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@-e_au &u«r—w & State, 2 May 1986

SAUDI AIRFORCE PROJECT - ECGD GUARANTEE

Thank you for your letter of 30 April about the revised
arrangements for the ECGD guaranteed overdraft to support
the sale of Tornado and other aircraft and equipment to

Saudi Arabia. I have also seen Paul Channon's letter of
2 May. '

I maintain my view, shared I see by Peter Walker,
that this is a project with considerable risks attached.
I have already expressed concern about the extent to which
the Exchequer is being drawn inexorably into financial
commitments on this deal. The latest development could
be argued to take this a step further by apparently
distancing the Saudis from the borrowing associated with
this deal.

My officials have not been consulted on the details
of the revised arrangements. I must therefore rely on
Paul Channon's assurance that the new arrangements do provide
a clear cut obligation on the Saudi Arabians to pay which
will ensure that ECGD's position remains fully protected.
Although he does not say so explicitly in his letter,
I assume that this assurance is based on clear legal advice
that the obligations will be enforceable. Your officials
have also assured mine that these revised arrangements
will give rise to no call, contingent or otherwise, on
MOD votes. On that basis I am reluctantly prepared to
accept what is proposed.

These revised arrangements however will increase MOD's

profile in connection with this deal and in the event of
a Saudi default, it must be realised that ECGD will want
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to direct MOD"S'f"aé‘tions SO as to minimise ECGD's losses
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