
CONFIDENTIAL 


PRIME MINISTER 


BP/BNOC SUPPLY ARRANGEMENTS 


At your meeting on 28 November, Mr Laid l a w o f BP r a i s e d w i t h 

you t h e q u e s t i o n of t h e a l l e g e d f i n a n c i a l burden p l a c e d on BP 

by t h e i r o b l i g a t i o n t o supply BNOC w i t h h i g h cost f o r e i g n 

crudes. Your P r i v a t e S e c r e t a r y ' s l e t t e r o f 29 November re c o r d e d 

your wish t o c o n s i d e r t h e case f o r r e - o p e n i n g t h e arrangments 

concluded  i n p r i n c i p l e on 1 November t o see whether t h i s apparent 

f i n a n c i a l burden c o u l d be reduced. As I s a i d  i n my minute o f 

30 November, S i r David S t e e l has i n f a c t s i n c e c o n f i r m e d t h a t 

BP are not s e e k i n g t o re-open these arrangements. 


The e x i s t i n g s upply arrangements, the p o l i c y u n d e r l y i n g t h e new 

arrangement and a d e s c r i p t i o n o f i t s main f e a t u r e s are set out 


r 
i n t h e a t t a c h e d n o t e . Also a t t a c h e d a r e a copy of the P r i n c i p l e s 

o f U n d e r standing o f 1st November, the 1977 P a r t i c i p a t i o n 

Agreement and a note on BP's pr e s e n t supply p o s i t i o n . The 

P r i n c i p l e s are n o t a c o n t r a c t , b u t a document t o guide those 

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


As you know, 0D(E) has considered the EEC aspects of these 

P r i n c i p l e s and t h e A t t o r n e y General w i l l be a d v i s i n g on p o s s i b l e 

r i s k s under EEC law and how t h e c o n t r a c t u a l arrangements might 

best Be s t r u c t u r e d t o reduce these r i s k s . 


The o i l f l o w s on which Mr Laidlaw bases h i s comments a r i s e from 

t h e 1977 P a r t i c i p a t i o n Agreement under which BP s e l l s BNOC 51$ 

of i t s UKCS p r o d u c t i o n a t market p r i c e . At IP's i n s i s t e n c e an 

exchange arrangement was i n c l u d e d under which the company 

r e - a c q u i r e s a l a r g e p r o p o r t i o n o f the UKCS crude, which i  t wants 

f o r o p e r a t i o n a l reasons,  i n exchange f o r Middle E a s t e r n o i l o f 

equal v a l u e , w i t h volumes b e i n g a d j u s t e d t o take account o f 

q u a l i t y d i f f e r e n c e s . About 12 m. tonnes per year i s i n v o l v e d  i n 

t o t a l . 
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BP's r e a l d i f f i c u l t y a r i s e s not from the exchange arrangement 

w i t h BNOC - which i s f i n a n c i a l l y n e u t r a l f o r BP - but from BP's 

dram a t i c change o f f o r t u n e t h i s y ear i n r e s p e c t t o i t s o v e r a l l 

supply and demand ( d e t a i l s a t annex). I t i s the company's 

shortage of supply t o meet i t s commitments which i s f o r c i n g i t 

onto t h e spot market and Mr La i d l a w was disingenuous  i n 

a t t r i b u t i n g t h e cost o f a c q u i r i n g h i g h p r i c e d crudes w h o l l y t o 

the commitment t o BNOC. BP has, i n f a c t , t a k e n on new t h i r d 

p a r t y s upply commitments t h i s year t o Svenska Petroleum and Veba. 


I n 1979, the o n l y f o r e i g n crude BP has s u p p l i e d t o BNOC has 
been Kuwait crude a v a i l a b l e t o BP a t a modest d i s c o u n t f r o m t h e 
o f f i c i a l s e l l i n g p r i c e . T h i s supply w i l l c o n t i n u e a t l e a s t u n t i l 
t h e Kuwait c o n t r a c t t e r m i n a t e s i n A p r i l 1980, a t which p o i n t 
BP expect t o conclude a n o t h e r c o n t r a c t , a l b e i t f o r a reduced 
volume and p o s s i b l y w i t h o u t d i s c o u n t . BP should nonetheless 
t h e n s t i l  l have access t o s u f f i c i e n t q u a n t i t i e s o f non-UKCS 
crude a t or near o f f i c i a l s e l l i n g p r i c e t o cover t h e i r 
commitment t o BNOC as reduced by over h a l f under the new 
arrangements now agreed i n p r i n c i p l e . The exchange arrangements 
between BNOC and BP p r o v i d e (on BP's i n s i s t e n c e ) f o r exchanges 
t o t a k e p l a c e a t term p r i c e s , a p r o v i s i o n designed t o p r o t e c t 
BP's p o s i t i o n as a n e t s e l l e r a t a time when crude o i l spot p r i c e s 
were below term p r i c e s . I f  , however, BP were o b l i g e d t o purchase 
ter m s u p p l i e s from overseas which i n c l u d e d a p r o p o r t i o n b e a r i n g 
a premium which t h e y wished t o r o l l i n t o t h e o v e r a l l market 
p r i c e t o BNOC, t h i s would be a p o i n t which BNOC would be prepared 
t o c o n s i d e r i n t h e p r i c e n e g o t i a t i o n s . I f a d m i t t e d , t h i s c o s t 
would be passed on by BNOC t o i t  s customers. 

The new arrangements w i t h BP exhaust BNOC's supply c a p a c i t y i n 
1980 and l e a v e i t w i t h o n l y a l i m i t e d f l e x i b i l i t y i n 1981 . BNOC 
cannot plead f o r c e majeure t o j u s t i f y disengagement f r o m i t s 
c u r r e n t commitments i n o r d e r t o improve BP's i n t e r n a t i o n a l supply 
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p o s i t i o n f u r t h e r . One o f t h e m a j o r p u r p o s e s t o w h i c h BNOC 

has p u t i t s o i l i n 1930 a n d 1981 i s s e c u r i n g a r e d u c t i o n o f 

t h e p u b l i c s e c t o r b o r r o w i n g r e q u i r e m e n t b y f o r w a r d s a l e s . 

C o p i e s o f t h i s m i n u t e go t o t h e F o r e i g n S e c r e t a r y , t h e C h a n c e l l o r , 

t h e A t t o r n e y G e n e r a l a n d S i r R o b e r t A r m s t r o n g . 

SECRETARY OF STATE FOR ENERGY 

/  / December 1979 



ANNEX 


BP'S SUPPLY POSITION 


(as r e p o r t e d December, 1979). 


1980 m. tonnes 


Demand 


97 ••• ••• ••• of which 5 T h i r d P a r t y Sales 
(107 b e f o r e new arrangements 5 BNOC 

w i t h BNOC and r e s a l e o f 87 A f f i l i a t e s (67 
r o y a l t y o i l ) a f f i l i a t e s o t h e r 

than BP O i l ) 

Supply 


UK 27 

I r a n ) 
 10 - 32 
Kuwait ) 

I r a q 2 

Other P e r s i a n G u l f 10 

Norway 0 . 5 


T o t a l Term Supplies 49.5 - 71.5 

A n t i c i p a t e d Product 

Purchases 5 - 6 

T o t a l 54.5 - 77.5 

D e f i c i t 19.5 - 42.5 


I n 1979 BP has bought about 14m tonnes o f spot crude o r p r o d u c t . 

S i m i l a r purchases may be made i n 1980, or BP may e l e c t t o reduce 

business where the i n c r e m e n t a l s u p p l y c o s t cannot be re c o v e r e d i n 

the market. 



