


, SECURING THE UK'S

| OIL SUPPLIES : ROLE OF BNOC

‘ Ilote by the Devartment of Inergy

ovmership of oil produced from the UK Continental Sh

: elf (URCS) vests
in the licensee companies,

This paper considers the opiions for
securing the supdly of such 0il to the extent required for UK use.
2. Armex 1 indicates, for 1980, the limited extent of direct
access by HIIG to UKCS oil, in the form of royalty oil. EJOC's

equity oil supplerients this, to the extent that BETCC retzins its
current assets. But at best these categories of

0il comkined give
us control over only 18% of the oil produced.

5. During the 1970s, most Governments of 0il producing countries
around the world acted to exert much greater control over oil
previously in the hands of licensee companies. The most common
“means, eg in the OPEC countries, was the negotiation of partiecivation
" agreements transf erring equity ownership to the State and leaving
cperating companies with limited rights to 1ift oil for export.
Production sharing arrangements achieved a similar effect. In the
USA control over disposal of oil was effected by legislation. The
Energy Policy and Conservation Act 1975 invoked, for 0il, export
control procedures in the earlier Export Administration Act.

4 Neither of these options is open to us. Participation on the
OPEC model is ruled out on grounds ‘ Lﬁ"i{”
SXpiaprisiion as well as being cont ' sy
industrigl entercrise. Iegislati

\€xcept in times of emergency and
18 ruled out by the Treaty of Rol
0 impede the free movement of
'-!ﬁigqiiirement, under which lie

This leaves us r
“ing our supplies.
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in the form negotiatea oy the last Administration are,
one such means: g detaileqd description is at Annex 3,
5th Round arrangements, there is no element of e

essentially,
In these pre-
quity ovmership. The
agreements consist, so far as the lifting of oil is corcerned, of

an option right to take 514 (usually) of the o0i1 procuced, at market
prices. Disposal of this 0il, whether back to the original producer,
or to third parties, caa then be used as gz control mechzaism on the
use of the oil. There are still hazards in relation tg the Treaty of

Rome, but the control is less overt than direct regulation and so less
open to attack.

Influence throush =BI0C

G. Z(DL)(79)6 seis out Some of the advantages in using BNOC to
achieve security of Supply and the figures in Annex 1 to this vaper
indicate the extent of control over UKCS oil open to us if participation
0il is added to the other oil at the disposal of ENOC. Access to this
volume of 0il enables us +o satisfy ourselves as to ifs destination,

to exert influence on purchasers, and if appropriate to arrange swaps
0 secure other crudes required to satisfy UK refining needs. Al though
as a matter of comnmercial prudence much of this oil will be committed
for sale in advance, it is also open to us to reguire the Corporation
to hold some 0il for last minute sale which, in time of erisis, cam
come to the UK. lloreover, a major crude seller with long-term access
%o 0i1 has scope, in times of shortage, to renegotiate short term
contracts, as HIOC has done in respect of the second half of this year
With a view to providing the UK with an ad 100,0 mw;_
ber day - 59 of our requirement. (This hi 3 the
Uisposal strategy for 1979 agree

en a slack markei was foreseen
the Corporationts oil). There
MOC to act as the Government
ade with OPEC states, a
0Pz Governments, as a
Ve need to operate our r




gain this year, multinational companies
shortage of crude 0il

policy of international

e
:S. 'Thatever th appar

e
no benefit to countries, such as

s UK, viith indizenons oradsnids h i i B 1
the UK, b1 1ndlgenous production. The question is how far additional
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security Ol Uk supoly might be secured in the absence of a substantial
state oil trading company.,

2 Experience in 1973-74 was not encovraging. Very sirong presew
& Ty stirong press

1€

by the Prime Iinister downwards, bore little
fruit. The UKCS was, of course, not then in production. The range

duction opens up a wide potential source of leverage

for example as licensees need to apply for new production and gas
flaring cons 5 'hi everage has been used this Year, with mixed
ents to UK supply have bsen Secured;
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ure has been successfully r
not possible for HIIG to discriminate by
fferent co-licensees in a single field according
‘esponses. (Government action which has the effec
of threatening to curtail production during a supply crisis is,

horeover, a bluff which companies might well choose to call.

9. Experience over the period 1973-79 has shown that the strongest
lever in Government hands is companies' desire to be well placed for
future licensing rounds. Only one company, Amoco, put its standing
With the last Administration at risk in this respect and, after failing
% gain an award in the 5th Licensing Round, Amoco completely reversed
1ts stance. On the other hand, this is a diminishing asset. It
depends on the continuing attractiveness of the areas offered for
11'-<:ensing, For other reasons, the pace of licensing may be stepped

U and in a few years the influence available by this means will be
Mnimal, ac by far the greater part of the prospective areas of the
UKCS will then have been licensed. 3




Internati

ions remain an important

s ! N s e ’ .
practice of SSurising multinational compani

Sition, Companies can be

Seriously consider

Jors have saigd they can and will
international allocation terms
ing the resultant product
ice, in times of world crude
Supply can come only from a state

trading company, ultimately subject to Government direction as to its
disposals.

12, Against the background of the policies adopted by the principal
Producer and consumer countries to control and save oil supplies and

the dominance of international private sector companies in our market
&nd the North Sea, the means of influence available to us as a vroducing
Country are not alone adequate to secure our national oil supply.

Access to 0il traded on & substantial scale by JNOC is an essential
€lement in our security of supply.

Devariment of Energy,
13 Juiy 1970,
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ANNEX 3

NTIAL
CONFIDENTTAL
CONFIDENTTAL,

PARTICIPATION AGREEMENTS
——— " AURAEMENTS

Introduction

1 £ i i 1 1
1. Thg purpose of this paper is to outline the history of particiption
dlscgg;lo:s w1t§ the p?lyzte sector o0il companies, to summarise the main
provisions of the resulting agreements and to examine the implications of
changing them.

oL The broad policy objectives of the Previous Government on participation
were set out in the 1974 White Paper on "United Kingdom Offshore 0il and Gas
Policy" (Cmnd. 5696). TIn order "to assert greater public control" and "to
safeguard the national interest in an important Tresource which belongs to the
nation", majority State participation was pProposed in existing licences for
commercial fields on the basis that "the State contributes its share of the costs,
including past costs', It was indeed the basis on which discussions with oil
companies on State participation in existing licences were opened, that the
State would purchase a majority equity interest in each commercial field. This
approach was later abandoned in view of the enormous costs involved and because
it was considered that, in practice, the objectives of greater public control
and the safeguarding of the national interest could equally well be achieved at
no initial cost to the Government by providing the right for BNOC to acquire
51% of each company's petroleum at market price and to become members of
Operating Committees.

e In the early stages of negotiations, Ministers gave an assurance that it
was not the intention that Companies would be either better or worse off
financially as a result of their agreeing to participation. It became clear
in the course of negotiations, that most companies set great store by this
principle and in the majority of agreements, the broad intention contained in
the assurance is explicitly referred to.

b, Over the period 1975-1978, participation agreements were negotiated between
the Secretary of State for Energy, BNOC and the 62 companies listed in the
Appendix in respect of ‘the latters' pre-1975 licence interests in commercial
fields. Negotiations were extremely complex and time consuming and at times
took place in a heated atmosphere. In a few cases, there was a legacy of
Tesentment but in a majority, the attitude of companies changed immediately
8greements came to be put into effect. Negotiations took account of differences
in the orerating arrangements which had already been established between.various
Companies in existing licence groups and for these and other reasons, which
fmerged in the course of negotiations, the detailed terms of each agreement vary
Considerably one from another. Broadly however, the agreements make the basic
Provisions set out in paragraph 5 below.

5i5§£§_§ggured Under Agreements

5. (a) Licence Assignment

Where BNOC is not already a licensee by virtue of an
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exlstlng equity int?rest, the participation agreements provide for it to be
brought ?n'ﬁo Fhe 1ICe§ce. This confers on BNOC an undivided interest with
the companies in the licences but the beneficial interest arg the lizpilities

a ), nme <
for ,1} development and operating costs under the licences remains with the
companies.

(b) Access to Petroleum
—_—= O relroleum

The agreements give BNOC the right to take, at market price, up to 51% of
each company's share of petroleum from producing fields (the percentage is
lower in a f?m cases where companies hag already accepted a State partner
before majority State participation was announced). The right is expressed
as an option, normally exercisable on a year-to-year basis at six months'
notice. Some of the agreements make provision, subject to the Secretary of
State's discretion, for a proportion of participation petroleum to be sold
back to producers having UK refinery capacity. BNOC's right to take natural
gas under participation agreements is without prejudice to the statutory
rights of the British Gas Corporation.

(c) Information and Voting

Under the agreements, BNOC becomes a full member, with an independent vote,

of the relevant Operating Committees which manage commercial fields, pipelines
and terminals. It thus has a rignt, supplementing its existing equity

rights in certain fields, to all information concerning these facilities and
full inside knowledge of how they are run. The size of the BNOC vote varies
considerably from field to field, but the aim in every case was to secure for
them an effective vote (ie one capable of modifying the number and/or

identity of voting coalitions able to carry or block a decision). Where there
is no Operating Committee (ie in those cases where, prior to participation,
there was a single licensee) the agreement provides for consultation between
the company concerned and BNOC during the course of field development. In
some cases, it was possible to negotiate a right for BNOC to receive
information about o0il discoveries before a field is declared commercial, ie
before BNOC becomes a member of the relevant Cperating Committee or has the
right of consultation in case of single company fields.

(d) Other Rights for BNOC

To enable BNOC to have opportunities to expand its UKCS operations, many of
the agreements provide for BNOC to have the right to remedy a default in
raymen* by one of the other licensees in return for part of thg defaul?lng
Company's licence interest. In later agreements ?NOC has acquired a first
opportunity to negotiate for the purchase of the interest of a company that

has decided to withdraw from a licence.

(e) Consultations

In i the participation negotiations, separate agreemeyts were reached
betgzgiltgi gzzgetarypof stafz and the majority of the oil companies th?t they'
should consult regularly on the companies' UK and gKCS petroleunm ?Perqtlons, with
emphasis on their plans for disposing of their UKCS crude. BNOC is nof. a party
to these agreements but provision is made to enable BNOC to attend the-

consultations in its statutory role as advisor to the Secretary of State
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Sub;ect in some cases to its having provided a confidentiality undertaking.
oome‘ugreemenFs make provision for BNOC to withdraw from consultations when
sensitive topics, eg prices and exploration information, are being discussed.

Coverage of Participation

6. The main emphasis in negotiations was on securing participation arrangements
coveri§8 commercial discoveries under existing licences, but the opportunity was
taken in many cases to negotiate agreements relating to future commercial discoveries
under these licences. Of the companies with whom negotiations were opened, only
those with Total and Elf/Aquitaine have not been completed. These companies

have not made any commercial oil discoveries under First to Fourth Round licences

and none seems in prospect in the near future.

7. Coverage is not complete in other respects, since with a few companies we
have agreements covering crude oil but not other petroleum, ie natural gas liquids
and natural gas. With other companies, we do not have definitive agreements
covering any new commercial discoveries they might make under pre-1975 licences.

Conclusion

Be The agreements which have been negotiated provide the legal basis for the
exercise of Government participation rights. Changes in Government policy could

be reflected in amendments to the documentation, but can only be brought about
through agreement between the parties concerned. Most participation agreements

are extremely complex and a delicately balanced interaction exists between one
provision and another. Negotiation of the agreements absorbed considerable

staff resources; approximately 20 to 25 Departmental officials were employed

on this task at the peak of the three year activity (most have now been dispersed
to other tasks). Negotiating major changes to the agreements would require similar
painstaking effort and, because in the end there has to be a meeting of minds between
the parties, it might be difficult in practice to reflect precisely the changes -
and only the changes - which the Government wished to make.

9. As an alternative to negotiating changes in agreements, there could be some
8cope for bringing about changes in Government policy simply by instruct?ng BNOC

not to exercise rights which they have under the agreements. Whether this would

work satisfactorily would depend on the particular change it was desired to make,

but it might not work in all cases. For example, the non exer?ise by BNO? of a .
vote in an Operating Committee in some cases counts as a negative vote which could be
contrary to the wishes of a majority of the other licencees.

Pph

10 guly 1979
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APPENDIX

mpanies w
gompanie:

hzve been Signed
4GIP (UK) Lta

pllied Chemical (Great Britain) ptq.

xploration Lta

London & Scottish
liesa (UK) Ltd
Mobil

Marine 0i] Co Ltd

/‘—mez"ﬁia
Producing North Sea Lta
liurphy Petroleun rtj

Norwegziz 1 A A e N
Blackfriars 0il ¢o Ltd _‘_35‘ n 0il Co Mg (UR) Lta
Occidental pety leun (UR) 1&g

1 ro.
Ocean Exploration go Ltd

pmoco UK Petroleun Ltd

ashland 0il (GB) Ltq

Bow Valley Exploration (UK) 1td

British Electrice Traction Co Ltd 0il Exploration Ltd

Pan Ocean 0i1 (UK) Lta
P & 0 Petroleum Ltd

British Petroleum Co ILtd
Canadian Ashland 0i1 (UK) 1ta
Can-Del 0il (UK) Ltd

Phillips Petroleun Exploration td
CCP North Sea Associztes T ) L

Ltd Plascom Ltd
Century Pover and Light Ltd Ranger 0il (UK) Lta
Charterhall 0il ILta RTZ 0il & Gas ILtg

‘chevron Petroleum Co Ltd Saga Petroleum A/s & Co

City Petroleum Co St Joe Petroleum (UK) Corp

Conoco North Sea Ltd Santa Pe (UK) Lid

|Creslenn (UK) Ltd Scottish Canadian 0il & Transportation
Co. Ltd

lDeminex 0il and Gas (UK) Ltd Shell UX Ltd

Esso Petroleum Co Ltd Siebens 0il and Gas(UK) Ltd

Fina Exploration Ltd Skelly 0il Exploration (UK) Ltd

\Gas and 0il Acreage Ltd Sunningdale 0ils (UK) Ltd

Getty 0il International (UK) Ltd Tenneco Great Britain Ltd

Gulf 0il GB Ltd Texaco North Sea UK Ltd

Halkyn District United Mines Ltd Texas Eastern (UK) Ltd

Thomson North Sea Ltd
Trans-Ehropean Co Ltd
Transworld Petroleum (UK) Ltd
Kerr—licGee 0i1 (UK) Ltd Tricentrol Thistlé Development
Ultramer Exploration Ltd

ochiel Exploration (UK) Unocal Exploration & Production Co
W& £ (6B) Ltd (UK) Ltd.

Hamilton Brothers 0il (GB) Ltd
funt 0i1 (UK) Ltd
ICI Petroleum Ltd

\



