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OIL POLICY 


NOTE CF A MEETING M  J AT 10 DOTNING STREET AT 2:?0FN CI: 

FRIDAY 21 mCgtgER 1979. 


PRESENT: THE PRIME MINISTER 

THE CHANCELLOR OF THE EXCHEQUER 

THE LORD PRIVY SEAL 

SECRETARY OF STATE FOR ENERGY 

ATTORNEY GENERAL 

SIR KENNETH BERRILL 


MR P LeCHEMINANT )( Secretariec 

MR P MOUNTFIELD ) 


1. C(iT-TO-COVERN.T5iT OIL SALES 


The meeting considered d note by the Secretary of State f o r Energy 

c i r c u l a t e d w i t h h i s P r i v a t e Secretary's l e t t e r of 20 December. 


THE SECRETARY OF STATE FOR ENERGY said t h a t he -.:ished t o ca'~e t h e 

o p p o r t u n i t y of h i s v i s i t t o the Niddle East e a r l y i n January t o 

explore the p o s s i b i l i t y of Govern.T.er.t-to-Gover,.ir:.er.t o i l purchases. 

As agreed at the ?ri;ac N i n i s t e r ' s meeting on 10 December, he had 

arranged f o r i n f o r m a l discussions w i t h 3? and S h e l l . ' I h i l e n e i t h e r 

company "as e n t h u s i a s t i c about the prospect, both recognised t h a t 

i n present circumstances, an i n c r e a s i n g p r o p o r t i o n  ~ f o i l s a l e : were 

l i ' c e l y t o take the for.n o f Gcvernnent— to—Government deads, but were 

anxious t h a t any i n i t i a t i v e s taken by the 3 r i t i s h GcverrL-ient should . 

undermine t h e i r p o s i t i o n i n those c o u n t r i e s -./here they s t i l  l had a 

s i g n i f i c a n t stake. The o i l companies uere anxious t o be kept  i n touc 


I n d i s c i s s i o n , t h e r e r/as broad agreement t h a t t he B r i t i s h Government 

c o u l d not a f f o r d t o i 6 i a o r e t h e p o s s i b i l i t y r.f ̂ uch. o i l sales i n f u t U 

At t h e sane time i t '.-/as important not t o damage the i n t e r e s t s of cur 

own o i l companies, ile should t h e r e f o r e concentrate en developing 
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Government—to-Government contacts w i t h those c o u n t r i e s where BP and 

Shell no longer had a s i g n i f i c a n t i n t e r e s t . I  t v;as also important 
t h a t HZfOCf i f i t '..'ere used as an instrument i n these sales, should 
not "be put i n t o a p o s i t i o n where i t might make s i z a b l e losses. 

THE FP>T.TJ inBISTER, summing up the d i s c u s s i o n , s a i d t h a t t h e meeting 

agreed the Secretary of State f o r Energy should explore, on an 
e n t i r e l y non—commital basis, the p o s s i b i l i t y of Government—to—Govern \\ 
sales, and should i n f o r m her o f the r e a c t i o n s here received. 

2. r r  :iv.?is:.?ic:r c ? rape. 

The meeting c o n s i d e r e d a note by o f f i c i a l s , c i r c u l a t e d under c o v e r 

of a l e t t e r from t h e C h a n c e l l o r o f the Exchequer's F r i v a t e S e c r e t a r y 

dated 20 December. 


THE CHANCELLOR OF THE EXCHEQUER s a i d t h a t he hoped t o r a i s e £500 m i l l i c r 
by Hay of d i s p o s a l of p u b l i c s e c t o r a s s e t s i n 1930—81. About h a l f 
o f t h i s was a l r e a d y a v a i l a b l e from 'f i r m o f f e r s ' . Or a number o f 
o t h e r p o t e n t i a l s a l e s , and i  t would not be a b s o l u t e l y n e c e s s a r y t o 
d i s p o s e of p a r t of KICC i n o rder t o meet th e t a r g e t . But BHOC c o u l d 
make a s i . g n i f i c a r . t c o n t r i b u t i o n . The f i g u r e s i n t h e paper s e t out 
f i r s t , t h e c o n t r i b u t i o n which BiIOC's cash flow was l i k e l y t o make t o 
a r e d u c t i o n of the p u b l i c s e c t o r borrowing requirement (PSBR) over t h e 
y e a r s t o 1933-34. I t then showed, f o r each of f o u r p o s s i b l e d i s p o s a l 
c a s e s , t h e d i f f e r e n c e which t h i s would make. C o n s i s t e n t assumptions 
about t h e f u t u r e c o u r s e of o i l p r i c e s had been taken, and t a x revenue 
was shown s e p a r a t e l y . The e s s e n t i a l d i f f e r e n c e was t h a t any s a l e of 
a s s e t s i n v o l v e d g i v i n g up f u t u r e revenues i n exchange f o r immediate 
c a s h . The Budgetary p o s i t i o n i n 1930—31 and 1931—32 would probably 
j u s t i f y such d i s p o s a l s . The longer—term o b j e c t i v e remained t h e 
p r i v a t i s a t i o n of l a r g e p a r t s of the present p u b l i c s e c t o r . 

I n d i s c u s s i o n , i t was suggested t h a t the Government might need t h e 

a d d i t i o n a l revenue from EIICC j u s t as badly i n the l a t e r y e a r s of the 
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period . I f c i l p r i c e s continued "to r i s e i n r e a l terras at t h e i r p r e s e n t 

r a t e , those revenues would be s i g n i f i c a n t l y h i gher. I t might bo 

more prudent, t h e r e f o r e , t o dispose of a comparatively small pari; of 

BNCC i n the e a r l y years. 


I n f u r t h e r d i s c u s s i o n , i  t was argued t h a t any s p l i t of t h e e x i s t i n g 

BNOC i n t o a ' t r a d i n g ' and 'operating' s u b s i d i a r y would be seen 

overseas as a p o l i t i c a l device intended t o r e t a i n a Government c o n t r o l 

over the d e s t i n a t i o n o f North Sea o i l . Against t h i s i t was argued 

t h a t the proposed arrangements were easier t o defend, i n terms of 

community lav;, than the present p a r t i c i p a t i o n deals, which c o n t a i n e d 

•sale back' arrangements which were open t o challenge. On b a l a n c e , 

i t seemed t h a t , i n t e r n a t i o n a l l y , t h e r e was no t h i n g t o lose and p o s s i b l y 

something t o gain from the proposed changes. 


I t was f u r t h e r argued t h a t the device o f s p l i t t i n g the present BNCC 

would weaken t h e management of the BNOC ' t r a d i n g ' s u b s i d i a r y by 

de p r i e v i n g i  t of i n f o r m a t i o n about the costs o f North Sea. o i l p r o d u c t i o n . 

Most major o i l companies s t i l  l operated as i n t e g r a t e d e n t i t i e s , 

combining production w i t h t r a d i n g f u n c t i o n s . Against t h i s , i  t was 

argued t h a t BNOC ' t r a d i n g ' would be d e a l i n g w i t h many d i f f e r e n t 

production companies, and t h e r e was no p a r t i c u l a r case f o r i t t o r e t a i n 

a stake i n i t s former a f f i l i a t e , BNOC ( o p e r a t i n g ) . Indeed the 

o p e r a t i o n might go b e t t e r i f the two were at arms l e n g t h . 


I n c o n t i n u i n g d i s c u s s i o n , i t was suggested t h a t t i i e sales o f the 

'operating' s u b s i d i a r y would command a b e t t e r p r i c e i f i t were made c l e a r 

t o the market from the s t a r t t h a t the u l t i m a t e o b j e c t i v e were t o remove 

th e new company from Government c o n t r o l . This would also have the 

t e c h n i c a l advantage of removing the company from the p u b l i c s e c t o r , and 

thus a l l e g i n g the proceeds o f sale t o be t r e a t e d as a r e d u c t i o n of 

the Public Sector Borrowing Requirement, r a t h e r than a means o f financing 

i t . I t was however suggested t h a t the accounting conventions i n t h i s 

area were unnecessarily r i g i d and need not be regarded as an overriding 

o b j e c t i o n . 
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THE PRIME MINISTER, summing up t h e d i s c u s s i o n , s a i d t h a t t h e meetin 

agreed on a d i v i s i o n of BNOC i n t o s e p a r a t e ' o p e r a t i n g ' and ' t r a d i : . - ' 

s u b s i d i a r i e s . The n e c e s s a r y l e g i s l a t i o n should "be d r a f t e d accordir.~] y 

'./hile t h e u l t i m a t e o b j e c t remained t h e p r i v a t i s a t i o n o f BNOC, t h e r e 

was no need f o r a d e c i s i o n a t t h i s stage on the t i m i n g ] s p e e d o r ext n 

d i s p o s a l o f s h a r e s i n BNOC ( O p e r a t i n g ) . The S e c r e t a r y o f S t a t e f o r 

Energy, i n c o n s u l t a t i o n w i t h the C h a n c e l l o r of t h e Exchequer, should 

r a i s e t h e i s s u e s a g a i n a t a l a t e r s t a g e . At t h e sane time, t h e 

C h a n c e l l o r of the Exchequer should re-examine the a c c o u n t i n g conventio: 

Which determined whether or not t h e proceeds o f s a l e counted as a 

r e d u c t i o n of t h e PS3R. 
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