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NOTE FOR THE RECORD 


Mr. B a x e n d e l l of S h e l l and Mr. L a i d l a w of BP c a l l e d on t h e 

Prime M i n i s t e r a t 1700 hours y e s t e r d a y . The S e c r e t a r y of S t a t e 

f o r Energy and S i r J a c k Rampton were a l s o p r e s e n t . The purpose 

of t h e meeting was t o go ov e r t h e b r i e f i n g on energy f o r t h e 

D u b l i n C o u n c i l , and a number of p o i n t s i n the b r i e f i n g were c l a r i f i e d . 


But t h e r e was a l s o a l e n g t h y d i s c u s s i o n of t h e back - t o - b a c k 

d e a l whereby BP s e l l Middle E a s t c r u d e t o BNOC i n s t e a d of s e l l i n g 

5 1 % o f t h e i r North Sea p r o d u c t i o n t o BNOC as th e y would n o r m a l l y 

have t o do under t h e p a r t i c i p a t i o n agreement arr a n g e m e n t s . 

Mr. L a i d l a w e x p l a i n e d t h a t t h e o r i g i n a l c o n t r a c t had been r e n e g o t i a t e d 

d u r i n g t h e c o u r s e o f t h e summer, but t h e new c o n t r a c t s t i l l p l a c e d 

a v e r y s u b s t a n t i a l f i n a n c i a l burden upon BP. T h i s was beca u s e BP 

was s t i l  l o b l i g e d t o s u p p l y a g i v e n v a l u e o f c r u d e t o BNOC based 

upon o f f i c i a l Middle E a s t p r i c e s . But i n r e a l i t y , t h e y were h a v i n g 

to p u r c h a s e much of t h i s on t h e sp o t market. S i n c e they were s e l l i n g 

t h e i r North Sea cr u d e a t o f f i c i a l p r i c e s , t h i s meant t h a t they 

were s u f f e r i n g a s u b s t a n t i a l f i n a n c i a l l o s s on t h e o p e r a t i o n . I n t h e 

r e n e g o t i a t i o n , t h e amount of cr u d e which t h e y were l i a b l e t o BNOC 

fo r had been reduced; but, t h e amounts were s t i l l e x c e s s i v e , g i v e n 

t h e changed market c i r c u m s t a n c e s . 


The Prime M i n i s t e r s a i d t h a t she had t h e g r e a t e s t sympathy f o r 

BP. She thought t h a t t h e c o n t r a c t a s d e s c r i b e d by Mr. L a i d l a w was 

q u i t e u n j u s t i f i a b l e and s i n c e t h e Government was a s h a r e h o l d e r i n 

BP, i t was damaging t o t h e t a x p a y e r too. She wondered whether, i n 

t h e changed market circumstances s i n c e t h e b a c k - t o - b a c k d e a l was 

o r i g i n a l l y n e g o t i a t e d , i t would s t a n d up i n a Co u r t of Law. She 

had, i t was t r u e , approved t h e r e n e g o t i a t e d d e a l as r e p o r t e d t o h e r 

by the Department of Energy; but she had never s e e n t h e d e t a i l s , 

and had she se e n i t was a s Mr. L a i d l a w had e x p l a i n e d i t to be, she 

would not have approved i t  . 


Mr. Howe11 s a i d t h a t BP had n e g o t i a t e d t h e back - t o - b a c k d e a l 

i n t h e i r own i n t e r e s t s , and s u b s t a n t i a l c o n c e s s i o n s had been made 

to them i n the c o u r s e o f the summer. I f they were bu y i n g on t h e 

spot market, t h i s was l a r g e l y t o s u p p l y t h e i r o v e r s e a s a f f i l i a t e s ­
r a t h e r than to f u l f i l l t h e i r o b l i g a t i o n s to BNOC. But i n any c a s e , 
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the Government and BNOC had t o have r e g a r d t o t h e s e c u r i t y o f 

s u p p l y argument. I f BNOC were to g i v e up i t s r i g h t f u l 51% s h a r e 

of BP's North Sea p r o d u c t i o n , they had to be compensated f o r t h i s . 


The Prime M i n i s t e r s a i d t h a t she would want to s e e t h e c o n t r a c t 

and have a f u r t h e r d i s c u s s i o n w i t h t h e S e c r e t a r y of S t a t e f o r Energy 

about i t . ( I have commissioned t h i s s e p a r a t e l y ) . 


I n a d d i t i o n , Mr. B a x e n d e l l gave a v e r y p e s s i m i s t i c r e p o r t on 

the w o r l d o i l s c e n e . He thought i t was u n l i k e l y t h e r e would be any 

agreement i n OPEC on 17 December; i n s t e a d , p r i c e s would c o n t i n u e 

to go up i n an u n c o o r d i n a t e d way and t h e r e c o u l d w e l l be c u t ba c k s 

i n s u p p l y . F o r example, t h e S a u d i s would almost c e r t a i n l y c u t 

back p r o d u c t i o n by 1 m i l l i o n b a r r e l s p e r day and shove up t h e p r i c e . 

T h e i r attempt l a s t y e a r t o keep p r i c e s down had p a t e n t l y f a i l e d , 

and they were l i k e l y t o r e a c t a c c o r d i n g l y . Output from Kuwait 

was a l s o l i k e l y t o f a l l , a s i t was a l s o from I r a n b e c a u s e of f a i l u r e 

to m a i n t a i n p l a n t and equipment. I t would f a l l much more i f 

Sau d i A r a b i a "blew up": the e f f e c t of t h i s on t h e worl d economy 

would be f r i g h t e n i n g . The J a p a n e s e seemed l i k e l y t o i n c r e a s e t h e i r 

p u r c h a s i n g on t h e sp o t market, and sp o t market p r i c e s would t h e r e f o r e 

i n c r e a s e . 
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