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1. At its meeting on 11th March (

E(80) 9th Meeting) the Committee
considered proposals set out in my

memorandum E(80)22 for introducing
he upstream operations of BNOC.
greed that legislation to facilitate private sector
Participation should be postponed until next session (and an
amnouncement to that effect was made on 25th March), but did not come

t0 any conclusions about the nature, scope and timing of privatisation.

private sector participation into t
The Committee a

n

This paper set out revised proposals for private sector partici-
P3ton, which have been formilated in the light of cf)ntmumg e 82
deVeMpment: in the 0il world, and in consultation with the Chance

; : i isation
of the Exchequer, who agrees that in view of the privatisati
“Mitment these should be explored.
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a restructuring of BNOC inf:o =
with the sale to the public of
t control of

sals
; ince those proposa S
Perating arm. However, the passage of time S

! My Proposals in March were for
“Parate Trading and Operating arms,

: ; ernmen
1hma‘]ority stake in, and relinquishment of Gov
€
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ymulated has underlined the importance tha attaches
formulated & ~Ches

were

"¢} the Cops
e

_fluence over oil. While my proposals were Structureq

ind 1 to enap)

the Government to retain complete control of BNOC's {yg

ding Operatlon
access to UKCS oil through the participation agreements
My

and its the

relinquishment of control over the upstream side at g time of evide
ent

and increasing political and trading turbulence and uncer‘tainty in ;}
fe

0il markets may be publicly interpreted as lack of Government intereg:
and responsibility in an area of major political and economic importa;n:
Finally, the present world oil scene must make real the risk of chane,;1

to our participation arrangements from the EEC that might arise if we

icolated BNOC's trading side.

4. Accordingly I propose that for the time being the trading and

upstream activities of BNOC should not be totally separated. I remain

convinced, however, that private participation in BNOC is a desirable

aim, and we are publicly committed to this. My proposals which follon

are therefore designed to allow introduction of private capital while

keeping the Corporation as a whole and subject to Government control

(and, as such, it would remain within the public sector). In essenc

p ; 1arg?
I propose first a scheme providing for the sale to t he public at - ?
i ) ity oil
rights to a specified proportion of BNOC's revenues from its equity

n re'_l.ated o

field interest. Investors would receive regular ndividends

ymeni o

3 a,
the revenue from some or all of those fields, and ultimate i nerd
g e

The dividends woul

the security at "par" at some specified date. £708
uction

fore be related to the price of oil and to the level of prod

the fields.
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The proceeds of g
pSBRy but would finance it

i1ts of National Savy
gi ngs to Comparap] e
puch the same monetary effectg

pSBR in subsequent years

probably slightly reduce the PSBR in 1
ear Y ye

it in later ones.

a more expe

6. The particular advantages of such a sche
me - co

revenue interes

(1)

(G5e)

control of the management of the assets or disposal of

the oil;

(i141)

participation in BNOC's North Sea revenues;

(iv) there would be no need for BNOC to negotiate with iis
partners to transfer the upstream assets to a new )
company as there would be if W
BNOC's upstream operation.

and time consuming, as We recognis

In the Treasury:

nsive form of financing overall
t or revenue bond - are as follows$
; 8

It wo i i ' '
uld Simplify the legislation by makin
4

a-f 21 spl il tt]n of the Co orati on “nnecessa .
m g -
a or P D Ty;

the security holders' rights would not impair Government

it would nevertheless give the holders a direct o

Proposals were discussed.

ale of Tey

1% woulq e

e introduced equity imte

This would be very comglex
ed when =y origimal
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FORM AND SCALE OF 158

the securities to be marketed in a way whjcy catereg
ike

7 T would 1

for t

4 of investors' interests— not least becayge it
i dest spreal : : |

he W1 S e ot subsequent expropriation. I belieye thegk

. . 1 Se t e

would minimi political gains here although care would have

' to
are major and lasting

and to the extent that sales are widespreag i
i pe taken over sales

tors on a mass scale the price is inevitably affected, ;
a1 investor
to smaller

- ittee agrees with the Proposal
hat, if the Commi
3t} propose T ’
would therefore

t, the Treasury and the Bank of

| o f my Department,

o fficials O
in pI‘lnClple’ o

ible schemes in consultation wity
repare possi

= should be asked to p

England sho

tw the Chancellor and myself sho
; terms agreed between
This study, on

ted not only to presenting the issue 1
c

- BNOC. n the most imaginative wayy
be dire

i an tential effects of
ble scale d the po
i ic but also the possl
the wider public

ke stion Of tlmngi me tho ds :f ’
t I ts md qu-e 1
| tha on the ma

F ctors Such as bulldlng SOClety lnflOWS alld the lmpact of overseas
a

investors GRELTY determining
n { must be taken lnbo accoun the amouxlb and

i an
to offer a total amount which ¢

lan
timing of sales, but we should p -

e seen 0 CO ribute Cc elemen I8 PP a ’
b % 4r but G | 97 of Vi sation
n a Slgnlfl an

d be inadequate from this

e than one V&

point
that anything less than £500 million woul

s d over mor
of view, but the sale could of course be sprea
I -

G
ot n on the amounl
28 this/considered necessary.

an maﬁ
A final decisio

our consideration of the study by officials.

bl
” . ypin the PV
: n withid

B

)
Port‘ml"y

n ho]_dlng ,
verd?®

ratio
Although we are proposing to keep the Corpo

op
elves the
sector I believe it would be wrong to deny ours

poratio

2 - 33 £ the Cor
sell some equity in an operating subsidiary © , 488 Go

ished, whe

e

i w
the oilfield assets, at a later date, if we SO
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inl needs, the worp] ]
jnancii ’ ORI Gl
" ¢iimate ang the Public mooq ps
i d migy
decirable. ght m

i
A momen ; : ake it
very t coulg arrive When Such

. . a move could b
DdlticaTLy attractive ang timely, -

| We alse need to bear ip mind tha
| clement of private €quity ownersh u

t
y would act ag

Yy future moves undep

alj o however limiteq
g important impediment in tpe way of an

a

& different

government, towards using the operating company Purely for po1jt
1tical

objec‘cives, such as the eXpansion of A2

' te OWnership intg petrochemicals
i other oil-connected industries.

15GISTATION

9, We are already committed to legislation next

session to sever BNOC's
gonnection with the NOA and to end BNOC*

S statutory advisory duty. Work

m this and a number of non-

BNOC amendments to petroleunm legislation is

0y in hand following graftina approval given last January. I now

fripose to include in this legislation Specisiaisss et for BNOC to

mdertake the issue of revenue interests, to allow the Government to control

the exercise and to allow for Possible future sales of equity. We may

llso need additional powers to handle the trading in securities if

lcided that this

we
should be other than through the normal stock exchange

amnels, as seems likely.
NG

b T Plan to introduce legislation as soon as possible next session.

e timescale within which such securities could be ready for issue will

0d on the details of the scheme, and the state of the market, but an

e shoul g be possible in 1981/82 if we so wish it. I PTropose to put
Hailg of the proposed scheme to the Committee as soon as possible after

te
Ummer recess,

MOUNCENH:‘.NT
U

i nt
e are not yet finally in a position to make an announceme
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sl cise nature oTr timi
cpecifying the sizéy OF EUBSLE0 iming of the Propeg
cpeclit £40Dposgq
there is very stron ubli
SR i € public SPeculat;
on 4

revenue pond scheme.

our plans and their implications for the structure of BNOC, ¢ aboyg
. he £

; . sl i d allowing a , L

4 ! that legislation is being prepare ing a form of private capitq

s al

It is therefore best to ann

involvement will leak. ounce oyp Trony

objective forthwith. BNOO anyway will have to be told what ig &
eedei

— T
ll _ o whether we announce now or not it will come out. It is th
=~ vlerefop,
( in my view pointless %o delay making an announcement before the pe
! Cesg,
— ML, .o though I understand the Chancellor has doubts about this, 3 draft
1l announcement is annexed which does not commit us to anything except
— = | the basic principle of our plans.
1
$i
RECOMMENDATIONS
e
i l 12% I seek the Committee's agreement that:-
— I
'_‘r' () private participation in BNOC should for the time
L being be limited to a sale of revenue interests, with
il 1 -r- the widest possible distributions, although powers to
] B
- sell equity should also be sought;
J O

(ii) +the necessary legislative provisons should be

| introduced as soon as possible next session as part

of the legislation already approved for the ending

o ioteite
of BNOC's statutory advisory duty, the severing o

NOA commection and the various amendments to the

legislation summarised in Annex 5 to E(79)67i

jptee
(iii)  the Chancellor and I should bring before the Comml'

ted ¥
as soon as possible detailed proposals formil®

y art
the light of a report by officials from m¥ Deg

CONFIDENTIAL

S Ly T

paragraph 7,

before the Summer recess

Department of Energy
0th July 1980
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announcement should b
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anmnexed draft
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ANNEX
. ’)_‘?‘\FT ANNOUNCEMENT
Jiv
-—
_—
- /iously announced the G
As f’re‘/lou e Overnment pPlans 1o gi
> \ glve th
——
1

€ public the

chance to participate directly in BNOC's oi] Producing busi
ness,

consider that the best way to start thi

g limited sale of equity shares in the upstrean interests of the

torporation at a date Judged appropriate. Holders of Tevenue securities
B 4 - would have a right to a specifieg proportion of BNOG's revenues from
r_»{ defined oil field interests., We plan to make such Securities accessible
RN l to the widest possible spread of potential investors., This type of
T security will provide a direct participation in the risks and fortunes
-

of the North Sea oil producing business, while at the same time being

capable of widespread distribution. As foreshadowed in my announcement

of 5th March I pl

. A r__ legis

lation providing powers for these changes, and énding BNOC's statutory

an to introduce just as soon as possible the

Wy to advise and its access to Government finance through the National

Ul Account., |
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