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SAUDI ARABIA - YAMAMAH PROJECT

Thank you for your letter of 23 October about requests you

have received for additional or extended cover for the Yamamah
Project.

20 We have had comments from the Ministry of Defence and
from the Bank of England.

i We see the request for cover against the risks of
interference in the transfer of the proceeds from the sale
of o0il as being, in principle, no more than the more precise
definition of what has already been agreed may be covered.
As such we can agree that you may cover these risks as Yyou
propose although you should be sure that you are in a position
to minimise losses by stopping delivery possibly through
administrative delay even during the 3 months required to
trigger a claim as soon as it became clear that the oil lift
arrangement had broken down and that there was evidence that
the Saudis were not going to make payment by other means.
Difficult Jjudgements could be required here but Yyou should
always expect to be in the position to take action to minimise

loss.
4. We agree with you that the period of your exposure should
not be increased to 7 years as requested by BAe. This would

leave the maximum period of risk to be five years from the
date you issue cover.

5. We have agreed cover in this difficult and complicated
case to enable finance to be raised in support of this deal.
This is a novel arrangement and one where the risks are unusual
and the outcome is dependent very much on the continued goodwill

of the customer. The exporter is subject to similar risks
to the banks and through them to yourselves over the failure
by the Saudis to deliver oil as they have promised. BAe have

asked that you should give them similar cover parallel to
that given to the banks. This would increase your total
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6. ThlS. @eal and the cover related to it will need to go
back to Ministers for approval. It will be necessary to have
as ﬁul; a¥deseription: 1of the ‘deadl possible prior to the
submission to Ministers. If there are contentious points
outstanding a further meeting of EGC may be necessary to discuss
them. As the Bank point out there are however a number of
important issues ancillary to the export credit judgement
that need to be sorted out. These include the identity of
the borrower and the timing of drawdowns and the effects that
these transactions will have on classification and monetary
aggregates that are the concern of others. These should,

I think, be pursued separately but urgently from the export
credit matters that are our prime concern.

-

i As you will have seen, the Bank have said that these
loans may not qualify for a nil weighting for risk/asset
purposes as ECGD guaranteed loans usually do because of the
limited scope of the guarantee. The banks should be. made
aware of the problem, if they are not already, and discuss
it with the Bank of England supervisors. B
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J Bowder - DTI

W Ricketts - Dept. Energy
S Robson - HMT

J Gill - ECGD

D W Twyford - ECGD

G E Breach - ECGD




