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To : M R L A N K E S T y E R 


F r o m : SIR K E N N E U H B E R R I L L 


O i l Suppl i es 

1. On 31 ̂ /fay I minuted M r Stowe on the subject of o i l supp l i es to the 

Un i t ed K i n g d o m economy over the coming w in t e r . You to ld me that the 

P r i m e M i n i s t e r had r a i s e d two ques t ions : 

(i) What l e ve rage could the U K Gove rnmen t exer t on the p r i va t e 

mu l t i na t i ona l o i l c o m p a n i e s ? 

(ii) What powers d id B N O C poss e s s over o i l supp l i es and what would 

be invo l ved in B N O C exe r t ing those p o w e r s ? 

In what fo l lows I sha l l at tempt to answer those two ques t ions . I r eg re t 

that the a n s w e r s m u s t of n e c e s s i t y go into some de ta i l . 

H M G L e v e r a g e over M u l t i n a t i o n a l O i l Compan i e s 

2. Re l a t i ons between Governments and o i l companies have much in common 

w i th a game of poker - and th is is e s p e c i a l l y so when supp l i es a re shor t 

and a l l count r i es a re s t rugg l ing for favourable t r ea tment . The p r e s s u r e 

cannot be too overt or the E E C C o m m i s s i o n w i l l step in (as they a l r e a d y 

have on the U K c l a i m that we have the power to r e q u i r e that o i l f r o m the 

U K Cont inenta l Shelf be f i r s t landed in the U K ) . The F r e n c h Gove rnment 

i s p a r t i c u l a r l y adept at this game of poker and they make fu l l use of the i r 

State c on t r o l l ed company E L  F /Aqui ta ine . We in the U K have not done 

badly. A l l the p a r t i c i p a t i o n ag reements we re negot iated ' v o l u n t a r i l y ' and 

though the C o m m i s s i o n may a rgue , the o i l companies have not p ro t es t ed 

aga ins t our ' l and ing r e q u i r e m e n t s ' nor our ' expec ta t i on ' that o i l companies 

w i l l not c o m m i t subs tan t i a l quant i t i es of N o r t h Sea c rude m o r e than 2 y e a r s 

ahead. 
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3. The fact is that a U K Gove rnment , i f i t has the p o l i t i c a l w i l l , can 

exer t c ons ide rab l e d i s c r e e t p r e s s u r e on an o i l company because it can 

inf luence that company ' s opera t ions in the N o r t h Sea. The powers cove r 

the i s sue of future exp l o ra t i on l i c e n c e s , the grant ing of deve lopment 

consents , app rova l of p roduc t i on l e v e l s , the extent of gas f l a r i n g , etc. 

The Depar tment of E n e r g y cou ld , i f it we re so i n s t r u c t e d , take a v e ry 

l ong t ime examin ing the enormous amount of t e c h n i c a l de ta i l wh i ch a 

company has to supply to it and just be v e r y s low in coming to c onc lus i ons . 

F o r these compan i e s , t ime i s money . 

4. The consu l ta t i on a r r a n g e m e n t s under the P a r t i c i p a t i o n A g r e e m e n t s 

p rov ide r ead i l y a va i l ab l e f o ra for the Gove rnment d i s c r e e t l y to make i t s 

w ishes known and for the companies to r espond . The companies cou ld , 

if they so w i s h , exer t a p re f e r ence for the U K without fear of ef fect ive 

detect ion and r e c r i m i n a t i o n by our p a r t n e r s . The r e i s no doubt that the 

F r e n c h w i l l be l ean ing heav i l y on them at th i s moment and that it w i l l be 

e x t r eme l y d i f f i cu l t for us to p rove d i s c r i m i n a t i o n in favour of F r a n c e . 

B N O C ' s c o n t r o l over o i l supp l i es 

5. U K o i l demand i s c u r r e n t l y near 2 m . b a r r e l s pe r day (approaching 

100m. tons a year ) . The at tached table g ives the f o r ecas t for B N O C ' s 

a c c e s s to o i l over the next 18 months . The f i gures a r e c omp l i c a t ed (and 

would be r educed i f pa r t s of B N O C were so ld off). The c omp l i c a t i ons a r e , 

in a way, he lp fu l , in that they make i t d i f f i cu l t for o u t s i d e o b s e r v e r s 

( inc lud ing the C o m m i s s i o n ) to m o n i t o r jus t what i s going on. But the 

gene ra l p i c tu r e i s of (a) a doubl ing of B N O C a c c e s s to crude o i l over the 

p e r i od ; and (b) the ra t i o of ' B N O C o i l 1 to U K total consumpt ion r i s i n g to 

a round 40 per cent by end 1980. T h i s o i l i s not a l l f r ee l y i n B N O C hands. 

(a) The bottom l i n e of the table shows the ' sa l e back ' ag reement to She l l , 

E s s o , M o b i l and Texaco . A t the end of 1980 th is sale back o i l w i l l be 14 per 

cent of U K consumpt ion . Th i s o i l i s a l l sa fe ly ' U K u s e ' . B N O C is ob l iged 
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to s e l l th is o i l to the four companies p r o v i d ed they use both the B N O C o i l 

and the i r own 49 pe r cent share of the o i l f i e l d s in quest ion to he lp supply 

the U K m a r k e t . 

(b) M o s t of the r e m a i n i n g B N O C crude i s so ld to companies on f o r w a r d 

c on t r a c t s . B N O C has no re f in ing capac i ty and has to make f o r w a r d a r r a n g e 

ments to d i spose of i t . The cu r r en t d i s t r i b u t i o n i s 35 per cent to the U K 

and 65 per cent ab road (35 pe r cent Eu rope and 25 per cent N o r t h A m e r i c a ) . 

Some of the f o r w a r d cont rac ts exp i r e th is month , and some in September , 

but the bulk a r e t i l l D e c e m b e r and B N O C would need to give 3 months not i ce 

i f i t d id not intend to renew. B N O C has , however , put a ' f o rce m a j e u r e ' 

c lause in a l l i ts cont rac ts wh ich e x p l i c i t l y gives the S e c r e t a r y of State for Ene r gy 

the power to r e q u i r e immed i a t e cance l l a t i on . G i v en the p resen t supply pos i t i on 

the e x e r c i s e by the S e c r e t a r y of State of such a r e q u i r e m e n t would be l i k e l y to 

exc i te i n t e rna t i ona l p ro t es t . But B N O C is confident that such a step would not 

be n e c e s s a r y . If the Gove rnment to ld B N O C to ensure that the great bulk of 

' B N O C o i l ' was re ta ined in B r i t a i n (or at l eas t an equivalent amount of l owe r 

qua l i ty c rudes r e q u i r e d for our own r e f i n e r y balance) th is could be ach i eved . 

In an t i c i pa t i on of t h i s , B N O C has taken some steps in i t s con t rac tua l nego t i a 

t ions - for example , t e l l i n g compan ies that the i r B N O C sa les cont rac ts may 

not be renewed i f equivalent vo lumes a r e not a va i l ab l e to the U K and by 

b i a s ing i t s con t rac ts p o l i c y towards U K s u b s i d i a r i e s of m u l t i n a t i o n a l o i l 

compan ies where the U K ' s powersof l e ve rage a r e po tent ia l l y g r ea t e r . 

6. I repeat , the r e l a t i onsh ip of Gove rnmen t s to m u l t i n a t i o n a l o i l compan ies 

i s v e r y m u c h a poker game. It i s a game where mos t of the ac t i on takes 

p lace d i s c r e e t l y and is incapab le of e x t e rna l m o n i t o r i n g . S ome of our 

ne i ghbours , e spe c i a l l y the F r e n c h , a r e experts at i t . Wi th N o r t h Sea o i l , 

B N O C , the p a r t i c i p a t i o n agreements , etc. , we go into th is poker game wi th 

v e r y s t rong ca rds - even if we may not be v e r y expe r i enced p l a y e r s . G i v en 

N o r t h Sea o i l , U K pub l i c op in ion w i l l expect to see adequate t r ea tment of the 

U K m a r k e t . Th i s can be ach i eved but the Depar tment of E n e r g y and B N O C would 

need to know what i s expected of them. 

7. I a m sending a copy of th is m inute to S i r John Hunt. 

5 June 1979 
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From the Private Secretary 

SIR KENNETH BERRILL 
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The P r i m e M i n i s t e r was g r a t e f u l f o r y o u r 

m i n u t e o f 1 Juu-e, and f o r y o u r f u r t h e r m i n u t e 

o f 5 J j j h e , orr a i l s u p p l i e s . I n t h e e v e n t , 

as you w i l l s e e , t h e P r i m e M i n i s t e r has d e c i d e d 

t o s e t up a C a b i n e t O f f i c e c h a i r e d Group 

t o l o o k a t t h e e n e r g y s u p p l y p r o s p e c t o v e r t h e 

n e x t t w e l v e months, and no doubt most o f t h e 

p o i n t s w h i c h you r a i s e d i n t h e s e m i n u t e s and 

i n t h e d r a f t l e t t e r w h i c h you p r o v i d e d w i l l 

be t a k e n up by t h e Group. 


I am s e n d i n g a copy o f t h i s m i n u t e t o 

M a r t i n V i l e ( C a b i n e t O f f i c e ) . 


^ o i A M K E S T E R 

6 June 1979 



