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Introduction

1 Ae soon as we came into office I set in hand a review of the BNOC's activities

and finances, starting with the question of BNOC's actual existence, why the country

needed it, whether it could be dissolved and what the consequences might be if it was.
BNOC'e current role comprises three main elements:

B o4l trading, its access to oil deriving mainly from participation agreements
negotiated with companies producing on the UKCS;

© ownership of equity stakes in UKCS licences; and related to this, its own

offshore operating capability;

its advisory role, enshrined by statute.

2 £ state oil organisation on

The arguments put to me for continuing with some form o e
a )

the lineg of BNOC were that it gave the country greater security of oil supplies,
a tnabled the British Government to influence oil movements and destinations without
‘oMing inte open conflict with EEC requirements for free trade in oil v.lithin thath &
%hunity' that it enabled the Government to know 'what ves going on' in the Nor

: at it gave the
‘:d Y formulate more effective policies for s Oﬂ-‘ “:d ::ut exploration,
"¢rnment direct access to advice 'from oilmen and the o

ding in the world oil markets.

evelo,
Pnent anq production, as well as about tra

3 BNOC with its vast

c%ito fese was added another argunent - that £ mrm: m.to uncertainty and
Mmen : would cre

dayg ts and it extensive and complex agreenents

“ation in the industry when the need was for stability.
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4 to treat some of these arguments with due scepticigm, but th
ed to e

It We are entitl

i hey relate are undoubtedly of the first importance for the Datiq,
igsues to which they tinuing deterioration in the world ojy i .
‘h !

t months and the €OT f
n

of recen
The events n can

nas been g0ing © leave us in no doubt about the dange,, b
w ha 5

a mistake to be oV

decisions of th

; evie : .
even while pur I' er-influenced by immediate pressures a ey,
n

And while it would be

kind we face with BNOC, the patt
g-term < N PAk e the

trying to make lon
with its co
0il-consuming countrie

r than less typical of whi
from traditional sales channels and build up goverment-to_go“mm

ised as & growing feature of the world oil scene,

0il trade must also be recognl

mbination of intense public feeling and rapid moveg by
T the

last few weeks, i s to improve their oil supply POSitions ”
Governments of ma) at is to come. The tendency of the org

probably more rathe
states to move away
ension to consider. One of the Government's central ajy,
ership of assets at present narrowly held in state hands,

politically jrreversible. The BNOC is an obvious

5 There is a further dim
is to widen the personal own
and to do so in a way which is

At the same time the Chancellor has been looking to the BNOC to raig

candidate here.
substantial sume through disposa

to help him with his Budget calculat

1 of North Sea 0il assets in the current financial ye
ions (Ireturn to this point in paras 16-19). Tes

en into account in deciding how we treat the

are obviously major factors to be tak

Corporation.

Broad Strategy
6 Against this background T have reached the following broad conclusions about ti

way in which we should go:

both to influes
ghead and ©
W fast

p We are going to need s state 0il organisation of some kind,
o0il supplies and suppliers in the increasingly difficult timec
operate effectively in the new kind of world oil market conditions no
emerging.

o 0 bigs
ad The BNOC as at present constituted does not meet our need.

It is to
: t
ost too much 1ike 3¢

peer
that it mey et
1imited

it is too privileged. In some ways it has become alm
another huge oil company, with the ironic consequence
less effective as an instrument of Government policy than & e
state organisation might have been.

We should now adapt the BNOC so that it serves our needs

€0 that unnecessary state involvement in the oil industry

iii

4 and ™7 <

. that state held oil assets should become more broadly own®
to private capital.

id led comments on these three points follow.
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{1 or anisation and security of e

A state oz x e “),‘“L

0il supply difficulties are likel t
8 ] , ' O Persist, m,
" pressure will ease but these could pe followed €re may pe moments aheaq wp,

; Once UK oil productior - "% Y shortages of sti s
geveritye merica]ly 1 greater

Squal to K de and the unde; dable
hat thi .} ; | i3y
8 3 | 8hou e le t cu 10n
11 be ¢t ould b at as shio ed

gours of ge

1ic expectatlo country

pub

totally insulated, against the full ry v even if not

arcity,
Since the major companies supplying the U
: he UK mark
9 leaning on them through Nort: market are also UKCS o0i1
goope for 1€ € = O RER NOT R Ce A S Producers, the

licy c1 early exists,

puch & two-edged weapon. Anything that impedes North Sea activi WS vecy
’ ivity i

disadvantage. Moreover direct pressure beyong P — ty is to the nation's

' point on multi

~nationals o
other Gove: .
overnments are alj trying the same thj
ing.

te comnter-productive, particularly if
10 Direct Government access to UK o0il is therefore highly important .
at present in three ways, through the BNOC AN o portant. This comes about

¥IT agreements (

to buy about 25 million tonnes of oil in 1980) giving the option

y through BNOC equity oil (

jmillion tonnes in 1980) and through the option of takir i, ey
s .

royalty in oil rather than

in cash, involving BNOC in handling, as the Government's agent, about 2.9 mi1l
' . ion

tonnes more in the first half of 1980.

11Through the BNOC the movement of all this oil can be influenced. Moreover it can

be d i i i i
one without legislation and without cpen affront to EEC rules (although the partici
tion : i ir] : g
Milon agreements sail fairly near the wind). Of cdurse there is a price to pay. The

fore that G i he 1
overnment intervenes the less easy it is to trade:the o0il on best commercial

terms.  Havi ;
aving the oil when you want it and yet trading it profitably are always likely

to be in ¢ 1
0 :
nflict. The aim must be to have arrangements which minimise the conflict

through maximym flexibility.
R A ;
cordingly recommend that we should retain the options to buy crude oil

‘ontaineq §
Ny in BNOC's participation agreements and to negotiate further such agreements
he neeg ariees,

It 4 eg on new licences or where BNOC disposes of an equity interest.
. Tollows that the

BNOC machinery to do this must also be kept.

The By
~3N0C: ¢,
W more limited organisation

Two of
1) BNOC ' 6 special advantages have already been removed:
ihe Chancellor has announced that the Corporation will now be liable for
RT:
1) N :
I have announced. the removal of BNOC's special position glring &% s
ref
Unoy 4 U8al on North Sea assignments.
: nteng that:
) h end.

BNog t to an
8 access to the National 0il Account should be brough
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sing it should cease to enjoy any special rights o

icen
sv)  In future lice ot
o artnership arrangements and should merely participate as a norma) Com
P Mero iy
L
0il companye )
)  As pert of the arrangements to disengage from Bt Round: 2 1o elini
v bary

it should seek to negotiate out of its carried interest .k
an,
ve provisions can be made. Beneys

16(i1))

where satisfactory alternati

Unwinding State involvement and broadening ownership
estate should be kept? There are ¢,
our Min

1% BNOC's extensive upstream

. - .

considerations. equity 0il from BNOC

AL 1 compared with the far larger volumes acce

8,

tion agreements they are m A
that a state oil company should be involved in explorat
atiy

h

on the oil industry and advise the Government,

How much of '
Firss, s North Sea holdings is under Goyepy,
ent
influence. ugh the flows are smal
under participa uch less open to challenge from the EEg
Second, there is the argument
development and production to be 'in'
n between the UK and another country arein digyy
!|

Third, where the lines of demarcatio
the Government needs to be able to e
Fourth, there is a balance to be struck between selling off BNOC's oil assets o

and selling equity in the enterpri
s the latter.

stablish a presence in order to strengthen its ()
i)

or in the part of it that remains. The more v

se,

do of the former, the less easy i
points (and T examine the advisory aspect further in paragraph 2)
idening the role of private capitil

thereafter, by

Weighing these
t we should move carefully torwards w

15
I conclude tha
in the North Sea partly by disposing of certain assets and partly,

selling shares in BNOC interests.

A Qmonlu‘nd 'Slimming Down'

16 Some tidying up and reduction of BNOC interests is desirable straightavay to adstt

the organisation in the way we need:
field could be soldi

i) BNOC interests in the Viking Gas field and the Statfjord
(see Annex 1 for approximate sums involved). i
ii) BNOC is grossly overcommitted to exploration, particularly of Blocks ol
in Rounds 5 and 6. As part of speeding up North Sea momentum again 1 would
like to see many of these assigned elsewhere.
of
:,:, t::‘t::i:““lt‘ °f my Dfpn!‘tment's review alone I would leave diapo?ala ﬂ::r‘oil
g, especially in the light of the sensitive and fast changing ¥ 00"
scene and the public view that might be taken of assets passing inte e RS
British companies.
o £° ’om.wh‘t o

] 18 However
» the Chancellor of the Exchequer has been pressing me ¥

further in be P
the light of his immediate Budgetary needs. 1 would therefor®

k-
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16(i) and (1i) above and as
% 50 beyond : ’ an ‘”—tller try £
oilfield interests yn 4 ber
a1 off further t sts up to i Suade op direct "
y hancellor is looking : arget of 1 he BNOC tq
hiCh the Cha King, px "'V“”hp p at 19&5t £200 ms
! rcome and that this is consi 51 of course, that ¢ million' fop
Pl 8 Consistant yi he legislats i
1th our oyerg) ative difficu)ys
o BNOC. 1 decigiong for les
the future
1% ijs possible that this would stij] 3
: i vi1ll leave g vi
Jttract private capl tal (see para 20), But T : able undertaklng vhich coy
oE would wigh ould
avare of the strong reaction which even gych ik colleagues to be fully
18posals mi,
ght

st from political opponents
J

qust be dictated by the market;

5 Bringing in Private Capital
% e introduction of private capital through the sale of g
o ares in a N
ppropriate

BOC interests has c bt
8 clear attractions and if handled right could b

uld be popular ;

vy Teassuring

(in terms of keeping ' {19
ping ‘our oil') and largely irreversible. BNOC's funct
. unctions as an oil

trador’which I propose we keep on the lines of paras 8-1
as 8-12

But through the establish v cannot be treated in this

ment of one or mcr 8 Y

ol “re sub idiar

ncorpors: ted unde P ie c
ra der the Com anies Act '

vay.
or associate companies
assets could be so organised as to make share '

sales to the Briti i
sh public very attractive. Timisg, again, would have to be d
0 be determined

by t
j the market and our broader political strategy

4 The subsidi or ate d
ar, i i
g associate Company(les) would be free to act commercially an
1

this could p
educe : .
ey ‘ our direct influence over their oil. However, I would ensure prior
uction . v y LR}
of private capital, that the Government through the oil trading

1
Parent! cq :
rporation would r : )
L etain t "
P"t‘clpation T—— 1 options on at least 51% of the o0il eg by means of
: .

ity
2 Whi
ilst T gn
al
1 need to consult BNOC and to seek its advice as the need arises

Perticy)
arly where i 3
it is acting as an agent of the Government in oil trading, it is

n
ot ‘“’Pmpriate £
ed in statute. I

proPOSQ
8 no
an equ;
t quity
. *leure that th?artner' Careful discussion with the oth
1 .

" 8greeneny 8 change in no way affects BNOC's options to buy 0il under partici-

: - BNOC from the Operating Committees
and so increase

or its :
its duty to advise to continue to be enshrin

y also th
' that BNOC should cease to have a place on Operating Committees where it
er companies will be needed

I must make clear that removing

the
pux
i phall‘Pose of the participation agreements more transparent,
t ln"e'stism:' enge by the EEC Commission.
L] in
Goy, € what additional arrangements my Departmen

e ent
*qu 5 positi
Lreg Position and ensure effective oil policy

B thers o
T will be manpower implicationse
CONZOENTIAL AJ
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Further Licensinh ( oo BAVIE e
t ccompany my statement on BNOC's future by an announcement X, &

: d (o] a
23 I inten

i i late
¥ : future licensing !
intentions for C's assets are mainly those

- this year to restore North Sea momen tun BNOC'S ASSETS

ed as follows:

Mﬂﬂw a1 idering possibl categCTe
m cons s8i o . | ¢
ishes to EO very soon an a B e Landldates. a) Fields in production

e Government's decision on proposals ip thi |
18

Lord Kearton W
24 t await th

:ously any firm offer mus k
R Field % Interest Net
papers. e €t present
G, valy,
Viking (Gas) 5 b .
Legislation Dunlin %6 ko - 48 |
25 Legislation will be required to: Ninian TR T 15 - 150
i) Permit disposal of assets. ' . Thistle 18.94 360 - 450
n a more conventional basis and to end its access t, 145 - 175
9

$49)r ‘Put BNOC's finances ©

The valuations placed on these assets ¢
i 0il Account. ; ] as for those in
the National O arrived at by discounting future cash flows Bl

quent categories) are

tutory advisory role. ; ) The lower g
jii) End its statutory real oil price and a discount rate of 15%: case is based on a constant
]

tablish associate company(ies) with private interests, the higher case an o0i] 2
Tice rising at

T e It must be emphasised that these are

e 2 potential buyers can be expected to work on rather more
ptions of all the im

t at Annex 2. portant parameters (i

26 These are set out a levels, capital costs). X

: NOC to es "
iv) Empower B 4 in real terms and a 10% discount rate

public Expenditure Implications theoretical valuations,

. 0il prices, production

Limitation on the timescale for realising these values and

iias the need t i ;
Conclusions o give existing partners first refusal could seriously affect the level of
el o

27 1 invite my colleagues to endorse the broad strategy identified in this paper proceeds.

Consequent upon their decision I propose to:- B s s e
i) make an early statement to Parliament of our policy decisions;

Field
% Interest Net present value

ii) invite my officials, with such outside help as is needed, to orepare &
£n

detailed scheme including provision for early involvement of private
Be!trice

and consult my colleagues i 23 12 - 45

accordingl #ieen. (UK) 333 75 - 160
gly. St‘tfjord (UK)

333 4o - 100

capital in BNOC's current upstream assets;

c)

Fi b
2lelds awaiting development decisions: There are a number of fields in whict

D.A.R.H. BNOC h 3
88 an interest where development decisions may be taken in the next 2 years.

Any v, ;
luation of these fields is essentially very speculative since the Rathods

osts of development are still undecided, and production costs and levels
1y taken

are ¢
xtremely uncertain. Indeed until a development decision is actual

then { .
* 18 by no means certain that any such field has any realisable value at
an interest where work

a tentative valuation

all, g,
OWever, there are 3 such fields in which BNOC has

S8 deve]
Posg; OPment plans is sufficiently far advanced to meke
!lble. These e

f i (i)
CAMEBINREAITIA L CONEIDENTI
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% Interest Net present valye

Field £m
20 Ol 30
Hutton
20 0 - 12
Brae
30/17> % o |

emphasised that until development decisions are taken o5
’ the

But it should be i
ected production profile

and e kn
pment plans B SRy Potentjy

details of develo
y to discount the price he is wilyj
WIlllng to %

e interests is likel

purchaser of thes )
the probable worth of the field, to allow for the Uncerta;
Alnty,

substantially below

d) Other licence interests:

ANOC has interest through its equity stakes in 62 1st to Lth round licence Wk
Cks

(including those containing the field interests already listed), in 40 Sty s
blocks and 13 blocks issu

potential developments alr

ed under sole licences. Apart from the developments
or

eady mentioned, exploration and appraisal work on thes

interests is either insufficiently far advanced, or has failed to prove the

presence of oil reserves in sufficient quantities to justify any realisable valw

being placed on them. (Although it is possible that some individual companies sy
be willing to pay 'premium
regard as highly prospective).
interests in 36 6th round blocks.

s! for particular unexplored BNOC acreage which they

Similar consideration apply to BNOC's expected

e) Participation interests:

These sre not of an equity nature and no realisable value can be attributed to ’%

BNOC other assets consist of its 2%

2 Apart from the above licence interests,
ch BNOC

interest in the BP Maintenance and Support Vessel under construction (to whi

has contributed £12 m), property and office equipment valued at £10m, and it8 0
. unliked

stake in the recently ordered Marathon rig, where its direct contribution i
to exceed £3m.

Arithmetic of Disposals

: B e
3 The main paner suggests outright disposal of BNOC's interests in Viking *

Sta 9 en
tfjord. The valuations placed on these two interests total together ot

unt ¥

and £1
50m, with BNOC suggesting that around £130m might be achieved: ¢ 1t08
and wil

would in A :
i mprlctice realise by sale of these assets is very uncertain the pest
Poa:ibl :nt a1 vithin which ve have to worke ¢
e
erme we may have to forego achieving the sale in 1a79/80-
3 eved

Additi, i
onal sums towards the Chancellor's £200m target could be achl

dispoeal of some or parts of

B
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rields awaiting development decisiong (B
utton
,

Brae, 30/1%)
e)

fields under development (Murchisge
b) N and Beatpj,

fields in production (Dunlin, Ninj
an, Thistle)

tale

capd
on category

i jevelopment decisions are taken. Now would not be g s ltf surrounding them untjy
g : " od ti
fields in category (b) this major uncertainty ig epelakny ime to seek buyers, For
values areé likely to be realised although major capital v ud more mbiefactory
capita

: : j commitments remai
me fields in category (c), although likely to co emain outstandin
mand good values &
A

contributions to BNOC's profitability and to the Gov also provide major
3 ernment'

F . 3 o 3 : s 9 8 cash f1
mportant consideration in deciding how additional re, oy 8 i ows. A further
8 might be achieved, i
y is

BNOC is opera tor for Thlstle, Beatrice and SO/IFb. BNOC's oper‘atoralup cap bilit;
tha . . ti ) : . i £
apabili Y

a0 (and into which private share capital would be introduced)
ed).

If BNOC were to retain the operatorships for any of these interests, th
y the partial

i . =
isposals would have to be fairly limited. Complete disposals together with thi
T e

O)QIBt)lﬂhipS should Ollly be conte plaled pxovlded that a smooth transfer to a

stsifactory new operator could be foreseen.

(GELD)
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ANNEX »
REVIEW

pNOC ;
enditure Implications

pupLic £
cts of the proposed changes on a
effequantiry at this stage, but theP\fzbllc Expendi tur

e
. 0110w1ng mainly 3

t to
ﬁﬁégements can be made.

5&%1 result in substantial savings in explonsmg rounds (para 13(iv))

b
1ar§3ﬁbl§ undertake the work instead, op

5 : the e i

pré take in future licences BN Tpectation of B i

q 51% s : S BNOC forecast j : dpvis=
Nploring such licences over the next 5 years ztlﬁﬁoﬁl(p?}??éﬁm L
g iation out of carried int
i) Negotia : nterest (para 1 '
ghe objective of not adding to public expenditure.3(‘(lﬂ).‘})1u:hg:%g Loty
BNOC undertaking to pay for its share of cos or Kuan

; ts th
carried, it would give up the relevant interest).at mere. YoLAeE T

(iii) Any disposals (para 16(i)) would cause an immediat i
in public expenditure, follqwed by reductions in subsequen: ;Zggtéﬁﬁ
to capital expenditure not incurred, and increases due to revenues
foregone.

Annex 1 shows the range of valuations placed on field interests. In
the case of Viking very little capital expenditure is outstanding and
net pretax revenues are running at around £10m., Statfjord still faces
substantial outlays but over the next five years net revenues are
expected to exceed capital expenditures by at least £45m.

(iv) Disengagement from 5th and 6th Round Licences, (para 16(ii))
ould result in substantial savings in the same way as would a lessen-
ing of BNOC's role in future licensing ((i) above). BNOC's expenditure
on exploration of 5th and 6th round interests is presently expected

%o be around £220m over the next 5 years.

(v) Subsidiary companies would be by definition at least 51% owned

by BNOC, If itywas Ie)vident that BNOCyintended to exercise effective

2mrol of these subsidiaries any private capital injected would only

ohance the PSBR not reduce it. If alternatively these subsidiery

npobies operated as independently as if BNOC had no more B57. °

thmn?y interest in them (ie. effectively as associated °§s§n Subse-
® initial injection of private capital could reduce the S8t

fhe"tys the P§ i ‘+ would otherwise have been %o
BR would be higher than it wo h ’
b extent that profits were gistributed to the private shareholders

vi) Str

ecialist oil industry expertise
Parg 22)

éngthening the Department's spin public expenditure.

Would result in some increase

Dep
ary
2 ment
iy 1979°f Energy
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