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CABINET
MINISTERIAL COMMITTEE ON ECONOMIC STRATEGY

BNOC DISPOSALS

Memorandum by the Secretary of State for Energy

At E Committee 5th meeting I was asked to arrange in consultation with
BNOC, BGC and BP for the sale of assets realising a net £400m in
1979/80.

2 As T have indicated at previous discussions and in correspondence
Ido not propose to seek to achieve any disposals from BGC in 1979/80.
Yy reasons for this are:

(1) From preliminary soundings of BGC it is quite clear that any
attempt to induce it to sell oil assets this year would meet with
Strong opposition.

(ii) Thus even a limited disposal operation would call for a
'ﬁl‘ECtion, which would be fiercely contested.

fig) Without the willing cooperation of BGC there is no prospect
o 8chieving any disposals in 1979/80.
(iv)

) It is not sensible to embark on what would be a major row
"ith BGC with the prospect of an extremely difficult winter for gas
Mhlies calling for the utmost cooperation from BGC.

(v)
Yongn wh

It would make no sense to sell Wytch Farm at this precise
en its valuation is so uncertain.
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fore sets out the ways in which P

% This paper there :
3 and the alternative waﬂlght be

realised by disposing of BNOC assets,

a similar benefit to the PSBR might be achieved.

BNOC's Position ) A
4 I have had & number of discussions with BNOC,

(1) it regards any disposal as a bad business decisiop
not expect to realise values reflecting the very large cagp

will accrue to these assets in future years.

(11) the full values of these assets can only be realised it ¢,

field of purchasers is unrestricted and there is no fixed deadline,

particular BNOC would have serious reservations about accepting a

depressed offer from a nominated British purchaser; and would reqin;

direction to establish that the financial responsibility for sucha
deal rested with the Government.

A possible package

Se From my discussions with BNOC I consider that £400m could be
raised by asset disposals as follows:

(i) BNOC's gas interests in the Viking area:
(a) Gas already contracted to BGC is estimated 85
worth £65m.

(b) There are significant quantities of gas (3 #
uncontracted to BGC)in nearby accumulations, which €%
be produced through the Viking facilities. If €
were willing to contract for this gas at the samé
as for Brent gas, these assets might be worth £798: .
(c) Other proven uncontracted gas produciblé thrz: £15:
Shell's existing facilities, on the same pasis WOFHE==

(as yet

prids

t 18
It makes sense for BNOC to dispose of its gas interegts'trancf"dgas
however highly unlikely that the full value of the l'l{l:,:::’1:0"-fi""i i

can be realised by 31 March 1980. ~ Clearly we would ¥

2.
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iy My, |

; ; i I thlnk cOllea.
should be aware of two important points which BNOC hag emphsisedtm
0 py

y as it dUS: i
inflows Wi
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hich allowed for a windfall
I am pursuing this with

he gas, 1 suggest we need
ts.

“‘n on SY )
given that BGC will E.nyway be buylng &

7;: jpsist on @ British buyer for thege gege

psequent sale of the €as to Bgo

BNOC's interest in Statfjorg - esti

m
ue this at £250 - £300m), ated value £250m.

This has been chosen because

0/81 and 1982/83 is insignificant.
Z a;tively interested, but suggest
S from elsew, i i

ueign companies — but with the clear understand?rexgeb::;i::l:f ik

g BNOC that if BP is prepared to offer a competitive price itrvsvjll‘fes
o to EP. Gulf and Conoco will anyway have to be involved as they have
fgts of first refusal to this asset under their partnership with

mc. It might be advantageous to bring in an independent valuer in the
ant that agreement cannot be reached on price and to protect us from
sticism that we had let the asset go too cheaply.

ould want this to go to BP, who i
18t BNOC is encouraged to invite bi

iii) The above assets between them should, given time, realise
“full £400m. I have discussed with Lord Kearton what other asset

& v.lould sell if the £400m target could not otherwise be met and he has
Hicateq Dunlin, although with great reluctance. This could realise

& Ps:; Iilave made our best assessment of the consequential effects on
m"“eque 10 subsequent years from tax and loss of net revem.xes. Tax
U ayg, NCes will not materialise until 1980/81 at the earliest, and

¢t effects will depend on the method of sale and on the purchaser.

Q
tabe below notes the loss of net revenues in the 3 years 1980/81 to

LY ;
% and the estimated maximum tax at risk, OVer the same period:
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gisposal to the private sector at a ppice "hich allowed for a windrall
gain on subsequent sale of the gag %0 BGC. T ap Pursuing this with

he gas, 1 suggest we need
ts.

gec. Given that BGC will anyway be buying t
pot insist on a British buyer fop these agse

(ii) BNOC's interest in Statfjord -

estimated valye £250m.
(BNOC value this at £250 - £300m).

This hag been chosen because
0/81 and 1982/83 i insignificant,
S actively interested, but suggest
ids from elsewhere including

(i11) The above assets between them should, given time, realise
the full £400m. T have discussed with Lord Kearton what other asset
fe would sell if the £400m target could not otherwise be met and he has
Indicateq Dunlin, although with great reluctance.

{50 - £170m.

This could realise

b We have made our best assessment of the consequential effects on
"¢ PSBR in subsequent years from tax and loss of net revenues. Tax
“Msequences will not materialise until 1980/81 at the earliest, and

the &xact effects will depend on the method of sale and on the purchaser.
Te tape below notes the loss of net revenues in the 3 years 1980/81 to
]982/83 and the estimated maximum tax at risk, over the same period:
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£m.

. Loss of Cash flow
Asset Veluation R ny
70
Viking 22(5) nil 30
e e &
Dunlin 160 30

The valuations placed on these assets are bused gy the
ESSUm
Dty

t any constraints on the sales, elther With regard f5itis
e negotiations or prices. A

¥
tha

purchasers do not prejudic We cannoy ey,

this because:

(i) the process of negotiating sales is complex and tig
Oty

(Annex I illustrates this). It may not prove practicable fop BOG ¢,
complete the necessary deals by 31 March. In particular the realigsy,
of the full value of the gas interests will not be possible in this

timescale. Some flexibility on timing is therefore essential,

(ii) confining buyers to a narrow group of British purchasers
against a fixed and tight deadline is bound to depress prices.

8. It is hardly possible to speed up the process of disposel by
resorting to outside help. BNOC with its experience of this sort of
transaction will be in the best position to push sales through as g
as possible; any outsider (e.g. an independent arbitrator, or merchet
bank) would almost certainly require more time to familiarise himsel!
with the situation. This underlines the need for BNOC's cooperstit:
There is a risk that we might not get this if the constraints oB
timetable and purchaser make the £400m unattainable without al%
selling Dunlin. In this situation the whole timetable could be s'?;’
set-back if BNOC would not proceed without a specific direction-.
would mean no progress until passage of the Industry Bill wd
unlikely before end January at the earliest. This rein
for flexibility as to timetable and purchasers.

e

forces the ©




W’l
I am gatisfied from discussions I have had with BP that it is
;tentially interested in all the assets mentioned in paragraph 5.

ther_form of asset disposal
Ano

0, A possibility which I have asked my Department and BNOC to

pursue is the selling of BNOC's oil forward in such a way as to bring
receipts into 1979/80 and assist the PSBR. This idea could also apply
to HIG's Royalty oil. Under the arrangements that we are examining

+il (vhether BNOC's or the Government 's) would be sold on a forward
pasis to British refiners. The purchasers would be committed to pay on
March 31st 1980 for a minimum of one year's future oil supply. The
gcheme could possibly be structured to bring in advance payments for
more than a year ahead. Treasury and my Department need to examine the
scheme in detail, and to consider the full PSBR implications. But at
first sight it would appear that this could help the PSBR in 1979/80,
(especially if BNOC were the vendor and on a normal commercial

basis). The scheme does not suffer from the inevitable disadvantages
of outright asset disposals (loss of cash flow and tax), and could

thus act as a cushion in 1979/80 in the event our asset disposal
Programme cannot be achieved in time without seriously prejudicing

our negotiating position; it could also avoid some of the inevitable
disadVantages of outright asset sales.

Mternatives to asset disposals
114

! Various possibilities have emerged for private sector
HVestment in BNOC's operations, mainly as alternatives to outright

asset sales, but which could also have the effect of introducing
Private capital into the Corporation. These include:

(1)

es receipts in

Notes linked in some way to eventual sal
suitable

i exploration and production interests of BNOC -
"Stitutional investors.

5.

x5 4 AR
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s entitling the holder to a share of the rede
ny,

(ii) bond . ;
identified established production interests - suitable fq, sm:i R
investors.

(iii) equity in a subsidiary company. (In line wjgp our {p4
thinking). Ty

Wider public ownership of BNOC

12. I will be urgently drawing up proposals to my coiklsaginn &

new capital structure for BNOC which will allow for the i“troduCt?rz

and the ideas referred to in paragraph 1 g oy
an

of private capital,
(Even if acceptable on Policy goung

be considered in this context.
they could not be implemented in time to have an effect on the

1979/80 PSBR). As my colleagues kmow I attach great importance 1o
widening the ownership of BNOC and if possible to provide an opporfs:
for the public as a whole to have a stake. My objective will be o}
this in a way which helps to reduce the PSBR, when we have passed i

necessary legislation to reform BNOC.

Conclusions

13. (1) £400 million could be realised by sale of BNOC's

Viking and other gas field interests and its interest in Statf jord.
a flexible ap¥
March
asersu"

((B519) To achieve the best prices we should adopt
to both purchasers and timetable. Completion of sales by 31
may not be achievable. We should aim to secure British purch
particular BP in the case of Statfjord.

it
+ne PSBR in 1979/80 &1 €

(iii) Selling oil forward may assist
us greater flexibility in our programme of asset disposal. 4
for’
(iv) It is important that BNOC's future capital Stmcwr:icn #
w

upstream operations should be settled quickly and i posalg‘«’
te pro

allow private participation. I shall be making Seper®
this.

I invite my colleagues to agree that I sh

;ééve pasis.

JEPARTMENT OF ENERGY
7 SEPTEMBER 1979
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ould proceed on the

D.A.R.H.
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ANNEX T
N NEGOTIATING SALES

gops NEEED
5

; e 4isposing of any assets it will be necessary:
@) o jdentify potential purchasers
y ive them time to assimilate the v i i i
(11) gzngtax voa fineteinds oot o and, endors information, their
..:) to negotiate the best possible deal from g i
(111) B osaers. mong those possible
e tial purchasers will, at i

gdition, poten - I » @t some stage, require th
onpgrtunity to evaluate in detail (e.g. reservoir engineegs' repogt)
tge assets being acquired, togetther with such experts, accountants
V1 lawyers as they may require. The pre-emption provisions which

1y in both v]_}'(lng and Stgtfaord, w;ll, themselves, necessitate either
nesotiating a waiver or a tlme—consumn_lg process of going through the
strict requirements of tr}e agreements involving reaching agreement
yith purchaser and offering first refusal to partner.

2) Any transaction involving assets such as this, will have a

complex structure to take account of taxation considerations,

(both corporation tax and Petroleum Revenue Tax - the latter gives
particular problems in the case of producing interest and causes
lengthy delays because the assets to be disposed must remain
"aggociated" during the remainder of PRT periods which end on

30th June and 31st December). Both stamp duty and VAT considerations
elso impose complications.

3) Financing considerations will apply to both the Vendor and
potential purchasers. So far as BNOC, as Vendor, is concerned, a
disposal of material interests in its present fields will necessitate
renegotiations with the Brit0il banking consortium. Thig particular
legotiation may become difficult or, indeed, impossible if taken in
sdvance of negotiations to resolve what is to replace the NOA arrange-
Gtents. So far as the purchaser is concerned, transactions of this
Begnitude may necessitate forming banking syndicates or, indeed,
issuing or placing in the market securities to produce cash for the
Purchaser. SEC registration is likely (eg BP) imposing further delays
ad perhapg bringing a prior investigation by the rating agencies.

4) Various consents will be required apart from the Brit0Oil banks:-

(1) PSP consents ;

((11) 0il Taxation Office Clearances
l?l) Licence consents from SOS and licence partners,
(iv) consents of associated parties in pipelines,lgigigﬁlzﬁd
crude oil refining, and joint operating, exp
Other agreements or relationships.
2 i ination

2 In the case of Statfjord and Dunlin the Unit equity gizrexr::iﬁ tlne
. Dget-t‘) € finalised agd until this takes Place":ﬁ}::acomplex
letys; L€ and any contract in advance will MeCeRsC AN ater
redetegginegotiation of a formula to deal Ylglilffi:uities for negotiation.

Nations of units may provide equa

k eI CAITIAL - ‘74
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6) Investments in Viking or Sullom Voe pipeli
both in relation to ghelnecgﬁg terpyy

T a
acted Ptgﬁa“'

have to be protected,
and future entrants tO the system. .
N"‘

ence interests as opposed to the specirij
3 1c fiel
d

7) If lic ]
sold, complex formulae will need to be negotiat
interests in subsequent exploitation of noﬂ_fiegg £0 proge.teney,
reseI‘Ve Tve ol
8, anq [}

perhaps neighbouring acreage.

8) 0il, participation—type provisions wil
with purchasers, to gafeguard access to OiZlL need to pe Negoty
3 l&ted

its of all past costs, overhead allowan
ces and
S0

9) Full aud
to be carried out to verify estimates and net worth ‘
e corPOrag:hw

situations.




