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Memorandum by the Secretary of State for Energy

Introduction

1. Cabinet agreed on 24 September (CC(81)32nd,

lMinute 5) that powers should be taken in the 1981/82
Parliamentary Session to direct British Gas Corporation
(BEC) to dispose of specified interests and to abolish
their gas purchase monopsony. The purpose of this
felorandun is to describe my proposals in more detail in
order that preparation of 1legislabion can proceed. I

"% agroed with the Lord President of the Council that

1t woulq be convenient to make these additional provisions
by €Xpanding the Petrol eun and Continental Shelf Bill for

Whi
1h I already have policy approval.
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Disposal of Assets

2. My present powers under the Gag Act 1975
BGC to cease activities and dispose of e S0

dlre“

b o 9 Ssetg
used when I am satisfied that I wil) not 4y ¢

the proper discharge of the Corporation g
Moreover they do not enable

an oy,
STY impeg,
L
me 1o require the ¢4

to pass the proceeds of the sale of assets tq thrporatu;
(-]

Government. These powers are not therefore Suffjey
clent};

wide for the purposes for which we shall wish o use 4
(eg disposal of offshore o0il assets ang later o
3 I propose therefore to seek wider bowers
The new powers would enable me to direct the Corporatigy
not only to cease activities and to dispose of certain
assets wholly or in part but also, where necessary, to
arrange that particular assets are held by a subsidiary
of which shares would then be offered to the public. I
propose to use these powers in the first instance to
privatise BGC's offshore oil assets. In such cases, I
might also wish to direct that share schemes should be
available in which the Corporation's employees could
participate. In all cases of disposal, I would wish to
have the power to claw back the proceeds of sale for the
Exchequer.

The BGC Monopsony/Monopoly

4. My proposal is that the forthcoming legisletiol
should eliminite BGC's gas purchasing monopsony 22 o
their monopoly over sales to industrial and poseinty
larger commercial consumers. It was W(’m{ a
monopoly which, inter alia, made it smportont ©° f.relﬂ'
Private sector gas-gathering pipeline off the groumers
The bea®d-Intention would be to enable these ¢ :

to purchase gas without BGC acting as intermedi®™

ok

CONFIDENTIAL

’ Showrooy_v

S of directi,

‘"‘“

CONFIDENTIAL

g of gas supply to other (including domestic)
s would however be preserved because in this
cono“’:he existence of a monopoly supplier confers

case advantages (security of supply, safety and lower

mon°P°1

ger‘.uine ’ 4

4 from economies of sale): in short, the classical
08 ) e 4 o
. gument for @ public utility. The detailed changes
arg

apich I propose are set out in Annex A, which also
describes the rights and duties of BGC which support the
present monopsony/monopoly position. In framing my
proposals, I heve assumed, on the basis of legel advice,
that there will be no case for compensating private
Jandowners when third party gas is transmitted through
existing pipelines under their land. If we do encounter
problems on this, I will consult my collezgues further.

5o There are two other maetters to which I should draw
the attention of colleagues. The first of these is the
lending requirement for gas, which could come under
greater attack if in due course some companies seek
approval to export gas and we are unwilling for this to
happen. The second is the need to ensure that BGC'S
transmission system can be used as a common carrier by
the private sector on ®i¥m-and reasonable terms, SO
providing effective competition in the gas market. This
will require regulation which will have staffing

ctonseguences.

6. A note on both these points is at Annex B. Any
additional risk of challenge to the landing requirement
and the staffing consequences of having %o reg“lﬁte Beigey
o the BGC transmission are in my view far cubnelghed B

Tropose
the advantages which will flow from the changes AR
Viz:a
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(a) an improvement in the SER I erin 2 4
through increased competitioy. V"0 Rgo, PRESENT RIGHTS AND DUTIES OF BGC AND PROPOSED CHANGES
H
: s sition
(b) an increase in gas exploration a2 W&LL——
§{

production; s which hav '
L. The legal power ave created BGC's monopoly position

pave derived over the years from the concept that a single public

(c) a better deal for the industrig ga ould operate the British gas supply system.

atility shb The powers

consumer. Wy
me 4pich create the monopoly position are paralleled by duties
. imposed on the Corporation. Section 52 of the Gas Act 1948
Recommendation erfectively gave Area Boards the sole right of supply of gas
7. I seek my colleagues agreement to my detaileq through pipes. Section 9 of the Continental Shelf Act 1964
alle P .
proposals as set out above. removed that provision for offshore natural gas but required

pinisterial consent to the supply of such gas through pipes. Such
consent could not be given for non-industrial purposes nor for
jndustrial fuel purposes unless the relevant Area Board
(subsequently BGC) had been given an opportunity of 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
9 0ctober 1981 Energy Act 1976 repealed section 9 of the 1964 Act replacing it
with similar (but more elaborate) provisions. There have so far
been no 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.

Department of Energy

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

"to develop and maintain an efficient, co-ordinated and
economical system of gas supply for Great Britain, and to
satisfy, so far as it is economical to do so, all reason-
able demands for gas in Great Britain".

Alongsige this general duty, BGC are obliged to supply gas on
Tequest to any premises within 25 yards of an existing Min’_
s‘.lbje“ to the limitation that they need not Supply any premises
With more than 25,000 therms & year (a small amount by industrial
*tendargs), This last limitation was introduced by section 13

of the Energy Act 1976 and strengthened bY the Gas Act 1980.

1.
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Proposed Changes AN“E‘/

A. Gas purchase/supply

Repeal of sections 8(3

YO
This will remove the need for BGC to
purchase of UKCS gas at a Teasonable
can supply it, or a purchaser can use
purposes. This will put Supplies or y
same footing as supplies of 8as for ng
purposes over which BGC enjoys no Spec

hote e Aot I

: St opti,
p%‘lce before i o,
it for induStriaT:ﬁ
8e of gyoy o
n-fuel indyg;

ial Tights 5

88 op

tria)
L fipe

refusal. 1y

ii. Amendment of section 2

‘Wme\%m\ctlg_@

This section will need to be amended to put the supply

Y of
manufactured and imported gas on the same basig as UKGS
gas as in i above.

iii. Consequential amendments to other sections of the i

Act 1972

Sections 26 and 31 deal with standards of quality, press
gas supplied, and gas safety, but only apply to BGC at 1
The provisions will need to be extended to all potentis
suppliers. Section 25 dealing with methods of charge &
tariffs will also require amendment. Some other minor
consequential amendments will be needed to other sectio

iv. Amendment of section 4 of the Petroleum (Producti®

Act 19 4

1 3 riCEt
This gives BGC first offer rights at a "reasonablelli)shed»
% 8as found onshore in Britain. This will be &b

a1 to i
Ve Amendments may algo be needed °°“s°quentmé o hot ¥
above to prevent anomalies in relation to the U
This jg being studieq further.

2.
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transmission distribution
Gas
B.

;11 be vested in the Secretary of State for Energy to
o An additional duty on
reg\llate reasonably to refuse to carry private sector gas

BGC not u“ded' Sections 26 and 29 to 31 of the Gas Act 1972

pay Pe nfeto be modified to take account of the impact of the
4ill need the Secretary of State's responsibility for safety
changeslf’:y standards. Where BGC transmit gas under sole rights
andn::Z ;y' landowners, in respect of pipelines under their land,
gra

s W . 3
power’ on carrier guestions.

h rights will require modification.
suc.
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ANNEL B

[HE BGC MONOPSONY/MONOPOLY:

AKING
TTAL EFFECTS.

SOME CONSEQUEN

e Landin Requirement

1. The requirement that gas from our Continental Shelf must be
Janded in the UK is already vulnerable to attack on grounds that

it is incompatible with the Treaty of Rome. Removal of the BGC
12000PSONY is not directly connected with the landing requirement
since the monopsony only applies to gas coming ashore in the UK.
But this step could possibly encourage some licensees to seek
approval to export gas. We would have to consider the desirability
of this when the time came and, if we decided against, I have
available powers which might indirectly be used to prevent gas from
being exported. Nevertheless an important case, or a succession

of other cases, in which I used these powers might lead to our
being challenged under the Treaty.

BGC Pipeline System

2. An important problem in achieving the objectives of the Bill
lStemS from the difficulty which private sector suppliers may have
in transmitting gas to the point of consumption. I intend that the
Private sector should have greater freedom under the new regime
to build its own onshore gas pipelines, but in practice it may
only be economic to do so in the case of large bulk supplies or
Supplies to customers whose premises are near the landing point
:L:hiegas- Tc.) encourage private sector deals on any scale it
L E.Ssem;:.al for access to be given to the nat:.t.)nal'

ssion system operated by BGC. As a first step it will

f:°::?ly be necessary to impose a duty on BGC not vtmreasonably

enoughuée Fo carry private sector gas. But that will not be

it pog -, TPeelf. DifficulficSiSEs still likely to be encountered

pPOposiECt’ or are alleged to act, unreasonably (Ior'example by
0g unfair charges for transmitting gas or claiming to have

insusey oy
Uificient capacity).

: o overcome these problems

A form of regulation will be needed ©
powers should be vested

ang
I propose that appropriate regulatory
CONFIDENTHAL .
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in we, Ihis Will However have steffing ogy,,

Quen,
Department. Ceg tor

Financial and Staffing Conseguences

4. I shall need initially 8 to 10 staff, includin
grades, to deal with the relatively small Numbep op ;.

might arise in the early stages of the Tegulatiop pr:es
of these staff will be required before the leEislatioieén'
to prepare the groundwork. I might alse need tr emplo;s
consultants to help with this in the first year, Ong

DPoreBli

' 1L the
succeeds in due course in generating a great deg) " d_up:
i L
business between private sector producers ang consumers N
) st

requirements could rise to perhaps 40 to 50. If that stags
reached we would have to consider transferring the Work tg 5
separate regulatory agency. While the number of staff regj
for this work remained in single figures, I would Dropose ty
them from within current staff ceilings. Beyond that stage
staff requirements for this task would have to be additioml
my staff ceilings. Significant financial consequences, apar
those arising from staffing and the employment of consultai
outlined above, are not anticipated.
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