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Rt Hon David Howell MP I
Secretary of State l

Department of Energy 1 [A
Thames House South

Millbank

London SW1 20 June 1980
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BNOC : OVERSEAS EXPLORATION VENTURES

Thank you for your letter of 1?/5§£e about BNOC's proposals for
exploration ventures with Shell for acreage on the French side
of the English Channel and with Atlantic Richfield for a three-
year seismic option onshore in Dubai.

First, I am glad to have your assurance that the proposals will

not raise PSBR problems. As you say, the expenditure in the current
year of some £600,000-£700,000 can be accommodated within the
Corporation's exploration budget and would be within their revised
external financing requirement for the year, which is now within

the figure published in the White Paper on Public Expenditure.
BNOC's share of expenditure on exploration to end 1982 amounts to

a further some £2%m and this would have to be offset against what-
ever capital expenditure we agree for those years.

More generally, I note your view that approval of the two ventures
would not prejudice our decisions on the Corporation's long term
development, whatever decisions are reached on its future structure.
I also note that the FCO see no foreign policy problems with the two
projects. As you indicate, Dubai is an unpredictable area and no
doubt you will ensure that the Corporation is given whatever infor-
mation is appropriate about prospects there so that it can take
decisions against an informed background.

So to sum up, provided the cost of the proposals can be accommodated
within whatever capital expenditure budget and external financing
requirements are agreed for the Corporation, I do not object to

your proposal to grant BNOC the statutory consent needed.

I am sending a copy of this letter to the Prime Minister and the

Foreign and Commonwealth Secretary.
\1m\_r7 Qﬂizﬂﬁtb
I Ren3.

JOHN BIFFEN
[Approved by the Chief Secretary
and signed in his absence]
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BNOC: OVERSEAS EXPLORATION VENTURES

In recent months BNOC has received a large number of invitations to
participate in overseas exploration ventures. Two have emerged

which are of particular commercial interest and which I believe it
would be sensible for the Corporation to follow up. I am therefore
writing to let you and the Foreign Secretary know that I propose to
grant BNOC the statutory consent needed. The ventures are as follows:-

a) Offshore France

Proposed application with Shell for acreage on the French side
of the English Channel. BNOC would probably acquire Some —30%
OT the licence and, on that basis, BNOC's share of expenditure
to end 1982, could be £1 to £1% million. This amount would

allow for a contribution to seismic costs and the drilling of
one well. e

EEE—
Onshore Dubai

A proposal from Atlantic Richfield (ARCO) for a three year

seismic option over some 750,000 acres onshore Dubai. BNOC's
interest might be between 20% and 333% and the Corporation could
incur expenditure of some £1% million by end 1982 on initial
obligations which include seismic work and at least one exploratio
well by August 1983. BNOC have told us that production from any
commercial discoveries should be available for export.

Compared to the potential benefits the expenditure involved is minimal.
In the current year only some £600,000 - 700,000 is likely to be
disbursed on both projects combined. This is a sum which can be fully
accommodated within the Corporation's exploration budget and therefore
raises no PSBR problems.

I understand from my officials, who have consulted FCO officials, that
no foreign policy problems are raised by these projects. Naturally

my Department will keep in close touch with BNOC to ensure that questions
concerning the dividing line between British and French waters in the
Eastern part of the Channel are borne fully in mind in relevant negotia-
tions with the French licensing authorities. Dubai must be regarded

as unpredictable but this should not overshadow the fact that the




(2)

geological prospects are most interesting: moreover the authorities
fhere are &t present very favouraply drisposed towards BNOC. In present
circumstances opportunities for British investment in the Middle East
0il sector are likely to occur only rarely; and those involving
potentially worthwhile acreage clearly justify very serious considera-

tion and support.

As well as offering the prospect of oil and revenue from eventual
commercial discoveries which would accrue at a time when production from
the UKCS will be falling these two ventures will provide an indication
of our intention to secure the Corporation's long-term development -

a most important point whatever decisions are reached on its future
structure.

I am also copying this letter to the Prime Minister and the Foreign
and Commonwealth Secretary.

/
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D A R Howell //> 2
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Treasury Chambers, Parliament Street, SWIP 3AG
' 01-233 3000

21st May, 1980

J.W. Stevens, Esq.,
Private Secretary to the
Chancellor of the Duchy of Lancaster

e P

BURMAH SHAREHOLDERS ACTION GROUP/BP SHARE CLAIM

Following exchanges between the Chancellor of the Duchy and

Mr. Dennis Skinner on 15th May your office have asked for
briefing on the Government's attitude to Burmah's claim

against the Bank of England. This has again come into
prominence recently following a circular to Burmah shareholders
by the Burmah Shareholders Action Group. I attach briefing

as requested.

Mr. Skinner also obliquely raised the Prime Minister's
position, in view of Mr. Thatcher's connections with the
company. While I should not suggest that the Chancellor

of the Duchy volunteer any amplification, th: question

could well be raised again in a more measured way; in

which cace it might seem desirable that the Prime Minister's
position be made clear to the House, as it has been to the
Action Group (see Tim Lankester's letter of 14th May,
attached). We have accordingly provided a response on this
point in the attached brief.

This is however principally a question for No.lO, and I

should be grateful if you could check the line with Nick
Sanders, to whom I am copying this letter.

“’%w/
=

M.A. HALL




10 DOWNING STREET

Fron: the Private Secretary 14 May 1980

D M Sha,

The Prime Minister has asked me to thank
you for your letter of 9 May with which you
enclosed a letter to all Burmah Sharcholdcers
from the Burmah Sharcholders Action Group.

The Prime Minister hopes you will understand
that, sincc Mr Thuatcher was oncc an cmployce ol
Burmah and is still on the Board of cuac of its
subsidiaries, she doces not feel able to comment
on the Action Group's letter. She has notced that
copies of the letter have gonc to Sir Geofircy Howe
as well as to other members of the Government, aad
she has asked Sir Geoffrey to write toc you in reply

fLN el

J M L Stone, Esq




BURMAH SHAREHOLDERS ACTION GROUP/BP SHARES CIAIM

BACKGROUND

Mr Dennis Skinner raised during Business on 15 May Burmah's
claim against the Bank of England, about which the Burmah
'Shareholders Action Group (BSAG) recently circulated all

Burmah shareholders.

A key element of Burmah's rescue in 1975 was the sale to the
Bank for £179 million of Burmah's shareholding in BP, at what
later turned out to be a trough in the market (the shares are
now worth over £1 billion). In 1976 Burmah instituted a

legal action against the Bank for the return of the BP stock-
holding on the grounds (among others) that the Bank had acted
unconscionably; - irregularly and unreasonably, and in breach
of a suggested "duty of fair dealing". The Bank are resisting
the claim.

The BSAG circular reports certain statements apparently
favourable to Burmah's claim alleged to have been made by
certain present Ministers (not including Treasury Ministers)
while in Opposition; it concludes that these Ministers have
responded in a negative fashion and that BSAG's only course
of action is to bring the matter into the public eye.

The Government is not a party to the legal action, and believes
the legal processes should be allowed to run their course.

This is reflected in the Chancellor's reply of 16 May to a PQ
from Mr Joel Barnett. The BSAG circular also mentions the

role of the Attorney General; this is a side issue, concerned
with the protection of public interest documents.

Lastly, Mr Skinner also raised the position of the Prime Minister.
Since Mr Thatcher was once an employee of Burmah and is still on
the Board of one of its subsidiaries the Prime Minister has
concluded that these questions must be left entirely to the
Chancellor, and has told the Action Group that she will not
comment on their circular.




BURMAH SHAREHOLDERS ACTION GROUP/BE SHARES CLAIM

LINE TO TAKE

Will the Government intervene?

The Burmah Oil Company has instituted legal proceedings against
the Bank of England for relief in respect of this sale. The
Government would not consider it proper to intervene between
the parties to these proceedings, which should be allowed to
run their course in the normal way.

/ Text of Chancellor of the Exchequer's
answer to PQ from Mr Joel Barnett,

16 May A/

Why then is the Attorney General intervening?

You refer to the role of the Attorney General in Burmah's claim
for the production of certain documents. While this claim arises
from the main action it is a quite separate and distinct matter.
I am advised that the Attorney General intervened as part of his
normal public duties in order to protect on recognised legal
grcunds documents of certain classes, the production of which
would as a general principle be contrary to the public interest.
But the Crown is not and never has been in any capacity a party
to the main action.

What is the Prime Miuister's position?

In view of Mr Thatcher's connections with the company the
Prime Minister has left these questions entirely to my
Rt. Hon. Friend the Chancellor of the Exchequer.
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The Rt Hon John Biffen MP v%«
Chief Secretary to the Treasury : f/
H M Treasury
Parliament Street
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BNOC: PROPOSED UKCS FARM-IN

|9 May 1980

Thank you for your letter of 8 Méy, responding to mine of 6 May, about
BNOC's proposal to negotiate thle purchase of Santa Fe's interest in the
Halibut Group. I carefully considered the short-term PSBR implications

of this proposal before putting it forward to you and accept that they
have to be balanced against the longer term benefit that would accrue
to our UKCS policies from increasing the British stake in the UKCS,
irrespective of what policy decisions we reach on the future of BNOC,

and enhancing our security of supply. However since you do regard the
short term PSBR considerations as over-riding then this rules out the

Santa Fe deal and I am informing BNOC accordingly. y

Two points in your letter have an important bearing on the national
interest arguments. You suggest that we might sound out other possible
British participants. If the wish on the part of Santa Fe to dispose

of its interest were publicly known, then we would have no difficulty

in approaching other possible British companies. But to our knowledge
Santa Fe is not thus far seeking bids outside its existing partners, and
in these circumstances any attempt to interest other British companies
would risk criticism that we were abusing both commercial confidence and
.our North Sea regulatory role. There is thus no direct analogy with the
general soundings and encouragement of British interests we make at the
time of licensing rounds - when the initiative to issue licences is ours
anyway — or the recent Viking 0il Co. takeover when once the fact that
Viking was contemplating bids became publicly known my Department
informally tried to interest a British company in making a bid.

Incidentally your further point about whether this deal would indeed

have improved our security of supplies is not in fact correct. This

is because in this particular case Santa Fe would continue to meet its
existing participation option obligations on the whole of its original
licence interest out of the 0il arising on the part of the interest it
retains. This enables it in effect to farm out an interest which is free

/of




of participation rights. If BNOC had acquired this licence interest
and it had then been decided to put BNOC's upstream assets (including
this interest) into a privatised company, BNOC would have secured an
option for BNOC (Trading) over 51% of the oil arising from the interest
(as it would similarly do in respect of all its equity interests).

In this way, had BNOC acquired the Santa Fe stake it would have secured
more than 51% of the oil arising from Santa Fe's original interest and
thus an addition to our security of supplies — whatever scheme for
privatisation we might adopt. This is prima facie a curious result

and demonstrates the complexity of the whole question

I am copying this letter to the Prime Minister.

D A R HOWELL







CONFIDENTIAL

BNOC: Proposed UKCS Farm-In

The Prime Minister has read your sSecretary
of State's letter of ¢ Hay on the abf subject

and the Chief Secretary's reply of & miLy. She
rees

has asked me tO say that she very much a
L

with the Chief Secretary that BNOC shou. not

be allowed to open negotiations with Fe
with a view to purchasing a further stake in

the dalibut Group.

I am sending a copy of this letter to
Michael Richardson (Lord Privy Seal's Office).

W.J. Burroughs, Esq.,
Department of Energy.

Q®C NFIDENTIAL
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reasury Chambers, Parliament Street, SWIP 3AG

Mam

Rt Hon David Howell MP

Secretary of State
Department of Energy
Thames House South
Millbank : ~
London SW1 /, 8 May 1980

o &
. Z i Bebner i
,1)1/0/’ /)04/173/7 L«,Qh"”h"'”“) .
BNOC: PROPOSED UKCS FARM-IN 71,

Thank you for your letter of 6 May in which you seek my agree—q
ment to your telling the Chairman of BNOC, Mr Utiger, that
there are no absolute impediments to his negotiating with

Santa Fe for the purchase of their stake in the Halibut Group.

As you say in your letter, this proposal presents us with a
difficult decision both because it may be seen as an extension
of the public sector at a time when we are seeking to reduce
it, and because of the public expenditure implications.

To, take the public expenditure point first, as you will now

know from my letter of 6 May on BNOC's capital expenditure for
1980-81, your proposal causes me difficulty here. As I said

in that letter, BNOC's latest financing returns show their
external financing requirement for the year to be some £§2p

above the forecast published in the Public Expenditure White
Paper, Cmnd 7841. I recognise that the Corporation is not subject
to an external financing limit in the way that the other national-
ised industries are and that the £60m excess is largely caused

by the prospect of reduced production at the Ninian field because
of technical difficulties. But this cannot avoid the conclusion
that the Corporation expect to exceed the public expenditure
forecasts in the White Paper by £60m; the £10m expenditure on the
purchase from Santa Fe would c%ﬁf?fﬁute to that excess; and since
it is unlikely that offsetting savings could be found from else-
where in the nationalised industries' expenditure, the cost of

the acquisition would ultimately have to come from the Contin-
gency Reserve. Given the pressures on the Reserve I could not
recommend its use for what would essentially be optional expen-
diture.

Then there is the general political point to which you drew
attention. You say that the proposal may be seen as an extension

to the public sector. The fact is that it would be an extention
’

1.
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and surely would be difficult to reconcile with our general

policy towards BNOC, described in your statement to Parliament

on 26 July, of giving the Corporation a much more limited role
than at present. Our policy ought to be to leave such develop-
ments to the private sector. I am most surprised that no British
company seems to be interested in acquiring Santa Fe's stake in
the Halibut Group. Has anyone taken soundings with likely British
participants? Cannot your Department try to stimulate some
interest in a British company just as they do with the licensing
rounds?

Nor do I accept that our refusal to agree to the deal would
necessarily prejudice successful privatisation. Indeed, there
can be no confidence that BNOC's costs in acquiring Santa Fe's
stake and in subsequent development would be recouped through
higher sales proceeds when the Corporation is privatised.

Finally, there is the question of security of supply. It does

not necessarily follow that an increased stake by BNOC in the
Halibut Group would represent an addition to our secure supplies
of oil. This will depend on whether the privatised BNOC is free
to sell oil to whoever it so chooses as you indeed proposed in
your paper to E Committee. If the privatised BNOC is free to sell
the oil to whom it chooses, BNOC's acquisition of a further stake
in the Halibut Group would not represent an addition to our secure
supplies.

So to sum up, I must regard the public expenditure argument as
overriding. Since the conclusion cannot be escaped that the cost
of the acquisition would almost certainly fall ultimately on the
Contingency Reserve, I cannot see that we could agree to the
propSEET’EEGEVE} successful BNOC were in their negotiations. T
therefore think that you must tell Mr Utiger that the Government
would not be willing to agree to further acquisitions by BNOC

at this stage and that the Corporation should not open negotiations
with Santa Fe.

I am sending a copy of this letter, together with a copy of my
letter to you of 6 May, to the Prime Minister and the Lord Privy
Seal.

W B

"JOHN BIFFEN

2.
CONFIDENTIAL
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The Rt Hon John Biffen MP

Chief Secretary to the Treasury
Treasury Chambers '
Parliament Street

LONDON SW1 ‘
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BNOC: PROPOSED UKCS FARM=IN

7
Since writing to you on 25 April about BNOC's capital expenditure
programme for 1980/81 I have been notified by BNOC that they may
have an imminent opportunity to increase their stake in the
Halibut group (ie Block 211/18a, other than the Thistle field).
One of the existing licensees, the US company Santa Fe, is
proposing to dispose of half its 22,5% interest in this group in
order to raise urgently needed cash., BNOC is already a partner
in this group (indeed is operator for it and for the adjacent
Thistle field) and as such is in a good position both to assess
the worth of the stake on offer and to negotiate for it. However,
before opening negotiations, the Corporation's Chairman has sought
an assurance from me that there are no absolute impediments in
principle to a deal being concluded.

As you know, in my letter of 25 April, I suggested that BNOC
should have some discretion to undertake small farm-ins, but
should be asked to clear larger cases with us on an individual
basis. I consider that this particular case falls into the
latter category; although BNOC appear confident that they can

get their proposed partner in this deal, the Swedish company

Axel Johnson, to finance most of the front-—end payment to Santa
Fe in return for a new profits interest, they might still have to
contribute around £10m to the cost of the farm-=in in the current
financial year. BNOC's share of any development costs in respect
of this interest might be of the order of £40m. although the major
part of this would be expended from 1984 onwards. This proposal
undoubtedly presents us with a difficult decision both because

it may be seen as an extension of the public sector at a time
when we are seeking to reduce it, and because of the public
expenditure implications. But there are strong national interest
reasons for welcoming such a deal:

(a) Security of supply. Any oil eventually attributable
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to BNOC's increased stake will represent an
addition to our secure supplies.

British stake. We know of no other British
companies interested in acquiring this stake; if we
rule out BNOC then there is every likelihood its
ownership will remain in foreign hands, thus losing
us an opportunity to increase British interests

on the UKCS.

Moreover we are publicly committed to the introduction of private
capital into BNOC's upstream side; the precise scheme for achieving
this is still to be decided but farm-in activity such as this is
bound to be part of its normal operations as it is for the

existing private sector companies; neither private sector share-—
holders nor we as Government would want to see the company wither
due to inability to acquire new potential developments in order

to stem the decline that will otherwise occur in the late 80's.

While I recognise the general PSBR constraints, the amount of

money involved is relatively small, and can be accommodated

within the proposed provision of £25m for unspecified expenditure.
In my view it is a matter of weighing quite important national
interest benefits, and the need not to prejudice successful ,
privatisation against the PSBR considerations, and I doubt whether,
given their size, these latter should predominate.

I believe therefore that we should not deter BNOC from opening
negotiations with Santa Fe, although we should only contemplate
giving our approval to a deal if and when we are satisfied in

the light of the economic evaluation that the terms represent

value for money both for the nation and for BNOC and a fitting use
of funds allocated to the Corporation under the unspecified heading.

I therefore hope that you will agree to my telling Mr Utiger
that there are no absolute impediments to his negotiating with
Santa Fe; but that any proposals which emerge from these will
have to be looked at very critically, and without commitment, by
the Government.

I am copying this letter to the Prime Minister and the Lord
Privy Seal.

D A R HOWELL
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Secretary of State

Department of Energy

Thames House South
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BNOC CAPITAL EXPENDITURE 1980-81

Thank you for your letter of 25 April in which you seek approval

for BNOC's capital expenditure budget of £3091lm in 1980-81. This
would include a provision of £25m for unspecified items. You

suggest that of this sum BNOC should be able to spend up to £15m

on certain projects, including small UKCS farm-ins, without reference
to the Department. The remaining £10m, which would cover, among
other things, small overseas farm-ins and further work in Malaysia,
could only be spent with your agreement.

First, I accept that the allocation of £220m for existing projects,
£5m for proposed projects and £49m for exploration and appraisal
are reasonable estimates and, subject to what I say below about the
need for the utmost economy in the Corporation's budget, should be
approved. It is the unspecified provision of |£25m which provides
the difficulty. !

As you say in your letter, BNOC's programme provides for an external
financing requirement of -£191m compared with -£200m in Cmnd 7841.

But the latest returns from the Corporation show an external financing
requirement of -£140m for the year. This increase of £60m is almost
entirely due to the prospect of reduced production at the Ninian

field because of technical difficulties. I accept that the enormous
uncertainty of the North Sea makes it impossible to be confident at
this stage that such an excess will materialise, but it is what the
Corporation expect. I am therefore bound to treat it as a prospective
claim on the Contingency Reserve unless offsetting savings can be
found elsewhere in the nationalised industries' expenditure, which
seems unlikely. Expenditure from the £25m unspecified provision

will, of course, contribute to the £60m excess. Against this back-
ground you will see my difficulty in giving approval to any items for
optional expenditure within the £25m unspecified provision.




[

You will recall the correspondence last Autumn about the Beatrice
farm-in, the expenditure for which could, of course, be found from
within the then approved and proposed capital expenditure ceilings
for the Corporation. The Prime Minister was far from happy with
that deal. She regarded the purchase as a clear contradiction of
the Government's decision that BNOC should be slimmed down. She
was also concerned about the public expenditure implications. I
think that similar arguments can be deployed against your proposal
for expenditure on farm-ins in 1980-81.

Could I therefore suggest that the proposals in your letter should
be re-examined to see how the expenditure indicated there might -

be cut so as to reduce the prospective excess of £60m in the
Corporation's forecast external financing requirement. Two obvious
areas for cuts are the £15m of the unspecified provision (ie the
£25m less the £10m for the additional work on Ninian etc) and the
£11m capital expenditure on administration referred to in the annex
to your letter. It might also be possible to achieve savings in
other parts of the Corporation's capital budget, though I recognise
here that many of their decisions are determined by majority decision
of partners.

\NA1

DA

JOHN BIFFEN
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Note for the Record c.c. Sir Robert Armstrong
Mr. David Wolfson
Mr. John Hoskyns

The Secretary of State for Energy called on the Prime Minister
this evening to discuss BNOC.

Mr. Howell said that he would 1like to have a steer from the
Prime Minister on how he should proceed with his plans for BNOC.

He recalled that Ministers had decided that the Corporation should
be split into a trading company and an operating company, with
100% public ownership of the former and some private sector
participation in the latter. His intention had been to announce
that the operating company would have at least 51% private
ownership. But he was beginning to have doubts about proceeding
on this course.

His main concern was political. If the Government were now
to announce a 'private sector solution'", there was a real risk that
the Opposition would elevate this into a major election issue
in the run-up to the next election; and they might well announce
that they were going to renationalise, if elected, at the price
at which the Government sold the shares. This could well have
considerable electoral appeal, given the likely continued rise in
the value of o0il shares; and a commitment of this kind by the
Opposition would be likely to jeopardise the success of any sales
operation. In addition, although there was a good deal of support
for private ownership of BNOC in the Tory Party, there were some
Tories who regarded oil as ''magic'", and a commodity which should

remain within the public sector.




There were also other arguments in favour of retaining
at least a majority public sector stake. First, there was
the security of supply factor. Our EEC obligations limited
the extent to which we could direct private sector oil supplies
to the United Hingdom, whereas with BNOC this could be done more
easily. Secondly, if we were to announce that we were intending
a 51% private stake, the profits of BNOC (Operating) would no
longer contribute to reducing the PSBR.

There was, on the other hand, the important point that with
continued public majority ownership, BNOC (Operating) would not
be subject to the same financial disciplines as the private
companies. On balance, he had come to the view that it would be
better to proceed cautiously, and not to go for majority public
ownership for the time being. He therefore proposed to announce
that, while there would be some private sector participation,
BNOC (Operating) would remain in the public sector. His
long-term aim continued to be to go for majority private
ownership. But a decision on this could be taken, say, in three
years time.

The Prime Minister said that her basic aim, like

Mr. Howell's, was to push BNOC into the private sector.

But she agreed with his arguments, particularly the political
and PSBR arguments, and that therefore it would be best to
defer majority privatisation of BNOC (Operating).

After the meeting, Mr. Howell told me that he would consult

the Chancellor, and then minute other colleagues.

23 April, 1980.

i
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I am attaching a short agenda notice which my Secretary of State
has prepared for his meeting with the Prime Minister on BNOC, now
due to take place at 5.00 pm today.

My Secretary of State feels it is important to have a political
steer on how we should proceed on BNOC before we put in hand further
detailed work on this.

0%
JosT eoe,

;B€¢u3
".\

Denis Walker
Private Secretary
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SECRETARY OF STATE MEETING WITH PRIME MINISTER - 23rd APRIL 1980

ilois

2.

Aims Discuss what we really want out of BNOC in a world
01l situation which will remain very unsettled.

Timetable: For legislation next session decisions needed by
around mid summer. The time taken for the actual restructuring
of BNOC (up to a year) suggests that this timetable would permit
an initial share sale towards the end of 1981, if Ministers so
decided. If decisions are deferred until after the summer recess,
then legislation could not be ready for the early part of next
session; and the sale options would probably slip into 1982/3.

Basic Question: BNOC is two_ operations - a North Sea oil company
and a trading operation with highly political overtones. Are we
definitely prepared to see BNOC split and the independence

from Government of the upstream operating part clearly established.

Once decided, timing of sale into private sector can certainly be
phased or prolonged as we wish. But if eventual goal is to
remove BNOC from public sector we have to decide and say so at
the outset of legislation and sales programme.

Alternative: is to bring private capital in to N.S. arm of
BNOC but to retain reserved rights. Conceivably we could leave
things like this for several years and then introduce a new
policy in our second term. But is this desirable?

Chairmanship
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BNOC PRIVATISATTION AND THE PSBR

I am in general agreement with your minute of 7 March to the

Prime Minister about how the proceeds of a sale Of shares in

BNOC (Operating) would be treated for the purposes of the PSBR.

I am in complete agreement Tthat the essential feature must be our
demonstration that the public sector is relinquishing control;

and that,once that has been made clear, the logical consequence
must be that there will be no general arguments for retaining a
shareholding that would allow us to exercise control. But I

think that we should always define our policy, both immediately
after an initial flotation and thereafter in terms of control
rather than by reference to the precise level of the Government's
shareholding. In many circumstances, a holding of less than 50%
does confer effective control: what matfers 1s the size of the
major shareholder in relation to other shareholders. This is
widely recognised, and any attempt on our part to place stress
upon 50% is therefore likely to run counter to our objective of
gaining widespread acceptance for the reslity as well as the
accounting of our privatisation measures. In any case, the more
we attach importance to the precise level of shareholding the more
difficult it may be to persuade the financial world that we are
actually giving up control in these cases, such as British Airways,
where the initial position will be a majority Government shareholding.

I therefore suggest that rather than stating the ultimate intention
as being to sell "at least 51% of the shares", it should be not to
exercise control, regardless of shareholding. The impression I
should like us to give is that we are thinking in terms of g

low percentage shareholding; not that we shall be satisfied with

- or attach much importance to - a reduction to 49% Government
shareholding.

/e Mthis o..

CONIFIDENTIAL




CONFIDENTTAL

4
EM
EJJM'“\{

(/ S
To this end the ultimate intention should be to reduce Government's
shareholding to a point whére 1t was neither a majority nor a
controlling interest, andjffinally to eradicate it, always bearing
in mind political or othef restraints.

I am copying this letter to the recipients of your minute.

X L
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Rt Hon Sir Ian Gilmour Bt MP

The Lord Privy Seal _
Foreign and Commonwealth Office 3rd April 1980

Downing Street
London
SW1A 2AL
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BP/BNOC OIL SALES y
/
Thank you for your letter of[Z%%h March.

I believe the concern you express may be the result of a misunder-
standing about the nature of the clawback arrangements. What we are

doing is to ensure that some of the extra oil which BNOC are supplying
to BP, or equivalent volumes, can be made available for use in the

UK in a supply crisis falling short of the 7% trigger point at yhich
internationally agreed sharing arrangements would come into effect.
Neiether we nor BP see any difficulty about this and the clawback will
be effected, as earlier agreed, by BP diverting additional supplies into
the UK rather than disturbing the flows of UKCS crudes to EEC affiliates,

so as to reduce the risk of detection and challenge. The arrangements
for clawback necessarily contain the ultimate sanction of cutting BP's
supplies, but it is highly unlikely in a sub-trigger shortfall that BP
would be unable to fulfil its supply obligations in the UK by other

means .

The side letter, which relates specifically to the claw-back arrange-
ments, is accordingly directed at BP's ability to meet its supply
commitments in Europe and is drawn up in a form which both BP and we
believe is likely to provide the best defence, namely that we have
satisfied ourselves that BP would expect to be able to continue to meet
their Buropean commitments. This is the point on which we agreed in our
correspondence at the end of January. But as I made clear then, this
whole agreement is conditional upon the extra oil at BP's disposal
which is the subject of the bilateral agreement with Government in the
last resort being available to meet UK needs in a supply ocrisis. We
have agreed to consult before this ultimate right is exercised.
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(2)

I do sympathise with your views about the elaboration of Government
involvement in the new arrangements negotiated with BP, but there is

as you say no alternative if we are to be certain that we shall be in
a position to act effectively and quickly to protect UK interests in
any supply crisis. It would not make sense to have an agreement in
general terms, only to find in a crisis that further time consuming
negotiation and definition was required before it could be brought into
operation. Our preferred solution of an agreement which would have
given BNOC an unqualified right to terminate supply, leaving the
circumstances undefined, was simply not negotiable in the event.

As I made clear in my letter of 26th March I believe the arrangements
as negotiated meet our objectives and are generally in accordance with
the Attorney General's advice. I accordingly propose to authorise
my officials to proceed on the basis of the agreements as drafted.

I am copying this letter to the Prime Minister, the Chancellor of the
Exchequer, other members of OD(E), the Attorney General and

Sir Robert Armstrong.

Wgou

DAR Howeil \O .
CM/\
ST\
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Foreign and Commonwealth Office

London SW1

28 March 1980
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BP/BNOC OIL SALES

Thank you for sending me a copy of your letter Zi/;ﬁ/ﬁarch
to the Chancellor with which you enclosed the detailed contractual

provisions for implementing the new oil supply arrangements
between BNOC and BP.

I am concerned that the arrangements as they now stand do
not incorporate some of the basic features which we agreed would
be essential if the risk of legal challenge from the Community
were to be minimised. I accept the proposals for ringfencing.
But the provisions for clawback do not entirely correspond with
what we agreed in our correspondence earlier this year. In
particular, we agreed that the right to terminate supplies from
BNOC to BP would be so exercised as not to affect UKCS crude
supplies from BP to their affiliates in EC countries or to other
EC destinations; and that this should be put on record informally
either in a letter from BP to the Department of Energy or from
BNOC to BP. The draft of the side letter from BP which purports
to do this does not in fact seem to address itself to what the

company would do if clawback were triggered. It merely states

-/that

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

Thames House South

Millbank

London SW1P 40QJ
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that in a period of supply difficulties BP would endeavour to
maintain supplies to its Community affiliates while at the same
time trying to supply the nominated UK companies. It does not
state what the company would do if it were unable to supply the
nominated UK companies and if you were therefore forced to trigger
the clawback provisions. This undermines the basis for our
agreement to the concept of clawback in the new arrangements
namely that it should only be exercised if it did not restrict
supplies of UKCS o0il to BP affiliates in EC countries or other
flows of UKCS o0il from BP to EC destinations. (This latter element
does not appear at all in the side letter.) My view is that BP's

side letter should be amended to make this point absolutely clear.

It is unfortunate that the proposed agreement between
yourself and BP on the operation of clawback brings the Government
so much into the centre of these new arrangements. It had always
been our objective to keep the Government involvement to a minimum
and to reduce the potential target which we offer to our EC
partners. I accept, however, that there may be no alternative.
Nevertheless it does make it all the more unfortunate that the
agreement is so explicit about the circumstances in which clawback
would be invoked. This is contrary to our original intention
(OD(E)(79)43) and to Michael Havers' advice in his letter of
10 December. I would be grateful if you could arrange for this
aspect of the agreement to be amended so as to refer to the issue

in more general terms.

I am sending copies of this letter to the recipients of

(o
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Treasury Chambers, Parliament Street, SWIP 3AG
01-283 3000

/ o 29 March 1980

/

The Rt. Hon. David .Howell, MP | ,Vc./}—}

b e e

BP/BNOC OIL SALES

Thank you for your letter of 26 March about the new oil
supply arrangements between BP, BNOC and the Government.

I have not had long to consider these arrangements, and

I do not wish to comment on the detailed provisions in
the Agreements attached to your letter. However the
broad principles have been exhaustively discussed

between Departments and I welcome the achievement of
agreements which are within the guidelines laid down by
the Attorney General and in accord with the other general
principles we have agreed.

Others may propose refinements to the arrangements you
propose. It goes without saying that any suggested
modifications must not prejudice the receipt this
financial year of BP's forward oil sale payment, which
you have assured me will be made this week.

I am sending a copy of this letter to the Prime Minister,

the Lord Privy Seal, the Attorney General, the other
Members of OD(E) and to Sir Robert Armstrong

jm mwoe
Mee fott (ﬂwvfc Jeerctrry )

/ﬁ( GEOFFREY HOWE
Mf/&(/. L)%/‘"&J
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Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer
Treasury Chambers

Parliament Street
London SW1 26 March 1980
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BP/BNOC OIL SALES

You will be pleased to know that my officials and BNOC have now
concluded negotiation of the detailed contractual provisions for
implementation of the new oil supply arrangements between BP, BNOC
and the Government set out in the Principles of 31 October. o

g

These arrangements fall into five parts. BP and BNOC have agreed

that the forward payment will be made available this week and we

are also aiming to conclude all the other arrangements in the same
time scale. The agreements providing for sale to BP oil of royalty
0il and the new oil sales agreement under which BNOC makes substantial
new oil sales to BP are in conventional form and require no further

comment .

The provisions in the Principles for "clawback" were the subject

of further correspondence between myself and Ian Gilmour; in the form
now negotiated there would be an agreement between the Government

and BP under. which the company can be obliged to provide oil supplies
to nominated recipients in the UK in the event of a supply shortfall
under defined terms. Supplies to BP from BNOC under the new sale
agreement would not be affected provided BP fulfilled their obligations;
if they fail I may instruct BNOC to reduce those new supplies
accordingly. The company has also provided a side letter giving a
broad measure of assurance that supplies to their affiliates, in
particular those in the EEC, will not be affected if they have to meet
their obligations under the agreement.

I am advised that this proposed arrangement is within the guidelines
laid down by the Attorney General in his letter of 10 December; the
optimal solution he proposed, of an unfettered power for BNOC to reduce
the new supplies, was not negotiable with BP. Given the importance to
UK security of supply of the "clawback" provisions as now expressed,

my judgement is that the new form of arrangement is satisfactory,

given the necessity of government involvement in some form to secure
the operation of these arrangements in the national interest and to
fulfil the provisions of the Principles.

¥
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The other area of interest is the "ring fencing" arrangement
under which BP dedicates its available UKCS production to meeting
the needs of its UK refining and marketing affiliate BP (Qil.

This will give an important element of supply security. The new
arrangements involve internal changes in BP's corporate structure
through the creation of a new trading affiliate, BP 0il Trading,
to handle UKCS crude, but the flows of BP's UKCS crude to its EEC
affiliates will not be affected. BP 0il's needs for foreign crudes
will be secured through exchange arrangements. BP have satisfied
themselves about the new arrangements in relation to EEC risk.
There will be no direct government involvement, as advised by the
Attorney General, but my officials will be satisfying themselves
that the detailed contractual arrangements meet the objectives of
ring fencing as expressed in the Principles.

The sensitive parts of these arrangements will be kept confidential
by the parties and I do not intend to make any statement beyond
acknowledging that new supplies have been made available to BFP by

BNOC.

I believe the arrangements as negotiated and set out in the
attached drafts meet the objectives of the Principles and are
generally in accordance with the Attorney General's advice. It

would be desirable if all the arrangements could be signed together
later this week and I therefore propose to authorise my officials
to proceed subject to BP satisfying them on their internal ring

fencing arrangements.

Copies of this letter and the associated documents go to the Prime
Minister, the Lord Privy Seal, the Attorney General and Sir Robert
Armstrong and copies of the letter only to other members of OD(E).

D A R Howell
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This Agresment is made the between

THE SECRETARY OF STATE FOR ENERGY (hereinafter called "the Secretary")
for and on behalf of Her Majesty of the one part and THE BRITISH
PETROLEUM COMPANY LIMITED of Britannic House, Moor Lane, London

EC2Y 9BU (hereinafter called "BP") of the other part
WHEREAS

(1) The parties hereto (together with The British National 0il
Corporation ("BNOC") BP Petroleum Development Limited and BP
‘0il Development Limited) entered into a Participation Agreement
dated 1st June 1977 which togethér with the Crude 0il Agreements
of even date therewith and annexed thereto provided for supplies
of crude oil to BNOC to the equivalent of up to 51% of BP's
UK crude oil produced from commercial oil fields on the UK

Continental Shelf and owned by BP or its said affiliates.

And it is the intention of the parties that the arrangements

provided by the Participation Agreement and the Crude 0il

Agreements should continue but in view of information made

available by BP to the Secretary and BNOC and representations
made thereon by BP, the Secretary and B&OC have agreed at the
request of BP that for the periocd of 1980-82 BNOC would increase
its supply commitments to BP in the terms of the New Crude

0il Agreement hereinafter referred to.

And the UK Government has as its objective the taking of necessary
effective measures to ensure the security of supplies of crude

0il and products in the UK.




In connection with such objective the Secretary is concerned
to do what is necessary to attain such objective and in so
doing will exercise his powers in a manner consistent with

all relevant legal obligations.

In pursuance of sueh objective aﬁd taking into account the

New Crude Oil Agreement hereinafter referred to it 1is the require—
ment of the Secretary that BP enters into this Agreement for

the supply of crude oil and products in circumstances of Shortfall
as hereinafter defined on the terms and conditicns hereinafter

contained and BP has agreed so to do.

NOW THEREFORE IT IS HEREBY AGREED AS FOLLOWS:

1. Definitions and Interpretation

Words and expressions which have been defined in Clause 1 of

the Crude 0il Agreement 1977-1981 made between The British
National 0il Corporation (BNOC) of the cne part and BP of the
other part dated 1st June 1977 as continued pursuant to the

Crude 0il Agreement 1982-1989 between the same Parties and

of the same date ("the Crude 0il Agreement") shall (unless

the context otherwise indicates) have herein the meanings therein

ascribed to them.

The term "Shortfall® shall mean the existence of circumstances

as determined by the Secretary after consultation with BP and

BNOC as hereinafter provided in which the supplies of crude
0il and products in the market in the United Kingdom are insufficient

to meet the demand for such crude oil and products.and in which

-'0/




3.

no International Energy Agency or European Econcmic Community
allocation scheme, in relation to ecrude oil or products, affecting

the United Kingdom has come into.effect.

The term "New Crude Oil Agreement" shall mean the Agreement
of even date herewith between BNOC and BP 0il Trading Ltd and

supplemental to the Crude 0il Agreement.
Duration

This Agreement shall be deemed to have come into force with

effect from 1st January 1980 and shall continue in effect for
the duration of the New Crude 0il Agreement or until the New
Crude 0il Agreement is terminated upon the happening of which

event this Agreement shall also terminate.

SALES OF C AND PRODUCTS

(a) Determination of Shortfall

(i) If at any time the Secretary considers there is or
is 1ike1y to be a shortfall he may serve notice on
BP and BNOC to enter into consultations with the

Secretary forthwith.

(ii) The purpose of the consultations shall be to assist

the Secretary in determiﬁing whether or not a short-
fall does or is likely to exist. The Secretary shall
take account of relevant information which either

party or BNOC may make available.




(iii)

4.

Information relevant to the consultation:s shall include

(without prejudice to the generality of the foregoing)

(aa) Supplies of crude oil and products into the

UK
(bb) Demand for crude oil and products in the UK

(cc) The export of crude oil and products from the

UK.

(dd) Any fluctuations in the supply of crude and
products to the UK and, where ascertainable,

the reasons therefor.

(ee) The stocks of crude oil and products held in

the UK

The collation of information ascertained in accordance

with the above categories shall, to the greatest

extent practicable, conform to the methods adopted

by thé'International Energy Agency in similar cir-

cumstances.

The consultations shall be conéluded, not later than

15 days after receipt of the notiée specified in
(i)»above, by the Secretary, after taking such con- |
sultations into aécbunt,’determining whether or not

a shortfall does or is likely to exist. Such determin-
ation shall be binding upon BP and, subject to (£)
below, may be changed only in accordance with the

preceding provisions of this Clause.




(b} Provision of Estimates

Not later than five days after commencement of consultations

BP shall supply CoNGhe Secretary its estimate of

(1)

BP's UK crude oil production for the following three

calendar months

the refining'requirements of BP 0il Limited to meet
its normal market in the UK for the following three
calendar months. Such estimates shall take no account
of ény existing or anticipated temporary inability

to carry out processing at any of that company's

‘refineries where such inability is due to circumstances

beyond the control of that company.

(¢c) Notice of Sale and Deliveries

(1)

If the Secretary, in accordance with (a)(@ig, makes

a determination that a Shortfall does exist or will

exist within the next ninety days of the date on

which he serves notice as specified herein then,

15 days after the receipt by BP of the notice specified

in (a)(i) above, and, provided the Secreﬂary is then
able to make a determination)every thirty days there-
after the Secretary may serve notice on BP requiring
it to commence or continue as the case may be the
salé and delivery té the Secretary or his nominee(s)
into the UK of crude oil or p;oducts. Any such sale
and delivery shall be in-accordance with the terms

hereinafter provided.




(ii) Such notice shall specify

(aa) the amount of the Shortfall expressed in barrels

of crude oil per day

(bb) the amount of crude oil which BP is required
to supply, which amount shall not exceed the

quantity specified in (iii) below.

(ce) a period not exceeding thirty days and expressed

in number of days and not by reference to dates.

The quantity referred to in (ii)(bb) above shall

be the amount of crude oil éxpressed in barrels per
day which is equal to BP's UK crude oil préduction
less the sum of the crudé 0il necessary tc meet BP
0il Limited's refining requirements as defined under
(b)(ii) above and the net supplies of crude oil by
BP to BNOC under the Crude 0il Agreement and the

New Crude 0il Agreement and shall be estéblished

in accordance with the estimates provided in accordance
ﬁith (b) above for the first calendar month for which
such estimates have been provided in respect of the
first notice and the relevant subsequent estimates

in respect of any further notice.

BP shall have the right to deliver the quantities
in (ii)(bb) above specified in a notice issued by

the Secretary ih terms of:




(aa) Either a grade or grades of crude oll comparable
to the average UK Barrel which means a barrel
o

of crude oils capable Qf being refined in typiecal

UK refinery capacity would yield products comparable

to the Average UK Barrel for the period in question

as defined in Annex A to this Agreement, or

the products themselves in such proportions

as defined in said Annex A, or

any combination of (aa) and (bb).above provided
that, to the extent consistent with BPfs rights
and obligations hereunder and normal industry
practice, BP shall take account of the require-
ments of the recipients of such crude oil or

products.

Within fifteen days of the end of the month in question
BP shall supply‘the actual figures for BP's UK crude_
oil‘production and BP 0il Limited's refining runs
and shall take account of actions taken or to be
taken by BP to overcomé any temporary inability to

~ process in the UK and deliveries by BP shall be adjusted
in accordance therewith and the notice in (ii) above
shall be deemed to have been amended so that amount
of crude oil'spécified in (ii)(b) had been calculated

by reference to such actual figures.




8.

BP shall be entitled to an operational tolerance

in any calendar month of + ten per cent or 50,000
toné whichever is the greater. vSuch entitlement
may_be taken in any month but the cumulative‘total
4thereof'at any one time shall not exceed 50,000 tons
or + ten per cent of the most recent monthly supply

obligation whichever is the greater.

To the extent that BP supplies any part of the quantity
specified in (ii)(bb) above in products rather than
eruds oil as hereinafter provided a conversion factor
of 93 per cent shall be applied to the volume of

crude oil not so supplied in order to determine the
amount of pfoducts to be supplied in substitution

therefor.

(d) Meeting the Shortfall

(i) Forthwith upon the servige of a notice by the Secretary
under (c)(i) above the Secretary shall coﬂsult with .
BE ovér a period not exceéding fifteen days, ddring
which he will inform BP of his reasons for making

the determination under (a)(v) above, to establish

(aa) the extent to which BP is able to supply the
quantity specified in (c)(ii)(bb) above in crude
oil or products to BP 0il Limited and BP 0il
Limited is able to market in the UK supplies
additional to its adjusted pre-Shortfall require-

ments, and’
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(bb) the extent to which deliveries of crude 0il
and products will have to be supplied to third
parties insofar as BP 0il Limited is unable

to accept the quantity so specified.

To the extent that BP 0il Limited is able to accept
deliveries as aforesaid BP shall, not more than 60
days from receipt of the notice specified in (c)(i)

above, complete deliveries of crude oil and products.

To the extent that the refining requirements of BP
0il Limited have been satisfied as provided in (i)
above and BP 0il Limitéd is unable to accept any
additional deliveries the Sécretary of State shall
consult forthwith with BNOC and BP (and separately,
although the Secretary may invite BNOC and/or BP

to attend such consultations, with such other third
parties as the Secretary may decide) in order to
establish within 30 days from the service of notice
referred to in (c)(i) above a plan which canAbe imple-
mented by BP, taking into account its rights and
obligations herein contained as well as good oil
industry praﬁtice and which is acceptable to thé
Secretary for the supply of the balance of crude
0il or products which BP Oil Limited is unable to

—

accept.

(iv) (aa) Forthwith upon the Secretary notifying BP of

acceptance and details of the said plan

'.00/




in rzspect of cruds oil apesifted
plan which was nobt orizlmally
to B? by BNOC under ths tevmds on
between BP aﬁd BNOC and bo the sxhza
the said plan provides for the supp.v
products BP shall commence, and s=zek

complete within five days thereafter,
negotiations in good faith with such party

or parties as the Secretary may nominate

for the sale, in accordance with the said
plan, of such'crude oil and products at
prices which shall be the realisations
defined at Annex B to this Agreement relating

thereto BP shall keep the Secretary informed

of the progress of negotiations.

in respect of crude oil specified in the

plan which was originally supplied to BP

by BNOC under the terms‘of any agreesment

between BP and BNOC. the Secretary shall

procure BNOC

(aaa) to commence, and seek to complete
within five days thereafter, negotiations
in good faitn with such party or |
parties as the Secretary may ncminate
for the sale, in accordance with

the said plan, of such crude oil
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keep BP informed of the progress

of negotiations; and

pay to BP the realisation defined
in Annex B for crude oil sold as

a result of such negotiations.

the terms of any agreement resulting from

the above negotiations shall be in accordance
with good oil industry practice, the price
being as provided in (iv)(aa)(i) above,

and the conditions of such agreément shall
conform to BP Trading Limited's General
Conditions of Sale to the greatest extent
practicable, due regard being paid to the
objective of this Agreement and the cir-
cumstances of the negotiations relating

to such agreement.

(bb) If any of the negotiations do not culminate
in agreement by the fifth day thereof the Secretary
‘may on that day nominate another party or other
parties with whom negotiations shall take place.

If the Secretary does so nominate the provisions

of (aa) shall apply thereto.

If the Secretéry does not so nominate or if
“any of the negotiations following such nomination
do not culminate in agreement by the fifth day

thereof then there shall be no obligation on
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BP or BNOC to deliver the crude oil or products
which would otherwise have been deliverable
had the Secretary soO nominated and/or such

negotiations had culminated in agreement.

Forthwith upon successful completion of negotiations

with any nominated party BP shall commence deliveries
of crude oil or products to such party in accordance
with the provisions of the aéreement relating thereto
which shall include a provision that deliveries of
the relevant quantity shall be completed within sixty
days of service of the notiée.specified in (c)(i)

above.

For the aQoidance of doubt BP shall lock to such

party or parties and/or BNOC as appropriate for payment

of the price and the Secretary shall have no financial

liability or financial obligations whatsoever therefor

or arising out of or in connection with the negotiations,
 sales or supplies of crude oil and/or products referred

to in (d)(v) above.

(e) Consultations during any period of Shortfall

(i) 1In the event that the Secrétary serves notice in
accordance with (c)(i) above then at intervals of
not morejéhan thirty days commencing.with the thirtieth
day following the service of notice referred to in

(a)(i) above the Secretary shall consult with BP

and BNOC in like mannef to (a) and (b) above.

0../
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At regular flgbapusils fﬁe_pafties shall meet together
to raview the iuﬁ?g;c 1;rion of the plan of supplies
to Bé @ik L issEdians Srng agreements entered into

_ by BP or BS 2iim i led papties as well .as BP's

o tr.)suzentation thereof. Notwith-

shall inform the Secretary

of aay inability to fulfil such implementation as
soon as it becomss aware of such inability or of

any nmaterial change in its ability so to fulfil.

Cessation of Shortfall

Forthwith upon the‘determination by the Secretary that,
after taking into account all deliveries made or to be

made by BP, a Shortfall has ceased or will cease to exist,
the requirement imposed on BP by a notice or notices served
under (c)(i) above hereof for the period of that Shortfall
shall terminate withoﬁt prejudice ;o BP's obligation to
complete all deliveries taken into account above by the
Secretary in determining that a Shortfall had ceased to

exist.

4. Failure to Supply

(a) - If, for any reason, BP does not dellver, or if BP'advises
the Secretary that it is not to be able to deliver in
accordance witﬁ its obligations arising under this agreement,
all or part of the crude oil or products provided for
in ClaLSC 3 nareof, then the Secretary may instruct BNOC

-

to reduce forthwith suppli=s of crude oil under the New
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Crude 0il Agreement by an amount eguivalent to that which
BP has not dslivered, or has advised the Secretary that
it is not able to deliver, pursuant to a notice served

under Clause 3(c¢) hereof.

To enaSIe BUOC to act upon any instruction which the
Secretary may give to BNOC in pursuance of the right granted
to the Secretary'hereunder the scope of Clause 15 of the
Crude 0il Agreement has been widened so as to include

such instructions insofar only as they relate to the New
Crude 0il Agreement. The Secretary undertakes to BP that

he will not give any instructions, other than instructions
given to BNOC in pursuance of (a) above, to BNOC which

if acted upon by BNOC wodld, but for the widening of the
scope referred to above, have caused BNOC to be in breach

of its obligations under the New Crude 0il Agreement.

Further Consultation

It is agreed and declared that the provisions of this Agreement

are an integral part of the arrangement for supplies of crude
0il from the Secretary and BNOC to BP and vice versa. If for
any reason the intentions of the Parties cannot be implemented

as expressed in the provisions of this Agreement the Secretary,

BNOC and BP shall forthwith review the arrangements and determine 9,

how best to fulfil the intentions of the Parties in the light

of such inability and the circumstances causing it. The.Partici—
pation Agreement and the Crude 0il Agreement do not constitute
part of the arrangements referred to above for the purposes

of this Clause and shall continue in full force and effect

notwithstanding the provisions of this Clause.

00'/




Performance by BP Group

.B? undertakes that in so far as any obligation hereunder falis
to be performed by any member of the BP Group not a party to
this Agreement, BP shall in accordance with its lawful powers
procure the performance of that obligation by the relevant

member of the BP Group.
Notices

Any notice or other communication required to be given hereunder
shall be in writing and shall be sufficiently made if sent

by pre-paid first class ﬁost or telegraph or telex or by delivery
the same day by hand addressed to the party to be served at

" Thames House South, Millbank, London SW1P 4QJ (in the case

of the Secretary) and at Britannic House, Moof Lane, London

EC2Y 9BU (in the case of BP) and shall except in the case of
delivery by hand and save for evidence to the contrary be deeéed
to have been made on the day on which such communicéticn ought
to have been delivered in due courselof postal, telegraphic

or telex communications.

Applicable Law

The construction, validity and performance of this Agreement

shall be governed by English law.

e

Confidentiality

(a) The.parties shall keep the Agreement and any information
made available to each other under Clauses 3(a)(ii), (iii),

(iv), 3(b), 3(e)(v), 3(d), 3(e) and 3(f) confidential

-.-/




.1 themselves and shall not disclose its contents
Third Party except BNOC or any Minister or Servant
Srown without the agreement of the other party,

) :rvcsmant not to be unreasonably withheld.

T
i

¢ foregoing obligations of confidentiality shall not

oply to information which

is or subsequently becomes‘published by a third party

or othefwise generally available to the public, or °

wnich

i3 in the recipient's possession at the time of dis-
closure and ﬁhich, at the time of disclosure, the
recipient is not obliged to keep confidential, or

which

has been or subsequently is lawfully communicated
to the receipient by a third party so that it is
not subject to restriction upon disclosure known

to thé'recipient.

NOuhltnSuanlng anything hereinbefore contained, the
Secretary and BNOC shall be entitled to disclose to any
nominated party referred to in Clause 3(d)(iv) information
as may be necessary to ensure the‘implementation of thg
plan referred to ih Clause 3(d)(iii), subject to first
obtaining from such nominated party a written undertaking

to keep such information confidential.
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IN WITNESS WHERECF the Corporate Seal of the Secretary of State

~and the Common Seal of the British Petroleum Company Limited have

been hereunto affixed on the day and year first above written

The Corporate Seal of the Secretary
of State for Energy hereunto affixed
was authenticated by:

an s authorised by
the Secretary of State

 The Common Seal of the British
Petroleum Company Limited was
hereunto affixed in the presence of:




DRAM™ SIDE LETTER FROM BP TO SLCURETARY OF STATE

In entering into the Agreement dated 'X' ("the Agreement")
concerning the supply of oil to .the UK during a supply shortfall
we have given consideration to the fact that it was only by
entering into the Agreement dated 'X' that we have been able to
secure the execution of the new Sales Agreement between BNOC and
ourselves and an estimated additional supply over the years
1980/82 of 39 m tons. It is our view that taken overall these
arrangements will increase the o0il availability of our Associate
companies (including those in the EEC).

It would be our intention, under many of the circumstances which
may exist at a time when our obligation to supply you with oil is
invoked under the Agreement dated 'X', to seek to cover Group
requirements in terms of the supply of crude and/or products
through operational flexibility including drawing from stock

and/or additional purchases on the open market.

You will appreciate it is not possible to foresee the circumstances
which may arise in future supply crises and therefore it will be
necessary for us to decide in the light of circumstances then

prevailing, what measures we should adopt. It must, however, be

likely that in ény world supply crisis which was sufficiently
linited-in extent as not to trigger the IEA emergency sharing
mechanism, that we would be able to procure the additional

supplies involved, thus avoiding any reduction in the volume
of supplies to our Associate companies (including those in the
EEC) in any of the above circumstances.

This letter shall be accorded the same degree of confidentiality

as the agreeement to which it relates.




ADVANCE PAYMENT AGREEMENT

THIS AGREEMENT is made the day of 1980 BETWEEN
THE BRITISH NATIONAL OIL CORPORAT ION of the one part and
THE BRITISH PETROLEUM COMPANY LIMITED whose registered office is at

Britannic House, Moor Lane, London EC2Y 9BU of the other part

WHEREAS:

(a) By an agreement dated lst June 1977 and made between the parties
hereto (which agreemeht as the same may have been amended or
supplemented is hereinafter referred to as the "C.0.A.") the pafties
entered into certain option and éross—purchase arrangements in

respect of crude oil.

The parties have now agreed upon arrangements hereinafter contained
whereby an advance payment shall be made by BP and credited against
payments due from BP to BNOC and therefore desire to supplement the
C.0.2. as hereinafter provided.

NOW THEREFORE IT IS HEREBY AGREED AS FOLLOWS:

Clause 1 - Definitions

All terms defined in the C.O.A. shall have their defined meanings when

used herein.

For the purpose of Clause 2 hereof the term "0il" shall mean 140,000

barrels per day of the UKCS crude oil to be delivered by BNOC to BEP
during the 12 month period commencing on lst April 1980 pursuant to

Clause 4(a) of the C.0.A.

Clause 2 - Advance Payment

The C.O0.A. shall be and is hereby amended by the addition of the following

new sub-clause to be numbered 11 (e):




." (e) In respect of deliveries of the Oil (as such expression is defined

in Clause 1 of the Agreement between the Parties dated ....ccccccccececc..

©1980) :

(i) BP shall transfer to BNOC on or before 28th March 1980
two hundred and eighty-five Million Pounds Sterlihg
(£285,000,000) hereinafter referred to as "“the Forward

Payment."

The Forward Payment shall be made by BP to BNOC for value
on such date without deduction, discount, set- off or

counter-claim and at the expense of BP.

Subject to the provisions of paragraph (iv)

below the Forward Payment shall in no circumstances be °
otherwise available to BP to discharge other costs, dues,
expenses or other payments which may be due by BP to BNOC
or for offsetting payments due on each side as contemplated

under Clause 11 (a) hereof.

In consideration for BP making the Forward Payment

BNOC undertakes that on each and every occasion

when an amount ("the Relevant Amount") would otherwise be
due and owing by BP to BNOC for the Oil under Clause

11 (a) above then payment for each shipment shall be
deemed to be satisfied by the application of an amount
equivalent in value to the Relevant Amount against the
Forward Payment until the aggregate of the sums so épplied
shall equal 100 per cent of the Forward Payment in which
event payment by BP for such volumes of Oil (or part
therof) as remain to be delivered as at such date shall
be effected in accordance with the provisions of Clause
11(a) to (d) hereof and the provisions of this Clause

11 (e) shall no longer have effect.”




Clause 3 Option

BNOC shall have the option to require from BP a further forward payment

of up to Three Hundred Million Pounds Sterling (£300,000,000) in respect
of a quantity of UKCS crude oil to be delivered during the 12 month

period commencing on lst April 1981. Unless otherwise agreed such
quantity shall be 230,000 barrels per day. The said sum shall be paid

by BP to BNOC on or before 31st March 1981 and be credited in a manner
similar to that set out in Clause 2 above. Such option shall be exercised

by BNOC giving written notice to BP on or before 31st October 1980.

BP shall be under no liability to make such further forward payment

hereunder to BNOC unless and until it has received:-
(i) confirmation in writing that Her Majesty's Government concurs;

(ii) confirmation that such forward payment is a requirement con-
tained in other agreements for the sale of crude oil by BNCC
and is the result of the general application of such a measure
in the context of public expenditure planning by Her Majesty's

Government.

Clause 4 - Other Terms and Conditions

Except as otherwise provided herein all other terms and conditions shall

be in accordance with the C.O.A.




IN WITNESS WHEREOF THIS AGREEMENT has been entered into the day

and year first above written.

Signed for and on behalf of

THE BRITISH NATIONAL OIL
CORPORATION

Signed for and on behalf of
THE BRITISH PETROLEUM
COMPANY LIMITED
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THE BRITISH NATIONAL OIL CORPORAT ION

AGREEMENT FOR SALE OF ROYALTY CRUDE OIL

THIS AGREEMENT is made the

BETWEEN the Parties:

THE BRITISH NATIONAL OIL CORPORATION ("the Seller") - acting as

agent for The Secretary of State for Energy for and on behalf of

Her Majesty, and

BP OIL LIMITED, a company incorporated in England, (“the Buyer").

NOW IT IS HEREBY AGREED between the Parties as follows:

Definitions and Interpretation

Words and expressions which have been defined in Clause 1 of the
Crude Oil Agreement 1977-1981 made between the Seller and The
British Petroleum Company Limited dated lst June 1977 as continued
pursuant to the Crude 0il Agreement 1982 - 1989 between the same
Parties and of the same date ("the Crude 0il Agreement") shall
(unless the context otherwise indicates) have herein the meanings
therein ascribed to them.

The term “pperational Agreement" shall mean the agreemént made
between the Seller and The British Petroleum Company Limited dated
27th October 1978. :

The term "Royalty Oil" shall mean the petroleum from commercial
oilfields which the Secretary of State for Energy for and on behalf
of Her Majesty has by notice in writing required BP to deliver to
him under the provisions of a production licence in which BP has an
interest and as provided for in Model Clause 11 of Schedule 2 Part

ITI of The Petroelum and Submarine Pipe-lines Act 1975.
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Headings are inserted herein for convenience only and shall be

ignored in the construction of this Agreement.

Sale and Purchase

The Seller shall deliver and sell and the Buyer shall receive in
bulk and buy crude oil on the terms and conditions set forth in

this Agreement.

Duration

This Agreement shall be deemed to have taken effect ffom 1lst January
1980 and shall continue in force until 31st December 1982. Such
termination shall be without prejudice to the rights and obligations

of the Parties as accrued at the date of termination.

The period for deliveries of the crude oil shall commence on lst

January 1980.

The Crude 0il

(a) The crude oil to be delivered in each quarter shall be equal

in volume to the Royalty Oil taken in respect of that quarter.
(b) The quality of such crude oil shall be as follows:-—

(1) in respect of Royalty Oil of Forties grade the Seller
shall deliver back to the Buyer in each quarter not less
than one-third of the quantity of Royalty Oil (being
Forties grade), the exact quantity being at the Seller's
option subject to the Seller retaining out of such
Royalty Oil in each quarter a maximum of 4Q,OOO barrels
per day and a minimum of 30,000 barrels per day, or if
the total availability of such Royalty Oil is less than
30,0QO barrels v=r day, such total availability;

in respect of the balance of Royalty Oil of Forties
grade, the Seller shall deliver to the Buyer grades

. comparable to Forties grade on the basis set out in
Clause 6 (a) of the Crude 0il Agreement. However, the
Seller shall have the right to propose to the Buyer an
exchange whereby other low-sulphur UKCS grades are

delivered to the Buyer, the terms of such exchange to be




agreed between the parties and to be fixed for periods of
six months. In the event that the Seller and the Buyer
are unable to agree in good faith the terms applicable to
such an exchange, then the quantities in question shall
be delivered in terms of grades comparable to Forties
grade on the basis set out in Clause 6 (a) of the Crude

0Oil Agreement;

(iii)in respect of Royalty 0il of grades other than Forties
grade, the Seller shall deliver to the Buyer the same

grades.

In respect of the comparable grades referred to in (b) (ii)

above, consultation between the parties and the Seller's
subsequent notifications in respect thereof shall, so far as
is practicable, be in accordance with, and contemporaneous

with, the procedures laid down in the Crude Oil Agreement.

Loading Terminal/Delivery

The crude oil shall be made available to the Buyer and the Buyer
shall take delivery f£.o.b. at the appropriate loading terminal for
the grade in question or, in the case of Forties grade and subject

| to the Secretary of State's approval, at the Buyer's option into
the Buyer's pipeline at Kinneil. Except in the case of a tankship
loading a full cargo but made up of a part cargo being delivered
under this Agreement as well as a part cargo or part cargoes fram
third pérties or from BP's own availability, all déliveries hereunder
f.0.b. loading terminal shall, unless specificélly requested by the
Buyer and agreed to in writing by the Seller, be given and taken in

full cargo lots.

The Buyer shall nominate in accordance with the provisions of the
Operational Agreement and at the time of accepting such nomination
the Seller shall advise the Buyer as soon as practicable of any

- adjustment necessary to such nomination to ensure that the quéntity

shall be equal in volume to the Royalty Oil.

For the period up to and including 31 December 1980 the Buyer shall
pay to the Seller for each barrel of crude oil delivered f.o.b. the
loading terminal or at Kinneil a price established for the grade of

crude oil in question in accordance with the provisions of the




Ccrude Oil Agreement. For any period of not less than six months

after the 31 December 1980 the Secretary of State may, after

consultation with the Buyer and the Seller, prescribe the alternative
pasis, to that established by the Crude 0Oil Agreement for calculating
price.*  Until, however, the Secretary of State, after such consultation
as aforesaid, prescribes the alternative basis the price will

remain as established in accordance with the Crude Oil Agréement.

(* BP have requested additional wording here).

Payment _ v
Payment for each cargo shall be made by the Buyer to the Seller in

accordance with the provisions of Clause 11 (as amended) of the

Crude 0il Agreement 1977 - 1981 without deduction, discount, set-

off or counter-claim and the provisions for offsetting. payments

referred to in the said Clause 11 shall not apply.

Other Terms and Conditions

Except as otherwise provided herein, all other terms and conditions
shall be in accordance with the Crude 0il Agreement and the Operational
Agreement as such Agreements may be amended from time to time as if
crude oil deliverable hereunder was part of the Seller's availability-

of UKCS crude oil.

Law
The construction validity and performance of this Agreement shall

be governed by the Laws of England.

AS WITNESS the hands of the duly authorised representatives of the

. parties the day and year first above written.

SIGNED for and on behalf of
THE BRITISH NATIONAL OIL. CORPORATION by:

SIGNED for and on behalf of
BP OIL LIMITED by:
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" Po: BP 0il Ltd

With reference to the Notices served by the Secretary of State on

A BP 0il Development Ltd dated the twenty—eight day of June 1979 and

the eighteenth day of December 1979 and to the Notices served by

the Secretary of State on BP Petrbleum Development Ltd dated the
twenty-ninth day of June 1979 and the eighteenth day of December 1979
Vand requiring the delivery of crude oil to him under the terms of
Licences granted under the Petroleum (Production) Act 1934, I am
writing té inform you that the British National 0il Corporation (BNCC)
will be acting on behalf of the Secretary of State ih taking
‘delivery of and disposing of any crude oil delivered to him under

the terms of such Licences, until further notice is given to you.

I am also to inform you that the Secretary of State is aware of

and approves of the arrangements for the sale of the crude oil to

BP 0il Itd for the period 1st January 1980 to 31st December 1982
(incluéive) contained in the Royaltj Sales Agreement dated the

W and made between BNOC and BP 0il Ltd.

The Secretary of State approves of the arrangement that for the

period up to and including %1 December 1980 BP 0il Limited shall

pay to BNOC for each barrel of crude oil delivered f.o.b. the loadingv
terminal a price established for the grade of crude oil in question
in accordance with the Crude 0il Agreements made between BNOC and

the British Petroleum Company Limited. For any period of not less
than six months after 31st December 1980 the Secfetary of State
reserves the right_(as.provided in Clause of the Agreement) after
consultation with BNOC and BP 0il Limited, to breséribe an alternstive

basis to that established by the Crude 0il Agreements for calculating

price. Any such alternative basis would be generally applicable to




ges of oil delivered to the Secretary of State under the terms

of licences granted under the Petroleum (Production) Act 1934,

and not restricted to sales of such o0il to BP 0il Limited.
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AN AGREEMENT dated the , day of 1980 between
THE BRITISH NATIONAL OIL CORPORATION of the one JOEUEIE FH0EL  Heodonn oaaono

whose registered office is at Britannic House, Moor Lane, London EC2Y 9BU

("BPOT") of the other part

WHEREAS the parties wish to enter into an agreement for the sale of

crude petroleum supplemental to the Crude Oil Agreements entered into
pursuant to the Participation Agreement between the Secretary of State

for Energy for and on behalf of Her Majesty, The British National Oil
Cotporation, The British Petroleum Company Limited, BP Petroleum Development
Limited and BP 0il Development Limited dated lst June 1977, which Crude

0il Agreements are referred to in Clause 1 hereof

NOW THEREFORE IT IS HEREBY AGREED AS FOLLOWS:-—

Clause 1 - Definitions

'In this Agreement, unless the context otherwise requires, the terms set
out in Clause 1 cf the Crude 0il Agreement 1977—19811between BNOC and
The British Petroleum Company Limited dated lst June 1977 as continued
pursuant to the Crude 0Oil Agreement 1982-1989 between the same parties
and of the same date ("the Crude 0il Agreement") shall, if used in this
Agreement, have the meanings attributed to them in the said Clause 1;
and the term "port of loading" or "loading pért", if used in this Agree-
ment, shall be interpreted as preécribed in the Operational Agreement
between the same parties dated 27th October 1978 ("the Operational

Agreement").

Clause 2 - Scope

Subject to the terms and conditions contained herein BNOC shall deliver
and sell and BPOT shall receive in bulk, purchase and pay for the quantity

of crude petroleum established as hereinafter provided.

Clause 3 - Duration

This Agreement shall be deemed to have come into force with effect from
lst January 1980 and shall continue thereafter until 31st December,

1G8I%
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Clause 4 Quantity

The quantity of crude petroleum deliverable hereunder in each
quarter specified in the following table shall be such that,
subject to (b), (c¢) and (d) below, the net quantity of crude
petroleum delivered by BP to BNOC in tha£ quarter,. resulting from
sales under the Crude Oil Agreement, less the quantity delivered
hereunder, is equal to the quantity for the quarter in question
specified in the table and réferred to therein as the overall net

quantity:-

Quarter : Overall net quantity

Barrels per day

quarter 119,000
quarter ) i 122,000
quarter 84,000
quarter ' 81,000
quarter ; 35,000
quarter 35,000
quarter : Nil
quarter

quarter ‘ - Nil

The overall net éuantity for each quarter in 1980 and 1981
specified in the table in (a) above shall be subject to
adjustment, depending on estimates of production of BP's U.K.
crude oil and actual such production, as set out in (ii) and

(iii) kelow.

By the 4éth day of the quarter preceding the quarter in

question BPOT shall notify BNOC in writing of the estimate of

such production and thereafter shall advise BNOC of any significant
changes in such estimate as they occur and actual such production

figures for the quarter in question as they become available.




(iii) The adjustment referred to in (i) above shall be made for

each quarter as follows:-

(aa) in the first instance, by application of the following
formula: :
(Overall net quantity for quarter specified in
table) x L?éstimate of such production in that
quarter, expressed in barrels per day) = 540,00Q7 =

adjusted overall net quantity for quarter (to the
nearest 1000 barrels per day)

when BPOT advises BNOC of such estimate for the

quarter in question and when BPOT advises BNOC of
any significant changes in such estimate pursuant to

(ii) above;

finally, by application of the following formula
(Overall net quantity for quarter specified in A
table) x {Tactual such production in that quarter,
expressed in barrels per day) = 540,0097 = adjusted
overall net quantity for quarter (to nearest 1000

barrels a day)

when BPOT advises BNOC of actual production figures

for the quarter in question pursuant to (ii) above: -
provided, however, that if within the éaid estimate and
changes advised thereto the relevant operator expects
significant fluctuations in monthly production during the
quarter in question, BPOT shall so inform BNOC and the
quantity deliverable hereunder during each month of the
quarter in question shall be subject to proportional

adjustment to take account of such fluctuations.

Any overlift or underlift in any quarter resulting from the adjustments
provided for in (b) above shall be compensated as soon as practicable
thereafter, the price and payment terms in respect of any compensating

quantity lifted being determined with regard to the actual date of

completion of lbading.
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In the event that royalty in respect of production of BP's U.K.

crude oil in any quarter is not taken in kind, or taken only partially
in kind, the quantity of crude petroleum deliverable hereunder in

that quarter pursuant to (a) aud (b) above shall be increased by a
quantity equivalent to 51 per cent of such royalty not taken in

kind.

Clause 5 - Quality

(@) Subject to (b) and (c) below, the grades of crude petroleum shall
be:-

(1) the grades of BP's U.K. crude oil delivered by BP to RNOC
pursuant to Clause 3, and retainded by BNOC pursuant to Clause

5, of the Crude 0il Agreement; and

(ii) the grades of non-UKCS crude oil delivered by BP to BNOC

pursuant to Clause 4 (b) of the Crude 0il Agreement.

(b) BNOC shall use its best endeavours to deliver the quantity deliverable

hereunder:-

(1) in each quarter of 1980, in terms of non-UKCS crude oil of the
grades and in the proportions thereof delivered by BP to BNOC

as aforesaid in the same quarter;

in each quarter of 1981 and 1982, in terms JSf BP's U.X. crude
0il and non-UKCS crude oil of the grades and in the proportions
thereof delivered by BP and retained by BNOC as aforesaid and
delivered by BP to BNOC as aforesaid respectively in the same

quarter.

In so far as BNOC is unable so to deliver the quantity deliverablea
- hereunder, any quantities of alternative grades it notifies for
delivery shall be comparable on the basis set out in Clause 6 of

the Crude 0il Agreement.

(c) Consultation between the parties as to the grades of crude petroleum




and the quantity of each to be delivered hefeunder, and BNOC's
subsequent notification thereof to BPOT, shall be in accordance
with and so far as possible contemporaneous with prdcedures laid

down in the Crude Oil Agreement.

Clause 6 — Delivery

(a) BNOC shall give and BPOT shall take delivery, unless otherwise

agreed, in accordance with the provisions of the Crude 0il Agreement
as appropriate to the grade in question, provided that, in the case
of any comparable grade of UKCS crude oil becoming deliverable
pursuant to the last sentence of Clause 5(b) hereof in any quarter
up to the end of 1981, if such appropriate delivery is ex ship then
delivery shall be subject to the operational guarantees set out in

Appendix I to the Crude 0il Agreement.

Within each quarter delivery of each grade of crude petroleum
hereunder shall so far as practicable be given and taken at an
approximately even rate having due regard to the provisions of

Clause 4 hereof.

Clause 7 — Price

BPOT shall pay to BNOC for the quantity of each shipment a price f.0.b.
loading terminal equal to the price established (or which would be
established) for the grade of crude petroleum in question as provided in

the Crude 0il Agreement.

Clause 8 -- Payment

Payment for each shipment shall be made in accordance with Clause 11 of

the Crude 0il Agreement.

Clause 9 - Other Terms and Conditions

Except as otherxwise provided herein, all other terms and conditions

shall be in accordance with the Crude Oil Agreement and the Operational

Agreement as such Agreements may be amended j§;m time to tlmelkmvis tﬁ:;- rvxn;dum—
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. IN WITNESS WHEREOF THIS AGREEMENT has been entered into the day and year

first above written.

Signed for and on behalf of
THE BRITISH NATIONAL OIL CORPORATION fellealatelola e et RatateFatolalials o e lel ol o lale

Signed for and on behalf of

@ ® 0000 0090000050000 ce00000e0 s
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THE BRITISH NATIONAL OIL

CRUDE OIL SALES ARG

 AGREEMENT is made the

=N the Parties:

THE BRITISH NATIONAL OIL CORPORAT ICY =" )

“? OIL TRADING LIMITED, a company inc ‘n England, ("the

Suyer").

NOW IT IS HEREBY AGREED between the s ollows:

Definitions and Interpretation

Words and expressions which havs >d in Clause 1 of

the Crude 0il Agreement 1977-1S%: sen the Seller and
The British Petroleum Company L:i: . 1st June 1977 as
continued pursuant to the Crude L e glelRpl o aliskels)
between the same Parties and of .ze ("the Crude 0il
Agreement") shall (unless the cc sise indicates)
have herein the meanings thereir sorthems

-

The term "Operational Agreement” » the agreement made

between the Seller and The Briti: m Company Limited

dated 27th October 1978.

Sale and Purchase

The Seller shall deliver and sell and shall receive in
3 set forth in

this Agreement.

Juration
This 2greement shall be deemed to Iz Fzct from lst January

1980 and shall continue in force uni:’ zmber 1982. Such

cermination shall be without prejud. .

of the Parties as accrued at the dat:

“‘ghts and obligations

ation.




The peériod for deliveries of the crude oil shall commence on the
date of commencement of commercial production of crude oil from the

Beatrice Field.

The Crude 0il

(a) The crude oil to be delivered in each quarter shall be equal

in volume to fifty one per cent (51%) of BP's entitlement to
crude oil produced from the Beatrice Field.

The quality of such crude oil shall be at the Seller's option
Beatrice grade and or any other grade or grades of UKCS crude

oil of comparable or better quality.

The parties shall meet ninety (90) days prior to the anticipated
date of commencement of commercial productidn of crude oil
from the Beatrice Field to agree a definition of grades of

comparable or better quality.

Loading Terminal/Delivery

The crude oil shall be made available to the Buyer and the Buyer
shall take delivery f.o.b. at the appropriate loading terminal for

the grade in question.

The Buyer shall pay to the Seller for each barrel of crude oil
delivered f.o.b. the loading terminal a price established for the
grade of crude oil in question in accordance with the provisions of

the Crude 0Oil Agreement.

Payment
Payment for each cargo shall be made by the Buyer to the Seller in

accordance with the nrovisions of Clause 11 of the Crude Oil Agreement

1977 -1981 without deduction, discount, set-off or counter-claim.

" Other Terms and Conditions

Except as otherwise provided herein, all other terms and conditions
shall be in accordance with the Crude Oil Agreement and the Operational :

Agreement as such Bgreements may be amended from time to time.




Law
The construction validity and performance of this Agreement shall

be governed by the Laws of England.

AS WITNESS the hands of the duly authorised representatives of the

parties the day and year first above written.

SIGNED for and on behalf of
THE BRITISH NATIONAL OIL CORPORATION by:

D T T T N )

SIGNED for and on behalf of
BP OIL TRADING LIMITED by:
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S1F Written Answers

fuels. The findings of these studies indi-
cate that prospects for the technical ex-
ploitation of biomass from the sea to
produce fuel at an economic price com-
pared with other fuels available are not
sufficiently attractive to mertit mounting a
full-scale R. & D. progiamme. As with
all our programines to cevelop renewable
sources of energy, my Department is keep-
ing this area of work under review and Is
prepared to reconsider priority levels if
new information comes to light which
shows the biomass from sea resource to
have more promise.

Gasoline from Natural Gas

Ivir. Skeet asked the Secretary of State
for Energy whether his Department has
made a study of the New Zealand Goy-
ernment’s project to provide gasoline and
its co-product, olefins, from natural gas
through the use of zeolite catalysts for the
dehydration of methanol ; and if he will
make a statement. -

Mr. Gray: My Department has details
of the New Zealané Government’s pro-
ject for the production of gasoline from
the Maui gas field, using the Mobil pro-
cess, and is keeping 2 close watch on its
progress. P

Fluidised Bed Combustion
Boilers

Mr. Skeet asked the Secretary of State
for Energy when the first commercial
fluidised bed combustion boiler is likely
to be available in the United Kingdom
for industrial use.

' Mr, John Moore: I am aware that
several companies are making encourag-
ing progress on fluidised bed boilers and
that a number of plants are already
operating in industrial premises.

Norxih Sea Gas

Mr. Nicholas Yinterton asked the Sec-
retary of State for Energy how many
platforms are presently producing natural
gas off the United Kingdom coastline ;
how many platforms are being developed
in the same areas; and when the supply
of gas from each platform will run out.

Mr. Gray: There are currently 32
registered gas-producing platform instal-
lations on the United Kingdom con-
tinental shelf, excluding platforms used
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for the production of both gas and oil.
No further production platforms are cur-
rently under construction. Production
from each installation will cease when
it is uneconomic to continue, but all those
now in service are expected to remain
so until at least the 1990s.

Energy Conservation (Information
Officers)

Mrs. Renée Short asked the Secretary
of State for Energy how many informa-
tion personnel specialising in conserva-
tion are currently employed by his
Department ; and how this compares with
the figures for 1977, 1978 and 1979.

Mr. David Howell: The numbers of
information class staff engaged in
specialist work on energy conservation on
these dates were:

1977

1978

1979

Today ...
In addition, four information oficers
devote a significant proportion of their
time to energy conservation aclivities.

Mors. Renée Short asked the Secretary
of State for Energy what effect the pro-
posed staff cuts will have on information
personnel specialising in conservation.

Mr. David Howell: Final decisions
have not been taken, but I do not anti-
cipate that proposed staff cuts will have
any effect on information personnel
specialising in conservation.

British National Oil Corporation

Mr. Mudd asked the Secretary of Staie
for Energy when he plans to introduce
legislation to allow for private sector par-
ticipation in the British National Oii
Corporation’s North Sea operations.

Mr. David Howeill: [ have already
announced Government  policies  for
BNOC following our review of its activi-
ties, and our intention to seek any powers
necessary to implement these policies in-
cluding ~private sector participation in
BNOC’s North Sea operdtions. In view
of the full parliamentary timetable it is
not possible to introduce legislation this
Session, but we will do so just as soon
as possible.
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THE BURMAH ACTION AGAINST THE BANK OF ENGLAND

I should be grateful for your view on how we might respond
to the proposal from the then Deputy Governor of the Bank
of England, Sir Jasper Hollom, that he should hold a secret
exploratory discussion with Sir Alastair Down, Chairman of
Burmah, to find out the sort of figure at which his
Company's action with the Bank of England concerning their
holding in BP might be settled out of Court. Further
details are iIn Sir Jasper Hollom'!'s note attached. The
Attorney General's adwvice on the proposal is in his letter
of 20 February also attached.

First, I should explain that I am writing to you and other
senior colleagues on this subject because the Prime Minister
has sald that she does not feel able to express a view

since Mr Thatcher was once an employee of Burmah and is still
on the Board of one of its subsidiaries.

The amounts at stake in the action are very large. The
memorandum attached to Sir Jasper Hollom's letter puts the
difference between the cost of the shares and their revalua-
tion on 29 November at over £1,000m and dividends received
on these shares since their acquisition, which Burmah are
also claiming, amount to approximately £100m. They are also
seeking an unquantifiable amount of damages.

The enormity of these sums suggests that if there were doubts
about the soundness of the Bank's legal case, it would be no
more than prudent to safeguard our interests by seeking a
reasonable settlement. But there is clear legal advice that
Burmah do not have any real prospect of success. Obviously
this does not guarantee success in the Courts, but there is
nothing in the legal advice which suggests that we should pay
substantially for an out of Court settlement with Burmah.

/The
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The cost of a settlement would be high. Sir Jasper Hollom's
guess is in the order of §75m-£100m. The Attorney doubts
whether any settlement could be achieved for less than £100m.

I agree. The Attorney says in his letter that we cannot

appear to refuse to consider any suggestion from Burmah for
some minimal settlement and suggests that any such proposal

at a figure around £5m could well be considered as worthwhile
for disposing of the action. It seems inconceivable that
Burmah would agree to a settlement on these terms in view of
the vigour with which they have pressed the action, the amounts
at stake, and the pressure upon them from the Burmah Share-
holders' Action Group. Indeed, the only way in which Sir
Alastair could present a settlement of §£5m to his shareholders
would be by a frank admission that despite previous statements,
their legal advice was that their action was not well founded
(a line of argument which would make it harder for us to
explain why we had agreed to settle at this figure).

There are no present plans for a sale of BP shares. If

such a sale was ever contemplated, it would be more easily

done if the former Burmah holding was firmly in the Government's
hands brought about by the early settlement of the action.

The Government's shareholding would then be some 45 per cent.
This is well above the 25 per cent holding necessary to be
certain of blocking special resolutions amending the provisions
in the Company's Articles giving the Government the right to
appoint two directors with powers of veto etc. (In practice,

a somewhat lesser holding should be sufficient to block such
resolutions.) But as I said earlier, we have no plans for a
further BP share sale and our advice is that Burmah do not

have any real prospect of success in their action. I therefore
do not think that the possibility of a further sale of BP
shares is a factor which ought to be taken account of in our
decision on Sir Jasper Hollom's proposal.

My conclusion from this is that it would only be worthwhile
authorising the Bank of England to have exploratory discussions
with Sir Alastair if the Government were willing to pay out
some £100m and perhaps more for a settlement. The payment
could not be concealed. It would appear on the Treasury Vote
and would represent a claim on the Contingency Reserve.

Bearing in mind the firmness of the legal advice (which, as

the Attorney mentions in his letter, is known to his predecessor)
I do not think this could be justified. I therefore propose

to tell the Bank that - to use the words in the penultimate
paragraph of their note - since Ministers feel that they must
anyway rule out a settlement which involved a substantial
payment to Burmah, we would not want them to undertake the
exploratory discussions with Sir Alastair Down.

/David
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David Howell has already told me that he agrees with this
approach and I should be glad to know that you agree.

I am sending a copy of this minute to the Secretaries of
State for Foreign and Commonwealth Affairs, Industry,
Employment, Trade and Energy and to the Attorney-General,
and to Sir Robert Armstrong for information.

GEOFFREY HOWE
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10 DOWNING STREET

From the Private Secretary 21 March 1980

BNOC: STATEMENT

The Prime Minister has seen your letter
to Tim Lankester of 20 March. She is

entirely content with the amendment you
suggest.

I am copying this letter to Paul Lever
(FCO), Martin Hall (HM Treasury), Petra Laidlaw
(Chance]lor of the Duchy of Lancaster's Offlce),
and to David Wright (Cabinet Office).

Denis Walker, Esq.,
Department of Ernergy.
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SECRETARY OF STATE FOR ENERGY q
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MILLBANK LONDON SWIP 4QJ

01 211 6402 b He views of a"-(qgvd}

T Lankester Esqg

Private Secretary to the ‘H‘“t h, HM“_ :L:VH
Prime Minister

No 10 Downing Street sovad hopehl about

LONDON SW1 20 March 1980
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Thank you for your letter to Bill Burroughs here of 17 March conveying
the comments of the Prime Minister on the draft statement about the
postponement of legislation for BNOC which Bill Burroughs circulated
under cover of his letter to you of 14 March.

gb eay 7—;”’\ i’

BNOC: STATEMENT

On reflection we would prefer a slight amendment at the end of the
statement, following the Prime Minister's amendment. The change we
wish to see made is underlined in the attached draft.

My Secretary of State intends to make this statement on Tuesday 25 March.
I am sending copies of this letter to Paul Lever (FCO), Martin Hall
(Chancellor of the Exchequer), Petra ILaidlaw (Chancellor of the Duchy
of Lancaster) and to David Wright (Sir Robert Armstrong's Office).
y nrg errer,
Jf’/(/[ ¢' s
Denis Walker

Private Secretary

CONFIDENTIAL
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TO ASK THE SECRETARY OF STATE FOR ENERGY WHEN HE PLANS
TO INTRODUCE LEGISLATION TO ALLOW FOR PRIVATE SECTOR
PARTICIPATION IN BNOC'S NORTH SEA OPERATION?

I have already announced Government policies for BNOC

following our review of its activities, and our intention

to seek any powers necessary to implement these policies
including private sector participation in BNOC's North Sea
operations. In view of the full Parliamentary timetable it
is not possible to introduce legislation this session but

we will do so just as soon as possible.
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17 March 1980

BNOC: Statement

You wrote on 14 March enclosing a draft
statement about the postponement of legislation
for BNOC, The Prime Minister has seen this,
and is content subject to the second sentence
being amended as follows - "In view of the full
Parliamentary timetable it is not possible to
introduce legislation this session".

I am sending copies of this letter to Paul
Lever (FCO), Martin Hall (Chancellor of the
Exchequer), Petra Laidlaw (Chancellor of the
Dlichy of Lancaster) and to David Wright (Cabinet
Office). :

W J Burroughs Esqg
Department of Energy




SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH

MILLBANK LONDON SWI1P 4QJ

01 211 6402

T Lankester Esq

Private Secretary to the

Prime Minister

No 10 Downing Street

LONDON SWwl {4 March 1980
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BNOC: STATEMENT

At E Cé&mittee on Tuesday this week my Secretary 6f State was asked
to revise his draft statement about the postponement of legislation
for BNOC in the light of the discussion, afid to clear it with

the Prime Minister, the Foreign Secretary and the Chancellor of the
Exchequer. I am accordingly attaching a draft answer which my
Secretary of State would give in response to a written Parliamentary
Question. He has 1t 1in mind to 1SSUE th1s as soon as possible.

I should be glad to know whether you are content with a statement

in this form.

I am sending copies of this minute to Paul Lever (FCO), Martin Hall
(Chancellor of the Exchequer), Peter Laidlaw (Chancellor of the
Duchy of Lancaster) and to David Wright (Sir Robert Armstrong's
Office).

( .
evey 537Cfiff),
W.J . BURROUGHS /1;2!//

PRIVATE SECRETARY







TO ASK THE SECRETARY OF STATE FOR ENERGY WHEN HE PLANS
TO INTRODUCE LEGISLATION TO ALLOW FOR PRIVATE SECTOR
PARTICIPATION IN BNOC'S NORTH SEA OPERATION ?

I have already announced Government policies for BNOC
following our review of its activities, and our intention
to seek any powers necessary to implement these policies
including private sector participation in BNOC's North Sea
operations. In view of the full Parliamentary timetable

fq;krGonannmant-ha#e{?egyotéuélf}deeiéeéfﬁfﬁait is not
possible to introduce legislation this Session. I aim to
do so as soon as Parliamentary time permits thereafter.
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13 March 1880

Yesterday I wrote to you to say that the Prime Minister
did not wish the Government's shareholding in BP to fall
below 25 per cent, and that if EP were to issue new shares,
the Governwent ought to buy a sufficient number to keep its
sharebholding at 25 per cent.

The Chancellor and the Prime Minister discussed this
matter at their weetiug this morning, and the Prime Minister
bhas now concluded that - in view of the public expenditure
implications - it would pot be right for the Covernment to
subscribe to additional shares. &he is therefore content
for the Chancellor to tell BP that Ministers have no objec-
tion to their using their existing un-used authorised share
capital to finance acquisitions, as proposed in his minute
of 68 March.

I am sending copies of this letter to 5ill Burroughs
(Uepartment of Energy) and Bill Beckett (Law Officers'
Lepartment).

T. P. LANKESTER

Martin Hall, Esq., 4.V.0,,
¥, W, Treasury.




10 DOWNING STREET

From the Private Secretary ‘ 12 March 1980

T Mo

The Government and Bank of England Holdings in BP

The Prime Minister has now considered the Chancellor's
" minute of 6 March on the above subject, and she has also seen
the Secretary of State for Energy's minute of 11 March.

As regards the Burmah action against the Bank of England,
the Prime Minister has asked me to say that she must leave
this question entirely to the Chancellor. She does not feel
able to express a view because Mr. Thatcher was once an employee
of Burmah and is still on the Board of one of its subsidiaries.

As regards the use of BP's unissued authorised share
capital, she has no objection to the issue of new shares as
such. But she believes that - notwithstanding the existence
of the Bank's holding - the Government's holding ought to be
kept at at least 25%; and that - if necessary - the Government
ought to buy sufficient new shares to keep the share holding
at this level.

I am sending copies of this letter to Bill Burroughs
(Department of Energy) and Bill Beckett (Law Officers' Department).

5

/il; \/"'W .

Martin Hall, Esq.,
HM Treasury.
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SECRET

Prime Minister

THE GOVERNMENT AND BANK OF ENGLAND HOLDINGS IN BP
I have seen Geoffrey Howe's letter of 6 March to you on

i) exploring with Sir Alastair Down the
possibility of .an out of Court settlement
with Burmah, and

ii) Sir David Steel's indication that BP may
wish to issue unused authorised share capital
to finance acquisitions, thereby diluting the
Government's holdings in the company.

I agree with Geoffrey's proposed line on both issues.

Copies of this minute go to Sir Geoffrey Howe and Michael
Havers.

W.

SECRETARY OF STATE FOR ENERGY

|| March 1980

SECRET
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Ref. A01649

PRIME MINISTER

BNOC: Private Sector Participation
(E(80) 22)

[_I/Iinutes by the Foreign Secretary to you of 5th March
and the Chancellor of the Exchequer to you of 7th March
are also relevant/
BACKGROUND
The present paper by the Secretary of State for Energy is an expanded

version of the minute he sent to you on 28th February which you asked should be
discussed in E Committee. The essential point is that, the opportunity for
legislation this Session having been lost, Mr. Howell wants to make a statement,
in the next tweeks, announcing the Government's intention to legislate at

'"the earliest opportunity next Session'' on the future of BNOC and to spell out

the contents of the legislation so far as this has already been agreed. He also

seeks in his paper to resolve a further point about the future relationship
between BNOC (Trading) and BNOC (Operating) whereby the latter would be
under an obligation only to sell 51 per cent of its oil to Trading on the analogy
of other companies' parﬁcipatio::;;reements with BNOC.

Zie In other words, the Secretary of State wants to commit the Government
now and as tightly as possible not only to the division of BNOC and the

SRS
privatisation of its operating interests but also to the introduction of legislation

early next Session.

St The Foreign and Commonwealth Secretary's minute to you of 5th March
points to the unanswered questions about the future arrangements for BNOC,

the risk of complications with the EEC "if we are not able to explain fully what

’_ﬁl\-_’_—
we have in mind'' and a recent letter he has had from David Owen pointing to
the inevitability of the Opposition raising legal issues in discussing Mr. Howell's
R e

proposals which "might direct attention to aspects of our North Sea arrangements

which are vulnerable in terms of Community law'. The conclusions

Lord Carrington draws from these elements are that the Government ' would

be well advised to postpone any full announcement until we are ready to field all

Sl
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the questions likely to be put to us''; that 'there is nothing to be gained from

risking two rounds of debate'’; ‘and that, consequently, '"we should not volunteer
any statement on this subject for the time being. If David Howell is asked
about it, he could simply say that legislation will be introduced in the autumn''.
4. The minute to you from the Chancellor of the Exchequer of (th March

discusses the complex interrelationship between privatisation and the PSBR

and concludes that "if we are to have a credible case for counting the proceeds
from a BNOC (Operating) share sale as reducing the PSBR'" it will be necessary

EALST 55

"to make clear our intention that the Company should act completely

independently of BNOC and of the Government and our intention to sell ultimately

at least 51 per cent of the shares''.
Q"

535 The essential questions for the Committee are these:
(a) 1Is the Government prepared now to commit itself (as Mr. Howell
suggests) to introducing legislation on BNOC at the ""earliest opportunity

next Session''? Such a promise would be made before the Government's

legislative programme for next year had been considered and problems
of priority resolved. Technically while itis perfectly proper for
E Committee to agree to 'early legislation' the question of whether any
particular Bill should be in next Session's programme is for QL to
advise upon later in the year.

(b) Is the Government prepared to commit itself now to the main elements
of the legislation or would it be prudent to defer a public tying of hands
until nearer the time for the legislation to be introduced? The Foreign
and Commonwealth Secretary's minute of 5th March is directly
relevant here - and argues for deferment of a statement for the time
being.

(c) 1Is the Government prepared to say now that its intention is ''ultimately
to reduce the public sector stake' in BNOC (Operating) to a minority
shareholding? There was a disinclination at your earlier meetings on
this subject to take decisions on the scale of the private sector element -
not least because of uncertainties about the most beneficial financial

balance of present gain and future loss. But the Chancellor's minute

e
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argues at least for a statement of intent ultimately to sell at least

51 per cent of the shares in BNOC (Operating) in order to satisfy the
p——

PSBR conventions.

(d) Is the proposal that BNOC (Operating) should be committed to sell only
S —RT Ty

51 per cent of its 0oil to BNOC (Trading) acceptable? It means losing
control of part of the equity oil c’u;-;ntly at the disposal of BNOC -
and therefore at one remove under Government control.
(e) 1Is there any real need for, or advantage in, an early statement?
Mr. Howell will argue that he is under pressure. From whom, and
does it matter? Again the Foreign and Commonwealth Secretary's
minute is relevant, as are tactics vis-a-vis the European Council at
the end of the month. Another relevant pointis the effect on the
Opposition; will a statement now force the Opposition into a public
commitment that the next Labour Government will take BNOC (Operating)
back into public ownership - possibly on terms which could blight the sale.
(f) If there is to be an early public statement, will that annexed to
Mr. Howell's paper serve? Points of potential difficulty are:-

(i) The promise of legislation early in the new Session
(paragraph 1).

(ii) Possible EEC complications arising inter alia from the phrase
"BNOC can play an important part in protecting vital national
interests including security of supply' (paragraph 2).

(iii) The promise in paragraph 5 that BNOC (Operating) will sell oil
to BNOC (Trading) '"under usual participation agreements"

i.e. 51 per cent of its equity oil.

(iv) The ambiguity in the last sentence of paragraph 5 about the
Government's relationship with BNOC (Operating). As drafted
the sentence could be read as meaning that the Government will
give up control before it has reduced its shareholding to a

minority e.g. even if it still held, say, 80 per cent of the shares.

53
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(v) The possible non sequitur in paragraph 8 which argues that ''a

proper separation of BNOC's two functions of oil production

and of oil trading .... will .... provide a secure foundation
for further development of the United Kingdom Continental Shelf
in the national interest''. This may be all right as a
peroration (if Mr. Howell thinks he can sustain the argument
intellectually) but, otherwise, it might be safer simply to drop
aite
HANDLING
6. You might begin by asking the Secretary of State for Energy to introduce

his proposals; you might then invite Sir Kenneth Berrill to comment. After that

you could concentrate the discussion in the first instance on the critical timing
issue raised by the Foreign and Commonwealth Secretary. If the Committee
favours Lord Carrington's approach, the only further decision needed now is
whether Mr. Howell can promise, in answer to questions, legislation "next

Session! or whether he simply promises "early legislation but not this Session'’.

e If on the other hand the Committee favours Mr. Howell's approach it will
need to decide:~
() Timing: Before or after the European Council ?
(b) Content: By working through the draft statement annexed to Mr. Howell's
paper and asking him to revise it in the light of comments made.

8. In either event the Committee will no doubt wish to urge Mr. Howell to
bring forward further papers quickly seeking a resolution of the outstanding
policy points which must be decided before legislation can be prepared.
CONCLUSIONS

9% Depending on discussion these will be:-

(i) Either: to defer a statement of the Government's intentions until, say,
the summer.

(ii) Or: to authorise an early statement on the lines of the draft, as
amended in discussion, with precise timing to be agregg—with you and

the Foreign and Commonwealth Secretary - and with the main decision

being '"before or after' the European Council.

b
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And:

(iii) To invite Mr. Howell to bring forward further papers, quickly, to

provide a basis for resolving the outstanding policy issues.

(Robert Armstrong)

10th March, 1980

5
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Qa 04966

To: MR LANKESTER
From: SIR KENNETH BERRILL

BNOC RESTRUCTURING

b At tomorrow's meeting of E Committee Ministers are due to discuss a
memorandum by the Secretary of State for Energy on "BNOC: Private Sector
Participation" (E(80)22). In this Mr Howell asks the agreement of his
colleagues to a fairly detailed public statement on the slippage of

legislation until next Session, and what that legislation will contain.

Lord Carrington, in his minute to the Prime Minister of 5 March, argues
for saying nothing lest it precipitate an argument with the Opposition
which could have awkward EEC effects.

2% The CPRS would support Lord Carrington in his 'least said soonest

——

mended' approach; in part because it would seem dangerous to start a

—————
debate until all the answers on the economic proposals have been clearly

formulated and the best presentation worked out; but in particular because
saying nothing would preserve the Government's flexibility to maximise its

income from the North Sea in the vital years 1980/81 and 1981/82.

3 On present prospects, the Government faces a very difficult period

in the two years immediately ahead (1980/82). But in the two years following
(1982/84) receipts from the North Sea will increase by over 70 per cent

which gives possibilities of lower taxes (or more on public services). An
ideal 'depletion strategy' for the North Sea might cover pushing some of

the oil production from the middle 1980s into the 1990s and pulling back

some of the receipts from North Sea 0il and gas from the middle 1980s to

the early 1980s. The question is whether Mr Howell's present proposals

on BNOC privatisation give the best results from this point of view.

k., The delay in legislation means that no receipts from privatisation
can be obtained in the first of the difficult years (1980/81). If the
company is privatised by the sale of one-third of its shares in 1981/82
yielding say £650m., and the second tranche in 1982/83 yielding say £700m.,

receipts from the second tranche will have been delayed until a period when

1
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North Sea receipts are already over &£5bn. per annum, Even this

picture could be worsened if, as is quite possible, the Opposition
threaten renationalisation at something around the issue price, in

which case the 1981/82 receipts could be appreciably less.

5 Making no detailed announcement now will enable Ministers to
consider alternative approaches which might increase the amount of.
money in hand in the important years 1980/82. Such an approach would

involve maximising the income from forward oil sales and perhaps from

sales to the public of revenue interest in BNOC's equity oil (there may
be CSO definitional difficulties here on whether such sales help the
PSBR). Such sales might yield over £1 bn. in this difficult period

as compared with the £650m. (perhaps less) described above. It would
mean postponing the day on which BNOC became a private sector company

but could be worth it for the extra early money in the Government's hands.

6. There is no suggestion that Ministers should discuss or decide
for or against this approach at this stage, but a 'say nothing' approach

would preserve this option for later and more detailed consideration.

7o I am sending a copy of this minute to Sir Robert Armstrong.

10 March 1980

2
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PRIME MINISTER

BNOC M

Suppose the election had been a year earlier and the sale
of shares in BNOC not as technically\&ifficult as it has proved
to be. We might have sold BNOC six months agoysince which time
the share price would possibly have doubled. How would we now
feel?

David Howell's preferred option is the Canédian gift/sub-
sidised sale to all the adult population. It has many merits.
It might do much to create a capital owning democracy.

But if we cannot afford thisyand have to sell the sharesythen
100,000 share-holders, even though they include many pension funds,
will not create a capital owning democracy. Despite the pension
funds-zﬁk vast majority of the public will feel that "their" oil

has been sold to other people. Probably at a bargain price.

The world of o0il is now a lottery. No-one can predict the
price of oil or the value of 0il rights with any real confidence.
The sale of part of BNOC's oil rights is therefore a lottery.

I am not against national lotteries, but this one is restricted
to those who can afford the purchase price of a ticket. As such,
it is going to be very unpopular outside the areas of merchant
banks and stockbroker belts.

I am probably repeating myself. The first loss is usually
the cheapest one. If we are stuck with a bad compromise which

bears no relationship to the Canadian solution, it is going to be
politically much cheaper to review that compromise and possibly
reject it now rather than later.

And all the above takes no account of the fact that a Govern-

ment exploration company may have great advantages over another

version of BP.
Dronesd.

10 March 1980
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WEERKEND reports that the
Government might delay
legislation for the denationa-
lisation of the  British
National Oil Corporation may

open a debate on what surely
must be the daftest policy

adopted by any recerti gov-

crnment.

its bizarre mnature arises
not from the act of de-
nationalisation, nor from the
dubious practice of selling
off appreciating oil assals
(though that is daft enough
in itself). The recal objection
is a purely financial one and
it runs something like this.

The Government is plan-
ning to sell off the explor-
ation and production
activitiecs of BNOC (set up
by the last Labour adminis-
tration) to the private sector
while keeping the oil trading
opcrations.

Politics apart, the aim is to
fund the Public Sector Bor-
rowing Requirement — the
shortfall between government
spending and revenues. The
Government had hoped to
raisc anything up to £650

‘asset and end up worse than she started

Keith
would find it hard {o prove
that the injection of private
sector disciplines would im-

statement of intent to dis-
pose of more) then this
growing cash flow will no
longer be eligible to be
. counted against the Public
“Sector  Borrowing Require-
ment. The Government will
~have to find £500 million
from elsewhere — either by
raising taxes or cutting down
on public expenditure like
building hospitals and
schools.

The arithmetic of it is that
if the Government sells 30

per cent of the shares in the
first year and 30 per cent in
the second year then the
annual yield of around £600
million will go towards the
financing of the PSBR. But,
after allowing for reduced
dividend payments and the
loss of cash flow already re-
ferred to, there will
(roughly) be no net gain to
the PSBR. What has been
gained by selling off the

shares will be offset by the
loss of cash flow. ] -

In the third year there
would be ne further sale of
shares (it being presumed
that the Government would
want to retain a 25 per cent
“blocking” majority stake),
but the loss of £500 million a
year cash flow would con-
tinue.

So the Government would
have to fund that loss of in-
come either by raising taxes
(£500 million is equivalent to
1p on the standard rate) or
by cutting expenditure
further or by sclling more
gilt-edged stock.

Why on earth would any
Government want to sell
appreciating oil assets in
order to make the PSBR
cven worse? The answer,
presumably, is that anything
which is owned by the State
is presumed to be bad unless
proved to the contrary.
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million in the current finan-
cial year by selling oif say 30
per cent of BNOC with more
the following year.

But if one looks beyond
the immediate effecis of an
additional income¢ of up to -
£650 million to the Treasury
in the first year, it bccomes
apparent that, far fromn re-
ducing the borrowing require-
ement, the sale of shares will
actually make the borrowing
requirement considerably
worse and maybe by over
£500 wmillion a year in three
years’ time.

This arises from the un-
usual financial structure of
BNOC  which, unlike most
other public enterprises
(except British Gas), s
locked into the Government's
own finances.

Whatever money BNOC
has which it docs not need
for investment or to pay its
bills is handed over to the

Treasury, which can use it as
it would any other money it
receives. In other words not

. just its profits, but BNOC’s
. entire cash flow can be uti-

lised by the Government.

For the past few years this
has not been  hencficial
because the corporation, with
its high startup costs, has
been a net drain on the Gov-
cernment. All this is ahout to
change as the fruils of its in-
vestment in the North Sea
are about to be reaped.

Any back-of envelope calcu-
Jation, assuming only a
meodest rise in oil prices,
would suggest a positive cash
flow of at least £500 million
in two or three years' time.
Other forccasts suggest
BNOC might be making over
£1 billion in profits alone by
the mid-198%0s. :

But, if the Government
cither seils off 50 per cent or
more (or 30 per cent with a

Even Sir Joseph

prove BNOC (which seems
perfectly well run anyway)
in a way which would make
up a deficiency of £500 mil-
lion a year.

In any case what would
these private sector discip-
lines actually do? BNOC's
main asscts consist of rela-
tively minor stakes in a
number of oil discoveries
where ils privale sector
partners already outnumber
it. What difference, one is
bound to ask, would the sub-
stitution of a privale stake
for a government one do in
practice ?

It is doubly perverse that
the Government is * privatis-
ing” BNOC at a time when
private sector oil companies
all over the world are having
the rug pulled from under

S e iy e
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their fcet by the producing
governments, whe prefer in-
creasingly t¢ do government-
to-government ¢eals rather
than deal with tie cil com-
panies directly.

And all this is without
mentioning the basic bad
husbandry of selling off an
appreciating capital asset (oil
wells) to fund a deficiency in
income arising from the Pub-
lic Sector Borrowing Require-
ment. Only bucket shops selt
off their assels to fund a de-
ficiency in  income unless
there really is no allernative.

The Government is in
danger of gelling it wrong in
all dircctions at the same
time. The Chancellor of the
Ixchequer will sell off a rich
capital asset in order to fund
an income deficiency while at
the same time making that
income dceficiency even
worse. Iowe's lavr could put
Murphy out of business.
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER

BNOC, PRIVATISATION AND THE PSBR

Following the meeting of E Committee on 12th December 1979,
there were discussions with you and other interested Ministers
about the future of BNOC at which I was invited to re-examine
the accounting conventions which determined whether or not
the proceeds of a sale of shares in BNOC (Operating) counted
as a reduction in the PSBR. The particular point at issue
was the Treasury's view that 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 relinquishing
control over Operating and that it intended to sell at

least 51 per cent of the shares eventually.

20 My officials, in consultation with the CSO, have
prepared the note attached which describes the national
accounting conventions relevant to the classification of
proceeds from privatisation exercises as PSBR reductions.
Colleagues may like to have it as background to the
discussion on BNOC in E Committee planned for 1lth March.

B Two points stand out from this highly technical subject:

(i) If our programme to control the PSBR is to
retain credibility, we must not put ourselves
in a position where we can be accused of producing

PSBR reductions by massaging the definitions.

/Paragraph 4
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Paragraph 4 of the officials' note points out
that there are already awkward anomalies (e.g.
BL and Rolls Royce) in the PSBR classifications.

We should not introduce more.

(ii) The more genuine and thorough-going the act
of privatisation (in the sense that the public
sector is seen to relinquish control), the easier
it is to defend counting privatisation proceeds as
a PSBR reduction. There were particular reasons
for the announcement of a sale of only a minority
of shares in BA, but this was coupled with
unambiguous statements about the relinquishment

of Government control, including a statement that
the Government would not mobilise its voting power
to appoint directors. In view of the past history
of close control by Government over BNOC as a whole
and probable suspicions that whatever we say we
may intervene in the company's affairs because of
the public sensitivities about security of oil
production and supply, it would be more convincing
to go further and announce our intention to sell
more than 51 per cent of Operating shares in order
to provide evidence of relinquishment of public

sector control.

i My strong preference therefore, if we are to have a
credible case for counting the proceeds from a BNOC
(Operating) share sale as reducing the PSBR, is to make

clear our intention that the Company should act completely

independently of BNOC and of the Government and our

intention to sell ultimately at least 51 per cent of the

shares, as David Howell does indeed do in the

draft statement attached to his paper for E Committee.
/Otherwise
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Otherwise we create the risk that the financial commentators
and market analysts would argue that our privatisation of
BNOC is essentially bogus in that the Government has no

intention of relinquishing control; Operating should

properly be classified to the public sector; and that

the proceeds of the sale should therefore be counted as

financing rather than reducing the PSBR.
5. I am sending a copy of this minute to Members of

E Committee, the Secretary of State for Scotland, the

Attorney General and Sir Robert Armstrong.

(G.H.)
~) March, 1980
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PRIVATTSATTION AND THE PSBR

(Note by Treasury Officials)

Following the meeting of E Committee on 12 December 1979

(E(79)19th Meeting) there were discussions with the Prime Minister
and other interested Ministers at which the Chancellor of the
Exchequer was invited to re-examine the accounting conventions which

determined whether or not the proceeds of sale counted as a

reduction of The PSBR A particular point at issue was the Treasury'

view that 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 per cent of the shares eventually.

2 Backgiound

The PSBR is a relatively young concept. The Radcliffe Report of the
1950s led to the development in the 1960s of an organised framework
of financial accounts for the economy. By the end of the decade the
concept of the PSBR had been developed following work in the
Treasury, Bank of England and Central Statistical Office.

then the significance of the PSBR has been much debated, bu

is general agreement that it needs to be measured as cons

possible over a period of time.

3. "Privatisation" is a new activity. But the various transacti:
alr

involved are not essentially different from transaction

handled in the system of financial accounts for the econony.

PSBR conventicns for dealing with privatisation transactions
therefore be consistent with PSBR conventions generally. If

are not, not only is the measurement of the PSBR discredited, but
the Government's claims to be reducing the PSBR will also he dige
credited. Froducing PSBR "reductions" by changing definitions,
which cannot be justified on their own merits, would not convince
the commentators and market experts, who take a very close interest

in these matters.
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4, Public Sector or Private Sector?

In this country every "economic unit" (eg firms, companies) has to
be assigned either to the public or the private sector in the
national accounts. There is not an intermediate category for mixed
enterprises and inevitably classification is arbitrary at the edges.
Some decisions under previous Governments to classify certain new
"economic units" to the private sector when set up (eg British
Nuclear Fuels Limited) or to leave firms in the private sector when
taken into public ownership end effective public control (eg BL,
part of Rolls Royce) cannot be reconciled with national accounting
orthodoxy. Bult these decisions were made at a time when less
attention was focussed on the PSBR. The credibility of the PSBR
(and of the Government's policies linked with its reduction) would
be undermined if these anomalies were claimed as a useful precedent.
In any case, a decision not to re-classify (as in the case of BL
and RRj into the public sector is a very different matter from a
decision to put out of thepublic sector a concern that manifestly is
within it, without real change in its control and ownership.

5. Ownership and Control

The two basic criteria for deciding whether an econcmic unit is in
or out of the public sector are control and ownership, in that
order. The reverse order may seem more natural at first sight.
The actual order has become accepted internationally. In our case
it caters for cases such as BP when the Government held more than
half the shares in the company but did not eXercise control.

6. The PSBR and an Economiec Unit in the Public Sector

The borrowing requirement of an economic unit in the public sector
is the difference between its revenues and its expenditures; the
.latter includes its net acquisition of financial assets, eg any
loans it makes, or any company securities it buys. If a pubtlic
corporation were to add to its liabilities -~ or convert some of
present liabilities - by means of a sale of eguities in itself,
would score as part of its borrowing Jjust as would its borrowing
from, say, the National Loans Fund.

2
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7. The PSBR and an Economic Unit in the Private Sector

If privatisation is to reduce the PSBR, it is therefore necessary to
do more than introduce private capital into a corporation or company

which is in the public sector.

8. This requires the economic unit concerned to be classified to
the private sector from the outset by:

a) total sale; or

b) general acceptance that there is and will be

a sufficient sale and be a withdrawal from control
reinforced by a sufficient sale for it to be
reasonable for the economic unit to be deemed to

be in the private sector. Once the unit is
reclassified, the Govermment/parent corporation
fiﬁds itself the owner of financial assets - namely
the Capital of the new private sector entity. Sale,
or partial sale, of this asset then reduces the PSBR.

In either case, the sale has to be for cash, as the PSBR is a cash
concept. (That is why the act of nationalisation has not normally
increased the PSBR, because the payment (compensatiorn) has been in
the form of stock.)

9. The need to reclassify an economic unit intc the private sector
before selling shares inevitably requires a case by case scrubiny.
Even though absence of control is more important than loss of owner—
ship, the smaller the eventual shareholding, the easier it is to
carry conviction about loss of control. If the public sector
retains and is expected to retain a subskantial shareholding in a

firm, the harder it is to carry conviction that the public sector
will in practice keep its hands off.

10. Conclusion

A public sector shareholding under 50 per cent, or at least an

announced intention of going below 50 per cent, is therefore always

(CQNFE&ETEAD
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to be preferred to help sustain credibility that a firm has passed
out of the "public sector" and hence that its borrowing (other than
from the Government) no longer counts for the "PSBR".

l‘{' °
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THE GOVERNMENT AND BANK OF ENGLAND HOLDINGS TIN BP

You should be aware of two matters concerning the
Government and Bank of England holdings in BP on which

decisions are necessary. They are:

1) The then Deputy Governor proposed that he siould
hold a secret exploratory discussion with Sir Alastair )aw«
Down, Chairman of Burmah, to find out the sort of Z:f‘

.

figure at which his Company's action with the Bank prny s
might be settled out of Court. Further details are A rodd
in the Sir Jasper Hollom's note attached. The Attorney b

General's advice on the proposal is in his letter of 0L
20 February, also attached.

ii) Sir David Steel, Chairman of BP, has warned

us that BP may well wish to use its unused authorised
share capital for the purpose of making acquisitions.
This would dilute the Government's holding in the
Company .

20 The Burmah Action against the Bank of England

The amounts at stake in the action are very large. The
memorandum attached to Sir Jasper Hollom's letter puts

the difference between the cost of the shares and their
revaluation on 29 November at over £1,000m (the share price

has risen since then) and dividends received on these shares

SECRET
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since their acquisition, which Burmah are also claiming,
amount to approximately £100m. They are also seeking an

unquantifiable amount of damages.

Bie The enormity of these sums suggests that if there were
doubts about the soundness of the Bank's legal case, it
would be no more than prudent to safeguard our interests

by seeking a reasonable settlement. But there is clear
legal advice that Burmah do not have any real prospect of
sueeessi, Obviously this doeg_got guarantee success in the
Courts, but there is nothing in the legal advice which
suggests that we should pay substantially for an out of

court settlement with Burmah.

1 The cost of a settlement would be high. Sir Jasper
Hollom's guess is in the order of §£75m-£100m. The

Attorney doubts whether any settlement could be achieved
for less than £100m. I agree. The Attorney says in his
letter that we cannot appear to refuse to consider any
suggestion from Burmah for some minimal settlement and
suggests that any such proposal at a figure around £5m
could well be considered as worthwhile for disposiné_gf the
action. It seems inconceivable that Burmah would agree to
a settlement on these terms in view of the vigour with which
they have pressed the action, the amounts at stake, and the
pressure upon them from the Burmah Shareholders' Action
Group. Indeed, the only way in which Sir Alastair could
present a settlement of £5m to his shareholders would be by
a frank admission that despite previous statements, their
legal advice was that their action was not well founded (a
line of argument which would make it harder for us to

explain why we had agreed to settle at this figure).

S E.0 R BT
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Die There are no present plans for a sale of BP shares.

If such a sale was ever contemplated, it would be more
easily done if the former Burmah holding was firmly in the
Government's hands brought about by the early settlement of
the action. The Government's shareholding would then be
45.7 per cent (before taking account of the changes referred
to in paragraphs 7 and 8 below). This is well above the

25 per cent holding necessary to be certain of blocking
special resolutions amending the provisions in the Company's
Articles giving the Government the right to appoint two
directors with powers of veto etc. (In practice, a some-
what lesser holding should be sufficient to block such
resolutions.) But as I said earlier, we have no plans for

a further BP share sale and our advice is that Burmah do

not have any real prospect of success in their action. I
therefore do not think that the possibility of a further
sale of BP shares is a factor which ought to be taken account

of in our decision on Sir Jasper Hollom's proposal.

6ls My conclusion from this is that it would only be worth-
while authorising the Bank of England to have exploratory
discussions with Sir Alastair if the Government were willing
to pay out some £100m and perhaps more for a settlement.

The payment could not be concealed. It would appear on

the Treasury Vote and would represent a claim on the
Contingency Reserve. Bearing in mind the firmness of the
legal advice (which, as the Attorney mentions in his letter,
is known to his predecessor) I do not think this could be
Justified. I therefore propose to tell the Bank that - to
use the words in the penultimate paragraph of his note -
since Ministers feel that they must anyway rule out a
settlement which involved a substantial payment to Burmah,
we would not want them to undertake the exploratory discussions
with Sir Alastair Down.

SECRET




T The use of BP's Unissued Authorised Share Capital
Sir David Steel has told us that although BP have no plans
at present to make acqusitions through the issue of new

shares, the Company may wish to do so at any time in the
future. Indeed, we understand that they are considering
purchasing a UK company, worth around £299E3 as part of
their diversification into the minerals sector. The purchase

would be financed by the issue of shares from BP's unused

authorised share capital.

8. The effect would be to dilute the Government's holding

in BP as follows:

(1) The issue of all BP's unissued authorised share
capital would reduce the Government's holding to
20.33 per cent. The issue of sufficient shares to
finance a £200m acquisition would reduce the holding
to some 24,7 per cent.

(ii) The undertaking with the Take Over Panel not

to vote the Bank's holding effectively sterilises the
Bank's shareholding in the Company. Thus, excluding
the disenfranchised Bank holding, HMG's voting share

of the Company, assuming the issue of all the unused

authorised share capital, would be 24,18 per cent, and

assuming the issue of shares to finance a £200m
acquisition, 30.63 per cent. The Bank would very much
support any proposal to re-enfranchise their share and
would support an approach to the Take Over Panel.

But they advise that an approach ought to be deferred
until say a year has elapsed since the share sale; ie
until next November.

S E O RS T




SRR G RNENE

(iii) Re-enfranchisement of the Bank's shares would,
assuming issue of all the unused authorised share capital,
give HMG and the Bank a combined holding of 36.26 per

cent and some 44,05 per cent if shares were issued to

finance a £200m acquisition.

9. Thus, provided that the Bank are successful in defending
the Burmah action, the issue of all BP's unused authorised
share capital, let alone enough to finance a £200m
acquisition, would not bring the combined public sector
holding to anywhere near the 25 per cent limit. If the
Burmah action is lost, the holding slips below 25 per cent.

10. I do not think that we should object to the use by BP

of their unused share capital to finance acquisitions. It
is in the national interest that BP should carry through a
successful programme of diversification. Moreover, if they
do not finance acquisitions through share issues, they would
presumably do so by cash payments. This could require a

rights issue which, if the Government were to subscribe,

would add to public expenditure. Furthermore, any attempt

to stop them, which might not succeed, would be inconsistent
with the Government's traditional policy of non-intervention
in the Company's commercial affairs - this hardly seems a
case for the use of the Government directors' veto.

11. My conclusion therefore is that we should tell the
Company that we have no objections to their using their
existing unused authorised share capital to finance
acquisitions, but we would want to be consulted before

there was any proposal to increase the present authorised

share capital.

-5 -
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12. I should be glad to know that you agree with my

approach to these two matters.

13. I am sending a copy of this minute to the Secretary

of State for Energy and to the Attorney General.

/v

v

(G.H.)
March 1980
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w70 ASK THE SECRETARY OF STATE FOR ENERGY WHAT PLANS HE HAS
FOR THE FUTURE OF THE BRITISH NATIONAL OIL CORPORATION?"

I will be introducing legislation as soon as Parliamentary time
permits in the new session to allow for the setting up of a
company through which the British public will be able to invest
in BNOC's offshore operations.

BNOC has two distinct functions. First its access to oil
through the participation and royalty in kind arrangements gives
it an important role as a large scale oil trader. In this role
BNOC can play an important part in protecting vital national
interests including security of supply and in providing oil
supplies for our international partners in the EEC and IEA,

We intend that this role should continue.

Second, BNOC is an oil producing company working alongside
other o0il companies in the North Sea. We see no need to retain
these operations within the State sector and we shall therefore
give the public the chance to participate directly in BNOC's
0il producing business.

We have therefore decided that BNOC should be re—organised.
The existing Corporation will concentrate on oil trading.
The participation agreements which give BNOC options to take
0il will be retained, and I will continue to call upon BNOC
to dispose of royalty oil on my behalf,

The exploration and production assets and operations will be
vested in a new Companies Act company. We intend that this
company will operate independently of Govermment and of BNOC,
except to the extent that its UKCS oil will be subject to purchase
options by BNOC under normal participation arrangements. We
propose to make a substantial shareholding in the company avai-
lable for issue to the general public. The Govermment will not
seek to control the company through the residual public sector
holding of the shares - which it is intended will ultimately

be reduced to a minority.
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2.

The Government wishes to see a wide spread of ownership and
will ensure that in the allocation of shares full regard is

given to the position of small investors and employees.

Implementation of these proposals will call for a major cor-
porate re-organisation and for the transfer of contractual

and other interests. This is bound to take time. But preparatory
work on this and on the necessary legislation is underway.

The timing of the share issue will be a matter for further

consideratione.

These proposals will result in a proper separation of BNOC's
two functions of oil production and of 0il trading. We will
thereby provide a secure foundation for further development

of tle United Kingdom Continental Shelf in the national interest.

Department of Energy
6 March 1980
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The Burmah Action against the Bank of Englqgg

Ihe origins of this action, which lie in the rescue
operation mounted by the Bank of England with the guarantee of HMGC
at the end of 1974 and early in 1975 for the greatly over-extended
Burmah 0Oil Company, do not need to be set out in detail for the
purposes of this note. It is enough to recall that the first
rescue plan envisaged help by way of loans and guarantees, sgecured
in large degree by the pPledge of Burmah's holding of BP and Shell
Ehesrelic & This plan would, of course, have given to Burmah the
benefit of any improvement in the price of the stock pledged.
Hardly was this plan agreed, however, than Burmah came back to say
that further examination of the obligations attaching to their
existing borrowing commitments showed that, if they went through
with the pledge of these stockholdings, they would breach Various
covenants and would be forced into ligquidation. Since this would
have crystallised their vast exposure on tanker charters, the
company's collapse would have been total. Burmah accordingly
proposed that the Bank should have no security whatever (the BP and
Shell stockholdings remaining unencumbered in Burmah's hands) and
should make an injection of some £225 mn. in effect in equity form.
The Bank refused to contemplate such a one-sided arrangement: aﬁd
insisted that, if the BP stock could not be pledged, it must be sold;
but they did hold ont a hope that they might be able to agree to
some form of profit sharing on any eventual appreciation in the
value of the stock. The thinking behind this idea was that, since
the original proposal would have given Burmah the full valua of any

appreciation, it was hard in the revised plan to deprive them of it
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in toto. \ In the event IIMG - whose garantee was still essential to
the whole operation -~ insisted, despite strong representationsmby
the Bank and Burmah, that there should be no profit sharing provisios
and indeed that the stock should be purchased at something below the
(by then rising) market price. In due course, Burmah issued a writ
claiming the return of the stock, the dividends received thercon

meanwhile, and damages.

Burmah, guided by Sir Alastair Down, has meanwhile made
a notable recovery which has put it in a position where it is ready
to make aavance repayment of the $100 mn. loans guaranteed by the
Bank which are a remnant of the rescue operation and could also
without difficulty do without the sterling standby which also recmains
in place. On the legal front, the interval has been largely filled
by an attempt by Burmah to obtain disclosure of a large number of
documents on which HMG claimed Crown Privilege. That case Burmah
have lost successively in the High Court, the Appeal Court and the
Lords and the main action is now scheduled to be taken in October 1981
Meanwhile, the prize over which the main action iz to be foughlt has
grown rapidly, the shares bought from Burmah in January 1975 for
£179 mn. having risen in value by the time of the last revaluation
on the 29th November to £1,201 mn. The shares being held in the
Bank's Issue Department, the amount of the unrealised appreciaticn
has, under the rather odd accounting conventions applied to that

Department., been regularly paid over on the quarterly revaluation

dates so that HMG has already received (and spent) the £1,000 mn. -+
"of the profit. '

The Bank maintain very close and friendly relations with
Alastair Down which include discussions off the record, without
prejudice, and indeed without the knowledge of the Burmah Board,
about the dispute. Down recently said in one of these conversations
that they had drawn a good deal of encouragement from the judaments
delivered at the various levels in the Crown Privilege case, which

he believed served to strengthen materially the hopes of his lawyers
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about the eventual outcome of the main action. Nevertheless, he

would much like to'gct rid of the action and would be willing to
settle if he could get a rcasonable offer. He made it clear that

" he would have to have something material to satisfy his Board and his
shareholders (the hopes of the latter having been substantially

fanned by the Shareholders Action Group). He stopped shoxrt, however,
of indicating any order of magnitude that might be in his mind,
declaring only that he would not be greedy and that he was confident
he could deliver both his Board and his sharcholders on a bargain to

which he was prepared to put his hand.

The Bank have also reviewed with their Counsel the
question of what clues to the fate of the main action can be drawn
from the judgments in the Crown Privilege case. The Bank's Counsel
remain extremely confident and say that they are substantially
further encouraged by these judgments as they read them. The main
action holds no embarrassment for the Bank, since action it took was
taken at the insistence of the Government; nor presumably is there
any embarrassment in the action to the present Administration.
Nevertheless, the Bank would see virtue in a settlement if an
acceptable basis could be found. The.ﬁain reason for this is that,
to the Bank, it still scems cleax that it was inequitable to deny
Burmah a share in a potential profit which events have shown to
exceed £1,000 mn.; and it is further obviously undesirable to drag
such an action through the Courts, ‘at great cost) if it can be
avoided. There are more prcductive things for both the Bank and *he
company to be doing and it is a pity toexpose a Government, of whatever
party, to the kind of comment that must be expected to flow.

On the other hand, éhe prospects of acceptable terms being
found cannot be put very/ﬁigh. This is principally because the
sums at stake are so vaest and morecover both sides have loudly
proclained their éomplete faith in the strength of their own casec.
Against such a background, any settlement would have to be large -
falling at a guess in the region of £75 mn.-£100 nn. Tha
difficulties of agreceing in the face of present stringencies to &

paymeni. on such a scale are obvious.
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It may well be therefore that, at the end of the day, we
may have to conclude that a Court battle cannot be avoided. But
before so deciding it would seem worthwhile at least to find out
what sort of a figure Down has in mind. Down confirms that he would
be willing not only to enter into a secrelt exchange with the Bank
on this, of course without pfcjudice; but also to take the initiativc
in asking for it. On this basis there should be no embarrassment
about an exploratory discussion, which it should anyway be possible

to keep secret. Accordingly, unless Ministers were to feel that

they must anyway rule out a settlement which involved a substantial

payment to Burmah, the Bank would like to conduct such an

exploration.

ABurmah would be happy to disguise the scale of a settlement
to some extent, for instance by wrapping it up in some way in a
purchase of assets from BNOC. But such questions would be for a
much later stage and it would be vunwise to suppose that the true

scale of any settlement could be readily much disguised.

4th January 1980.
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My advice was sought on a number of points -arising—-—-—--
from a proposal put forward by the Deputy Governor of the

Bank of England to settle the action brought against the
Bank by Burmah.

I have considered the opinions of counsel which have
already been obtaincd (one opinion was requested by, and is
known to, my predecessor) and have found nothing which
would persuade me to differ from the views already expressed
I do not think that Burmah have any rcal prospects of
success against the Bank of England.

Bearing in mind Burmah's lack of prospects and one
other important consideration, namely the obvious implica~
tions of the cost of any settlement given the present economnic
climate, I am reluctant to recommend such a course of acticn.
I would doubt that any settlement could be achicved for less
than £100n.

On the other hand, we cannot; appear to refuse to
consider any suggestions from Burmah for some minimal settle-
ment. Any such proposal at a figure around £5m could well
be considered as worthwhile for disposing of the action.

I think that it is important that the proposal for a
settlement should not originate from the Bank because Gails
could be interpreted as a lack of confidence in its case. I
do not favour the creation of a team for the purposes of the
negotiations but I do consider that it would be desirable that
Senior Counsel for Burmah and the Bank should neet so that any
proposals for settlement by Burmah can be consicered.

However if this is not possible and that for reasons you
will know-about - negotiations must be conducted by the Deputy
Governor on behalf of the Bank it must be made eclear that his
jo A Y Iy o W e KR o 1 e any proposal and to report back. There
should be no discussion by him of the werits nor any mention
made of specific figures th;m..
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BNOC Restructuring

1l I have seen David Howell's minute of Qa’february to
you, and his proposed written answer to what I assume
would be an inspired Parliamentary Question.
2 The written answer strikes me as a very good text
as far as 1t goes. But, as I understand it, there are
important questions to which we are not yet in a position
to give an answer, including:
i) when will the sales of shares take place?
(ii) what proportion of the shares will be offered to
the public?
(iii) who should hold the residual public interest in
BNOC (Operating)?
(iv) should the powers of BNOC (Trading) be specifically
limited by new legislation to make it clear that it
will not have the option of an upstream role?
There may also be other questions, notably those foreseen by
the Chairman of BNOC to which David Howell refers at sub-
paragraph (iv) of his minute, which could give rise to
controversy. And we may also be asked about the
implications of the new arrangements for UK security of supply
and for pricing policy given that a proportion of the oil at
present available to BNOC will move into the private sector.
3k These questions are of course primarily of domestic
interest. But there is also an important international angle.
If, as I think probable, an announcement on the lines proposed
sparks off a public debate and questions for oral answer in the
House, we may well face questions from the Commission or the
European Parliament. If we are not able to explain fully
what we have in mind, we may needlessly give rise to
suspicion about the compatibility of the new arrangements with
the EC Treaty. My concern on this score has been reinforced
by a private letter I have received from David Owen, in which he
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refers to the possible risk that Parliamentary discussion
of new arrangements for BNOC might direct attention to
aspects of our North Sea arrangements which are vulnerable
in terms of Community law and warns that the Opposition
will be bound to raise the legal issues when opposing

legislation in Parliament. This is not a reason for

changing our minds on the substance of what is proposed;

but I think that we would be well advised to postpone any
full announcement until we are ready to field all the
questions likely to be put to us. From the point of

view of foreign reactions, there is nothing to be gained
from risking two rounds of debate.

4. This suggests to me that we should not volunteer any
statement on this subject for the time being. If David
Howell is asked about it, he could simply say that
legislation will be introduced in the autumn.

Bl It would be helpful if the Department of Energy could
involve the Foreign and Commonwealth Office in the preparation
of legislation, in view of the difficult questions of EC law
which are likely to arise.

G I am sending copies of this minute to the members of

E Committee, the Chancellor of the Duchy of Lancaster,

Sir Robert Armstrong and Sir Kenneth Berrill.

)
£

(CARRINGTON)

Foreign and Commonwealth Office

5 March 1980
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10 DOWNING STREET

From the Private Secretary f 3 March 1980

The Prime Minister has read your
Secretary of State's minute of 28 February
about BNOC. She would like his proposals
to be considered in E Committee on 11 March,
and would be grateful if he could circulate
a paper for this purpose.

I am sending copies of this letter to
the Private Secretaries to members of
E Committee, John Stevens (Chancellor of the
Duchy of Lancaster's Office) and David Wright
(Cabinet Office).

W.J. Burroughs, Esq.,
Department of Erergy

,F'
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I have seen the Secretary of State for Energy's minute to the Prime

[

Minister of 28th February in which he reports his inability to introduce

legislation this Session to determine the future of BNOC, and suggests instead

that he should make a full statement of the Government's intentions by way of a

Written Answer to a Parliamentary Question in the near future.

25 Mr. Howell is anxious to make as full a statement as he can in order to

minimise the political embarrassment of a decision not to legislate until next

Session., On the other hand, as he says, there are a number of major points
still to be resolved. In the circumstances a detailed statement by Mr. Howell

could well provoke questions which the Government would not be able to answer.
S oy

Moreover, given that legislation cannot now in any case be introduced for the

best part of a year, there would be something to be said for a less detailed

statement which did not tie the Government's hands in advance to this extent,
=T W

Furthermore it would be prudent not to give undertakings about the
introduction of a Bill next Session, and certainly not about the timing of
introduction, until the Cabinet have had an opportunity to consider the full
programme, for which there is already a large number of bids.

" ,

Bl Balancing these considerations is a matter of politics and presentation,

and the Prime Minister might find it useful to have a discussion with colleagues

before coming to a view. We already have a meeting of E Committee arranged
for next Tuesday which could provide a convenient forum for such a discussion,
if the Prime Minister so wished.,

2 Perhaps you would let me know the Prime Minister's wishes.

Je L nil o m s Ry
e'} (’J ))‘)
\\‘

29th February 1980

(Robert Armstrong)
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PRIME MINISTER

At the meeting under your chairmanship on 21 December it was agreed
that the necessary legislation be drafted fo allow a separation of
BNOC into separate operating and trading arms, with a view to the
sale to the public of shares in the operating arm (BNOC (Operating)).
As agreed at that meeting at which I made clear how desperately tight
the timetable had become I have been consulting with Geoffrey Howe

on a number of points including the speed and timing of any sales,

——— e

and also setting in hand drafting of the legislation.

We have announced our intention to legislate this session but in the

light of my discussions with Geoffrey we now think it would be unwise

to push ahead this fast; our reasons for this are:

(1) work is proceeding on drafting but even on the most optimistic
timetable we could 223 expect to achieve the Bill without an

extremely compressed Committee stage, and possibly with a need to

recall the Lords early from the summer recess and with a 3-week spill-

A
over after the recess.

(ii) There are major points on which it has not so far been possible
to reach collective agreement and Geoffrey has recently raised two

S ———
points on my original proposals which must be resolved before we can

proceed further with drafting, and which call for more time than the
timetable for achievement this session would permit.

(iii) We have not yet decided on the timing of share sales, and
Geoffrey is not relying on receipts for the 1980/81 PSBR. Even if
we got the legislation through this would not assure us of receipts

in 1980/81, since the administrative work involved in transferring
all the assets to BNOC (Operating), and preparing for the sale is
likely to be complicated and time consuming.

(iv) I have had the Chairman of BNOC's viewslon both our proposals
and the timetable. DPredictably he questions the desirability of the
basic political objective of splitting the trading and opé;gfing~siﬂes
and continues to question the viability of the Trading side as a
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separate entity. But he also emphasises his concern that the
transfer of assets etc. to the new company is a very complex matter,
requiring careful resolution. While legislation may not necessarily
be needed to deal with all the problems that arise he rightly argues
that our legislation must be compatible with this operation, and
suggests that if we push it through this session, this may not give
us the time needed to give these issues the careful and detailed
consideration which is essential. He therefore advises postpomement
of the legislation to the next session. He does not think this
would give rise to any interim management difficulties in BNOC,
although we will of course need to look for a new Chairman prior

to the publication of the legislation.

I have therefore reluctantly come to the view that we should plan on

an introduction as early as possible in the Autumn. Geoffrey Howe

agrees with this.

We will need to present this decision in the right light in view of
our earlier announced intention to bring forward legislation this
session. An announcement within the next fortnight is desirable.

This change of plan is likely to be greeted critically by some of

our supporters but I think this can be handled provided I have tThe

full backing of my colleagues in terms of our broad political strategy
and that its announcement is coupled with a clear statement of our
intentions for BNOC. I am attaching a draft text which has been
agreed with Geoffrey and which I would propose to make in the form

of a written Parliamentary answer. In addition to dealing with the
creation of the two new component parts of the Corporation, this

text makes clear our intention that BNOC (Operating) should be
completely independent of the Government or BNOC - thus taking it

into the private sector; and that the ultimate public sector stake
will be reduced to a minority. Geoffrey and I consider that it is
necessary to include these points because although decisions on the
precise timing and extent of privatisation of BNOC (Operating) have
yet to be taken, any statement that does not make absolutely clear our
fundamental approach to privatisation will lay us open to charges of
indecision and/or of a fundamental change of course, will certainly

be fully exploited by the Opposition and will put us on the defensive
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in an area where we should be scoring positive political gain.

The text states that normal participation arrangements will apply

to BNOC (Operating)'s UKCS oil; that is to say that it will be able

to retain 49%. This is necessary to establish the full independence
S oz,

of the company from the public sector and the PSBR; and any other

arrangement might call into question whether we really were creating

a commercial operation on the same basis as other private sector

0il companies.

Outstanding points

As mentioned above there are some outstanding points that must be
resolved before we can proceed any further with preparing the
legislation - in particular whether HMG or BNOC should own the
residual public sector stake in BNOC (Operating) and whether
legislative provisions dealing with the powers of the new BNOC
should be more restrictively drawn than we had so far contemplated.
However these points are not essential to the proposed statement,
and I will be reporting separately on them, in the light of further

discussions with the Treasury.

I hope therefore I can have your agreement to the proposed statement
and to our commitment to introduction of the legislation as soon as
possible in the new session, both of which in my view must go with
any announcement that legislation is to be put off. Such an
announcement needs to be made as soon as possible and in any case
within two weeks, because it will become increasingly obvious that
legislé;;;;.3§-;iis controversial nature is not now feasible this
session. I would of course propose to inform the BNOC Board

immediately before making the announcement.

I am copying this to Members of E Committee, the Chancellor of the
Duchy of Lancaster, Sir Robert Armstrong and Sir Kenneth Berrill.

I'\4

Secretary of State for Energy
28 February 1980




"TO ASK THE SECRETARY OF STATE FOR ENERGY WHAT PLANS HE
HAS FOR THE FUTURE OF THE BRITISH NATIONAL OIL CORPORATION?"

I will be introducing legislation this autumn to allow for
the setting up of a company through which the British public
will be able to invest in BNOC's offshore operations.

BNOC has two distinct functions. First its access to oil
through the participation and royalty in kind arrangements
gives it an important role as a large scale oil trader.

In this role BNOC can play an important part in protecting
vital national interests including security of supply and in
providing oil supplies for our international partners in the
EEC and IEA. We intend that this role should continue.
Second, BNOC is an o0il producing company working alongside
other oil companies in the North Sea. We see no need to retain
these operations within the State sector and we shall
therefore give the public the chance to participate directly
in BNOC's o0il producing business.

We have therefore decided that BNOC should be re-organised.
The existing Corporation will concentrate on oil trading.
The participation agreements which give BNOC options to take
0il will be retained, and I will continue to call upon BNOC
to dispose of royalty oil on my behalf.

The exploration and production assets and operations will be
vested ig a new Companies Act company. We intend that this
companyy;;érate independently of Government and of BNOC,
except to the extent that its UKCS oil will be subject to

purchase options by BNOC under normal participation arrangements.

We propose to make a substantial shareholding in the company

available for issue to the general public. The Government will

not seek to control the company through the residual public




sector holding of the shares - which it is intended will
ultimately be reduced to a minority.

The Government wishes to see a wide-spread of ownership and
will ensure that in the allocation of shares full regard is
given to the position of small investors and employees.
Implementation of these proposals will call for a major
corporate re-organisation and for the transfer of contractual

and other interests. This is bound to take time. But

preparatory work on this and the necessary legislation is

underway and we intend to introduce the legislation late

this year. The details including timing of the share issue
will be a matter for further consideration.

I believe our plans will end the confusion that has surrounded
BNOC's two roles and will ensure that each has a secure

foundation on which to develop in the national interest.
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Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000
/% February, 1980
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BNOC FUTURE CAPITAL STRUCTURE

Thank you for your letter of 11th February. Perhaps
I could take the points raised in your letter in turn.

(1) Scope of the new Corporation's activities: although
I recognise that your paper, E(79)67, mentioned your
proposal that the new BNOC should have all the powers of
the old Corporation, save that any extension outside term
trading would require your consent, my recollection is
that E Committee did not consider this point explicitly.
If they had, I am not certain that there would have been
agreement that the new Corporation should have the same
functionsas the last Government's Act gave the present
Corporation. You suggest in your letter that it would

be shortsighted of us not to recognise that situations

may occur in the future which would make us want BNOC

to extend downstream or upstream. This would be a
difficult case to deploy in public since critics could

use arguments about the need to retain flexibility with
the Corporation's future activities in order to attack

our strategy of privatising the Corporation. My preference
therefore would be to limit the new Corporation's activities
to the functions which we now see for it, principally oil
trading. I recognise that it might be difficult to arrive
at a line between oil trading and other downstream and
upstream operations, but I attach a note by my officials
which sets out a possible route forward. I should be
grateflul if you could consider this.

(i1) Viability of Trading: I do not think that there is
anything between us here. We both recognise that Trading
will be in a high risk business and as you say its results
are likely to fluctuate between profit and loss. Colleagues
should therefore be aware that there is no certainty that
Trading will be financially viable.

/(iii) Grant

The Rt. Hon. David Howell, M.P.

CONFIDENTIAL




(1iii) Grant giving powers: I think that some Members of
Parliament would be reluctant to give the Secretary of State
complete freedom to make grants to the Corporation for any
purpose. I therefore would prefer the grant giving power

to be restricted, as I suggested in my letter of

bth February, to the purposes of eliminating or reducing

deficits.

I am sending copies of this letter to the Prime Minister,
John Nott, Keith Joseph.,and Sir Robert Armstrong.

/—\.

(GEOFFREY HOWE)

CONFIDENTTAL
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"D UNCPIONS OF THE "NEW" BNOC

This note suggests functions for the "new" BNOC by reference to the
general functians of the present Corporation set out in section 2 of
the Petroleum and Submarineé Pipelines Act 1975.

Section 2(1)

(a) To search for and pet petroleum existing in its natural

condition in strata in any part of the world.

Not relevant to the new Corporation except in so far as it is
covered by (d) below.

(b) To move, store and treat petroleum and anything derived from it.

This power should be retained though it should be made clear that
"treat" would not permit the Corporation to own or run refineries.
It should, however, permit the Corporation to enter into processing
deals.

(¢) To buy, sell and otherwise deal in petroleum and anything
derived from it.

This should be retained except that the power should be drafted so
as to prevent the Corporation going far down the downstream chain
eg to run petrol stations. One possibility might be to limit the
Corporation's power here to deal in bulk petroleum.

(d) To perform for any Minister of the Crown or Northem Ireland
Department such services connected with petroleum and anything

derived from it as the IMinister or Department may request the
Corporation to perform on his or its behalf.

This is a wide power and should be retained.*

(e) Without prejudice to the generality of the proceeding paragraph
to do anything required for the purpose of giving effect to agreements
«e. to securing participation ... in activities connected with
petroleum bencath controlled waters.

This should be retained.

==

* This could be used by the Secretary of State to requlre the
Corporation to do deep water drilling.
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{M; (£) Provide any pergson with advice o1r assistance of any kind,

including research cscrvices and training facilities, as respects

any matter.in which the Corporation has skill or experience.

This no longer secms to be relevant Lo the Corporation's new
circumstances, but there would seem to be no objection to retaining
the power provided it was consistent with Ministers' decision to
stop BNOC's advice giving function to the Secretary-of State.

" (g) To do anythinc which the Corporalion considers it is calculated

to facilitate, or if conducive or incidental to, the performance of

any of the Corporation's functions.

Provided this does not add to the powers already given by the
provisions above, it could be included. It would be important to
check that it did not permit the Corporation to search for and get

S T A O B T R o e B NS L7055 20

petroleum, run refinerics etc.

TR0
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Section 2(2)

(a) To provide and operate pipelincs, tanker ships and refineries

in connection with petileum.

q
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This should be retained with the omission of the reference to

refineries.

(b) To carry out research in connection with petroleum or anything
derived from it and to promote activities for the purpose of turning

to account the results of such recgsearch.

There seems to be no necd for this in the new circumstances.
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SIR KENNETH BERRILL

BEOC

We had a word about Mr. Howell's legislative proposals for
the privatisation of BNOC, and I told you that I had heard that
these were being pushed through in such a rush that we could well
end up with a bad piece of legislation and 2 good deal of con-
fusion all round. It had also been put to me that it was very
unlikely that it would be possible to sell off part of BNOC before
the end of 1980/81 if the legislation were pushed through this

session ~ simply because so many loose ends would remain.
I would be grateful if you could let me have a note on this:
if the legislation is being pushed too fast, and if there is con-

fusion, perhaps we should bring in the Prime Minister.

I am sending a copy of this minute to Sir Robert Armstrong.

V$ﬁﬁeﬁ€§z
L
Sz

11 February 1980
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STATE FOR ENERGY
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5ir Geoffrey Howe QC MP
the Exchequer

Street
1080

H February 1€

BNOC FUTURE CAPI

Thank you for your letter of 4 February. I am grateful for your
agreement that we should include in the. proposed Bill +the power to

grant pde and I accept th#dt the Treasury's position on the actual
use o the powers to issue pde must be reserved.

Your letter raises some other points of substance that I will deal with

in the order in which they appesr.

(a) Bcope of the new Corporation's activities:  You .are ctorrect that
I have 1t in mind to leave undisturbed for the new Corporation the
functions which are given to BNOC under the existing legislatiom.
However I do have it in mind that any extension outside what I broadly
term trading would reguire . my consent; this would be introducing simila:
constraints into the legislation in relation to upstream operstions
as are already present in the PSPA for downstream operations making
it possible for BNOC to venture beyond trading only with my consent.
This intention was I think quite clear from my paper to E Committee,
E(79)67, paragraphs 7 and 10. While my present view 1is thast there is
national interest argument for the new BNOC going beyond trading,
it would be shortsighted of us not to recognise that situstions may =
occur in the future which would make us want BNOC to extend downstream
on a selective basis in pursuit of national security of supply: and
that there may be upstream operations which we would wish BNOC to
undertake, or at least be in a‘position to undertake, if the private
sector was unwilling (an example of this might be deep water drilling).
The oil# scene is changing extremely fast and I am sure we should take
every precaution to aveid being wrong-footed. Apart from thig strategi
congideration, the interplay bhetween pure trading in crude oil, and
natural gases, transportationy storage, products, processing, refining,
ig so great that I think we would find it difficult to arrive at a line
between 0il trading and other downstream operations that did not lecave
BNUC without the proper commercial flexibility to do its basgie task.
For these reasons I zm clear that BNOC should have the power to embark
on upstream or downstream operations, so long as it is ccnstrained by
the need for consents before venturing outside the o0il trading area.
These views lay behind my recommendations in E(79)67, which were not .
questicned at the time. I hope therefore that you can accept my

S~

Lo

‘-—1




proposed line.

(b) You say in your (ii) that the note attached to my letter of

25 Jdanuary effectively accepts that the new BNOC would not be
financially viable since it would not be able to service its capital
at the normal NLF rate: and you return to the point in your penultimate
paracgraph. I do nct think any such construction can be put on my
note. This makes clear that BNOC's cepital needs, to handle its oil
trading side, will in the normal way be insignificant, and there is no
suggestion that it would not be able to service such capital. The
reference in paragraph 4(i) is to the best means of funding any loss
that may occur from time to time. This is by its nature a high risk
business and is likely to fluctuate between profit and loss. There is
reason to suppose that the balance will fall one way or the other

over the longer term; but there may be a significant loss in any one
year which might not be able to be met from retained profits if a

high dividend policy had been pursued or if this occumed at an early
stage in the corporation's existence. Clearly we must provide for the
financing of such a loss and as my note makes clear I would not have
thought that it would make any commercial sense to finance such a

loss by means of debt. This is not the same thing as saying that in
the long run average profits would be at least as much as the interest
that the Government would have received if the finance had been in

the form of NLF. >

(¢} You suggest that we should circumscribe the power to make grants

by stipulating that these should only be paid with a view to reducing

P R V)

or eliminating the Corporation's deficits. While this is the purpose
e

we have in mind now we would be reducing our flexibility to meet
unforeseen events in the future by such a restriction and I had it

in mind therefore to be unspecific about the purpose of such grants

but to impose a fairly strict limit on the amounts available. This
would not be without a precedent. However if you judge that a restric-
tion on the purpose is needed to meet parliamentary demands and are
happy with the particular formulation suggested in your letter then

I would go aslong with this.

I am sending copies of this letter to the Prime Minister, John Nott,
Keith Josepn, and Sir Robert Armstrong.
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BNOC FUTURE CAPITAL STRUCTURE

Thank you for your letter of 25th January which seeks
approval for BNOC's future financial structure.

I am generally content with your proposals, subject to
the following points.

(i) Scope of the New Corporation's Activities: I understand
that the intention is to give the new Corporation exactly

the same powers as are given to the existing Corporation by
the 1975 Act; 1i.e. besides the power to carry on oil trading,
which at the moment is the only function identified for the
new Corporation, powers to explore for and develop

petroleum all over the world, operate refineries ete. I
understand that you do not see circumstances in which we
would want the new Corporation to be more than an oil trader,
but that you nevertheless want to keep the options open for
the future.

I would not necessarily argue that the legislation should
specifically restrict the new Corporation to oil trading,
but I question whether it is right for it to be empowered
to do everything that the old Corporation could. I should,
therefore, be grateful if you could consider giving the new
Corporation much more limited powers to suit the role we now
see for it.

(ii) PDC: I am not convinced that PDC would be appropriate for
the new BNOC since the risk must be that it would become soft
option capital. Indeed, this appears to be recognised in
-paragraph 4 (i) of the note attached to your letter where

it states that "it would be unrealistic to assume that BNOC
would be able to remunerate such capital by fixed interest
payments - equity therefore seems appropriate". WAl s
effectively accepts that on its main functlon, 0il trading,
the new Corporatlon will not be viable in that it would not
be able to service its capital at the normal NLF rate. This
also suggests that the Corporation would not be able to meet

The Rt.Hon.David Howell, M.P.
CONFIDENTIAL
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one of the criteria for PDC that "taking the good and bad
years together, the average level of gross dividend payments
would be at least as much as interest which the Government
would have received if it had advanced the money from the
National Loans Fund (paragraph 86 of Cmnd 7131). The

right course in circumstances where a nationalised

industry is not viable is to provide for its trading losses
to be met by grants from Parliament, and not by endowing

1t with soft capital.

As I say, this makes me reluctant to agree to the
inclusion of powers in the Bill for the provision of PDC,
particularly if we decide that the Government rather than
the new Corporation should own the public sector stake in
Operating. I hope that you can, therefore, reconsider your
proposal here. However, in view of the importance of enacting
the legislation this session, I would not resist your
proposal for the inclusion of powers in the Bill for PDC if
you thought this essential provided other colleagues were
content. The Treasury's position must, however, be reserved
on the use of those powers to issue PDC.

(iii) Power to make Grants: I agree with your proposal that
the Bill should contaln a power to make grants to the
Corporation out of money voted by Parliament, but I think
that Parliament will expect that this power should be
circumscribed in some way, e.g. by indicating the purposes
for which the grant can be paid. An obvious way of doing
this would be to stipulate that they should be paid with a
view to reducing or eliminating the Corporation's deficits.

My officials are in touch with yours about some minor
points on your proposals.

More generally, could I say that the note attached to
your letter does indeed suggest that the new Corporation
will be doubtfully financially viable. The note draws
attention to the doubts that BNOC will be able to
remunerate the capital for its main o0il trading business
by fixed interest payments and that while in normal
circumstances it should have relatively small profits or
losses, its trading operation entails by its nature a
significant exposure to loss. I think that colleagues ought

-to be aware of these risks.

I am sending copies of this letter to the Prime Minister,
John Nott, Keith Joseph and Sir Robert Armstrong. If
John Nott and Keith Joseph see any inconsistencies in your
proposals with their legislation now before Parliament, no

doubt they will let us know.
GEOFFREY H e

CONFIDENTIAL




CONFIDINT TAL

TARY Of
THAMELS HOUSIEE
MILLBANK LONDON SWIP

01 211 6402

e
[4
Ms Petra Laidlaw \)
Private Secretary to the Chancellor
of the Duchy of Lancaster

Privy Council Office

Whitehall

London SW1A 2AT 3| January 1980

(Zz?af' Pe g

PETROLEUM AND SUBMARINE PIPELINES BILL
Thank you for your letter of 14 January.

It is hoped that the remaining policy clearances for the
Bill's provisions can be obtained shortly and on this
basis we would expect to be able to provide Counsel with
complete instructions by the latter part of February at
the latest. As you know, however, this Bill falls into a
number of discrete parts. Our Legal Adviser has written
to First Parliamentary Counsel explaining this and
suggesting that, in the interests of an early start being
made on drafting, instructions might be sent to Counsel
on those parts of the Bill, for which the policy has
already been settled. If this suggestion is accepted, we
will be in a position to send instructions immediately

on all parts of the Bill except those relating to the
British National 0il Corporation and the National 0il
Account. Work would continue on the preparation of the
outstanding instructions which would be sent to Counsel
as and when they can be completed.

I am copying this letter to the Private Secretaries to
the Prime Minister, the Chancellor of the Exchequer,

the Attorney General and to the Secretary of the Cabinet
and First Parliamentary Counsel.

>24~4 CALC/)

cbéij

DENTS WALKER ~
Private Secretary
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THAMES HOWUSE

MILLBANK LONDON

01 211 e402

The Rt Hon Sir Geoffrey Howe QC MP

Chancellor of the Exchequer

HM Treasury

Parliament Street

LONDON SW1P 3HE Qb January 1980
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BNOC: FUTURE FINANCIAL STRUCTURE

In paragraph 22 of E(79)67 I indicated that I would be coming forward
to interested colleagues with my proposals for severing BNOC's
connection with the NOA and providing it with a more normal capital
structure. Annex 4 to that paper set out my thinking at that time.

My officials have now had detailed discussions with the Treasury
and BNOC on this question, and the attached paper sets out their
recommendations. Broadly these are that:

(a) BNOC should be funded by a mixture of NLF loans and public
dividend capital (pdc);

(b) I should have thk ultimate power to determine the level of
dividends on pdc, and to transfer surplus cash from BNOC to
the Exchequer;

(c) there should be a redefinition of the borrowing limits and BNOC's
obligation to obtain consents to lend money, and to buy or sell
company securities should be modified.

I understand that Treasury officials are unwilling to support a

case for pdc for BNOC, and believe that the Corporation can and should
be funded entirely from debt; although there should be a power to
receive grants to meet unrecoverable trading losses. The paper sets
out the arguments on both sides. I think it is right to be extremely
selective about the use of pdc, and guidelines such as those in
Command 71321 are desirable. But I believe that it is totally unrealistic
to provide an organisation which is dependent for its profits on a
dividend flow from a single investment, and on what is basically

a major Jjobbing opération, subject to the constraints of participation
agreements, with one hundred per cent debt capital. And I do not




think that the ability to give grants to cover losses is a satisfactory
substitute. With pdc there is the prospect of remuneration in due
course, and as profits grow remuneration above the NLF rate. With
grants there is no prospect of remuneration whatsoever. The

knowledge that grants are available also severely undermines the proper
financial disciplines to which management should be subject.

If however you see difficulty in accepting now the appropriateness
of pdc for BNOC, I suggest that we include in the Bill powers to
provide NLF, pdc and grants, leaving open for later decision whether
pdc will be provided. This has the added advantage of giving us
flexibility to deal with any problems arising out of the transition
to the new structure, or out of privatisation which we have not yet
identified. This is a highly complex matter which we are having to
deal with at great speed in order to meet the Parliamentary timetable.
We have identified a number of financial problems which we are
satisfied our proposed new structure will cope with, but as we look
at the privatisation process in more detail others may emerge, and
the flexibility provided by the approach I am suggesting should
minimise the need for changes during the drafting of the Bill, or
for amendments during its passage.

I should be grateful therefore for your agreement that we proceed
to take the powers summarised in para 16 of the attached paper;

I should be glad also to know whether you are willing to agree in
principle at this stage that some part of BNOC's funding from the
Government should be in the form of pdc.

I am copying this letter to the Prime Minister, John Nott, Keith Joseph,
John Biffen, and Sir Robert Armstrong.

D A R HOWELL




BNOC : FINANCIAL STRUCTURE

Background

1. On the assumption that BNOC (Trading) is to be the vehicle for
the Government shareholding in BNOC (Operating) its financial structure
must satisfy the following requirements:

(i) 0il trading. Trading will act principally as a jobber in
large quantities of o0il secured largely under participation

agreements. As an o0il trader the Corporation will have the

prospect of a high turnover combined, in normal circumstances,
with relatively small profits or losses. It will have no
significant fixed assets and will require little medium or
long-term capital to finance its trading assets (but see (v)
below). Given, however, that the trading operation entails
by its nature a significant exposure to loss, the financing
arrangements must provide a flexible means of funding of

last resort. They must also ensure that BNOC can finance a
relatively large requirement for working capital for normal
day-to—-day operations;

Shareholding in BNOC (Operating). Here there are two main

requirements:

(a) a mechanism for ensuring the transfer of dividend
income from Operating through Trading to HMG;

a means of financing Trading's subscriptions to

future rights issues by Operating (this might be
needed, for example, to maintain the Government

shareholding at an agreed level);

Forward oil sales. Trading may carry some of the liability

to meet supply obligations under the forward oil sales recently
negotiated. The prospect of Trading involvement in the unwin-
ding of forward oil sales is in any case certain if the
existing sales are rolled forward into 1981-2;

Proceeds of privatisation. Unless the existing NOA arrange-

ments remain in force until after privatisation has been
completed (which is unlikely to be practicable) Trading will




2.

be the initial rgcipient of the proceeds of privatisation.
New financial arrangements must ensure that these proceeds
are passed directly to HMG;

Other activities. Although the activities of Trading will
be restricted for the foreseeable future to oil trading,
the Corporation will have the same powers to broaden its
activities as the existing BNOC. The financial structure
must be formed in such a way as to allow for some of the

powers (e.g. the power to go downstream) to be exercised

in the longer-term.

25 In our view the new capital structure for Trading should resemble
more that of the other state corporations. The following criteria

seem essentials:

(i) provision for formal capital which imposes a proper
financial discipline;

(ii) ability for the Corporation to control its cash and
working capital without reference to the Department;

(iii) flexibility to deal with the transactionscovered in
paragraph 1;

In addition

(iv) the Government must be able to obtain early access to

suprlus cash,

3. The starting point for our consideration has been that Trading's
long-term requirements should be funded from Government sources by
means of NLF loans or public dividend capital; and that its short-term
working capital requirements coﬁld be obtained from the banking system.
The key questions we have had to consider are:

(a) how should remuneration of Government funds be decided?
Can Trading be funded entirely from the NLF, or is some

element of pdc needed?

what modifications are needed to the conventional arrangements
to deal with Trading's special problems?




3.
Trading
‘ 4. The remuneration that / 1s called upon to pay on Government
funds will primarily effect its profitability, and will be the main
financial discipline imposed on the Corporation. It is essential to
provide it - @ith a proper commercial discipline, which at the same
time avoids prejudicing its financial viability. An examination of
Trading‘s likely assets and the revenues flowing from them will give the
best guide to how those assets should be financed. Taking the 5
categories of activity referred to in paragraph 1 the following
considerations are relevant:

() 0il trading. What capital is needed will be to finance
any losses. It would be unrealistic to assume that BNOC
would be able to remunerate such capital by fixed interest

payments - equity therefore seems appropriate.

Shareholding in BNOC (Operating) and (iv) Proceeds of

Privatisation. Prior to privatisation this will be on
BNOC (Trading)'s balance sheet at book value, financed
by corresponding amount of capital; as shares are sold

the proceeds can be applied to repay capital pro-rata,
and distributed as capital profit. BNOC (Trading) will

not be able to remunerate 100% debt in respect of these
shares out of initial dividends which will take some

time to build up, either before or after privatisation;

the logical solution would be to finance the share stake

by means of equity, but it would be feasible to contemplate
a mix of equity and debt.

Forward oil sales. Any outstanding forward commitment

to supply oil in respect of payments already received

would need to be shown in the balance sheet as a liability,
matched by a corresponding asset of some sort. This could
be handled by the proceeds of any forward sale being depo-
sited with the Government until such time as the obligation
to deliver arose. The extent of any Government remuneration
of such deposits would be decided by the need to ensure

that BNOC (Trading) made no loss as a result of such deals.

Other activities. The argument for equity rather than debt

finance in respect of new activities is less clear cut and
decisions would have to be taken ad hoc. But it is possible
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that such investment might be heavily front end loaded
and with the prospect of positive cash flow and profita-
bility only in the longer term. Such a possibility would
be best catered for by equity finance.

51 The conclusion from this analysis is that pdc is an essential
element in any funds provided to Trading by the Government.

6e The provision of equity finance for Trading would provide a
convenient basis for the transfer of dividend income from Operating
to HMG. We envisage that SOS would have the power to determine the
level of dividends on the equity in the light of Trading's profits
and cash requirements. He would also have the power to require

the payment of interim dividends so as to ensure the prompt transfer
to Government of dividends received by Trading. This latter power
could be backed up, if necessary, by a specific power to transfer
cash surpluses from the Corporation after appropriate consultation.
76 Privatisation proceeds would bechannelled to HMG by means of
capital repayments to the Exchequer corresponding to the book value
of the shares sold with any excess cash from the sale after capital
gains tax being used to provide a capital dividend to HMG. There
would have to be a special provision in the legislation to ensure
that SO0S could insist on the payment of such a dividend, with a safety

net provided by the power to transfer cash surpluses from Trading

suggested in paragraph 6 above.

8 Our preferred scheme for Tradihg thus comprises the following
elements:

(i) Trading may be funded by NLF debt or pdc (at the discretion
of the S0S);

(ii) short-term working capital will be sought from the banks;

(iii) privatisation proceeds will be used to repay opening capital,
and as capital dividend on pdc;
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dividends from BNOC (Operating) and trading profits can
flow through as dividends on pdc - with the SOS having
power to set the level of dividend;

(v) the SOS will have the power to remove surplus cash from

the Corporation;

(vi) proceeds of forward sales of oil will be deposited with
the NLF, and drawn down as the delivery obligations mature.

9. The only outstanding difficulty with these proposals stems from
the use of pdc. The White Paper on the Nationalised Industries,

Cmnd 7131, set out two requirements to govern the use of pdc, first
that it should be applied to essentially viable organisations, ie.
issued on the assumption that the prospect of dividends was no worse
than the return on NLF loans; and second that pdc was intended for
industries in which profitability was cyclical., At official level,
the Treasury have doubts that both these conditions would be met by
BNOC (Trading). They also argue that the funds needed to finance

the BNOC (Trading)'s shareholding in BNOC (Operating) can be properly
met by NLF loans and that any losses from its activities can and should
be met by voted grants. In our view the criteria for pdc can be met:

(a) because Trading's main source of revenues (the dividend from
Operating) while not necessarily cyclical is completely
outside its  control; and its basic trading operation

is essentially fluctuating;

there is a long term prospect that as the dividends from
operating build up, Trading will be able to pay dividends on
its pdc equivalent to the interest that would have been
payable on NLF debt.

Further we and BNOC would strongly prefer not to see losses being met
from grants, since this would militate against normal commercial .

disciplines.




10. We would therefore advocate a choice in favour of a mixture of
pdc and debt to be covered in the Bill. It would however be possible
to include provisions in the Bill covering pdc, debt and grants so that
options between our and Treasury's views can be kept open, with
decisions as to whether pdc should in fact be provided being taken

when the new Corporation comes into being.
TRANSITIONAL ARRANGEMENTS

1115 We propose that the Bill should provide for the SOS to specify

a date when Trading's connection with the National 0il Account is to

be terminated and the new structure set up. No decision needs to be
taken yet what this date will be. Provision will be needed to establish
the funding of Trading's assets at the specified date, to convert

any receipts from forward oil sales into deposits with HMG, and to
ensure that Trading has adequate cash balances and access to working
capital to meet its needs from the moment when the NOA ceases to

operate.
BORROWING LIMITS

12, We are currently reviewing with the Treasury the terms of the
Corporation's statutory borrowing limit. It is agreed however that

the limit should be applied to all sources of funding by the Corporation
(including pdc it it is used), guarantees and indemnities and any
further arrangements along the lines of the Britoil arrangement. It

is for consideration however whether the 1limit should apply to the
funding necessary to finance BNOC (Trading)'s shareholding in BNOC
(Operating). The funding associated with the shareholding will start
at a high level in the period when BNOC (Trading) holds all the shares
in BNOC (Operating). As shares are sold however, the funding necessary
to finance the shareholding will fall substantially. A further

rights issue in BNOC (Operating) would of course increase the finance
necessary. Inclusion of funding for this purpose would thus result

in major fluctuations in the total, and to be effective any statutory
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. funding limit would have to be varied accordingly. Such an artifical
arrangement might be better circumvented by specifically excluding
the shareholding from the limit, though this course would hold its own
presentational problems.

MISCELLANEOUS

13. Under Sec 2(4)(c) of the Act, BNOC must seek the SOS consent

to purchase or sell company securities. This control is unsatisfactory
because it does not cover all the possible ways in which BNOC may

extend the scope of its operations, and it involves the SOS in

scrutiny of the structure of acquisition deals rather than the substance
and blurs the Corporation's responsibility for the detailed arrange-
ments. We therefore propose to repeal 2(4)(c), and instead place on
BNOC a duty to seek the SOS's prior approval to any substantial commit-—
ment of funds on capital account, the threshold to be set from time

to time by the SOS with the approval of the Treasury.

14 We propose however that the SOS should have the power to control
the size of Trading's stake in BNOC (Operating).

150 Sec 2(4)(d) of the Act reguires BNOC to seek SOS's consent to
lend or borrow money. To bring BNOC's position more into line with
other nationalised industries and to reflect the Government's policy
of a more armslength relationship, we propose to repeal the provision
in 2(4)(d) relating to lending by the Corporation.

CONCLUSIONS

16 The new financial structure should allow for Trading to.

be funded from the Government either by NLF loans or by pdc, if
agreement to pdc cannot be obtained now, then the provisions in the
Bill should cover NLF, pdc and grants, in order to keep options open.
Specific provisions are recommended as follows:

(1) severance of connection with NOA;

(ii) ability to borrow from the NLF;

(iii) ability to receive pdc from money voted by Parliament;
and to repay pdc;
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power for the SOS to make grants out of money voted

by Parliament;

power of the SOS to determine dividends, after consul-
tation with BNOC;

power of the SOS to remove surplus cash (after consul-
tation with BNOC);

power of SOS to establish the capital at outset needed

to finance existing assets;
a revised definition of the borrowing limit;

amendments to controls over purchases and sales of

securities;
freedom to lend money without consent of SO0S;

the date on which these provisions come into force to be

specified by order.







Foreign and Commonwealth Office
London SW1

24 January 1980

JETAR

..
.

BNOC/BP OIL SUPPLY

Thank you for your letter of 23 January. I do not have any

further reservations to make.

I am glad that you are able to confirm that it is BP's firm
intention to organise their oil flows so that their own exports

of UKCS crude to other Community countries would remain unaffected
in the circumstances envisaged. I take the point that to write
this into a contract between BP and BNOC would have the disadvantage
of making it unlike a normal commercial arrangement in that respect.
Is there some other way in which we could get BP's intentions on .
to the private record? A letter from BP to your Department would
be one possibility, although you may feel that this brings HMG

too much into the picture. An alternative might be a letter from
BNOC to BP, noting that BP had stated their intentions in the
course of the negotiations. The more the record can show that

the far-reaching implications of the clawback provisions in the
Principles are now subject to this important proviso, the better

it will be. I made this point in my letter of 16 January, and

I do not regard it as shackling the negotiations with BP.

/I am

The Rt Hon David Howell MP
Secretary of State for Energy
Thames House South

Millbank

London SW1

CONFIDENTIAL




I am confirmed in my view that we must do everything possible to
reduce the target presented to possible challenge b& the incautious
approach to their forthcoming discussions with the Commission

taken by the BP team at a meeting with Department of Energy and

FCO officials in your Department on 22 January. I recognise that
only aspects of the ring fence arrangements were involved, and

I hope that the warnings which your people and mine were able to
give will have served their purpose; but, as you knowt the ]
danger of a leak has been one of my worries all along. The

article in the Daily Telegraph of 23 January is a reminder of the

interest which the agreement is likely to arouse.

Perhaps we could have a word, as you suggest, in the margins \
of OD(E) this afternoon. I do not foresee any further difficultyn

.at ths stage; and the weighing of the pros and cons of exercising
clawback in a specific case can be left to the consultations which

we have already agreed will be necessary.

I am copying this letter to recipients of previous correspondence.

CONFIDENTIAL
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The Rt Hon Sir Ian Gilmour Bt MP

Lord Privy Seal

Foreign and Commonwealth Office

London SW1 ' 9z January 1980

@m e

BNOC/BP OIL SUPPLY

Y
Thank you for your letter of 16L{Qﬁuary.

I have thought about your proposals very carefully because I am
sure we both want to get on. The basic objective of this part

of the arrangements is to protect UK security of oil supply and
without satisfaction on this point I am not prepared to allow BP
and its affiliates to enjoy the advantages of the other aspects of
the arrangements. Provided it is clear that I am not going to
shackle my negotiators with BP with constraints which defeat this
basic objective, I think we can move this difficult issue forward
much as you propose without troubling colleagues further.

We are agreed that there should be no reference in the contractual
documents to claw-back as such, that we should instead be thinking

in terms of a right of termination and that any reference to the
circumstances of termination should be drafted with care. Our
negotiators know that they must avoid echoing the claw-back

provisions of the Principles directly in the contract and need no
formal restatement of that point from us. I confirm that it is

BP's firm intention to organise their oil flows so that their own
exports of UKCS crude to other Community countries would remain
unaffected in the circumstances envisaged in the claw-back provision.
It would not, however, be appropriate to write into a contract between
BP and BNOC the constraint you propose on how BP will organise its
remaining disposals in the event of termination of one part of the
supply from BNOC. To do so would be to introduce restrictions into
the contract documentation which would have the undesirable effects

of making it unlike a normal commercial arrangement. I therefore
propose to omit the words you proposed under your second point, while
nottdisputing that their spirit echoes BP's intent as they have expressed
it to us.

I share the expectation that, as you say in your letter, we now have
sufficient understanding to make it unnecessary to refer this matter
back to colleagues collectively in OD(E). I propose accordingly to
instruct my negotiators to proceed on the basis set out above, taking
full account of the legal advice available to us; but I will not take




this action before Thursday lest you should have yet further reservations
which you judge it necessary to put formally to OD(E) for resolution.
If so, I trust we can settle the matter on Thursday.

I am sending copies of this letter to the recipients of yours.'

D A R Howell







CONFIDENTIAL
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London SW1
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16 January 1980 W‘, \

I am grateful for the further clarifications in Hamish Gray's
letter of 10 January. As I understand it, the position is now
that clawback will definitely not‘be exercised so as to restrict
supplies of UKCS crude to BP's affiliates in EEC countries.

This would remove a major risk of challenge under Article 34

of the EEC Treaty. I note too that it may be possible to avoid
applying to the Antwerp and Rotterdam refineries restrictions
which, although perhaps less likely in practice to provoke legal
challenge, might also fall foul of Article 34. If I am right

in assuming that there are no other flows of UKCS crude from

BP to EEC destinations likely to be affected by clawback, we

may be able so to draft the agreement as to provide a significant
degree of protection in the event of a leak, and to offer a

much reduced target if it were subsequently decided that the

agreement should be terminated.

I have in mind something on the following lines. First, it is
I think common ground that the agreement should not refer to
clawback as such, but merely make provision for termination_in
certain circumstances. Second, I take it from the recent
correspondence that we could include in the agreement a
provision to the effect that the right to terminate should be
so exercised as not to affect the supply of UKCS crude to BP
/affiliates

The Rt Hon David Howell MP
Secretary of State for Energy

Thames House South
Millbank SwWl
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affiliates in EEC countries; indeed, we might be able to dress
this up in a formula which appeared to go somewhat further,

such as:
'in the event of a termination, the parties Shall/will

seek to give priority to supplies to markets within the

EEC, and shall/will in particular maintain the supply

of UKCS crude to BP's affiliate companies in the Community.'
(The phrase 'markets within the EEC' is assumed to include the
UK market). Finally, it would be helpful if we could find a way
to disassociate the final agreement from the revealingly explicit
references to clawback in the draft Principles. I think, in the
light of the above, that we would be justified in stating for the
guidance of the neogitiators that 'provisions in the draft
Principles relating to clawback were unacceptable for EEC reasons

and should not be reflected in the agreement.'

A solution on these lines would not exclude all legal risk if it
were subsequently decided to exercise the right to terminate the
agreement; and there would remain important political points to
weigh in the balance. But I should be content to leave them for
~consultation between us before a decision were taken in a
specific case if you felt able to go ahead on the basis I have
suggested. If you agree, it would not seem necessary to have a
further meeting of Ministers, though our legal advisers might
usefully get together to consider any drafting points which may

arise.

I am sending copies of this letter to the Prime Minister,
members of OD(E), the Attoreny General, the Lord Advocate and
Sir Robert Armstrong.

CONFIDENTIAL
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Fromthe Secretary of State

M A Hall Esqg
Private Secretary to the
Chancellor of the Exchequer
HM Treasury
Parliament Street
London SW1 |5 January 1980

Qeoar Mastun

FUTURE OF BNOC AND THE PSBR \ O

' MCU“ @ Y
Thank you for sending me a copy of your letter of Ee/bedember
to Tim Lankester, enclosing the paper. by Treasury officials on
the future of BNOC and the PSBR.

There is just one sentence in that paper which my Secretary of
State does not understand. It is stated in the first full
paragraph on page 2 of that paper that, for the proceeds of the
sale of shares to count as a PSBR reduction, it would have to be
made clear at the outset that the public sector was immediately
relinquishing control over operating, and that it intended to
sell at least 51 per cent of the shares eventually.

He takes the view that from earlier discussions it is quite clear
that whether something is in or out of the PSBR is not a question
of exact science but purely of the opinion of the Treasury Minister
or official who writes the letter. In his view the statement over-

states the case which is clearly contrary to decisions already
made in other cases.

I am copying this letter to the recipients of yours.

j@m /.)Mu.rpﬁj

S HAMPSON
Private Secretary
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PrRivY COUNCIL OFFICE

WHITEHALL. LONDON SW1A 2AT

Chancellor of the Duchy of Lancaster 14 January 1980

Fada.
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PETROLEUM AND S NE PIPELINES BILL ( (5]
1

The Chancellor of/the Duchy has seen Sir Henry Rowe's [

letter to me of January about this Bill. Heis

concerned, as he is sure your Minister is, that the

preparation of the Bill, which was given a place in

this session's programme, should now proceed as

quickly as it can.

The Chancellor of the Duchy trusts that the draftsmen
will proceed with all reasonable dispatch (without
stopping work on other equally important Bills in

the programme) once they have received instructions
from your department, but obviously they cannot make
any progress until then. Could you please let us
know by the end of the month how matters stand, and
if instructions have not been sent to Counsel by then’
what the likely date for their completion will bel .

I am'copying this letter to the Private Secretaries

to the Ppiie Minister, the Chancellor of the Exchequer,
the Attorney General and to the Secretary to the
Cabinet as well as to Sir Henry Rowe.

(f%h~,\3 lTﬁ\gl"L{j

(B L5

PETRA LATIDLAW
Private Secretary

D Walker Esq

Private Secretary to the Secretary
of State for Energy

Department of Energy

Thames House South

Millbank

SW1
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ES HOUSE QOUTH
MILLBANK
LQNDON SWI1P 4QJ
Direct Line  01-211
Switehboard 01-211 3000
THE MINISTER OF STATE ' j
Hamish Gray Bsq MP

The Rt Hon Bir Ian Gilmour, Bart., MP

Lord Privy Seal

Foreign snd Commonwezlth Office s

LONDON SW1 X ' /o~ January 1980

Sl :

BP/BNCC CRUDE OIL SALES

p],

Thank you for your further letter of 3 January to David Howell, who
is as you know visiting the Middle East this week, =

David saw your letter befpfe his departure and we are both extremely
d308n601n+9d That vou have still not accepted the proposed arrangemsnts

in iull despite Michael Haver's adv1ce. As I understand L*,.your ;
main concern is the high risk, as you see it, that use of the clawback i
provision would be detected ﬂvd would provoke a legal challenge %
which would go wider and take in other legally wvulunerable nSDe“tS

of the arrangements between BP and BNOC.

As David Howell made clesr in his letter of 21 December, the

circumstances of BP's 1ntﬂru”1 supply arrangements would effectively
disguise what was happening, should the c¢law-back provision be
implemented, since the chstlng Tflows of UKCS crudes to BP affilistes
would not be affected nor would BP Trading necessarily need to stop

the flow of UKCS crudes to the Antwerp and Rotterdam refineries which

they themselves own and operate. The evidence of this is thet BP Tradingy
felt no need to expose this element of the arrangements when they 2
briefed their affiliates before Christmas. The risk of detection

would therefore be smell. BP of course would also have the option of %®
providing the UK with equivalent guantities of crude or product from
elsewhere in their system in the event of any shortfall . in supplies

to the UK - something they did last year without sttracting unwelcome
attention from the Community.

absolutely

The pTOVESlOH for clawback remains, in our view, / essential and an
integrsl part o the arrangements to help BP. W1thout n i v T
would feel obliged to re-open the basic commitment to BP under the
new agreement. This woull be 2 bad breach of faith, would exacerbate
BP's.crude supply difficulties, would put their masjor contribution
to BNOC's advance payment arrangements in jeopardy and, I am sure,
is not the course you would advocate. It would also send us back to
square one in tackling the problem of how to ensure that BNOC's oil
could be redirected to the UK in times of shortasge.

o D




Fihile therefore I understand your concern about the possible political

~ rigks attaching to the implementation of clawback, I believe the
potential benefits significantly out-weigh those risks and I wish to
give such instructions without further delay to those involved in
“the negotiation of the new supply arrangements between BNOC and BP.

Much detailed work remains to be done, and it is now becoming a -
matter of urgency to get on with the contractual implementation of the
Principles of Understanding agreed last November. I sea no need to- -
take this narrow and complex issue back to colleagues collectively.

If your anxieties persist, perhaps we can meet in the next couple of
days to clear up the matter. e

Copies of this letter go to the Prime Minister, members of ODE, the
Attorney General, the Lord Advocate and Sir Robert Armstrong.







Office of the Parliamentary Counsel ~ 36 Whitehall London SWiA 2AY

Telephone Direct line o1 273
Switchboard o1 273 3000
9 January 1980
Miss Petra Laidlaw
Private Secretary to Chancellor of
the Duchy of Lancaster
Privy Council Office

Whitehall
SW1A 2AT

Dear Petra

PETROLEUM AND SUBMARINE PIPE-LINES BILL
Thank you for sending me a copy of your letter to Denis Walker

dated 8th January.

We will of course make every effort, when Instructions are received,
to get this Bill ready for introduction. But it is clear that the
Bill could not be ready early in February and not at all likely
that it could be ready later that month.

It appears from the annex to the Secretary of State's letter of

27th December that the Bill will be far from short or simple; and
some important policy decisions have yet to be taken. One would

not normally expect a Bill of the likely size and difficulty of this
one to be ready for publication within a few weeks from the delivery
of the final instructions. An all-out effort to undercut what ought
to be regarded as the irreducible minimum of time for preparing a
Bill is sometimes successful, but present circumstances are not
favourable to such an enterprise: assuming that the Government will

not wish to abandon or delay work on any other Bill (and some of




those already introduced will need quite a lot done to them
before they become law) we none of us are in a position to

drop everything in order to concentrate on this new Bill.

I am sorry to have to be so disappointing but it would be no
gservice to Ministers to be optimistic rather than realistic.
Copies of this letter go to Denis Walker and all those wio had

copies of your letter to him,.

Yours sincerely

Aoy e

H P ROWE




Privy CouNclL OFFICE

WHITEHALL. LONDON SWI1A 2A]

Chancellor of the Duchy of Lancaster

8 January 1980

O Jorss

PETROLEUM AND SUBMARINE PIPELINES BILL

///
The Chancellpf of the Duchy has seen your Secretary of State's
letter of 27 December about drafting the Petroleum and
Submarine Pipelines Bill.

He is glad to give approval for Parliamentary Counsel to be
employed on drafting this Bill on the lines set out in the
annex to your letter and as agreed by the Group under the Prime
Minister's chairmanship on 21 December. The outstanding
issues should be resolved as soon as possible so that Counsel
can be given full instructions. The Bill will clearly be
controversial and in order to give it a reasonable prospect

of enactment the Chancellor of the Duchy hopes that it can be
got ready for introduction as soon as possible in February.

I am copying this letter to the Private Secretaries to the
Prime Minister, the Chancellor of the Exchequer, the Attorney
General, to the Secretary to the Cabinet and to First
Parliamentary Counsel.

W /9:&‘ QQ
MISS PETRA LAIDLAW
PRIVATE SECRETARY

Denis Walker Esq

PS/Secretary of State for Energy
Department of Energy

Thames House South
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Foreign and Commonwealth Office

London SW1

3 January 1980

YT i)

BP/BNOC CRUDE OIL SALES

Thank you for your letter of 21 Qgcémber. I appreciate that
you will now wish to get on quickly with the negotiation of the
new supply arrangements. We are agreed on most of the ground
to be covered, including ring fencing, and I see no reason why
detailed work should not proceed in those areas. We might put
down on paper precisely how the clawback provisions could be
drafted to minimise the EEC risks and to build on the helpful
suggestions in points (i) and (ii) of your letter. I also
welcome your offer of consultations, which would certainly be
necessary if we were to envisage the exercise of clawback in a
particular case; but I should like to reserve judgement on
whether we should take such powers at all until we have had a

chance to discuss the matter further.

I understand that we shall be considering in OD(E) on 16 January

the energy aspects of the follow-up to the Dublin Council.

The outstanding questions on clawback might usefully be

considered at the same time. As you know, our partners

consider that we should do more to help them in periods of

tight supply, and seven of them agreed to a statement to that
“Jeffect

The Rt Hon David Howell MP
Secretary of State for Energy
Thames House South

Millbank SW1
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effect in the minutes of the last Energy Council. Although

we wish to avoid linkage between energy and the budget
negotiations, we may find ourselves under continuing pressure
to do something in this field. I imagine that this is one of
the questions that you will be covering in your paper for OD(E)
and I do not want to anticipate the discussion at this stage.
But a proposal that we should now take powers to divert oil
from our partners in such a situation must clearly be looked

at in this wider political context, and I remain concerned

about the danger of a leak.

More narrowly, it seems generally agreed that the only

argument in favour of making provision for clawback is that it
offers what you describe as a substantial potential contribution
to our security of supply of up to 5 million tonnes per year at
peak. How much of this potential benefit do you think might
realistically be expected from measures, such as those suggested
in your letter, which, while possibly leaving BP open to
challenge under Articles 85 or 86 of the Treaty, seem not to
restrict exports to other EEC countries? If the answer is a
substantial amount, should we not content ourselves with that,
and draft the agreement accordingly? If the answer is not very
much, we are back in the position addressed in my letter of

18 December: clawback would involve restrictions on exports to
our partners; our legal advice is that it could not be saved if
it were so exercised and legally challenged; politically, it
seems very probable that such an action would provoke legal
challenge; and there is a danger that the challenge, once
initiated, would go wider and take in other legally vulnerable
aspects of the arrangements between BP and BNOC. The risk,
which you qualify as residual, may be so in the sense that it
would only materialise if clawback were exercised; but this is
precisely the situation with which we are concerned. The risk
is a substantial one and it remains in my view probable that
the exercise of clawback in circumstances which restricted
supplies of oil to our partners, would undermine rather than

strengthen our overall security of supply.

/1
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I am sending copies of this letter to the Prime Minister, all

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

. The Kt Hon Norman 3t John Gtevas MP Ve
Chancellor of the Duchy of Lancuaster P

! Privy Council Office

Whitehell S4l 27 December 1979

Chpclo of e Dty

PETROLEUM  AND SUBMARINE PIPELINES BILL

- A3 o result of the £ Committee meetingy on 12 Deceuber and further

E
f;
|

discussions under the chairmanship of the Prime Minister on

21 December, colleagues have now accepted my proposals for the
restructuring of the Britisn Nstional 0il Corporation, endorsed the
objective of introducing private capital into the reorganised
Corporation and agreed to the drafting of the necessary legislation.

I sm now writing to seek your authority to enable us to submit drafting
instructions on the legislation to Parlisamentary Counscl. The
intention is that the Bill should be used both to meet our objectives

in relation to BNOC and to secure other desirable amendments to the

Petroleum snd Submarine Pipelines Act 1975, and other legislation.

| A full summary of the measurcs to be covered is annewxed.

No finsl decisions have yet been tsken on the timing of the introduction

i of private capital into the reorsganised BNOC and, in.consultation with

the Chancellor of the Exchequer, I shall be putting forward proposals
on this to colleagues shortly. If, however, we are to retain the
option of introducing at least some private capital during 1980/81
tne Bill will have to be enacted this Session. This sugsests that it
should be prepared as soon as possible for early introduction, which
will be necessary even witin tne use o” the msuillotine.

woue further consultations with otner Departments will be neceded on
certain matters of detail before full and final instructions on the BNOC
provisions cen be given to Counsel. But draft instructions on many of
the non-BNOC provisions are now ready to be sent to Counsel and we

would expect to be in a position to send the remainder, as they become
available, over the next few weeks. This piecemeal pr!OdCh, although
we would have preferred to avoid it, should work satisfactorily since
the provisions on which instructions are still being drafted are not
related to those on which instructions sre ready.

I hope therefore you will agree that time con be made available for

Parlismentary Counsel to qtnvt work 1mmed1dtely on tnose provisions
which are ready and that he will be able to give high priority to
dratting the BNOC provisions as and when they are ready.




Copics of this letter ¢o to the Prime Minister, the Chancellor of
the Evchequer, the Attorney Gonoral

T ey,
W™

» #nd to Sir Robert Armstrong.

HOWELL
(Approved by the Secretary of State and signed in his absence)
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RESTRUCYURING : SUK!&BY OF LKGISLA'IIVE PROVISIONS REQUIKRED

BNOC (‘l‘rtding) is to be empowered 3

lyﬁ)iito cbﬂwitt an existing subsidiary company into or
! . yfreate & new subsidiary pompany as BNOC (Operating);

.. (see pa.mgraph 12)3 ;

| 10 trm:er thr relevent assets to BNOC (Operctmg);

-

to diappgp of mme or H,} of its alqarea *p Bmc
_(Oporuti%) to. gutgide hnvestorl;

futuro qi.uncicl “ructure - (ln paragr.ph ﬂ.i:l.)
: b.lOW) 0 :
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BNOC (Trading) is to have its finances severed from tie National

0il Account and other financiul arrangements gubstitut d.
(Proposals wh1nh_ara—aummn:izad_in_Annax—5 will be cleured

with Treasury and other interested colleagues).

(iy) ‘The obligation 1o appoint civil servant members of BNUC
: (Trading) is to be abolished .

BNOC (Trading)'s statutory advisory function is to be
abolished.

The scope of Section‘2(4)(b) (constraints over the power of
BNOC (Trading) to operate downstream without the copsent of
the Secretary of State) is to be clarified.

N.Q, § It may be necessary to make further legislative adjustmente’ ;:3
Yin qopnaction with privatisation. 'fhe position will be clesyer onge ‘
moys detailed proposals on this aspect have been settled.

AMENDMENTS AND ADDITIONS 10 CFPSHORE PETROLEUM LEGISLATION .

(vii)‘ Existing provisions of the Petroleum and Submarine ?ipelino.??
Act 1975 are to be amended to:-= ¥

P e

(a) extend the Secretary of State's powers regarding
compulsory increase of pipeline capacity and ‘
acquisition of rights by third partieslénd to .
simplify the procedure for the authorization of
minor offshore pipelines{;i .

-
-

oo R L R
s S f’;’r’ﬁ:‘*’“‘-*-s:-u«: SRy

modify the Secretary of Stato's powern to make
regulations concerning the construction and apfe
operation of pipelines;

make provision for receipts and payments in oonnectio{i;
with petroleum licences; which are presently handled :
through the National 0il Accounts

CONFIDENTIAL
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improve the arrangements for the calculation and
payment of petroleum revenues to Northern Ireland
and the Isle of Man;

remove the Secretary of State's powers concerning
payments to petroleum licence holders in respect of
participation agreements;

give the Secretary of State power to make royalty
refunds in cash irrespective of whether royalty is
collected in cash or kind;

clarify certain of the arrangements for the calculation
and payment of royalty and delivery of royalty in
kind;

(n) simplify the method of calculating gas/oil equivalence;

(i) give the Secretary of State power to issue mutually
agreed variations to development programme consents;

The definition of Inland Waters in the Mineral Workings
(offshore Installations) Act 1971 is to be clarified to
remove doubt as to the Act's application to tidal inland
waters. s

New provisions are to be made to :-

(a) enable the Secretary of JSt.atc to regulate the offhhqru
ntorage of gns;

enable UK civil and safety laws to be applied to all
installations and their surrounding safety zone.
servicing petroleum fields which extend into sectors
of the continental shelf appertaining to other Statoa; 
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extend the Secretary of State'u powers relating to
the establishment and operation of safety zones;

extend the powers conferred on Constables in relation
to installations to cover the area of th: surrounding
safety zones; '

abolish the need to lay Statutory Instruments relating
to the establishment of gafeiy zones (they would still
be subject to scrutiny by the Joint Committee op
Statutory Instruments);

give powers for the revocation of Designation Oprders
for the purpose of consolidation,

Department of Energy

21 November 1979
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