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10 DOWNING STREET

From the Private Secretary

3 July 1984

Des Mioead

VISIT OF MR. CLIFFORD GARVIN: CHAIRMAN OF EXXON

The Chairman of EXXON, Mr. Clifford Garvin called on
the Prime Minister today at 1700 hours. He was accompanied
by Mr. Forster, Chief Executive of Esso PLC. The Prime
Minister asked Mr. Garvin about the state of the oil market.
He said it was currently soft. The Saudis appeared to be
producing around 5.7 million barrels a day and this had led
to a surplus of supply which had pushed prices down by about
$1. Earlier in the year the demand for oil had been
stronger though he suspected this demand came from
speculators and traders who were buying on fears of an
interruption in supplies from the Gulf. EXXON and other
large companies appeared to be holding minimum operating
inventories.

Mr. Garvin praised the impact of last year's changes in
the North Sea fiscal regime. This had produced a major
increase in activity, around 30 - 40% for the Shell/Esso
partnership. He regretted that Norway had been less
forthcoming though this was probably because they had less
need to develop their resources.

The discussion then turned to Sleipner gas. Mr. Garvin
argued that projections of reserves based on geological data
had large margins of error. It was important to create the
environment which would encourage companies to explore, in
the knowledge that they would be able to sell freely
anything they found. If the UK established an export regime
it would create such an environment though he doubted
whether the UK would ever have to export. He believed the
Sleipner field could be absorbed by the British market
without backing out of future discoveries. He argued that
EXXON had interests in the Norwegian, Dutch and British
sectors and so the company could afford to take an unbiased
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'iew of all three. The Prime Minister said the UK did not
want to take the full volume of gas being offered; this
would have a high cost for the balance of payments when gas
was available in the North Sea. Mr. Garvin thought the
maximum possible gas in the North Sea was being developed
and he was not aware of any undeveloped resources. He went
on to explain why o0il companies had not entered the business
of gas supply in the UK. To do so they would have to compete
with BGC which had available to it a series of contracts at
different prices. This gave it both a price advantage and a
greater ability to vary the rate of supply as demand varied.

The Prime Minister asked about the gas regime in the
United States. Mr. Garvin described it as a mess. The
United States now had reserves equivalent to only ten years'
supply. This was the result of years of regulation but even
after the relaxation took effect next January the position
would still be unsatisfactory. From that date new gas, ie
gas discovered after 1978 would be free from controls. The
60% of supply represented by old gas would still be
controlled. President Reagan had tried to extend
deregulation, but without success.

The discussion then turned to the US economy. Mr.
Gargin thought business was in bullish mood and expected
growth to continue. He did not think higher interest rates
would harm the recovery. Although they had a serious impact
on international debtors, within the US high interest rates
not only added to the costs of business but also represented
part of the income of families. The Prime Minister
expressed her concern at the US deficit though she explained
that the UK was inhibited from criticising the US too
publicly. Britain took the view that the term downpayment
implied that further deficit reducing measures would be
introduced after the election.

Mr. Garvin said he had served on the Commission
considering the operation of unitary taxation in the US.
The Prime Minister remarked that progress had been slow;
back in September she had been told to expect a resolution
of the problem by February. Mr. Garvin explained that the
key to a settlement was Governor Deukmeijan of California
who had originally indicated to them a willingness to
resolve the issue. A "water's edge" solution had been
conceded for foreign companies. This had not been agreed
for US companies as California had been reluctant to give up
revenue of $0.5 billion. Mr. Garvin said his personal view
was that progress would be slow and it was possible that no
agreement would be reached between the companies and the
States. 1In that case, it would be necessary for the US
Government to seek a solution at the federal level.
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I am copying this letter to David Peretz (HM Treasury)
and Len Appleyard (Foreign and Commonwealth Office).
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(Andrew Turnbull)

Michael Reidy, Esq.,
Department of Energy
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COVERING CONFIDENTIAL

Fle

Andrew Turnbull Esgq

Private Secretary to the

Prime Minister

10 Downing Street

LONDON SW1 29 June 1984

As requested, I attach a brief for the Prime
Minister's meeting with Exxon on 3 July.

I will let you know if the sections on Sleipner

and the world oil market need revision before
Tuesday.

J S NEILSON
Private Secretary

COVERING CONFIDENTIAL




CONFIDENTIAL

PRIME MINISTER'S MEETING WITH EXXON - 3 JULY 1984
SLEIPNER

LINE TO TAKE

Last week we told the Norwegian Government of our requirements
for approval of the Sleipner deal.

We believe that these requirements are compatible with the

essence of the draft commercial contract and we hope you
will use your good offices to give our proposals a fair wind.

BACKGROUND

l. The Minister of State for Energy met Norwegian Ministers in
strict confidence last Wednesday. Mr Buchanan-Smith tabled the
terms on which HMG would approve the draft Sleipner contract
between BGC and Sleipner partners (Statoil, Esso, Norsk Hydro).
These concern (i) offtake rates, (ii) destination of liquids,
(iii) control over pipeline capacity and (iv) UK content in the
project.

2. The Norwegians maintained that these were not issues for
Governments to negotiate upon. The UK rejected this and the
meeting closed. OSubsequent contacts indicate that this was merely
an opening Norwegian line and we expect serious Government-to
Government negotiatioms to take place soon.

3. Esso (with a 26% share in Sleipner) appear very keen that the
Sleipner project goes ahead. Their position seems more flexible

than Statoil's and Mr Garvin's influence could be helpful in getting
the Norwegian Government to adopt a realistic stance when negotiations
resune.

4. WE HAVE LEARNED THIS AFTERNOON THAT MR GARVIN HAS UNDOUBTEDLY
BEEN BRIEFED BY ESSO NORWAY ON THE LATEST MOVES.

Gas 4 (D/Energy)
2 July 1984




PRIME MINISTER'S MEETING WITH EXXON, 3 JULY 1984

WORLD OIL MARKET

Line to Take

(i) Stability in the world oil market is of key importance to the

Western econony.

’ sa - - . e AR 2
Recognise that Exxon played a key role last spring (1983) in

supporting the BNOC price. A cut in BNOCSH price then could have

triggered a downward spiral of international prices with no

obvious floor.

The o0il merket has weakened a lot in the last 10 days and ENOC is

T

under pressure again. We continue to look to Exxon and other oil
— T ==

companies to help stebilise the market.

—

o', 4 FE SRS
0il market stability depends primarily on OPEC (and. particularly

Seudi) willingness to restrain production. How does Exxon assess

——

Sandi intentions?

Background.

1 With surplus production capacity in the world of 10 mbd, maintenance of
prices depends on the willingness of OPEC countries to resirict production, OPEC
countries agreed to 1limiT production to 17.5 mbd in March 1963. Saudi Arabia
has scted a= T TEWINE'T Droducer within OPiC. Recently, however, Saudi Arabia
appears to have increased production, possibly by 1 mbd, which could well be
behind the current weakness (with spot prices ?’2 per barrel below term). TWhile
fhis may be & tactic to Torestall OPEC couniries pressing for masn in
production quotas at the Ministerial meeting on 10 July, it is malang it

difficult for ENOC to maintain ite prices. As an Aramco partner, Exxon should
-.._'—'—'_‘—‘—-‘—--t-

I

be well-placed to comment on Saudi intentions.

2e Last spring (1983) Fxxon's support of BNOC's prices was important in
preventing a downward pf'i_a spirel. This wes at some cost to the Company in the
PoTm oT paying more vax than if it had relied solely on the spot market.
Continuing support for ENOC's prices in the coming guarter will be important to

BHNOC and, more generally, to oil price stability.




Prompt, co-ordinated internmational action, in which stock-draw
would have an important role, the best way to limit dameging oil

price riges in an incipient crisis.

HIG welcomes US Government initiatives to secure co-ordinated

stockdraw through the IEA. Pleased that US is publicly committed

to early draw-down of the SPR (= Strategic Petroleum Reserve).

B'ac:fr! ound

The possible implications for oil '—‘u‘}UlieS of a further deterioration of the
gituation in the Gulf were considered at the London Summit. Summit cowl'tries
were satisfied that, given the stocks of oil presently available, the
availability of other sources of energy, and the scope for energy conservation,
adequate supplies could be maintained for a substantial "period of time through
international co-operation. The US Govermment is however known 1o have doubts
about the IEA Emergency Sharing Scheme, which it sees as cumbersome and
bureaucratic, but which is acceptable to HIG.

3. EXXON IN CHINA BTC : UK EXPORT OPPORTUNITIES

Line to take

HIG is stepping up efforts to promote UK offshore expertise world-wide.

welcome any support Exxon can give.

Bacl;;:romzd

World offshore markets are currently worth some "ﬂO kr';'m. This could rise to
perhaps ;4100 Dn/pa in the next decade, deponding; on the strategic and economic
incentives to exploit high-cost oil. The UK should be well-placed to exploit
this, and the Offshore Supplies Office is stepping up efforis to improve our
indus ‘tlj position. Although Exxon are non-operating partners with Shell in
the N. Sea they do operate in numerous countries, including China and Canada,

.

where harsh conditions offer special opportunities for N. Sea technology.

4 ™/ f'\ AY 1’)11 rem Land
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Line to Take (defensiv

HMG'e objective - reflected in last year's Budget - is to maintain a fiscal

regime which encourages maximum economic recovery of UECS oil while giving the

-




Backgrou nd

et ot

Mr Carvin is expected to endorse the line in Esso's ammual report:

—

welcome the 1983 Budget's improved fiscal terms (including abolition

of royalties);

welcome the 1984 Bu ermouncement of corporate tax changes;

review of fiscal terms for

welcome the 1984 3
incremental projects

regret HMG's decision not to improve tax treatment of

[ unnecessary because already profitable].

ROUND

HMO is keen to encourage exploration in '"frontier' areas (especially those in

deep water), and the generation of new UK-owned and controlled technology.

md

The Round wzs formally launched on & June, and closes on 17 December: 195 Blocks
are on offer, some of them in 'frontier' areas. The major objectives of the
round are reflected in the 'Line to teke'. 15 mature blocks will be awarded by
sash tender — Egso are not enthusiastic but The auction for the 8th Round raised
£33 M. - end the remainder on a discrelionary basis.

BNOC REVIEW

to take (if raised)

BNOC has a useful role in establishing fair values and stabilising

=2

-

the oil ma

general level of BNOC's operations,

to time to see if they are still

they are prepared to retain
In its evidence to the
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PRIME MINISTER

MEETING WITH MR CLIFFORD GARVIN AND EXXON

Mr Garvin, the Chairman of EXXON is coming to see you
———
at 1700 on Tuesday. He will be accompanied by Mr Archie
--_'_-___-_‘_‘_‘_‘
ForSter of Esso. EXXON are holding a meeting of their World
—Board in London and had originally invited you to be chief
gﬁégfﬂgz_iheir dinner. This meeting was offered as a

replacement.

Esso operates in the North Sea in a 50/50 partnership
with Shell, with Shell being the operator. 1In the oil

__,_,_.—-—-—-—‘
sector their fields are Brent, Cormorant, Auk, and Dunlin,
. - g T—— oo S
with L%Tigﬂﬁépk in the gds Sector. —ESso also have a 26%
share in Bleipner. e
.—:;gﬂ-

The attached brief provides notes on the subjects which

could be raised. Also attached is an extract from Esso's

B =
evidence to the Select Committee on Energy on Sleipner. As

one would expect from a company with an interest in the

field it is totally at variance with the evidence of BP
———— A ——
which does not. You could also raise with Mr Garvin the
question of unitary taxation. Does he believe the

outstanding issues on the taxation of dividends of Us

corporations will be resolved quickly in order that the so

‘called "waters edge solution" can be put in place?

— —

Finally, you may want to discuss with Mr Garvin how he,

as a businessman in the US, sees the prospects for interest

e

rates and the federal deficit.

29 June 1984




NOTE FOR THE FILE

I rang Mr. Wusteman today and asked

him to change the time of Mr. Garvin's and
Mr. Forster's meeting with the

Prime Minister next Tuesday. It is now
scheduled for 1700 hours.

¥

28 June 1984
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Esso UK plc

€SSO

Esso House Telephone: Direct line 01.245__2524

Victoria Street Switchboard 01.834 6677

London SW1E 5JW Cables: Essopet London SW1
Telex: 24942

2nd November 1983

Mr. D. Berkeley,
Prime Ministers Office,
No. 10 Downing Street )

London, S.W.1l.
T
1\
Dear Mr. Berkgley,

I am writing to confirm the arrangements we discussed
for the meeting between Mr. C. Garvin and the Prime Minister.

Mr. Garvin and Mr. Forster will come to No. 10 at
6 p.m. on Tuesday, 3rd July 1984.

Thank you for your help.

Yours sincerely,

e

J .| WUSTEMAN
Corporate Affairs Department

Registered in England No. 1589650 Registered Office: Victoria Street, London, SW1E 5JW
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Chairman and Chief Executive

Esso UK plc

Esso House, Victoria Street, London SW1E 5JW

Telephone: Direct Line 01.245 3294/3295
Switchboard 01.834 6677

CONFIDENTIAL 2lst October 1983

Mr. Andrew Turnbull,

Private Secretary to the Prime Minister,
10 Downing Street,

London, S.W.1l.

Dear Andrew,

Thank you very much for your letter of the 10th) October
in which you advised me that the Prime Minister feeis she would
be unable to accept the invitation to be the Chief Guest at
a dinner in July 1984 when the board of the Exxon Corporation
will be here in London.

Obviously, I am disappointed but I understand the problems
that would ensue and the reasons for her decision.

Thank you, however, for advising that the Prime Minister
will be willing to see Mr. Garvin during the course of his visit
to Britain and I will be in touch nearer the date to make a firm

appointment.

Regards.

Yours sincerely,

A \ﬂ£;7

v A

AWF; dh

Registered in England No. 1589650 Registered Office: Victoria Street, London SW1E 5JW




10 DOWNING STREET

From the Private Secretary 10 October 1983

You wrote to the Prime Minister on 13 September kindly
inviting her to be chief guest at a dinner to be held when
the Board of Directors of the Exxon Corporation meet in
London in July 1984.

As you will appreciate, the Prime Minister receives many
invitations from individual companies and it would be quite
impossible for her to accept them all. She regrets, there-

fore, that she is unable to accept this invitation.
The Prime Minister would, however, be willing to see

Mr. Garvin for a short discussion if that can be arranged

during the course of his visit to Britain.

Andrew Turnbull

AW, Forster ; Esq.
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Esso Petroleum Company, Limited

Esso House Telephone: Direct line 01 .24&&

Victoria Street Switchboard 01.834 6677

London SW1E 5JW Cables: Essopet London SWI1
Telex: 24942

Mr. Michael Scholar
Prime Minister's Office
10 Downing Street
London

SW1

Your reference Qur reference

JW/JMC

Dear Mr. Scholar

26

Date
September 1983

As I undertook to do in our recent telephone conversation, I enclose brief
biographies of the Directors of Exxon Corporation, both executive and
non-executive, who will be visiting the United Kingdom next year. As we
discussed, I have laid stress on their breadth of industrial interests.

I hope this information is helpful, if there is any further detail T can

provide please let me know.

Yours faithfully

(\ 2 T il

J. Wusteman

Registered in England No. 26538 Registered Office: Victoria Street, London, SW1E 5JW
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%:‘»‘._.\l.,am CORPORATION: BRIEF NOTES ON THE NON-EMPLOYEE DIRECTORS

Outside Directors

William A.Andres

Prof .Randolph W.Bromery

Sir Richard Dobson

Edward G Harness

William R.Howell

Donald S.MacNaughton

Martha Peterson

Bert E.Phillips

Harold A.Shaub

Otto Wolff Van Amerongen

I.]—w/“‘lhk

Chairman and Chief Executive, Dayton
Hudson Corporation.

Director, International Multifoods

First Bank Systems Inc., and the St.Paul
Companies, Inc.

Professor of Gec lhvflc: at the University

of Massachusett of the Council
on Foreign Rela

Ex-President, British American Tobacco
Company, Director of Davy Corporation plc.
Foseco Minsep plec; Lloyds Bank International
plc and Molins plc.

man, Executive Committee Proctor &

Chairman & Chief Executive officer,

Lomas & Nettleton Financial Corporation,
Director of The Greyhound Corporation,
Trinity Industries Inc., Mercantile Texas
Corporation etc.

Vice Chairman of the Board of J.C.Penney
Company Inc.

Chairman of the Board of Hospital Corp. of
America, Director of Third National Corp.
and of Johnson & Johnson.

President Emeritus Beloit College; Director
of Metropolitan Life Insurance Company.

Director & ex-Chairman of Clark Equipment
Company, Director of Whirlpool Corporation;
Amsted Industries Inc. and Massachusetts
Mutual Life Insurance Company.

Director & Ex-President & Chief Executive
Officer of Campbell Soup Company. Director
of Scott Paper Company, United Medical Corp.
& R.H.Macy & Co.

Chairman of the Management Board & Chief
Executive Officer of Otto Wolff Aktiengesell-
schaft, Cologne. Director of several German
and International companies.







FILE ACK 15/9

15 September, 1983

I attach a copy of a letter the
Prime Minister has received from Mr. A.W. TForster,
Chairman and Chief Executive of Esso, inviting
Mrs Thatcher to be the company's chief guest
at a dinner in London on 2 or 3 July 1984,

I would be grateful for your advice
as to whether the Prime Minister should accept
this invitation,

MCS

M. Reidy, Esq.,
Department of Energy
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' ~nairman and Chief Executive

Esso UK plc
Esso House, Victoria Street, London SW1E 5JW
Telephone: Direct Line 01.245 3294/3295
Switchboard 01.834 6677
13th September 1983

The Rt. Hon. Margaret Thatcher, M.P.,
Prime Minister,

10 Downing Street,

London, S.W.1.

Dear Prime Minister,

In July 1984, the whole Board of Directors of the Exxon
Corporation, including both the Executive and Non-Executive
members, together with the Chief Executives of Exxon companies
in the USA and Canada, will be visiting the United Kingdom.

During their visit, which will include a review of our operations
and outlook in Britain and a visit to Mossmorran and offshore,

we are also arranging a private dinner in London at which the

Board Members can meet senior representatives of British Government
and Industry.

I am therefore writing to invite you to be our chief
guest on that occasion and hope that Mr. Thatcher would be able
to accompany you. A suitable date would be July 2nd 1984,
but July 3rd is an alternative which we would be glad to adopt
if it would be more convenient to you.

The Directors of Exxon, who will be led by Mr. Cliff Garvin,
whom you have already met, include representatives of many facets
of American and international business life, together with senior
academics. We hope, during their visit, to give them and the
Chief Executives of the other Exxon companies the opportunity to
appreciate fully the strengths of Britain's current situation, its
prospects and the scale of our commitment in the UK since we are
now one of Exxon's largest operations with substantial investment
plans for the future. Your presence at our dinner will be a major
contribution and support to that end.

We hope that other guests at the dinner might include the
Chancellor and the Secretary of State for Energy, with other senior
people from Government and Industry. We estimate that the whole
party may total about two hundred, including wives.

We do not intend to arrange a lengthy formal speech programme
but, if you wished to speak, we know that our guests would be most
appreciative and we would be pleased to arrange it. Realising
what pressures there must be on you for speaking engagements,
however, we would be equally happy if you felt you did not wish
to address the dinner.

I will be happy to provide any further details or information
you might need in coming to a decision, and look forward to hearing
from you in due course.

Yours sincerely,

AWF:dh M %ﬁ:

Régistered in England No. 1689650 Registered Office: Victoria Street, London SW1E 5JW
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C.C.GARVIN, JR.
" Chairman of the Board
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September 28, 1982

The Rt. Hon. Margaret Thatcher, M.P.
Prime Minister

10 Downing Street

London SW1, England

Dear Prime Minister:

I am writing to thank you for your kindness in taking time
out from what I know must be a very crowded schedule to provide an
opportunity for a discussion with me during my recent visit to our
operations in Britain.

I very much welcomed the opportunity to exchange views and
ideas on the world, U.S. and U.K. economic and energy outlooks and,
in particular, their implication for the desirable continued develop-
ment of U.K. offshore 0il and gas. Your understanding and comments
were most helpful and I would Tike to confirm my desire that Exxon/Esso
should continue to play an important part in the development of these
resources and hence the British economy.

While writing, may I also apologize for forgetting, due to
pressure of time, to thank you personally for agreeing to perform the
formal opening ceremony of the Castle Peak Power Station in Hong Kong.
As you know, Exxon is a major partner in the project with China Light
and Power and we are very proud of our association with the project.

Thank you once again for your kindness in agreeing to see me
and naturally, if I can be of any assistance at any time when you are
in the U.S.A., please let me know.

Sincerely,

EXXON CORPORATION - 1251 AVENUE OF THE AMERICAS, NEW YORK, N.Y. 10020
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Esso Petroleum Company, Limited

Esso House, Victoria Street, London SW1E 5JW

Telephone : Directline 01.245 3294/3295
Switchboard 01.834 6677

15th September 1982

The Rt. Hon. Margaret Thatcher, M.P.,
Prime Minister,

10 Downing Street,

London, S.W.1l.

Dear Prime Minister,

Just a short note to thank you for providing the
opportunity for Cliff Garvin to have a discussion with you
last Wednesday. It was most thoughtful of you to spare the
time from your pressing other commitments but I know Cliff found
the discussions most useful and helpful to our business here.

Yours sincerely,

/]
/)

—

/ 7 ol ===
e \J

A.W., FORSTER,
Chairman & Chief Executive.

Registered in England No. 26538 Registered Office : Victona Street, Londor
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10 DOWNING STREET

From the Private Secretary 9 September 1982

A - p
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Mr. Garvin, the Chairman of Exxon, accompanied.by Mr.
Forster, the Chairman of Esso Petroleum, called on the Prime
Minister on 8 September.

Mr. Garvin said that world oil demand had fallen by 5%
in 1980 and again in 1981. It had already fallen 4 further
4% during 1982. Exxon had had to revise their projections
of world demand down substantially. They did not believe that
the demand for total energy in the free world would grow at
more than 1% per annum. They were waiting foroil stocks to reach
their minimum level, but this had not happened yet. Each
time they seemed to be nearing the minimum there was a further
drop in demand. OPEC was currently producing around 18-19
million barrels a day (mbd); during the winter this might go
up to 22-23 mbd. On their projections demand would be around
the same level in 1990. If Iraq and Iran came back into pro-
duction they would bring with them a further 7-8 mbd capacity.
Who in OPEC would move over?

Mr. Garvin continued that he believed it vital to develop
0il resources outside the Middle East. They did not believe
that OPEC would break up, whatever difficulties the cartel faced,
because they had a common goal.

The Prime Minister commented that the oil market was not a
free market, and that the two price increases had put the West
into turmoil. The need for companies to re-equip in the face
of greatly increased energy costs was one of the major causes
of the high level of unemployment. She did not foresee a sharp
take-off from the current recession; rather, a gradual growth.

Mr. Garvin said that the depressed state of the oil market
in the years to come was bound to have an adverse effect on oil
producer governments' revenues. Last year's UK Budget had made
great inroads into the o0il companies' cash flow. That, together
with the decline in o0il prices, was causing them to postpone
marginal development in the North Sea. The Prime Minister said
that, following the Chancellor's announcement on 9 June this year,
we now had a secure and stable fiscal regime for the future.
She enumerated the principal changes which the Chancellor had

/ announced.




announced. Mr. Garvin and Mr. Forster said that one would need

a microscope to see the benefits that this would bring the oil
companies. Their marginal tax rate had been reduced from 90.5%

to 90%. Circumstances had changed dramatically since the earlier
measures by the Chancellor, and in their view the changes announced
in June did not go far enough to take account of the changed
circumstances.

Mr. Garvin went on to discuss natural gas. Companies would be
bringing out much more gas from the North Sea if they could obtain a
market price for the output, as in the o0il market. The Prime
Minister said she hoped Mr. Garvin was making the same point in
the United States. Mr. Garvin acknowledged that the United States
had misused a valuable natural resource over many years, but said
that President Reagan had told him that he was committed to taking
action. Mr. Garvin believed that, notwithstanding the delay in
1983, the President would do as he had said. The Prime Minister
described the political difficulties which the Government had
experienced in raising the price of gas. Mr. Garvin said that
their bench-mark was the price which the Norwegians charged North-
European consumers - 26 pence a therm. The British Gas Corporation
were tough negotiators; that was fine, but short-sighted in the
long term. By 1986-7 it would be necessary to find new sources of
gas, and for that there must be a consistent nmarket-based principle in the
price paid to producers.

The discussion concluded with an exchange of views about the
prospects for the United States economy.

I am sending a copy of this letter to Francis Richards (Foreign
and Commonwealth Office) and Peter Jenkins (H.M. Treasury).
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Jeremy Clayton, Esq.,
Department of Energy.




Miss Caroline Stephens
10 Downing Street
LONDON

oW L

Vi

l:) '_‘_'__) L."'VQ\';_J‘

You wrote on 20 August to : for 1efing
with Mr Garvin of Exxon on Wednesday & Ser
apologise for the

briefs in the index.

JEREMY CLAYTON
Private Secretary

g September 1982

Prime Minister's meeting

tember, which I now attach. I

asterisked the most important

to

the Secretaries of




GENERAL ECONOMIC BRIEFING

General UK Economic Outlook
General UK Energy Outlook
World 0il Market Outlook

0il Products Supply/Demand

UPSTREAM OIL ISSUES

UKCS Fiscal Regime
North Sea Development
Eighth Round
Depletion Policy

BNOC Privatisation

Disposal of BGC's Offshore 0il Assets

THE UK REFINING AND PETROCHEMICAL INDU

STRIES

GAS ISSUES

Wytch Farm
Norwegian Sleipner Gas
Gas Exports

Outlook for the Private Sector in the

SIBERIAN GAS PIPELINE

EXXON/ESSO - Background Notes

PERSONALITY NOTE

British Gas Market




GENERAL ECCNOMIC AND ENERGY BRIEFING

1 Lines to take

G 41 General UK Economic Outlook

- Continued progress is being made towards laying the-foundation for
sustained economic recovery. In July inflation fell to 8.7%,its lowest

level since 1978. Progressive reduction in inflation, both here and in

the United States is being facilitated by careful control of public expenditure
and borrowing. As a result, interest rates are falling (UK banks base rate

now down to 102%i which will provide stimulus to both consumption and

investment.

~ The international competiveness«af UK companies is being assisted by

the continued substantial rise in productivity - manufacturing output per

head has risen over 12% since the end of 1980 and cost competiveness improved
by 10 - 15% during 1981. Continued moderation in pay settlements will further

this process.

- Although any recovery of the real economy remains hesitant - most
independent forecasts expect a modest 1% growth of output in 1982 followed

by 2 - 2}% pa growth over the next 3 - L4 years - partly because of the sluggish
growth in world trade, it would be foolish to risk a renewed burst of inflation

by artifically boosting demam

A.2 General UK Energy Outlook

- Currently preparing new long-run UK energy projections, but would be
premature to anticipate their detailed conclusions now. éfSeems likely that they
will contain substantially lower projections of demard than contained in the last

published projections (1979), because of lower expected world growth and

continued weakness of oil marke;Z




World Oil demand having fallen 5% in both 1980 and 1981 looks set to fall
another 4% to 443 mbd this year. OPEC's output this year is likely to be about
18% mbd. With a slight increase in demand next year and an end to destocking
OPEC output could rise to 20 mbd. The seasonal summer downturn in demand
is currently limiting OPEC output to 17% mbd and whilst this could rise to
nearer 20 mbd by the winter the market will be soft as OPEC's members,especially
Iran and Iraq,try to increase their output. The oil cartel's cohesion could
be tested over this period.
b) fﬁkﬁgnthave decided not to publish their annual 'World Energy Outlook'
which would have covered the period to 2000. It is suggested that they now
foresee lower energy demands and prices in the longer term than previously.
when they projected world energy demand rising at about 23% p.a. The Govern—
eplanning oil price pPOJectlonq are curr= ﬂ*ly being reviewed, having Dre-
v1ouST3 be higher than Exxon' I'he outcome 1is awaited.

2.4 WK 0il Products Suprply/Demand

1. The last oil price hike was in 29?9. Illustrative UK inland demand figures
for 1978, 1981, and confidential PIA forecasts for 1986 are as follows:
M Tonnes

1978 1981 1981 % 1986

1978
- 43.3% 15.3=16.1
Total inland - 21.6% 6%.0-68.3

deliveries

Petrol demand has not been markedly affected by the oil price explo 51on,u.,u_

UKL consumption has remained broZdly' flat. ‘. But because of the development

of more fuel efficient courg further growth in motor spirit demand is now
thought unlikely. Fuel oil demand has been severely hit by recession, con-
servation and substitution (industry and power stations) and its prospects are
still weak.

2 The UK is no longer a net importer o petrol, now that 4 further 'catalytic
crackers' - which extract more petrol from a barrel of crude oil - have come
on stream.

3 For the future the main uncertainties are:

(1) petrol: to what extent, may demand fall because of imoroved engine
efficiency, or diesel substitution.

(ii) middle distillates: how much growth will occur in this sector (eg
avﬁ:hr for aviation jet engines, derv for road use).

*¥ Petroleum Industry Association




- In shorter-run, to 1985, energy demand likely to continue growing more

slowly than GDP, but this itself difficult to forecast with any accuracy.
General view of independent forecasters is for 2-23% pa GDP growth over next
3-4 years (broadly in line with Treasury forecasts.) O0il's share of energy
demand likely to fall slighly; the additional nuclear capacity coming into
service in next few years will mainly displace coal used for electricity

generation.

1.3 VWorld Oil Market Outloock

) Short term: The Government's view is that the world oil market will

remain soft for the next two or three years. However, there are many uncertainties.

(1) Longer term: Department of Energy officials are currently undertaking a

review of oil price projections,

1.4 UK Oil Products Supply/Demand

(1) In the next 4 years UK oil products demand is expected to be broadly
constant, though perhaps with some further weakening affecting the heavier

0il products (which have substitites);

(ii) UK a free market in oil products. This provides a framework in which the

0il companies can plan on the basis of commercial, not political, uncertairies.

Background Notes

2+ General UK Economic Outlook

- The progress of leading indicators has been erratic over recent months
reflecting uncertainty over the timing of world recovery and the US Federal
Govt. Deficit. The effect on tle indicators of falling interest rateshas
been offset by the pessimism of recent CBI statements ard publications.

- Despite a recovery in tie profits of industrial and commercial companies -
up 40% in the year to IQ 1382 - slow demand,continues to delay new investment.
Capital expenditure in the manufacturing, distributive and service industries
fell 3% from 1982 Q@1 to Q2. Together with renewed destocking, the immediate
prospects for increased activity are not bright and further increases in

unemployment, now verging on 3.3 million (UK), seem likely.




- Despite recent improvements in productivity, it will take time for UK
companies to recover international markets lost during 1979-80 partly as

a result of the high £ exchange rate of that period. Consequently, import
penetration could significatly dampen the effects of reviving demand on
domestic industry unless there arecontimuesd efforts to control production
costs. The non-oil current balance of paymerns deteriorated from a surplus of
£1.76 b in 1981 Q1 to a deficit of £0.39 b in 1932 Q2.

2.2 General UK Energy Outlook

Long-term projections to be published later this year in time for Sizewell
Inguiry. Will contain details of energy demand by fuel and of potential
electricity supply. Seems likely that we will be suggesting substantially
lower range of energy demands than were contained in our last published
projections (1979). New projections place maximum estimate (165 mtce in 2000)
of demand for oil close to previous minimum estimate (157 mtce in 2000)

In the short-run, our view of total energy demand very dependent on develop-
ments in whole economy; but not unrealistic to assume UK energy demand will
grow by average 1-13% p.a. 1982-5, given a slightly faster growth in GDF.

During this period considerable new nuclear capacity will come into service
(increasing nuclear output by one half) as part of Government's long-term
programme to expand nuclear power.,

Gas is likely to increase slightly its share of total energy demand.

0il demand is likely to continue reducing slowly from the peak reached in
1973.

Coal will continue to hold an important place in UK energy consumption, but
expansion of nuclear capacity inevitably reduces one major source of demand.

2.3 World 0il Market Outlook

a) Short term

Department of Energy estimates of oil market balance million barrels

av
CJ

1979 1980 1981 1982 1982 1982 1985
WV Qb

0il Demand
Industrial
countries 40,8 313 4.3

and
OPEC ;Developing 10.6 : 1152  11.4

countries

Total Demand(oytside 51.2 42.5 45.8

commirnst a J
Other Supplies 21.6

Commercial
Stockchange 1.8

OFPEC Crude
Production
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THE UK REFINING AND PETROCHEMICALS INDUSTRIES

Line to Take
(i) Both the UK (and West European) refining and petrochemicals

industry have substantial excess capacity (about 30%) exacer-

bated by low market growth and weak prices; 1‘

—

in the UK refining industry, re-structuring led to 2 refinery

closure decisions in 1981, and a further closure - BP's
Belfast refinery - was announced in August 1982: but about

30% over-capacity will remain, so further closures cannot be

ruled out;

re-structuring of the UK petrochemicals industry began in 1980.

The latest BP/ICI announcement on closures and portfolio

exchanges is to be followed shortly by a decision by Shell on

the future of the Carrington (Manchester) complex;
e,

(defensive] despite ICI's litigation, HMG is confident that
S. 134 of the Finance Act 1982 - the so-called 'Mossmorran

amendment' - is consistent with the Treaty of Rome.

Background

1s Esso have 2 UK refineries: a large and modern 'showpiece' refinery
at Fawley (Southampton), which is currently benefiting from a large
invéstment programme, and a smaller one at Milford Haven. At the

time of the BP Belfast refinery closure announcement in August there
were press reports that Esso are keeping the future of their Milford

Haven refinery under review.
“

2 On the petrochemical side Esso, with Shell, are comstructing a
large (0.5 mtpa) ethylene cracker at Mossmorran. Esso's intention is
to take their half share of theMosSmorTan ethylene to their deriva-
tives plant at Intwerp, so displacing some of their existing ethylene
capacity on the Continent. To date £10% m has been spent, and a
further £182 m has been committed in orders. ICI's litigation on

S. 134 of the Finance Act, even if ulfimately unsuccessful, meanwhile
introduces an element of uncertainty into the tax valuation of
Mossmorran ethane. In July Mr Ed Holmen the head of Esso Chemical
world-wide, warned D/Industry that if the ICI action were to succeed
and the tax valuation of their feedstock increased substantially they
would not operate the cracker, even 1f 1t were built.

3. The background on the 'Mossmorran amendment' is that it removes
an_anomaly (it does not provide a subsidy). 1t will permit inter-
affiliate deals in ethane for petrochemical use to be valued, for tax
purposes, on the sameé ' formula') basis as arm's length saTes. ICI
claim that the amendment 'in principle or in implementation' constitutes
a state aid to industry, contrary to Article 92 of the Treaty of Rome.
The case is likely to be heard in the UK courts in 1983, and may well
then go to the European Court.

OP(H)2¢
1 September 1982
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THE SIBERIAN GAS PIPELINE

Line to Take

1.a Most concerned at the worsening transatlantic rift over President Reagan's
measures. Believe this has only benefited Russians. We must sort it out as

quickly as possible.

2a We object strongly to the US Government's measures. I know of the
concern in some circles in Washington about Western Europe's possible future
over-dependence on Soviet energy supplies. But I know our European partners
have done their sums and believe no suitable alternative supply exists. Doubt
if they will agree to slow construction of pipeline. We must look ahead
constructively. For the moment, both sides must damp down the dispute as

much as possible. As you know we have taken minimum action to protect our

companies' interests.

Background Note

i Following President Reagan's measures of 29 December and 18 June, Americans
last week imposed orders 'temporarily denying export privileges' to two
French companies - Creusot-Loire (a main contractor for the pipeline) and
Dresser-France (a French registered US subsidiary which has begun shipment

of compressors). John Brown (which with three other UK companies was
prohibited by HMG on 2 August from complying with the American regulations)
has begun shipment of the first six of 21 turbines ordered by the Russians.
Americans have now restricted scope of measures against the French to oil and
gas equipment, and intend that John Brown will be similarly treated. German
and Italian companies are also expected to begin turbine deliveries in next
few weeks.

2405 There is clear evidence that the Amercians are seeking a way to extricate
themselves from the impasse. But it remains téﬁe seen what price they will
demand from the Europeans, in terms of further implications on East/West
economic relations, and whether our European partners will be prepared to

pay the price demanded.
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EXXON/ESSO

The Exxon Corporation

The Exxon Corporation is the world's largest corporation and operates in the
United States and nearly 100 other countries. Their principal business is
energy, including exploration for and production of crude oil and natural gas
and petroleum products, exploration for and mining and sale of coal and
uranium and fabrication of nuclear fuel., Exxon Chemical Company is a major
manufacturer and marketer of petrochemicals. Exxon had a turnover in 1981

of $115.1bn (1980 - $110.4bn) and made a profit of g5.4bn (1980 - $6.2bn).
They have recently reported a 35% drop in earnings in the first half of 1982
from £3.43bn to $2.13bn. The results reflect the depressed economic environ-
ment, reduced demand for oil and petrochemical products, the large surplus

of processing plant, the falling value of oil production and the high cost of
financing stocks and investments.

worldwide by 180,000;

0oy

Hey dave alibl Ueell CUUVLLILE 10GK, LIV e
3 \notably the production of oil from shale)
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Esso Petroleum Cémpany

The Esso Petroleum Company (EPCO) is an integrated oil company involved in
exploration and production, refining, distribution and marketing. Although
it is the UK subsidiary of Exxon - Esso enjoys a large degree of autonomy and
has always placed a great deal of emphasis on its "Britishness'.

Two other Esso companies operate in the UK: Esso Chemicals, whose operations
are limited to this country in the same way as EPCO; and Esso Europe which,
rather by chance, has its headquarters in London but has a co-ordinating role
for all Esso's European companies.

In the North Sea Epco has interests in the Auk, Brent,Cormorant, Dunlin,
Forties and Fulmar Fields, as well as the Leman Bank gas field. In the past
all Esso's exploration and production activity has been conducted in equal
partnership with Shell; while this relationship is continued in some licences
awarded to them under the Seventh Round; Esso also became an operator for

the first time in partnership with smaller companies.

Approximately half Esso's refinery throughput in the UK is UKCS crude; Esso

are an Aramco partner, and the remainder of their UK refinery throughput is

mainly Saudi Arabian. The company operates two refineries in the UK:

Fawley and Milford Haven. Fawley, near Southampton is the largest refinery

in the UK and is now 30 years old. Milford Haven is more recent but only

half the size., Together they have a crude distillation capacity of around 25m tonnes
per year dthough the current state of the product market means that much less

is actually being run.

Esso sell all of the major oil products used in the UK and have around 20%
of the market,as do Shell and BP.

Esso's net revenue increased in 1981 from £3,219m to £4,199m to give a pre-tax
profit of £805m compared with £205r in the previous year.

Esso Chemicals Ltd

Esso Chemicals is an affiliate of the Exxon Corporation, and began operations in the
UK in 1966 where it is now the fourth largest petrochemical company. The Head
Office is in Sout ampton, with the principal manufacturing site at Fawley,

adjacent to the Esso Petroleum refinery. Esso Chemical's turnover in 1981 was
£271m (1980 - £232m) and their pre-tax profit was £19m (1980 £8m)

ggéﬂgTMENT OF ENERGY
SEPTEMBER 1982




CLIFTON C. GARVIN JR.

Chairman of the Board and
Chief Executive Officer

Exxon Corporation

Holds master's degree in chemical engineering from
Virginia Polytechnic Institute. Joined Exxon Company,
U.S.A. in 1947; elected President, Exxon Chemical
Company, in 1965; to Exxon Board in 1968; President

in 1972; Chairman in 1975. Chairman and Director,
American Petroleum Institute; past Chairman, the Business
Rounidtable. Director, Citicorp and Citibank, N.A.;
PepsiCo Inc; Sperry Corporation. Board of Governors,
National United Way of America. Vice-chairman, The
Conference Board, Board of Trustees, Sloan-Kettering
Institute for Cancer Research. Trustee, Committee for
Economic Development; Teachers Insurance and Annuity
Association Stock. Member, The Business Council; College
Retirement Equities Fund; National Petroleum Council;
Business Committee for the Arts; American Institute of
Chemical Engirieers. Board of Trust, Vanderbilt
University. Honorary Doctor of Commercial Science,

New York University; Honorary Doctor of Engineering,
Stevens Institute of Technology.




10 DOWNING STREET

From the Private Secretary 23 August, 1982

We spoke the other day about the visit of
Mr Garvin and who should accompany him when he
sees the Prime Minister on Wednesday, 8 September.

As I suspected the Prime Minister would
prefer it if he was accompanied just by Mr Forster.

The Private Secretary to
Mr A W Forster
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Esso Petroleum Company, Limited
Esso House, Victoria Street, London SW1E 5JW
Telephone : Directline 01.245 3294/3295

Switchboard 01.834 6677
19th August 1982

The Rt. Hon. Margaret Thatcher, M.P., ’
Prime Minister,
10 Downing Street,

London, S.W.1.

Dear Prime Minister,

I was delighted to see on my return from vacation advice
from your private secretary that a change in your diary would
now allow an opportunity for you to meet Mr. C.C. Garvin during
his visit to Britain. I am therefore writing to confirm that I
look forward to bringing Cliff Garvin to see you at No. 10 Downing
Street at 9 a.m. on Wednesday, 8th September.

In considering the scope and content of the discussions
that might take place, you may like to know that, with our major
involvement and ongoing investment in the North Sea and elsewhere,
Esso in Britain is now the largest Exxon business outside the
U.S.A. and in that light I know that Cliff will be most interested
in having your views and thoughts on the British business outlook
and role that oil, gas and chemicals play in this. Any advice

on Esso's role and how things might be enhanced would be most
helpful.

Equally, I have suggested to Mr. Garvin that you will
probably be interested to hear his own views on the overall
business and energy outlook with particular reference to the
U.S.A. and, of course, his own assessment of developments in the
Middle East, based on his considerable involvement with that
area. I know also that you are shortly to undertake a Far
Eastern tour and Exxon does have sizeable o0il, gas and chemicals
interests and activities in that part of the world.

However, these are just my suggestions. Should there be
any other particular issues you would like to cover, then if your
secretary would let me know I will ensure that Ciiff is alerted.

I enclose an updated summary on Cliff Garvin in case you
would find this useful, and I look forward to bringing him to see
you on the 8th September.

Yours sincerely,

A.W, FORSTER,
Chairman & Chief Executive.

AWF :dh

Registered in England No. 26538 Registered Office . Victoria Street, London, SW1E 5JW
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PRIME MINISTER - on return

255, You have agreed to see Mr. Garvin,
Chairman of Exxon. Mr. Foster, Chairman
of Esso Petroleum wonders if he can

accompany him.

Agree?

2. There is also a request for Mr. Cox,
senior Vice President of Exxon and also
Mr. Rick, President of Esso Europe to
attend the meeting. But I think it would
be much better if it was just Mr. Garvin

and Mr. Foster.

Agree?

12 August 1982




10 DOWNING STREET

» Private Secretary 10 August 1982

corresponded in June about the visit of
! the Chairman and Chief Executive of
company Exxon.

Prime Minister's diary has slightly

r 7/8 September and she wonders whether
could come and see her at 0900 on

6 September at 10 Downing Street.

your secretary could give me a
1433 to confirm this meeting.




10 DOWNING STREET

PRIME MINISTER

I attach a note by Alan Walters
asking if you would see Mr Garvin,

-ﬁ
Chairman of EXON, We had a letter

from the Ch;;;;;n of Esso in June
and replied saying that you could
not see Mr Garvin on either 7 or 8
September because of your very over-

crowded diary.

The diary is now worse than it was

and I have only one half an hour slot

free on either of those two days.

—

Do you wish to see Mr Garv1n9
y (o™
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MISS STEPHENS

VISIT OF THE CHAIRMAN OF EXON CORPORATION 7/8 SEPTEMBER

I think it would be a good idea if the Prime Minister could

find time to see Clifford Garvin, Chairman of Exon. He is

also Chairman of the American Petroleum Institute and of the
Business Round Table - both influential bodies in the United
States.

But most important from our point of view is that he is a
very strong supporter of the Government's policy with respect

to the gas gathering pipeline and the new gas regime in the

North Sea. Exon have discovered a big gas field well away from

The late lamented proposed gas gathering pipeline. And they are

anticipating bringing gas ashore far earlier than would otherwise

have been the case.

N— ra

Exon are proposing to invest heavily both in gas and oil in the
North Sea. I think it would be useful for the Prime Minister to

get a view from this international oil magnate.

6 August 1982 ALAN WALTERS




23 July, 1981

The Prime Minister has asked me to thank
you for your letter of 22 July, advising us that
Mr C C Garvin, Chairman and Chief Executive of
your parent company EXXON will be in London on
Monday and Tuesday, 12th and 13th October. I

very much regret that it will not be possible for
the Prime Minister to see him during his visit
as she will be in Blackpool that week for the
Conservative Party Conference, I am SO sorry.

A W Forster, Esq




W Forotor

Esso Petroleum Company, Limited
Esso House, Victoria Street, London SW1E 5JW
Telephone : Directline 01.245 3294/3295
Switchboard 01.834 6677
22nd July 1981

The Rt. Hon. Margaret Thatcher, M.P.,
The Prime Minister,

10 Downing Street,

London,

S.W.1.

Dear Prime Minister,

I have just been advised that Mr. C.C. Garvin, the
Chairman and Chief Executive of our Parent Company, Exxon, will
be visiting London on Monday and Tuesday, 12th and 13th October
inclusive, as part of a trip which will also include Oslo, Bonn,
The Hague and Paris.

Although this is still some time away, I am writing to
ask whether it would be possible for you to spare time for a
short meeting with him on matters of mutual interest. I know
that he greatly values the opportunity to exchange views on
world and local energy matters with Heads of Government in
countries where Exxon has major activities and future plans,
and, as I am sure you know, Esso Petroleum here in Britain is
now one of Exxon's largest affiliates.

It would, therefore, be most helpful to our U.K. operations
if you could spare some time from your very busy schedule. Cliff
Garvin's schedule on the days in question is flexible and we
could arrange any time that is suitable to you. I would be
delighted to host lunch or dinner here at Esso House if that were
more convenient.

Yours sincerely,

//ZWQ
A.W. FORSTER,
Chairman & Chief Executive

Registered in England No, 26538 Registered Office : Victoria Street. London. SW1E 5JW




Prime Minister has me
for your letter of 7 June,
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I am writing on behalf of the Prime

Minister to thank you for your letter of

7 June. This is receiving attention and

reply will be sent to you as soon as
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possible.
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. Esso Petroleum Company Limited
Esso House, Victoria Street, London SW1E 5JW
Telephone: 01.834 6677

7th June

The Rt. Hon. Margaret Thatcher, M.P.,
The Prime Minister,

10 Downing Street,

London S.W.1.

Dear Prime Minister,

I have just heard that Cliff Garvin, Chairman and
Chief Executive of our parent Company Exxon, will be visiting
London on the 7th/8th September, and since it is some time
since he last had an opportunity of exchanging views with
you I am writing to ask whether it would be possible for
you to meet him during this visit.

There are many changes occurring in the world political
and economic outlook, including the delicate balance of
energy supply/demand and its implications for oil. Such
major uncertainties are naturally of immense concern to
large multinational companies such as Esso/Exxon and as a
major investor in Britain I know that Cliff Garvin would
greatly appreciate your views.

I recognise the many conflicting demands on your time,
but I hope that it will be possible for you to agree to my
suggestion and naturally a meeting can be arranged at any
time convenient to you during the 7th/8th September. If a
dinner or lunchtime appointment would be more suitable I
would be delighted to be the host.

I very much hope you will be able to accept.

Yours sincerely,

v &

A.W. FORSTER.

Registered in England No. 26538 Registered Office : Victoria Street, London, SW1E 5JW
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