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ffffAt E(80)24th it was agreed that David Hiwe 11 would meke proposals
- on the timing of the development of the British Gas Corporatlon' 4
'“JfMerecambe Bay Gaefleld. In his absence abroad I am writlng to you.

P In consultation with your officials, my off1c1als have prepared the
}f;ﬁattached paper omithe subject. As you will see, it concludes that .
_ there is a strong case for giving BGO approval ger the firet phaee

;5of the development beeauee.- b

By it will be a profltable 1nvestment whleh wlll meet the ERR
. eriteria; : e

- b. withoug it there is a serious rlsk that BGC W1ll be 3m therme
& day short of their forecast peak winter requirement in 1983/4,
~ after having made allowance for their continuing to restrict
. supplies (prlmarlly to 1nduetry) and assuming that the Reugh

- age project is commissioned to time. Furthermore,; if Rough BllpB
. one year there will be an,even greater &?fchL3iI 1931/ e

2? 0. although there are other possible aoureee o supply, it is very
~unlikely that they could be develeped in time to meet the 198}/4
,%jand 1984/5 deficitsy ' . J | r

?ﬁg.d. although it weuld be possible in prinei 1e to reduce the fore-
~ cast deficits by further supply restrictlons, this could only be
. achieved by a massive cutback in industrial and commercial eales,
~ which would reduce BGC's revenue by some £350m a year at 1980 prices.
~ Because thelr gas costs could not be reduced prorata for contract-
- ual reasons the effects on their profits and hence the harm to the
;JPSBR wou d, in fact be greeter than the ceat ef develeplng Herecambe.

4

jOn the other hand there doesinot eeem te be the eame prese;M _need
for developing the second phase because other options, such as""
development of addltlonal Seuthern Basin supplies, eould'weg;

Ete'replace Tk

I agree with thess copclustons, Apart from the epportunltlee for
industry (including British Steel)” that a project of this magnitude
;ill give, we belleve that we muet take eve;ébeteﬁ-poeelble ﬁo enable
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BGC to remove their current restrictions on supplies to industry.
Until this happens the UK energy market will not work efficiently
and the pressures on coal and 0il to keep prices down will be
lessened. Admittedly there are signs that gas demand has fallen
recently, but this is as a result of the receesion in economic
activity and is unlikely to have a significant impact on peak
winter demand. In any event, I believe any easing in the supply
constraints on BGC should be used to sell more gas to industry,
rather than defer profitable capital investment.

Furthermore, we must recognise the risks we would be taking if we
refused to allow the first phase of Morecambe to proceed. BGC
have told us that without it there will be a serious risk that
they will not be able to meet peak demand in 1983/4 and 1984/5.
Even with itia risk exists, but that would 'be due to a failure on
the part of BGC and their suppliers rather than to explitit action
by us. If we refused them consent, I have no doubt that the
blame for any supply failures in those years would be laid squarel
85 our doeb. s at il s G e i b L Lo

The same risks may not apply to the second phase of Morecambe,

because®that will produce additional peak capacity after 1985 and
there are other ways of achieving that within the timescale,
In addition, we must take steps to encourage further gas explora-
tion, particularly in the Southern Basin. Qn.ghe other hand, if
BGC did press ahead with Phase 2, thére wopld be greater scope
for them*to-increase"their'sales'to’indusﬁry%and thus open up the
energy market more. On balance, however, I am inclined not to
give approval at this stage to the second phase, although the

- extent to which this is possible will depend on discussions we

- will have with BGC once we have agreed that the first phase must

Srocesd. 0 0 Sl o G 8 ;

I am therefore seeking your agreement to:-

8 deleting the first_phfae offdevelopment’bf the Morecambe

Bay Ggsfield from the list of possible option cuts in the 1980
IHVBStment and Finanﬁing Review3f,rhiB Wouldﬁprﬂbably reduce the

cuts which we are,cphﬂiderﬁfrffﬁrQBGthG}~ipg
iy '" 5 1981.2 .i.;  ai";_J‘mfh ,‘ ;, . 0
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b.  opening discussions with BGC about the possibility of defer-
ring the second phase of Morecambe Bay until negotiations for
additional supplies are sufficiently far advanced to enfble us
ing thoseiinsteadqh'.'.-'7f?3-7;'f-  il s T b A _
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I am copying this letter to the members of "E" Committee and
Sir Robert Armstrong. | ) i |
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_ Br1t1Sh Gas a8 pr0p031ng to develcp 1ts Horecambe fielﬁ in up
;ite % phames each supplylng a neminal 6 milllon therms a day'at
ﬁpeak. Planning is currently ta complete Phase I by the w1nter
_of 4983/8& and Phase 1T by 1984/!5 Nb target date has yet been
‘pronosed for Phase III whlch wlll draln a aaparate part of the

) _5'!‘_. ey

N

;fleld,_ 5 e N 1%! , < ;§ }:t3f ﬁ1g;.3 1?? £ig 

*?2._
:lthe develcpment 184

1960/61 '_ 1981/82 "‘-32."3 5 985/8‘* - 1984/85

Slnce Horeaambe gas 13 sllghtly lower in aalcrrﬁh«m&u& than
o fith other gas to mzke

BGC therefore planﬁbthat 

Ifl.,:} )7

- prev1d1ng thls capaclty it is thaught that costs would probably
s -jﬁisﬁﬁrﬁ tramsmlsslon has therﬂfcre

gaa fram Horecambe._ Whlle BGG ﬁfﬂwﬁbf examlned Dthﬁr mﬂans Q£




f}large-scale source of W1nter supplles and that 1ts development

;*would produce a rate of return at leaut equal to the RRR. The
N_'questlon remains, however, whether 1t should be developed on the
3 'scale and te the tlmetable whlch ff? have preposed.- i

i

_Q5. The case for defermenf of all or part of BGC's plan for
.ﬁ[Morecambe relates to two maln concerns gt

§pg£§ germ PSBR effacts. The canltal cost of_M@recambe
is high and a saving of some 5240 mllllan aveffthé
current PESC period could ostenslbly be made by v
deferring Morecambe for 2 years, for 1nstance,
De_letlon_Pollc . About 5-6 tcf of gas been
discovered, but not proved or develgped, 1n the
.Scuthérn Basxn. Do lomz au these reserves remain -
uncontracted, there is llttle incentive to fnrther
-exnloratlon there. The pccr respanse to the Southgrn
Besin blocks effered in the Sevehth Round ig. evidence
o thlS. The development of Morecambe wlll, w1th1n a
restrlctlve depletlon pallcy, defer the develapment of
that dlscovered Southern Ba31n gas and therefﬁre
further defer mxploratlon for more.y It 13‘impartant
ifor depletlon,pollcy reasans for us to have the best

-pOSblble knowledge of the avallable reserves.

: and Demand

e British Gas currently haa exc ss aupply capac1ty durlng the

* summer but n urgent requirement for additional capacity during,
qfthe wznter-- The table below showa lts forecaet of peak supply
ffand demand 3rom 1983/84 whlch is the flrst year in Wthh Morecambe
* cou1d contrzbute.
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i(millionjtherms/day)

‘marketing restrictions
fhéss:
_contracted supplies &

Committed Storage
(&xcl. Rough) *

'expected but not yet
contracted supplies at
.normal load factors .

;Remaining requirements
 §¢; peak supplies

the

7. - Current plans are to méet/very sﬁbstantxaliﬁeflclts up to 1985/86
‘by a coﬂblnéglon of marketing restrlctions,_dﬁW%lopmant of the Hbugh
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the Scuthern Basin Wthh could replace all ok Dart of the
contribution from Morecambe. | | |

9. Three possibilities for additional Southern 8351n supplles
have been examlned in some detail. e 4

%) a scheme, suggested by Amocog-fgr'c61lecting gas from
seversl small deposits. 'TheseJdePOsif%‘haﬁeVnof'been_proved;-
indeed the largest one concernéd hasg bééﬁ identified'dhly

by seismic survey. UNot all are in the ownershlp of Amoco.
This must be seen as a potentlal prospect fbr the later

19808, not 1983 - 1986

ii) the»Sean field. This could be develoPed to give peak
capacity of some 6 million therms a day'fbr'5-6 years Hlth
first supplies in ﬂ984/85 and peak output the follow1ng year.
This scheme offers no nelp in 1985/84 and , because the'fleld
has not yet been fully proved, is less reliable than Morecambe
as a gontrlbutor to supplles 1n‘4984/85. It does however
appear to be a potential substltute for.Phase 31 of MOrecambe.
There are other fields whlch 1tn&ght well be posslble to
develop on a 51m11ar tlmescale 1f BGC wexe té aﬁproach the

producers with sericus propcsals soen.

o 1) 4 ) Hewett The 1lcensees have offered two p0851b11 ties :

a) to increase peak eapacity by 2 mlllion therms a

~day in exchange for a quadrupllng of the price paid

for existing contracted pr@ductlon. The latter would
_cost BGC around £’16@m a year fmm 1‘!/82 and since+only
59% of this would be recouped via ;;rperation Tax and
rayalties there would be a net G@ﬁt.ﬂf-£7mmia year to the
‘PSBR.  In addition, the affsatting af ‘the licenseasﬂ “eapital

Lo

expendlture of around‘£100m agai*jt ﬁheir profit for
Corporatlon Tax purpoaas wmuld result in a shertgterm
1osa of around £50m.1n tax TeVEﬁﬂBu;<M  3 ;* D '
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well not be achieved.
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Wopad to time yhough the margi error will be narrow
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BGC's marketing restrictions are withdrawn. Furthermore if
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