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Q1 Chair: Good morning. Welcome to the Public Accounts Committee on Wednesday 11 March 2020. This is an unusual time for us to meet, and I would like to thank the witnesses for their flexibility. Clearly, with the Budget, we all want to be listening to what the Chancellor has got to say this afternoon. I very much appreciate your flexibility on that. We are going to introduce our witnesses, and then we have a few opening questions, permanent secretary, on other issues. You know about some of those, and others you can guess. Then we will move into our main session, which is to look at the defence nuclear infrastructure. 

From my left to right we have Ian Booth, who is chief executive of the Submarine Delivery Agency and has been here before; Stephen Lovegrove, who is the permanent secretary at the Ministry of Defence; Vanessa Nicholls, who is the new—well, relatively new—director general nuclear at the Ministry of Defence. It is the first time you have been in front of us, certainly with this hat on, and I don’t think you have appeared in front of us before, either; welcome to you—and Charlie Pate, who is the temporary director general finance at the Ministry of Defence. I would say the new Cat Little; Cat Little was doing this role before and was a regular witness. So welcome to you, Mr Pate. 

As I say, our main session is on defence nuclear infrastructure, and I will introduce that in a moment, but I just wanted to ask you first of all, if I may, permanent secretary, what state of readiness the MOD and the armed forces are at on the issue of coronavirus, and any civil support that the armed forces may need to provide. 

Sir Stephen Lovegrove: Thank you Chair. Well, we have been concentrating on that, as you might imagine, a great deal. I think—when I was thinking about it a few days ago, there were six main lines of effort, so I will very quickly enumerate those, if that is helpful. 

Chair: Please do.

Sir Stephen Lovegrove: We have a lot of planners in the Ministry of Defence, which we have sent out to other Government Departments. We have about 30 of them out at the moment, and we have probably got another 25 or so going off to help Departments like MHCLG and so on, to help them in the planning of their responses. 

Q2 Chair: Is that logistical planning?

Sir Stephen Lovegrove: Yes, it is logistical planning and emergency planning and just making sure that the procedures of gold commanders and all that kind of thing are properly set up. That is something that we did, for instance, around the time of no-deal planning as well. We sent, I think, at that point, 40 planners out to other Departments. So a lot of military planners are out and about in Whitehall at the moment.

We continue to stand by for other tasks. Our military assistance to the civil authorities is a second line. We do that under a number of different banners. For instance, if all the tanker drivers were to get ill, we have operations that we can very quickly put into operation to take their place. Obviously, that is more complicated for us at the moment, because of course we will have our own illness and sickness quotient as well, but we are taking that into account.

We are thinking hard about our own priority tasks that we cannot let drop. An example is quick reaction alerts; they were called out twice a couple of weeks ago. We need to make sure that that and other standing tasks are properly serviced and fulfilled.

We are spending a lot of time, as a fourth area, on defence personnel abroad where they may not be benefiting from the standards of planning and healthcare that we enjoy in this country. We are doing a lot of work with the Foreign Office on defence support for UK nationals. An example of that is the three flights that we have already put on—coming back from Tokyo and Hunan and coming into Brize Norton and so on. So we’re doing that.

Of course lastly there are extensive business continuity plans in place for the Ministry of Defence itself, particularly in the Main Building, so when I start having my dry cough, people will be capable of slipping into my chair fairly swiftly.

So we are heavily, heavily, heavily involved in all the planning around Whitehall at the moment.

Chair: I would like to welcome Tobias Ellwood, who of course is chair of the Defence Select Committee, but who is guesting on this Committee today.

Q3 Mr Ellwood: Thank you very much for inviting me here today. I am pleased to participate.

Thank you, Sir Stephen, for the initial résumé of what is happening. Can you say what is being done to make sure that your own workforce are healthy? Are you doing checks? How do we make sure? You talk about when you will have your dry cough. Will you just self-isolate and disappear, or is there a way you can very quickly take your temperature to make sure that you are clear to continue your duty?

Sir Stephen Lovegrove: We have not yet put in place, although we may, depending on central Government advice, do checks for staff—for instance, in Main Building. We are basically following central Government advice at the moment, so there are lots of hand sanitisers around the place and lots of signs encouraging people to wash their hands in the appropriate way, and we are encouraging people to stay at home if they look like they are becoming symptomatic. As yet, we have not put in place those specific medical checks for the virus itself. We may get to that.

Q4 Mr Ellwood: I just appreciate that if you self-isolate for 14 days and you are not ill, clearly that’s 14 days that are lost, as opposed to having a check, which straightaway means that you can work for a few more days before that.

Sir Stephen Lovegrove: I absolutely understand that. It’s not clear to me at the moment whether or not it is 14 days. I think the advice that I saw was seven. And we are putting in place a lot of, and buying quite a lot more, capacity on the network so that people can work from home. I do appreciate the point that if you just have a cough and then come back and then you get coronavirus, it’s twice that you are off, but we are certainly putting in place home-working arrangements.

Q5 Chair: On home working, that is all very well for desk-based, MOD-type staff, but for operational staff on the ground who might be doing some contingency support, that’s not going to be much help, is it?

Sir Stephen Lovegrove: No, that isn’t going to be much help, so all the normal plans—for instance, the tanker driver plans—are being adjusted for the fact that it is likely that some of the staff will be off at any given moment.

Q6 Chair: But Mr Ellwood’s point about checking early seems eminently sensible. If there are checks and the MOD has medical resources separate from the NHS, is it not possible to consider early—

Sir Stephen Lovegrove: It does not have as many medical resources separate from the NHS as you might think, as a matter of fact. In operations, we draw from the NHS very heavily. But it is a very fair point, Mr Ellwood, and I will definitely take it away and see whether we can accelerate and roll out specific checks more quickly. You are right, of course, that it is more vital for operational staff than for people like me.
Q7 Mr Ellwood: So your pilots at Lossiemouth, for example, could be checked on an almost daily basis to confirm that they don’t have to take 14 days off. I think the point has been made.

Sir Stephen Lovegrove: The point has been made.

Q8 Mr Ellwood: You mentioned no-deal planning. Can you confirm that there is zero no-deal planning now—that that has actually stopped? Secondly, on the expats, I am pleased that you mentioned the responsibility and duty of care that we have to those abroad. Have you considered pre-positioning maritime assets? We are hearing of people stuck on cruise ships or in places where there is a subservient health service, where we would not want people caught out. At least there would be a base—a lily pool of safety, if you like—that we could provide if we pre-positioned RFA Argus, let’s say, in the Caribbean or the Pacific to help us to recognise what may be coming over the hill.

Sir Stephen Lovegrove: That has not occurred as yet. Obviously, we do not have that many naval assets that we would be able to cover all our nationals abroad. I will take that away as well and see whether there is a possibility of doing that. And the first point?

Q9 Mr Ellwood: No-deal planning.

Sir Stephen Lovegrove: Yes. We are not doing any no-deal planning at the moment. We are capable of stepping it up again if that is where it comes to, but we are not doing it at the moment.

Chair: Thank you very much. I will ask Peter Grant to pick up on a previous inquiry on the nuclear submarines.

Q10 Peter Grant: Mr Booth, I’d like to ask you for a brief update on the inquiry that the previous Committee did into nuclear submarine dismantling. The Report was issued in June last year and the Government’s response was given in October 2019. At that point, you told us that by the end of this month you would have commercial arrangements in place for the defuelling and dismantling of nuclear submarines. Can you give us an update on where we are with that?

Ian Booth: Yes. We are progressing very well. We said we would have commercial arrangements in place for the defuelling facility in Devonport, and we did that in January this year, so work is progressing well on both the infrastructure preparations, that is the dock—

Chair: Could you speak up, Mr Booth? It is not your fault; the acoustics are bad.

Ian Booth: Sorry. We have work under way on the physical infrastructure of the dock. We also have work under way on the de-risking phase on the reactor access house, which is effectively the self-contained crane that lifts the fuel out of the submarine. Both of those are progressing; they are both on contract and we are pleased with progress on both.

Q11 Peter Grant: The Committee also recommended that the Department make clear what priority the disposal and making safe facility had within the Department’s other spending plans. What priority does it now have?

Ian Booth: Every piece of work that we want to do at the moment and are able to do has been approved. I am the delivery agent, and I have no complaints about priority; I am getting the priority I need.

Q12 Peter Grant: You said every piece of work that you want to do. For some context, how many submarines do we currently have out of service?

Ian Booth: Out of service we have 20. There are seven in Rosyth and 13 in Devonport.

Q13 Peter Grant: How many have been successfully dismantled and decommissioned?

Chair: None.

Ian Booth: This was reported in the last NAO Report and the last hearing. None have yet been dismantled.

Q14 Peter Grant: When you said everything you want to do, how quickly do you want to have these submarines dismantled and made safe?

Ian Booth: We have declared our programme. That was a matter of record at the last hearing, and that is what we are striving to do. We have a north and a south priority: in the north, in Rosyth, our priority is to continue removing low-level and intermediate-level waste from the seven submarines that are there. They are already defuelled, so they no longer have fuel in them in Rosyth, and we are progressing well. We have done two boats already to take low-level waste out—Swiftsure and Resolution—and we are really pleased with those. 

With Swiftsure and Resolution, we have now taken 50 tonnes of low-level waste out of the first and 75
 tonnes out of the second. That is progressing very well. We are about to dock down Revenge this year and start to take low-level waste out of that. We have also placed on contract a design contract for the containers for taking the intermediate-level waste to storage. That is on contract on a two-year piece of work to develop that. We are still driving hard to start what I suppose you would call our demonstration phase in 2023 for the removal of intermediate level waste, with a view that we will still be on track for 2026 for the first removal in a stable production environment.

Q15 Peter Grant: What is your target date to have all 20 submarines successfully defuelled or dismantled?

Ian Booth: It was a matter of record in the last hearing. 

Q16 Peter Grant: I am asking you for an update. 

Ian Booth: We would like to go faster than that. We are currently—

Q17 Peter Grant: With respect, you said you would like to go faster than that, but you have not told us how fast that is. Do you have a target date at all?

Ian Booth: The one we recorded last time is the target date. A lot of technical development has happened since the public consultation for these boats. We have got a really innovative piece of work running between ourselves and the civil nuclear sector. We have used lots of independent reviews, and we are looking at how we can take time out of the programme by using more modern techniques than were envisaged. That piece of work is going on. We hope by the summer of this year to have concluded whether we can speed the programme up. Our current baseline plan is the one that was consulted. If we can speed it up, we will. Until we finish the technical analysis, I cannot give you an accelerated date, other than to say we will do it if we can.

Peter Grant: Thank you. I have no doubt that the Committee will want to come back to this.

Q18 Chair: That sounds more reassuring than the tone of the Treasury minutes. Did you write those minutes?

Ian Booth: No, I didn’t.

Q19 Chair: Mr Lovegrove?

Sir Stephen Lovegrove: They would have obviously come from the Treasury, but we would have inputted into them. Was there something you would like—

Q20 Chair: No—it is simply that if you are a cynic and you were to read them, they seemed to give every get-out clause possible about why there might be further delays. I summarise rather loosely, but I hope accurately. Perhaps it would be worth having a look at what goes out in your name, because Mr Booth has given us more reassurance and sounds like he is more in control than those Treasury minutes suggested. We have not got time today to go into it further, but perhaps we can write to you.

Sir Stephen Lovegrove: We are happy to write again with further detail if that is helpful.

Q21 Chair: That would be very helpful. We have now got a date—a summer window—so we might call you back in on that. 

Another important issue is the timing of the latest defence review—another defence review, but we are told this will be the big one. What is the timetable and will coronavirus delay it?

Sir Stephen Lovegrove: I am not in a position to be able to answer the latter question. The timing has not been announced by the Government. It will need to be simultaneous with the comprehensive spending review. The timing of that has not been—

Chair: Which is, I think, one of the first times they have both happened together.

Sir Stephen Lovegrove: The timing of the CSR has not been confirmed. We are working very hard indeed and have fully manned teams to do the work on that. We hope that we will be in a position to give our input in time for something before the summer if that is what the timing turns out to be. If it is longer than that, so be it. Whether or not coronavirus affects that is an interesting question. 

Q22 Chair: I guess if it affects you, it affects the whole of the machinery of government.

Sir Stephen Lovegrove: The gating item here is the comprehensive spending review. 

Q23 Mr Ellwood: Can I press you as to whether you agree that it should happen simultaneously? If, as the press release states, this is all about understanding Britain’s place in the world—appreciating the threats that are there, sober analysis of what our capabilities are, and then upgrading our defence posture accordingly—how can you do that if a spending review is happening concurrently that puts a cap on where you can actually go?

Sir Stephen Lovegrove: It is definitely the case that the longer we have to analyse these issues, the more fine-grained and detailed the assessments will be, and the confidence that we can have in those assessments will be. There is no great controversy about that statement. Having said that, if we were to do an integrated defence review without resources, it would be not very much more than a statement of ambition without any ability to make it real on the ground. Most important is to make sure that we have the resource statement that would come along with the comprehensive spending review alongside the IR.

Q24 Mr Ellwood: I am sorry to press this, but how did the Treasury or those people come up with 8% of the actual budget—not of GDP, because that is about to change—when they do not even know what you want? Surely you should be feeding in.

Sir Stephen Lovegrove: We are feeding in.

Q25 Mr Ellwood: How can you do that before you have concluded your integrated review?

Sir Stephen Lovegrove: All these tracks are happening in parallel at the moment. There are Ministry of Defence teams, Cabinet Office teams, Foreign Office teams and No. 10 teams all feeding into the IR process, which is liaising closely with the Treasury. The two things are going along in parallel. They are informing each other. It is an iterative process.

Q26 Chair: The big vision of what the future of Britain’s defence will look like will, as Mr Ellwood rightly highlights, be curtailed by the money available, which I guess is a reality of Whitehall.

Sir Stephen Lovegrove: Even the Americans are resource-constrained in some sense. We will obviously be resource-constrained.

Q27 Mr Ellwood: They are, but the quadrennial review feeds in, and then the Treasury responds and says whether it can meet it or not. I find it bizarre—it is a mistake we have made again and again—that these are happening simultaneously, which means that you can’t. I am going to go downstairs this afternoon and plead for us to nudge towards 3% of GDP. GDP will change, because of other impacts, but ultimately we require more money if we want to advance out of this defence posture. 

We need to be more honest in saying that we cannot meet our MOD needs. I need the MOD itself to be more robust and determined, and to be honest about the money required. If you are subservient to the Treasury’s saying, “I am afraid that these are the constraints, fit in with that”, we are never going to get the money that we require to advance not just in the conventional space but in the new areas—the grey zone—and in space and cyber.

Sir Stephen Lovegrove: I assure you, Mr Ellwood, that we are completely honest with the Treasury about the money required and the financial and other pressures that we are under. Colleagues in Treasury probably think we are rather too honest on that particular subject. There are no secrets about that whatsoever. It is not the case that the money comes first and we then try to retrofit the strategy behind it. The two things are advancing at the same time. That is the approach that No. 10 wants to take, and it is one that we are fitting in with.

Chair: I think you need to take your discussion to No. 10, Mr Ellwood. 

Mr Ellwood: I will be pursuing this further.

Q28 Chair: I am sure you will do so robustly. Before I pass very briefly to Mr James Wild, when you talk about the people who have gone out to Whitehall from your Department to help plan, presumably you are charging those people out?

Sir Stephen Lovegrove: I do not know the answer to that, Chair. I would be slightly surprised if were, but I pass that on. Maybe we are.

Charlie Pate: The Treasury rules are normally that we charge at full cost. We are in discussion with the Treasury, as “Managing Public Money” allows, on whether we might alter that. In the past, around no-deal planning, we charged more marginal rates. We have to be very careful that we are not undercutting the commercial sector in any provision that we make for other Departments. That is why the rules are in place.

Q29 Chair: So you have to be careful not to undercut the commercial sector in an emergency like this? That seems extraordinary.

Sir Stephen Lovegrove: If I may, during no-deal planning, the rule that we have to charge these things out at full cost—

Q30 Chair: Full cost presumably includes all on-costs for the Department, not just the salary of the member of staff?

Sir Stephen Lovegrove: Yes—that was in my view inhibiting the ability of the civil service to place resources where they were most needed. We moved at that point to a marginal costing. For my money, as it were, this is an analogous situation, and I would want to be able to place our resources at the disposal of other Departments when they need them most. This is a national medical emergency, which is the kind of thing we are here to try to fix. 

Chair: Very briefly, Mr Ellwood.

Q31 Mr Ellwood: Very briefly, thank you, Chair. I was aware of the scale of effort in no-deal planning. Hundreds and hundreds of people were put to that and were therefore prevented from doing their day jobs. Is it possible for you to write a note to the Chair on the scale of the contribution? It is important, and the best planners for emergencies are absolutely in the MOD, so it is quite right that you do this. Ultimately, however, you are taking away from other jobs that they should be doing, and there is a pressure there. We know that there is a pressure on numbers. I would be grateful to know the scale of this, and then we can work it out. I will certainly back you to ensure that the MOD’s budget, tight though it is, as we have just discussed, is not impeded any further by other Departments that should cough up for this.

Sir Stephen Lovegrove: I am happy to write on that matter. You are of course right—everything is a matter of prioritisation.

Q32 Chair: Sir Stephen, you have got a Member in this room asking you to get more money. Usually we are tough on you.

Sir Stephen Lovegrove: I know. It is always a pleasure to see Mr Ellwood, and especially so here.

Chair: It is the benefit of guesting. James Wild has a declaration to make, and so now is probably a good time for him to make it before asking a short question.

Q33 James Wild: I was formerly a special adviser in the Ministry of Defence, as you may recall. The end of the first 100 days of the Government is almost upon us. Will the Department meet the target to bring forward legislation to prevent vexatious claims against armed forces veterans?

Sir Stephen Lovegrove: We are quite confident that we will be bringing forward that legislation, yes.

Q34 Chair: Quite confident? Do you have a date yet?

Sir Stephen Lovegrove: There are about five or six different related areas, and we are bringing forward as much as we possibly can. Some of them are slightly more complicated. I am happy to write on that.

Chair: I think Mr Wild was particularly interested in that issue. It is slightly outside the remit of this Committee, but it was an opportunity to ask it. While we are on the issue of declarations of interest, Mr Holden?

Mr Holden: I was also a special adviser at the Ministry of Defence.

Chair: A Committee packed with defence specialists, which is interesting and good news in general. 

We want to move on to the main session, which is on defence nuclear infrastructure. This is an area that the Committee had a particular focus on in the previous Parliament and intends to focus on in this. We are looking at the NAO’s Report on the three nuclear projects that are under construction by the Ministry of Defence, which are valued together at £2.5 billion, but they are already over-budget—I guess that is almost an inevitability with defence projects—by more than £1 billion and one of the projects is more than six years behind schedule. In this Committee, we obviously look a lot at contractual arrangements. The NAO Report suggests that some of the patterns we have seen in the past are being repeated. We have the benefit of the new team here, with Vanessa Nicholls and Mr Pate, to tell us how things hopefully are improving. I have welcomed you all already, and I am going to ask Sir Bernard Jenkin to kick off.

Q35 Sir Bernard Jenkin: Just as a very brief supplementary on the previous discussion, Sir Stephen, all the coronavirus MACP activity will presumably be funded in full by the Treasury. Can you confirm that?
Sir Stephen Lovegrove: Um—

Q36 Sir Bernard Jenkin: Can we suggest that it should be?

Sir Stephen Lovegrove: Yes.

Q37 Sir Bernard Jenkin: Is that a yes?

Sir Stephen Lovegrove: No, it is a yes that you can suggest that it should be.

Q38 Sir Bernard Jenkin: So it is not being funded.

Sir Stephen Lovegrove: I don’t know the answer to that, I’m afraid, Sir Bernard.

Charlie Pate: This is the military assistance to civilian authorities. At the moment, the discussion is with the Treasury on how we do that and whether we charge—

Q39 Sir Bernard Jenkin: There we are. That is what we need sorted out. Can I start by clearing the air about all the overspends on this and other aspects of the nuclear enterprise? Permanent secretary, you can confirm that we are being visited by the consequences of a lot of delayed political decisions, going right back to 2007, when a lot of decisions could have been taken and were not taken. We are now paying for the consequences of that. How much of the problem that we have got here is that?

Sir Stephen Lovegrove: There is a good deal of truth to that assertion. In fact, I might even go further and say that some of the problems that we have more broadly in the equipment programme are because we have delayed decisions. The problem with delaying decisions because of short-term financial pressure is that projects do not get cancelled, they just get pushed slightly further away. The costs increase because there have to be scope changes, contractual changes and all the rest of it. You end up with a large bow wave of financial pressure, which we are dealing with particularly in this area, but across the Department.

Q40 Sir Bernard Jenkin: Let’s focus on this area. This particular area is where, as the Report very graphically says, you have had to start doing things before other things have been ready to decide what you actually need to do. The consequence is that you then have to change the programme halfway through, as with the preparation for the construction of the reactors. In that context, how are you planning better from now on to learn from what has happened?

Sir Stephen Lovegrove: I will pass to Ms Nicholls for detail, but I think the key changes that we made were around 2016, when we realised that one of the problems that we had, in addition to the ones you mentioned earlier, was self-inflicted. We had a fragmented and balkanised approach to the nuclear enterprise, so there were a lot of projects going on in very different parts of the Department. There was insufficient recognition of the interdependencies between them and the kinds of things that you mentioned. 

When you delay a particular project, you are not aware that it is going to have consequences elsewhere. Given projects of this scale, complexity and value, the dangers are very real. So at that point we did a wholesale reorganisation, effectively of the nuclear enterprise, and brought everything, in a departmental oversight sense, within the defence nuclear organisation, which Ms Nicholls runs. 

We also took out of DE&S the submarine business and put it underneath a new organisation, the SDA, which Mr Booth runs.  

Q41 Chair: Yes, we know that. We can probably skip the bits we know. 

Sir Stephen Lovegrove: We attempted to ensure that there was one kind controlling mind, as it were, over all this and to ensure that the sequencing and planning were all co-ordinated. We also had discussions with Treasury about the financing. Those are the things that are really making a difference at the moment. I will pass to Ms Nicholls for more detail. 

Q42 Sir Bernard Jenkin: Basically, integration of planning and delivery through a single management structure. 

Sir Stephen Lovegrove: Correct.

Q43 Sir Bernard Jenkin: Briefly, could you say how you are addressing the space constraints at Devonport?

Sir Stephen Lovegrove: I will pass to Mr Booth for that.

Ian Booth: Sorry, could you repeat that?

Sir Bernard Jenkin: The space constraints at Devonport.

Ian Booth: The space constraints for laid-up submarines? 

Sir Bernard Jenkin: For laid-up submarines and for re-fuelling or fuelling of new submarines. We haven’t got enough berths, have we? 

Ian Booth: We are okay through to the mid-2030s. The constraint there comes when we start to lay up the Vanguard class submarines. It is tight but we have a plan to deal with that, which can cope until the mid-2030s. That is why we need to start defuelling and dismantling submarines, to create space for the Vanguard class, so that we can then consume the Vanguard class. 

Q44 Sir Bernard Jenkin: And that is a fully funded programme. 

Ian Booth: I would probably refer to Mr Pate on that. It is in the programme, so the costs of doing that are in the forward plan. We have sought approval only for the next stages. We have sought approval and received approval for the stages of commissioning the defuelling facility. At the point when that is running and ready to go, we will seek approval effectively to start defuelling and dismantling the subsequent boats. 

Q45 Sir Bernard Jenkin: And how material are cost estimates for all of that? 

Ian Booth: We are trying to follow the recommendations of this and the previous NAO Reports, of not trying to make cost estimates until we have finished the de-risking. The contract I have with Babcock at the moment for the defuelling facility, we are calling a de-risking contract. It is to retire all the critical risk that we can see between us.

Q46 Sir Bernard Jenkin: When will you have certainty? 

Ian Booth: We would hope to place a contract for this in ’21. I would hope to place a contract for the defuelling element of the first boat in ’21, so that it can start in ’22
. Exactly in line with these recommendations, we will only do that when we are sure we have de-risked it and understand the scope, the range of costs and the contingency needed. At that point, we will firm up our costs. 

Q47 Sir Bernard Jenkin: Thank you. Can I turn to Ms Nicholls now? Good morning. How are you prioritising all these competing projects, in order that we maintain the absolutely crucial, mission-critical delivery of the Vanguard submarines with capability? 

Vanessa Nicholls: As Mr Lovegrove indicated, one of the things that my organisation prioritises is an integrated strategic plan— 

Sir Bernard Jenkin: I beg your pardon; I meant Dreadnought submarines when I said Vanguard. 

Vanessa Nicholls: It is still within the plan—both Vanguard and Dreadnought. We have, effectively, a 100-year plan that includes the decommissioning work that my organisation brings together, which goes across the submarine in-service and new build capability, decommissioning, the work around the missile and the warhead, the work the Royal Navy must do and the firing chain.

We have that integrated plan, which allows us to look at the complete risk profile, to try to manage risk further in advance and to prioritise budgets. We have stronger governance through the Defence Nuclear Executive Board, which Stephen chairs with the vice-chief and, underneath that, the Nuclear Portfolio Board, which I chair, and which makes these decisions and takes them through the investment appraisal processes in the Department. 

Q48 Sir Bernard Jenkin: What risks are you most concerned about?

Vanessa Nicholls: There are many. There are two that are worth drawing out now. First, we need to spot the big infrastructure requirements early enough, so that we can do the design work and be smart about multiple uses of infrastructure and geography, and those sorts of considerations. Secondly, there is a cumulative risk across the programme, given that we are recapitalising, effectively, across all the elements that I mentioned. How can we manage the overall risk profile and try to reduce it where there are peaks across the next 30 years?

Q49 Sir Bernard Jenkin: How confident are you that you have the funding lines to manage this and, indeed, to fund it, if there are further overspends?

Vanessa Nicholls: At the moment, we have the funding available. As we have mentioned already, there is a spending review coming up and we will be in negotiation with the Treasury about further funding as we look forward over the next period. 

Q50 Chair: You say “negotiation”, but there is not really an option not to do this, is there?

Sir Stephen Lovegrove: No, there is not. The maintenance of CASD—continuous at-sea deterrent—is the absolute No. 1 task of the Department, and pretty much everything else will come second to it.

Q51 Chair: So it is a negotiation of sorts, but they don’t just give it to you.

Vanessa Nicholls: It is a discussion. 

Sir Stephen Lovegrove: On that point, we are quite keen to have a discussion with the Treasury about the extent to which we can place some kind of ring fence around the nuclear funding, because it is such a big chunk of the Department’s expenditure that when things get out of whack—

Chair: We will come to that later, because it is something that we have obviously talked about in this Committee.

Q52 Sir Bernard Jenkin: Historically, who has funded the overspends?

Sir Stephen Lovegrove: Historically, the rest of the Department has funded the overspends. 

Q53 Sir Bernard Jenkin: Right, and that cannot continue. 

Sir Stephen Lovegrove indicated assent.

Q54 Sir Bernard Jenkin: Charlie Pate, what have been the consequences of those overspends on the rest of the Department’s budgets?

Charlie Pate: On the specific ones in the NAO Report, the first thing to say is that those are over several years. We have not had to find £1.35 billion in a couple of years. We have managed them in our normal approach. The first point is in the overall portfolio of the DNO—the nuclear organisation. Things go up and things go down. For example, this year, with Astute, some risks we were expecting have not materialised. That has led to underspends in that area, which we have been able to put elsewhere.

We then do deferring and descoping across the Defence portfolio. We are looking at that, and I know you have been talked through that on many occasions. Ultimately, we have a discussion with the Treasury. You know that we have received over £3 billion for last year, this year and next year. Some of that is specifically the Dreadnought contingency that has been released.  

Q55 Craig Mackinlay: I have a brief point to follow up with you, Ms Nicholls. Managing an ageing and defunct old nuclear submarine stock is not unique to Britain. There are nuclear powers around the world—allies and others—which similarly must manage such things. For instance, what does the US do? It seems to me that we have gone down the route of “tie up and manage” for many years. What is the United States doing with its old submarines as it brings on new nuclear submarines? What is the management structure around the world for managing these, shall we say, unwanted assets?

Vanessa Nicholls: Mr Booth might want to come in on this, but essentially they share many of the same problems that we do—problems of trying to bring new submarines into service and maintaining old ones. We have a regular, very fruitful and open conversation with the Americans. In fact, about two weeks ago the team were out on one of what are regular visits, to try and learn what we can from them, and indeed they come and learn from us. Generally, however, I think they face the same sort of challenges that we do. We also talk to others—for instance, the Australians—where we can, to try and share good practice.

Ian Booth: Regarding your point about, “Do we just tie them up and manage them?”, we in the UK should be proud, in my view. We are actually trying to dispose of our submarines completely. We are pushing the boundaries of reducing the nuclear waste down to the smallest possible amount. 

The other operators of nuclear submarines take a different approach. They take a section of the submarines out and store it on land. What we are trying to do is actually to decompose the submarine down to its smallest nuclear parts and put those into deep storage. That is partly because we are a small island with less footprint, but also because technology has moved on, so we are trying to be as advanced as we can. 

To give you an example, we are actually taking away the low-level waste that we are taking out of the submarines in Rosyth at the moment and smelting down about half of it, such that it comes out as non-radioactive metal that can be used. That is one of the innovations that we have introduced recently. We are genuinely doing as much reduction down to as small a level as possible. 

Clearly, the fuel that comes out will go into fuel storage. The intermediate-level waste will be reduced to as small as possible; that will also go into storage. With low-level waste, at least half of that will be recycled, and some will be put into low-level storage. And the rest of the submarine we will effectively chop up and dismantle completely, so that there will not be a submarine liability sitting there. 

Q56 Craig Mackinlay: So the Americans, with the benefit of—

Chair: Briefly, Mr Mackinlay, because we need to move on. 

Craig Mackinlay: Okay. So the Americans, with a big geography, they tend to cut up bigger sections and just bury them. That’s effectively what they—

Ian Booth: No, no, no—they have a very sensible approach. 

Chair: We need to move on, to keep to time. Mr Ellwood. 

Q57 Mr Ellwood: Thank you, Chair. I am just wondering if we could step back and look at the Report as a whole. I mentioned that I will go down this afternoon and—

Chair: Can we just keep to questions, please?

Mr Ellwood: I simply ask whether you could just comment on the Report itself. This is a jaw-dropping amount of money—taxpayers’ money—that has been overspent and that has been wasted. Is it possible, first, just to acknowledge and apologise for that, because it is very difficult for us to bat for more money when this hasn’t happened?

On page 8, for example, the Report refers to the breakdown between the regulator, the Department and the contractor, and their failing to have proper discussions to make sure that you mitigate and prevent this sort of overspend. Then, on page 6 there is also a question—if this was a civil nuclear project, you would actually follow different regulations that might have prevented this overspend from happening in the first place. 

Sir Stephen Lovegrove: Well, I would—

Q58 Chair: Very briefly, Mr Lovegrove, but I think Ms Nicholls has a background in civil nuclear, so it would be good for you to answer that as well—

Sir Stephen Lovegrove: As indeed do I.

Chair: Of course you do—a long time ago. 

Sir Stephen Lovegrove: We immensely regret the amount of taxpayers’ money that has been lost here; there’s no question about that. That is why in the last four or five years we have we have really tried to tighten up on these things. This is an extremely helpful Report; there is not a single word of it that we would object to. There are lots of wayposts for the future and I am pleased that there is at least a bit of recognition that we have improved. But yes, of course, the last thing that I want to see is this kind of delay and this kind of overspend, which is a real problem.

The only thing I would say is that there is probably not a nuclear project in the world, either in the civil or military area, given their complexity and scale and the immensely high—quite rightly so—regulatory safety standards to which they are subject, that has not gone over budget in some way or another. That is why I think the really key point in this Report, in a whole host of different ways, is the absolute necessity for really, really, really proper planning before people start taking action. 

Vanessa Nicholls: I echo the point about the use of public money. We feel that responsibility, and regret the money that has been badly spent here. The point about regulators is really important. The Report talks about the way that we are now bringing together the regulators, the MOD and the licensee on site—at Aldermaston it is called the A6, and at Devonshire it is the D6; you can see the pattern—to talk regularly about the way that these projects are progressing, to involve the regulators early in the discussion. 

Actually, the regulator is sometimes the person who points out that things are being overdone and that perhaps they could be simplified. The more that that group move together, the more chance there is that money is well spent, and things come in on time. That is a lesson that we have well learned and are now doing consistently across the patch.

Ian Booth: We have taken as a policy in the SDA for all further infrastructure projects that we will work closely with the contractor, the regulator and ourselves to do exactly that most common, joined-up approach to the regulatory environment as possible.

Q59 Sir Bernard Jenkin: You had to start building the core production capability before you had the reactor designs. That was because decisions were not being taken at a political level. What have you learned about how to manage that kind of risk and difficult political decision making better?

Vanessa Nicholls: That comes back to the 100-year plan and trying to build in enough time to take those decisions, including political ones that might be difficult, so that we are allowing ourselves sufficient time to do that, progressing work where we can at the same time. For instance, ground investigation is the sort of thing that can be done in parallel, and that can save us some time once a decision has been taken. The primary thing is not to start building until we have a design.

Q60 Sir Bernard Jenkin: On MENSA, it seems to have taken the Department a very long time to realise that there was something going wrong with that programme. What have you learned from that?

Vanessa Nicholls: Obviously there was the period between 2013 and 2015 when it seems like it took a long time to come to light. My team are now based at the site, seeing the AWE and contractor team on a daily basis. We also have a single cost management system that allows us to see schedule and cost in real time. Then MENSA flows up through our governance systems. I feel as though we have good sight of progress on MENSA. Indeed, the MENSA team are in the room today to learn from the Committee as well.

Q61 Sir Bernard Jenkin: Some of the problems seem to have arisen from the failure to monitor suppliers effectively. What has been done to improve that?

Vanessa Nicholls: Mr Booth might want to talk about the good work the SDA is doing on the supply chain. One of the improvements that we have made at MENSA is to bring Costain in, effectively as a construction manager, to bring together the supply chain for us. That has also allowed us to make improvements to the commercial arrangements—so, 85% of the supply chain contracts for MENSA are now on fixed-cost or TCIF contracts, which is a— 

Chair: I know that Mr Lovegrove wanted to briefly come in on this, but we are tight on time. 

Sir Stephen Lovegrove: I want to follow up on the answer that I gave Mr Ellwood a moment ago. There are, on page 4, under “Key facts”, the current forecast costs—£240 million, £474 million and £1,806 million. I just want to make the point that although, of course, sitting here today those are the best point estimates that we have for these projects, the reality is that those are points in a range.

Chair: You are telling us that they are going to go down. 

Sir Stephen Lovegrove: They may go down, but they may go up. I do not want anybody to get the wrong impression. The one thing I can almost guarantee is that it will not be £240 million, £474 million and £1,806 million. That is why we hold contingencies. We hold contingencies across the Department.

We have had an example of that already. The Report talked about the £11 million that we have had to put aside in Barrow because of the hazardous substances in the ground. That number is already £30 million since the Report was done. When the Report was being written, £11 million was right. It is now £30 million.

Chair: We always know that there are risks, unknown risks, and known unknowns. We cover that a lot on this Committee.

Sir Bernard Jenkin: We hear that the nuclear enterprise is going to be funded come what may, but we cannot give you permission to overspend too freely.

Sir Stephen Lovegrove: Understood.

Q62 Sir Bernard Jenkin: Going into MENSA again, we should be more concerned about missing deadlines. What would be the consequences if MENSA were not completed by 2023?

Vanessa Nicholls: The work that will go into MENSA is currently being done in a facility called the Gravel Gerties. The regulator is content for us to operate there until 2026. MENSA is due to complete in 2023, so there is a three-year window there. If for some reason that did not look feasible, we would have to talk again to the regulator, but at the moment we are holding to 2023 completion for MENSA.

Q63 Sir Bernard Jenkin: So there is no threat to the maintenance of the existing warhead or, indeed, the development of a new warhead.

Vanessa Nicholls: Correct.

Q64 Sir Geoffrey Clifton-Brown: Critically, do all these changes still mean that the Dreadnought programme is on time and the submarines will be delivered by the early 2030s, as envisaged?

Vanessa Nicholls: That is the date that we are holding to.

Q65 Sir Geoffrey Clifton-Brown: Is it still realistic?

Sir Stephen Lovegrove: Yes.

Q66 Sir Bernard Jenkin: Sir Stephen, what are the top three lessons learned from these mistakes on how to avoid them in the future?

Sir Stephen Lovegrove: Planning before spades start going in the ground. Relationships with regulators so that gold-plating does not occur. More appropriate contracting mechanisms. And I don’t necessarily always mean shifting risk to the contractors, because they will just price risk into the contracts, but certainly more appropriate contracting mechanisms, so that when things do happen, the contracts are flexible enough to be able to accommodate them without the Government taking the pain.

Q67 Sir Bernard Jenkin: There will be questions later about relationships. I am disappointed that you do not lay more emphasis on relationships between regulators, suppliers and the MOD and developing those. That leads to a question about how you make appointments to these crucial areas. I should just say that I am very, very impressed with the people that you’ve got, but there is not a lot of institutional memory there. How much importance do you attach to appointing internal MOD people with subject knowledge and expertise and bringing in people from outside?

Sir Stephen Lovegrove: I like to have a blend, truth be told. The MOD is at the far end of the range of Whitehall Departments where specialist experience and specialist knowledge are at a premium. It is absolutely critical, in my opinion, that the MOD continues to be able to generate from its own ranks the kind of people who will be sitting in the most important seats in the Department. That isn’t to say that we can’t benefit from external expertise and learn lessons that the rest of the world has learned a bit quicker than us, but the MOD does need to think very, very carefully about its talent management. I am very, very certain about that.

Q68 Sir Bernard Jenkin: To some extent, this type of churn in the civil service has become institutionalised and we have to deal with it. When you came into the job, Ms Nicholls, how much institutional memory did you feel was available to you, and with regard to when you move on, as you inevitably will, what are you doing to ensure that there is an accumulation of institutional memory that you can hand on to your successor?

Vanessa Nicholls: I am very fortunate within the Defence Nuclear Organisation and, in fact, with all the organisations that I work with that there are people with deep expertise—not least the Submarine Service, which makes up a good portion of my workforce and Ian’s workforce, but also weapons and nuclear scientists who are in my warhead teams. As Stephen said, you do, though, need a blend with people who have not been doing that for 20 or 30 years and who come in with experience from other sectors. I think you make a very good point, though, about how we maintain knowledge and absorb learning in a 100-year programme. I don’t think there are lots of examples across government of successfully doing that—or, indeed, of 100-year programmes—so that’s something that I am keen to explore and to leave in good shape whenever I do leave, which is hopefully not soon.

Sir Stephen Lovegrove: The Americans do this better than we do. The admiral who runs the nuclear enterprise is, by law, obliged to serve for eight years. They have recognised, in a way our systems don’t quite recognise, the importance of longevity.

Sir Bernard Jenkin: And they have brought in somebody steeped in nuclear who understands that programme—compared with his predecessor, who perhaps wasn’t so hot.

Chair: We need to move on, so this will have to be the last point.

Q69 Sir Bernard Jenkin: Briefly, give us an example of an actual lesson that you are implementing.

Vanessa Nicholls: I can do one from MENSA. You might want to follow up, Mr Booth. A real example is Project Pegasus—the construction of a manufacturing facility for enriched uranium at AWE—which we have paused so that we can have more mature designs based on the requirements of the future warhead. That is a real thing.

Q70 Peter Grant: I suppose this question is primarily for Mr Booth to begin with. Reading this report, it strikes me that all the three main contracts we are looking at have failed to put in a significant incentive for the contractor to deliver on time and on budget, or to require a standard. In most of them, if anything, the incentive in the contract is to go over the budget. Why did you go into those contracts on such terms?

Ian Booth: I will be clear: lots are historical contracts that go back many years. As I think we have said, we support the recommendations of the NAO Report—we agree that that is not the best way to contract.

Chair: Could you speak up? Sorry, it is the acoustics, not you.

Ian Booth: We agree with the recommendations in the NAO Report. We also looked at the reports on the transport sector, and we have our own set of lessons learned. Absolutely, in future, we intend not to operate in that way. Exactly as Ms Nicholls said, on my programmes, on every infrastructure programme, we have wherever possible paused. We are trying to get the requirement and the design clear, in as appropriate a contract as we can have, to get a clear way forward, and we will only contract with our suppliers when that is done. We are absolutely trying to learn the lesson. We have a full set of lessons learned, which we issue as a guide to our people, and we intend to operate in a better way going forward.

Q71 Peter Grant: That is encouraging to hear, but Britain has been building and deploying nuclear submarines for 50 years. Why has it taken basically 48 years and goodness knows how many other critical reports to get the message that you had to up your game?

Ian Booth: I am afraid that I cannot answer that. All I can say is that this team has absolutely embraced the Report and its recommendations, and we intend to act on it.

Sir Stephen Lovegrove: The Report does recognise—we are pleased that it does—that we have made significant improvements in the past four years. There is plenty of time to go, but it is not that we are complacent about this at all.

Q72 Peter Grant: In any major engineering or manufacturing undertaking, it is very common practice to set up a company, or a number of associated and subsidiary companies. For legitimate business reasons, often they will subcontract the work to companies in a close-knit family. Will you tell us, for each of the main projects that we are looking at, what percentage of subcontracted work by value each of the main contractors has given to closely associated companies in their own group?

Vanessa Nicholls: I do not have that information, but I am happy to write to the Committee with it.

Chair: You can write, so you have that information but not—

Vanessa Nicholls: Not here today.

Q73 Peter Grant: Is that something you are actively monitoring?

Ian Booth: Yes.

Q74 Peter Grant: Is there any requirement for further oversight by the MOD before a main contractor lets a subcontract to one of its own subsidiaries?

Ian Booth: You are absolutely right, and I completely agree with your point. On the Dreadnought contract, before every contract is placed by our tier 1 contractors, it comes before a body called the contract permissioning group
, which I chair. I look at exactly those issues. If this was a BAE Systems contract or a Rolls-Royce contract that they are subcontracting down, I would review not only what they propose to meet but what they propose down the chain, and their terms and conditions. I assure you that I challenge fairly hard to ensure that they have chosen the appropriate contractors, using competition wherever possible, and that those contractors have the skills and capabilities to do the work. We now apply that process across the whole Dreadnought programme.

Q75 Peter Grant: One of the examples that’s quoted in the Report relates to BAE Systems. I am not picking them out for any particular reason. They received a £65 million increase in claims from the subcontractor, which immediately and obviously increases the cost of the job by £65 million. But then BAE, the main contractor, got a £6.5 million increase in their fees just for paying on £65 million—not a penny more. That certainly does not give me confidence that the choice of contractor and certain of the subcontractors’ terms were particularly carefully monitored. Something like that could happen, and there was nothing that could stop it.

Ian Booth: I agree with your observation. That was one of the main reasons why we set up the contractor permissioning group to make sure that exactly those things do not happen going forward.

Q76 Peter Grant: One improvement that has been made was the introduction of the Single Source Contract Regulations 2014. When those were first mooted in 2011, the MOD claimed that the savings would gradually build up to £200 million per year. How much are we currently saving? Have we reached the £200 million saving yet?

Charlie Pate: We had 252 contracts and about £37 billion-worth under those regulations by the end of the last calendar year. We have not been able—this was part of the efficiency report that was discussed alongside the equipment plan at the hearing last year—to determine exactly what savings on contracts are as a result of the single source and what are a result of other initiatives or work that we, and DE&S and SDA particularly, have been performing, so we have not been able to say the exact amount, nor report that. 

Q77 Peter Grant: Thank you. Is that something you can write to the Chair about?

Charlie Pate: We can write with further information.

Q78 Peter Grant: A final question on the single source contract regulations. Are you able to tell us how much it is costing the taxpayer that Rolls-Royce have not yet signed up to them? What are you doing to encourage them to sign up?

Ian Booth: Rolls-Royce have signed up to the regulations on all new contracts. The contract referenced in here is a long-standing contract and we are in discussion with them at the moment about taking that approach for the next phase. Clearly, that would involve breaking a contract that we signed many years ago. As a minimum we want to get to the same features that we would see in the SSCR, whether or not we break that, but that is a matter of commercial negotiations between ourselves and Rolls-Royce.

Q79 Sir Geoffrey Clifton-Brown: Sir Stephen, I was on this Committee in the early ’90s. Your predecessors but several at that time were criticised for cost-plus basis contracts. It seems from this Report that not a lot has changed in the last 20 years. There are some terrible things in this Report on contracts such as deferred costs being taken as a saving and management fees at an increase. In case study 1, BAE takes no risk at all in these contracts. How has this not changed in the last 20 years?

Sir Stephen Lovegrove: I am afraid I cannot speak for my predecessors. I accept the very well founded criticisms of cost-plus contracts and the types of contracting mechanisms that you are talking about, which effectively leave the Government holding the baby when anything goes wrong, and in projects like this things go wrong quite a lot. Those are things that we are absolutely determined to expunge to the extent that we possibly can. The progress of the last four or five years has shown that we are making good progress on them.

Q80 Sir Geoffrey Clifton-Brown: Is not a major part of the problem that four contractors hold 97% of the value of these contracts? What can be done to increase competition?

Sir Stephen Lovegrove: it is extremely difficult, I agree. The structure of the British defence industry has become much more concentrated over a period of time, so we are now very reliant on BAE, Rolls-Royce and Babcock and so on. It is difficult and it makes contracting a more complicated exercise than you would expect it to be in an area where there is more competition in the marketplace. 

Q81 Sir Geoffrey Clifton-Brown: Given the 1958 agreement with the Americans, that only the British or the Americans can participate in British military nuclear propulsion systems, is it out of the question to invite American competition into some of these contracts?

Sir Stephen Lovegrove: I cannot go into too much detail in this forum. I have had those kinds of conversations with American colleagues and they are not keen on that happening.

Q82 Sir Bernard Jenkin: Part of the problem of negotiating contracts with these four prime contractors is that they now own assets that are absolutely dispensable to the programme. They can hold you to ransom. How do you mitigate the fact that BAE owns the submarine yards but the intellectual property is owned by Babcock? They can just say, “Well, if you don’t pay us what it costs, we won’t do it.”

Ian Booth: Your point is very valid. The single source regulations help us enormously, because they require transparency and complete open book accounting so that we can see the costs and can disallow any costs that are not appropriate, attributable or reasonable. That definitely helps our hand in managing contracts.

Q83 Sir Bernard Jenkin: Just to stop you there. You failed to achieve your 2018 target to get it all on to single source regulation contracts. 

Ian Booth: All new contracts that the Submarine Delivery Agency is placing are on that basis
. 

Sir Bernard Jenkin: Have I missed something?

Chair: That was said just now. 

Q84 Sir Geoffrey Clifton-Brown: So on this intellectual property point, why is it ever the case that, when a Government makes a contract, it does not at least jointly own the intellectual property rather than leave it solely to the contractor?

Ian Booth: We look at them on a case-by-case basis. On the facilities and intellectual property, we make a balanced decision about who is most appropriate to use them and own them. Sometimes our contractors have the intellectual property that we wish to benefit from, and sometimes we generate it.

Q85 Sir Bernard Jenkin: I interrupted the first part of your answer. Can you remember what it was?

Ian Booth: The single source regulatory arrangements are absolutely in our favour and help us significantly in this. We are also now significantly strengthening our supervision and oversight on our contracts. We are bringing in people who are experienced in managing contracts like this. I am an example of that, and my commercial director was recruited from industry. We have strengthened the team significantly. We are trying to negotiate contracts that bring a sensible basis of estimate that is compliant with the qualifying defence contract regulations. We have good transparency and good oversight all the way through. 

Q86 Sir Bernard Jenkin: And honesty.

Ian Booth: Yes.

Q87 Peter Grant: The main contract for AWE is due to expire in 2025. I appreciate that there might be things you cannot tell us in a public forum, but can you outline the timetable for consideration of what the options might be once that contract expires? What role will there be for Parliament to try to ensure they do not make the same mistakes that they made with the previous one?

Vanessa Nicholls: One of the improvements that we brought into the contract last year is that there are now three-year periods rather than a one-year period. The period that we are in now is 2019 to 2022, then there will be a 2022 to 2025 period. We are currently considering our commercial options within that timeframe, and the shareholders are engaged in a conversation with us about that. I’m afraid I cannot say a lot more. 

Q88 Chair: Permanent secretary, one of the things that comes across whenever we look at this area is that there is a complex relationship between the Department, the DNO, the Submarine Development Agency, the site operators and the regulators. Do you think that the model we have in this country is the best way of working, and is there any benefit to thinking about various parts of the MOD owning some of these assets directly?

Sir Stephen Lovegrove: I am very comfortable with the institutional arrangements around the Defence Nuclear Organisation and the SDA. They are a great improvement on where we were. 

Q89 Chair: You mean the improvement is because we have the SDA and the DNO.

Sir Stephen Lovegrove: Correct, and they replicate some of the lessons—they are occasionally painful—that have been learned in the civil sector from Sellafield and the NDA. I am comfortable that we are in a better place. I am sure there will be changes that we could make to improve things further, but I am fine with the basic architecture. In terms of owning the assets, that is a very important point. 

The difficulty with anything nuclear, whether civil or defence related, is that the risks are too great, typically, for private companies, no matter how large, to comfortably hold. The result of that is that you end up with the risk being held, ultimately, by the state.

Chair: Yes, even if the state does not own it. 

Sir Stephen Lovegrove: Even if the state does not own the asset. I think that, historically, contracts that have been signed over the years have not reflected that reality as well as they could have. Some of the tensions we have in the system arise as a result of that. 

Q90 Chair: That is a very good civil service way of saying that, intellectually, you are thinking about it; but is there any prospect for the future? We are talking about three projects being built. Is there any conversation in the Department about taking on that risk directly and then contracting out the facility to a private company? 

Sir Stephen Lovegrove: There is certainly conversation about future projects and where ownership should lie, aligning it more closely with the real adoption of risk, which, as you say, is for the state. It is more difficult in the historical context, because we are bound by contract law and all the rest of it. But in many instances, we have step-in rights and other rights, should things become intolerable, and we keep those under review. 

Q91 Chair: Ms Nicholls, you are relatively new in your post. You must have looked at this before you arrived, and you have been in for a while now. What difference do you think the DNO has made to managing the nuclear enterprise?

Vanessa Nicholls: It is about bringing together that complete picture and trying to have the overall plan, and then to think about sequencing and prioritisation across a high-risk and complicated picture. There are things that we have not got to yet, which we will get to in the next couple of years—a more systematic learning of lessons is one of them. There is a strategic conversation to have with the regulatory community, which I think will make a difference in the long term, including learning from other sectors about the skills, learning and development of our teams and so on. There are another couple of steps to go, but we have a foundation from which to do those things. I think it is already making a difference. 

Q92 Chair: This Committee has previously called for this set-up. It took a while to get in place, so it is pleasing that it is here. You have touched on the important issue of regulation. You and the permanent secretary have worked in civil nuclear. There is quite a difference in regulation across the two. When you talk about that challenge and that discussion about how to look at regulation, are you looking at suggesting changes to the way defence nuclear is regulated, and if so, what changes would you like to see?

Vanessa Nicholls: We are not contemplating constitutional changes at the moment. As you know from the Report, there is the Office for Nuclear Regulation, Defence Nuclear Safety Regulator and the Environment Agency, as well as other regulators that might, correctly, come into play. There is space for us to move around learning from good practice and learning from other sectors. For example, what does an ALARP really mean in the nuclear context? Are there ways that we can engineer for safety in the first place, so that things become easier to move and transport? Some of that is a question of design and build, where if we can build in safety, it will become easier and cheaper to use a building. I think there is quite a lot in that area that we could explore with the regulatory community that is not about legislative changes. 

Q93 Chair: Mr Booth, do you want to briefly add something to that?

Ian Booth: I completely support what Ms Nicholls has said. Our regulatory environment is what it is, and it is our duty to make it work as well as we can. I think we are having a constructive discussion with the ONR and the DNSR. This is all about what is recommended in this Report: ensuring that at an early stage we work closely with all our regulators to come up with concepts and designs that meet the regulatory aspiration at the lowest cost and the shortest timescale. We have a very good dialogue. Where we have made it work, it is beneficial. The best example at the moment is Devonport, where we have taken substantial costs out of our forward plan for infrastructure in Devonport by the DNO, SDA, Babcock and the two regulators working together to come up with quite a radical improvement, which I think will give us a safer solution.

Q94 Chair: Those are the relationships that Sir Bernard was talking about earlier: on the ground, face-to-face discussions. It’s not rocket science.

Ian Booth: No, it’s not rocket science, and we are now making it our policy that we will work in that way. 

Q95 Chair: Can I turn to you, Permanent Secretary? One of the challenges, which you touched on earlier, is that this is a very long programme, you have annual budgeting and you have certain investment peaks in a programme as big as this. What are you doing to try to smooth that out? Are there serious negotiations or discussions going on anywhere between you and the Treasury about having longer-term funding plans for the DNO and its operations?

Sir Stephen Lovegrove: I think we are unique in Whitehall in being in a position to discuss with Treasury our 10-year programme. That is a longer planning horizon than anyone else has. That is not the same—

Q96 Chair: It’s not guaranteed funding, though. 

Sir Stephen Lovegrove: No, unfortunately that is not the same as a 10-year guaranteed budget, but it does give us a degree of certainty. You are, of course, absolutely right that what we are talking about is a very large number of very big, interlocking programmes, which all have to work in harmony. They have the ability to impact not only on each other but on other bits of the Department in a way that can occasionally be quite damaging. So we work very, very hard to ensure that the programme across the Department is as smoothed as possible. That is not always achievable, and we should be honest about that. Certainly, in the next few years, we have some spending humps, partly because effectively we are recapitalising the whole of the nuclear enterprise at the moment, which brings its own pressures—that is partly related to Sir Bernard’s earlier points. It is also partly because we have a bow wave of expenditure which we have built up by having to delay things, so we do have some quite extreme pressures at the minute.

Q97 Sir Bernard Jenkin: What do you mean by recapitalising?

Sir Stephen Lovegrove: Sorry, that is a technical term of art that is used in this area. Basically, at the moment all of the components of the nuclear enterprise are having to be replaced. So we have got the new bomber submarines, the propulsion systems and warheads—everything is having to be refreshed. Any one of those programmes will probably be in the top 10 programmes in the Department. They are all huge. 

The Americans are doing the same, by the way. Very nearly all of the American system is being refreshed and rebuilt at the moment, and it is placing a great deal of pressure on their budgets as well. Mr Pate will give further information if required. 

Q98 Chair: Mr Pate, on the smoothing issue—this rather highlights the point—all it takes is a small delay in a programme and then that peak of important investment moves to the next financial year. How do you manage that across the Department? That can have a catastrophic effect on other parts of the MOD’s budget and capability.

Charlie Pate: Absolutely, and it is why we find annularity hard on the capital basis. It is very difficult to manage to 31 March for these major capital programmes. But in the amount we are spending, as I suggested earlier, you do find that some things go up and some things go down, so you are managing the whole portfolio on that basis. 

Chair: You make it sound so easy.

Charlie Pate: The other thing I would say is about the ability of the whole enterprise to deliver as well. That is something we continually assess. At each project level, every project manager is convinced that they will deliver fully within any one year, but when you take that as a whole and you look at what industry is having to deliver, you understand how realistic that is. That does lead to some smoothing of the profile as we go forward. 

Q99 Chair: We could always go into this more, and we will—we are looking at the defence and equipment plan soon.

When we last met, we talked about skills in this area. You were quite robust and optimistic that you were going to make some progress. Has any progress been made? It has only been a little while, really.

Sir Stephen Lovegrove: It remains for me the biggest challenge that we have. We can have negotiations with the Treasury about funding profiles. We can have better contracting arrangements with industry. We can have better relationships with the regulators. All of those things are in our power to change. Developing a sufficiently deep bench of skills in basic engineering, nuclear engineering in particular, and, to a lesser extent, commercial and financial skills, is something that we wrestle with all the time. We are making some progress, but not as much as I think the country needs. I continue to have discussions with my colleagues at BEIS and the DFE about how we can do this better. It is a national problem, which has had a long genesis, and it will probably be a long time before it is fixed.

Q100 Chair: When you say a long time before it is fixed, how long? Let’s be honest, people in the industry are getting to retirement age. There is a lot of big expertise that is just not going to be replaced.

Sir Stephen Lovegrove: At the moment the best practice is coming out of the civil sector. Colleagues have rightly been very clear with anybody who wants to get into the civil sector, the new build or the decommissioning side that they need to put serious effort into educating and training the engineers of the future. We are doing our bit in defence, but it is more about retention than about building the future. That is something that we have to address. Mr Booth is much more on the frontline of this than I am.

Ian Booth: I would absolutely agree with what Sir Stephen said. We are making progress. In terms of numbers, when the SDA was formed in April 2018, we had about 1,300 core staff and some manpower substitutes. Today we are at 1,600, so we have increased by about 300, but we need another 250 staff. We are making headway and we are bringing good people in from elsewhere in government and defence and from external sources, so we are getting a nice blend of people. The numbers are still not moving as fast as I would like. All our contractors are having a similar challenge.

Q101 Chair: What is the age profile, of both contractors and staff members?

Ian Booth: The new people we are bringing in are earlier in their careers, so we are managing to bring in new blood, but as you are aware, in society these days people tend to stay in jobs for less time than they did. Although we are bringing new people in, we now have to work to retain them and bring more new people in.

Frankly, our contractors have a similar issue. Barrow in particular is doing very well at recruiting, but the attrition rate because of the older people
 is a challenge. This year, Barrow intend to recruit another 600 people
. They have an excellent training centre, which is one of the best training centres I have ever seen anywhere, that is working incredibly well to attract people. They are even running academies in the Barrow area, so we are doing a lot to generate the skills in Barrow to feed the programme.

Chair: There is a sudden flurry of interest, so I will bring in Sir Geoffrey, Mr Ellwood and, very briefly, Craig Mackinlay.

Q102 Sir Geoffrey Clifton-Brown: You say you have a very good relationship with the regulators. The regulators have a very difficult job to do and this is a critical part of our infrastructure, but the Report makes it quite clear that, in the case of MENSA, ONR “suggested alternative approaches to the site operator after designs were approved”. ONR does not have any remit to ensure value for money. Is there a case for saying that, in addition to its existing role, ONR should be required to at least consider value for money? Otherwise it will go on just delaying and changing designs with no consideration for taxpayers’ funds.

Ian Booth: We have a very good dialogue with ONR on that. ONR do not try to make the most expensive facilities or force us to it. They are entirely happy with a discussion that balances and takes benefit from the inherent safety in our product. A good example is that our nuclear reactors in our current submarines are intrinsically safer because, as you would expect, in each evolution we have made them safer. ONR have been very open to a discussion that enables us to claim the benefit of that safety in the reactor, so then the facility in which we are maintaining or building it does not need to be at such a high level. They work well with us to not just escalate the cost up; they are very pragmatic and reasonable, and they look to us to look at the cost, the feasible operation and the safety with them, to get to a good answer. I think they would say that they actually do that. My evidence is that in recent times, they have been very good at that. 

Q103 Sir Geoffrey Clifton-Brown: In relation to MENSA, the Report makes it quite clear that the lack of skills to prepare safety cases for the ONR has led to them having to have an enhanced regulatory regime. In other words, it is a glorious circle of increased costs and delays. 

Ian Booth: MENSA is a DNO project, not an SDA one. 

Q104 Sir Geoffrey Clifton-Brown: Right. Ms Nicholls, could you answer that one? 

Vanessa Nicholls: It is one of the priority conversations that we are having with AWE plc. That is about them planning, with the regulator, when those safety cases are going to be coming through the machine, so that both the site and the regulator can plan the resources to a plan and a schedule. One of the areas of skill shortages is in writing safety cases and getting them right first time. It is also one of the conversations that we are having with the shareholders at AWE about where the reach-back facilities are to try to bring in people to increase the amount of resource we have got on the site. 

Q105 Sir Geoffrey Clifton-Brown: Mr Lovegrove, I know that generally in the IT and engineering sectors there is a shortage of skills, which the Committee has looked at before. Are you competing in the market properly? Are you able to pay people in sufficient pay bands to get the skills that you need? 

Sir Stephen Lovegrove: We are certainly not in a position to be able to match the kinds of pay packages that civil nuclear, for instance, is offering. There is no question about that. We are public bodies, obviously, of one type or another and there are limits as a result. There are certain freedoms that Mr Booth has, which take him into a place where he can offer better packages than we would be able to offer in the Department proper, but they are still not market-facing equivalent. 

How much of that is a problem is an interesting question. There are many examples of people who want to work in the public sector because of the inherent interest in the work and their values of public service. 

Chair: We have covered this before. 

Q106 Sir Geoffrey Clifton-Brown: Given that skills are absolutely key to getting these very complex and expensive projects right, could I ask you to let the Committee have a note on what skills you lack and when you think you might be able to address them? 

Sir Stephen Lovegrove: Yes. 

Sir Geoffrey Clifton-Brown: Thank you. 

Q107 Mr Ellwood: Given the complexities of the entire CASD programme, would you agree with me that it is now time that we returned this as a separate financial entity and break it away from the traditional defence budget? 

Sir Stephen Lovegrove: I certainly would not want it to go out of Defence. The people who run the crew and maintain the submarines are obviously from the Royal Navy—

Q108 Mr Ellwood: Sorry, I should have said non-operational. The operational side is clearly a maritime capability.  

Sir Stephen Lovegrove: I think there is a very good argument for applying some form of ring fence around the biggest elements of nuclear. When the cost profiles move, which they inevitably do, they do have the ability, just because of their sheer scale, to impact the rest of Defence quite a lot. 

The best example, again, is to look across to America. In America, the nuclear component of the DOD’s budget is about 6% or 7%. When we are at the height of the recapitalisation that I talked about earlier, the nuclear component of the Ministry of Defence’s budget is going to be up at around 18% or 19%. It is a very, very big swing factor, and that is an active subject of conversation with the Treasury. 

Mr Ellwood: You absolutely have my support for that, but I make it very clear that, on the operational side, the bleedover of £1.35 billion has an impact on conventional capabilities, which you have got to absorb. 

Q109 Chair: Which we know. You talk about challenges. What about foreign exchange at the moment? Interest rates? The drop in the stock market? Has that had an impact on your future planning?  

Sir Stephen Lovegrove: It certainly has a big impact on the broader programme; it has a bit less of an impact here, because of the nature of the sovereign capability.

Q110 Chair: But for the Department as a whole?

Charlie Pate: On the broader programme, we do forward purchase, so in the short term—

Q111 Chair: Yes, for three years. We know that; we have covered it quite a lot. Have recent bumps caused particular problems in the Department?

Charlie Pate: The increase since 2016 has been a substantial issue, and that has been part of our discussion with the Treasury about the release of further—

Chair: We puzzle with this. There is no easy way around it, is there? You cannot purchase too far ahead.

Q112 Craig Mackinlay: From what I saw when I went to Rosyth as part of the QE programme, I was quite surprised—although it did not bother me in the slightest—that there were lots of signs up in Polish, because there were not enough local staff available to the contractors to get the job done. That seemed to me somewhat bizarre, given that there is a long-term programme with time to train people domestically and set up apprenticeship programmes. The companies themselves know that this is a long-term project. It is probably the same at Barrow, with the long-term project for the Dreadnoughts. Are the companies really stepping up to the plate to say, “Yes, we know this is coming. Let’s train. Let’s deal with local FE colleges and all the rest of it to do the best to get these skills in place for what we know is not a project that is just coming around the corner tomorrow, but is here for a long time.”

Chair: Mr Booth, you touched on this earlier, but Mr Mackinlay is rightly highlighting the supply chain of people before they get to the Barrow college.

Craig Mackinlay: It seems bizarre to me, that’s all, in areas that have not insignificant unemployment.

Ian Booth: Rosyth and carrier was a very specific case. They were such large ships that they took up the whole of the UK capacity, and the most economic way to do it for the country was to use outsourced labour. What we are trying to do now is a more balanced programme. We are working carefully with all our contractors on surface ships and submarine build and with Sir Simon Bollom, who runs the other acquisition programmes in maritime. We work well with those contractors, and that is what I am pushing for. In Barrow, our intention is to have a core stable workforce, employed by BAE Systems but topped up with key skills from suppliers where appropriate. You are right that the food chain for people starts in schools. BAE now runs schools as academies in Barrow, and bring people all the way through the system. I would like to replicate that in Devonport and Faslane.

Chair: Thank you. Sorry to cut you off, but we are tight on time.

Q113 Sir Geoffrey Clifton-Brown: I have two very quick questions. I appreciate that the first is sensitive, like the American question that I asked: are you collaborating as much as possible with the French? Yes or no?

Sir Stephen Lovegrove: Yes.

Q114 Sir Geoffrey Clifton-Brown: Secondly, are you considering that alternative technologies, such as electromagnetic, might well come along in a timeframe that might interact with this nuclear programme?

Sir Stephen Lovegrove: That probably falls into the category of things that we would not want to discuss in public, but I am happy to have a conversation.

Sir Geoffrey Clifton-Brown: Fair enough, understood; but I have asked the question.

Q115 Mr Ellwood: This is all about long-term nuclear deterrence, but I understand that, because of the problems we have been talking about today, two of the Vanguard-class boats have been out of the water for more than a year. Is that correct, and is that not testing the limits of having a continuous at-sea nuclear deterrent?

Sir Stephen Lovegrove: I am afraid we will not be in a position to be able to discuss the operations of CASD in this Committee, if that is all right, Mr Ellwood.

Q116 Chair: I am sure that, as Chair of the Defence Committee, you can have that conversation.

Sir Stephen Lovegrove: I am very happy to give you a private briefing on those matters.

Chair: Thank you very much indeed for your time. We are keeping a close eye on this in this Parliament, as we did in the last. Every blink of an eye in this Budget, as you have highlighted, has an impact on the Ministry of Defence budget, but it is all taxpayers’ money, and the Government have pledged to build schools and hospitals and all sorts of things, a lot of which could be funded by this. If it goes wrong here, the budgets go out of kilter across the piece. 

Our transcript will be up on the website in the next couple of days; I have to point out to new witnesses that it goes up uncorrected, so if you have a correction, let us know straightaway. We expect that our report will be published in the next four to six weeks, subject to events.
� The Department have commented the correction that this the figure quoted had been rounded down to the nearest 5, but as that actual figure is 76.8 the more accurate figure to quote is 77.


� The Department would like to make the correction that Mr Booth had meant ’23.


� The Department would like to make a correction as every major contract comes to the permissioning body, rather than every contract.


� The Department would like to make the correction, “All new eligible contracts that the Submarine Delivery Agency is placing are on that basis.”





� The Department would like to make the correction to...’older people retiring is a challenge.’


� The Department would like to make the correction to ‘apprentices’ instead of ‘people’.
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