The National Archives' reference PREM 19/1532

© Crown Copyright


http://www.nationalarchives.gov.uk/legal/copyright.htm

The National Archives' reference PREM 19/1532

© Crown Copyright


http://www.nationalarchives.gov.uk/legal/copyright.htm

The National Archives' reference PREM 19/1532

29 March 1984

MR TURNBULL

GUANDONG NUCLEAR POWER PROJECT

DTI have fulfilled the EX remit admirably. The officials' paper
enclosed by Norman Tebbit clarifies all the points which were

unclear at EX:

the value of the subsidy to which the Government is committing
itself (£73 million in net present value terms, 25 per cent
of the NPV of the contract)

——— .

what it is hoped to secure with this subsidy: a contract

priced at £322 million before GEC's allowance for inflation,

of which the UK content is £317 million, inecluding

freight, insurance, ECGD cover (the manufacturing content,

e

before profit and continéency; is £198 million)

—

the job content, now estimated by DTI economists at
18,000-21,000 man-years, compared to the original estimate of
25,000

——

the margins built into the contract.

GEC have reduced the overall cost of the contract by around
£70 million (from £435 million to €366 million) by offering a

——
fixed-price contract, and reducing the inflation provision by over

£40 million. This is a welcome step (inconceivable had not inflation

been masté}ed) which shows that GEC are prepared to carry risks

to win this contract.

This has been a useful exercise. It has encouraged DTI to make a

more objective estimate of the job content. We hope they will

keep this up. We suspect that it has also made them more aware

-—_'_""_l—-_ .
of GEC's room for manoeuvre on price. The paper makes clear

(paragraph 10) that, apart from contingencies, profit and

—

negotiating margin totalling £32 million, GEC have built into the

price a margin of 8 per cent on purchases from other GEC companies
—— —

of £35 million (worth £2.8 million) and provisions for full over-

armn—

head cost recovery of over £50 million (paragraph 12). We would

expect officials to take full account of these provisions when

following Norman Tebbit's remit to ensure that HMG is not put in
W

4 A gl
a position of maklﬁggzécrlflces to prese ve GEC's margins.
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