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M e m o r a n d u m by the C h i e f S e c r e t a r y , T r e a s u r y 

1. L a s t y e a r Cabinet c o n s i d e r e d the f inancing of the Internat ional 
Conference C e n t r e . It decided, given that ex tra public expenditure was not 
ava i lab le , that the C e n t r e should be f inanced by a l e a s i n g a r r a n g e m e n t with 
P e a r l A s s u r a n c e . 

2. S ince then c i r c u m s t a n c e s have changed. E x c h e q u e r and Audit have 
examined the proposed c o n t r a c t with P e a r l . T h e y a r e highly c r i t i c a l of i t . 
T h e y point out that the P u b l i c Accounts C o m m i t t e e ( P A C ) have s e v e r a l t imes 
sa id they a r e opposed to this way of f inancing G o v e r n m e n t p r o j e c t s . T h e y note 
that in the c a s e of the C e n t r e i t would cos t m u c h m o r e than d i r e c t public 
f inancing, but that the G o v e r n m e n t would bear a l l the r i s k s a s s o c i a t e d with 
construct ion and operat ion. T h e y pcint a l so to two p a r t i c u l a r features of the 
proposed agreement which a r e potential ly v e r y expensive . T h e f i r s t i s the 
absence of a break c l a u s e , in a contrac t las t ing for 125 y e a r s . T h e absence 
of a b r e a k c l a u s e i s a l l the m o r e r i s k y in v i ew of another p r o v i s i o n in the 
proposed contrac t , that rent r e v i e w s m u s t a lways be upwards . T h e second i s 
the rent r e v i e w p r o v i s i o n i t se l f . It now e m e r g e s that, for a r e a s o n 
s u m m a r i s e d in the Annex , this would w o r k in a way which substant ia l ly 
i n c r e a s e s the cost of the contrac t , above what we expected l a s t y e a r . 

3. Cabine t did not know when it c o n s i d e r e d the mat ter that there would be 
no b r e a k c l a u s e and that the rent r e v i e w p r o v i s i o n would take the v e r y 
expensive f o r m it has . T h e a r r a n g e m e n t i s nov a m u c h w o r s e dea l for the 
G o v e r n m e n t than we be l i eved at the t ime . I now c a l c u l a t e that i t would cost 
four t i m e s a s m u c h to f inance the C e n t r e in this way a s by d i r e c t G o v e r n m e n t 
f inancing, a s c o m p a r e d with the two to three t i m e s I e s t imated l a s t y e a r . 
The discounted cos t of f inancing the C e n t r e through P e a r l would be some 
£120 m i l l i o n as c o m p a r e d with only about some £30 m i l l i o n through d i r e c t 
G o v e r n m e n t f inance. T h e r e t u r n to P e a r l would a l so be m u c h higher than the 
f igure of j u s t over 6 per cent we be l i eved at the t ime . Although it w i l l s tar t 
at 6 per cent, i t w i l l r i s e to 8-10 p e r cent after only f ive y e a r s and stay at that 
l e v e l for the r e m a i n d e r of the 125-year contrac t . 
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4. I a m s u r e that i t would be wrong and damaging to proceed with this 
contract . We would be a c c u s e d of saddling the taxpayer with an a r r a n g e m e n t 
cost ing h i m s e v e r a l t i m e s m o r e than it need. It would u n d e r m i n e a l l our 
efforts to get better eff ic iency and va lue for money in the Government and pub
l i c sector genera l ly . T h e E x c h e q u e r and Audit enquir ies show that P A C w i l l 
Pick up these points . T L e y could indeed m a k e the mat ter a m a j o r e m b a r r a s s 
ment to u s . 

5. I a m not seeking to reopen the d e c i s i o n to bui ld the C e n t r e . I accept 
that it should be bui l t , i n the t i m e s c a l e now planned. I propose that it should 
instead be built with public f inance, and I a m p r e p a r e d to m a k e the ex tra s u m s 
ava i lab le accord ing ly . T h e s e would be £6 m i l l i o n in 1982-83, £13 m i l l i o n in 
1983-84, £16 m i l l i o n i n 1984-85 and £5 m i l l i o n i n 1985-86. I would a l s o be 
ready in p r i n c i p l e to agree to some r e i m b u r s e m e n t of the abort ive expenditure 
i n c u r r e d by P e a r l and the G o v e r n m e n t ' s a d v i s e r s . T h e s u m s would be minute 
compared with the savings f r o m giving up the contrac t . 

6. T h e a r r a n g e m e n t I propose would there fore enable us to bui ld the 
C e n t r e exact ly a s planned but It would avoid substant ia l u n n e c e s s a r y cos ts and 
highly damaging c r i t i c i s m of our f a i l u r e to protect the t a x p a y e r ' s i n t e r e s t s . 

L B 

T r e a s u r y C h a m b e r s 

 A p r i l 1982 
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A N N E X 

R E N T R E V I E W C L A U S E IN D R A F T A G R E E M E N T W I T H P E A R L 

The i n i t i a l rent w i l l be f ixed i n 1986, when the C e n t r e i s due to be complete . 
T h e r e w i l l be r e v i e w s in 1991 and at f i v e - y e a r l y i n t e r v a l s thereaf ter . But at 
the f i r s t r e v i e w in 1991 the rent w i l l be i n c r e a s e d in l i n e with r e n t s i n the a r e a 
not s ince 1986 but s ince 1981. Subsequent rent r e v i e w s w i l l s t a r t f r o m this 
higher base . Inflation f r o m 1981 to 1986, before the C e n t r e was completed, 
w i l l there fore be bui l t into rents f r o m 1991 and throughout the l i fe of the con
trac t . 
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