The Message: An oral agreement may be sufficient for a landlord to be bound to grant a tenant a Lease.
The Case: The Court of Appeal has had to determine whether an oral agreement for a Lease was concluded and, if so, whether it is enforceable (Looe Fuels Limited v Looe Harbour Commissioners) (22 April 2008).
The Looe Harbour Commissioners (the Commissioners”) are the owners and operators of the Port at Looe.  It has a sizeable fishing fleet and Looe Fuels Limited (“LFL”) has operated a refuelling tank for the boats for some time pursuant to a Lease granted by the Commissioners. 
In 2004, the Commissioners had discussions with LFL about a project for the installation of a new fuel tank on an adjoining site as the old tank was too small and slow.  LFL claimed that they reached an oral agreement for a new Lease of the new site with a new tank but the Commissioners denied that any such agreement had been agreed and, if it had, claimed that it could not be binding upon them as it was not in writing. The Commissioners had decided they wanted to grant a Lease to another party at a higher rent. 
At first instance, the Judge held that the Commissioners had agreed to a new Lease for 3 years upon the basis that they would secure a 75% grant from the Ministry of Agriculture Fisheries and Food for the costs of the new tank and LFL would repay by way of rent the 25% balance of the costs over the 3 year period of the Lease.  The Judge also held that such a letting did not have to be in writing as it fell within the exception which allowed for the oral grant of a Lease for no more than 3 years provided it was at the best rent obtainable.  

On the Appeal, the Commissioners argued that final terms had never been agreed in 2004 for any letting and that it was clear from subsequent correspondence with LFL that they accepted this was the case.  The Commissioners have now installed the new tank and were seeking a rent of between £7,000 - £10,000 a year for this site and they argued that any agreement with LFL would have had to have been in writing in any event as it was not at the best rent possible.  
The Court took note of the fact that the Commissioners had actually stated to other parties in 2005 that agreement had been reached with LFL and that both parties at the time appeared to have thought that this was the case.  A Board Meeting of the Commissioners had taken place on 20 December 2004 at which the matter had been fully discussed and the Court held that LFL had been informed following that meeting that the terms initially discussed with them had been approved.

The Court did take note of the fact that LFL had entered into correspondence with the Commissioners in 2006 in which comments had been made which were somewhat inconsistent with their case that any agreement had already been reached but the Court made allowance for the fact that the correspondence was written by a layman. In any event, LFL’s view as to whether an enforceable contract had been concluded or not in 2004 was pretty irrelevant as it was for the Court to establish whether this was the case or not.
The Court did not accept the Commissioners’ case that it had not orally agreed to grant a Lease of the new tank site to LFL.  The Judge had heard the witness evidence and had decided an  agreement had been reached and the Court of Appeal was not prepared to interfere in this respect.

The Court then considered whether the letting was at the best rent reasonably obtainable.  The actual rent payable was going to be £6,000 per year as the balance of the costs of the installation works was £18,000.  This sum compared with a rent of only £1,350 per annum payable under the existing Lease for the old tank site and LFL calculated that the market rental value for the new facility was only £2,713.85 per annum. 
Given that the rent of £6,000 would clear the costs of the new tank within 3 years, the Court considered that this was a good bargain for the Commissioners and that the Judge had been correct to find that the agreed rent exceeded the annual market value for the land and was the best rent that could reasonably be obtained.

Accordingly, LFL is entitled to the grant of a Lease for 3 years and the Commissioners are prevented from granting any Lease of the new facility to any other party at any higher rent.
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