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Q50 Chairman: That is helpful.

Dr Wilson: But money still will determine whether
the most optimised support solution will be there
and the most optimised spiral development will be
there, and we will wait and see what happens in the
forthcoming PR09.

Chairman: Linda Gilroy has not finished yet.

Q51 Linda Gilroy: Moving on to the staffing side of
DE&S, what is the industry’s view on the plans to
reduce the number of staff by some 25% by 2012? Is
this creating additional pressures? How does it seem
from your point of view?

My Turner: 1t is a bit of a management consultant
thing from your background, Ian.

Mr Godden: My feeling is that it is right to do them
both and that that is absolutely the case. On
occasions it will conflict obviously, as any cost
reduction exercise or any productivity improvement
exercise would, at the same time as re-organising,
and at the same time as fighting two wars. There is a
lot of pressure on but I do not see the evidence that
says that the cuts themselves are getting in the way
of the programmes. I think those two are such that
they can be combined. There are plenty of examples
of other large organisations that are able to do two
at once. In fact, there is an argument for saying we
need about 150 to 300 very good people to drive
these sorts of programmes through. That is the sort
of level we are talking about. We are not requiring
10,000 people to do that and therefore as long as that
core of people who are associated with Change
programmes are in place and are stable and their
futures are certain, then it is at that sort of level that
is required to improve the programmes, so I do not
see those as necessarily in conflict at all.

Q52 Linda Gilroy: We have heard in evidence that
there are some tensions between the good people
being sent to the urgent operational requirements to
meet them. Alongside this very significant reduction
in staff, 25%, it is one in four of every staff, are the
right people in the right places to do the jobs that
need to be done?

My Godden: Personally I have not seen evidence
where that gets in the way. All I know is that the
uncertainty it creates is more the issue than the
actual resources. I think the uncertainty of any
reduction programme lives on and lives in the minds
of people more than the actual resource issue itself,
and that is what I think we need to get the other
side to.

My Turner: There are two general areas of comment.
I think industry has proved through outsourcing the
benefits in terms of cost reduction and reliability
improvements and we would like to see more of that.
I think there is a willingness now on the MoD,
because of the evidence, to do more of that, so
clearly that would benefit manpower on the MoD
side. Secondly, we are concerned on some
programmes at the level of man-marking that takes
place and we think there could be savings there, so
we hope that is all being taken into account.

Q53 Linda Gilroy: I do not recognise that; what is
man-marking?

My Turner: As you are undertaking programmes
and as you are executing programmes in industry
and companies, you have maybe too many MoD
people alongside you.

Q54 Linda Gilroy: It is an issue of second-guessing?
My Godden: 1t is like the oil industry from which I
came where the large oil companies like BP used to
second-guess all the contractors and then the
contractors used to second-guess the sub-primes and
you had man-marking basically going on all the way
down the line. BP eliminated that and removed a
large chunk of that man-marking and discovered it
actually improved things.

Q55 John Smith: An issue that has come up for us
time and time again, and it might be related to this,
is whether the skills within what was the agency exist
to be able to oversee long-term partnering contracts,
which are very complex and which are still fairly new
to private industry. We were assured that there were
training programmes in place and big developments
had been made. Is that your perception on the
industry side?

My Turner: 1 think Amyas Morse has done an
excellent job coming in as the Commercial Director
of MoD with the training programmes and bringing
more commercial people in. Clearly in the bad old
days of fixed price design, development and
production, “throw it over the fence”, you did not
need it. In the enlightened world of partnering we are
now in you do need that, but the real help in that is
what Linda mentioned about gain-sharing, the fact
that both sides can benefit, it is a win/win situation.
If you get the right structure in these partnering
agreements costs come down, industry makes an
acceptable return and both sides and the Armed
Forces, which is the end result, win on that, so, yes,
significant strides have been made and I think
Amyas Morse and the guys in the MoD should be
congratulated on that.

My Godden: 1 agree with that entirely. I see it every
day, secondments out to industry, secondments the
other way, plus Amyas and his programmes, and
that has had a big effect and will for the future.

Q56 Mr Jenkins: As you know, the MoD only
“partly met” its Public Service Agreement target of
delivering equipment programmes to cost and time.
In fact, the MoD Annual Report and Accounts
2007-08 states that “procurement performance
declined”. Do you have a view on why this
performance declined?

My Turner: There is the legacy. To give the
helicopter view, there are two leading countries
which have the highest level capabilities in Armed
Forces in the world and those are the United States
and the United Kingdom. If you compare the UK’s
overspend and delays with the US’s it is a fantastic
result. In any comparison between what the UK
overspends and the length of their programmes
compared to the United States, the UK is doing an
amazing job. What we are now benefitting from, and
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still suffering from as well, is the legacy programmes,
but the change away from fixed price design,
development and production on complex
programmes without the right risk mitigation being
taken up-front, the investment up-front, before
industry enters into the commitments and
politicians stand up in Parliament and give in service
dates and commitments to budgets, that is a huge
step forward. On the Carrier, for example, that has
been well done. We had refused and the MoD had
gone along with our refusal to commit to dates and
budgets until risk mitigation had taken place and
proper risk registers were put in place. I have lots of
evidence and I have the scars from Nimrod and
Astute when that was not the case. I think we are still
suffering from those legacies. The way the MoD now
conducts itself in risk mitigation upfront is
absolutely right and we should be proud compared
to the US of what the MoD has achieved.

Q57 Mr Jenkins: Because it is said that the MoD and
industry had a so-called “conspiracy of optimism™?
My Turner: Sir Peter Spencer.

Q58 Mr Jenkins: You think that time is more or
less past?

My Turner: 1 am afraid in the past when there was
so much budget available people, largely within the
MoD, said, “Yes, we can do it for that,” and
industry, by and large, to stay in business, went
along with it.

Q59 Mr Jenkins: If I remember the term they said,
“If we offered them the true cost they would run a
mile so we offer them a lower price and then we get
them hooked.” It is like that advert on the telly, “We
put a juicy worm on the hook and when we hook
them we put them in the keep-net.”

Mpr Turner: 1 was party to the Nimrod in the mid-
1990s and we wrongly believed that we could do it
for that price. We convinced ourselves, I do not
know on what basis but we did, having spent only a
few million pounds up-front that, yes, it was possible
to do that. We were wrong and it is only in time as
you spend what is recommended, which is some 15%
of the total programme bill up-front, that you
understand the technicalities and the risk registers
and you do it properly. It is good that that has
happened. Companies do not do that.

Q60 Mr Jenkins: There is some nagging doubt
because you are now saying that was in the bad old
days and the MoD now are all-singing all-dancing,
they are much better, and that that should not
happen. But of course in the old days it was a
partnership of two, was it not? If the MoD has got
its side right what have you done to improve your
side to make it difficult not to con the MoD like you
did in the past into the future?

My Turner: Frankly, what we said was that we were
no longer playing that game. We were not going
along with a monopsony customer saying, “This is
the programme and these are the terms and if you do
not take this programme on those terms you do not
get the job.” Frankly, the UK defence industrial

base, my own company at the time was so small, and
we did not have the assets we now have in the rest of
the world, but we had to take it or we were out of
business. Eventually we said, “We cannot go on like
this. We cannot go on taking these complex weapons
programmes on fixed price design, development and
production programmes even if it means not staying
in business in that particular area. I am sorry, we
cannot do it,” and I am pleased to say that the MoD
came along with that, and rightly so.

My Godden: 1 think there is another factor at work
here. If we go back to the supply chain and say that
we have in this country anywhere from 3,000 up to
7,000 companies involved in the supply chain, there
is an issue about how efficient that supply chain is.
As Mike Turner said, if you do comparisons
between the UK and the US we come out, in a
relative sense, very well. In an absolute sense, if we
compare ourselves with other industries, and we
have a nice direct comparison with the civil to
defence side in aerospace, we would say that the
whole supply chain and the SME community and
the primes have got work to do in terms of
developing a much leaner, more efficient supply
chain that will match the needs of the programmes,
so I think on behalf of the industry I accept the
challenge. We have established a programme,
Supply Chain 21, which is an attempt to overcome
some of those difficulties for which we get criticised.
I think there is that element to it as well.

Q61 Mr Jenkins: I understand that complex projects
do get difficult, but whilst we now, as you just told
us, have a more intelligent customer in the MoD, to
do with merging and the way we work with industry,
is it solely legacy projects that brought down the
performance last year? It is last year that
procurement performance declined; why?

My Turner: You will probably find the odd one that
is a current programme having some difficulties,
even when the right level of risk reduction has taken
place, but I think if you look carefully at the Major
Programmes Report it was the legacy programmes,
yes.

My Godden: 1 would also say that there has been a
lot of focus on value for money but if you talk to the
Ministry of Defence itself, I think it understands that
the value of time has been somewhat under-valued,
and it goes back to this budget issue that you start
with at the top end which is you push to the right
because of budget constraints, that delays your
programme, and you start going into that cycle. The
value of time is something that I know that Amyas
Morse and the current Ministry of Defence team are
very keen to establish a programme on and to
develop that timeliness in terms of decision-making,
in terms of the risk/reward, getting to the risk/reward
boundary as quickly as possible and agreeing that. I
think those are programmes that would help, in
addition to what Mike Turner has said.

Q62 Chairman: Would you describe the MoD over
the last six months as having been more decisive than
previously?
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My Godden: At the top level I started off by saying
we are in limbo so how can I come back and say that,
so the answer is no, at the top level, but obviously on
individual programmes I think it is happening faster.
My Turner: We should give them great credit on
UORs. They have responded for what the lads need
out in Iraq and Afghanistan in a magnificent way
and so has industry, but the rest of it, the Future
Equipment Programme, is paralysed.

Q63 Linda Gilroy: Somebody mentioned Supply
Chain 21, I think it was Ian just now. Could you just
set for the record what that involves and what it
brings to the table?

My Godden: Effectively it is a programme of
establishing lean timeliness and efficiency into the
whole supply chain. The Ministry of Defence signed
up in Farnborough this year to that whole
programme, which is an industry-wide programme,
essentially self-help, funded partly by work going on
in the regions and partly by work going on from
central government, but largely funded by the
primes themselves in terms of their programmes of
lean manufacture, lean design and the whole concept
of eliminating duplication in the chain. There are
300 companies that have signed up out of 3,000 that
are actively working on that. It is a very large
programme. A bit like I said earlier about 18
months, this was established approximately 18
months ago. I myself am proud to say that the
programme is alive, well and kicking and doing a
good job, but it could be faster, it could be better and
it needs to be pushed hard from all angles because I
think that will have the ripple effect upwards along
with things about timeliness downwards that we are
talking about.

Q64 Linda Gilroy: One of the things we were
concerned about in examining the initial Defence
Industrial Strategy was the ability of small and
medium enterprises to access the supply chain. Is
that part of the solution?

My Godden: That is part of it.

Q65 Linda Gilroy: If so, is it working well enough
across the piece or are there lessons to be learned
from that for other parts of the supply chain?

My Godden: There is still a long way to go. It is one
of those comments where I would say we have made
huge progress in the last two to three years. I would
see this as a five to seven-year programme. If you
look at the analogies in the automotive industry in
this country, the automotive supply chain has still
got a long way to go in terms of its quality and its
world standard, but at least on the automotive side
we have final assembly in units which are world-class
and very effective, as we have for example in some of
the facilities in defence and aerospace, but the chain
is not yet efficient, in my opinion. Not when you
compare it with other defence, industries I hasten to
add, because versus the French and versus the US
our chain is much more efficient and better value for
money but versus other sectors we have got some
way to go.

Q66 Chairman: I would like to move into the issue of
defence inflation now. We have an adviser, Professor
Kirkpatrick, who suggests that defence inflation is
above the average rate of inflation in the rest of the
economy and it is broadly the GDP deflator plus 3%.
Does industry have a view as to whether that exists
and whether that is roughly the right rate?

My Turner: The US defence budget planning
received wisdom is that the defence industry,
because it is at the sharp end of technology, has
relatively low volumes compared to what happens in
commercial industry and that inflation is
significantly higher. The skills that are demanded in
the defence industry mean that defence inflation is
significantly higher than general inflation, and that
is allowed for in the defence budgeting in the United
States. I believe it is obvious to anybody that
inflation is going to be higher in the defence industry.
Volume, skills, technologies, materials all come
together, and you are demanding the very highest
level of capability which costs money more than the
average and that is why, if you look at the defence
industrial base, we pay people well in the defence
industry in the United Kingdom compared to
general industry. The good news in the US is that it is
recognised. They worry, even today, about the good
times returning and people leaving the defence
industry to go into other commercial industry at the
expense of the defence industry and they are
concerned therefore to make sure that the defence
industry in the US is properly funded and inflation
is properly funded in the defence industry and that
profits are allowed in the defence industry. They get
disappointed if you cannot make 15% profitability in
the United States. I think you could study forever
about whether it is 2%, 3%, 5%. I just know it is
higher and for very good reasons.

Q67 Chairman: Is that because you pay yourselves
more?

My Turner: We do and rightly so because the skills
that are needed in the defence industry are higher, I
would argue, than any other industry. You go round
the nuclear submarine at Barrow or a Type-45 or an
armoured fighting vehicle the skills and the systems
that come together and all the many types of
technologies that come together to make that
capability for our Armed Forces are second to none.

Q68 Chairman: Is that not creating long-term
serious problems for the defence budget in this
country?

My Turner: Not if it is recognised as it is in the
United States.

Q69 Chairman: One of the problems is that the
Government says that until 2011 it will be putting
into the defence budget an increase over and above
inflation of 1.7% and yet if the defence inflation is
actually 3% then on an annual basis it is in fact
cutting the defence budget.

My Turner: Yes.
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Q70 Chairman: Does that not make it quite
important that industry should actually play its part
in trying to keep defence inflation down by for
example paying its people less?

My Godden: Can I add two factors here. One is if you
look at medical equipment it is very similar. Medical
equipment is inflating much higher than general
inflation, so it is something to do with the equipment
and the capability of that equipment. If you look at
a Typhoon versus a Spitfire do you see it as a like-
for-like? No, it is not. There is a capability inflation
that is going into this which is something to do with
the need for extra capability. If the professors have
said they have done like-for-like on a Spitfire versus
a Typhoon, that is not the case, so there is distortion
there and the answer to your question is that the
industry itself does not know any more than the
professors who have studied it. If they have come out
with 3% that is what industry believes it is. That is
partly to do with capability and partly to do with
requirements being put on the equipment itself as
well as the things that Mike Turner mentioned.

Dr Wilson: As to on-going inflation, if I might just
make the point, I do not think, from the data I have
seen, that the defence industry is inflating salaries at
any greater rate than the corresponding general civil
industry.

Q71 Chairman: So you would disagree with Mike
Turner?

My Turner: 1 did not say that. Dr Wilson’s point is
that in the defence industry people get paid a certain
level above the average. What has happened in
recent years is that the pay increases in the defence
industry are in line with general industry but the gap
is still there, and so it should be.

Dr Wilson: 1 think that was the point well made. 1
think the other point is really if one wanted to
simplify this most defence products are really
bespoke craftsmen products compared to mass
produced products. The volumes are so small and
even large runs of armoured vehicles are actually
quite small compared to their equivalent trucks, cars
and what have you in the civil sector, and so there is
necessarily a premium simply because the volumes
never get up to the levels in the civil business. If you
put in traditional learning factors for going through
production, you would see that you need to go many
times more in order to get really significant
reductions.

Q72 John Smith: I must say that I am very sceptical
about pleading a special case for unique inflationary
pressures in any industry, defence, health, or
anywhere else, and by your own admission holding
up the American defence industry in terms of its
record on procurement and its record on efficiency is
not a very good example. Yes, there is a much bigger
defence budget in the USA and there is much less
competition within the USA for the delivery of
defence products, and I think they pay the price for
that. I am concerned that it just becomes an excuse
for inefficiency and for the industry not addressing
the cost increases and the cost overruns. You can
take other industries that are far more technically

advanced and require far higher technical skills but
they are driving down costs dramatically. The
obvious area is computing/information technology.
My Turner: That is for a mass world market. I sit on
the Prime Minister’s Ambassadors Apprenticeship
Network and we compare apprentices across the
whole industrial base of this country. An
engineering apprentice in defence costs each
company about £30,000 to train and develop over a
four-year period so the cost that industry invests is
significant and we attract young, bright people into
the defence industry because of the rewards many
years out that they will get by being in that industry.
I think the skills that they bring are second to none.
I cannot think of any other industry that requires
what you need on a nuclear submarine or a Type-45
or a Typhoon or an armoured fighting vehicle, and
it is right that the people who train, and industry
invests  significantly during that four-year
apprenticeship period, and go through university get
the rewards to which, frankly, they are entitled.
Without those rewards we would not have the
defence industrial base of this country.

My Keen: 1 agree with all of that. I would refute any
suggestion that we were not seeking efficiencies in
the company. If you look at the sort of investment
that we have made as a company in lean
manufacturing facilities in BAE Systems, it is
massive. In the efficiency that you see at Warton on
Typhoon, as compared with what you would have
seen there 20 years ago, there is an unbelievable
difference, so I think we are driving out efficiencies.
More generally I would argue, as Mike has said, that
there are some particular complexities about the
defence industry. I understand your scepticism but I
think the reality is that we are like no other industry.
That said, I think there is an issue that we have to
address and I think we have to address it in a number
of ways. We have to address it with the MoD in
driving costs down at every opportunity (and we
have already spoken about the sort of things we are
doing on partnering) but I think also we have to try
and contribute to the work that I know the MoD is
doing trying to understand what defence inflation is.
I think we can probably help there.

My Godden: 1 think we are mixing a couple of things
up here because we have just published our annual
review of last year and over the last four years the
productivity of the defence industry has gone up
between 4% and 6%. That is people productivity, et
cetera. Secondly, just to reinforce Bob’s point, when
I go to the SELEX facility in Edinburgh, which I was
born next to, and I look at that facility versus five
years ago, versus 10 years ago, versus 15 years ago,
that is a world-class facility that has been invested in.
It has one of the best supply chain systems and lean
manufacturing systems anywhere in the world. I
have been to Japan and I have been to the US and I
have been to France. We have a world-class,
productive, highly capitalised investment in
SELEX, for example, so there is a mismatch between
what we are being challenged on here versus what is
going on. I agree that we need to study this inflation
issue if it is a big issue for the Government and we
should do, but I do not think there is any answer that
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says we are an unproductive (and getting worse)
industry; quite the opposite because that is the
implication of saying that. The inflation then must
be something else and I am saying I think it is a
capability inflation myself. That is my own personal
opinion; unproven.

Q73 Chairman: I think that was actually factored
into Professor Kirkpatrick’s article. Dr Wilson.

Dr Wilson: 1 come back to John Smith’s point about
the obvious comparison between the UK defence
industry and the worldwide computing and
communication industries. Offshoring is a major
factor in keeping costs low because hardly any of
that volume production is done in the UK. Even the
development is now done offshore in many cases and
that is something that is just impossible to do in the
defence industry. We really need to take that factor
into account. It is not open to us to go and have a
whole pile of critical software developed in India. If
it is not critical yes we can; if it is absolutely mission-
critical we cannot because it is absolutely essential
that that core capability is in the UK and no-one else
knows what it is.

Q74 Linda Gilroy: I too am very sceptical about
what you are saying. I think that the areas that you
work in like computer-aided design should be able to
deliver huge savings in the programmes. They must
have done.

My Turner: 1t has done.

Linda Gilroy: I still think there is the whole
monopoly/monopsony-type culture in the industry
that does not drive hard enough to match the
undoubted defence inflation there is with the savings
that can be made. I think that we would have to try
and unbundle the two sides of it. We do know that
in the MoD budget they have made a lot of savings
with your help and that that has been rededicated to
front-line capability. Therefore, you cannot just take
a straight line of what the increase in the MoD
budget is without recognising that there have been
some major efficiency savings. I just do not get the
impression that you guys are dedicated enough to try
and combat that as an issue, given the tensions that
there are, because the gap in the rewards that come
to people who work, quite rightly, and get well-
rewarded in the dockyard at Plymouth, for instance,
against what young men and women who are going
out to put their lives on the line in Afghanistan and
Iraq are getting is wrong. That is a very visible
example of the tensions that exist that we were
talking about earlier in the equipment programme as
well. There needs to be more passion injected into
trying to achieve that, which I know from what you
have said in your introductory remarks you
recognise and you care about.

Chairman: That was a comment, rather than a
question.

Linda Gilroy: Sorry!

Q75 John Smith: I just want to come back, it is not
my intention to claim that the industry is
unproductive or inefficient; far from it. I think you
have a very good story and a very good track record.

I do not think there is anybody on this Committee
who does not support you in your bid for additional
budget funding for the good work that you do. I am
fairly sceptical about the argument about inflation
and I think in the long run it may be counter-
productive for you to be arguing a special case on
your costings rather than showing what a good job
you are doing.

Mpr Godden: What I would like to do out of that is to
promise to study that with you because I agree with
you that it needs reconciliation because it has got a
number of factors in it.

Q76 Chairman: May I say that that is welcome
because I think that, whatever the scepticism of my
colleagues, there are some points that we have to
understand here and we need to get to the bottom of
what is the effect of this small volume, what is the
effect of the materials that are used and the cutting-
edge nature of the defence industry, and so if you can
work with us to get to the bottom of that that would
be most helpful. I am glad you are working with the
Ministry of Defence.

My Turner: Chairman, it is all very well having these
discussions but the bottom line is today we have a
world-class defence industry in this country, one of
the few industries left. If we carry on debating these
things such as inflation—we know how efficient we
are and that we give value for money and if you
compare with anybody else in the world, capability
for capability, value for money, what we bring to the
UK economy, what we do in support of UK Armed
Forces, in 10 years’ time I will not be here but people
will be sitting around here saying, “Where did it go?
What went wrong? What did we do wrong?” I tell
you now this industry is in decline and unless people
pay attention to the budgeting of defence in this
country and the defence industrial base we do not
have a future.

Chairman: We have to pay attention to that on the
basis of our own knowledge and of the facts that we
get by debating it in these fora and so your help in
getting to the bottom of it would be much
appreciated.!

Mr Jenkins: Before we leave that area, I am glad you
brought up the automotive industry and the increase
in capabilities because there has been a tremendous
increase in capabilities and a dramatic fall in the cost
of cars in this country. They are not offshored, they
are built here, designed here and planned here, in the
main. In the world out there technology has been
driving prices down and has produced additional
capabilities but when the argument is made, “We
have to pay high wages because when the good times
come back, people will leave the industry,” what
happens then, as the wages outside go up so does the
rate of inflation go up in the economy, so you would
be exactly on a par with the normal economy. There
is no reason why your inflation rate should be any
higher because of outside wage rates going up. That
is the first thing. The second point on small batch
production, small batch production was used to set
the original price, it is not about the rate of inflation

' See Ev 105
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because that was a given to start with. I think we
should put those two things on the record. Your
argument that servicing offshore costs may lead to a
fall in inflation in Britain now that the GDP deflator
might be slightly lower may be an argument, but it is
going to be so marginal as to have virtually no effect,
I believe.

Chairman: I think we ought to move on from a
debate on the issue of defence inflation.

Mr Hamilton: Chairman, could I just ask for one bit
of information. When Ian sends that information to
you, could you also indicate across the board what
type of wages we are talking about. I take the point
that Linda makes, the comparisons are not between
industry, the comparisons are in the area in which
the industry is working. I know from my area where
there is a small engineering firm, Taggart’s, that the
people are well-paid and it is a good company, but
the comparisons are not with areas like Glasgow or
London, the comparisons are with local wage levels,
so if you get that information that would be quite
helpful also.

Q77 John Smith: I was going to cover the effect of
current operational requirements on strategic
planning but I think that has been dealt with right
from the start in your opening comments. There is
just one area of the impact of current operational
requirements and that is: is there any evidence that
equipment is being used to such an extent now that
its life is being shortened? You are talking about us
not  progressing with  future  equipment
requirements. It could be creating an even bigger gap
because the life expectancy of the equipment,
especially air frames, is being impacted upon by
current requirements. Is there any evidence of that
and does the industry have a view?

My Turner: 1 think the usage on helicopters and the
need for continued urgent action on helicopters is
well-known. On the fixed wing, the Harriers, yes it is
a concern that they have a stated life and that is
being used more rapidly than was originally
planned. At the present time we are building two
splendid aircraft carriers and we all support that,
and it is the right thing for our country to have, but
we will have no aircraft to put on them and thatis a
big issue for us going forward. One good thing that
comes out of the UORSs is there is a debate that goes
on between the MoD and the Treasury about this
additional equipment, in response to UORs how
much should come out of the defence budget and
how much should be funded by the UORs. I have no
evidence that the MoD is suffering because of that
but I do not think we have a Treasury that is that
helpful to the defence budget, and I think there is a
concern that, yes, the MoD is getting new equipment
on the back of Iraq and Afghanistan and therefore
that is good but some equipment is not having the
attention it will need for different kind of campaigns
five, 10 15 years out. We hear about piracy again
today and yes, we have six splendid Type-44s and
two aircraft carriers and seven or eight Astute
submarines but we need frigates. Where is the money
for the frigates?

Mr Jenkins: Saudi Arabia to defend their oil route or
China to defend their routes.

Q78 Chairman: Moving on then to the Defence
Industrial Strategy, was I right in hearing Mike
Turner say that it is extremely difficult for industry
to plan as we were able to do when we had a Defence
Industrial Strategy? Is that one of the things that you
said earlier in the day? Do you believe the Defence
Industrial Strategy is dead?

My Turner: 1t is on hold. First of all, the principles
are magnificent but also we saw before us long-term
planning taking place in helicopters, on land, air and
sea, against which industry could then plan
resources, apprentice intakes, investments and all
the rest. We welcomed it and I remember the board
meeting where we said good, at last we have a future
in the United Kingdom, because that was very much
in question. Now I think I think it is in doubt. We are
very pessimistic about the future because we have
the DIS, we have the principles, we have the strategy;
we do not have the money.

My Godden: In terms of DIS I mentioned earlier the
limbo of 15 months, I think that is what we had, and
our preference is to stick with DISv.1 as a set of
principles and allow the Government and the civil
servants to work out what needs to be done in the
current situation for all the pressures and then come
back to the subject, whether that is early next year or
later, of the extra principles that need to be built into
DIS, in the hope that we will not dilute DISv.1 but
we will enhance it. The issue for us is there is no point
in publishing a DISv.2 that either does not reflect the
sector strategies or the specifics around adjustments
to the thinking at this stage. Our view therefore is
that it is a balance between being in that limbo
period and therefore the uncertainty for
shareholders about what is happening versus the
pressures of the moment. Industry has taken the
decision that does not wish to add to the pressures of
either the Government or of the Ministry of Defence
at the moment until it has sorted out one or two
matters, so that is really where we are. I have worked
very, very hard for the last year and I am
disappointed that we do not have a DISv.2 but I
accept the principle that we are unlikely to have it
until next year or perhaps beyond.

Q79 Linda Gilroy: Some people are arguing for a
Strategic Defence Review. What are the pros and
cons of that from your point of view and what would
that do to the process that we are discussing?

My Godden: We have an incompatibility today
between George Robertson’s SDR and the money
available for the Future Equipment Programme, so
one of those two things has to give.

Q80 Linda Gilroy: So do we need one and what
would that do to your programmes?

My Godden: Against the current budget we need one.
I would hope for the sake of the UK Armed Forces
and the defence industrial base and all it brings for
this country, that budget will give. If not, SDR will
have to give. I think SDR was right for this country
and its role in the world but it is in jeopardy.
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Q81 Linda Gilroy: Is there a danger if that comes
about that that just parks the issues even further and
results in further uncertainty and limbo?

Mpr Turner: That is where we are.

My Godden: We are not calling for an SDR but in a
sense we need some guidance at this point and, as
Mick Turner said, it is either budget or guidance,
one or the other.

Q82 Linda Gilroy: Do you think you can have the
guidance that you want but if the guidance then
becomes something that affects the underlying
principles of the Strategic Defence Review is there
something short of a Strategic Defence review that
can give you that clarity?

My Godden: DISv.2 was supposed to be that in a
way, it was an interim.

Mpr Keen: Just a couple of additional comments. I
am not disagreeing with anything either of my
colleagues has just said, but I do go back in relation
to the DIS to the work that is actually already taking
place on a daily basis. We are actually implementing
the DIS in a number of important sectors in the
defence industry. That is not to say we are doing it
everywhere and there are key areas for the future,
particularly in the air sector, where key decisions
have got to be made about the industry and about
the skills and technology that we are able to
maintain over the long term and the extent to which
that will enable to us deliver operational
sovereignty, I would say it is a mixed picture. There
are some huge decisions yet to be made and the
industry really is waiting for some of those big
decisions to be made, but we are also making
progress.

Q83 John Smith: The budget has come up right
throughout this session. There is much speculation
in the press about a looming fiscal stimulus to the
British economy. Where are you in the queue outside
the Treasury on this point?

My Turner: As you would expect, we have made a
strong case to be at the top of that queue. When you
look, as I have said, at skills, technology, R&T (we
represent 10% of the UK’s R&T spend) apprentices,
jobs in regions, high-skilled jobs, systems jobs,
exports, wealth creation, in terms of a stimulus to the
economy we should be number one. We get the
feeling we are not on the list.

Q84 Chairman: Why is that?
My Turner: Priorities.

Q85 Chairman: Of Government?
My Turner: The Government decides where money
is spent.

Q86 Chairman: But a new Strategic Defence Review
would be of no benefit if there were no extra money,
would it?

My Turner: A new Strategic Defence Review might
say we are not going to play the role in the world that
the SDR said. I would regret that but at least we
would understand as an industry where we needed to
invest or not invest.

Q87 Chairman: If there were a new Strategic Defence
Review would you trust the result that came out?
Would you not think that any government in the
future would be buffeted by financial fortunes?

My Turner: We do not. The evidence in the past, if
we look at DIS which we liked (but, as I said, any
board that agrees a strategy without funding you
have got to question whether that is a way to go
forward) so, yes, we would have to test a new SDR if
there was one and say do you really mean it, do you
therefore rewrite the DISv.2 sector-by-sector
onshore UK and are going to fund it? Yes, we would
have to hold people’s feet to the fire to see if they
really meant it.

My Godden: We had a debate on this earlier this year
with the Ministry of Defence and the Government
about market attractiveness and given that the
defence budget is not growing in Europe, what is the
next best thing to growth. If growth is not available,
and that is what we are being told at the time that it
is not available, what is the next best thing? The next
best thing is certainty and that certainty is therefore
the thing that would be sought in a Strategic Defence
Review of equipment. Whether that means no
growth, slightly higher growth or lesser growth or
decline, the next best thing is certainty. At the
moment, unfortunately, because of the uncertainty
on budget the certainty on the other matters is not
coming through, so I think that is our position and
always will be. The Government has to decide on the
industry and the operational sovereignty and the
requirements for the defence industry base in this
country and we would hope, as we did with DISv.1,
that we would be actively involved in that debate,
but in the end the policy on defence is a Government
policy and that then determines the certainty of what
we can invest in with shareholders’ money.

My Turner: Very importantly the industry has come
to the view that we do not want certainty today. It
would be the wrong thing to push for a DISv.2 and
sector-by-sector certainty today because we will get
what we believe is the wrong answer for the defence
industrial base of the country, for the Armed Forces
and for the country, so we would want to defer it.
Keep the principles but defer the sector-by-sector.

Q88 Chairman: Was this not the answer last year
when DISv.2 was caught up in planning round 08?
My Turner: Exactly the same.

Q89 Chairman: And it is exactly the same this year?
My Turner: Yes.

Q90 Chairman: Might it be exactly the same the
next year?
Mr Turner: 1 fear the worst.

Q91 Linda Gilroy: You are talking about on the one
hand do you need a Strategic Defence Review to
resolve that uncertainty or do you have a sector-by-
sector review of DISv.1? Surely—and tell me if I am
wrong—when DISv.2 was evolved there must have
been discussions about what sovereign capabilities
needed to be included and presumably there was at



Defence Committee: Evidence Ev 17

18 November 2008 Mr Mike Turner CBE, Mr lan Godden, Dr Sandy Wilson and Mr Bob Keen

least one, if not more, programme within that that
was on the margins of whether it needed to be
sovereign capability or not sovereign capability?
Mpr Turner: Exactly, and Lord Drayson and the
team in MoD sector-by-sector, complex with
weapons, for air, land and sea decided what long-
term capabilities the UK Government wished to see
onshore. The wheels came off when the money was
not there to support those sector-by-sector long-
term programme assumptions. That was the
fundamental problem. We travelled in hope for
some time and I know the CSR settlement last year
put an end to that. There was not sufficient money
given to MoD to implement the industrial strategy
of DIS. That is the limbo land we are in and we will
stay there.

Q92 Linda Gilroy: I think what I am saying is in that
debate and discussion about what should and should
not be included in the DIS there would have been a
long list and a short list which would have been
whittled down bit by bit and at the edges there would
have been one or two programmes that just made it
and presumably therefore relating to the underlying
principles of the Strategic Defence Review, the
threat analysis, et cetera, was slightly more marginal
as to whether they needed to be sovereign capability
or not. Which were those programmes?

My Turner: 1 think Lord Drayson and the team
looked hard right across all sectors of what was
needed on shore and, in concert with the DTI and
Treasury at the time, they came to the view that these
capabilities for operational sovereignty reasons and
security reasons were needed UK onshore and it was
believed could be funded onshore UK rather than
going to buy off-the-shelf with the long-term
negative consequences of that in terms of cost and
operational sovereignty. In the event that has not
proved to be the case and for some time we did push
as an industry for a DISv.2 to reflect the reality. The
situation as of today is that we do not think that is
sensible because we will lose far too much compared
to DISv.1.

My Godden: 1 think there is a risk here in the debate
about specific programmes. If you want an
industrial capability in a country there are two
factors: one is the funding of specific programmes
for specific platforms for specific services and pieces
of kit; and the second is the research and
development which underlies it. I think we all regret
missing out on Stealth as an example where in a
previous era we did not invest enough. If you look
behind the scenes the research and development
budget this year has been cut by 7%. To me that is
about the capability for the future as well as the
current programmes that we are all debating and to
me that is as significant, if not more significant as a
signal of what the current climate is doing to the
long-term capability. It was a 7% cut and there was
a cut the year before.

Q93 Chairman: The DIS itself said that money spent
on research and development was what gave a very
strong indicator about your battle-winning
capability in 25 years’ time

Myr Godden: Yes.

Q94 Chairman: You consider that the research and
development budget has been cut by 7% this last
year?

My Godden: Yes.

Q95 Chairman: Over the last 20 years, say, would
you be able to give us an idea of what you consider to
be the level of UK MoD research and development
spending?

My Godden: 1 have not got it with me but I can
certainly give it to you.

Q96 Chairman: I am not asking you for it now. I saw
a recent parliamentary answer on research (but not
research and development) which suggested that
research as such had been pretty constant, but it
sounds then as though development is the area
which has dropped off. Would that be right?

Mr Godden: All 1 know is what the research and
development is. I cannot comment on research but
I can clarify that and I know that if you look at the
research and development budget of about £2.5
billion, and you strip that back to take out
prototyping and so on, you get down to numbers
that are closer. Do not quote me as exactly accurate
because it depends on definitions, but let us say it is
half a billion, I know that half a billion is being cut
so that is what we are talking about there, and for me
that is as much an indicator of the long-term interest
in maintaining capability as the discussions about
Lynx and about future Typhoons and so on.
Chairman: I would entirely agree. I think it is an
absolutely crucial issue of capability as a country
over the coming decades.

Q97 Linda Gilroy: If you are going to be able to offer
us a note on that in relation to the protect and
prevent strands of the National Security Strategy,
what else is happening in terms of research and
development and trying to make that cross into
other government departments? I guess this will
partly be resolved by the new committee on the
National Security Strategy?

Mpr Godden: Yes.

Q98 Chairman: Can we get on to the UK and the US
and also exports. The Trade Co-operation Treaty
has yet to be ratified. Are you hopeful that it will be?
Do you mind whether it will be?

My Turner: 1 think it is very important for future co-
operation across the Atlantic that it is ratified. We
were disappointed, as I know the MoD and
Government were, that it was not ratified before
Congress broke up this time. We are optimistic that
by the summer of next year, yes, we will get there.

Q99 Chairman: Will it make much of a difference to
the British defence industry?

Mpr Turner: A lot of difference. The fact that
companies and governments can share research and
development money across the Atlantic in an open
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way would be a very good thing and there would be
benefits to both taxpayers and to the Armed Forces
of both countries. Yes, it is very important.

Mr Keen: 1 think the benefits will increase
progressively. We may see at the outset that the areas
in which we are able to make a difference will be
relatively small because I think it just makes sense to
take it in bite-sized chunks, but ultimately, as we go
forward, it will make a huge difference.

Q100 Chairman: There was a recent article in Jane’s
Defence Weekly which suggested that the UK
industry and the MoD were developing ITAR-free
programmes. What does that mean in practice?

My Keen: Well, I guess it means if in particular areas
the MoD are concerned about access to US
technology they will drive a capability that is free
from US technology.

Q101 Chairman: So it would be ITAR-free?
My Keen: If it were the case.

Q102 Chairman: It would be helpful to US industry
to see what progress could be made on this Treaty?
My Keen: 1 think so and I think you had Dr McGinn
give evidence to you from the AIA last year setting
out how supportive that association is of the
ratification of the Treaty, and certainly from the
time I was in Washington a couple of weeks ago that
support is still very evident. I think the industry over
there is supportive and we have just got to take
advantage of that and hope that Vice President-
Elect Biden, who was the Chairman of the Senate
Foreign Relations Committee and was supportive of
the Treaty in that role, gives us support within the
Administration in an effort to put it high enough on
the Congressional agenda.

Q103 Chairman: The Administration has never been
the problem there?
Mr Keen: No.

Q104 Chairman: Can I get on to exports. I will ask
this in as neutral a way as I possibly can because
there are two stories on it. What was the effect of the
removal of DESO from the Ministry of Defence and
marrying the new organisation into the Department
of Business, Enterprise and Regulatory Reform?
My Turner: We were very concerned, as you know,
as an industry when the Prime Minister took the
decision to move it. However, we are pleased with
the result. We have worked hard with government to
make the transfer as seamless as possible and to
keep—this was the important thing—the MoD
involved. All the evidence to date is that the MoD
are very much still involved in supporting the export
of UK products, so it has gone far better than we
dared fear at the beginning. Is that fair?

Mr Godden: Yes.

Mr Keen: 1 think it is fair enough. I am fresh from
the DESO Defence Advisory Group of which I am
a member yesterday, as indeed is Ilan Godden, and I
think it is very clear there that Richard Paniguian,
the new head of the DESO, is absolutely clear that
the key test of how the arrangement works will be the

extent to which they deliver ministerial support
particularly from the MoD, and more general
support from the MoD, so I think it is absolutely on
his agenda. The other important factor against that
background is the fact that John Hutton has made it
very clear over the last couple of weeks that he is
going to take a personal interest in supporting
defence exports. I think that is a hugely important
commitment to industry.

Dr Wilson: 1 think there has been a very positive
development on exports with regard to the MoD in
the last year. In the first DIS there was hardly any
mention of it and in some of the documentation that
we have seen from review, using exports to maintain
the UK’s capability is actually there in black and
white. It is very attractive to us to see that support
for export because they have realised the on-going
benefit it would give to keeping the industrial
capability which will then deliver through-life
capability to real programmes in the UK. I think
that is a very significant change and is to be
welcomed and maintained.

My Turner: 1t is always helpful of course if you have
products to export! Hawk has proved, if you get it
right at the beginning, what it can do for the country.
It would be useful to FRES and it would be useful to
have Typhoon fully developed as a multi-role
fighter. It would be useful to have frigates to export
and that is why again the campaign to improve the
situation is so important.

Q105 Chairman: Can I ask you a question about
some of the things that we do try to export. Might
there be a criticism perhaps of the Ministry of
Defence that the equipment that the Ministry of
Defence buys is so sophisticated, so difficult to
operate, so expensive, that other countries cannot
afford to buy it and therefore that damages our
export markets and also therefore the Ministry of
Defence’s own capability?

My Turner: 1t is how seriously you take defence and
your Armed Forces. Clearly we have a history of
wanting our Armed Forces to play at the highest
level and you have to give them the highest level of
capability. I remember the Horizon Frigate
Programme where we were unable to come to a
conclusion in Europe because the requirements of
the Royal Navy, rightly, were that they were
possibly going to fight with these ships. Other
countries, dare I say, did not have the same view and
therefore we have to have capability that supports
our Armed Forces. The good news on the Future
Frigate Programme, if we ever get there, is that we
are looking at a modular construction where you
have units you can put on the hull that will be for the
Royal Navy and a lesser capability for export
markets, and I think that is the kind of thinking that
we need. Today we have an aircraft second to none
in Typhoon that if we fully develop to its multi-role
capability there is not a competitor in the world for
the capability and the cost of that aircraft. That is
why I am appealing to the MoD to finish the job on
Typhoon. Again we come back to the budget. That
would be a wonderful export for this country to a
number of countries.
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Mpr Godden: Just to reinforce Dr Wilson’s point, the
exportability issue has clearly come up the agenda. I
think that is probably one of the issues where we
have, as it were, benefited from the thinking over the
last six months or so in terms of the economic
impact, because there is an economic impact. Clearly
that has very little effect in the short term, but in the
medium term this is very important for the period
when we all think that there is going to be a pay-back
period of some sort in two, three, four or five years’
time. Maintaining our success at defence
exportability to the type of nations that we are
comfortable with, which is a Government policy, is
a very important thing to encourage and to
encourage the changes in attitude that go with that.
Dr Wilson: Can I just come back to DIS again and
emphasise how right it was. Its emphasis on systems
engineering and its emphasis on open architectures
are exactly the things that enables things to be
developed for the UK and then slightly different
things exported within the constraints that the
Government wishes to place on them. I think that is
why we were really enthused by the original Defence
Industrial Strategy. It got so much right that it does
not just permeate the UK programme but it enables
UK industry to get to the point where we could have
open, architected systems and plug-and-play
components that would allow you to adapt it to
whatever market you wished to play in, and that
seemed to me at the time fundamentally a good
thing. As I have said before today, I hope the MoD
continues with that thrust and its support of exports
using that principle.

Q106 Linda Gilroy: I realise that our time has come
to an end but [ have a fairly small question and it was
really just to pick up on a point that Mike Turner
was making earlier about the representations in
relation to the pre-Budget statement that we are
expecting and the extent to which the supply chain,
small and medium enterprise part of maintaining
employment has been stated as a case within the
global case that you would have been making. Do
you feel that has been made strongly as part of your
representations and can you just for the record of the
Committee perhaps give a broad-brush outline of
how important that is?

My Turner: Just to reiterate, we have more SMEs in
the defence industrial base of this country than
Spain, Italy, Germany and France put together.
SMEs are a very important part of the defence
industrial base of this country. They are suffering
now because, frankly, the primes are suffering on the
major programmes. We are not flowing down and
are unable to flow down money to the supply chain.
We have made the point about SMEs in the defence
industrial base. Frankly, I do not think we are being
listened to. I do not see us as part of the stimulus
package and I think it is a mistake.

Q107 Chairman: I think we will end on that point
and thank you very much indeed for a very
interesting and very helpful evidence session to start
us off on this inquiry. We are most grateful.

My Turner: Thank you very much.
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Q108 Chairman: Good morning. General, welcome
to the second evidence session into Defence
Equipment. I wonder if you could possibly introduce
your team, please.

General Sir Kevin O’Donoghue: Thank you very
much; I am delighted to be here. Dr Andrew Tyler is
my Chief Operating Officer in DE&S; and Rear
Admiral Paul Lambert is Capability Manager
(Precision Attack), and also Deputy Chief of Defence
Staff Equipment Capability designate.

Q109 Chairman: I am very sorry—I should have
introduced you as CDM. Let us begin by asking
about the question of the equipment that is used in
current operational theatres. What is the state of the
examination that you are doing into the equipment
that is used in operational theatres? Have you
produced any terms of reference for that
examination? When do you think that the
examination will be completed, because the impact
on that equipment is very heavy at the moment?
General Sir Kevin O’Donoghue: The equipment
examination is an examination into the equipment
programme; it is not an examination into the UOR
programme.

Q110 Chairman: In our last report we said in
paragraph 56: “We note that the MoD has initiated a
study to assess the impact of current operations on
equipment, such as vehicles, and the subsequent costs
of recuperation. We see the costs of recuperation as a
cost of operation to be funded from the Reserve. . . ”,
and we will come on to the brief examination into
procurement in due course, so this is about a
different issue.

General Sir Kevin O’Donoghue: 1 am sorry, I did not
understand. What you are saying there as I
understand it is the cost of recuperation. That work is
in hand; itisin hand in the equipment capability area;
we are looking at the costs; we are looking at the
timescale; and it is not yet ready to report. If I may, I
will turn to Admiral Lambert.

Rear Admiral Lambert: That is exactly it. We are still
in the middle of looking at this. There will be a debate
on the costs and where those costs fall. We are in no
position yet to say precisely where we are.

Q111 Chairman: Have you an idea of when you will
report on that? Isita formalinquiry of any sort which
will produce something that might be published?

Rear Admiral Lambert: No, it is a continuous
investigation on the equipments; how quickly they
are being burnt up; and what the issues are on
recuperation etc. It is a continuous process.

Q112 Chairman: Are you concerned about the
general impact on equipment in current operational
theatres; and do you expect capability gaps to arise
from the heavy attrition that is happening to
equipment there?

Rear Admiral Lambert: As far as attrition goes, no,
because things that are attrited get replaced under the
Reserve. We are looking very carefully at whether we
are burning up equipments faster in theatre than had
been programmed. [ had alook thismorningat the air
systems, the helicopters and the aircraft, and they are
not being burnt up any faster than we had predicted.
Inthat particular area, thatis not going to be anissue.

Q113 Chairman: What role does the Defence Support
Group have in this recuperation work?

General Sir Kevin O’Donoghue: The Defence Support
Group is constantly involved in recovering and
repairing vehicles as they come back through the
system (base overhaulsand so on) as they have always
done; but of course the workload is heavier at the
moment. They are also involved in theatre. They are
also involved in BATUS? in Canada where some of
the training for theatre takes place. They will almost
certainly be involved in whatever recuperation
process goes on. They are the UK’s experts in
recovery and recuperation of armoured vehicles.

Q114 Chairman: Is the Treasury funding that
recuperation work out of the Reserve, or is its
something that falls on the MoD’s main budget?
General Sir Kevin O’Donoghue:1donot think we have
discussed that yet. I can see it being quite difficult to
discuss. Until we know the costs—which we do not
yet—it is quite difficult to have a discussion about
who is going to pay for it. We are not there yet.

Dr Tyler: One of the difficulties intrinsically in being
in enduring operations is that you have got a bit of
a moving target here, because you are using different
equipments at different times in the way that the
theatre threat changes for different equipments into
theatre. We have got a constant programme
obviously of responding to theatres needs, so you
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cannot be specific at any particular point in time
about exactly what the sort of volume, type, scale
and nature of that recuperation is going to be. That
is why any look at this has got to be on a continuous
basis. I would expect the discussions with Treasury
would also be on a similar basis.

Q115 Chairman: Are you not able to relax into the
knowledge that the Government normally funds the
costs of operations from the Reserve? Is this not an
ordinary cost of operation?

Dr Tyler: 1 think that is a debate that is ongoing. We
have been very focussed up until this point on
ensuring that we are having the right equipment in
theatre, and that the Treasury are meeting their
commitments to us in terms of funding the
additional cost of current operations. That has been
the focus hitherto.

Q116 Chairman: Why is that a debate?

Dr Tyler: It has not been a debate to date, but I think
going forward, when we are talking about
recuperation, which is intrinsically a longer-term
activity, then I think that debate will have to
continue.

Q117 Chairman: From the sound of things, you are
not confident that the costs of recuperation will
automatically be met from a contingency Reserve?
General Sir Kevin O’Donoghue: No, that is correct,
but then I do not know yet what the costs of
recuperation are going to be.

Q118 Chairman: We understand that.

General Sir Kevin O’Donoghue: 1t is difficult to have
a debate as to where the costs should lie when you do
not know what the costs are.

Q119 Chairman: Is it not a matter of principle that
operations are covered by the contingency Reserve?
General Sir Kevin O’Donoghue: That is some
operations—most operations—operations not part
of the contingency, yes, you are right.

Q120 Mr Jenkins: I am in a bit of difficulty now on
two fronts: firstly, the principle front, I thought the
costs of operations were met by contingencies, and
the cost of damage to any equipment being part and
parcel of the operation would be funded out of the
contingency. Secondly, exactly on what timescale do
you do your accounting? I should have thought,
having operations that have gone on for three
months or four months, yes, you would have
difficulty in costing it out; but these operations have
gone on a little longer now. Are you telling me that
the cost of repairing and maintenance of operational
equipment for five or six years ago has yet to be
allocated?

General Sir Kevin O’Donoghue: No. In the first of
your two points you make you are absolutely
correct. The costs of those operations are covered by
the contingency Reserve. The cost of repairing
vehicles that are required to be repaired, replacing
and buying UORs, the cost of those operations is
covered by the contingency Reserve. That is on a

continuous basis, as Dr Tyler has said. What I
thought we were talking about was, if one of these
operations ceases and then everything comes out of
theatre, if that were to happen, who then pays for the
cost of doing whatever needs to be done to it? Bear
in mind, a lot of it will have been brought up-to-date,
brought up to the most recently required
specification anyway, and that is paid for out of the
contingency Reserve. We are talking about
something which is a bit of an unknown here, and
that is our difficulty.

Q121 Chairman: Do you spend the money before
you know where it is coming from?

General Sir Kevin O’Donoghue: No, because we are
still in theatre. Everything that is being repaired—
everything that requires to be recuperated, if you
like, on an ongoing basis—is paid for by the
Treasury. I thought your question was about when
something stops everything comes out and is sitting
there who pays for that to be recuperated? That is
quite a difficult debate to have until we know how
much has to be spent on doing what to it, and what
the requirement is.

Q122 Mr Borrow: Is essentially the argument that if
kit is brought back out of theatre if that kit had been
used in ordinary training exercises the funding of
bringing that up to scratch would come from your
ordinary budget?

General Sir Kevin O’Donoghue: Yes, correct.

Q123 Mr Borrow: But there will be extra costs
because it had been in theatre, and therefore there
will be a debate as to what proportion of that cost
when it comes out of theatre should be met from
your ordinary budget, and what proportion should
be met from the contingency Reserve, and that is the
key issue which has not been resolved?

General Sir Kevin O’Donoghue: Indeed.

Q124 Mr Jenkins: We did bring a lot of equipment
home from Iraq so that was repaired and
maintained. Who picked the bill up for that?
General Sir Kevin O’Donoghue: The answer is that I
do not know. I would have to come back to you on
that. I do not know I am afraid.

Q125 Chairman: We hear that the Harrier Force is
coming back from Afghanistan, to be replaced by
Tornados. Who will pay for the cost of
recuperating those?

General Sir Kevin O’Donoghue: The Harrier Force is
in very good condition and the aircraft that are out
there do not need recuperating. The aircraft that are
there are fit to fight. They are at the standard for
theatre entry and they are good to go.

Q126 Chairman: So why are they coming back?
General Sir Kevin O’Donoghue: This is to give the
Force a rest. It has been out there for five years. This
is very much the Chief of the Air Staff’s business to
advise the Defence Board and Ministers on what
should be deployed where. This is not an
equipment issue.
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Q127 Chairman: We heard in a debate in the House
of Commons last week that £860 million has been
spent on fine-tuning the Harriers to get them
operating as well as they can in Afghanistan. Is that
money that was Harrier-specific; or is it money that
could be applied to UORSs or to equipment that, like
pods could be moved to perhaps the Tornados that
are going to take their place?

Rear Admiral Lambert: Most of the urgent
operational requirements for Harrier are Harrier-
specific, and another set of UORs are being staffed
through before they can be turned into a Tornado
Force. The Harrier Force is being brought back, not
only to give the Force a rest but also to give the
Force the ability to be able to be deployed on other
operations. They have been in theatre now for five
years and their tasking has been very specific. The
more general tasking that one would want for
aircraft has not been done. That wider training piece
and wider deployability piece is why Harrier is
coming home. The GR4s are being fitted with the
new UORs at the moment.

Q128 Robert Key: General, DE&S appears to be
supporting the frontline very effectively. In January
last, when you appeared before the Committee, we
asked you “what keeps you awake at night” and you
replied “current operations”. Is that still the case?
General Sir Kevin O’Donoghue: Yes, it is. If anything
were to keep me awake then it is support of current
operations. That is where it is so vital that what we
do we do accurately and effectively.

Q129 Robert Key: What are those specific issues
about current operations that concern you most?
General Sir Kevin O’Donoghue: Do the Forces in
theatre and the Forces in contact have the right
equipment? Is it the best equipment that we can give
them? Is it properly integrated? Do they have the
right amount of combat supplies, ammunition, food
and so on? That is going well. I think the answer is:
yes, they do. To answer your specific question: that
is what I do worry about.

Q130 Robert Key: What would be top of your wish
list for supporting current operations?

General Sir Kevin O’Donoghue: Things we have
perhaps not quite got right yet, I think it would be
more strategic air. I think the great raft of other
issues—and I am skating round some of the
technical issues here which I do not want to talk
about in public—I think we are doing alright on. I
am happy—and this comes from the commanders in
the field—that our Forces are the best equipped that
they can be. I do not know if you saw Andy McNab
over the weekend, if I can quote him, saying that the
American infantry are looking to use the British
infantry’s equipment. That is an interesting
comment.

Q131 Robert Key: It is a great compliment.
General Sir Kevin O’Donoghue: 1 think that is where
I would come from.

Q132 Mr Crausby: We have an elderly transport
aircraft fleet, so to what extent is that affecting your
ability to support current operations? Do you have
a fallback position if, for example, TRISTAR was
unavailable and needed maintenance?

General Sir Kevin O’Donoghue: Can I answer in two
parts. First of all, the air bridge is successful.
Something like 80% of aircraft leave Brize Norton
within four hours of the time that they said they
would, and that is not bad bearing in mind the
challenges they meet at the other end. The plan to
deal with aircraft on the ground is a hub and spoke
method—it is spare aircraft and so on—that works.
What we do about delays to incoming aircraft,
aircraft that we are procuring (A400M is a good
example) is a secondary issue, and I am very happy
to talk about that if you wish. I am satisfied that the
air bridge is workable. I think it is fragile and that,
in answer to Mr Key, is my biggest concern at the
moment.

Q133 Mr Holloway: Is there a crunch looming in
terms of the air transport fleet in 2012 or 2014?
General Sir Kevin O’Donoghue: We have got a
number of alternatives. We have got the C130Js
which are fine; we have got the Ks which should be
going out of service—we could extend them at a cost,
that is one option; we could try to bring forward the
A330s from the future strategic tanker aircraft—
that is another option we are exploring; we could
buy more Cl7s—that is another possibility. There
are a number of options sitting on the table. There
are also some commercial options as well—we could
hire aircraft. There are a number of options sitting
on the table. The key here is to find out what the
schedule for delivery of the A400M is, and that is the
challenge at the moment.

Chairman: We will come on to that, as you no doubt
could have predicted, later on!

Q134 Mr Crausby: What about transport assets in
general: are you content with other assets, or other
non-aircraft assets, such as ships, land vehicles and
helicopters?

General Sir Kevin O’Donoghue: Yes. Ro-Ros are
good—they work well; and shipping we can take up
from trade fairly easily to get the sea line of
communication out to Karachi or out to Iraq. I am
happy with that. Helicopters—you can always use
more helicopters. We can increase the flying hours—
over 35% in theatre—and there are more aircraft on
the way. Yes, I am satisfied. As I say, one of my
highest risks is the strategic air as far as transport is
concerned.

Q135 Mr Borrow: From what the Committee have
seen and heard the Urgent Operational
Requirements process has been a success. Is that still
working effectively? How effective is that process
currently? Are there aspects of the process that you
would wish to see improve further and, if so, what
are they?

General Sir Kevin O’Donoghue: Yes, it is working
successfully. It is continuing to work successfully.
You can always make improvements, but I am
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satisfied that the UOR process is working well. Let
me just ask Dr Tyler under whose remit it falls for
some more details.

Dr Tyler: This is practically our top focus in
ensuring the delivering of UORSs. Earlier this year we
established a UOR programme office whose specific
remit was to look across all of our areas of UOR
activity, and make sure that we were continuously
trying to improve delivery. Indeed, the numbers for
this year so far have improved on last year’s
numbers. Last year we were delivering 67% of our
projects at their 50% forecast; and 86% at their 90%;
and this year we have improved—79% of them being
delivered at their 50% forecast; and 89% at their 90%
forecast, so we are on an improving trend. One of the
things that is an increasing challenge for us is the
technical complexity and scale of some of the UORs,
the sophistication of them. Some of the pieces of
equipment we are putting in under UORs previously
would have been small core, programme projects in
their own right; but of course what we are having to
do is get them into theatre very, very quickly. That
is certainly putting pressure on our resources and the
time and effort we have to spend on prosecuting the
UORs. Currently there is something of the order of
700-750 of our staff engaged in the UOR activity,
and we are making sure that across our organisation
we are balancing our resources across the whole of
our current projects and support to ensure that the
UORs are getting the priority. Overall we are
certainly on an improving trajectory on what was
originally a good position in the first place.

Q136 Mr Borrow: In February 2006 Lord Drayson,
who was then at the MoD, appeared before the
Committee, and he said that he wanted to see the
best aspects of the UOR process applied to longer
term projects. I would be interested to learn what has
happened since then in terms of applying the best
part of the UOR process in ordinary procurement
processes; in particular the extent to which there are
aspects that could actually speed up the ordinary
process of procurement of major projects?

Dr Tyler: 1 think this is something we have thought
a lot about, and there are some areas like, for
example, the way we are using our resources more
flexibly, which is a lesson we can pull over. I would
approach this one with some caution though,
because the UORSs are very different in their nature
from the longer-term core projects. We do tend to
trade quite rapidly between performance, cost and
time, because time is obviously a very, very critical
variable with these projects. Certainly hitherto we
have not paid a huge amount of attention to
enduring support solutions, because they are
designed to be short-term requirements. That is now
changing; and one of the things that is increasing our
UOR activity is the need to have a more enduring
support solution to go along with some of these
UORs. The other thing is that, generally speaking,
they are not implemented within an integrated
framework of defence capability; they are put in as
individual measures. Although we do our very best
to try and ensure that they are integrated as best as
possible within the wider infrastructure, the speed at

which these are being implemented means that they
are often coming in as single item, almost stand-
alone equipment with minimal integration. When we
are looking at the longer term strategic programmes
those are areas which we would have to think very
carefully about if we were going to compromise.
What that means is that when we are looking at the
lessons we can pull through, we have to look quite
carefully. I think one of the positives, and we are
challenging this, is the speed at which we perhaps
make decisions, and some of the administration that
goes along with the projects. Those are areas which
you could argue, up to a point, are non-value-adding
activities in the acquisition process. Obviously we
are demonstrating that we can short-cut those
through the UOR process. Bear in mind that some
of those short-cuts in themselves are compromising
the absolute degree of scrutiny that is going on on
some of these projects, because the urgency of the
requirement overrides that.

Q137 Mr Borrow: Are you really saying that the
optimism that seemed to be there two and a half
years ago has not actually been fully justified?

Dr Tyler: 1 think we are doing what we can, but we
also very conscious of the law of unintended
consequences here. If you start applying this sort of
process too liberally to what is a strategic core
programme, I think our view is that you would find
a lot of unintended consequences coming out as a
result of that.

Q138 Chairman: Has this UOR approach meant
that, for example, the vehicle fleet is now much less
cohesive and coherent than it previously was?

Dr Tyler: Yes, I think that is the case.

Rear Admiral Lambert: With trading almost in every
area other than time you will end up with non-
integrated systems. It is the criticism of UORs now
that we have not integrated well enough, and that is
because we have tried to get them to theatre as fast
as we can. It is a criticism we accept, and we are now
going back to see how we can integrate some of these
systems together to get a more cohesive Force.

Q139 Mr Jenkins: I was very interested in Dr Tyler’s
answer, because it is not about the piece of
equipment Lord Drayson was talking about, I think
he was talking about the process and the culture. It
is this culture of “let’s make sure everything is nailed
down, screwed and painted three times” that takes
up so much time and so much money there is nothing
left for the actual project. Unintended consequences
are in all walks of life, so do not try and make this a
reason why it is not done; but let us make sure we can
streamline the process. I can get you legacy projects
that would make your hair curl in the MoD. They
are an absolute national disgrace because, as a client,
you were not that clever: a contract was taken for a
ride for years. Are you, through UORSs, becoming a
cleverer, more intelligent client; and can the process
be speeded up so it does not become a long-term
legacy project, but can deliver for the amount of
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people we need to deliver to—the ones at the
frontline? That is all we are asking. Has the culture
changed?

General Sir Kevin O’Donoghue: 1 think the answer is,
yes, it has. We are much better now at accepting that
it is very much more effective to have an 80%
solution tomorrow, than a 100% solution in 10
years. That is one area. I think we are much better at
the scrutiny and assurance process. We still need to
scrutinise and assure these projects to make sure
they are value for public money but we are much
slicker at it; we are much better at it. Yes, there are
a lot of things that we are doing very much better;
but we do need to remember a UOR is going into
theatre for perhaps six months, perhaps nine
months, at which point life will have moved on—
either the threat has changed or the requirement has
changed and we need something else. Something out
of the equipment programme is probably there for
15, 20, or perhaps 30 or 40 years. We just need to
draw this balance between rushing in for a UOR
which is fine for the circumstances of today, and not
rushing in and doing that for something that will
have to be adjusted. This is all to do with open
architecture and incremental improvement as we go
through its life; but the base vehicle has to be
thought through so that it is upgradeable as
circumstances change.

Q140 Mr Jenkins: I understand that, but surely there
is no guiding rule or unwritten law within the
Department that a piece of equipment that is going
to last for 20 years should take 20 years to procure,
is there?

General Sir Kevin O’Donoghue: No, and it is a very
fair criticism. It used to. Setting aside one or two of
those projects which have been going on for many
years already, I would be very disappointed if
anything that we were setting off on procuring
now—out of a requirement from the requirement
and capability area, through Dr Tyler’s
organisation, and through mine—if you could
accuse us of the same problems in a year or two.
Dr Tyler: We must be clear about the difference in
the scale of the endeavour of most of the UORs;
which might be some new sites, or might be some
new piece of communications equipment, by
comparison with, let us say, a new nuclear
submarine. Just the size of the endeavour, the
amount of public money that is being committed,
the rigour that needs to go in to ensuring you are
getting the requirements right (because the cost of
changing those requirements as you know only too
well is so enormous later), the amount of rigour that
has got to go into that whole process is of a
completely different scale from what it is when we
are talking about a UOR—the investment for which
might be a small number of millions, maybe tens of
millions at the most.

Q141 Mr Jenkin: General, do you think you could
take this opportunity to dispose of something that
we in the defence world are often accused of which
is being in the pockets of certain leading
manufacturers and not being open-minded enough

about buying off the shelf. The example always
thrown to us is about helicopters. Why are we
buying expensive bespoke helicopters? Why do we
have the future Lynx programme? Why do we not
just buy Sea Hawk or Black Hawk off the shelf much
cheaper? Can you use this opportunity to explain
why we do things in the way we do them?

General Sir Kevin O’Donoghue: 1 do not actually
agree with you that we could buy a helicopter which
you could fly off the back of a ship and fly in the
battlefield and have a common helicopter. I do not
agree that we could buy that cheaper. Yes, you could
buy a cheap one no doubt to fly in a land battle
space. I do not think you could find an aircraft that
could fly off the back of a ship much cheaper. Then
you are back into something the Chairman was
talking about earlier, which is a lot of very small
fleets, and you do not have coherence across the
fleet. I would actually challenge your original
premise, if I may, which is that we do go through the
value for money argument in quite considerable
detail. The Defence Commercial Director, my own
DG Commercial and the Treasury, when our
projects go to them, and the equipment capability
customer, who is the guardian of our budget, are
very careful that what we are buying is value for
money.

Dr Tyler: 1 would add the fact that we have got some
of the best defence equipment manufacturers in the
world in the UK. As we have some of the best
defence equipment in the world it is not unlikely that
we will be turning to our industry to source quite a
lot of our defence equipment. The other thing I think
is worth adding to that is the fact that, in order for us
to have an operationally sovereign capability in the
UK, particularly when you are in the in-service
phases of equipment, that ability to be able to make
decisions at a time of your own choosing does
require us to sustain an industrial base within the
UK; and you cannot sustain an industrial base
unless they have a continuing supply of work to do
so. Our challenge is getting the balance between the
sustainment of that capability inside the UK in order
so that we can be a sovereign nation, along with the
value for money to ensure that at any point in time
that industry is not oversized for the activity that we
wish it to sustain.

Q142 Mr Jenkin: I agree with all that, but I think the
difficulty arises as we tailor these programmes and
take so much time over them we add risk and cost to
those programmes, which rather undermines the
argument. How are we going to explain to these off-
the-shelfers that the extra risk in costs is still
worthwhile?

General Sir Kevin O’Donoghue: Off the shelf is very
often the only answer for a UOR. Off the shelf means
you are buying almost probably the last of the last
generation of equipment. If you want it to last 30 or
40 years you are pushed. What you need is
something which has that stretch potential; has open
architecture; has the ability to be upgraded
throughout the rest of its life (for example if we are
talking about aircraft) either as civil aviation
requirements change, as the threat changes, as the
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weapons systems change. Yes, you can buy
something off the shelf for today as we do with
UORs but you probably then would need to buy
something else off the shelf in five years’ time.

Q143 Mr Holloway: An Admiral recently said to me
that he felt the best was often the enemy of the good.
Do you agree?

General Sir Kevin O’Donoghue: Yes, 1 do.

Q144 Mr Holloway: That is straightforward! But in
this context?

General Sir Kevin O’Donoghue: Yes, 1 do. 1 was
saying earlier, we need to be clear: do we want
something which is 100% of what we thought we
wanted five years ago, and will get it in five years’
time, maybe—but then the requirement is changed
because the threat changes and the security
architecture changes; or do we want something
which is 80% fit for purpose and we can get it in six
months or a year’s time? Going back to Dr Tyler’s
point, you just have to temper what I have said with
the size and the complexity of the project. You
cannot buy an 80% solution to a nuclear submarine
in six months’ time. You really do have to think that
through. With some of the less complex equipments,
I would agree with you entirely. I think we do
sometimes over-specify, and that is where I think
you are coming from.

Dr Tyler: One of the things your Admiral would
recognise is the fact that we have very much been
applying the best is the enemy of the good principle
on the major future naval platforms. Carrier went
through an extremely rigorous capability trading
process to ensure that we were buying what was
absolutely necessary, and reducing the technical risk
in the project. The MARS Fleet Tankers have been
through exactly the same process, and led by an
Admiral. We are right in the thick of it, Admiral
Lambert and I, with the future surface combatant
requirements—applying exactly that principle.
Rear Admiral Lambert: 1 think we are far better at
trading than we were in the past. I think in the past
we did put down a requirement which was perhaps
the 100% requirement, and it is one of the things
probably we have learnt from the UORs, that we do
trade across performance, cost and time, so that we
get the capability we require within the timescale and
within the cost, rather than going for the 100%
solution.

Dr Tyler: Something else that is really helping us as
well and it should be said is the way that technology
has evolved over the last decade or so. The whole
way that particular electronic and software
technology has evolved is much more towards these
open system architectures—the sort of things we
enjoy even in our home environment with our pc
computers, the so-called “plug and play”. In the past
that was not the case. The technology was much,
much more rigid which meant your ability to buy
something that was the 80% solution initially and
upgrade it over a number of years or possibly
decades to ultimately be your 100% solution, that
was a much, much more difficult thing to do 10 or 15

years ago. Not only have we culturally changed our
view on this, but also the technology has become an
enabler to allow us to do it.

Q145 Mr Holloway: On the same theme though, say
you go for the best value kit; none of us are naive,
there is also the political element in terms of sourcing
things like ships in the UK. Do you ever feel that as
military officers you could get greater equipment
capability for your money if you sourced some of
these major projects abroad? You might get more
aircraft carriers, for example?

General Sir Kevin O’Donoghue: 1 am sure we could,
but would we then retain the ability to upgrade them
throughout their life and maintain them? Not so
much the metal-bashing, but the complex mission
systems and the weapon systems. If you just buy
everything off the shelf from overseas you have got
to go back overseas for some of these complex
mission systems, and that is not what the defence
industrial strategy and the policy is.

Q146 Mr Holloway: And the jobs question?
General Sir Kevin O’Donoghue: 1f you look at the
defence industrial strategy, the principles, it
basically said: what industrial capability do we need
out there somewhere—not necessarily in the UK—
in 15, 20 or 25 years’ time to produce military
capability? Then it said: and which of those
industrial capabilities could be anywhere, which you
could buy off the shelf? Which need to be in a
country of our choosing? Which have to be based
onshore in the UK? That is what the defence
industrial strategy said. That is what we are working
to, and that is Government policy. That is the issue
we are working to at the moment. You are aware the
Secretary of State reasserted those principles with
this Committee, or certainly in Parliament, quite
recently.

Q147 Chairman: May I ask in open session
something which is quite important: who, below
ministerial rank, is in charge of the defence
industrial strategy?

General Sir Kevin O’Donoghue: Who writes it? Who
is leading it?

Q148 Chairman: Who is in charge of it?

General Sir Kevin O’Donoghue: The Defence
Commercial Director is leading the revision—DIS2,
as we know it.

Q149 Chairman: No, that was not what I asked.
Who is in charge of the Defence Industrial Strategy?
General Sir Kevin O’Donoghue: 1 am not sure 1|
understand the question. Minister DE&S is the lead
Minister for it, on behalf of the Secretary of State;
but the Department within MoD that is responsible
for writing it, if you are talking about the new one, is
the Defence Commercial Director. The departments
responsible for delivering DIS, which is current
policy, is Equipment Capability, ourselves and the
S&T community.
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Q150 Chairman: Last week Mike Turner, speaking
on behalf of the National Defence Industries
Council, started an answer by saying, “If we had a
defence industrial strategy . . . ”, which implied that
he, at any rate, and possibly industry in general no
longer thought that we did.

General Sir Kevin O’Donoghue: 1 am absolutely clear
that we do and it is on the stocks and that is the one
we are operating to.

Q151 Chairman: You would not be the lead person
then below ministerial rank who is in charge of the
Defence Industrial Strategy?

General Sir Kevin O’Donoghue: Correct.

Q152 Chairman: Is there anyone who, within the
Ministry of Defence below ministerial rank, is in
charge of the Defence Industrial Strategy?
General Sir Kevin O’Donoghue: The
Commercial Director.

Defence

Q153 Chairman: You are not talking there about the
Defence Industrial Strategy 2?
General Sir Kevin O’Donoghue: Yes.

Q154 Chairman: Well I was not. I was talking about
the Defence Industrial Strategy. Is there anyone
below ministerial rank who is in charge of the
Defence Industrial Strategy 1?

General Sir Kevin O’Donoghue: 1 am not really sure
I understand what you mean by “in charge”. If you
mean “delivering to it” because it is now policy, yes,
I am; we all are.

Q155 Chairman: What I mean is driving it forward
and ensuring that it is actually effective and carried
into position?

General Sir Kevin O’Donoghue: Driving forward the
current extant policy is the business of the
Department and a lot of that falls on my shoulders.

Q156 Chairman: But there is no one overall person
in charge, apart from ministers?

General Sir Kevin O’Donoghue: No. If you are
looking at the S&T area then the Chief Scientific
Adviser or Paul Stein. We have a policy there; we
then all implement it. There is an acquisition policy
board which will lead that, I suppose.

Dr Tyler: If your question is about how we are
taking it forward, the Defence Industrial Strategy
really has its tentacles into every aspect of the
Department’s business. If you take a part of it, if you
take one of the sector chapters, for example, in the
DIS 1 and ask, how is that being taken forward?; the
answer is that in most cases it is being taken forward
by a sector strategy board. Those sector strategy
boards I think in virtually all cases have myself as
chairman or co-chairman of that board; the Defence
Commercial Director is intimately involved in that;
so also is the Chief of Materiel; and sitting around
that table would be members of the S&T
community; members of the frontline command;
members of the EC; and indeed Admiral Lambert
has been sitting on the maritime one for the
Maritime Change Programme. Those strategies are

being taken forward and actually implemented. I
could give you examples across the whole swathe of
defence activity.

Q157 Chairman: Does it bother you or surprise you
that defence industry seems to think that the
Defence Industrial Strategy is now somewhere on a
shelf mouldering away and gathering cobwebs?

Dr Tyler: 1 would love some of the managing
directors, for example, in the maritime sector, the
armoured fighting vehicle sector, the helicopter
sector, or the fixed-wing sector to sit here and say
that; because the evidence and their engagement in it
has been very great over the last two years since the
Defence Industrial Strategy was progressed. Indeed,
there is lots of evidence that has come in front of this
Committee of exactly the outputs from the
implementation of the Defence Industrial Strategy:
the partnering agreement with AugustaWestland;
the formation of BVT in the maritime sector and the
surface ship support project; in the armoured
fighting vehicle sector—the work we are doing at the
moment in maturing that sector strategy. There is
evidence right across the piece, all of which has
involved industry to a great degree.

Q158 Mr Jenkin: Is industry expecting too much
from it?

General Sir Kevin O’Donoghue: 1 sit on the NDIC,
and industry quite openly and publicly at the NDIC
were clear that they did not want DIS 2 published
until it could be published in its totality; and that
cannot be done until PR09 is complete. At some
point we will be able to publish DIS 2. Industry, I
think, would have liked it a year ago, or two years
ago; but until we have got our mind round the sector
strategies and exactly the sort of funding that might
be available for the various strategies, industry
would rather stick with DIS 1.

Q159 Chairman: We were here last year and we were
told last year that the Defence Industrial Strategy 2,
although it was expected I think in November last
year, could not be published because of the Planning
Round 08. We are now in the position where it
cannot be published because of the Planning Round
09. Is there ever to be an end to this process?
General Sir Kevin O’Donoghue: 1 am absolutely
clear, the Permanent Under-Secretary has been clear
that we will publish DIS 2 as soon as we are able to.
Chairman, I really cannot go beyond that.

Q160 John Smith: I would like to go back a little bit
on getting this balance right between value for
money and adequate frontline capability. Do you
think that we will ever get that balance right whilst
the boards of our British defence industries are
packed with retired military chiefs and retired senior
civil servants from the MoD. Do you not agree that
there is a conflict of interest in those roles? Do you
feel comfortable that senior civil servants and
military chiefs move seamlessly from their role
representing the interests of the taxpayer to their role
representing the sole interest of British companies?
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General Sir Kevin O’Donoghue: 1 would not agree
they move seamlessly. There is quite a process to
go through, through the Cabinet Office system,
where if you want a job as you leave either as a
senior civil servant or as a senior military person
you have to get authority to do that. It is very
rarely given within a year or two years of you
leaving post.

Q161 John Smith: My understanding is that the
only barrier placed on that is the time limit.

Rear Admiral Lambert: The trades in performance,
cost and time belong to the equipment capability
area. We are completely agnostic at that stage
about who is running which company and where it
is, unless we need operational sovereignty which
goes into the performance part of that equation.
Once we have decided the performance, cost and
time requirement we will be discussing this with
DE&S, the General’s organisation, looking at what
particular options are available; and they will look
quite broadly at what options can fill that
capability space. I think they too will look as
broadly as they can, taking into consideration the
operational sovereignty piece, without
consideration of who sits on which board and
where.

Q162 John Smith: Is that not just a little bit naive,
in that the defence community in this country,
especially in recent years, is a relatively small one,
the Civil Service community is a small one. As
successful as our industries are, they are still
relatively small, and everybody knows everybody
else. Do you agree with me that it is an unhealthy
situation where senior civil servants and senior
military chiefs, without naming names—and I talk
about the size of the community and we all know
who we are talking about because all of you know
them—as you have dealt with them in the
Department you now deal with them on the boards
of these companies when you are negotiating your
contracts? Do you not agree with me that this is a
very unsatisfactory relationship? If we are going to
have serious Smart Procurement you ought to put
a stop to it?

General Sir Kevin O’Donoghue: 1 do not actually
agree with you because what you are doing is
accusing me of something I find not at all correct.
We go through an initial gate process. In a lot of
instances the bidders, the competitors at the initial
gate through the assessment phase will be overseas
companies. We are one of the most open defence
procurement organisations in Europe, and we buy
a lot overseas. Ex-military and ex-civil servants are
not necessarily on overseas companies’ boards. No,
I am absolutely clear, that we do not get suborned
(if that is what you are suggesting) in that way.
What we then recommend, of course, goes up
through the Investment Approval Board and goes
to the Treasury. I think that the checks and
balances on this are fine. I do not have a difficulty
with that.

Q163 Chairman: I do not think there was any
accusation at you. I think there was, in what John
Smith was saying, a comment on cosiness. Do you
not find that cosiness a bit dangerous if you are to
get the best value for money from defence industry?
General Sir Kevin O’Donoghue: Chairman, I think
if you had been sitting in one or two of the meetings
I have had recently you would not accuse me of
cosiness.

Q164 Chairman: That is because you have got no
money!

General Sir Kevin O’Donoghue: But it is certainly
not cosy!

Q165 John Smith: Even if we accepted your
explanation as to why you do not think there is a
conflict of interest, do you not think this does
shatter public confidence in your ability to do the
job you are all trying to do? The fact that senior
military chiefs, the very top civil servants in the
Ministry of Defence, within a very short time of
retiring from their well paid and well pensioned
jobs in the Ministry of Defence, end up on the
Boards of our biggest defence companies?
General Sir Kevin O’Donoghue: The fact that they
were what they were originally cuts no ice with me.
Dr Tyler: In fact, if you actually look across the
senior executives, if I can use that broad swathe,
you will find that the large majority of the senior
executives in the companies have not previously
been either serving military officers or MoD civil
servants. However, I do think it is important that
the companies in our industry do actually gain the
benefit; and they do gain a benefit by having the
experience of those who have been in the military
before and those who have been in the Civil Service
before. Actually that underpins a lot of the
understanding that we have between the MoD and
industry. Indeed it is something this Committee has
commented on in the past—about the need to have
a better understanding between the customer and
industry—because that is one of the things that in
the past has damaged the relationships and
contributed to the poor performance on some of
our projects. To a degree, it is a very important
feature to be able to have that knowledge within
our industry companies and vice-versa. Myself, I
originally came from industry; I had a short time
in the defence industry, but before that I was
predominantly in the oil and gas industry and the
commercial shipping industry, and I feel I have
brought a lot into the Department through that
fertilisation of ideas across the industry and Civil
Service boundary. I would encourage it, up to a
point.

Chairman: It is certainly true that experience and
knowledge should not be the sole disqualification
from being involved in industry!

Q166 Mr Holloway: Obviously I agree with you and
the Chairman on that point. Yesterday I was in a
curry restaurant near here and there was someone
from a missile manufacturer of my acquaintance
with an Admiral of my acquaintance who is about to
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leave the Navy cosying-up for lunch. Do you agree
with RUSI that the procurement budget is under-
funded by £15 billion? As an extension of that: are
we saying that, in order to keep, say, shipbuilding in
the UK, we are reducing the number of ships
available to defend the country?

General Sir Kevin O’Donoghue: 1 do not think you
can simply say that the equipment budget is under-
funded. Every programming Round it is a question
of balancing aspirations, requirements and the
amount of money available.

Q167 Mr Holloway: That is under-funding, is it not?
General Sir Kevin O’Donoghue: Every government
department, I suspect, would love buckets more
money, but there is not buckets more money. So we
have to tailor the money that is available to what is
really required and not the “nice-to-haves” and the
“highly desirables”. It is really going back to your
point earlier: let us get down to the 80% of what is
required and not the best being the enemy of the
good.

Q168 Mr Holloway: My question is: are we not
tailoring it to the domestic political requirements in
terms of, say, keeping an industry like shipbuilding
going, rather than the defence requirements of the
country?

General Sir Kevin O’Donoghue: In the way we
procure equipment, we are certainly doing it in the
way the Defence Industrial Strategy says we should
do it; and that is government policy, so that is what
we are doing.

Rear Admiral Lambert: During the Planning Round
we do look at the priorities in capability terms; and
it is the highest priorities which get brought back
first. It is not just to keep a sector going that we put
it to the top of the priority list; it is the defence
requirements of the country that have the highest
priority.

Mr Jenkins: I think the concept of calls for extra
finance for defence expenditure is great; and I am
one of the people calling for extra finances; but I do
not think it sits well when we have got in the other
place people standing up and calling for extra
finances when three former Chiefs of Defence Staff
were in the pay of defence companies, which they did
not actually state. I think that gels uneasily with the
public out there. With regard to the concept about
hulls, maybe we could get the hull made abroad but
it is what is fitted in the hull that is important; that
is where the money is, and that certainly could not
be fitted abroad because we need to fit that ourselves.

Q169 Chairman: I see that you are nodding, Dr
Tyler, and I think that is sufficient answer because
that was largely a comment and we must not get into
a debate but ask some questions. I am going to ask
some questions about this short examination of the
equipment programme. How short is “short™?
General Sir Kevin O’Donoghue: 1f you are asking
when will the announcement be made, I think the
Secretary of State said that he hoped to make
announcements before Christmas.

Q170 Chairman: Are you involved in that?

General Sir Kevin O’Donoghue: Yes. Our
involvement in DE&S is to advise on costs, as the
options change, and industrial implications.

Q171 Chairman: Do you advise on something that
we discussed with industry last week, namely the
issue of whether programmes should be cut in an
entirety or moved to the right, stretched out? Do you
advise on that?

General Sir Kevin O’Donoghue: 1 advise on the costs
of doing either; but these will be options. I advise on
the industrial implications of doing either.

Q172 Chairman: We were told by industry—and you
may not want to answer this question, you probably
will not—that the expectation was that programmes
would be stretched out rather than cut. Would that
be your expectation?

General Sir Kevin O’Donoghue: That it certainly one
of the options.

Q173 Chairman: I thought you would not!

Rear Admiral Lambert: If I may add, that is a trade
in time, and we talked about trading earlier—
trading performance, cost and time with all
programmes. There are times where one will trade
time to reduce cost; and it is one of the trades that is
open during every Planning Round.

Q174 Chairman: Does trading time usually reduce
costs, or does it usually add costs towards the end?

Rear Admiral Lambert: 1t may well add costs
towards the end. We have to look at the totality of
it. It may reduce cost in a particular year, or years.
It may increase costs over a complete cycle. It is one
of the traits that we have to consider when we are
looking at the totality of the programme.

Q175 Chairman: Your concern at the moment is
costs now, is it not?

Rear Admiral Lambert: 1t is always one of the
concerns. Costs now and whether the whole
programme is affordable over the long period of
time.

Q176 Chairman: To what extent might you fall into
the category of saying, “We’ve simply got to have
this programme in the budget still”, and the fact that
it is going to cost a lot more in, say, 2012, because of
the actions we take to stretch it out now, is just a
burden that has to be borne.

Rear Admiral Lambert: This is something we go
through during every Planning Round and then it is
really a matter of priorities for the capabilities we
require. If it is a “must have” for UK defence then it
will have to be given the right priority.

Q177 Mr Jenkin: Future Lynx still has not gone
through Main Gate. We seem to be spending money
on it. Is that the most efficient way of buying this
aircraft?

General Sir Kevin O’Donoghue: Yes, it has gone
through Main Gate.
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Q178 Robert Key: General, the MoD Annual
Report and Accounts 2007-08 said that the short
examination would focus on two issues, one was
bearing down on costs and the other was
“rebalancing the equipment programme to better
support the frontline”. What does that really mean
“rebalancing”?

General Sir Kevin O’Donoghue: To better support
the frontline in current operations. The balance is
always here. We have to support the frontline on
current operations. We must not lose the seed corn
for the future. Have we got the balance between
those two correct?

Q179 Robert Key: What does it mean for longer-
term equipment programmes, and our ability to
fight in future conflicts?

General Sir Kevin O’Donoghue: That is what I am
talking about: the seed corn for the future. We must
not lose that seed corn for the future. We might not
need as much equipment in a particular capability
area now; but if we are going to need it in the future
we must not lose it in totality. We have to keep that
expertise going, the development, the research and
the ability for soldiers, sailors and airmen to train in
that capability area so we can use it in the future to
the degree that we need to use it in the future.

Q180 Robert Key: Do you think the defence
manufacturers understand that?

General Sir Kevin O’Donoghue: Yes. Yes, I think so.
It does not sit necessarily happily, I think, with some
of the defence manufacturers who like big, long
order books stretching out for many years; but I am
afraid life is not like that at the moment.

Q181 Robert Key: On 18" November the Chairman
of the Defence Industries Council, Mike Turner,
said: “If you read any document that MoD puts out
it talks absolutely clearly about current operations
as you would expect, and the priority of current
operations”. What it then says about the future
equipment programme is highly questionable. There
is no commitment. It talks about having to consider
the future equipment programme—the equipment
examination. There is no commitment.

General Sir Kevin O’Donoghue: Aircraft carriers,
nuclear submarines, Successor, these I would
suggest are the future commitment—not current
operations.

Dr Tyler: He might want to review the evidence.

Q182 Robert Key: He might want to give us a
different answer. The Chief of Defence Materiel
(Air) has reportedly said that he is concerned about
the challenge of getting the balance right in
supporting current operations and giving adequate
attention to the longer-term programmes. Do you
share his concern?

General Sir Kevin O’Donoghue: 1 go back to what I
just said: yes, I think we need to guard very carefully
the long-term. It is easy to spend all the money that
we have got on current operations. We have to guard
the long-term. I think in the case of air I would share
his concern entirely on air support and strategic air.

I have already said that. With the Typhoon,
Eurofighter, Joint Strike Fighter—I think with the
fixed wing fast jets we are guarding the future there.
I do not exactly know what he was referring to. If he
was referring to strategic air then I would share his
view.

Q183 Mr Jenkins: Being outside the loop we have to
peer in from a distance and through a murky glass
sometimes, I have to admit. You have just said we
spend all our money on current operations. Just how
much of our current operations are supported
financially from the contingency allowance, and
how much are supported from the MoD? How do
you find all your money being dragged in that
direction when I thought we had been given an
assurance that it should not be?

General Sir Kevin O’Donoghue: 1If you look at
soldiers’, sailors’ and airmen’s’ pay, for example,
that is paid from the defence budget; we do not get
that from the Contingency Vote. The equipment
that they have already got—because it is part of their
unit equipment table, or it is part of the normal war
reserve when that goes out—that is part of the
normal Defence Vote. If the equipment needs
upgrading, electronic countermeasures, different
radio fits, communications and so on, that is part of
the Contingency Vote. I am not sure I can give you
an answer in straight cash or percentage terms, but
what is paid for out of the contingency is what is
extra that is required to fight that operation.

Q184 Mr Jenkins: To my recollection we had about
£6 billion a year spent on procurement of defence
equipment. I do not know if that is the same ballpark
today, but depending on how many people put their
claims in for that procurement we had a profile, and
I could never establish how much over that £6 billion
we had got planned, and therefore were stretching
projects to come and fit within the £6 billion. Are
you saying now that maybe even that £6 billion is no
longer safe and that has been scooped up for current
operations?

General Sir Kevin O’Donoghue: No. A very good
example would be the example I have given you. An
armoured vehicle that is deployed out on operations;
an armoured vehicle that is part of the Royal
Armoured Corps, for example, or part of an
armoured infantry battalion; soldiers’ pay; the cost
of a vehicle’; the cost of maintaining the vehicle is
paid for. If we need to put extra bits on for that
particular theatre entry standard as it goes out, and
as we have to upgrade those as it is in theatre for a
number of months or years, the latter is paid for
from the contingency fund.

Q185 Mr Jenkins: The £6 billion is still in place,
more or less?
General Sir Kevin O’Donoghue: Yes, absolutely.

Q186 John Smith: On this question of getting the
balance right between frontline commitments now
and our future strategic programme, is there any
evidence that—given the intensity of our frontline
operations and the duration of time, which is far
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greater than anybody I think really predicted to
operate on two fronts—that is having an impact on
the lifespan of the equipment which could affect the
strategic programme and create capability gaps? I
will give you an example. You mentioned the
Harrier and withdrawing the Harrier for obvious
training and the ability to be able to commit to other
operations; but is there an issue of the life of the
airframe on the Harrier; and of course the incoming
Joint Strike Fighter? Are we creating gaps
unintentionally; but are we creating gaps because of
this frontline?

Rear Admiral Lambert: 1 covered the airframes
earlier. The hours that are being flown are below that
as predicted. The length the airframe can last is as
predicted. It is not reducing that length of time. I
cannot say about the armoured fighting vehicles, but
I have not seen any evidence of that.

General Sir Kevin O’Donoghue: We will need to look
at that. An armoured fighting vehicle, if it does more
track miles in a year than we planned, you need to
put new tracks on, new engines, new running gear
and so on. There could be a fatigue life to the hull
and that we will need to explore. Again, I am not
aware of any.

Dr Tyler: One of the things you have to bear in mind
here is that, when you look in the forward
programme, we have got a mix there of things you
could envisage, subject to theatre requiring them,
being deployed on the sort of operations we have
today. For example, the A400M would be a
capability that in due course there might be a
requirement in theatre for; and of course that is a
strategic successor capability; it is a capability that
we have currently got use for in theatre. On the other
hand, a nuclear submarine directly supporting
Afghanistan, it has possibly some role but you
would not see that being a capability you were
justifying on the basis of current operations. I think
in our future programme we have got a balance of
both. That is exactly the balance we are seeking to
achieve on a continuous basis—not just this year
through the equipment examination and Planning
Round but we do this every year as we look across
and try and get this balance between the things we
need in the short-term and the things we need in the
medium to long-term.

Q187 Mr Jenkin: Is this rebalancing not the final
admission that the Ministry of Defence cannot make
ends meet; it cannot do current operations and the
SDR capabilities set out in the various White Papers;
and the Ministry of Defence has made a choice
(perhaps a rational one) to support the frontline
operations at the expense of longer-term
capabilities; or adding risk to what we might need
for some future unnamed event, we are going to have
less than we planned to have in the SDR, or it is
going to come later because we cannot make the
figures add up?

General Sir Kevin O’Donoghue: This is the debate we
go through at every Planning Round. It is not a
unique occasion. At every Planning Round the
aspirations that sit out there in the frontline are
invariably greater than the budget that is available.

As 1 was saying earlier, a Planning Round is all
about determining what is actually required and
what fits in the budget. By the end of the Planning
Round those two come together.

Q188 Mr Borrow: The MoD Annual Report and
Accounts  2007-08 talks about the short
examination focussing on “bearing down on cost
increases to equipment programmes”. What exactly
does that mean? How will it work in terms of
reducing costs, and does it mean that the MoD is
considering the cancellation of those projects with a
history of escalating costs?

General Sir Kevin O’Donoghue: One way of reducing
costs would be to cancel; one way, as the Admiral
said, is to trade time. There are a number of ways of
trading costs. A third is to trade the requirement;
whether it is the totality of the requirement, or a
portion of the requirement will depend on what that
requirement is. There are a number of ways of
reducing costs.

Chairman: You did not get an answer either!

Q189 Mr Crausby: The Committee wrote to the
Ministry of Defence requesting a memorandum as
part of our Defence Equipment inquiry, and we
asked for an estimate of the extent to which the
equipment plan was under-funded. We got a
memorandum but we did not get an answer, in that
they did not provide an estimate. I just wondered if
you could help with a figure because other people
provide figures. What is your estimate of how much
the equipment plan is under-funded by?

General Sir Kevin O’Donoghue: Going back to what
I have said before, that is an issue that comes out in
every Planning Round. It is not a question I can
answer. [ would suggest the figures you might have
picked up from RUSI and various other places are
perhaps a tad ill-informed. Those people are not part
of the internal Planning Round that goes on every
year.

Q190 Mr Crausby: Someone has to have a guess in
the end. Mike Turner at last week’s Defence Select
Committee did have a go. He said we would need an
extra £1.5 billion a year in order to keep the plan
effectively on track. Over 10 years that is £15 billion.
Do you recognise that figure as grossly over-
estimated?

General Sir Kevin O’Donoghue: Where did Mike
Turner get that from? Is that what he believes BAE
Systems, when he was BAE Systems, would have
needed, or what? I am unclear where that has come
from.

Q191 Mr Crausby: He is speaking on behalf of the
Defence Industries Council. He told us last week
that an extra £1.5 billion a year was needed for the
defence equipment budget. He does not see that
from the point of view of just BAE Systems but the
whole budget.
General  Sir
comment.

Kevin  O’Donoghue: Interesting
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Q192 Mr Crausby: Is there no way we could get any
kind of feel for this?

General Sir Kevin O’Donoghue: 1 think you will get
a very clear feel once the PR09 Planning Round is
through. This is what we are working towards.

Q193 Chairman: When do you expect the PR09
Planning Round to be finished?

Rear Admiral Lambert: Spring of next year.
General Sir Kevin O’Donoghue: 1t has to be finished
around the spring because it is from the Planning
Round that the control totals are set, and those we
need before the start of the financial year.

Q194 Chairman: I remember that the number of
troops in Basra was going to be reduced to 2,500
from the spring—that was rather earlier—so around
the spring, you would say?

General Sir Kevin O’Donoghue: 1t should. I would
like it to be set before the start of the financial year;
if the programme goes according to plan that is when
it will be set. I have known it in some years to be
somewhat after the start of the financial year.

Q195 Mr Jenkin: It is not one planning round; it
runs into another because the issues from one
planning round simply are not resolved, and they
therefore run into the next planning round.
General Sir Kevin O’Donoghue: 1 am not sure I
would entirely agree with you. This year we were set
control totals; I will come in on control total, or just
below it. So I had some control totals, I had some
outputs to deliver, I will deliver those outputs and I
will come in on control total. Next year, at the start
of April, I will get given different control totals and
a different set of outputs from the equipment
capability customer, or from the frontline
commands. Those I will deliver.

Q196 Mr Jenkin: But the unfunded problems from
one planning year are simply carried forward to the
next year.

General Sir Kevin O’Donoghue: Yes. Some of them,
of course, are aspirations. I think it is sometimes
dangerous to try to cost aspirations as opposed to
costing requirements, and that is where I think some
of the external commentators are, perhaps, getting
confused.

Q197 Mr Jenkins: I totally agree with you. I do not
think we should cost a wish list, but I think we
should cost a needs list.

General Sir Kevin O’Donoghue: Yes.

Mr Jenkins: Our difficulty—and you notice we keep
probing—is that everyone in this room knows that
our needs list is greater than the resources available,
to be honest. We do all the fine things about pushing
to commit and we know that our frontline capability
is first-class and they deserve everything they get, but
please help us to help you on occasions by giving us
an indication—or someone before they leave office
and speak from the other place—while they are in
office, by saying: “Look, yes, we are a little short of
our requirements at the present time”, because we do
not mind taking up the baton on your behalf and

fighting in this place to make the Government see
that we do seriously need extra money to see our
long-term requirements and procurement of
equipment to make sure we can meet all these, and
we do not put our frontline troops at greater risk in
the future. I will not ask you to give the figure and I
know that while you are in that uniform you are
never going to say it.
Chairman: Brian,
Government.

Mr Jenkins: I understand the position they are in,
but really someone should start saying: “Look, it is
not a wish list, it is a needs list.”

Chairman: Recognise the difficulty.

Mr Jenkins: I recognise the difficulty, Chairman.

you are talking fo the

Q198 Mr Holloway: It is a needs list. I think Lord
Drayson said that the reason there was never a fully
competitive process, for example, specifically for
Future Lynx was because of time constraints. Is that
really the way to be doing it? Should we not, if we are
trying to get the maximum for the money, be looking
at every possible option rather than stuff, perhaps, at
the political level?

General Sir Kevin O’Donoghue: We did for Future
Lynx, and I think I have already said if you are
looking for a helicopter which can be the battlefield
helicopter as well as the Royal Navy helicopter, then
that is the best value for money.

Q199 Mr Holloway: There was not a fully
competitive tender for this, was there?

General Sir Kevin O’Donoghue: There was certainly
a fully explored analysis of all the options there were
out there. That has been gone round several times.

Q200 Mr Holloway: With quotes from the other
suppliers?

General Sir Kevin O’Donoghue: 1 do not know that
they were quotes in that formal sense.

Q201 Mr Holloway: Would that not fit in to getting
the best value and the best equipment for our troops?
General Sir Kevin O’Donoghue: There was not one
other supplier, if I remember correctly, that could
produce both a Royal Navy helicopter and a
battlefield helicopter on the same platform, so if you
are not careful you finish up with 20 of those and 30
of those, and then the whole thing does get more
expensive through life, because you have two
different supply chains and so on. Looking at the
through life cost is what we are trying to do now
rather than just an off-the-shelf initial purchase.

Q202 Mr Holloway: Is Future Lynx the ideal thing
for the land environment?

General Sir Kevin O’Donoghue: 1t is exactly what is
required, as the man who sets the requirement, yes,
absolutely.
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Q203 Chairman: That was a “yes”?
Rear Admiral Lambert: That was a “yes”.

Q204 Mr Jenkin: I am very sorry to press you on this
difference between what is a requirement and what is
an aspiration. It seems to me that that is a very
movable feast and you can decide something is an
aspiration until you decide it is a requirement, but,
actually, SDR set out a whole lot of capabilities that
were regarded as requirements, and they are being
delayed. Are they not?

General Sir Kevin O’Donoghue: Yes, and some of
them, no doubt, are delayed for good reason. I
would take BVRAAM, for example, which is being
delayed by a conscious decision to delay it because
the threat we had thought would materialise at the
time we thought it would materialise has not, and the
existing equipment, the existing weapon system, we
have can cope with the requirement. So although
that was a requirement some years ago and the
timescale was set, it proved not to be required in the
timescale. SDR was, when, 1998? Quite a long time
ago. Things do change, and one needs to have the
agility to change rather than, I would suggest, going
back to something that was set in concrete from
quite a long time ago.

Q205 Chairman: Is this a passionate argument for a
new Strategic Defence Review?
General Sir Kevin O’Donoghue: From me?

Q206 Chairman: Yes.
General Sir Kevin O’Donoghue: 1 am quite happy to
follow whatever defence review is extant at the time.

Q207 Chairman: Can we get on to what was
described as your memorandum in early November,
which came out in the Financial Times? Do you
acknowledge ownership of this?

General Sir Kevin O’Donoghue: Yes. That has come
from the Ministry of Defence.

Q208 Chairman: You said in that memorandum:
“No business cases were to be put to the approving
authority for approval. Projects that have already
received approval are not to incur financial
commitment, except for various exceptions.”
General Sir Kevin O’Donoghue: 1 am sorry, I thought
you were talking about the HCDC inquiry.

Q209 Chairman: I am not talking about the
memorandum from the Ministry of Defence; I am
talking about the memorandum that appeared in the
Financial Times, which appeared to be a bit of a
moratorium.

General Sir Kevin O’Donoghue: 1t is certainly a
commitment regime. You are absolutely right, itisa
commitment regime.

Mr Jenkin: Commitment regime?

Q210 Chairman: How long do you expect this
commitment regime to last?

General Sir Kevin O’Donoghue: 1 think it will last
until we are clear on PR09—would be my
expectation. What it is doing is looking, against a list

of criteria, at those things where if we do not have to
spend money now, because the requirement is not
still as high a requirement as some other areas, then
we will not. That is the decision we are making. By
definition, if some things are high priority other
things must be a lower priority. That is really the
discussion we are going through as these projects
come forward for review.

Q211 Chairman: So even if it were the right thing to
do, the absence of money means you cannot do it.

General Sir Kevin O’Donoghue: Yes. The answer is
yes, in that we do have to spend money on the things
that are of a higher priority and not things that are
of a lower priority. So, yes, if that was the statement
you were making then you are absolutely correct.

Q212 Robert Key: Chairman, can I ask the General:
who has decided on those priorities and why have
they changed?

General Sir Kevin O’Donoghue: No, the priorities
have not changed, as such. There are priorities
within this commitment regime. As we are running
up to PR0O9 and trying to fit the requirements into
what we believe to be the available budget (we are
pretty sure we know what the budget is; the CSR
period is fixed), we are just making sure we do not
spend money on those things which are lower down
the list of priorities.

Q213 Robert Key: General, could you explain the
origin of this term “commitment regime” because it
isnot something with which, I think, we are familiar?
General Sir Kevin O’Donoghue: 1 am not sure I can,
actually. I do not know where it has come from, to
be honest.

Q214 Robert Key: Just thought it up on the spur of
the moment?

General Sir Kevin O’Donoghue: No, it pops up every
year or so. I have to say, at the end of each year, as
I am coming towards the end of each year, and it
normally starts at AP6 (Accounting Period 6), if I
am to come in on my control total then I have to look
very carefully with, actually, the Chief Operating
Officer and the Equipment Capability customer to
say: “It looks as though I am running for an under-
spend”, or “I am running for an over-spend”. I then
have to trim my rate of expenditure to make sure I
come in on control total. That is just an annual way
of doing business.

Q215 Robert Key: We can all understand that.
General Sir Kevin O’Donoghue: That is what this
commitment control regime is. It just happens that
this year it got in the Financial Times—most years it
does not.

Q216 Chairman: So you do this every year, do you?
General Sir Kevin O’Donoghue: 1 certainly manage
what I am spending money on to come in on or
below control total every year.
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Q217 Chairman: Is it particularly tight this year?
General Sir Kevin O’Donoghue: There or
thereabouts. It is what I am paid for—to make sure
I do not over-spend.

Q218 Chairman: We know you are paid for it,
General.

General Sir Kevin O’Donoghue: This is routine.
Every year I make sure that I do not over-spend.

Q219 Chairman: Is the evidence that you are giving
to this Committee that this is a routine year in
defence procurement?

General Sir Kevin O’Donoghue: No, that was not
what I was saying. What I was saying was that every
year what is routine is that I have to balance what I
am spending to make sure I come in on control total.

Q220 Chairman: That, of course, is routine, but is it
routine for you to send a memo like this?

General Sir Kevin O’Donoghue: Did 1 last year? 1
think I did. I do not know. I either send a memo out
or my finance director sends a note out saying: “We
have now reached the point in the year where we
have to make sure that we are going to come in on
control total. We discuss it at my management board
every month. What is unusual this year is that it has
appeared in the newspapers.

Dr Tyler: 1t is a standardised process that has been
used in the past. Indeed, we have actually been even
further standardised this year, and is something I
remember vividly from operating in the commercial
world as well. All businesses that run on annual
cycles have to make sure that they are balancing
their books on an annual basis, and, as you said, this
year it happened to escape into the media, but we
could probably table memos from previous years
which were saying much the same thing.

Chairman: So it is all perfectly normal.

Q221 Robert Key: If this entirely routine exercise has
for the first time got into the national press, has the
Ministry of Defence instigated a leak inquiry?
General Sir Kevin O’Donoghue: 1 have not instigated
a leak inquiry, no.

Q222 Robert Key: Has anyone else?
General Sir Kevin O’Donoghue: Not that 1 am
aware of.

Q223 Robert Key: Do you think they should?
General Sir Kevin O’Donoghue: No, because it was
not a classified document; it was an unrestricted
document and it went out to all my two stars and it
will have gone down to the project team leaders. [ am
pretty sure it was in the advice to industry that this
is what we were doing. It is not a big deal. It is
something that I do every year and have done ever
since I was made Chief of Defence Logistics. So it is
a normal process.

Q224 Mr Jenkins: I understand that, and we should
do the same thing and keep on budget lines, but it
was early November when you said, effectively:
“Look, stop any spending on any project in the

department with exceptions.” If it is quite normal to
do that in early November rather than February,
which we used to have, in what month would you
send it out that would cause alarm to you? If it was
sent out in June, for instance, would that be an
alarming situation?

General Sir Kevin O’Donoghue: No, 1 start this at
Accounting Period 6, which is six months into the
year, because if you leave it much later than that and
you do want to stop expenditure then you might
have left it too late, and you need to review the
projects you have not spent money on that fall
outside the criteria and the date by which you have
to make a decision if you are not going to spend
money. It is a routine way of the way I do business.

Q225 Mr Jenkins: So these would all be in the
pipeline at the start of the financial year, and they
would all go through on the same day?

General Sir Kevin O’Donoghue: No, no, no. They are
in the pipeline; they are virtually all pre-Initial Gate
or pre-Main Gate. Pre-Main Gate?

Dr Tyler: Yes, or in the support programme.
General Sir Kevin O’Donoghue: Or in the support
area.

Q226 Mr Jenkins: So it is just a way of holding a six-
month moratorium on your projects, then?

General Sir Kevin O’Donoghue: 1t is a six-month
review, and at the review a number of projects go
through because they fall within the criteria, and a
number of projects do not because they fall outside
it, and that is what I need to do to come in on budget.
Dr Tyler: Every month from the first month of the
year we are forecasting what our year-end outturn is
going to be. Actually, if we were able to do it in June
that would demonstrate how good our forecasting
was, because the better you can forecast the earlier
you can put the note out and implement these sorts
of measures. Actually, it is quite positive that we
have managed to be doing it at this time of the year
and notin January or February, which I think would
then start to look a little bit like panic.

Q227 Mr Jenkins: I think you were winning up until
then, but on that one I have some doubts. I think I
would have doubts about saying: “We are very
successful, and if we can stop all financial
commitment in June that would be a success”.

Dr Tyler: But we are not stopping all financial
commitment, not even slightly. The vast majority of
the things go through the commitment regime
because they align with the priorities, and they are
funded. This is about stopping a minority of
activities.

Q228 Mr Jenkins: It says here that the projects that
have received approval are not to incur financial
commitment.

General Sir Kevin O’Donoghue: Without coming
through this review.

Dr Tyler: This process.

Q229 Mr Jenkins: “Exceptions to that will only be
considered if they are set by a certain period”.
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General Sir Kevin O’Donoghue: Indeed.

Q230 Mr Jenkins: So you go by an exceptions rule
rather than a general rule?

Dr Tyler: No, they are tested against a set of six
criteria. These are projects that have already been
approved, but they are being tested against six
criteria and a judgment then made about whether we
need to spend the money absolutely now or whether
or not there is an option to delay expenditure—and,
in one or two cases, not expend at all, depending on
the case.

Q231 Chairman: We are asking these questions
against the background of industry having told us
last week that the procurement programme was in
limbo; that the MoD’s budgetary situation for the
equipment programme was paralysed, and it
suggests that this is perhaps a little less routine than
you are giving the impression of today. What do you
say to those representative people from industry
who clearly do have that impression?

General Sir Kevin O’Donoghue: We are continuing to
spend an awful lot of money with British industry
and worldwide industry, so I am not too sure quite
where they get that from.

Q232 Chairman: You may be spending the money
but are you making the decisions?

Dr Tyler: We must be, if we are spending the money.
General Sir Kevin O’Donoghue: 1f we are spending
the money—quite—the decision has to be made to
spend the money.

Q233 Chairman: But those decisions were made
sometime ago.

General Sir Kevin O’Donoghue: No, no, no. If I may,
Chairman, I am absolutely not going to tell you
which projects I am talking about, but we had 10
projects through the commitment control review last
week, and nine went forward to be spent—to be
continued. I refute what industry is saying
absolutely.

Q234 Mr Jenkin: May I ask a very specific question,
because it is the impact on the longer term which I
keep asking about. Why have you suddenly decided
to extend the life of the Type 23s, so that we will
finish up with some ships in service that are virtually
30 years old by the early 2020s? Is that not because
you are, basically, planning to delay Future Surface
Combatant, for example?

Rear Admiral Lambert: We are looking at a series of
options during this planning round, as we did last
planning round. One of the things we did do during
the last planning round is to look at quite a lot of our
equipments in a through-life capability management
perspective, rather than just when do we buy new kit.
So one of the things we did last planning round was
to make sure that the end-of-service life of our ships
fitted precisely with the in-service life of the new
frigates that we hope to have in about 10 years’ time.
No other decisions have been made.

Dr Tyler: Bear in mind that a Type 23 in 10 years’
time will look absolutely nothing like a Type 23 on
the day it went down the slipway—the capability has
been continuously upgraded and new equipment
added to it. Indeed, what we want to see is a sort of
seamless transition between the current classes of
frigates and the new Surface Combatant. Indeed, a
lot of the equipment will be installed and de-risked
on the Type 23 frigates before being moved over on
to the Surface Combatant, and that is what through-
life capability management tells you you should be
doing.

Q235 Mr Jenkin: We already have an 18-year gap
between the laying down of the last hull of the Type
23s and the possible in-service date of Future
Surface Combatant. Is that going to get longer?
General Sir Kevin O’Donoghue: We have to look at
this, if I may, as a capability. Projects come and go
butif the capabilities are required (and I do not think
anyone would doubt that a frigate-size Royal Naval
vessel of some sort was a requirement), the answer
then is how best do you meet that capability? Do you
best meet it by extending the life of an existing
capability and upgrading it—as Dr Tyler says, it will
look very different from when it was launched—or
do you best meet that capability by bringing
something new in? This is the way we should be
doing business: looking at how best to meet the
capability requirement and not being arbitrary
about: “We said it would last 10 years so it mustn’t
be allowed to last longer than 10 years”—or
whatever the figure is.

Chairman: We will now move to another specific
programme that we have mentioned before, which
is FRES.

Q236 Mr Jenkin: We have now ordered 700
armoured vehicles for current operations, which is a
very welcome, if rather belated, addition to
protected mobility in theatre. Where does that leave
FRES and what timescales are you now working to?
General Sir Kevin O’Donoghue: We are still in
discussion with GDUK on some commercial issues
with FRES UV, and it would be very improper for
me to talk about that while those commercial
discussions are still going on.

Q237 Mr Jenkin: These 700 extra armoured
vehicles—and we have got a bewildering variety of
types of armoured vehicle now, creating its own
complexity—presumably, there is some hope that,
taking this very practical, non-doctrinaire approach,
these vehicles will come on to the main inventory
after these operations and, therefore, allow the delay
of FRES?

General Sir Kevin O’Donoghue: There will still be a
requirement for FRES; I am quite clear about that.

Q238 Mr Jenkin: Assuming we know what it is now.
General Sir Kevin O’Donoghue: Indeed, and I think
we are pretty clear we know what it is.
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Q239 Mr Jenkin: It is an APC.

General Sir Kevin O’Donoghue: Yes, but—

Dr Tyler: A part of it.

General Sir Kevin O’Donoghue: There is a lot more
to it than just being an APC.

Q240 Mr Jenkin: But that is the main bit of it.
General Sir Kevin O’Donoghue: Yes. The vehicles
that will be bought under UOR are required for
current operations in theatre now, and that is what
we are doing. The FRES family of vehicles is still
required, and will come in in due course, and I am
really not prepared to go into details while we are in
the middle of a commercial discussion.

Q241 Mr Holloway: General, a friend of mine in the
Army put it to me that with FRES the analogy is we
are going to a party in about 2020, so we go to a
tailor and we ask for a suit to be made in the fashion
that is relevant for a party—we know not what kind
of party—in the materials that will be there in 2020,
except we are planning it now. Is that preferable to
getting stuff in 2020 that may be a couple of years out
of date, rather than having something that was
planned a decade earlier?

General Sir Kevin O’Donoghue: That is an interesting
illustration. I am not sure I quite agree. What we
must do when we buy any bit of equipment is buy it
with that stretch potential. We do not know what the
environment will be that we are going to fight it in,
and that is what this equipment is for, in 10 or 15
years’ time. In a very simplistic way, I would say,
about any land vehicle, when we buy it now it has got
to have three things: it has got to have 30% more
power than we think it needs now; it has got to have
the ability to drive 30% more weight than we are
currently planning, and it has got to have 30% more
space, because we are bound to want to put more
things inside it. In a simplistic way, that is the sort
of thing we should be buying now—to come back to
your point—because we do not know what the party
is going to be like whenever we take it to war to fight
it. So we have to be able to upgrade it—open
architecture, incremental improvement as we go
through—but let us buy something that has a
potential for the future, not something which is
perfectly right for today but will not have that
potential for the future.

Chairman: About two years ago we did an inquiry
into FRES and we said that it was a sorry saga of
indecision. This came from a period of decades when
the Army had been trying to buy an armoured
fighting vehicle. It was an old project when I was a
Defence Minister—and I am old.

Mr Jenkin: Tracer.

Q242 Chairman: They were predecessors even to
Tracer—there was Boxer and MRAYV and all sorts
of variants—and now it seems as though we are back
to the drawing board again. What is going on?
General Sir Kevin O’Donoghue: 1 do not think we are
back to the drawing board again. We have run a
competition and we are where we are. We are now
discussing—

Q243 Chairman: We are all over the place.

General Sir Kevin O’Donoghue: We are discussing
with the provisional preferred bidder some
commercial arrangements, which is why I am not
prepared to go into detail. I would just not accept
that we are all over the place.

Q244 Mr Jenkin: Is there not a very difficult problem
that you have to contend with, which is if we had
ordered one of the predecessors of the current
iteration of FRES we would have ordered a vehicle
that was too lightly armoured and too small for
operations in Iraq and Afghanistan, as they have
turned out to be?

General Sir Kevin O’Donoghue: We may have
done, yes.

Q245 Mr Jenkin: Is not the answer to that, actually,
that maintaining the flexibility of a more off-the-
shelf solution and a less bespoke, tailored option, is,
in the case of armoured vehicles—there is a very
strong case for that?

Dr Tyler: 1 think it is the opposite, is it not? Exactly
the opposite. What you do not want is buying a
vehicle that, essentially, is role-specific or theatre-
specific or operation-specific; what you want is a
vehicle that has got the ability to be used across a
whole range of applications and tailored according
to the needs of that particular day by
reconfiguration, adding new types of armour—
hence the reason why you need weight margins—
new types of electronic equipment in system and
open architectures to fit different types of sensor.
That is the sort of vehicle that you want for the
future because you do not know what the future is
going to be.

Q246 Mr Jenkin: That, really, is the best being the
enemy of the good and practical, is it not?

Dr Tyler: 1 do not think it necessarily is. I think the
best being the enemy of the good is where you buy
the vehicle on day one with, like a Swiss Army kanife,
absolutely everything packed on to it from day one.
Our focus needs to be on buying an intrinsically
flexible vehicle which we can then upgrade and adapt
according to the circumstances in the future. That
itself is easier said than done. I think this is where
sometimes the understanding of the complexity of
these vehicles comes in, because these vehicles
themselves are very small pieces of equipment,
relatively speaking, with an awful lot of trading that
has to go in between their mobility requirements,
their ability to carry capability, their ability to have
protection, and they are an intricate balance
between all of those factors. If you are trying to get
a flexible vehicle for the future that is actually quite
a difficult thing to do, and it is worth getting it right.

Q247 Mr Holloway: When I was a lot thinner in
2001, I went out to Germany to command a Warrior
platoon, and we were the first people to get it. [ was
acutely aware that what it was designed for, which
was mass, armoured engagements on the German
plain, was no longer the case, just as this vehicle was
arriving. How is FRES going to be any different?
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General Sir Kevin O’Donoghue: Take Warrior. Look
at Warrior on operations at the moment—an
outstanding vehicle. That has had the capacity to be
up-armoured, to have—

Q248 Mr Holloway: We have not needed it in the
numbers that we ordered. We invested a huge
amount of money in it. How many are we using in
Afghanistan?

General Sir Kevin O’Donoghue: 1 thought you were
talking about the capability of a particular FRES. I
am not sure I want to go into that, but enough.

Mr Holloway: A fraction of the total.

Q249 Chairman: Dr Tyler, on what you were talking
about in answer to Bernard Jenkin, is not, in fact,
what has happened that we have bought large
quantities of, for example, Mastiff, which has
essentially made the FRES  programme
unaffordable because all the money has been spent
on the Mastiff?

Dr Tyler: Not at all. For starters, the Mastiff has
been funded substantially out of the reserve as an
urgent operational requirement, so it has not been
coming out of the same budget at all. The other thing
is that the Mastiff does not come close to meeting the
FRES requirement. We really are talking about two
completely separate things here: one is deployment
of particular vehicles to meet a particular role in a
particular operating theatre; the second, the FRES
programme, is about providing the Army with a
medium-weight capability for this party that we do
not know quite what it is going to look like in 2020.

Q250 Chairman: The Ministry of Defence has not
come close to meeting the FRES requirement either,
has it, because Lord Drayson wanted the FRES
programme to be in service in 2009, did he not?
General Sir Kevin O’Donoghue: No. I think 2012.

Q251 Chairman: I think his original aspiration was
2009, but he was an optimistic man. We are not
seeing anything approaching 2015 or anything like
that, are we?

General Sir Kevin O’Donoghue: What we have now
is a current operation which requires armoured
vehicles. In my view, we have done exactly the right
thing, which is buy the armoured vehicles as UORs,
virtually off the shelf, added to them, and so on, and
put them into theatre. That is absolutely right. What
we now need to do is make sure that there is a
medium-weight armoured vehicle out there for the
Army that we can buy which will meet a number of
contingent operations. That is what we are now
doing.

Q252 Mr Jenkin: And the ISD?

General Sir Kevin O’Donoghue: We never declare
ISDs until we have signed the contract, if you
remember.

Chairman: That was a really forlorn hope! Defence
inflation.

Q253 Mr Jenkins: I asked the industry last week
about defence inflation, and when they answered I
went back to them and they suggested they were
going to go away and have a look at it. Professor
David Kirkpatrick said that defence inflation is
running at our normal national inflation plus 3%,
and I do not know why. It is beyond me. I looked at
it and asked the industry why, and I think it has now
got them scratching their heads. Why are we paying
more for defence equipment?

General Sir Kevin O’Donoghue: 1 think that is a
slightly different question. The Kirkpatrick article, I
think, is a very interesting one, and it is attractive but
it is a bit thin on fact. I understand the financiers in
the Ministry of Defence are looking at the whole
business of defence inflation, which we are interested
in when we see the result. I think we just need to be
fairly careful about what is input inflation and what
is output inflation. The cost of steel went up
hugely—>50%, I think—and then came down again;
aluminium oxide went up, and I do not know
whether that has come down again. Input inflation
does go up and down. On the other hand, we then
use those inputs to produce an output, and the
output (coming back to your second point) is
actually, very often, more expensive than a similar
output 20 years ago. On the other hand, it is very
much more sophisticated, and it has to be more
sophisticated because the threat is greater. I am not
answering your question—and I do not intend to—
but there is a lot of thought that has got to go into
this, I think. It is a very interesting question, but I do
think we need to think this through very carefully.

Q254 Mr Jenkins: I like your honesty—*“I have no
intention of answering your question”! I will put
another one to you: that is the same sort of answer
as the industry gave me, and if the price of fuel or
price of anything goes up, it goes up in the real world
as well. So I am not on about the cost of inflation, I
am on about this additional cost of inflation that is
peculiar to the MoD. Then they come up with “small
batch”. No, that is set in the original high price that
the MoD pay, not the inflation rate. As for the
technology argument, believe me, under your
procurement programme by now you should just
about deliver me a Mark I Cortina, which will last
me 30 years and be brilliant, but the industry has
moved on tremendously since then—tremendous
technology advances and, guess what, the cars are
actually cheaper! When I go into my house, or
people’s houses now, we have got these big, flat-
screen televisions and they are cheaper—in fact, they
are cheaper than we used to buy a CRT tube for—
Dr Tyler: If 1 can say, if you were to look at the cost
of delivering the effect and the effect that is being
delivered, you would find, I would contend, negative
inflation. In terms of the amount it costs us now to
deliver a unit of effect, given how much we have
pushed the technological barriers to deliver the
effect—which, at the end of the day, is what this is all
about—I think you would actually find inflation is
probably negative.



Defence Committee: Evidence Ev 37

25 November 2008 General Sir Kevin O’'Donoghue KCB CBE, Dr Andrew Tyler and Rear Admiral Paul Lambert CB

Q255 Chairman: Anyway, you have said, General,
that defence economists in the Ministry of Defence
are working on this.
General Sir Kevin O’Donoghue:
understanding, yes.

That is my

Q256 Chairman: You are looking forward to seeing
what they achieve.
General Sir Kevin O’Donoghue: 1 am indeed.

Q257 Mr Holloway: Is not one aspect of defence
inflation that manufacturers are themselves putting
up prices, and if there was more competition
between suppliers might the inflation rate be
somewhat less?

General Sir Kevin O’Donoghue: No, 1 do not think
the inflation rate would be less. Certainly—I do not
know the proportion—a lot of what we buy we have
competed.

Mr Holloway: Apart from Future Lynx.

Chairman: I do not think Adam Holloway is keen on
Future Lynx. Moving on to A400M.

Q258 Mr Borrow: The programme is already
delayed two years in terms of in-service date, but
Jane’s Defence Weekly mentioned a couple of weeks
ago that there were further hitches in the power plant
and that was producing further delays. Are you
expecting further delays above the two-year delay,
and how much?

General Sir Kevin O’Donoghue: 1 am not sure the
two-year delay is declared, is it? The company
certainly declared a nine-month delay. I think we
now expect it to be a two-year delay. I think that is
where we are. I am not sure they have actually
declared that.

Q259 Mr Borrow: So you are still working on the in-
service date?

General Sir Kevin O’Donoghue: No, 1 am working on
an in-service date of at least two years’ delay. That
is what I am working on.

Q260 Mr Borrow: That is 2011 as opposed to 2009.
General Sir Kevin O’Donoghue: Indeed.

Q261 Mr Borrow: In terms of the problems you have
currently got, are you expecting that to have any
further impact on your projected in-service date?
General Sir Kevin O’Donoghue: Yes, yes.

Q262 Mr Borrow: Are you able to give any guidance
to the Committee?

General Sir Kevin O’Donoghue: No, none
whatsoever and I am waiting for the company to tell
us what the new delivery schedule will be. Of course,
here we are not on our own; there are seven nations
involved in this. I am in almost weekly discussion
with my national armament director colleagues
from the other nations to see what it is exactly we are
going to do about this. All of us need the capability
but we cannot wait forever. So what is it that we,
together with the company, are going to do to deliver
the capability that we require, is the debate that we
are having.

Q263 Mr Borrow: There is a phrase in your MoD
memorandum which says: “We will remain adaptive
to emerging information on the A400M
programme” (which is what you have just
explained).

General Sir Kevin O’Donoghue: Yes.

Q264 Mr Borrow: Does that mean that you will be
considering, as you have touched on earlier, leasing
or procuring off-the-shelf vehicles from elsewhere,
were these further delays in the A400M programme
to be more than just a few months? Is that part of the
mix of measures that you are looking at?

General Sir Kevin O’Donoghue: We are already
considering what we will do when we know what the
schedule is going to be. So, yes, we have to get our
plans together to see what we will do if, as you say,
the A400M slides off further to the right.

Q265 Mr Borrow: What is the sort of timescale you
are working on in terms of having to make a decision
to do something rather than wait for the A400M to
come on stream?

General Sir Kevin O’Donoghue: We are running
through the options at the moment and we will need
to make decisions. As I say, what I am waiting for
is a schedule of delivery from the company, which is
what we do not know yet. I think I said right at the
beginning that I think they have said a nine-month
delay. I think that is what is declared at the moment.
When we know what the delay is then we will need
to know what sort of options we need to look at.

Q266 Mr Borrow: The key date for the MoD is
getting that schedule from the company.
General Sir Kevin O’Donoghue: Just so.

Q267 Mr Borrow: At that point you can make a
decision in terms of what option or mix of options
you need to consider.

General Sir Kevin O’Donoghue: Just that.

Q268 Mr Borrow: Have you got any hint from the
company yet as to the date when they will be able to
give you that schedule?

General Sir Kevin O’Donoghue: No, and 1 genuinely
do not have a date, but I will be disappointed if it
were more than a few months. Very disappointed.

Q269 Chairman: Would you be surprised?

General Sir Kevin O’Donoghue: 1 think I might be
surprised because there are a number of milestones
(which I am not prepared to go into for commercial
reasons) coming up, which I think will encourage the
company to reach a view on the delivery schedule
sooner rather than later.

Q270 Mr Jenkin: What are these hitches?
General Sir Kevin O’Donoghue: Hitches in the
aircraft?

Q271 Mr Jenkin: Yes.
General Sir Kevin O’Donoghue: There are some
challenges on the engine.
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Q272 Mr Jenkin: Has it actually flown with the
specified engine yet?
General Sir Kevin O’Donoghue: No.

Q273 Mr Jenkin: What is your confidence level that
you will meet these deadlines?

General Sir Kevin O’Donoghue: The test engine is on
a C-130 test bed at Marshalls. I was there last week
looking at it. I have got every confidence that will fly
soon, so the flight test process—

Q274 Mr Jenkin: What is happening to the unit cost
of A400M?

General Sir Kevin O’Donoghue: No change. This is
not about risk. Let me clarify, there could be a cost
of capital issue.

Q275 Mr Jenkin: Explain, please.

General Sir Kevin O’Donoghue: Well, the more we
have capital tied up without having received the
asset, the more it costs us, over a length of time. So
there could be a cost of capital issue, but it is not at
our cost that the company are putting things right.
Chairman: Joint Strike Fighter. Robert Key.

Q276 Robert Key: General, give us all a Christmas
present. Since we asked you last time, in January, are
you any clearer about the unit cost of a Joint
Strike Fighter?

General Sir Kevin O’Donoghue: No, 1 do not think T
am, am I?

Dr Tyler: We have got transparent visibility of the
costing models that are being used in the United
States, and in the programme office there, on the unit
price of JSF. The information is confidential because
we have not yet signed any production contracts
with the company, but what we do get visibility of is
the way that that cost is tracking with time. At the
moment, it is reasonably stable and the Admiral and
myself were over in the United States last week at the
JSF Executive Steering Board, where we were able to
see that first-hand.

Q277 Robert Key: Chairman, I think that might be
an early Christmas present, because back in
January, General, you said it would be foolish to
suggest a number without knowing the price. You
clearly do have some idea of the price now. In that
case, can you now tell us how many JSFs the UK is
planning to buy?

General Sir Kevin O’Donoghue: At the moment, and
this is still a decision-making process going on, we
are looking at buying three, which are the
Operational Test and Evaluation aircraft.

Q278 Robert Key: Beyond that?

General Sir Kevin O’Donoghue: Why do we not wait
and see what the Operational Test and Evaluation
comes out with?

Q279 Robert Key: There is a novel way of planning
procurement, I suppose. That will be, obviously, the
next Christmas present. Back on 12 December 2006
Lord Drayson announced that he had received the
necessary assurances from the United States on

technology transfer on the JSF programme. The
Ministry of Defence memorandum for this inquiry
states (and I quote): “The UK continues to work
closely with the US to secure the commitments it
requires with regards to operational sovereignty.” Is
technology transfer still an issue on this programme?
General Sir Kevin O’Donoghue: No, I do not believe
it is. You can define “operational sovereignty” any
way you want, but if you define it as the ability to use
the platform and its weapons system and its ISTAR
systems in the way we, the UK, wish to at the time
and place of our choosing (that is the definition that
makes some sense), then I am quite clear that the
technology we need to be able to do that is being
transferred to the timescale that was originally
agreed. I am happy that that is happening. We need
to continue to monitor it, we need to continue to
watch it to make sure that that programme is
adhered to, but, no, I am satisfied.

Rear Admiral Lambert: 1t will be tested through the
Operational Test and Evaluation programme. We
are on the timeline that we expected to be on at the
moment, but the real test of it will be during the
OT&E phase.

Q280 Robert Key: Given the continuing uncertainty
on the programme, are you still running an option of
a marinised Typhoon?

General Sir Kevin O’Donoghue: 1 do not think there
is any uncertainty on the programme. We are going
through a series of milestones. The SDD phase was
eight years? Twelve years. We are coming towards
the end of that. The OT&E programme was planned
for two years but I think that has been extended to
three. So the programme is there. We will or will not
buy these three aircraft and that is a decision that the
Ministry will have to take in the New Year. We will
then see how that OT&E programme runs, as the
Admiral says. That will tell us a number of things:
does the aircraft do “what it says it does on the tin”?
Do we have the operational sovereignty? Do we have
the technology transfer that we want? There is a
programme to procure aircraft which goes out in the
future. One of the great advantages of this
procurement programme is that we do not have to
buy them all up front to create an attrition reserve
because we are a very small part of what the
Americans are buying; we can buy them as we need
them. So, I think, to say there is not a programme is
not right. Decisions have not been made on the
totality of the programme, would be fairer.

Q281 Robert Key: Is a marinised Typhoon still an
option?

General Sir Kevin O’Donoghue: That is not being
looked at, no.

Q282 Robert Key: What discussions have you been
having with the French about the possibility of
purchasing a French aircraft that could fly on the
French aircraft carriers and the British aircraft
carriers?

General Sir Kevin O’Donoghue: 1 have not been
having any.



Defence Committee: Evidence Ev 39

25 November 2008 General Sir Kevin O’'Donoghue KCB CBE, Dr Andrew Tyler and Rear Admiral Paul Lambert CB

Q283 Mr Jenkin: Would we still consider buying the
non-STOVL version if the STOVL version was not
available?

Rear Admiral Lambert: At the beginning of the
process we looked at the capability requirement
needed for both carrier strike and for our future
combat air capability, and the option that met the
bill was STOVL. We revisit it every so often to make
sure that we have got all our figures right, and the
requirement right, and the answer still comes up as
STOVL.

Q284 Mr Jenkin: So would we develop STOVL on
our own account if the Americans did not want to
develop it?

General Sir Kevin O’Donoghue: The carriers are not
fitted for, but could be fitted for, the carrier variant.

Q285 Chairman: Was that a yes?
General Sir Kevin O’Donoghue: No, it could be—if
STOVL went, which I think is your question?

Q286 Mr Jenkin: Yes, that is what I am asking.
General Sir Kevin O’Donoghue: Then carrier variant
must be an option.

Q287 Mr Jenkin: You mean the non-STOVL
version?

Dr Tyler: There are three variants, you understand?
There is the conventional take-off variant; there is
the carrier variant, which is for catapults and traps,
and then there is the STOVL variant. Our choice is
resolutely on the STOVL variant, and at the
moment there is very, very strong support for that in
the programme. Indeed, the STOVL part of the
programme is going extremely well; it has already
made several flights and it will be hovering for the
first time very early next year. So, technically, that is
absolutely on track. So our extant planning
assumption is absolutely to buy the STOVL variants
to go on the carrier. If there was some seismic change
in the programme, like, for example, the Americans
decided not to support the STOVL, then we may
need to go back and revisit our planning
assumptions, but there is no sign of that—in fact, to
the contrary.

Q288 Mr Jenkin: Would we consider developing our
own STOVL variant?

General Sir Kevin O’Donoghue: Oh, 1 think that
would be no.

Dr Tyler: 1 think that would probably be
prohibitively expensive—breathtakingly expensive
to do that on our own.

Q289 Mr Jenkin: So a carrier version as opposed to
a marinised Typhoon?

General Sir Kevin O’Donoghue: Yes. Both would be
options but actually carrier variant, I would suspect,
would be—

Rear Admiral Lambert: We will look at all the
various options that are available, and that is
something we would do routinely.

Q290 Chairman: And the aircraft carriers that we are
building would be big enough, would they, to take
the carrier version?

Dr Tyler: Yes, absolutely. One of the assumptions
on the carrier design was that the carrier’s flight deck
needed to be of a sufficient length that, should you
wish to, you could convert. In fact, the space
underneath the flight deck has actually been left in
order so that should you wish to in the future fit the
catapults and the traps, which sit immediately under
the flight deck, you would be able to do that. In fact,
there are designs which actually show how that
would be fitted in the event that you wanted to
change the carrier over to a conventional take-off on
the carrier. You might want to do that for any
number of reasons; it was not just uncertainty
around the JSF programme per se, it was in order to
keep that option open.

Q291 Mr Jenkins: That is the option the French
have taken with their carriers. Can I ask for some
clarification? We have made a financial commitment
to the Americans as part of the production costs of
this ‘plane, have we not?

Dr Tyler: Yes.

Q292 Mr Jenkins: When you said we are going to
buy three—I know that was not a serious answer—
I thought that is one for each aircraft carrier and one
onshore. I think that is rather an expensive
launching pad for one ‘plane. Did we not have a
commitment that we have an option to take 50 off
the production line at any point in time we wanted?
General Sir Kevin O’Donoghue: No. The figure in the
original documents, I think, was a requirement for
150.

Q293 Chairman: Up to 150, which I always thought
was a rather meaningless phrase.

General Sir Kevin O’Donoghue: As 1 say, at the
moment we have no commitment to any. We will
need to make a commitment next year, or not
(depending on what the decision is), to buy the three
aircraft for the Operational Test and Evaluation.
Subsequently, we will need to make commitments
progressively to buy more aircraft from various
blocks of production that the Americans will
produce.

Dr Tyler: At the moment, of the eight participant
countries in the JSF programme I do not think a
single one has yet gone through its governmental
approval, including the United States of America,
who are unable to do it until after the OT&E phase.
By their law they are unable to do so. So, at the
moment, there is a planning assumption, which the
whole programme is operating to, in which every
nation has said: “This is the profile that we believe
we would require our jets in”, but it is only a
planning assumption on the part of any nation until
it has been through its approvals process. Like us,
several of the nations, including the United States,
will not make that commitment until after the
OT&E is completed.
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Mr Jenkins: I thought there was, more or less, an
option where we could opt to pick up to 50 out of the
first run any time we wanted to. How many ‘planes
are required to put on board both our carriers?

Q294 Chairman: I think it is 36 per carrier.
General Sir Kevin O’Donoghue: On a carrier, yes.

Q295 Mr Borrow: Just to go back to technology
transfer. When Lord Drayson came back from
Washington and said he had got the agreement,
many people were suspicious that there may be more
difficulties than was anticipated. I was pleased by
your comments that things were going smoothly. I
would just, perhaps, like some confirmation that the
technology transfers that were assumed to be agreed
in December 2006 are the same technology transfers
which we are seeing taking place and expect to take
place in the future. There has been no change in the
sort of technology transfers we are accepting now,
compared with those that Lord Drayson was
expecting when he came back.

General Sir Kevin O’Donoghue: No. There was an
agreement at government-to-government level, and
that programme is running.

Rear Admiral Lambert: All the information does not
come all at once; it takes a long period of time and
we are on the timelines for it.

Q296 Mr Borrow: As a Committee we went through
the processes and detail, and I accept there will be a
process as different bits of the programme—

Dr Tyler: 1t would be fair to say we have at least as
much confidence that we are on track as we did at the
time when Lord Drayson came back with that
agreement.

Q297 Chairman: We will finish there. There are
several things on which we will write to you to ask
questions about that are more appropriate for
written answers than for oral questions. I feel as
though I am halfway through a meal here, because
of the brief examination of equipment, and we do
not know where we are with that. However, we will
look forward to having the Minister for Defence
Equipment and Support in front of us in a couple of
weeks’ time. In the meantime, gentlemen, thank you
very much for your evidence this morning and for
answering some of our questions.

General Sir Kevin O’Donoghue: Chairman, thank
you.
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Q298 Chairman: Minister, good morning. There is
no need to introduce your team, unusually, because,
apart from you, Minister, they have all been in front
of us before. This is a delayed evidence session from
last week because of the announcement that was
shortly to come out, which did come out on
Thursday, and so I hope that we can get some
answers that we could not possibly have got last
week. Could I begin, Minister, by asking about the
short examination of the Equipment Programme,
which we were told would be completed “within
weeks rather than months” and certainly before
Christmas. In view of the Written Statement that
came out on Thursday, does that mean that the short
examination is now complete?

My Davies: Well, thank you, Chairman. Can I first
of all apologise for my voice. I hope that it does last
the course; I trust that it will. To start off on a slightly
sombre note, which I think it is right to do in the
circumstances, sadly, we had another fatality
yesterday in Afghanistan, bringing to 133 the total
losses we have had in that theatre. I mention it both
to pay tribute to the individual and to make clear to
his family that we are thinking of him, and indeed
them, but also because it is the sombre background
to all our proceedings and to all the decisions that I
take in my present job. To move to the equipment
examination, as you know, I have had my present
responsibilities since the beginning of October, as
has the Secretary of State, and we arrived when the
equipment examination had already made some
progress through official channels, but I am not sure
that it had actually reached the previous set of
Ministers, and so it was necessary for us to take a
careful look at it and decide what shape we wanted it
to have. That no doubt prolonged things a little bit. I
believe now that it is an examination which has
achieved its purpose, and, as I see it really, there are
two essential purposes to this particular exercise,
and it is a very useful and indeed necessary exercise
to go through. One has been to clarify in our own
minds priorities and particularly to distinguish
between the essential and the less than essential,
what I tend to call internally (and my colleagues will
be more than familiar with my use of the phrase) the
“must have” and the “nice to have” categories. The
second thing is to strike the right balance between
the short-term, immediate operational needs that we
face with the current threats that we are facing, and

the longer term requirements for the broad
capability for our Armed Forces that enables us to
have reasonable certainty of being able to respond to
a range of threats, none of which of course can be
predicted at this point. We need to retain that
essential element of flexibility and diversification of
the means of response for the future, so we do not
want to sacrifice that to the short term entirely. We
have to strike a balance, which is why you notice that
we are continuing with a whole range of
programmes, including submarines, combat
aircraft, air superiority aircraft, and so forth, which
very obviously do not relate to the present needs of
theatre, although we have made a number of
adjustments which are particularly influenced by the
immediate operational needs that we have. The
FRES programme and the rebalancing within the
FRES programme would be a good example of that.
To answer your question is it completed; yes, but do
understand, and I know, Chairman, that you will
know this extremely well and I think members of
your Committee will appreciate this immediately,
there is no such thing as a definitive, final certainty
in this matter. That would not be a responsible way
to proceed. We can never be certain of what is going
to happen in terms of the evolving threat and we can
never be certain what is going to happen in terms of
evolving technology, so we have to be prepared to be
flexible. The sort of exercise that we have been
undertaking will not be the last, and it should not be
the last in my view, an