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GAS PRICING POLICY

i} 3 - .
CONTENTS previous Reference: E(79) 14th Meeting, Ttem 1,

Subject Pag, [EE COMMITTEE considered a memorandum by the Sacresy
GAS PRICING POLICY 1 g(79) 64, about the timing of increases ip domestic

GAS REVENUES 3

GOVAN SHIPBUILDERS : [HE SECRETARY OF STATE FOR ENERG
2 FUTURE STRUCTURE AND ;

BNOC - [PATION
4 PRIVATE SECTOR PARTICIP order to eliminate the present se

Ty of State for Energy,
Item No

£as prices in 1981-82 angd
Jater years.

Y said that the Committee haq already agreed
that gas prices should be raised in reaj terms over the Period to 1983-84, in
rious uneconomic Pricing of domestic gas, as

compared with oil. He had been asked to consider the implications of ach

ieving
the necessary price increases by single annua) Steps or smaller increases
yearly. His paper showed that bigger increases would be mesdsdii¥ the price
vere raised twice a year, in April and October, if Trevenue was

However, it was not necessary to take final decisions now on the timing or size

where the pattern of Price increases had
already been decided by the Cabinet) but he needed decisions in Principle, both

of price increases after 1980-81 (

in order to set financial targets for the British Gas Corporation (BGe)

order to make a public announcement which would give clear

and in
signals to gas
consumers about the future trend of gas prices.

In discussion, considerable concern was expressed about the likely impact of
84s price increases on the scale proposed on the Retail Price Index (RPI). The
tonsequences of such increases for the domestic consumer would be severe,
tspecially on the Poorest households, and the Government would come under great
Pressure to introduce further measures of financial support for poor families
facing heavy increases in fuel bills. The future course of world oil prices
Asivery Unclear, and it was not certain that increases on the envisaged scale
Yould in the event be needed,

Asingt this, it was argued that the underlying trend in fuel prices in real

te :
™8 was boung o be upwards. It was therefore necessary to give the correct

enals 4, the
illa!llate his g
de"&nd for Zaa
Severa sho!‘tage
g the Prices
cousequences o

consumer to allow him to adjust his consumption patterns,

use, and over time to switch to alternative fuels. Unrestrained
Supplies by domestic consumers was leading to the prospect of

s for industry. The imbalance between present domestic tariffs
already charged to industry was serious. While the inflationw
€as price increases were damaging, through their impact on the

ii 1
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ds, the alternative of a further increage e
wage demands, ared with that ag
Requirement (PSBR) comp . it 4

would be equally inflationary,

RPI and thus on

Public Sector Borrowing

Cabinet for planning purposes,
PRIME STER, summing up the discussion, said the Committee e
3 i ;‘c gas prices to rise on average by 10 per cent 5 k- |
domesti
the need for

They were however reluct,

nt years. y i
. 81-82 and subseque
1 terms in 19

rea pattern of the staging of gas Price

ticular
i mselves to any par . -
commit thel Any public announcements should be limiteq Lo an

increases beyond 1980-81.

i i fter next year without precj ‘
i trend in prices a
indi i of the likely
indication se

commi tment or quantification.

The Committee =

Took note, with approval, of the Prime Minister's summing up of th,,
1, ook note,

discussion.

: e to inform the BGC of the
i t of State for Energy : :
?' Innt:d t?;e(s)fgiew;gh had already been agreed by the Cabinet, noting
Ecze:lsxzsmgrwonld announce the increases in due course.
a

Invited the Secretary of State for Energy tolagree wti)th th; ghief
g. 3" Treasury, the precise planning assumptions t9 e used by
G::::m:z; and by the BGC for the remainder of the Public Expenditure

Survey period.

2
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GAS REVENUES

2 orevious Reference: E(79) 14th Meeting,

Item 1

COMHITTEE considered a memorandum by
THE

the Chancellor of the Exchequer,
65, about alternative ways of reduc
’

5(79) ing the éxcessive profits of the
(tish Gas Corporation (BGC)
Bri

[EE CHANCELLOR OF THE EXCHEQUER said that, given the decisions on prices which

the British Gas Corporation (BGC) would make
§iA substantial profits over the next five years,

the Committee had just taken,

These profits were in
large part the accidental result of BGC's ability to purchase gas very

cheaply from the southern basin of the North Sea, while re-selling it to

the public at prices which were progressively aligned with the world price
This surplus could either he left with the BGC who, under present
arrangements, would then lend it to the Government, or returned as of right

to the Government for the benefit of the tax payer

of oil,

- In that case, there

vere three possible methods of eliminating the surplus. The first was i

re-negotiate the earlier, cheap southern basin contracts, and to tax the
oil companies on the profits they would make in selling gas to BGC at something

nearer to the world price. This course would however leave large additional

profits after tax in the hands of the oil companies some of which would
lepart across the exchanges.
the BGC

The second was to impose a fiscal charge on

» which would appear as a cost in their accounts. The third would be
to impose a surcharge on the consumer, collected with his gas bill, The
tird yas Politically the least attractive course.

In gj ?
dlscnssum1 there was general agreement that the third option need not
be f‘u*ther pPursued,

e appropr; ate magics

tollov, had the BGC not been given
Rag fiEIds .
mtr"d‘lCed_

tho!e gas fie
of the 01l ¢
"t vag in

It was argued that the first option came closer to

It would have been the natural course to
a statutory right of purchase when the
first developed and before Petroleum Revenue Tax (PRT) was

t behaviour,

It might nevertheless be possible to find ways of charging PRT on
lds at Present exempt without leaving surplus profits in the hands
Panies. The second option would be resisted by the BGC, although
any ways the simplest, most certain, and easiest to handle.

3
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CUerU;I‘ 9, R -

immediate decision, provided it were agreeq B
e g e ity hould be found of reducing the BGC'S appareutly 9@
shou
that some way

fit of the ExchequeT.

gh
principle
profits for the bene

the discussion, said that the Committee
up

tween the first and second options in E(79) -
etwe : .
d the Secretary of State for Energy Kby

THE PRIME MINISTER, summing

ed that the choice lay b

e quer an

The Chancellor of the Exche

in more detail and bring fresh proposalsg N
tions

jointly consider these op

the Committee in due course.

The Committee - "y ’ .

Took note with approval, of the Prime Minister's summing
\111; of their discussion: ‘
the Exchequer, in consultation with the
to consider further the first two options
and to submit fresh proposals to the
w to legislationVin the 1980

2t s

2 Invited the Chancellor of
S;cretary of State for Eneggy,
listed in his paper E(79) 65, A
Committee in due course, with a
Finance Billok Lloewient
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GOVAN SHIPBUTLDERS
3
THE COMMITTEE had before them a minute frop the Secretary

the Prime Minister dated 16 N
to

sub-Comm

ion in the Ministerial
y about a PToposed order for two ships

rty Maritime Limited, to be placed with the Fairfields Yard of Govan

from Libe 2

spipbuilders on Clydeside, together with a note by the Central Policy Review Staff
’

£(79) 66-

o SECRETARY OF STATE FOR INDUSTRY said that the Government had alr

eady decided
wpon & substantial reduction in the capacity of British Shi '

pbuilders, especially
in merchant shipbuilding. This involved a reduction from 29,000 to 18,000 jobs;
2,000 jobs had already been lost since the election and 9,000 more would go before
the end of 1980. The Confederation of Shipbuilding and Engineering Unions (csEv)
bad co-operated with this strategy so far. It had always been envisaged that the
Scotstoun and Fairfields yards of Govan Shipbuilders would not close simultaneéusly.
Scotstoun was due to close in the Spring of 1980. The Fairfield Yard was already
ruming down. A further order was desirable, in order to bridge the gap and keep
Fairfield going for a few more months. In the normal course of business, British
Shipbuilders nad in July (before the Government's statement about Shipbuilding
policy) secured an order froa Liberty Maritime for the construction of two ships.
This involved a large Government subsidy and a heavy contingent risk, but within

the limits normally accepted. It was true, as the CPRS had pointed out, that the
‘tompany involved was a small one, with few assets and little cash at risk, whose
recent accounts have not been filed with the Department of Trade. However, the
Gl?eek Shipowner who stood behind the company owned 24 similar one-ship companies

ad vas a man of substance. He was prepared to put £0.5 million at risk on this
°fler. There should be no difficulty in securing the approval of the European
C"Mission.
M~down of
loge the sup
*hich yoy1q

If the order were not accepted, the alternative would be the rapid
the Fairfield Yard, with the risk that British Shipbuilders would
PoTt of the CSEU. If that happened, there could be strike action,

: involve serious delays to the ships now under construction for Poland,
Vith Conseqy

Shipbun ding
“Portant tha

Piirtie)q Yar
pl'esS“re

ent risk of heavy penalty payments, and quite possibly in the Naval
Yards, with consequent disruption to Defence orders. It was obviously

t the Government should not be seen to be pouring money into the
htlagly 4 postpone its closure. This would lead to mounting

from the workforce at British Leyland and at the British Steel Corporation.
e pr,

in the

Oposeq order could be defended as a normal piece of business, undertaken
Norma] subsidy limits applying to merchant shipbuilding.
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[?ONF!DENT!ALI

he proposed financial support for thig
0

Tdey

t i
. as arg\led tha :
, it W ¢ deal for which the present Goven’ment

It was the sort o
ised its predecessors.

In discussion
 }
was unacceptable.

when in Opposition, )
£21 million
os

had critic It involved a max "
in exchange for which the proposed p“rchash. ,‘

’ = 4 ~

The Government would lose financia) g g ‘

exposure of up %0
bily,

at risk for only £83 mill
esce in

ion.

- deals of this kind.

if it were seen to acqui

ed that the position in the shipyards, and ip parts,

u
The CSEU had co-operated remrk&bly 4 ar

Against this, it was argu
11

g becoming desperate.
on Clydesilde' iy i ro-operation at pi
It would be a great mistake to put this co-op Tisk, apg i

1 and other penalties flowing from industrial action, both

It was necessary to reassure the workforce Very

so far.
jncur the financia

i here.
on Clydeside and elsewl v .
If the Greek order were not acceptable, it might be possible to .

rapidly. . - .
- t or other public sector order at Fairfields very quickly, Thjs i

a Governmen . N
be a better use of such funds as the Department of Industry had been prepareq 1,
e s

allocate to the Greek order. |

THE PRIME MINISTER, sunming up the discussion, said that the Committee had
considerable doubts about the proposed deal with Liberty Maritime and would
prefer the funds involved to be used in a more constructive way. They were
however also anxious to secure a further order for Fairfield, if possible,
so as to avoid the simultaneous closure of the Scotstoun and Fairfield Yards. {

The possibility of a further public sector order for Fairfield should therefore
be explored urgently.

The Committee -

. ir
1. Took note, with approval of the Prime Minister's summing up of thel
discussion;

; entlf
2. TInstructed the Secretaries to arrange for Officials to conslde:h\:fl
whether further public sector orders for ships could be placed at oy
Fairfield Yard of Govan Shipbuilders to replace the proposed order_cklv
LibertyMaritime Limited, and to report to the Prime Minister as QW
as possible,
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BNOC - FUTURE STRUCTURE AND PRIVATE SECTOR PAR

TICIPATION
previous Reference: E(79) 7th Meeting,

4o
Ttem 4

- COMMITTEE had before it a memorandum by the Secreta
(79) 67, setting out the broad

HE PRIME MINISTER said that the Committee would not be 4

s ble to take fi
jecisions at this meeting; e final

Ministers woulg need more time o consider the

important gu complicated proposlsfitise Paper. However early decisi
’ ecisions

would be needed if legislation were to be introduced, as proposed, in th
y 1n e

present Session of Parliament.

THE SECRETARY OF STATE FOR ENERGY, said that Ministers had already agreed t
3 ! i

retain BNOC's trading activities within the public sector to give th
x e

Government an instrument to influence the disposal of North Sea o0il Th

' s . ey
had also agreed in Principle that private capital should be introduced into
the upstream operation, in which assets of between £1.5 and 2 billion w

employed.,

ere
The simplest solution would be to separate these two operations, to
and' to sell off part of the
The alternatives would be to retain the

unitary BNOC, with a continuing Government interest. But this would fail

and would not relieve the Public

place the upstream assets in a subsidiary company,
Government's interest in that,

to secure the objective of privatisation,
Sector Borrowing Requirement (PSER).

v He therefore recommended the division
the Corporation into operative and

o s &5k, Y trading activit‘ies and the introduction
fia B b an o- er for sale of a substantial part of the equity in
keep S lary, in two or more tranches. He would himself like to

et 2 the. Ptlon that some of these shares might be disposed of by a free

T general public, on the lines of the issue recently made in
1tish C°1D.lnbia,

B discuggion
¥as the best v

mtroduc ing oy

1t was argued that the course proposed by the Secretary of State
Y 1ot Tetaining control of North Sea 0il, while at the same time
vate capital into the operations of BNOC. This would be a popular

irre“rsib
le act of de-nationalisation which would in the end be accepted,
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ion of c
t luctant even by jts critics, as the introduct
albeit reluc ¥ .
elevision € o involve any great ol a
televl i had been. It did not seem t 1 Tei

the European Commission th
1 duction of new arrange
ugh the intro gementa vouys

bjections from an were already inherent o b
objec s

present arrangements, altho
ompt questions from the Commiss
i of revemne foregone later

4 itably pr ion. It would benefit the
inev Yy
y in the early years at the co Pspp

Thig

substantiall;
was inherent in amy privatisation scheme.

¢ this, it was argued that the proposal would involve the loss oF B ‘
0.

s - .
of some part of BNOC's equity interest in oil, amounting to three or to
million tons a year at peak, or alternati

BNOC (trading) to purchase this 0il, at market prices, thus reducing the

saleability of shares in BNOC (operating).
anything up to 10 per cent,

vely, of building in an option for

It had been estimated that this

Segregatiy,

might reduce the eventual sale value by
te company would make the whole

of the operating activities into a separa
operation more transparent in community terms and thus increase the risk }
Government intervention was better disguised if the operations

The

of challenge.
were all grouped together in a unitary BNOC. | operation required the

short term receipts. The

sacrifice of long term income in the interests of
calculation of the revenues foregone was complicated by taxation effects,

[
[
[
and it was not clear that the figures in Annex 2 to the Secretary of State's '

paper accurately reflected the position.

In further discussion, it was argued that the British Columbia optiom, of 2
free issue of shares to part of the general public had political attractions
but would be administratively complicated and expensive, even if confined to
a small section of the general public. It would also involve a significant
loss of revenue. In present circumstances a straightforward offer of sale

was to be preferred though this need not rule out future developments 0%
The sale
ther

British Colombia lines either in relation to BNOC or more widely.
of shares in BNOC's (operating) would be best spread over three years T
than two, to take advantage of a rising market, provided the operation c
be completed within the life-time of the present Parliament.

ould
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~~YINFIDENTIAL

" possibler preference in the sale should be
yisting employers of BNOC.

¢ the provisions of the Treaty of Rome
0 .

of the shares should be retained in public e
ship,

In further discussion, it was noted that the chances of ear 1
Y legislation were

: un i rould be introd
slights less it cou oduced very quickl
¥ after Christma
8.

deciSionS were therefore necessary,

TEE PRIME MINISTER, summing up the discussion, saiq that th
e

. - Comai :
tirst impressions were favourable ommittee's

t
0 most of the proposals put forward by

It would howe

: 'Ver need time :

them in more detail before taking decisions AR N to consider
esume it

pefore Christmas.

the Secretary of State for Energy,

s discussion

The Committee —

1. Took note, with approval

of : A A
of their discussion. 4 the Prime Minister's suming up

2, Invitec_i the Secretary of Stat
Proposals in detail with the Ministers concerned, and to make

a further report to the C i
r t omnittee during December
Tetain the option of legislation in thlelgNew Year. R

e for Energy to discuss his

“Cabinet, 0ffice

3 Novemhep 1979
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