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BACKGROUND \-j.-).")» 2^-0 

The C o m m i t t e e a g r e e d i n J u l y (E(79) 5th and 6 t r f M e e t i n g s ) to a con s i d e r a b l e 


c u r t a i l m e n t of BNOC's powers, although i t decided to keep the C o r p o r a t i o n i n 

existence. A t that t i m e i t was s t i l l the i n t e n t i o n to s e l l a s u b s t a n t i a l p a r t of 

the C o r p o r a t i o n : o i l f i e l d a s sets. I n September (as the S e c r e t a r y of State's 

paper says) the C o m m i t t e e agreed (E(79) 7th M eeting) not to s e l l p h y s i c a l 

assets, but to a f o r w a r d sale of o i l y i e l d i n g £500 m i l l i o n ( s i n c e i n c r e a s e d to 

£600 m i l l i o n ) . A t the same t i m e , the S e c r e t a r y of State secured agreement 

that he should b r i n g f o r w a r d separate p r o p o s a l s f o r p r i v a t e s e c t o r p a r t i c i p a t i o n 

i n BNOC's p r o d u c t i o n o p e r a t i o n s . 


2. U n f o r t u n a t e l y , i t has taken h i m two months to f o r m u l a t e these p r o p o s a l s 

and discuss t hem w i t h you. You saw h i m o^vl4th November. U n t i l he had y o u r 

a p p r o v a l , he had been r e l u c t a n t to t a l k to BNOC at a l l . He has thus had l e s s 

than a week to discuss h i s p r o p o s a l s w i t h the C o r p o r a t i o n , get f i g u r e s f r o m them, 

agree them w i t h the o t h e r D e p a r t m e n t s , and c i r c u l a t e a paper. As a r e s u l t , the 

paper i s l a t e , d e f i c i e n t (the o r i g i n a l f i n a n c i a l annex had to be w i t h d r a w n and 

r e c i r c u l a t e d ) and i n some r e s p e c t s u n c l e a r . 

3. The p r o p o s a l , which i s not v e r y d i f f e r e n t f r o m the one you saw l a s t 


week, i s to d i v i d e the C o r p o r a t i o n i n two ('trading 1 and 'operating' s u b s i d i a r i e s ) ; 

to r e t a i n the 'trading' o p e r a t i o n i n the p u b l i c s e c t o r so as to give the G o vernment 

an i n s t r u m e n t f o r i n f l u e n c i n g the supply of N o r t h Sea o i l i n the U n i t e d Kingdom; || 

to keep a l l the e x i s t i n g u p - s t r e a m assets i n the 'operating' company; to dispose 

of 7 5 per cent of the shares i n 'operating' o v e r the next two y e a r s ; to h o l d open 

the option of a ' B r i t i s h Columbia' s t y l e f r e e i s s u e of the second t r a n c h e of 

shares; to r e m o v e Government f r o m the management of 'operating'; and to 

make a number of other changes i n the p r e s e n t s t a t u t o r y f r a m e w o r k f o r 

N o r t h Sea o p e r a t i o n s . 
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4. The CPRS paper idenJ^JjLes the t h r e e m a i n questions on which they suggest 

Ministers->should focus: the p o t e n t i a l cost to the ESBR; the p r o b l e m of g e t t i n g 


(U —	 <y 
the best p r i c e ; and the r i s k that the s p l i t w i l l m ake BNOC's op e r a t i o n s h a r d e r to 

defend against the C o m m i s s i o n . I t ends by re c o m m e n d i n g that M i n i s t e r s need 

m o r e t i m e to c o n s i d e r these p r o p o s a l s . 


5. Mr. Howell's t i m e t a b l e , however, i s to get a d e c i s i o n i n p r i n c i p l e now; 

to c o n s u l t other colleagues on d e t a i l d u r i n g December and January; to b r i n g a 

B i l l to L e g i s l a t i o n C o m m i t t e e e a r l y i n F e b r u a r y ; and to i n t r o d u c e i t and get a 

Second Reading before E a s t e r . I f t h i s t i m e t a b l e s l i p s much, the o p t i o n of 

l e g i s l a t i n g i n the p r e s e n t Session may be l o s t (because of the congestion at the 

end of the Session) i f i ndeed i t i s s t i l l r e a l i s t i c a l l y a v a i l a b l e . 


6. T h i s would not have m a t t e r e d , on the o r i g i n a l T r e a s u r y plans f o r next 

y e a r (they assumed that t h e r e would be a f u r t h e r £500 m i l l i o n w o r t h of d i s p o s a l s , 

none f r o m BNOC). But i f the p u b l i c e x p e n d i t u r e f i g u r e s f o r 1980-81 a r e to be 

reopened, as seems l i k e l y now, a f l o t a t i o n of shares i n BNOC could be a u s e f u l 

supplement. M i n i s t e r s m i g h t p r e f e r to f o r g o the l o n g e r - t e r m be n e f i t s of 

hol d i n g on to BNOC (to which the CPRS d r a w a t t e n t i o n ) i n o r d e r to reduce the 

number of v e r y nasty d e c i s i o n s they would o t h e r w i s e have to take next y e a r . 


You w i l l want to weigh up these f a c t o r s at the end of the m e e t i n g . 

H ANDLING 

7. You m i g h t say at the beginning that you i n t e n d to focus d i s c u s s i o n on the 


t h r e e questions r a i s e d by the CPRS. You m i g h t then ask the S e c r e t a r y of State 

f o r E n ergy to i n t r o d u c e his paper, and then c a l l f o r comments f r o m the 

C h a n c e l l o r ( o r Chief S e c r e t a r y ) ; f r o m the L o r d P r i v y Seal ( i n the absence of 

the F o r e i g n S e c r e t a r y ) ; and f r o m S i r Kenneth B e r r i l l . 


8. You m i g h t then d i v i d e the d i s c u s s i o n under the t h r e e headings p r o p o s e d 

by the CPRS. 


(a)	 The p o t e n t i a l costs to the PSBR. The e s s e n t i a l choice i s between j a m 

today and j a m t o m o r r o w . T h e r e a r e two s o r t s of j a m . F i r s t , the 

proceeds f r o m the sale of the shares where the question i s whether 

r e a l i s a t i o n p r i c e of BNOC at t h i s stage w i l l f u l l y r e f l e c t i t s f u t u r e 
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ea r n i n g power (a s i m i l a r p o i n t to that w h i c h a r o s e over the sale of BP 

shares ) . Second, the cash f l o w of BNOC which under p r e s e n t 

a r r a n g e m e n t s comes to the Exchequer whenever i t i s s u r p l u s to t h e i r 

r e q u i r e m e n t s , whether o r not a d i v i d e n d i s d e c l a r e d . T h e r e i s r o o m 

fo r a r g u m e n t about the p o i n t at w h i c h p r i v a t i s a t i o n a f f e c t s t h i s l a t t e r 

f l o w . The t e c h n i c i a n s would argue t h a t the Company stays i n the p u b l i c 

s e c t o r u n t i l i t s shares a r e m o r e than 50 p e r cent i n p r i v a t e hands. But 


t even before t h i s p o i n t i s reached the p r i v a t e p a r t i c i p a n t s m i g h t w e l l 
I o b j e c t to BNOC's spare money being p r o v i d e d to the Exchequer. The 

Co m m i t t e e w i l l not w i s h to get bogged down i n these t e c h n i c a l i t i e s . But 

they w i l l want to be sure j u s t what t r a d e - o f f s t h e r e a r e between p r e s e n t 

and f u t u r e gains to the Exchequer. Annex 1 p r o v i d e s some i n f o r m a t i o n 

but (despite being the second e f f o r t ) i s s t i l l f a r f r o m c l e a r . The 

c o m p a r i s o n between options 1 and 2 i n the Annex should be made by 

c o m p a r i n g l i n e "(a) PES c a p i t a l e x p e n d i t u r e p r o g r a m m e " i n o p t i o n 1 

w i t h the f i n a l l i n e of the t a b l e i n option 2. (The e s s e n t i a l d i f f e r e n c e s 

between these n u m b e r s and those quoted i n the f i r s t t able of o p t i o n 1 a r e 

that they a r e at " s u r v e y " r a t h e r than " o u t t u r n " p r i c e s and that they 

exclude the tax take which i s constant i n each case. ) I t i s also w o r t h 

n o t i n g t h a t the apparent l a c k of proceeds f r o m p r i v a t i s a t i o n i n o ption 3 

i s a t e c h n i c a l i t y . T h e r e a r e proceeds, but they would be counted as a 

c o n t r i b u t i o n to f i n a n c i n g the PSBR r a t h e r than a r e d u c t i o n i n the PSBR 

i t s e l f . 


(b)	 How to get the best p r i c e . Mr. Shelbourne's memorandum, at Annex 3, 

sets out the options i n g r e a t d e t a i l . A l t h o u g h the T r e a s u r y has been 


J i n v o l v e d , w i t h the CPRS, the Bank of England has not yet been brought 

I i n . T h e r e i s o b v i o u s l y a l o t of d e t a i l e d w o r k to be done. E s s e n t i a l l y , 

Shelbourne proposes a two-stage o p e r a t i o n by two successive 

u n d e r w r i t t e n O f f e r s f o r sale, i n successive y e a r s . The second could 
f 

i n c l u d e the ' B r i t i s h Columbia' op t i o n , but you have made i t v e r y c l e a r 

to M r . H o w e l l that you do not f a v o u r t h i s course - which i s complex, 
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b u r e a u c r a t i c and expensive. ( P a r a g r a p h 16 of his paper suggests that 

he h i m s e l f i s now l e s s e n t h u s i a s t i c ) . He also suggests that i t could 

have a w i d e r a p p l i c a t i o n than BNOC. You w i l l not want the C o m m i t t e e 

to chase t h i s h a r e which could, i f necessary, be r e m i t t e d to E ( D L ) f o r 

f u r t h e r study - though whatever i t m e r i t s i t i s too l a t e i n the d i s p o s a l s 

o p e r a t i o n to change the way i n which e. g. BA or BAe shares a r e to be 

sold. C e r t a i n l y E i t s e l f cannot, and should not t r y to s e t t l e i s s u e s of 

t h i s k i n d at t h i s m e e t i n g , 


(c)	 How to m i n i m i s e EEC i n t e r f e r e n c e . The CPRS w o r r y i s that the d i v i s i o n 

of BNOC i n t o two w i l l make the o p e r a t i o n s of the ' t r a d i n g ' company m o r e 

t r a n s p a r e n t and thus m o r e l i a b l e to a t t a c k . ( T h e r e i s a s u b s i d i a r y 

o b j e c t i o n too: t h a t the t r a d i n g company w i l l be a much l e s s v i a b l e 

o p e r a t i o n w i t h o u t the p r o f i t s of the o p e r a t i n g end to cushion i t against 

f l u c t u a t i o n s ) . The l e g a l a d v i c e i s s u m m a r i s e d , v e r y opaquely, i n 

Annex 2. The FCO w e r e o n l y c o n s u l t e d y e s t e r d a y , and have c o n s i d e r a b l e 

doubts about a l l t h i s . They a l r e a d y f e e l t h a t they were not p r o p e r l y 

consulted about the f o r w a r d o i l sale and the subsequent a r r a n g e m e n t s 

w i t h BP, both of which r i s k r u n n i n g f o u l of the T r e a t i e s ; and a r e 

anxious not to r e p e a t t h i s m i s t a k e . 


OTHER ISSUES 

9. As the CPRS says, other M i n i s t e r s may w i s h to r a i s e other points on 


these p r o p o s a l s . F o r example, i f the C o m m i t t e e decides to take i t s p r o f i t s i n 

the s h o r t t e r m , and dispose of p a r t of BNOC, why not s e l l the l o t i n s t e a d of 

r e t a i n i n g 25 per cent? Or (as I th i n k the Chief S e c r e t a r y may propose) why not 

s i m p l y t u r n the whole BNOC o p e r a t i o n i n t o a Companies A c t company, and s e l l 

49 per cent of the shares, r e t a i n i n g c o n t r o l ? These and other options c o u l d ' 

be e x p l o r e d i n m o r e d e t a i l i f t i m e a l l o w e d . T h e r e a r e a l s o a number of 

s u b s i d i a r y changes to the law, l i s t e d i n Annex 5, w h i c h have a p p a r e n t l y not 

been di s c u s s e d w i t h D e p a rtments i n any d e t a i l . 


-4­



C O N F I D E N T I A L 


10. In the l i g h t of t h i s p a r t of the d i s c u s s i o n , you may want to take stock, 

t o w a r d s the end of the meeting, and decide whether the t i m e t a b l e a l l o w s more 

l e i s u r e d c o n s i d e r a t i o n s . I f so, the options a r e : ­

( i )	 I n v i t e M r . H o w e l l to go away, discuss the i s s u e s w i t h the 

other M i n i s t e r s concerned, and r e p o r t back to the C o m m i t t e e 

j u s t b e f o r e o r j u s t a f t e r C h r i s t m a s w i t h e i t h e r an agreed 

p r o p o s a l o r a p r o p e r l y w o r k e d out d i s p l a y of the options, 


( i i )	 To r e m i t the i s s u e s to E ( D L ) ; ( t h i s w i l l not help much: 

because c a l l s on the Chancellor's t i m e i n the next few weeks 

are a l m o s t as gr e a t as those on your own), 


( i i i )	 To agree i n p r i n c i p l e now on the s p l i t of BNOC, on the need f o r 

\	 l a r g e r e a l i s a t i o n s i n 1980-81, and on the need to m i n i m i s e the 


EEC c o m p l i c a t i o n s , and i n s t r u c t M r . H o w e l l to devise a scheme 

wh i c h meets these o b j e c t i v e s , a g r e e i n g the d e t a i l s w i t h M i n i s t e r s 


i n v o l v e d , and b r i n g a complete B i l l to L as q u i c k l y as poss i b l e 

v 

( t h i s i s his own p r e f e r r e d c o u r s e ) . 

11. I doubt t h e r e w i l l be s u f f i c i e n t consensus at t h i s m eeting to a l l o w of 


course 3 w h i c h gives M r . H o w e l l a l m o s t a f r e e hand. In that case, I t h i n k 

that course 1 i s the best, even a t the r i s k of s e t t i n g back the l e g i s l a t i o n s l i g h t l y . 

CONCLUSIONS 


12. In that event, y o u r c o n c l u s i o n m i g h t s i m p l y be to i n v i t e Mr. H o w e l l , i n 

co n s u l t a t i o n w i t h the M i n i s t e r s concerned, to f o r m u l a t e w o r k e d out p r o p o s a l s , 

o r options, i n the l i g h t of the Committee's d i s c u s s i o n , and to b r i n g a f r e s h 

paper to the C o m m i t t e e j u s t b e f o r e C h r i s t m a s . /_This means a meeting 

a f t e r your r e t u r n f r o m the Un i t e d States on 18th December J 


(Ro b e r t	 A r m s t r o n g ) 


2 3rd November 1979 
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