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T o : M R L A N K E ^ T E R 

F r o m : S I R K E N N E T H B E R R I L L 

B P / B N O C O i l T r a d i n g 

1. In his minute of 26 September, the S e c r e t a r y of State for E n e r g y 

d e s c r i b e d for the P r i m e M i n i s t e r the prob lem of B P ' s shortage of crude 

oil and the l i m i t s to B N O C ' s abi l i ty to help. The P r i m e M i n i s t e r might 

find it useful to have a l ittle background information on this i s s u e . 

2. B P ' s approach to H M G , which is set out somewhat more fully in 

S i r David Steel 's let ter of 19 September to L o r d C a r r i n g t o n (copy attached), 

in effect m a r k s a turning point in the re lat ions between B P and H M G . F o r 

decades B P has acted as a very independent internat ional oi l m a j o r doing 

what it thought best in the company's long t e r m c o m m e r c i a l in teres t . F o r 

the most part it has done this with the full b less ing of H M G . E v e n at t imes 

of c r i s i s , for example in 1973, B P has applied a pol icy of equality of m i s e r y 

to B r i t i s h c u s t o m e r s as wel l as to its other c u s t o m e r s . T h i s approach 

ref lected (i) B P ' s intense d e s i r e to be seen as a genuinely independent 

company and not a s the United Kingdom national oi l company; and (ii) the 

fact that the United Kingdom represented only a s m a l l share of B P ' s total 

m a r k e t and the U K has only become a producer of oi l in recent y e a r s . So 

although there have a l w a y s been c lose re lat ions between H M G and B P , in 

some ways they have been l e s s c lose than H M G ' s re lat ions with She l l . 

3. The events of the past year have changed a l l th is . The U K is now a 

m a j o r oil producer and B P has shifted from a m a j o r with a large crude surplus 

into a crude deficit company (which i s the position of She l l , E x x o n and Mobi l ) . 

In his le t ter , S i r David Steel i s seeking H M G ' s help not only for its U K 

operat ions , but a l so for its worldwide a c t i v i t i e s . 
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4. BP's p r e d i c a m e n t i s s e r i o u s but p r o b a b l y not as s e r i o u s as i n d i c a t e d 

i n S i r David Steel's l e t t e r o r M r Howell's minute. F i r s t , i t i s u n l i k e l y that 

BP w i l l need to f i n d as much as 36m. tons of crude i n 1980. T h i s f i g u r e 

would appear i n t e r a l i a to be based on e s t i m a t e s by BP's m a r k e t i n g managers 

throughout the w o r l d on what they would i d e a l l y l i k e to have to s e l l c o mpared 

to t h e i r r e l i a b l e sources of supply. Secondly, l e a v i n g aside what they can 

obtain f r o m BNOC at ' o f f i c i a l p r i c e s ' ( s e e p a r a g r a p h 6 below), BP a r e 

u n l i k e l y to have to purchase the r e m a i n d e r of t h e i r d e f i c i t on the spot m a r k e t . 

Some they should be able to purchase at ' o f f i c i a l ' p r i c e s . T h i r d l y , i t i s not 

u n l i k e l y that the gap between spot p r i c e s and o f f i c i a l p r i c e s w i l l be les s next 

y e a r than they c u r r e n t l y a r e . 


5. In sum, BP's f i g u r e s ($500m. cost of o p e r a t i n g i n the spot m a r k e t ) 

not u n n a t u r a l l y p a i n t the w o r s t case and should not be taken at t h e i r face 

value. I t i s , however, f a i r to p o i n t out that i t i s p o s s i b l e to p a i n t s c e n a r i o s 

w h i c h would put BP i n an even w o r s e p o s i t i o n , f o r example, i f i t l o s t a l l i t s 

K u w a i t supplies. 


6. A l l p a r t i e s a r e a g r e e d that BNOC should help BP. The question i s to 

what degree and on what t e r m s . Nobody i s suggesting that BNOC by i t s e l f 

should meet BP's forecast d e f i c i t . T h i s w o u ld p r e - e m p t the g r e a t e r p a r t of 

BNOC's crude a v a i l a b i l i t y i n 1980 and would t o t a l l y u ndermine the Government' 

p o l i c y of usi n g BNOC's o i l to achieve s e c u r i t y of the UK's o i l supplies a t a 

t i m e of gr e a t u n c e r t a i n t y . I t h i n k the balanced approach proposed by the 

S e c r e t a r y of State between the need to help BP and m a i n t a i n our s e c u r i t y of 

supply is the r i g h t one. BNOC have i n f a c t a l r e a d y o f f e r e d to meet BP's 


UK r e f i n e r y d e f i c i t f o r 1980 (some 7 j m . tons) and to p r o v i d e a l i t t l e m o r e 
(say Zjm. tons) d i r e c t to BP's EEC s u b s i d i a r i e s . I f BNOC goes much 
f u r t h e r i t w i l l i n e v i t a b l y reduce i t s a b i l i t y to use i t s crude to ensure our 
s e c u r i t y of supply. T h i s Zjm. tons of net e x p o r t s to help BP a r e not as much 
as they would l i k e but w i l l help close the gap. 
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7. A s a quid pro quo B P should undertake to make its own North Sea oi l 

(or an equivalent amount of non-North Sea oil) ava i lable to its U K re f iner i e s 

at a l l t imes . Shel l and Exxon gave such undertakings under the ir Par t i c ipa t ion 

A g r e e m e n t s . B P has never given a p a r a l l e l undertaking and that indicated 

in S i r David Steel 's let ter to L o r d C a r r i n g t o n is not as f i r m as it might be. 

I would, however, expect this matter to be re so lved in B N O C ' s negotiations 

with B P . 

8. On this bas i s H M G would be going some way to help a B r i t i s h company 

( B P ) in its new pred icament but taking the occas ion to specify a new re la t ion

ship under which B P would give pre ference to its U K operations in t imes of 

shortage and d irec t any net exports of North Sea oil over and above the 

needs of B P U K re f iner i e s to our E E  C p a r t n e r s . A move from which we 

should be able to extract some credi t in B r u s s e l s . 

9. T h e r e i s some urgency about these negotiations. If the U K Government 

se l l s a large block of B P s h a r e s the company is obliged under the r u l e s of the 

US S e c u r i t i e s and Exchange C o m m i s s i o n to publish a prospectus . That 

prospectus w i l l need to include forecas t s of B P ' s oi l ava i labi l i ty and if 

these a r e poor the share p r i c e could be affected. Any B N O C a r r a n g e m e n t s 

should therefore be included. B  P have to complete their prospectus for 

i i l ing with the S e c u r i t i e s and Exchange C o m m i s s i o n by 12 October at the 

latest and preferably by 5 October - a fact that B N O C a r e c u r r e n t l y not 

a w a r e of, although B P may tel l them tomorrow. It i s des i rab le that B P ' s 

negotiations with B N O C should be concluded at l eas t in pr inc ip le by then. 

10. I a m sending a copy of this minute to S i r John Hunt. 

KG 

1 October 1979 

Att 
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