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{ NATIONAL OIL CORPORATION: TIMING OF

CLYDE OILFIELD DEVELOPMEN
Memorandum by the Secretary of State for Energy

{, At E(80)33rd Meeting on 15 September I was invited to arrange for the deferral
of Clyde field development by five years unless further detailed examination convinced

¢ that we should reconsider the question,

%4 The Secretary of State for Scotland in his letter of 2 October, copied to
ulleagues, has expressed his strongly held view that the economic consequences

if deferment for five years could be very grave, I too am extremely concerned at
U effect which a five-year delay would have, not only on the prospects of our
i#fshore supp1ies industry but also on the British National 0il Corporation (BNOC)
pion exploration activity generally.

" e Ghairnan of BNOC has expressed great concern to me (see Annex A) and has

nt 4 : 1
A forvarg Proposals which would neutralise the public expenditure costs of a two=
T delay fop G of Shell UK,

“Jle of BNOC g 01
Near delay (

lyde compared with a five-year delay. The Chairman o
: es O
yde partners, has also warned of the serious consequences

See Annex B),

by
R deferral to
e twoould ges colleagues to reconsider this decision and reduce the

Yearg I Pl‘oposed.
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rward annually until capita)
e

The additional costs could be rolled fo
were received,

declined and revenues from Clyde crude 0il
take place in the financial year following
d have to be delivered before 1983
in relation to BNOC's availability
~turn. prices; the cumulative 4

g+
Deliver;eg ofmim

the sale. Only a very omaly 1 oy
and none before mid-198s. - 21
1 : if

would not be involveq befors 151671&
By

otal oy,

0il woul
volumes
On BNOC's current assumptions about out

required would be:

1981/82

1982/83  1983/84 198586  1986/87 1ok
£ 4 0

25 81 & 245 20 X

6. BNOC consider this proposal to be in their best commercial intepest i 1,
to accept it if we decide on a two-year delay. There might be some interustigy
reaction but even at the peak the sales involved would be much smaller thay i
exercise undertaken by BNOG earlier this year.
place as an independent exercise in due course, without special publicity orag

link with Clyde.

I would envisage the sales takiy

T. The pﬁblic expenditure costs of a two—year delay would therefore be the s
for a five-year delay, We can consider the issues without regard to the publie

expenditure implications,

OFFSHORE SUPPLIES INDUSTRY

£ul to have be&d o
of all new orde®

e
p1atfors

8. The offshore supplies industry is one of the most success
up in the UK in the last decade. Last year it won around 80%
placed for the UK Continental Shelf, business worth £2,100 million.
placed in the UK help other British suppliers to secure associated order! s
instance for fabrication work and process plant. The existin

have been particularly beneficial in reducing the high unemploynen®
areas of Scotland where they az-.e located.

9. The offshore supplies industry is now, however, entering 2 period
uncertainty, Even assuming that a platform order for Clyde is pl&° oot
there will be insufficient orders to sustain more than twoO steel g

o
the 77°
beyond that date, We need two such yards for the 1onger—ters and

: s1-('15. ‘d”i
to ensure an orderly run—down of capacity from the present five .‘/an i cotf?
P}ay 2 crucial part in this since it is the only order which weé c
will come to the UK,

I
4 ~mC|S “Pst!‘eam g
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mloration rigs would not be an adequate alternative

100 ired are more in keepi i g
qui Ping with a shipyard ang i

.1ies T
.11“98
f80> sibly jnvestment, before the platforn yards could 4 o
0! 3 ake
b
 ypers would have to be won in the face of fierce competition
1ig East. Even then, they could still leave the platf, i =
(3

2aE rm :
eads, severely underutilised, and not ease the prob yards, which carry
ro

peay overt
ocess plant and equipment manufacturers,

lems of the module

I T .
wilders P A rig emPLoys only sope

(100 persons over the 18-24 month construction per
a0 ¢mp10F on-site up to 2,000, mainly on steel work,

quires Very little additional equipment apart f

iod whilst a D2 jor platforp
over a similar period, A rig

also Te rom its structure
erh,

aly around £10m = £20 m, whereas a production platform Sanita v ord; Perhaps
1A TS Wo

{00n = £300m, providing employment across industry, rth

$TISH NATIONAL OIL CORPORATION

i, BNOC have no other development in prospect in any way comparable with Clyde
wd, unlike the mlti-national oil companies, lack any other projects on to which
they could redeploy staff, They could accommodate with some difficulty a two-year
telay, A five-year delay would be a much more serious blow, and prevent the develop-
wrt of their offshore operating capability, Their project management teams would

e 1o be rundown and it would not be easy to build them up again.

;‘:sf:s::ze:cussions of such a setback would be damaging, as the Chairman of BNOC
Mtineta] Sho ne (éee Annex A), It would weaken the British presence on the UK.
S elf which, apart from BP, is otherwise dominated by ?vexseas com:':am.es.
s Mnounce:ncowage the public to participate in the revemue bond scheme s.vhz.cl.: we
+ It would reduce our chances of successfully introducing equity into

ctivities by affecting the confidence of investors.

i3, .
h“hM::: ienerally' it would weaken the ability of BNOC to form px'artm.arships for
mel’pretedxplore_"tic’n and development. The five-year delay would inevitably be
gy °°nsi:1 8 1t already has been in the Press, as based on PSBR rather th;an
c‘her e erations' and it would not be possible convincingly to refute this.
The letter

Rnies woulq in future be mich more chary of links with BNOC.
clearly.

ai
i Tman of Shell UK in Annex B illustrates the dangers very
R
Traong
I,

of the field on depletion
d only add that whichever
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¢ ap
Sume

" ez i "t for ang against two and five year delays

nel . .

“ded in my earlier paper (E(80)98). I wou
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d t} not PPond i} S
We bzye hitherio assumed 34 not affect the o] iy
: ep up oil from new finds ig iy

illingness o siep P s is Jin

e e (i ¢ - u urplus production we f

40 come zsbore until i 4 T I e forey
T i >s Irom the indusiry that extensive deliy
There hzve, however, g :
ment d thern nold back exploration and other emai

new field developmenis could cause then hol a2c plorat ¢ :

zppraisal work needed to establish
development proposzls can be forml

f recoverable reserves before

- 2 is} companies towards
17. It is bard to 2ssess this risk. D

- e Clyde

explorztion appraisal work is bound y our decision on .‘:i;w

i . 33 3 we s
particularly in the aftermath of the proposed tax on 0il production whic

recently announced,

CONCLUSIONS

es industtdy
1 Shelf and 4

depletio® 4

1i
18, A fivesyear delay on Clyde would damege our offshore sSuppP
i ta
greatly weaken BNOC and the British presence on the UK Continen
: ; on
poseibly raise doubts in the oil industry about our intentions
long-term consequences for exploration,
"
' . expendt™
o plic exp
9. GCiven BNOC's proposal for advanced sales of oil, the P
of a two—year delay would be the same as for a five-year delaye
2oy 067
consider
20, 1 hope therefore that colleagues will be prepared 0 R

decision and adopt a two-year delay as I recommended.

Department of Energy
11 December 1980
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2 AL OIL CORPORATION

CLYLE

In approaching this subject, it is necessary,
| believe, to sef it in the context of the development plans of The Briish

National Oil Cerporation as a whole.
BNCC is the principal direct involvehent of

production from the Brifish secior of the North Sea. (It also exercises

the British Government and people in the ownership of the equity of oil
tol
i

of the British Government, but these are not in

£
i

certain powers on behal
question here.) There is, therefore, a considerable degree of public
inferest in the operations and the future of BNOC. It is the duty of the
Soard of BNOC to ensure that its preseni profitable position is carried
forward as long as possible in and beyond this century and that its present
wealth is employd to build and maintain a powerful national oil company,
coniributing to the energy and to the financial resources of the Nation,
from the Corporation's cperations both here and overseas. The Corporation
fas °lre°d)' started, with the consent of the Depariment of Energy, ona
fumber of modest operations overseas, but it is likely that its operations in

the North Sea will always (as we believe they should) be more significant

t 5 g i
han anything that it does overseas, more particularly at the present fime

and in the near fuiure.

ent of. the Clyde field (e

The developm )
ed by it)

¥ discovered by SNOC and the third fo be operaf
the Corporation,

fir
 cetug|

Is
S of Crigs s i ¢
"Mical importance to the immediaie future of
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12 cranding In the INCri oedq. fe this
its operations and iis standing in T I this, the

agr .Vu ) ine £ E.".e’"\ h
Corporation has already agreed b
+ delivery of cil from Clyde to 19 in order to

postpone the first delivery of oil T y .

adlan nal® .
' o.1 , Ban . SO [o] lc :C:
comply with the Depars policy

the Ncrih Sea. Annexe f UKCS production,
E s o
together with the efiect Even with the

posiponement of Clyde, it wili be ok =d that p between North

e % o L
Sea production and U.K. requiremenis will in .“...c“ccnly irom
1987 onwards. In the view of the oil s a whole, it is necessary

a 1 + of e S311 3
for the Government and for the indusiry e urgent steps to fill that

gap.

now suggested that the Government

it is
c L2 £
will require BNCC to delay Clyce for a further three. years (making five

he 258 e ise the
years in all) for reasons connecied the PSBR. We recognise

. ’ . BhE i+ that
seriousness of the position with regard to the PSBR, but we submit

s : Al ~ ing than any
a resiriction of spending on Clyde would be far more damaging

ith the PSER.

short ferm saving that might be achieved in connegtion wit

i# wi z NOC 2 ant] t_cufficient
It will be realised, of course, thai BNOC is entirely self-suffi

: " . e : i a questicd
financially. lis operations do not increase the PSBR; it isonly ad
/ v

- W = ! 22 offhe"‘
¥ how large a positive coniribution it makes o the reduction

osi=

ol . srther
The particular reasons why further P

lows i~
ponement of Clyde would be so demaging to BNCC are as follows

1. The Beairice field and its associ
Nigg Termina! are likely to come inio pro

From then cn there will ariss o < urplu

PSBR.
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- Lar Arther smnio % 1 e N .
he Corporation ior omer empioyment. The Corporation isnot able

o offer them safisfying aifernative employment since the Clyde field
is the only projeci of this sort which the Cerperation has on hand.
While their redeployment could be phesed over q two vear delay, it
could certainly nof be phased over a five year delay. The Multi-
national oil companies, on the other hand, can reacily provide
alternative employment in their large overseas opcrations (pending
their recall to the North Sea) and this would pui BNCC at q

distinct competitive disadvaniage. The Corporation, in its short
life, has been able to build uo an efficient and well motivaied team
for North Sea operations, often through such fortuitous events

os the takeover of Burmah and National Coal Board operations. If

this team were to be dissipated, it would be difficul: i, i not impossible,

to rebuild it in the compeiifive circumsiances now prevailing in the
North Sea.

2. Were it to become @ matier of common knowledge (as

tinevitably would do) that the Corporation has been prevented from

devel"P;ng the Clyde field by circumstances outsice energy policy,
I.e. those relating to the PSBR, partners of the Corporation in this

ond other Projects would regret their involvement wiih the Corporation

1L in
¢ would seek ways to terminate it, since the Corporation would be

fhe ecisions
Uque]y disadvantageous situation of having its commercial d

e : Jpanies
i only by energy considerations (which will apply to com;

Ererclly), bt alse by financial resirictions which apply to the Corporation

b bechse ¥ is owned ! by the British Government. While this could be

il would
- damaging to the prasent position of the Corporafi fon, it
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) ing in the future since other ojl
amaging in the

ly be even more d

undoubtedly

. ill be loath to co=
companies wil |

. uch a part of the
which are som f

operaie with the Corporation in joint

> scheme of development
ventures,
. l - £ h T4 *
% advantages ot such a sifuation
The long term dis
n the North Sea.

are hard to over-esfimaie.

If the Corporation proceeds with the Clyde field,

i la & +£, L
this will almost ceriainly lead to an order for a platform {rom a
BLrately Toaliach &
British yard thus providing help for Britisn industry and better
/

prospects for employment in critical areas.’ The record of the

Corporation for ordering British (and persuading its partners fo do
so) is well known. The longer the delay in Clyde, the longer the

i | their consequential business and
pestponement of such orders and their consequent

employment benefifs.

ith t ort
4 The Government has proposed, with the full supp
i blic i future
of the Corporation, cn issue of Bonds fo the public in the near ‘
.o P
followed by - at some distance in fime - a sale of a minority €q ty

? : T . : Liie issues would
in the Corporation.” The public enthusiasm for such.issue

e 1
i & 1 roorafion’s
undoubtedly be diminished if it became apparent thai the Cor;

. [‘/
. s . o % e tances entire
commercial activities were being resiricted by circumsta
i i £ cati | the energ/
exterior to the commercial needs of the Corporation and i

policy of the Nation.

1 o3 vet
e s not !
S. We are well cware that the Corporation Aas p
. L willy
i . i 5 rascapaidh A
coniributed io the national funds in terms of aciual fax p i
i : . o d therearier
in fact, pay its first Peirolcum Royalty Tax in 1982 and inéi

"
i . tlea other companic
will make very substantial payments of tax, like oiner o

7 |so
. . o mae. | can a
operating in the North Sea. This is undoubtedly groper.

CONFIDENTIAL

CONFIDENTIAL

e period before th

) + th &

y t roper thaf, in t

be said to be Proj ’ e payment of tax, the
14 RN T 1S M

Corporaiion should make substantial payments to the Government via

National Oil Account. These are likals to be of th , f

the Nat 7 70 B¢ of the order of £200m

sstentially mere in the year

tna Rle+ Ma=~h 1021
in the year enaing Sist March 1931 and sy

ending 31st March 1982, Furthermore

the Cor i
+ i€ Lorgoration, by means of

forward oil sales, made the only really significant coniribution to asset
sales in 1979/80 and is willing to do so again in 1980/81. In Annexe |i
we show the monies that can be made avaiicble in the 19305 by the
Corporation directly to the Government and also by means of royalty,
PRT and Cerporation Tax. In Annexe il we show the advantages to the

PSBR of postponing Clyde by the additional #hree years and the disadvantages
which will inevitably follow in terms of the loss of income in the following
years. We submit that the positive yield of royalfy, PRT and Corporation

Tax from the Corperation as a whole will much more than outweigh the
femporary expenditure on Clyde in the years in question.

4 The Corporation has a present rate of return on its
9sseis employed of 28% before tax. We calculaie that the rate of return
on the investment in Clyde field will be 32%, which will be lost to the

Nafian s - e
oon in every year in which the project is delayed. Since, in effect,

the mop: ; e
monies paid over by the Corsorction to the Government will ineviicbly

o | .
bk funding some other activity, it is relevant to ask what other
Setivity wi|

- produce yields comparable to those of the Clyde field. It
Isq SERerq]

Principle of good business to re-inforce success and to

&liming: 1
IMingse loss-mckers. We bel ieve that this srinciple should be applied

e p; , should
* Present case, with the result that the carrying out of Clyce e

Qke
Prece X i
dence over other, less profitabie, activities.
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For the reasons given above, we most
strongly request that there should be no posiponement of Clyde beyong
the two years already agreed with the Deparimen
effect of such a delay on the morale of those whe
Corporation and on its fuiure relations with pariners would be damaging
beyond the shori ferm gains to the PSBR. The relatively small savings
to the Government in purely financicl terms in the years in question
would be significanily ouiweighed by (a). the coniributions of royalty,
PRT and Corporation Tax then being made o the Government by the
Corporation and (5) the specific contributions from the Corporation
as a result of the earlier development of the
would, of course, be insignificant compar d to the yield to the

i

Governmeni from the North Sea as a whol

Chairman and ChiefiExecuiive:

2lst October 1980.
PS/crf
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Commencing in the four re [}
g e fourth quarter 1987
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B.-N.O-C
: Contrlbut

BNoC
Surplus Funds

N

ESTIMATED AVERAGE &=,

UK. CONSUMPTION

PRODUCTION,__ % ;

E

o
4
&)

80

£8,250m £2,930m
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Telephone 01

X House Str, »
@ Strand London WC2R 00X

1-438 3701

vAISMAN

22nd October 1980

5 i in
Net Reducticn 1 : I 1 not be 2 : X
tribution I Payment: i % you will not Dbe . e €XPress to you the concern y
BNOC Cont ~ tne ) feel abou € widely rumoured po
& fie. ‘ > in Shell B ! i D aSlD;;lu‘/ that t'
n ay d = he 4 Jul
government il Ze . ns oo f\:mo“ PNt of the Clyde rielq
£'m g 2 0 e o Dot o > coinected with the relationship
ure an
. ! petween Bw\,m 2 : ; e a.fl the PSBR, 45 Private sector
B o e WoRC deferment ags an unwarrantea
frustration of ' .uo Spend capital ip order to
;:vewP & profi in the North Sea,

ch we

it large, suck : to all exploration

arc oilfield de 1 BNOC has an equity interest.
Given the spread of - in many cases for s..atu..orv
reasons, this would in turn the ability of the oi i _naustry
to explore and devel resources of the UK Continental Shelf with
the speed and-vigour ry to ensure the nvoJ.onga\.lon of o0il sel?
s<-‘_~~~e“c‘/ for Brita as long &s possible wi th all the attendan
benefits in terms of 1d wealth creation.,

It would also seriously uce BNOC's attraction to the private sector
& a partner in future ures, and in this connection you will be
are of our as i 7iTh them in a number of Seventh Round
Dolications L logical consequences of applying such
i cment is not to be curtailed, is that there
of BNOC's role to permit its private
some way teke over its interests
“henever ‘“0*10 X diture constraints required it to opt out
9: capital itu grammes. Whilst we might not be averse to .
°°1~5 this in +} s lyde, for example, we wonder whether it wou
“.e in line with Govermnm intentions about the role of BNOC.
i;egiiilzeq conside rat ght be given to the option oilz:l;:g::fh

T0 subscr

to finance BNOC's share of

2 woulg pplication of the

Covernn . ST¥ Much welcome your reassurence that tae &

Coiin h me your ans

c\:Ve qment ' Donetery policies will not impede the mvestmgm ’olt; .

~;f)r""‘a € Sector companies such &s ours, when in ;Jar't;nez':l ;2 Pl
-Ona*lsed "'ld\lst’”y for the tmelj Cevelon...ent of offsho

: ter the
the lloe;ty of sending a copy of this letter to

OT of the Exchequer.

.Lc\-'.“\v

)
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