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fie Conmittee invited me on 26 November (E(79)154h Veeting)

llyproposals for BNOC in detail with Ministers concerned ang
g further report to the Committee. T think there w

to discuss
to make

as general agreement
st that meeting with the principle of a Separation of the operating

and trading activities, with private capital being introduced into
tie former. This paper records the points covered in discussion with
wlleagues and my responses to them. In the light of these discussions

[believe that the proposals set out in my earlier paper (E(79)67)
should stand.

bints covered in discussion

% EEC problems. Annex 2 to E(79)67 set out the legal implications

Uth regarg to the EEC of my proposals. The Lord Privy Seal has written

fraving attention to the risks of challenge. No doubt the Attomey. ek

fral will pe responding shortly. Subject to his comments I am. Satletl:Gv

ever, that Annex 2 fairly sets out the position. Thfere are increase

S5 these can to some extent be mitigated by Confe?nng B BN:Ct::se

’u;ess duty to act on behalf of the Govemment? A ;l'lc:mIr Z:Z‘; into

‘eo:n:r: M0t very great. These are conSiderzzl*:::r:f:re that we should
% formulating my proposals. I sugee

i £ 1“]
be i ) otherwise V,eneral
¥ ]e from the proposals if they are
eptab e.

meeting on 26 November was

man/Dutch gas case in relat
ttempt DY the Dutch !
The Commission calle!

h the power

the:mther EEC point that came up at the ion
B could 1cam, anything from the G°
:ttitudes- The case instanced was an &

ng o
the Dy Yo restrict export of gas 10 G

) bolis
ch to reverse their decision and t0 2
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ich they had sought to make the restriction. In the ey

of the gas to go to Ger'many but i)
that their power did not in itsels

under wh 3
the Dutch agreed to allow 50%

the line with the Commission
The Commission apparently took no Pabtial

ntainen

contravene the Treaty.

action.

It was noted at the Meeting that the figures o
79)67 might not accurately reflect the positioy :

i u
Colleagues will have seen my letter to the s due

4. PSBR effects.
out in Annex 1 to E(

to tax complications.
Chancellor seeking his agreement to changing the general PRT PTovisions

If he
can agree tothis then the figures in Annex 1 can be taken as accurately
J
representing the situation - although I am attaching a revised annex
incorporating projections somewhat further ahead and a revised presenta-

in relation to successor companies in the 1980 Finance Bill.

tion allowing for privatisatiaon proceeds spread over 3 years.
5. BNOC (Trading)'s access to BNOC (Operating)'s oil. My paper:
makes no recommendations on the extent of BNOC (Trading)'s access to
BNOC (Operating)'s oil, as it is not necessary to make a decision 0
this issue now. The Committee discussed two possibilities; either
allowinig BNOC (Operating) to retain 49% of its oil (some 4m. tomnes
in the 1980s) or establishing 100% options — which might depress the
privatisation proceeds. There may also be intermediate possibilities-
The attached note (Annex B) sets out the main considerations. T would
welcome my colleagues views on this question so that I can take accour’

of them in reaching a decision.

Conclusion

6. None of the matters recorded above raise materially ne¥ 182

which put a different complexion on the proposals circulated 1P my

earlier paper (E(79)67). I therefore recommend my colleagues : 2
er.

endorse the proposals set out in paragraphs 20 to 24 of that paP

ues

D.A.R.H.
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3R EFFECTS OF VARIOUS CASES
?

mhe total public sector take ig
of the capital expendityre Progr
aragraphs 3 and 4 below are Prepareq
assumptions (see noteA (v)). The upper 1ip - capital expeng;
BNOC's capitall expenditure Programme gzg a, ¥ (l), Wi e
- gant w1ﬂ.l the nemiiiiS fryf expi;fﬂby Ministeps for the pgg
period will rema.ln constant in reg) terms ;;“re g iy
reViewed e projecti;ns 0C has however, recently
- future programme is limited o upstr::xi],oon iy e
Perations on existi
expenditure, beco:x:rlzzg
this woulg give rise

amme asSumed

Jicences, 1t now foresees a reduceq o 1
i e

qnstant from 1982/83 in money of the day te i

i the lower line figures (ii). rms;

2 In all three cases PRT and corporation tax would accrue to the
fchequer. BNOC's estimates of total tax take are:

btal tax take:

1980/81 81/82 82/83 83/84 84/85 85/86 86/87

125 245 250 360 375

PaMen
t of corporation tax is assumed to begin in 1985/86.
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p il

ne net effects on the size of the PSBR of three cases
are

3. T
shown below:

(a) BNOC Status Quo
1280(81

A. Net cash flow
to BNOC after
tax and divi-

81/82 82/83 83/84 84/85 85/86 86/87

180 105 125

dend: (1) 60 255 55 B
(ii) 140 320 240 150 190 95 85
8. Notional
Dividend: (i) or
(ii) - 20 45 60 65 85 85
S
g. . Total
public sector
take less tax
(A and B): (G4 360 255 225 170 #1907 4R 105
@5 140 340 285 245 255 . 180 SRiia

(v) BNOC(Operating) 25% public owned and counted as a private_sector v

wodl

fotal BNOC net cash flow (Ljpe A

: ) w
venue. The public se ould pe
re'ch would be paid t :t‘”‘ woulqd lose 49% Counteq as publj
h1 o : 1
TN the ceeds. of_pri h(‘a’ Private Sector of the diVidend E:l.seCtor
by 7 p 1Vatlsation, o - PSBR Would ine p)
RIS PuD-Lc Sector taie;saastis hey woulq pg; ¥ be reqyceq
aX woulq } P %0 finane
e: (i

82
yet cash flow to 81/82 g82/83
Boc after tax
and dividend:

83/8

(3)

60 )

(i1) 140 322 SR s TR
_ 240 159 % 40
5if of dividend: 8 et Eigne B

(i)

or -

(ii) b 20 30 SR

40

The public sector would lose BNOC's net cash flow (1ine A in option
(a)) and 75% of the dividend payment (1ine B), which would be paid
Against this, the public sector would receiv

Assuming proceeds of £960m ab 1978/
spread over

to the private sector.
the proceeds of privatisation.
survey prices (75% of £1500m at 1 January 1980 prices),
three years, the total public sector take, less tax, would Dbe:

: i
1980/81 81/82 82/83 83/84 84/85 85/86 82

Total public
take less taxfector

) 460
245 200 1
e 40 160 100
\1)140 330 260 180 225 140 12(5)
The year-by

-year i i i

i’ benefit (disbenefit) to the PSBR from exercising
- n preference to option (b) would be:

€t additional PSBR benefits (disbenefits)

TR o (c)

Bion (5 1980/81 81/82 B2/83 83/84 84/85 85/86 B6/6T
(1(1)) (260) (709 seapsYe HEETS" 120 105
”"tiOn(c) 1) (180) +5 (4597 12688 18867 S*T180° " =150
(,(,1) (260)  (80) (130 A25uaheldis i 80%E" 5560
LY 150) 5 (70) 165 210 120 105

25% of dividend: (i) 0 ¥
or - 5 10 117 15
(d4.)

Proceeds of

privatisation: (i) ]
or 320 R0 320 = .
()

Total public

sector take:

less tax (&) 0 4

2

or 320 15
(ii) L 330/’15/
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Notes

at 1978/79 Survey prices gNOC_(TRADING

A11 figures are shown in £m.

The tables are based on the following assumption:  ptions e

(i) oil prices at #$28.50/bbl in April 1980, rising at 104 el ’ i) 5% ol a1l UKCS 510 Ty
1 Uk inflation falling fro as
m

£
e . Oor other UKCS e
100% of all UKCS 0il underp ucers;

January thereafter; B2, 101=

14% to 9% a year over the period; (ii) 411 existing agg
: % ek an :

100% of all UKCS o0il undep produsiiil future 1icepees

ie

\lll> 3 c. G519/
licences; 51% of all other UKCS %

(ii) BNOC estimates of PRT and corporation tax; BNOC (OPEI’ating) : i1; lds or existing
will retain the allowances of BNOC; (iv) some intermediate percentage

The gross amount of 0il is some

:vidends based on two-thirds of post-tax profi )
K Erohite = ould keep the full amount under s’ca8 s

(iii) .
by BNOC; dividends not paid out until April/May of the year dve up control over some 4 mtpa te control; 5’1%152322; lgg}fdoptions
after the profit figures to which they relate;

(iv) the need to repay BNOC's Brit 0il finance during this period 4
3 ' () Security of supply: clearl e
is neutral in terms of PSBR; %gf‘tdli)g taxkin;or E1% only wou{d(;;)oﬁrp}l‘géeg;btié tl}i amounts

DO Sa . \ 8 01l avail
. o BNOC and HMG, and about 5% of UK overaly = °
(v) capital expenditure programmes: 2
) S s = s g
g%ix%;’t'seil:?eggliseg zlslf that BNOC (Operating) would |
1980/81 81/82 82/83 83/84 84/85 85/86 86/81 Egtﬁined QU T wogid bg 321131, Zﬁbﬁi‘iaii’ﬁg ?gﬁkzt 1A
i : e compan
) ) Goverim:gEStantlal Government holding to do this and,pal{hough
&%) 300 300 280 245 245 245 245 S8otin o pressure could be applied as to existing private
ompanies, it would be difficult to guarantee success,

3 especi
(ii) 215 510 220 200 185 170 159 a ge;]i-gély as the company would be crude long and created in
’ when the market was expected to be tight.

\C) Co 4 A
’ Wmﬁ%mww: it is argued that
c Pl downstpocr2ting) must be given the commercial freedom to go
J¢|  Succesgpom, OB the basis of its own crude, if it is to be
Under options ©U 4 wWoulq o ully privatised. (Shelbourne suggests 100% options
> ause a measurable reduction in proceeds.)

enefits fwd 4 PSBR
1 4 w@' Treasury have argued that 100% options would
I e 1% 4 T R OperatiHS) outside the PSBR

No estimates are given for the years beyond 1986/87 because ©

cular uncertainties in projecting so far ahead.
(c) there are likely to continue to be some net PSBR D

already in prod i i ir sige Wi
08 : production or coming on stream. Their ture capit o0 the €Ss easy to class BNOC lationshi
only on oil price/exchange rate movements but on the fu g 1 bet\,eengi‘gunds that it suggests an unusually close reia a1 D
diture programme, the rate of success in finding and developlfields ;. Y A e ¢
; n 03 i 3
fields and, from the 1990s, the size of abandonment costs ° W: in practice 100% options would mttcﬁgggaggogh:
reaching the end ! ; sk o 10 the market, and should therefore no b
nd of their producing lives. ngminaschessful challenge on the grounds % BNver it mi
og I'Gueg tDos:.tion or restraining exp ortlslid 11{(;:; to distortion
¢ hat the option arrangements cO would be 1esS

., “om SRR =
{ Hkey pegltmn and in this evenb & JlNISBESE
ey it Provoke challenge than a 100%- o
1P 8ays QUests ses of fram

t la:l"g :lsltlon does pot have to be sett}edtggrlgggoof the views
°11eagueg will consider it further if
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