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The meeting considered a note by officials, circulated
of a letter from the Chancellor of the Exchequer's
ated 20 December.
THE CHANCELLOR OF THE EXCHIEQUER said that ! raise £500 millic
About half
ady
sales, and it
f BNIOC in order to m
in the paper set out
he contribution which BNOC's cash flow was likely to make t
a reduction of the puhlic sector borrowing requirement (PSBQ over the

years to 1933-34. It then showed, for each of four possible disposal
cases, the difference which this would make. Consistent assumptions

about the future course of oil prices had been taken, and tax revenue
was shown separately. The essential difference was that any sale of
assets involved giving up future revenues in exchange for immediate

e Budgetary position in 1930-31 and 1981-32 would probably

in
Th

cash.
justify such dispos longer~term objective remained the

privatisation of large the present public sector.

In discussion, it was suggested that the Government might need the

1 ) om B 3 : a4
additional revenue from BNHOC 1y in the later years of the
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period. If oil prices continued to rise in real terms at their present

rate, those revenues would be significantly higher. It might be

more prudent, therefore, to dispose of a comparatively small part of

BNOC in the early years.

In further discussion, it was argued that any split of the existing
BNOC into a 'trading' and 'operating' subsidiary would be seen
overseas as a political device intended to retain a Government

over the destination of North Sea oil. Againet this it was argued
that the proposed arrangements were easier to defend, in terms of
community law, than the present participation deals, which contained
'sale back' arrangements which were open to challenge. On balance,

it seemed that, internationally, there was nothing to lose and possitly

something to gain from the proposed changes.

It was further argued that the device of splitting the present BIICC
would weaken the management of the BNOC 'trading' subsidiary by
deprieving it of information about the costs of North Sea oil production.
Most major oil companies still operated as integrated entities,

combining production with trading functions. Against this, it was
argued that BNOC 'trading' would be dealing with many different
production companies, and there was no particular case for it to retai

a stake in its former affiliate, BNOC (operating). Indeed the
operation might go better if the two were at arms length.

e

In continuing discussion, it was suggested that the sales of

a

tl
'operating' subsidiary would command a better price if it were made clear

to the market from the start that the ultimate objective were to remove
the new company from Government control. This would also have the
technical advantage of removing the company from the public sector,

thus allowing the proceeds of sale to be treated as a reducticn of

the Public Sector Borrowing Requirement, rather than a means of financinz
it. It was however suggested that the accounting conventions in this
area were unnecessarily rigid and need not be regarded as an overridinz

objection.
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THE PRIME MINISTER, summing up the discussion, said that the meetin
agreed on a division of BIOC into separate 'operating' and 'trading'
subsidiaries. The necessary legicslation should be drafted according]
ilhile the ultimate object remained the privatisation of BNOC, there
was no need for a decision at this ¥ the timin-,speed-or ext

disposal of shares in BNCC (Operz.tin*). The Secretary of State for

=}

=

fnergy, in consultation with the Chancellor of the I chequer, should

raise the issues again at a later stage. At the same time, the
Chancellor of the Exchequer should re—examine the accounting conventi
whether or not the proceeds of sale counted as a

reduction of the PSER.
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