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GUANGDONG NUCLEAR POWER STATION PROJECT

-

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

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

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

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

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

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

POINTS TO MAKE

d Bratish government have followed with close attention dis

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

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

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

=

L

British interests.

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

negotiators have sought closer identification with project on

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

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

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

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

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

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

Meanwhile will report to Cabinet.

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

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

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

governments."

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

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

Credit facilities

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

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




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

L

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

The Credit Paoeckazee

i il il . . =,

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

Eoquity Involvement

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

Lizbilities

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

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

i

operation; o ;

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

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

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

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

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

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

Irench bvilt PR based on a Ves zhouse desifn Bat the US positicsn ca
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1f 1Ak safeguards were not-xe ed billavercl US s.;f_zﬁ cpuards woula bLe .,

Szfety lesuzs

L -

“ne Governor of Bong Yong wishes to .be aspured that the sizlion will e
corstructed and operated in acecovdence with Th f:-;.a.,feu" glancdaras.  LEC aiy
ready 1o pzy close atvention o these zad has sugaeated
should help Chinz establish a sefely authority. Ohe NIZ
appropriate auvhority to do this &nd to offer advice to the
resources are fully committed to the UL nuclear prograz:ie.
therefore be given to the means by which the UK can meetl these nce

JHC Particivetion

Ihe NNC could also offer valuzble expertise to either customer or contraclor.
Involvement of JNC ray be scen by the Chinese as a desireble expression of EE'."Z-T}
support. The extitent of the NIC role will however be constrained by comnitient

1o the UK nuclear programme and the choice of nuclezr reactor partner.

C1GD Role

Experienced operating staff from the CBE3B and the nuclear Supnlying couniTy
will be needed during the initie .o;;zlblou of the statlion to make poou Lo
lack of CLP and YEC expertise. Yosgible calls on these resources will noed to
be clurified. | |
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The immediate steps are:

~ To use the viaisit of the Guangdong official to probe Chinese thinking
further, in order to establieh direct contact with the Guangdong esuthorities;

To use the visit of the Foreign Secretary to try to ascertain the
Pelking Covernment's atiitude.

In addition:

Action will continue at official level to resolve the outstandin:

-,
¢ -

[
ispues;

Depending upon the outcome of the Foreign Secretary's visit, officials
will hiold early discussions with the Chi

neses

On the issues reguiring decisions, officizls will report to Ministers
consistentv with the timescale of the project.
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GUANGDONG NUCLEAR POWER STATION PROJECT

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

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

the attitude of the Chinese Government to the proposed project.

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

the project.

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

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

e

/ NORMAN LAMONT

(Draft approved by Mr Lamont and letter signed in his absence abroad
by Private Secretary)







