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I shall aim to secure the Board's help, and particularly their
technical help, in working out the proposals for the Corporation's
future, and I am keeping in close touch with Utiger for this purpose.

Generally I should add that the preparation of the necessary legislation
to give effect to our plans is a gatter of urgency. It will be a
complicated and difficult exercise and we need to settle the

framework as soon as possible.

I am copying to the Chancellor of the Exchequer. Officéials of
Treasury and of CPRS have joined in discussions with mine about the
proposals in Annex A but it is not an agreed paper, and as I have said
there are aspects which I am considering further- before consulting
colleagues. Should you feel that we are on the right lines on the
wider-ownership aspect then I would also value Cabinet Office and
Treasury co-operation in carrying through and presenting our

plans to the public in the most effective way.
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1% Colleagues agreed at E Committee on 11 September, that following
the decision not to proceed for the time being with BNOC asset
disposals, I would bring forward proposals for private sector parti-
cipation in BNOC's upstream operations.

2% This paper sets out the broad approzch which I propose to adopt
towards such participation. It deals with questions of policy
concerning structural relationships between the Govermment, BROC's
trading operation and its upstream operation. Once these are settled,
detailed privatisation plans can be prepared and a start made to

prepare legislation for introduction later this session.

Structural relationshins

My main objectives in a structural re-organisation are:-

to ensure maximum security of national oil supplies

by the best method available;

to achieve the widest possible spreaa of ownersilip by the

iti lic in BNOC's upstream operations, bearing in

npubllcC

=

mind effects on the PSBR (See Annex 1);

to ensure the continued development of a major British
0il company on the UK Continental Shelf, based on BNOC's
upstream operations;

to reduce the public sector.




These objectives require separation of the two operations so that

the Government may retain 100% control of the trading side, while
relinquishing a part of its stake in the upstream side. The former

- BNOC (Trading)- will be the existing public corporation; the latter
- BROC (Operating) - almost certainly a Companies Act company, in
which any public sector stake would be held by the public corporation.
(NB. I give these names for sake of convenience. BNOC (Operating)
might more suitably be given quite a different name e.g. British 0il
Exploration and Development Co., Ltd)., The dividend from this stake
could materially assist the public corporation to maintain proper

financial viability -~ despite the relatively high risk nature of its

trading operations,

Size of public sector stake in BNOC (Operating)

4. I believe there is clear advantage - both in terms of our
political commitment to the nation and to ensure commercial and
operational efficiency - in BNOC (Operating) being a free-standing
commercial company uneguivocally under private sector management and
control, Abnegation of public sector control will also bring substan-
tial benefits to the PSBR in the year of disposal from the proceeds

of privatisation although as Annex 1 shows there would be some losses

to the PSBR in later years.

Se A public stake of 51% or more would permit Government intervention
——

g
in the company's management and so wduld be inconsistent with this

e——
approzach, and a deterrent to private sector investment. I do not
N——————.

believe a BP-type formula on the lines of the Bradbury/Bridges letters

would alter this position since it is the long history of non-interven-

— =

tion rather than these letters in themselves which engenders investor




confidence in BP.

b% I therefore favour retention of %_}esser stake. A mingmum 25%

stake would be needed to block changes in the Memorandum or Articles
of Association of the Company. This would enable us to ensure that

the company maintains,as a2 primary objective, exploitation of the UKCS,
and thus would remain as a major British presence here, I therefore
recommend that at this stage we retain a 25% stake : it will be open

to us to dispose of the balance at a later stage if we so decide.

Government powers over BNOC (Tradinz) and BNOC (Operating)

g The rationale for retaining BNOC (Trading) is to be able to
EEEEEee——

improve the UK's security of oil supplies, and the emphasis should be

concentrated on this. Accordingly I recommend that the initial

activities of BNOC (Trading) should be essentially those of an oil

trader, and holder of the public sector stake in BNOC (Operating).

Any extension of these activities, upstream or downstream, should not
take place without my prior consent, and the powers of consent
currently afforded by the Petroleum and Submarine Pipe-lines Act 1975
should be widened accordingly. (NB. Colleagues will also wish to
note at Annex 2 certain EEC considerations I have also taken into

account in this connection).

8. I also recommend that we should take powers to control BNOC
(Trading)'s transactions in shares in the upstream subsidiary, both
—

to ensure that without the consent of Government its holding does

not fall below 25% and that it does not repurchase shares but has

the powers to take up rights issues.

9. These changes apart, I see no reason to change the Government's




®

relationship with BNOC (Trading) from that prescribed in the 1975 Act,
except to sever the connection with the National 0il Account, to
abolish the statutory advisory duty and perhaps to remove the statutory
obligation to have two Civil Service Members. (I suggest that this
should be a discretionary rather than mandatory matter, according to
the merits of the case).

10, I do not consider we should retzin powers over BNOC (Operating)
except indirectly through the exercise by BFOC (Trading) of its rights
as shareholder. A Government veto, or the right to appoint directors
would be inconsistent with the commercial indepence I envisage. But
the Government would appoint the initial Board (prior to privatisation)
and should ensure that any BNOC (Trading) appointees are subject to

Government approval.

Scope of BNOC (Overating)'s overations

11. I see no reason to impose any constraints on the scope of this
company's operations, apart from ensuring that its primary objective is
exploitation of the UKCS. There will of course need to be oil options

in favour of BNOC (Trading).

BNOC (Trading)'s access to BNOC (Operating)'s oil

12. The purpose of retaining full control over BNOC (Trading) is to
maximise our ability to influence BICC (Trading)'s disposal in the

national interest. This points to retention by BNOC (Trading) of the

maximum quantities of oil, and thus to rights over 100% of BNOC

(Operating)'s UKCS oil. On the other hand a commercial role for BIOC

(Operating) and successful privatisation demand ability to retain and

.




and products

(Operating) was able to retain » of its own UKCS oil,

companies, ld emphasize the private sector status
of BNOC (Operating) and so increase i attractiveness to investors
it would allow some ! g ;ons per annum in the early 1980's
reasonable basis for

downstream operation, but would

L Ax e " R R o T
Government and BNOC

and recommendations

approacn

> sector through BNOC (Trading) should retain

——
BNOC (Operating) of 25%;

/Yy

—

should be those provided 1in
Act 1975 , but my

upstream operations and

other than crude oil

BNOC (Operating) sh d not be subject to any constraints
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except 0il options to BNOC (Trading).

Goverrnment should have no special powers over BNOC
(Operating) but should have the power to approve
BNOC (Trading)'s appointees.

? -

Implications

seded to
to reform the National 0il Account
is completely severed (although the account itself will be retained
to handle royalty and licensing monies). I also intend to take the
opportunity of such legislation to make some tidying-up amendments to
the Petroleum and Submarine Pipe-lines Act 1975 which have been found
to be necessary as a result of its operation in the last 4 years.
[Include reference to Gas Storage provisions if current uncertainties
are resolved in time]. A summary of the legislative provisions thus
envisaged is given in Annex 3. I invite my colleagues to agree that

these should form the basis of instructions to Parliamentary Counsel.

16. I would hope to be in a position to introduce the legislation in
February : it is likely, however, that its passage will not be completed
until the end of the session. In the meantime work will be carried

forward to prepare detailed plans for privatisation, with a view to

proceeds being received in 1980/81 or as soon as possible thereafter.

Parliamentary Announcement

17. As soon as the route for privatisation has been settled I will

meke a statement to Parliament in terms eed with my colleagues.
X}




ANTEZX 1

ION OF ALTERNATIVE CASES

£m outturn

80/1 81/2 82/3 83/4
BNOC STATUS QUO

Net financing (ie. net inflow from
operations less capital require- (122) ( 10) 20 T4
ments.

Dividend - amount kept within 34
public sector .

Tax (PRT) - amount kept within
public sector.

Privatisation.

TOTAL

BNOC (Operating) 51% PUBLICLY OWNED - COUNTED AS "PRIVATE SECTOR™

Net financing. (Public sector has
no receipts from operations;
capital expenditure not counted
towards PSBR)

Dividend - amount received by 17
public sector.

Taex (PRT) - amount received by 35
public sector.

Privatisation. 500

TOTAL 552 167 321

BIOC (Operating) 25% PUBLICLY OWNED - "PRIVATE SECTOR"
Net financing (as in 3 (a)). - -

Dividend - amount received by 14 15
public sector.

Tex (PRT) - amount received by 35
public sector.

Privatisation. 750

TOTAL 794 152 306 374

NOTES. (i) In cases 2 and 3 it is assumed that capital expenditure is
financed from private sector borrowing and does not count agains the
P3BR.




ii) This table includes estimates of PRT payable during the §eriod
on Ninian, Thistle, Dunlin, Murchison, Statfjord and Beatrice). It
does not assume any provision for deferred PRT.

(iii) Dividend is sumed to be 50% of post tax profit : (this is
excluded from line (=

(iv) Year-by-year breakdown based on the simplifying afsumption that
all the proceeds of privatisation are received in 1930/81.




ANNEX 2

..,

EEC Implications

Article 90 of the Treaty of Rome confers on BNOC, as an undertaking
e——
entrusted with the operation of services of general economic interest,

an exemption from certain of the competition provisions of the Treaty.

On the other hand, Article 37 prevents the Government from using BFOC
—va—
(as a body over which it may exercise powers of control) as a means of

directly or indirectly influencing exports or import: . Member

ta so that (in theory at rate) a transfer % (Operating)
f upstream operations might even be advantage in this respect.
In any event, it has to be recognised that the activities of BNOC
(Trading), with a diminished role, would be mom easily scrutinised by
EEC authorities, so any arrangements whereby it undertook non-trading

_———— M

activities or maintained control over BNOC (Operating) might help to

— = . . . J 3 i >
mask the trading activities. The more restricted the scope of BNOC

(Trading)'s activities the greater the risk of successful challenge
of a policy for disposal which appeared to contravene the Community's
requirements. On the other hand, EEC interest in BNOC (Trading) will
in any case centre on the trading activities., It is a matter of
Judgement what real protection we can expect to achieve by masking
the trading activities, and to what extent EEC considerations would
in fact inhibit us from pursuing as fully as we might wish an oil
disposal strategy directed towards ensuring our national security of

supply.






