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At E(80)30th we agreed that I should consult the British 4
Gas Corporation (BGC) to secure their agreement either to the
sale of their interest in the Wytch Farm oil field or to my ”5
proposals, as set out in paragraph 8 of E(80)81, for the disposal
of a majority holding in their oil interests.
2. BGC's initial reaction (Annex A) was predictably hostile.
Th 1 2 3 i
They argued that the performance of the Corporation's statutory 7
duties would be seriously impaired by either proposal, and that 99
in the circumstances they would not be able to obtain a proper
brice for the assets. 100 118
2 * .
2+ 1 did not accept these arguments and asked them to reconsider m
their position (Annex B). m|
LoRsolp ] : Shaes
Alter further consultation.(Annex C) and discussions Wit 120
Ly offici | 5o B
3 "tiiclals the Corporation have now commissioned Lazards to 102
ddvise } fi% : ; % :
) fow they could m .ectives whilst satisfying them-
sl e eet our oby
iVes t1 3 - 1 > 4
.y A8t they were meeting their statutory responsibilities. 03
rds h p i bl
The ¢ aVe agreed to produce an outline report as soon &s possible.
0 : A s
Propg TPoration have said that they will be able to gilve € their
sal i : S gy
hayg + S by the end of the first week in October, although they 104
STres % o rg :
Sed that even if their response is positive detailed
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: : » o+ will be a complex process Will ingys
implementation of what will be & COMP ex process will Anevityp,
J

take some time.

5. This is at last a welcome move by BGC and I Dbelieve yg o

. \ herwis I jould only a
allow them this time. Otherwise, we would Only exacerbate ,

already difficult position and we would at best forfeit BGC! g .

operation in some of the other difficult problems that lje ahie

(EFL, pay, gas gathering, IMC report).  Furthermore, I beljey,

that disposal of a majority stake in their oil assets with R,

co-operation would raise more than the sale of Wytch Fary alep,

well as being consistent with our policies of increasing publi,
participation in the nationalised industries.

6. I and my officials have, however, make it clear that in the

absence of a positive response from the Corporation we will procs

with the necessary consultations for issuing a direction under

Section 7(2) of the Gas Act 1972 for disposal of BGC's holding in
the Wytch Farm oilfield.
formally consulting the Corporation have been prepared.

The draft direction and the letter
It shoul
therefore be possible to allow them time to prepare proposals
yet in the absence of a positive response to complete the neces
consultations and lay the direction if justified soon after the
House reassembles on 27th October.

7. I therefore recommend to my colleagues that :-

a) We allow BGC until the end of the first week in October
to consider and make proposals to me;

b) failing a positive response I proceed with necessary
consultations for issuing a direction under Section7
of the Gas Act 1972 for disposal of their interests =
the Wytch Farm oilfield.

(2

Department of Energy D/
10 September 1980

CONFIDENTIAL

J) ‘:eh
]

SCONEPIDENTE L
CWINFIWwWEINIIARL .
ANNEX A

———

H 8ir Denie Rooke cse Fre 7 Exa
Bﬂms Chairman

PERSONAL TO ADDRESSEE

)3 J01Y 1980 British Gas Corporation
Rivermill House

pavid Howels MP 162 Qrosvenor Road

me Rt HOP cToiate for Energy London SWIV 3L

gecretd b{ ge south Telephone 01-821 1444

ames HOU Telex 938520

mllbank

rondon

gWlP 4

i OIL INTERESTS

you met ‘Jack smith and Bill Jewers on 4 June and, following
a‘discussion on EFL matters, referred to the Government's policy
to reduce the public sector. In the case of British Gas the,.:
proposal was that the Corporation agree to set up a company embrac-
ing what are loosely described as the offshore oil interests, from
vhich the Cqorporation would dispose of a proportion of the equity
and'retain;” im view of the PSBR implications, only a minority
interest. The majority interest would be sold in some way, prefer-
ably by the issue of shares through the stock market.

When we met on 15 July I .was able tq inform you that the
Board of the Corporation had before it a paper detailing.the
information necessary to a consideration of the proposals and would
be doing so on the following day, the 1l6th.

The Board's consideration of the problem fell into two main
?;ias' First, the extent to which the proposed disposal of
dutizest."s bore on the Corporation®s performance of its statutory
far d?.' And second, ‘irrespective of the first consideration, how
connec:}?osal could be ‘achieved on proper commercial terms. In this
Where a;On the Board had to bear in mind that it was not a case
fent yg Y supporting argument could be made out for a more effic-

e ot a . inging in
ney managemen:?ets by restructuring, refinancing or bringing

“ TESGoing I F 3 B : ¢
unde ¢« I think, be helpful to note that the interests
kjh‘c; §f—281derat10n are’the Cgrgoration'a rights and obligations,
g“:int VentOf a minority ‘'or non-controlling nature, in a series of

ures ‘with i i US companies, namely
,noco, various producers .mainly P
oint'yancrada, Texas Eastern, Mobil, Esso, Shell and Gulf. The
Qegreq. o¢ UX€ agreements require - to put it broadly = a high

ex;;lora° Y AL to enable effective

< Yy between the, venturers to € :

OPEratLOn:? ]:nd development, 'and they presuppose a high degree gf
ance such ﬁﬁ‘g&igggéand ‘the technical expertise to service an
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Let me now deal with

the first consideration - the ok
en
to which the Corporation's t

performance of its duties may ba

3 s ni a
It will be readily accepted that it i3 - tﬁi;?lcallybfeasibifecte
for n to perform its duty to 'Ssupply gas by ¢
for the Corporatio P Gas andioil, co-exist dn vaonfinin

its'activities to:natural gas. o1
degrees and the Gas :Act '1972' gave recognition to this fact v

@ ( to get petroleum foung
ferring. Upaon the Corporation' power tO ] :

course . of.. searching,; boring for Orvgett;ng paturaL gas. FUrthe e
it is difficults to! define whether certain fields are to pe g,

N . 3 tre & |
i the/'complication Aty

as gas or, otl-fieldg: and there are‘ah > Lo pEas
capz'inzo'blé.fields ‘and Of condensate fields. The technoloq)rgg; :

whole spectrum is relevant, and the knowledge gainec} from handh '.:
liquid hydrocarbons is an essential part of the engineering g g

financial know-how necessary to find and distribute gas, 1t st
be stressed that the Corporation's direct knowledge of the ol

industry in all its many facets through its interests is Vieweq

an essential element in its operations.

You will know that we regard our achievements in the explor.

ation field with some pride, as an example of initiative by a

nationalised industry resulting in a direct benefit to the natio, |

But this benefit would not have accrued unless our partners haj
been satisfied, not only with our competence, but also with our

determination to carry through in association with them and in fy

technical partnership, long-term programmes of exploration and

development. The joint venture agreements were constructed on th

basis of promoting a long-term association and discouraging dis-

jposals of interest simply because of the degree of mutual trustm
which the conduct of operations with a high inherent degree of rid
'8épends. We believe that a major change in our current arrangeme:

%ould make participation in future exploration work difficult, a
ithe knowledge that the Corporation could not retain oil interests
!incidental to its search for gas would lead to uncertainties
\concerning the Corporation's standing as a joint venturer.

< For these reasons the Board felt that the Corporation's pe-
'formance of its duties would be seriously impaired by the dispos®
£ the interests.

On the second point - the ability to effect a disposal o
proper commercial terms - it also seemed to the Board that cons
erable problems arose.

o S Any valuation depends upon assumptions about the rese e
The buyer wogld presumably have to be a fairly experienced.ozm
associated with one and would have to satisfy the other JOi* ..

venturers of his ability to perform under the joint ventureé ag-
ment.

: However, under the terms of the 3joi re agreement®

in the event of disposal to a company ]igl:‘rfxigsntge Cogpf?fa?lorelreff'

TOt have a majority the Corporation is bound to offer the lntha\'f

tg each case to its joint venture partners to enable them t‘z
eir right of last refusal. It is felt that in the prese’
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. ners, mainly US companies as al
that ercise their rights to acquire the oi}l

ngtezf times the valuation of oil properties
furth

tions wi

t is inconcej
ur part eivable

ready noted, would
interests. at the

" redn
er potentlal for exploration, is a difficzitdtzgka:nshg
e

£ realistic offers to purchase

In the context of a forced Z:l:),(evigtietﬁraught with
tion of overriding rights for co-venturers th: additional
look even:poorers- Eranl};lyf the Corporation do not fee] Eizts:p:cts
proper, price gould be obtained for assets' sold under these condition

A further consideration is that cash flow
cOrporation and therefore 1x}d1rectly to Government, than -
for-all purchase price could match in present circumstanc Yy once-
financial details can be amplified if necessary, but brieii- The
estimate that under the restricted conditions outlined w ﬁ we
pe fortunate to achieve £200 million as the procecds of :hs ould
whereas the market value on the basis of future cash flo e sale,
least £600 million. Furthermore, we estimate SHat cie Z:t}sl at
taking account of real price increases of 0il, the PSBR Ol out
period as short as 5 years would be some £200 million ver a
if the assets were to be sold in toto. worse off

With these considerations in mind the B
oard could not b
conclude that the proposals as put to Jack Smith are against Ektxe
interests of the Corporation in many important ways. The Members
both Part-Time and Full-Time, all felt that it was inconsistent )

with their responsibilities under the Gas'
L= s as Act to consent to the

assetsT?: guestiqn whether the Members should agree to a sale of
SR prud:etwglcb has been approached solely with the pragmatism
o younk u51nessxpan. But I should emphasise that the Board,
e andno‘g c_:omprlse§ Membez_*s with a wide range of different
Viax i v a tltuc:les, 1s unanimous in its view; nor is that
ich is achieved on a delicate balance of pros and cons.

It :
i POsitiznhoped that Government will give full consideration to
2:dispogal fOf British Gas and agree that this is a case where
Cofporat Of assets would be against the interests of the

10n and the country,
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SH e 8ir Denis Rooke cBE FAs Fune
BRIEAS ChelrmanR

pER/BH % British Gas Corporation
27th Augusts e Rivermill House
0 ADDRESSEE bk s e
pERSONAL T ondon 3L
; 11, MP Telephone 01-821 1444
ne Rt. Hon. David Howell, ’ Telex 938520

f state for Energy,

ary ©
secretary e South,

Thames Hous

illbank,
r;ndon ’ SW1P 40J.

X I ¢ OIL INTERESTS
: I acknowledge receipt of your letter of the

14th August which has now been considered by the Board of
the Corporation at a recent meeting.

The Board felt that your letter indicated some

nisunderstanding of their position, particularly in its
final paragraph where you refer to the scope for cooperation
with the Government and the extent of this in other nationalised
industries. We would wish to assure you that the general
proposal you have put forward has received consideration of
the deepest and most serious kind. We do not, of course,
know the details of the other cases under consideration but
we do believe that there is a fundamental difference in respect
°f most, if not all, other nationalised industries; that is,
;‘;a& Brltis_:h Gas is not in a borrowing position and would not,

© See it, be in a position to make effective use of

additi '
sﬁltlona.l money resources which would accrue from a major
€ of oil assets,

he Corporation is naturally committed to the

unused assets, but in this case it would appea;, as
Toposals are understood at present, that you WZ!.Sh
ith productive assets without any real commerc;al

N so far as the Corporation is concerned. This
its asset:eem to the Corporation a rational way t_:o conserve

the XeVenue th‘? more so because over a short period of years
those assue which the Corporation could expect to recover from
that coulets Would (in its view) much exceed the capital sum
of d be raigeq from sale. Furthermore, the proceeds
Ofuég increase the cash flow of the Corporation in

m to 1Sposal and pass back through the 'Reverse NLFf
Sury €arn a rate of interest discounted in favour o

di T
“lSposal of
far as the o)
U5 to pary.
]_”Stlficatio
does not

Sale wo
m € Year
Echanis

TrEa

\\\0\ /The Corporation ...
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The Corporation is fully C‘n‘):’ub 9 };\.;
general duty, as a Sta&u indgiti\‘ "‘;‘?;rnérx&w‘?"“ﬂf“’\irlkzAt«:‘,‘\.‘; 4.15\,:&9 . 1’ refer to w'jt_:ch Fgrm, which the Board were |09
the declared objectives Ol the L»\?\(— By The ay i mentioned in this context: We had tI e
S L 5 midiuakions, However, WAKS - ) ith Ehi prised £0 S0 nally accepted the bearing of thi i g
S3 o = difficultytgorsétir:infirstﬁg~:eq)'t;lﬁv.”n\;;s%h.ﬁz\l,s ihat Ouok;giign's exploration activities. The idéit???igtign 10
il duty of assistingthe Governmestr '5 C.. Giion, to dea) corp ation targets both off » ’ .
: believe is implicit in their staliinfy, To,Cel cvandar 2 aor neW SXR LT e Wholly due to the origl -
with their assets in accorcance with the hest standards of Opannel as we o of the oo o s iginal
ial prudence and good sense. Alth h the Board fee) rinking and jerseveran  YOTpPOTAtIOn 8 BLUTE 1l
cg@i\erilihig level of generality they cO have reached no mlr‘lnst the strong trend of traditional oil industry
gtg;raconclusion, theyJare conscious that it is the detaileq fg?;king and Wytc_:h Farm tl’llerelzforelhas a unique morale value. |
nature and extent of Government's ;Em_possgn and thclr‘ Precise ;urmemore’ it 1s.the only ocation Where we ool Srals ac
bearing on the future operations of Eheptarporac which ig gevelop new staff in various explo;atlon an@ development 02
drucial. There is scope for discussion and erstanding tochnigties onshore prior to deploying them in offshore roles.
here. e future of Wytch Farm is thus of critical importance in -
: 2" our exploration and production activities. “3
For example, we feel there is a good deal of room
for discussion of the implications of the rity nature of the I can assure you that the Corporation is anxious -
existing rights and obligations of the Corporatl in the to give full effect to Government policies bearing in mind |
various joint ventures. We have no control of these ventures its duties; it is conscious of Government's wish to reduce “4 J
and, indeed, ourselves feel that in this respect our holdings the public sector; but it is equally conscious of Government's .
could be classified already as being outside the public concern to create and encourage sound business. We believe that -
sector. Even if that were not to be so, 1t does not seem 2 constructive step would be for an early meeting with your officers 15
dibites necessary to dispose of a majority share of the various oil to examine more precise details of your proposal .and to discuss I
interests to ensure that they could be so classified. the implications in order to reach a solution. i
You will recall that we have drawn attention >
already to the particular difficulties which arise from 99 16
the terms of the joint venture agreements in the event
of disposal of the British Gas interests to a company 1n 7 i
which the Corporation does not have a majority. It does not [ WA AN "7
seem sensible to us for the Government to take on the burden { 99
of all these extra difficulties if, in any event, the assets v
in question could genuinely be classified as falling outs'ide . ~y
the public sector already because of the total absence O ¢ g,.,. 11}
direct control of any single joint venture, or surely would / 100
be so in the event of a minority disposal. /
You suggest that there would be no loss of 19
knowledge to the Corporation if it were a minority share” m‘
holder in a public company, as compared with the presentﬂ
position. If the overall effect of Government's proposais L
is that the Corporation (and its subsidiaries) should ceasies |02 i
to be regarded as a satisfactory co-venturer by 0il compa’ 1
then there would certainly be a loss of knowledge in the o
future because it would become impossible to enter into n
arrangements for further exploration and development. sals: '03
Everything depends upon the specific nature of the prop° —
/May I refer ..- |[]4 _—
. =4
105 =
il
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