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In his letter of 25th March 1986 to Nigel Lawson, Paul

Channon sought the approval of colleagues ta an ECGD guaranteed

loan of £1 billion

the Saudi Airforce project.

A

to the Saudi Arabian Government in support of

Colin Chandler, my Head of Defence

Export Services, has discussed the form of this agreement with

the Saudi authorities at the highest level and it has become

clear that the Saudis are most reluctant to be seen as the

borrower.

Officials have discussed a revised arrangement which would

take on many of the aspects of a supplier credit but under which

there would be a firm obligation for the Saudis to pay cash if

0il revenue turned out to be insufficient to both pay off the

loan and meet all the other payments due under the terms of the

programme which is currently under negotiation.

The Rt Hon John MacGregor OBE MP
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In all other essentials the project would cremain the same:-

a. The Saudis do not wish to reduce the scope of the

project nor to slow down deliveries.

b. The Saudis remain firmly committed to generate
sufficient oil revenue to meet the full project costs and
they are already considering increasing oil liftings to

effect this.

C. The overall size of the loan remains at €1.5 billion
(g1 billion guaranteed by ECGD and £0.5 billion taken by

the banks on commercial risk).

d. The Saudis have accepted the liability for interest

payments and other bank charges.

We propose to obtain the necessary undertakings from the
Saudi authorities by means of a formal exchange of letters. My
visit next week to Saudi Arabia provides an excellent
opportunity for doing this before the onset of Ramadan and
provided Colin Chandler can reach agreement on the form of the
letters with the Saudi authorities in the next few days, and
subject to your views and those of colleagues, I would propose

to sign the agreement on behalf of the United Kingdom

Government.
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ending copies of this letter to the Prime Minister,

eter Walker and to Sir Robert

I am S

to other members of OD and P

Armstrong.
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George Younger
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