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BACKGROUND 


Th i s w i l l be a co n t i n u a t i o n of the d i s c u s s i o n a t the m e e t i n g on 

26th November (E(79) 15th M eeting) about Mr. Howell's p r o p o s a l s f o r BNOC. 

Summing up that d i s c u s s i o n , you said that the Committee's f i r s t i m p r e s s i o n s 

w e r e f a v o u r a b l e and i n v i t e d Mr. H o w e l l to d i s c u s s h i s p r o p o s a l s f u r t h e r i n 

d e t a i l w i t h M i n i s t e r s concerned, and to r e p o r t back. 


2. M r . H o w e l l f a v o u r s s p l i t t i n g BNOC i n t o two companies, BNOC 

(P r o d u c t i o n ) and BNOC ( T r a d i n g ) and s e l l i n g 75 per cent of the shares i n BNOC 

(Production) to the p u b l i c , o v e r a 3-year p e r i o d . BNOC (P r o d u c t i o n ) would 

become a p r i v a t e s e c t o r company w i t h a Government s h a r e h o l d i n g (held on 

behalf of Government by BNOC ( T r a d i n g ) ) . 


3. T h e r e a r e r e a l l y two questions. Does i t continue to make sense to 

•pursue the r e o r g a n i s a t i o n of BNOC on the l i n e s p roposed by Mr. H o w e l l and 

[ h i t h e r t o	 f a v o u r e d by colleagues? I f so, how much of BNOC (Operating) should 

be sold to the p u b l i c ? 


4. The f i r s t q u e s t i o n has been t h r o w n i n t o doubt by S i r Ian G i l m o u r ' s 

minute of 3 r d December qu e s t i o n i n g the extent to w h i c h the proposed a r r a n g e -


G.'ments f o r BNOC ( T r a d i n g ) a r e p r o o f a g a i n s t challenge f r o m the EEC. 
Mr. H o w e l l d i s m i s s e s t h i s w o r r y i n his paper subject to the comments of the 
A t t o r n e y G e n e r a l ( w h i c h were not a v a i l a b l e when h i s paper was w r i t t e n ) . The 
A t t o r n e y w i l l be p r e s e n t and w i l l be able to advise the C o m m i t t e e . 

5. T h e r e i s however a f u r t h e r p o i n t (which S i r Kenneth B e r r i l l may make) 

about the p o s s i b l e r o l e of a u n i f i e d BNOC both as an i n s t r u m e n t f o r the e f f e c t i v e 

sale of N o r t h Sea o i l and f o r the p o t e n t i a l u n d e r t a k i n g of Government to 

Government deals w i t h OPEC c o u n t r i e s . T h i s l a s t i s of r a p i d l y - g r o w i n g 

i m p o r t a n c e (and i n the papers before y o u r m e e t i n g l a s t F r i d a y on the I E A 


Mr. H o w e l l argued f o r p e r m i s s i o n to e x p l o r e the p o s s i b i l i t i e s of such d e a l s ) . 
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P r o v i d e d t h e r e are no l e g a l snags (and again the A t t o r n e y can advise) they 

could be a means by which BNOC could help B P (and Shell) over OPEC's s h i f t 

away f r o m the o i l m a j o r s . Of course i f colleagues w e r e to be convinced t h a t 

c i r c u m s t a n c e s had changed enough to m i l i t a t e a g a i n s t the s p l i t t i n g of BNOC 

the c o n t r i b u t i o n i t m i g h t o t h e r w i s e have made to the PSBR w i l l have to be found 

i n o t h e r ways, e. g. f r o m the sale of p h y s i c a l assets. 


6. I f colleagues c o n f i r m the g e n e r a l f r a m e w o r k of M r . Howell's p r o p o s a l s 

the question then a r i s e s whether the a i m should be a sale of 75 per cent of 

BNOC (Operating) - as M r . H o w e l l p r e f e r s - or of 49 p e r cent, thus r e t a i n i n g 

c l e a r Government c o n t r o l . The ar g u m e n t w i l l r e v o l v e around option (b) i n 

Annex 1 (75 per cent sale) and option (c) (49 per cent sale). The choice depends 

both on p o l i t i c a l a t t r a c t i v e n e s s and on the e f f e c t on the Government's finances. 

The f o r m e r i s a m a t t e r of o p i n i o n . The second i s a m a t t e r of a r i t h m e t i c . 


7. M r . Howell's case f o r a 75 per cent sale r e s t s on the c a l c u l a t i o n s i n the 

Annex. Alt h o u g h c o m p l e x i n appearance, what they r e a l l y say i s that the m o r e 

of BNOC i s sold the b i g g e r the i m m e d i a t e cash gain and the l a r g e r the l o n g e r 

t e r m cash l o s s . The cash b e n e f i t s are a l l e g e d l y c ompared i n p a r a g r a p h 4 of 

the Annex and those d e s c r i b i n g the r e l a t i v e i m p a c t of option (a) as against 

o p t i o n (b) a r e soundly based. The c o m p a r i s o n w i t h option ( c ) , however, i s 

d i s t o r t e d by the t e c h n i c a l i t y that i f only 49 per cent of BNOC (Operating) i s 

sold, the r e c e i p t s f r o m sale do not reduce the PSBR but i n c r e a s e the funds 

a v a i l a b l e to finance i t . M r . H o w e l l , t h e r e f o r e , o m i t s t h e m f r o m o p t i o n (c) 

whereas they are i n c l u d e d i n option (b). The 'missing' r e c e i p t s could amount 

to about £600 m i l l i o n o v e r a 3-year p e r i o d . B r i n g them i n t o the account and 

the advantage of o p t i o n (b) o v e r o p t i o n (c) becomes c l e a r l y negative i n net 

p r e s e n t value t e r m s . 


8. Colleagues may f e e l that despite Mr. Howell's e f f o r t s they need f u r t h e r 

c l a r i f i c a t i o n of the f i n a n c i a l i m p l i c a t i o n s before c o m i n g to a d e c i s i o n . I f so a 

w o r k i n g group under T r e a s u r y c h a i r m a n s h i p w i t h m e m b e r s d r a w n f r o m Energy, 

the CPRS and p o s s i b l y BNOC ought to be able to produce a q u i c k and c l e a r 

d i s p l a y of the options. 
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9. T i m i n g . M r . Howell's p r o p o s a l s w i l l r e q u i r e l e g i s l a t i o n , w h i c h w o u ld 

be c o n t r o v e r s i a l . You w i l l want to enquire whether, i n the p r e s e n t crowded 

timetable, i t i s r e a l i s t i c to expect the l e g i s l a t i o n to be i n t r o d u c e d and passed 

i n t h i s Session. 

H A NDLING 


10. You m i g h t open the d i s c u s s i o n y o u r s e l f by p o i n t i n g to the two b a s i c 

issues d e s c r i b e d above - whe t h e r to f o l l o w M r . Howell's route at a l l and, i f 

so, to what extent. 


11. You m i g h t then ask M r . H o w e l l to i n t r o d u c e h i s paper, and seek comments 

f r o m L o r d C a r r i n g t o n , S i r M i c h a e l H a v e r s and S i r Kenneth B e r r i l l before 
c r 
i n v i t i n g o t h e r s to take p a r t . 


1 2. I f the C o m m i t t e e have s e r i o u s doubts about the w i s d o m of p r o c e e d i n g 

by Mr. Howell's g e n e r a l r o u t e at the p r e s e n t time the r e s t of the points at issue 

f a l l . The p r o b l e m then w i l l be to set i n hand f u r t h e r w o r k to r e s o l v e the doubts 

o r to f i n d a new way f o r w a r d . The r i g h t course would p r o b a b l y be to 

c o m m i s s i o n a f u l l - s c a l e i n t e r - d e p a r t m e n t a l study under CPRS (or p o s s i b l y 

T r e a s u r y ) c h a i r m a n s h i p . We could l e t you have s p e c i f i c p r o p o s a l s f o r t h i s 

a f t e r the m e e t i n g . 


13. I f on the o t h e r hand the C o m m i t t e e want to p r e s s ahead on the l i n e s 

i n d i c a t e d by Mr. H o w e l l , t h e r e w i l l be one m a j o r and s e v e r a l m i n o r issues 

outstanding. The m a j o r po i n t w i l l be the p r o p o r t i o n of BNOC (Operating) shares 

to be sold. Unless a v e r y c l e a r p r e f e r e n c e emerges you m i g h t l i k e to propose 

an o f f i c i a l w o r k i n g group on this issue on the l i n e s of p a r a g r a p h 8 above. 

A d d i t i o n a l p o i n t s w h i c h w i l l need to be covered are:

(a)	 How much access should BNOC ( T r a d i n g ) have to BNOC (Ope r a t i n g ) ' s 

o i l ? T h i s i s d i s c u s s e d i n Annex B of the paper. M r . H o w e l l 

does not seek a d e c i s i o n , but asks f o r colleagues' views. You 

mi g h t take some d i s c u s s i o n on t h i s , but leave the p o s i t i o n open 

f o r subsequent correspondence. But you should note that i f 

BNOC ( T r a d i n g ) a r e given a 100 p e r cent o p t i o n on BNOC 

( P r o d u c t i o n ) o i l then i t may w e l l leave the Company i n s i d e the 

PSBR net (see 3(d) of Annex B). And i t would reduce the p r i c e 

obtainable. 
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(b)	 What d e t a i l e d l e g i s l a t i v e p r o p o s a l s should be agreed? These 

w e r e di s c u s s e d i n Annex 5 of the p r e v i o u s paper (E(79) 67). 

They include some t i d y i n g up clauses, as w e l l as the m a i n 

r e q u i r e m e n t s . Colleagues m i g h t be asked to deal w i t h these 

i n correspondence. 


14. E q u a l l y unless the C o m m i t t e e i s able to p r o v i d e a c l e a r view on the 

t i m i n g of l e g i s l a t i o n you may want Mr. H o w e l l to e x p l o r e t h i s w i t h the 

C h a n c e l l o r of the Duchy of L a n c a s t e r and l e t you have a note on the p o s s i b i l i t i e s 

and p r o s p e c t s . 

CONCLUSIONS 


15. These w i l l v e r y much depend on the course of d i s c u s s i o n . P a r a g r a p h s 12, 

13 and 14 above p r o v i d e a c h e c k l i s t . 


( R o b e r t A r m s t r o n g ) 


11th December 1979 
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