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SCOTTISH OFFICE
WHITEHALL, LONDON SWI1A 2AU

CONFIDENTIAL

The Rt Hon Lord Young of Graffham
Secretary of State for Employment
Caxton House

Tothill Street

LONDON

SW1H 9NF W 28 April 1987
i !4 O D’M~1~/\ \

INNER CITIES INITIATIVE Y

Thank you for sending me a copy of your Iletter of ,87April to
John MacGregor. ‘

I note that the pilot Inner Cities Initiative, already in progress in
8 locations in England, is being extended to a further 8 areas, and that
additional funding is being found for the 5 City Action Teams.

In view of our agreement last March, after the setting up of the original
8 Inner City Task Forces, I hope you will bear in mind that once the
results of your formal evaluation of the pilot initiative are known, we
would wish to consider the implications for Scotland. As you know, I
remain concerned that the funds being diverted to these initiatives from
GB programmes should not adversely affect the application of existing
measures in Scotland and I would appreciate it if our officials could keep
in close touch on developments.

I am sending a copy of this letter to the Prime Minister, members of E(A)
and H Committees, and to Sir Robert Armstrong.
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Department of Employment
Caxton House Tothill Street LO%dé’ﬂ 9SWIH INF

Telephone Direct Line 01-213
Switchboard 01-213 3000

David Norgrove Esq

Private Secretary to the Prime Minister

10 Downing Street )

LONDON SW 1 2% April 1987

RS-
Do o Y)gy/t)

ACTION FOR CITIES BOOKLET

I am writing jointly with Brian Leonard in Nicholas Ridley's
office to you and to the Private Secretaries of members of the
Cabinet to draw to your attention the enclosed Action for
Cities Booklet, published today by DoE and DE. Either of our
departments would be happy to supply further copies of the
booklet on request.

I am copying this letter, and enclosure, to Trevor Woolley in
Sir Robert Armstrong's office.

\)\‘ (b
C%ia}&NL/C}wMQKAQXf,

JEANIE CRUICKSHANK
Private Secretary

and for Brian Leonard




Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The
National Archives.

‘Action for Cities: Building on Initiative’ by Departments of

Employment and the Environment
HMSO, 28 April 1987

Signed 4’5"1;0@ (arl_ Date (9 May 20/C

PREM Records Team
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Wwith permission, Mr Speaker, I would like to make a statement

on the Inner Cities Initiative and the City Action Teams.

In February last year I announced the setting up of the new

Inner Cities Initiative in England. 1Its aim was L6 improve
the targetting, and increase the benefit to local people, of

——

the mongz_channelled through existing central Government

programmes in 8 small inner city areas. We gave it a modest
top-up budget to”EEQE out new approaches to local problems,
and in particular those designed to lmprove training and
increase the opportunities for employment and self-amployment
. e —
for local people. Task Forces were set up in shop=front
offices in each of the eight areas to coordinate Jovernment
action and to make better use of the large amounts of publiec
money already being spent there. They were also given the job
of working with the private sector, local authorities,

voluntary groups and the residents themselves in developing

local solutions to local problems.

The Inner Cities Initiative was set up as an experimental
programme. In a short time it has already shown what c¢an be
achieved by a common partnership of effort between the public
and private sector with the active lnvolvement of local
people. Five girrerent uovernment vepartments ltave been
itnvolved lo bLhls work and I am also very grateful for the way
in which the Manpower Services Commission has supported the

Initiative by giving the inner cities higher priority in
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the targetting of its programmes. The Initiative has

demonstrated how the Government, by operating at a local

level, can give a lead by pulling together the efforts of all

those who are involved in our inner cities.,

The Initiative has now been running for over a year. There
have been significant and positive results. Qur elght Task
Forces have put themselves firmly on the local map. The Task
Forces have shown that new ideas and a fresh apprcach are just
as important as money in releasing the enormous fund of energy
and ideas that local people have avallable to tackle thelr own
problems. We sald from the outset that any lessons learned
from our eight small areas would Dbe applied more widely to

——
other inner city-districts.

The results so far are so encouraging that T have now decided

—_——————

to expand the coverage of the Initiative to other towns and

cities, while retaining its experimental and informal nature.
Y

I have therefore decided to set up a further eight Task Forces

on the same basis as the original eight. They will be located

in parts of Coventry, Doncaster, Hartlepool, Nottinghanm,

Rochdale, Preston, Wolverhampton and the London Borough of

Tower Hamlets.

The extra funds available to all the Task Forces to top up

other programmes and to support new ideas will be {ncreased to

2
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g14m for 1987-88. Experience shows that the avallability of
g —==
this top-up money will enable all the Task Forces to develop

programmes of action to help achiseve the goals of the
Initiative, particularly in employment and enterprise. The
approach works best where there is a partnership of effort.
We will be looking to work with local pcople, lozal

authorities and local industry and commerce to achieve that

partnership.

1 also propose to carry forward the work of the flve City
Action Teams which we set up two years ago. These Teams
consist of the Regional Directors of the Department of the
Environment, Department of Trade and Industry and the MSC in
each of the cities, They dispose of large budgets which they
seek to co-ordinate more closely and we did not originally
expect them to need CAT budgets as a Team. Howevar last May
we gave £1m to the Newcaatle/Gateshead Team as part of a

package of measurss to relleve the effects in the North East

of the shipbuilding redundancies. The City Action Team used

this sum very effectively to plug gaps in their ability to

support services for local business and training in new

tachnoiogy. Thelr achievements demonstrate that the City

Action Teams have an important part to play in accelerating
progress in areas crucial to the regeneration of our inner
eities and in attracting private sector support for worthwhile
projects. Accordingly T will be making £1m avalilable to each

——————————————

of the five City Action Teams in 1987/88 to be spent on the

3
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basis of a clear strategy that each Team will be asked to

prepare for local action.

The additional resources required for the expanded Inner
Cities Initiative and for the Clity Action Teams - an extra
£10m in 1987/88 - will be found from within my Department's
existing provision, and because we are comnitted to full value
for money for Government spending we will continue to monitor

and evaluate the contribution which these measures are making

to urban regeneration.

One of the aims of our Inner Cities Initiative haa been to
pool the eflorts -ard resources of all Governmant Departments
with a responsibility for our cities. As part of that
concerted approach, my Hon friend the Minister for Housing,
Urban Affairs and Construction and I will be makiag a Jolnt
Action for Clities presentation tomorrow morning in London's
Docklands. This will be the first of a series of
presentations across the country aimed at the business
community, the voluntary sector and other opinion formers in
our inner cities, to increase their involvement with
Government efforts to make our cities better, safer and more

attractive places in which to live and do business.

The drive to help our inner cities is a key priority for this
Government. It reflects our determination that all our

people, wherever they live, North, Midlands or South, should

4
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have the opportunity to share in this country's growing
economic success. It reflects our belief in the younger
generation, including those young people growing up in our
multi-racial inner cities, and our determination to Iimprove
their prospects. We have always made substantial resources
available. What we are now doing 1s targeting those resources
better to ensure that it is the people who live 1n our linner
cities who benefit from our efforts. It is those inner city
residents who this initiative is designed to help. To help
them acquire new skills so that they can compete on equal

terms for the opportunities which are increasingly beconing

available. To help them overcome the problems they face in

setting up in business on their own account. And to help make
our inner cities the kind of place where people want to live
and where businesses want to invest. Today's announcement is
just the latest in a long line of measures to promote Actlion

for Cities, and I commend it to the House,

CONFIDENTIAL




CITIES_INITIA

——————

An experiment in d

plugging_gaps in programmes and encouraging new_ideas. Ffive Departments
involved (DE/MSC, DOE, DTI, HO, DES).

Eight inner city task forces have run for one year. Emphasis on

encouraging enterprise
improving employability
stimulating employers to recruit and train inner city residents

reduce crime and the fear of crime

Task Forces are small groups (typically five or six) of civil servants and

secondees from private firms or local authorities.

excellent response from private sector

heartening reaction from local residents to the challenge of
improving their own chances of a job or a decent training
/
Most Local authorities have worked in pragmatic fashion with this Government
initiative (especially good politically: Birmingham, Bristo., Middlesbrough.
Especially bad: Leicester (City), Southwark) .

Announcement yesterday expands task force coverage to eight more locations,

while retaining experimental and informal nature.




- ———————

Petails_of Outputs

An estimate of outputs anticipated from the first 95 projects of the original
Initiative, roughly to the end of 1986/7 indicates:

'c ash leverage of private sector funds on a 1:1 basis

Leverage of public sector funds on a 1.5:1 (of Initiative

money) basis

over 600 new jobs created, excluding those in business

start-ups helped by the Initiative
more than 150 busine sses directly supported

over 900 Community Programme places facilitated
around 1,200 training places facilitated.
Objectives

ALL the Initiative's objectives have been tackled. Of the committed expenditure
of almost £S5 million to the end of 1986/7, 15 per cent of the money provided more
jobs, 25 per cent encéuraged enterprise, 55 per cent improved employability and
5 per cent related to comhunity development. Of course, some projects met more

than one of these aims,

Lessons_L

It is clear that most progress has been made where the local authority, the
local community and the private sector are committed and involved. Task Forces
are a successful medium for targetting main programmes on small areas of
particular need. They provide a useful context for piloting new forms of

' provision (for example, private sector management of Community Programme

- Schemes) and fostering co-operation between Government Departments. And not
Lleast that access to special funds in these areas enables directly useful work

to be done and can help unlock much greater resources in the local community.




a Pilot?

- - -

we made it clear when the original Initiative was announced that it was a pilot
programme. It still is. Eight or 16 areas, neither number can in itself
address the major problems our cities face. There are other big programmes,
such as DOE's Urban Programme, or the MSC's various employment and training
programmes, which have the major role to play. We are still at an experimental

stage, trying out a successful formula in other areas of need.

After_the Pilots,

This expaﬁded Initiative will run for another two years. We are learning all the
time and the results are already influencing main programmes (eg targetting of
MSC programmes). So real work has already started. But we do not contemplate

a permanent Life for any of the Task Forces.
Why

We made it clear the original 8 were chosen as broadly typical of the severe
problems inner cities face. The same can be said of the new areas, and indeed
in terms of environmental problems and unemployment atl 16 areas are very

similar. We wanted to extend the Initiative but there is nothing sacrosanct

about 16 ~ that number may rise or fall in the period ahead.

Mixed in the original 8 areas, though overall they have worked well with the
Initiative and contributed significantly to it. One of the lessons we learned
was that progress is best where the local authority is involved. We are
confident that we will have that involvement in the new areas. We certainly
need to work in partnership with local authorities, as well as the other Local

actors.

In terms of what they are doing, and how they do it, very'éimilar. In terms

-.of where they do it, clearly not. CATs cover wider urban areas and will need

to tgke a strategic view of the employment, enterprise and environmental needs

of those areas. Task Forces will need to respond to the more immediate needs
of the very small districts they cover.




The Task Forces operate in some of England's most difficult inner city areas,

It is very early in the experiment to be definte about nunerical outputs.

estimates relating of course to

? months work.

The 600 new jobs are in areas where
jobs are a struggle to sustain. The 150 businesses operate in a sometimes

hostile environment. The 2100 training and CP places are in locations where

The lLeverage ratios are tentative but, again, err heavily on the side of

caution.

1t is important to stress that getting things cone in inner cities is a major

challenge to commitment and ingenuity. 'Numbers' must be placed in context.




CATs BUDGETS = LINE TO TAKE BRIEF

Why_ Budgets

Because we have been impressed with the progress made by the Newcastle/Gateshead
CAT in spending the £1 million we allocated to it in 1986/7 to spend on
additional measures tackling the effects of the shipbuilding redundancies in

the North East. That money was spent in relation to a ccherent lLocal strategy

of building up an infrastructure of design and marketing support for Llocal
businesses. We will be asking the other CATs to produce similar plans of action,
and Qe will be looking in particular for the money to be used in concert with

private sector resources.
Why_now
We have been able to draw conclusions from how Newcastle/Gateshead spent its

budget in 1986/7. 1t seemed sensible to continue that effort for another year,

and to extend a similar capability to the other CATs.

The Newsastle/Gateshead CATs has spent its special budget for 1986/7 on projects

which helpeldevelop an infrastructure of support for businesses in the area.

The projects also showed a clear appreciation of the need for the money to be
spent in co-ordination with other sources of Government help, and as part of a
leverage of private sector resources. I gave details of the projects supported

in my reply to a Parliamentary Question on é&?:ﬂa51u£y1987.

The CAT Leaders will be immediately responsible, with the Permanent Secretary
of my Department (Employment) having formal accountability. However, I shall

be approving the expenditure on a project by project basis.

The CAT budgets will be mainly spent within the area of the Team — that is the
~ Inner City Partnership area. However, there is scope for flexibility at the
boundaries. The aim will be to spend the money primarily on projects benefiting

the economic infrastructure of the City, and the prospects of employment of
the people living there.




CITY ACTION TEAMS - CATs

T CATe were launched in April 1985, Five Teams were set up in

each Inner City Partnership area, with one team covering the three London
Partnerships of Hackney, Islington and Lambe th - others are Birmingham,

Liverpool, Manchester and Newcastle. The Teams consist of the Regional

Directors of the three main Government Departments with a local presence -
DE, DTI and DOE. Leadership of the Teams is shared between the three

Departments.

20 The aim of the Teams is to co-ordinate and raise the profile

of Government help to, and action in, the Partnership areas in accordance
with the three initial objectives of Urban Policy. These are:

i) to reduce the number of people in acute housing stress.

ii) to reduce the number of derelict sites and vacant buildings.

iii) to increase job opportunities in certain areas, and the

employability of certain groups.

The main Departmental programmes coming within the CATs are:

i) DOE - Urban Programme, Urban Development Grant, Derelict

Land Grant, and Urban Regeneration Grant.

ii) DE/MSC - Restart, Community Programme, Adult Training and
YTS, JTS, Enterprise Allowance Scheme and programmes of assistance

to small firms.
iii) DTI - investment incentives,

4, Total expenditure in Partnership areas related to the three
objectives of Urban Policy (para 2) is estimated in 1986/7 to be around
£735m. Of this around £530m is accounted for by DOE programmes, £180m
by DE/MSC programmes and £25m by DTI programmes.
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5. The Home Office, DES and DHSS also maintain close links with

the CATs.

6. The Teams report regularly to Ministers, with a focus on
encouragement of enterprise, public-private sector co--operation, joint
working between Departments, ethnic minority initiatives and use of
vacant and derelict land. It is clear they have madc significant

progress in particular;

- in taking initiatives to help rebuild the industrial/

commercial base of their cities.

- publicising enterprise and successful local developments,

and promoting tourism.
fostering public: private sector collaboration.

- developing good links with all Departments at local level
and with the Inner City Task Forces.

- supporting projects involving, and in support of, the ethnic

minority community.

- promoting the use of vacant/derelict land through disposal

7
of sites on the land register,

7P The Newcastle CAT was given a budget of €1m in May 1986 to help
alleviate the local affects of the shipbuilding reduncancies. The money
has been used most successfully to develop an infra structure of support
for small and developing business enterprise, including marketing and

other technical support. In the light of the good prcgress made, Ministers
have now agreed to give each of the five CATs a budget of flm (e

be spent in relation to a clearly-defined programme of local action To
stimulate employment and enterprise. An announcement of this enhancement
of the CAT role was made by the Paymaster General in the House of Commons

on 27 April 1987.

ICI/Central Unit. April 1987




BRIEF ~ GOVERNMENT SPENDING IN INNER CITIES

1 The Government already provides significart help to inner

cities. Since it came into office in 1979, Government programmes

1986/7 - in real termg since 1978/9 (when 93m was
spent). £127m was spent in the Inner City Partnership

areas in 1986/7.
but NB. for 1986/7 the UP Was cut back from £338m in

ousy”
1985/6. Handsworth for example heas receivedeZOm in

aid over the last & years.
of £121 has attracted over £600m of private investment
in respect of 239 approved payments.

- has doubled in real terms since 1979
to over £80m. Every 2 years, an area the size of Grimsby
is reclaimed.

Housing Improvement Grants have trebled to £500m (peaking
at £900m in 1983/4).

Government support to Housing associations through the
Housing Corporation is now £706m - a 9% real terms
increase since 1979. '

Support for Local Authority posts dealing with the special
needs of Commonwealth immigrants has douotedﬁ%Ver £95m.
Employ The MSC aimed to soend around £175m
in the 7 Inner City Partnership Areas in 1986/7 (an
increase of 25% over the 1985/6 figure).

on employment and training measures has more than

since 1978/9 to around £3 billion in 1986/7.

2. Around in 1986/7 tackling inner city
problems on housing, dereliction, and employment in the inner

city partnerships.

3. Spending on Government programmes

Forces which can be identified as clearly being
spent fn those areas, was some £75m in 1985/6. Over £23m
was through MSC programmes. It is reckoned that around £ ¥2 n~.
of Government spending in 1986/7 was accounted for by the 8

new areas.




FRIUATE OFF

In addition, the Government has increased its support for

the 1978/9 figure.

5. At the same time, Local Authority spending has increased
significantliy. In the Urban Programme authorities, their
spending increased from £1 billion in 1978/9 to just over

£2 billion in 1986/7.

6. Over and above this, the Government has, and is continuing

to:

encourage local authorities to concentrate on repairing

their existing stock of homes (76% of council dwellings
built post=1945).

take steps to encourage better management and maintenance
of Council housing. Encouraging much greater involvement
of tenants in the running of their estates.

strongly encourage home ownership particularly through
the Right to Buy which is now being further extended to
help tenants of Council flats and through inner city

Low cost home ownership.

promoting enterprise and increasing training, including
in hi-tech and computer technology.

help Locag authorities tackle the problems of the

worst housing_cities through Estate Action (the budget
increased from £50m in 1986/7 to £75m in 1987/8).

8. ALl this underlines the Government's recognition of the
problems of our inner cities and its attack on them across a
broad, yet co-ordinated front. That attack is now being
carried forward through the expansion of the Inner Cities
Initiative, the granting of budgets of £1m for each City
Action Team, and the New Urban Reguwration, Grant announced by

DOE in April 1987.

ICI/Central Unit April 1987
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2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

My ref:

Your ref:

Andrew Wells Esq
Cabinet Office
70 Whitehall
LONDON

SW1 £or Q(A) ..-._LJ»«'.(; 27 April 1987
ik s,

Dot Andeew

E(A): 28 APRIL
LOW-BUDGET URBAN DEVELOPMENT CORPORATIONS

You asked if Mr Ridley could circulate a draft statement for an
announcement of his proposals on low budget UDCs, which he has set
out in E(A)(87)21.

Mr Ridley does not wish to finalise the form and timing of an
announcement before tomorrow's discussion. He has however approved

the attached first draft which indicates how an early announcement
might be phrased.

I am copying this to the Private Secretaries to the Prime
Ministers and the members of E(A) and Sir Robert Armstrong.

Y

Ruan \ et

B H LEONARD
Private Secretary

This is 100% recycled paper




DRAFT ANNOUNCEMENT ON LOW BUDGET URBAN DEVELOPMENT CORPORATIONS

Nicholas Ridley, Secretary of State for the Environment, today
announced a further major Government initiative to help the inner
cities. More UDCs will be set up to bring new life to run-down

areas.

Mr Ridley said:

"We have all seen what UDCs can achieve. The success of the
London Docklands Development Corporation is particularly
striking and I am pleased that the 4 new UDCs I announced 6

months ago have generally received a positive welcome.

"The dynamic single-minded approach that UDCs bring to
tackling the problems of urban decay needs to be extended. I
therefore propose to apply the UDC model to several of our
larger towns and cities where the need for development, for
in&estment, and for job opportunities are obvious but where

progress is being held back.

"Typically, these new UDCs will cover SEEEEEEMEEEES than
those already designated or announced and I expectmtheir
expenditure to be commensurably smaller. A number of small
sites might be selected totalling in each area up to 500
acres. Expenditure of each UDC will probably be in the range

of £10m to £15m in total, over a number of years.

"I shall not decide the selection of areas until further
studies have been carried out. The aim of the new UDCs will
be to assemble and prepare sites for development as quickly
as possible. They will have development control powers. They
should recoup eventually from sales of land much, if not all,
of their initial expenditure."

The list of areas to be studied will be published very shortly.
When those studies are complete the Government will decide for
which areas a UDC will formally be proposed for designation. I

expect that about 4 of these smaller UDCs will be designated

—
—

initially.
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Ref. A087/1155
PRIME MINISTER

Low Budget Urban Development Corporations
E(A)(87)21

Decisions

The Committee is asked to endorse a new programme of 'low budget'
Urban Development Corporation (UDCs). Although the paper does not
say so, the main point at issue is whether there should be an

early statement of the Government's intentions.

Background

2. UDCs are bodies appointed by the Secretary of State to promote
the redevelopment of inner city areas. Land already in public
ownership can be vested in them, and they can also buy private
sector land, with a view to development and sale. Within their
own areas they can give planning consent and have rights of

compulsory purchase.

3. The power to establish UDCs was taken in the Local Government
Planning and Land Act of 1980. The purpose at the time was to

g EEEE
establish two corporations, for London docklands (the London
Docklands Development Corporation - LDDC) and part of Merseyside
(the Merseyside Development Corporation - MDC). The LDDC has been
relatively successful, although at substantial public sector cost.

The MDC has been less successful.

4. Last September E(A) agreed Mr Ridley's proposal to announce a
programme of up to four new UDCs on the LDDC and MDC model. That
agreement was subject to the proviso that Mr Ridley could find the
necessary resources within the provision for the Other Environ-
mental Services (OES) programme. The programme was announced at
the Conservative Party Conference. Mr Ridley has since reached
agreement with the Chief Secretary on the designation of all four
of the proposed UDCs . The Trafford Park UDC has already been

1
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designated, and Orders for Tyne and Wear, the Black Country and

Teesside will all have been laid by Monday.

Mr Ridley's Proposal

5. Mr Ridley now proposes a new programme of 'low budget' UDCs,

intended to promote the redevelopment of relatively small areas in
the centre of provincial cities like Bristol, Leeds and

Nottingham. These are relatively more prosperous cities, and what

Mr Ridley has in mind is therefore a potentially major extension
of the UDC Scheme. He says his new UDCs will be 'low budget'
because in such cities public expenditure on pumptﬁ?fﬁiﬁ§—gﬁaﬁld
be less important. Their function will be more to use their
Flanning and other powers to promote development where local

- . . ﬁ
authorities are reluctant to do so.

6. Nevertheless, Mr Ridley has left the effect on public
expenditure uncertain. He gives a non-committal estimate of a

“ﬂ
cost of £10-15 million over the first 2 or 3 years for each of the

o

new UDCs, but does not commit himself as to how many there might
be. He refers to the possibility of four this year, with the
prospect of more to come. He makes it clear that he will need to

bid for more money in PES.

Chief Secretary's reaction

7. Mr Ridley wants to make an early announcement before aany of
this has been worked out, and that has led to the disagreement
with the Treasury. The Chief Secretary's reaction is set out in

paragraph 15 of the paper. He seeks agreement before any

: e
announcement is made on:

i. clear limits to the programme;

L —

ii. detailed figures for the public expenditure implications

year-by-year;

2
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iii. an undertaking that the Environment Secretary will find

the costs from within his own PES programmes.

8. These conditions are unlikely to be acceptable to Mr Ridley.
The Committee will want to decide whether he should be allowed to
make an announcement now and leave the public expenditure
implications to be sorted out later (which might at least in part
preempt PES decisions) or whether an announcement should be

delayed until the details are agreed.

Criteria for designation and value for money

9. The Chief Secretary also seeks firm output criteria for the
new UDCs. There is little doubt that, given their powers and
sufficient public money, the new UDCs could attract development to
their areas. The crucial question is whether the ratio of private
investment to public expenditure will be sufficiently attractive
to justify the new programme. This will turn in part on the
criteria which are used to select the areas to be designated. Mr
Ridley's paper has little to say on this issue, and you may want

to explore his thinking at the meeting.

Legislation

10. You may like to ask the business managers to comment on Mr
Ridley's proposals for new legislation on UDCs. They would
involve a substantial extension of what would otherwise be a very
short Bill to raise financial limits which apply to UDCs. They
might be controversial, since they would significantly reduce the

limits on the Environment Secretary's powers to designate UDCs.

The local authorities in particular might oppose this. The Chief

Secretary may also oppose the suggestion that the financial limits
on UDCs should simply be abolished.

—

Presentation

11. If the Sub-Committee decides on an early announcement, you

will want to consider presentation. There is a range of

3
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possibilities. The announcement could be in general terms, saying
only that the Government is considering an extension of UDCs to
more prosperous areas. This is no doubt what the Treasury would
prefer. Mr Ridley will however want to be more specific, at least
listing the areas to be considered for the new UDCs. There will

be many intermediate possibilities.

12. We have suggested to Mr Ridley's Office that he might
circulate a draft before E(A) meets. This would allow the
Committee to consider the terms of the Statement, and would be the
best course. Otherwise, you could invite Mr Ridley to prepare a
draft taking account of the points made in the discussion and

circulate it for clearance preferably in correspondence.

13. The Committee will also want to consider the timing and form
of any announcement. We understand that Mr Ridley has a written

PQ in mind.

HANDLING

T4. You will want to ask the Environment Secretary to introduce

his paper. The Chief Secretary, Treasury will wish to speak about

the financial implications. The Secretaries of State for

Employment, Trade and Industry, Scotland and Wales and other

Ministers may also wish to contribute. (One of the current UDCs

is proposed for Cardiff. There are no UDCs in Scotland) The

business managers may wish to comment on the proposals for

legislation.

>

ROBERT ARMSTRONG
April 1987
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‘I z\\
LOW OR "Ne" BUDGET URBAN DEVELOPMENT CORPORATIONS

- -

DoE have not done their homework for Nlcholas Rldley

S R R ——

Although the idea for low budget UDC has been about for some

time, costings for the proposed low budget UDC's are far

from complete and not surprisingly are opposed by Treasury.

Moreover, one policy optlon which might well have Treasury

approval namely 'No budget' (or administrative costs only)

UDC is not proposed.

L o

For the no budget option

You will recall the following are the strong points of UDCs:

They have power to bypass local authority muddle or

political resistance to change.

They provide excellent vehicles for "site assembly".
SO

They can, but not always, bring in high ratios of private

to public money. (Public funding has included both

designated UDC money as well as Urban Programme money and
Derelict Land Grant).

(1), (2) and (3) focus attention on derelict or largely

redundant urban 'industrial' areas (not so far

residential areas).

We argue that points (1) and (2) could in some circumstances

justify point (4) and could be highly successful. Moreover,

a no budget option would still allow derelict land grant and

other programme money to be spent. Finally, the power to

create no budget UDCs could concentrate the minds of

inefficient or bad councils.




Against the No budget option.

We would be criticised more heavily than before of Central

Government dictat in these UDC areas. It would be UDCs with

less sweetening money!

Technically, DoE will argue that some money is needed for

site assembly. This may be so in some circumstances but

there are two important instances that could cover most

cases where no public funds are neéded and whereby the "No

budget" UDC can remain free of Government funds. Firstly,

this can occur if the site assembly is done with immediate

disposal for development. The second case is where site

assembly is conducted with wholly private funding. Finally,

Nicholas Ridley may object that simplified plagg}ng zones

(SPZ's) are effectively No budget UDCs. This is not so -

SPZs cannot perform site assembly.

Conclusion

We recommend great caution on low budget UDC and in any

event that proposals for No budget UDCs be considered

further because of their site assembly and council busting
powers, but equally because they would provide a powerful
"nind concentrator" in areas where obstructive councils
resist progress. Finally, a full survey of precisely which areas would

benefit from these options should be speedily carried out.

HARTLEY BOOTH
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Private Secretary to the Paymaster General

Department of Employment

Caxton House

Tothill Street

London
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EXPANSION OF THE INNER CITIES INITIATIVE

I am replying to the Paymaster General's letter of 23 April to the

Chief Secretary. J/

Although the Paymaster General's letter does not say so
explicitly, the Chief Secretary assumes the Paymaster General accepts
the conditions under which the Chief Secretary agreed to the expansion

of the Task Forces, set out in the second and third paragraphs of
this letter of 23 April.

On that  Dbasis the Chief Secretary is content with the
Paymaster General's proposed announcement, subject to one point.

At the end of the paragraph at the top of page 3 of the proposed
announcement, the Chief Secretary would 1like added a sentence on
the following lines:-

"The Government will continue to monitor the work of the

Task Forces closely, so as to evaluate their success in
urban regeneration."

The Chief Secretary notes the Paymaster General's position on
funding. The Chief Secretary's position on running costs, as on
funding, remains as set out in his letter of 23 April.
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The Secretary of State for Wales' letter of 24 April expresses
concern at the handling of this proposal and his officials may wish
to follow up with your department the issue of consultation on MSC
programmes, but as neither the Task Forces nor YTS are comparable
programmes the Chief Secretary sees no justification for a
consequential increase in Welsh Office provision.

I am copying this =letter to the Private- Secretaries to the

Prime Minister, the Chief Whip, to members of E(A) and H Committees
and to Sir Robert Armstrong.

ik
iRt

JILL RUTTER
Private Secretary
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Wwith permission, Mr Speaker, I would like to make a statement

on the Inner Cities Initiative and the City Action Teams.

In February last year I announced the setting up of the new
Inner Cities Initiative in England. 1Its aim was to {mprove
the targetting, and increase the benefit to local people, of
the money channelled through existing central Government
programmes in 8 small inner city areas. We gave it a modest
top-up budget to test out new approaches to local problenms,
and in particular those designed to improve training and
increase the opportunities for employment and self-amployment
for local people. Task Forces were set up in shop=front
offices in each of the elght areas to coordinate Government
action and to make better use of the large amounts of public
money already being spent there. They were also given the job
of working with the private sector, local authorities,
voluntary groups and the residents themselves In developing

local solutions to local problems.

The Inner Cities Initiative was set up as an experimental
programme. In a short time it has already shown whal can be
achieved by a common partnership of effort between the public

and private sector with the active involvement of local

people. Five dilterent uovernment vepartctmernLs tlave Leen
involved 1o Lhls wurk and T am also very grateful for the way
in which the Manpower Services Commission has supported the

Initiative by giving the inner c¢ities higher priority in
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the targetting of its programmes. The Initiative has

demonstrated'how the Government, by operating at a local

level, can give a lead by pulling together the efforts of all

those who are involved in our lnner cities.,

The Initiative has now been running for over a year. There
have been significant and positive results. Our eight Task
Forces have put themselves firmly on the local map. The Task
Forces have shown that new ideas and a fresh apprcach are Jjust
as important as money in releasing the enormous fund of energy
and ideas that local people have avallable to tackle their own
problems. We sald from the outset that any lessons learned

from our eight small areas would be appliesd more widely to

other inner city districts.

The results so far are so encouraging that I have now decided
to expand the coverage of the Initiative to other towns and
cities, while retaining its experimental and informal nature.
T have therefore decided to set up a further eight Task Forces
on the same basis as the original eight., They will be located
in parts of Coventry, Doncaster, Hartlepool, Nottingham,
Rochdale, Preston, Wolverhampton and the London Borough of

Tower Hamlets.

The extra funds available to all the Task Forces to top up

other programmes and to support new ideas will be {ncreased to

a

CONFIDENTIAL
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£14m for 1987-88. Experience shows that the avallability of
this top-up money will enable all the Task Forces to develop
programmes of action to help achieve the goals of the

Initiative, particularly in employment and enterprise. The

approach works best where there is a partnership of effort.

We will be looking to work with local pcople, lozal

authorities and local industry and commerce to achieve that

partnership.

1 also propose to carry forward the work of the filve City
Action Teams whieh we set up two years ago. These Teams
consist of the Regional Directors of the Department of the
Environment, Department of Trade and Industry and the M3C in
each of the cities., They dispose of large budgets which they
seek to co-ordinate more closely and we did not originally
‘expect them to need CAT budgets as a Team. Howevar last May
we gave £1m to the Newcastle/Gateshead Team as part of a
package of measures to relleve tne effects in the North East
of the shipbuilding redundancies. The City Action Team used
this sum very effectively to plug gaps in their ability to
support services for local business and tralining in new
technology. Their achievements demonstrate that the City
Action Teams have an important part to play in accelerating
progress in areas crucial to the regeneration of our inner
cities and in attracting private sector support for worthwhile
projects. Accordingly T will be making &£1im available to each

of the five City Action Teams in 1987/88 to be spent on the

3
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basis of a clear strategy that each Team will be asked to

prepare for local action.

The additional resources required for the expanded Inner
Cities Initiative and for the City Action Teams - an extra
£10m in 1987/88 - will be found from within my Department's
existing provision, and because we are committed Lo full value
for money for Government spending we will continue to monitor

and evaluate the contribution which these measures are making

to urban regeneration.

One of the aims of our Inner Cities Initiative haa been to
pool the ellorts -ard resources of all Governmant Departments
with a responsibility for our cities. As part of that
concerted approach, my Hon friend the Minister for Housing,
Urban Affairs and Construction and I will be makiag a Jjolnt
Action for Cities presentation tomorrow morning in London's
Docklands, This will be the first of a series of
presentations across the country alimed at the business
community, the voluntary sector and other opinion formers in
our inner citles, to increase their involvement with
Government efforts to make our cities better, safzr and more

attractive places in which to live and do business.

The drive to help our inner cities is a key priority for this
Government. It reflects our determination that all our

people, wherever they live, North, Midlands or South, should

4
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have the opportunity to share in this country's growing
economic success. It reflects our bellef in the younger
generation, including those young people growing up in our
multi-racial inner cities, and our determination to improve
their prospects. We have always made substantlial resources
available, What we are now doing is targeting those resources
better to ensure that it is the people who live in our inner
cities who benefit from our efforts. It is those inner city
residents who this initiative is designed to help. To help
them acquire new skills so that they can compete on equal

terms for the opportunities which are increasingly beconing

available. To help them overcome the problems they face in

setting up in business on their own account. A4nd to help make
our inner oities the kind of place where people want to live
and where businesses want to invest. Today's announcement lis
just the latest in a long line of measures to promote Action

for Cities, and I commend it to the House.

CONFIDENTIAL




NELSH OFFICE

NYDDFA GYMREIG | it EL
GWYDYR HOUSE ‘ GWYDYR HOUSE
WHITEHALL LONDON SWi1A 2ER o WHITEHALL LONDON SW1A 2ER
O (Switsfwrdd) Tel. 01-270 3000 (Switchboarc

01-2700538 (Direc

(Llinell Unian.)
1 The Secretary of State for Wales

Oddi wrth Ysarifennydd Gwladol C L . D o r o~ -
Oddi wrth Ysgrifennydd Gwladol Cymru The Rt Hon Nicholas Edwards

CONFIDENTIAL April 1

INNER CITIES INITIATIVE

your letter of MacGregor seel

colleagues to a
Initi

you know I am not

ro .;)\, 31“}. t would

the way

C }’l )") I‘ 4~ '

mentioned
"‘{“ '11'\[‘4( »

introducing the f nLlcwr‘g

'In Wales similar tasks are
through the Valley's Initiati
Develog t Corporation,

my Rt Hon Friend the

0

!1‘-‘/‘

I am (,()U_/‘“»

Chief «.'nu

Kenneth Clarke

bloyment







pPQ
I
1OV f];

not e

(Y NS
(J_):o,x)r',:‘_ﬂ.







CONFIDENTIAL

Treasury Chambers, Parliament Street-SWIP 3AG
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Thank you for your letter of B~ April proposing an expansion of
the Inner Cities Initiative (ICI) and the introduction of funding
for each of the City Action Teams (CATs). I have since read Kenneth

Baker's, Paul Channon's, Douglas Hurd's, Nicholas Ridley's and
Norman Tebbit's responses to your letter.

I accept your proposals in principle, although I have to say
that you are putting these forward before there has been a proper
evaluation of the effect of the existing initiatives. It is all
the more necessary therefore that you should be setting targets
for both the existing and the new Task Forces, and that you provide
a central evaluation of any spending by the CATs, I am glad to
see that you will be doing this. However, I agree with Nicholas
Ridley that the relationship between the new task forces and existing
programmes on the ground should be made as clear as possible before
they are deployed. I also agree with Paul Channon that you are
right to emphasise the experimental nature of the ICI and to place
limits on the 1life of the task forces. The presumption should
be that no individual Task Force should be retained for more than

three years, with shut down far short of that where a lack of success
is becoming apparent.

My agreement to what you propose in practice must be conditional
on these two other points. First, there should be no further
creation of task forces without a full and quantified assessment
of their performance; in particular this would need to consider
the outputs achieved against those for comparable policy instruments
such as the Urban Programme and -your own more general employment
measures. Second, we should ask the CATs to bring their spending
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plans to MISC 116 for approval. We should also make clear that

there can be no assumption of continued funding for the CATs beyond
1987-88.

On funding, I recognise that you have agreed to find extra
resources from within your total budget both for 1987-88 and 1988-
89. As I understand it, for 1987-88 you take the view that, on
latest estimates, there should be spare funds within the existing
- provision for JRS and YTS; to put it another way, you are proposSing

to make use of emerging underspends (as early as the second week
of the financial year) to fund policy additions elsewhere. We
have corresponded in the past about my attitude to adjustments
of this sort and I have made clear my objections of principle.
Given the importance you attach to this particular initiative I
am, however, on this occasion - without prejudice to the future
- prepared to accept your funding proposals. This is on condition
that fh any other areas of vyour budget where monitoring suggests
the 1likelihood of overspends which. cannot -be- accommodated, you
will take immediate policy action to ensure you are able to 1live
within your resources. I understand, for example, that the present
number of community programme participants is substantially above
the average figure on which your Estimates provision is based.

Proposals for switches in provision for 1988-89 (and later
Survey years) should properly await the 1987 Survey, for which
we have now agreed the arrangements. In this instance I am, however,
prepared to agree to the proposed announcement on the basis that
switches within existing provision will be identified when you

put forward your Survey proposals.

You also proposed that the 1 April 1988 control figure should
be increased by 50 posts and the 1987-88 gross running cost limits
should be raised by £0.7 million. I cannot accept either of these
proposals. I must insist that the manpower and gross running costs
implications are absorbed within the existing control figures,
which were greatly increased at the time of your 28 January
announcement. I will also expect your proposals for switches in
1988-89 and the later years to be prepared on the basis that there
is no net transfer from programme spending to running costs.

I am copying this 1letter to the Prime Minister, members of
E(A) and H Committees and Sir Robert Armstrong.

JOHN MacGREGOR
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Thank you for yo letter of ggflpril replying to
David Young's April letter. David has flown off to the
United States, but before he left we discussed the points you
make.

I was grateful for the support of colleagues for the
expansion, and for the addtional resources for CATS.

Douglas Hurd suggests that the announcement of the new Task
Force should be separated from the presentation which

John Patten and I are making on Tuesday 28th. 1In fact, at the
suggestion of John Biffen's office, we have been working
towards a statement announcing the expansion, to be delivered
in the House on the afternoon of Monday 27th. I attach a
draft of the statement which I propose to make and would be
grateful for any comments from you and from copy recipients by
close of play on Friday. I hope Douglas feels that this
arrangement meets his concerns.

We are happy to accept the points you make about the operation
of City Action Teams, On funding generally, I can confirm that
we will continue to take all necessary action to ensure that
our total spend this year remains within our Est imates
provisions and that proposals for switches in provision in the
PES years will be identified when we put our 1987 Survey
proposals forwards.

CoONEDENT AL
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On gross running costs and manpower I am very much with you on
the general desirability of keeping within existing overall
limits and acknowledge that the £0.7 million and 50 posts
could be regarded as de minimis in relation to the
Department's total provisions. There are, however, as you
appreciate, wider considerations of the appropriateness of
some of our expenditure which is classified to running costs
rather than programme where the staff are the programme, as
with Restart. There are some areas therefore where we might
want to argue for policy reasons for switches from programme
to running expenditure in the PES years and with net manpower
increases. For the current year, I note that you are not
prepared to increase the running cost limits and we will do
our best to live with that. So far as expenditure in future
years and the manpower control figure for 1 April 1988 are
concerned I think we can only say now that we must return to
this in the context of the 1987 Survey.

I am copying this letter to the Prime Minister, the Lord Privy

Seal, the Chief Whip, Members of E(A) and H and
Sir Robert Armstrong.

KENNETH CLARKE

CONCIDENTIA L
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DRAFT STATEMENT ON THE EXPANSION OF THE INNER CITIES INITIAIVE

AND BUDGETS FOR CITY ACTION TEAMS

In February last year I announced the setting up of the new
Inner Cities Initiative. Its aim was to improve the
targeting, and enhance the benefit to local people, of the
money channelled through existing central Government
programmes in 8 small inner city areas. We gave it a modest
top-up budget to test out new approaches to local problems,
and in particular those designed to improve training and
increase the opportunities for employment and self-employment
for local people. Task Forces were set up in shop-front
offices in each of the eight areas to coordinate Government
action and to make better use of the large amounts of public
money already being spent there. They were also given the job
of working with the private sector, 1local authorities,
voluntary groups and the residents themselves in developing

local solutions to local problems.

The inner cities initiative was set up as an experimental

phogbamme.: In a short time it hasMalready shbwnfwhat can be

achieved by a common partnership of*effértvbetweenAthé'puBiic
and private sector with the active involvement of local
people. Five different Government Departments have been
involved in this work and I am also very grateful for the way
in which the Manpower Services Commission has supported the

Initiative by according the inner cities higher priority in
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the targeting of its programmes. The Initiative has
demonstrated how the Government, by operating at a local
level, can give a lead by pulling together the efforts of all

those who are involved in our inner cities.

The Initiative has now been running for over a year. There
have been significant and positive results. Our eight Task
Forces have put themselves firmly on the local map. The Task
Forces have shown that new ideas and a fresh approach are just
as important as money in releasing the enormous fund of energy
and ideas that local people have available to tackle their own
problems. We said from the outset that any lessons learned
from our eight small areas would be applied more widely to

other inner city districts.

The results so far are so encouraging that I have now decided
to expand the coverage of the Initiative to other towns and
cities, while retaining its experimental and informal nature.
I have therefore decided to set up a further eight Task Forces

on the same basis as the original eight. They will be located

inf@arts of}Covehtry,,Dohoaster;.Hértlepbol; Not@ingham,

Rochdale, Preston, Wolvérhampton aﬁd'theTLondon Borbugh'of'

Tower Hamlets.

The extra funds available to all the Task Forces to top up

other programmes and to support new ideas will be increased to

2
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£14m for 1987-88. Experience shows that the availability of
this top-up money will enable all the Task Forces to develop
programmes of action to help achieve the employment and
enterprise goals of the Initiative. The approach works best
where there is a partnership of effort. We will be looking to
with local people, local authorities and local industry and

commerce to achieve that partnership.

I also propose to carry forward the work of the five City
Action Teams which we set up two years ago. These Teams
consist of the Regional Directors of the Department of the
Environment, Department of Trade and Industry and the MSC in
each of the cities. They dispose of large budgets which they
seek to co-ordinate more closely and we did not originally
expect them to need CAT budgets as a Team. However last May
we gave £1m to the Newcastle/Gateshead Team as part of a
package of measures to relieve the effects in the North East
of the shipbuilding redundancies. The City Action Team used
this sum very effectively to plug gaps in their ability to
support services for local business and training in new

technology. Their achievements demonstrate that the City

'.Actiop.Teams_have an=importantzpart to,piay injaccelenating:xk‘?

‘progress in areas érﬁcial'tO'ibcal economigideveiopment[and iﬁ
attracting private sector support for‘worthwhile projects.
Accordingly I will be making £1m available to each of the five

City Action Teams in 1987/88 to be spent on the basis of a

3
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clear strategy that each Team will be asked to prepare for

local action.

The additional resources required for the expanded Inner
Cities Initiative and for the City Action Teams - an extra
£10m in 1987/88 - will be found from within my Department's

existing provision.

One of the aims of our Inner Cities Initiative has been to
pool the efforts and resources of all Government Departments
with a responsibility for our cities. As part of that
concerted approach, my Hon friend the Minister for Housing and
I will be making a joint Action for Cities presentation
tomorrow morning in London's Docklands. This will be the
first of a series of presentations across the country aimed at
the business community, the voluntary sector and other opinion
formers in our inner cities, to increase their involvement
with Government efforts to make our cities more attractive

places in which to live and do business.

The drlve to help our ‘inner- citles is a key" pPlOPlty for thls

Government. It reflects our determlnatlon that all our
people, wherever they live, North, Midlands or South, should
have the opportunity to share in this country's growing
economic success. We have always made substantial resources

available. What we are now doing is targeting those resources

CONFIDENTIAL
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better to ensure that it is the people who live in our inner
cities who benefit from our efforts. It is those inner ClEy
residents who this initiative is designed to help. To help

them acquire new skills so that they can compete on equal

terms for the opportunities which are increasingly becoming

available. To help them overcome the problems they face in

setting up in business on their own account. And to help make
our inner cities the kind of place where people want to live
and where businesses want to invest. Today's announcement is
Just the latest in a long line of measures to promote Action

for Cities, and I commend it to the House.

CONFIDENTIAL
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

01-212 3434

The Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB

DOCKLANDS LIGHT RAILWAY - BANK EXTENSION

You may find it helpful to know the latest position on the
proposed agreement between London Regional Transport (LRT)
and the Canary Wharf Consortium.

A draft agreement is nearly ready for signature, and could
be made ready within this month. My officials have asked
to be told wurgently whether there are any specific points
which are not yet accepted on the draft. The Consortium
have not yet accepted the latest offers that have been made
to them in relation to the liabilities on them for '"revenue
guarantees', but the offers made are fair and I have no present
reason to think that we ought to offer any further concession
on them. Indeed, I do not see that these matters should
be crucial to the Consortium.

Mr Travelstead has not recently raised again the question
of protection for the Consortium against the possible
consequences of privatisation of the railway, and I shall
not offer any assurances on that point unless it is pressed
strongly as part of a final negotiation.

The wvalidity of the present tenders obtained by LRT expires
at the end of this month. We must do all we can to put
on to the Consortium the costs on the railway contracts
of further delay. My Department and LRT have put the
Consortium on warning that they expect the costs to fall
on them.

I am sending copies of this letter to the Prime Minister,
other members of E(A), and to Sir Robert Armstrong.

£ | i
PR AL

7 g

//;;ﬁ
(g

8

// -
JOHN MOORE

) v

CONFIDENTIAL




COMMERCIAL IN CONFIDENCE

2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

My ref:
The Rt Hon John Moore MP
Department of Transport Your ref:
2 Marsham Street
LONDON
SWl 22 April 1987
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Dens Sacefary of Stafe,

CANARY WHARF

We last considered these negotiations at E(A) on 25 March, and I
have subsequently kept colleagues informed of progress, most
recently in my letter to you of 6 April, copied to others. I have
received responses of 8 April from David Mitchell and 10 April
from John MacGregor. ’

In the further discussions about the Canary Wharf proposals which
my officials, and yours, have been having, with Mr Travelstead and
with senior representatives of First Boston, we have maintained
the target, set in my last letter to you, and emphasised in the
letters from David Mitchell and John MacGregor, of concluding the

deal by 30 April.

However, it has become clear in the last few days, particularly
since my Permanent Secretary invited the Managing Director of
First Boston, Mr Bill Mayer, to come over to discuss progress,
that important issues remain to be settled on the Consortium's
side, and that these issues go to the heart of our concerns for
the scheme - that the provision of infrastructure must be
guaranteed, and that there is reasonable assurance of a large
volume of development.

Detailed discussions are still in progress between First Boston
and the two banks, Morgan Stanley and CSFB, about the terms on
which the latter would occupy the first two buildings at Canary
Wharf. This is of key importance both for First Boston and for us:
they, and we, need to be satisfied that the two banks will be
irrevocably locked into the deal.

In addition, the terms of participation in the project of the
British contractors are still unsettled. First Boston clearly
still wish to have them as co-guarantors for a proportion of the
infrastructure, but the indications I have are that they are keen
to participate, but not as guarantors. As a result we do not have
before us a clear proposal to consider about the guarantors on
offer.
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It is obvious that with such fundamental issues remaining
unsettled, it would be impossible to conclude a deal, even though
we are, in other respects, in a position to sign the railway and
Master Building Agreements by 30 April. Your officials, and mine,
have made it clear to First Boston, as well as to Mr Travelstead,
that in these circumstances the responsibility for any delay, and
costs associated with it, lies with the Consortium.

First Boston's representative explained this week to our officials
that key decisions should be made today about their negotiations
with Credit Suisse First Boston and Morgan Stanley; and that it
should be possible to estimate, in the light of that, how long it
would take for contractual commitments to be arrived at.
Provisional arrangements are being made for a further meeting with
First Boston in the early part of next week. Following that, I
propose to report again to colleagues, in the meantime extending
the option agreement for a further week to 30 April. On the
information now available to us, and despite our best endeavours,
I am doubtful whether these negotiations can be brought to a
successful conclusion before well into next month.

I have to say now that I believe the best we can expect, at the
time for decision, will be a contractual commitment to First
Boston by the two banks to put up buildings totalling 1l.5m sq ft
gross. We may get some further comfort about a third building, but
it will not amount to firm commitment. We will have to balance
that, in the light of the assessment of prospects for which I have
asked Christopher Benson as Chairman of LDDC (and Chief Executive
of perhaps the leading UK development company), against
alternative possibilities for development at Canary Wharf. The
judgement we will then have to take, if we can be satisfied, in
the light of the final documentation, that Credit Suisse First
Boston and Morgan Stanley will indeed be irrevocably committed to
the first two buildings, is whether this will be sufficient
"critical mass" to make it probable that the 4.6m sq ft which the
economic appraisal shows to be required will be reached.

I believe also that it is a key requirement that the

" infrastructure is fully guaranteed by First Boston. Even if
Mowlems and McAlpines are willing to take a part in the guarantee,
such an arrangement would be complicated. Given that, until
recently we appeared to be offered joint and several guarantees by
3 international banks, and that the essence of the safeguard
provided by a guarantee is its certainty, I do not consider - and
neither do Rothschilds nor Mr Benson - that participation by the
contractors would help. I have to say that the signs are that
First Boston will resist this requirement; but I propose to press
hard for it.

As I have said, I see virtually no prospect of our being able to

settle matters by 30 April. Even on the basis of the developers
accepting the cost of any further delay on decisions on the

© This is 100% recyclad paper




COMMERCIAL IN CONFIDENCE

railway, it will be important for us to take a view early in May
about how long negotiations are to be permitted to go on. I will
set out the choices in my report next week; together with the view
of our advisers, including Rothschilds, as John MacGregor asked in
his letter of 10 April.

I am copying this letter to the Prime Minister, other members of
E(A) and Sir Robert Armstrong.

Yot Sincasel
DA Prate Sevefary
5 5

NICHOLAS RIDLEY
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INNER CITIES INITIATIVE _aktoy

I welcome your letter ofyﬂ/xpril to John MacGregor proposing the extension of
the Inner Cities Initiative to a further eight areas and additional funding
for the City of Action Teams. I wholeheartedly support the proposals.

We recognised when we embarked on this initiative that we were asking the Task
Forces to undertake novel and difficult work. My officials have sought to
co-operate closely with the ICI Central Unit and the Task Forces.

David Waddington has kept me informed of this work. The progress in the year
since the Initiative was launched is creditable and encouraging. The review
of the first year's work will help us to assess its impact in more detail and
will no doubt offer many lessons. But I am sure that it is right to press
ahead with setting up the Task Forces in new areas on the strength of the work
undertaken so far.

I note that the selection of new areas is confined to England. I know that
the Scottish and Welsh Offices have been consulted. I would only comment that
we can expect criticism, on the community relations side at least, over the
failure to recognise the claims of Cardiff.

In setting up the Initiative we had in mind the need to make special efforts
to enable people in deprived areas to share in our economic revival. This is
obviously right in itself. It is also prudent if we are to lessen the risk of
renewed inner city disorder. The success of the Task Forces in enabling
people in the selected areas to develop a greater sense of being able to
contribute is fundamental and well brought out in the papers. One aspect of
particular importance from my point of view is the need to ensure that people
of all the ethnic groups in the areas benefit.

This brings me to the one point that does concern me, namely the context in
which you propose to announce the extension. The physical and economic
regeneration of the cities is the necessary context within which the
Initiative must be placed. It is, however, essential to avoid emphasising
that aspect of our policies to the exclusion of the people within the areas.
I have seen the booklet '"Action for the Cities'" and it is an admirable
presentation of the programmes for physical and economic regeneration. Since
it is confined to the programmes of the Employment Group and Environment its
reference to the social programmes for the people of the deprived areas is
partial and subordinate. The danger is that if the extension of the Inner
City Initiative is announced at the presentations of the work set out in the
booklet the focus of the Initiative on the people of the areas will be
overshadowed or even lost. I should have preferred an occasion which was

The Rt Hon The Lord Young of Graffham /devoted
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devoted to the Initiative itself. If this is not possible it is important to
ensure that full weight is given to this focus of the Initiative at the
presentation by featuring some Task Force projects of a social nature and by
underlining their place in the Initiative. David Waddington would be glad to
join in the presentation.

I am sending copies of this letter to the recipients of yours.

\
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David Young wrote to you on 8 April about his proposals to
allocate resources to City Action Teams and to increase the

vamrmlhiAaesr AF Maclr TMaAsa~A P o oy
numoer of Task TForce Areas.

The situation in many of our inner cities is such that I am
sure that these further initiatives are justified and I agree
with both proposals.

I am sending a copy of this letter to the Prime Minister, +o
members of E(A) and of H and to Sir Robert Armstrong.
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Thank you for sending me a copy of your letter of April to
John MacGregor, with its proposals for continuing and expanding the

Inner Cities Initiative and for funding the City Action Teams.

I note your judgment that these initiatives have been successful in
meeting some of their principal objectives, such as improving the
employability of inner city residents by encouraging greater
workskills and enterprise amongst them. I would not wish,
therefore to stand in the way of the expansion that you now
propose, particularly since you intend to finance this from
resources within your own Department's expenditure programmes.
Nevertheless, I am sure you are right to emphasise that the
Initiative is still at an experimental stage and to acknowledge
that the task forces should not have a permanent life.

I welcome your intention to provide some funds for each of the
existing City Action Teams, in the light of the successful
experiment in Newcastle last year. The effective use of these
funds will depend, in my view, to a large extent on the freedom
given to the Teams to gear spending to the particular needs of
their areas. I know that in Newcastle, the CAT was able to apply
some of its funds to inner city locations outside the immediate CAT

JG4AVN




area, but within the same region. I hope that the new funds will
be provided with the same degree of flexibility. Some CATs may
choose to confine expenditure to their own areas, but others may
find it helpful to exercise the discretion that was allowed in
Newcastle.

Copies of this letter go to the Prime Minister, John MacGregor,
Norman Tebbit and other members of E(A) and H Committees and to
Sir Robert Armstrong.

PAUL CHANNON

JG4AVN







Personal

I pass comments made by Alistair McAlpine about Canary
Wharf which he feels the Prime Minister might like to be

aware of (if she isn't already) at the appropriate time.

Ware Travelsted (Canary Whartf) is apparently being asked

to guarantee both infrastructure of around £400 million and
tenants as well. I understand he will sign an agreement with
First Boston who would guarantee the £400 million or so,

but that he feels it really is not feasible to be asked at

so early a stage to guarantee tenants. Alistair's worry is
that Rothschilds are involved and that they keep adding new

proposed terms to the agreement.

Cs

7.

STEPHEN SHERBOURNE
15.4.87
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THE INNER CITIES INITIATIVE

Thank you for a copy of your letter of 8&291{1 to the Chief
Secretary and your Memorandum proposing extend the Inner
Cities Initiative by deployment of a further 8 Task Forces, and
to allocate £1lm to each of the City Action Teams in 1987/88.

Your officials helpfully consulted mine on the selection of areas
for new Task Forces, and on the clarification of their
objectives. As you intend to find all resources from your
Department's existing provision I am content to support your
proposals.

Improving the employability, motivation, skills and enterprise of
inner city residents is an essential part of our objectives for
urban renewal. I hope there will be good links between the Task
Forces improving local labour supply, and my proposed low budget
Urban Development Corporations which will provide development and
job opportunities.

The Action for Cities presentation at the end of April should
help to build up a public understanding of our urban policy as a
co-ordinated proliferation of different instruments to help the
cities. I think we agree that our aim must be to achieve a
well-tuned set of expert and specialised initiatives which
buttress each other, rather than many generalist bodies
independently attempting very similar tasks. We need to ensure as
the new Task Forces are deployed that the relationship between
them and other programmes is clear.

No doubt you will be using MISC 116 to ensure that the City
Action Teams use their resources in a similarly precise and
organised way.

Copies of this letter are being sent to the Prime Minister,
Members of E(A) and H Committees and Sir Robert Armstrong.

Ao

NICHCLAS RIDLEY
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I have read with interest David Young's letter to you of 8 April,
and his memorandum on the work of the Inner Cities Initiative and
the City Action Teams.

I have no doubt as to the need to keep up the momentum of this
Initiative. We do not need, nor could expect, at this stage to
have conclusive evidence of the longer-term impact of the Inner
Cities Initiative and the CATs in order to accept that these
policies must be presented, as David says, positively and with
commitment.

I therefore hope that you and other colleagues will be able to give
early agreement to David's proposals.

I am sending a copy of this letter to the Prime Minister, members

of E(A) and H Committees, and to Sir Robert Armstrong.

< —
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NORMAN TEBBIT
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Lo NLL,
CANARY WHARF

I have seen a copy of your letter of 6 April to John Moore
and agree with your proposed approach to what must now
be the final stage of your negotiations with the Travelstead
consortium. I have also seen David Mitchell's letter
to you of 8 April.

As I expect you are already aware the tenders for the DLR
extension run out at the end of April and it will be
essential for any deal to be signed before then if further
increases in construction costs are to be avoided. Needless
to say should any increases arise they will have to be
absorbed within existing provisions.

With the departure of Morgan Stanley and Credit Suisse
First Boston from the Consortium and as possible guarantors,
the prospects of striking a satisfactory deal must have
receded even further. However, if in the event, you really
do feel able to recommend that contracts are signed with
Mr Travelstead it will be essential, as my officials have
already made clear to yours, that all aspects of the deal
are independently assessed in advance by your professional
advisors, Rothschilds.

I am copying this letter to the Prime Minister, John Moore
and other members of E(A) and to Sir Robert Armstrong.

JOHN MacGREGOR
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I have been greatly encouraged at the progress made by our eight inner city
task forces since we announced the Inner Cities Initiative in February Llast
year. Working in some of our most difficult areas, and calling on the
resources of a number of Government programmes, the task forces have made
inroads into the problems of employability, motivation, skills and enterprise
which slow down the ability of inner city residents to share in Britain's
economic revival.

The degree of progress persuades the Paymaster General and me that we would
gain from extending the Initiative into a further eight areas. A memorandum
attached to this letter sets out the arguments. In addition, I think it is
time that we acknowledged the work done by the inter-departmental City Action
Teams since we set them up in April 1985. Recognising my own responsibility
as Chairman of MISC 116, to which CATs report, I propose to allocate each of
the Teams resources in 1987/88 from within my Department's public expenditure
provision. N e Bl

The extra resources required for 1987/88 are £10m inclusive of £0.7m for
running costs. We propose funding this by switching £5m from the full time
JRS provision, which should be possible in the Light of the lLatest forecasting
group estimate and £5m from YTS. It is important, because of pressures
elsewhere, that the DE Group 1.4.88 manpower control figure be increased by 50
to enable us adequately to staff up the new 8 task forces and the gross
running costs Limits raised by £0.7m. For 1988/89, when the expanded
Initiative is running at its full extent, 1 will accommodate the £21m
expenditure on the Initiative and the CATs (compared with the present baseline
provision of £9m) by switching from programme expenditure elsewhere within my
existing provision.
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Expansion of the Inner Cities Initiative and the heightened role for City
Action Teams represents a further step forward in our collective urban
policies, and it is important that the Government presents its achievements
positively and with commitment. To this end, Kenneth Clarke and John Patten
have been working together for some time now to prepare a booklet and a
presentation (modelled on the successful Action For Jobs series) which
illustrates the joint approach of the Department of Employment and Department
of Environment to Action for the Cities. It is proposed that they will give
the inaugural presentation, in what is intended to be a series at a venue in
London on 28 April. This will also be the occasion to announce publicly the
further eight inner city Task Forces and the enhanced resources for City
Action Teams. I am therefore looking to early clearance of my current
proposals so that we can bring everything together in time for this occasion.

Copies of this letter are being sent to the Prime Minister, Members of E(A)
and H Committees and Sir Robert Armstrong.




CONFIDENTIAL

' EXPANDING THE INNER CITIES INITIATIVE AND BUILDING ON THE SUCCESS OF CITY
ACTION TEAMS

MEMORANDUM BY THE SECRETARY OF STATE FOR EMPLOYMENT

In February last year, the Paymaster General and I announced the Inner Cities
Initiative, designed to target existing sources of Government help more firmly
on certain inner city areas, and to promote more specific activity to stimulate
local enterprise, training and the employability of residents. We set up eight
inner city Task Forces reporting to the Paymaster General and a group of

Ministers from key Departments.

The Initiative has now been running for over a year. There have been
significant results in terms of targetting Government spending programmes on
the eight areas in question. In particular the employment, training and
enterprise programmes of my Department and the Manpower Services Commission
have served as the basis of experimental work. We have promoted new local
activities with the accent firmly on jobs, using the Initiative's own budget.
Our Task Forces now have a well established presence in their inner city areas
and have contributed materially to the public perception of what we are doing
to tackle the problems of these difficult Localities. They have also played a
full part in promoting the various programmes operated by Departments,

alongside the particular local projects with which they have become identified.

The Paymaster General has discussed the performance and progress of the
Initiative with his colleagues on the Ministerial Group. He and I feel it
would now be right to expand our present efforts into a further eight areas. I
did indeed consider whether the Initiative should at this point become a formal
programme but decided against it. We are still at an experimental stage in
which we need to apply the formula to further areas of need. I also value the
strong inter-departmental flavour which we have and which greatly improves the

presentation of our inner city policies.

Before I pass on to my particular proposals, it may be helpful if I address
some of the key ways in which the Initiative has so far addressed its aim of

encouraging jobs, stimulating enterprise, improving the employability of inner

city residents, and meeting various community objectives including a reduction

in the level, and fear of, crime.
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First, I am of the strong opinion that the Initiative has demonstrated the
value of targetting Government programmes more accurately on particular
geographical areas and specific population groups: and of direct Government
action where necessary, rather than being bound to the intermediation of local

government.

So far as my own Department is concerned, we have agreed with the Manpower
Services Commission that inner cities should be priority areas for targetting
the Commission's resources. This is reflected in the MSC Corporate Plan which
will be appearing shortly. The Commission has made more places available in
the inner city, particularly under the Community Programme, and has also worked
to improve the delivery of its programmes through, for example, the appointment
of inner city outreach officers. Particular efforts are being made to address
the needs of ethnic minorities. The Commission has signed a major contract
with Project Fullemploy to develop its programmes towards those needs and I
know that the Home Office is also providing major support. With the support of
resources from the Initiative, particular MSC programmes are being developed
and piloted - for example, the private sector management of Community Programme
schemes which, I believe, will lead to a much better quality of provision and
improved chances of subsequent employment; and the CP Enterprise Projects in
which people on the Community Programme are helped to transfer the knowledge
and skills they have gained on the programme into self-employment. So the
Initiative has had a direct influence on the pattern of provision by my

Department as well as helping to stimulate some useful pilot developments.

Other Departments, particularly DOE and the Home Office of course, are active
in the inner city and have also targetted their programmes in that direction.
The Initiative has provided a framework for their action and has helped them,
and us, to highlight cross-cutting inter-departmental objectives in our various
programmes. One example is the way in which Government money spent on a
primarily environmental focus can be used to improve employment and training
provision. I have in mind the scheme in Handsworth where DOE is paying for
refurbishment work on a street of houses and my Department is supporting lLinked
employment and training programmes. Then there is our joint support with the
Home Office of the various black enterprise agencies which are of key
importance in encouraging local enterprise and the current development of an

outreach capacity towards ethnic businesses amongst conventional Llocal
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enterprise agencies. Our work on crime prevention in association with NACRO
and using the Community Programme enables us to do socially and environ-

mentally useful work whilst also providing more lLocal jobs.

We have also, of course, made it our firm aim to engage the support, and
particularly the financial commitment, of the private sector. Intensive work
by the Central Unit of the Initiative over the past year has resulted in
private sector secondees to the Task Forces and to the Central Unit itself
being brought forward. Task Forces are working with Business in the Community
and Chambers of Commerce as well as national firms and firms in their areas to
promote particular programmes and projects, and I account it a major success
that we have managed to win the support of some of our major banks to back Task
Force Development Funds. Barclays and the Midland have undertaken to
capitalise loan funds making credit available at Low cost to small firms in
three Task Force areas. The National Westminster is making commercial Lloans
Linked to Task Force advice and grants and is considering. whether to capitalise
a low interest fund in two further areas. The Yorkshire Bank has undertaken to

provide low cost loans without Limit in the Leeds Task Force area.

We are also working to develop pre-recruitment training programmes where a
local source of new employment is in prospect - for example the new Copthorne
Hotel in Birmingham. This kind of work ensures that Government help is
targetted precisely to the needs of local employers, and reflects the real
chances of local people in getting jobs. We have also won the support of the
insurance industry to help us tackle the problems which some inner city

businesses face in obtaining cover at affordable rates.

Then there are the many individual projects themselves. To date the Initiative
centrally or locally, has committed £4.9m to 100 projects, details of which
have béen readily available to officials of all Departments. These projects
have addressed different aims of the Initiative. Not all are capable of
quantifiable outputs. Those that are form the subject of an Annex to this
memorandum. It lLooks at what we have done in terms of private and public
sector leverage, businesses supported and jobs and new training places created.
I will be asking the new Task Forces to achieve, in terms of quantifiable
outputs in their first year, no less a performance than has been attained by
the first eight. In addition, I will set targets for the existing task forces
which reflect the experience we have gained, and the resources which will be
made available to them in 1987/88.
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Each Task Force, as you know, is required to draw up an Action Plan which comes
before the Paymaster General's Ministerial Group for scrutiny and approval.
The Group attaches importance to quantifiable and non-quantifiable but

identifiable indicators of performance.

Equally important as the numerical outputs, promising as I think they are, is
the way in which the Task Force Leaders - drawn from DTI and DOE as well as DE
and MSC - have been able to change some of the attitudes and behaviour which

are a block to progress in some areas.

In this respect, the clear independence of the Task Forces from local
authorities, and their standing as agencies of direct action by the Government,
has helped to draw a distinction between the Initiative and the work of the

Urban Programme channelled through district and county councils.
Some of the Task Force successes include:

(i) bringing into play groups which do not slot into the municipal
paternalism of many local authorities, such as the Asian businessmen of
Birmingham and Leicester and the council tenants of Peckham and Moss Side

(fed up of being taken for granted politically by the Council);

(ii) putting employment, training and enterprise on the agenda of the
powerful voluntary sector in many inner city areas. To their surprise,
many organisations have found it not only easy but stimulating to switch

to the more focussed agenda which the Task Forces have introduced;

(iii) remotivating residents to believe that they can have a stake in the
economy of their city if they assist themselves to be helped into

training, skill enhancement and job seeking;

(iv) persuading employers either individually or through Chambers of
Commerce to drop some of their inhibitions about recruiting young people
from deprived inner city backgrounds into the good employer-lLed Youth
Training Scheme projects and encouraging them to participate in targetted

employment drives.




CONFIDENTIAL

| I believe all this adds up to a good record of achievement and one that calls

for further action now if the momentum we have generated is to be sustained. I
do not think we could at this stage prove, one way or the other, either
complete complementarity or overlap between the Initiative and other
programmes, such as the Urban Programme. Nor do I believe that this should be
at the forefront of our minds. What is important is that we have a setting in
which direct experiment by Government is possible and we should seek to obtain
full value from that advantage, and from the effort and resources we have

committed so far.

I therefore propose to announce the extension of the Inner Cities Initiative to
cover 16 task forces - eight more than now. Together with additional funding
for the City Action Teams which I mention below, this will add up to a major
restatement of the Government's commitment to sEiTPE?Fing enterefise and

tackling the employment and training needs of people in some of our worst inner

city areas. The areas I propose for the new Task Forces (information about

them is given in the table) are in Coventry (Foleshill), Doncaster, Hartlepool,
- — ——— ~m—

Nottingham (Hyson Green), Rochdale, Preston, Wolverhampton and Tower Hamlets

—— - e S,

(SpiESLfields). The problems }hey face are no less severe as those in our

present areas, but the prospects of moving ahead in them rapidly are promising.

Soundings by officials indicate generally positive attitudes by the Local
authorities in whose areas we would be working - and that is clearly important
if concerted action is to produce results sooner rather than later. It is
always difficult to be selective in an exercise such as this, but since we are
still involved in what is essentially a pilot, it is more important to be able
to justify each small area individually than to claim that the areas in

aggregate address the urban problem in general.

These areas have the broad agreement of the Ministerial Group although the
discussions in the Group inevitably threw up divergences of opinion. They
offer a good regional spread and tackle the most obvious inner city candidates
while also securing representation for some less headline-grabbing areas. It
could always be argued that the case for expansion would be strengthened if
more evaluative material were available. My view, and that of the Paymaster
General, is that we have sufficient evidence to show that we are moving in the
right direction. There is everything to be gained by sustaining our forward
momentum rather than wait up to a year for a full evaluation of the original
task forces. Together the 16 areas currently proposed will cover about 0.5m

people and we will be working with a lLarge sample of the country's most
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difficult urban problem areas. I would propose, when announcing the new Task
Forces, to confirm the Life of the Initiative for up to two further years from
now. We do not contemplate a permanent Life for any of the Task Forces and
will expect to close at least 2 of the existing eight in the course of the next

two years, as their usefulness expires.

I also have proposals to consolidate and enhance the work of the City Action
Teams which we set up two years ago and which report to MISC 116. The Teams
were set up to press home the Government's urban policy objectives in the Inner

City Partnership areas_and to provide a focus for joint working. CAT Leaders

are drawn in different Locations from the Regional Directors of my own
Department or from DTI and DOE. I have been impressed in MISC 116 by the
sensible way in which the Teams have approached their task and the positive

impulse which CATs have given to the economic regeneration of their areas.

Last May, we gave £1m to the Newcastle/Gateshead CAT as part of the

shipbuilding redundancies package. The City Action Team promptly devised a

clear plan to develop the infrastructure of support for small and growing
business enterprises, with particular reference to areas worst hit by the
redundancies. The twelve projects which have been targetted by the City Action
Téam not only reflect their business infrastructure objective but also showed
clearly an appreciation of the need for money to be spent in coordination with
other sources of Government help, and as part of a leverage of private sector
resources. A detailed evaluation has been commissioned by MISC 116, but it is
already evident that the distinctive contribution of the CAT was to set a theme
and selectively accelerate the achievement of projects which addressed that

theme and needed complex multiple funding.

I believe that the experience of the Newcastle/Gateshead City Action Team has
shown the value of a coherent strategy based on an agenda set collectively by
the Regional Directors of Departments, rather than the local authorities who
normally make the pace; of using funding to accelerate progress in areas
identified as crucial to the strategy; of exploiting the flexibility which can
be gained by working at the margin around the constraints of annual
departmental programmes; and of the impetus to genuine collaboration and
priority setting which the existence of a specifically hypothecated fund can
bring. Networking between the CATs and Central Unit, and between the Teams in
different cities, is helping to spread the strong lLessons of the Newcastle

experience.
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. For these reasons, I wish to emphasise my faith in and support for the work of
the City Action Teams by allocating £1m to each of the five in 1987/88 from

within my Department's public expenditure provision. In doing so, I would:

1) require from each City Action Team a plan setting out their
expenditure proposals within a clear strategic framework and an indication

of expected outputs in 1987/88;

(i) reserve to the Paymaster General or myself specific approval of the

initial Action Plans and any further project proposals;

(iii) require reports from the CATs on how they have used the funds,
including evaluation of their effectiveness, such reports to fit into the
reporting framework which we already have for MISC 116. I shall provide a

central evaluation of this by the summer of 1988.

You will expect me to make adequate arrangements for monitoring and evaluation
of the expanded Inner Cities Initiative and of the City Action Teams' funds.

An internal monitoring system for projects is already in place, covering input
and output measures and performance indicators; these are modelled on the Urban
Programme system used by DOE and should be pretty much comparable. In
addition, we have retained consultants to carry out an external evaluation of
the way in which the Initiative is being conducted. This lays lLess emphasis on
quantification - which our own internal system can provide - than on testing
out our effectiveness in reaching to the areas client groups and issues which

we are intending to do.

My officials have been in touch with yours and with Nicholas Ridley's on a
number of occasions to explain how we are taking all this forward. I
understand that it is the view of Treasury officials that, given the size and
scope for adjustment within DE Group, they see no grounds for increases in the
manpower control figure and gross running costs Limit for my Department. Given
existing pressures elsewhere in the DE Group I cannot accept this but would

want to pursue the point in the context of our normal discussions.
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6 The work of ICI has facilitated a Large number of
Community Programme projects and wider training opportunities. Over 910 CP

places, 65 YTS places and around 1200 other training places have been

7 0f the about £4m of ICI spend on the 95 projects
assessed, a rough allotment of spend by primary aim is:

Provide jobs
Encourage enterprise
Improve employability

Community improvement

Many of the projects meet more than one aim.
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWIP 3EB
01-212 3434
M -
S JM/PS0/4120/87

MINISTER Your ref:
FOR PUBLIC TRANSPORT

The Rt Hon Nicholas Ridley MP

Secretary of State for the
Environment

Department of the Environment

2 Marsham Street

LONDON

SW1P 3EB

St

% April 1987

Thank you for your letter of 6th April to John Moore about
the Canary Wharf negotiations. I am replying in his absence.

Your analysis of the situation is very much in -line with
ours and we are happy to agree to the general strategy which you
outline in your letter. However, your proposed final deadline of
30th April would leave decisions to the very last moment so far
as letting the railway contracts is concerned. We would feel
more comfortable if this deadline could be brought forward by 24
hours to 29th April to leave LRT a day to finalise the .acceptance
of the tenders and letting of the contract for the railway. They
cannot, of course, take these steps until all the Agreements with
the consortium have been signed.

I am copying this letter to the Prime Minister, other
members of E(A) and Sir Robert Armstrong.

[ Domd

DAVID MITCHELL

44//
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Treasury Chambers, Parliament Street, SWIP 3AG

R U Young Esqg
Private Secretary to the
Secretary of State for the Environment
2 Marsham Street
London
SW1P 3EB

7 April 1987

£ Ol

den, i

NEW UDCS ohtiag

The Chief Secretary has seen your letter to me o%/e/géril.

This is simply, to put on record that the Chief
Secretary's understanding also extends to any order vyour
Secretary of State might sign during the recess to establish
the Teesside UDC.

I am copying this to David Norgrove (No. 10), Tim Walker
(DTI), John Turner (Employment), Chris Capella (Paymaster
General's Office) Jon Shortridge (Welsh Office), Robert

Gordon (Scottish Office), David Watkins (Northern Ireland
Office) and to Trevor Woolley (Sir Robert Armstrong's

Office).
;A
L,
Wl ok

JILL RUTTER
Private Secretary
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2 MARSHAM STREET
LONDON SW1P 3EB

01-212 3434

Miss Jill Rutter 3
Private Secretary to

The Rt Hon John MacGregor OBE MP
Chief Secretary

HM Treasury

Parliament Street

LONDON

SWIP 3AG é apri1 1987

Your ref:

Dewc Tk, ~ QW] .

NEW UDCS

This to record that our 2 Ministefs discussed on Thursday my
Secretary of State's letter of April.

My Secretary of State agreed that he will find the resources for
the 4 new UDCs proposed either by rationing their funds or from
savings within DOE baselines, or both. He confirmed that he
cannot at this stage say precisely what bids he will find
inescapable in the forthcoming PES round and subsequently, but he
made it clear that he did not intend to make any bids on account
of the 2 new Orders for the Black Country and Tyne and Wear UDCs,
which my Secretary of State has now signed. I understand that on
that basis the Chief Secretary was content with my Secretary of
State's proposals in his letter of 1 April.

I am copying this letter to David Norgrove at No 10, Tim Walker
in Mr Channon's office, John Turner in Lord Young's office, Chris
Capella in Mr Clarke's office, Jon Shortridge in Mr Edward's

of fice, Robert Gordon in Mr Rifkind's office, David Watkins in
Mr King's office and tc Trevor Wodley in Sir Robert Armstrong's
office.

Tz,

-

({1 N

Ll

R U YOUNG
Private Secretary

This is 100% recyc'ed paper
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2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

My ref:
The Rt Hon John MacGregor OBE MP
Chief Secretary
HM Treasury
Parliament Street
LONDON
SW1 | April 1987

P

Mo

Your ref:

NEW UDCS

We discussed today my letter to you of 26 March.

ban Development Corporations for the Black
Country and Tyne and Wear, and during the Recess for Teesside,
subject to an assurance about their funding.

I confirm that for 1987/88 I will find the necessary public
expenditure provision from within my OES resources
and 1989/90, i

or both. I cannot of course at this stage
-Say precisely what bids I may find inescapable in the coming PES
Round and in 1988.
I am copying this letter to the Prime Minister, Paul Channon,

David Young, Kenneth Clarke, Nicholas Edwards, Malcolm Rifkind,
Tom King and Sir Robert Armstrong.

L
= Gj&AV\’/Ldﬂv

PV,

NICHOLAS RIDLEY
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Tel. 01-270 3000 (Switsfwrdd) : Tel. 01-270 3000 (Syvitchbpard)
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Oddi wrth Ysgrifennydd Gwladol Cymru — i X From The Secretary of State for Wales
The Rt Hon Nicholas Edwards MP

CONFIDENTTAL 3\ March 1987
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NEW UDC'S
Thank you for copying to me your letter of 26Dggzéh to John MacGregor about
your proposals to lay orders for three more UDCs

Whilst noting your concern about future resources for your OES programme,
see no reason why these orders should not be laid in the way you suggest.

Copies of this go to the Prime Minister, John MacGregor and the other
recipients of your letter.

The Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
2 Marsham Street

LONDON

SW1P 3EB
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Treasury Chambers, Parliament Street, SWIP 3AG
The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment
Department of the Environment
2 Marsham Street
London
SW1P 3EB 2+ March 1987

l‘ic\: QWGU & Sror,

NEW UDCs

Thank you for your letter of %gm?d{§; in which you propose making
the orders designating two more s before the Easter Recess.

It is not clear to me why you attach such urgency to making
these orders when in two or three weeks time we will have the final
consultants' reports and be able to give proper consideration to
their proposals, the outputs which are 1likely to be achieved and
how you will find the savings you need to fund the public sector
inputs. You do not explain why the designation of the Black Country
and Tyne and Wear UDCs is that much more urgent than Teesside which
you are leaving until after Easter. When you made your announcement
last year you said that the new UDCs would be phased over the next
two years so a delay of a few weeks can hardly be critical.

I am also concerned that you are not able to say now how these
three new UDCs are to be funded. E(A) agreement to the creation
of four new UDCs which they gave at the meeting on 24 September
1986 was on the understanding that funding was found from within
whatever we agreed in the Survey for your total PES block. Your
Estimate of £50-£80 million a year in each of the Survey vyears
after 1987-88 1is considerably above the amount you set aside 1in
the Survey for new UDCs and I will need to know how you intend
to make the necessary offsetting savings.

From the preliminary assessment of outputs which your officials
have just sent mine it is not at all obvious that, except perhaps
in the case of the Black Country, public expenditure at the levels
proposed 1is Jjustified given the poor private investment leverage
ratios. This and the other relevant output measures need careful
study once the consultants' reports are available.

I am copying this letter to the Prime Minister, Paul Channon,
David Young, Kenneth Clarke, Nick Edwards, Malcolm Rifkind, Tom
King, and Sir Robert Armstrong.

Vow
)

CB"»(‘J‘G;

QJW»QJL,
—___—‘

Pf JOHN MacGREGOR

(_ﬁppucv&dﬁy“*CST.‘“‘fﬁk“‘d:
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2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

My ref:

The Rt Heon John MacGregor OBE MP

Chief Secretary Your ref:

HM Treasury

Parliament Street

LONDON

SW1 )/6 March 1987

T

){k’ (‘(’\"67( g«v{hj :

I propose to make the orders designating the Black Country and

Tyne and Wear UDCs before the Easter recess and the Teesside UDC
immediately after the recess. '

Consultants are preparing reports on each of the three areas, and
they will be available at the end of April. Their preliminary
findings have, however, enabled me to decide the detailed
boundaries and to conclude that within these boundaries each UDC
could achieve a substantial measure of regeneration for a net
public expenditure of about £130-150m over periods varying from
7-10 years.

My proposed timetable is to have the Black Country and Tyne and
Wear UDCs established by the end of May and the Teesside UDC
shortly thereafter, so that we will be able to cite the UDCs as
evidence of our commitment to these areas, whenever an election
may be called. The orders designating the UDCs are subject to
affirmative ané hybrid procedures. To meet the end May timetable,
I have to sign the Black Country and Tyne and Wear orders by 2
April. Provided there are no petitions (and we have been working
hard to persuade would-be objectors that petitions are a waste of
time and money), my timetable can be met, and these UDCs will come
into existence before the end of May. But if there is any delay in
signing the orders, the Easter recess means it would be well into
June before the UDCs could be established.

Our proposal to establish the new UDCs has been very widely
welcomed. Chairmen designate have been appointed and are anxious
to get to work. The consultants have generated a lot of interest
from would-be investors. It is essential that we build on this
momentum and formally establish the UDCs as soon as possible.
Speedy action will bring us enormous credit.

So far as resources are concerned, I am confident I will be able
to make sufficient provision in 1987/88 from within-my existing
OES resources to make a worthwhile start on the new UDCs. For
future years, the four new UDCs are, according to the consultants'
initial estimates, likely to spend approximately £50-80m in total
in each year during the coming survey period above the base line
for the new UDCs available in PES. You will recall that provision
for the new UDCs was discussed by E(A) in September

(E(A)(86)25th). It was then agreed that resources should be agreed
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between us, within whatever level of provision was settled for t!
OES programme. I will be working towards the objective in the
coming round, though before I have prepared my PES bid for this
year I am not in a position to identify the savings which I woul
hope to find elsewhere in that block, and I cannot rule out th
possibility of an additional bid. You will appreciate from our
other discussions that the extent of this could depend on the

outcome of the negotiations on Canary Wharf.

My officials are writing simultaneously to yours, with preliminary
information from the consultants on the likely outputs from the
new UDCs.

In order to meet my timetable, I must ask for replied from you and
copy recipients by 31 March.

I am copying this to the Prime Minister, Paul Channon, David
Young, Kenneth Clarke, Nicholas Edwards, Malcolm Rifkind, Tom Xing
and Sir Robert Armstrong.

Youw ""“"“’d‘} |
RIUad.  Rinte Secetry

-

NICHOLAS RIDLEY

| (Apponed indeaft byt Secefiny o Stk ek ojedin Wis ddoemcl )

This is 100% racycled paper
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PRIME MINISTER

Docklands
(E(A) (87)th Meeting)

There are three papers. Detailed briefing on each is attached. I
suggest you take them in the following order.

CANARY WHARF NEGOTIATION (E(A)(87)14)

2. Last month Mr Ridley favoured a cheaper alternative to the

consortium's proposals and planned a break in the negotiations
with them. Now, however, he wants to continue negotiations on new
proposals, even though these do not include firm commitments to
take up most of the space available. There has been a change of
emphasis, and you might ask why. Mr Ridley asks whether a final
date should now be set or whether he can have discretion from week
by week. I imagine you will wish to give him discretion, as the
responsible Minister, subject to reporting back on any major new

developments.

LONDON DOCKLANDS: ROYAL DOCKS (E(A)(87)13)

3. Mr Ridley and Mr Moore jointly recommend major development of

the Royal Docks, plus the eastern extension of the railway,

i ———
whether or not the full Canary Wharf development goes ahead. But

there are risks. If Canary Wharf fails, the costs of the eastern
————— -

y . PR
extension might not-be met by the rise in the value of LDDC's
land. Nevertheless, the Ministers think that in that case the

Royal Docks development would still be needed to show confidence

in docklands. They ask for agreement in principle to this

development, and to support for LRT's Bill for the eastern

extension.

1
CONFIDENTIAL
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WESTERN EXTENSION OF THE RAILWAY (E(A)(87)15)

4. Mr Moore's paper says that the full extension to the Bank
would have a negative NPV even if Canary Wharf goes ahead. He

lists cheaper éizérnatIQes, but these would be strictly uneconomic

without Canary Wharf. The case for this extension is a more
general one. Mr Moore seeks agreement to more work on the
options. Meanwhile if the consortium negotiations break down we
should say we are exploring options for linking the docklands

railway with the Underground.

J B UNWIN

Cabinet Office
24 March 1987

”
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Royal Docklands: Royal Docks
(E(A)(87) 13)

DECISONS

1. This paper from the Environment and Transport Secretaries

seeks agreement:
A O,

i. to the principle of a high profile commercial and housing

development for the Royal Docks;

ii. that the capital cost of an eastern extension of the
Docklands Light Railway (DLR) should be financed from land
sales by the London Docklands Development Corporation
(LDDC) ;

iii. that Government support should be given to the eastern
extension at Second Reading of the necessary private Bill

in the first week of April.
BACKGROUND

2. The 270 hectares of land around the Royal Albert Dock and the

King George V Dock are the last major area of docklands remaining

E2~Esigggg;gped*> LDDC have been negotiating with three consortia
for an intensive development of housing and commercial property.

This would provide £2.1 billion of private investment and 7,000

s > T :
housing units. But it is dependent on an eastward extension of

the DLR to Beckton to provide access.

3. E(A) agreed last November that London Regional Transport (LRT)
might bring before Parliament the Bill needed to authorise
construction of the extension. But the Committee also said that
{HE‘ESCZ?HEEZE_;EZEIE—EGEbort the Bill only if it was clear that
the capital costs could be met without additional public

1
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expenditure, and that there would be no additional costs on LRT.
On 23 February the Environment and Transport Secretaries were
asked to provide a paper which would enable the Committee to take
a firm decision on the Royal Docks Development. It was recognised
that if the separate negotiations with the consortium which
proposes to develop Canary Wharf were to break down, an announce-
ment of a decision to go ahead with a major scheme in the Royal
Docks could provide an important part of the Government's

response.
THE ISSUES
4. The paper suggests that there is a robust economic case for

the proposed development in the Royal Docks. It shows a net

present value (NPV) gain of £189 over a base case (assuming the

minimum public sector investment necessary to regenerate the
area), and a gain of £85m over the the next best option. But the

analysis confirms that success would be dependent on the eastward

extension of the DLR, and the economic appraisal assumes that this

goes ahead.

5. The extension has a capital cost of £140m. The proposal is
that it should be funded by LDDC from the increase in the value of

its land which is expected to result directly from the existence
of the railway. But the amount of money available from this
source depends on whether the consortium scheme for Canary Wharf,

with the associated westward extension of the DLR, goes ahead.

6. If the Canary Wharf scheme succeeds, enhanced land values in

the Royals are expected to yield £260m, nearly twice the capital

cost of the eastward extension. t is also estimated that the

extension should provide a comfortable operating surplus. But if

the Canary Wharf scheme and the western extension fa{i; the case

becomes marginal. Enhanced land values are estimated at £150m,
just enough to fund the eastern extension - and they might of
course turn out to be lower still. But the extension is still

estimated to make an operating surplus. ‘ ~

2
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7. It therefore seems very likely that the Royal Docks proposal,
including the eastern extension of the DLR, can be funded without
additional public expenditure if the Canary Wharf scheme goes
ahead. The case is not so clear if Canary Wharf fails, although
the scheme would still be funded if the estimates in the paper are
correct. But Mr Ridley and Mr Moore argue that if that happens,
it will be particularly important for confidence in docklands to
announce a decision to go ahead in the Royals, even if that

involves some financial risk.

8. Ideally the Committee should not take these decisions until it
is clear whether the Canary Wharf consortium will proceed. But
the paper suggests that a decision is required before Second
Reading of the LRT private Bill in early April. It would clearly
be prudent to give as few hostages as possible in announcing that
decision if the Canary Wharf negotiations are still continuing,
and you may wish to ask Mr Ridley to clear his proposed statement

with the Treasury and the other Departments concerned.

HANDLING

9. You will wish to ask the Environment and Transport Secretaries

to speak to the paper. The Chief Secretary, Treasury and other

Ministers will also wish to contribute.

Cabinet Office
24 March 1987

3
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CANARY WHARF NEGOTIATIONS: STRATEGY FOR DOCKLANDS
(E(A)(87) 14)

DECISONS

The Committee needs to decide:

whether now to set a firm deadline for the conclusion of

o

negotiations with the consortium led by Mr G Ware

Travelstead, or to let discussion continue on a week-by-
Sweitlak sitarsiugli
week basis;

—

ii. whether to prepare a statement about the future strategy

for docklands for use if the negotiations break down.

BACKGROUND

2. The London Docklands Development Corporation (LDDC) have been
negotiating with Mr Travelstead's consortium since 1985. This
consortium, (originally comprising Morgan Stanley International,
Credit Suisse First Boston, and First Boston International)

propose an initial development at Canary Wharf of some 5m sq ft.

There is a prospect of eventual development to 10m sq ft.

3. To secure this it was agreed that LDDC might exceptionally be
authorised to pass the freehold of the site to the consortuim in
advance of development. But the consortium would in return have

to provide legally binding quarantees that it would provide the

necessary infrastructure, and that the development itself would
take place. The success of the scheme also depends on a westward
extension of the Docklands Light Railway (DLR) to Bank in the
City. This is estimated to cost £130m, of which the consortium
have agreed to provide £54m, leaving £76m to be funded by London
Regional Transport (LRT). LRT would also require revenue

guarantees from the consortium. Separate negotiations have been

1
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proceeding on these aspects.

4. Mr Ridley gave the Committee a gloomy report on progress on 23
February. It then appeared that the consortium would never be
brought to the point of signing the necessary agreements. The
"options agreement" with the consortium (signed in May 1985) was
due to expire on 6 March. The Committee agreed that a final
timetable should be set for the conclusion of negotiations. But
this has not yet been done: the options agreement has in fact been
extended to 26 March.

THE ISSUES

5. Mr Ridley's new report is unexpectedly more positive. DOE
Yy s LA

and DTp now seem close to agreement with the consortium on both
the Master Building Agreement and the western extension of the

DLR. There are however some substantial changes, which affect:

i. |the composition of the consortium, which now includes the
British contractors who are to undertake construction
(Mowlem, Laing, Taylor Woodrow, Costain, Mc Alpine) and
Bechtel /Park Tower;

iii. the amount of construction for which these will be a

contractural commitment. This will be only 1.5m sq ft,

less than a third of the proposed first stage developmént.

6. Point (iii) above is clearly the crucial one. A decision to

go ahead would depend on a judgement that the firm commitment by
two of the banks involved to finance construction of 500,000 sq ft

each for their own use, with a similar amount financed by a third

bank for other occupiers, would stimulate early completion of the
full first phase of 5m sq ft. The LDDC Chairman apparently
believes the prospects are good. Nevertheless the commitment now

proposed clearly falls well short of what has been sought by the

Y.
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Government.

7. Mr Ridley does not suggest that the Committee should take a
final decison now on the revised terms. He suggests they need to

be explored further. The Committee will need to decide whether Mr

Ridley should be authorised to extend the discussions week-by-

week, or whether a firm timetable should now be imposed. The

danger with the first course is that the consortium may seek to
spin out the negotiations indefinitely, even if they have no
immediate intention of proceeding, in the hope that prospects for
the development will improve. On the other hand the consortium

may seek to challenge in the courts any precipitate decision to

end the negotiations; and the Department's credibility will be
very strained if further "final" deadlines are set and then
further extended. 1In any case no deadline can now be set earlier
than 13 April, since the British contractors have made it clear
that they will not be in a position to take a final decision
before then. The Committee will therefore want to consider
whether it wishes to set an effective deadline of around Easter or
to give Mr Ridley discretion to proceed on a more flexible

timetable.

Fallback

8. On 23 February the Committee also asked Mr Ridley and Mr Moore
to bring forward proposals for a statement on the Government's
strategy for docklands, in the event of the consortium's proposal
foundering. Mr Ridley says that there is no immediate prospect of
that. But he suggests that a persuasive statement could be made,

incorporating the following elements:

i. endorsement of an intensive housing and commercial
development of the Royal Docks, linked with an eastern
extension of the DLR (discussed further in E(A)(87) 13);

ii. a commitment to pursue an alternative development for

Canary Wharf, totalling some 3-4m sq ft;

3
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iii.a decision to explore alternative, cheaper options for

extending the DLR westwards to provide better links with

the London underground (discussed further in E(A)(87) 15).

Since it is clear that negotiations with the consortium are
unlikely to break down before Easter, a decision on such a package
is not essential at this stage. But the Committee may think it
prudent to ask for a statement to be prepared and cleared on a

contingency basis in case the unexpected happens.

HANDLING

9. You will want to ask the Environment Secretary to introduce

his paper. The Transport Secretary will wish to speak about the

negotiations between LRT and the consortium. The Chief Secretary,

Treasury and other Ministers will wish to contribute.

Cabinet Office
24 March, 1987

4
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Fallback Options for Docklands Light Railway Western Extension
(E(A)(87) 15)

DECISONS

The Committee needs to decide whether further work should be done
to develop a cheaper fallback option to the proposed western
extension of the Docklands Light Railway (DLR), which could be

adopted if the consortium development for Canary Wharf is

abandoned.

BACKGROUND

2. A major western extension of the DLR to Bank in the City is
crucial to the success of the consortium proposal for Canary

Wharf. This scheme is estimated to cost £130m, comprising:

£55m to upgrade the initial railway to cope with higher

volumes of traffic;
ii. £75m for the new tunnel and interchange facilities;

The consortium is expected to contribute £54m, leaving London

Regional Transport (LRT) to find the remaining £76m.

3. At the Committee's meeting on 23 February it was suggested
that there was a strong case for extending the DLR into the heart
of the City, even if the full Canary Wharf scheme did not proceed.
The Transport and Environment Secretaries were asked to bring
forward proposals for a fallback option on that assumption,
dealing with the position of Mr Travelstead in view of the

negotiations which had occurred.

THE ISSUES

The Transport Secretary's paper contains a preliminary

i £
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appraisal of alternative schemes which might be adopted if the

consortium proposal for Canary Wharf fails. Unfortunately, he
does not yet appear to have consulted Mr Ridley or the Chief
Secretary. He estimates that a minimum of £42m would need to be
spent to upgrade the initial railway to cope with the additional
traffic which would be generated by a less ambitious fallback plan
for Canary Wharf (providing perhaps 3m sq ft of development) and
an eastern extension of the DLR as part of the proposed Royal
Docks development. He considers four other options, which add to
this minimum scheme (option a), but at less cost than the full

western extension. They are:

option b, which includes improved pedestrian access at
Tower Hill Tube Station, at a cost of £45m;

option ¢, which includes an underground extension of the
DLR to Tower Hill, at a cost of £75m;

option d, which includes an extension to Monument, at a
cost of £100m;

option e, wich includes an extension to Momument and a

travelator link to Bank, at a cost of £115m.

5. Option b would provide only marginally improved access to the
~———— ——

Underground. Options ¢ and d would be better, but the direct link
would be restricted to the District and Circle lines. Option e
would provide a direct interchange with the Central and Northern
lines as well. There is therefore a direct trade-off between the
cost of the options and the access provided. The paper suggests
that in purely economic terms none of the options which have been
subject to appraisal is worthwhile. Option ¢, d and e are roughly
equivalent, with a negative Net Present Value (NPV) of - £30m if
the full Canary Wharf development does not go ahead. (By com-
parison, the full scheme has a better (though still negative) NPV
of - £15m, but only if the full Canary Wharf development goes
ahead).

2
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6. There is provision of only £46m in LRTs external financing
limit (EFL) for the western extension. Any of options ¢, d, e or
the full western extension would therefore require an increase in
the EFL, unless funds were to be made available from another
source - eg private developers or LDDC. Negotiations with Mr
Travelstead have proceeded on the assumption that only £76m of
public funds will be available for the western extension,
including an increase of £30m in the EFL. If these negotiations
broke down, and the Government immediately announced that it would
provide more than £76m for the extension, that could strengthen Mr
Travelstead's case in any court action against the Government. Mr
Moore's paper therefore assumes that anything over £76m would need
to be found as a private sector contribution. Optio;_g’or c could

be funded without such a contribution. But option d would require

a contribution of £24m,. and option e one of £39m. No steps have )

yet been taken to explore whether such a contribution might be

forthcoming.

8. Mr Moore proposes that the options should be developed
further. The Treasury would need to be involved, given the
implications for LRTs EFL. The Committee may however wish to give
an indication of whether it prefers one or more of the options
over the others.

HANDLING

8. You will wish to ask the Transport Secretary to introduce his

paper. The Environment Secretary may wish to comment on the

implications for docklands generally. The Chief Secretary,

Treasury and other Ministers will also want to contribute.

Cabinet Office
24 March, 1987

3
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PRIME MINISTER 24 March 1987

DOCKLANDS, CANARY WHARF AND THE LIGHT RAILWAY

Two important new factors have emerged:

1 A closer appraisal of the development potential of the-

Royal Docks has revealed a more promisin icture than

that foreseen previously; so much so that there is a

robust economic case for the eastern extension of the

Light Railway.

Although the market for new office accommodation in and

around the City has gone off the boil for the time being,

Travelstead has strengthened his Consortium with the

addltlon of five substantial British construction

companies, the reputable Bechtel Corporation and another
R o o e ey e s

major US developer. This and the readiness of the banks

in the Consortium to commit to take 1.5 million square

feet of office space at Canary Wharf, add considerably to

the Consortium's credibility. Even if negotiations with

fﬁe Consortium founder in the final stages, it looks
increasingly likely that a successor project of comparable
scope would be_mounted - the?EE§'§G§€IE;Z;§_EEe western
link of the Light Railway into the London Underground

network.
The fear of a grandiose white elephant at Canary Wharf,
linked to the City at the expense of the taxpayer, is
receding - to be replaced by some nice synergy which would

realise the full potential of a regenerated Docklands; the

eastern extension of the Light Rainay justifies the

high-profile commercial development of the Royal Docks, with

the railway extension being funded wholly from the
development gain; this in turn reinforces the case for an
ambitious City extension project at Canary Wharf; which in

turn justifies the western link of the Light Railway and




further enhances the attractiveness of the Royal Docks

development.

Recommendations

1 Support the proposals for the eastern extension of the

Light Railway and the development of the Royal Docks.
e e

Extend negotiations with Travelstead's Consortium, but

introduce the spur of the deadline (say end of April) not
in the form of an absolute breakpoint, but the date beyond
which the Option Agreement is deemed to have expired, thus
allowing the Government to invite others to put forward

competing schemes for the development of Canary Wharf.

Continue to develop the less expensive fallback options

for the western extension of the Light Railway, whilst

regarding the full Bank extension as the preferred

objective;

-

s

JOHN WYBREW
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The Rt Hon John Moore MP My ref:
Secretary of State
Department of Transport
2 Marsham Street

LONDON
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Your ref:

Sye Petn ~ €M

CANARY WHARF

I am writing to provide a further update on the position on the
Canary Wharf negotiations. /

Since I wrote to you on llxgéé;h, with a copy of Mr Heiser's
letter to Mr Travelstead, meeting has been arranged between
Mr Heiser and Mr Travelstead and his associates to take place
today, 18 March. The outcome of that meeting, which is concerned

with the question of guarantees for the infrastructure, is of
great importance to the decision to be made about Lanary Whart,
and about the handling of any dec151on, if the need arises, to
break off negotiations.

I can also report that we have, since I last wrote, had replies
from the firms mentioned by Mr Travelstead as being prepared to
take space in the project. The overall picture is substantially
less encouraging as to the prospect of firm commitment than

Mr Travelstead suggested.

I will be putting to colleagues, for consideration at the meeting
of E(A) on 25 March a paper on the substance and the handling of
these matters, with legal advice - this will be together w1;h the
paper that we will be preparing on the Royal Docks. In the
meantime, however, I see no alternative to extending the option
agreement by a further week, which would take us to 26 March. We
can take a considered view about next steps, including the vital
presentational aspects, at our meeting.

I am copying this letter to the Prime Minister and other E(A)
colleagues and to Sir Robert Armstrong.

NICHOLAS RIDLEY

This i3 100%% recycicd papar
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The Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

LONDON SW1P 3EB -
ng 13 MAR 1987

CANARY WHARF

Vi
Thank you for your letter of 11 March outlining the current
position in your negotiations with”Mr Travelstead.

I agree that the evidence you have so far received from
Mr Travelstead is very thin and I am content with the tactics
you propose. .

As regards the railway agreement, you will have seen a copy
of my letter to John MacGregor of 9 March in which I reported
that a meeting between my officials, LRT and Mr Travelstead
on 6 March appeared to have cleared the way to an agreement.
However, earlier this week LRT received a vrevised draft
of the Agreement from the Consortium which appeared to take
little or no account of the position we believed had been
reached at the 6 March meeting. Subsequently, Mr Travelstead's
representatives have been taking a more conciliatory line,
alleging that their latest proposals reflect some misunder-
standings of their lawyers.

All  in all the most charitable interpretation of the
Consortium's tactics is, I think, that they are still playing
for time Dbecause they cannot yet deliver the assurances
on the financing of their development that you have asked
for. Nevertheless, LRT and my officials will of course
continue in their efforts to secure an acceptable railway
agreement until such time as we agree, in accordance with
your proposed tactics, that the exercise has become futile.

I am copying this letter to the Prime Minister, to other
members of E(A), and to Sir Robert Armstrong.

@

e —

e

/JOHN MOORE

CONFIDENTIAL







015/2770

CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

Brian Leonard Esq
Private Secretary to the
Secretary of State for the Environment

Department of the Environment

2 Marsham Street (~£
London

SW1P 3EB

|2ZMarch 1987

QQJV 7LXGU~,

CANARY WHARF

The Chief Secretary has seen a copy of your Secretary of State's
letter of 1) March to the Secretary of State for Transport. The

Chief Secretéry discussed in the margins of Cabinet with your Secretary
of State and the Secretary of State for Transport.

The Chief Secretary agrees the extension of the options agreement
in the way you propose.

The Chief Secretary notes Mr Ridley's judgement that the absence
of suitable guarantees and of other satisfactory evidence of commitment
means that it will probably be impossible to reach an acceptable
deal with Mr Travelstead. He considers that the case for ending

negotiations with Mr Travelstead should be based primarily on these
factors’

The Chief Secretary therefore considers that, in the absence
of a significant improvement in the terms of the assurances provided
by Mr Travelstead, we should not be prepared to contemplate further
extensions beyond the date Mr Ridley has in mind except for the most
compeiling reasons. X

I am copying this letter to David Norgrove at No. 10, the Private
Secretaries to other members of E(A) and to Trevor Woolley in Sir
Robert Armstrong's Office.

iénos,

>

JILL RUTTER
Private Secretary
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I should be grateful for agreement to the course of action I
propose by 10 am on Thursday 12 March.
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CONFIDENTIAL AND
COMMERCIAL-IN-CONFIDENCE

Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street (F}Q\Jq\
London fi

SW1P 3EB

I
6 March 1987

Lew Wild,

j
CANARY WHARF Q/ % s

Thank you for sending me a copy of your letter ofzﬂ/é;rch to
John Moore.

I very much agree that the time has come to end the
negotiations with Mr Travelstead's Consortium on the development
of Canary Wharf and the western extension of the DLR. He has
clearly failed to secure the necessary backers.

I am broadly content with your outline for a possible
strategy statement on Docklands. Depending on timing you will
need to be cautious about what you say on specific options
for development of the Royals which have yet to be agreed. g;
also think it would be premature to say too much about the
western extension of the DLR. I understand that LRT have
identified several potential ways of linking the light railway
to the underground system which are less costly than the Bank
extension. It is not clear at this stage which alternative
would be most cost-effective and the form of the rail 1link
must of course depend on the scale and type of development
eventually proposed for Canary Wharf. If necessary 1 suggest
you limit comment on the western extension to a simple statement
that options for 1linking the western end of the DLR to the
rest of the public transport system are being looked at.

I am copying this letter to the Prime Minister, John Moore,
other members of E(A) and to Sir Robert Armstrong.

JOHN MacGREGOR
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01-212 3434

My ref:

David Norgrove
Private Secretary to Your ref:

The Prime Minister o
10 Downing Street OM qﬁﬂ’ﬁf >
LONDON

SW1A 2AA g_@\f (; March 1987
b3

D( (4 J)(\/"d |

LONDON DOCKLANDS: CANARY WHARF

You will recall my Secretary of State's letter to the Secretary of
State for Transport of 4 March, copied to the Prime Minister and
other E(A) colleagues. This referred to today's expiry of the
extended Option Agreement on Canary Wharf with Mr Travelstead and
his Consortium. "=

e

Mr Travelstead came in to see my Permanent Secretary last evening,
bringing with him various papers relating to the required
guarantees and assuranceés on his proposed scheme. Officials here
are now considering these, in consultation with colleagues in DTp
and Treasury as necessary. In the light of this Mr Ridley has
today authorised an extension of the option agreement until
Thursday 12 March. I enclose a copy or the letter which Terry
Heiser has sent to Mr Travelstead explaining this.

Mr Ridley is likely to write again to E(A) colleagues next week,
in the light of the consideration of the papers that have now been
submitted by Mr Travelstead.

I am copying this letter to Richard Allan and to the Private
Secretaries of all members of E(A).

%M s \l\\c!"dy

Ragu Quah

B H LEONARD
Private Secretary
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P’ermanent Secretary
Terry Heiser CB

G Ware Travelstead, Esg

The Canary Wharf Development Company

9 Bishopsgate

LONDON

EC2N 4BQ 6 March 1937
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CANARY WHARF

I refer to your letter of 5 March and our meeting last night.

We obviously need to evaluate the papers which you handed me last
night: and you tell me certain matters are still outstanding in
connection with the settling both of the ferms of an MBA which
might be acceptable to all parties and of the terms of any
agreement between you and LRT over the financing of the extension

of the Docklands Light Railway.

The extension of the Option Agresement is for the LDDC: but the

Government will not object to an extension until Thursday 12

March.

This concession should not be construed as in any way indicating
that you have yet satisfied the Government on the matters on

which they seekx assurance.

- o,
| Secicher,

i /
T M HEISER SNZE&
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DOCKLANDS

As you may have gathered, the situation reported in Mr Ridley's
letter of 4 March has been overtaken by further developments.

2. Mr Travelstead delivered a bundle of new papers to DOE
yesterday. While it seems most unlikely that these give the
guarantees required, the legal advice is that they should not be
dismissed summarily. Mr Ridley is still considering what action
to take, but the likelihood is that he will reluctantly ask LDDC
to extend the Option Agreement between them and the Consortium
(otherwise due to expire today) for a further period (perhaps a
week) while the Travelstead documents are studied.

ik If this course, which would be consistent with Mr Tebbit's
approach, is followed, it will give a breathing space and avoid an
immediate rupture. Mr Ridley is, however, anxious to bring
matters to a head and not to let Mr Travelstead go on spinning
things out. In the circumstances, I think the right tactical aim
should probably be to avoid a public rupture before the E(A)
discussion planned for 23 March. Ministers can then consider
together how best to disengage with minimum exposure to legal
redress. But it would be idle to believe that all the other
issues - on the Royal Docks and on the City Extension - can be
tied up on that occasion; and a break may be unavoidable before
then. It may, therefore, prove necessary to arrange some further
collective discussion at short notice before then (eg towards the

end of next week).
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4. I understand that Mr Ridley will be writing round again
before the weekend. We can consider further in the light of that.

Cabinet Office
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CABINET OFFICE,
WHITEHALL, LONDON SWI1A 2AS

Chancellor of the Duchy of Lancaster

Tel No: 270 0020
270 0296

5 March 1987

Brian Leonard Esqg

Assistant Private Secretary to the
Secretary of State for the
Environment

Department of the Environment

2 Marsham Street

LONDCN

SW1P 3EB - SH\& N\

<;7{L~_J ]%;réwwx

The Chancellor of the Duchy was grgﬁéful for a copy of your
Secretary of State's letter of 4 March to the Secretary of State
for Transport.

The Chancellor would not wish the negotiations with the Consortium
to be terminated until the proposals for the Royal Docks are firm,
and ready to be made public. In view of the timetable for
decisions on the latter, which your letter suggests would come
forward to E(A) on 23 March, the proposal to give Mr Travelstead
notice of the termination of negotiations would be premature, as
being likely to increase the chances of a public rupture before the
Royal Docks proposals are ready.

I am sending a copy of this letter to David Norgrove (No. 10), the

private secretaries to other members of E(A), and to Trevor Woolley
in Sir Robert Armstrong's office.

ANDREW LANSLEYcthJ\&/ﬁ\
Private Secretary
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The Rt Hon Nicholas Ridley AMICE MP

Secretary of State for the Environment

2 Marsham Street :
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CANARY WHARF

I have read your letter of 4th March to John Moore. It is
indeed disappointing to see that we are contemplating the
failure of the project upon which the LDDC have been
negotiating with Mr Travelstead's Consortium. However
presented, I believe it will be seen as a serious setback to
the development of our UDC policy and an embar  assment to the
Government.

The tone of the letter rather suggested that we are now firmly
on a course to end these negotiations and turn to the
discussion of longer-term more modest proposals designed by
your Department. I hope that everyone is in.fact proceeding
in the hope that we can still produce a satisfactory agreement
within our time limit if at all possible. Lotrust that
everyone will strive to avoid difficulties and to take a
constructive view of this existing proposal to the end.

I take it that the LDDC are near to agreement with the
Consortium on the Master Building Agreement. You say that in
the absence of guarantees on 'the evidence of space- taken;, you
still could not:recommend that negotiations on the present
scheme should continue. If the Consortium could come up. with
some guarantees and some evidence, will you be sending round
to colleagues your comments on their adequacy before -
instructing LDDC to cease negotiations?

I am copyingvthis.létteh'toithe‘rééipients‘of yours.

\iowd3 &AACinkx)

o

(igtJ\Aﬂf, (J»v*{k \Ok 2

R¢ KENNETH cLARKE
Approved by the Paymaster General
and signed in his absence.

CONFIDENTIAL AND COMMERCIAL IN CONFIDENCE
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'IME MINISTER
cc Professor Griffiths
CANARY WHARF

Mr. Ridley's letter below suggests that Mr. Ware Travelstead

should be given a week from tomorrow to reach a specific

agreement. Negotiations will then cease.

His legal advice is that this should not open the Government

to a successful legal action.

I understand, however, that tonight Mr. Travelstead saw Terry

Heiser and gave him a bundle of documents. The DOE view is

that the proposals which they describe are not at all

satisfactory. However, the DOE Solicitor believes that they

————————————————

must now be seriously considered and discussed with the

—————

consortium to reduce the legal risks. This is the advice

going to Mr. Ridley overnight.

At this stage there seems no need for you to do anything other

——

than note the position.

I would draw your attention to one further point. Counsel

have advised that any decision to proceed with the city

extension of the railway at public expense should be deferred

e ——————

until after the negotiations with Mr. Travelstead had broken

down. This will, of course, make it more difficult to put

—————

together an attractive statement to put the best face on the

breakdown of negotiations over Canary Wharf.

ANE

DAVID NORGROVE
5 March 1987
SLHAHW

CONFIDENTIAL AND COMMERCIAL IN CONFIDENCE
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CANARY WHARF AND DOCKLANDS LIGHT RALLWAY

28
Thank you for your letter of 4 &3{bh.

I agree that we should now bring matters to a head with the
Canary Wharf Consortium and I am broadly content with your
proposals for doing so. The evidence from LRT's negotiations
with the Consortium is that they are simply playing for time by
taking an unreasonable negotiating line, especially on the issue
of revenue guarantees.

As regards the 1legal position of LRT and my Department,
Counsel's advice is that the best course of action will be for
me to put Mr Travelstead on notice of an intention to bring
negetiations to end immediately after a similar communication to
him from you. I would indicate that negotiations between LRT
and the Consortium would have to cease since it is a condition
that the Railway Agreement can only be signed if the Master
Building Agreement is concluded.

You mention the need to be ready with an announcement about the
future of Docklands when the talks collapse. I agree that it
would be better if we could make a firm statement about the
Eastern extension and related issues at the same time. This
argues for a deadline which is slightly longer than the seven
days you suggest to ensure that any breakdown occurs after we
have been able to consider with colleagues at E(A) on Z3 March
the range of issues commissioned at the meeting on 23 February.
But we cannot be sure that the breakdown will not occur earlier.

In that event I agree that an announcement of the kind you
outlined would be necessary. We shall need urgently to prepare
statements to cover both eventualities.

CONFIDENTIAL




CONFIDENTIAL

The scheme for a Western DLR extension to Bank was the most
expensive option (£130m), required of us in negotiation with the
Consortium. If we are released from this we ought to look again
at cheaper options. My officials have been discussing urgently
with LRT the possibilities for a more modest but worthwhile
Western extension of the railway which would link it more
satisfactorily than at present with the rest of the Underground.
Whatever sclution emerges for the Western terminus of the
railway, a significant upgrading of the capacity of the Initial
Railway will be required, costing some £45m to £50m. We shall
also need to consider how we can attract private finance to meet
any additional cost beyond the level of public contribution
already planned. This points to a model of financing that LDDC
are proposing for the Eastern extension of the railway, in this
case based on enhanced land values at Canary Wharf as a result
of the Western extension. I hope that you will be able to offer
an assessment at our meeting on 23 March of the amount this
approach could yield.

I will be in a position to describe the possibilities for a
Western extension of the railway in more detail, together with
their funding implications, at the 23 March meeting of E(A). In
the meantime if we are forced into an early statement I suggest
that we simply say on this subject that the Government 1is
looking into the possibility of other ways of linking the
initial section of the Docklands Light Railway to the
Underground. That would not rule out going ahead with the Bank
extension if we decided that that was sensible. But we will need
to bear in mind that any announcement which implied that the
Government were now prepared to contribute significantly more in
public funds to a Western extension ought not to follow hard on
a breakdown of negotiations with Mr Travelstead, as it could be
used as evidence that the Government had acted unreasonably and
in bad faith.

I am copying this letter to the Prime Minister, to other members
of E(A), and to Sir Robert Armstrong.

!

JOHN MOORE

CONFIDENTIAL
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The Rt Hon John Moore MP

Department of Transport Your ref:

2 Marsham Street

LONDON

Swil 4 March 1987

J)(k*f gecwe’h»j a,f S‘F’J‘Q .

We were invited by colleagues at E(A) last week to report to them,
against the background of a prospective strategy for Docklands and
in the light of legal advice, on the quastion of continuing
negotiations with Mr Travelstead and his Consortium for developing
Canary Wharf.

We have now had Counsel's advice on the extent of my exposure to
successful legal action in the event of negotiations coming to an
end and on the handling of bringing them to an end if need be. In
brief, it is that I should not be at risk of successful legal
challenge if, after the present extension of the Option Agreement
between them and the Consortium ends on Marchg I withdrew
authority from LDDC to continue negotiating. There is no contract
between me and the Consortium which the latter could seek to
enforce. A claim against me for inducing a bceach of contract by
LDDC would depend upon the Consortium establishing that LDDC were
themselves in breach of contract. I understand that they have been
advised they have no contractual commitments to the Consortium
provided they have made it clear their negotiations were "subject
to contract". The only other basis for challenge would be to seek
judicial review of the decision to terminate negotiations on the
grounds that I had behaved irrationally or acted in bad faith.
Counsel could see nothing in the relevart documents to suggest
there was any serious risk of such & proceeding succeeding. We
have consistently given notice to the Consortium of matters they
have to satisfy us on. LDDC, in granting the most recent extension
of the option agreement, gave clear notice that it was to be
regarded as the last. I believe that Counsel's advice on your own
Department's risk was similar.

Counsel advises, however, that it would be right if the Government
decided that the expiry of the option agreement on 6 March was the
time to signal the end of negotiations, to give the Consortium a
brief period of notice and to be prepared to consider anything
they had to say. Such a period need not be more than a week.
Notwithstanding this advice, however, we have to recognise that,
if negotiations are brought to an end, “r Travelstead will use




every means at his disposal, including legal action, to preserve
his position or recover damages.

Counsel further advised on the position that might arise if
negotiations collapsed and the Government then, or subsequently,
announced that it proposed to proceed with the City extension of
the railway at public eéxpense. He considered that any such
decision should be deferred until after the negotiations with Mr
Travelstead had broken down. LDDC have also, independently, taken
legal advice. Their advice from leading Counsel is that the
prospects of successful action for breach of contract against the
Corporation in the event of negotiations being broken off were
remote.

The basic question, of course, is whether we should now seek to
end negotiations with Mr Travelstead. I have to say that I believe
we should. Immediately after we met at E{(A) to discuss the
proposals, my Permanent Secretary again made clear to Mr
Travelstead what we required by way of guarantees, and details
supporting his claim to have substantial firms ready to take space
in the development. Mr Travelstead promised that material by the
end of last week, but nothing has been received. It follows that
the conditions on which I was able to recommend to coclleagues that
LDDC should be authorised to agree the sale of the freehold of
their land at Canary Wharf in advance of development have not been
met. I have to conclude that Mr Travelstead has not been able to
secure enough firm interest in taking space in the project to
satisfy the banks whom he proposed as sureties. We are still in
discussion with LDDC, and they with the Consortium, on the Master
Building Agreement and its link with the proposed guarantees. We
have not yet got a tight enough agreement. In any event, in the
absence of either the guarantees or the evidence of space taken, I
could not recommend that negotiations on the present scheme should
continue. Unless I hear from him to satisfactory effect by March
6, I propose therefore that the Option Agreement should not be
extended by LDDC and that Mr Travelstead should be given notice
immediately after March 6 of our intention to withdraw support for
LDDC's continued negotiations, giving him 7 days to make
representations. if, against expectations, he brought forward
substantial evidence within that time of having a firm deal to
offer we should have to consider that.

If I do in fact hear from him before March 6 with what, prima
facie, appears to be evidence that he can meet our requirements,
will have to consider, with legal advice, whether the option
agreement should be extended, and for how long.

The collapse of this deal after such protracted negotiations
would, of course, be a disappointment; I should warn colleaqgues,
however, that to develop an alternative to Mr Travelstead's
proposals may not be plain sailing. LDDC have becn deeply
committed to the success of his scheme and are not in a position
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to bring forward a fully worked-up alternative at short notice. Mr
Travelstead may be in a position to make life difficult for any
successor through control over some key sites, or by spoiling
litigation. It will be the more important therefore to present the
achievements, and the remaining prospects, for Docklands in the
most positive light.

The success of LDDC particularly in the last two years, in
attracting private investment has been remarkable - and I
acknowledge that the Canary Wharf negotiations have contributed to
this. Officials have the further work in hand that will enable us
to consider later this month (probably at an E(A) meeting on 23
March) firm proposals for a decision on the major commercial
development for the Royal Docks and the construction of the
Eastern extension of the DLR. It may well be that negotiations
with Mr Travelstead will not have publicly collapsed by the time
we are in a position to make a firm announcement about this.
Whether or not a public rupture comes before we can announce a
firm decision on the Royals, I believe we should offer a broad
statement, of our strategic approach to Docklands. It would refer
to:

- the striking progress made in Docklands (£1.5bn private
investment);

- proposals under active consideration for development by
major consortia in the Royals - worth £1.2bn;

- the Bill laid for the Eastern extension of the railway;

- our commitment to fund, through LDDC, a major East/West
highway (provision made in this year's PE settlement);

- the opening of the central secticn of the railway in the
summer ;

- STOLport to become operational in the autumn;

- a number of other developers known to be keenly interested
in the opportunity of development at Canary Wharf, perhaps on
a slightly less grandiose scale: LDDC to open this up to a
competitive process as a matter of urgency;

- as much as you feel able to say about alternative
arrangements for the railway if the Canary Wharf Scheme does
not go ahead.

I believe that a statement on these lines, which could also
explain how far we have sought to accommodate Mr Travelstead's
requirements, will be a good basis for maintaining confidence.

If you and colleagues agree, unless there is a dramatic
development before the March 6 deadline, I propose to put Mr
Travelstead on notice that we propose to terminate negotiations,
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as set out above. I need to know that you, and others, are content
by 10.00am on Friday 6th so that arrangements can be put in hand.
I should be glad to know, also, if you are content with a
statement on lines proposed above, to use in the event of a public
rupture.

I am copying this letter to the Prime Minister and other members
of E(A).

\7Q“ﬂ> Sh*&?e}f/

B ed Homke Sersins
PP -

NICHOLAS RIDLEY
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Caxton House Tothill Street London SW1H 9NF

Telephone Direct Line 01-213646.0

Switchboard 01-213 3000 GTN Code 213
Facsimile 01-213 5465 Telex915564

D Norgrove Esq
Private Secretary

to the Prime Minister
10 Downing Street
London SW1

Z, March 1987

(o

Dowr Do
TAKE UP OF CENTRAL GOVERNMENT PROGRAMMES IN INNER CITIES

I thought you would like to know that since my Secretary of State's
recent minute to the Prime Minister on the above, we have been
informed by the Manpower Services Commission that Sefton has
written indicating an intention to bid to participate in the
Technical and Vocational Education Initiative (TVEI) in 1988.

I am copying this to Tony Kuczys (Treasury), Andrew Lansley
(Chancellor of the Duchy of Lancaster's Office), Robin Young
(Environment), Bill Fittall (Home Office), Rob Smith (DES),

Jon Shortridge (Welsh Office) and Robert Gordon (Scottish Office).

ey

Peter Baldwinson
Private Secretary







10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretary 2 March 1987

Ve Gilis

TAKE UP OF CENTRAL GOVERNMENT PROGRAMMES IN INNER CITIES

The Prime Minister has seen your Secretary of State's
minute of 18 February about the take up of DOE grants and resources
by inner city local authorities, and the minute (undated) from
the Secretary of State for Employment which discussed take
up of the community programme, TVEI and the inner cities initiative.

These minutes illustrate the way in which some inner city
local authorities do not make full use of the resources available
to them. The Prime Minister hopes that Mr. Ridley, Lord Young
and other colleagues will draw attention to this in their speeches.

I am copying this letter to Tony Kuczys (H.M. Treasury),
John Turner (Department of Employment), Stephen Boys Smith
(Home Office), Rob Smith (Department of Education and Science),
John Shortridge (Welsh Office) and to Robert Gordon (Scottish

Office). <£3~Vﬁ>

B d

DAVID NORGROVE

Robin Young, Esq.
Department of the Environment
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TAKE UP OF CENTRAL GOVERNMENT PROGRAMMES IN INNER CITIES

The minutes below list the local authorities which do not take
up their full entitlement under DOE and DE/MSC programmes.

The position is complicated and some authorities refuse to

participate in some programmes and others refuse to

participate in others. But there clearly is a basis for

pointing to Labour local authorities which do not take up the
——————

———— —————

‘money to which they are entitled.

I suggest you urge Mr. Ridley, Lord Young and other colleagues
to make use of this material in their speeches so that it can

be brought to public notice and also used by Government

backbenchers in their own speeches.

=

b

David Norgrove

27 February 1987

DG2BTG
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PRIME MINISTER

TAKE UP OF CENTRAL GOVERNMENT PROGRAMMES IN INNER CITIES

Following David Norgrove's letter of 20 January to my Private
Secretary, my officials have considered the extent of
cooperation of local authorities with the Community Programme
(CP), the Technical and Vocational Education Initiative
(TVEI), and the Inner Cities Initiative.

Liverpool and the London Boroughs of Southwark, Newham and
-_-\—-

Waltham Forest will Eggvinvolve themselves as managing agents

for the Community Programme. I understand that Tower Hamlets,

Islington and Hackney will not act as managing agents,
although they do provide premises for non-LA CP projects.
Sheffield is only a very recent convert with one small
project.

There were 18 local authorities who did not run a TVEL ipirkots
thereby forfeiting £2m each. Of those, ILEA, Haringey, Brent,
Sefton and Kirklees have so far neither submitted proposals
for a 1987 start nor indicated an intention to bid for 1988,
although I hope ILEA may well participate.

All the Inner City Task Forces regard it as most important
that they have at least working relationships with their loecal
authorities, and generally those Task Forces that have made
most progress are those where relations are reasonable or
good. These are the Task Forces in Bristol (Bristol City and
Avon), Birmingham and Middlesbrough.




In other areas the local authority is publiecly unwelcoming but
in fact there is working-level co-operation. These are Leeds,
Manchester and Southwark. In Leicester, the City Council is
hostile publicly and privately in its dealings with the Task
Force. It has not co-operated in projects. The County
Council, where there is no one party control, has been

ambivalent though there are now signs of some co-operation.

Finally the one Conservative-controlled authority, Kensington
and Chelsea, has been simply indifferent, a disappointing

response.

I am copying this to Nigel Lawson, Norman Tebbit, Nicholas

Ridley, Douglas Hurd, Kenneth Baker, Nicholas Edwards and

Malcolm Rifkind.
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon John Moore MP
Secretary of State for Transport

Department of Transport Q(\

2 Marsham Street - V&{g A
London

SW1P 3EB

9 February 1987

S
®<L)£QJ

DOCKLANDS LIGHT RAILWAY: CITY EXTENSION

)

Thank you for your letter of 20 ﬂigrﬁary.

In the light of our discussions at E(A) this morning, I am content
for you to authorise LRT to continue negotiations with the Consortium
until 28 February on the basis you propose. At this stage it would
seem premature to agree that the railway should proceed on the basis
of LRT's appraisal. Whether this is acceptable depends on:

(i) the outcome of LDDC's negotiations with the Consortium,
and

(ii) LRT's success in getting satisfactory revenue guaranties
from the Consortium.

If the negotiations continue beyond 28 February, there is also
the question of the Consortium's contribution to the higher capital
costs which may result. We will also need to assess the overall outcome
against the other options both for developing Canary Wharf and the
funding of the City extension which are identified by the working
group commissioned by E(A).

Finally, I note that on current projections, if the railway goes
ahead, LRT will need increased resources to cover the higher capital
cost of the project. I appreciate your decision to keep any additional
costs in 1987-88 within LRT's existing EFL. For future years, the
public expenditure implications will need to be considered in the
1987 IFR. My position remains unchanged from that in my letter of
21 April 1986 to Nicholas Ridley‘namely that while I would not wish
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to use this increase as a tool for an arbitrary squeeze on LRT's
investment plans, equally I cannot agree in advance to increase LRT's
EFL and future EFR's by the full amount of the additional costs of
the DLR.

I am copying this letter to the Prime Minister, to other members
of E(A), and to Sir Robert Armstrong.

JOHN MacGREGOR
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2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

My ref:

Your ref:

David Norgrove Esq

Private Secretary to

The Prime Minister

10 Downing Street

LONDON P

SW1A 2AA Lo February 1987

TAKE UP OF CENTRAL GOVERNMENT PROGRAMMES IN INNER CITIES

A T ! )
As I told you on the Eéfephone, there was an error of drafting in

the minute which my Secretary of State sent to the Prime Minister
onvL8”February.

The first sentence of the first paragraph should read:
"So far as UDG is concerned, in the last 2 years 7
authorities who could have bid have not done so - list at
A"l

I should be grateful if this amendment could be noted and I am
sorry for any inconvenience this may cause.

I am copying this letter to Alex Allan, (HMT) Andew Lawley (C of

Duchy), John Turner (DEmp), Stephen Boys Smith (HO), Rob Smith
(PES), John Shortridge (WO), Robert Gordon (SO).

\/Ju\/) S LS
{SO%QJ

B H LEONARD
Private Secretary




PRIME MINISTER 20 February 1987

LONDON DOCKLANDS AND UDC'S
\

There are two issues:

How much further should Nicholas Ridley go in negotiations

with Travelstead to financially support his expensive rail

connection for Canary Wharf and the City.

[S— ey —

How much further should Department of Environment go to

develop new UDC proposals —

Docklands: Canary Wharf and Royal Docks

The regeneration of London Docklands will be seen as one
of the notable achievements of the Thatcher Governments of
the 1980's. So far Ministers have rightly erred on the
side of politicians in planning and funding the transport

infrastructure.

However, we should be wary of getting drawn deeper and
ey
deeper into underwriting Travelstead's ambitious plans for

a satellite of the City located at Canary Wharf. The

—

project was conceived in the heady days before the City's

Big Bang.

Today a dispassionate view of the case for a City

satellite on this scale is questionable; indeed some of

the investors are getting understandably edgy about the

market outlook for such a big chunk of new office

—

capacity. Responding to market pressures the City has
0/ ko

relaxed its tight restrictions on new office capacity.

Additional office space is becoming available in the Fleet

—
Street area now that the newspapers are on the move. Some

ey

of the teams assembled in the pre-Big Bang scramble will




be pruned and others will be disbanded. Fierce

competition is forcing rationalisation and a concentration

of excessive manpower.

——

—m—

We would support a proposal to force negotiations with

Travelstead's Consortium to a firm conclusion one way or

the other by the endﬁgf February. The Government has

already done more than enough to facilitate the

Consortium's grand design for Canary Wharf. The risk

e —)

investors must now make their judgement of whether there

is a market for such a development.

A ———————————— ey

The fallback of a less grandiose development may well be

more in keeping with the existing character o6f Docklands.

This should not be regarded as second best.

p————="

We continue to support strongly the Eastern extension of

the Docklands Light Railway and the development of the

Rgzal Docks area.

UDC's Generally

Officials at DoE have independently proposed an exciting
scheme that coincides with the results of our research
over the last 18 months. This is likely to be mentioned
by Nicholas Ridley on Monday.

We aim:

"
(i) to bring in Government deregulation and freedom éor

local constraints where Local Government has

totally failed to remove dereliction without
saddling Central Government for direct

responsibility for local housing;

to reduce the cost of UDC's;




to enable us to tackle comparatively small pockets

of dereliction, even as little as 30-40 acres,

which nevertheless in the provincial context are
very significant such as the Calder Valley or the

site in Central Bradford that you may have seen.

Option No 1

We agree with one DoE option which achieves all three aims.
This would enable a regional or sub-regional UDC to be
created (similar to the Welsh Land Authority) which could
apply full UDC powers to the derelict sites, some of them

quite small. We could thus speedily overcome the land

ownership mosaic problems by vesting all the land in one

agency which has a duty to sell on at once. Because of the

speedy sale envisaged this proposal would require little
money, but needs to be fully costed. A variant on this

proposal is:

Option No 2

Bring in regional UDC's as in No 1 but then charge the

Development Agency with a variety of functions (a) cleaning

up the site - clearing it and removing toxic and other waste,

(b) building and developing/ all before sale. For financial

. Py, & . .
reasons we are against this option, though on occasion we

might remove toxic waste.

Option No 3

We also propose a bargain basement or "cashless" UDC. This
would be little more than a super-simplified planning zone in
a given area. In this the vesting powers of a UDC would be
given to roving Commissioner (no big office blocks!).

Instead of spending money in purchasing the property as in

Options 1 and 2, the commissioner could facilitate the land




assembly of derelict sites and the onward sale to private

sector developers who are currently hamstrung by regulation.

The land would vest in the Commissioner for a notional five
minutes in a series of transactions transferring land to a

developer.

Conclusion

We are very cautious about further public money being put
behind Travelstead. We recommend a committee be formed to

consider new UDC options.

i

(}%hﬁﬂééf*' rf :ygk”iﬁ%fj~

JOHN WYBREW HARTLEY BOOTH
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P 02527
PRIME MINISTER
London Docklands

[E(A)(87) 4; Letter of 19 February from the Secretary of State
for the Environment to the Secretary of State for Transport]

This is an extremely complex issue on which the papers circulated
(apart from the map) are not the clearest. For convenience I have
summarised the key issues on one side at Annex A attached. The
remainder of this brief deals with them a little more fully.

DECISIONS
2. The issues for decision are:
i. ~whether negotiations with the consortium proposing to

develop Canary Wharf should be broken off if they cannot
produce substantial evidence to justify the scheme proceeding

by 27 February;

ii. whether the Government should support the eastward

extension of the Docklands Light railway to the Royal Docks.

These decisions must be taken in the light of the strategy for
London Docklands and, for the UDC programme generally.

BACKGROUND

Canary Wharf »41yufan~JL\ f&%kk;xag ‘?/5//6 \£:§\2g72
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4. It was agreed earlier that in order to secure this major
development LDDC might exceptionally be authorised to pass the
freehold to the consortium in advance of development taking place,

provided the consortium could satisfy the Environment Secretary on
a number of points and give guarantees that the development would
go ahead. The present 'option agreement' with the consortium

(first signed in May 1985) expires on 6 March.

5. In parallel, London Regional Transport (LRT) are in negotia-
tion about the construction of the westward extension of the

Dockland Light Railway (DLR). This is important to the commercial

e e
v1ab111ty of Canary Wharf, and the consortium have therefore

agreed in pr1nc1ple to contribute £45 million in Net Present Value

to the total cost, most recently estimated at £130 million cash.

LRT also have to be satisfied about revenue guarantees in order to
justify their part of the investment. The Bill authorising the
westward extension received Royal Assent on 19 December. Tenders

for the construction of the extension expire on 28 February, and

there is a risk of cost-overrun if this date is passed.

Roval Docks

6. The 270 hectares of land around the Royal Albert Dock and King
George Five Dock are the last major area for development. LDDC
are negotiating with three consortia for an intensive commercial
and housing development. A key feature will be the eastward
extension of the DLR to provide access. E(A)agreed last November
that LRT might deposit before Parliament the necessary Bill to
authorise construction on the basis that the Government would
consider its attitude towards the proposal before the second
reading, now planned for mid-March. The Environment Secretary
suggests (paragraph 11 of E(A)(87) 4) that he should indicate
Government support for the Bill, provided LDDC can satisfy him the
scheme is viable.

2
CONFIDENTIAL




CONFIDENTIAL

THE ISSUES

7. The central issue is the attitude which the Government should

take to the proposals for the development of Canary Wharf and for

the Royal Dock. These are both very substantial schemes, and

significant amounts of public money are involved in providing

associated infrastructure. If both go ahead, the scope for

investment in other UDCs within present public expenditure plans

will be substantially reduced. There is therefore at least a case

for switching the emphasis of UDC development from Docklands to
the Midlands and the North; and although Mr Ridley does not
actually say this, it is clearly at the back of his mind. On the
other hand, he recognises that LDDC has been a substantial success

story and that there is a case for continuing to build on it.
—————— =

8. The problem is also compounded by the fact that the position
on the LDDC projects is continually changing as negotiations

p£§§§§§;_ The poten%ial developers are naturally reluctant to

disclose all their cards at the outset, and information reaches
the Departments concerned only through the LDDC and LRT, who have
their own set of objectives. Decisions will therefore have to be

subject to review as circumstances require

9. For the purposes of discussion, the Canary Wharf and Royal

Docks decisions can be regarded as separate. If Canary Wharf does

not proceed, and the westward extension of the railway is dropped,
the land values around the Royal Docks will be slightly reduced,
but (in the view of DOE) not so much as to change significantly
the economic or financial case for the Royal development and the
eastward extension of the railway (Row F of Annex A to E(A)(87)
4).

Canary Wharf

10. The immediate issue is whether the Government should now set a

final deadline for negotiations, so that if Mr Travelstead cannot

provide the evidence and guarantees required by 27 February and
complete all the negotiations by 13 March his project will be
dead. 1In this case LDDC will need to consider alternatives, and

3
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Mr Ridley suggests (paragraph 9 of his paper) that there is a more
modest fall back option.

11. The economic appraisal shows that the consortium scheme is
marginally preferable to the fall back. But the fall back will
require substantially less public expenditure. Over the three
years to 1989/90 the Canary Wharf scheme (assuming the westward

extension of the railway proceeds) will produce a surplus of £34

million, whereas the fall back scheme (without the railway) would

produce a surplus of £63 million. These surpluses would be

available through the urban block for investment in other UDCs,
including the four which Mr Ridley announced at the last Party
Conference.

12. I understand from DOE officials that Mr Travelstead is

unlikely to be able to produce the necessary evidence by next

Friday. The degree of commercial interest in taking up space in

the development has been less than expected. The City of London

7.
has recently changed its planning policies (partly because of the
5 S Y

threat from Canary Wharf) so there will be more space in the city
itself, and the opportunity generated by the Big Bang may now have
passed. So from Mr Travelstead's view point Canary Wharf it
becomming less viable. 1Indeed, DOE officials believe it is
possible that he will never be brought to the point of signing an
agreement. But he willnot want to appear to be responsible for
the breakl. If the Government make the first move, he can be
expected to be vocal in putting the blame on them.

The Royal Docks

13. LDDC are in negotiation with three consortia about various

¥ . ‘.—*"
options. No firm proposals are yet on the table. But the current
e

indications are that intensive commercial and housing development

together with an eastward extension of the railway make sense in
economic and financial terms. For that reason, Mr Ridley suggests
that he should indicate support for the LRT Bill on second

reading.

4
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14. The Committee's agreement in November that the Bill might be
deposited was on the basis that the Government would need to be

satisfied before second reading that:

(i) the oustanding issues on the westward extension had been

resolved;

(ii)there would be no significant risk that any of the costs

of the eastward extension would fall as a burden on LRT.

As indicated above, it now appears that the westward extension is
not a precondition for the viability for the eastward extension,
and that, subject to that being confirmed, there is no direct link

. . . . s . vﬂ\
with the Canary Wharf negotiation. Mr Ridley reconfirms

(paragraph 11) that he would need to be satisfied that the
increased land values would be sufficient to avoid the need for
additional public expenditure and that there would be no revenue

risks on LRT. Subject to that, there appears no objection to the

course now suggested.

HANDLING

15. You will wish to invite the Environment Secretary to introduce

the discussion. The Transport Secretary will wish to speak on the
negotiations between LRT and Mr Travelstead. The Chief Secretary,

Treasury and other Ministers will also wish to contibute.

24

Cabinet Office
20 February 1987

5
CONFIDENTIAL




. CONFIDENTIAL

LONDON DOCKLANDS DEVELOPMENT: ESSENTIAL POINTS

CANARY WHARF

A decision is required next week on whether to break off negotiations

with Mr Travelstead unless he can show satisfactory progress by 27
N ————
February

Arquments for breaking off are:-

(i) DOE have identified a cheaper alternative (which saves £43m

in net public expenditure and £70m for LRT on the Docklands
Railway);

(ii) the Consortium seem most unlikely to be able to show

satisfactory progress in time.

Arguments for continuing negotiations are:-

(i) the scheme is very imaginative and has received great
publicity;

(ii) the Government might well be blamed;

(iii) there could be legal problems.

ROYAL DOCKS

A decision is not needed so quickly. The Bill authorising extension

of the Docklands Railway to the Royal Docks is due for Second Reading
in March. The Government will then have to declare its hand. This
—___/\‘

will depend on whether the extension will cost extra public expendi-

ture. The DOE figures suggest not; but they need more examination.

Treasury and DOE should be asked to arrange this.

OTHER UDCs

Mr Ridley's real motive in reducing the Docklands cost seems to be to

spend more on UDC's outside London. 4 have been announced (Trafford

e

Park, Black Country, Tyneside and Teeside); he wants to set up other

"low budget" UDCs elsewhere. If he succeeds on Docklands, he can do
—

this within his block. But he might still want extra provision. This

—

should await PES. No decision is needed now. If Mr Ridley wants to

press this, he should do so later on the basis of a proper paper.

CONFIDENTIAL
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1F 3EB

01-212 3434

The Rt Hon John MacGregor OBE MP

Chief Secretary to the Treasury

HM Treasury

Treasury Chambers

Parliament Street

LONDON 7,

/

SW1P 3AG AA’ February

e

This letter 1is intended to bring you and colleagues up
date with the position on the proposed extension of ¢t
Docklands Light Railway into the City and to highlight th
decisions we need to make.

Appraisal of Scheme

My letter of 15 ~ ‘ Nichclas Ridley menticned

LRT had submitted “ appraisal of the extension
DLR to Bank. We have now had an opportunity to carry out
a detailed assessment of this paper and a copy of our analysis,
which has been revised in the light of comments from your
officials, is attached.

You will see from the analysis that the financial
the project is no 1on9 T as robust as it appeared last
and it now seems lkely, on the basis of a £45M

=TTl 4

contribution from 10 Ehaty 1t > will . tachieve
St real® return i finar '. : The nroipct can however
bhe justified i

passengers

Given that the overall benefits from LRT's viewpoint
marginal the case for proceeding with the Extension i
; ;

(e
= Ty P ~1 1t & ~ta1rml s 4 - L 2 £54
from clea eut Certainly we could not justify

the Extension 5 i the Can Wharf negotiations
Cr

since that would worsen ¢t financial outcome at

the extent of the Consortium's &£45M NPV contributi .
the effect of 1lower revenues on the system. Howev:r:
we should collectively conclude  that Canarv
development proposal is still worth curing,
devclume“L does in fact go ahead, then I ieve Lhe

1

of the Extension a: sufficiently sound to
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Negotiations with Canary Wharf Consortium

Since my letter of 15 January, negotiations between LRT
and the Consortium have resumed. It is still possible that
a deal can be concluded by 28 February. LRT have not been
able to secure an increase 1in the capital contribution of
£45M NPV from the Consortium. However, the Consortium have
agreed to drop their proposal that part of their contribution
should be paid in the form of an annuity over 20 years.
This will slightly improve LRT's cash flow as well as
dispensing with the cumbersome and contentious annuity
mechanism.

As at 13 February, LRT believed they had secured a breakthrough
on the question of protection for their revenues in the
event that development at Canary Wharf does mnot proceed
at the pace or to the extent assumed in the railway appraisal.
In recent discussions the Consortium's negotiators have
conceded the principle that, insofar as development falls
short of the levels assumed in the railway agreement, they
should reimburse LRT for the consequent shortfall in revenue
on an agreed formula. This would result in LRT receiving
some &£%M (March 1986 prices) each year for each 1M sq ft
by which development falls short of their target. There
would also be a cut off point (currently envisaged as the
date on which building is due to be completed under the
Master Building (MBA)) at which any remaining
potential shortfall would be capitalised and paid to LRT
as a lump sum. If final agreement could be reached on this,
LRT would be protected from one of the most significant
remaining areas of risk.

However LRT received a letter dated 17 February from the
Consortium in which they attempt to renege on these crucial
concessions on revenue guarantees. This may signal an attempt
by the Consortium to pick a quarrel as a basis for breaking
off LRT are continuing to negotiate on the
lines mapped out in the discussions but there must now b
doubts about whether an acceptable agreement is attainable.

~ e = -~ e e - ..

revenue td secured, the deal would offer
T a high degree ind protect them fiom -

sociated with th Canary Wharf development. However,
it would still be 1less than ideal in terms of the amount
of capital on offer from the Consortium. The Consortium
have consistently refused to increase their capital contribut-
ion and contend that LRT and Government have accepted the
risk of capital cost overruns. If we were to try to insist
on further capital contributions now they might well wuse
this as an excuse to accuse us of bad faith and break off
the deal. My conclusion is that to avoid giving the Consortium
a pretext for accusing us of sabotaging the negotiations,
LRT should continue to negotiate along current lines, at
least up to 28 February.

&
i
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Public Expenditure Implications

I1f the project goes ahead, the increase 1in estimated capital
costs means that the resources earmarked in LRT's EFL and
planning figures for the next three years will not cover
their share of the cost of the extension. The appraisal
sets out the extent of the likely shortfalls, taking into
account the latest changes in the anticipated spending profile
and the timing of the Consortium's payments. It has
been agreed that the shortfall in 1987/88 will have
met from within the resources approved for LRT already during
that year. But, without increased provision LRT will be
unable to find the additional resources required in 1988/89
and 1989/90 without making cuts in their own investment
programme . Your letter of 21 April 1986 accepted that their
involvement in the City Extension project would not be used
to impose an arbitrary squeeze on their investment programme.
If we do agree that the Extension project should proceed,
I shall therefore need to be in a position to assure LRT
that we accept, in principle, that the deficit will be covered
in the next IFR round.

Timing

The tenders received by LRT expire on 1 March and contractors
will almost certainly increase their prices if LRT have
to seek an extension. LRT have therefore put the Consortium

on notice that they will expect them to meet any costs Incurre
due to delay in signing the MBA and Railway Agreem
(assuming that the Agreements are in fact eventually signe
However, if LRT are to be able to maintain Cthis stance
will be important to be able to show that LDDC or
Government had not contributed to the delay. Otherwise,
we could be faced with a need to find further public resources
for the railway. The amount required will be affected by
the length of any delay in finalising the agreements

it is important that LRT should have the clearest

idea of when the agrecments will be signed

contractors te extend their tenders or submit new omnes.

Conclusions

We are to have a discussion in E(A) on 23 February on the
future of the Canary Wharf project and the tactics. ‘fox
bringing negotiations to a speedy conclusion. Subject to
that I would welcome your agreement to the following course
of action:

(i) that I should inform LRT that we are prepared
to see the railway proceed on the basis of the figures
contained in the appraisal provided that an

agreement can be reached with the Consortium;

CONFIDENTIAL




(ii) that I should authorise LRT to continue negotiations
with the Consortium on the basis I have outlined with
a view to being in a position to sign an agreement
by 28 February;

(iii) that I can inform LRT that should the project
go ahead we will be prepared to agree that, other things
being equal, the increased resources needed to cover
the increased capital cost of the project will be taken
into account in the 1987 IFR.

I am copying this letter to the Prime Minister, to other
members of E{A), and to Sir Robert Armstrong.

JOHN MOORE

CONFIDENTIAL




LRT: DOCKLANDS LIGHT RAILWAY - CITY EXTENSION: APPRAISAL

Introduction

l. Last March, on the basis of an outline appraisal, Ministers
approved in principle a deal with the Canary Wharf Consortium
on the funding of the City Extension to the Docklands Light
Railway. This paper considers in detail LRT's latest appraisal

of the project.

Development of the Proposal

2. When Ministers gave approval in principle to the project
the proposal was for the City Extension to be built with
sufficient capacity to serve a 10M square feet development

at Canary Wharf at a capital cost of £103M (at outturn prices).
To reduce their financial exposure should the Canary Wharf
development not exceed 5M sq ft, LRT developed an option to
build the railway in two phases: the first to serve 5M square
feet by September 1990 at a capital cost of £93M; and a second

phase tc serve a further 5M square feet, should it be built,

costing £16M, principally for additional rolling stock. The

increased total cost of the phased option reflects the

diseconomies of deferring part of the rolling stock order.

3. These proposals were prepared taking into account the
traffic that would arise from 19,000 other jobs being created
in other parts of the Isle of Dogs. However the promotion
of Canary Wharf and the enactment of the City Extension Bill
have already generated increased development interest and
concrete plans for more intensive development than originally
envisaged. LDDC have accordingly revised their assessment

of the non-Canary Wharf jobs upward to 39,000. LRT have
re-assessed the capacity requirement for the railway in the

light of this employment forecast and they now propose that

to serve a 10M sq ft development at Canary Wharf with only

19,000 other jobs.




4. In the meantime the capital cost estimates for the project
have increased by some £27M bringing the total estimated cost

of the railway needed to serve the anticipated demand to E£130M.

A breakdown of the cost increases is given in Annex 1. They

largely reflect additional unforeseen requirements arising
from the nature of the site, problems identified during project
design and negotiations with potential tenderers and higher

costs for land and the settlement of Parliamentary Undertakings.

APPRAISAL

5. The financial appraisal has been based on the following:

A discount rate of 5% real (the required rate

of return) as previously agreed with HM Treasury,
on the basis that a high proportion of the capital
and revenue income from the project is to be

guaranteed by the Consortium;

Appraisal over 50 years with due account being
taken of renewal costs including the residual
value of recently renewed assets at the end of

the period;

Inflation taken to remain at 5% throughout the

appraisal period;
Cash flows discounted to March 1986, the date
of the agreement in principle with the Consortium

on funding.

Capital Costs

6. The Net Present Value (NPV) of the capital costs on the
above basis is £111M, towards which the Consortium have agreed
to contribute £45M NPV. They originally proposed to provide

this as a cash contribution of £45M during construction with
the balance, to the value of £45M NPV, being provided as an
annuity payable for 20 years after completion of the railway.

They have now agreed instead to make their contribution wholly




during construction, on a pound-for-pound basis with LRT,
and want to retain the option of a single cash payment. The
revised payment schedule confers substantial advantages in
reducing the immediate call on public expenditure but does
not affect the appraisal. Asset renewals over the life of

the project are assessed to cost an additional £12M NPV.

Operating Costs

7. LRT have established revised operating costs for the initial
railway of £3.8M a year (1986 prices). The cost of operating
the extension to Bank would add £2M by the time the service

was operating at full capacity in January 1993, making a total
operating cost of £5.8M (1986 prices) to service a 5M sq ft
development at Canary Wharf, with 39,000 jobs elsewhere.

The operating costs, over the life of the project, total £33.6M
NPV.

Revenues

8. Assuming a 60% public transport modal share for all journeys
to work in the Isle of Dogs and 80% for journeys to Canary

Wharf, the maximum number of trips on the whole railway each

year 1is expected to be 36.6M. Fares are assumed to be maintained
at LRT levels throughout. The revenue from the railway, in

the year of opening, 1989-90, is estimated on the basis

3.2M sq ft of occupied space at Canary Wharf, to be £3.

(1986 prices). This will grow to £9.6M (1986 prices)

£ -

annum when there is 5M sq ft of occupied space at Canary

c
(from 1990-91) and, as well, all 39,000 non-Canary Wharf jobs

are in place in the Isle of Dogs (from 1993-94). The discounted

stream of revenues amounts to £96.4M NPV.

Network Benefits

9. LRT consider that the opening of the extension will not
have a significant effect on the net revenue of the bus
subsidiary. Losses caused by transfer of a significant number

of bus passengers to the City Extension will be offset by




additional journeys generated by the development itself.
The effects on the Underground are more difficult to assess.
LRT estimate that increased patronage will produce additional

gross revenue of £2-3M; but they believe this may amount to

only £1M pa, net, when increased operating costs, through

the need to increase service levels, are taken into account.

This gives an NPV of £15.8M.

10. This is the weakest area of LRT's appraisal. It is possible
that they have over-estimated the network benefits likely

to accrue in practice. The LRT estimate assumes that all

trips on the Underground resulting from the Canary Wharf
development and the new jobs in the Isle of Dogs are completely
new to the network; it makes no allowance for transfers from

the rest of the network, nor does it include a detailed study

of any additional costs which might be incurred to cope with

increased demand on the network.

Summary of Financial Appraisal

l11. The results o he financi rai irawn together
below, demonstrate that if the Canary Wharf development proceeds
as planned (3.2M sq ft by September 1989 and 5M sq ft a year
later) and the anticipated growth of jobs elsewhere on the

Isle of Dogs materialises (39,000 by 1993-94), the project

is at best marginally viable. 1Its justification in purely
financial terms is weakened by the fact that little reliance

can be placed on the assessed contribution of network benefits.




NPV - €M 1986 Prices

Capital Costs (110 375)

Developers' Contribution

During Construction

Asset Renewals

Operating Costs

Revenue

Network Benefits

NPV Benefit to LRT

Non~Financial Benefits

12. While the financial justification of the project is very
weak LRT estimate it would yield significant non-financial
benefits worth £31.85M in present value terms. Standard cost-
the value to
which the City
passengers travelling
Wharf

excluded from this analysis as i an be argued that the
10

a
Consortium's contribution is bein aid to secure these benefits.
g9 P

If these non-financial benefits are taken into account the
project can be justified even if the estimated network benefits

are disregarded.




RISKS AND SENSITIVITIES

A. Discount Rate

13. For reasons explained above, the discount rate used in
this appraisal is 5%. The effect of using the 7% discount
rate, more usual in public transport appraisals, is to reduce
the financial NPV of the project by some £12M, leaving it

viable in cost-benefit terms.

B. Capital Costs

l4. The cost estimates have been refined as the scheme has
been developed. We believe the £130M estimate for the project
is not now susceptible to large further increases for the

following reasons:

tenders have been received for the Tunnels and

Banks Station contract, which are in line with

the estimates.

the estimates include an amount for the upgrading
costs (both civil, E&M systems and rolling stock)

which is based on the latest offer from GEC/Mowlem;

the service pattern and rolling stock units provide

20% spare capacity over the predicted demand.

15. 1If costs were to increase by 10% spread evenly over the
construction period the financial NPV of the project would
worsen by some £11M. 1if the increases were concentrated at

the end of the construction period the effect would be slightly

smaller.




‘ C. Operating Costs

1l6. The other element in the equation is operating costs.

These are closely based on the operating costs identified

for the Initial Railway, most of which are now becoming firm,
and it is therefore unlikely that there will be serious overruns
in these costs. These costs are in any case a relatively

minor component in the appraisal; even if they were to increase
by 10% over the whole life of the project, this would worsen

the financial NPV by only some £3.4M.

B Traffic and Revenues

17. This is the area of greatest potential uncertainty and
risk. The case analysed above assumes 5M sq ft of development
at Canary Wharf by September 1990-and 39,000 jobs in the Isle
of Dogs by 1993. There are therefore two main components

in the traffic figures which need to be considered separately.

18. Canary Wharf Traffic: The viability of the extension

is heavily dependent on the size and timing of development

at Canary Wharf. 1If, instead of proceeding to the timetable
assumed in the appraisal (ie. 3.2M sq ft net occupiable space
by September 1989 and 5M sq ft net by September 1990) the
Consortium build at the rate envisaged in the draft Master
Building Agreement (ie. 3.8M sg ft net by March 1992 and 4.3M
sq ft net by September 1993) the NPV of the revenue lost to
LRT would be some £12M. If nothing were ever built at Canary
Wharf the lost revenue would be worth up to £43.5M NPV. The
size of the potential revenue losses underlines the need to
secure revenue guarantees from the Consortium sufficient to
cover the NPV loss associated with shortfalls in development;
and liquidated damages covering the whole loss in the event

of total default.




19. Jobs Elsewhere on the Isle of Dogs: The forecast of 39,000

jobs elsewhere on the Isle of Dogs has been provided by LDDC

and reflects the high level of interest being shown by developers
in the Isle of Dogs. There are now firm proposals for most

of the available sites, many of which are ready to proceed

if the railway goes ahead. LDDC believe that construction

of the railway rather than development at Canary Wharf is

the key trigger to commitment by other developers. They are
therefore confident that their estimate is robust. If it

is not there would be a significant impact on the viability
of the railway; a 20% reduction in non-Canary Wharf traffic

would reduce revenue to the railway by some £10.6M (NPV).

IMPLICATIONS FOR PUBLIC EXPENDITURE

20. The increase in capital costs, means that the provision
made in LRT's EFL and planning figures for the cost of the
extension is insufficient, as demonstrated by the table at

2. It can be seen there will be difficulties in all

IFR years. LRT have already been told that the shortfall

87/88 will have to be found from within their existing

EFL. We believe they should be able to achieve this by deferring
other capital investment schemes. However, without an adjustment
to their planning figures, we do not believe they will be
able to find the extra £10M needed in 1988/89 or £8M in 1989/90
without making damaging cuts in other major capital investment
projects. Large cuts in these years were made in the 1986
IFR and we doubt that significant additional asset
be secured (beyond those allowed for in the IFR). They will
be very resistant to making such cuts and will want an assurance
of increased resources before committing themselves to build

the City Extension.

FUTURE DEVELOPMENT

21. To allow for the possible future development of Canary
Wharf to 10M sq ft (as envisaged in the Consortium's original
scheme) the LRT appraisal also includes a case which assumes

this level of development is reached by 1997 when there will




. be 39,000 jobs elsewhere in the Isle of Dogs. This will

necessitate a higher capacity railway and will consequently
mean additional capital cost of about £6M for the strengthening
of structure and platform extensions and £13M for extra rolling
stock, a total of £19M at outturn prices including suitable
contingencies. This results in the following financial
appraisal, which does not include any allowance for network

benefits nor LRT's estimated £31.85M NPV in passenger benefits:

NPV - EM 1986 Prices

Incremental Effect Total for

of Further Phase Both Phases
Capital Costs (12.97) CE23572)

Developers' Contribution

During Construction
Renewals
Operating Caosts

Revenue

Net Financial NPV

22. It can be seen that the project would become much more
financially viable, notwithstanding the need for additional
expenditure, if the second phase of the Canary Wharf development

were to take place.




" . SUMMARY OF CONCLUSIONS

23. The City Extension can be built to provide the capacity
required by the Consortium and within the timetable specified

by them at a likely maximum cost of £130M.

24. The projected financial performance of the project is

now significantly less good than anticipated at the time the
outline agreement on funding was struck with the Canary Wharf
Consortium. The project's own internal cash flows would have
a net present value of about -£15M on the most likely scenario.
LRT estimate that this could be more than cancelled out by
potential increases in net revenues on other LRT services

but we do not believe their figures to be sufficiently robust

to be relied on in justifying approval for the project.

25. The project can still be justified if non-financial
transport benefits are taken into account and these are
sufficiently large to provide a substantial buffer against

downside risks.

26. The risks of a further worsening of the financial
performance of the railway are limited, provided that guarantees
on the development timetable for Canary Wharf can be secured

from the Consortium.

27. There is one risk which it has not been possible to assess
h

fully which is that the extension might generate capacity

problems elsewhere network which would create a need

for additional investment. While LRT do not believe this

will occur, no detailed analysis has been carried out.

28. The provision in LRT's EFL in insufficient to cover the

cost of the project, particularly in 1988/89.




ANNEX 1

DOC \ LIGHT

SUMMARY OF COST INCREASES

Improved interchange with
Circle Line at Monument
meet City Corporation'

Loss of Shorter St site

to have planning consent
proposed tunnelling site, a
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LAND AND ASSOCIA"
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CITY EXTENSION TO DLR : EFL ALLOCATION

TOTAL CONSORTIUM NET COST EXISTING EFL ADJUSTMENT
EXPENDITURE CONTRIBUTION TOUISRA PROVISION TO - EFL

£m £m £m £m £m

86/87

87/88

88/89 : 12

89/90 3.3

90/91 ( outside )
(IFR period)

ESTIMATE AS AT 18.2.87.







CONFIDENTIAL

DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWipP 3EB

01-212 3434

The Rt Hon Nicholas Ridley MP o 5 Rt
Secretary of State for the Environment \’{%kvuﬂﬁvj
Department of the Environment ;
2 Marsham Street

LONDON 9, :
SW1P 3EB 1 &’ February 1987

CANARY WHARF NEGOTIATIONS ANRIET 7T D

o
Thank you for your letter of 19 Fg#ruary which we are to discuss
with colleagues together wit your paper E(A)(87)4 on 23
February.

I agree that we must now seek to bring matters rapidly to a head
since prospects for an agreement with the Consortium do not look
bright, and any further substantial delays are bound to drive up
the cost of the DLR Bank extension. I cannot be sure that we
could recover these costs from the Consortium.

If we are to extend the deadline for the railway negotiation,
currently set at 28 February, it is important that I try to give
LRT as much certainty as possible about the extended timescale
Your suggestion of an effective final deadline of some two week
after the date of expiry of the extended option agreement,
March, would certainly achieve that.

copying thi

i letter to the Prime Minister, to other members
Prana  to e

Robert Armstrong.
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IN CONFIDENCE

2 MARSHAM STREET
LONDON 8WI1P 3EB

01-212 3434

: My ref:
The Rt Hon John Moore MP
Department of Transport Your ref:
2 Marsham Street
LONDON
Swl ‘1 February 1987

]l(k‘/ QC%M l,‘— &hi‘el

In my paper E(A)(87)4, to be discussed on Monday 23rd, I undertook
to consult colleagues further about the handling ©f further
negotiations with the Canary Whart Consortium, the background to
which was described in the paper.

I said then that the major quesrion was whether the Consortium had
secured enough firm takers of space to be willing to sign its
comgitment§ﬁgnge;_;ngCity7g§i; extension and Master Building
Agreements. I referred also to the agreements that negotiations
could proceed on the basis of watertight and enforceable
assurances by the banks. themselves for the construction of
ninfrastructure” as a proxy for development - provided other
aspects of the negotiations were satisfactorily concluded. The
economic assessment to which I referred would justify a decision
to approve the project at a level of 4.6m sq ft of development =
though only marginally; and we would therefore need to be assured
of at least Ehat much development taking place on the timescale
proposed.

The assurances by the banks were in themselves no more than a
safety-net ensuring that in the last resort a mechanism was in
place that would ensure that the infrastructure was completed. I
attached more importance to our satisfying ourselves by evidence
to be provided by the Consortium that the development was really
likely to take place on the scale, and cimescale proposed. In
particular, we have asked the Consortium, and made it clear that
we would need it well before avproving the signature of the MBA,
for evidence about:

- the guarantees (ie the assurances rnentioned above) from the
Consortium's international banking partners (the terms of
these would have to be acceptable to us);

- the lending arrangements with the third party commercial
banks; . = e LRI LB L e

- progress with construction and design ~ontracts;

i

- letting arrangements with firms committed to taking a
substantial volume of space.

This 1s 100% racyc’ed pagee




The Consortium have, in the last four weeks, been negotiating
vigorously, after an extended lull, on details of the Master
Building Agreement, and on the form of assurances to be provided
by the banks. It is still possible that agreement on the content
of the MBA and the form of the assurances may be reached by 28
February - although I understand that the prospects of La
satisfactory Railway Agreement by that time may be receding.
However, the Consortium have produced nothing of substance on any
of the points of evidence set out in paragraph 3 above, of which
over-ridingly the most important are evidence of commitment by the
sources of funding and guarantee.

I am tempted to conclude that the Consortium do not have the
evidence that would justify us in authorising LEEE:FB continue
negotiating for more than a very short further period. The
original proposal by Mr Travelstead, <O wnich we agreed, was that
all the necessary agreements should be completed within 30 days of
Royal Assent for the Rail Extension Bill, which took place on 19
December. The Consortium were given notice in mid-January that the
extension of the "option agreement™ to 6 March then agreed should
be seen as the final one. The longer negotiations go on, the more
risk there is of discredit both for LDDC and the Government; we

. e o . . . -
. must certainly avoid a series of inconclusive extenslons. The last

This is !

date of currency of the tenders for the City extension of the DLR

is 28 February, and we have set this as the target for completing
S L ; : : 1

negotiation. 'I understand that there 1s a real risk of cost

over-run if this date is passed.

I propose that Mr Travelstead (who is to meet my officials early
next week) should be told that unless he can produce substantial
evidence, on the matters mentioned above to demonstrate that there
is a scheme which would justify us in proceeding, we must bring
the negotiations to a close. I suggest that he is asked to produce
this by the end of the coming week ie 27 February. We should need
to evaluate what he produced by that date, and I will keep
colleagues informed at that stage. If we cannot do so to our
satisfaction by the date of expiry of the extended option
agreement on 6 March, I would nevertheless make it clear to Mr
Travelstead that we would not authorise any extension of the
option agreement as such. We should, however, set a final deadline
of not more than a further 2 weexs.

We may well expect that the Consortium will take legal action at
whatever point negotiations break down. Our legal advisers are not
in a position to be certain, but do not think that the Government
is vulnerable to successful legal action if we proceed as I
propose. We do not however fully know what LDDC's legal position
is; they are taking Counsel's advice. I do not think, in any case,
that these considerations should inhikit us from acting as I
propose.

It will be important to maintain confidence in Docklands if these
negotiations collapse, as I now expect - there are good

00% recyeted papar




COMMERCIAL

indications of substantial interest for alternative development at
the Canary Wharf site. I would then urgently discuss the next
steps with Christopher Benson, the Chairman of the LDDC.

I am copying this to the Prime Minister and other members of E(A).

YN") Hn U&’E)y

BIRL 5. (i Saeshy)

NICHOLAS RIDLEY

(Fppava by e Secchy of She and sigucd in his sbseuce)




PRIME MINISTER
TAKE UP OF CENTRAL GOVERNMENT PROGRAMMES IN INNER CITIES

Following David Norgrove's letter of 20<iapdgry to my Private
Secretary, my officials have analysed thé take up of DOE grants

and resources by inner city local authorities.

We have also consulted other relevant Government departments.
DEmp/MSC will report separately. DES and Home Office have no
substantial evidence to contribute (Private Secretary letters of

29 January and 4 February refer).

So far as our programmes are concerned, there are two main areas
of non take up - Urban Development Grant and Estate Action (UHRU)
initiatives; and under utilisation of grant, to the full, under

the Urban Programme and Derelict Land.

\,tklﬂ&q&'thgyuub
So far as UDG is concernedq{? authorities who could have bid had

done so - list at A. Not merely have these authorities

r———‘l
forgone the extra Government resources reprsented by UDG: they
have also forgone the extra private sector investment - typically

four times as much - which it would bring about.

So far as Estate Action is concerned, I attach a schedule - at B,

showing take up. There are four authorities - predictably,

Liverpool; and also Lambeth, Doncaster, and Leeds. This latter
—— 0 eeee—

may, however, not be a particularly useful example. And so far as

Liverpool is concerned, it is fair to point out that schemes have

now been put forward, and although one had to be rejected on cost

grounds, the other is still under discussion.

Turning to the Urban Programme, a schedule is at C. Again,

——

Liverpool features, as unwilling to promote economic schemes or

support local firms. Hackney and Brent both underspend, as a

result of poor management.

S——




Turning to DLG, Liverpool again features, with Walsall: schedule
at Flag D.

Ideological or philosophical reasons had been given in the case of
Doncaster, and Lambeth in declining to take up Estate Action; the
same is true of Liverpool with economic and voluntary sector
schemes under the UP; but Hackney and Brent are poor managers of
their UP, though there is also some reluctance to support

particular types of schemes.

Taken together this package shows that there is some real basis

for illustrating the non-take-up of grant by inner city local

e s
authorities. Most of the reasons for this are not defensible -
—— —————————

certainly they go deeper than the usual claims that shortage of

resources prevent take-up.

I am copying this to Nigel Lawson, Norman Tebbit, David Young,

Douglas Hurd, Kenneth Baker, Nicholas Edwards and Malcolm Rifkind.

NR
\X February 1987




URBAN DEVELOPMENT GRANT

Some authorities have made extensive use of UDG. The front-runners

Commmem—— -

in terms of projects approved are:-

Applications Approvals UDG

Birmingham 953 £ 259m
Nottingham 27 11 £4.4m
Dudley 16 10 £4.2m
Leeds 22 10 £3.2m

On the other hand, 12 of the authorities invited to bid for UDG have
never had a project approved. The following authorities who were

invited to put projects forward have not even submitted an

——

application in the last two years:-

NN - . — —————

/-’-"‘_‘»_—_—"777 -

Brent Liyereool

Doncaster North Tyneside
Hammersmith & Fulham Rotherham
e ST S s
St Helens
Not merely have these authorities foregone the extra Government
resources represented by UDG: they have also foregone the extra
private sector investment - typically four times as much - which it

would bring about.

Key UDG statistics

57 authorities invited to bid. (List recently revised:

authorities added and 14 dropped.)
228 projects have been approved representing £106m Government grant.
These will b&ing about £441m private investment, 2,400 job,s 12,500

man years of construction activity, nearly 5,000 houses and flats,

and recycle 900 acres of urban land.




Estate Action

Doncaster

Lambeth

Liverpool

Liverpool

HIP/UP

CRS/UP

privatisation/UP/DLG

potentially up to £1m
in 1987/88 but depends
on schemes submitted

approval in principle

to additional HIP alloca-
tion of £%m in 1986/87
given on 26 March 1986
new unlikely to be used

not quantifiable

not quantifiable

not quantifiable

. od

no response to repeated invitations
to meet Estate Action because

of disagreement with EA's
philosophy of localised estate
management

unexplained delays in seeking

tenders for approved works.

Scheme has recently been resubmitted
with substantially increased costings

Refusal toapply for additional HIP
allocation for EA projects for
ideological reasons, ‘No response to
EA's homelessness initiative either

present administration had no interest
in CRS schemes. But 2 schemes

now put forward: one rejected on

cost grounds, other still under
discussion

expression of interest by Barretts
in redevelopment of Myrtle House.
Non-cooperation by council and the
block of flats concerned now
demolished.




Urban Programme l !

Liverpool unwilling to promote economic

schemes (eg designate Industrial
Improvement Areas) or offer local
firms grant under IUAACt powers.
Resistance to making such grants
now seems to be moderating.
Unsympathetic to voluntary sector
and this year have refused to

submit 20 voluntary schemes for
continued support

g;derépend about Unwilling
£%m Odt'Of £ll.ém to Support/economic and environmental
allocation 1986/87 schemes .,

Ehotg g

programme poorly managed.

underspend about £km out

out of £4.5m allocation
1986/87

programme poorly managed. Projects
not fully worked up or in accordance
with Ministerial Guidelines.




Derelict Land Grant

Walsall

Liverpool

Transitional Grant

Liverpool

Transitional
Grant

£%m out of possible
allocation of £%m

L I

schemes poorly managed. But also
difficulties in acquiring derelict
land from private landowners

low take-up mainly because of
failure to meet Department's
requirements to submit bills of
quantity. Requirement regarded as
onerous.

grant designed to help fund
voluntary groups in period
following abolition. Liverpool
only Council not to have taken

full allocation because of
unwillingness to make 25%
contribution. Finally agreed to
join scheme, but year 2 contribution
is 50% so continued cooperation
questionable.




Community Programme (Manpower Services) ‘

Southwark all decline to act as managing
F agents although all except Tower
Islington Hamlets will support, with UP, CP
MSC/CP unknown schemes run by voluntary organisations

Hackney SHa D

Tower Hamlets

Newham MSC/CP will not take part in CP because
i of ideological objections
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P 02516 , From: J B UNWIN
6@, 17 February 1987

Mr Woolley

MR NORGROVE Mr Monger
Mr Roberts

LONDON DOCKLANDS: E(A)(87)4

Mr Ridley has now circulated the above paper on strategic choices
for London docklands and on UDCs generally. We must now decide
how to handle this.

Issues

v IR The paper is extremely complex, if not confusing. The

immediate issue is the negotiations with the Canary Wharf

Consortium which are due to be conmpleted by 28 February unless an
extension is agreed. Mr Ridley exposes a dilemma facing the
Government. The Canary Wharf scheme is marginally preferable to
other alternatives on economic grounds, and will be very prestigi-

ous; but it is more expensive in terms of public expenditure, and

will limit what Mr Ridley can achieve with UDCs elsewhere in
England. However the paper does not seek any decisions at this
stage: it is presented as essential background reading. Negotiat-
ions between LDDC and the Consortium are currently in train and Mr

Ridley promises a further paper on handling and tactics which we

hope will be circulated tomorrow. Even this will not seek any
final decisions, but Mr Ridley quite sensibly wants a steer from
his colleagues on how hard the LDDC negotiators should be
encouraged to try next week in seeking to secure the development.
The urgency is the 28 February deadline referred to above. Beyond
that, Mr Ridley appears to be trying to slip in some general
presumption in favour of more resources for UDCs to strengthen his

hand in the next Survey.

CONFIDENTIAL
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Handling

3% There has been a thought that it might be possible to take
this paper at the meeting of E(A) before Cabinet on Thursday. But
I imagine the Prime Minister will want to concentrate this meeting
on the main item in prospect (the Rover Group) and it seems
unlikely in any case that Mr Ridley's further paper will be
available in time. Moreover, the Chief Secretary, who is
essential to this discussion, is unavailable (he has a prior

commitment to appear at the press conference at Greenwich).

4. I therefore recommend that we should take the docklands
paper at the E(A) meeting provisionally arranged for 11.30 next
Monday (23 February). This is not ideal for many Ministers and we
should not normally want to arrange a meeting like this for a

single item. But we cannot go beyond Monday if E(A)'s views are

going to be taken into account in next week's negotiations. I

should be grateful to know if this is acceptable to the Prime

Minister.

J B UNWIN

Cabinet Office

CONFIDENTIAL




PJ'E MINISTER
s

HOUSING IN THE DOCKS

I understand you were asking how much

housing would be created by the docklands
developments. The answer is some 25,000
in total b;Tgarly 1990s. East Docklands

is expected to produce around 7,000 houses.
pm——

s ot

DAVID NORGROVE
5 February 1987
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley AMICE MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

London
SW1P 3EB r/{

February 1987

RO

Lo N,

CANARY WHARF DEVELOPMENT

Thank you for your letter of 23/ January from which I note that
you and John Moore are strongly of /the view that the two negotiations
with the Consortium on the Canary Wharf development and the western
extension of the DLR should remain separate.

I am prepared to accept this, though it is essential that
your two Departments and LDDC and LRT ensure that the negotiations
are closely co-ordinated so that the Consortium are left in no
doubt at any stage as to what the Government's overall requirements
on both projects are. If there is confusion, we will give the
Consortium the opportunity to play one side off against the other,
with the potential result of increased costs falling on the public
Sectors.

On the question of your PES provision for all UDCs I am grateful
for your confirmation that you will ensure that sufficient resources
are made available for Canary Wharf in 1987-88. Any eventual
agreement to the project would need to be on the expectation that
you will also meet the associated public expenditure costs in future
years from within the provision for UDCs that we agreed in last
year's Survey, though there are, as you say, several other major
issues to be resolved before we can decide whether the Canary Wharf
project should go ahead.

I am copying this letter to the Prime Minister, John Biffen,

Norman Tebbit, David Young, John Moore, John Wakeham and
Sir Robert Armstrong.

JOHN MacGREGOR
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DEPARTMENT OF EDUCATION AND SCIENCE

ELIZABETH HOUSE YORK ROAD LONDON SE1 7PH
TELEPHONE 01-934 9000

FROM THE SECRETARY OF STATE

Robin Young Esqg %@Q :
Private Secretary Yi
Department of the Environment

2 Marsham Street
LONDON

SWL \3 c:zc7 January 1987
’ /(%¢m[ \“\,U M )

e’
TARE-UP OF CENTRAL GOVERNMENT PROGRAMMES IN INNER CITIES

David Norgrove copied to me his letter to you of 20 January. We

have looked at the take-up by inner-city authorities of the two
specific grants paid by this Department - for the in-service training
of teachers (INSET grant) and Education Support Grant (ESG). TVEI

and MSC programmes generally are for D/Emp.

All local education authorities are taking up the INSET grant.

If there is a distinction between inner-city and other authorities,
it is the former group which is more likely to use allocations

in full. For the new grant scheme starting in April, all authorities
have submitted bids and received allocations. There is no sign

of lower enthusiasm among inner-city authorities.

All the inner city LEAs have bid and received approval for projects
assisted by ESG. In some cases the amount of the bid has been
greater, and in others smaller, than we should have expected from
an LEA of the size in question. But there is no consistent pattern
of under or over-bidding; and no evidence that bids which seem

low were so pitched because of a wilful decision not to take
advantage of the grant.

I ought also to mention that some inner-city authorities are
participating in the Programme for Lower-Attaining Pupils (LAPP)
funded through the Urban Programme. Again, we have no reason to
suspect bad motives in those inner-city authorities which did not

apply.

I do not think therefore that we can offer any material concerning
DES grants to put in your compilation.

Copies of this letter go to David Norgrove (No 10), Tony Kuczys
(HM Treasury), Andrew Lansley (Chancellor of the Duchy of Lancaster's
Office), John Turner (Department of Employment) and to Bill Fittall

(Home Office).
U(@LA/Q 58 uuuwe,aw\

K\j R L SMITH

Private Secretary

e
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2 MARSHAM STREET
LONDON SWI1P 3EB

01-212 3434

My ref:
The Rt Hon John MacGregor OBE MP

Chief Secretary Your ref:

HM Treasury

Parliament Street

LONDON

SW1 23 January 1987

NCS

Do Chiet Sfefl‘faw] :
CANARY WHARF DEVELOPMENT

Thank you for your letter of 20 égnﬁéry in response to mine of 13
January ic the Secretary of Stat€ for Transport.

The "freehold guarantee" route is now, as you say, the only
practicable way forward and I am grateful for your agreement that
negotiations should proceed on this basis. There are, as you point
out, several major issues that will have to be resolved before any
final proposal emerging from these negotiations can be approved
and I will, of course, consult colleagues further before such
approval is given.

As John Moore points out in his letter to me of 15 January, it is
important that we co-ordinate our approach on the MBA with LRT's
negotiations on the City extension of the London Docklands
Railway. Officials in my Department already hold weekly meetings
with LDDC with officials from Treasury and Transport represented
as necessary to discuss progress on the MBA. Effective
co-ordination between the two Departments does not, however,
necessarily imply that the basis of the two deals, and the
guarantees they offer, have to be identical. On the contrary, I,
and I believe John Moore takes the same view that by taking the
two sets of agreements separately we will be able to cobtain
guarantees from the Consortium, which are more clearly tailored to
the particular needs of LDDC and LRT than we could by seeking a
single blanket commitment. I have explained why the IZcrm of
agreement set out in my previous letter is as strong a commitment
to ensuring development as I believe is achievable. I understand
also why John Moore and LRT believe that more specific, and in
effect more stringent, requirements are needed to safeguard LRT's
revenues. I think the important thing from John's point of view is
to secure an effective assurance of sufficient revenues to ensure
the required return on the Railway project. It may prove more
sensible to express the regquirement in these terms in the Railway
Agreement, rather than explicitly in the form of a guarantees
development timetable. But however it is expressed I would not
wish him to relax nhis line, even if that means specifying
different rates of development in the two agreements. Of course,
in the final stages of negotiation, there is still hard bargaining
to be done on both fronts.

This is 1007 recycted papa:
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I can confirm that I will remain within the agreed PESC provision
for UDCs in 1987/88, although I am still determining the relative
priority of the different elements under this heading. I will, of
course, ensure that there are sufficient resources to cover
potential expenditure under Canary Wharf, since without them the
negotiations will collapse. So far as future years are concerned,
it is too early for me to give the sort of commitment that you are
seeking, although I will, of course, take what you say into
account when putting together my Department's proposals for the
next round.

I am copying this letter to the Prime Minister, John Biffen,

Norman Tebbit, David Young, John Mocre, John Wakeham and
Sir Robert Armstirong.

Youu .ﬂv\ch-d

M M Miale Secdary

NICHOLAS RIDLEY

LﬁyWW¢ 57/ fe Se(vcfzm/ 9,{- S)L?kf( 4 sfj»e(i rw hig dteuc,q)

This is 105% recycled peper
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10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 20 January 1987

Szm@l«z,

TAKE UP OF CENTRAL GOVERNMENT PROGRAMMES IN INNER CITIES

The Secretary of State for Employment at a recent meeting
with the Prime Minister referred to the fact that a number of
local authorities in inner cities were choosing not to take up
their entitlement to resources which were available to them
through Central Government programmes. Southwark for example
was taking no advantage of the Community Programme or YTS and
the ILEA had refused money under TVEI. Your Secretary of
State referred to the fact that some Inner London Boroughs had
refused to take money under the Urban Housing Renewal
Programme.

The Prime Minister believes that it would be useful to
bring together available examples of this kind and I should be
grateful if you could take this on, on the basis of your own
figures and contributions from the Departments of Employment
and Education (and any others if appropriate). The Prime
Minister will wish to consider how best to make use of the
material when it has been compiled.

I am copying this letter to Tony Kuczys (H.M. Treasury),
Andrew Lansley (Chancellor of the Duchy of Lancaster's
Office), John Turner (Department of Employment) and Rob Smith
(Department of Education and Science).

Frnn |
e

DAVID NORGROVE

Robin Young, Esq.,
Department of the Environment.

CONFIDENTIAL
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon Nicholas Ridley MP

Secretary of State for the Environment

Department of the Environment bi(kg{)
2 Marsham Street '
London

SW1P 3EB

Yy
2Oganvary 1987

Jeo WAL,

CANARY WHARF DEVELOPMENT : V1104

Thank you for sending me a copy of your letter ofL/rilJanuary to
John Moore.

From what you say, I am willing to accept that the development
of tuie Canary Wharf by Mr Travelstead's Consortium is only 1likely
to proceed if agreement can be reached with them using the "freehold/
guarantee" approach you describe. I am also inclined to agree that
alternative approaches such as leasehold must now be ruled out.

As you recognise, it is essential that the guarantees given by
the Consortium's financial backers are watertight and I too would
need to be satisfied on this point. Evidence of firm commitment
from potential tenants of the office development, from contractors
to construct the infrastructure and that the Consortium's financing
arrangements are satisfactory must, as you say, also be obtained
before the agreement is signed. You must also be clear yourself
that the development of Canary Wharf can be successfully completed
in the event of a default by the Consortium.

All that said, I still have a number of serious worries about
your proposal which need to be resolved before I would be happy for
the Government to approve the project. The first of these is the
effect your proposed approach will have on the LRT's negotiations
with the Consortium on the eastern extension of the
Docklands Light Railway to which John Moore refers in his letter
of 15 January. I agree with John that it is vital that our approaches
to the separate negotiations on the MBA and the Railway be concerted.
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I am concerned that what you are proposing is not consistent with
what LRT will require to ensure the viability of the railway. While
I have not yet seen the revised appraisal of the railway project,
John's letter suggests that LRT will also need to negotiate separate,
specific guarantees on the scale and pace of development or an
increased capital contribution from the Consortium to ensure the
viability of the railway. Given the 1likely objections by the
Consortium to an increased capital contribution, surely it is giving
the Consortium the wrong impression of HMG's overall requirement
if you were to reduce your requirements concerning the occupancy
nf the development as you propose. Would it not be preferable to
.dopt an agreed approach to the negotiations whereby we seek similar
commitments from the Consortium in the context both of the railway
and the office development?

Second, the Government cannot of course approve the project
until a satisfactory economic appraisal has been completed and we
are all content that the project as a whole, including the railway

extension 1is viable. I understand that there are problems with
the methodology used by Peat's in the appraisal they have made. Our
officials will be discussing these with Peats shortly but I will
need to be convinced about the methodology and the results of the
appraisal before the project is finally approved.

Finally, I am concerned about the public expenditure aspects.
It is not clear to me how you will fit all your proposed UDC activities
into the increased baselines we agreed in the 1last Survey, given
your current proposals not only for Canary Wharf but also for
development of the Royal Docks and the eastern extension of the DLR
and for the four new UDCs. I will need to know before you authorise
LDDC to proceed with the Canary Wharf negotiations how you intend
to fund all these activities within your agreed provision.

I am copying this letter to the Prime Minister, John Moore,
John Biffen, Norman Tebbit, David Young, John Wakeham and Sir

Robert Armstrong.
, ¥
o—Mw'

JOHN MacGREGOR




CONFIDENTIAL

DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

01-212 3434
"Or TRANSTOR
The Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
Department of the Environment
2 Marsham Street
LONDON s
SW1P 3EB January 1987

(6 (4

CANARY WHARF DEVELOPMENT

Thank you for your letter of 13 January about negotiations
with the Canary Wharf Consortium. I note that you are
proposing to authorise LDDC to negotiate an agreement on
the basis of a freehold/guarantee arrangement. I see the
force of arguments for this approach, but it has to be
recognised that the absence of enforceable development
guarantees in the MBA will make it harder to secure them
in the railway agreement. It will be wvital over the next
few weeks for us to concert our approaches to these separate
negotiations.

My concern 1is the risk to LRT's revenue 1if development at
Canary Wharf is slower or to a lower level than assumed
in the railway appraisal. So LRT still need to negotiate
separate, specific guarantees on the scale and pace of
development, significantly quicker than that included in
the draft MBA, to provide the traffic LRT require to avoid
serious revenue losses. I[f they cannot secure the development
guarantees they are seeking, LRT may need, as an alternative,
to seek an increased capital contribution from the Consortium
to cope with the extra risk they would be running.

I am glad that you will 1insist on substantial letting
commitments before you allow LDDC to sign the MBA. Obviously
this is a matter of keen interest for us and I hope your
officials will keep mine fully informed, since it could
have an important bearing on LRT's tactics in the railway
negotiations.

LRT have submitted a revised appraisal of the railway project
which my Department is examining urgently. As I explained
in my minute to the Prime Minister on 21 November there
has been a substantial increase (now estimated at wup to

CONFIDENTIAL
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWI1P 3EB

01-212 3434

Rt Hon Nicholas Ridley MP
Secretary of State for the Environment
Department of the Environment
2 Marsham Street
LONDON /<
SW1iP 3EB January 1987

(6 (

CANARY WHARF DEVELOPMENT

Thank you for your letter of 13 January about negotiations
with the Canary Wharf Consortium. I note that you are
proposing to authorise LDDC to negotiate an agreement on
the basis of a freehold/guarantee arrangement. I see the
force of arguments for this approach, but it has to be
recognised that the absence of enforceable development
guarantees in the MBA will make it harder to secure them
in the railway agreement. It will be wvital over the next
few weeks for us to concert our approaches to these separate
negotiations.

My concern 1is the risk to LRT's revenue if development at
Canary Wharf is slower or to a lower 1level than assumed
in the railway appraisal. So LRT still need to negotiate
separate, specific guarantees on the scale and pace of
development, significantly quicker than that included in
the draft MBA, to provide the traffic LRT require to avoid
serious revenue losses. If they cannot secure the development
guarantees they are seeking, LRT may need, as an alternative,
to seek an increased capital contribution from the Consortium
to cope with the extra risk they would be running.

I am glad that you will 1insist on substantial letting
commitments before you allow LDDC to sign the MBA. Obviously
this is a matter of keen interest for us and I hope your
officials will keep mine fully informed, since it could
have an important bearing on LRT's tactics in the railway
negotiations.

LRT have submitted a revised appraisal of the railway project
which my Department is examining wurgently. As I explained
in my minute to the Prime Minister on 21 November there
has been a substantial increase (now estimated at up to

CONFIDENTIAL
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£25m) in LRT's forecast cost of the railway since we agreed
a provisional deal with the Consortium back in the spring.
There seems little prospect of recouping this increase through
a larger Consortium contribution since we took the risk
of capital cost overruns. This means that the railway is
by no means certain to be viable in purely financial terms.
We shall need to satisfy ourselves before giving our collective
approval for the railway project to go ahead that the likely
benefits will outweigh the costs. if we do authorise the
project that will require additional resources in 1988/89
onwards to finance it.

For 'these reasons I hope you will make clear that the
Government's commitment to the project.hlis | still™ subjedt
to the satisfactory conclusion of an agreement on the railway.

The Consortium are suggesting to LRT that the negotiations
should resume next week and LRT WiIT be pressing them to
adhere to their Tlatést target of the end of February for
an agreement to be reached. This is an important target
date since delay beyond then may mean that contractors increase
the prices in thetenders LRT have obtained. It is important
therefore that both sets of negotiations should adhere to
this timetable.

I am copying this letter, as yours, to the Prime Minister,

John Biffen, Norman Tebbit, David Young, John MacGregor,
John Wakeham and Sir Robert Armstrong.

JOHN MOORE

CONFIDENTIAL
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CABINET OFFICE,
WHITEHALL, LONDON SWI1A 2AS

Chancellor of the Duchy of Lancaster

Tel No: 270 0020
270 0296

15 January 1987

Robin Young Esg
Principal Private Secretary to the
Secretary of State for
the Environment
Department of the Environment
2 Marsham Street
LONDON
SW1P 3EB

Wbt

Y (g/kw,

CANARY WHARF DEVELOPMENT

The Chancellor offthe Duchy has seen your Secretary of State's
letter of 13 Japliary to the Secretary of State for Transport.

The Chancellor agrees with your Secretary of State's proposal that
he should authorise LDDC to negotiate on the freehold/guarantee
basis described in the letter.

I am sending a copy of this letter to the private secretaries to
the Prime Minister, Lord Privy Seal, Secretaries of State for
Employment and Transport, Chief Secretary, Chief Whip, and to Sir
Robert Armstrong.

A g\
Tk

ANDREW LANSLEY
Private Secretary
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Your ref:

,g January 1987

I last wrote to you and other ¢ gues about Canary Wharf on~9
July 1986 in advance of the meeting that you and I had with Mr
Travelstead (on 23 July). This lecter it to bring you and other
colleagues up-to-date before I authorise LDDC, with your
agreement, to move to the next stage of negotiations.

On that occasion we were ready to agree that in order to secure
this major development LDDC might be allowed to pass the freehold
of their land to the Consortium, in advance of development taking
place, provided there were watertight assurances that the
development would be completed as agreed. We were then talking
about development of at least 5 million =g £t of office
floorspace.

An alternative was also accepted - namely, for the freehold
transfer to be supported by an undertaking that the Consortium
would construct che whole of a defined infrastructure and for this
to be supported by watertight "guarantees" from their financial
backers. In effect, the latter - a "freehold/guarantee" approach
for major infrastructure works estimated to cost about £300
million - would be relied upon to provide the nacessary assurance
that the Consortium and their backers would subsequently commit
themselves to office development of a substantial enough volume to
justify the investment of the public expenditure involved. This
guaranteed infrastructure would include substantial car parking,
shopping and other public space on a number of floor levels, as
well as the usual service provisions for the site; and it would
stand, in effect, as a proxy for the major office development
which it would support.

The successful development of Canary Wharf on the scale envisaged
by the Consortium - involving private investment of more than £1
billion - would undoubtedly be a success fcr us. But there are,
inevitably, uncertainties in the market for development on this
scale which we must recognise.

I have accepted - my advice from Christopher Benson and our
external advisors is clear on that point - that for the land deal
it would not now be realistic to try to secure guarantees of a
speci§£§Q_1§lgmg_2£*2£§lce development which would depend upon
wider market conditions some years hence. But I am now assured

that there is a form of undertaking for the freehold/guarantee -
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as outlined above - which would be legally enforceable. It could
also provide a satisfactory assurance against some of the
principal risks which can arise after entering into a deal on this
scale.

These principal risks are, first, that though the Consortium funds
the infrastructure satisfactorily, an inadequate volume of office
development takes place subsequently, or follows on an
unacceptably long timescale. At the time that a deal is struck we
will need to have eyidence of substantial letting commitments for
offices as well as of the infrastructure investment, so that we
can Be satisfied that the risk of a low level of development is
minimal. We will then also need to reach the judgement that the
Consortium and their backers will reguire a volume of office
development which will not only be enough to remunerate their own
investment but will also be enough to justify the Government's
contribution.

Secondly, we shall ensure that the risk of abortive public
expenditure is minimised. I do not anticipate too much difficulty
in that: the level of financial commitment of many of those
involved from the private sector will be high from the outset and
that will reinforce their determination tc see things through. But
this will need to be kept under close scrutiny.

Thirdly, the risks of the Consortium's abandoning the project
before completion of the infrastructure or, fourthly, of their
selling off land at a substantial profit immediately on signing
the Master Building Agreement must be guarded against. Here the
undertaking given independently by the Ceonsortium's financial
members will be crucial. It will ensure that the £300m
infrastructure will be funded - and that infrastructure will be a
useful asset for the regeneration of the area.

Its main features and the other terms of the agreement which I
propose should now be negotiated are for:

(1) the Consortium to agree to build the infrastructure
(within a set timetable), which would cost about £300 million
and be sufficient to support 5m sq ft of office space;

(2) the Consortium to agree to build (but not to guarantee
to build) a minimum 5.4m sg ft of completed office
development - with an expectation of final developed space in
excess of that;

(3) LDDC to sell the freehold of the greater part of the
land required for the development;

(4) LDDC to provide specific local roads and other
infrastructure, in a phased programme, in support of the
development. (The currently estimated cost of this is about
£50 million - but details are still to be negotiated);

(5) the agreement to be accompanied by a separate
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undertaking by members of the Consortium (Credit Suisse First
Boston, First Boston International and Morgan Stanley
International). This would be to provide LDDC on the basis of'
independent documentary evidence of a breach of the
agreement, such as a Surveyor's Certificate - with a sum of
money sufficient to complete the guaranteeed infrastructure;
and for

(6) LDDC to retain a key parcel of land which would cnly be
available to the Consortium on completion of the privately
funded infrastructure and of a specified volume of building.

I am now satisfied that a structure of this kind, which would rest
on undertakings from major banks, could be acceptable in
principle, and which is as "watertight" as we coulé hope to
negotiate with anyone.

A final deal will, of course, depend on Government's approval of
the precise terms of the agreement and on a satisfactory result
from the economic appraisal, which rests primarily on the increase
in land values in the areas which are attributable to the project.
This appraisal - which is currently being updated - is designed %o
answer Government's concern that wide economic benefits should
arise from the development. This is a wider objective than meeting
the more sectoral interests of our agents, LDDC and LRT. We shall,
therefore, also need to reach a firm view here. It is not yet
certain that the appraisal results will show these benefits to be
sufficiently worthwhile - compared with those that might be
obtained with less ambitious ideas for development but at a lower
cost.

I would also not permit LDDC to proceed to signature until we have
evidence of firm undertakings by bodies committed to taking a
substantial volume of building (as noted above); and evidence of
the contractors' commitments to construct the infrastructure and
of the Consortium's own financing arrangements. Such a basis for
confidence would be necessary for any project of this scale; but
it is particularly important in this case.

You and other colleagues will be aware that the arrangement now
proposed is novel particularly in its early release of the
freehold to the Consortium. But the size and nature of this
development is unpredecented in this country. So I am satisfied
that LDDC's normal mechanism - of offering only a building licence
to developers in the first instance - would not permit the
Consortium to finance building on this scale. We also explored the
possibility of entering into a leasehold arrangement, with an
option of converting the leasehold to freehold on completion of
the privately funded infrastructure. But it would not be feasible
on the present timetable. It would be difficult to devise a
structure satisfying both LDDC's obligations and those of the
Consortium's lenders and lessees. It looks a less attractive
arrangement than the one which, on firm advice, I now propose we
should pursue. And it would put back the negotiations to square
one.

o




COMMERCIAL IN CONFIDENCE

Finally, I recognise that the project for the City extension of
the Docklands Light Railway will need to be justified financially
in its own right - although its cost is already taken into account
in the economic appraisal. This will require assumptions to be
made about traffic levels, and hence about the pace and scale of
development, which may well have to be different from those in the
land deal. You will also be seeking protection against a variety
of risks - and I hope that our officials can remain closely in
touch for the remaining stages of the negotiation to concert our
approach. The public expenditure implications for that will be for
you to consider.

The public expenditure bill to be met by LDDC specifically for the
project - and more widely for the Rocads programme in Docklands -
has already been taken into account in the last PESC settlement.
The basis of the present allocation is that LDDC would carry over
sufficient resources including receipts from 1987/88 to enable
them to fund their full programme.

In conclusion, I should welcome your, and other colleagues',
agreement to my authorising LDDC to negotiate agreement on this -
freehold/quarantee - basis. I shall make it quite clear that all
f the precautions spelt out in this letter must be followed and
that adequate safeguards against identified risks are taken.

I should welcome an early response. A letter ought to go to the
Consortium by the end of this week to keep the negotiations
moving. There are signs that they are flagging: it may be that Mr
Travelstead is unable to secure sufficiently firm interst among
potential occupiers to justify his yet going further. But he may
also need some assurance of our good faith as well. I think that
it may be difficult to strike a deal; but that we should keep
trying with, perhaps, some more pressure on the timetable. When I
have seen how far we get in this next period I will consider the
position and be in touch with you again as need be.

I am copying this letter, as before, to the Prime Minister, John
Biffen, Norman Tebbit, David Young, John MacGregor, John Wakeham
and Sir Robert Armstrong.

WWA.

o,

NICHOLAS RIDLEY

This 1s 100% recycled paper







2nd December, 1986

Prime Minister,
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There are some encouraging signs of a quickening of pace

in the field of urban regeneration.

I know over the years that you have been worried about

the strength of feeling in the south-east against over rapid

development, thinking that this is another example of a dog-in
A g s .

the-manger resistance to change and economic progress. It
e e - e b R

does, however, have some other advantages.

If we succeed in limiting development in the south-east

to a more modest scale, and forcing some of the new housing and

industrial development into the city areas (including London,

—

Reading, Brig&gj and the other large towns of the south-east

R

I et

itself) the following advantages would flow:

The public expenditure demands for new schools and
P

hospitals to service new towns and villages would

be reduced in the shire areas.
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The public expenditure and political costs of

closures of schools and hospital wards in the

inner city areas would also be reduced.

The pressure for more new road expenditure in the

south-east to service new centres of population

e

would be reduced.

There would be savings on the public budget in the

inner city areas, as more private capital would be
T i

available and less dependence on public money.

Fewer active enterprising people might then move
out of the cities, one of the main causes of the
collapse in some London boroughs and in the centre

of some of our towns.

Placing some limitation on south-east greenfield

development and encouraging more action to redevelop the cities

is good news in both places. It is true that antagonism to

development in the south-east has become widespread and

unreflective. People even oppose infilling developmgggs. new

industrial estates on old power station and gas board sites or

- S
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the use of old railway land. If we could claim that there was
h_’?’—d___,,_%ﬁ

more balance in policy - that there were not going to be whole

new villages and towns built over the greenfields of Berkshire,

e ———

Hampshire, Surrey and East Anglia - we might find more brave
L
souls prepared to argue in favour of sensible, reasonable scale

developments and the re-use of urban land throughout the

country.
T s

John Redwood
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SOUTH CARDIFF URBAN RENEWAL

Thank you for your letter of 2 December
to which was attached a revised text of
part of your Secretary of State's speech
to be given in Cardiff on Friday, 5 December.
The Prime Minister is content, subject
to the views of colleagues.

I am sending copies of this letter
to the Private Secretaries to the members
of EA, the Lord President, the Solicitor
General, the Chief Whip, Mr. Richard Luce,
and Sir Robert Armstrong.

(David Norgrove)

Paul Skellon, Esq.,
Welsh Office.
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Discussions following yesterday's EA meeting have resulted in the attached
revised text, which has been agreed by my Secretary of State, Mr Ridley and
the Chief Secretary. iy Secretary of State will now use this text in his
speech in Cardiff on Friday 5 December.

I am copying this letter and its enclosure to the Private Secretaries to
the members of EA, the Lord President, the Solicitor General, the Chief
Whip,Mr Richard Luce, and Sir Robert Armstrong.
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CONFIDENTIAL

EXTRACTS FROM THE SECRETARY OF STATE'S SPEECH AT THE WELSH DEVELOPMENT
AGENCY URBAN RENEWAL SEMINAR ON 5 DECEMBER 1986

At the start of this Conference about urban renewal we need to pause
for just a moment to clarify the meaning of the words we use. To talk
of an "inner city problem" or "urban renewal" is useful shorthand; but
if we are to avoid confusion we should remember that the problems, the
solutions and the opportunities vary greatly from place to place.
Fortunately some of the most acute problems of urban decay and racial
tension found in English cities do not exist in Wales and we are not
here to talk about them today; instead, this Conference will consider
what is being done and what more could be done in Wales to remove the

dereliction caused by the decline of old industries and to make Wales

a much more attractive place in which to live, work and play - a place

which will attract visitors for the quality of its towns just as much

as for the beauty of its countryside.

/The need ...




The need for urban renewal is greatest in the valleys and cities of
South Wales and parts of Clwyd, the places where the mass of the
population live; but elsewhere there are smaller towns where it is

possible to do much to remove eyesores and improve the environment.

The instruments available to us are almost as varied as the problems
we have to tackle, but the opportunities are also considerable. It
will be my central theme that we can only realise the full potential
for progress (which is enormous) if we combine all the available
instruments and the financial resources of the public and private
sectors to produce the greatest possible multiplier effect. In some
instances the multiplier will be small: in others, where we can
trigger wealth-creating projects, the opportunities are breathtaking.

I shall be speaking of one such opportunity around Cardiff Bay.

The historic decline of basic extractive industries has left a legacy

of dereliction. Since the disaster of Aberfan twenty years ago we

have carried out here in Wales one of the most extensive programmes of

land reclamation in Europe.

/Since 1979 ...
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Since 1979 alone I have approved land reclamation work by the wbDA

amounting to £130 million at today's prices.

Completion of the latest WDA land reclamation programme, which I

announced in July, will bring to 12% thousand acres the amount of

derelict land cleared by the Agency since its inception in 1976.

I am planning to provide about £13 million on top of existing planned
provision for land reclamation over the next three years. This will
cover the additional reclamation costs associated with the Garden
Festival at Ebbw Vale and also enable more resources to be made

available for reclamation schemes in the rest of wales.

Derelict land improvement is not just a matter of removing tips and
waste but also of removing ugly plant and buildings. In some
instances a better approach may be to preserve and restore an old
building as a monument and tourist attraction or for an entirely new
use. Among many examples to illustrate my point are the Industrial

and Maritime Museum in Swansea and the work now being carried out at

/Wrexham to ...




~rexham to modernise the former Courtaulds works there. It was
appropriate that the restored Custom House building in the heart of
Cardiff should become the new home of the Land Authority. I am sure
it must be a policy objective of Government to preserve and

incorporate in new schemes a significant amount of this industrial

heritage, though we must be careful not to go to the other extreme of

preventing desirable development because of an obsessive desire to
preserve everything from the past. Many towns can be transformed by
the sensitive restoration of old buildings and the removal of
eyesores; and much good work is being done by local authorities
working with CADW and organisations such as the Civic Trust and the

Prince of Wales Committee.

This 1s a convenient moment to emphasise that successful urban renewal
is not achieved just by concentrating on land and buildings. What we
are talking about is creating the kind of places that are attractive
both to live in and to visit. Early in my career as a Minister I was
berated by the Daily Mirror for suggeéting that if you wanted to

attract inward investment one of the first things that you should

/consider doing ...

P N ey oty g ey g e




SRR IR 3 SRR T SR LI

consider doing is to build a golf course; but it was not such a damn
fool idea! Golf courses, leisure centres, and sports facilities will

be essential elements in the process, and so will the arts.

About a year ago, with the welsh Arts Council and National Museum, I
launched two major studies into the housing of the visual and
performing arts in wales. The arts are important because they enrich

life and because they can act as magnets that will draw people into an

area, generating wealth and sustaining new development. Earlier this

week I announced a number of very important decisions arising from the
recomnendations of the Hudson-Davies report on the visual arts. Over
the next three years we will carry out major improvements to the
National Museum building in Cathays Park. I also announced that we
would be making resources available for developments at St Fagans. I
will have more to say later about the Industrial and Maritime Museum

in the Docks.

In Swansea and in North Wales we will start fulfilling our commitment

that the welsh collections will be adequately displayed throughout

/Wales. Swansea ...
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wales. Swansea has led the way in illustrating how provision for the
arts is an important instrument for achieving urban renewal and an

essential component of civic activity. The plans for developing the

old Guildhall and for the establishment of a photographic museum

follow on the refurbishment of the Grand Theatre.

Cardiff plans a major restoration of the New Theatre. The Welsh
Office/Welsh Arts Council study on housing the performing arts has
urged the construction of a Centre For The Performing Arts in Cardiff
as a home for dance, the Welsh National Opera and theatre. We
examined closely the Hudson-Davies suggestion that this Centre might
be housed in the courtyard of the National Museum but accepted the
advice of consultants, Carr and Angier, that the alternative options
of land immediately to the north of the Museum building or a site in
the new Cardiff Bay development, are to be preferred. There are few
things that I would like to have done more in my time as Secretary of
State than to provide a home worthy of our great opera company and for
the other performing arts, but the scale of the resources that we have

to commit to the National Museum and to launching the development of

/South Cardiff ...
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South Cardiff mean that it is not a realistic proposition to include
yet a third major project in the next two or three years. However, I
believe that a centre of this kind should form a central component of
the Cardiff Bay plan and I have, therefore, agreed with the locél
authorities concerned that we will commission a design study to begin
at once so that the results will be available for incorporation in
development plans for Cardiff Bay as they are brought forward. I
think it is a realistic objective to aim for a start on a Centre for
the Performing Arts as part of the Cardiff Bay development in the
middle years of the decade ahead. The greater our success in
attracting private investment to the development of infrastructure in

the area the easier it will be to turn that aim to reality.

It is perhaps not too difficult a step to move from the arts to garden

festivals. Again you will be aware of my recent announcement that

the 1992 Welsh Garden Festival will be held in Ebbw Vale. The site
chosen is exciting and challenging. It was formerly occupied by the
old Ebbw Vale steelworks. Among the guidelines to local authorities
inviting them to bid to host the Festival were the following

objectives:

/to have ...




to have a catalytic effect on decision-making so that reclamation
of large derelict sites happens more quickly than would otherwise

be likely;

to provide a higher quality landscape than would normally be the

case and which remains an attractive setting for public open

Space or use partly or wholly for other development;

to act as a spur for environmental improvement over a wider area.

I believe that is exactly what the Ebbw Vale Garden Festival will do:
act as a spur for the improvement of the whole South Wales valleys
area. I am sure that it will give a massive boost to the programme of
regeneration that I launched on 3 March, 1986 when I announced the

Valleys Initiative.

The Valleys Initiative aims at bringing about a substantial and

visible improvement in the valley communities. The seven applications

successful in the first round were based on Merthyr Tydfil, Maesteg,

/Aberdare, ...




Aberdare, Pontardawe, Epbbw Vale, Pontypool and Tonypandy. Already the
initiative is producing results because it does three things; it
concentrates on making a visible impact on the appearance of key
locations which people use for shopping, recreation and business; it
makes use of local initiative and the contribution of voluntary bodies
as well as a variety of public and private organisations; and it seeks
to generate private investment in order to achieve the multiplier
effect which I said would be a central theme running through the
speech. It is only by combining the resources of the public and

private sectors that we can attain our objectives.

The Rhondda Valley already provides an excellent illustration of what
can be done by this approach. If you drive up the Valley today you
will observe that an exceptionally high percentage of the roofs have
now changed colour from slate grey to red, evidence of the scale of
the Government's house improvement programme in recent years. Almost

all those houses that have been re-roofed have also had their windows

replaced and other modernisation carried out. Between 1979/80 and

1985/86 we have spent £333 million on renovation grants to the private

sector.

/At Penrhys ...
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At Penrhys there is a Priority Estates Project which is already having
a big impact on improving the condition of what had become one of the

worst of the post-war housing developments.

Close-by at Cwm Parc and Blaenau Cwm are excellent examples of areas
being transformed by means of "enveloping schemes", while in Clydach
Vale one of the largest derelict land schemes undertaken in Britain is
already being followed by private house development undertaken by
Barratts. Further down the valley at Tonypandy, in an area approved
for Valleys Initiative support, I recently had the pleasure of opening
a splendid new retail shopping centre of the kind that we want to

attract into these valley communities.

All that is happening in the valleys would have been impossible
without the major improvement that has taken place in communications.
The road to Merthyr with its spur into the Cynon Valley, the new
access road into the Rhondda and the new route past Rogerstone and

Risca are all major improvements that are opening up the valleys.

Modernisation of the valley rail service, which feeds down into

/Cardiff, is ...




Cardiff, is having the same effect. These communication links between

Cardiff and the valleys form a vital element of our overall strategy.

work is also underway on the Peripheral Distributor Road.
Incidentally I do think it is high time that we had a more attractive
nane than "Peripheral Distributor Road" and I propose here and now
that the County Council might hold a competition amongst local school
children to find a suitable name for this important road which, when
complete, will provide access into South Cardiff from the Valleys and
from routes both to the east and the west. Earlier this week I was
able to announce my approval for a start in 1987/88 on the crucial
Bute Town Link section of this road which will provide a crossing of
the River Taff and tie in to the proposed Central Link. Work on this

should start within a few weeks.

I turn now to tell you about our plans for the capital city. There is
one thing that distinguishes them from what is being attempted in some

other parts of Britain. We are not attempting to reverse a continuing

pattern of decline; we are building on success already achieved and a

/notable ...




notable transformation of Cardiff over recent years. Everyone here
will be familiar with what has happened and seen the shopping area
around the splendid St David's Hall become one of the best Shopping
centres in the country. Just to the south the new Holiday Inn forms
the centrepiece of major redevelopment north of the railway which
includes the skating rink and the library. That Holiday Inn
development was made possible by one of the most successful of all
this Government's initiatives in the field of urban renewal, the
introduction of the Urban Development Grant scheme in 1982. Since

that time grants of over £24 million in Wales have already triggered
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investment of over £140 million in around 50 projects. To the south

st kit

of the railway another UDG grant made possible the redevelopment now

being undertaken by Tarmac around the Bute East Dock which will do so -

S

much to re-establish the link between the modern shopping centre of
the City and the old commercial heart around Mount Stuart Square in
the docks. Our proposal now is to capitalise on what has already been
achieved and to carry forward our examination of a development around

Cardiff Bay which our consultants, Jones Lang Wootton, have said could
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be "of international significance”.
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L=t me describe what we are considering. First the construction of a
parrage between Penarth and a spot close to the entrance to the Queen
Alexandra Dock. This barrage, which incidentally has absolutely
nothing to do with the scheme for constructing a tidal barrage across
the Severn, would cover the tidal mud flats that are there at present
with a lake that would extend up the Ely and Taff Rivers right into
the City centre. An important distinguishing feature of the
waterfront on this newly-created lake is that a large amount of it
would be soft edged, not hard dockside, as is the case in most other
recent city waterfront developments. The study undertaken by Jones
Lang Wootton identifies an area in South Cardiff not far short of
3,000 acres immediately available for development or refurbishment.
Of this perhaps 600 acres is immediately developable in an area close

to the water's edge. During the consultation exercise that we have

carried out a great many experienced people have expressed excitement

about the kind of development that the construction of this lake would
be likely to stimulate. A number of bold and creative ideas have
alrez » been put forward and there is genuine interest from the

ite sector in putting together financial packages for the

/infrastructure ...
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infrastructure, including the barrage. There are interesting
parallels between Cardiff Bay, which is what we would propose to call
it, and the inner harbour of Baltimore which is now one of the most
attractive and successful waterside developments anywhere in the
world: the area around which development could take place is
comparable in scale, and the Inner Harbour area is almost exactly the
same size as the Roath Basin at Cardiff. There are many lessons to be
learned from the American experience. Perhaps the most important is
the need to create a critical mass of related developments which can
support each other and draw in sufficient numbers, both from the
immediate area and from outside, to sustain a project on the scale

that is envisaged.

In Baltimore the remarkable aquarium which attracts 1.2 million
visitors a year, a Hyatt Regency Hotel and convention centre, together
with a festival, shopping and restaurant complex developed by the
Rouse company forms part of the essential critical mass superbly sited
around the water. In Cardiff the new headquarters of the South

Glamoigan County Council is already under construction. The Roath
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Basin area would provide a superb location for an aquarium, a hotel,
and what I shall call Rouse-type development. The Industrial and
Maritime Museum is already there and there are plans for its
extension. Close-by there are dry docks which could be converted to
make that Maritime Museum a major feature. At a later stage, as I
have indicated, it may be possible to build a Centre for the

Performing Arts.

Elsewhere around the wide sweep of the Bay developments of a different
kind might be more suitable. Already at Penarth, Crest-Nicholson are
building their marina. I am confident that an increasing number of

people would want to live in high quality housing close to the water's

edge and housing will form a great deal of the development that would

take place.

Another lesson from America is the need to close the gap that exists
between the existing heart of the City and the waterside area.
Tarirzc's scheme and the South Glamorgan Headquarters have begun the

-+ocess of closing that gap, and new road links are to be constructed.

/Further ...




Further consideration is already being given to transportation
requirements, which could include a light transit system. Other ideas
are that part of the Commonwealth Games' sports complex could be
sited in the area south of the central railway station and there could
be a new southern entrance to the station. Close attention is being
given by the County Council to the design of the distributor road so
that it does not create a barrier and provides good access to adequate

car parking.

The Welsh Office and Jones Lang Wootton have been carrying out an

immensely thorough consultation exercise with both the public and

private sectors. My advisers and I have visited a number of cities in

the United States and sought advice both there and in this country.

Those consultations have been extremely valuable. They have revealed
not only that there is great enthusiasm for the project; but also

=xposed the need for firm and consistent control, a clear plan,

—

careful zoning and protection of the key sites, particularly a
waterside walk. Some will no doubt argue that there must be complete

freedom for landowners and developers to build what they want with all

/the energy ...
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the energy and speed that can be mustered. No-one, I think, can argue

that I have not driven forward this project with considerable energy

and at a great pace; but I note the strength of the advice,

particularly from the United States, about the need for effective

control. Those responsible in Baltimore believe that it has been a
—_— —_—
vital feature of their own success.

e
The consultation has also enabled us to proceed, stage by stage, with
the agreement and enthusiastic support of the principal local
authorities. The City, the County and the Vale have been informed
step by step of our thinking and have indicated their support for
these ideas. That is very important and is a situation quite
different from that experienced in the London Docks and in other

places where Government has had to impose an organisation on unwilling

local authorities.

Against that background I can now announce the Government's decision,

with the support of local government, to set up an Urban Development

Corporation under the powers of the Local Government Planning and Land

/Act 1980. ...




Act 1980. The UDC will be known as the Cardiff Bay Development

Corporation. It will be a small organisation with a highly qualified

— =

and dynamic team. Jones Lang Wootton's report spoke of the need for

"superb leadership". There will be no large bureaucracy; but it will
use facilities made available to it by the local authorities on an
agency basis; it will work with Government agencies, such as LAW and

the WDA, and it will employ outside consultants where appropriate,

The Corporation will have five Board members representing the three
local authorities and eight others, including the Chairman, appointed

by the Secretary of State. I hope to be able to make an early
iy
announcement of the Chairman and some of the first Board members. The
e e

Corporation will have the limited, specific, but highly important,

task of seeing that the development potential of the area is realised,

Once their task is complete it will relinquish its responsibilities to

the local authorities who will continue to exercise all their other

normal functions in the area. I want to emphasise that nobody is

aiming to create a second and competing City but rather to exploit the
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full potential of Cardiff's magnificent situation by the sea for the

/benefit not ...




of Wales. I shall be seeking to find as members of the Board people

with the drive and vision that is required, together with the

financial and property skills associated with a project of
international importance which will attract proposals ang investment

from Britain and overseas.
Though it must be right to seek this very wide backing, I anm equally

confident that a very major and critical contribution will be made by

landowners and developers from within the area. Associated British

The American experience indicates that the Corporation must be

prepared, when hecessary, to use powers of compulsory purchase to
X_—

assemble land.
S Y
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would otherwise be possible. They are also done in a way that rewards
poth the public sector for its investment and the landowners involved

through participation in the enlarged schemes that this approach makes
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possible. There will be the need for the closest Co—-operation between
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the Corporation, the landowners and developers.
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To put the Corporation in place will take time (it requires a
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Parliamentary Order) and our target start date is 1 April 1987; but to
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avoid delay in getting the process of consultation underway I will be
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inviting local authorities, prospective Board members and others

involved, including representatives of local business, to form an ad
hoc committee to prepare a mission statement and to set in motion the
preparation of the development strategy and zoning proposals, so that

much of the preparatory work can be completed by the time that the

Corporation takes up its formal duties.

I will also be asking local business men and women to form a Cardiff

Bay Business Committee to act as a forum for consultation and for the

involvement of the local business comnunity. We will also be holding

exhibitions and consultative meetings with those who live in the area.

/The Corporation's ...




The Corporation's responsibilities will cover a large part of Cardiff
to the south of the railway and a part of Penarth as shown on this
plan: about two thousand acres in all. Ine proposed boundaries take

account of the comments and views of all three local authorities.

Wwe believe that the barrage concept is an exciting one capable of

creating a major development opportunity, and the technical and

engineering studies so far carried out are encouraging. The first

task of the new Corporation will, therefore, be to take the project
forward by carrying out the necessary further technical and ecological
work and financial appraisals and to examine the options for obtaining
the greatest possible contribution by the private sector to the costs
of the necessary infrastructure in South Cardiff, including the
barrage. Clearly a firm decision to proceed with the construction of -
the barrage will depend on a successful outcome to these studies.
Given such a successful outcome it will be necessary to seek
Parliamentary approval. The earliest date at which a Bill could be
introduced would be 1987 and construction of a barrage is expected to
take about three years so that it might be possible to have the
barrage in place early in the 1990s.
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I have taken careful note of the objections that have been raised by

those concerned with bird life on the mud flats. I have consulted with
the Nature Conservancy Council and have had a study carried out by the
Institute of Terrestrial Ecology. We fully appreciate the
significance of the site. wWe are examining a number of ways in which
the loss of feeding grounds might be minimised; but I am certain, on
the basis of very widespread consultation that, with such potential
benefits both for Cardiff and the wider area of South Wales, it is

right to take the further steps I have outlined.

There remains much to be done. I take immense encouragement from the
very positive and helpful advice that we have received from so many
experienced people. I am encouraged, too, by the expressions of
interest that have come from the United States where they have much
experience of developments of this kind; but, above all, I take
encouragement that this project has brought together the various local
authorities and the political parties in a manner that is likely to
give great confidence to those who wish to join in exploring this bold

and ambitious venture. Our advisers tell us that "this is a rare

/opportunity ...




opportunity to develop a superb environmental setting which will have

few, if any, competitors in Great Britain". Surely nothing less
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should pe the objective for our capital citye.
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