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LONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
, O1-233 3000

3l December 1980

The Rt. Hon. Sir Keith Joseph Bt MP
Secretary of State for Industry

N kant

GUANGDONG NUCLEAR PROJECT

I+ ISP iy (S P =

You wrote to Peter Carrington on 19 December, and 1n his
reply of 23 December Ian Gilmour has agreed to your
proposed strategy for securing business for EGC from the
above project.

: —— ARG TR =T :
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I agree with all that has been said, but there 1s an

important pecint arising from the final paragraph ot Ian
Gilmour's letter which should in my view by clarifiec
urgently while approaches are being made to the French.

e ——— -

In paragraph 8 of the paper by officails there 1s retfterenc

to a Chinese suggestion of an injection of equlty trom

the United Kingdom. If this would be satisfied by a GE

involvement there is no issue of policy for the Government.
But I understand from my officials that there has beer
a suggestion that the powers in section 8 of the 19/2
Industry Act might be used to acquire a Government share-
holding. John Biffen wrote to you on 1 October and point
out thav a new auity 1nvolvement overseas would rur
counter to our privatisation policy at home and that th
was the obvious public expenditure question of wher ne

- money woulu come from. If the proposal was that the AEA—
shoul the vehicle for an injection of public equity
there WDJl be very similar problems. He further
retferred to the ftinancilial implicatlions 1n the event of
nuclear accident.

:
1
é
3
;
1
3
i
A
§
:
|
1
1
|
|
E
;
i
:

In agreeing to the approaches you propose I must ask that
officlials should prepare a note on the question of 'equity

from the UK' before anything 1s said to the Chinese on this
aspect. The first question I should like to see resolved 1s
whether GEC themselves are prepared to take a sufficient

equlty stake to satisty. the Chinese. If there is any suggestion
of a public share-holding I should like to know whether

/this would
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this would be confined to the construction company or would
extend to the operation of the station, and whether such

an injection would involve HMG (or the AEA) in further
financial liabilities in the event of a nuclear accident.
As John Biffen said in his letter we need to consider as
soon as possible whether we could envisage any direct HMG
involvement. There is a major point of export policy at
stake. We need to define how far we are prepared to involv
the Government or public sector bodies to secure particular
export contracts.

I am copying this letter to the Prime Minilister, Ian
Gilmour, John Nott and David Howell.
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GUANGDONG NUCLEAR PROJECT

G s e
Thank you for your letter of 19 December to

Peter Carrington enclosing a papéf about the Guangdong

nuclear project.

I have looked at the arguments carefully and have
sought further advice, in particular on the conclusions
and recommendations, from our Ambassador in Peking and

from the Governor and British Trade Commissioner 1in Hong

Kong.

I conclude that - as recommended in the paper - 1t
is now essential to proceed to early and substantive
discussi;;;_;?;z-?ﬁg French. 1 therefore agree with
yvou that this course must be our best bet.. The risks
associated with 1t are considerably less than those
associated with the American option. In particular the
French have a political commitment from the Chinese and
we need to move swiftly to pre-empt a possible all- French

bid. And in dealing with the Chinese on this major~ﬁ

S— . ; ; :
project I believe that it is essential to take the

/fullest

The Right Honourable
Sir Keith Joseph Bt
Secretary of State

Department of Industry
London SW1
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fullé;ﬁgpossible account of the advice of our Ambassador
and of those most closely involved in the project in
Hong Kéng,xnamely Sir Lawrence Kadoorie and his team.
Their combined view is that the French option provides

us with much the best chance of a worthwhile share of

- ————

the contract.

I recognise (though I am bound to say HM Ambassador

Peking and those in Hong Kong disagree) that there are

——————

nevertheless good arguments for not dismissing the American
m

option entirely. I understand that this course 1is favoured
EEPR TR PR P

by the Department of Energy and Dr Walter Marshall. I
H

recognise that there may indeed be very good arguments On

commercial as well as nuclear policy grounds why an

American partnership would suit us best. It is therefore

right, as the paper proposes, to keep the possibility open.

But we must recognise that we have no power to dictate to

the Chinese, for instance on nuclear safety 1issues. The

principal argument for not closing the American option is

therefore in my view because we do not know what the Chinese
will decide. We should need to be much clearer about the
way Chinese thinking was developing before doilng sb. We
cannot expect any very speedy decisions from them on a
project of this magnitude. This 1s thelr first venture

into the field and there is abundant evidence of differences

of opinion among policy-makers both in Peking and Guangdong.

A further point i1s that in the new climate of austerity

to go ahead at all, In these circumstances the financial

lthere 1s a risk that the Chinese may eventually decide not
terms assume an even greater i1mportance. It i1s crucial

too to make a coherent offer at the earliest stage possible.
} /This
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This iﬁpiies a decision to attempt to assemble.an Anglo-
o sl e

French package - with the maximum negotiable UK_cohtent -

to present to the Chinese as soon as possible.

I agree that HM Ambassador Peking will need to speak
to the Chinese again, and at the highest practicable level.

For this purpose he will need very full instructions.
e Rt A RO B N e T L
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There can be no advantage in simply putting our interest

in participation on record again. The Chinese will expect

something more substantive. The best moment Ior such an

approach might be after the first round of government level

talks with the French. I note that GEC are meeting Framatome
this week. E

I am copying this letter to the Prime Minister,

Geoffrey Howe, John Nott and David Howell.
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10 DOWNING STREET

22 December, 1980

From the Private Secretary

Guangdong Nuclear Power Station Project

The Prime Minister has seen the Secretary of State for
Industry's letter of 19 December to the Foreign and Commonwealth
Secretary on this subject. She has stressed that it 1s of the
highest importance that we should not lose this contract. She

wishes to be kept in close touch with developments.

I am sending copies of this letter to Roderic Lyne
(Foreign and Commonwealth Office), Stuart Hampson (Department
of Trade), Julian West (Department of Energy) and John Wiggins
(HM Treasury).

I Ellison, Esq
Department of Industry




10 DOWNING STREET

THE PRIME MINISTER 19 December 1980

/20* L LMU-‘

Thank you for your letter of 1 December.

It is always a pleasure to receive good news from you on
your exciting projects. The decision of the Exxon Corporation
to participate with you on the Castle Peak B station augurs
well for a continued successful relationship between the UK,

Exxon and China Light and Power Company Ltd.

The Guangdong nuclear power station project continues to
offer important prospects for co-operation between the UK, Hong
Kong and the Peoples Republic of China. We will have to maintailn
the closest possible co-ordination if we are to build on the

foundation which your hard work and that of Mr. Stones has
established.

I know you will continue to maintain a close dialogue with
officials in the Department of Industry on both these projects.
You may be assured that I and my Ministerial colleagues will
follow developments with the closest possible interest. I think

we can all be proud of the progress we have achieved together so

| G ,/e.j—,
-
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21r Lawrence Kadoorie, C.B.E. LB =
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 33()
SWITCHBOARD 01-212 7676

Secretary of State for Industry

-

|

\ C{ December 1980

The Rt Hon The Lord Carrington
KCMG, MC

oecretary of State for Foreilgn and
Commonwealth Affairs

Foreign and Commonwealth Office

Downing oStreet

TONDON
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GUANGDONG NUCLEAR POWER STATION PROJ'ECTQ J)"

In my letter of 22 September I asked you to probe Chinese
attitudes on this dmportant project during your intended visit
to Peking. In the event, you expressed the Government's
general i1nterest and support for the project to the Chinese
Foreign Minister, Huang Hua during his visit to London in early
October. Our Ambassador to Peking reinforced those statements
1n various discussions with Chinese Ministers.

2 However, in mid-October the French President reached an
agreement 1n principle with Chinese leaders that France would
supply the first nuclear stations to the PRC on advantageous
financial terms. o0 far as we can gather, no final decisions
have yet been taken but the advantages of working with the UK
on a project supplying power to Hong Kong are recognised by the
Guangdong authorities and probably also by the Chinese Govern-
ment and the French. Our position rests largely on a pre-
sumption by other parties that the Hong Kong connection ensures
our B&I‘thlE&th'ﬂ. The immediate fear is t:EaE French pressure
for an a ench pfﬁ_age wlill persuade the Chinese to tgke a
decision which excl substantial UK ghare. An early
initiative to the ench 1s very desirable in order to forestall
an all-French Eac age . Jur Ambassador to Peking, the Governor

of Hong Kong, Sir Lawrence Kadoorie, Lord Weinstock and Waite-
hall officials all support this.

5. 1 am therefore seeking your agreement and those of colleagues
to ar roaches being made in the first instance at official

leve h ench officials. hese should
par ﬂlel and give a steer to commercl 1scussions between

GEC and Framatome (the French nuclear supplier). GEC have
already been invited by Framatome to further discussions on

25 December. At the same time we should not close the door

on a possible partnership with Westinghouse of America. Though

unlikely To be preIerred by the Chinese it would offer greater

CONFIDENTTIAT, /benefits eeee
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benefits to British industry than a collaboration with the
French. In the meantime our Ambassador in Peking should
firmly restate our interest, seek further information about
the likely Chinese choice of a supplier, and (depending on
the response), indicate our willingness and ability to work
with elither the French or the Americans. The attached paper

from officials has been agreed between Departments and sets
out the arguments for this course of action.

4. I am copying this letter to the Prime Minister, Geoffrey
Howe, John Nott and David Howell.

bl s
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GUANGDONG NUCLEAR POWER STATION FROJECT

Background

1 Since early 1980 China Light and Power Co Ltd (whose Chairman

is Sir Lawrence Kadoorie) and the Guangdong Electricity Company

of the People's Republic of China have been conductinga jolnt study
on the feasibility of constructing and operating a nuclear power
station in' Guangdong, part of the output of which would be sold to
Hong Kong. Ministers approved in ‘February a continuing UK industrial
and official involvement in the study, and gave their support 1in
general terms subsequently to the Chinese and to CLP. IMinisters

have also agreed that since China 1s a Nuclear Weapons oState we
chould not seek to insist upon the application of safeguards, but
that we should seek assurances that equipment and materials will not
be diverted to military use nor re-exported without prior consultation
and will receive adequate physical protection.

2 In his letter of 1 December to the Prime Minister, SirlLéwrence
Kadoorie noted that the joint feasibility study on thils project was

completed. The study which was formally given to the Ghinese on 17

December, concludes that it is feasible for the Guangdong Electricity
Company (KEC) and China Light and Power Company Limited (CLP) Jjointly
to construct and operate a 2 x900 MW PWR station some 50 miles north-

east ofVHgnéKongi the foreign exchange cost of which would be met"

from electricity sales to Hong Kong.

S

5 There één be no certainty that the Chinese will proceed with the

project. The recent suspension of a number of capital construction
projects and announcement of a more rigorous policy of retrenchment
suggests that they will approach it with caution. We must neverthe-
less work on the assumption that the project will go ahead. In '
that event 1t would offer the prospect of substantial commercial
benefits to UK industry. It would also lead to further close
relations between the UK, Hong Kong and the People's Republic of
China (PRC) in a period when reassurance over the future of Hong
Kong will be 1mportant given the expiry in 1997/ of the lease on

Shhe e
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the New Territories. While the UK can supply the bulk of the
necessary plant and equipment, we cannot supply the heart of the

station - the pressurised water reactor and the remainder of the
nuclear steam supply system - representing about 15%3of the total
project cost. A partnership with a PWR manufacturer - Framatome
(French) or Westinghouse (American) are the front runners-= would
therefore be necessary. Neither would be constralned by their

Governments' non-proliferation policies. The French position 1is

similar to our own and while there are some doubts about the US

Government's attitude to the sale of nuclear equipment direct from
the United States, Westinghouse would be able to supply from one of
their licencees outside the USA. Both have indicated their
willingness to work with the UK in this way. Although the final

decision rests with the Chinese the UK's chances of maximising 1ts

own share of the contract will be helped. if we can present a well-
prepared package to them 1n good time.

Purgose of Pager

4 This paper concenfrates on the 1mplications for the UK of

collaboration with either PWR supplilier, analyses the arguments for
—————— ey

and agalnst a partnershlp w1th elther Framatome or Westinghouse and

seeks Ministerial authorlty for the next steps.

The UK Position

\

5 The UK provided technical support to CLP from Dr Walter

Marshall (Chairman Designate'of UKAEA) and partly as a result of
his efforts now has the possibility of gaining a major share of

the project. CLP favour a substantial UK 1nvolvement in the
project. Both the French and the American companies currently
appear to perceive the UK as being the front runners to win a major
share. The Government of Hong Kong, naturally, supports the UK's
interest as UK participation would be arguably the best way to

meet 1ts reqﬁirement for safety and continuilng of supply of
electricity.

6 The UK' UK s negotiating p081t10n is based upon Ghe need for Ghe

nuclear power station to be partly financed by the sale of electricity
T eess—— : ———e——e
| /to i s
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to Hong Kong. This 1n turn would requlre the Government of Hong

s T ———

Kong to be able to assure itself as to the safety of the reactor,

_..---"""—_-_—-—

the continuity of supply and costs of electricity to be purcnased

before allowing CLP to enter into an off-take agreement. However

our position is less strong than 1t appears. The decisions to
proceed and on the choice of reactor will be taken by the PRC

or Guangdong Authorities. As CLP have prepared the fea31b111ty
study Jjointly with KEC 1t would be difficult for them to re ject a

competitor's commercially sound and technlcally competent package
which excluded UKfpartlclpatlon. Equally the Government of Hong

Kong would find it difficult to object to CLP purch851ng:power from

—

Such a source providing they were satisfied as to the safety of
the statlon as 1t might affect Hong Kong and its reliabllity as a
source of electricity supply.

7/ Thus the Hong Kong connection, whilée helpful,does not of 1itself
guarantee: UK participation. Equally GEC have limited relevant
technical experience from which to offer high speed 900 MW turbine
generators, but do have considerable experience of low speed J00 Mw
sets 1n Korea. Neither does the UK have any experience 1n building
or operating complete PWR nuclear stations. Both Framatome and
Westinghouse have the ability to offer complete stations based on
proven designs. The French appear to have established a favoured
position 1n Peking following an agreement in principle reached
during the visit of the French President that France would: be the
preferred supplier of China's first nuclear station.

8 Despite these drawbacks there is still a good prospect that the
UK can obtain a central role 1n this proaect. The French and

Americans probably over-value our influence 1n.Hong Kong and we

should be able to build on ay misconceptions to argue that a major
role for the UK would be a precondition ‘of approval. Secondly the
UK does have a considerable breadth of expertise in organising-and
- regulating a nuclear industry and 1Rsupplying it with components.
In the 1mmediate future we must be careful to avoid conflicts with
the needs of the UK nuclear programme, but on a realistic timescale

for the Guangdong Project, it appears possible for the UK to arrange

[Tor <
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for the provision of the required expertise. Furthermore it has

been suggested by the Chinese than an injection of equity from the

UK would secure some influence.' However, the precise meaning which
the Chinese attach to "equity" 1s uncertain and needs to be explored
with them. There are political constraints which Ministers will

also need to consider. Equity should in any event not be offered
upntil it is clear what is necessary to secure out commercial interests,
and only then as a final step in securing them. Consideration will
also have to be given to the arrangements for sharing liabilities

in the event of a nuclear accldent.

9. It could .also prove desirable to select one of the two potential
partners in preference to the other and present a joint collaborative
package to the Chinese. In doing so 1t would be prudent to keep
alternative options open, particularly with regard to the other potential
supplier, since the final decision rests with the Chinese. '

Arguments for and against an Anglo-French or Anglo-US package

14 @ The argmmeﬁts for and against a partnership with either Framatome
or Westinghouse depend on the .likely benefits to the UK of

association with either party. These benefits cannot be exqctly
forecast since they will depend on negotiations with the partner
and with the Chinese. The minimum we should be looking for from
either partner is: ) |

Supply of hardware other than the nuclear 1sland
10% of the nuclear island (hardware but no system)

Project design, planning, quality assurance,
speclalist remuneration, project management,
spares training and lnsurance

ohare of - transmission costs

CONFIDENTIATL
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HFramatome

12 The arguments for a partnership with Framatome are:
(1) The French have established a favoured position in

Peking and, if rejected by the UK, have the ability to offer

a complete nuclear station without UK input.

(ii) An Anglo-French project would be 'communautaire' and
could have wider implications for industrial co-operation.

(iii) - Both GEC and CLP favour Framatonme.

13 The arguments against such a partnership are:

(i) We could not expect to win any more than about £5/0m
since Framatome would expect to supply much of the ancillary

equipment of the nuclear 1sland.

(ii) The possibility of securing even a small prcportion
of the fuel supply contract - say £50m - is not rated highly
by BNFL. | *

(1iii) GEC have no experience with Framatome and past Anglo-
French joint ventureshave met with mixed success.

(iv) There are technical doubts about the adequacy of a
French reac-or in Chinese seismic conditions; Framatome has

stated willingness to modify its designs where necessary 1n
line with latest international sf£andards. This aspect will

need to be discussed with the French.

Westinghouse

14 Arguments for Westinghouse are:

(1) It may be possible to win an additional 10% of the.hardwafé

of the nuclear island, worth £20m.
/(ii)
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(ii) There is a much greater possibility of winning a
substantial part of the fuel supply contract, and possibly
all of it, worth £200m (particularly because of Chinese

doubts about US non-proliferation policies).

(iii)' GEC have a relatibﬁShip with Westinghouse; the chance
of gaining information relevant to the UK programme from the
Guangdong project would be .greater with Westinghouse than

with Framatome.

(iv) Westinghouse would be willing (ﬁnliké Framatome) to work

under the overall control of the NNC backed by Bechtel as
architect engineers; the UK would thus have far greater

control over management of the project.

(v) Much work has alreaﬁy been done on the safety of the
Westinghouse design in the context of the UK programme.

The arguments agalnst Wesfinghouse are:

(1) The Americans have achieved no special positioﬁ
comparable to the French; 1indeed the Chinese may contlinue to
have some doubts about the new Administration's attitude
towards China and this could affect their willingness to

contemplate any US contribution to the Project.

(ii) A decision to go all out for an Anglo-US joint project
would undoubtedly stimulate the French to produce an all-French

package which, given the Chinese political commitment to
President Giscard, might result in the UK losing all chance of

any 1lnput.

Analysis

16 Given the apparent strength of the French position, an Anglo-
American partnership might involve greater risks. The French are
reported to have been asked for a total package but are also

/reported ...
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reported to be willing to establish an Anglo/French collaborative
venture provided the UK Government initiates early_discussions. To
delay an official approach to Paris could therefore result 1n a
further erosion of our position and a strengthening of that of

the French.

17 The Governor of Hong Kong, our Ambassador in Peking, Sir
Lawrence Kadoorie, CLP and GEC all favour an early initiative with
the French. Nevertheless, because co-operation with Westinghouse
would bring greater rewards and because a satisfactbry partnership
may not be established with théfFrench, 1t would not be pfudent to
take a firm decision in favour of the French at this stage. To
keep the Westinghoﬁse option open would 1n any event strengthen
our negotiating position with the French, and would give time for
further discussions at industrial level with Westinghouse (in view
of the change of US administration the time is not right fo:
governmenfal discussions).

18 The objectives of an approach to the French would be ‘to convince
them that we were seriously considering the possibility of an Anglo-
French package, to establish the.degree of French interest, and to
forestall any early all-French bidf Detailed contractual and
technical discussions could then take place between GEC and
Framatome with a view to maximising UK participation in a possible
Anglo/French partnership. _Neitheriset of discussions shouild,at

this stage, commit us finally to a partnership with the French.

19 We need also to act with the Chinese in order to remove any
doubts which they may have about the UK Government's interest in the
progject. But an approach to the Chinese now indicating the UK's

choice of partner would seem premature, and in the case of aﬁ.Anglo—
French package would effectively rule out the Westinghouse option}
In any case, the PRC are unlikely to reach_final conclusions on the
nuclear project feasibility study for some months -and therefore
final decisions do not have to be made yet. The need now is to
reaffirm our strong 1nterest in the project; to explore Chinese

/intentions ...
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8

intentions further and to indicate our willingness and ability to
work with either supplier.

20 Conclusions

(a) the UK is reasonably well-placed to win a.significant
share of the hardware and assocliated orders, but cannot
afford to be complacent;

(b) the financial benefits to the UK could be significantly .
greater 1n a partnersalp with'WEStinghQuse; there would also
be benefits to the UK nuclear industry;fb

(c) the French zre, however, well-placed - they have obtained
a €hinese political commitment, they appear to have offered

an attractive firnancial package, and they have an established
technical base; |

(d) the choice may therefore become one between a partnership
bringing less financial benefit to the UK but a more assured

opportunity of winning at least a proportion of the project;

and a partnership where if everything went well the UK would

stand to win up to £225m more in orders, but might weil not
succeed. ' 4

Recommendations -
21 Against this background, officials recommend that:

(1) discussion should now be initiated with the French, on a
government-to-government basls 1n parallel with discussions
continulng between GEC and Framatome;

(ii) the possibility of a partnership with the American
company Westinghouse should be kept open - as a bargaining
counter with the French, in recognition of the several

advantages which such an arrangement would have for UK

/intersts ...
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interests, and 1n recognition'of the fact that the Chinese

will make the final decision on particlpation:

(iii) +the Ambassador in Péking should re-state our commitment
to the project, sound out the Chinese on their likely choice
of PWR supplier eand depending on the answer to#this, stress
our ability to collaborate with the French while pointing out

that we retain strong links with the Americans.

CONFIDENTTAL







DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 550
SWITCHBOARD 01-212 7676
Secretary of State for Industry

| & December 1980

Michael Alexander Esqg
Private Secretary to the
Prime Minilister
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LETTER FROM SIR LAWRENCE KADOORIE

In your letter to me of 9 December you noted that the Prime
Minister welcomed the comments in Sir Lawrence Kadoorie's
letter of 1 December. You asked for a draft reply for her
to sign along the lines proposed 1n my letter to you of

5 December. I attach a draft.

? My letter to you of 5 December briefly set out the background
of the two projects referred to in Sir Lawrence's letter. XYou
should also know that my Secretary of State will this week De
c_rculatlng a paper from officials on the current state of

play on the Guangdong nuclear power station project. As we
enter the next phase on this project, the closest possible
co-ordination will be necessary between Hong Kong, Peking and
UK interests if we are to secure the major commercial and
political benefits that could result from UK participation 1in
thlis significant project.

5 I am copying this to Roderick Lyne, Richard Tolkien, Nick
McInnes and Julian West.

e Secretary




PLY FOR THE PRIME MINISTER TO SEND TO SIR 1 ENCE KADOOR._

"hank you for youx letter of 1 December.

.,I-

It 1s always a pleasuﬁg\fo receive good news from you on

vour exciting projects.\ The decision of the Ixxon Oorpoa?tion
to participate with you quthe Castle Peak B station augRIS

well for a continued succquful relatlonshlp between the UK,
Exxon and China Light and PoWQF Company Ltd.

'he Guangdong nuclear power station project continues to offer

important prospects for co-operation between theUK, Hong Kong
and the Peoples Republic of China. \We will have to maintaln

the closest pouiﬁg}e co-ordination Q_ .we are to build on the
mwv

and T@ Stonesfsw\ -(A/AMMALS

T know you will continue to maintain a close dialogue with

officials in the Department of Industry on gﬁ;h these projects,

you may be assured that and my ministerial colleagues WUl 6'(&!\!
Swlﬁi...ub( Mv&}&&m&éﬁ the closest possible interest. 3

think we can all be proud of the progress we havg achieved
together so far.







9 Deeember 1980

Letter from Sir Lawrence Kadoorie

The Prime Minister has seen your
letter to me of 5 December and the enclosed
letter to her from Sir Lawrence Kadoorie.
she welcomes the comments in Sir Lawrence's
letter and agrees that you should draft a
reply for her on the lines vou propose.

1 am sending copies of this letter to
Roderic Lyne (FCO), Richard Tolkien (HM
Ireasury), Nicholas Mclnnes (Department of
Trade) and Julian West (Department of Energy).

MICHAEL ALEXANDER

Mrs. Catherine Bellf,
Department of Industry.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5507
SWITCHBOARD 01-212 7676
Secretary of State for Industry

December 1980

Michael Alexander Lsqg

Private Secretary to the
Prime Minister

10 Downing oStreet

London SW
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ETTER FROM SIR LAWRENCE KADOORIE

Sir Lawrence Kadoorie has asked this Department to forward
the attached letter to the Prime Minister. t refers to
two major power plant opportunltles in Hong Kong and the
neighbouring Chinese province of Guangdong.

2 The first 1s for an extension to the Castle Peak power
station 1in Hong Kong. The current "A" station of 4x550MW

1is worth some £500m at current prices to GEC, Babcock Power
and their sub contractors. The "B" station 1s projected to
be of 4x660MW with a current value of £500m. As such i1t would
be the largest power export contract ever awarded to the UK.
The offer to enter a negotiated contract rather than engage 1n
international competition 1s therefore of considerable
significance. It will however require the UK to offer a
package at least as attractive as that offered on the A station.
This Department has to submit that package by the end of
January. Within this very tight timescale my Secretary of
otate will be seeking the views of colleagues on the content

of the total UK offer, probably in EX committee.

5 The second project 1s one on which Sir Lawrence has spoken
previously to the Prime Minister and other Ministers. It 1is
for a 2x900MW PWR nuclear station to be constructed in the
Guangdong Province of the Peoples Republic of China on a joint
basis between China Light and Power Co Ltd and the Guangdong
Electricity Co. Potential UK hardware and possible fuel
supply contracts could exceed £600m at current prices though
it will be necessary to seek a nuclear island partner from
elther France or America. The French are already strong
contenders for this contract. On this project also my Secretary
of State would propose to seek the views of colleagues before
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the UK became committed to support the project 1n anything
other than the general terms contemplated at present.

4 If the Prime Minister agrees, we will draft a response
Wthh looks forward to the prospect of continued successful

co-operation on major projects. I am copylng this to
Roderick Lyne, Richard Tolkien, Nick McInnes and Julian West.
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CATHERINE BELL
Private Secretary
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December 1, 1980

The Rt. Hon. Mrs. Margaret Thatcher, M.P.

Prime Minister
10 Downing Street
llohdoen. 'Si-W. 1

ENGLAND

Dear Prime Minister,

It gives me much pleasure to be able to write you
again to give you good news.

We have just been informed by our associates, Esso
Eastern, that the Board of EXXON has decided to participate in the
development of our new 'B' power station at Tap Shek Kok.

This means that, subject to conditions being no less
favourable than when we placed our order for 'A' station, we will
be able to negotiate with British suppliers, through your Department
of Industry, without the need to call for international tenders. 1
sincerely hope that this will result in a very substantial order for
British industry.

Of more importance perhaps, in the light of its implications
on the future of Hong Kong and of Sino-British relations, is the fact
we have just completed a joint feasibility report with the Guangdong
Authorities on the practicability of building a nuclear power station
in Guangdong Province to supply power to both that province and
Hong Kong.

I am glad to say that through personal contacts, and the
close relationship developed by Mr. W.F. Stones of China Light & Power
Company Ltd.. with Mr. Chen Gang, Deputy General Manager of the
Guangdong Power Company, we have placed the UK in a very favourable
position should they wish to participate in this project which is of
particular interest to the Chinese since it will be China's first nuclear
power station. Here again, your officials have been kept fully in the
picture.

With Season's Greetings and best wishes,

Sincerely yours,

Lawrence Kadoorie
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Guangdong Nuclear Power Station Project

The Secretary of State for Industry wrote to the
Foreign and Commonwealth Secretary on 22 September about
the Guangdong project.

Because of the postponement of Lord Carrington's
visit to China, he could not explore Chinese attitudes
to this project, as suggested in Sir Keith Joseph's
letter. However, Lord Carrington was able to mention
it briefly to the Chinese Foreign Minister when he was
here on 1 October and the Prime Minister touched on
it 1in her conversation with Huang Hua. Huang confirmed
that the Chinese government were aware of the contacts
which had taken place and supported the idea of

exploratory discussions. But he was clearly not briefed
on the details. ‘

We therefore asked HM Ambassador to take the matter
up in Peking. The instructions sent to him took account
of the points made by Mr Biffen in his letter of 1 October
to Sir Keith. Sir Percy Cradock had an opportunity to
raise the question with Premier Zhao Ziyang on 12 October
and subsequently went into more detail with a senior

official. I enclose copies of the Ambassador's reporting
telegrams.

These discussions yielded about as much as we could
reasonably have expected at this early stage. We have
registered our firm interest in the project. While
emphasising that they intend to rely primarily on coal
and hydro-electric power, the Peking authorities have
confirmed that nuclear power has a place in their plans
and that Guangdong is regarded as a suitable area for
it. They have also made it clear that they approve of

the continuation of discussions between Guangdong and
China Light and Power in Hong Kong.
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There are of course still many unanswered questions,
Lord Carrington agrees with Mr Biffen that Ministers may
need to discuss some of the issues 1n due course.
A new factor is the agreement reported to have been
reached during President Giscard's visit to Peking for
the French to supply two nuclear reactors to China.
The details, including the sites and the financing
arrangements, remain to be settled; no contracts have
yet been signed. But the French have the advantage
of being able to offer a complete package and could
well mount a strong bid for the whole of the Guangdong
project. Assuming the project goes ahead, we shall
need to consider how best to use the Hong Kong connection
to secure significant British participation. '

I am sending copies of this letter to Michael
Alexander (No 10), John Wiggins (Treasury), Stuart Hampson
(Department of Trade) and Julian West (Department of
Energy).
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Reters Ly

(R M J Lyne)
Private Secretary

I K C Ellison Esq

DS/Secretary of State for Industry
Department of Industry

Ashdown House

123 Victoria Street

LONDON SW1
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Trcasury Chambers, Parbament Street. SWIP BAG

Rt Hon Sir Keith Joseph MP

Secretary of State

Department of Industry

123 Victoria Street

London SW1 1 October 1980
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GUANGDONG NUCLEAP POWER STATION

Your letter of 22 September to Peter Carrington has come to me

in the Chancellor's absence abroad. I have also seen Norman
Lamont's letter of 26 September.

I do of course recognise the potential significance of this
project for relations between the United Kingdom and China. But
the note by officials attached to your letter demonstrates that
there are major policy i1issues surrounding some of the points the
Chinese may make. Since 1 understand that Peter Carrington's
visit to Hong Kong and China has been postponed I wonder whether

it will be possible to discuss some of these 1ssues before he
talks to the Chinese.

The point of immediate concern to me 1is the possibility of an
equity stake involving the British Government. I do not think
that the note of 'Points to Make' adequately explains the stance
of the present Government. 1 do not of course dispute that Peter
Carrington should listen to what the Chinese say, and offer to

consider what they say. But I think that i1t 1s essential to take
a noncommittal line.

I do not think that the note agreed by officials explains with
sufficient weight how unusual such an equity investment would be,
and the statement that the Government 1s a shareholder or owner

of many industries in the UK strikes me as misleading. Our domestic
pclicy is of course to disentangle ourselves from Government share-
holdings and ownership wherever possible, and a new equity 1nvolve-
ment overseas could surely be seen as a move 1in the opposite
direction. 1If we make such a move 1n one case surely there would
be pressure to make a similar move 1n other export contracts of
national significance.

1.
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There 1s also the obvious public expenditure point. I understand
that section 8 of the 1972 Industry Act would provide the necessary

powers for such a stake. But you do not of course have any
financial provision for 1it.

I hope therefore that it goes without saying that we should need

to consider any such proposal from the Chinese with extreme care.

I must add that such an equity stake could also be the thin end

of a very expensive wedge. The question of sharing risks in the
ecvent of a nuclear accident serves to show how very expensive direct

Government involvement in the contract could be, whether 1t took
the form of an equity stake or not.

I suggest therefore that we need to consider as soon as possible
whether we could envisage any direct HMG involvement with the
Chinese Government. One of the aspects which we would need to
consider particularly carefully would be the potential public

expenditure implications, which could go much wider than your
industry programme.

I am sending copies of this letter to the Prime Minister, Peter
Carrington, John Nott and David lowell.
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JOHN BIFFEN
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DEPARTMENT OF ENERGY
THAMES HOUSE SOUTH
AILLBANK
LONDON SWIP 4QlJ

Direct Line  O1-211 3390

Switchboard 01-211 3000

Parliamentary Secretary

The Rt Hon Sir Keith Joseph Bt NP /)f’m

Secretary of State for Indusiry
Department of Industry !

Ashdown House
123 Victoria Street SW1E 6RB 206 September 1980

GUANGDONG NUCLEAR POWER STATION PROJECT

I have seen your letter to Peter Carrington, copied to David Howell
here who is currently visliting sSouthn America. I am replying, as 1
understand it would help FCO in preparing Lord Carrington's brief
for his visit to China.

I agree that it would be useful to obtain first-hand knowledge oif

the attitude of the Chinese Government to the proposed project.

T also think the brief is right to allude to the several major 1lssues
which would need to be resolved before the UK could agree tTo suppord

the project.

I know your officials have been alerted to the issues which are of
concern to my Department (in particular the issues of safety,
liabilities and the role of the NNC), and I hope that the Foreign
Secretary's visit will open the way to qulick progress 1in resolvin,
thems,

I am copying this letter to the Prime lMinister, Peter Carrington,
Geoffrey Howe and John NotT.

e

/ NORMAN LAMONT

(Draft approved by Mr Lamont and letter signed in his absence abroad
by Private Secretary)
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWI1E 6RB
Z7Z0Y
TELEPHONE DIRECT LINE o01-212 2201
SWITCHBOARD 01-212 7676

Secratary of State for Indusitry

2_2\ September 1960

The Rt Hon The Lord Carrington
KCMG MG

Secretary of State for Foreign
and Commonwealth Affairs

Foreign and Commonwealth Office

Dovming oStreet
Liondon oW1A Z2AL
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GUANGDONG NUCLEAR POWER STATION PROJECT

-

Durlpg your forthcomlng visit to Peking, it would be helpful
1f you could probe Chinese attitudes on this important Droaect.
You are in any event liable to be asked about our attitude
both 1n China and Hong Kong.

“ Officials have prepared the attached short report and
speaking note which show that you can generally be very pojltlve
on a project which could have considerable political significance
1n relation to the future of Hong Kong as well as commerc'al
benefits to UK manufacturing industry. As you know, the UK

has had some success 1n selling power plant to China Light and
Power 1n Hong Kong and we intend to pursue an even larger

order over the cowmlng months. The possible sale of nuclear
plant to a Joint venture consisting of CLP and their Chinese
neighbours in Guangdong would consolidate our position.

% I am copy:ng this letter to Geoffrey Howe, John Nott and
David Howell, since their officials along with those here agreed
the attachments. L am also copying this to the Prime Minister
a8 she expressed her 1nterest 1n the project when she last

saw Slr Lawrence Kadoorie during his recent visit to the UK.

J
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GUANGDOITG NUCLEAR PROJECT

POINTS TO MAKE

d Bratish government have followed with close attention dis

SCUSS10ns
in Guangdong. See project as one of immense significance to UK/Hong

Kong/China relations. First nuclear power station in China: a most

1mportant example of cooperation between Guangdong end Hong Kong:
and potentially largest ever commercial deal in China involving

=

L

British interests.

o On British/Hong Kong side negotiations have been conducted
principally by China Light and Power (Kadoorie) with technical
assistance and expertise provided by Dr Walter Marshall in a personal
capacity supported by a team from UKAEA. TUnderstand that Gusasngdong

negotiators have sought closer identification with project on

pPart
of British and Hong Kong governments. If Guangdong authaities are
seeking reassurance of .

British and Hong Kong govermments' attitude
can assure that this 1s very positive in expectation of major
penefits to UK industry.

5 Ministerial colleagues will wish to know if Chinese government
(Peking) attaches same priority to project as Guangdong authorities.
Would therefore welcome statement of Chinese attitude.

ik /Depending on answer to 3 above/. Glad to find China shares

UK view of project's importance. Many technical, safety, commerce,

financial questions. BSuggest team of British officials visit Peking
and Guangdong soon to follow up.

Meanwhile will report to Cabinet.

5 [If asked about equity investment by the British and Hong Kong
governments/ An unusual suggestion.
a. sharehol

The British government (while
der or owner of many industries in UK) does not normally
invest overseas.. Nevertheless prepared to consider proposal if
Chinese really atvach important to it and in view of project's
significance. | | !
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lluclear non-proliferation
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"This will be primarily a matter for the government of the supplier

of the nuclear reactor. We would of course wish to take part in
any discussions on this subject, but we would not expect more
restrictive conditions than would be likely to be required by other

governments."

Accident liability
"We recognise that this raises i1mportant guestions which will need

to be discussed at a later stage between our two govermments.'

Credit facilities

"The wide range of facilities provided by HMG will be avallable in

support of UK contenders for This prosvective contract. These will
ensure that the terms on offer from the UK will be at least as
favourable as those avalilable elsewhere."




PAVER FOR MINTSTERS ON THE GUANGDONG NOCLEALR POWER PROJECT

B e " —— o T o w— -——e e - — e R e e e b e ——— e i i ———— T o, o . e —— -—
e - — _—

INTRODUCTTON

L e T S S —— g ——

Q4,4

The becretary of Sitate for Industry informed collezsgues on 25 October 1979
and 18 February 1960 about prospects for UK involvement in & nuclear DOVEeL
station to be built as a joint venture between China Light and Power DLimited
(CLP) and the Guangdong Electricity Company (¥I22); about half of the output
18 to be pold to CLP to finance the venture. Ministers agreed then that:

L

a continuing UK industrizl and official involvement in the project
vaa Justiflieas

technical support should be provided to CLP for the feasibility study:

the UK would not insist on nuclear inspection safeguards but would seek
general zssurances on the peaceful application of nuclear techinology
and fuel.

Le Sir Lawrence Kadoorie reported to the Prime ilnister, oSecretary
Industiry and the Lord Privy Seal during his recent visit, prospects oi
tavourable ouvlcome on the project have improved. The Governor of Eong

ailso believes this. There have however been no direct contzet betues: Fiil

officials and those responsible for the project in Cuangdong and wo firia evidence
that the centrelle eking approve of the project. Two good
gppeztunyties to f1inese Intentions now exipt: z middle ranking member of
the Guangilong Provi al Governmmeni who has been clesely involved in lhe project

15 to visil the UL from 18 September; and the Foreign Secretary will be able
to sound out Chinese lezders in Peking.

COM“ERCIAL TSSTUFS
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The feasibility study should be completed at the end of Ociober.

to conclude in faveur of 2 x 900 MW PWR with associated punp stora

transmission schemes (valued 2t US $L000N) with thie UK as preferred supplier

of the non-nuclear hardware (valued at about US £1300M). Ls such the progect
would be the largest Sirio British venture at least since the Revoluiion.
fdditionally contracts for the transmission network (US $50011) and fuel services
from BNIL are possible, while the prestige project could open up wider trade
possibilities in South Chinz and the area gencrally with enormous potential
benefits to UK industry.

Our 2im is for GEC o obtain s major contract but they need a nuclear partner.
GEC would want this pertner to assume contractual respensibility for the whole
nuclear island. There are three contenders: XKWU (Germaiy), Framatore and
Westinghouse; ¥WU is acceptable technically, but its commercial prezctice has
been 1o offer tuimkey contracts, which could well be unacceplable 1o the
Chinese. Framza{iome designs would require technical changes to bring them moxe
into line with expected future requirenents on safety, but they are more
likely to be disposed to ass responsibility for the wvhole nuclear icland.
o lock them into a pariner | :

A i T : v o s ) . ; . it
the French - vho were carlier negotiating to sell such.a PWR to China - would
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be Ycomrmunautaire! and could lead to joint ventures elsewhere, such as Korea.
‘The third contender, Westinghouse, is preferred from the technical and safety
point of view, but prefers to sell only a part of the nuclear hardware.
Officials will considexr the choice of nuclear partner best suited to satisily
the apparently conflicting technlcal)safety und commercial obJectives.

POLITIC .1, BINEFITS
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With the Rew Terriitories lease due to expire in 1997, the increased economnilc
interdcpendence between Guangdong and Hong Kong would contribute to Hong Xong's
stab 1]1L" and businecss confidence and help to reassure investors about the
territoxry's future status

With HNMG's support of the CLP study known to the Chinese, to attempt to
disengage now would only be adversely interpreted and so weaken the
credibility of the UK end Hong Kong Governments, and the position of

Sir Lawrence Kadoorie. ALpzrt from the nuclear prospect, Sir Lawrence's good
will is critical to secure z negectiated contract for the L x 660 MW Castle
Peak B Station, decisions on which are expectied early nexti year

IQQUTS ™0 Bx FACED
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The main issues o be faced are:

The Credit Paoeckazee

i il il . . =,

The finance packege will have a crucizl effect on the project's
capablility to be self-financing. Under OECD rules, ECGD couvld agree
support for a 90% loan repazyable over 12 years, but ab initio would
propose an 85% loan over 10 years — the terms that EEC members zre
proposing for power stations, both conventional and nuclear. The
actual terms will depend upon those propcsed by the nuclear island
pertner, or upon the cash flow projections on the viebility of the
project. The gecurity of ECGD loans to CLP will 2lso need 1o be
safeguarded.

Eoquity Involvement

We have been told by CLP that the Guangddng authorities may seek direct
HIIG and Hong Kong Governnment equity involvement probably because it would
ensure political and moral commitment.

Lizbilities

Most of the risks associated with the Guangdong project cen be covered
by commercial insurance., HMG may have to. accept some financial
responsivility in the event of a mzjor nuclezr accident: the Guangdong
project is essentially a joint venture and the PRC might insist on
shared liability as paxrt of the price for preferring ecuipment and other
supplies from the UK. If this priece has to be paid we should negotiate

agreement with the PHC whereby: -
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() IMG would meet the cont of technical dirvection of the cleaning up

i

operation; o ;

(b) honld heve olrict liabili vy iy
1ICOPeet c:-i t..]u TG Pal 1.3 d.um;‘,n, up L(; an agreed limit: |

(¢) +4he PRC Govermenl shovld accept 211 residual liabilily for drnnge
within the 'gC:. wespongibality lor lHong Kong should rest with the
Vong Yonur/Uk Governments.,  (The latter vould reouire leginlation)".

Ton—-roin feration
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Miniegters have agreed ihe following approach:

(a) No requirement for I4E4 pafleguards (mince the PRC is 2 Ruclcear
Wezpon Station):

(b) But we shouvld seek assurances of ]7“ sical protec b.l")l’l, No diversion
from peacefvl vee, and no retransfer withowt agrecment.

Hon-proliferzticn conditions mz2y prove 1o be : factor in esiabl ':1
Chinese prefercern:ce belveen the US znd Fraonce _ Kreneh havwe onbs
President Caxver's approvel 1o their suvpplyin | gaiziler (CJhl"<r

Irench bvilt PR based on a Ves zhouse desifn Bat the US positicsn ca
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