&

r CVUNFIVENTIAL

E PROPERTY OF HER MAJESTY'S BRITANNIC GOVERNMENT

COPY-NO
CABINET 38

NISTERIAL COMMITTEE ON ECONOMIC STRATEGY

BRITISH GAS CORPORATION'S MONOPOLY

Memorandum by the Secretary of State for Energy

Introduction
Introduction

1. The purpose of this memorandum is to seek approval for the drafting
of legislation to change the monopoly position of the British Gas
torporation (BGC). Cabinet is to decide on 30 July whether space should
be found in the 1981/82 legislative programme for such a Bill.

earlier discussion on 11 June (CC(81)22nd, Minute 4), the Cabinet had
asked for the Bill to be ready for introduction considerably earlier
than February 1982, and I have accordingly arranged for it to be ready
immediately after Christmas.

Present Position

2. At present BGC have virtually complete control over the market for
gas in this country. With minor exceptions mainly related to the
petrochemical industry (i.e non-fuel use) BGC are effectively:-

- the only buyer of gas from on and offshore sources;

- the only agency allowed to transmit gas through pipelines
onshore;

- the only seller of gas to final consumers.

e Case for Change

3. We are all agreed that a major disadvantage of public sector

’:g“‘?pglies is that they lack the competition needed to ensure internal
¢ hu‘?ncy and the proper allocation of resources. BGC faces some market
."‘“Ps;itim from other fuels but these are gener}a)lly higher g:;:e:ngr
its purchasing monopoly the Corporation has a large e
;3‘{.“91 °Verpthe pric% it pgysyfor gas].:p There are therefore cons;ggrgble
Conltlcal attractions in changing the present position so far as is
erned. Such a move would be highly popular amongst our supporters.

ure, 'Decisions by BGC and by Government in the past have resulted
con: Significant price ‘genefit soigg to small (§5Pec1ally domelsgéﬁ)
WUeTS. This has resulted in buoyant domestic gas demanﬁiil =
Ingygse, OF BGC's statutory obligations, has had to be met whils ;ny
g d?lal companies have over the past few years been denied supplies.
egg, rlverSion of supplies has been a serious mis-allocation of our gas
g8, Allowing the effects of competition to bring al?gﬁttg
restructuring of prices to consumers accords wi e

S economic philisophye.

4, : g
§tm8’é§ﬂore, the monopoly has had a major effect on the gas price

eng!
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's monopoly glso extends back y, -
. The mfluencioiit?gg and production, :u;}‘-g}a'\lly regargegr:&m t
offshore gas exlt’repreneurial activities. oo ;}purchasm moncla%
riSk't?kmg'heiever that exploration has been discourageq ooy
B e eocases. been wawilling to pl?c?.od i develOpmentlc%
have, in som The same argument applies to gas m?ﬂufac?uring (s oty
d19C0VeT R e ot synthetic natural gas) and to importing 1iquegri*

the production ctivities could be carried out by prjy flefiy
natural gas. These 867 T - rely to happen whilst BGO Lg rate fig
well as BGC, but this 18 ¥ o mcn%é}z

purchaser.

ropose that we should mtro_du(_:e leglslatio,l t
géclg éggr;\f;é‘gaging monopoly and to break tneig ﬁoﬂopoly °Vel‘°sa1“
industrial consumers. The broad intention vlvgu e to free ma'mlfa:i
industry (defined in terms of the Standard 'dustrlpa‘l ClaSSifiCati‘}:
purchase gas, without BGC acting as intermediary. The monopoly o
supply to non-industrial (including domestic) users would howeven
preserved because in this case the existence of a monopoly SUppliy
confers genuine advancages.(secur:.ty of supply, safety, lower cose]
economies of scale and avoidance of duplicate facilities). Legigly]
will give us the following advantages:- !

(a) improved efficiency of BGC, through increased competitiy
(b) an increase in gas exploration and production;
(¢) a better allocation of gas resources in the econony,

OTHER IMPLICATIONS
7. (a) Landing Requirement

The requirement that gas from our Continental Shelf must be L
in the UK is already vulnerable to .attack on grounds that it i
incompatible with the Treaty of Rome. Removal of the BGC mono

time came and, if we decided agai i s B
e gainst, I have available powe

l;;e:gths? fron being exported. Nevertheless a succession 0;”

s TI‘ga':y.used these powers might lead to our being challes

(0)  Economic ang Financial
—=0fic and Financial

ﬁvgogngigﬁ Eit e Ireasury and Inland Revenue, @y °fﬁ?§
monopoly. Tneiy Likely economic consequences of removing 5
increase.totallga:x}alyzls shows that the new regime could ’
controls which ye Production. The powers for any depleti?

e economic wished to exercise in consequence already

ol
analysis a]

= S0 shows that ins fro%
aking the nonopoly should Ou‘cWei;h :ﬁ; i‘gggggczn gach at the
ime.
€€n in introducin i re
; . g taxation changes tO
g;:itts likely to be earned on nes Souther?.
S under the ney Tegime, if that is de®

No insurmountable technicd

Part of’the cou?

2510 gas develo
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ieving the objectives of the Bill stems
vate sector suppliers may have
oint of consuymption. I intend that
nhave greater freedom under the new
shore pipelines, but in practice it
do so in the case of large bulk
customers whose premises are near the

- To encourage private sector deals on
1 for access to be given to the
operated by BGC. The first step
BGC not unreasonably to refuse to
But that will not be enough in

still likely to be encountered if

to act, unreasonably (for example by
ansmitting gas or claiming to have

charging 1 o
insufficient capacity).

A form of regulation will be needed to overcome these problems.
One solution would be to set up an independent regulatory
agency. The difficulty here is that it will be mpossmlg

at the outset to forecast the volume of regulatory work likely
to be generated by the new policy. It would be useful to gain
some experience of this role before attempting to establish an
agency and deciding on its size and stm;cture. An alternative
would be to vest the regulatory powers in me but that could not
be done without providing additional staff for my Department.

I ~believe that a regulatory agency is the better solution in
the longer term, provided the volume of work justifies it. I
propose therefore that the regulatory powers should be vested
in me initially but that this should be regarded only as a first
step towards setting up an agency when the volume of business
is sufficient to support an independent body.

FINANCIAL AND STAFFING CONSEQUENCES

8. On the basis of my proposal in.paragraph 7(c), additional
Staff will be required during the period in which regulato%
Dowers are vested in me. I shall need an~additional 8 tol S
staff, including professional grades, to deal with the rela 5z
small number of cases which might arise in the early stases..s
Some of these staff will be required before the leg:l.slatml{ol
Passed to prepare the groundwork. I m_igh{: alo negd go e:g Y

90e or two consultants to help with this-in the first ye L

If the Policy succeeds in due course in generating a ggea O oA
of direct business between private sector producers gn bﬁg = )
the starp requirements could rise to perhaps 40 to 50; - mon
that stage we would transfer the work to a separate asegey::ontained
additiona]l tagk even though an interim one, could not enges
Mthin current staff ceilings. Significant financial conseq

8art from those arising from staffing and:the emg oF

Consultants ag outlined above, are not anticipated.
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COVERAGE OF BILL

9. The rights and duties of BGC which support their p
are described in Annex I. This goes on to list the c
is intended to make in the proposed Bill. The most im
relate directly to the breaking of the monopoly and to
that BGC should transmit third party gas. I am assumir
basis of legal advice, that .there will be no case for
private landowners whose third party gas is transmitt
existing pipelines under their land: If we do encounte
on this, I will consult-my colleagues further. 2

RECOMMENDATION

10. I recommend that approval be given for the drafti
i 3 : q ting of $3y
as outlined in,par g€ of a Bj)
St e ~para 9 and incorporating the changes referreq to-;»

Department of Energy
22 July 1981
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sition

; RG0! 2
gal powers Wh1CI BGC's monopoly position have

;. The le o AT that a single public utility
gerived °Verte'the Br aehs stem. The powerswhich create
chould OPef; QOS;-zion are paralleled by duties imposed on the

the monopO~ .Sectioﬂ c he Gas Act 1948 effectively gave Area

gorporations
Boards the sole right

N = Geitan @
of the Continental Shell

of supply of gas through pipes. Section 9
Act 1964 disapplied that provision to

offshore patural gas but required ministerial consent to the supply

of such gas through pipes. Such consent could not be given for non-
{ndustrial purposes nor for industrial fuel purposes unless the

relevant Area Board (subsequently BGC) had been given an opportunity
¢f purchasing the gas at a reasonable price. Such consent had to be
given for supplies for industrial non-fuel purposes. Sections 8 to 11
of the Energy Act 1976 repealed section 9 of the 1964 Act replacing it
with similar (but more elaborate) provisions. There have so far been
10 formal approaches by producers to the Secretary of State to seek
his decision on whether, for the purposes of these provisions, they

have offered gas at a reasonable price.

3: These privileges may be seen as the converse of BGC's duty under
the 1972 Act

0
%o develop and maintain an efficient, co-ordinated and
< i s
OD?mlcal system of gas supply for Great Britain, and %o
Zatls'fy’ S0 far as it is economical to do so, all reasonable
fands for gas in Great Britain".
Alonggige thi
0

S general duty, BGC are obliged to supply gas on request
ation ches within 25 yards of an existing main, subject o the
3,000 themm at they need not supply any premises with more than
lagy linjy § @ year (a small amount by industrial standards).
%100 was introduced by section 13 of the Energy Act 1976

Strey,
8thened by the Gas Act 1980.

?ny DPremjg
t:
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ANNEX T CoONp! D
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Proposed Changes

a. Gas purchase/supply

i. Repeal of sections 8(3) and 9(3) of the Ener%
This will remove the need for BGC to have first option on the
purchase of UKCS gas at a reasonable price before any Persoy
supply it, or a purchaser from a producer can use it for

industrial fuel purposes. This will put supplies or use of
such gas on the same footing as supplies of gas for non-fye]
industrial purposes over which BGC enjoys no special rightsy
first refusal but for which the Secretary of State's consent it
It is not proposed that the need to obtain the

required.
Secretary of State's consent should be repealed as the
Government will need to satisfy itself that this finite n
resource is not used wastefully.

ii. Amendment of section 29 of the Gas Act 1972

This section will need to be amended to put the supply of

manufactured and imported gas on the same basis as UKCS gas
as in i above.

iii. Amendment of sections 26 and 31 of the Gas Act 1972

These sections deal with standards of quality, pressure of &

supplied, and gas safety, but only apply to BGC at present.
Provisions will need to be extended to

all potential supplié™

1v. Amendment of section 4 of the Petroleum (Production sl

This gives BGC first offer rights at a " » o
found onshore in Britain. BGg!
abolished but not the need for
for the Teasons given in i abov

Teasonable price A
S Tight of first refusal will®
the Secretary of State's coss®
e.
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quential to i - ii above
Gas Act 1980.

Ame
event

ndments T :
- This will

) B2 furEReT
be studled bt g
b

emission/di ribu
11 pe vested in the S tary of State for Energy to

powers Wi sstions. An additi ; i11 1
late common carrier questions. An additional duty will be
regu
ed on BGC not
Sections 26 and 29 to 31 of the Gas Act 1972 will
! t count of the impact of the
State's responsibility for safety
and quality standards.. Where BGC transmit gas under sole

rights granted by landowners, in respect of pipelines under

inreasonably to refuse to carry private
impos

sector gas-.
need to be mod

changes on the

their land, such rights will require modification.

CONFIDENTIAL




