
SECRET 


PRIME MINISTER 


I n t r o d u c t i o n 


You are meeting S i r David S t e e l on 16 J u l y w i t h t h e C h i e f 


S e c r e t a r y and m y s e l f . I was asked a t E(DL)3rd meeting t o e x p l o r e 


w i t h S i r David S t e e l h i s r e a c t i o n t o a number o f o p t i o n s whereby 


BP might take an i n t e r e s t i n or t a k e over BNOC's upstream a s s e t s . 


1 have had two meetings w i t h S i r David, and a t t a c h a copy o f t h e 


note which he prepared as t h e b a s i s f o r our second d i s c u s s i o n . 


You w i l l want t h i s . 


2 I am a l s o a t t a c h i n g by way o f background t h e papers on t h e 

f u t u r e s t r a t e g y f o r BNOC which I have c i r c u l a t e d t o c o l l e a g u e s f o r 

d i s c u s s i o n a t E Committee on 17 J u l y . The two p o i n t s I would l i k e 

t o emphasise as background t o our d i s c u s s i o n w i t h S i r David S t e e l , 

which are covered i n these papers a r e : 

( i ) t h e e s s e n t i a l c o n t r i b u t i o n t h a t a s t a t e o i l t r a d i n g 


o p e r a t i o n w i t h access t o t h e o i l a v a i l a b l e under 


/ p a r t i c i p a t i o n agreements can make t o s e c u r i n g our 


\ o i  l s u p p l i e s ; 


( i i )	 t h e o p t i o n s f o r BNOC's upstream o p e r a t i o n which 


range from a p r e l i m i n a r y s l i m m i n g down, p r i o r t o 


i n t r o d u c t i o n o f p r i v a t e c a p i t a l , t o o u t r i g h t d i s p o s a l 


o f a l  l i t  s upstream a s s e t s . 


3 The o p t i o n s which are covered by S i r David S t e e l i n h i s n o t e 

show ways i n which BP might h e l p us i n meeting our o b j e c t i v e s f o r 

/BNOC's 
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BNOC's upstream s i d e w i t h minimum d i s p o s a l t o f o r e i g n owners 


depending on t h e p o l i c y d e c i s i o n s which may be t a k e n about BNOC's 


f u t u r e . 


BP's views 


4 As you w i l l see BP's c l e a r p r e f e r e n c e i s f o r o u t r i g h t a c q u i s i ­


t i o n by BP o f a l l o f BNOC's upstream a s s e t s , and i t i s t h e 


i m p l i c a t i o n s and f e a s i b i l i t y o f t h i s approach t h a t t h e note 


c o n c e n t r a t e s on, and which I have developed i n my d i s c u s s i o n s w i t h 


him. I have n o t t h o u g h t i t necessary a t t h i s stage t o probe c l o s e l y 


BP's reasons f o r p r e f e r r i n g t h i s o p t i o n , nor t h e i m p l i c a t i o n s o f 


the o t h e r o p t i o n s , a l t h o u g h i  f i n subsequent c o n s i d e r a t i o n o f t h e 


m a t t e r w i t h c o l l e a g u e s we come t o t h e view t h a t t h e o u t r i g h t 


d i s p o s a l o f a l l BNOC's ass e t s t o BP i s u n a c c e p t a b l e , t h e n we are 


s t i l l a t l i b e r t y t o pursue t h e o t h e r o p t i o n s w i t h BP, and S i r David 


has expressed h i m s e l f ready t o do so a t any t i m e . 


5 I t h i n k we should be q u i t e c l e a r t h a t i  f BP's p r e f e r r e d 


s o l u t i o n were t o be accepted as b e i n g c o n s i s t e n t w i t h t h e f u t u r e 


r o l e which we envisage f o r BNOC,jits e x e c u t i o n would be a v e r y h i g h 


r i s k course, and would g i v e r i s e t o a number o f d i f f i c u l t problems. 


You may wish t h e r e f o r e t o c o n c e n t r a t e d i s c u s s i o n w i t h S i r David on 


the problems t h a t might a r i s e f r o m h i s p r e f e r r e d o p t i o n , and I note 


these below t o g e t h e r w i t h my comments i n t h e l i g h t o f my d i s c u s s i o n s 


w i t h him: 


a) P r i c e : N e g o t i a t i o n o f an agreed p r i c e i s accepted by 


BP as l i k e l y t o take ti m e - i n BP's view hanging m a i n l y 


on our r e s p e c t i v e views o f f u t u r e o i  l p r i c e s . BP 


suggested t h i s might t a k e 2-3 months. T h i s may be a 
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s e r i o u s u n d e r - e s t i r a a t e ; t h e o i l p r i c e i s o n l y one o f 


a number o f i m p o r t a n t parameters t h a t w i l l have t o be 


con s i d e r e d i n c l u d i n g e s t i m a t e s o f r e c o v e r a b l e r e s e r v e s , 


p r o d u c t i o n p r o f i l e s and BP's t a x p o s i t i o n . (There i s 


no p o i n t i n g e t t i n g a good p r i c e out o f BP i  f t h e 


I n l a n d Revenue s i m p l y f o o t s t h e b i l l ) . I t i s e s s e n t i a l 


t h a t we sh o u l d be able t o demonstrate p u b l i c l y t h a t we 


have r e a l i s e d t h e f u l  l v a l u e o f BNOC i n t e r e s t s , and t h a t 


BP have not got a n y t h i n g on t h e cheap. I t i s e q u a l l y 


i m p o r t a n t t h a t BP accept t h a t t h e i r i n t e r e s t s t o o would 


not be served by an a p p a r e n t l y v e r y f a v o u r a b l e d e a l , 


s i n c e t h i s c o u l d expose them t o f u t u r e p o l i t i c a l p r e s s u r e s . 


hTIG's r e l a t i o n s h i p w i t h BP: BP would want t h e 


Government's t r a d i t i o n a l n o n - i n t e r f e r e n c e i n BP's 


commercial a f f a i r s t o be r e a f f i r m e d . With such a l a r g e 


stake i n t h e UKCS a c c r u i n g t o BP ( i n c l u d i n g BNOC's 


i n t e r e s t approaching 22% o f re s e r v e s and 24% o f l i c e n s e d 


t e r r i t o r y ) I doubt whether i n p r a c t i c e t h e s o r t o f arms 


l e n g t h r e l a t i o n s h i p t h a t BP has sought t o m a i n t a i n c o u l d 


o r should be c o n t i n u e d a t l e a s t i n r e s p e c t o f UK o i l 


o p e r a t i o n s . 


P a r t n e r pre-emption r i g h t s : BP accept t h a t i  f assets 


are t r a n s f e r r e d t o BP by t h e assignment r o u t e , BNOC's 


p a r t n e r s r i g h t s o f f i r s t r e f u s a l c o u l d make f o r e x t r e m e l y 


p r o t r a c t e d n e g o t i a t i o n s l a s t i n g as much as a year. BP 

a 

suggest t h a t t h e assets are v e s t e d in/BNOC s u b s i d i a r y 


whose shares are t h e n a c q u i r e d by BP. T h i s c e r t a i n l y 

> 
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disposes o f the pre-emption r i g h t s , but such a move 


should expose BUG t o c r i t i c i s m t h a t we had used 


a t r a n s p a r e n t d e v i c e t o circumvent t h e c o n t r a c t u a l 


r i g h t s o f BNOC's p a r t n e r s . 


6 t h Round Li c e n c e s : None o f these l i c e n c e s has y e t 


been c o n f i r m e d . BP's view was t h a t p a r t n e r s would 


welcome BP i n s t e a d o f BNOC ( t h i s may w e l l n ot be t r u e 


o f s m a l l companies i n p a r t i c u l a r ) . Nonetheless BP 


would not wish t o take on t h e b e n e f i t o f the v a r i o u s 


c a r r i e d i n t e r e s t p r o v i s i o n s which a p p l i c a n t s had 


o f f e r e d BNOC. I remain dubious about p r e s s i n g ahead 


w i t h t r a n s f e r r i n g these l i c e n c e s t o BP on t h e grounds 


t h a t t h e s u b s t i t u t i o n o f BP f o r BNOC i n t h e l i c e n c e s 


almost s i m u l t a n e o u s l y w i t h t h e i r i s s u e , c o u l d be regarded 


as i n v a l i d a t i n g t h e l i c e n c e s . I t h i n k we would have t o 


seek t h e s p e c i f i c agreement o f BNOC's p a r t n e r s case by case. 


BNOC s t a f f : BP con f i r m e d t h a t i t saw no problem i n 


ab s o r b i n g management a l l t h e way t o heads o f o p e r a t i o n a l 


d i v i s i o n s and would say so a t t h e s t a r t . The t o p 


management would be more p r o b l e m a t i c a l . BP accepted 


t h a t t h e p e r i o d o f u n c e r t a i n t y between announcement o f 


th e p l a n and c o m p l e t i o n should be kept t o a minimum and 


t h a t we should t r y t o s e t t l e t h e main l i n e s o f t h e d e a l 


b e f o r e announcement. T h i s would p r o b a b l y mean d e f e r r i n g 


an announcement u n t i l October ( w h i c h would a l s o mean 


d e f e r r i n g an announcement about our p l a n s f o r f u t u r e 


l i c e n s i n g , w i t h a f u r t h e r r i s k t o N o r t h Sea momentum.) 


/ f ) 'inance: 
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( f )	 Finance: BP's p r e f e r e n c e i s f o r a r i g h t s i s s u e t o 

r a i s e t h e b u l k o f t h e necessary f i n a n c e ; t h i s would 

i n v o l v e us i n e i t h e r r e d u c i n g our h o l d i n g i n BP, o r 

u s i n g a major p a r t o f t h e proceeds o f s a l e o f ass e t s 

t o t a k e up our r i g h t s . Whatever f i n a n c i n g package 

emerged BP t h i n k a r i g h t s i s s u e r a i s i n g a minimum of 

£500 m would be needed. 

( g )	 T i m i n g and L e g i s l a t i o n : BP would be w i l l i n g t o s t a r t 


work on d e t a i l e d n e g o t i a t i o n s as soon as HMG had 


d e c l a r e d i t s i n t e n t i o n s . Any d e a l would have t o be 


c o n d i t i o n a l on the passage o f t h e necessary l e g i s l a t i o n . 


T h i s would need t o be i n t r o d u c e d as soon as P a r l i a m e n t 


reassembles. I f BP's s u g g e s t i o n f o r a v o i d i n g pre-emption 


r i g h t d i f f i c u l t i e s ( ( c ) above) i s adopted t h e n BP t h i n k 


t h e r e s h o u l d be no problem i n s e c u r i n g proceeds o f s a l e 


by end March 1980. I f n o t t h e r e would have t o be a 


l a r g e payment i n advance. 


 You may wi s h t o probe BP on a l l these p o i n t s . I should add 


t h a t w h i l e BP may c o n s i d e r t h a t f r o m i t s p o i n t o f view t h e r e s h o u l d 


be no d i f f i c u l t y i n d i s p o s i n g o f a l l t h e problems o u t l i n e d above 


w i t h i n t h e t i m e s c a l e envisaged, the same problems may prove much 


more d i f f i c u l t f o r us t o overcome from our s i d e , e s p e c i a l l y where 


s o l u t i o n s may be p o l i t i c a l l y s e n s i t i v e . I n t h i s c o n t e x t I am 


a t t a c h i n g a note prepared by my o f f i c i a l s which examines t h e problems 
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t h a t we w i l l have t o overcome. Perhaps none of these problems  i s 


ins u r m o u n t a b l e . But t h e r e  i s a s e r i o u s r i s k o f chaos i f a n y t h i n g 


goes wrong. 


A copy of t h i s note goes t o the C h i e f S e c r e t a r y . 


SECRETARY OF STATE FOR ENERGY 
J u l y 1979 


