. This 2im. tons of net exports to help BP are not as much

as they would like but will help close the gap.

2
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7. As a quid pro quo BP should undertake to make its own North Sea oil

(or an equivalent amount of non-North Sea oil) available to its UK refineries

at all timmes. Shell and Exxon gave such undertakings under their Participation

Agreements. DBP has never given a parallel undertaking and that indicated
in Sir David Steel's letter to Lord Carrington is not as firm as it might be.
I would, however, expect this matter to be resolved in BNOC's negotiations

with BP,

8. On this basis HMG would be going some way to help a British company
(BP) in its new predicament but taking the occasion to specify a new relation-
ship under which BP would give preference to its UK operations in times of
shortage and direct any net exports of North Sea oil over and above the

needs of BP UK refineries to our EEC partners. A move from which we

should be able to extract some credit in Brussels,

9. There is some urgency about these negotiations. If the UK Government
sells a large block of BP shares the company is obliged under the rules of the
US Securities and Exchange Commission to publish a prospectus, That
prospectus will need to include forecasts of BP's oil availability and if

these are poor the share price could be affected. Any BNOC arrangements
should therefore be included. BP have to complete their prospectus for

{iling with the Securities and Exchange Commission by 12 October at the

latest and preferably by 5 October - a fact that BNOC are currently not
aware of, although BP may tell them tomorrow. It is desirable that BP's

negotiations with BNOC should be concluded at least in principle by then.

10. Il am sending a copy of this minute to Sir John Hunt.

1 October 1979

Att

3
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f' FILING INSTRUCTIONS
£ FILE.N
S, C-"{m : b :__
In the course of pur general discussion at

¢ lunch on Monday, the question of our crude supplies came
f up. You asked for a note on the bare details.

STRICTLY CONFIDENTIAL LA,

Under the "Sunningdale Agreement” we sell to
BNOC 51% of our North Sea production. We buy most of that
‘back and have to sell them a substantial volume of our
Middle East orudes.,

This was not onerous initially, but in the past
year we have lost major quantities from our traditional

Bources, and it has become an alpost insupportable burden.
In 1980 the arrangement would mean tha HOC In practice
would keep 3 million tons of our total productign of

25 million tons of North Sea crude and acquire also from
ug some 9 million tons of Middle East crudes.

Our position for 1980 is that, having reduced our
crude oil sales to third parties (other than BNOC) from
70 million tons per annum, to only 5 million tons per annum
(these are unavoidable commitments) we will still have to
purchase some 36 million tons of crude oil in order to meet
our own marketing and refining needs, mainly in the UK and
Eurocpe. Much of this oil will have to be purchased ‘on the
Spot Market, where we estimate that we will have to pay a
premium of the order of $30 per ton over the official
Government selling price. The alternative would be to
sell refining and marketing assets in Europe. Meantime
BNOC will be selling to other oil companies, at around the
official Government selling price, the Middle East oil
acquired from us.

We have proposed to HMG and BNOC that the original
participation arrangement be modified in the three following
respects =

(a) the 9 million tons of Middle East oil acquired
from us should be re-sold to us,

. " » fmnt'ﬂ




an additional 5 million tons of North Sea

crude from non-BP sources should be sold by
BNOC to us rather than to overseas competitors,
and ’

(e) 3 million tone of North Sea Royalty crude
available to HMG should be sold back to us,

This proposal would avoid a loss to BP of some $500 million
per annum and would also avoid a loss of foreign exchange
to the UK of a similar sum. This proposal would cost

BNOC nothing.

We for our part have proposed that sufficient
North Sea crude oil will be dedicated to our UK market so
that in an emergency, our UK assoclate will receive
virtually its full reguirements.

The foregoing is very much a simplification of °
some very complicated arrangements and I am of course
happy to expand on any of it if you so wish.

A copy of this letter has been sent to Ddvid
Howell and also to Geoffrey Howe.

--—.1‘““ o #‘A‘U‘:\h
e

The Rt. Hon. The Lord Carrington, KCMG, MC,

Secretary of State for Foreign and Commonwealth
Affairs,

Foreign and Commonwealth Office,

Downing Street,

London, S.W.1l.




10 DOWNING STREET

From the Private Secrefary a8

BP/BNOC 0il Trading

The Prime Minister was grateful for
Secretary of State's minute of 26 Septembel
on the above subject. S8he has noted that
there is likely to be a trade=off between
- UK security of supply and losses to
BP (and indirectly to the Government).

I should be grateful if you could keep us
in touch with developments.

I am sending copies of this letter
the Private Secretaries to the Foreign and
Commonwealth Secretary, the Chancellor of
the Exchequer and Sir John Hunt.

¥.J. Burroughs, Esq.,
Department of .Energy
*.4‘.1"11} }




CONFIDENTIAL
pﬂﬁM ﬂd:hbu
To wele - M s,
e L Wbl Ev-f b
I;- E-*U'I'M{, JJ_‘ tﬂ.q l"h{ﬂ.
Ba lhen w denly 4
BE/BNOC OIL TRADING 75 e - V- hehveen Ul
- e
lVV] ‘ (Lomnly, V) p%' el
Tesecd i,, ISP s b
You will wish to be aware of an approach BP hate made to me about faw

negotiations between them and BNOC on crude o0il trading. & be

CLorata diesd
Under the terms of the BP participation agreement signed in F e

1977, BNOC gained access at market price to a volume of oil
]
equivalent to 51% of BP's North Sea production. BP's world-wide TL
—
supply position has been transformed this year and they now fear Lﬁll'ﬁ

that they will be %5m tonnes short next year, on a world-wide

requirement of 1l10m tonnes. They have asked BNOC to reverse the

present relationship, making BNOC a net contributor to BP next

year. BHNOC have offered to reduce their net dependence on BP, but
a8 gap of some Y9m tonnes remains between BP and BNOC. BP have

et et
appealed to me to intervene.

BP's request amounts to an appeal to help supply their overseas
subsidiaries at the expense of oil which would otherwise be srailable
to BNOC's other customers, /5% of whom in 1980 are to be companies
operating in the UK. BP's needs cannot be met solely at the expense
of BNOC's overseas customers. On the other hand, BP estimate the
potential cost to them of msking no change in the supply arrangements
with BNOC at 2500m.

e e
I have told BNOC that I expect them to negotiate constructively
with BP, short of prejudicing UK national supply. I have similarly

told BP that if they seek the intervention of HMG, they must

demonstrate that their company needs can be reconciled with UK
security of supply, if need be by some claw-back arrangement in

the event of supply difficulties.

I trust that this will give a new impetus to the search for a
solution: but there is a conflict of interest here which it will be
difficult, in my view, to bridge. Any remaining conflict must

ultimately be resolved in favour of UK security of supply.

CONFIDENTIAL




CONFIDENTIAL

im sending copies of this minute to the Foreign Secretary,

Chancellor of the Exchequer and Sir John Hunt.

Secretary of State for Energy

lﬁ September 1979
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FRIME MINISTER

TIMING OF EXCHANGE C.H.\'_'l'l_:'.-;‘JI. PACKAGE AND BP SHARE SALE

You will be aware that there is a link between the timing of the
sale of BP shares and the possible announcement of further steps

in dismantling exchange controls.

The link arises because an exchange control relaxation on portfolio
investment might have a marginally depressing elfect on the shares

of UK companies with hizh overseas earnings, like BP. If the
relaxation were announced shortly after a Government sale of BP
shares and the BDP e whether on account of the relaxation
from aggrieved shareholders that the Government had déliberately held
up the exchange control announcement so as not to affect the share

price before the sale.

Such complaints might be expected to be taken to the Council of the
Stock Exchange or to the Council for the Securities Industry or to

an MP or to the Press. In the last resort legal action could not he
ruled out. There could be a special problem with the US Securities

and Exchange Commissgion even though the main sale will be confined

to the London market.

This suggests that any announcement about exchange control relaxations
should be made before the BP sale and our preliminary plans reflect

this. P

The Chancellor intends to consult you early next month about the
possibility of a further exchange yackage ar 1ts timing.
1|'.'l' l'l.|‘.-| not come

think hat it ought




Chancellor will consult you later about the precise date, but it

looks

as if 30 October would be a convenient date, provided market conditions
e iam—

are right. There would be serious technical difficulties in

postponing it for more than a week or so beyond that if the sale is

to take place before December. This would suggest that, provided

conditions generally are suitable for such a move,; the ideal timing

for the Exchange Control package would be more or less as soon
i

as Parliament returns on 22 October.

We will keep vou in close touch with developments on both these
poeints, but I thought you might wish to be aware at this stage

of the link between the two operations.

NIGEL LAWSON

25 September 1979
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The Rt. Hon. Sir Geoffrey Howe. Q.C.,
Changellor of the Exchequer,
The Treasury,
Parliament Street,
A

London, S.W. 1.
'\1

Do G

INDUSTRY BILL ,

I refer to Keith Joseph's letter of 19th September spelling out
the problems facing us with the Industry Bill.

In the light of our decision in E Committee I have, of course,
been considering whether it could be feasible to drop the
proposed BNOC clause and I am satisfied that to do so should not
put our plans at risk. Indeed, not to do 30 in the light of
our decision not to dispose of any commercial oilfield assets at
present could ceuse needless confusion and criticism.

The only BNOC "assets" which are now likely to be disposed of in
the current financial year are interests in certain exploration
locks. As I explained in my recent note to the Prime Minister,
the Corporation is prepared to proceed voluntarily in relinquisning
these interests, which are of a relatively minor nature; although
its decision has obviously been prompted by our belief that it had
acquired too many such commitments and had become over-extended.
There is the point that the clause might be needed to cover this
transaction. But I understand that the 'Attorney-General has
advised informally that he would not regard the clause as necessary
to cover these disposals provided that the Corporation has reached
its own view that there is a sound commercial} basis for them. I
believe that it has and that the risk of successful challenge con
this ground is acceptably remote. In these circumstances, I do
not think that we need the BNOC clause in the present Bill. lior
need we seek to delay BNOC - which is now anxious to proceed - from
pursuing its remit. -

As you know, legislation will be needed during.the current EBession
to shape BNOC's longer-term future and I will be putting detailed
proposals to collesgues in the next few weeks. My prime purpose
will be to obtain powers to facilitate re-structuring of the
Corporation leading to the eventusl introduction of private

capital: but we can ’'also consider amongst the muny detailed points
that will arise whether such legislation should additionally provide

the powers/...




the powers for the outright dispesition of the Corporation's
major assets that will not be taken in the Industry Bill.

I am copying this letter to the Prime Minister, EReith Joseph,
other members of E Committee, the Attorney-General,

arliamentary Counsel and Sir John Hunt.

D.A.R. liowell.
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SECRET

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

IF september, 1979

)%"M 7//{;&’ ni’}’cl

EBNOC

Thank you for sending me a copy of your minute of

1%th September to the Prime Minister about the draft Press
Release announcing E Committee's conclusions on BNOC.

I was rather surprised to read the reference in your
minute to your having received a categoric assurance from
Lord Kearton that a £400m. reduction in the P3SBR in 1979-80
could be achieved by bringing forward payments for 1980-81
disposals. The Prime Minister in her summing up at E Committee
made it clear that BNOC should be instructed to make forward
0il sales, which together with the proceeds of the sale
of the 5 per cent of BP shares, would yield a total of £685m.
in 1979-80. The precise amount raised by a 5 per cent sale
of BP shares will, of course, depend on the market price,
sales discounts and costs, but on the basis of the assumptions
in my paper to E Committee (a sale price of £11.50 and a
discount of 10 per cent) a 5 per cent sale would raise some
£200m. This suggests that in order to meet E Committee's
remit, BNOC should be ready to achieve a reduction of say
£500m. in the PSBR in 1979-80 by bringing forward payments for
1980-81 disposals, rather than the £400m. referred to in your
minute.

I therefore suggest that you ought to have a further
word with Lord Kearton to let him know about the higher figure.
He should not, of course, be told the reason for the increase.
The size of the BP sales is of some market sensitivity.

I am sending a copy of this letter to Members of
E Committee, and to Sir John Hunt.

3m G :
At il

(GEOFFREY HOWE)

E {Hrﬂﬂﬂ é; te Chuelis
The Rt.Hon. D. Howell, M.P,

Secretary of State for Energy. 7‘“‘ - :'L"'" Mr:'"{
18 Ao alerie *hﬁvﬂﬂ:?
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10 DOWNING STREET

From the Private Secreiary

BNOC

The Prige Minister considered your Secretary of State's
minute of 13 Scptember and the enclosed draft statement on BNOC
last night.

The Prime Minister approved the substance of the draft, but -
as I told you on the telephone - she was unhappy about the actual
drafting. She asked that your Secretary of State should have
another lock at the draft with a view to produc
crisper and less convoluted.

On the advice of Mr. Henry James, the Prime Minister decided
that the statement should not go out last night, but should be
released this morning. She also decided that there was no reason
to release to the Press her letter to Mr. Callaghan. I enclose
copies of the signed letters which we will be despatching to
Mr. Callaghan and to Mr. John Hannam as soon as we have the
revised version of the statement.

I am sending copies of this letter and enclosures to the

Private Secretaries to the members of E Committee and to Martin
Vile (Cabinet Office).

T. P. LANKESTER

Bill Burroughs, Esgqg.,
Department of Energy.




10 DOWNING STREET

THE PRIME MINISTER 14 September 1972

AT e

Thank you for your letier of 6 September arguing for

; e : : v ;
keeping BNOC's upstiream operation intact, and for a public
I - b

floatation of a shareholding in this part of the business.

I enclose a copy of the press notice which David

Howell is issuing today which I think vou will welcome.

John Hannam, Esq., M.P.




10 DOWNING STREET

THE PRIME MINISTER 14 September 1979

GZ'“J"':= See. Pt |
I

n your letter of 7 éf;¥umher you asked about

reports that the British National Oil Corporation is to be
]
instructed to sell some of its assets.

I am enclosing with this letter a copy of an
announcement to be made today by David Howell on BNOC's
future. You will see that the Government has no present

plans to direct BNOC to sell off its oil fields.

The Rt. Hon. J. Callaghan, M.P.




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

13th September 1979

Sk

BNOC : ADVANCED PROCEEDS OF OIL SALES

Thank you for your letter of today seeking the Chancellor's
views on the draft press statement attached to your letter
announcing the decisions relating to BNOC taken at E Committee
on Tuesday. I have also reported to the Chancellor that since
the letter was despatched, your Secretary of State has
expressed a preference in the 5th line of the statement for
the wording "the Government has decided the Corporation

negotiate to receive payment ......".

The Chancellor has the following comments on the draft.

(i) He recognises the reason why your Seeretary of
State wishes to alter the 5th line of the state-
ment in the way described above, but much prefers
the original version. If the proceeds from the
forward oil sale are to be counted as a reduction
in the PSBR, the deal must be a commercially
motivated one which can be regarded as part of
BNOC's normal commercial transactions involving
trade credit. To say that the Government
decided that the Corporation should carry out the
sales departs from this commercial motivation.

The Chancellor would therefore want the sentence to
remain as set out in the draft that you sent me.
Furthermore, although this is a point for your
Department, the Chancellor wonders whether it would
be prudent to ascribe the forward oil sales to a
Government decision. His understanding is that
BNOC will confine the deals to UK refiners. EEC
refiners may also ask to participate and if your
cecretary of State had made clear that the
transactions were undertaken by BNOC as a result

of Government decision, there could well be
diplomatic embarrassment when BNOC refuse to do
business with them.

i)

W. Burroughs, Esq.
Department of Energy
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The Chancellor would like the word "present" in
the last sentence of the first paragraph of the
quotation from your Secretary of State to be
replaced by the word "immediate". He believes
that this better reflects the terms of the Prime
Minister's summing up of the Committee which refer
to no sales of BNOC assets "this year", If your
Secretary is asked what "immediate" meant, the
Chancellor thinks that in any event he would have
to reflect the point on timing made in the Prime
Minister's summing up. The Chancellor's own
understanding of the conclusions Ministers reached
is that the decision not to make disposals of
BNOC's commercial fields this year related only

to oil fields.

The Chancellor has noted your Secretary of State's
view that any statement on the BNOC position should
cover plans for the rest of the £1 billion and in
particular for BP stock sales. The Chancellor
recognises that such questions may arise, but he
sees no need to deal with them in your Secretary of
State's statement. He therefore would l