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Thank you for your letter of 3 Kﬁgust which Mr Stanley
has considered in Mr Heseltine's absence.

Mr Stanley has noted that the Chief Secretary has
given instructions to your officials about the drafting
of the defence chapter in the PES report, but he wishes
to record, that, for the reasons given by Mr Heseltine in
his letters of 15 July and 28 July our Secretary of State
has not accepted the baseline for 1986/87 implied by the
figure of £18291m which the chapter will now show.

In the view of our Ministers, the defence baseline for
1986/87 does not now accord with the Survey guidelines as
approved by the Cabinet. Moreover Mr Stanley is surprised
that the Chief Secretary should justify the reduction of
Falklands expenditure to nil in. the 1986/87 baseline in the
name of consistency. No other major defence commitment
is being treated in this way. Moreover there was specific
agreement in last year's PES settlement that full allowance
should be made in the defence budget after 1985/86 for continuing
costs associated with the defence of the Falklands.

Mr Heseltine will see this exchange of letters on his
return to office and may wish to add his own comments.
Meanwhile Mr Stanley agrees that it would be useful for officials
to discuss a breakdown of our estimated Falklands costs in
1986/87 in advance of the bilateral in the Autumn. He has
asked officials here to set the necessary work in hand.

I am sending copies of this letter to Michael Scholar,
John Kerr, Brian Fall and Richard Hatfield.

I
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C N Mantell

Miss Jane Swift,
Assistant Private Secretary to
the Chief Secretary.
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The/ Chief Secretary was grateful for Mr Heseltine's letter of

2%/ July.
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