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BNOC: PRIVATE SECTOR PARTICIPATION

MEMORANDUM BY THE SECRETARY OF STATE FOR ENgpgy

Following the meeting of the Committee opn 12 December 1979 (£(79)19th

Meeting), there have been further discussions under the Prime Minister's
chairmanship concerning my proposals for private sector participation
in BNOC - which were set out in E(79)67. 1p these discussions it was

decided that:-

(1) my proposals for separating BNOC into distinct trading and
operating arms should be adopted;

(ii) that our ultimate objective should be to sell shares in the
operating arm to the general public;

(iii) the necessary legislation should be drafted accordingly;

(iv) further consideration should be given to the timing, speed
and extent of disposal of such shares.

2. This Paper sets out my recommendations reached in consultation with
the Chancellor of the Exchequer on the timing of legislation; on an
garly announcement of our policy for BNOC; on the timing and extent of
Share, Sales; and on the question of the extent to which BNOC (Trading)
Should haye °ptions over BNOC (Operating)'s oil.

Liming o¢ the legislation
%

1'. We haye announced our intention to legislate this session but in the
u;ght °f my discussions with the Chancellor I now think it would be

w‘ 3 D * -

kb0 Push ahead this fast; our reasons for this are:
(i o,

) Work 4 Proceeding on drafting but even on the most'optlmlstlc
binetable e could not expect to achieve the Bill without an ;

i e

?tremely compressed Committee Stage, and probably with a ne
{ gl Substantja) spill-over after the recess.
3 : iginal
e Chancellop nag recently raised two points on my orlilrther
Droposals which must be resolved before we can proceed fu
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with drafting he legislation (maatil sareg p
We have not yet decided on the timing of share sale
. : 8
r is not relying on receipts for the 1980/8; Ay

tion through this woulg y
no

(iii)
Chancello .
Even if we got the legisla
us of receipts in 198
in transferring all the assets to BNOC (Operating)

ring for the sale will be complicated and take tih

I have had the Chairman of BNOC's views on both o pryg
Predictably he questions the desip

(iv)
and the timetable.

of the basic

operating sides and the viability of the Trading sige gy

separate entity.
transfer of assets etce.
While legislatio
that arise I agree with him that our legislation must be
compatible with this operation.
we may not be able to give these issues the defal:
Mr. Utiger does not fhi

to the new company will be compy

session,
consideration which is essential.
that postponement of the legislation would give rise fo i

ent difficulties in BNOC, although we would need ¥

managem
e legisl

for a new Chairman prior to the publication of th

w that we should plar®

I have therefore reluctantly come to the vie 1
The Chancellor *

introduction as early as possible in the Autumn.
with this.

Timing of a further announcement

At
1ight 1&_

4., We will need to present this decision in the right 181"
ig

of our earlier ammounced intention to bring forward 1¢& girs? |
e

0/81, since the administratiy, B3y,
Wor)k .

", 40 nh

Pog
; - . abilj;
political objective of splitting the trading“

But he also emphasises his concern that
n is not needed to deal with all the proys

If we push it through thi|

nak

session. An announcement within the next fortnight 1 d
it will soon become clear anyway that legislation of :
zature is mot now feasible this session. This che™® % g’
to be greeted critically by some of our supporter® =
can be handled provided I have the full backing of ™
terms of our broad political strategy and that its

coupled with a clear statement of our intentions o

hut doe S
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Wﬁ exteny of shamerealte
73D
1¢ has been implicit in all our discussions that the 1
. ’ 0 ; ; e two
Jjoc (Trading and Operating) should be quite HAB o 20 arms of
managements; and that the Operating company ki be" separate
+ion as other private sector oil companies °pera1;i;: ?he same
in the North

posi .

Sea. The reasons for this approach are:-

(a) to establish BNOC (Operating) as a Y i e
British company competing on equal terms Withpth entc
majors; a second BP as it were; e s

(b) to offer a channel for private sector investment free

from risk of Government interference:
’

(c) to separate the highly political Trading operation from
the commercially oriented Operating side.

Such a reclassification to the private sector will benefit the PSBR
:;t:h:h:x;z:zzds of sale of s}lxaz.'es but will lose to the PSBR the benefit
T i subsequent positive cash flows of BNOC (Operating) other
end on the residual public sector stake,

?(;per::znzisie:tial element of our policy to put over is that BNOC
Government ing o be completely independent of BNOC (Trading) and of
tundementa) 5 erference or control. This is needed to make clear our
of the ShareSpproaCh to privatisation and to ensure successful flotation
Statement of " Our merchant bank advice is that this calls for a clear
Sector & L, lnteflt on the part of the Government to reduce the public
€ clear Whto minority status. I therefore believe th?.t we must
tinate int en.we announce the deferral of the legislation t%lat our
oper&ting) ention is to dispose of a majority of the shares in BNOC

* This will underline our commitment to its independence,
Ble op s:::. commit us prematurely to any prescribed timetable for
to Charge esf If we cannot be plain on this point we expose ours
PRogj P of indecision which will certainly be exploited by the

» Putting us on the defensive in an area where we should be

qu 2
Ty
Positj
1tive political gain.,

elves
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. ; this i !
7 I have given further consideration to this in the 1jgy; of
c My conclugiy, .= |

: 3 e on 12 December 1979,
discussion of the Committe A L RS Toine on jq %
BNOC (Trading)'s option on BNOC {OP be thy .

€ m
Ty
51% becauses= ‘

this will emphasise that BNOC (Operating) is to be v
on the same footing as other independent oil compani e, e ‘
other arrangement would call into question whether we et

intended to create a proper independent operation, (Qyp

merchant bank advice is that this is desirable to achieve |
the best possible price for the companies shares,

(a)

(v) A special arrangement of 100% could lead to challenge in
the EEC on the grounds of abuse of dominant position,

(e) If BNOC (Operating)'s obligations to sell oil to the public
sector exceeded the normal 51% applying to private sector
companies, then it would be very difficult to argue that it
was independent of the Public Sector, and I understand, it
would also be difficult to classify it to the Private Sector
and to count the proceeds o the sale as a PSBR reduction

8. A draft statement covering the above points is at AnneX. :

propose to make it through a written Parliamentary Answer.

Outstanding points

{1
a before
9. There are two outstanding points that must be resolve

can proceed further with preparing the legislation:-
i
. ~dual P
(i) Whether HMG or BNOC (Trading) should hold the e
sector stake in BNOC (Operating);

)
oe

(d43) Whether the legislative provisions dealing W™ it
of the new BNOC (Trading) should be more restrict
than we had so far contemplated. ¥
tateﬂ‘entfsﬁ“'
However these points are mot essential to the proposed ;uz“"herd1

I will be reporting separate&bmleﬁ ﬁi lthe 1ight ¢R

CONFIDEN‘HAL

5
o with the Chancellor,
s
econpendations
g seek my colleagues agreement tg:- 2_6j
-l
: deferring legislation until th i g
(1) € earliegt i
session; Opportmty Hext : 27
(i) stating clearly now that our intention is 4o separate th
trading and operating arms of BNoOC, putting BNOC (Oper t? !
into the private sector and to be ready ultimatel i B ' 28
the public sector stake to a minority REpeEE
(iii) BNOC (Trading)'s options over BNOC (Operating)'s oil being —*29
51%, the normal participation arrangement, w
(iv) announcing these decisions within the next 2 weeks along the 30
lines of the statement at Annex, ™
3!
-
32
-
33
T ———
Depar |
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ANNEX

wgo ASK THE SECRETARY OF STATE FOR ENERGy wy

T PLANS HE HAS
poR THE FUTURE OF THE BRITISH NATIONAL 01y, g

RPORATION?"

1 will be introducing legislation as gogp as Parl
permits in the new session to allow for the setti
company through which the Britishp Ppublic will be
in BNOC's offshore operations,

iamentary time
ng up of a
able to invest

BNOC has two distinct functions., First its access to o0il

through the participation and royalty in king arrangements gives
it an important role as a large scale oil trader. In this role
BNOC can play an important part in protecting vital national
interests including security of supply and in providing oil
supplies for our international partners in the EEC and IEA,

We intend that this role should continue,

Second, BNOC is an o0il producing company working alongside
other oil companies in the North Sea. We see no need to retain
these operations within the State sector and we shall therefore
give the public the chance to participate directly in BNOC's
0il producing business.

We have therefore decided that BNOC should be re-organised.
The existing Corporation will concentrate on oil trading.
The participation agreements which give BNOC options to take
°1l will be retained, and I will continue to call upon BNOC
%o dispose of royalty oil on my behalf.

the exploration and production assets and operations i g
Vested in a new Companies Act company. We intend that this
ompany will operate independently of Government and of BNOC,
€Xcept to the extent that its UKCS oil will be subject %o purchase
°Ptions by BNOC under normal participation arrangements. We
propOSe to make a substantial shareholding in the compa.m.r avai-
lable fop issue to the general public. The Governmen'.a will not
Seek o control the company through the residual publ:f.c sector
holdins of the shares - which it is intended will ultimately

[}
Teduced to g minority.

CONFIDENTIAL




CONFIDENTIAL

2.

ishes to see€ a wide spread of
OWnerghy
P apg

allocation of res fulj
small investors and TiBarq
employee 15

es,

The Governmont W
that in the

will ensure
on of

riven to the positi

jon of these proposnls will call "fop

a .
and for the transfer of majop Cop.

o con
This is bound to take time trmmun

Implementat

porate re—orgsnisation

and other interests.
and on the necessary legislation is'y But PPepys
y nderya :
ay,

work on this
the share issue will be a matter fo
T furthe

T

The timing of
consideration.

result in a proper separation of By
|}
5

These proposals will
functions of 0il producti
provide a secure foundation for further devel

opment

2l on and of oil trading. el
4 1

thereby

of tte United Kingdom Continental Shelf in the national
al interes

Department of Energy
6 March 1980
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