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Thank you f o r your l e t t e r of 5 September about the proposed 

t i t a n i u m sponge p l a n t . 


As I e x p l a i n e d i n my l e t t e r of 24 August, my S e c r e t a r y of S t a t e 

w i l l r e v i e w the NEB's involvement i n the p r o j e c t a t the end of 

t h i s y e a r . H i s i n t e n t i o n i s t h a t i  t s h o u l d be a temporary i n v o l v e 

ment whose o b j e c t i s t o a t t r a c t p r i v a t e s e c t o r i n v e s t m e n t . He 

f u l l y r e c o g n i s e s t h a t the p r o j e c t ' s u l t i m a t e importance i s R o l l s 

Royce and t h a t a l o n g e r - t e r m NEB involvement would be d i f f i c u l t 

t o r e c o n c i l e w i t h the Government's p o l i c y towards the NEB. 

However, he i s an x i o u s t h a t , a t t h i s s t a g e , n o t h i n g s h o u l d be s a i d 

i n p u b l i c which might p r e j u d i c e the n e g o t i a t i o n s which the NEB 

are h a v i n g w i t h v a r i o u s p r i v a t e s e c t o r i n t e r e s t s . 


These n e g o t i a t i o n s are p r o c e e d i n g on the b a s i s of the NEB's 

c o n s i d e r e d view t h a t the new p l a n t w i l l produce an a c c e p t a b l e 

r a t e o f r e t u r n on the inve s t m e n t . The f o r e c a s t o f p r o f i t a b i l i t y 

of the o p e r a t i o n i s based on a number of assumptions about the t i t a n 

ium market of which t h e most c r i t i c a l r e l a t e s t o the f u t u r e l e v e l 

o f w o r l d p r i c e s f o r t i t a n i u m sponge. P r e d i c t i o n s o f p r i c e movements 

are never easy, but the NEB c o n s i d e r t h a t t h e y have been c o n s e r v a t i v e 

i n t h e i r e s t i m a t e s of l i k e l y p r i c e t r e n d s . R o l l s - R o y c e have 

guaranteed t o pay a premium p r i c e f o r t h e i r r e q u i r ements from the 

new p l a n t i n the form o fa s p e c i f i c margin above the wo r l d p r i c e . 

T h i s guarantee r e f l e c t s the company's dependence on t h i s m a t e r i a l 

and was one of the measures r e q u i r e d of R o l l s - R o y c e by the NEB i n 

order not o n l y t o ensure t h a t the p r o j e c t was l i k e l y t o earn a r a t e 

of r e t u r n which would be a t t r a c t i v e t o p o t e n t i a l p r i v a t e s e c t o r 

i n v e s t o r s , but a l s o t o a v o i d s u g g e s t i o n s ofa s u b s i d y b e i n g g i v e n t o 

R o l l s Royce. 


My S e c r e t a r y o f S t a t e r e c o g n i s e s t h a t t o the e x t e n t t h a t p r i v a t e 

f i n a n c e cannot be s e c u r e d , p u b l i c f i n a n c e - not n e c e s s a r i l y t h r o u g h 

the NEB - w i l l have t o make good the d e f i c i t . I n such c i r c u m s t a n c e s 


/he i n t e n d s . 




I

he i n t e n d s t o ensure t h a t any net i n c r e a s e i n p u b l i c e x p e n d i t u r e 

i s kept t o a minimum. 


 am c o p y i n g t h i s l e t t e r t o Roger F a c e r (MoD). 


P e t e r Mason 

P r i v a t e S e c r e t a r y 
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