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1. Cab ine t dec ided i n J u l y 1980 ( C C ( 8 0 ) 29th C o n c l u s i o n s , Minute 4) that 
we should proceed with the proposed Internat ional C o n f e r e n c e C e n t r e ( I C C ) on 
the B r o a d S a n c t u a r y site only i f p r i v a t e f inance could be obtained for i ts con­
s truct ion . In June l a s t y e a r I r epor ted to Cab ine t the t e r m s of an offer by 
P e a r l A s s u r a n c e to f inance the I C C (C(81) 34). T h e C h i e f S e c r e t a r y , 
T r e a s u r y , opposed the p r o p o s a l on the grounds that it would be "at l e a s t two 
to t h r e e t i m e s as expens ive" a s public funding - but. he was not p r e p a r e d to 
a l locate publ ic funds at that t ime (C(81) 35). Cab ine t au thor i sed m e to con­
clude the deal with P e a r l ( C C ( 8 l ) 25th C o n c l u s i o n s , Minut* 5). 

2. T h e t e r m s of the P e a r l offer w e r e set out i n the Annex to m y paper . 
In the deta i led negotiations that have taken p lace s ince then the o r i g i n a l t e r m s 
have been adhered to and the deta i led a r r a n g e m e n t s for per iod ic rent r e v i e w , 
including the notional m a r k e t rent of a c o m p a r a b l e office bu?'lding on the s i te , 
which was one of the i t e m s for detai led negotiations, have been concluded. 
T h e rent r e v i e w f o r m u l a p r o v i d e s , a s i s now common on l e a s e - l e a s e b a c k 
s c h e m e s of this k ind , for the f i r s t rent r e v i e w due in 1991 to take account of 
growth in m a r k e t rents s ince 1981 (the date to which the notional rent of the 
c o m p a r a b l e building r e l a t e s ) . T h u s , the C h i e f S e c r e t a r y , T r e a s u r y , has 
suggested that, i f r en t s i n c r e a s e d a s a r e s u l t of inflation f r o m 1981, the rent 
payable after five y e a r s could r e p r e s e n t a r e t u r n to P e a r l of about 8-10 per 
cent (which i s what the m a r k e t might expect in those inf la t ionary condit ions) 
ra ther than the i n i t i a l 6.123 p e r cent payable in 1986 (although a s the rent i s 
r ev i ewed e v e r y f ive y e a r s , the t rue r a t e of r e t u r n I s about 1 per cent l e s s than 
6 per cent or 8-10 per cent) . T h e r e i s no cer ta in ty , of c o u r s e , that rents w i l l 
move i n l ine with inflation: the r e n t i s f ixed i n re la t ion to m a r k e t rents 
p r e v a i l i n g at each r e v i e w date. T h i s i s the only s igni f icant point that was not 
c o v e r e d i n the Annex to m y e a r l i e r paper although it was made c l e a r that there 
would be f i v e - y e a r l y rent r e v i e w s . 

3. I have subsequently a s k e d m y new Account ing Off icer to cons ider these 
t e r m s and h i s adv ice to m e i s that "the dea l with P e a r l i s a s good as we a r e 
l i k e l y to get i n the p r i v a t e sector". 

C O N F I D E N T I A L 



7

C O N F I D E N T I A L 

4. I have a l so re turned to the agents (Hea ley and B a k e r ) who adv i sed on 
the P e a r l offer and they have in formed m e , having r e v i e w e d the p r o c e s s of 
negotiations and the t e r m s of the offer, that "the t e r m s negotiated a r e both 
reasonab le i n re la t i on to proper ty f inancing and the best that w e r e a v a i l a b l e at 
the t ime" . T h e y add that they do not c o n s i d e r "that there a r e any m a t e r i a l 
a r e a s where you might ha^e expected a better outcome, given the nature of 
the commodi ty and your r e q u i r e m e n t s for the way i n which i t was to be 
f inanced" (ie as a property inves tment on l e a s e - l e a s e b a c k ) . 

5. I should mention that when we set out to obtain compet i t ive offers for 
f inancing the I C C , the T r e a s u r y w e r e kept ful ly in formed of a l l the p r o c e s s e s ­
including the p r i o r invitat ion to four leading agents which led to the se lec t ion 
of Hea l ey and B a k e r . 

6. P e a r l A s s u r a n c e have now signed the A g r e e m e n t and the management 
c o n t r a c t o r s ( B o v i s ) a r e ready to let the m a i n contract for the s t r u c t u r a l s t e e l ­
work ( this was t imed for Monday 5 A p r i l but has been d e f e r r e d pending 
Cabine t ' s dec i s ion) . T h e s u b s t r u c t u r e contrac t (which i s publ ic ly funded at 
about £5 m i l l i o n ) has been completed and the s c h e m e i s running to p r o g r a m m e 
for complet ion in 1985-86. 

 T h e C h i e f S e c r e t a r y . T r e a s u r y , a d h e r e s to h i s v i ew that pr iva te 
f inancing i s coo expens ive . Ho has suggested that we should i n i - . r m F e a i l 
that we do not w i s h to p r o c e e d with the A g r e e m e n t and he has now offered to 
a l locate funds for the pro jec t addit ional to the P r o p e r t y S e r v i c e s Agency Vote 
over the next four y e a r s (total cost at A p r i l 1982 p r i c e s about £36 m i l l i o n plus 
p r o v i s i o n for v a r i a t i o n on p r i c e and cont ingencies ) . 

8. In h i s e a r l i e r a d v i c e to co l leagues the C h i e f S e c r e t a r y , T r e a s u r y , sa id 
that the P e a r l offer would be "at l e a s t two or three t i m e s as expensive" as 
public funding. He has suggested that, taking account of the rent r e v i e w 
f o r m u l a , i t could be t h r e e - a n d - a - h a l f to four t i m e s a s expens ive . E v e n 
a l l o v i n g for the rent r e v i e w c l a u s e the cos t i s not widely different f r o m that 
put to co l l eagues at the t ime the dec i s i on to p r o c e e d was taken. But , i n any 
c a s e , I cannot accept this b a s i s of ca l cu la t ion . It a s s u m e s that the r e a l cost 
of G o v e r n m e n t borrowing i s 2 p e r cent per annum and that the rent of the I C C 
w i l l r i s e in l ine with inflation throughout the 125 y e a r s of the l e a s e . Both the 
method of c o m p a r i s o n and the a s sumpt ions on w h i c h i t i s based a r e open to 
question. On equally p laus ib l e , I would say m o r e r e a l i s t i c , a s sumpt ions (eg 
G o v e r n m e n t borrowing at 2j per cent per annum), the cost d i f ferent ia l can be 
shown to be we l l within the range of two to three o r i g i n a l l y reported to 
Cabinet . A l l ca l cu la t ions of this k ind, w h e r e m a r k e t f o r c e s w i l l d e t e r m i n e 
the eventual cost , a r e highly a r t i f i c i a l . In fact , it i s un l ike ly that the I C C 
rent w i l l keep pace with inflation in the longer r u n , s ince there i s no 
p r o v i s i o n in the l e a s e for r e f u r b i s h m e n t of the bui lding, w h e r e a s the m a r k e t 
rents for office bui ldings w i l l re f l ec t m o d e r n i s a t i o n . 
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9. T h e T r e a s u r y have a l so c r i t i c i s e d the fact that there i s :*0 b r e a k ­
c l a u s e in the l e a s e . It i s quite u n r e a l i s t i c to suppose that there could be, 
s ince the building i s designed e x p r e s s l y for G o v e r n m e n t purposes and there i s 
no question but that the G o v e r n m e n t would wi sh to r e m a i n in occupation (at the 
end of the l e a s e , both the building and the site w i l l r e v e r t to the C r o w n ) . 
Nothing proves that m o r e c l e a r l y than that the C h i e f S e c r e t a r y , T r e a s u r y , i s 
now p r e p a r e d for i t to be bui l t at publ ic expense. 
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10. I be l i eve that to drop P e a r l now would be a m a j o r b r e a c h of good faith. 
T h e y have adhered s t r i c t l y to the o r i g i n a l agreement i n p r i n c i p l e , which we 
announced publ ic ly l a s t J u l y , and we have no good grounds for going back on it . 
If we did so, the G o v e r n m e n t ' s c r e d i b i l i t y w i l l be put at r i s k for future joint 
financing ventures . Having entered into such negotiat ions, and r e a c h e d a 
sa t i s fac tory conc lus ion , we m u s t show that we have the w i l l to c a r r y it through. 
I be l i eve that the d e a l as formulated i s the best that c a n be got i n the pr iva te 
sec tor and, s ince Cabinet dec ided that the I C C was needed but there w e r e no 
public funds a v a i l a b l e , i t was right to negotiate it . 

11. I there fore seek co l l eagues ' approva l to s ign the A g r e e m e n t forthwith. 

M H 

Department of the E n v i r o n m e n t 

2 A p r i l 1982 
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