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CONFIDENTIAL 


PRIME	 MINISTER 


Future of BNOC 

(E(79) 20,21,22 and E(DL)(79)6) 


BACKGROUND 


There are no new circulated papers for this meeting, but you w i l l 

want to read again the Secretary of State for Energy's minute of 18th July; 

the Chancellor's comment on this dated 19th July; the Chancellor's minute of 

20th July reporting discussion i n E(DL); and the Attorney General 's minute 

of 20th July. The Foreign and Commonwealth Secretary, who is in Brussels 

with the L o r d P r i v y Seal, has also recorded his views (minute of 23rd July). 


2. Following the discussion in E on 17th July, there have been a number 

of b i l a t e r a l talks, and a meeting of E(DL) on 19th July. As a result of the 

lat t e r , the Attorney General held private talks with BP's lawyers, reported in 

his minute. The Ministers concerned are meeting again under the Chancellor's 

chairmanship on Monday afternoon 23rd July. In addition, there was some 

brief discussion of these points at your Monetary Seminar on 18th July. 


3.	 Decisions are now needed in four related areas:­
(i)	 The future role of BNOC, and the f i r s t steps on dismantling 


the Corporation, 

( i i )	 The sixth round of licensing. 


( i i i )	 Disposal of BNOC assets, this year and later (and possibly 

also sale of BGC assets). 


(iv) Disposal of BP shares. 

HANDLING 


4.	 You might take each of these in turn:­
(i)	 The future role of BNOC. Mr. Howell's proposals are set out i n 


E(DL)(79) 6, and i n his minute of 18th July. You might take the 

three main functions in reverse order of d i f f i c u l t y : ­
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(a)	 A d v i s o r y R o l e . M r . H o w e l l wan t s to s c r a p t h i s , and to 

r e m o v e B N O C f r o m the o p e r a t i n g c o m m i t t e e s . One o i l 

c o m p a n y has r e c e n t l y d e s c r i b e d B N O C ' s p re sence on these 

c o m m i t t e e s as ' l i k e h a v i n g the c a m p c o m m a n d a n t s i t t i n g i n 

on the escape c o m m i t t e e ' . B u t the C h a n c e l l o r sees some 

value i n con t inued B N O C m e m b e r s h i p . I t p r o v i d e s a sou rce 

of i n f o r m a t i o n on p r i c i n g ; cos t s ; and o i l f i e l d d e v e l o p m e n t . 

I t i s w o r t h r e m e m b e r i n g tha t the two p r o p o s a l s do not 

n e c e s s a r i l y hang t oge the r . B N O C c o u l d lose i t s r o l e as 

s t a t u t o r y a d v i s e r to the G o v e r n m e n t and s t i l l r e t a i n m e m b e r s h i p 

of the o p e r a t i n g c o m m i t t e e i f advantage w e r e seen i n th i s c o u r s e , 

(b)	 P a r t i c i p a t i o n . A s s u m i n g at l e a s t some r e d u c t i o n i n B N O C ' s 

u p - s t r e a m r o l e , c o n t i n u a t i o n of the p a r t i c i p a t i o n a g r e e m e n t s 

i s c e n t r a l to a con t inued t r a d i n g r o l e f o r B N O C . I t i s a r g u e d 

that t h i s t r a d i n g r o l e g ives the G o v e r n m e n t g r e a t e r c o n t r o l o v e r 

the d i s p o s i t i o n of o i l i n an e m e r g e n c y . Y o u r own v i ew so f a r 

has been aga ins t c o n t i n u i n g the p a r t i c i p a t i o n a g r e e m e n t s . I t 

i s a l s o r e l e v a n t tha t the way i n w h i c h they w e r e ob ta ined was 

d o u b t f u l l y l e g a l under C o m m u n i t y L a w : a l t hough i n p r a c t i c e 

i t hag n e v e r been a t t a c k e d . H o w e v e r , the m a j o r i t y o f the 

M i n i s t e r s c o n s u l t e d (no tab ly the C h a n c e l l o r , the S e c r e t a r y of 

State f o r E n e r g y and I t h i n k a l so the L o r d P r i v y Seal) t h i n k th i s 

f u n c t i o n shou ld c o n t i n u e . I n c i d e n t l y , a l t hough i t i s a l l e g e d tha t 

BNOC has compounded o u r o i l supply d i f f i c u l t i e s by e x c e s s i v e 

e x p o r t of o i l , B P e x p o r t e d h a l f as m u c h aga in i n the f i r s t h a l f 

of 1979. A n d B N O C , u n l i k e B P , has r a p i d l y unwound i t s e x p o r t 

c o m m i t m e n t s , e n t e r e d in to e a r l i e r i n the i n t e r e s t s of ge t t i ng the 

bes t p r i c e f o r the T r e a s u r y , 

(c)	 U p s t r e a m . I t i s c o m m o n g r o u n d that some a t l e a s t of the 

u p s t r e a m equ i ty i n t e r e s t s should be so ld : the q u e s t i o n i s one 

o f d e g r e e . M r  . H o w e l l a rgues tha t to go too f a r w i l l e m a s c u l a t e 

the C o r p o r a t i o n . I t w i l l no l o n g e r be a c r e d i b l e t r a d i n g p a r t n e r . 
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T h e r e i s a case, w h i c h the F o r e i g n and C o m m o n w e a l t h S e c r e t a r y 

m i g h t have dep loyed w e r e he p r e s e n t , f o r r e t a i n i n g some 

e x p l o r a t i o n and d e v e l o p m e n t c a p a c i t y f o r ' s t r a t e g i c ' pu rposes ­

e. g. to b l o c k F r e n c h a m b i t i o n s i n the d i s p u t e d South W e s t e r n 

app roaches , o r to e x p l o r e and then s t e r i l i z e p r o s p e c t i v e o i l f i e l d s 

i n the i n t e r e s t s of d e p l e t i o n p o l i c y . These a r g u m e n t s w o u l d 

p o i n t a g a i n s t a b l o c k sale to B P . I n a d d i t i o n , some of y o u r 

co l l eagues m a y doubt w h e t h e r B P c o u l d o r w o u l d p l a y th i s 

' chosen i n s t r u m e n t ' p a r t . To do so w o u l d c a r r y some r i s k to 

i t s c r e d i b i l i t y as an independen t m u l t i - n a t i o n a l and the company 

has a l w a y s fought shy of i d e n t i f i c a t i o n w i t h the B r i t i s h 

G o v e r n m e n t . M o r e o v e r m e m b e r s h i p of the E E C r u l e s out o v e r t 

d i r e c t i o n of B P on o i l supp ly qu i t e a p a r t f r o m the G o v e r n m e n t ' s 

s e l f - d e n y i n g o r d i n a n c e i n the shape of t h e B r a d b u r y / B r i d g e s 

c o r r e s p o n d e n c e . 

I t	 should now be p o s s i b l e to r e a c h a f i n a l d e c i s i o n on these th ree p o i n t s , 

i n o r d e r to a l l a y u n c e r t a i n t i e s and a l l o w p l a n n i n g to go f o r w a r d . In 

tha t case , a n u m b e r of s econda ry po in t s a r i s e : ­

(d)	 E s t a b l i s h m e n t of a S u b s i d i a r y C o m p a n y . M r . H o w e l l p r o p o s e s 

t h i s (minu te of 18th J u l y ) and the C h a n c e l l o r sees no s e r i o u s 

d i f f i c u l t y (19th J u l y ) . I t was o r i g i n a l l y p r o p o s e d as a f i r s t step 

t o w a r d s the i n t r o d u c t i o n of p r i v a t e c a p i t a l . I t w o u l d go e q u a l l y 

w e l l w i t h a b l o c k sale to B P (a l though i t w o u l d not he lp w i t h the 

' p r e - e m p t i o n ' p r o b l e m - see b e l o w ) . I t w o u l d not f a c i l i t a t e , 

and m i g h t s l i g h t l y c o m p l i c a t e , the task of a p a r t i a l d i s p o s a l : 

a l t h o u g h p r e s u m a b l y a s u b s i d i a r y c o m p a n y c o u l d j u s t as e a s i l y 

s e l l a l i m i t e d n u m b e r of asse ts as c o u l d the p a r e n t c o r p o r a t i o n . 

(e)	 The C h a i r m a n . L o r d K e a r t o n has made i t c l e a r that he wan t s to 

go q u i c k l y . A n y p o t e n t i a l s u c c e s s o r w i l l need to know the s ize 

of the j o b he i s t a k i n g o n . I t m a y a l so a f fec t the a p p r o p r i a t e 

l e v e l of s a l a r y . ( K e a r t o n does not d r a w h i s . ) I t w i l l no t be 

-3­



C O N F I D E N T I A L 

p o s s i b l e to announce a new c h a i r m a n be fo re the Recess : bu t 

e a r l y steps should be taken about s e l e c t i o n . Y o u m a y wan t to 

pu r sue	 th i s s e p a r a t e l y a f t e r the m e e t i n g , 

(f)	 P u b l i c A n n o u n c e m e n t . I f a g r e e m e n t can be r eached on the m a i n 

po in t s above , t h e r e i s e v e r y advantage announc ing i t e a r l y . I t 

w o u l d he lp w i t h the p r e s e n t a t i o n of the s i x t h round d e c i s i o n - see 

b e l o w . I t w o u l d a l s o p r o v i d e a f r a m e w o r k f o r the d i s p o s a l s 

package . B u t - on the A t t o r n e y ' s adv ice - i t w i l l be i m p o r t a n t 

no t to announce i n advance the d e s t i n a t i o n of the asse t s . 

( i i )	 S i x t h Round L i c e n s e s . I f B N O C i s to have no m a j o r c o n t i n u i n g u p s t r e a m 

r o l e , i t i s c o m m o n g r o u n d tha t i t need not be g i v e n any f u r t h e r 

l i c e n s e s - a t l e a s t a t p r e s e n t . The p r e f e r r e d o p t i o n i s t h e r e f o r e to 

g r a n t the s i x t h round l i c e n s e s w h i c h have a l r e a d y been a l l o c a t e d i n 

p r i n c i p l e ; to l e t B N O C take up t e m p o r a r i l y the r i g h t s w h i c h these 

l i c e n s e s g r a n t t h e m (because t h i s i s the bas i s on w h i c h a p p l i c a t i o n s 

have been m a d e , and the A t t o r n e y adv i se s tha t to change t h e m at t h i s 

l a te stage w o u l d i n v o l v e r e t r o s p e c t i o n ) and to d i s en t ang le B N O C f r o m 

each l i c e n s e s e p a r a t e l v as soon as p o s s i b l e t h e r e a f t e r . The 

C h a n c e l l o r , the S e c r e t a r y of State f o r E n e r g y and the A t t o r n e y a l l 

p r e f e r t h i s c o u r s e , jj The a l t e r n a t i v e w o u l d have been to h o l d up the 

a l l o c a t i o n of th i s e x t r a l i c e n s e s , a t some r i s k o f d e l a y to the d e v e l o p ­

m e n t of the N o r t h Sea. B u t a l l o c a t i o n i n t h i s w a y i n v o l v e s some 

e x p l a n a t i o n o f why B N O C i s s t i l l i n v o l v e d . I t m i g h t be p o s s i b l e to 

make a h o l d i n g s t a t emen t , tha t B N O C ' s fu tu re r o l e was s t i l l u n d e r 

c o n s i d e r a t i o n : but i t m i g h t e q u a l l y be p r e f e r a b l e to pu t t h i s i n t o a 

b r o a d e r con t ex t by announc ing d e c i s i o n s on the fu tu re of the 

C o r p o r a t i o n - as above , No d e c i s i o n need be taken o r announced a t 

t h i s stage about the seventh r o u n d , w h i c h M r . H o w e l l m e n t i o n s 

(18th J u l y ) : th i s w i l l r a i s e i m p o r t a n t ques t ions of d e p l e t i o n p o l i c y to 

w h i c h the C o m m i t t e e shou ld r e t u r n i n the a u t u m n . S i m i l a r l y h i s 

r eques t i n a separa te m i n u t e to you of 20th J u l y to announce a new 

a p p r o a c h to l i c e n s i n g p o l i c y shou ld a w a i t the C o m m i t t e e ' s c o n s i d e r a ­

t i o n of d e p l e t i o n s t r a t e g y . 
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Disposal. There are, as the Chancellor says in his minute of 

20th July, three packages available, though they overlap to a degree 

(e. g. even f u l l disposal to BP leaves a gap to be covered by the sale 

of BP shares i f the f u l l £1 b i l l i o n is to be obtained), 


(a)	 Complete Disposal to BP. Sir David Steel has told you that he 

is prepared to buy the lot. He would like to do so by taking 

up shares in a subsidiary. But this may have been based on 

mistaken advice. The Attorney General (letter of 20th July) 

does not believe this w i l l help resolve the 'pre-emption' 

problem. There seems l i t t l e alternative to negotiating away 

separately the existing rights of some 35 partners, some of 

whom may very well object to an enlarged role for BP. 

(Paradoxically, they prefer the less-powerful BNOC as a 

partner). There would be d i f f i c u l t problems of valuation, 

though these are not unprecedented. Some f o r m of reference 

to independent a r b i t r a t i o n might be necessary. The net yield 

could well be less than the purchase price, because of the 

need to net off the Government's share of any future rights issue 

alternatively, the Government would prejudice its ultimate 

control of BP. The net benefit to the PSBR might be smaller 

s t i l l , because of the effect on BP's tax l i a b i l i t i e s : these have 

yet to be worked out in detail. BP would require a formal 

reaffirmation of the 'Bradbury/Bridges' relationship, which 

would be publicly d i f f i c u l t to reconcile with the continued control 

over disposal of o i l . It might not be possible to complete the 

transaction in the present financial year: but the 'seminar' 

thought that provided the deal were agreed i n principle, and a 

substantial down-payment made, this need not necessarily 

matte r. 




C O N F I D E N T I A L 

(b)	 The s m a l l e r d i s p o s a l package . The f i e l d s i n v o l v e d , i n o r d e r of 

p r e f e r e n c e , a r e V i k i n g , S t a t j f o r d , D u n l i n , M u r c h i s o n & N i n i a n 

(o r p a r t ) . The A t t o r n e y has c o n f i r m e d that a l l of these r a i s e 

' p r e - e m p t i o n ' p r o b l e m s . ( In the case of N i n i a n , these do no t 

a r i s e i f the d i s p o s a l i s p a r t of a t o t a l package : bu t tha t does 

no t he lp m u c h ) . S t i l l , the chances of n e g o t i a t i n g ones way out 

of the l i m i t e d n u m b e r of a g r e e m e n t s i n a l i m i t e d t i m e m u s t be 

b e t t e r than tha t of the t o t a l package . Y o u m i g h t a s k w h e t h e r 

c r e a t i o n of a s u b s i d i a r y c o m p a n y w o u l d make th i s rou te any 

m o r e d i f f i c u l t ? ( P r o b a b l y n o t ) . M r . H o w e l l w i l l a l so a rgue 

tha t d i s p o s a l on t h i s sca le , w h i l e s t i l l l e a v i n g B N O C w i t h 

u p s t r e a m l i a b i l i t i e s , w i l l t u r n i t i n t o a l o s s - m a k e r . T h i s i s a 

q u e s t i o n of t i m i n g , no t of subs tance: H e r M a j e s t y ' s G o v e r n m e n t 

w o u l d be b r i n g i n g f o r w a r d , i n the f o r m o f a c a p i t a l p a y m e n t , the 

fu tu re cash f l o w f r o m the f i e l d s d i sposed of: the ' l o s s e s ' w o u l d 

i n f a c t be B N O C ' s share of fu tu re i n v e s t m e n t i n i t s con t inued 

f i e l d s , w h i c h w o u l d i n due cou r se y i e l d a d d i t i o n a l r evenue . In 

any case , h i s o b j e c t i o n app l i e s w i t h m u c h l e s s f o r c e to the sale 

by BGC of W y t c h F a r m ; you m i g h t t r y to r e i n s t a t e t h i s i n the 

s m a l l e r package . He has a r g u e d tha t B P do no t wan t i t ( f o r 

f ea r o f c o m p l i c a t i n g t h e i r r e l a t i o n s w i t h B G C ) but t he re i s no 

r ea son w h y She l l shou ld not take i t on: o r i t be so ld to a c i t y 

c o n s o r t i u m e s t a b l i s h e d f o r the p u r p o s e . 

E i t h e r	 c o u r s e needs l e g i s l a t i o n . The C o m m i t t e e shou ld t h e r e f o r e 

c o n f i r m p o l i c y a p p r o v a l f o r s t a t u t o r y p o w e r s to d i r e c t B N O C to d i v e s t 

i t s e l f of s u b s t a n t i a l p a r t s of i t s a s se t s . These c lauses can be added to 

the I n d u s t r y B i l l , be ing i n t r o d u c e d s h o r t l y a f t e r the Recess . No such 

p o w e r s a r e needed to d i r e c t BGC to s e l l W y t c h F a r m . 
c ­

( i v )	 B P Shares . E v e n i f the d e c i s i o n has been to r i s k the 'who le hog ' sale to 

B P , t he re w i l l s t i l l be a s h o r t - f a l l on the C h a n c e l l o r ' s o r i g i n a l 

£ 1, 000 m i l l i o n . Y o u w i l l no t wan t to take a f i n a l d e c i s i o n a t t h i s stage 

on the ex ten t of the sale of B P shares w h i c h m a y be needed. E q u a l l y , 
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you w i l l	 no t wan t , I sugges t , to l e t the chance of s e l l i n g B P shares go 

by de fau l t . The Bank of E n g l a n d adv ice i s tha t even a p a r t i a l sale of 

the p r e s e n t B P h o l d i n g w i l l get a b e t t e r p r i c e i f p a y m e n t i s r e c e i v e d i n 

two t r a n c h e s at 3 - m o n t h i n t e r v a l s . L e a v i n g some m a r g i n f o r m a r k e t 

m a n o e u v r e , the l a t e s t date f o r the of fe r i s t h e r e f o r e about e n d - O c t o b e r : 

and s e v e r a l w e e k s ' p r e p a r a t i o n a r e i n v o l v e d . You m i g h t be p r e p a r e d 

to a u t h o r i s e the C h a n c e l l o r to p r o c e e d , so f a r as can be done w i t h o u t 

p u b l i c d i s c l o s u r e , w i t h the p r e p a r a t i o n f o r such a sa le . T h e r e a r e 

then a n u m b e r of s u b s i d i a r y ques t i ons , about the a l l o c a t i o n to e x i s t i n g 

e m p l o y e e s and to s m a l l s h a r e h o l d e r s , w h i c h c o u l d be l e f t to h i m and 

the F i n a n c i a l S e c r e t a r y : the C o m m i t t e e ' s g e n e r a l i n t e n t i o n s on these 

po in t s a r e a l r e a d y w e l l k n o w n . I f n e c e s s a r y , t h i s C o m m i t t e e , o r 

E ( D L ) c o u l d l o o k aga in a t any r e m a i n i n g p r o b l e m s (e. g. sales to 

f o r e i g n	 i n v e s t o r s ) i n S e p t e m b e r , be fo re any p u b l i c a c t i o n i s needed. 

You w i l l	 wan t to r e s e r v e the f i n a l d e c i s i o n on the sale f o r y o u r own 

c o n s i d e r a t i o n . 

5. I	 suggest you a i m to r e c o r d c o n c l u s i o n s on the f o u r m a i n po in t s a b o v e : ­

(a)	 The fu tu re r o l e o f the C o r p o r a t i o n , i n c l u d i n g i t s a d v i s o r y r o l e , i t s 

p a r t i c i p a t i o n / t r a d i n g r o l e ; and the ex ten t of i t s u p s t r e a m i n v o l v e m e n t ; 

the c r e a t i o n of i t s s u b s i d i a r y company ; the s e l e c t i o n of a new c h a i r m a n 

and a need f o r a s t a t emen t . 

(b)	 S ix th r ound : w h e t h e r o r not to go ahead w i t h the p r e s e n t a l l o c a t i o n , 

and wha t s o r t of announcemen t to m a k e . 

(c)	 Disposal- : w h e t h e r to go by the "sa le to B P " r o u t e , o r w i t h the s m a l l e r 

package , and i f so, the con ten t of a s m a l l e r packe t ; i n e i t h e r case, 

c o n f i r m i n g p o l i c y a p p r o v a l f o r l e g i s l a t i o n 

(d)	 K e e p i n g open the o p t i o n of s e l l i n g B P shares by i n s t r u c t i n g the 

C h a n c e l l o r to p r o c e e d w i t h p r e p a r a t i o n s f o r a p o s s i b l e s a l e . 

i v y 
( John H u n t ) 

2 3 r d J u l y , 1979 


