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From the Private Secretary 16 J u l y 1979 

Fu t u r e o f BNOC 


The Prime M i n i s t e r h e l d a meeting t h i s a f t e r n o o n w i t h 

your S e c r e t a r y o f S t a t e , t h e C h i e f S e c r e t a r y , and S i r D a v i d S t e e l 

and Mr. Adams o f BP t o d i s c u s s t h e f u t u r e o f BNOC. The f o l l o w i n g 

are t h e main p o i n t s which came up i n d i s c u s s i o n . 


The Prime M i n i s t e r e x p l a i n e d t h a t t h e Government needed 

t o r a i s e s u b s t a n t i a l sums t h r o u g h t h e s a l e o f asse t s d u r i n g 

t h e cui'rent f i n a n c i a l year. The e a r l i e r i n t e n t i o n had been t o 

r e l y m a i n l y on t h e s a l e o f BP shares w i t h a c o n t r i b u t i o n f r o m 

t h e s a l e o f BNOC a s s e t s amounting t o f l 5 0 m •- £200m. However, 

t h e r e would be advantage i n r a i s i n g c o n s i d e r a b l y l a r g e r sums by 

s e l l i n g o f f BNOC a s s e t s and r e t a i n i n g t h e Government's shares 

i n BP i n t a c t . There was no case f o r c o n t i n u i n g t o have a 

state-owned o i l company, and she u n d e r s t o o d t h a t BP were 

a t t r a c t e d by t h e i d e a o f p u r c h a s i n g a l l o f BNOC's a s s e t s . There 

was t h e s e p a r a t e q u e s t i o n o f BNOC's access t o N o r t h Sea O i l 

t h r o u g h t h e p a r t i c i p a t i o n agreements. Her own view was t h a t 

t h ese r i g h t s c o u l d be dispensed w i t h w i t h o u t a f f e c t i n g t h e UK's 

s e c u r i t y o f s u p p l y . Other c o u n t r i e s , such as t h e US, appeared 

t o be a b l e t o i n s i s t on t h e p r i v a t e o i l companies d i s p o s i n g o f 

t h e i r o i l d o m e s t i c a l l y w i t h o u t a Government c o n t r o l l e d i n t e r 

mediary such as BNOC; and i n r e c e n t months, t h e p a r t i c i p a t i o n 

agreements d i d not appear t o have improved our p o s i t i o n . 


Mr. H o w e l l s a i d t h a t v a r i o u s o p t i o n s had been e x p l o r e d w i t h 

BP, b u t t h e i r p r e f e r e n c e was t o purchase a l l o f BNOC's p r o d u c t i o n 

and e x p l o r a t i o n p r o p e r t i e s , i n c l u d i n g t hose a l l o c a t e d t o BNOC 

i n t h e 6 t h Round. However, t h e r e were c o n s i d e r a b l e d i f f i c u l t i e s 

i n t h i s approach. These were s e t o u t i n p a r a g r a p h 5 o f h i s 

b r i e f i n g m inute. I t would t a k e t i m e t o overcome them. I n 

p a r t i c u l a r , any u n i l a t e r a l a t t e m p t t o t r a n s f e r BNOC's r i g h t s 

i n the 6 t h Round t o BP c o u l d w e l l l e a d t o l i t i g a t i o n ; and t h e 

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

One way o f d e a l i n g w i t h t h e l a t t e r would be f o r BNOC t o t r a n s f e r 

i t s a s s e t s t o a s u b s i d i a r y whose shares would t h e n be a c q u i r e d 

by BP. T h i s was t h e r o u t e f a v o u r e d by BP. I f t h e Government 

and BP were t o go a l o n g t h i s r o u t e , b o t h s i d e s would have t o be 

f i r m l y committed i n p r i n c i p l e b e f o r e announcing a n y t h i n g . I t would 
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be i m p o r t a n t t h a t BP s h o u l d be i n a p o s i t i o n t o take o v e r t h e 

management o f BNOC's o p e r a t i o n s as soon as t h e announcement 

had been made; o t h e r w i s e , t h e r e would be a damaging h i a t u s . 

He had hoped t o make a st a t e m e n t about t h e f u t u r e o f BNOC b e f o r e 

t h e Recess, and a l s o t o announce t h e c o n f i r m a t i o n o f t h e 

6t h Round Lic e n c e s . I t seemed u n l i k e l y t h a t t h i s would be 

p o s s i b l e i f i t were decided t o pursue t h e BP t a k e o v e r o f BNOC. 


S i r D a v i d S t e e l c o n f i r m e d t h a t BP1s p r e f e r e n c e would be 

t o purchase a l l o f BNOC's p r o d u c t i o n and e x p l o r a t i o n p r o p e r t i e s , 

and i n o r d e r t o a v o i d h a v i n g t o n e g o t i a t e w i t h BNOC's p a r t n e r s 

t h e y s t r o n g l y f a v o u r e d t h e t r a n s f e r o f BNOC's ass e t s t o a 

s u b s i d i a r y which BP would then purchase. I f t h i s were done, 

they t h o u g h t t h e problems mentioned by Mr. Howell were f a r from 

i n s u p e r a b l e . Even t h e d i f f i c u l t y o f t h e 6 t h Round Li c e n c e s 

c o u l d be exaggerated: these L i c e n c e s had not y e t been i s s u e d , 

and t h e r e f o r e t h e p r o s p e c t s o f t h e companies s e c u r i n g s u b s t a n t i a l 

damages from t h e Government i n l i t i g a t i o n were s m a l l . 

I t ought t o be p o s s i b l e t o a r r i v e a t Heads o f Agreement by t h e 

end o f t h e f i n a n c i a l year, which would a l l o w an advance payment 

from BP f o r t h e purchase. Based on pas t e x p e r i e n c e w i t h o t h e r 

purchases o f N o r t h Seal a s s e t s i t s h o u l d not be t o o d i f f i c u l t 

t o reach agreement on t h e v a l u a t i o n o f BNOC's as s e t s - though 

they a p p r e c i a t e d t h a t t h i s p a r t i c u l a r v a l u a t i o n would come under 

much g r e a t e r s c r u t i n y than u s u a l . There was, however, t h e problem 

o f f i n a n c i n g t h e d e a l . A R i g h t s Issue amounting t o about 

£750m would be necessary. The Government c o u l d e i t h e r t a k e up 

i t s s h a r e , b u t t h i s would reduce t h e n e t proceeds from t h e d e a l ; 

a l t e r n a t i v e l y , i t c o u l d f o r e g o i t s share o f t h e I s s u e , b u t t h i s 

w o uld mean r e d u c i n g t h e Government's e q u i t y s t a k e i n BP. On 

th e o t h e r hand, p r o v i d e d t h e Lords' d e c i s i o n on Burma shares 

d i d n ot go a g a i n s t t h e Government, i  t would s t i l  l have about 

26% o f t h e e q u i t y . 


S i r D a v i d went on t o say t h a t , n o n e t h e l e s s , he was concerned 

about t h e p o l i t i c a l r e p e r c u s s i o n s o f BP t a k i n g o v e r a l l o f 

BNOC's as s e t s . T h i s might l e a d t o demands t h a t t h e Government 

s h o u l d have a c l o s e r c o n t r o l o v e r BP's a c t i v i t i e s . B e f o r e 

embarking on t h e purchase, BP would want t h e Government t o 

r e - a f f i r m i t 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 a f f a i r s . 

I n a d d i t i o n , he f e l t t h a t t h e r e t e n t i o n o f t h e p a r t i c i p a t i o n 

agreements by a BNOC l i m i t e d t o t r a d i n g i n o i l w o u l d a v o i d much 

o f t h e p o l i t i c a l p r e s s u r e . I n any case, a l t h o u g h BP had been 

opposed t o the s e agreements i n i t i a l l y , t h e y now f e l t t h a t t h e r e 

was advantage f o r t h e n a t i o n i n t h e i r c o n t i n u i n g . The Ch i e f 

S e c r e t a r y added t h a t b o t h on m e r i t s and f o r p o l i t i c a l reasons 

i  t would be ve r y unwise f o r t h e Government t o renounce t h e 

agreements. Moreover, as S i r David S t e e l had suggested, i t w o u l d 

be e a s i e r t o m a i n t a i n t h e Government's arm's l e n g t h r e l a t i o n s h i p 

w i t h BP i  f they c o n t i n u e d . 


Summing/ 
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Summing up, t h e Prime M i n i s t e r s a i d , s u b j e c t t o d i s c u s s i o n 

by M i n i s t e r s t h e f o l l o w i n g day, she would l i k e BP's f a v o u r e d 

o p t i o n t o be e x p l o r e d f u r t h e r . I t would be i m p o r t a n t t o 

e s t a b l i s h v e r y q u i c k l y t h e t i m e t a b l e o f e v e n t s , i  f t h i s course 

were t o be pursued - t a k i n g i n t o account Mr. Howell's d e s i r e 

i f p o s s i b l e t o make announcements b e f o r e t h e Recess on t h e f u t u r e 

o f BNOC and on t h e 6 t h Round Li c e n c e s . 


I am sending c o p i e s o f t h i s l e t t e r t o A l i s t a i r P i r i e 

( C h i e f S e c r e t a r y ' s O f f i c e ) and 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 ) . 


B i l l Burroughs, Esq., 

Department o f Energy. 
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l O D O W N I N G S T R E E T 

From the Private Secretary 18 J u l y 1979 

F u t u r e o f BNOC 


There was an e r r o r i n my l e t t e r o f 16 J u l y r e c o r d i n g 

t h e Prime M i n i s t e r ' s d i s c u s s i o n w i t h your S e c r e t a r y of 

S t a t e , t h e C h i e f S e c r e t a r y and S i r David S t e e l . The l a s t 

sentence of t h e second paragraph on page 2 o f my l e t t e r 

s h o u l d have read: 


"On t h e o t h e r hand, p r o v i d e d t h e Lords' d e c i s i o n 

on Burmah shares d i d net go a g a i n s t t h e 

Government, i  t would s t i l  l have about 42% of 

t h e e q u i t y . " 


- not "26% o f t h e e q u i t y " . 


I am s e n d i n g c o p i e s o f t h i s l e t t e r t o A l i s t a i r P i r i e 

( C h i e f S e c r e t a r y ' s O f f i c e ) , M a r t i n V i l e ( C a b i n e t O f f i c e ) 

and B i l l B e c k e t t ( A t t o r n e y General's O f f i c e ) who a l s o has 

a copy o f my e a r l i e r l e t t e r . 


T. P. LANKESTER 


W.J. Burroughs, Esq., 

Department o f Energy. 



