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PARLIAMENTARY UNDER-SECRETARY OF STATE
FOR DEFENCE PROCUREMENT

USofS(DP) V1/90
27 February 1990

Secretary of State

Copy to : See Distribution

VISIT TO SINGAPORE AND BRUNEI

As you will be aware, I made a first visit to South East
Asia from 10 to 17 February. The timing of my visit was
determined by the opening of Asian Aerospace '90 on 14
February, but my principal objective was to discuss UK defence
export prospects in Singapore and Brunei. I am most grateful
for the hospitality and support provided by the British High
Commissioners and their staffs in both countries and also for
help given by my escort officer in Singapore, Lt-Col Kam Heng.

Singapore

28 I was most impressed by the commercial energy and vibrancy
of Singapore. Activity on the diplomatic circuit was greatly
heightened by the presence of many official and industrial
visitors to Asian Aerospace. The Sultan of Brunei was making
his first official three-day state visit since attaining
independence; the Sultan of Johore was another prominent guest
and, at the 1last minute, the Malaysian Minister of Defence,
Tengku Ahmad Rithauddeen, agreed to attend, after an
intergovernmental rift over repeated overflights by Singapore
Flying Club pilots in unauthorised Malaysian airspace, thought
to be crude attempts at espionage. In addition, the Soviet
Prime Minister arrived for another first visit on the Friday.
In the circumstances of this hectic week, there was 1little
opportunity for formal contacts, but I had a useful meeting
with Lim, First PUS in the Ministry of Defence (full note
attached), 1in which some progress was made on our concept of a
UK-Singapore Memorandum of Understanding on longer-term defence
equipment cooperation. I shall be keen to follow this up.
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31 As the guest of the First Deputy Prime Minister, Goh Chok
Tong, I attended the first day of Asian Aerospace '90. This
exhibition is now third only to Farnborough and Paris, having
expanded by half as much again since the last occasion. Some
seventy British companies were exhibiting, many under the
umbrella of the Society of British Aerospace Companies. The
number of stands inside the hall was encouraging; less so was
the paucity of British aircraft in the static display (I saw
only three, including a Thai Airlines BAe 146) and I was
positively disappointed at our total absence from the flying
display, where the Soviet Su-27 was, predictably enough, the
star attraction, followed by the French.

4. My overall impression of our exports position in Singapore
is that we have much ground to make up, but that close
historical links between the UK and Singapore create a
background against which determined commitment from us in
Government and from industry could achieve important progress.
For the moment, however, they seem keener (as exemplified by a
brief visit to Singapore Shipbuilding and Engineering, the yard
that would build any Singaporean MCMVs) to obtain information
and know-how from us than to place orders for hardware.

Brunei

5 My short visit fell into two parts - a day in Bandar Seri
Begawan in which I called on Major-General Pengiran Ibnu, the
Deputy Minister of Defence and a key adviser to the Sultan, and
a day in Seria with the 10th Gurkha Rifles.

6. I called on Pengiran Ibnu in the Royal Palace in Bandar (a
fuller note of the meeting is attached). The meeting was not
very satisfactory. I went through most of the many bilateral
issues without getting any substantive response. The main
problem remains the Offshore Patrol Vessels, where the Swan
Hunter intervention with the Sultan continues to be extremely
damaging; and, although there were some more encouraging straws
in the wind elsewhere in the meeting, my impression is that the
Bruneians treat their acquisition programme as a package and
that it will remain stalled in the rather creaky Bruneian
committee machinery while the Sultan has reservations about the
OPVs. I have now followed up Ibnu's strong, if unsupported,
words of encouragement with a letter stressing the need for
progress. If this produces no sign of progress, and HDES's
forthcoming visit does not either, we may have to consider, as
a last resort, a message from the Prime Minister to the Sultan
to reinforce the points she has conveyed in previous meetings.
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! i After a brief visit to the embryonic Bruneian naval base
at Muara on my second morning, I had a most interesting day
with 10 GR at Seria; nothing of overriding importance emerged
but I was impressed both with the training facilities Brunei
offers and with the full use made of them by the Training Team
Brunei.

s British defence industry is generally well-placed in
Brunei. But we need to avoid both complacency and the very
hard sell; the Bruneians are aware of their wide-ranging lack
of expertise, but a good deal of delicacy is necessary in
offering them help by way of remedy.

Conclusion

9., South East Asia is a market of growing importance to the
British defence industry. Competition is fierce, but our
historic connections with the area and our existing commitment
through the Five Power Defence Arrangements to its peace and
stability should give us a strong position to build on the
considerable success already achieved. The creation of the
Counsellor (Defence Supply) post in Kuala Lumpur has amply
justified itself by its results, and continued evidence of

interest and commitment on the part of MoD Ministers will be
very valuable.

MN-

MICHAEL NEUBERT
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NOTE OF A MEETING HELD AT THE MINISTRY OF DEFENCE, SINGAPORE,
ON 13 FEBRUARY 1990 AT 0930

Present:

United Kingdom Singapore

Michael Neubert MP Lim Siong Guan
(US of sS(DP)) (First PUS (Defence))

Sir Michael Pike Col (res) Peter Ho
(BHC Singapore) (Deputy Secretary (Policy))

Brendan Breslin A notetaker
(Counsellor(DS), KL)

Gp Capt T Hindmarsh
(DA, BHC Singapore)

Rupert Holderness
(PS/US of S(DP))

Mr Neubert opened by commenting on how impressed he was by
Singapore and the activity surrounding Asian Aerospace '90.
There was a large UK industrial interest in the area, and he
looked forward to the further development of defence relations
between the UK and Singapore.

Sir Michael and Mr Breslin continued by explaining our
concept of an overall Memorandum of Undertaking on defence
equipment cooperation between the UK and Singapore. This would
provide a general framework covering such issues as the
services that HMG would provide in support of a Singaporean
procurement of UK equipment, the training that the UK services
could offer, and offset and technology transfer. Such an
arrangement would provide an umbrella for the various
individual projects in prospect, specific details of which
could be covered and annexes to the main MOU. It would thus
make the UK handling of individual issues much smoother, as
well as providing both sides with a useful assurance of general
political commitment to long term cooperation an partnership in
the defence equipment field.

Focussing particularly on the MCMV project, the UK view
was that a project of this complexity would require a wide
partnership between the source nation and Singapore not just in
terms of procuring the ships but also in terms of the sciences
of minehunting and of related areas, such as hydrography. The
hardware would need to be supported by an awareness of
advancing technology, and the MOU would allow this to happen.
Our belief was that we had the best technology on offer, and we
were keen to supply the Singaporeans with the relevant
expertise, but there clearly had to be benefits for us too.
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In general, we would be interested to know what the
Singaporeans would seek in terms of wider government support
for particular industrial bids: would joint proposals, for
instance, be suitable?

Responding, Mr Lim explained that he was sceptical about
the value of a MOU, but that he was willing to be flexible,
especially given assurances that an overall MOU would not
circumscribe Singapore's options or commit the Republic to buy
particular British equipments. If the MOU would help the
Republic get the services it wanted, there would be interest in
the idea, which could perhaps be pursued with the 2nd PUS, who
dealt with procurement.

On joint proposals, he believed that these might not be
appropriate. But training facilities and other government
support were obviously relevant, and HMG could show separately
what it could do in support of UK industry; explicitly linked
proposals would not be of interest.

Moving on to the wider defence field, there was brief
discussion of the attendance of UK and Singapore officers at
staff colleges in each other's countries; Gp Capt Hindmarsh
explained our particular appreciation for the flexibility the
Singaporeans had readily shown over a short-notice opportunity
for an officer to attend the Staff College in Bracknell. There
was also brief discussion of UK involvement in FPDA exercises,
where Sir Michael said that we hoped to continue to have
regular deployments, both before and after 1997; our withdrawal
from Hong Kong would not affect our FPDA commitment, since the
peace and stability of the ASEAN area was of importance to us,
and we felt that the FPDA maintained confidence in the area.

The meeting closed rather abruptly at 1010.
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NOTE OF A MEETING HELD AT THE ISTANA NURUL IMAN, BANDAR SERI
BEGAWAN, BRUNEI DARUSSALAM, ON 15 FEBRUARY 1990 AT 1430

Present:

United Kingdom Brunei

Michael Neubert MP Major-General Pengiran Ibnu
(US of S(DP)) (Deputy Minister of Defence)

Roger Westbrook Dato Sidek
(BHC Brunei) (PUS (Finance), Brunei MoD)

David Offer Brig-Gen Sulaiman
(ARMD3Db) (Chief-des of the Armed Forces
Staff)

Rupert Holderness Dato Pehin Col Ishak
(PS/US of S(DP)) (staff Officer to Pengiran Ibnu)

another

A wide range of 1issues were discussed briefly in a
friendly atmosphere. Ibnu, for reasons that remain unclear, was
unforthcoming on detailed matters, and received little support
from his officials.

Pengiran Ibnu opened by welcoming Mr Neubert's visit at a
time when a big projects were being processed in Brunei. He
hoped to finalise requirements for the ships and aircraft soon.
On the former, the Swan Hunter letter had raised queries in the
Sultan's mind which had not yet been resolved. He had not had
final answers or recommendations from the Operational
Requirements Committee, but hoped to be able to pursue some of
the outstanding points with the Managing Director of Vosper
Thornycroft when he called on 20 February; he would fax these
direct to VT. He was grateful to Mr Neubert for his letter
about the status of Ferranti, in relation to the OPV
electronics fit; he was keen personally on the Ferranti option,
as the Malaysian choice of the same system would 1lead to
commonality of maintenance. In response Mr Neubert said that
the Swan Hunter intervention was regretted and that we had told
the company so. We remained of the view, as confirmed by HDES's
letter, that VT's technology and skills were very good.

Ibnu said that he was anxious to make good progress on
the aircraft too, as also on the infrastructure aspects, where
he foresaw no problems. He noted that "the ball was already
rolling on training too". 1In response to a question from Mr
Neubert about the C3I aspects and the EASAMS consultancy, Ibnu
said that he had given the go-ahead for the consultancy, but
also that he was 1looking at various proposals. He confirmed
that C3I was indeed part of the overall requirement.
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In response to a question from Mr Neubert about whether we
could help with procurement expertise, Ibnu said that he was
grateful for our offers but could not say yet what help might
be needed. He had sent people to Singapore and to Malaysia to
see how they handled things and to look at the question of
prime contractorship. But he would "try his best to get things
going as soon as possible".

Ibnu confirmed that the Bruneians would need some if not
all of the present Loan Service Personnel beyond the current
commitment, especially if current projects proceeded. He was
sure they would be needed for project teams and might also be
required for the infrastructure later on. In response to a
question from the High Commissioner on the arrangements for
managing the project, Ibnu said that they would be going over
the project teams for each project, including the
infrastructure, plus an overall steering committee. LSP would
be involved in all of these. The aircraft project team could
cover both the Hawk and the MPA.

Ibnu confirmed, in response to a question from Mr Neubert,
that Racal's bid for the radar fit for the MPA "seemed to be
preferred". IPTN had a strong relationship with Boeing, but, as
the end user, the RBAF could specify the equipment. Boeing's
equipment was too bulky and too sophisticated. UK assistance
could be sought on the MPA also.

Ibnu said that he would be unable to host the dinner in
the evening - Dato Sidek would stand in - and, in response to
the High Commissioner's point that the companies who were
relying on the Bruneian ISDs, were finding it difficult to
proceed without progress on contracts, said that he appreciated
their position and would "do his utmost to get things going".

There was apparent relief on the Bruneian side when the
production of the wvisitor's book for signature brought the
meeting to an end.
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There are two points that I “should like to raise with the
Prime Minister privately after lunch on Saturday.

I give notice of them in case you should recommend against
doing so, or in case her views would make it unecessary.

D —

First; Peter Levene has been invited by Arnold Weinstock to
take his™plac€ as Chairman of GEC. Rather than pass his,
'gquarantine’ period in Rothchild's, it was suggested that he
should take command for a year of the Power Divison (which
has no Defence interests or overlap), and go without a seat

on the main Board.

I am strongly in favour of this suggestion. I have formed
the highest opinion of Peter Levene during the six months
that I have worked closely with him and, as the Prime
Minister herself knows, I have a low opinion of the majority
of British industrialists formed, or I should say confirmed,
during my tenure as Minister for Trade. They simply are not
up to the standard in terms of drive, intellect, or physical
rigouf, of their foreign counterparts. So I wholly welcome
the possibility of someone of Peter's quality making an
early entry to the commanding heights of the private sector.
But of course I recognise that there are considerable
sensitivities, scope for a row, indignation in the Defence
Committee etc. etc. Personally I am quite prepared to face
out all these. I have had a quick word with Michael Quinlan
and he was supportive of the idea although, predictably,
more apprehensive than I of the resultant furore.

The second topic, which I recognise may not be especially
well ¥&ceived, is my desire to re-open the subject of
selling the Hawk to Irag. Chevenemént is in Baghdad at the
moment and trailing round the Middle East generally
bad-mouthing British defence equipment and soliciting deals
from which our own scruples (not shared by me I hasten to

e .

say) have excluded us.
\




I admit the Iragis are a nasty lot but they seem to have
stopped gassing the Kurds and anyway the Hawk was quite
unusable in this role. The stakes are very high in terms of
market penetration and the balance of trade. I am satisfied
tHat there will be no load on the public purse through ECGD.
I would like to convey to the Iragis that we would consider
openlng this topic afresh 1f they were to release Ian

as a hostage against our own 1mprlsonment of one of thelr
asassins. -

I am of course diffident about intruding on the Prime

| Minister's time on a Saturday afternoon and will welcome any
guidance which you can give me verbally at some point during
the morning, if you choose, or else telephone me at MOD (I
will be in Plymouth all day Friday).

5
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Thank you for your letter of 29 December about the future

purchase of helicopters for your new frigates.

I understand that since you wrote, the Portuguese Navy has
announced that Lynx will be chosen for your new frigates and
that Westlands have been invited to enter into contract
negotiations for the procurement of five Lynx helicopters. I am
very glad indeed to learn this. The Lynx is an excellent, well
proven helicopter in service with many NATO nations and it will

serve the Portuguese Navy well.

Our Defence Secretary, Tom King, has written to Senor Brito
about the British Army's requirement for all terrain vehicles,
confirming that UMM will be invited to respond to our
forthcoming tender request. I hope UMM will do so, and any
response they put forward will be given the fullest

consideration.

I send you warm good wishes for 1990.
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MINISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW1A 2HB

Telephone 01-218 2111/3

MO 14,268 I<{tsanuary 1990

Pera Do,

LYNX FOR PORTUGAL /¥
/// { 1
As requested in your letter of 2nd January I attach a draft
reply from the Prime Minister to the Portuguese Prime Minister’s
message of 27th December. ;x,

I also attach a copy of the letter from the then Portuguese
Defence Minister - Eurico de Melo - to my Secretary of State (and
to which the Portuguese Prime Minister refers) together with a copy
of the reply my Secretary of State will be sending.

The terms of the letters from both the Portuguese Prime
Minister and Defence Minister are somewhat puzzling in that they
indicate that a final decision on the procurement of Lynx has yet
to be taken. This is at variance with information provided to our
Ambassador in Lisbon, who learned right at the end of 1989 that the
Portuguese Defence Minister had informed the Portuguese Navy that
he had decided to purchase Lynx. Since then the Navy have informed
the Portuguese press that Lynx will be chosen and have invited
Westlands to open contract negotiations. The situation has been
further confused by the departure of de Melo who has been replaced
by Carlos Brito.

Further discussions with Lisbon have failed to shed any more
real light on the situation but we believe that the Portuguese
Ministers’ letters have probably been overtaken by events (they
predate the Portuguese Navy’s announcement in Lisbon and the
communication to Westlands). As you will see, this is the
assumption my Secretary of State has made in his letter to Sr
Brito.

Dominic Morris Esq
No 10 Downing Street




The reference in the Portuguese Ministers’ letters to the
linkage of a UK procurement of all terrain vehicles to a favourable
decision on Lynx is also puzzling. This was first raised with our
Lisbon Embassy last month but, at that time, our Ambassador was
assured that a vehicle purchase by the UK was certainly not a
condition of a favourable decision on Lynx. Given the assistance
HMG is already providing on a Lynx purchase - £6.1lm plus some free
navy to navy training - and the fact that Westlands will be obliged
to offer 100% offset, further quid pro quo demands are surprising.
Nevertheless we do intend to invite the Portuguese manufacturers of
the all terrain vehicle to bid for the forthcoming British Army
requirement and any bid UMM choose to make will be given proper
consideration. My Secretary of State deals fully with the point in
his own letter and I suggest the Prime Minister can dispose of it

quite simply in her own reply.
Jwg < V\W
L hb\/&\p@@@\o\‘

(I M WOODMAN)
Private Secretary




MINISTRY OF DEFENCE WHITE\HALL LONDON SW1 2HB
MO 14/26S TARONE G135 a0 January 1990

DIRECT DIALLING 01-218 2111/3

May I offer my warmest congratulations on your recent
appointment as Portuguese Minister of Defence. I wish you well in
your new post and look forward to working with you to further
develop the excellent co-operation that exists between our Armed

Forces.
You will know that your predecessor, Sr Eurico de Melo, wrote
to me on 27th December about the forthcoming decision on the

helicopters for your new MEKO Class Frigate.

Since then I have learned of the Portuguese Navy’s

announcement on 2nd 5anuary that the Lynx has been chosen for your

new frigates. I also understand that Westlands have been informed
by your Navy that they wish to open contract negotiations for the
procurement of 5 Lynx helicopters to meet the frigate requirement.
I am delighted to learn such news. As you know, the Lynx has
proved its worth in operational conditions and is already in
service with a large number of NATO navies. I am confident that it
will prove to be an excellent addition to the inventory of the
Portuguese Navy.

Sr Carlos Brito
Minister of Defence
Portugal




In his letter, Sr de Melo asked about the possibility of the
all terrain vehicles produced by the Portuguese factory UMM being
considered for the forthcoming requirement of the British Army. We
propose to issue invitations to tender for these vehicles later in
1990 and I can confirm that UMM will be among those given the
opportunity to respond. I hope very much they will do so and I can
assure you that any proposal from them will be given the fullest
consideration.

So far as offsets are concerned, it has long been our practice
to invite potential overseas suppliers to include offset proposals
with their tender responses, although this policy is being reviewed
in the light of the IEPG open defence procurement initiative. 1In
any event we do not require overseas suppliers to state minimum
offset percentages; indeed it is for the supplier to decide whether
or not he wishes to offer offset proposals at all. The absence of
such proposals is certainly no bar to the tender response being
considered and, in the case of UMM, we would be prepared to
consider their offer against the offset demand you have placed on
Westlands for the Lynx, or against any future Portuguese Defence

purchases from the UK.

Tom King
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DRAFT LETTER FROM PRIME MINISTER TO PROFESSOR ANIBy{ CAVACO SILVA,

PRIME MINISTER OF PORTUGAL

Thank you for your letter of 27th Decembgr about the future

purchase of helicopters for your new frigat
/

I understand that since you wrote, e Portuguese Navy has
announced that Lynx will be chosen for your new frigates and that
Westlands have been invited to enter ifito contract negotiations for
the procurement of 5 Lynx Helicopters I am very glad indeed to
learn this. The Lynx is an excellenkt, well proven helicopter in
service with many NATO nations and At will serve the Portuguese
Navy well.

(O Wi i,

Z-Tom King has written to St Brito about the British Army’s

requirement for all terrain vehicles confirming that UMM will be
'4

invited to respond to our forthcoming tender request. I hope UMM

will do so, and any response | put forward will be given the

/
fullest consideration. /

#

MaY" I offer you mybvery—bgii wishes for 1990.
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FREE TRANSLATION

"SUBJECT: TENDER FOR ALL TERRAIN VEHICLES OF THE BRITISH
ARMY - )

The British Army will open a tender, until the middle of
next year, for the supply of all terrain vehicles, for
which UMM will bid for.

The British Army will ask for swaps - except to Land Rover,
obviously - of 100% minimum of the value of the order through

products with, at least, the same degree of technology.

Since the acquisition of helicopters for the MEKO frigates
is under discussion and that one of the bidders is WESTLAND,
we would ask that, in case the Portuguese Government decides
to choose the british helicopters, this purchase would be
considered as a swap for a possible order of all terrain
vehicles by the the British Army to UMM.

As an alternative, which seems to us preferable, we suggest
that the British Army acquires soon a significant quantity
(1.500 to 2.000) of all terrain vehicles from UMM, as a first
gesture towards the possible acquisition of the helicopters.

The British Army has already had 2 UMM vehicles tested by The
Training and Logistic Dévelopment Team in Aldershot. The
vehicles are now being tested by the School of Infantry in
Warminster and will then be tested by the Royal Marines.

Lisbon, 18th December 1989"
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FREE TRANSLATION

"Lisbon, 27th December 1989

Secretary of State and Dear Colleague:

As I had the opportunity to inform you in Brussels, I will take
a decision this week on the purchase of 5 SEA LINX WESTLAND
helicopters to equip the MEKO-200 frigates under building in
Hamburg by BLOHM+VOSS.

I would like however to have your support in order that, in
exchange for the acquisition of the helicopters, the British
Army could buy all terrain vehicles from the portuguese factory

UMM as per memorandum here attached.

I would appreciate an indication from you about this possibility

which would very much help our final decision.
With my best wishes for a Happy New Year, I remain,
Yours very sincerely,

Eurico de Melo"
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The Prime Minister may wish to be aware that Marconi
Communication Systems have secured a £96M contract fof the sale of
3000 Frequency Single Side Band (HFSSB) to the Turkish Army. The
fontract for this was signed on 9th January during a visit to Ankara
by the Head of Defence Export Services. This is the first major
defence contract we have secured in Turkey for a number of years.

—— >

You may recall that the then Turkish Defence Minister, Mr
vurulhan, delivered a message from Mr Ozal to the Prime Minister
1ast January, informing her that Marconi had won the competition to
supply these radios. It was hoped that negotiations over the
contract could be completed quickly, but in the event they proved
more difficult than had been expected. There are other major British
projects in the pipeline and we shall obviously ensure that other
British companies learn from Marconi’s experience and avoid some of
the problems that arose in this case. We should also be able to
build on the momentum created by Marconi’s breakthrough in this
market during the Turkish Defence Minister’s visit to the UK in
March.

Finally, I should say that Marconi have expressed particular
gratitude to the Head of Defence Export Services for the Prime
Minister’s personal help in securing this contract.

I am copying this letter to Stephen Wall (Foreign Office), and
Ben Slocock (DTI).

lotunrs ‘\;;mce/«t/vb(
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(I M WOODMAN)
Private Secretary

Charles Powell Esq
10 Downing Street
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From the Private Secretary
12 January 1990

DMesr e,

SAUDI ARABIA: AL YAMAMAH

I enclose a copy of King Fahad's reply
to the Prime Minister's recent message about
the Al Yamamah project.

I am sending a copy of this letter and
enclosure to Bob Peirce (Foreign and
Commonwealth office), John Gieve (H.M.
Treasury) and Neil Thornton (Department of
Trade and Industry).

CHARLES POWELL

Simon Webb, Esq.,
Ministry of Defence.
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11 January 1990

Dear Mr Powell,

I have the honour to enclose a message from
the Custodian of the Two Holy Mosques, King Fahad bin
Abdul Aziz Al-Saud, addressed to the Prime Minister,

The Rt Hon Margaret Thatcher,MP.

I would be grateful if you could kindly submit

the enclosed message to the Prime Minister.

With kind regards,

Yours sincerely,

Nasser Almanqour

M. 2L /47 77, ¢S

Ambassador

Mr Charles Powell

Private Secretary to the Prime Minister >
/

10 Downing Street

{
AA
London SW1
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10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretary e \2 January 1990
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I attach a copy of a er |{the Prime
Minister has received from Professor Anibal
Cavaco Silva, the Portuguese Prime Minister.

I should be grateful if you could
provide a draft reply for the Prime

Minister's signature, to reach me by Tuesday
16 January please.

(DOMINIC MORRIS)

John Colston, Esq.,
Ministry of Defence.




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 2 January 1990

I am writing on behalf of my colleague,
Charles Powell, who is absent from the
office to acknowledge safe receipt of your
letter of 29 December.

(DOMINIC MORRIS)

Senor Manuel Corte Real, C.B.E.
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2nd January, 1990

o (Aecaiciloon

Please find enclosed an envelope addressed
to The Prime Minister, The Rt. Hon. Margaret Thatcher,
MP, from the Portuguese Prime Minister, Professor

Anibal Cavaco Silva.

I would appreciate it if you would be kind
enough to deliver it to The Prime Minister at your

earliest convenience.

e et | g P

(Manuel Corte-Real)

Charge d'Affaires a.i.
Charles D. Powell, Esq.,
Private Secretary to
The Prime Minister
(Overseas Affairs),

10 Downing Street
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London, 29th December 1989

SR LR J\CM,:A\M

I have been instructed to convey to you the following
message addressed by the Portuguese Prime Minister, Professor

Anibal Cavaco Silva:

"The Portuguese Minister for Defence wrote
today to his British colleague about the
future purchase of five helicopters Sea
Lynx, made by Westland, to equip the new
portuguese frigates and asking whether,
on the other hand, the British Army would
be willing to buy the portuguese all terrain
vehicles made by UMM.

I would like to ask you to look into this

matter with your greatest interest since, I

am sure, it would contribute towards reinforcing
the balance that we both wish to exist in the
relations between our two countries.

With my best regards and good wishes for a

Happy New Year.

Anibal A. Cavaco Silva"

\rv*h 4K“;LC.RuA\7

V).\M::-M

(Manuell Corte Real)
Chargée d'Affaires a.i.

The Prime Minister,

The Rt. Hon. Margaret Thatcher, MP,
10 Downing Street,

London, SW1A 2AA
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BRITISH AEROSPACE: SALE OF ATP AIRCRAFT TO BANGLADESH

I have just seen your reply to David Trefgarne’s letter of 21
December refusing to allow ECGD cover for this sale until the
Bangladeshis have agreed a new programme with the IMF.

I do not dispute that Bangladesh’s economy has deteriorated,
or that negotiations with the IMF (as always) will be
difficult. Nor do I disagree about the importance of getting
Bangladesh to agree to a strong IMF programme. But Bangladesh
has an unblemished record on meeting debt payments, and the
Bangladeshi Ministry of Finance is guaranteeing the deal.
Failure so far to reach agreement with the IMF does not rule
out a new Fund programme being agreed eventually.

I believe that it would be wrong meanwhile to refuse cover,
when the majority partners in the financing are prepared to go
ahead. Given the extent of President Ershad’s personal
involvement, an appeal from him to the Prime Minister cannot
be ruled out. Our reports from Dhaka make clear that the
Bangladeshi Foreign Minister believes that British aircraft
were chosen to please the Prime Minister (who had pressed
Ershad on the subject) rather than on technical grounds.

It is common ground that a decision is needed urgently, and
must be taken today.

oSS

Francis Maude
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BRITISH AEROSPACE: SALE OF THREE ATP AIRCRAFT TO BIMAN -
BANGLADESH

I understand that your officials are briefing you on this case
where a last-minute question over the availability of ECGD
support is placing in jeopardy a contract for which British
Aerospace have fought for several years. You have probably
seen ECGD's letter of 12 December.

1 strongly support ECGD's line on the case. They have
substantially reduced their exposure by bringing commercial
banks in to shoulder a large proportion of the risk. Each of
the banks have analysed the Bangladesh market carefully and,
like ECGD, have taken account of the exemplary debt servicing
record of Bangladesh. It is clearly a contract to which the
Bangladesh Government attaches high priority, and its collapse
at this stage would have serious consequences for our
relations with the country.

Because of the risk-sharing arrangements, a decision that the
requirement for a letter from the Bangladesh authorities about
IMF limits should be waived needs to be taken as soon as
possible today if the contract is to be salvaged. I hope that
you are able to agree to this.

1 am copying to Francis Maude.
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BANGLADESH: EXPORT CREDITS

Thank you for your letter of today's date, seeking an urgent
decision on ECGD cover for the sale of British Aerospace ATP
aircraft to Bangladesh.

2. When cover for the deal was agreed, it was made clear that it
depended on Bangladesh continuing to adhere to an IMF programme
and, in particular, on condition that the loan could be
accommodated within an external borrowing ceiling agreed with the
Fund. The Bangladeshis were to seek the IMF's written
confirmation of this. The deterioration in Bangladesh's economy
and the breakdown in negotiations with the IMF mean that this
condition cannot now be formally met. The Bangladeshis are
resisting writing to the IMF.

3. I am particularly concerned that the Fund Staff warn that
Bangladesh's reserves have fallen steeply and that without early
measures there is a serious risk that Bangladesh will shortly go
into arrears to the IMF. In view of the IMF's preferred creditor
status, there must be a similarly serious risk that loans by other
creditors will also not be serviced. It does not seem prudent to
proceed with this deal in present circumstances.

4. I understand the importance of this deal to all the parties
concerned, the Bangladeshis, British Aerospace and HMG. I
understand, too, the risk that if we delay providing cover either
the Bangladeshis or the banks may withdraw from this deal.

S. Nevertheless, I believe that the correct course is for us to
tell the Bangladeshis that while we wish to pursue this deal, we
are not able to conclude it until they have agreed a new programme
with the IMF with an agreed external borrowing ceiling which can
accommodate this loan. We should urge them to do this as quickly




as possible and offer what help we can to this end - while making

clear that we can only support
management judges adequate.
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a firm programme that the IMF

ICHARD RYDER
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THE PRIME MINISTER 18 December 1989

\g‘m.

!

Since I last wrote to you at the beginning of this year, I
have continued to follow with close interest and attention the
progress on Project Al Yamamah. I was very pleased to learn
recently that arrangements have been made which ensure both the
steady flow of work on the first phase of the project and should
enable us to carry forward some of the Al Yamamah 2 programmes
on which we have both agreed. The whole project represents an
immensely important commitment on the part of both our countries
to peace, stability and security, and to an even closer
relationship in pursuit of these goals. We are deeply indebted
to you, Sir, for your contribution to this great endeavour. I
take the opportunity also to wish you and your country success

as we start on a new decade.
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J° ,/
His Majesty King Fahd bin Abdul Aziz Al-Saud, G.C.M.G.,
Custodian of the Two Holy Mosques
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10 DOWNING STREET

LONDON SWIA 2AA
From the Private Secretary

16 December 1989

SAUDTI ARABTA: AL YAMAMAH

The Prime Minister does not think it appropriate for her to
write to King Fahd in the sort of detail you suggested. She is
prepared to write a more general letter and I enclose the one she
has signed. Subject to any comments you may have, I should be
grateful if the FCO (to whom I am sending the top copy) could
arrange for it to be sent to Riyadh for delivery as soon as
possible.

I am copying this letter and enclosure to John Gieve (H.M.
Treasury) and Neil Thornton (Department of Trade and Industry).
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PRIME MINISTER

SAUDI ARABIA

/FémPcVan\_(y ehtred , W(M 2%/&’//7

I do not think you will want to be anything like so explicit in
a message to the King, but attach an alternative version cast in
very general terms which you might care to consider. I think it
is right to acknowledge the great effort the Saudis have made on
this, without getting into vulgar detail.

Agree to sign the attached letter?

CHARLES POWELL
15 DECEMBER 1989

c:\wpdocs\foreign\ fahd.mrm
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Treasury Chambers, Parliament Street SWIP 3AG

o o
Charles Powell Esq \’Vb‘g N
Private Secretary | /}j.,
10 Downing Street

London
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AT, YAMAMAH

{f December 1989

Of ¢
The Chief Secretary has seen Ian Woodman's letter of 7 Pecember to
you as well as the Lord President's minute of thé& same date and
the earlier minute from the Foreign, Defence and Trade and
Industry Secretaries.

2. He welcomes the indications that the Saudis may be able to
offer an alternative financial solution which might remove the
need for a loan arrangement involving ECGD, and awaits the
further promised details.

s If this solution does not materialise, the Chief Secretary
would emphasise the need for the MOD to seek an independent
examination of BAe's financial position, which he is glad the Lord
President also supports. He would also want the Law Officers
consulted about ECGD's powers since the Treasury Solicitor is not
fully satisfied on this.

4. The Chief Secretary's view is that we shall in any case need
to ensure that the uncomfortable situation of recent months does
not recur. He would prefer that no further Intentions to Proceed
or Letters of Offer and Acceptance are signed without Treasury
consent. He 1is glad that the Secretary of State for Trade and
Industry concurs. He agrees of course with the Defence Secretary
that we should not forego the opportunity to sign ITPs where the
Saudis can afford the expenditure and the finance has been
identified but feels that we must ensure that the future stream of
deliveries and work in hand matches the income available so that
we do not face a repeat of the present problem.

5. I am copying this letter to Stephen Wall (FCO), Tim Sutton
(Lord President's Office), Ben Slocock (DTI), Gillian Kirton (Lord
Privy Seal's Office), 1Ian Woodman (MOD) and Sonia Phippard
(Cabinet Office).

l
%wrﬂ
CM&E\/—-—-
CARYS EVANS
Private Secretary
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PROJECT AL YAMAMAH

My Secretary of State minuted the Prime Minister and other
colleagues on the 4th December on the Chief Secretary’s comments on
proposals to involve ECGD in part of a funding solution to redress
the current shortfall on Project Al Yamamah. In his minute, Mr King
noted that it was with some reluctance, and only after a year’s
efforts to find alternative solutions, that we had concluded that we
were faced with no alternative but to _pursue a package of proposals

1nvolv1ng ECGD. e

o e e e g

As you are already aware, there have
very recently been indications from the Saudi side that they may be
ab6%E_EB“UTTET-Hn“aTt€TH§fTVe solution although we do not yet have
any written confirmation from the Saudi Government of what this
might involve. It appears, however, from initial indications, that
their proposals might remove the need for a loan arrangement

involving ECGD. Such a development, if confirmed, would of course be
most welcome to us.

We expect to have firmer information on this early next week.
I will write again as soon as we have more details.

I am copying this letter to Stephen Wall (Foreign Office),
Tim Sutton (Lord President’s Office), Ben Slocock (DTI), Carys Evans
(HM Treasury), Gillian Kirton (Lord Privy Seal’s Office), and Sonia
Phippard (Cabinet Office).

T

M\D Skv\‘f ,,\(‘('\‘
',Z'\'b"",/'-i_/ x=/\/ § "ﬁ h

(I M WOODMAN)
Private Secretary

VCharles Powell, Esq
No 10 Downing Street
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7 December 1989

PRIME MINISTER

PROJECT AL YAMAMAH

Douglas Hurd has rightly drawn attention to the continuing and
far reaching international significance of the way in which we
respond to BAe's financial anxieties on the Al Yamamah Project.
The affair has important handling implications at home as well.
Whether we agree to ECGD's providing £1 billion of cover or some
lesser figure, the manner and content of the public presentation
needs great care. Against the background of the Parliamentary
and public interest in BAe's purchase of BL Rover and the real
likelihood of the Select Committees for Trade and Industry and
Defence taking an interest in this project (already long the
subject of regular reports in the British press), we should avoid
giving rise to any suggestions that this represents further
Government support for BAe by the back door. iy

Nicholas Ridley and Tom King havé not yet responded to Norman
Lamont's suggestion in his mindte of 28 November that further,
independent examination of BAe's financial position is needed
before we reach a decision. Against the current background we
need to take care not to look as though we are reaching a
decision on the basis of unproven statements by BAe that their
financial difficulties require immediate action. I hope that
Norman's suggestion can be followed up so that we can draw on the
result in our discussion of this issue.

I am copying this minute to Douglas Hurd, John Major, Tom King,
Nicholas Ridley, Norman Lamont, John Belstead and to Sir Robin
Butler.

GH
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PM/89/065

PRIME MINISTER

Project Al-Yamamah

i I have seen the Chief Secretary’s minute to you of

28 November opposing ECGD’s proposed participation in the

" funding solution for the Al-Yamamah project. I have also

seen the later comments from the Trade & Industry Secretary

and the Defence Secretary.

2. Apart from its importance to our domestic economy, the
Al-Yamamah project has immense significance for our
political and trade relationship with Saudi Arabia. This
huge project is now the central element in our relations
with the Saudis. It is likely to remain so for many years,
particularly if the second phase of the project (Al-Yamamah
IT) is fully implemented. There are also wider
considerations. Saudi Arabia has the largest proven oil
reserves in the Middle East. It is already our largest
market outside Europe and North America and will continue to
be an important customer for British goods and services,
some of which will come from the Offset programme linked to

the Al-Yamamah project.

CONFIDENTIAL




CONFIDENTIAL

3% It is strongly in the national interest to do
everything we can to ensure the smooth continuation and
completion of the project. For this reason I support ECGD’s
proposals for resolving the funding problem. It is
important that the ECGD proposal is structured in such a way
that loan repayments will have first call on the revenues
from the Al Yamamah oil liftings. ECGD is being asked to
provide cover against the political risks of Saudi Arabia
reneging on its agreement to supply the oil - not the more
usual country payment risk, or risks arising from
fluctuations in oil prices. As my officials have already
made clear at the recent discussion in EGC, the political
risks involved are minimal. The longer term prospects for

Saudi oil exports are good.

4. The Chief Secretary’s minute of 28 November suggested
that you might write to King Fahd asking the Saudis to
accept full responsibility for resolving the funding
problem. I do not believe that this is now a realistic
course of action. It might have been at an earlier stage,
but the discussions which have already taken place in Saudi
Arabia between the Head of Defence Export Services (HDES)
and Saudi Ministers have left the latter with the clear

impression that a joint solution to the funding problem is

under active consideration in London. To press at this
stage for unilateral Saudi action would in my view not be
understood by the Saudis; would be seen by them as going
back on earlier discussions; would severely embarrass Prince
Sultan and would jeopardise the chances of achieving a

long-term solution to the funding problem.

CONFIDENTIAL
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S We do, however, need to press the Saudis hard to meet
their side of a financing package. A letter from you to
King Fahd will be the best means to achieve this. I agree
with Tom King that your letter should outline the assistance

we can provide towards solving the funding problem,

A request
for additional oil liftings might be timely in view of the

recent increase in OPEC production quotas.

6. I am sending copies of this minute to Sir Geoffrey
Howe, John Major, Tom King, Nicholas Ridley, Norman Lamont,
Lord Belstead and Sir Robin Butler.

D

(DOUGLAS HURD)

Foreign and Commonwealth Office

7 December 1989
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PRIME MINISTER

SAUDI ARABIA & AL YAMAMAH

I have som§82899ern with parts of Norman Lamont's minute to

you dated November. As he acknowledges, this project is

the largest single export order we have ever won and I am

s s el

problems should impede its completion. Following my recent

s

visit, I believe that the national interest requires us to

concerned that we avoid the risk that temporary financing

take sensible steps to keep the project on an even keel and

not risk unnecessarily jeopardising its successful

continuation.

No doubt Tom King will be commenting on several of the points
which Normal Lamont has made. I will limit myself to
commenting on the ECGD aspects, although trade policy

considerations all point in the same direction.

Country Risk

Norman Lamont's description of what is proposed does not seem

p—

fully to take account of the carefully structured package for -

p—

effectively sharing the risk with the other parties concerngg.

This, inter alia, significantly reduces the level and nature
of the risk which ECGD would take. The basic point of the

proposed structure is that all concerned should play some part
gl ksl

in solving the cash flow problem, including, importantly, the
Saudis themselves. Thus ECGD would cover £1bn of the £2bn

S — ———— #
required, while the commercial banks would take on a further

£1/2bn unguaranteed and the Saudis themselves put up a loan of

——

£1/2bn. BAe's contribution would be both to accept a
reduction in the amount of cover which has already been given

to them in respect of non-payment of a termination settlement

1/ ANt
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the department for Enterprise
(from £459m to £225m thus effectively reducing ECGD's new

exposure) and also to accept that they would not'Seek any
- —— &5 >

additional support from ECGD during the validity period of the

m— ——

loan. The cover which ECGD would give would not be against
the usual country payment risk but against the non-delivery of
the 0il which the Saudis have agreed to provide. I think we
can all accept that, while it is true that the Saudis may no
longer have the same financial strength, they still have large
0il reserves and there is no reason to believe that the oil
deliveries necessary to meet the repayments of the loan will
not be made. At current prices, the oil liftings will be more
than enough to meet the instalments due. Indeed, the oil

price would have to go down to some $8/9 per barrel before

there could be any problems and, even then, ECGD are

specifically excluding the oil pric rom their cover.

In sum, these arrangements have been carefully structured to
limit risks for ECGD.

It is not true to say that ECGD do not want to take on Saudi
risk of more than the £1bn curreﬁzf;_g;gsagéd. Because of the
limited nature of the risk they would be taking here, their
view is that it should still be possible to do some additional

—
business on a more conventional basis.

ECGD's Portfolio

As Norman Lamont says, I shall shortly be circulating details
of ECGD's proposed new Portfolio Management System. We should
not anticipate our consideration and decisions on this system
but, in any case, we are agreed that the figure of £750m is a
review point and not a limit and there will be countries
where, in the national interest, more than £750m could be
taken on when Ministers so determine on a case by case basis.
In any case, this aspect of PMS is only one part of a very
complex package. It should also be borne in mind that ECGD

will not in any case be covering here the normal country

payment risk which has been the cause of past claims payments

on developing countries with debt problems.

<
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the department for Enterprise
The Finances of the Project

I find some difficulty with Norman Lamont's view that this

case looks "more like an industrial support operation than a

—_—

straightforward export credit". As I see it, the credit which

is to be given here is effectively for financing of exports

and ECGD are satisfied that there are no vires problems over

giving the cover concerned.

Great efforts have been made to try to get the Saudis to come

up with a larger contribution but this has not proved to be

possible. It is also apparent that there is no possibility of

the earlier commercial arrangements being repeated.
Similarly, I understand that it will be difficult for the

banks to syndicate their unguaranteed loan of £500m mainly
because of their lack of control over the underlying contracts
between MoD and the Saudis in which the agreements for
providing the oil are set out; their problem is certainly not
due to any lack of appetite for Saudi Arabian country risk as

such.

One last point. The contractual arrangements and the payment

schedules agreed have all been designed to achieve the alleged

"overfunding" referred to by Norman Lamont. BAe, as I

understand it, accepted the deal on this basis and it is
surely unreasonable to expect them to agree to any changes at
this late stage and effectively to have to fund a very large
unexpected shortfall, particularly when only a relatively
small part of the project represents work for which they are
directly responsible.

New Commitments

I fully support the point made in para 21 of Norman Lamont's
minute that no further commitments of any nature should be

undertaken without Treasury approval.
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the department for Enterprise
Conclusions

In my view, we should approve the package which has been
proposed.

I am sending copies of this minute to Tom King, Norman Lamont

and to the other members of OD, John Wakeham and to

S Horo s
e T

f° NR
DEPARTMENT OF TRADE AND INDUSTRY 4 December 1989

Sir Robin Butler.

(Approved by the Secretary of State

and signed in his absence)

NP2ACF
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I have read with concern Tom King's minute to you of 31 October

reporting the funding shortfall faced by British Aerospace on the
important Al Yamamah contracts, and in particular his suggestion
that further ECGD support may be sought in addition to the very

substantial £450 million of cover already being provided, . 0
LB gl
ECCd  QreQove: o)
2. John Major as Chief Secretary warned against an eventuality}M;ﬂ
st 2

such as we now face when the Al Yamamah II deal was signed la

-

year in his letter of 1 July 1988 to George Younger, the then
Defence Secretary. I am disappointed that it should have occurred

so quickly when deliveries under Yamamah I are not yet even

-

completed. R e
/

3. George Younger, in his minute to you of 7 July 1988 agreed at
the time that any ECGD risk should be contained within acceptable
limits and that the Saudis' requirements should be matched to

available income. I am sure that this remains the right approach.

4. In my view therefore we ought to be urging the Saudis to
increase the flow of revenue to fund the project. If their
serious budgetary and balance of payments problems preclude them
doing this in full, then we should seek to slow deliveries to a
pace more in line with the income available. I understand that
Alan Thomas is going to Saudi Arabia shortly and it would be
hiI;;;I_EE‘BE_WETEZEEZEE;;efe these possibili;}es. I am sure that

you are right to keep open the possibility of a direct approach to

King Fahd once we see the results of DESO's soundings.
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5. If a financing gap still remains, it is not yet clear to me

that ECGD should become involved. Before we are in a position to

me—
take a view on this we need to b<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>