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PERSONAL BAND CONFIENTIAL

SIR ROBERT ARMSTRONG

GUANGDONG NUCLEAR POWER STATION

Thank vou for your minute of 26 November
about Sir Walter Marshall's latest information
from China. As you may now know, the Chinese
mission was in London last week (rather than
this) - the Secretary of State for Industry
was due to meet them on Friday.

-

29 November /1982

PERSONAL AND CONFIDENTIAL




PERSONAL AND CONFIDENTIAL

Ref. A082/0301

MR COLES

Guangdong Nuclear Power Station

Sir Walter Marshall tells me that he has now had a message from
his contacts which makes it clear that the Chinese Government is
disenchanted with the United States Administration, that the pro-
French faction in China is very much in the ascendant, and that the
mission visiting the United Kingdom next week will be strongly in
favour of the Anglo-French project for the Quangdong nuclear power

station.

2. Sir Walter Marshall's contacts have, however, said that, if
3 3

the United States were to agree to permit the transfer of American

nuclear technology to China through the United Kingdom, then the

situation would change dramatically.

ROBERT ARMSTRONG

26 November 1982

PERSONAL AND CONFIDENTIAL







CONFIDENTIAL

Treasury Chambers. Parllament Street. SWIP 3AG

8 2t

Fad SO

26 November 1982

N8N
The Rt. Hon. Patrick Jenkin, MP

Secretary of State for Industry
Department of Industry

;‘X/l__/ P,«./f,’\,b/b-

GUANGDONG NUCLEAR PROJECT

I have seen a copy of your minute of ?é/Novamber to the
Prime Minister.

Naturally, the proposal to increase our offer of subsidy for
this project is unwelcome to me. My concern is not just

with the subsidy cost. At a time of widespread concern
about the growth of protectionism I think it would be
particularly unfortunate for the UK to expose itself yet
again internationally to the charge of leading the credit
subsidy race.

My assumption up till now has been that the Chinese decision
will turn ultimately on the importance they attach to the
Hong Kong connection (and the associated foreign currency
earnings). I note from your minute that the Hong Kong card
may not now be a very strong one for us, but to try and
compensate for this by offering cheap credit could be
financially ruinous. t would alsc be futile since the
French will be bound to match whatever we do on credit. 1In
my view the right strategy for us now is to sit tight and
refuse to be drawn into a competitive counter-bidding race
with the French which can do neither of us any good.

At the same time, I recognise that both in terms of potential
subsidy cost and the size of our exposure the terms on which
you now envisage bidding for the contract pose less of a
problem for the Treasury than we might have had to face. If
you are really convinced, in the light of your knowledge of

the negotiating situation, that an offer to capitalise interest
would clinch the deal for GEC, and would not simply be the

/prelude to




CONFIDENTIAL

prelude to another round of bargaining and competitive
counter-bidding, I would not wish to press my objections
on financial grounds. This is on the understanding that
we have now reached our negotiating limit, and that
whatever the Chinese response there will be no question
of further topping up our offer with aid money, Industry
Act assistance or other financial concessicns.

I am copying this minute to the Prime Minister and the other
recipients of yours.

GEOFFREY HOWE




(P
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CONFIDENTIAL

Foreign and Commonwealth Office

London SWI1A 2AH

26 November, 1982

Guangdong Nuclear Project

This is to confirm, as I told you on the telephone, that Mr
Pym agrees with the line in Mr Jenkin's minute of 25 November,
British participation in the project would thicken our bilateral
relations with China considerably and also have favourable
implications for the future of Hong Kong. But as Mr
Jenkin points out, our position in Hong Kong (the 'card' referred
to in paragraph 4 of his minute) is not something we can play
up very strongly with the Chinese in present circumstances to
offset the technical advantage held by the French. Further
financial concessions therefore seem appropriate.

I am copying this to the Private Secretaries of the
recipients of Mr Jenkin's minute.

Trans, 2arta

('H.\ H‘bl/“:
(J E Holmgs/

Private Secretary

A J Coles Esq
Private Secretary
10 Downing Street

CONFIDENTIAL







10 DOWNING STREET

From the Private Secretary 26 November 1982

GUANGDONG NUCLEAR PROJECT

The Prime Minister has seen the minute of 25 November by
the Secretary of State for Industry.

Mrs Thatcher agrees that at the final meeting which
Mr. Jenkin will be having with Mr. Li Peng today we should offer
full capitalisation of interest instead of the concession we have
already made on the financing of local costs. She notes that
the Treasury and ECGD are content with this proposal.

The Prime Minister does not consider that we should offer
local cost support in addition at this stage. But she would
be willing to examine this possibility if, at a later stage,
Mr. Jenkin thought it necessary to secure the contract for the
conventional island.

I am copying this letter to John Holmes (FCO), John Kerr
(HM Treasury), Julian West (Department of Energy), John Rhodes
(Department of Trade), John Gieve (Chief Secretary's Office,
HM Treasury) and Richard Hatfield (Cabinet Office).

Ms Caroline Varley,
Department of Industry.
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PRIME MINISTER

GUANGDONG NUCLEAR PROJECT ¥ o /’(

The purpose of this minute is to up-date you and colleagues on

the negotiations on this project; and to recommend that we
s

should now make an improved but final credit offer to the

Chinese.

2 The French deeply impressed the Chinese with the scale of

their nuclear programme. And in support of their strong

——

industrial position the French have offered the equivalent of the

UK's credit terms. Their new formal offer is 10% over 15 years

e——

with support for local costs up to 15% of the French project
; b e ) - :

content, or equivalent support for capitalisation of

pre-commissioning interest and the Chinese have now told my

officials that the French have undertaken to consider further the
s gllTH

case for full capitalisation of interest and other measures which
T ——
would reduce the effective interest rates on the loans. I think

pm— —

we must assume that some further French inducement will be

g "]

forthcoming if the Chinese decide to place the whole project with
— —_—

the French. Building on this, the French have proposed to the

Chinese that they should take the lead on the whole project,

offering GEC some sub-contract work on the conventional island in

-




CONFIDENTIAL

recognition of the British interest in the project through Hong

Kong.

——

3 In effect, the French appear to have rejected our overtures
ey

for co-operation on this project - and to have played a strong

hand to win the whole project. It would not be acceptable to us

or to GEC simply to be sub-contractors for comparatively minor

items of plant.

8
——

= In the light of this I have reconsidered our negotiating
position. Despite their excellent engineering capabilities and

proven export record, GEC cannot match the depth of PWR

experience which the French can offer. It is not easy to
p - M e s St e
determine how far our weaker industrial position is counter-

balanced by our position in Hong Kong. In the present delicate

. . _-
state of negotiations on the future of the territory, it may not

[—

be possible to play this card too hard. In informal discussions

with my officials over the last couple of years Lord Kadoorie has

indicated that he would be unwilling to refuse outright to
i

purchase power from a nuclear station in which the UK did not

have a major industrial role, though he would be less willing

purchase a major share of the electricity output in the early
years. In the present climate the Hong Kong Government too may
not wish to press British industrial interests too hard. My

view is that to secure the conventional island for GEC we shall

need to enhance the Hong Kong card with an attractive credit

o
package.

f




CONFIDENTIAL

5 I believe, therefore, that at the final meeting I shall have
with the Chinese on Friday 26 November I should indicate to Li

Peng that we would be willing to offer a final concession on
s ——

credit on condition that he was prepared to agree that the

J— v

contract for the conventional island should be awarded to GEC.

>

My officials have discussed with the Treasury and ECGD two

possible alternatives. The first is the granting of full
P st
capitalisation of interest without strings instead of the
- -_—
concession we have already made on the financing of local costs.

The alternative is the full capitalisation of interest in

additlon to the local costs support. Treasury and ECGD would be
EmeE——aagy,

prepared to recommend the first but not the second. Whilst the

first would undoubtedly be helpful I feel that it would be

worthwhile going for the second if we were able to clineh the

deal. I attach at Annex A a short schedule which shows the cost
S S i,

and level of subsidy for these two options compared with the
offer we have already made. The discount rate used is the
current long-term dollar bond rate of 11.6% since the financing

is likely to be in dollars.

6 There is clearly a risk that the French will again match our

credit package, but I am convinced that we should make this

[—

improved offer in a final attempt to secure the conventional

island for the UK, and at the same time to give Li Peng a

concession, beyond what was offered by my officials in Guangdong




CONFIDENTIAL

in July, which he can take back to the State Council.

i I am copying this minute to Francis Pynm, Geoffrey Howe, Nigel
¥

Lawson, Arthur Cockfield, Leon Brittan and Sir Robert Armstrong.

9% November 1982

Department of Industry
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ANNEX A

Subsidy Element involved in the provision of Interest Subsidy

Conventional Island, Escalated Cost £ 598.44m

Actual HMG Discounted HMG Subsidy
Subsidy Subsidy Element

£m £m %

A. Present Offer 124,08 45,13 11.02

(85% + local costs)

. Alternative Offer 157.21 53.86 13.15
(85% + Gapitalisation)

C. Proposed Offer 184,95 63.37 15.47
(85% + local costs
+ capitalisation)

NOTE: Discoumt rate used is the current long term dollar
bond rate of 11.6%







CONFIDENTIAL

10 DOWNING STREET

From the Private Secretary 18 November . 1982
\ .

Guangdong Nuclear Project

The Prime Minister has noted the minute of
17 November by the Secretary of State for Industry
and, subject to the views of the other recipients
of the minute, agrees with the proposals in
paragraphs 7 and 8 for the further handling of
this matter.

I am sending copies of this letter to John
Holmes (Foreign and Commonwealth Office), John
Kerr (HM Treasury), Julian West (Department of
Energy), John Rhodes (Department of Trade),

John Gieve (Chief Secretary's Office, HM Treasury)
and Richard Hatfield (Cabinet Office).

Jonathan Spencer, Esq.,
Department of Industry.

CONFIDENTIAL
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PRIME MINISTER

GUANGDONG NUCLEAR PROJECT

In my minute of 24 October I undertook to recommend to you and to

colleagues the line we should take in discussions with Vice
Minister Li Peng pof the Ministry of Water Conservancy and
——— e —

Electric Power, following our discussions with the French at the

summit.

2 Following his visit to France, Li Peng will arrive in the UK

for a week of industrial visits and discussions with Government

—

on 19 November.

3 Many uncertainties remain on this project. Despite the fact

that Premier Zhao reiterated to Lord Nelson at the beginning of
T ——— e ——
November his statement to you in September, Mrs Qian, the

Minister of Water Conservancy and Electric Power told Lord Nelson
that the Chinese wanted open competition. A move in the

S
American position remains a theoretical possibility but there is

no sign of any change in the State Department's non-proliferation

China. Undoubtedly, the present Chinese focus is

on French nuclear capability.

4 You will remember that the discussions at the summit were
A ———
inconclusive. Alsthom's interests remain a major political
#




difficulty. I was unable to get a commitment from either M.
Jobert or M. Chevenement to a joint Anglo/French project - which
would carry with it the implication that they would exclude
Alsthom. You may recall that I told you that Jobert wrapped my

knuckles because we had not reported developments to them

immediately after your visit to Peking, and because, in his view,
i o

our terms for Guangdong went beyond the spirit of the Consensus.

I believe Chevenement is more favourably inclined to a
Framatome/GEC proposal, but before reaching a view on our
proposals for collaboration the French will no doubt want to hear

what Li Peng says in the current discussions in France.

5 Accordingly we shall have to focus on the conventional island
in our discussions with Li Peng, though there may be an
opportunity to underline again our interest in supplying fuel
under the dual sourcing arrangements the Hong Kong Government are

likely to seek.

6 This situation presents us with a dilemma on financing terms.

OQur present terms for the conventional island of 10% over 15
™ Ty
years with provision to cover local costs up to 15% of the UK

content are significantly more attractive than the French offer

[ —

of 10% over 10 years with no support for local costs. If we are

eventually to do a deal with the French there is a strong argument to

A}

offer nothiﬁg more at present. If, however, we are in

competition with the French it will be difficult to send Li Peng




away empty handed. My officials will be seeking to find out how
the French talks have gone but it will not be easy to obtain

accurate information.

7 On balance, on present information I believe we should make no

further major concessions at this stage unless we need to respond
S —————

to an improved French offer.

8 We might , however, invite the Chinese to indicate those areas

in which they would find useful the expert technical services

which the UK could supply. T have in mind the kind of technical

help which was supported under the Industry Act to secure the
Castle Peak projects. In response to Chinese reactions we could
consider what modest measures of support might be possible:

—

first estimates suggest that such services for the conventional

island might cost £10m-£20m.

9 am copying this minute to Francis Pym, Geoffrey Howe, Nigel

Lawson, Arthur Cockfield, Leon Brittan and Sir Robert Armstrong.

A

P J

ﬁ?ibvember 1982

Department of Industry







10 DOWNING STREET

From the Private Secretary 8 November 1982

GUANGDONG NUCLEAR PROJECT

The Prime Minister has noted without
comment the contents of the minute of
4 October on the above subject by the
Chancellor of the Exchequer.

I am copying this letter to the
Private Secretaries to the Foreign and
Commonwealth Secretary, the Secretary of
State for Energy, the Secretary of State for
Trade, the Chief Secretary, HM Treasury and
Sir Robert Armstrong.

John Kerr, Esq.,
HM Treasury
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Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

P w0 MuntTe

GUANGDONG NUCLEAR PROJECT 4 n

PRIME MINISTER

I have seen Patrick Jenkin's minute to you of }/October, and we had some

discussion about it at your briefing meeting for the Anglo-French Summit on 1

November.

2. I agree with Patrick Jenkin that there is much to be said for trying to
reach an exclusive agreement with the French. The financial and other risks of
the project would be much less than under the American option, and there is
force in the point which Patrick Jenkin made at your meeting that a deal with
the French should make it possible to avoid a competition with them on financial

terms.

3. As things stand, we have already offered more generous terms than the
French. I also understand that at a recent OECD meeting in Paris the French
would have been prepared to accept a US proposal for banning the use of mixed
credits in relation to exports of nuclear power stations, and that the UK was the
only country which could not accept the proposal. In any discussion of financing
terms with the French I suggest our line should be that we have offered enough
concessions already and would welcome a moratorium on further concessions as

part of any Anglo/French agreement.

4, I agree with Patrick Jenkin that we may need a collective discussion of the

financing issues after the Summit. I think such a discussion should precede any

move to start negotiating direct with the Chinese for the conventional "island".

5. I am copying this minute to the other recipients of Patrick Jenkin's minute

“
of 29 October. ‘/(-\//‘







PERSONAL AND CONFIDENTIAL

10 DOWNING STREET

From the Private Secretary

SIR ROBERT ARMSTRONG

GUANGDONG NUCLEAR POWER PROJECT

Thank you for your minute of 27 October.
I have this morning written to Jonathan Spencer,
conveying the Prime Minister's comments on
the minute of 29 October by the Secretary of
State for Industry and giving an account of the
discussion which took place at yesterday's
briefing meeting for the Anglo/French Summit.
That letter has of course been copied to you.
My impression is that we now have a policy for
the immediate future and that, subject to your
views, there is no need at the moment for the
Cabinet Office to prepare recommendations to
Ministers.

2 November 1982

PERSONAL AND CONFIDENTIAL




10 DOWNING STREET

From the Private Secretary 2 November 1982

«)-‘-‘J FMI

GUANGDONG NUCLEAR POWER PROJECT

The Prime Minister has seen Mr. Jenkin's minute of
29 October on this subject.

Mrs. Thatcher minuted that she was content that Vice-Minister
Li Peng should be invited to London in November. She commented
further that she was loath to give up the idea of Anglo/US
co-operation on this project since she feared that the French
aim would be to obtain the whole project for themselves.

There was some discussion of this matter at yesterday's
briefing meeting for the Anglo/French Summit. The Prime Minister
reiterated her concern that the French would try to secure the
whole project. Your Secretary of State pointed out that if we
could reach agreement with the French on pursuing the project
jointly, we should avoid competitive bidding between the United
Kingdom and France. The French now said that they had been
asked to tender separately for both the nuclear and conventional
work. If we were to preserve the possibility of obtaining work
for British industry, we should have to fight very hard. He
therefore recommended that at the Anglo/French Summit we should
take the line that the project presented an opportunity for
constructive Anglo/French partnership and we should agree how to
frame a joint project. This approach would not necessarily rule
out the American option. We should not exclude this possibility
unless and until we had arrived at a satisfactory arrangement with
the French. The Prime Minister indicated that she was content
to speak accordingly in Paris.

1 am copying this letter to John Holmes (Foreign and
Commonwealth Office), John Kerr (HM Treasury), Julian West
(Department of Energy), John Rhodes (Department of Trade),
John Gieve (Chief Secretary's Office) and Richard Hatfield
(Cabinet Office).

T S
_ﬁ&(,rah.

Jonathan Spencer, Esq.,
Department of Industry.

CONFIDENTIAL
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Your Private Secretary's letter of 2070ctober asked for a report
(d

on our aims and tactiecs on this project.

2 This minute makes recommendations on the line we should take

on the project at the Anglo-French summit.

3 The Chinese have requested further talks with the UK in

November; decisions on the financing terms we should offer

e e e e ey

cannot be taken yet.

Chinese Request for Further Discussion

4 Vice-Minister Li Peng, of the Ministry of Water Conservancy
e e e

and Electric Power, has indicated that he would like to come to

London for further discussions with the UK Government in

—

November , provided that we have something more to offer than in
ﬂ
Guangzhou in July. He also plans to visit France on the same
_ﬁ
trip and will receive there proposals from both Framatome and

e .
Alsthom. I believe we must welcome this opportunity for further

discussions, but we need to establish quickly where we stand on

collaborating with a nuclear partner.




Nuclear Partner

5 Reports through CLP suggest that some Chinese officials - at

least at provincial level - still favour Westinghouse, largely
e ———— _'_-_‘—'———-—-

because they believe their technology is more advanced than the

French. Nevertheless, your discussions both in Peking and

——

Guangzhou indicated clearly a strong preference for an

Anglo-French proposal, reiterating Premier Zhao's comments to

Humphrey Atkins in January. The Premier's remarks must

presumably be given greater weight than any countervailing views

in Guangzhou. Moreover, there is little hope of movement in the
State Department's position on nuclear exports to China before
the end of the year at the earliest. And first indications are

that a Westinghouse/NNC nuclear island could not compete on price
b= e

with Framatome.

6 At the same time there are strong arguments for seeking

French support for GEC and Framatome entering into an agreement

between themselves (which would exclude Alsthom) to present a
e ———

Jjoint bid:
e, T

a) Premier Zhao's remarks combined with Lord Kadoorie's

long standing support for a GEC/Framatome solution indicate

a strong customer preference;

b) GEC's preference has always been for an agreement of

this kind with Framatome; Lord Weinstock has recently




expressed this view to my officials, Lord Kadoorie and Sir

Walter Marshall;

c) co-operation with the French would reduce ECGD's
M

financial exposure to about £1000m from £4000m for an
1l

Anglo-American proposal. The absolute cost of any
concessions on financial terms would be reduced. And

perhaps most important, we would avoid being played off by

the customer against the French on Finance terms;

— —

E—

d) we could try to secure UK participation in the fuel
supply through negotiation with the French; if we negotiate
with the Chinese for the conventional island business only,
British Nuclear Fuels Limited will have little opportunity
to secure contracts which could establish them in the

international PWR fuel market;

e) if the French were to supply the nuclear island they

would carry the primary responsibility for securing

non-proliferation assurances - though the UK could also be

involved in negotiating assurances if we supply fuel.

Present indications are that, unlike the Americans, the

French would be satisfied with a statement from the Chinese

- which the Chinese are willing to give - that the station

would be used only for peaceful purposes.




T Officials renewed informal discussions with French officials
on 20 October. The French said that the Chinese have asked for

separate bids from Alsthom and Framatome. Exclusive

—_—

- Nm————
GEC/Framatome co-operation could not be contemplated unless the
——

Chinese specifically requested such a bid. Although the French

were concerned about the implications of price and credit
competition for the conventional island business, they maintained
that they were responding to the requests of the customer. And
it would be difficult for the French Government publicly to

indicate any willingness to exclude Alsthom: Alsthom have a

substantial plant at Belfort in the electoral area which M
i v ——

Chevenement represented until recently. However, in discussion

with my officials and GEC, Framatome have said that they would

prefer to work with GEC.

8 Despite this negative response at official level, I consider

we should press the advantages of a GEC/Framatome exclusivity

agreement to our opposite numbers at the Anglo-French summit,
since the arguments for Anglo-French co-operation are very
strong. However, it is still possible that US policy on nuclear
exports to China could change rapidly for wider political
reasons. To discard the Anglo/American option would deprive UK
industry of an important chance of using the project to build up

its PWR capacity and experience and of obtaining a foothold in

export markets: only if we are able to secure an exclusive

agreement with the French should we close the door on the
_

American option.




Financial Terms

9 The French have offered standard consensus terms: 11% over

15 years for the nuclear island and 10% over 10 years for the
———————

conventional island. We have offered 10% over 15 years, with a
e —y
provision for local costs up to 15% of the UK content, on the

conventional island. Both these offers are subject to

satisfactory guarantees from the Bank of China.

10 My officials believe that some improvement in our financing
offer - principally capitalisation of pre-commissioning interest
- will be necessary, eventually, if the project is to go forward.
But until we have sounded the French, I do not believe we can
decide what we should say to the Chinese in November. Depending
on French moves, we may need a collective discussion of the
financing issues on the project shortly after the Summit. (A

background note on the financing issues is attached.)

Recommendations

11 There are very strong advantages in reaching an exclusive

agreement with the French: we should pursue this vigorously at

—

—
e e —

the Anglo/French summit.

12 If we can secure an exclusive agreement with the French we

T —
should inform the State Department, Westinghouse and the National

Nuclear Corporation of the UK's change of policy.




13 If we cannot secure an agreement with the French we should

inform Westinghouse and NNC of the views expressed to you in

%

China, but make no move beyond this so that the door remains open

—

on the Anglo/American option.

—

14 If we cannot reach agreement with the French, we should

negotiate direct with the Chinese for the conventional island

e —— = -’-——_—-—-—-—

only.

A5 We should formally invite Li Peng to visit the UK. 1In the
S
light of French moves, officials should prepare a paper on

financing terms for Ministerial consideration before discussions

with the Chinese begin.

16 Given the continuing uncertainties surrounding the project I
do not think we can take our strategy further at present. Much

depends on the French.

17 I am copying this minute to Francis Pym, Geoffrey Howe, Nigel
ym, y

Lawson, Arthur Cockfield, Leon Brittan and Sir Robert Armstrong.

(‘ =
 J
2 |

74 October 1982

Department of Industry




BACKGROUND NOTE

1 Constraining our negotiating position on finance is pressure
to extend the Consensus to cover nuclear plant. The Americans -
perhaps as a delaying tactic since they are not able to take a
commercial inteFest in the project at present - are pressing hard
for agreement to charge premium interest rates over long
repayment periods for nuclear plant, while opposing any other
concessionary mpeasures. This pressure will increase the
difficulty of~offering financial concessions of any kind in the
future.

2 Nevertheless, some improvement in our offer will be necessary
if the project is to go forward. Recently revised assessments
of the feasibility of the project confirm that at current
Consensus interest rates capitalisation of pre-commissioning
interest inecreased investment by the Chinese Government would
be vital £o make the project viable, given the eight to nine year
construction period when no revenue would be earned. The
Chinese have so far refused to provide further equity investment.

3 Although at present they have no mandate to capitalise,
French officials have indicated that they would be prepared to
concede at least some degree of capitalisation - though not local
cost cover - in the course of detailed negotiations. Within
whitehall,/Treasury and ECGD officials are strongly opposed to
capitalisation. Department of Industry officials, however,
believe that it will be necessary to concede capitalisation
eventually, but in return for comprehensive guaramtees for the
foreign loans and agreement on a satisfactory financial structure
for the operating company. At a discount rate of 1231%
capitalisation would raise the subsidy level on the ECGD
financing from about 16% for our present terms to 26%

—— ——
Y We should also need to be satisfied about the general
viability of the project, and the undertakings from the Hong Kong
authorities regarding long term off-take arrangements before we
give irrevocable commitments to the Chinese.

5 If we can secure an exclusive agreement with the French my
officials believe that it may be possible to hold concessions on
financing terms to capitalisation and to meet further financing
pressure by pushing the customer to put more equity into the
project. If however, we cannot reach agreement with the French,
we will undoubtedly be pressed to make further concessions,
principally an input of aid. This could prove costly, would
excite strong criticism in the Consensus and could in the end be
matched by the French.

6 These difficult financing issues will need Ministerial




consideration at an appropriate stage - possibly in the next few
weeks depending on French moves. The financial and political
costs of making concessions will need to be weighed against the
industrial and commercial importance of the project and its wider
importance for our bilateral relations with China and the future
of Hong Kong.







PERSONAL AND CONFIDENTIAL

Ref. A09872

MR COLES

Guangdong Nuclear Power Project

I now attach a copy of a letter which I have received from
Sir Walter Marshall following my meeting with him on 22 October.
2. You will see that he has persuaded himself that the Chinese
would have interpreted what the Prime Minister said about this
matter in Canton as implying support for the Anglo-American project.
3. I am beginning to wonder whether, when you have the answer to
your letter of 20 October to the Department of Industry, it might
be worthwhile the Prime Minister inviting the Cabinet Office to
pull this all together and prepare recommendations to Ministers

as to how best to proceed.

<o

ROBERT ARMSTRONG

27 October 1982

PERSONAL AND CONFIDENTIAL
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CABINET OFFICE

2 50CT1982

FILING INSTRUCTIONS

EILE NG, st el

CENTRAL ELECTRICITY GENERATING BOARD
Sudbury House 15 Newgate Street. London EC1A 7AU. Telephone O1 248 1202

From the Chairman
Sir Walter Marshall, CBE, FRS 25 October 1982

Sir Robert Armstrong, KCB
Secretary of the Cabinet
The Cabinet Office

London Swi1

Dear Sir Robert

I have now had a chance to reflect upon our conversation on
Thursday night and I would like to offer you an interpretation of the
conversations.

In the first conversation, Walter Marshall was referred to
in very glowing and flattering terms - not just in terms of "high regard"
but also "long standing friendship". This would have very special significance
for the Chinese who put enormous weight on friendships which have survived
years. They would therefore have interpreted this conversation as a very
dramatic and wholehearted endorsement of everything I said when I was last
in Guangdong. They would not feel it necessary to look for more. They
would look upon this as a very strong endorsement of an Anglo/American
concept.

However, of course they do not want to throw away the French
concept until the last minute (if then) and they are not going to commit
themselves to any formal Government decision until they know exactly what
they are committing themselves to and until they know that the US State
Department will behave sensibly. They would therefore brief their Prime
Minister to mention the French concept just to keep us on our toes and
the way he did that is to my mind very significant indeed. He did not
say "I favour the French proposal". He did not say "We are considering
the French proposal". He said "I understand the Guangdong people are
giving their main concern to the French proposal". This, I believe, is
designed to place the French proposal on record as a competitor to us
but primarily to indicate that the decisions have been delegated to Guangdong
and that we can rely on the recent conversations I have had with the

Guangdong people.




STRICTLY PERSONAL

Sir Robert Armstrong, KCB 25 October 1982

I think, therefore, I can reconcile my understanding of the
conversation with the conversations you were kind enough to describe to
me. Of course I cannot prove I am correct and I do not know I am correct
but may I suggest we work on this as a possibility.

However, I recognise the force of the counter argument that
(i) the Chinese must be nervous about the US State Department and could
well have shifted their position since I talked to them - and (ii) they,
the Chinese, were supposed to make their preference clear and did not
do so.

I discovered on Friday that the Chinese have given a half promise
to send a further message to me at the end of next week. That may be
helpful. I shall keep in touch.

What a difficult, confusing matter this is!

Yours sincerely

W

W Marshall
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Ref. A09834

MR COLE/

Guangdong Nuclear Power Project
/_

Thank you for your minute of -l}'{October.

Za I saw Sir Walter Marshall on 22 October, and read over to him the

relevant paragraph of the record of the Prime Minister's meeting in Guangdong.

I also said that Premier Zhao Ziyang had appeared to indicate to the Prime
Minister that the Guangdong authorities were planning to pursue the Anglo-French
option rather than the Anglo-American option.

25 Sir Walter Marshall said that he had had a message from his contacts in
the Guangdong Provincial Government, proposing a meeting in Canton at which
they would make available to his representative the Chinese version of the Prime
Minister's conversations with the Governor of Guangdong Province. He had,
however, been instructed by the Department of Industry not to take up this offer.

4. It is clear that the account which Sir Walter Marshall has received of the
Chinese version of the Prime Minister's meeting with the Governor of Guangdong

Province is different from our own record of the meeting, Our record suggests

that there was no reference either to the Anglo-French project or to the Anglo-
American project. I suppose that it is possible that the Chinese interpreted the
Prime Minister's favourable references to Sir Walter Marshall as an indication

that she favoured the Anglo-American project with which Sir Walter Marshall is

associated. Sir Walter Marshall is of course anxious to promote the Anglo-
American project because it fits in with the plans for PWR developments in this
country. Lord Weinstock's preference, on the other hand, would no doubt be for
the Anglo~-French project in which GEC would be closely involved.

b, Sir Walter Marshall thought that the Chinese might have turned away from
the Anglo-American project towards the Anglo-French project because of the
problems about nuclear proliferation and the objections of the United States
Government to transferring nuclear technology to the Chinese. He remarked

that, if the British Government were involvedin an equity stake in the Anglo-

PERSONAL a0 CONFIDENTIAL
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American project, and the construction was put in the hands of Bechtel and the
e Y

equipment was provided by British manufacturers, then there would be British

technicians on the site for 30 years; and he had been told by the State

L -

Department in Washington that that would resolve the problems about nuclear

e |

proliferation.,

6. It seems as if we do need to get a clearer reading of the position of the
Chinese authorities on this project. This may necessitate further contacts with
the authorities concerned. It would be for question whether these were under-
taken by British Embassy personnel in Peking; or by a mission from the British
Government, led by Mr Gordon Manzie of the Department of Industry; or by
Sir Walter Marshall. Sir Walter Marshall firmly believes that the Chinese

authorities trust and respect him, and do not trust or respect Mr Manzie, and

therefore they will not reveal their real thoughts to Mr Manzie. The

[——

Departments of Industry and Energy, on the other hand, are likely to think that

Sir Walter Marshall is not sufficiently detached in these matters to undertake
this sort of mission.
Te I have not put anything in writing to Sir Walter Marshall, and he did not

press me to do so.

ROBERT ARMSTRONG

22 October 1982
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 = 690“
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F.E.R. Butler Esq.,

Principal Private Secretary to
Prime Minister,

No.10 Dowvning St.,

London, SW.1.
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GUANGDONG NUCLEAR PROJECT : LORD WEINSTOCK

P

'
I was grateful to you for sending me on the 1ﬁ%h October
the record of your telephone conversation with Lord Weinstock.
He has subsequently talked to me about the project and you

may like to have the attached copies of letters which
Lord Weinstock has written to Sir Walter Marshall and to
Lord Kadoorie telling them that he wishes now to pursue
the Anglo/French option.

My Secretary of State will of course be giving advice to
the Prime Minister on the Guangdong Power project in response
to John Coles letter to Jonothan Spencer of 20th October.

e

A §)”ﬂL; "
Lo~
A.G. MANZIE




15th October, 1982

Now that the Chinese government has announced
its Intention with rezard to the DWR station proposed for

Guangdong province, we ought to get on with the formulation

of an attractive Anglo-French package.

We therefore intend to approach Mr, Boulin
and Mr. lenny to ascertain whether they will work with
us to realise this objective. I hope we can rely on the
CEGB to give its full support.

We will keep you informed of developmente,

Lord Veinstock

Sir Walter Marshall, FRS,

Chairman,

Central Electricity Cenerating Board,
Sudbury House,

15 Newgate Street,

LONDON EC1A 7AU,




15th October, 1982

This is Just to let you kaow that following
the visit of the Prime Minister to the Far East and the
subgequent atatonents concerning the PWR proposed to be

congstructed in Guangdong province, we will now approach

u
Frenmatome to discuss the formation of a suitable offer
a

of a French nucleer island with GEC Turbine CGenerators.

Ve will keen you informed of our progrese,

Lord ¥einstock

Lord Kadoorie,

Chairman,

China Licht & Power Co., Ltd.
147 Argyle Street,

Kowloon,

HONG KONG.







®

10 DOWNING STREET

From the Private Secretary 20 October 1982

GUANGDONG POWER PROJECT

I think it would be helpful if your Secretary of State
could let the Prime Minister have advice, in the light of the
conversations which took place during her visit to China, as to
our aims and tactics with regard to this Project in future.

In general, nothing was said by the Chinese to suggest
that the American option was still realistic. Such comments
as they made seemed to imply that only the French option was
active. But it may be that the Department of Industry, or other
Whitehall Departments, have fresh information from other sources.

I am copying this letter to John Holmes (FCO), John Kerr
(HM Treasury), John Rhodes (Department of Trade), Julian West
(Department of Energy) and Richard Hatfield (Cabinet Office).

Jonathan Spencer, Esq.,
Department of Industry.




10 DOWNING STREET

From the Private Secretary

SIR ROBERT ARMSTRONG

GUANGDONG NUCLEAR POWER PROJECT

Thank you for your minute of 15 October. I see no
difficulty about your reading to Sir Walter Marshall the
relevant paragraph of the record of the Prime Minister's
meeting in Guangdong. But, as I explained to you, we have
also had enquiries from others, in particular Lord Weinstock.
I intend to seek guidance from the Departments most closely
concerned as to what interpretation should be placed on the
various points made by the Chinese about this project during
the Prime Minister's visit and what our own line should be for
the future. If you are able to delay putting anything in
writing to Sir Walter Marshall for the time being, you may

agree that this would be best.

19 October 1982

PERSONAL AND CONFIDENTIAL
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PERSONAL AND CONFIDENTIAL

MR, COLES

Sir Walter Marshall told me yesterday that he had had a message from
his Chinese contacts in Guangdong reporting on what the Prime Minister had
said there about the Guangdong nuclear power project. According to these

reports the Prime Minister had said to the Guangdong authorities that she was

LTat
very intere sted[and willing to support the project; she understood that the

Chinese would prefer the Anglo-American project to the Anglo-French project,
and that they would like Sir Walter Marshall to lead the consortium; and that
that would hawve her support. She also said that it would take some time to
sort out the non-proliferation issues with the United States.

2, This report seems to be consistent neither with our record of the Prime
Minister's meeting concerned; nor with the views expressed by the central
Chinese authorities; nor with the recent report in the Financial Times that it
was the Anglo-French project that was leading the field.

3. I think that Sir Walter Marshall needs to know what the Prime Minister
did say. If you agree, I should like to read over to him the relevant paragraph
of the record of the Prime Minister's meeting in Guangdong. I should be
grateful for authority to write him a letter, if necessary, telling him what was
said on this subject, without passing him a copy of the record; but I would hope

to be able to get by without putting anything in writing to him,

Robert Armstrong

15th October 1982

PERSONAL AND CONFIDENTIAL
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10 DOWNING STREET

From the Principal Private Secretary 11 October 1982

GUANG DONG NUCLEAR PROJECT :
A CONVERSATION WITH LORD WEINSTOCK

I was very grateful for your informal advice before
I returned Lord Weinstock's call this evening about what
had passed between the Prime Minister and the Chinese leaders
about the Guang Dong nuclear ‘project. You may like a record
of our conversation.

Lord Weinstock said to me that he wondered if I could
help over what had been said during the Prime Minister's visit
to China about this project.

I told him that I had been present at the meeting with
Premier Zhao Ziyang and at the meeting with the Governor of
Guang Dong Province, Mr Liu Tian-fu, at which the project had
been mentioned. At the meeting with Zhao Ziyang the Prime
Minister had said that the British Government were deeply
interested in the project and ready to work with any nuclear
partner of China's choice; andshewas glad that a visit to the
United Kingdom by the Guang Dong Power Company and China
Light and Power had indicated that GEC would be competent to
make the turbine island. I said that Premier Ziyang had taken
us by surprise by saying that, if the price and agreed terms were
favourable, the Chinese were planning to use French made
reactor equipment and British generating equipment. The Prime
Minister had asked whether this was a decision in favour of
the French and against the Americans, and Ziyang had said that
his inquiries indicated that the Guang Dong Power Company
were not pursuing formal contacts with the United States.

I told Lord Weinstock that the exchange with Governor Liu
had been more elliptical, but on reflection, equally significant.
The Prime Minister had referred to the project and to her
friendship with Sir Walter Marshall. The Governor had responded
by paying tribute to Lord Kadoorie, adding that it was largely owing
to his enthusiasm that the proposed joint venture was under
discussion, I said that I had not understood the significance
of this discussion at the time, but, since I had subsequently
understood that Lord Kadoorie was associated with the French

CONFIDENTIAL R




option, and Sir W al ter Marshall with the American option,
I thought that this might be a further signal in favour of the
French alternative,

Lord Weinstock said that he was sure that my interpretation
was correct. Lord Kadoorie was the key to making progress
with the project, and had been saying for a long time that
the Chinese wanted the French system. 8Sir Walter Marshall on
the other hand had been troublesome because he would not give
up pressing for the American alternative. Lord Weinstock
said that he had had to reassure Lord Kadoorie at regular
intervals that too much account should not be taken of Sir
Walter Marshall's activities. He asked whether there would be
any follow up from 10 Downing Street. I said that no follow
up was planned from this office as such. The United Kingdom
had, of course, already been invited to present an equipment
and finance package, and the outcome of the discussions in
China would be taken into account in this. Lord Weinstock
said that GEC would also be following the matter up: the
message I had given him ccnfirmed what he had heard from
others and he was very grateful,

A G Manzie Esq.,
Department of Industry.
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THE ELECTRICITY COUNCIL

30 MILLBANK
LONDON, SWIP 4RD
Terernone: 01-834 2333

From
AUSTIN W. BUNCH, cC.B.E

Chairman

The Rt Hon Margaret Thatcher MP
Prime Minister

10 Downing Street .
London SW1 9 September 1982

(éoz 4 /j—om ///mw/LT

I am writing to you as Chairman of British Electricity
International Ltd, which as you know is the overseas
consultancy arm of the UK Electricity Supply Industry. BEI
transfers technology on a commercial basis to overseas power
utilities and it is our objective (for obvious reasons
unannounced) to act in a way in which we can best support
the UK export effort in the power supply field.

I am therefore very pleased to hear that you have agreed
to formally open the Castle Peak 'A' Power Station, built by
the China Light & Power Company, in Hong Kong on 28 September.
Unfortunately I cannot be there, although Stephen Baker, BEI's
Managing Director will be.

Whilst no doubt you will be well briefed as to the
involvement of British Industry in this important project,
you may not be fully aware of the role that BEI has played
in the development, construction and operation of the 'A'
Station and is continuing to play in a similar way on the
new 'B' Station. We have also been involved in the design
and construction of the nmew 400 kV transmission system in
Kowloon and the New Territories.




The Rt Hon Margaret Thatcher MP 9 September 1982

For the '"A' Station, we have supplied some 300 man years
of technical support to China Light & Power, covering engineering
design and station layout, transmission system design, quality
assurance during the course of manufacture, technical support
during the construction period, the provision of commissioning
and operating staff and the supply of a training simulator.

It is fair to say that the success of these projects has
been due in no small part to the continued support by BEI
which presently has some 27 members of its staff, mainly drawn
from the CEGB, resident with their families in Hong Kong. I
hope that you will have the opportunity of meeting some of
them during your visit. Their presence as "BEI" personnel is
not too apparent since, for political (with a small p) reasons
they are all treated as expatriate employees of C.L. & P.

I thought I should remind you of our involvement in this
project which is an example of how the technology of a national
industry is being deployed in support of a UK hardware package.

Hong Kong, thanks to Lord Kadoorie and Bill Stones, was
the first of these packages, and you have of course been
personally involved with the Indian proposal where we are
similarly engaged.

I wish you every success in your Far Eastern visit.
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PRIME MINISTER

Guandong Nuclear Power Station

1. Since I sent you my minute of 19 August, United Kingdom and
United States' officials have held two meetings in Washington to
discuss Sino/Pakistani collaboration in nuclear matters, and Under-
Secretary of State Stoessel has replied to the personal message

I sent to George Shultz. From these contacts, it has become clear

that the Americans are still not yet able to agree to the release

s p————T
of US technology for the Guangdong project. They are still

seriously concerned about the extent of Chinese involvement

in the Pakistani nuclear weapons programme, and suspicions of

Chinese reticence on this subject. Even if you personally take
the matter up with President Reagan, it seems very unlikely

. Sy S
that this obstacle can be overcome before vour visit to China.
2. Under these circumstances, it would now seem right for you

to make it quite clear to the Chinese that it is only US

hesitancy which is standing in the way of a joint UK/US bid for the

Guangdong project. You could perhaps then go on to say that while
-___..---—_-'-—-—.

we fully respect the Chinese wish to keep Guangdong entirely

separate from wider political issues, anything they and we can do

to reassure the Americans that the proposed deal raises no issues
#

R ——
of genuine non-proliferation concern would be helpful to us both.

This line of thought will be developed further in the briefing

for your visit.




SECRET

3. I am copying this minute to the recipients of my

minute of 19 August.

(FRANCIS PYM)

Foreign and Commonwealth Office
7 September 1982

SECRET




10 DOWNING STREET

25 August 1982

Prime Minister has seen the
and Commonwealth Secretary's
1gust, about the Guangdong
Power Station project, for which
rrateful. She has commented that
we get the necessary clearance,

sending copies of this letter
Kerr (H.M. Treasury), John Rhodes
:nt of Trade), Jonathan Spencer
ent of Industry) and Julian West

Energy).

TIMOTHY FLESHER

imes Esq.,

and Commonwealth Office.
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PM/82/91

PRIME MINISTER

Guangdong Nuclear Power Station

1. In my minute ofﬁ}ﬂ/ﬁuly I informed you that having

considered the case for British involvement in this proposed
project, I concluded that the economic and political advantages

of co-operation with the PRC out-weighed the possible consequences

for our non-proliferation policies.

2. However, you should be aware that there are now signs that
our view may not be shared by the US Government, with possible

consequences for the proposed UK/US bid for the Guangdong project.

This bid emerged from recent discussions with the Chinese as
more promising and as offering potentially greater rewards for
British industry than the alternative UK/French proposal, but

it has still not yet received the necessary clearance from the

US Government. Earlier this year, on advice from US Government
R

officials and Westinghouse that such clearance was required, our
Embassy in Washington wrote to the State Department seeking an

assurance that the US Government would not seek to prevent
e ———

Westinghouse licensing the NNC to supply nuclear reactor equipment

of Westinghouse design for Guangdong. No definitive reply has

been received to this request despite unremitting pressure from

officials of the Department of Industry, Department of Energy

and my own Department.

—1

g

3. One reason which the Americans have recently put forward

for the delay is the belief, which in our view is not well-founded,
o
that the Chinese are aiding Pakistan's clandestine nuclear

weapons programme. This problem is to be reviewed urgently by

/US and

SECRET
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US and British officials in Washington during the next few
days. However, in view of your impending visit to China,

I have also sent a personal message to George Shultz asking

him to look into tﬁg_problem and provide the assurance we seek

well before you leave for China, and hopefully in time to allow

]
further contacts at official level with the Chinese before your

visit. If the right answer is not quickly forthcoming - and
I am not optimistic that this will happen - it will be for

consideration whether yoy should then take the matter up

personally with President Reagan.

—

f

I am copying this minute to the recipients of my previous

minute.

(FRANCIS PYM)

Foreign and Commonwealth Office
19 August 1982

SECRET




The Prime Minister has asked me to thank you for
your letter of 27 July, in which you suggest that she might
visit the Castle Peak power station when she is in Hong Kong.

I am pleased to be able to tell you that the Prime
Minister has accepted an invitation from Lord Kadoorie, Chairman

of China Light and Power Company Ltd., to perform the opening
ceremony for the power station on 28 September. A formal
announcement will be made shortly.

he Prime Minister has accepted the invitation because,

like you, she considers that the success of this project reflects
very favourably upon the hard work of all concerned including

the British Companies involved and the China Light and Power
Company itself.

TIMOTHY FLESHER

G. H. Laird, Esq.




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

NG LONDON SWIE 6RB

> e 6401
FROM THE TELEPHONE DIRECT LINE 01-212

MINISTER OF STATE SWITCHBOARD 01-212 7676

FOR INDUSTRY AND

INFORMATION TECHNOLOGY

Kenneth Baker's Office

A J Coles Esqg
Private Secretary
10 Downing Street
Whitehall

g;hi : 5}9}‘ 9 August 1982
CD\QTiiS:a: U:E;xi

PRIME MINISTER'S VISIT TO HONG KONG: CASTLE PEAK

On,29 July you sent John Rhodes at the Department of Trade a
letter to the Prime Minister from Mr Gavin Laird, General
Secretary Elect of the AUEW, in which he suggests that the Prime
Minister might visit the Castle Peak power station while she is
in Hong Kong.

I now attach a draft reply and I am sorry for the delay in
replying. I understand that, although a formal announcement of
the Prime Minister's visit has not yet been made, her visit to
Hong Kong is public knowledge and the Foreign Office has no
objection to a reference to it in the correspondence.

I am copying this to Francis Richards (FCO), John Rhodes (Trade)
and Barnaby Shaw (Employment).

ANA_L D D .____,_h‘“./\\
N

—

MRS E A RILEY e
PRIVATE SECRETARY

M55/M55AAA




G H Laird Esqg

General Secretary Elect

Amalgamated Union of Engineering
Workers

100 Peckham Road

London SEl1l5 5EL

The Prime Minister has asked me to thank you for your letter
of 27 July, in which you suggest that she might visit the
Castle Peak power station when she is in Hong Kong.

I am pleased to be able to tell you that the Prime Minister
has accepted an invitation from Lord Kadoorie, Chairman of
China Light and Power Company \Ltd, to perform the opening
ceremony for the power station‘\on 28 September. A formal
announcement will be made shortly.

The Prime Minister has accepted the invitation because, like
you, she considers that the success of this project reflects
very favourably upon the hard work ‘of all concerned including
the British Companies involved and the China Light and Power
Company itself. \

M55/M55AAB







10 DOWNING STREET

From the Private Secretary 30 July 1982

Guangdong Nuclear Power Station

The Prime Minister has noted the minute
of 28 July by the Foreign and Commonwealth
Secretary and, in particular, Mr. Pym's
conclusion that the economic and political
advantages of co-operation with China on a
project of this scale outweigh the non-
proliferation concerns.

The Prime Minister was relieved to see
this conclusion because, so far as she is
aware, the extensive earlier correspondence
about the project at no point suggested that
there was any possibility of abandoning
proposals for UK participation on non-
proliferation grounds.

Francis Richards, Esq.,
Foreign and Commonwealth Office.

CONFIDENTIAL
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(s I have considered the case for British involvement in a

o,\\/ nuclear power station to be built in the Guangdong province of

s

>
the People's Republic of China. There is a possibility that the

UK could supply the whole of the conventional island, incorporating

EE; turbogenerator and ancilliary equipment together with up to

M

- 2. The successful conclusion of this contract would lead to

J y'.b
K

ﬂ
0% of the nuclear island. There would also be opportunities for

the sale of nuclear fuel.

significant export opportunities (up to US $2 billion) for British

e
companies seeking to participate in the project. Success here

would also provide a foothold in the Chinese market. There would
be attendant benefits to long-term relations between the UK and PRC
and more particularly between the PRC and Hong Kong. Such industrial
cooperation (Hong Kong facilities would take some of the generated
electricity) would help to maintain confidence in Hong Kong at a
time when the territory's future is coming under close scrutiny.

3. There are difficulties, however, arising from the
non-proliferation aspects of the sale. Since the Chinese insist
that they will not accept International Atomic Energy Agency
safeguards or any other form of inspection, the contract will
represent an apparent retreat from our long-held position on
nuclear transfers with attendant damage to the credibility of our
non-proliferation policy. We can expect criticism from India and
the Soviet Union on this apparently preferential treatment for
China.

4, On the other hand, the proposed sale raises no issues of
genuine non-proliferation concern. The deal would not conflict
with our formal obligations under the NPT or with the Nuclear
Suppliers Guidelines. China has already attained a nuclear weapons
capability without our help. None of the equipment or materials to
be supplied are capable of significantly enhancing that capability
even if it were economically sensible to divert them to military

use. The development of contacts with the Chinese on nuclear

CONFIDENTIAL /matters
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matters will give us an opportunity of encouraging them to
move closer to the international main streams. And if we
refuse to supply this power station the French will certainly
step in, so the Chinese will get the technology anyway. In
these circumstances I have concluded that the economic and
political advantages of co-operation with the PRC on a project
of this scale outweigh these non-proliferation concerns.

5. I am copying this minute to OD colleagues, Sir Robert
Armstrong and the Secretaries of State for Energy and
Industry.

o

(FRANCIS PYM)

Foreign and Commonwealth Office

28 July 1982
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Please confine each letter to one subject

Amalgamated Union of Engineering Workers (ENGINEERING SECTION)
110 Peckham Road London SE15 5EL 01-703 4231

Our ref

Your ref

Ref. 55,73

Telegrams EDIFYING LONDON SE15

SIRJOHNBOYD, C.B.E,, General Secretary to whom all communications should be addressed

GHL /DMK

FIRST CLASS | /27th July 1982,

The Rt. Hon. Margaret Thatcher,
10 Downing Street,
London, S.W.l.

Dear Prime Minister
b

On Wednesday, the 21st of this month, I visited Hongkong
en route to London, having spent the previous ten days lecturing
in Japan to my counterpart in the International Metalworkers'
Federation Japanese Council,

1 took advantage of being in the Far East to go to Hongkong
specifically to visit the Castle Peak power station project as I
had been involved in a peripheral sense with that project for
many years,

Whilst visiting this tremendously impressive project I
understood from the British expatriates working there that there
was a possibility of you visiting the site some time in September
when you are en route to Peking,

I am taking the liberty of communicating with you to say two
things, First of all, the Castle Peak project is a credit to all
who are associated with it, be they G.E.C., Babcock Power or the
Government Departments who did so much to ensure that the United
Kingdom secured the order. It is particularly worthy of note
that a similar project in another part of the new territories is
being constructed by the Japanese who, I am delighted to say,

are behind schedule compared to the U.K. project., This reflects
the fact that the many tons of sophisticated equipment and parts
required to construct the power station have been shipped on or
before their due date and assembled on site in extremely confined
physical conditions,

/continued
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Foreign and Commonwealth Office

London SWI1A 2AH

26 April 1982
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Guangdong Power Project

With reference to your letter of 19 April to Jonathan
Spencer, Mr Pym agrees that Mr Jenkin should proceed as
suggested in paragraphs 5 and 6 of his minute of 15 April to
the Prime Minister.

I am copying this letter to Jonathan Spencer (Department
of Industry), John Kerr, HM Treasury), John Rhodes (Department
of Trade) and Julian West (Department of Energy).

ifb&%ﬁé LN~

L’% A~ TTO(m2

(J E Holmes ).-
Private Secretary

A J Coles Esq
10 Downing Street







10 DOWNING STREET

From the Private Secretary 19 April 1982

Guangdong Power Project

The Prime Minister has seen Mr. Jenkin's
minute of 15 April and, subject to the views
of colleagues, is content that he should

proceed as he proposes in paragraphs 5 and 6.

I am copying this letter to John Holmes
(Foreign and Commonwealth Office), John Kerr
(H.M. Treasury), John Rhodes (Department of
Trade) and Julian West (Department of Energy).

Jonathan Spencer, Esq.,
Department of Industry.
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Secretary of State for Industry
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/G April 1982

John Coles Esq

Private Segretary to
Prime Minister

10 Downing Street

London SWi
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GUANGDONG POWER PROJECT

My Secretary of State minuted the Prime Minister on 15 April 1982
about the Guangdong power project. I would be grateful if you
and recipients of this letter would classify their copy
'Confidential'. Please accept my apologies for any inconvenience
caused.

2 I am copying-this letter to the Private Secretaries to the

Foreign Secretary, the Chancellor, and the Secretaries of State
for Trade and Energy.

/b/dli' G, ;/jff

_ﬂ%?/ : Lﬁ{_ﬁ .A;\
')&"ﬂéxﬂgi)&%/xﬁﬁjl_#

K" BENSON
Private Secretary
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You may like to have a brief report of the recent visit to the UK

PRIME MINISTER

GUANGDONG POWER PROJECT

by the delegation from the Guangdong Power Company (GPC) and the

p—

China Light and Power Company (CLP); and the next steps we

contemplate in taking forward our options on this project.

2 The delegation, consisting of senior officials from both

companies, visited the UK from 13-25 March, at the invitation of

GEC. At the insistence of the Chinese, the visit focussed
———————y

almost exclusively on the conventional island. There was no

real clarification of Chinége thinking on the nuclear island

vendor.

3 I am enclosing a note on the details of the visit. The

general assessment is that it went well. GEC are now highly

regarded by the Chinese in terms of their technical and
manufacturing competence; and the discussions with officials on
financing went as far as could reasonably be expected in terms of

identifying the issues to be resolved.

-

4 In line with our desire to keep up momentum on the project I

believe it essential that we prepare to respond positively to a




Chinese invitation to send a delegation to Guangdong to discuss
“

further financing for the conventional island.

5 On the Anglo/American option, officials are seeking the views
of the State Department in Washington on whether clearance would
be given for PWR technology to be transferred to China through
the National Nuclear Corporation as Westinghouse's licensee.

If the response is encouraging, Westinghouse, the National
Nuclear Corporation and GEC will need to proceed to further
detailed discussions. The next step would be to respond to an

invitation which has been given by GPC to the National Nuclear

Corporation (NNC) to lead a delegation to Guangdong to discuss
e e —

the prospect for supplying an Anglo/American nuclear reactor.

Provided a coherent and convinecing package can be put together by

Westinghouse, NNC and GEC, I consider an NNC led mission to

Guangdong should take place, though its exact timing will be a

matter for careful consideration.

6 In line with our general policy I also propose that

discussions with the French should be renewed, both at official

level in Government and at commercial level between GEC and

Framatome. We need to clarify French thinking on the project

and to define further the possible collaborative role for the UK

including fuel supply and services in a French nuclear island.

7 Through these initiatives we should be able to make progress

on both options before your visit to China in September. Indeed
—_ —=am—

we shall make every effort to ensure your visit can be used to

CowFEeErINAL
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maximum advantage to spur decisions on the Chinese side, though I
fear the track record on this project does not encourage us to

expect rapid developments.

8

I am copying this minute to Francis Pym, Geoffrey Howe,

Arthur Cockfield and Nigel Lawson.

sl

[ April 1982

Department of Industry

ConoENnTIAL




CONFIDENTTAL

NOTE ON THE T TO THE UK BY THE DELEGATION FROM THE GUANGDONG POWER COMPANY

HT AND POWER COMPANY, 13-25 MARCH

ek the vipit concentrated on GEC's technical and manufacturing

the UK's record in the power plant field. The programme included
vis ‘+e to F;C works, to CEGB power stations where GEC equipment is in operation,
and to British Nuclear Fuels Limited. The second week concentrated on financial
discussions with Government and with GEC's financial advisers, Schroders. Through-
out the V151t the delegation was accompanied by a representative of the Chinese
Embassy, and representatives of the Bank of China attended the financial discussions.

ared to have been impressed by the technical presentations
*19* of GEC. Officials believe that the Chinese now accept
turbines which GEC are offering would be suitable for the

he finan scussions the delegation was pressed for clarification on
the timing of the j e the choice of nuclear partner, and the proposed financial
structure of the operating company. The Chinese gave no clear answer on timing.
On the ch L, f nu ar partner, in formal discussions the Chinese reiterated that
they were sidering the options originally contemplated in tho feasibility study
for the D“OJGCL, namely Westinghouse, Framatome and KWU of West Germany. In informal
discussions, however, the Chinese appeared to favour Framatome.
L the operating company, a number of critical

questions were pressed, in X sponsibility for cos ime erTrUNS. Officials
also pressed the need f 2 100% guarantee for both ECGD and commercial loans for

the nroqect. As anticipated, many of these issues appeared not to have been
addressed by the Chinese and despite their fundamental importance in terms of he
Vlanllluy f the proje The delegation said that they would need time to consider
the points

De 1 the terms which ECGD might be prepared to offer to finance the purchase of

equipment f a conventional island, the Chinese pressed the UK to put a specific
offer on th able t was ained that without answers to the major questions
raised on the UK side it was difficult to be specific. Prevailing consensus terms
were outlined - i;ﬁ of he ment of the contract at an interest rate of 10%
repayable over 10 years perhaps slightly longer from the commissioning of the
station. Officials also ._'* the UK would be willing in principle to consider
matching offers made by er countries for the conventional island supply, and to
terms wltn the nuclear island supplier when selected. At the
Chinese, Schroders also outlined the likely terms on which commercial
secured.
6. It was suggested that a delegation from the UK including ECGD and Schroders
should visit Guangdong to discuss these financing questions further. We await a
formal invitation.

2 ifterest was that the Chinese asked what conditions
inclnﬂﬁhr redit fe: &y would be applied by -HMG if they decided to buy nuclear
the proposed power plant from the UK. This would be very valuable
indicated that the UK would probably be able to meet Chinese
However the Chinese said that, as a nuclear weapons State, they










10 DOWNING STREET

THE PRIME MINISTER 29 _March 1982

Dear Lord Kadoorie,

Thank you for your letter of 4 March about the Guangdong
project.

I do understand the fears you express about the kind of Anglo-
American package proposed by the Atomic Energy Authority. However
I can do no more than repeat my earlier message to you that the
UK stands ready to meet the needs of the customer. Securing the
conventional island for the UK - if possible through a negotiated
contract - remains our first objective. On the question of a
nuclear island vendor we await a signal from the Chinese. I can
assure you that during their current visit to the UK the delegation
from the Guangdong Power Company and the CLP will not be lobbied
on the choice of nuclear island vendor, from whatever quarter. I

shall look forward to hearing the outcome of the visit in due course.

I was very glad to have your news on the successful commissioning
of the first units at Castle Peak A. This is certainly a very
remarkable achievement and I hope you will give my warmest
congratulations to all those who have worked so very hard to achieve
: 1g 8

Every good wish,

Yours sincerely,

MT

-Fhe-Rt——Hen— The Lord Kadoorie, C.B.E., J.P.
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Secretary of State for Industry

(9 March 1982

J Coles Esq

Private Secretary to the
Prime Minister

10 Downing Street

London SW1 - L9450
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GUANGDONG POWER PROJECT

In myt letter ‘of 11 T*&ar‘ch, enclosing Lord Kado%vie‘s reply of 4
March to the Prime Minister's letter of 26 Fe¥ruary, I undertook
to provide advice and a draft reply.

2 As was to be expected, Lord Kadoorie remains uneasy about the
UK's poelicy on this projeect. His response contains no new points
but the Prime Minister may wish to note officials' comments.

3 We are conscious that the Feasibility Study carried out
Jjointly by the Guangdong Power Company and the China Light &
Power Company envisaged separate nuclear and conventional
islands. However, we consider that it would be unwise to regard
the assumptions and conclusions of the Feasibility Study as
binding. Rather, the Feasibility Study may well prove to be
simply the starting point for further discussions. In other
words we cannot be sure that a "package deal" will not eventually
emerge. In paragraph 4 of his letter Lord Kadoorie mentions
that China Light & Power are advocating a negotiating strategy
along the lines of that adopted for the Castle Peak power
station. It is certainly our aim to try to secure a negotiated
contract along the lines of the Hong Kong power stations.
However, as yet it is by no means clear whether the Chinese will
be willing to adopt this approach.

Y In paragraphs 5 and 6 of his letter, Lord Kadoorie points to
the well established position of the French in the Chinese market
and the dangers of an all-French bid for the whole power station.
In evaluating the advantages of various options on this project,
officials here have always attached great importance to the
strong position of France in the Chinese market. But the
Chinese are likely to perceive an all-French bid as less
attractive to the Hong Kong interests in the project than a
proposal which draws in UK manufacturers. And we cannot afford
to accept without question Lord Kadoorie's assumption that
putting in an Anglo-French bid would necessarily preclude an
all-French bid. At present the French appear to be reluctant to
take discussions with the UK further, for whatever reasons.

5 In paragraphs 7 and 8 of his letter, Lord Kadoorie suggests




that the National Nuclear Corporation (NNC) may have encouraged
differences of views on a nuclear island vendor among the
Chinese. Officials suggest that the situation is probably much
less straightforward. There appear to be some groups within
China who are anxious to foster competition for the nuclear
island, and others who positively favour American technology.
However, in the course of the current visit to the UK by the
Guangdong Power Company and the China Light & Power Company
discussion will focus on the ability of GEC to provide the
appropriate technology for the conventional island. If
questions are raised by the Chinese on the nuclear island, all
involved in the visit have been briefed to take the line that we
await an indication of the customer's preference. The Prime
Minister can assure Lord Kadoorie that the Anglo-American option
will not be pressed by the NNC.

6 To set the ‘eceurrént visit to the UK in perspective, the Prime
Minister may wish to note that the Guangdong Power Company have
invited an NNC led mission to visit Guangdong after Easter to
explore the possibilities of providing a Westinghouse reactor.
The NNC have been circumspect in entering into any commitment on
the timing of such a visit. It will clearly be necessary to
review this proposal in the light of the outcome of the current
visit to the UK and the response to the approach which will
shortly be made to the State Department of Washington to seek
clearance under the Non-Proliferation Act for the NNC as a
Westinghouse Licensee to supply PWR technology to China.
Ministers' views will be sought on this proposed further visit to
China in due course.

7 Finally, Lord Kadoorie comments on the joint achievement of
GEC and CLP in achieving "steam to set" on the first 2 units of
the Castle Peak A power station in Hong Kong. The Prime
Minister will wish to congratulate Lord Kadoorie on this
achievement. (My Secretary of State is writing to congratulate
Lord Weinstock).

8 More generally, however, our strong advice is that the Prime
Minister should avoid further detailed exchanges about the
project with Lord Kadoorie. Until the Chinese are prepared to
give a firmer indication of their thinking on the principal
issues - the timing of the project and the choice of nuclear
vendor - further correspondence would be unproductive.

9 A short draft letter is attached.

10 I am copying this letter and enclosure to the private
secretaries to the Foreign and Commonwealth Secretary, the
Chancellor of the Exchequer and the Secretaries of State for
Trade and Energy.

Youds ewes,
[ 7,

CAROLINE VARLEY
Private Secretary




CONFIDENTTAL

DRAFT REPLY FROM THE PRIME MINISTER TO ILORD KADOORIE

Thank you for your letter of 4 March about th?/ﬁﬁangdong project.

rF

F

F' 4

I do understand the fears you express apéﬂ; the kind of Anglo-

Y o

American package proposed by the A tom&c Energy Authority. How-
ever I can do no more than repeat;?é earlier message to you that
the UK stands ready to meet the ﬁéeds of the customer. Securing
the conventional island for théfUK - if possible through a
negotiated contract - remainé‘our first objective. On the

tion of a nuclear island vgndor we await a signal from the
Chinese. I can assure yqﬁ that during their current visit to
the UK the delegation from the Guangdong Power Company and CLP
will not be lobbied oﬂ the choice of nuclear island vendor, from

whatever quarter. J shall look forward to hearing the outcome

of the visit in due course,

I was very glad.to have your news on the successful commissioning
of the first units at Castle Peak A. This is certainly a very
remarkable achievement and I hope you will give my warmest
congratulations to all those who have worked so very hard to

achieve it.
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//March 1982
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John Coles Esq

Private Secretary to the
Prime Minister

10 Downing Street

LONDON

SW1

foar b,

GUANGDONG POWER STATION

I enclose a reply from Lord Kadoorie to the Prime Minister's
letter of the February 1982, which was sent to us through the
Diplomatic Bag.

2 Officials have a copy of the letter and are providing advice
and draft reply for the Prime Minister which will be sent to you
in due course.

Yowss ecer’

[ iiluae

CAROLINE VARLEY
Private Secretary




FROM: -TheRt:-Hen: the Lord Kadoorie, CBE, JP
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March 4, 1982

The Rt. Hon. Mrs. Margaret Thatcher, MP
Prime Minister

10 Downing Street

London SWI1

ENGLAND

Dear Prime Minister,

Proposed Nuclear Power Project for Guangdong Province

1) Thank you for your letter dated February 26, 1982.

2) I appreciate your desire to retain flexibility. Perhaps, however,
I should set out the reservations which I explained to Michael Jopling
regarding the kind of Anglo/American package advocated by the Atomic
Energy Authority.

3) The Feasibility Study carried out by China Light and Power/
Guangdong Power Company envisages separate nuclear and conventional
islands and that, all things being equal, preference should be given to
the United Kingdom for supply of the conventional island. It also
suggests that the nuclear island in its entirety be supplied by either
Westinghouse, Framatome or Kraftwerk Union. Nowhere in the study is
there any mention of a package deal to include the supply of both the
nuclear and conventional islands.

4) Now, though somewhat beyond the findings of the Feasibility Study,
China Light and Power (CL&P) is advocating to Guangdong Power Company
(GPC) a negotiating strategy along the lines of that adopted for the contract
placed through the Department of Industry for Castle Peak Power Station.

We are convinced that this method of approach is in the best
interests of the Chinese, the United Kingdom and Hong Kong.

5) After considerable personal effort both here and in Paris, I
succeeded in persuading Electricite de France and Paribas (owners of
Framatome, Alsthom Atlantique and Creusot Loire) to accept, somewhat
reluctantly, a joint Anglo/French approach - conditional on Framatom
providing the nuclear island and General Electric Company (GEC) the
conventional island. By following this course we eliminate Britain's
strongest competitor, the French, from quoting for the conventional island.




FROM: The Rt. Hon. the Lord Kadoorie, CBE, JP
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The Rt. Hon. Mrs. Margaret Thatcher, MP March 4, 1982
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6) It must not be forgotten that the French have already offered
the Chinese two complete nuclear stations on exceptionally favourable
terms and that, after much debate, Beijing has agreed to allocate the first
of these units to Guangdong Province.

7) If any UK organization, such as National Nuclear Corporation (NNC)
puts forward an alternative at this time, it will leave the door wide open

to France and others to offer a total package for both nuclear and conventional
islands - a situation I have tried hard to avoid. In view of this I must tell
you frankly that I am concerned at the effect on the Chinese of attempts

by NNC, or their representative, to press on Chinese officials the merits

of a NNC/Westinghouse/GEC alternative to my proposal. This has contributed
to the differences of view amongst some Chinese to which you refer, including
the emergence of the concept of competitive bids, instead of my proposal

for a negotiated contract which would at least ensure allocation of the
conventional island to GEC.

8) It is important, particularly during this month's visit of a
GPC/CL&P delegation to Britain, that advice different from that advocated

by CL&P should not be pressed on the delegation by NNC. This would

not be incompatible with the flexibility you wish, provided an Anglo/American
alternative is kept in reserve - but completely in the background - for use
with the Chinese only in the event of it being impossible to arrange a
negotiated contract. Nothing should be said to them about it meanwhile.

9 I am aware of the differences of view held by certain of the
Chinese Authorities and that the Department of Second Machine Building
have even advocated delay on grounds that they could build the nuclear
power station themselves.

10) China is unpredictable, but the really interested parties with
whom we are in close contact, and with whom the final decision will rest,
know that this is but wishful thinking. They are pressing for early action
and expect some decision before the end of the year.

11) To end this letter on a more positive note, I am happy to tell you
that "steam to set" at Castle Peak Power Station took place last Saturday,
just three years eight months and twelve days since gaining access to the
site - and that only four days later the turbine was synchronized to the
transmission system.




FROM: The Rt. Hon. the Lord Kadoorie, CBE, JP
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The Rt. Hon. Mrs. Margaret Thatcher, MP March 4, 1982
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12) I believe this constitutes a record of which Mr. Stones, his team
and all concerned, can be proud - more especially when one considers that

the site had to be completely reclaimed from the sea.

We are greatly looking forward to seeing you here in September

13)

and in conclusion I would like to record my thanks to you for your interest
and assistance which has done so much to achieve this satisfactory result.

Sincerely yours,

Kadoorie




10 DOWNING STREET

From the Private Secretary ' 26 February 1982

Guangdong Nuclear Power Project

The Prime Minister has now been able to consider your
Secretary of State's minute of 8 February and the subsequent
minutes by the Foreign and Commonwealth Secretary, the Secretary
of State for Energy and the Chief Secretary to the Treasury.

The Prime Minister broadly agrees with the advice contained
in these minutes. She takes the view that it would be wrong to
close the option of a UK/US package. She believes that the French
might then try to take the whole contract and has observed that
our experience with them on collaborative projects has not been
good. Furthermore, a resolution of the current political problems
between the United States and China could lead to the Americans
being preferred as contractors. In that case we should get a
bigger share of the available work.

The Prime Minister has therefore written to Lord Kadoorie
on the lines of the draft annexed to your Secretary of State's
minute. I enclose a copy with this letter.

I am copying this letter and enclosure to the Private
Secretaries to the Foreign and Commonwealth Secretary, the Secretary
of State for Energy, the Chief Secretary to the Treasury and
Sir Robert Armstrong.

Jonathan Spencer, Esq.,
Department of Industry




10 DOWNING STREET

THE PRIME MINISTER 26 February 1982

Dear Lord Kadoorie,

On his return from Hong Kong, Michael Jopling told me
of his conversation with you about the Guangdong nuclear
power project, and he mentioned in particular your unease
about the Anglo/American package advocated by the Atomic
Energy Authority. I attach special importance to your
personal views on this project, and in view of your reported
concern, I asked for a full assessment of the present

situation.

I am very conscious of your consistent advocacy of an
Anglo/French approach and I myself believe that the
arguments in favour of working with Framatome remain very
strong. However, I think you will agree that so far we
have had conflicting signals from the Chinese in Peking and
Canton about when they intend to go forward with this
project, and no definitive statement of their preference
as regards a nuclear island supplier. In these circumstances
I believe that it would be wrong for the UK to dismiss the
prospect of working with Westinghouse. I know you have
reservations about this option, and fear it may be rejected
by the Chinese as unproven. I fully endorse your views that
the UK's first priority must be to meet the requirements of
the customer. I would not under any circumstances ask you to
associate yourself with a proposal which disregards these.
However, in view of the continuing uncertainties in the

situation, I consider it worthwhile for GEC and Westinghouse

together to seek to develop a credible alternative proposal.

/Until




Until Chinese intentions are clearer, I believe that

flexibility must be the keynote in our strategy.
I hope this will help to clarify the UK position.
shall continue to follow developments on the project

with interest, and look forward to my visit to Hong Kong

later in the year. King regards,

Yours sincerely,

(sgd)

The Rt. Hon. The Lord Kadoorie, C.B.E., J.P,.
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John Coles Esq Boa O
Private Secretary to the — :

Prime Minister
10 Downing Street L,
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INVITATION TO THE PRIME MINISTER TO OPEN CASTLE PEAK }-'“' :
A POWER STATION

I enclose a letter from Lord Kadoorie in reply to
the Prime Minister's acceptance of the invitation to
open Castle Peak A Power Station.

Toul evel

/ulluie U

CAROLINE VARLEY
Private Secretary
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February 9, 1982

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

10 Downing Street

London SWI1

ENGLAND

Dear Prime Minister,

Many thanks for your letter dated January 26, 1982,
giving me the good news that you would be prepared to perform
the official opening ceremony of Castle Peak 'A' Power Station and
related transmission system during your forthcoming visit to the
Far East in September of this year.

Needless to say, all here are delighted and we hope that
both you and your husband will enjoy a pleasurable and interesting
stay in Hong Kong.

With kindest regards,

Yours sincerely,

Kadoorie







PRIME MINISTER

Guangdong Nuclear Power Project

You saw the papers over the weekend. Sinca tﬁ“*lt&* di;{
Sk o mindfid (sl
You will now wish to write to Lord Kadoorie. I attach
two alternative letters:-

a) The first follows the draft recommended

by the Secretary of State for Industry

.

(and from your reaction to LEé papers,

I think you may well want to sign this
one).

The second is similar but is designed to
be a little more welcome to Lord Kadoorie
by being rather more positive on the UK/French

package.

Would you kindly sign one of these.

h B
AT C. T

22 February, 1982




PRIME MINISTER

GUANGDONG NUCLEAR PROJECT
( {

I have seen Patrick Jenkin's minute to you of 8 February.

2. I have no reason to quarrel with Patrick's judgement that
the best course is to keep both options open. In the circum-
stances I agree that it would be wise for you to write to

Lord Kadoorie as Patrick Jenkin proposes.

3. Since Peter Carrington mentioned the financing aspects, I
ought to sound one note of warning. The nommal export credit

terms which we would expect to have to provide for a project of
this sort would require a subsidy of 25-30% of the export content.
The eventual cost to exporting Governments of this project could
well be higher: if, as is all to likely in this sort of case,

the Chinese succeed in playing one competitor off against another
to provide extra concessions such as longer repayment terms,
finance for local costs and capitalisation of pre-commissioning
interest, this could take the subsidy element to 40% or even more.
I think therefore that our posture towards this project ought to be
as non-committal as possible until we are clearer about the cost.
This consideration reinforces Patrick Jenkin's arguments for

avoiding too firm a commitment to either option.

4, It is perhaps worth adding that moves are currently afoot
within OECD which could lead eventually to an agreement among
the power-plant exporting countries to reduce the subsidy element

in export credit for nuclear and conventional power plant.




Whether this agreement can get off the ground in time for the

Guangdong nuclear project is problematical. It could of course

reduce the economic cost of supporting GEC's bid.

I am copying to recipients of the earlier correspondence.

LEON BRITTAN
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I am sorry to present you with such a complex set of _ .,
papers, but this is an important project which will cost some(4*%7~“AL

¢2 billion and from which British industry could benefit to the =
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tune of between £300 million and well over £500 million.
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The procedural problem is: how do we reply to Lord Kadoorig'sélk

PRIME MINISTER

approach to the Chief Whip (Flag A) arguing that we should go for a

et e,

a UK/French package rather than a UK/US package?

The substantive problem is: do we keep open both options or

put all our money on the UK/French package?
———

The Secretary of State for Industry's minute of 8 February
(Flag B) argues that for the time being we should continue to hold

open both options and recommends that you should write to Lord

Kadoorie on the lines of the draft at Flag C.

— T .

The Foreign and Commonwealth Secretary's minute (Flag D)

supports this approach as does the Energy Secretary's minute of
18 February (Flag E).

But there is a difficulty. Mr. Jenkin's minute states con-
fidently (paragraph 8) that GEC endorse his views. Lord Weinstock
has told Sir Robert Armstrong (Flag F) that GEC's views are in

e Fer—

fact quite different, namely that we should "follow Kadoorie"

(though we need not completely disengage from Westinghouse).
The Cabinet Secretary would prefer that we do not reveal this

private conversation to the Department of Industry.

We thus have GEC and Lord Kadoorie urging one course of

action and the three Ministers concerned urging that we keep both

options open.

/ The procedural




The procedural problem is reasonably easy to solve. We
merely need to make your letter to Lord Kadoorie rather warmer
in its reference to the UK/French approach. The substantive
problem is more difficult. The Secretary of State for Energy

wants us to approach the State Department quickly in order to

bring the UK/Westinghouse option as quickly as possible to a

state of readiness for negotiation. But if we do this, it can

Bgly be a matter of time before GEC and Lord Kadoorie get to hear

of it and they may well think that we are still pursuing both
options with equal vigour. I am inclined to think that it would
be best to ask the Ministers concerned to reflect once again on
whether it is really in our interests to keep both options

equally open.

Do you agree that I should minute on the lines of the

attached draft?

19 February 1982




CONFIDENTIAL

DRAFT LETTER FROM THE PRIME MINISTER TO LORD KADOORIE

On his return from Hong Kong Michael Jopling told me of his
conversation with you about the Guangdong nuclear power project,
and he mentioned in particular your unease about the Anglo/
American package advocated by the Atomic Energy Authority. I
attach special importance to your personal views on this project,
and in view of your reported concern I asked for a full assess-

ment of the present situation.

I am very conscious of ybur consistent advocacy of an Anglo/

French approach and I myself believe that the arguments in favour
of working with Framatome remain very strong. However, I think
you will agree that so far we have had conflicting signals from
the Chinese in Peking and Canton about when they intend to go
forward with this project, and no definitive statement of their
preference as regards a nuclear island supplier. In these
circumstances I believe that it would be wrong for the UK to dis-
miss the prospect of working with Westinghouse. I know you have
reservations about this option, and fear it may be rejected by
the Chinese as unproven. I fully endorse your views that the
UK's first priority must be to meet the requirements of the
customer. I would not under any circumstances ask you to
associate yourself with a proposal which disregards these.
However, in view of the continuing uncertainties in the situation,
I consider it worthwhile for GEC and Westinghouse together to
seek to develop a credible alternative proposal. Until Chinese
intentions are clearer I believe that flexibility must be the
keynote in our strategy.

/ I hope




I hope this will help to clarify the UK position. I shall

continue to follow developments on the project with interest,

and look forward to my visit to Hong Kong later in the year.
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DRAFT LETTER FROM JOHN COLES TO PRIVATE SECRETARY, DEPT OF INDUSTRY

The Prime Minister has considered your Secretary of State's
minute of 8 February about the Guangdong nuclear power project,
and the subsequent minutes by the Foreign and Commonwealth Secretary

and the Secretary of State for Energy.

She is inclined to doubt whether a posture of keeping both
options open is likely to reassure Lord Kadoorie or to impress the
Chinese. In the present situation the inside track seems to
belong to the Guangdong Provincial Government (GPG) and China Light
and Power (CLP). It does not seem very likely that the United
Kingdom will have any stake in the project except through CLP.

Lord Kadoorie is clearly set on the Anglo-French option and it
would seem best to make it very clear in the letter to him that

that is our preferred option.

On that basis, the second paragraph of the letter would need

to be reworded, perhaps on the following lines:

"I am very conscious of your consistent advocacy of
an Anglo-French approach, and our strong hope and
preference is that we shall be able to work out such

an approach with you and with Framatome, on a basis

which will be acceptable to the Chinese. But the

signals coming out of China are not all clear and
consistent. If they were to show an interest in a
station based on a Westinghouse reactor we should not

want - and I hope you would not want us - to be

/ completely




completely excluded from participating in the project.
It may well be that it is very unlikely that the Chinese
would opt for Westinghouse, but so long as that seemed
a possibility, it would be difficult for me to ask our
people here to abandon their discussions with Westing-

house. I can assure you, however, that our strong

preference would be to work with you and Framatome on
the development of a project which would meet the

requirements of the Guangdong Provincial Government."

The Prime Minister believes that a letter on these lines would
be more reassuring for Lord Kadoorie and, unless your Secretary of
State has any further comment, she proposes to despatch such a

letter in the next few days. But she would also be grateful if

your Secretary of State, together with the Secretary of State for

Energy and the Foreign and Commonwealth Secretary, could give
further thought to the question of whether, if in practice we
work equally hard at both options in the coming months, we do not
run the risk of alienating Lord Kadoorie whose good will seems

essential to our chances of success.




Approved by

signed







PERSONAL' AND CONFIDENTIAL

Ref. A07556

MR COLES

Guangdong Nuclear Power Project

You drew my attention recently to the apparent inconsistency between
Lord Weinstock's view, as reported in paragraph three of my minute of
16 February, and the statement in paragraph eight of the Secretary of State for
Industry's minute of 8 February that GEC endorsed the view expressed in para-
graph seven of that minute about continuing to pursue an Anglo- American package.

2. It seemed that the only way to resolve this discrepancy was to speak to
Lord Weinstock, which I did this evening.

3. Lord Weinstock said that GEC had not endorsed and did not endorse that
view, GEC's view was as conveyed by him to me and as reported in my minute
of 16 February. His message was that we had to ''follow Kadoorie'., This did
not mean that we should completely disengage from Westinghouse. That option
could be kept on the back-burner. But, given that for us the only way into the
project was via CLP and thus dependent on Lord Kadoorie, there did not appear
to be very much of a future in an option which seemed to be no part of Lord
Kadoorie's thinking,

4, I very much hope that in any dealings with the Department of Industry you
will be able to protect the confidence of my dealings with Lord Weinstock in this

matter,

ROBERT ARMSTRONG

18 February 1982

PERSONAL AND CONFIDENTIAL




DRAFT LETTER FROM THE PRIVATE SECRETARY/
PRIME MINISTER TO THE PRIVATE SECRETARY/
SECRETARY OF STATE FOR INDUSTRY
PIPRRA W
The Prime Minister has mew-had-a-chance-of-studyimng

your Secretary of State's minute of 8 February about the
Guandong nuclear power pro‘]ect’“

dgment- of the balance-of-argument would be
rather. dlife rent from-your-Seeretary-of-State's,/ She-doubts
whether a posture of keeping both options open is likely to
reassure Lord Kadoorie, or to impress the Chinese. In

‘,.,l--g.-_db
the fituation we-have, the inside track seems to belong to
the Guandong Provincial Government (GPG) and China Light
and Power (CLP). It does not seem to-be yvery likely that
the United Kingdom will have any stake in the project except
through CLP. Lord Kadoorie is clearly set on the Anglo-

.,..'L ey W s, _E-c.....t’ MQ. ..l: e Saoy
French Option.___W-e— tte;: amake- it clear ta.

L&‘_m = - /L-A..
Le«rd»—Kadoone that we are £1_rmly cgmmltted to- that -option,
and-put-the-Westinghouse-option on-a_back burner,

On that basis, the-letter-to-be/sentto-terd-Kadoorie
wauld_needi be rather-differently cast: The second

paragraph would need to be reworded, perhaps on the

following lines:

I am very conscious of yodr consistent advocacy

of an Anglo-French appl;"!oach, and our strong
hope and preference isl,.";that we shall be able
to work out such an agbroach with you and
with Framatome, on E;/basis which will be
acceptable to the Ch{nese. But the signals
coming out of Ching are not all clear and
consistent., If they were to show an interest
in a station based on a Westinghouse reactor
we should not want - and I hope you would not
want us - to be completely excluded from

participating in the project. It may well be




that it is very unlikely that the Chinese would
opt for Westinghouse, but so long as that
seemed a possibility, it would be difficult for
me to ask our péople here to abandon their
discussions with Westinghouse, I can assure
you, however, that our strong preference would
be to work Avith you and Framatome on the

developmént of a project which would meet

the requirements of the Guandong Provincial

Gove rnfnent.




Ref. A07515

MR, WHITMORE

Before the weekend I sent you a copy of a letter from Lord Kadoorie to
Lord Weinstock about the Guangdong nuclear power project, which had been
forwarded to me by Sir Kenneth Bond (in Lord Weinstock's absence).

2. Lord Weinstock rang up yesterday to reinforce the message contained in
Lord Kadoorie's letter,

3, His message was in effect that the key to this project is held by the China
Light and Power Company (CLP) and Lord Kadoorie, CLP is dealing with the
Chinese Provincial Government concerned, which has confidence in CLP and a
well-established connection with it, Whether there is any British involvement
in the project therefore depends entirely on CLP., There is no possibility of our
providing the nuclear reactor; our stake can only be in the conventional
equipment. Lord Kadoorie and CLP want to buy as much British as possible;
but they also want to go to the French for the nuclear reactor. It is no good our
supposing that CLP would accept an alternative deal involving the National
Nuclear Corporation (NNC) and Westinghouse, of the kind which Dr. Marshall is

trying to put together., If we do not go ahead in a joint project with the French

doing the nuclear reactor, we shall have no involvement at all, and CLP will

probably go to the French for the whole thing,

ROBERT ARMSTRONG

16th February, 1982




Ref. A07486

PRIME MINIST ER

At Lord Weinstock's request (he is out of the

country) Sir Kenneth Bond has sent me a copy of a
letter which Lord Weinstock has received from
Lord Kadoorie about the Guangdong nuclear power
project. Lord Kadoorie is saying, roughly speaking,
that, if we abandon the partnership with the French and
go for Dr. Marshall's proposals for a joint project with
the United States, we are in danger of losing the whole
thing,

2. You will want to see this as background to the
minute recently sent to you by the Secretary of State for

Industry on this subject,

ROBERT ARMSTR ONG
12th February, 1982




Esron
CABINET. OFFICY |
3io

.-.0........

~

- THE GENERAL ELECTRIC COMPANY LIMITED A

| STANHOPE GATE - LONDON WIA IEH . SFEB1982

01-483 B4B4

FIL'MG W"‘“’ |

FILE Nex
9th February, 19

o e

Dear Sir Robert,

Lord Weinstock is at present abroad. In
his absence I am enclosing a copy of a letter he has
received from Lord Kadoorie expressing strong views
about the Guangdong nuclear power project which, I
feel, the Prime Minister would wish to see.

Lord Kadoorie has been a very good friend of
Britain, especially over recent yeafs, and I believe
it would be sensible to give considerable weight to
his advice and not to irk him.

Yours sjincerely,

Sir Kennetk' Bond
Deputy Managing Director

\/

Sir Robert Armstrong, KCB, CVO,
Cabinet Office,

70 Whitehall,

LONDON, SW1A 2AS.
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Commaendeur de la Legion d Honneur. Cables: “KADDORIE”, Hong Kong

PARTNERS  ©
The Rt, Hon THE LORD KADOORIE, CBE. JP., Telephone: 5-249221
Chev. Leg. Hon., Dfficier de I'Ordre de Leopoid. Telex: 73427
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cc, Mr, R.J. Davidson,
GEC T.G's, Rugby
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January 29, 1982

The Rt. Hon. the Lord Weinstock
The General Electric Co. Ltd.

1 Stanhope Gate

London W1A 1EH

ENGLAND

Dear Arnold,

Proposed Guangdong Nuclear Power Project

Further to my letter of December 23, 1981, I will not hide
from you that I am concerned at the tuvn of events.

In consequence, 1 am sending you herewith copy of my
Private and Confidential Memorandum of today's date, which sets out
our point of view.

Bill Stones has been in touch with Bob Davidson who can give
you further information.

'Kung Hei Fat Choy' - A Very Happy Chinese New Year.

Sincerely yours,

Encl: Memo dated January 29, 1982
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STRICTLY PRIVATE AND CONFIDENTIAL l

SIR ELLY KADOORIE & SONS. ) IR Date_Jmm..zg,._;ggg..;

SUBJECT: GUANGDONG NUCLEAR PROJECT

It is essential we do not lose sight of the primary object why
we have been giving, and are giving, consideration to this project.

Of basic importance is the effect a joint venture between China
Light & Power (CLP) and the Guangdong Power Company (GPC)
would have on Hong Kong's future.

In the post-war period there has never been a project of this
size, and with such political implications, between China and
any Western power,

. Unique to this project are the following:-

a) If built, this power station would be the first large,
commercially owned and operated nuclear generating
station in China.

The joint venture would provide for the power station
to be paid for in foreign currency from the sale of
the electricity it would produce, and would eventually
revert to the GPC.

Joint construction and operation of the power station over

a minimum period of ten years, or possibly until all international
loans raised for its construction had been repaid, would
provide the Chinese with’ knowledge and expertise which they
do not yet have 2nd which will ke invaluable to them for the
development of their Four Modernizations Programme.

The financial arrangements to raise international loans

of the size required, and the conditions attached to those
loans, will set the pattern for the management and control
systems necessary for other projects of equal importance.

We must bear in mind the 'three pillars' upon which the foundation
of Hong Kong's future rests:

a) The continuing beneficial interest to China
b) The continuing beneficial interest of the United Kingdom

c) The need to better the living conditions and future prospects
of Hong Kong's younger generation.

In order to satisfy condition 5(b) above, it is necessary for the
project to have a substantial British content and the way to achieve
this has been very carefully corsidered.

A first nuclear power station in China will create substantial
international interest, since it will play an important part in

fixing the rules and regulations which will apply to future installations
of this kind and consequently in the nature of plant to be supplied.

With this in mind considerable international competition for this 'prize’
must be anticipated.

7 (e




STRICTLY PRIVATE AND CONFIDENTIAL

5IR ELLY KADOORIE & SONS. Page.. (2)_____ Date . January.-29,—-1982—

@

The feasibility study carried out by GPC/CLP has advocated competition
but has provided - that all things equal - the United Kingdom will
be given priority.

With the primary object of Hong Kong's future in view it, therefore,
behoves us to devise a strategy so designed as to give the United ‘
Kingdom the advantage of supplying plant which can be manufactured }
in the United Kingdom.

The feasibility study also provides for reliable and proven
€quipment. Since the United Kingdom does not produce any PWR's

they can only qualify in this category to the extent of the conventional
island.

On the other hand, several nations - the French, the Germans,

the Swedes and the Americans (indirectly) - can all qualify

for a total package to include both the conventional and nuclear
islands. (Of these nations, the French have, over the past several
years - thanks to the efforts of Giscard d'Estaing followed by Mitterand,
established themselves 3s being in the lead.)

It becomes obvious, therefore, that the chances of the United Kingdom
obtaining any part of this project will be enhanced by anything that
can be done to eliminate competition.

With this in mind and,
which G&&, the UK De
France have all been i

plant leaving the conventional island to the
United Kingdom. My understanding was that this was last confirmed
to them in Paris by Mr. A.G. Manzie of the Department of Industry
(DOI). '

This information is completely contradictory to CLP's understanding
of the wishes of the Guangdong Power Company.

At the last Executive Meeting held between GPC and CLP on
January 15, 1982, it was clearly stated by GPC that under no
circumstances would they consider a hybrid package with the
consequent danger of complications and problems which could
arise from divided authority.

Trey (GPC) would insist on ful; responsibility for the nuclear island
and balance of plant being carried by the suppliers of that plant -
just as they would insist all items within the conventional island would
have to be carried by the supplier of that island,

GPC have further indicated that after studying the negotiating
Procedures used by China Light in regard to Tap Shek Kok,

that they were convinced this would be the best method to follow
and they have asked,and it has been agreed, that Mr. Stones of CLP

be permitted to proceed to Peking to explain this procedure in detail
to the authorities there.

(3),'...I...
* Guangdong Provincial Government (GPG)
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' SR ELLY KADOORIE & SONS. Page. (3)_ DateJ2anuary 29, 1982
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CLP's strategy, therefore, if adopted, would guarantee:
a) to the purchaser - a fair price for the plant he is buying

b) to UK industry - the advantage of priority in offering
the conventional island.

It is, of course, not for CLP to instruct British industry as to how
they should endeavour to participate in this project, but in the
interests of Hong Kong's future, it is very much CLP's concern

to strengthen the foundation upon which that future rests.

CLP has, therefore, used their best endeavours over the past two

years in this respect and has warned the UK authorities of the

grave danger they run in interfering with the tried procedures

we have devised here in Hong Kong, with knowledge gained over -
many years, in how to deal with problems involving Brijtish/Hong Kong/
China relations,

In this memorandum I repeat this warning and would further state
that if the United Kingdom does decide to offer a hybrid package,
GEC, the DOI and LK are in honour bound to inform the French
accordingly before this takes place and before they find this out for
themselves.

The result of making such an offer would be, in my opinion, to open
up the whole question of supply to a number of competitors

who are in a far better position to offer an attractive and proven
package deal and, as a result, the UK will get no part in the award
of the contract. :

£

Kadoorie







CONFIDENTIAL

PM/82/8

PRIME MINISTER

Guangdong Nuclear Project

1. I have seen Patrick Jenkin's minute to you of 8 February. This
was agreed in draft by FCO officials.
2. In all the circumstances the proposal to pursue both French and

American options vigorously seems to me still to represent the

best course to promote our interests. I recognise that both Lord

Kadoorie and HM Ambassador Peking have been arguing persuasively

for a firm decision to go in now with the French; certainly

Peter Rees and Humphrey Atkins were both told at senior Ministerial
level in Peking that, all things being equal, the Chinese favoured
an Anglo-French package. But as Patrick Jenkin points out, there
are two strong arguments for not committing ourselves at this

stage, both of which are baseE-;; very recent information - namely,
French reluctance to commit themselves to us; and recent indications
from those Chinese involved in the detailed consideration of the
project at Provincial level that they intend to consider various
nuclear partners including French and American before making up their
minds. Indeed the Chinese Premier spoke of the Chinese wish for

competitive bids when he saw Humphrey Atkins.

3. Since political factors play a considerable part in Chinese
R e S TR

decision-making you might welcome a brief assessment of how we

see the current standing of the French and Americans in Chinese
estimation. The 'special position' into which the French appeared
to have manoeuvred themselves under President Giscard has been
eroded to some extent with the advent of President Mitterrand

(and difficulties during the French Trade Minister's visit last
autumn over the sentencing of the Chinese fiancee of a French
diplomat). The Chinese are also upset at the resumption of French

aid to Vietnam. But these are likely to be temporary setbacks.

- )
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The commitment to the French option still seems strong among
senior Ministers in Peking.

4. The Americans on the other hand are going through a very
difficult patch with the Chinese as a result of differences
over arms sales to Taiwan. The Taiwan issue is very emotive for
the Chinese. A downgrading of reIE??EEs still cannot be ruled
out. ~$E?; would obviously affect the acceptability of a US
option to the Chinese. Nevertheless, since the timescale

of the project is both uncertain and in any case lengthy, it
is too early to say how far current Sino-US difficulties might
affect the Chinese decision.

5. The overriding consideration may indeed turn out to be the

well-known Chinese propensity for seeking the cheapest possible

option and therefore their encouragement to the various interests

US, French and British - to put in competing bids. They are very

worried about the cost of the commitment the nuclear project
would represent. They are also by nature and by ideological

conviction suspicious of exclusive offers by foreign capitalist

enterprises. There are those who profess to believe that China
EE;-;;-?EE past been the victim of unscrupulous overseas business
interests. The implications for us and for GEC are that although

a negotiated contract may appear to offer the tidiest and possibly
the most economic route for both the bidders and for the customer
the Chinese may well reject such a proposal as limiting their
freedom of manoeuvre. If that is so, we are clearly in no position

to prevent their seeking competitive bids. The only effect of our

——
closing one of our present options might be to push the Chinese

into expla}jng the possibility of cooperation with other partners

in an arrangement in which we would play no part. This strengthens
me in the belief that for the present the line proposed by Patrick
Jenkin is the right one. In any event, if the French do not wish

to go firm, we can hardly do so.
/6.
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6. But clearly it will be necessary to handle Lord Kadoorie

with some sensitivity; I agree that it would be helpful if you were
to write to him in the terms suggested.

7. As Chinese intentions become clear we may of course have to work
fast. The more preparatory work that can now be done by way of

(a) contacts with both the Americans and the French, and (b)
consideration of the financing problems, the better. I am very

conscious that your visit to China in September may be a good

opportunity to promote British participation further. We need

to have a much clearer idea by then of the main factors
(including finance, and likely UK share of the project) involved
in the two principal options open to us. Officials should be
instructed to purse these points with all necessary speed.

8. I am copying this to the recipients of Patrick Jenkin's

minute.

(CARRINGTON)

Foreign and Commonwealth Office

CONFIDENTIAL







INFORMATION CONFIDENTIAL

PRIME MINISTER

GUANGDONG NUCLEAR PROJECT

In the light of Michael Jopling's report to you of his

conversation with Lord Kadoorie in Hong Kong you asked for an

assessment of the situation on the Guangdong project. A

background note is attached at Annex A: the principal issue for
consideration at present is whether we should choose to work in
partnership with the French or the Americans on the nuclear

— e A ———

island.

2 You may recall that in February 1981, against the background
of the final discussions on the Castle Peak B station in Hong
Kong and the need to give particular weight at that time to the
views of Lord Kadoorie, colleagues agreed that GEC should seek to
enter into an agreement with the French nuclear suppliers,
Framatome. In the event, it proved possible to gain the Castle
Peak contract without entering into a firm agreement. The French

for their part have since been content to stand back from any

firm commitment. 1In the interim, in the absence of any clear

indication that China will go forward with the project in the

P

—

near future, it has been possible to take forward the alternative

INFORMATION CONFIDENTIAL
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possibility of collaborating with Westinghouse.

3 As discussions now stand the likely shape of the package which

would emerge with either partner would be broadly as follows.

With the French, Framatome would supply the nuclear island and
——E —

the fuel supply while the UK would provide the conventional

P

turbine island. In view of the UK's limited PWR experience it is
unlikely that we would be given responsibility for the overall
project design and management of the project. With the
Americans, the core of the nuclear island, the nuclear steam
supply system,would be provided by Westinghouse. In addition to

the conventional turbine island, the UK would supply some of the

balance of nuclear plant components and a large proportion

of the long term fuel supply, with some chance of supplying the

first fuel charge. The note at Annex B summarises the principal
arguments for and against each partner on the basis of packages
structured on these lines, though it is important to note that
the extent to which the Chinese would be prepared to accept major

nuclear island components from UK suppliers remains uncertain.

4 In weighing the merits of each partner I attach great

importance to the views of China Light and Power (CLP) and those

—

of Lord Kadoorie in particular. When he visited the UK in
i —
October last year he stressed to me the importance he placed on

an Anglo French approach to this project. As joint customer with
the Guangdong Power Company (GPC) for the power from the plant,

and as advisor to the Chinese on technical issues and negotiating

INFORMATION CONFIDENTIAL
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tactics CLP stand in a key position. I also attach considerable

weight to the comments made by Vice Premier Gu Mu to Peter Rees
and by Prime Minister Zhao Ziyang to Humphrey Atkins on their
recent visits to Peking, suggesting that - other things being

equal - the Chinese still favour the French for the nuclear

island and the UK for the conventional island. HM Ambassador in
————— —
Peking certainly takes the view that the Chinese are likely to

opt for the French. However, even if we thought it in our
interests to seek to make a pre-emptive bid with the French now,

recent soundings suggest that Framatome are likely to be

reluctant to sign an agreement with GEC at present. The French

say that they think a Chinese decision to go forward with the

project is still a long way off.

5 Turning to the Anglo/American option, which is the one
favoured by the Chairman of the Atomic Energy Authority, Dr

Marshall, the fact remains that, despite the statements in Peking
e e

to Peter Rees and Humphrey Atkins there are factions within China

e — e R

—y

which appear to favour Westinghouse. Indeed, I understand there

has been one bid at provincial level to encourage a team composed
“

of Westinghouse, GEC, the relevant national nuclear authorities

and Department of Industry officials to visit Guangdong to

explain an Anglo/American package. A formal invitation for such

a visit has yet to be received, and I am advised that in any case

INFORMATION CONFIDENTIAL
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the major decisions of principle on the project will be taken in
Peking rather than at provincial level. However, I believe we
—— e S

cannot discount these counter-signals. Moreover, Westinghouse,
in contrast to Framatome, are now pressing for rapid progress.
Westinghouse are anxious that the UK Government should now

approach the State Department in Washington to seek clearance

under the Non-Proliferation Act for the National Nuclear

Corporation as a Westinghouse licensee to supply PWR technology

to China. Officials accept that such an approach is a necessary
step in developing the Anglo/American option, though its precise
timing will require consideration. Providing outstanding
contractual and technical difficulties can be resolved, and we
receive a favourable response from the State Department, in two
or three months it may be possible to achieve a credible
Anglo/American package to weigh against the Anglo/French package

which has already been developed. I understand, however, that

GEC are less sanguine than Westinghouse about the likely rate of

—————

progress.

6 There are several risks attached to continuing to hold open
both options. HM Ambassador in Peking has advised that if we

delay too long in seeking to make a_pre-emptive bid with one

partner, we may miss the opportunity to influence the thinking

and attitude of such an unsophisticated and uncertain customer as

INFORMATION CONFIDENTIAL
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the Chinese. We run the danger of losing the goodwill and_

support of Lord Kadoorie. We risk either the French or the

Americans seeking to make a pre-emptive bid on their own - we
know that both the French turbine company Alsthom and
Westinghouse's turbine division have made overtures to the
Chinese. And if we had to go to the negotiating table at short
notice in the near future we could find ourselves unprepared: a
detailed position on certain technical questions and on a
financial package cannot be finalised until we know with which

partner we may be working.

Nevertheless, despite these risks, my assessment is that for

the present we should continue to pursue both routes and seek to

bring the American option to a state of readiness for negotiation

comparable to the French option. The primary advantage in

pursuing this course is that it would enable the UK to keep its

negotiating strategy as flexible as possible. It is clear that

some elements at least within the Chinese authorities are seeking
to keep their own negotiating options as wide as possible and I
cawider that it would be premature to narrow the options on the UK
side at this stage. Unless and until we have an indication to
the contrary from the customer we should continue to pursue an
Anglo/American package within our range of options since this
holds the prospect of providing a higher proportion of goods and

services from the UK.

8 GEC endorse this view. While the French at present appear to

INFORMATION CONFIDENTIAL
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be the most favoured, GEC do not consider that a final choice of

prospective partner can be made until there has been further
contact with the Chinese Given the uncertainties surrounding
the project, GEC consider flexibili st be the keynote to our

strategy. D arshall agrees with this, even though he favours

an Anglo/A approach.

9 If you and the other colleagues to whom I am copying this
letter agree with this general recommendation I suggest we would
seek to offer reassurance to CLP that the Government's position
remains one of holding open both options until such time as the
Chinese provide a clear indication of their preference. The best

way of doing this might be for you to write to Lord Kadoorie on

the lines of the attached draft.
10 I am copying this minute to Peter Carrington, Geoffrey Howe,

John Biffen and Nigel Lawson, and in view of his interest, to

Michael Jopling.

P J

g‘ February

Department of Industry
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GUANGDONG NUCLEAR POWER STATION PROJECT

Background

1 In 1980 China Light and Power Company Limited (CLP) and the Guangdong
=y
Electricity Company (GEC) of the People's Republic of China (PRC) conducted

a joint 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 a continuing UK industrial and official
involvement in the study, and gave their support in general terms subse-
quently to the Chinese and to CLP. Ministers have also agreed that since
China is a Nuclear Weapons State we should 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 The study was formally given to the Chinese in December 1980 and is
now under consideration in Peking. The study concluded that it is feasible
for the Guangdong Electricity Company and CLP jointly to construct and
operate a 2 X 900 MW PWR station some 30 miles north-east of Hong Kong.

e

The total cost of the project is estimated at £2,000m; the foreigg_exchange

costs would be met from electricity sales to Hong Kong. This project is

being weighed by the Chinese against the alternative possibility of developing

hydro-electricity in other areas of Cpina.

3 There can be no certainty that the Chinese will proceed with the

project. The 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 nevertheless work on the

assumption that the project will go ahead. In that event it would offer

the prospect of substantial commercial benefits to UK industry. It would

also lead to further co-operation between
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the UK, Hong Kong and the People's Republic of China (PRC) in a period when

——

———— e

re-assurance over the future of Hong Kong will be important given the expiry in
1997 of the lease on 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% of the total project cost. A partnership with

a PWR manufacturer - Framatome (French) or Westinghouse (American) are the front
runners - would therefore be necessary. GEC are the favoured supplier for the
conventional island; they have made it clear that technically they would be

able to co-operate with either the French or Americans.

b The French position on non-proliferation is 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 Framatome and Westinghouse

have indicated their willingness to work with the UK in this way.

The UK Position

5 The UK provided technical support to CLP from Dr Walter Marshall (Chairman

of UKAEA) and partly as a result of his efforts the UK has the possibility of

gaining a major share of the project. CLP favour a substantial UK involvement

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 its requirement for safety and continuity of supply

of electricity.

The UK's negotiating position is based upon the need for the nuclear power

CONFIDENTIAL




CONFIDENTIAL

station to be party financed by the sale of electricity to Hong Kong. This in

e g -

turn would require the Government of Hong Kong to be able to assure itself as

to the safety of the reactor, the continuity of supply,and costs of electricity

to be purchased}before allowing CLP to enter into an off-take agreement.
———— i .
However our position is less strong than it appears. The decisions to proceed

Chinew ot -
and on the choice of reactor will be taken by the PRC. As CLP have prepared
the feasibility study jointly with GPC it would be difficult for them to reject
a competitor's commercially sound and technically competent package which
excluded UK participation. Equally the Government of Hong Kong would find it

difficult to object to CLP purchasing power from such a source providing they

were satisfied as to the safety of the station as it might affect Hong Kong

and its reliability as a source of electricity supply.

i ——

7 Thus the Hong Kong connection, while helpful, does not of itself guarantee

UK participation. Equally GEC have limited relevant technical experience from
e

which to offer high speed 900 MW turbine generators, but do have considerable

experience of low speed 900 MW sets in Korea. Neither does the UK have any

=

experience in building or operating complete PWR nuclear stations. Both
Framatome and Westinghouse have the ability to offer complete stations based

on proven designs. Following a visit of President Giscard d'Estaing, the French

appeared to have established a favoured position in Peking having secured an
agreement in principle that France would be the preferred supplier of China's
first nuclear station. However with the passing of time the strength of this

commitment to the French has become less certain.

8 Despite these drawbacks there is still a good prospect that the UK can

obtain a central role in this project. The French and Americans probably over-

value our influence in Hong Kong. Secondly the UK does have a considerable

i —
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breadth of expertise in organising and regulating a muclear industry and in
T eee—

supplying it with components. On a realistic timescale for the Guangdong Project

it appears possible for the UK to arrange for the provision of the required

expertise.

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

R —— e oy

Chinese. In doing so, it will be prudent to keep alternative options open,
——————T #

particularly with regard to the other potential supplier, since the final

decision rests with the Chinese.
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ANNEX B

ARGUMENTS FOR AND AGAINST AN ANGLO-FRENCH OR ANGLO-US PACKAGE

A
A

FRAMATOME

The arguments for a partnership with Framatome are:

(1)

Through the initiative taken by President Giscard d'Estaing in
1980 the French established a strong position in Peking and the
recent statements to visiting British Ministers suggest that the

French remain the favoured nuclear partner;

CLP - and Lord Kadoorie in particular - favour a partnership with

the French because they believe this has the best chance of success;

GEC consider the French are more likely to obtain the nuclear

island, for the reasons set out above;

The French are likely to be able to offer more competitive

financial terms than the Americans. It is clear that this would

weigh heavily with the Chinese;

A good deal of preparatory work on this option has been completed:
an agreement between GEC and Framatome to work together on the
project has been drafted but not signed,

Working with Framatome is likely to raise less problems on
apportioning liability for the plant's performance and safety;
Framatome are expected to be willing to accept liability for the

whole nuclear island. Westinghouse have said that they are willing

to accept a similar liability but it remains to be seen whether
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they can work out the details of the necessary contractual
relationship with their UK licensee, the National Nuclear

Corporation (NNC)y

The arguments against such a partnership are:-

(1) It is clear that there are factions within China - certainly

at provincial and possibly also at national government level -
which favour a partnership with the Americans on the grounds

that they are likely to be able to offer more advanced technology

and greater technology transfer to Chinaj

We could not expect to win more than approximately £200m of
g ———

the total value of the contract since Framatome would expect

to supply virtually all the nuclear island equipment;

—

The possibility of securing even a small proportion of the fuel
supply contract - say £50m-is not rated highly by British Nuclear

Fuels Limited;

GEC have no practical experience of working with Framatome, and

past Anglo-French industrial ventures have met with mixed success;

We would be expected to match the financial terms offered by the
French which may involve conceding more favourable credit terms

than an Anglo/American package;

Wwhile the granting of approval of the Sizewell MR is a

public issue it would be unhelpful for HMG to appear to cast

doubts on the adequacy of the westinghouse,fNNC design.
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WESTINGHOUSE
The arguments for a partnership with Westinghouse are:-
(1) This might raise the total value of goods and services supplied
to perhaps as much as £.5COm for the turbine generators plus
the balance of the nuclear island which could be supplied from

UK sources;

British Nuclear Fuels Limited would probably win a major share
of contracts for the supply of fuel to the plant in its first
15 years, worth perhaps #250m , and there is some chance of

their supplying the first fuel charge.

Westinghouse are likely to be able to offer more advanced

technology than Framatome;

GEC have already worked with Westinghouse on building PWRs in

Korea;

This option would strengthen our existing involvement with

Westinghouse on the UK domestic nuclear programme and would

encourage a greater transfer of PWR technology to the UK.

This is of great importance to Dr. Marshall.
R e

(6) The prospect of supplying components of the nuclear island for
both Sizewell and Guangdong would offer a more worthwhile

market for UK manufacturersy

The arguments against Westinghouse are:-

(1) The Americans have achieved no special position with the Chinese
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on the Guangdong project comparable to the French - though
Westinghouse have recently signed an agreement with the Chinese

>

to work together on the development of turbines;

This option may not prove viable because of the difficulties

of the relationship between NNC and Westinghouse. In the context
of American policy on non-proliferation the use of Westinghouse's
technology would require formal approval from the State Department,
as would any supply of components from the US. Serious problems
would be unlikely if NNC were in a position to assume full
responsibility for the nuclear island, with Westinghouse's
involvement limited to that of licensor. But NNC cannot carry
such a responsibility, particularly because it has insufficient
capitalisation to shoulder more than a very minor share of the
ligbilities involved. Substantial and direct Westinghouse

involvement could, however, raise problems with the State

Department. Thus it may be necessary to present the NNC rather

than Westinghouse as the main agency supplying PWR technology
to China. But, in practice, in their contractual relationship,
Westinghouse would have to assume the role of main contractor,

with NNC as their sub-contractor.

CLP are strongly opposed to such a package and are adamant they

would not recommend it to their colleagues in the Guangdong

Power Company. Although Dr Marshall considers that one of the
—————
Korean PWR stations built by GEC and Westinghouse could be

presented to the Chinese as a reference plant to support the

viability of this option, CLP are likely to consider 1t unproven,

CONFIDENTIAL




particularly since NNC will carry the responsibility of
adapting the Korean plant designs to the Chinese site.
Lord Kadoorie has specifically warned Lord Weinstock that
he is anxious to avoid such a "hybrid proposal under the

guise of a British package" being submitted to the Chinese;

(4) Moreover, messages received through CLP suggest that at least

some of the Chinese authorities whose views will be influential
in any major decision are strongly opposed to an Anglo/American
package. It has been suggested that the Head of the Nuclear

Bureau intends to indicate his opposition to such a proposal

to the Embassy in Peking.

—

Even those factions within China which favour an Anglo/American
package appear to want to buy the main components of the nuclear

island direct from the United States rather than from manufacturers

in the UK working under a Westinghouse License,

Pursuing an alternative option with the Americans may encourage
the French to make an all French pre-emptive bid with the French

turbine company, Alsthom, supplying the convetional island.
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;/DRAFT LETTER FROM THE PRIME MINISTER TO LORD KADQORTIE

On his return from Hong Kong Michael Jopling told me of his
conversation with you about the Guangdong nuclear power project,
and he mentioned in particular your unease about the Anglo/
American package advocated by the Atomic Energy Authority. i 2
attach ¢special importance to your personal 'views on this project,
and in view of your reported concern I asked for a full assessment

oﬁ'the present situation.

I am very conscious of your consiste%ﬁufdvocacy of an Anglo/
French approachy and I umyself believeLthe arguments in favour of
working with Framatome remain very strong. However, I think you
will agree that so far we have had conflicting signals from the
Chinese in Peking and Canton about when they intend to go
forward with this project, and no definitive statement of their
preferencéggnug.nuclear island supplier. In these circumstances
I believe tﬁét it would be wrong for the UK to dismiss the
prospect of working with Westinghouse. I know you have
reservations about this option, and fear it may be rejected

by the Chinese as unproven. I fully endorse your views that
the UK's first priority wmust be to meet the requirements of

the custome;} However, in view/ of the continuing uncertainties
in the situation, I consider it worthwhile for GEC/and
Westinghouse together to seek to develop a credible alternative
proposal. Until Chinese intentions are clearer I believe Gx
flexibility must be the keynote in our strategy.

I hope this will help to clarify the UK position. I shall
continue to follow developments on the project with interest,
and look forward to my visit o Hong Kong later in the year.
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FHE PRIME MINISTER - 26 January 1982

Thank you for your letter of 23 December inviting.me 1o
perform the official opening ceremony of the Castle Peak "A'" power
station in Hong Kong during my proposed visit to the Far East in
September of this year. I should be delighted to and very much
look forward to the occasion. We can consider precise dates later.
It is kind of you to invite Denis too, I am sure that he would love
to be present if we travel together on this occasion. May I bear

this in mind until the final shape of my visit is settled.

I was interested to learn that the Guangdong Power Company

intends to send a delegation to this country in February to visit
the GEC turbine works in connection with the projected nuclear

power station in Guangdong Province.

I would have liked to hear a first-hand report from your senior
executive, Mr Stones, when he visits the UK but I am afraid my
diary is already heavily committed in February. I wonder if Mr Stones
could call on one of the Ministers in the Department of Industry to
discuss progress on the project. 1 know they would be interested to

hear.

I look forward to seeing you in the Autumn if not before.

(SGD) MARGARET THATCHER

The Rt Hon the Lord Kadoorie, CBE, JP




Foreign and Commonwealth Office

London SWI1A 2AH

22 January 1982

A-¢.c”

Official Opening of Castle Peak [ Lo
'"A'" Power Station r

Thank you for the copy of your letter of ynganuary
to Caroline Varley. As a project of great significance
to the UK and to Haong Kong, the Castle Peak 'A' Power Station
deserves to have attention drawn to it by a prestigious
opening ceremony. We strongly support the proposal that the
Prime Minister perform the inauguration and foresee no
difficulty in incorporating this in her programme in Hong
Kong.

I am sending copies of this letter toCaroline Varley (DOI)
and John Rhodes (DOT).

st
(RM J Lyne)
Private Secretary

A J Coles Esq
10 Downing Street
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From the Private Secretar) : 19 January 1982

OFFICIAL OPENING OF CASTLE PEAK "A" POWER STATION

You wrote to Mike Pattison on 18 January.

As it happens, the Chief Whip, who has recently visited
hong Kong, told the Prime Minister yesterday that Lord Kadoorie
nad also expressed to him the hope that Mrs. Thatcher, during
her own visit to Hong Kong in September, would be able to
inaugurate the Castle Peak "A'" Power Station. The Prime Minister
told the Chief Whip that she would very much like to do this.
Subject to confirmation from the Foreignand Commonwealth Office that
they see no difficulty in incorporating this event in the programme,
I shall therefore place your letter and the proposed reply to
Lord Kadoorie before the Prime Minister soon.

Lord Kadoorie also discussed with the Chief Whip the latest
situation regarding the Guangdong nuclear power station. He
apparently argued that the only way of the UK obtaining a share of
this business was to follow the approach which I understand he and
Lord Weinstock had recommended earlier, namely that of a UK/French
package. He believed that the line advocated by the UK Atomic
Energy Authority, while it envisaged a bigger share of work to UK
firms, had little or no chance of success. The Prime Minister made
no comment on this point, but would be grateful for an assessment
of the situation.

I am sending copies of this letter to Roderic Lyne (Foreign
and Commonwealth Office) and John Rhodes (Department of Trade).

Ms. Caroline Varley,
Department of Industry.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWI1E 6RB

TELEPHONE DIRECT LINE 01-212 3301
SWITCHBOARD 01-212 7676

Secretary of State for Industry

| January 1982

Mike Pattison Esq
Private Secretary to

Prime Minister
10 Downing Street
London SWI1

OFFICIAL OPENING OF CASTLE PEAK "A" POWER STATION

I enclose an invitation which Lord Kadoorie, the Chairman of the
China Light and Power Company (CLP) of Hong Kong, has requested
we forward to the Prime Minister asking whether she would be
willing to perform the official opening ceremony of the Castle
Peak "A" Power Station in Hong Kong during her visit to the Far
East in September of this year.

2 The project is of special significance to the UK for a number
of reasons. As a result of an approach by Lord Kadoorie, the
Department of Industry has co-ordinated the expertise of UK
manufacturing industry, the electricity supply industry and the
financial institutions in the City of London in securing for the
UK orders with a present day value in excess of £1,000 million.
The Prime Minister may recall that the latest of these orders was
for the "sister" Castle Peak "B" power station, placed in August
1981: this was perhaps the largest single export contract ever
awarded to the UK. There are excellent opportunities for the UK
to continue this mutually beneficial relationship. As part of
their ambitious development programme CLP are now planning joint
ventures with the Chinese authorities on a nuclear power station
and a pumped storage scheme in the adjacent province of
Guangdong. If successful, these will have considerable political
significance for the future relationship between Hong Kong, the
UK and the People's Republic of China after the expiry of the UK
lease on the New Territories in 1997. Accordingly we strongly
recommend that the Prime Minister accept his invitation.

3 Lord Kadoorie suggests that it would be useful for the Prime
Minister to discuss the Guangdong nuclear power station project
with Mr Stones, CLP's senior executive, when Mr Stones

accompanies a delegation from the Guangdong Power Company which
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intends to visit the UK in February. However, we do not believe
that it is appropriate for the Prime Minister to agree to see Mr
Stones: the visit and its timing are somewhat uncertain and
there may be few substantive new developments to report. We
suggest that Mr Stones should be invited to give his report to a
Department of Industry Minister.

4 If the Prime Minister is willing in principle to undertake the
opening ceremony of the Castle Peak "A" station she may care to
reply to Lord Kadoorie along the lines of the attached draft
fetter.

(V4L ,r f/! [/ AA { L ' d

CAROLINE VARLEY”
Private Secretary
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DRAFT REPLY FOR THE PRIME MINISTER TO SEND TO:
| it - *@L-J —{ i, s ;»,._,‘..-_1_;

Lord Kadoorie Cf)=
St George's Building
Hong Kong

Thank you for your lette?_of 23 December inviting me to perform

the official opening oerehony of the Castle Peak "A" power

station in Hong Kong during my proposed visit to the Far East in
September of this year. Sﬁhﬁee%—%ﬁ—aﬁzzavep-p&d}ng—-ﬂd-

\ \ 4 Lorsad Be Aipiaat 5 j
wapredictable—eommitments—that—may-eeceuvr—I—amn—delighted to-aceeptl
vour kind dinvitation. %eph&pérseme—provisioﬂai—dabes for the

ceremeny—coutd—beexpltored—throughyour contacts—in—the o
naatfi\ Lol {fdmk mwﬂ&.WUmbmﬂ. a (O

serma
i zgninterested to learn fnom_youﬁ—ietter that the Guangdong
Power Company intends to send a delegdgion to this country 1in
February to visit the GEC turbine worksx;n connection with the
projected nuclear power station in Guangd&pg Proyince.

8 el Love L0d b Liay wffuk - Lad g X
T~am—sure—that—I-would—find—-it-of great-inteyest—to—hear—at—first
hand from your senior executive, Mr Stones, Qhen he visits the UK
but I am afraid my dlary'fsﬁii;eady heavily COletted in
February. HOH&%?P“‘E*WUHld be-most-grateful 1f\¥r Stones could
call on one of myg Ministers in the Department of Induatry to
discuss progress on the project-. amwd -F-heve—asked- ﬁbat b
RECessaPy—arrangenents—be—made —i—shadd-certainty- ask—for-a
nepont—on-%he-autccme“of—the viste., § 2o dtﬂ s
sdaerad & Loy
Meenwhiile I look forward to U&E:E;L;zt;OUF_KLHd 1nv1tat10ndand ta
visiting Hong—Kens in the Putumna{~~rﬁ Bfe . \

Ao 5 \
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FOLLOWING 1S TEXT OF LETTER DATED 23 DECEMBER TO LORD

WEINSTOCK,

BEGINS
DEAR ARNOLD,

PROPOSED NUCLEAR POWER STATION FOR GUANGDONG PROVINCE

THIS LETTER IS WRITTEN IN ORDER TO BRING YOU UP-TO-DATE AS TO
THE LATEST POSITION REGARDING THE PROPOSED NUCLEAR POWER STATION
FOR GUAKGDONG PROVINCE,

LAST WEEK-END, MR. STONES ATTENDED A MEETING IN CANTON AT WHICH
HE WAS TOLD THERE WAS NOW A LIKELIHOOD OF THIS GOING AHEAD.

FOLLOWING THIS MEETING AND OUR ADVISING BOTH BOB DAVIDSON AND
MR, MANZ!E CF WHAT HAD TAKEN PLACE, YOUR PEOPLE TELEXED MR. CHEN
GANG INVITING THE CHINESE TO SEND A DELEGATION TO ENGLAND TO
SATISFY THEMSELVES AS TO SUITABILIYTY OF UTILISING GEC TURBINES IN
THIS PROJECT.

SUFFICE TO SAY THAT THE TURBINES GEC ARE OFFERING ARE REGARDED
BY THE CHINESE SOMEWHAT AS PROTOTYPES, AND THAT THEY ARE LOOKiNG
TO CHINA LIGHT AND POWER CO. L?D¢, FOR ADVICE AND GUIDANCE.
iT IS AT THEIR INSISTENCE MR, STONES WILL BE ACCOMPANYING THE
pE_EGATION.




AT THEIR INSISTENCE |

RELATIONSHIPS BETWEEN MR, SHIH, CHAIRM
POWER COMPANY (GPC) AND MYSELF
OPPOSITE NUMB CHEN GANG
DELEGATION, ARE ;.“T; ULARLY CLOSE
NEITHER PARTY WILL DO

NYTHING THAT
THE IRTERESTS OF

]‘\t’[‘j M B2

it o |:.\. ]

]
i

THE CTth“

i
RI

CH

Al CONVIRNCED °

EL IMINATE COMPET
NEGOT { ATED
FOR THEIR CASTLE

|
REATE THE
SIMILAR L
ATION

CONTRACT INED 10

AT TAP S
AM PARTICULARLY ANA
URDER

IN MIKD, |
A HYBRID PRO

SUBMITTED

THIS
FORM OF
BEIRG

WiTH

N THE
PACKAGE,
ENGL AND

De

cOS AL r1

N Jl’\..l

P ACK AGE
FROM
!

IF A UK/WESTIN
THAT A NUMBER OF
HAVE 70 BE CON

PARTICIPATION WI

AM

l:‘-.ft

Co

y

™ A
LAl

THAN
r]:‘l.['.u

IS BETTER
PRES

THAT HALF A CAKE

THE

Al

THE AD
PART!CULﬁRLY APPROPRIATE

;H‘
| GRATEFUL TO YOU FOR HAVING SENT ME
TO OUR MUTUAL FRIEND AND Wl YOU TO KNOW
FULLY SHARED BY MR. STONES, KAVE NOT CHA!
REINFORCED IN THE LIGHT OF EXISTING CIRCUM

h
TH

Vel =
L W]

o
w) II

T

e |

"n‘tr i SHES ’

SEASON'S GREETINGS AND BEST

LAWRENC

ENDS

MARCH

MAN OF GU!

iR

£ HEADING TH
RASED ON

GRT CL IMATE

[l}. =

TO CUR FRIENDS DURI N

1S PROPOSED

WEIDENT ALL

NGDONG
AND HIS
E CHINES
PLICET TRUST.
EJUDICE

eTAMES
Re DiIUIED

Ci“

III
¥

ANY WAY @i

ALL OF US TO
FOR A

‘o> NEGDTHATIUIS

TEREST OF

ENA LiGhI

SHEK KOK.

S TO AVOID INTERFERE
QU 3
~
2

Jl\?r— 0 ;\ BFHTIS‘-\

THEIR VISIT T0

n

IT WILL MEAN
JEIEILILP(‘ 'i'{.._

ﬂ F. ; T ! L i‘t

ATIONAL

Al

NO CAKE

COPY OF YOUR LETTER
AT MY VIEWS, WHICH ARE
D AND HAVE BEEN

CES.

E-




HOFO @ik / ol

00 DO | ;gzg-ﬁﬁsmsv OLPOGH 7

i 9~ Y e

\ls #w;#"r’ s " ‘_ﬂv...uh-“"

—
00 F C O

GPS 30¢

CONF IDENT! AL | ?SIPQS

DESKBY 24092087 Gur & Youde e ¢ G‘zc:pdh;.cs'}g-_
FM B T C HONG KONG 2403472 DEC 81 e DOT (2) pe M0 S
70 IMMEDIATE DOI ' o

TELEGRAM NUMBER INDUS 192 OF 24 DECEMBER fC

INFO IMMEDIATE FCO

INFO SAVING PEKING

Mt PT
FOLLOMING 1S TEXT OF LETTER DATED 23 DECEMEER TO PRIME MINISTER:-
BEGINS
DEAR PRIME MINISTER,
FROM A RECENT ANNOUNCEMENT APPEARING IN THE
PRESS | WAS GLAD TO LEARN THAT THERE IS A POSSIBILITY GF YOUR
VISITING CHINA SOMETIME DURING 1982.
WITH THIS IN MIND, AND KKOWING YOU WILL BE PASSIKG THROUGH
HONG KONG, MAY | , AS CHAIRMAN OF CHINA LIGHT AND POWER CO LTD
(CLP), EXTEND TO YOU AN INVITATION TO INAUGURATE OUR NEW POWER
STATION AT TAP SHEK KOK WHILST YOU ARE IN THIS PART CF THE WORLD.
To CASTLE PEAK POWER COMPANY LTD (CAPCO), YOUR ACCEPTANCE
WOULD BT BOTH AN HONOUR AND A PLEASURE. WE ALSO BELIEVE THAT
COMING AT THE TIME OF YOUR VISIT TO CHINA 1T COULD DO MUCH TO
ENCOURAGE FURTHER PROJECTS WHICH WOULD BE OF BENEFIT TO BRITISH
INDUSTRY.
THE GUANGDONG POWER COMPANY (GPC) WILL SHORTLY BE SENDING
A DELEGATION TO THE UNITED KINGDOM TO VISIT THE GEC TURBINE
WORKS AT RUGBY. THIS, IN CONNECTION WITH THE PROJECTED NUCLEAR
POWER STATION FOR GUANGDONG PROVINCE.
OUR SENIOR EXECUTIVE, MR STOKES, WHO HAS BEEN VERY CLLSE TO
THIS PROJECT SINCE 1TS INCEPTION WILL BE ACCOMPANYING THEM.
¥R MANZIE OF YOUR DEPARTMENT OF INDUSTRY IS FULLY IN THE
PICTURE. HOWEVER, IN VIEW OF THE IMPORTANCE OF THE PROJECT TO

2
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MY INDUS 183 AND 189. PRIME MINISTER'S VISIT.
KADOORIE HAS JUST SENT ME LETTERS TQ THE PRIME MINISTER AND LORD
WEINSTOCK FOLLOWING THE DEVELOPMENTS ON THE GUANGDONG PROJECT
REPORTED IN MYTELS INDUS 187 AND 188. SEE MIFTS FOR TEXTS.
ORIGINALS PLUS A FURTHER PERSONAL LETTER TO THE PRIME MINISTER
EXTENDING THE INVITATION TO HER HUSBAND FOLLOW BY BAG LEAVING HERE
ON 28 DECEMBER ADDRESSED TO HAVELOCK.
o, YOU WILL NOTE THE FIRM RE-STATEMENT OF KADOORIE'S OPPOSITION
TO A UK/WESTINGHOUSE/BECHTEL NUCLEAR ISLARD,

MARCH
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FROM The Rt. Hon. the Lord Kadoorie, CBE, JP
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Hong Hong

December 23, 1981

The Rt. Hon. Mrs. Margaret Thatcher, MP
Prime Minister

10 Downing Street

London SW1

ENGLAND

Dear Mrs. Thatcher,

I have today sent you an official invitation to inaugurate
our new power station on your next visit to this part of the world.

Should you be able to accept, I should like to add a personal
invitation to your husband, as we would be delighted to show him
Hong Kong at this most interesting period in its historical development.

Needless to say, it would give us great pleasure if you are
both able to fit this into your busy schedules.

Sincerely yours,

Kadoorie




FROM The Rt, Hon the Lord Kadoorie, CBE, JP
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December 23, 1981

The Rt. Hon. Mrs. Margaret Thatcher, MP
Prime Minister

10 Downing Street

London SW 1

ENGLAND

Dear Prime Minister,

From a recent announcement appearing in the Press I was
glad to learn that there is a possibility of your visiting China sometime
during 1982,

With this in mind, and knowing you will be passing through Hong
Kong, may I, as Chairman of China Light & Power Co. Ltd. (CLP), extend
to you an invitation to inaugurate our new power station at Tap Shek Kok
whilst you are in this part of the world.

To Castle Peak Power Company Ltd. (CAPCO), your acceptance
would be both an honour and a pleasure. We also believe that coming
at the time of your wvisit to China it could do much to encourage further
projects which would be of benefit to British industry.

The Guangdong Power Company (GPC) will shortly be sending
a delegation to the United Kingdom to visit the GEC Turbine Works at
Rugby. This, in connection with the projected nuclear power station for
Guangdong Province.

Our senior executive, Mr. Stones, who has been very close to
this project since its inception will be accompanying them.

Mr. Manzie of your Department of Industry is fully in the picture.
However, in view of the importance of the project to Britain, if you could
spare the time for a brief interview, I believe it would be constructive
for you to see Mr. Stones and hear from him, first hand, of the very
sensitive relationship which has developed between CLP and the GPC
over the past eighteen months.

With Season's Greetings and all good wishes for 1982.

Yours sincerely,




!

01-211-6402

Rt Hon Patrick Jenkin MP

Secretary of State for Industry

Department of Industry

Ashdown House

123 Victoria Street

London SwWl 22 October 1981

B

GUANGDONG NUCLEAR POWER STATION

Thank you for copying to me your minute of 7 October to the
Prime Minister.
I am glad to see that increased emphasis will now be placed

on the UX/Westinghouse option and that my officials will
continue to be closely involved in developing policy on this

project.

(—

N

NIGEL LAWSON




12 October 1981

Guangdong Nuclear Power Station

The Prime Minister has seen and noted
your Secretary of State's minute of
7 October.

I am sending a copy of this letter
to John Kerr (HM Treasury), Brian Fall
(Foreign and Commonwealth Office), Julian

West (Department of Energy) and David Wright
(Cabinet Office).

‘V{ /'F Y

1. K."C. Ellison, Esq.,
Department of Industry.
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I have seen the record of your and Nigel Lawson's meg¥ing with Dr
Marshall of UKAEA, Mr Reinsch of Bechtel Corporationgnd Mr Stern
of Westinghouse. So far my Department has taken the lead on the
Guangdong nuclear project and I believe it would be appropriate
FE?'EHEh to continue to do so. My officials will continue to
consult their colleagues in the Department of Energy and in other

interested departments in the development of policy.

The charts presented by Mr Stern showing the possible amount of
work which might be done in the UK on the Guangdong nuclear
projects do not differ greatly from estimates which have been
made previously by my officials and those of the Department of
Energy and the UKAEA. There is no dispute that a UK/Westingﬁguse

package could provide greater industrial benefits to the UK than
a UK/Framatome package. When Ministers decided in February this
year to give greater emphasis to the UK Framatome option, while
keeping the Westinghouse option, a major factor was the view that
China was likely to place the reactor supply contract with
Framatome in fulfilment of a commitment to Giscard d'Estaing that

France would supply China's first two nuclear reactors. Another

factor was the continuing strong pressure from Lord Kadoorie for

a UK/Framatome package, at a time when negotiations on Castle

Peak 'B' were in their final stages.

Now that the contract for Castle Peak B has been placed in the

UK, officials will pursue with greater emphasis the UK/Westinghouse

option. However they will need to continue to bear in mind that

the final choice of reactor rests with the Chinese Government and

CONFIDENTIAL
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that they are likely to be heavily influenced by the financial

elements of any package deal.

The aim should be to put the UK into a position where we can

respond readily to a Chinese decision in favour of either

potential reactor supplier. GEC and Framatome have already
developed ideas on a collaborative tender but possible means of
working with Westinghouse are yet to be worked out. My officials
are accordingly arranging further talks with Westinghouse in the
near future and will involve other Departments and the AEA. I am
sending a copy of this letter to Geoffrey Howe, Peter Carrington,

Nigel Lawson and to Sir Robert Armstrong.

Y
TZ~October 1981

Department of Industry
Ashdown House

123 Vietoria Street

CONFIDENTIAL







10 DOWNING STREET

From the Private Secretary 30 July 1981

VISIT OF SIR LAWRENCE KADOORIE

I am afraid it will not be possible for
the Prime Minister to see Sir Lawrence Kadoorie
as she will not be in London between 4th and
17th August.

-y - '
CARULINE S1Ermcis

Mrs. Catherine Bell,
Department of Industry.




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-2123301
SWITCHBOARD 01-212 7676
Secretary of State for Industry 0 _
9% Juiy 1981
Caroline Stephens
Private Secretary to the
Prime Minister

10 Downing Street
London SW1

;Lbﬂ/' (& VOl N

VISIT OF SIR LAWRENCE KADOORIE

I am writing to let you know that Sir Lawrence Kadoorie, the
Chairman of the China Light and Power Company, will be visiting
the United Kingdom again from 4-17 August. He has asked whether
it would be possible for him to see the Prime Minister sometime
between 7 and 14 August.

2 Since his last visit and meeting with the Prime Minister on
30 July 1980, negotiations have been successfully concluded on
the Castle Peak B power station project and full commercial
contracts are expected to be signed on 27 August in Hong Kong.
Largely in recognition of his efforts to persuade China Light's
partner (a subsidiary of Exxon) to enter into negotiated
contracts with UK firms instead of using normal international
tendering procedures, Sir Lawrence was awarded a life peerage in
the recent Honours List (but he has not yet chosen his title).

3 A further meeting with the Prime Minister would enable Sir
Lawrence to explain to her the increasing likelihood of two joint
ventures with the Chinese being established and the effect that
this may have on future Hong Kong/China relations. The
Guangdong nuclear power project is a hydro-electric scheme which
would be sited in China and supply power to both China and Hong
Kong.

L The Foreign and Commonwealth Office have expressed their
support for this request for a meeting. I would be grateful if
you would let me know whether the Prime Minister wishes to see
Sir Lawrence.

\(ﬁ- vss Sin@rde

eAren—t |

— CATHERINE BELL
Private Secretary
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10 DOWNING STREET

28 April 1981
THE PRIME MINISTER

Dear Sir Lawrence,

Thank you very much for your letter of 1 April.

The agreement reached on the Castle Peak.B Station
was indeed marvellous news, and I was delighted that it
proved possible to bring the long and difficult
negotiations to a successful conclusion. We very
much hope that the Castle Peak B orders may pave the
way, as you suggest, towards a joint venture for the

Guangdong nuclear project.

All good wishes and many thanks for the vital part

you have played in all these matters.

Yours sincerely,

(sgd) MT

Sir Lawrence Kadoorie,
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE 37
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3301
SWITCHBOARD 01-212 7676

Secretary of State for Industry

2%napri1 1981

Tim Lankester Esg GVVM;‘ ﬂm;:ggl:/-

Private Secretary to the

Prime Minister )
10 Downing Street I}qw*k/ AT
London SWl

Czbanf- [/ m /

Thank you for your letter of Lé/April seeking a response that the
Prime Minister might send to Sir Lawrence Kadoorie in answer to
his letter of ¥ April. I attach a draft reply.

2 The background is I think well known. China Light and Power
and their Associates, Esso Eastern (part of the Exxon
Corporation) have now signed letters of intent with GEC for the
Castle Peak 'B' power station in Hong Kong with a value to UK
industry of at least £550m. Contracts should be signed by

1 August and the project is the largest power plant order ever
secured by the UK.

3 CLP are continuing to discuss with the Guangdong Power
Company the possibility of a Jjoint venture nuclear power station.
The feasibility report for this is currently being discussed in
Peking and the Foreign Secretary during his recent visit
emphasised the UK's interest in participating in the project
stressing the significance of the Hong Kong connection.

Ministers have approved the exploration of an Anglo/French option
and this is still being pursued.

Y Sir Lawrence Kadoorie will be visiting the UK later this
year. He has seen the Prime Minister on previous occasions and
if this were possible again, depending of course on the

Prime Minister's programme, then she might mention this in her
reply.

\»‘
Jovvs 20"

KAV ©

~CATHERINE BELL
Private Secretary




DRAFT LETTER FOR PS/PRIME MINISTER TO SEND TO /
.'

Chairman

China Light and Power Co Ltd !
St George's Building 1
Ice House Street

Hong Kong

Sir Lawrence Kadoorie /

pt~
Thank yghtfor your letter of 1 April. ﬂ The dgreement reached on
e 2 N AL

the Castle Peak B Station 4+ indeed extETTEﬂ%{news}aﬁﬁ_a_gf;ac‘

dem ation © e c i he—eempebtitiveness

ofBritish industry It is also further pr¢of of the special

relationship that exists betweenm thinma—tLightiendPewery—Lthe Exxon

Corporation and the United¥ingdem. Lhe de Plnpmenx_@£L£nMHLﬁh

closer ties—between the UK, Hong Kong and the Peoples Republic of

China is also an objective to which we are bpth committed.

I hopa.t e 8 € to mee




April 1981
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APTril.

Ian Ellison, Esq.,
Department of Industry.




10 DOWNING STREET

From the Private Secretary 10 April 1981

I am writing to acknowledge your letter
of 1 April which we have only received today.
I will of course place this before the

Prime Minister at once,.

Sir Lawrence Kadoorie, C.B.E., 3B




10 DOWNING STREET

PRIME MINISTER

I will pass this letter

from Lawrence Kadoorie to

the Department of Industry
for adraft: I think you
willowish to send a short

10 April 1981
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April 1, 1981

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

10 Downing Street

London S.W. 1

ENGLAND

Dear Prime Minister,

It gives me great pleasure to be able once again to report
the satisfactory conclusion of arduous and difficult negotiations
which have involved your Government, the Hong Kong Government,
Exxon and China Light & Power Co. Ltd.

Our negotiations which, over the past three years, have
resulted in orders worth more than E1,000 million being placed in the
United Kingdom, reflect great credit on all concerned and, in particular,
Mr. A.G. Manzie, who led the team from your Department of Industry and
Mr. W.F. Stones, leader of our China Light & Power team.

Thank you for your personal interest and assistance which
have been invaluable throughout. We were delighted to have had
Lord Carrington and his party present at the new Power Station site
on the day of announcement.

With the completion of the recent study we have carried out
together with the Guangdong Power Company on the feasibility of
building a nuclear power station in Guangdong Province, I believe that
with careful handling the orders to which I have referred above can be
regarded as a further step towards the accomplishment of what may
be described as the world's greatest joint venture i.e. the future
relationship between the United Kingdom, Hong Kong and China,

With best wishes,

Sincerely yours,

Lawrence Kadoorie
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10 DOWNING STREET |V

PRIME MINISTER

Confirmation from Sir Keith,

that barring a last minute hitch,

we have won the Castle Peak B

contract without the additional
concessions which were agreed
at the last meeting of EX
Committee. The contract still
has to be endorsed by the Esso

Eastern Board; until it has

been, no announcement can be

made. It is hoped that tﬁé
contract can be announced on
30 March when Lord Carrington
will bé-GEQiting Hong Kong.

_H“\._

T.P. Lankester

24 March 1981
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PRTME MINISTER

HONG KONG: CASTEE PEAK B POWER STATION

I am very glad to report that the negotiations in Hong Kong
have gone well and that the negotiating committee whth conducted
the discussions oh behalf of China Light and Power (CLP) and
their partners, EEE? Eastegn, hes recommended to the respective
Boards that the UK offer should be accepted. Final clearance
may take a few dgys, but Esso hope Board approval will be given
by 27 March which would allow a Letter of Intent to be signed

before the end of the month.

During the discussion, CLP again showed the tough bargaining
attitude experienced during the previous negotiations for the
Castle Peak A Station and Transmission contracts. They were

assisted on this occasion by two teams of international consultants

(from the USA and Switzerland) and they queried the UK prices

e ————

for a large number of items whose combined value amounted to over

60% of the total. The equipment suppliers were forced to make a

number of price adjustments and in all a price reduction of about

—— e T
£28 million was agreed. Most of the reductions were made by

Babcock Power because the GEC Turbine Generators' prices were,

according to the consultants, much more competitive.

——
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From the Government side the only concessions made were those

agreed by Ministers in respect of consultancy services (these

R S—

will now cost sbout £13.5 million which is well below the limit

of £0 million agreed at the meeting of EX on 21 January) and the
reduction of Cost Escalation premium to 1%. Capitalisation of

interest which was agreed at EX on 9 March was not offered.

When informing the UK team of their decision to accept the offer,
the CLP/Esso negotiators stressed that they would be severely
embarrassed if any premature disclosure took place before Board
approval was obtained. It has therefore been agreed with them

that publicity arrangements should be carefully coordinated. This
is the laxrgest export order for power generating equipment that

UK firms have ever won (about £550 million and likely to reach

over £00 million with variations), and will provide over 34,000
man years of employment, +the majority of which are in the assisted
areas. I have no doubt that we should ensure the maximum publicity
is given to this achievement. We shall be considering further

how this can best be done in consultation with the companies, CLP
and Esso Eastern. But the most likely timing is an announcement on
20 Ilarch simulteneously here in London and in Hong Kong, where

Peter Carrington will be visiting the Castle Peak site on that day.

I am copying this letter to Members of EX Committee, George Younger,

Humphrey Atkins, and Sir Robert Armstrong.

Department of Industry
2% March 1981







PRIME MINISTER

Castle Peak B

Kenneth Baker told you that we have won

the Castle Peak B order. This was news to

P

Uuss However, I have now spoken to the
TPepartment of Industry who tell me that the

order appears to have been won without the

further concessions that were agreed could

be given at the last meeting of EX. The

Départment and the companies don't yet have
_—

absolutely firm confirmation that the order

has been secured; therefg}e, nothing

should be said about it for the time being.

-_— —

Keith Joseph will be minuting you
reporting the outcome of the negotiations

on Monday.

20 March, 1981.
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At EX on Monday (EX(81)2nd) Cecil Parkinson and I were invited 23

to reconsider the case for any further subsidy measures beyond

the capitalisation of interest agreed at_%he meeting.“We were
invited to consult the Chairman of GEC with a view to persuading

GEC to finance any further concession on the price offered.

2 Officials here have talked to GEC, and in addition to

Babcocks since the latter are in fact responsible for more

than 50% of the total contract price. Officials have also

kept in continuing touch with the negotiations in Hong Kong.

5 Briefly, the negotiations in Hong Kong have concentrated
upon the hardware prices: the CLP/Exxon side, advised by an

American consultant, have challenged more than 60% of the price

items. Between them the British companies have conceded more

than £20 million to keep within the range of what CLP/Exxon
#
argue as internationally competitive. ©So far, therefore, the

contract prices appear to be moving towards agreement, though

further pressures from the customer cannot be ruled out.

Negotiations on the financing terms are under way.

CONFIDENTTAL
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7t In officials' discussions with GEC and Babcocks the
companies have pointed out that ECGD's Cost Escalation Scheme
was drawn up in such a wgy as to provide an incentive to

companies using the Scheme to control their costs by requiring

them to meet 10% of the total cost of increases above the

threshold. At a threshold of 7%, with inflation at 11%, the
ﬂ_#

company's contribution over the whole order would be some

£15 million. In the course of undertaking a hardware cost-cutting
exercise, with possibly further demands from the customer to

come, the companies were understandably reluctant to take on
further liabilities, which would not arise if the hardware

negotiations broke down. This seems a not unreasonable approach

given the state of the negotiations.

5 CILP/Exxon have not intimated formally that they wish to

question the Cost Escalation threshold. Obviously, until they
do, the question of adjusting the threshold from 7% to 5%, at
a net present value cost to the Government of &16 million, does

not arise. From the outset it was envisaged that no concession

would be made until demonstrably necessary.

6 In view of the concern of colleagues, our negotiators in
Hong Kong will make no move on the Cost Escalation threshold

issue. If it becomes crucial our negotiators are reasonably

CONFIDENTTAL
2
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sure that they could hold a final decision until Ministers can

—

be contacted. If the issue does become crucial I ghall

press the companies again. For the moment, therefore, I would
not press this, though I would wish to keep open the alternative
of returning to colleagues if the threshold issue becomes the
lynchpin for securing the order and if I cannot persuade the

companies to bridge the entire gap or most of it.

= The project remains of great industrial importance, with
implications ranging far wider than Hong Kong itself; it would
preserve good quality employment in the areas of highest
unemployment in the United Kingdom; and its failure would have
serious implications for the prospects of British industry in

Hong Kong, an aspect particularly stressed by Sir Murray Macclehose
when he called on me yesterday. I very much appreciate the

readiness of colleagues to accept the capitalisation of interest.

I am copying this to Members of EX and to Sir Robert Armstrong.

{ Ararwe &U

?F K J

12 March 1981
(Approved by the
Secretary of State and

CONFIDENTIAL signed in his absence)
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Ref: A04423

CONFIDENTIAL

PRIME MINISTER

Castle Peak B Power Station, Hong Kong

BACKGROUND

At their meeting on 21st January the Committee approved a package of
assistance, recommended by the Secretary of State for Industry in EX(81) 1, to
enable United Kingdom industry to submit proposals for this contract without
competing in international tender (EX(81) lst Meeting). The main features of
the assistance were support from Department of Industry funds of up to
£20 million spread over the period 1981=1991 for consultancy services; and
charging 1 per cent, rather than the standard 2 per cent, for the ECGD's Cost
Escalation ' premium, ata cost of £17.5 million over the same period, and
recognising that further flexibility and a reduction in the premium might be
necessary to secure the contract,

2, In his letter of 2nd March to the Chancellor of the Exchequer, the
Minister of State, Department of Trade, Mr. Parkinson, recommended two
further specific concessions in the light of the negotiating position now reached:=

(i) That the ECGD should accept liability under their cost escalation

scheme of the amount of annual cost increase incurred above a

threshold of 5 per cent rather than the standard 7 per cent,

(ii) The offer, if necessary, of some measure of interest capitalisa-

tion so that interest due in the pre~commissioning period could
be deferred, but not waived,
Mr. Parkinson proposes that the cost escalation concession should not be
revealed to Parliament or to the European Commission.
s These concessions are supported by the Secretary of State for Industry,
in his letter of 5th March to the Chancellor of the Exchequer, and by the Foreign

and Commonwealth Secretary in his minute of 6th March to the Chancel lor.
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4, The Chancellor of the Exchequer, however, in his letter of 6th March to
the Secretary of State for Trade argues against reducing the cost escalation
scheme threshold, although he is prepared to agree to interest capitalisation if
this is judged essential to secure the contract, Mr, Ibbs, in his minute of
5th March to Mr, Lankester, has set out the CPRS's doubts on the degree of
subsidy now proposed.

5. The note by Department of Industry officials, annexed to Mr. Parkinson's
letter of 2Znd March, purports to set out the facts on the subsidy, I understand
that it is not, however, accepted by the Treasury. On their arithmetic the
total subsidy before the present proposals were put forward represented
44 per cent of the total costs of the project - for the basic interest subsidy
common to all ECGD support, for the costs of the cost escalation arrangements
at a premium of 1 rather than 2 per cent, and for the costs of financing the
consultancy services. The percentage for the subsidy goes up to 56 per cent
on their calculations if allowance is now made for a cost escalation threshold of
5 per cent and for the extra interest subsidy involved in the capitalisation
proposals. 56 per cent compares with the normal subsidy on ECGD schemes
of around 35 ~ 40 per cent,

6. There is little doubt that the degree of subsidy is high but in considering
it the Committee will wish to bear the following points in mind:«

(1) The consultancy services will be financed from the
Department of Industry's present public expenditure
allocation,

(ii) While capitalisation of interest is not always allowed, i
is frequently used by ECGD and by our competitors.

(iii) Apart from the cost escalation concessions, ECGD's support
will be on orthodox terms - they expect to negotiate

adequate security for the loans, and the interest rate of

8% per cent and the ctredit period of 12 years from

commissioning are both in line with OECD consensus
arrangements; and
(iv) the costs of the ECGD concessions in the present public

expenditure period will be negligible,

o R
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7. You will recall from the discussion of EX(81) 1 that the contract was
thought to offer a chance of a major boost for our power plant industry and to
be highly attractive:=

(i) It would be the largest power plant export order ever won
by the United Kingdom,

(ii) In addition to GEC and Babcock, a good number of sub-
contractors would benefit - see the list at Annex F of
EX(81) 1,

There would be about 34, 000 man years of work for United
Kingdom firms from 1981 to 1989 with 68 per cent of this
in Assisted Areas, and significant benefits for the Glasgow
area and Larne in Northern Ireland - see Annex G of
EX(81) 1 for details,

It could boost the United Kingdom's chances for further
major orders in Hong Kong and the Far East - Department
of Industry officials judge that, if GEC fail to get Castle
Peak B, the Chinese will rule them out of the Guang@ong
project; see also the Foreign Secretary's minute of 6th March,

HANDLING

8. You will wish to ask Mr, Parkinson and the Secretary of State for

Industry to make the case for the proposed concessions and to advise on the

state of the negotiations. The Chief Secretary and Mr. Ibbs will then wish to

elaborate on their doubts on the degree of subsidy which would be involved if

the concessions were made in full, The Lord Privy Seal will want to comment

on the wider implications of securing this order,

9. Subject to what Mr, Parkinsent and the Secretary of State for Industry
say, it seems that the negotiators who are now in Hong Kong need firm instruc=
tions this week, If this is right, you will need to confirm at the meeting that

it is agreed that they can offer interest capitalisation if necessary and whether

they can also offer reduction in the cost of escalation threshold to 5 per cent,

s
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10, If the concessions are to be made you will wish to decide whether
Parliament should be informed., The formal position on the previously
proposed package was that unless the assistance is notified to, and cleared
with, the European Commission it would be contrary to Community Law, At
their last meeting the Committee did not, however, dissent from the Secretary
of State for Industry's view that the Commission should not be informed of the
assistance either now or later, and that Parliament should not be notified of it
when the project was announced. While there are obvious risks in this it seems
a necessary procedure to ensure that Commission delay and intervention does
not mean the United Kingdom losing the contract; and it is the procedure
followed by the last Government for Castle Peak A.

11. Whatever the Committee's decision on these proposals, you may also
wish to endorse Mr, Ibbs's recommendation -~ paragraph 4 of his minute of
5th March to Mr. Lankester ~ that future cases should be presented against the
background of broad and agreed criteria.

CONCLUSIONS

12, In the light of the discussion you will wish to record conclusions -

(i) confirming whether the negotiators may offer capitalisation
of interest if necessary;
(ii) ruling on whether they may offer a reduction in the cost
escalation threshold from 7 per cent to 5 per cent;
(iii) on whether Parliament should be informed of some, or all,
of the arrangements;
(iv) on any more general conclusions on the criteria to be adopted

for future cases.

(Peter Le Cheminant)

9th March 1981
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FCS/81/33 IV‘(

CHANCELLOR OF THE EXCHEQUER

di I have seen Cecil Parkinson's letter of 2 March
(supported by Keith Joseph in his letter of 5 March) seeking
agreement for a reduction in the threshold of the ECGD Cost
Escalation Cover Scheme for the Castle Peak 'B' project in

Hong Kong from the normal 7% to 5% per annum,

& I fully support this proposal on the grounds that the

order, if secured, would make a sizeable contribution to

St
promoting British commercial interests in Hong Kong and in the

Far East generally. Moreover, I share the Governor's wish

To see GEC win this contract for wider political reasons.

Deep concern at the charging of full-cost fees for overseas
students and the proposals in the British Nationality Bill
have led to accusations in Hong Kong that the United Kingdom

is less interested in the Territory. Success in winning

—————————
this order by HMG making the financial terms as flexible as

possible would be an indication that we are committed to
- - - S - - - - -
maintaining our economic and political involvement in Hong

Kong.
n—

3. There are also strong trade promotion reasons for

supporting the bid for this order. UK firms will wish to

compete for several major projects in Hong Kong, including

the extension of the Mass Transit Railway and the construction

of a new international airport. The prestige for Britain

in securing the Castle Peak 'B' order would greatly aid their
efforts., Moreover, the Hong Kong market acts as a 'shop

/window'
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window' for the rest of the region, especially China. If

we are tb win orders in these markets we must show ourselves
to be competitive in Hong Kong. This is especially valid

for the Guangdong Nuclear Power Station project, for which
we must maintain the goodwill of the China Light and Power

Company and its Chairman, Sir Lawrence Kadoorie. It is due

to his efforts that GEC received the offer ofﬁéqupsive

ey

negotiation for the Castle Peak 'B' contract. Failure on

our part to provide attractive financial terms for Castle

Peak 'B' could sour him in relation to the Guangdong

Project.
S

4, I am copying this letter to the other members of the
EX Committee and to Sir Robert Armstrong,

(CARRINGTON)

Foreign and Commonwealth Office
6 March 1981

CONFIDENTIAL







Treasury Chambers, Parliament Street, SWIP
01-233 3000
6 March 1981

The Rt. Hon. John Biffen MP
Secretary of State for Trade

faos feeeking of Sl

CASTLE PEAK "B" POWER STATION PROJECT

Thank you for your letter of 2 March, in which you seek my

agreement to twa_further concessions in the terms o

support for this contract.

e v i i by S

I recognise that Keith Joseph's paper for EX noted that

further flexibility might be necessary to secure this

business. But the concessions you propose would in fact, on

the normal market related method of calculating subsidy costs,

be more expensive than those we agreed at EX. I am already

concerned about the level of subsidy in this case and to be

faced with a further significant addition is very worrying.
CE;___HDWBVBP, I a repared to agree interest capitalisatigp, if

~ this 18 juHE%%EEEEEF?TET_?E-EEDure The contract. BUt 1 do

not think we should alter the normal 7 per cent threshold for

é gost escalation cover, which is a key element in the terms

of the scheme.

While I recognise the importance of this contract, I

ﬂ doubt whether the further increase in the already very high
level of subsidy which would be involved if this concession
were agreed could gasily be defencded. As you acknowledge,
the total subsidy could then amount to £180 million or 56 per
cent of UK content in NPV terms. In this context, I am also
doubtful about the propriety of not informing Parliament of
such a significant change in the terms of the scheme. I do
not think we should necessarily be guided by tne actions of

our predecessors on Castle Peak "A".
88228 ToaR 0

Apart from the direct public expenditure costs involved,

I am also worried about the repercussions of a concession in
this case. I am not convinced by your argument that it

would be possible to prevent this constituting a precedent;
indeed all the signs are that NEI and other companies engaged
in large project business will be quick to press for similar

/concessions.
..-—-"-'-___—'_. j




concessions. The danger is of a very significant relaxation
in the terms of the scheme which would involve a substantial
and continuing burden on public expenditure.

I am copying this letter to the recipients of yours.

\/, 3 gt
/U.JA) &1'-'\{_.. 'T-_ij |
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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

5 March 1981

The Rt Hon Sir Geoffrey Howe
Chancellor of the Exchequer
Treasury Cnambers
Parliament Street
London SW1P 3%AG

i Loty

CASTLE PEAK "B" POWER STATION PROJECT

Cecil Parkinson's letter to you of Z/Earch sets out proposals
developed Jjointly by officials from his and my Departments

and ECGD to meet the pressures that are going to be confronted
by our officials in the final negotiations for the "B" Station
contract.

I share worries about the costs of supporting these large
overseas projects. On the other hand a large part ol The
expenditure implications, particularly on the export credit
interest make-up, stems from the legvel of interest rates and
the comparative figures for lower inflation and interest rates
illustrate clearly the impact of our present high rates.

This is an extremely important order from many standpoints and
I go along with Cecil Parkinson's view that we should be ready
to make these additional concessions if necessary to secure
this order. '

I am copying this letter to Cecil Parkinson, other members of
the EX Committee and to Sir Robert Armstrong.

g
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Pl T s

1. When this project was discussed at EX Committee on 21 Januéry,

the cost of Government support appeared to be worth around one~third

H___ﬁ
of the UK element of the contract. I sent Yyou a minute expressing 973

my concern in general about such high levels of subsidy, though in
the special circumstances of Hong Kong I was preparea—to accept ‘that
this power station order scraped through.

2. EX Committee were warned that the one=third may in the end, however,
not be enough of an inducement for the Hong Kong utility to place

the order with the_yg: Now Cecil Parkinson in his letter to the
Chancellor dated 2 March is proposing that our negotiators currently

in Hong Kong shouiE-;: allowed to concede a support level of over
one-half, In fact, on the Treasury's agreed net present value basis
—

of calculation, the proposed support of around £180 million would
represent 56% of the £320 million that the contract is worth to the UK,

e

3+ A subsidy of over 50% does appear to exceed normal commercial
Rrudence, If it were to be justified, one would need very clear
evidence of (a) the true importance of the order to the power plant
1nduatry. and (b) the value of retaining our position 1n-;£;_ﬁ;;E_EBng
market (1.e. the volume of future business likely to arise and the size

of subsidies then likely to be extracted)., I am not satisfied that such

Judgements are possible on the evidence at present available. I suggest
that those concerned should be asked to give as clear answers as possible
to these questions before a decision is taken,

1
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L, If requests for subsidies of this magnitude are going to

continue to come forward it would be as well to have a clear understanding

of the justification in each case. To achieve this a set of broad

criteria would be helpful: there are such criteria for inward

S Gaaie® ST
investment, where the level of assistance is much lower than that

propose& for this export contract. Questions to be answered would include
(a) what is the export trade significance and is this being properly

measured in current conditions where the balance of payments is far

less of a consideration than it used to be, (b) what is the industrial
justification and is an export subsidy the most effective way of spending
-

money to assist the industry, and (c) is the subsidy conferring an

undue benefit on a\ffreign economy and would it be better for the

whole of any assistance to be deployed within the UK?
—nnz:___-?_

D I am sending a copy of this to Private Secretaries of members of

EX Committee and to Sir Robert Armstrong.

b
"

\

\J/
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From the
Minister for Trade

The Rt Hon Sir Geo
Chancellor of the
Treasury Chambers
Parliament Street
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CASTLE PEAK "B" POWER STATION PROJECT

You will recall that EX Committee met on 21 -January to consider
the provision of Government support for GEC's attempt to negotiate
a2 contract for this project. The Committee approved the roj

in paragraph 6 of Keith Joseph's paper (EX(81)1), one of which
read as follows:

"The halving of the ECGD Cost Escalat
from about £35m to £17.5m, recognisi

tion ]

ng tha

flexibility and a reduction in premium m

necessary to secure the contract (this concession
L

ey
ay D

would be in addition to the normal assistan
provided to the contract by ECGD)."

being

in accordance with this decision my officials and Keith Joseph's

have been considering what measures are necessary to_enable GEC

o offer a fully compgfifive price. Following representations by

the company, DOI officials have produced a paomr (attached) suggesting
that the threshold for CEC cover shouldbe5%pa rather than the normal
threshold of /% pa. aur&“mh-gwu

I consider that in +hu circumstai.ces of
such a Conﬁ“ff1ﬁ“ WO i be both Q:Tﬁﬂc‘b-“
decision of EX mmitt A similar

that this CODCdSS‘

7\ hot to be regarded as
We also have to consider .whether Parliament shculd be
this concession. Parliament has been told that the

is 7% pa; but when our nredecessors made a similar
the "A" station, to that which I now propose they took

-] -




CONFIDENTIAL

-2 -

formal notification to Parliament was unnecessary. I propose
to follow this precedent, which would have the advantage of
attracting gratuitous criticism from the Commission.

If GEC are to be able to offer a fully competitive packag
think we shall also need to offer some measure of i 5 1
apitalisation. This technique is widely used by ECGD
UK _exporters to offer the most attractive bids, and
interest due in ithe pre~commissioning period to be def
repaid together with and over the same period as
repayments. Other credit insurers also use this
we understand that some of them have alreadv indicat
customers that they are willing to offer not only

capitalisation but also other features which we wou

matching if the project were to go to international Lcné
instance, both France and Japan are likely to offer to ¢ ]
progress rwvwaﬁtghaurinq the ranufactu*inq Dorirﬁ. T“@ Jg;au;r

power vtaLLCH crdc* in Hong hong because of the wider effect

it would bring for their prestige in Southern Asia. Egually, the
UK industry claims that its vprospects would be severely damaged in
this area if this order were lost. It is significant that the
Japanese success in winning the (smaller) order for the Hong Kong
Electric station, like the British success in winning tle Mass
Transit contract, depended at least in part on a concecsion of

the sort I propose.

I would not, however, propose that KECGD should take the initiative

in conccdmn; capita?isat n of interest; simply that they should

be authorised to offer it should it be judged necessary to the
success of the JK bid, Moreover, 1 propose that the ECGD team

should seek to limit interest capitalisation so far as possible;

it might not be necessary for the whole of the pre-commissioning
interest to be capitalised, and I would propcse to leave this questio
of degree to the judgement of thn ECGD team on the spot.
Capitalisation would not constitute a direct charge to ECGD's trading
account, although the potential liability would be incre

2

recognition of which an increased premium would be

It is difficult to estimate the overall cost of Government s

on the basis I propose, given the long manufacturing rer

periods involved. Losses on CEC will depend on the Tc

inflation prcf:ilinq ”uring the manufacture of the

extends to 198 The st of interest support will der )

level of 5537?-Ecru 1nterort rates prevailing throughout the rest

of the century, when the final loan repayment is received. One

can start from the basis of the currept long tovw sterling market
*interest rate of 14%. Since this rate is conventio: 1ally held to yiel
a 37 real rate of return» one can cdeduce from this a market expectatic
of lon) term inflation averaging 11% On this basis the overall
cost of the proposed support for thnd project would be about £180m
(NPV) , representing rather over 50% of the NPV of the UKelement

of the contract. Alternatively one can argue that the market's

oC, .
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perception of future inflation fails to take adequate account of
the success of our economic strategy. If, for example, long term
inflation were to come out at only 7% pa and, consisten I

an average, interest rates were to average 10%, then

would reduce to £64m, representing under 20% of the

contract.

These figures are comparable with those for many projects in
developing countries, where the Aid and Trade Provision is
as well as normal ECGD support.

1o UoCdd

above.Since the negotiator in Hong Kong will be pressed to indicate
the final proposals in the very near future with a view y
reading a "yes" or "no" decision by the end of next
be grateful for a very early response. I am copying
to the other members of EX Committee and to Si ]

I hope you will be able to agree to cover on the terms I ose

i (4
o D -

CECIL PARKINSON

Approved by the Minister
but signed in his absence.

CONFIDENTIAL




CONFIDENTTAL

CASTLE PEAX "F POWER - STATION PROJECT

LNl

AT T
I:lLI VUL

=

roved the proposals in the Secretary of State

Industry's Memorandum EX1 (1) that support should be made available

to help UK industry on this project by way of: -
rayment for certain consultancy services;
a halving of the Cost Escalation Premium
"recognising that further flexibility and a
reduction in premium may be necessary to secure
the contract",

It has now become apparent since the UK's offer was submitted last

month that the client's evaluation is not confined to a comparison

—

of base prices,

GEC were requested to offer a fixed price and a variable price subject to
escalation and even with the support offered by the Cost Escalation Cover

Scheme (CEC) the inflation applicable to Unit 4 ‘o be borne by the client

exceeds 56%, Tt is substantially higher than the client would experience
—

were he to buy plant from our major competitors. Unless the support given
o

under the CEC can be altered the UK offer for this prestige £550M project

aper considers the options available,

POOAT ATTAM
‘La_-f..) T 2L LAY

'he CEC Scheme was introdu in 1975 with the objective

m

ine scneme

amount

_————
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The scheme also assumes that the escalation takes place over the
full period of manufacture which in this case equates approximately to 22.2%
over 38 months for Unit 1. The mean point of manufacture is nevertheless
about two-thirdsalong the manufacturing cycle and the 22.2% escalation
effectively has to be achieved over 26.3 months before ECGD have a liability.
With a 1% per annum premium to ECGD the annual inflation would have to

exceed the following before the 7% threshold came in to play: -

Unit 1
Unit 2
Unit 3

Unit 4 9.1% p.a.

By comparison during the past 3% years annual inflation in competitor countries

“—

|
has moved as follows: -

e — ]

Japan (Mitsubishi) 6.6%

Switzerland
(Brown Boveri) 3.2%

Germany (XWU)
In France (

scheme exists wi

some relief against exchange rate fluctuations.

REDUCATIONS IN THE THRESHQOLD

While the CEC scheme aims to maintain the competitiveness of
L

major UK manufacturing exports, it cannot achieve that with a 7% threshold.

To reduce the cost increases borne by the client towards the levels of

our competitors would however require a threshold of about 3-i%. This would
- _—mm

be prohibitively expensive and an obvious subsidy.

CONFIDENTIAL
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An alternative approach is LCCe 12t the CEC scheme ¢
aims to minimise the risks associated with uncertain future
that otherwise have to be taken account of in the contractors fixed price.
The contractor has limited influence over national inflation rates and if
he reduced his fixed price in line with official inflation assumptions
and the CEC threshold wes set accordingly then there would:-only be a public
expenditure liability if the actual inflation rose above the ofricial estis
On the basis of Treasury forecasts of future rates
PESC period, carried forward at the 1983 4 6% level through the balance of the
manufacturing period then the threshold could be set at 5% providing for a

= 1

Unit 1 8.51%
Unit 2 7.69%
3 7.02%
3 6.80%
5 premium assumed throughout)
The net
Premium Level | Outturn Cost NPV *

Survey
Prices

F 19
50 30
(£m) over the PESC period veould be:
¢98 '38
7.19 5:29

* NPV Survey Prices a iturn prices deflated to 1980/21 values on the basi
of I‘CCJ""‘O cal Of' inflation assumpt P r/('u. ] are outturn p?'..' =h i

to 10°O/51 values using th 'N discount f&cbo“ as for the Export

Exercise (notificatio: nisters of estimated cost to the publi

of ECGD support ge P
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llustration purposes

X

Premium Level Outturn Cost NPV
survey
Prices

18 9

s 20

Alternatively it could be argued that contrary to Governme

reduction in inflation will not be sustained. If inflati

period,the costs (£M) could be as follows: -

Threshold Premium Level Outturn Cost

LA

&%
0%

On the Castle Peak "A" Station ECGD effectively me

ent policy,

28
39

18
30

inflation

up to 4% and over ?ﬁ witt GEC bea rlro the inflation betweeb

Lne

ion were to ris

from 6% in 1983/4 to 7% in 1984/5 and &% thereafter through

4-7%. The

lowering of the threshold would have a si imilar effect to
the "A" Station where the

iere the client 3 h that a subvention was offer

1
acne

Se

the manufacturi

on

ed
ed,

total estimated cost if net claims on the "A" Station are pro jected to te

30w at cutturn prices on a contract value of £350M. The
threghold on a "BY

and £501 at outturn
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CONCLUSION

The UK
the proposals

competitive

improvement

taking account

To lower the

CONFIDENTIAL

. . ; n
be hard-press t ony > ne Lien that

II-B‘I

team will

lodged for the Castle Power S 1 are internationally

yriced currently offered. Unless is somne

tion Cover support the escalated prices,

will be seen to be even less competitive

-~ =
01

1d to 5% to reflect government expectations

result in any
“B" Station ti

RF\CO Trp‘\rﬁ‘\ A r-\--r\ \

years, would enable the UX escalated

the cost of failure to ¢

c¢lient or the contractor. Such an

er pro;ortional call on the public purse

wan it did for the "A" Station.

Department

thrcshold of

the Cost Escalation Cover

of Industry officials accordingly recomment that the

T

Scheme be reduced from 7% to 5% in

view of the cons

" " Q 4 . -
B" Station project a

Peak

a4 precedent.

siderable national importance of securing the

and on the basis that this conce
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Foreign and Commonwealth Office

London SW1

25 February 1981

Z,,___//é,u“k,

GUANGDONG NUCLEAR POWER STATION
Thank yvou for your letter of Qé February.

I doubt whether the Chinese will take early decisions on the
Guangdong project. But I remain convinced that our best chance

of securing a significant share of the business for UK industry if

it goes ahead lies in cooperation with the French. I also attach
very great importance to following the advice of Sir L Kadoorie at

a time when, as you point out, the negotiations over the Castle

Peak 'B' contract have reached a crucial stage. I therefore agree
that GEC should be authorised to conclude an agreement with Framatome
on the conditions mentioned in your letter. As you say, if the
Chinese reject an Anglo-French package, GEC and other British firms

would not be precluded from seeking other partners.

I am copying this letter to the Prime Minister, Geoffrey Howe, John

Biffen and David Howell.

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

123 Victoria Street

London SW1

CONFIDENTIAL
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-~

your letter of

You will recall that in my letter ofgﬁ/ﬁanuary I argued for
teeping open the option of collabora ing with Westinghouse.

I am now persuaded that it is in the UK's interest for GEC
now to conclude an exclusive agreement with Framatone in
order that the negotiations over the Castle Peak 'B' contract
are not prejudiced,

to purchase a reactor from Westinghouse and that this outcome
could present valuable opportunities to UK industry. I think
that it is important therefore that the Nuclear Industry

should not be impeded in pursuing possible collaboration with
Westinghouse on this project and I welcome the provisos

which you included in your letter. I hope that the Embassy

in Peking will be active in monitoring the development of
Chinese thinking about the project in order that UK industry
may have the best chance to maximise business with Westinghouse

if they become the chosen reactor vendor,

I note that there is no evidence that China has decided not

I am copying this letter to

D A R HOWELL







10 DOWNING STREET

rom the Private Secretary -
KRN Ereceun 25 February, 1981.

Guangdong Nuclear Power Station

The Prime Minister has seen a copy of the
Secretary of State for Industry's letter of
23 February to the Foreign and Commonwealth -
Secretary, about co-operation with the French
on the Guangdong Nuclear Project. She has
taken note of the proposal in the final
paragraph of the letter.

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

I.K.C. Ellison, Esq.,
Department of Industry.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3301
SWITCHBOARD 01-212 7676
Secretary of State for Industry

22 February 1981

The Rt Hon The Lord Carington KCMG MC
Secretary of State for Foreign and
Commonwealth Affairs

Egigégn Eﬁ% Commonwezalth Offﬁfe /ZwuﬁEd

A’ Loy ébilﬂﬂhj Qm tobiirid ™
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GUANGDONG NUCLEAR POWER STATION =

Following my letter to you of 19 Degember 1980, we agreed to
sound out officially the French atfitude to a joint approach
on the Gu-ngdong nuclear power station project, while keeping
open the door to partnership with Westinghouse of America.

Accordingly, officials from the Departments of Industry, Trade,
Energy and the FCO met French officials in Paris on 9 February.
The French recognised the significance of the Hong Kong connection
and agreed, in principle, to the conclusion of commercial arrange-
ments under which Framatone would supply the nuclear island and
GEC the conventional island, including turbine generators. The
French were prepared to consider some cross sub-contracting for
equipment for the two islands but they strongly resisted any

UK share in the fuel supply, on the grounds that this was tied

to the responsibilities and obligations of the nuclear island
supplier. Officizls do not consider this is the last word on

fuel supply and will continue to press for a share.

At the commercial level, GEC have had further discussionswith
Framatone. A draft agreement has been produced which GEC are
prepared to sign, but they require Government approval before
doing so. The draft agreement allows either party to scrap their
exclusive commitment, if the Chinese seek separate bids for the
respective islands. Meanwhile, there is considerable pressure
from Framatone, China Light and Power (CLP) (the potential joint
customer), and strong advice from the Governor of Hong Kong and
HM A “baS"“ﬂO“ to Peking in favour of a deal with the French.

At the moment, all the signs are that the Chinese have not reached
final decisions gbout nuclear power. Indeed recent events
suggest that economic constraints are putting many investments
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back in time. Nevertheless, one major factor in favour of an
immediate deal with the French is that it is preferred by

Sir Lawrence Kadoorie, the Chairman of CLP, whose goodwill is !
essential for the forthcoming negotiations on the Castle Peak
"B" Power Station Project. Castle Peak "B" is potentially the
largest ever order for the UK power plant industry and, unless
CLP awards the contract for it to GEC, their chances of gaining
any part of the Guangdong nucleesr project will be remote.

The arguments in favour of a desl with the French are reinforced by
GEC's view that the UK can only secure a shere in the project if
we take an early decision to participate with a foreign nuclear
island supplier and Jjointly mount a determined commercial drive.
Also, although the Chinese will mzke the final decision, the
French sppear to have a favoured position in Peking.

It is possible to argue that in the longer term there could be
merit in a deal involving GEC with Westinghouse/Bechtel/British
Nuclear Fuels Limited. Dr Marshall (UK AEA) considers that, in
view of Chinese uncertainties, the Government would take a risk
by selecting Framatone at this stage, especially as the commercial
benefits from z Westinghouse deel are potentially greater. But
the consi.erable and immedizte importance of the Castle Peak "B"
Station and the need for CLP's fullest cooperation are the
overriding considerations. Dr Marshall, together with the nuclear
industry, accept the strength of the Castle Peak "B" argument.

The proposed agreement between GEC end Framatone would not preclude
GEC from seeking an agreement with Westinghouse should the Chinese
reject an Anglo-French offer. ZExploration of the American
Administration's attitude to the sale of nuclear hardware to the
People's Republic of China is therefore continuing. British
Nuclear Fuels Limited will pursue discussions with Westinghouse

on fuel supply. It is also desirable that both the Hong Kong
Government and CLP should press for duel sourcing of fuel for
Guangdong under an Anglo/French prtnership so as to secure a

role for BNFL. It is perfectly legitimate to argue that the
Chinese should not rely upon one source of supply of fuel.

There are no relevant public expenditure implications at this
stage. We and the French agree that equity is not an issue at
the moment and the French have zssured us that no unusual credit
arrangements have been proposed. Officials here are, however,
preparing the paper on equity requested in Geoffrey Howe's letter
of 31 December 1980 as a contingency should the issue of equity
be resurrected.

Against this background officials advise that the Government
should agree to GEC entering into an agreement with Framatone for
a joint approach to the Guangdong nuclear project, subject to:
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GEC seeking to secure a balance of advantage
in the supply o hardwere from UK and French
sources;

The agreement being exlusive, thus ruling out an
all-French proposal;

The agreement not precluding a deal with Westinghouse,
if the Chinese reject the Anglo-French proposals;

The possibility of future duel sourcing of fuel by
BNFL being pursued (with the support of CLP and the
Hong Kong Government if necessary);

BNFL continuing discussions with Westinghouse;

Discussions with the French on safety issues being
pursued;

The National Nuclear Compaeny discussing their possible
involvement in the project with Framatone with a view
possibly to obtaining sub-contracting orders for UK
suppliers of reactor components.

I agree with the advice of officials and I would welcome your
early agreement and that of colleagues to my authorising GEC to

go ghead with their agreement with Framatone on the basis proposed.
It would be helpful to have your comments by close of play on
Wednesday 25 February in time for the next stage of officials'
discussions in Hong Kong on the Castle Pegk "B" Project.

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

- /Cf T







PRIME MINISTER

CASTLE PEAK 'B' POWER STATION, HONG KONG

I have seen the Secretary of State for Industry's paper EX(81)l.

I agree with him that to gain this large export order would help
to secure the capacity of the UK power plant industry, whose

strategic importance we have recognised. I therefore support the
measures he suggests to assist UK industry in this case, set out

in paragraph 6 of his memorandum to the Committee.

I am sending copies of this minute to the other members of

EX Committee.

Secretary of State for Energy
21 January 1981
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Ref A04046

PRIME MINISTER

Castle Peak B Power Station, Hong Kong
EX(81) 1

BACKGROUND

1, The Secretary of State for Industry seeks approval of a package of
financial assistance to enable United Kingdom industry to secure the contract
for the Castle Peak B power station in Hong Kong. The proposals have been
agreed inter-departmentally at official level - see the detailed report
annexed to EX(81) 1 - except that the Treasury are against the proposed
concession on the premium charged by the ECGD for cost escalation

insurance,

2 With the aid of a similar financial package approved by the last
Government, GEC and Babcock won the £350 million contract for the Castle Peak A
station in 1978, Work on this has gone well and, as a result, the China Light
and Power Company (CLP) - who are also in the lead in the negotiations for the

Guang ‘bng nuclear station - and Esso Eastern have given the United Kingdom

the opportunity to submit proposals for Castle Peak B without geing to
international competitive tender. The Department of Industry have to
submit the offer by 31 January.

3 The contract would be a major boost for our power plant industry and is

highly attractive -

at £550 million it would be the largest power plant export order
ever won by the United Kingdom;

in addition to GEC and Babcock, a good number of sub--contractors

would benefit - see the list at Annex F;
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there would be about 34,000 man years of work for United Kingdom
firms from 1981 to 1989 with 68 per cent of this in Assisted Areas,
and significant benefits for the Glasgow area and Larne in

Northern Ireland - see Annex G for details;

it could boost the United Kingdom's chances for further major
orders in Hong Kong and the Far East - and Department of Industry
officials judge that, if GEC fail to get Castle Peak B, the
Chinese will rule them out of the Guang Wong project.

4, To secure this deal the Secretary of State for Industry proposes -
! paragraph 6 of EX (81) 1 - that the Government should finance the consultancy

lservices for the project by up to £20 million in the period 1981-91 and that

ECGD should halve their cost escalation premium from £35 million to

£17.5 million., These proposals should be judged against the background of
the advice from the private sector accountants on secondment to the Department
of Industry's Industrial Development Unit that both GEC and Babcock are
providing for under-recovery of their own overheads and are not making

excessive allowances for contingencies, (Annex D.)

Subsidy of Consultancy Services

5. The CEGB will provide consultancy services to CLP, It is proposed that,

as for Castle Peak A, the Government should finance these services at a cost
for this contract of £12,5 million from 1981-91, and by a further £7.5 million
if this should prove necessary in negotiation and provided that GéE?EELcock
made a comparable price reduction. The money would be found from DOI's

current public expenditure allocations, and represents a subszidy to the power

plant industry and to exports and not to the CEGB (who are operating on

commercial terms). e
S s

6. The subsidy would be paid under Section 7 of the 1972 Industry Act.

There is no statutory barrier to this, but the payments would be outside the

Government's guidelines which provide for Section 7 assistance to be used to

stimulate investment rather than to preserve employment and win exports.

CONFIDENTIAL
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7. Unless this assistance was notified to, and cleared with, the European

Commission it would be contrary to Community Law. It is proposed, however,

that the Commission should not be informed of the assistance either now or
later; and this means that Parliament will not be notified of it when the
project is announced. There are obvious risks in this, but it seems a
necessary procedure to ensure that Commission delay and intervention does

not mean the United Kingdom losing the contract; and it is the procedure
followed by the last Govermment for Castle Peak A. These points are set out

in more detail in the section headed "Method of Support" on page 4 of the
paper by officials,

ECGD Support

8. Although the amounts are very large, ECGD's support will, with the

exception of the cost escalation arrangements, be on orthodox terms, They

expect to negotiate adequate security for the loans. The interest rate

of 8% per cent and the credit period of 12 years from commissioning are both

in line with OECD consensus arrangements.

9. A concession is, however, proposed on the premium for cost escalation

cover, Under the cost escalation scheme companies exporting capital goods

worth at least £2 million, and with a manufacturing period of more than two

Years, can pay a premium to insure against cost escalation within various

bands. This Government has twice extended this scheme for one year and in
——a

April 1980 increased the premium from 1 per cent to 2 per cent. In the
. a—

present case it is proposed to charge only 1 per cent, thereby reducing premia

by £17.5 million spread over ten years 1981-91, Treasury officials object to

this concession which means loss of premium income to ECGD and which, they

- . : b ™
fear, could make it difficult to turn down claims for similar concessions

in other deals,
——————————————_

10. Department of Industry officials judge that it will be necessary to make

s&gh a concession to secure the deal. They point out that the premium should

represent a profit; and that, in the present case, ECGD would only have to pay
out if inflation was running at higher levels than currently expected, They

would see it, therefore, more in terms of abating the profit than incurring

a cost. It could also he argued that the af;;ngement should not be

repercussive if it is kept secret.

CONFIDENTIAL
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HANDLING

11, After the Secretary of State for Industry has introduced the paper,

you will wish to hear the views of the Chancellor of the Exchequer, with

particular reference to the cost escalation premium proposals, the

Foreign Secretary, and Mr Parkinson who is representing the Secretary of
State for Trade who is in India. (The Secretaries of State for Employment,

Scotland, Northern Ireland have seen copies of the paper and strongly welcome

the project for the benefit it would bring to employment,)

12, The main questions seem to be -
Is it necessary for the Government to give assistance at all to a
project which will bring major benefits to the firms concerned - the
judgment that the major contractors are under-recovering their

overheads is relevant here;

will withholding information about financial assistance from the

Commission and from Parliament lead to trouble? - It clearly could:

but it seems necessary to secure the order; the French would no
doubt do just the same; and most MPs would see it as fair tactics

to win a major prize for the United Kingdom;

Does the Chancellor of the Exchequer wish to press his officials’

objections to the concession on the cost escalation premium?

The Department of Industry have to make their offer by 31 January and the
Committee will therefore wish to come to firm decisions as soon as possible

to avoid the risk of any delay.

CONCLUSIONS

13. In the light of the discussion you will wish to sum up with reference to
the three measures listed in paragraph 6 of EX(81) 1, either approving them as

a whole or noting any reservations on them,

CONFIDENTTIAL
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14, 1If the proposals are approved, you might also wish to ask the

Secretary of State for Industry to inform the Law Officers of the decision

and invite them to consider, on a contingent basis, what would be the

Government's defence if the Commission found out about the subsidy.

(Robert Armstrong)

20 January 1981

CONFIDENTIAL




PRIME MINISTER
CASTLE PEAK 'B' POWER STATION, HONG KONG

I have seen a copy of Keith Joseph's memorandum (EX(81)1) seeking
approval to go beyond the normal ECGD assistance in supporting GEC/
Babcock bid for the contract to build this power station.

I am writing to express my strong support for his proposal on the
grounds that the order, if secured, would preserve the 950 jobs
at the GEC factory in Larne which would otherwise be lost. GEC

have invested substantial sums of money in re-equipping the Larne
factory which has a reputation for producing high-quality machinery
for export. I consider it vital to use all reasonable means to
help the company maintain this important employment in the South
East Antrim area which has been so badly affected by the recession.
The ICI plant at Carrickfergus is to close and there have been

heavy redundancies at other firms, including today's announcement
of 800 redundancies at the British Enkalon plant in Antrim town.

——— ey

I am sending a copy of this minute to the other members of EX
Committee and to Sir Robert Armstrong.

/)
IM/.’?
V . . (-

ik
20 January 1981




ONFIDENCE

To: MR LANKESTER

M

EX COMMITTEE: CASTLE PEAK 'B' POWER STATION

T The proposals put forward by the Secretary of State for
Industry give rise to four main questions:

(1) How much subsidy is involved?

—e—,

(2) Is this scale of subgidy essentiagl to win the
—
contract?

(3) Is it worth paying the subsidy?
“

(4) Are the particular mechanisms for providing subsidies

to this contract acceptable?

How much subsidy is involved?

2. The p st to HMG of St £150-160 million at
net present _—

o 2 >
: : e & million
Standard Subsidy ; y

Net present vdue of the
interest make-up in 122
ECGD's loan package

Additional Subsidies

Cost of reducing the
ECGD premium for cost escalatic
from 2% to 1%

Cost of free provision of
consultancy services
(not discounted)

Total Subsidy 150 - 160 million (say)

P If the UK is awarded the contract, British industry will

secure around £450 million of business (see Annex C of the
o

yaper by officials).

/1
COMMERCIAL IN CONFIDENCE
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The ratio of tot: bsidy to the value of the contract

I &
therefore 1:3. The "additiona subsidy 1s about é%*;-8}/£

e — Cenbrac £

1 e onanla TR e
118 sgCale 0O £

The evidence in the paper points strongly to the conclusion

without a Suhsiﬁy on at least this scale the order will not

e

be secured. The contract will then go to international tender,

W —————
which the Japanese are thought almost certain to win with a

cut-price offer that the UK could not match.

Is it worth paying the subsidy?

6. There are powerful arguments in favour of

R .

British industry to win Castle Peak

- The UK mu st retain a healthy power plant industry

to ensure a sound base for its future nuclear power
programme. Until this programme is under way, the industry
is dependent on orders, which it cannot win

without substant 81 Government subsidies, particularly

with sterling at its present level. Castle Peak 'B'

offers a good opportunity to secure a large part of the

export business needed.

particularly deserving of support

of the need to keep the Japanese out and also

value of Hong Kong as a shop window

the Far East.

Sy

CPRS agrees with these arguments and therefore,
large subsidy involved, supports the Department's

win the order.

8. Vevert! 3, it is not difficult in individual cases to
argue for large subsidice hich defy the normal rules of
economic sense. The present oposition probably just scrapes
through. It is important for EX Committee to ensure that

the minimum number of cases

r11 r\*’\ pﬂ “]JTY(‘Y:IT'

Lo

2
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needed to maintain the desired industrial base and to cover

the most important market opportuniti

Are the mechanisms for subsi ing this accept

Q. Clearly some £30-40 million of subsidy has to be found in addition

. ’
to the standard loan package. le appreciate the reluctance

o

of Treasury Officials to see Section 7 money and ECGD funds
used in this way, but there t app¢ to be any other

mechanism for providing the necessary support.

10. I am sending a copy of this minute to Sir Robert Armstrong.

20 January 1981

A
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Hong Ko

co=-operati

the recipients of yours.







10 DOWNING STREET

PRIME MINISTER

This note from DOI explains
the relationship between the

Guangdong Nuclear Power Station

projectr — which you considered

earlier in the week - and the
Castle Peak '"B'" coal-fired

power station project in Hong

Kong. The latter is likely to

be discussed in EX quite soon.

Y

9 January 1981




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE o01-212 22071
SWITCHBOARD 01-212 7676

Secretary of State for Industry

g?‘January 1981

Mike Pattison Esq
Private Secretary to

the Prime Minister
10 Downing Street
London SW1

Do Mite

GUANGDONG NUCLEAR POWER STATION PROJECT

1 I understand that the Prime Minister has asked about the
relationship between the Guangdong nuclear and the Castle

Pegk "B" coal fired power station projects. China Light and
Power (CLP) envisage that the 4 x 660 MW unit of the latter

will be commissioned in each of the years, 1986, '87, '89

and '90. The attached table from the CLP 1980 Development

Plan shows this. If, however, the nuclear project went aghead

as a Jjolint venture between CLP and the Guangdong Electricity
Company (KEC) then CLP are projecting:/ the 2 x 900 MW PWRs
could- be supplying some 60% of their output to Hong Kong in each
of the years 1987 and 1988. This would result in the commissioning
of both Units 3 and 4 of the Castle Peak "B" station being
deferred by 2 years till 1990 and 1992. Depending on the
projections for power demand they could be deferred still
longer.

2 However, officials consider that it is unrealistic to imagine
that China could construct and commission its first nuclear
power station by 1987. It currently has no relevant safety
organisation or licencing body and the civil construction task
itself will be daunting. The re-evaluation of investment
priorities and experience gained on other recent major capital
projects may lead the Chinese to look very cautiously at such

an undertaking.

% The likelihood therefore is that the Castle Peak "B" station
project will proceed to full 4 unit commissioning by 1990. It

is on that basis that officials within this Department as well as
GEC and Babcock Power aim to submit a competitive UK package
proposal to CLP by the required deadline of %1 January. The "B"
Station will continue to receive the priority which such a
tangible £500 million project deserves.

—— —

E—
4 If the nuclear station did not proceed then CLP would no doubt
have to order a "C" station at some stage to meet the possible
continued growth of demand.

VAR IV, o
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Private Secretary
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Based on (i), (ii), (iii) and (iv) above, the following Base

Generation Development Plan is proposed:-

Maximum New Capacity. Total Capacity
Demand Capacity Retired Capacity Reserve
(MW) (MW) (MW) __(MW) %

2180 GT 4x60 2656
2440 Al 350 3006
2695 A2 350 3356
2960 A3 3616
3210 A4 3966
3480 Bl 4626
3770 B2 5046
4085 PS 5496
4415 B3 5916
4760 B4 6576

Figure 10.1 shows this Base Development Plan in graphical form.

It should be noted that the timing of Units Bl and B2 is firm,
but that for B3 and B4 is tentative and should be reviewed in

the coming year.

It is recommended that A3 and A4 of Castle Peak 'A' Station be
advanced by three months and six months (.25 to  Dbe
commissioned in January 1984 and October 1984) respectively,

subject to confirmation that the financial and tariff issues

associated with the proposed advancement can be resolved.

If the joint nuclear power Station suggested to be built in
Guangdong is found to be feasible and if CLP is to be
involved in the development, the generation development plan

should be altered as follows:-
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10 DOWNING STREET

From the Private Secretary 8 January 1981

The Prime Minister has seen the correspondence between
Ministers about the Guangdong nuclear project,resting with
your Secretary of State's letter of 5 January to the Secretary
of State for Industry.

She is content to see exploratory discussions undertaken
with the French, but she would wish Ministers to ensure that
other options are kept open.

The Prime Minister has enquired about the extent to which
Hong Kong will be committed to take a substantial proportion
of its power needs from this station. If the UK finally gets
little out of this contract, she hopes it will prove possible
for us to concentrate on alternative opportunities to develop
generating capacity in Hong Kong itself, and thus perhaps
reduce the use made by Hong Kong of Guangdong. You are looking
into this for us.

I am sending copies of this letter to Michael Arthur (Lord
Privy Seal's Office), Peter Jenkins (HM Treasury), Stuart
Hampson (Department of Trade), Catherine Bell (Department of
Industry) and David Wright (Cabinet Office).

Geoffrey Dart, Esq.,
Department of Energy.
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PRIME MINISTER

GUANGDONG NUCLEAR POWER ;i;TION

/‘v

You asked for Walter Marshall's views. A Y

s

{4" /) £ o~
He has made his views clear to the Departments of Industry

and Energy - Flag A is a long paper, which he describes as a

draft, produced when he heard that decisions were imminent

on approaching the French. His central point is that the fuel
——————

supply contract is the real prize. He compares it to the sale

of razor blades in the razor manufacturing industry. He and

his colleagues in the industry have seen no sign that Industry/

Energy have given serious attention to securing the fuel contract.

p=——

He believes that if the French are now approached, even

tentatively, with the thought of splitting the nuclear and
e

conventional contracts, their position on fuel supply would be

overwhelming.

The Department of Energy have_gone a long way towards

meeting Marshall's point by redefining an approach to the French

as 9%R}oratory, and on the basis that the talks would in no way
N e —

comgmit the UK to participate in an Anglo/French package. But

the Industry/Energy argument is based essentially on the need

to pre-empt a unilateral French bid for the package, and we have

no evidence that they have accepted Marshall's view that the

fuel contract ought to be our over-riding interest. Of course,

"Marshall sees it purely in terms of our nuclear industry interest,

whilst Industry have to look at the prospects for other areas of

British industry.

You have already seen the Lord Privy Seal's letter (Flag B)
proposing "early and substantive discussions with the French'.
The Chancellor (Flag C)‘has not dissented from the idea of an

approach to the French - he is more concerned about the Chinese
;E le. Mr Howell (Flag D), as I have noted above, pressed'for the
discussions with the French to be exploratory and with options

clearly left open. Industry (Flag E) originally proposed an

approach to the French.
/There is




There is never an ideal way to second guess the French.
Marshall must be right in his assumption that we will put the

French in a very strong position on the fuel contract if we

hpw-éﬁbTSQEH them with any suggestion of dividing the nuclear

and conventional contracts between France and Britain respectively.

I doubt whether ahy“bontacts with the French can guarantee that
they will not go it alone.As things stand, I believe that your
égileagues are abbut to agree to some approach to the French,
although they are not yet decided about the basis on which to

open the discussion.

If you feel that some collective discussion is necessary
before any step is taken, this might be within the EX framework,
although it will need to happen very quickly. How would you

like to proceed?

/1

5 January, 1981




United Kingdom Atomic Energy Authority 11 Charles II Street

‘ London SW1Y 4QP

From the Deputy Chairman Telephcne: 01-930 5454
Dr W Marshall, CBE, FRS

STRICTLY PERSONAL 5 January 1981

Mr M Patterson
10 Downing Street
London

Dear Mr Patterson

On the telephone today you told me that the Prime Minister wanted
to have my personal views on the Guangdong project and the proposal to have
early discussions with the French. I told you that I had set out my views in
a letter and paper to Mr Manzie of the Department of Industry just before
Christmas but at the time I could not remember the date attached to them. May
I therefore inform you that my letter to Mr Manzie of the Department of Industry
was dated 18 December 1980 and the paper entitled, "The Guangdong Project' also

dated 18 December 1980 was marked '"second draft'.

I would be grateful if you would look at the letter and paper
together. In particular, I would very much regret it if you saw only the paper
and not the covering letter because the latter describes rather carefully the
circumstances and short notice at which the paper was prepared. — ————

I

Within a day or so I should have the considered reactions of the
nuclear industry to what I have written and I think it would be worthwhile our
having a word together later this week to see if their comments in any way }
change the sense of the arguments I have set out in my paper.

Yours sincerely

Wok

W Marshall




DEPARTMENT OF ENERGY
Thames House South
Millbank

London SW1P 4QJ

Tel: Direct Line: 01-211
Switchboard: 01-211 3000
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With the Compliments of
the

Secretary of State




Department of Indust

Ashdown House

123 Victoria Street
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to be, but it
been able to

in minor ways

vith Rooney. 1

have not h a chance yet jiscuss this aper with BNFL o ‘einstock. I have,

however, talked witl rd Weins *k today and he tells me that he has not been
consulted on your proposs ¢ approach the French now and therefore he has no
British Ambassador in Paris
approach to France at this point
v today to BNFL and they have
lauthorised me say 1a hey as a C.apany a also ()}th)i‘:;;{ to an approach to

——

*the French now,

at the end of your

partmentalliy, after
I We have not had time
to discuss ihe paper with peoj utsi the Departments, but the
broad sense o DU conclusic that we should ¢ pach the French
Marshall cf the
recommenda
tion. ‘einstock 1} t bee: n¢ ar therefore has no

view one way or

Ou put me in an impossible posi-
tion if this poi is noc made clearly to Ministers anc would be grateful, there-
fore, il ¥ would conf m tha a paragraph along these ines has been included
' opinions.

It is always possible that h risunderstocd them and therefore it would really

in your paper. May I =zl ask you o verify my account of other peoples

v 1 a1

be best if you consulted them directly.

\ )
3




m has requested a meeting with
take my ress ure S50 Study Group to Framatome on 19th January. In my
if we : yave discussions with the French it would be much better for
to arise naturally in that kind of way, rather than as a result of an offi

delegation co Paris, but that, of course, is a decision you must make.

appreciate that this letter will set you some problems and I
rrovelling apol ies for being difficult. BHBowever, I have an
p you informe ypinions and of the opinions of other people

in the business, in so far as a stabli them, in the brief time you have
given me. I would have mucl to have consulted all the organisations
carefully on the attached paper and given you our collective judgement on the
matter. I am also very conscious that my consultations with them today have
been on the basis of the brief telej nessage .you were good enough to give
me yesterday. None of us have seen your submission and, therefore, we are unable
to judge he force of the a that we should approach the French now. It
_is a great pity that you are ged 1 take action without yourself first care-

fully : i

4

PS I have marked this letter "First Draft" because I amy have inadvertently
-
i &

ore I want

misrepresented the views of the people I have talked to and there
£

to give them all a chance to comment before finalising jt. That is unsatisfactory

but it is the only thing I can do at 24 hours notice.
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technical content of the project

1 which divides work under the headings

"eivil work", "architect/engineer' and

’

is further sub—divided into N
.‘-""'-—\—-._—

The fuel supply is further sul




fhe first core, reload fuel for the first 10 yéars and reload fuel for the

;-"'fo,uowing 20 years. Against each heading I have given a rough estimate of the
,"J value of the work in two columns; first the value of the work to t-,he western
contractor and the secund the value of the work which necessarily nust be per-
formed inside China. The right hand side of the Table shows the possible
suppliers of each iten. This list of possible suppliers is not, of course, ©t aUS-
tive. Thus, for exanple, as possible architect/engineers I have listed only
Electricite de France, NNC, Bechtelanda consortium of NNC plus Bechtel. An
exhaustive list would, of course, add KWU, Stone and Welster, Gibbs and Hill etc.
A more detailed breakdown of the equipment and its value is shown in

Table 2 where against each item of equipmente there is Shox:'n the possible French
supplier, the possible UK supplier and an indicrl@ion is also given of those com-

ponents which can be supplied by Westinghouse directly.

The joint utilities CLP and KEC have already decided that they will

not place a couplete turnkey contract for the entire station and neither will they

1

‘adopt an_".*‘unerican" style of operation of appointing an architect/engincer and
leaving it to )Sim to place a large number of individual emall contracts on other
campanies. Rouzhly speaking, therefore, we can assume that the project will be
divided up into sorething like this set of packages. A key issue is wvhether the

project will place a contract for the nuclear island as a whole or just for LI;e

_NSSS. From the presentations which the reactor vendors made in Guangdong, we

note that Framatome and KWU would prefer to have a contract for the nuclear

island as a whole whereas Westinghouse v.‘ou&d prefer to have a contract for the
NSSS alone. It is also important to consider hot far the civil work can or should
be separated fromthe provision of other plant but that is a matter to which I
have not yvet given any thought. '

The NSSS nust be manufactured in special purpose factorics in the USA,
Yrance, Germmany, Italy or Japan but at the level of this discussion we nay

assume that all NSSS supplies are technically cquivalent.

The balance of nuclear plant consists of eonventional hardware such
as small d ancter pipes (about 20 milesof it), water tanks of varicus Lypes

and EOCS purps. In contrast to the NSSS, there is nothing special about this




is a matter

Wea v 1T 1 - Y : =i T 1 .
L },.-i\". = TATICE 1l CAlLI] LSe LO i'i'l.*i"_]\'f.f th

on time

ould not wat
different
would reflect n their domestic decisions)., This is

me informally and immation of this, Framatome have told Kadoorie

that if they had the contract fo he nuclea they 11d enploy Bechtel
their architect/engin Ve these views should be treated with

caution; I the French get 2 business they will ly think this out again

|
l

aecide 1 5 1 L have a Fri h archit z er because of the key and

central role an architect/enginee ys In g lear project.

NNC standing alone is n a credible :u'r__-hst!tfr-;;l:_;fnf er because of
their inexperien vith PWRs Joviously Bechtel standing alone is a credible
architect/engineer. Bechtel and NNC working in a joint venture would have the
advantage of using an experienced architect/engineer (Bechtel) with an input

r

fran NNC about the ecapabi ity f British manufacturers.

The value of the fuel cont racts are substantial. We surel y mast try
) p
to secure those.




guidel ines?

is entirely neg
iestion may e be ignored. In my opinion all
ns which are likely be off this project are sufficiently

and there is no significant difference between them from this point of view.
Roth of these points are, however, a statement of-my personal opinion, both

anti-nuclear groups which are active thr

reneral public in most countries

are afraid of nuclear power. . is therefore worth asking the third question which

is both narrower and more

Joint project

not meet the

——

a more extreane

statement than was justified by the facts but he nevertheless felt as a matter

o

of principle he must argue JK guidelines safet That decision, which he

——e N

has held to consistently (until very recently) has guided much of my thinking on

this project.

If the reactor is to be built to UK safety guidelines then, in my
S e e

judganent, it is easier to accept a KWU reactor or a Westinghouse reactor than a

Framatome reactor. I always anticipated some difficulties in reconciling

e

Kadoorie's position on safety standards and the possibility of a French nuclear
island. That difficulty has recently been enhanced. NNC has nearly finished its

1

design consideration of the PWR to be built in the UK and the safety provisions

are substantially different from PYRs which have been buiit in the past. All the

changes lie in the BONP. The NNC design has been reviewed by Westi

>

have indicated that they will be obliged to build similar reactors in the USA in

order to recapture public confidence after Three Mile Island. This last point
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nt for
thened, ave previously
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island. acknowledge that

ed to finance the project 90% by loans 10% by
S0p by loan:

ie 6% of the money, would be provided by

ie 4% of the expenditure,

from outs > China The {)1‘1'1_311'1;11 intention was that 4% would

be provided by CIP. When Kadoorie decided not to do this - presumably for fear
of nationalisation. - the Chinese were bitterly disappointed and clearly upset.
However hey appear to have accepted the idea that there should be set up a

Dong Kong Nuclear Investment Company (HKNIC) which would provide 4% of the money

o
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