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REPORT BY THE COMPTROLLER AND AUDITOR GENERAL

Investigation into the UKTI specialist services contract with PA

Consulting (HC 20)

Examination of witnesses

Bob Driver, Dr Matt James, Alan Middleton, Dr Catherine Raines, and Crispin
Simon.

Chair: Welcome to the Public Accounts Committee on 28 November 2016.
We are here today to look at the NAO investigation into the UKTI specialist
services contract with PA Consulting. We have a number of witnesses:
Crispin Simon, the former chief executive officer at UKTI; Dr Catherine
Raines, who is now director general and CEO for international trade and
investment at the Department for International Trade; Alan Middleton,
chief executive of PA Consulting; Dr Matt James, commercial managing
director at the Department for International Trade; and Bob Driver, the
former senior responsible officer at UKTI for this specialist services
contract. We have had a number of bits of correspondence from you. Dr
Raines, thank you for your comments about what the Department will be
doing now. We will touch on that towards the end, but that is not really
the focus today.

We are particularly keen to look at what happened with this contract. It
was signed in April 2014, started in May and terminated by the then UKTI
in January 2016. At a cost of £19 million, it is not the size of contract that
this Committee would normally take such a big interest in; although it is a
lot of money, it is not the billions we would normally look at—in
Government terms, it is a smallish contract. The NAO Report and the fact
that there have been other investigations into this paints a sorry picture of
how the procurement of the contract was handled and suggests, frankly,
disappointing behaviour by both parties involved.

I want to be really clear that we are looking at both parties in this. Mr
Middleton, we will probably spend some time discussing the role of PA
Consulting, as you defend how you were able to increase the profit on a
contract while telling UKTI that you did not. You will get a chance to
answer those questions during this hearing. UKTI is now at the heart of
the new Department for International Trade and is supposed to
understand business, yet there were a number of issues around this
contract, which my colleagues will probe.

It is important to remember that, whether it is millions or billions of
pounds of taxpayers’ money being spent, this Committee’s job is to hold
you all to account for how that money is spent, protect taxpayers’ money
and ensure that it is being spent with probity and honesty. That is what
we are trying to get to the bottom of today. We are here to hold you to
account, and that is our role. I will ask Chris Evans to kick off with the
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questioning.

Chris Evans: Mr Simon, I would like to start with you. Could you walk us
through the process of governance when signing contracts? What would
you expect to see?

Crispin Simon: The contract would have specified what we were trying to
purchase. We would have written a business case that was agreed with
the Cabinet Office and that we had submitted to the Cabinet Office under
the controls that were prevailing at the time. We would then have initiated
the bid process that is described in the NAO Report. We selected PA as a
preferred bidder and then we brought the final proposal from PA to our
management group at UKTI for authorisation.

Chris Evans: Why wasn’t the contract published with the Official Journal
of the European Union, as would be expected?

Crispin Simon: 1 am afraid I cannot answer that question.

Chris Evans: Okay. This question is to Mr Middleton. Do you think the
problems with this contract are ones of competence, a lack thereof, a lack
of ethics, or simply a case of both?

Alan Middleton: 1t is not a question of ethics. PA is very proud to be a
very ethical firm. It has worked for the Government for 70 years and has
delivered fantastic results over thousands and thousands of contracts. The
contract in question was delivered exceptionally well. It delivered 167% of
the contracted outcomes and it was billed in line with the contract value. I
was clear on this in my letter to the Committee that we, during the course
of the contract negotiation, could have been clearer on a number of
points. The framework itself could have been clearer, and as a result both
parties could have understood where they were at each stage. But at the
point of contract signature, with the letter alongside, PA contracted in a
certain manner, delivered financially against that, and delivered the
outcomes at a rate of 167%.

Chair: So you're saying that it's neither a lack of competence nor a lack
of ethics?

Alan Middleton: There is a competence issue in that early discussion
period, but it is certainly not an issue of ethics.

Chris Evans: What is your opinion on that same question, Mr Driver?
Bob Driver: 1t is a competence issue.

Philip Boswell: Mr Simon said it was signed off by an ex-CEO, but in its
investigation the NAO saw no evidence of that. Paragraph 8 on page 5 of
the Report says, “UKTI’s governance of the procurement was weak. It is
not clear that there was an agreed-upon commercial strategy. The
procurement team had a poor understanding—". Mr Simon, are you

saying that you signed off on this?

Crispin Simon: Yes. I read the Report and was shocked to see it say,
“There is no evidence that a nhumber of key decisions were approved by
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any formal UKTI decision-making body”, because they would have been.
We were quite thorough in our governance. We had monthly executive
team meetings and we brought important decisions to them. They were
minuted. We had a very capable company secretary—chief of staff, I think
they were called—and there were two assistants, so there was always that
person plus an assistant taking minutes. I can’t explain why there are no
minutes.

Philip Boswell: In which case, could you possibly write to us and provide
that evidence? What you are speaking about is due diligence—normal
protocol and processes; a stage gate process—whereby a submission is
made, a review is carried out and the box is ticked for it to go to the next
phase, which we would expect. Like yourself, I was surprised to see that,
so if you could write to us and pass that on, that would be helpful.

Crispin Simon: 1 can't provide the evidence, I'm afraid. I accept that the
NAO has said that there is no evidence. I presume that it looked for it. I
am sorry that there is no evidence but, as far as I am concerned, the
contract was authorised by our executive management team.

Philip Boswell: Okay.

Chris Evans: Mr Driver, I want to go back to the point you made earlier.
What do you mean by “competence”? Mr Middleton has been very
defensive of his position. According to him, there was neither an issue of
competence, nor one of ethics, so why did you pick up on competence?

Bob Driver: 1t certainly wasn’t an ethical issue; I think it was to do with
competence. Certainly, I picked up this job to do this contract, but I had
no formal procurement training and was reliant on professional advice.

Chris Evans: What was the professional advice that you were reliant on?

Bob Driver: 1 had a part-time procurement adviser.

Chris Evans: What about the things that I have laid out, such as the
business case before the contract that Mr Simon set out? Was an
investment committee formed and was due procedure followed in this
case?

Bob Driver: Yes. The procurement and the governance during the
procurement process was actually strong. I chaired a wide committee
formed of a number of different directors from across the organisation,
including finance managers and other people, along with the Shared
Business Services’ specialist on procurement. I had one project manager
to deal with this. It was quite a substantial framework contract that
required the evaluation of 35 separate bids, so it was quite a complicated
process. I was satisfied that all the bids were satisfactorily tested. We kept
that wider group together during the negotiating period.

I was also involved earlier on—in late 2012 and early 2013—with getting
the business case sorted out and the necessary approvals from the
Cabinet Office. I don't understand why this documentation has not been
available. Throughout the procurement process, I did recommend a formal
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and separate governance structure for the contract management of the
framework contract. That was very important because more than one
supplier was going to be involved in the delivery of the framework. That
was something UKTI needed to sort out. I have to say that I don't think
that cross-departmental management structure within UKTI was
established at the time.

Chris Evans: So you are saying that your concerns about a formal and
separate governance structure were not listened to then.

Bob Driver: No, they were not.

Chris Evans: So you were on your own.

Bob Driver: No, I wasn’t on my own; I was chairing—

Chris Evans: Could you help me then? Who did you report to when you
said this, and why did it fall on deaf ears?

Bob Driver: 1 was chairing that procurement process, and reporting to
two separate managing directors and, effectively, the executive team.

Chris Evans: And they just ignored that proposal completely.

Bob Driver: 1t was a little bit more complex than that, in that I put my
proposals through on a number of occasions to the central finance hub of
UKTI at the time.

Chris Evans: I asked this question to Mr Simon earlier: why was the
contract not published in the Official Journal of the European Union, as is
legal requirement?

Bob Driver: 1 am surprised, because I have only just found that out.

Chris Evans: But that is a very crucial element in this.
Bob Driver: Yes, it is very normal for these contracts to be published.

Chris Evans: It is not normal; it's—

Bob Driver: Yes, it is mandatory. I agree. It is something that one would
normally expect the procurement adviser to deliver. That is something
that they did, usually. I have not been able to look into that—I am no
longer a civil servant—but I would be very surprised if the framework was
not published in the Official Journal. Whether this lot within the framework
was published, I simply do not know. I am surprised it was not.

Chair: Dr Raines, we have heard about procedures that were followed and
that should have been documented. You now have overall responsibility
for this organisation. What has happened to that paperwork? Did it ever
exist?

Dr Catherine Raines: 1 can’t answer the question about what happened
to the paperwork, but I can tell you that we have now procured a
document management system.

Chair: Forgive me. I am privileged enough to have been a Minister, so I



Q19

Q20

Q21

Q22

Q23

HOUSE oF COMMONS

know that one thing the civil service is usually very good at is holding on
to bits of paper and ensuring that records are intact. Are you saying that
there was not a good record keeping system in UKTI?

Dr Catherine Raines: 1 do not know what record keeping system was in
place at that time. I can only tell you what we have put in place, which is
a document management system that will ensure that in future—

Chair: But you have taken over. You must have put a document
management system in place because you didn’t think that what was
there was good enough.

Dr Catherine Raines: On the basis of the NAO Report, with which we
fully concur, we believe that the document management system cannot
have been good enough, and therefore we have put in place something
better.

Chair: Mr Simon, you were there at the time.

Crispin Simon: 1 can only repeat what I said earlier. I believe that it was
approved, and it looks as if the document management system was not
adequate if we cannot find the piece of paper. I am sorry for that.

Chris Evans: Was your relationship with the contractor far too close on
this?

Crispin Simon: The contractor?

Chris Evans: Yes.

Crispin Simon: My personal relationship with the contractor was not
particularly close. I do not think that was a factor at all.

In relation to the points Mr Boswell was alluding to earlier at the bottom of
page 5, because I said that I believed that the contract was appropriately
authorised, I do not want to give the Committee the impression that we
are not accepting any of the NAQO’s observations, particularly the middle
one where it says, “There was no effective handover to the contract
management team.” I think that was a weakness that I put my hand up
to. It is true that Bob Driver recommended more effective governance of
the contract after it had been signed. Obviously, with the benefit of
hindsight, that was the wrong call. We should have had a better handover,
as the NAO said, and more formal governance of the contract after it had
been signed.

Chris Evans: But as chief executive at the time, the buck stopped with
you.

Crispin Simon: Yes, I agree.

Chris Evans: Was this a one-off, or is this a systemic failure of UKTI?

Crispin Simon: 1 believe that we were making significant improvements
to the effectiveness of our operations. One of the problems that the NAO
observes, for example, is that we introduced the FDI contract on to the
top of the contract that we had been negotiating, and it was critical of
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that. At the time, it seemed like a good idea. With the benefit of hindsight,
it was not. But what we were trying to do, for example, was in the FDI
contract we had an aerospace specialist in investment and one in trade. In
automotive, we had one in investment and one in trade. By putting the
two contracts together, it looked like we were improving the efficiency and
effectiveness of the process.

Chair: You did that after you started letting the first one.

Crispin Simon: We believed—the NAO have told us that we may have
been mistaken—that the transfer of people associated with the FDI was
effectively—

Chair: Sorry, just explain FDI.

Crispin Simon: 1I'm sorry—FDI is foreign direct investment. UKTI, as the
name suggests, is divided into T for trade, which is exports, and I for
investment, which is inward. So we transferred some of the people
associated with the foreign direct investment work to this contract. As I
said, we believed that that was done for good commercial reasons.

Chair: One of the interesting things that struck us was that, for what is a
relatively simple contract in essence, it was a 596-page contract. Mr
Driver, was that really necessary for something that was potentially quite
a straightforward trading contract?

Bob Driver: 1t was not a straightforward contract, actually. It was a—
Chair: It could have been.

Bob Driver: Yes. I only got the requirement to come here two weeks ago,
and I had a look at the contract—I managed to get my hands on a copy of
it over the weekend—and 92% of it is actually the instructions for the
tender, PA’s bid and standard Government terms and conditions. The
substantive contract is actually 45 pages in length. That is not that long
for a contract of £66 million over four years. Also, on page 542 of the
contract it is crystal clear that the contract is subject to changes in
volumes and prices.

Chair: That brings us back to the bit where it becomes more complicated.

Philip Boswell: Just to go back to an earlier line on questioning, Mr
Simon, when we spoke about point 8 on page 5, that, “There is no
evidence that a number of key decisions were approved by any formal
UKTI decision-making body”, what document could not be found? Did you
approve the original contract or the Version 11 rate card agreed shortly
thereafter? Which one was approved, or was it both?

Crispin Simon: The first contract would have been approved. We had
been working on it for months, and it involved a huge amount of the
organisation. That certainly would have gone to the executive board. Rate
card 11 may not have done, although I personally will have authorised it,
because Bob Driver would not have made any significant commercial
judgment without involving me. Approving that rate card was a mistake,



Q27

Q28

Q29

Q30

Q31

Q32

Q33

HOUSE oF COMMONS

with the benefit of hindsight. I cannot honestly tell the Committee that I
know that that would have been approved. It seemed at the time to be—

Chair: Just repeat that last bit for us, to be clear.

Crispin Simon: The original contract was approved—I stick to that,
despite the lack of evidence to that effect. The Version 11 rate card, which
became the basis for PA charging, was an amendment to the contract.
Because it was an amendment that seemed exactly in line with the
commercial aspects of the deal, it is possible that that did not go to the
executive committee, and again I accept responsibility for that.

Philip Boswell: Mr Driver, fair play to you: you said earlier that you had
no formal procurement training and you had a part-time procurement
adviser. Did that mean that you were often or occasionally left to make
commercial decisions on your own, as it was only part-time cover that
you had?

Bob Driver: 1 wouldn’t say that I was making any commercial decision on
my own; it was a collective decision-making process.

Philip Boswell: With part-time support.

Bob Driver: Yes. If you are talking about having expert advice on
procurement issues, that was not available all the time.

Philip Boswell: So you would save up the questions for 50% of—

Bob Driver: Yes. I have to say, though, that towards the end of the
process, the adviser was pretty full-on, so he was around a lot.

Philip Boswell: He became pretty much full time, latterly during
negotiations?

Bob Driver: In the closing stages, yes.

Philip Boswell: Again, these are questions about why there was no
proper governance of this procurement. Mr Driver, what were the roles of
UK Shared Business Services and BIS during this process?

Bob Driver: UK Shared Business Services provided the procurement
adviser that I relied on. BIS, at the time, was not really involved, apart
from in one instance. On Christmas Eve, I got a challenge for the
framework that we had just published the results for, from one of the
bidders that had been unsuccessful in winning some of the lots. That
meant we had to extend what was then called the Alcatel period, which is
the standstill period. I remember at the time we had to utilise legal advice
from BIS. I can’t remember whether it was BIS Legal, internal BIS
lawyers, or lawyers that were brought into BIS from the Treasury, but
there was legal advice from BIS that looked at the challenge and went
through all the documentation and the decision making that we had done
as part of the tendering, and I remember being congratulated at the time
on the thoroughness of our paperwork, ironically.

Philip Boswell: The same question to Mr Simon—or is there anything you
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would add to that response from Mr Driver?

Crispin Simon: No. I was aware that SBS were there. I actually felt that
Bob Driver did a good job. It seems bizarre to say that now we are here,
but I think he did a very good job, particularly on the initial phase of the
contract up to the point where we introduced the foreign direct investment
element. I felt that the commercial aspects were well managed. I did rely
on SBS to ensure that the bit that I wasn’t familiar with, because I had
spent most of my career in the private sector, which was Government
procurement rules—we were relying on them to make sure that we did not
breach Government procurement rules, and obviously we relied on lawyers
to draft the final contract.

Philip Boswell: Let's look at the poor documentation again, Mr Simon.
There was poor documentation, a failure to properly record negotiations
and the almost complete switch-out of the initial contract management
team, including the procurement specialist, shortly after the contract
commenced. Why was there all this change?

Crispin Simon: May I provide a little background detail? I know you don't
like digression.

Chair: Very briefly.

Crispin Simon: As I said a moment ago, I believe that the contract was
the right one, up to the point where we introduced the foreign direct
investment element. I think that was a mistake, as I said. I explained the
reasons why we did it, but the reason that that turned out to be a
problem was, as the NAO observes, that in the contract there is not a
clear enough definition of what are fixed and variable costs. That meant
that when we added the extra volume, it opened the door to PA charging
more for the overhead, and that had not effectively been negotiated. That
was not apparent at the time and it was an oversight. I still think that that
could have been corrected with good will on both sides, because there
would have been more overhead. I am not qualified to judge whether it
would have been as much as PA eventually charged, but there could have
been a fair negotiation. But at that point we had lost the contractual
leverage, and that would have been a much better place to be.

Chair: Thank you. Mr Middleton, we were talking about the size of the
contract earlier. You as a company contract often with the Government
and other Governments. Do you think 596 pages was the right sort of
length for this, or was it more complicated than other contracts that you
had signed?

Alan Middleton: First of all, Government contracts tend to be larger—in
many cases, significantly larger—than we see in the private sector.

Chair: Would this have been a standard size? Do you think it was too long
for what it had to do?

Alan Middleton: 1 think it was a very large contract. The key part of the
contract, which, as Mr Driver says, was some 50 pages, was probably fine.
In the private sector, you would see a contract like this being some 30
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pages. That component was fine. In creating a thing of such scale, a
degree of confusion was created on both sides. Certainly on our side, there
was a misunderstanding of certain terminology.

Chair: Dr James, you are a commercial expert. You are now in charge of
this sort of operation. How complex was this contract compared with
others that you have seen?

Dr Matt James: 1 think it was one of the most complex contracts I have
seen a Government Department let in 20 years of doing my job. I have
been involved in the billion-pound contracts that this Committee deals with
and I have seen contracts that are far slimmer and more articulately
written than this one. This was overly complex. Actually—to correct a
point—there were almost 600 pages to this contract which were the order,
but overpinning the order was also a framework contract of nearly 300
pages. So actually, this was 800-and-something pages—in two contractual
documents—and looking at it, I would say that is unacceptable.

Chair: If I can ask Alan Middleton this first, this contract contained
contradictory information about the price of services. Why?

Alan Middleton: There were a few and, as I said in the letter I sent to
you and to the Committee, we apologise, and we got elements wrong in
the midst of all this. As you look through it, you can see that many
different terms are being used, both within the ITT and in our response. As
you look at ways in which things are calculated, it could have been better
agreed between both parties how calculations should be performed. If I
am honest, we ended up in a 12-week period in February, March and April,
as we went through to contract signature, when the teams on both sides
were doing their very best to get things sorted out and get things right,
but errors crept in.

Chair: Mr Driver, why was this contradictory information about the price
of services not picked up on the UKTI side when you were looking at
signing or negotiating the contract?

Bob Driver: 1 really don't have an answer to that. I looked at the contract
over the weekend and it seemed fairly explicable to me. What it included
was what PA was offering—the bid—and, clearly, what we were buying—
the ITT. On top of that was a price schedule. Often, what happens in the
public sector is that there is a lot of churn in personnel as they go through,
so having the full account of what was let and what was bid is useful for
people taking over the management of a contract.

Chair: Can I go back, Mr Middleton? You mentioned the letter that you
sent me on 10 November, and the one on 22 November. In total, there
have been nine letters from PA Consulting either to this Committee, via
me, or to the National Audit Office, trying to explain the changes post
hoc. In the letter of 22 November, you quote—paragraphs are not
numbered, but this is several paragraphs in part 3, the third paragraph
up from the bottom of page 2, under item 3. It says: “On the 25th of
April, the PA project team introduced an additional cost memo item in the

nr

rate card, and described it—unhelpfully—as a ‘subsidy’’, in inverted
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commas.

It seems extraordinary to me that an organisation with PA Consulting’s
experience of contracting so often with Government could be so loose in
its language as to call something a subsidy and then spend several letters
trying to explain—not that; that is one term that I am picking out—other
terms. Either you got it very badly wrong in the first place, through
incompetence or worse, or you have a team that does not know how to
put together a rate card and a charging system. Which is it?

Alan Middleton: 1 will be honest. As I started to look at this contract, I
found this quite difficult myself. I spent quite a lot of time going through
this, and there has been a degree of confusion around it. I want to
describe the first area of difference of opinion that we had with the NAO,
because it might be very helpful. The annual report could be read as
saying that PA incrementally charged an additional £34 per specialist day
as a result of introducing a subsidy. The confusion comes about because
from the point when PA bid, PA bid a certain charge per day per specialist
on an outcomes-based contract. In other words, we committed to deliver
outcomes for a certain charge per day. The charge per day changed ever
so slightly during the contract negotiation, but stayed largely the same.
There was never any addition to that charge per day for a specialist of an
incremental £34.

Chair: You talk about it being “unhelpfully” described as a subsidy. That is

loose wording, at the very least. Earlier in the same section of the letter,
you say: “We are setting out below our chronological analysis of our
calculation of the subsidy, which has led us to believe that it was never
invoiced to UKTI”. I am curious about that form of words: “led us to
believe”. Either you think it was invoiced to UKTI, or it was not. If, after
nine attempts to explain this, you still cannot tell us what actually
happened, how do you work as an operation billing other clients?

Alan Middleton: We are very clear on this. Our language may not be
clear enough, but we are very clear. What happened was that we agreed
with Mr Driver a charge per day. The charge per day, in the contract and
with the letter of comfort alongside, is the charge that was charged to
UKTI throughout the contract. At the time of the bid, the charge per day
was £547. That was the estimated charge; it has to be, when you are
responding to a bid. Once we had signed the contract with the letter of
comfort alongside it, the charge per day was £561 per day. That was the
charge we were making for the specialist resources. Alongside it, as you
have noted, there were a series of fixed costs.

What was happening among the team during the contract negotiation
period was that they recognised that the management of the contract and
the programme management of the contract were going to cost more than
the fixed price being charged to UKTI. In the meantime, as most private
organisations do, it attempted to look at the costs of the specialists and
manage those as tightly as possible. In bringing the two together,
although there was overspend on this side for good reason—I can talk
about that later, if the Committee is interested—PA was bearing that cost
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and was managing down the cost on the other side of the equation, on the
specialists. Again, I can take you through the details.

Chair: But it's not really good enough, is it? The way that you are held to
account in a contract is that it should be separated into parts, as was
attempted in this contracting, yet the appendix to that letter—figure 6 on
page 38 of the Report—gives all your explanations and the NAO’s analysis
of a number of these questions. I won't go through every detail at this
point, because we could get mired in that, but it is extraordinary that you
cannot get the language or the charging in each element right. Is it just
normal practice that you amalgamate it so that the bottom line adds up,
whether or not the individual elements are actually charged at the right
rate?

Alan Middleton: To be clear, the bid, the request, the thing that PA won
was on the basis of a charge per specialist day. When we bid, we bid at
£547 per day. During the contract negotiation, Mr Driver wanted further
confirmation of the cost to underpin that, and we were happy to provide it.
Not least he was interested to ensure that the subcontracted specialists
and other specialists, should they ever return to UKTI, did not return at
cost-inflated prices. As we tried to break that down among the project
team, and as I have fully accepted in the letters, the project team was not
sufficiently skilled to do that and to ensure that everything added up. The
terms used were consistently wrong.

Chair: That doesn’t sound very competent to me, but what did this do to
your bottom-line profit? It increased it, didn't it?

Alan Middleton: No, it did not.
Chair: Didn't it?
Alan Middleton: No, it did not.

Chair: You didn’t have an extra cost?

Alan Middleton: Again, the contract profit is laid out. We need to draw a
distinction between the profit of the specialists and back office and the
overall contract profit. In terms of our invoices, we made 5.6%. At the
contract level, we had intended to make some 6.2%. In both cases, those
are low percentages for work performed in government, but it was less
over the life of the contract.

Chair: Joshua Reddaway from the NAO, perhaps you could cast some
light on those figures.

Joshua Reddaway: 1 believe all these numbers flow from figure 1 in our
Report. Are there any numbers in figure 1 that you wish to dispute?

Chair: Can you give us a page number, please?

Joshua Reddaway: This is on page 15.
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Alan Middleton: We are comfortable. As you know, we have written to
the Committee to point out that there is a difference in the average cost
per day actually invoiced, but we agree with the figures.

Chair: You keep saying that, Mr Middleton. You talk a lot about letters
that you have written to the Committee in the past two weeks. The NAO
have been looking at this in detail for some months and have been in
discussions with all the relevant parties, so it is odd that only now are
you referring to the recent letter that you sent, whereas seemingly you
couldn’t provide that information to the National Audit Office—the NAO is
not a two-bit investigator—when it came looking for the information. Can
we just focus on the Report? That is my point.

Joshua Reddaway: The only number I am aware of on which you can
test figure 1 is the one at the bottom right: 25,279. Is that right?

Alan Middleton: There are more days than that. As a result, the average
charged cost per day per specialist is less than that in the Report.

Joshua Reddaway: Because you dispute it in your evidence, we won't
use that number. You have just said in your testimony to the Committee
that the charge per day was moved, between the bid and the version 11
rate card, from £547 to £5617? Is that correct?

Alan Middleton: That is correct.

Joshua Reddaway: In the Report we said that it moved from £561 to
£573 between the contract and what was actually invoiced.

Alan Middleton: That is the number that you and I have discussed. There
is a point about it being a different number.

Joshua Reddaway: We will put that to one side. You have just said that
the profit on the contract at bid was 6.1%. Is that correct?

Alan Middleton: 1t was intended to be 6.2%.

Joshua Reddaway: Okay; and you have also just said that the profit on
the invoice was 5.6%. Is that correct?

Alan Middleton: That is correct.

Joshua Reddaway: Now, 5.6% you can get by dividing row c on our
table in figure 1, the last column—that is £1,058,383—by the revenue. Is
that how you have got that?

Alan Middleton: Correct.

Joshua Reddaway: Okay, because the point that we make in the Report
is that the amount invoiced under the day rate is £14,486,896. That is an
audited number. We have looked at the invoices.

Alan Middleton: Correct.
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Joshua Reddaway: The £7,751,687 is the amount that you were charged
for the subcontractors—yes?

Alan Middleton: Correct.

Joshua Reddaway: So that is the amount we have audited, and we have
had a look at that number and seen that you have received that. The
£4,817,340—

Chair: Can you just point out which column it is?

Joshua Reddaway: 1 am still going down the “amount invoiced”, line b,
£4,817,340: that is an amount that we have audited, according to your
internal system, as the amount that you charged, including overhead, for
your employees. Therefore, surely the amount that you have just said is
your profit—the £1,058,383, plus this balancing figure of the subsidy,
must also be profit.

Alan Middleton: The issue that occurred in the time frame from February
through to May was we determined that we were going to put more time
and effort and work into the role called e, back office, which was the
programme and the management of the contract and the specialists. So
our view of the £859,000 is that that was money actually spent on
resource, managing this contract.

Chair: So that figure—line d in that final column—was effectively spent on
line e, back office.

Alan Middleton: Correct.

Chair: But you bid originally for five elements of this; but you only ended
up with three.

Alan Middleton: Correct.

Chair: So you had more resource in the back office anyway; because you
didn’t reduce it.

Alan Middleton: No, the amount actually reduced. Our choice was to
raise it. That was for a number of reasons—specifically, initially, to ensure
that we would do our very best against the stretch objectives.
Subsequently it was to make sure that we were able to manage within the
UKTI environment, where there was, after EY winning two lots and PA
winning two lots, more to do. It was our decision to continue to operate at
that higher level of programme management, against an agreed day rate
for specialists and against agreed fixed costs, and thereby reduce our
profit.

Chair: I will just bring in the Comptroller and Auditor General.

Sir Amyas Morse: 1 am just going to check something from what you
have just said: are you saying that you have priced going into the
competition on the assumption you win all the lots? You just said, “"We
found that because we didn’t win all the lots, because some were won by
other people”; I mean you knew this was a competition divided into lots
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with at least five competitors, so you couldn’t possibly have gone into it
assuming—or did you? Why did you think you might win all of them?

Alan Middleton: We didn't go in assuming we would win all the lots. We
went in as any organisation would do, best estimating what was required
in each of the buckets of cost. In the area of the programme management
and management team area, we decided that there was a very good
chance of meeting and exceeding our targets as a result of putting extra
energy in there. The other thing is—and Mr Driver has commented on
this—

Sir Amyas Morse: Sorry, just to be clear: what target is that? Which
target were you meeting and exceeding?

Alan Middleton: There were two targets. There was a target of full 100%
completion of the contract; and there were also at the time of the bid
stretch targets with an incentive payment against them.

Sir Amyas Morse: Not your profit target then.

Alan Middleton: These incentive targets were negotiated away by Mr
Driver and his team in the time period February, March, April and into
May. Nevertheless, PA took the decision—and this, Madam Chair, is the
one area where I am putting my hand up and saying I think we got it
absolutely wrong: we decided we were going to continue to aim for the
stretch targets; we were going to manage this contract closely and well,
the specialists closely and well, and over-deliver, which is what in fact we
did.

Sir Amyas Morse: The method of managing it closely and well related to
the amount of consultant time spent on the contract relative to delivering
the contract, did it? It cannot have been the overheads, because the
overheads had gone up, so it must have been managing down the cost of
the consultants’ time input against their performance—getting more out of
less. Is that right?

Alan Middleton: No, getting more out of what we had.

Sir Amyas Morse: But covering the stretch targets with a fixed amount
of resource.

Alan Middleton: Correct. Just to be clear, Sir, what I am saying is that
we ran this contract at the price agreed. The revenue price is the revenue
price that was agreed all the way back to the bid—give or take a little bit.
As you say, we further managed the resource pool that we had, at the cost
that was being charged to Government, to deliver 167% of the
outcomes—not 100%. The figure of £800,000—I do not want to get into
the intricacies, but it is not a like-for-like profit between the two; it is very
slightly less—was the amount of extra money we were spending on the
programme and management in order to deliver 67% more outcomes
against the target we had been set.
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Joshua Reddaway: 1 do want to get these numbers out there. If you
were to take the subsidy and the disclosed profit together—it is important
for the Committee to see—that would make a margin, on this contract, of
10.2%. As I understand it, your argument is that you were making a loss
of approximately £0.9 million on your back office, and therefore it is okay
to deduct that amount from the rate card element when calculating your
profit. Is that right?

Alan Middleton: Mathematically, that is exactly what happened at the
contract level.

Joshua Reddaway: My question is that—mathematically, that is what
you are doing—when the loss was your loss under a fixed price contract,
or a fixed price element you had bid on the basis of, why is it appropriate
to add that to a variable rate?

Alan Middleton: First, Mr Reddaway, you have to remember that the bid
was for a fixed price per day, per specialist. If you choose to hold us to a
fixed price on one element, and a fixed charge on the other, the mentality,
whether right or wrong—I believe it was not wrong—of the project team
was to say, "We have committed a certain number of days at a fixed fee
rate per day. That is what we are charging.” Indeed, that is what we
charged throughout. As you say, that would, as a result of us very
carefully managing the cost inputs to specialists, have resulted in more
profit, had we left it alone. The decision of the team, in the interests of
over-delivering against the performance criteria set, was to choose to use
some of that otherwise excess profit on resource to deliver 67% more
outcomes.

Sir Amyas Morse: To put that in context, why did you end up paying
UKTI a settlement amount as a penalty, if you had actually over-delivered
and everything had been done just as you say? What was the reason for
agreeing to pay them a penalty? What had you done to deserve a
penalty?

Alan Middleton: 1t is a question I ask myself. Let me be very clear,
there are three areas that I am sure we will discuss in the Committee: one
is the one that we are covering, another is infrastructure, which we can
come to discuss, and the third is overheads. As I looked through each of
those, the only one where I—morally, not contractually—could see that
there was a delta was infrastructure; I could see no delta anywhere else. I
could see a moral argument that could be made by UKTI saying, “You
contracted with us. You said you would charge us a fixed fee on
infrastructure. In fact, it came in slightly less. Would you like to make a
repayment?” I offered, and I would have done—in fact, when Mr James
came in later, we had exactly that discussion; I am sure that Mr James will
confirm. My view was that this was, at most, a £0.5 million settlement.
Why did we settle beyond £0.5 million? We settled because Government is
an extremely important client to PA. PA always seeks to, and I believe
does, behave ethically. Frankly, the £3 million was the cost of having our
other invoices paid and having it settled and moved on. I did not want this
to be a slur on PA’s name. That is the reason we ended up like that.
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Chair: Mr Driver, when did you first become aware of pricing anomalies in
this contract?

Bob Driver: 1 did not become aware of it. I had stopped, I was not
responsible for the management of the contract; I was responsible for the
procurement of the contract. I was also responsible for the negotiation just
before we signed off on the contract. So, I was not responsible for the
management of the contract.

Chair: Had anyone raised any concerns with you in the organisation about
PA Consulting’s work here or in any other previous contract, in terms of
the way it invoiced?

Bob Driver: Not in a formal way, no.

Chair: When you say not in a formal way, that leaves a question begging.

Bob Driver: 1 left the civil service in March 2015 and I do remember
towards the end of 2014 or early 2015 I was told about an attempt to
move towards a cost-plus structure.

Chair: What did you do when you heard that?

Bob Driver: Other people were dealing with it. It wasnt my direct
responsibility.

Chair: You were clear that other people were dealing with that and taking
it on?

Bob Driver: Yes, it was other people’s responsibility. I wonder whether
the Committee would like to hear about the negotiation and the attempts
we made to save public money.

Chair: Not at this point, thank you very much. Dr James, Mr Middleton
was just saying that he had some discussions with you. Is that how you
recollect it?

Dr Matt James: We certainly had those discussions but I do not agree
with what Mr Middleton said. As far as I was concerned, having looked at
the Baker Tilly/RSM audit that we had commissioned in UKTI, and
subsequently the work that NAO had done, I believe the organisation lost
just over £5 million on hidden overcharges in the contract. It was that
figure that we tried to recover as much as we possibly could for taxpayers
in the settlement agreement that was signed earlier this year. I don't
agree with what Alan said, although I agree that we certainly had that
conversation.

Chris Evans: Mr Simon, could you explain your understanding of the
restricted procedure model used in this contract?

Crispin Simon: 1 believe that what was involved was a tender. We invited
bids in five lots. PA previously effectively had all this work. To the NAO’s
point that it was not clear that there was an agreed-upon commercial
strategy, we did want to introduce an element of competition with more
suppliers. Therefore, we established five lots and we procured it under the
system that you described.
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If, Mr Evans, you are alluding to the fact that we introduced the foreign
direct investment element to that, we were certainly aware that we
needed to check. I cannot remember the exact chapter and verse but I
know that there was a discussion. I believe it was run past SBS and the
BIS lawyers and they did not object. Indeed, in the conclusion on page 10,
the NAO, I think, stops short of saying that we breached procurement
regulations. As far as we were concerned at that point, we were trying to
do something that we believed would be commercially beneficial for UKTI
and, therefore, it was justified.

Chris Evans: I think you have given us too much information there. I
simply asked what your understanding of the restricted procedure was.
The magic words I was looking for from you, Mr Simon, were, “There
should be no further negotiation.” The question I've got to ask myself—I
will go into the foreign direct investment contract, the specialist service
contract—is, even though there is no further negotiation, as you
understand it, would you believe that that was not a material change?

Crispin Simon: Yes, I do believe that was not a material change.

Chris Evans: I am interested to hear from the other witnesses. Dr
Raines, do you believe that was a material change?

Dr Catherine Raines: 1 certainly think it wasn’t best practice, so I agree.
It may well be interpreted as a material change.

Alan Middleton: Our understanding of the contract was that it allowed for
additional specialists to be added to it. We saw that happening. I am not a
specialist in public sector contracting, so I cannot answer personally, but
our view was to take a letter of comfort, to ensure we were doing the right
thing.

Dr Matt James: 1 think it is a material change.
Chris Evans: Do you agree, Mr Driver?

Bob Driver: 1 certainly believed I was not straying from the scope of the
overarching framework that had been agreed—the framework to which all
five suppliers who were part of it had agreed. One of the key criteria for
that framework—15% of the criteria under which they had won the right
to be on the framework—was the ability to flex. That is a really important
point. You have to bear in mind that at the time, we were not just talking
about procuring new services. We were transitioning services from one
contract to another into two different suppliers: PA and EY. The number of
specialists and who they were had changed from the time of the bid. So
we were also dealing with operational matters at the time.

Chris Evans: How do you feel about that, Mr Simon? It seems to
contradict what you said. Paragraph 11 on page 6 of the Report says:
“"UKTI and PA agreed to transfer resources from another contract, the
Foreign Direct Investment Services contract, to the new contract. In
substance, this acted to extend that part of the other contract beyond its
allowed term. It also changed the terms under which PA was paid for the
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transferred specialists from a cost-plus basis to a banded day rate.” My
interpretation—correct me if I am wrong—is that that is a material
change, so why did you not open up the contract to competition? Surely
that was unfair to others who may have bid.

Crispin Simon: At the time, it did not seem like a material change.

Chris Evans: Correct me if I am wrong, Mr Middleton, but did PA not seek
an assurance from UKTI that it was not considered a material change?
Paragraph 12 on page 7 of the Report says: “"These actions bring into
question compliance with the public procurement regulations, and
whether or not these changes were a material change to the bid and
contract. PA sought assurances from UKTI that they were not considered
a material change, suggesting that PA was concerned they may be
viewed as such.” Could you explain why you sought that advice?

Alan Middleton: The FDI contract did not move into the specialist
contract. Some 30 out of 150 resources who were performing a specialist
role did move, and therefore they were resources that were identical to
the contract we were managing. Had EY or any other party won lots 2, 3
and 4, which were the obvious ones for them to align to, it was our
expectation that we would have to move our specialist resources from FDI
towards them over time. We were concerned to ensure that UKTI was
comfortable and that it was the right thing to do for business purposes and
for contracting.

Chris Evans: Let us imagine for a moment that you are not the chief
executive of PA Consulting but the chief executive of one of the
consultants. Would you believe you had been treated unfairly by UKTI if
you had discovered that, after the contracts had been bid and signed?

Alan Middleton: The easy answer is no, I would be fine with it. The
honest answer is that if I was chief executive of another firm and was
looking at a contract of some 150 resources—an FDI—and a set of them
were clearly and best aligned to work and be managed under the
framework, I would not have been uncomfortable with that. The UKTI did
not move the FDI contract into the specialist contract. It moved a set of
resources who were performing a like service. In doing so, it negotiated
hard to get good value for money across those 30.

Chris Evans: Did that change have any impact on your revenue or profit?

Alan Middleton: Again, there is the ability to infer that it materially
changed it from the various data sets. What happened was that we had
revenue in FDI and we had revenue in specialists. The revenue and profit
moved from here to there. So put simply, yes, one number went up from
15 to about 18 and the other number dropped as a result. The absolute
amount of revenue did not materially change; actually, it went down very
slightly—Mr Driver may have some of the figures—as a result of moving
the resources into the new banded framework that he had negotiated. But
substantially the revenues remained the same, and therefore the overall
revenues and profit remained the same.
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Chris Evans: Having heard that, Dr James, are you comfortable with
what you have heard so far about the transfer of one contract on to
another without the other one ending first?

Dr Matt James: No, for the reasons you have outlined, Mr Evans: the
contract that it transferred from was ending sooner than the one that it
was transferring to. I would be concerned about that.

The more fundamental point is one for UKTI, I guess. I think it acted
pretty commercially naively at that point. With the material change of
about 40% to the contract from taking on FDI and the other changes that
were made, the better commercial thing to do at that point would have
been to go back to the framework, which had five suppliers on it, and re-
compete all that work, to see if we could get a better price and a better
deal with the other suppliers, including PA. That would have been more
sensible and a better thing to do, both commercially and with regard to
the regulations on procurement.

Chris Evans: Mr Driver, what was your advice at the time? Did you think
it was allowable?

Bob Driver: 1 thought it was allowable, and it made operational sense
too.

Chris Evans: Did you take advice on that or did you act alone?

Bob Driver: 1 cannot remember taking specific advice on the procurement
point at the time.

Chris Evans: And you never spoke to Mr Simon?
Bob Driver: No.

Chris Evans: Mr Simon, can we have your views? Did you believe it was
allowable? Did you take advice?

Crispin Simon: 1 did believe it was allowable—

Chris Evans: Or did Mr Driver act in total isolation from you, even though
you were the chief executive?

Crispin Simon: 1 recall differently. I believe that Bob Driver and I did
speak about that, and I accept responsibility for the decision that was
made. I don’t know that we would have got a better deal had we done it
the other way, but I accept that—given where we are today—it was ill
advised.

Chris Evans: [ feel like you are a divorced couple; Mr Driver is saying one
thing and you are saying another. Did you speak to each other about
this? It is quite simple.

Crispin Simon: 1 recall that we did.

Chris Evans: And you do not have any recollection at all, Mr Driver?

Bob Driver: 1 reported all the time on what we were doing, widely. We
copied in huge amounts of correspondence all the time. This move of—I
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think—15 to 30 individuals from the foreign direct investment services
contract saved over £100,000.

Crispin Simon: 1 also will have drawn some comfort from the fact that
this will all have had to go into the documentation that went through the
BIS lawyers. If we were acting inappropriately, we felt they would have
told us.

Philip Boswell: I want to pick up on a couple of points and tie up a few
loose ends. Thank you for some of these answers. Mr Driver, you
mentioned a clause on page 542 that permits changes in volume and
personnel. I have not seen the contract, but I presume that that is the
variation clause that would be implemented after the contract that was
awarded. It does not justify renegotiating a core term of the contract
when the contract is in the negotiation phase. It is quite separate.

I think Dr James has the right of it: this was a material change. It was a
change in the condition of the contract. A key section of any contract is
the remuneration section; why all the bidders were not re-engaged on a
revised remuneration section I do not understand. I cannot see why that
was not picked up. It is a serious failure on behalf of the administration of
this contract.

I have another question to UKTI—Mr Driver and Mr Simon. When PA was
selected as the preferred bidder, before the contract negotiations were
completed—you must have attained an apples v. apples analysis of all
bidders to be able to select a preferred one—what was understood as
being the remuneration terms of PA’s bid relative to what was requested in
the ITT? Were the other bidders compliant with the ITT? If PA was
different, why and how could you possibly have a preferred bidder, if it
was not apples v. apples? Mr Simon first.

Crispin Simon: 1 presume that it was apples v. apples. That would be the
right way to do it.

Bob Driver: Yes, all bidders had been analysed exhaustively. The bids
were analysed against varying baskets of specialists.

Philip Boswell: So that’s the original contract.

Bob Driver: The deal had been struck. The structure of the deal that had
been agreed was firm. We were talking about the individual volumes of
specialists going through that contract. With the benefit of hindsight, there
were clearly issues around procurement regulations. I was not aware of
that.

Philip Boswell: So with the original contract that was signed, the
mechanism and the remuneration section requested in the ITT and
submitted by all bidders were completely compatible.

Bob Driver: Yes.

Philip Boswell: And it was only later that there was an introduction of a
revised remuneration section. How did they change in the second
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submission—version 11?

Bob Driver: The only thing that changed was the quantity and
remuneration of individual specialists. We were negotiating on quite a
complex area of the transfer of a large number of people. We were
arguing about what prices they should be within bands and we were
negotiating to get the best deal for the taxpayer at the time—sorry, we
were not negotiating, we were having contract discussions. The move of
the foreign direct investment specialists over to the framework contract—
lot 2, 3 and 4—did change the overhead. But in total, the transfer of those
people moving over saved us money on the other contract.

Philip Boswell: And that was the £100,000.

Bob Driver: About £100,000. At the time, we were adjusting specialist
remuneration to fit with strategic requirements. I remember having
arguments about quite large amounts of money at the time. We
negotiated on banding structures and removed the liability for IT costs. We
removed, as Mr Middleton said, the planned inflation rate allowance and
the incentivisation arrangement. That reduced an upside of, I think, £2
million down to £825,000. We also reduced the planned inflation rate
adjustment. In total, all that came to quite a considerable amount of
money saved for the public purse.

Philip Boswell: So you saved £100,000 a year, but against—was it an
extra £1 million that was charged?

Bob Driver: The extra amount on the overhead that was charged on the
new contract—

Philip Boswell: As a result of the negotiation—

Bob Driver: There was a material change, which has been correctly
identified by the NAO. The overhead rate on the other contract—the
foreign direct investment services contract—was higher.

Joshua Reddaway: Were you expecting the price of the specialists who
were already in the bid to change as a result of bringing FDI people in?
There were some specialists in this bid, and then you brought extra
specialists from the FDI contract into this contract. Were you expecting the
price of the people who were in the bid to change as a result of this
negotiation?

Bob Driver: Yes. The specialists themselves were individually
remunerated. We were going to a banding structure, as has been
described in the NAO documentation. The issue that I was interested in
pursuing during this period of contract discussions was precisely how each
individual specialist was going to be remunerated, and which band they
were effectively being placed in. I took that as a requirement to make sure
that we were looking after the public purse, but it was also a convenient
method of seeing whether we could save the Government money.

Joshua Reddaway: If I can refer you to paragraph 3.12 on page 25, are
you therefore comfortable that the average day rate for the 52 individual
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specialists who were named in both the contractors—that is, the bid—and
in version 11 rose from £498 to £640? Are you comfortable with that?

Bob Driver: 1 was not looking at average day rates; I was looking at
individual specialists compared to what we were paying now, and
compared to what we had paid in previous contracts. The deal had been
done; the overall framework had been agreed. I was looking at individual
prices for specialists. Obviously, as the specialist mix changes, then the
average price might go up or down.

Sir Amyas Morse: Let me make sure we have understood that properly.
If the average day rate for the number of specialists who were in the
original contract has gone up by that much, even if you were not looking
at it, it must mean—it is the same group of specialists that we are talking
about, in the previous version of the contract and the final one—that the
aggregate amount being paid for that same group of people has gone up
materially. That must be true, mustn't it?

Bob Driver: Yes, that's true.

Sir Amyas Morse: Are you saying that was the result of a banding
exercise?

Bob Driver: No, it is to do with a lot of changes.
Sir Amyas Morse: But doesn't it add up to being taken for a bit of a ride?

Chair: Didn’t you question the overall increase? That's what we are trying
to understand.

Bob Driver: Yes, we questioned every single price against every single
specialist, and saved quite a lot of money as a result, but the change—the
move of specialists from the other contract, the foreign direct investment
contract—changed the overall overhead rate.

Chair: Dr James, do you have anything to say on this from your
perspective as a specialist? I will ask Mr Evans afterwards.

Dr Matt James: 1 was slightly confused by the answer, Chair, if I'm
honest.

Chair: Yes, I think we were all a little confused by the answer, and we
may well come back to it.

Chris Evans: I have two quick, short questions. One is to Mr Driver and
then Mr Middleton. You signed the contract on 30 April 2014. It was
signed before staff, volume and price had been negotiated. It was signed
based on the staff, volume and price in the previous bid rather than what
was currently under discussion. Why was that date picked out? Why so
soon? Why didn’t you wait for even more negotiation before the contract
was signed?

Bob Driver: At the time, the current contract, under which the specialists
were deployed, was running out on 1 May. We had already extended the
previous contract three times. There had been delays because of the
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complexity of the framework bid, and also because the challenge from the
other supplier had extended the process. A large number of specialists, all
of whom were subcontracted through PA, repeatedly got notices that their
contracts were being extended. I was concerned that the overall
operations of UKTI, which were my primary job, should continue. I didn’t
want to extend the contract any further. It had already been extended a
number of times, so that was the prime reason.

Chris Evans: So you jumped into a contract because you didn’t want to
extend the other contract. Is that absolutely right? Yes or no? You jumped
into a contract you knew very little about.

Bob Driver: 1 did know about the contract that we were signing. It had
been thoroughly tested.

Chair: Mr Evans, do you want to repeat the bits that were missing?

Chris Evans: The staff, volume and price had not been negotiated at the
point that you signed the contract.

Bob Driver: Yes, they had been negotiated.

Chris Evans: So are you contradicting the Report then?

Bob Driver: They had been negotiated, yes. We signed off the contract on
1 May.

Chris Evans: But it was signed on 30 April 2014.

Bob Driver: On 1 May the actual signature came back from PA, if I
remember rightly.

Chris Evans: What is your opinion on that, Mr Middleton? Why the rush?

Alan Middleton: UKTI wished to sign. We had been in negotiation for
quite some time. As Mr Driver said, over that period we had reduced
annual price rises. We had sorted out bands and mix. We had come up
with a complex spreadsheet showing the individual costs for each person—
each specialist. We had waived the vast majority of our incentive payment
and in fact, further waived it after it was signed. From 15 April, we had a
version 6 rate card, which spoke to 27,274 days and £15.3 million. That
did not change through the various rate cards thereafter, through to
version 11. Version 11 has the same number of days and the same
number of fees. As we came into the end of the month, at the end of April
we asked for a letter of comfort indicating that there was the FDI element
and different days and different fees.

Chris Evans: So if everything was so fantastic, Mr Driver, why did PA
Consulting want a letter of comfort? Is that common practice?

Bob Driver: 1 did not know whether it was common practice or not at the
time.

Chris Evans: Did you take any advice for your procurement adviser?
Bob Driver: He actually agreed the terms of the letter of comfort.
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Chair: I am going to bring Dr James in here because of his expertise.

Dr Matt James: On Mr Evans’ question, there are times when continuity
of service is clearly important, but in this situation, we have the same
supplier delivering the old contract as on the new contact. The specialists
were not going anywhere. They were in our offices working on UKTI work
supporting businesses on trade and investment. So the continuity of
supply would not have been my foremost issue. What I think should have
been on everyone’s mind is, "Have we got the deal right? And when it's
right, we'll move forward with it.”

Philip Boswell: I want to tidy something up. Dr James, can you confirm
that typically, in any contract negotiation, the key and core terms and
conditions—the most difficult terms and conditions—are always the last
ones that are completed? All the liabilities are typically in the
remuneration section and this should not be any different. On page 11
there is the “Timeline of key events”. It says that on 30 April,”"UKTI sends
signed call-off contract to PA. The contract does not reflect the increased
volume of provision and UKTI issues a letter of comfort”—something we
have all spoken about. It then says that 16 days later, on 16 May, “PA
sends new rate card to UKTI, which UKTI accepts by email.” How can you
sign on a contract when the most onerous and significant terms and
conditions—staff, volume and price—are still in flux and negotiation, not
to be closed 16 days later? Surely any competent individual or reasonable
professional ought to have known that that would at least create a battle
of forms scenario further down the line or, at the very least, seriously
weaken the negotiation position of UKTI—or was this award to PA a
foregone conclusion?

Bob Driver: The award under the framework contract had been agreed,
yes. We were negotiating on the volume within the contract.

Philip Boswell: With absolutely no leverage at all in your negotiating
position because the contract had already been awarded, yet core issues,
such as staff, volume and prices, were not agreed or finalised until 16
days after the award.

Bob Driver: At the time, I felt I was having pretty tough contract
negotiations.

Philip Boswell: With what leverage? With what could you counter PA’s
position? The contract was awarded on these core terms and conditions,
which run to the heart of the contract. These are conditions of contract.
They are not innominate terms; they are conditions of contract. What
leverage could you possibly have when the contract had been awarded
and these conditions had yet to be finalised? How can you be hard or
tough on any contractor? There is no alternative. All the other contractors
had gone, and the core conditions were still up in the air. What leverage
could you bring? How could you be tough?

Bob Driver: My opinion at the time was that the core conditions had been
established and we were negotiating volume.
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Philip Boswell: It said “staff, volume and price.”
Bob Driver: The prices had been agreed, but the volume had not.

Chair: Dr James, do you want to come in? We are a bit puzzled, as you
can gather.

Dr Matt James: As I read the procurement story—obviously, I was not
integral to it at the time—the intention to award the contract to PA came
before Christmas in late 2013, because it was in December that the
organisation issued what is called a standstill or Alcatel period, telling all
the suppliers in the competition who has won it. PA could therefore have
expected that, if it got through the standstill period of 10 working days, it
would be awarded the contract—that would be the natural course of
things. The contract was intended to be awarded at the back end of 2013,
so the leverage had been lost at that point, as I read it. Obviously, I
wasn’t there at the time.

Chair: I think you read it in much the way that we read it.

Philip Boswell: Moving on, Mr Middleton, would you have made a profit
on this contract if it had been based purely on your original bid?

Alan Middleton: This goes back to the heart of the question on
programme management and the management of the contract. Had we
operated that aspect only to the cost that we charged UKTI, we would not
have made a profit had we taken no further action. In that case, we either
would have had to reduce the amount of management that we chose to
put in and deliver nearer the 100% of outcomes, and not 167%—we could
have made a profit in that case—or we could have made a profit in the
way we did, which was to very carefully manage the cost base on the
specialist side.

Philip Boswell: We will come on to that, Mr Middleton. So the answer is
that there would have been no profit under the original bid. Do you
accept that the negotiation after the bid allowed you to increase both
your revenue and your profit margin?

Alan Middleton: Yes. Again, as Dr James said, we had won the right to
negotiate around the contract.

Philip Boswell: Yes is fine. Thank you very much for that. Is bidding low
and then negotiating to increase your revenue and profit on this contract
part of a wider strategy to land and expand, as some would call it? You
land a deal and then renegotiate.

Alan Middleton: No, that is not a PA strategy, and I don't believe it is
what we did in this case.

Philip Boswell: Last one. Did you buy this contract in terms of price and
deliberately include a remuneration mechanism, in contradiction to the
ITT, in the knowledge that preferred bidder status would allow you to
renegotiate previously existing terms, in complete contradiction to those
explicitly set out in the ITT?
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Alan Middleton: No.

Philip Boswell: Thank you.

Q94 Chair: Mr Middleton, we have talked a bit about the incentive payment

Q95

Q96

and we will probably come back to the claim of the 167% performance.
Because you keep repeating that and we need to bottom that out. We will
leave that for now. You claim in the letter you wrote to me on 22
November that you had given up the incentive payment at the time that
your rate card increased, so that there was a quid pro quo balancing out,
I suppose. If you look at the Report, page 13, paragraph 1.9, that
highlights that that did not happen until the after the rate card had
increased. Is that true?

Alan Middleton: Page 13, paragraph?

Chair: Paragraph 1.9. I will quote it: “However, the contract left the
incentivisation scheme on the trade side still to be determined.” So, that
had not actually gone at the point at which you were increasing the rate
card.

Alan Middleton: So, there were two sides to the contract and this one
rightly speaks to the trade side. An element had been negotiated away
during the period up until 1 May when the contract was signed. The
remaining element did carry on beyond that. Beyond that date, UKTI
pointed out that they had budget constraints and PA decided at that stage
not to pursue incentivisation on that side either.

Chair: At the point that the rate card went up you did not know that you
would have lost the incentivisation payment.

Alan Middleton: On one part of the contract but, yes on the other,
correct.

Chair: Perhaps Joshua Reddaway could explain that briefly.

Joshua Reddaway: What element was negotiated away during the
period between the bid and the version 11 rate card?

Alan Middleton: At that point we were not clear on absolute
incentivisation targets and we were not seeking to write it formally into
the contract at that time. It was left outstanding.

Joshua Reddaway: "It was left outstanding.” That is very different, isn't
it? I believe, from the documentation I've seen, it was left outstanding
subject to further negotiation, which both parties agreed they would do
and agree by 1 August 2014. Is that right?

Alan Middleton: 1 don’t know, I will need to come back to you on that.

Joshua Reddaway: That is what both the contract and letter of comfort
say. Would you agree that, if it says that, you had not actually formally
withdrawn it from the table?

Alan Middleton: 1t is certainly the view of the team that they had, but let
me check.
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Chair: If you could write to us on that.

Joshua Reddaway: Finally, Dr James, this came up as part of your
negotiation and settlement, did it not? Was this an issue?

Dr Matt James: Yes, it was.

Joshua Reddaway: So, it was still outstanding at the end in 2016.
Dr Matt James: 1t was, correct.

Philip Boswell: I would like to look back on calculation of profits, please,
Mr Middleton. Why did the way your company calculate profit on the
contract change as negotiations proceeded? In a nutshell, please.

Alan Middleton: Because it was never actually clearly laid out at the
beginning. As we pursued the period through to May there were various
requests for various elements of cost and profit. As I say, originally it was
a fixed price per day per specialist, and it was not something that we had
determined correctly at that time.

Philip Boswell: Do you have a standard way of calculating profit on
contracts?

Alan Middleton: We do. This was an unusual contract for PA. I am sure
later we will talk about what we changed. We have made significant
changes as a result. It is more common; 80% of our Government work is
under more standard frameworks. This was more like a managed service.
We were new to it and we were calculating it in the way that we always
calculate.

Philip Boswell: What would you expect to see UKTI do to understand the
economic balance of a contract and changes to that contract? Do you
think the level of understanding was clear or that you saw problems in
the understanding of this contract earlier than perhaps you owned up to?

Alan Middleton: No, I don’t think so. I think we made a single error
which, as I say, was to over-resource relative to what we had planned.
The programme office, I think, UKTI was clear on the infrastructure
charge. The FDI contract included PA’s overheads, which was another
question. There was precedent there and it was understood. Therefore, as
a result, the only question was this difference between losing money on
the programme office side, making a bit more on the specialist side and
the two coming out at 5.6% overall.

Philip Boswell: I may come on to something about that later. Mr Driver,
what led you to believe that you had negotiated PA into reducing their
profit?

Bob Driver: Is that the email?
Philip Boswell: Just to reiterate—just to cover it—I know that your team

sent an email to PA thanking them for taking a hit on profit during the
negotiations for the contract.
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Bob Driver: Yes, the email said, “These all seem entirely reasonable to
me, and thank you for taking the hit on your profit margin.” It was from
me and it was in direct response to an email in which PA said, "While there
is no impact on UKTI, the impact on PA is that PA’s profit is further
reduced from 7.38 to 7.03%."” This was in an email exchange where we
were discussing the remuneration of six individual specialists—their direct
remuneration—and where they would sit within a band. Effectively, the
discussion was about how those specialists should be receiving a slight
increase in their direct remuneration; the band itself was not changing. So
it was an entirely accurate statement, and it is taken out of context in the
Report.

Q102 Philip Boswell: Did the statements from PA about a perceived reduction
in profit—that is, taking the hit—induce you or your team to determine to
accept the revised terms of contract and enter—

Bob Driver: Yes. PA had already reported a reduction of 7.49 to 7.38%.
This was a further reduction to 7.03%. I had no reason to believe that
these profit figures were misleading.

Q103 Philip Boswell: Thank you. Mr Middleton, do you accept that the
introduction of the subsidy acted to deflate your stated profit?

Alan Middleton: Our contract profit was unaffected by the introduction of
the subsidy. It was an attempt to show the profit at each line of each
specialist, so for every specialist it was an attempt to show the profit per
specialist at the contract level. With the benefit of hindsight, I wish we had
been clearer. I wish we had simply stated that that was what it was,
rather than using the term “subsidy”, but nevertheless it neither inflated
the fees charged nor changed the overall profit; it simply moved it, as the
Report says, from the middle section of figure 1 to the top.

Q104 Philip Boswell: Okay. Do you accept that your profit on the contract rose
during the negotiations, while you reported to UKTI that it stayed broadly
the same?

Alan Middleton: No, we believe that our profit stayed broadly the same.
What did happen was that we sought to put more time and effort in on the
programme office and we sought very hard then, and through the life of
the contract, to reduce the cost of specialists. If you take it on a like-for-
like basis and ignore the additional cost of the project office and the
management, the profit would have risen somewhat, but it was money
actually spent on over-delivering on the contract; it wasn’t money that
went to PA profit.

Q105 Philip Boswell: Did PA intend to deceive UKTI about the amount of profit
on this contract? I think I know the answer.

Alan Middleton: The answer is, absolutely not. PA may have caused UKTI
difficulty in understanding, but there was no malice intended and there
was nothing else other than a desire to deliver for the client.

Q106 Chair: Not malice, but a lack of competence.
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Alan Middleton: 1 think on both sides there was a good degree of
confusion and, as I say—I'm putting my hand up for our error—had PA put
their hand up and said, "We are spending more money on managing this
project and programme. It's more complex. Some of the profit that we
have managed to eke out on the specialist side by very careful
management of that resource base,” which is what a private sector
company does and should do, “we are reinvesting into this contract in
order to over-deliver,” that would have been a sensible conversation for us
to have had.

Philip Boswell: But Mr Middleton, Mr Driver has already freely admitted
that his background is not in commercial management and he had part-
time support. I am sure you would agree that any professional—you had
full-time professional commercial people on this—should, if they were
competent, which I'm sure they were, have been aware that you actually
were getting more profit on this. It is not necessarily too complex for a
seasoned professional to understand, particularly the remuneration
sections within negotiations and contracts. Those are often deliberately
complex because they are easier to get profit out of, and you are trying
to allow for many different possibilities. So would you agree that your
professional staff should have been aware of this and, had they been
aware of it, should have spoken up earlier?

Alan Middleton: There are a number of points there. May I take each in
turn? We believed that Mr Driver was being advised by professionals. He
was being advised by SBS and, in fact, that negotiation was tough. This
was not a client that rolled over; it was a tough negotiation. I believe Mr
Driver ultimately saved the taxpayer money over the bid price and
certainly, as I have said, on the performance basis as well. The bulk of the
request to PA, over and above what was originally contracted, which was a
price per day per specialist, was being driven by Mr Driver and SBS. They
were asking for data in certain frameworks and in certain ways, and we
were seeking to provide that. There was no attempt to hide anything;
there was no attempt to be cute.

I am sure we will come to this later, but the team on our side should have
escalated this and got more commercially competent people involved,
given that there was a degree of complexity there. They did not. The
project team—the qualified and brilliant consultants who were delivering
for UKTI—were getting themselves embedded and embroiled in this. That
was an error on our part. They failed to comment on the project
management piece. That was an error on our part.

Philip Boswell: Finally, Mr Middleton, I understand your organisation has
changed somewhat since then, but at the time of the negotiation of this
initial contract, did you provide the performance contract related bonus
system for managers and/or staff, so that when profits increased on
projects, on an annual or other periodical basis, so did their bonus? In
other words, where did any increased profit go?

Alan Middleton: The profit on this contract did not increase in our model;
in our model, there was no benefit. However, yes, our people are
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rewarded on delivering excellent work for clients—so it includes client
satisfaction and everything else—and the profitability of that work. Any
team in PA that performs work for a client is rewarded on the combination
of the satisfaction of the client and the profitability of the work.

Q109 Chair: How do you measure the satisfaction of a client?

Alan Middleton: We go and ask them; we perform formal client
satisfaction surveys and reviews.

Q110 Chair: So any dissatisfaction would be a very serious matter for one of
your consultants personally, as well as for the company?

Alan Middleton: 1t is a more serious matter than remuneration; it is a
very serious matter.

Q111 Philip Boswell: Could you explain the partner’s bonus in relation to
additional contract profit?

Alan Middleton: On any contract that recognises additional profit—this
one did not—the partner would receive additional compensation.

Q112 Chair: I will return to Mr Boswell in a moment, but I want to touch on
this. Mr Middleton, you have talked throughout with a great deal of
detailed knowledge about this contract, but you just said that you felt the
team on the ground should have escalated it up. What was your personal
involvement with this contract? What was the level of detail that you had
knowledge of at the time?

Alan Middleton: 1 will try to answer briefly, but obviously the contract
went through a series of stages.

Q113 Chair: How hands on were you?

Alan Middleton: Not at all, in the early stages. The way our firm works,
like most professional service firms, is that partners in our firm—people
we call “partners”, the senior managing directors—have responsibility for
selling and operating profitable work and satisfying the client. They have a
great deal of scope in doing that, within certain bounds that we set, and
when originally contracted, this was within those bounds. For a
programme of work that is ongoing, we have a series of speaking outs
that can be done both within the firm and by clients. So, as a client,
Government can call out to me at any moment—there is a very clear way
of doing it. That did not occur. This first came to my attention when UKTI
requested an audit, and the audit was actually ongoing by the time I
discovered that.

Q114 Chair: Clearly, you are the only one from your organisation here today.
Who in your organisation was dealing with the day to day negotiation
over this contract?

Alan Middleton: The partner in charge.

Q115 Chair: Who was that?
Alan Middleton: 1t was a partner called Mr Reilly.
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Q116 Chair: Does Mr Reilly still work for PA Consulting?
Alan Middleton: No, he does not.

Q117 Chair: Have you taken any action internally as a result of the negotiations
over this contract and the subsequent investigations?

Alan Middleton: The negotiations, by and large, were performed
appropriately. I think they worked well. There were a couple of areas that
I didn't like, with the benefit of hindsight—among them the performance-
related element going away. Mr Reilly, as I said, is no longer with the firm.
He left at the end of last year during the first audit, so we have taken no
action there. To be honest, the team at the time were following our
process and procedures. They had bid. They had gone through. They were
in the negotiation period and they were seeking to negotiate in an
appropriate fashion. There was no attempt to do anything but.

Q118 Chair: I think it has been widely acknowledged to have been a complex
contract.

Alan Middleton: It was.

Q119 Chair: Given that your team, you now tell us, were not contract
negotiators—they were the people on the ground doing the delivery—
were they, in your view, competent to do this, and should they have
escalated it up the line to you sooner?

Alan Middleton: There were a variety of levels that this contract would
escalate through before it would ever arrive to me. Should they have
escalated it? With the benefit of hindsight, I wish they had. At the time,
did it require them to know—

Q120 Chair: So you are absolutely confident that they behaved properly within
the rules of your organisation.

Alan Middleton: They behaved within the rules that we had in place then,
not the rules we have in place now. We have had to put something in
place to ensure that we do not see this happen again. We have better
guidelines.

Q121 Chair: So by changing the rules, you have acknowledged that they
weren’t great, and that something was wrong with the rules and the way
that it worked at the time.

Alan Middleton: The one issue that we had was that they chose to offset
some incremental profit in one part against a loss in another without
clearly communicating to the client. We have now made it clear in our
processes, rules and code of conduct that we do not do that without
making it absolutely explicit to the client. Their view, which I agree with,
was that at this stage it remained a price per specialist day and a set of
fixed charges, and they had flexibility within that. Whether they were right
or wrong, that was their view. We have now changed so that that cannot
happen again.

Q122 Chair: Mr Boswell has touched on payment schemes and performance pay
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and so on. Was there any personal financial benefit to the team on the
ground in their negotiations as a result of this contract?

Alan Middleton: No, and this is the most difficult part. The overall
billing—the charges—remained the same. The charges for the specialists
did not materially change. The cost base was managed to introduce a
degree more profit on that side of the equation. The team—this is
heartfelt—of consultants at PA who work in the UK public sector do it
because they love it. They do not do it to rip people off. The team
determined that they could use some of that—still within the overall profit
of the contract, and not reducing anything or making bonuses difficult—to
deliver more on the programme side and deliver a better result. That was
the intention of the team.

Chair: Dr James?

Dr Matt James: On non-escalation, while I believe Alan completely, I
think it is only right to tell the Committee that the public sector business
of PA was very important to PA and is today. UKTI was their biggest
account for a number of years. Given that, my experience of other
suppliers is that a contract here would very much be raised to the very top
level of the organisation.

Chair: Mr Middleton, I was surprised, looking at your last couple of annual
reports and accounts, that there is no mention of the UKTI contract, and
yet it accounts for about 5% of your overall business. Is that right?

Alan Middleton: Yes, 4% or so of the business.

Chair: But it is not mentioned with pride in your annual reviews. Is there
any particular reason for that? You keep telling us that you performed at
167% of the outputs that you were expected to achieve.

Alan Middleton: To be honest, in the same time period, we were saving
troops in Afghanistan and cutting hospital waiting lists, and that is just
looking at the UK public sector. We have celebrated this work repeatedly—
not, admittedly, in the annual report. We operate in a series of regions
around the world and provide a lot of different services. In any annual
report, you try to strike a balance between all of them. It was certainly
something that we were very proud to deliver alongside, in each of those
three years, some other very important pieces of work for the
Government.

Chair: I will go back to Mr Boswell in a moment, but first, you have
highlighted the significance of this contract and Dr James has underlined
the fact that you do a lot of work with the British Government. Do you
not feel that you had a duty of care, both to the Government as a client
and to the taxpayer as the funder of that client, to have picked up these
problems and to have been clearer about the issues sooner?

Alan Middleton: You raise two points. One is the problems and the other
is duty of care. What I have described to you today, I believe, is that we
absolutely applied a duty of care. We identified the opportunity to better
drive this programme to better deliver outputs—
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Chair: A duty of care is more about the contracting. You had a team, as
you have just acknowledged, that effectively decided to balance out the
overpricing on one side and unilaterally decided to put it into the
performance.

Alan Middleton: A single error.

Chair: But you acknowledge that there is a problem with that.
Alan Middleton: Yes.

Chair: Do you not think that you had a duty of care to explain that much
more clearly? You pretty much said so just now, but I just want it to be
absolutely clear for the record. Do you think that you did not really act as
you should have done, ethically, as a client that works so much across
Government?

Alan Middleton: 1 think it would have been good for us to have better
explained that. That said, we were working in an environment of a fixed
charge per specialist day, and fixed charges beyond that, so we were—

Chair: You did bid on that basis. Let me bring in the Comptroller and
Auditor General before I bring in Mr Boswell.

Sir Amyas Morse: 1 think you are having a tough day at the office, Mr
Middleton, which is what you are paid for, after all. I think a lot of people
in the professional world will be familiar with that. That is the only
sympathy I am about to extend.

Look at it another way. You paid £3 million in damages. We know that the
Department for International Trade was looking for £5 million. The
contract has been terminated. Mr Reilly is no longer with the company. At
some time in the recent past, you became owned a very well known
company, the Carlyle Group, which I dare say has a considerable lack of
appetite for any damage to your brand name. So if I wanted to approach
this in a slightly less charitable way, I could say that you want to get this
thing shut down. You are giving good answers. You are doing everything
you can to preserve the reputation of your consultancy, which by the way
I consider overall to be good—let me say that. But you know and we all
know that this is a pretty bad story and the actual hard facts do not quite
comply with the positive tale. You keep saying, “We over-delivered by
175%."” What would have been great would have been to deliver what I
dare say was actually required under the contract.

I just think that I am listening to something, and I am looking at the hard
facts of the case—and when the Department looked at the evidence of
what you had done, it decided that it did not want to continue with you.
You paid to try to get to an amicable end to this as quickly as possible.
That is what this looks like, to be quite frank. It is very difficult, objectively
and with a reasonable amount of experience, to see it any other way. It is
not a triumph. You got into pretty hot water and now you are getting PA
Consulting out of it in as good order as you can manage. Is that a
reasonable description of what is going on here, Dr James?
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Dr Matt James: Yes.
Sir Amyas Morse: 1 thought so.

Philip Boswell: Just to close, Mr Middleton, you have been open that
additional profit equates to extra bonus, which of course is industry
standard—I do not have an issue with that. You have bigged up your
commercial team, quite rightly—I would do the same. But I put it to you
that your company was knowingly double-charging on this contract, and
that it deliberately kept that knowledge from your client. Given the
situation, given the expertise within your team and given the
negotiations, what would you say to that?

Alan Middleton: 1 strongly disagree, Mr Boswell. It is not clear to me
which element of the Report you refer to in terms of double-charging. We
didn't overcharge through the allocation of corporate overhead, which is
an industry norm and was applied to PA staff. The infrastructure charge
was known at the time of the bid and continued right through to the
contract. That was known to UKTI and was clear. One area which I have
repeatedly said we could have been clearer upon was the additional costs
for the programme management. Those were not profit elements because
there were people applied to do the work. The work was done. The cost
was there, and that was the very thing that generated the cost.

I agree—I have repeatedly agreed—that the firm should have been clearer
in making that information around the programme management case
available to UKTI. Nevertheless, the corporate overhead cost, which is an
industry standard, was being charged to FDI specialists and the FDI
contract—indeed it is the norm across the work we do with Government—
was there. Should we have made it absolutely crystal clear? We have
changed our process and procedures to do so, but there is a limit to
everything that you can lay out in a submission. So that was clear. The
infrastructure was clear; it was actually requested in the ITT, and we bid
against that. There was a difference of view as to the elements that make
that up, but it was there and it was clear.

Philip Boswell: Moving on to figures 4, 5 and 6 on pages 36-38 of the
NAO Report, do you accept that PA’s explanations given to UKTI, RSM
and the NAO on discharges and profit have changed significantly over
time?

Alan Middleton: Yes, they have changed over time, as have the
questions around how they are made up.

Philip Boswell: Dr Raines, referring to part five on page 35 of this
Report, which misleading representations does UKTI accuse PA of
making?

Dr Catherine Raines: 1t is very difficult to understand why there were
hidden columns in a spreadsheet. If those were not misrepresented I don’t
understand why they would not be open to view. The matter of the
subsidy is something which I would question. If that was indeed for
additional overheads that enabled delivery of 167% of outcomes, then it is
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difficult to understand why the level of outcome delivery remained largely
the same after the contract terminated.

Philip Boswell: Mr Middleton, can you explain why, in response to a
request from UKTI for details of the specialist direct remuneration, the
email sent on 25 April 2014 stated that the day rate contained “specialist
pass-through rate (what they are paid...)” when that was not the case?

Alan Middleton: Yes, certainly. I have to be clear. To get there we had to
go back through all of this and reconstruct it, so it is not an answer of
knowing at the time. However, first, the spreadsheet had a number of
hidden columns and, to be clear, all you had to do to look at them was to
highlight them and unhide them. It is not uncommon to do that on a
spreadsheet so you can get the content on one screen. It is a normal thing
to do. On the rates and what they are paid, the vast majority of
individuals on that spreadsheet were subcontractor specialists. In fact, it
may be worth asking Mr Driver because it was that which he was most
concerned about and that which we were pursuing at the time. This was a
single email sent during this negotiation, sent from a PA person to a UKTI
person. I think the language was a little bit sloppy. He was referring to the
specialists who were subcontractors and that is exactly what they are paid.

The intent in raising this point in the NAO Report was, I think, to say there
were also PA specialists in there who had a full absorption cost rate. In
other words, they had some overhead and what they were paid. In our
view, it was certainly the intent of the individual who was talking about the
subcontractor specialists; there was no attempt in his mind to deceive.

Furthermore, if we wanted to be appropriate yet slightly pedantic, the bid
itself responded to the ITT, and the ITT refers to two kinds of specialists:
a specialist—and a specialist is a subcontractor specialist—and a second
kind of specialist, who is an employee specialist. Therefore, if we wanted
to be entirely pedantic, although I am sure it wasn’t in the mind of the
writer at the time, the term “specialist” refers to two—

Philip Boswell: May I stop you, Mr Middleton? Mr Driver—
Chair: I think Dr James just wanted to comment on that.

Dr Matt James: 1 just want to comment on Alan’s evidence about a single
email on the 25th. My understanding was that it wasn’t just a single
statement; it was also represented by PA in presentations that they gave
the following week and in subsequent weeks and conversations. In fact, it
wasn’t until the following year—in June 2015, I think—that PA said,
“Actually, that wasn’t the case,” and that there were additional overheads
in the day rate. So it wasn't a single email; it was a number of
correspondences.

Philip Boswell: Okay, that is figure 4. Moving on, Mr Middleton, why did
PA give so many contradictory explanations of what the subsidy was?

Alan Middleton: The honest answer is because the person who had
worked on this had left. The team itself was relatively clear as to the
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intent, and no one could get their head around it. We got ourselves in a
complete twist.

Chair: Sorry. So you were running a rogue operation here? Somebody
chose to use the word “subsidy” and explained what it meant but nobody
in the organisation understood?

Alan Middleton: No, no, it was understood as to what it was. It was
difficult to get our heads around what the issue was around the subsidy,
because the team had determined that they were going to balance it in
this way. At the time of the audit, it was necessary for us to go back
through quite a volume of information to try to understand exactly how it
had been constructed and whether it was invoiced or not invoiced, and to
work it out the whole way through.

Chair: Mr Middleton, as I said before, you are CEO of a medium-sized but
large consultancy company that is getting a lot of taxpayer-funded
business around the world, yet you had to go and work out what all these
terms meant in your organisation. There was a team on the ground that
was making it up as they went along.

Alan Middleton: There was a team on the ground who had agreed a
contract on a price per day for a specialist and a set of other fixed
charges, and within the team itself had determined how it was going to
balance the moneys on the specialist side and the moneys on the
programme side, and it had determined that it would represent it as a
subsidy—in other words, a cost.

Chair: Mr Boswell will finish off, and then we will come back.

Philip Boswell: There are a couple of things that I find disconcerting. For
absolute clarity, we are talking about figure 6 on page 38:
“Representations by PA: the ‘subsidy’”. Mr Middleton, I understand that
you are the only one left from this team. Was this the first person to run
away? I also have concerns about the number of contradictory
explanations. It contradicts what you said earlier about your having a
very strong, excellent team, that one person could go away and suddenly
there was a big mystery that no one could solve. It doesn’t ring with what
you said earlier about a cohesive team of high-standard professionals
who were very worthy of the job, fit and capable. Something doesn’t add
up there.

Alan Middleton: 1 readily admit that this is the most difficult area—I
don’t feel proud about it—and it is unclear throughout this entire process.
What happened was that it was created during the negotiation by the
individual responsible for commercial during the negotiation, who did
leave. My point is that the project team picked it up. It was not wise. At
that point in time, we should have escalated it and dealt with it
appropriately. Most importantly, we should have sat down and explained it
clearly to the UKTI team and had a proper discussion with them and
afforded them the opportunity to ask us to over-resource the programme
office. With a full understanding of the client or not, we should not have
taken an arbitrary decision to do that without informing the client.



ﬁ HOUSE oF COMMONS

Q137 Philip Boswell: Thank you. You have pretty much covered my next
qguestion, which was about being capable of providing clear, consistent
explanations for different elements, because of the explanation you have
just given me. What I don’t get is, was this team bespoke for this project
or do you have a central bid team that works on ITTs and generally
submits bids, and you build your project teams partially from some of
them? How does it work?

Alan Middleton: 1 have spoken to this earlier but to reiterate: the answer
is the latter. However, this was an unusual contract for PA. It was not of
the type that we regularly do. Since then we have completely changed and
we have a team capable of doing that. Back then we did not.

Q138 Philip Boswell: For absolute clarity, “the latter” was what at the time?
Can you explain what the position was?

Alan Middleton: At the time we had everything you described. We had
bid teams and commercial capability and so on, capable of performing the
regular kind of business that we deliver, time and materials—

Q139 Philip Boswell: So when this commercial person ran away, why didn't
the bid team step in, or someone who should have understood what it
was all about?

Alan Middleton: The commercial person left.

Q140 Philip Boswell: The commercial person from the bid team and the
project team?

Alan Middleton: No, sorry. I'm saying they did not run away. The
commercial person left the firm. At that time, this was a very complex
arrangement. We have agreed and understood that. It was a non-standard
commercial arrangement for PA and a different kind of piece of work. The
partner in charge should have raised this and we should have applied a
competent individual to run with it through the latter part of 2014. We
should have done that, Mr Boswell.

Q141 Philip Boswell: We obviously have a concern, given that the explanation
is changing so much all the way through this with such high calibre
personnel, allegedly. Did it change so much because you did not really
know the truth of it? Or, as we may be concerned about, do you think
that someone in your organisation deliberately attempted to deceive UKTI
in this respect?

Alan Middleton: No. In answer to the latter part of your question, I do
not believe anyone was attempting to deceive UKTI at any time, nor
actually deceive anyone within PA to enhance bonus or anything else you
may have asked about before. I think they were simply trying to balance
the books in order to deliver the best they could for the client.

Q142 Philip Boswell: Given that alarm bells were clearly going off at this time,
was this escalated to your department? Were you involved or engaged at
this period? Was this when you became aware that there was or could
perhaps be a problem?
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Alan Middleton: No, because the team itself did not see a problem at
that time. The team saw a problem at the time that UKTI requested an
audit, and the audit was being performed. Had my team escalated to me
in advance of that, obviously I would have engaged. Likewise, actually had
UKTI escalated within PA, I would have engaged.

Philip Boswell: I have got to ask this question now. Mr Simon, do you
listen to Mr Middleton’s explanation—who, fair enough, was not hands on
at the time—and feel that at this stage of the negotiation UKTI was
deceived?

Crispin Simon: 1 don't have the information to know whether we were
deceived. It does appear from the Report that we were overcharged.

Philip Boswell: And the same question to Dr Raines.

Dr Catherine Raines: Clearly, I was not there at the time, and I am not
a commercial expert, but the idea that this was balancing the books to
deliver the best for the client is not something that I find credible. If we
had wanted 167% of outcomes—not that I would ever complain about
getting increased outcomes—I would not expect to pay in a non-
transparent way an additional fee in order to achieve that, without it being
agreed with me.

Philip Boswell: And the same question to Dr James.
Dr Matt James: Looking back, I believe UKTI were misled by PA.

Philip Boswell: Mr Driver, I am giving you the most time on this one,
quite deliberately: the same question.

Bob Driver: At the point of the procurement I was satisfied with its
conditions. I had left by the time the disagreements emerged. I had left
the civil service.

Chair: I am going to bring in Mr Elphicke in a moment, and then move
on. But before I do that, Mr Middleton, you said that you would have
expected somebody at UKTI to have escalated it if there had been any
problems. Would you necessarily know if that had happened—if someone
had escalated it? Presumably, it would go straight to the person on the
job and not necessarily straight to you. What would it have taken to have
escalated it up to you—it would be quite a breakdown in PA’s relations,
wouldn't it?

Alan Middleton: 1 am not sure, actually. I do get calls from time to time
when clients have concerns—

Chair: So do you know if there were any concerns raised with your team
on the ground at the time?

Alan Middleton: We are talking about a very long period of time, at the
time, so my belief is that in the period up until May there were no material
concerns raised, all the way through signing the contract. And for the
avoidance of doubt, the charges that PA made never increased. The
charges that we made, which were fixed and were on a—
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Q146 Chair: The subsidy appeared, didn't it?

Alan Middleton: The subsidy was simply to indicate the fact that the
profit levels were at a certain level; there was no additional charging over
and above that which was already set out. Therefore, the team—

Q147 Chair: That is an extraordinary way of accounting. Can I just be clear,
then? Were there any other complaints about PA Consulting at any point
during the other contracts that you were running for UKTI?

Alan Middleton: No.
Q148 Chair: None at all?

Alan Middleton: None that came to me and none that were ever
escalated to me. And this one came to me at a point in time when UKTI
determined it wished to audit.

Q149 Chair: Mr Driver, were there any other complaints that you or anyone in
your team raised about PA Consulting in this contract or prior to this
contract?

Bob Driver: Not that I am aware of. There was an issue with the previous
contract that somebody raised, but—

Q150 Chair: What was that issue and how was it resolved? Did it get resolved?

Bob Driver: 1 believe it was resolved. I was aware of it. It was a
whistleblower issue.

Chair: Sorry; I can’t hear you very well.

Bob Driver: 1t was a whistleblower issue. I wasn't aware of it, really.
That’s something that Mr Simon will be able to comment on.

Crispin Simon: Yes, I do remember something but I'm afraid I don't
remember the detail. Somebody did come to me about a problem. It
appeared to be a personal interaction issue rather than a commercial
issue.

Q151 Chair: So there was no issue raised about fees or anything like that?
Crispin Simon: No.
Q152 Chair: So it didn't raise any alarm bells with you about the conduct of PA
Consulting?

Crispin Simon: Not PA Consulting, no. There was a comment about an
individual consultant.

Chair: An individual PA consultant?

Crispin Simon: Yes, but it wasn’t a commercial matter.

Dr Matt James: There was a whistleblower, as Bob has said, and while it
was about an individual, it was around a commercial issue about the level
of pay that an individual PA specialist was getting. So, it wasn’t a personal
matter; it was a commercial matter about remuneration.
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Q153 Chair: So that’s different to your recollection, Mr Simon?
Crispin Simon: It appears to be. In that case, I apologise.

Q154 Chair: You just can’t remember?

Crispin Simon: What I said was what I recall. If Matt James has better
information, then I think that’s more likely to be accurate. I apologise.

Q155 Chair: Mr Driver, do you have anything to add?

Bob Driver: 1t was a whistleblower issue and I wasn’t involved. I mean, I
knew about it.

Chair: So you knew about it but you weren’t involved?

Bob Driver: Yes. I was not involved.

Chair: You knew about it, but you weren’t involved. What does that
mean? Can you just be clear, and then I will move on to Mr Elphicke?

Bob Driver: 1 was aware that it was going on, but I wasn’t aware of the
details.

Q156 Charlie Elphicke: Mr Middleton, I've been listening with great interest to
what you’ve had to say. I just want to pick up on one thing. You have
spoken about a man who was involved in this who left—if I quote your
words correctly—"around the time of the first audit”, the back end of last
year.

Alan Middleton: Correct.

Q157 Charlie Elphicke: Were the two things connected?
Alan Middleton: To be absolutely honest, Sir, I don’t know.

Q158 Charlie Elphicke: Right. And you talk about this person taking this
subsidy as a balancing scenario—of taking costs from here to here. Why
do you think he did it?

Alan Middleton: Just to correct on a point of fact, and then I will
absolutely answer the question. The person who led the math during the
commercial discussions left shortly thereafter. That would be in the time
frame of May 2014. The partner in charge of the work left at the end of
2015; there were two different people. I think your question refers to the
former, the person who did the commercial, although actually the partner
would also have looked at it.

Q159 Charlie Elphicke: Was there any issue with the partner in charge? Was
there, in your mind, a concern about his handling of this matter and
leadership of the team?

Alan Middleton: 1 think the only material error that the partner made
was to fail to be absolutely transparent in this mix between programme
and management delivery and specialists, and the relative profits thereof.
I think it was done with the best of intentions; I don’t think there was
malice. I think his intent was to get the programme to deliver, and indeed
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significantly over-deliver. If I think about it, initially, his desire for it to
over-deliver would have been because of the performance and incentive
payment, but subsequently, his desire would be to over-deliver anyway. I
have said it before, but all the consultants in PA, particularly those who
work in the public sector—

Chair: We have heard that before, sorry.

Q160 Charlie Elphicke: One last thing. I hear what you are saying on that, but

Q161

Q162

Q163

I also heard both representatives from UKTI basically saying they just
don’t buy this. What do you think has really happened here?

Alan Middleton: 1 genuinely think it is as simple as that our team set out
to deliver a programme of work on a charge per day. The charge per day
at bid time was £547, it was £561 by the time they signed the contract
and it was £558 by the time we invoiced it. It was all broadly within the
same range, to within a few pounds, and their view was that they could
balance overspend to over-deliver, by managing the cost base of the
specialists very carefully and by having a very strong central team.

Charlie Elphicke: Is there any other kind of contract that PA has done
where you have had that kind of process?

Alan Middleton: Yes, because the client contracted on a charge per day
and other infrastructure costs. Therefore, it was a known fee for a known
number of days. Initially, at the bid time, the balance of how that was
performed was somewhat more flexible. I don’t think it represents best
practice, and my earlier answer is that we have changed our process and
procedures to ensure that even if we are working something on a revenue
basis or a charge per day, we manage to build it up from the bottom and
share with the client with much more clarity what will make up the cost
element, and therefore the overall profit.

Chair: I will bring in Mr Boswell, but I wanted to pick up on the point that
I raised earlier about the annual review and not mention UKTI. You have
told us there are lots of things you do, but did you raise with the board at
any point the concerns about how this contract had been handled, in
order to bring in the new arrangements that you have talked about?

Alan Middleton: Did I?
Chair: Yes.

Alan Middleton: The board was informed of this within a week of me
knowing about it, and we discussed it in some depth at the board. We
sought external QC advice—forensic audit advice—and they gave us that
advice. We progressed on that basis. We discussed with UKTI how we
might be able to settle. It was aware from the moment I knew.

Chair: Did you actually set forensic auditors on the task?

Alan Middleton: Yes, we asked their opinions. We had them look at the
audit report and what we were doing. We asked them a specific question:
in a court of law, were this not for a very important public sector client,
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have we done anything materially wrong? Their view was no. There is
obviously no point in getting into a debate about whether they were
right—

Chair: Did the forensic audit go into the detail of individual people’s bank
accounts in your organisation? Is that the level of audit?

Alan Middleton: No, not at all. It was, as you yourself have suggested,
Madam Chair, to go through the rather convoluted data set that we were
presented with from that important period in the February to May time
frame.

Philip Boswell: There is a combination of issues that a few colleagues
have brought to my attention and other questions that we have. As I am
sure you have seen yourselves, we have prepared questions, and we are
following a process, although it may not feel like it at the time. Your
answers have been quite comprehensive, and some of these questions
have already been answered. I will leave it to the Chair to determine
where we go after this, but Mr Middleton, earlier you denied that the
infrastructure charge was double-counting of overheads, because there
were real costs on subcontractors, but then PA or you had to prepare an
estimate of those for your letter of 22 November to the Chair. Did you
have those records on the internal system? If not, how were they taken
into account in partner bonuses or profit? Were these profits for partners
but not for then talking to the client?

Alan Middleton: Could you repeat the last sentence?

Philip Boswell: Were these profits for discussion among partners, but
not the kind of thing you talk about when you are discussing things with
your clients?

Alan Middleton: First of all, I think you are referring to appendix A in the
letter.

Philip Boswell: Yes. Not everyone has that.
Chair: Sorry; I will circulate it.

Alan Middleton: lust briefly, this comes from figure 3 in the NAO Report.
We provided a little more information about this. We and the NAO have a
difference of opinion. This is the construct that was put in the ITT. UKTI let
the ITT with this construct there and asked for numbers. I assume that the
other bidders, like PA, put numbers in there. Again, from an honesty
perspective, when a supplier has to bid and has to put values in, it has to
do its best to estimate what those values will be, which we did. The
question is, “Did we incur any real cost against them?” That is a moral
question, because actually, we were absolutely allowed to invoice these
charges. It was in the ITT. We bid for it and it carried its whole way
through the negotiations. What we have sought to do in the letter is
describe why we think the vast majority of these are valid charges. Those
charges represent additional headcount brought into PA over and above
our corporate centre, separate from the contracted programme resources,
in order to fulfil the contract—so, people to hire, the provision of IT,
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people to provide a degree of training, people to negotiate the contracts
with the subcontractors, and people to process the 7,500 invoices that the
subcontractor resources were submitting. So I happily admit that the NAO
and PA have a difference of view in terms of whether these should have
been absorbed by the rest of the firm or not. These costs did not land on
the job and nor did the revenues. They went to pay for the extra work that
was being performed.

Q167 Philip Boswell: Thank you, Mr Middleton. My next question is to you
again. Do you consider that you have a duty of care towards your
clients—I am sure you will agree that you do—and especially public sector
clients who are funded by the taxpayer to be transparent about how you
make your profit?

Alan Middleton: 1 can give a short answer: clearly, yes I do.

Q168 Philip Boswell: Have you met that duty of care? Has your company met
this duty of care?

Alan Middleton: In all aspects, other than one I have reiterated a
number of times—on programme additional costs—I believe that we have.
The other thing is that we look forward to understanding better the
concept of duty of care, because as soon as we can codify it, we will spend
the time ensuring that we also adhere to it.

Philip Boswell: Thank you.

Q169 Chris Evans: The contract is worth £19 million, and your annual turnover
in 2014 was £423 million. This contract equates to only 5% of your
turnover. Are there any other contracts of this nature held with
Government bodies?

Alan Middleton: This was an unusual contract. After this event, I went
immediately to see Gareth Rhys Williams to discuss this. We have asked
our auditors, Ernst and Young, to audit an audit that we ourselves
performed across all contracts. Some 80% of the contracts that we
perform for Government are in a standard format—a standard framework
contract—so, broadly speaking, time and materials. A small humber of
contracts were not the same as this one, but slightly different to
absolutely standard. We checked those and those are deemed fine. We
have reported that to Mr Rhys Williams and his team. He has confirmed
that he is satisfied.

Q170 Chris Evans: Are you in a position to tell us in how many contracts you
charge for overheads at both a day rate and a fixed rate, or do we have
to wait for the audit of the audit?

Alan Middleton: If 1 understand the question, you asked how many
contracts we charge overheads on—

Chris Evans: At a day rate and a fixed charge, as in this case. Do you
know, or do we have to wait for the audit? You might have to write to us.

Alan Middleton: 1 will write to you on that. However, the simple point is
that when we charge people on a time and materials basis, we charge our



ﬁ HOUSE oF COMMONS

corporate overhead to them. In those projects where we have additional
costs over and above the standard, we will charge those project costs to
the client, as is the industry norm.

Q171 Chris Evans: What I am trying to get at, Mr Middleton, is whether these
issues came about because of a cultural problem within PA Consulting—
the culture you fostered—or whether it is just a case of ironing out
procedures.

Alan Middleton: Again, you have wrapped a whole set of things under
this. As I have said, it is absolutely the industry norm to recharge
corporate overheads. We were contractually able to charge for our
infrastructure. We did not have a framework against which the bid was
clear in terms of how to calculate profit and so on. What we have done
since is put extra effort into understanding cost plus and put the correct
processes and procedures in place to address complex requirements like
this.

Q172 Chris Evans: Mr Middleton, you have to accept that trust and confidence
in PA Consulting across Government Departments has at least been
rocked. I can see Dr James nodding his head. You have to give the
Committee that; the trust and confidence that this Committee or
Government bodies may have in PA Consulting is now very, very low, and
you have work to do on that.

Alan Middleton: 1 am disappointed that the lack of understanding
between the two parties has caused us to be in a position where UKTI felt
it had to terminate the contract for convenience and that PA had to hand it
over. I am delighted we have handed over something that continues to
run well. The vast majority of our work is not in this construct. We have
put in place a new business unit to run this kind of work. I am deeply
disappointed to be here, particularly given that it is a relatively simple
misunderstanding between the two parties.

Q173 Chair: Mr Middleton, it was around this time that 51% of your
organisation was sold to the Carlyle Group. It would have been quite
embarrassing if you had not settled and had had a long drawn-out action.
Was that not a factor in deciding to settle on the FDI?

Alan Middleton: 1 think it would be worth asking Mr James about the
settlement. At the time, my view was that a settlement range of zero to
half a million pounds made sense for PA. As an indication of its loyalty to
Government and its moral obligation, it was willing to settle on it. We do
not recognise the £5 million, and in fact if you were to take off £5 million
from the contract value, there is pretty much nothing left after you have
paid salaries, expenses and the like.

Q174 Chair: My question was whether it was not easier to settle, whatever the
cost, because you were selling at the time 51% of your organisation to
the Carlyle Group.

Alan Middleton: No, it was not the case. At the time, we were owed a
substantial amount of money by UKTI. We had a very significant humber
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of subcontractor bills to pay. We had settled all the bills that we had with
the specialist subcontractors.

Q175 Chair: You chose to settle, not to take legal action.

Alan Middleton: 1 don't think any consulting firm should strive to go to
court with a client. I certainly don’t think we should go to court with a very
important client. I certainly think it is a very difficult thing to do with the
UK Government, who are a very important client and represent the
citizens of this country. I would rather, as I did, reach a settlement with
UKTI that satisfied them, even if it was a different number to the one I felt
comfortable with.

Q176 Philip Boswell: In figure 4 on page 36, in part five of the Report, you can
see in the left-hand column representations by PA on whether the day
rates included an allocation of general overheads from 21 October 2013.
It is denied that overheads were included until 4 June 2015, where it is
admitted. Mr Middleton, it may be the industry standard to charge
overheads, but until the admission of 4 June, it is not what PA told UKTI.

Alan Middleton: 1 agree. I think there is a huge amount of confusion
between employee specialists and specialists, specialists being the sub-
contracted specialists. For the avoidance of doubt, the sub-contracted
specialists never attracted a corporate overhead charge. The employee
specialists were passed through at cost, as Mr Reddaway pointed out in his
figure—table 1. The only overhead that was applied was applied to the PA
members of staff working as specialists, so employee specialists as defined
by the ITT and the bid. It is unfortunate, I agree. It shows that we
struggled with nomenclature on both sides. All I can say again is that
there was no malice intended, no deceit intended.

Q177 Mr Bacon: Mr Driver, you said, “I was involved in getting together the
business case and I cannot understand why it is not available.” During
the getting together of the business case, what happens? Does somebody
write it on a computer?

Bob Driver: Yes.

Q178 Mr Bacon: Who did that writing? You?

Bob Driver: No, it was a member of my staff, a person called Luke Ryder,
I think.

Q179 Mr Bacon: So it was on his computer.

Bob Driver: Well, it was on the Department’s computer.

Q180 Mr Bacon: I am not talking about personal ownership. I am talking about
upon whose machine the work was being done. It was on Mr Ryder’s
machine, the one he was working on.

Bob Driver: Yes, and I think it was finished off by his successor.

Q181 Mr Bacon: When a business case is produced, what happens to it? Does it
get shared around and people look at it and make comments and then it
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gets changed and goes through various iterations? Is that what happens?

Bob Driver: At the time, there were two committees that a business case
like that would have gone to. The first was an operations committee—

Q182 Mr Bacon: Stop there. You have jumped ahead. For it to go to a
committee, it must be sent from somewhere. I am still back at the
previous stage. When the business case is being drafted, does it go
through a series of iterations in which the people who are drafting it
share their ideas and come up with something they are happy to present
to the committee?

Bob Driver: Absolutely, yes.

Q183 Mr Bacon: And how is that shared between them? Is it emailed from one
to another?

Bob Driver: Yes.

Q184 Mr Bacon: And how many iterations did it go through before it got to the
point where there was something that people felt was okay enough to
present to the committee?

Bob Driver: 1 cannot recollect.

Q185 Mr Bacon: But several. Five or 55?

Bob Driver: Probably somewhere in between the two.

Q186 Mr Bacon: Okay, so 20, 25. Why then was it so difficult to find a copy of
the business case to give to the National Audit Office?

Bob Driver: 1 am baffled by that, frankly.

Q187 Mr Bacon: You don’t understand why.

Bob Driver: 1 don't understand. There was an electronic filing system—I
think it was called Matrix—that was used at the time, and why the
business case is not there I don’t know.

Q188 Mr Bacon: Did someone go in and delete it, or what?
Bob Driver: 1 don’t know.

Q189 Mr Bacon: I understand from the NAO that the sentence in the Report on
page 6, “Core documents, such as the business case, were not available
to the contract management team”, was phrased like that because the
business case was given to the NAO the day before the Report was
published.

Bob Driver: 1 am sorry, the question is—?

Mr Bacon: Is that correct? Had you left UKTI by that time?
Bob Driver: 1 left UKTI in March 2015.

Q190 Mr Bacon: Perhaps this is for you, Dr Raines. Who was it who gave the
business case to the National Audit Office, when it was finally given?
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Dr Catherine Raines: 1 cannot answer that question. I do not know who
gave it to them.

Q191 Mr Bacon: Do you know if it was given to the National Audit Office the
day before the Report was published?

Dr Catherine Raines: If that is what the National Audit Office are telling
me, I have every confidence in the National Audit Office’s Report, so I
think that that is the case, yes.

Q192 Mr Bacon: Mr Reddaway, do you remember who it was who gave you the
outline business case the day before the Report was published?

Joshua Reddaway: A note has just been passed to Mr James. He might
be able to answer.

Dr Matt James: 1 suspect it was a day or so before, because that is when
we eventually found it.

Q193 Mr Bacon: Where did you find it?
Dr Matt James: On the IT system.

Q194 Mr Bacon: It was there somewhere.

Dr Matt James: Well, it was buried because we clearly had looked a lot of
times before.

Q195 Mr Bacon: To be clear, this was the outline business case—the one that
said, "We are seeking permission to go to market and this is why we feel
the need to do so.”

Dr Matt James: No. You would expect in a project like this that there
would be a strategic business case, an outline business case and then a
final business case when prices from tenders were in. You can’t work the
business case unless you know the prices that are being charged. This was
just a singular business case that I imagine covered it all. There is no
distinction between a strategic business case to outline—

Q196 Mr Bacon: You could not see from looking at it whether it was a final
business case or an outline business case.

Dr Matt James: Correct.

Q197 Mr Bacon: Really?
Dr Matt James: Correct.

Q198 Mr Bacon: So you could not tell by looking at it—I understand that a final
business case shows the results of having been to market and shows the
people who you tested it with, who the bidders were, why you went with
the option you went with and the justification for doing so. That
information presumably either was or was not included in this one
version.

Dr Matt James: My view is that it was not clear.



ﬁ HOUSE oF COMMONS

Q199 Mr Bacon: It was not clear whether it was an outline business case or a
final business case.

Dr Matt James: Correct.

Q200 Mr Bacon: Mr Driver, did you want to say anything?

Bob Driver: Yes. The original business case that I was involved in
creating was for one competition against a series of lots; it is important to
remember that. What happened was that we were just about to go out to
public tender on that programme when the executive board decided that
we ran the risk of having one supplier take all the business against all
those lots, so I was asked to go away and consider a revised framework
approach, which is what we did. That is why we developed this framework.

Q201 Mr Bacon: Who asked you to do that?
Bob Driver: The executive board of UK Trade & Investment.

Q202 Mr Bacon: Right. Mr Simon, were you in post at that time?

Crispin Simon: 1 was.

Q203 Mr Bacon: You were aware of the—

Crispin Simon: That sounds familiar.

Mr Bacon: You were aware of the risk that it might all go to one supplier.

Crispin Simon: Yes, very much so.

Q204 Mr Bacon: Who is the supplier to whom it might have all gone?
Crispin Simon: PA was the incumbent.

Q205 Mr Bacon: Mr Simon, you said, “As far as I am concerned, the contract
was authorised,” but there is no evidence of it having been authorised.

Crispin Simon: Yes.
Q206 Mr Bacon: None the less, as far as you were concerned, it was. Looking

at your CV, you have got a lot of experience. You spent 16 years at
Rothschild.

Crispin Simon: Five.
Mr Bacon: I beg your pardon. You spent six years at Rothschild, two
years at McKinsey, and then you were in commercial plcs. You were in

some pretty blue-chip organisations there. Wouldn't it be normal to
ensure that there was documentation and evidence of authorisation?

Crispin Simon: 1 don't know that there wasn't.

Q207 Mr Bacon: Don't go all Rumsfeldian on us. Either there is or there isn't. If
there is, you can see it, look at it, touch it and feel it.

Crispin Simon: 1 believe that the contract was appropriately authorised. I
accept that the NAO was unable to find it, but evidently there was another



ﬁ HOUSE oF COMMONS

document that we thought we were unable to find that we subsequently
found. Perhaps it does exist.

Q208 Mr Bacon: The contracts were only held in a digital form. Were they not
held in a paper form?

Crispin Simon: 1 would imagine that they would be signed, but—

Q209 Mr Bacon: Yes, I would, too. What happens to them after they have been
signed?

Crispin Simon: Filed.

Q210 Mr Bacon: Are they buried under an oak tree for a rainy day? Are they
archived or scanned—what happens to them? What is the normal
procedure?

Crispin Simon: 1 don't know. I would imagine that the paper copy would
be filed.

Q211 Mr Bacon: There is an awful lot of imagining going on here. Mr Driver or
Dr James was talking about imagining, and you are, too. Why is it so
difficult to know these things?

Crispin Simon: 1 do not want to say something that turns out to be
wrong. I believe that the documents would have been signed; we would
almost certainly have had inked copy and we would have put it in a filing
cabinet.

Q212 Mr Bacon: You were the managing director of UKTI. Wouldn’t it have
been incumbent on you to know—for sure you might appoint someone to
manage it for you—how you had the surety or certainty that you were
operating lawfully and spending public money appropriately, and that you
had a system for recording what you have done?

Crispin Simon: We had a chief of staff, as I said earlier, with two
assistants. I think we were appropriately manned for this kind of
administrative activity. That was the assurance that I took, but I accept,
on the experience that we are going through here, that next time I will
ensure that I know where it goes.

Q213 Mr Bacon: Have you altered your practice now? In your new job you are
now at a robotic legs firm that does robotic legs for spinal cord injury.
Now, as a result of your experiences, do you make more effort in your
present employment to check that documentary procedures are followed
properly?

Crispin Simon: No. I delegate. We have a quality system and I delegate
to people who know what they are doing.

Q214 Mr Bacon: Mr Driver, one more question. You said the procurement was
strong. In paragraph 2.1 it says, “"As a consequence of the way UKTI
managed the procurement, it is very difficult to know exactly what was
agreed”. Given that sentence, how can you stand by the sentence that
the procurement was strong?
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Bob Driver: 1 said that the management of the procurement was strong.

Q215 Mr Bacon: The management of the procurement?
Bob Driver: Yes.

Q216 Mr Bacon: By you or by someone else?
Bob Driver: By me.

Q217 Mr Bacon: If the management of the procurement was strong, why would
the NAO conclude that it was very difficult to know what was agreed?

Bob Driver: 1 think that where things went wrong was in the subsequent
negotiations after I had left.

Mr Bacon: Okay. That is clear. Thank you.

Q218 Philip Boswell: Mr Middleton, given the admission that the behaviour
around about the time of the negotiation of the original contract and the
transition to the additional negotiation was an error or you regret it, do
you think companies should be rewarded for such behaviour?

Alan Middleton: 1 think what I said was that at the time of the
negotiation we could have been clearer in terms of how we were dealing
with the cost.

Q219 Philip Boswell: UKTI expects to make considerable savings by bringing
these services in-house—that is in paragraph 1.28 of the NAO Report if
anyone wants the reference. Why would Government Departments
continue to hire private companies to provide these and similar services if
it is cheaper to procure them internally?

Alan Middleton: First of all, the way UKTI is actually dealing with this
now is different from the way in which it was originally procured. UKTI
must have decided at the time that it was a great idea to procure this.
Indeed, we put a lot of work into setting it up and configuring it in such a
way as it would deliver. I am not sure that at the time UKTI had the in-
house capability to make that happen. Although there may be debate
around what was delivered, the NAO Report confirms that UKTI recognised
what we had delivered. If the contract is reconfigured in a different way or
if the team is configured in a different way, I imagine there can be some
cost savings, but we should recognise there is a subcontractor cost
nevertheless.

Philip Boswell: Thank you.

Q220 Chris Evans: This is a question to Dr Raines and to Mr Driver. You have
to admit that paragraphs 7, 8 and 9 on pages 5 and 6 of the Report are
downright damning and embarrassing. The question that everybody
wants answered is asked in two parts. Dr Raines, who was responsible for
the failure, and has anyone been held to account or faced disciplinary
action for what happened? I will ask Mr Driver another question after you
have answered.
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Dr Catherine Raines: My view, in terms of who was responsible, is that it
was a collective failure of the organisation at the time, which was naive in
its approach to commercial negotiation and contract management. No
individual has been held to account. The individuals with whom we might
have wanted to share learning most directly have left the organisation, as
you are well aware, but we have made changes to the organisation to
make sure that that naivety is not something that is carried forward.

Q221 Chris Evans: So you are saying the individuals responsible are now
outside the organisation.

Dr Catherine Raines: That's right.

Chris Evans: Mr Driver, your opinion?

Bob Driver: 1 think it was a collective failure, yes. I also think there is an
important point that needs to be made that the NAO Report does not look
at the issue of quality; it looks at the issue of price, and 80% of the
contract was based on quality. We were not just buying what is called a
bodyshop capability, but a full suite of services such as knowledge,
research, analysis—

Q222 Chris Evans: Can I stop you there, Mr Driver? Are you genuinely saying
to me, in all honesty, that you were happy for paragraphs 7, 8 and 9,
which are absolutely damning, to be seen in black and white in the public
domain?

Bob Driver: No. I was very shocked and disappointed when I read the
NAO Report.

Chair: Unfortunately, a vote is about to interrupt us. Mr Boswell?

Q223 Philip Boswell: To carry on from what Mr Evans was saying, I have a
question for UKTI—for the two doctors and Mr Simon. In your opinion,
was the negotiated settlement that was agreed in May 2016 only made
because UKTI's records were so poor that it could not substantiate a
more generous settlement for itself?

Crispin Simon: 1 believe that disputes over overhead allocation within
organisations and between organisations are extremely common. 1
admitted in an earlier answer to Mr Evans that the point at which the FDI
people were involved meant that we lost track of the overhead allocation,
and that was the principal failing.

Q224 Philip Boswell: Thank you, Mr Simon. I will put it in slightly different
terms for Dr Raines. In a nutshell, had UKTI’s records been up to scratch,
would UKTI have been able to negotiate a better settlement, from its own
perspective, in May 2016 when this was terminated?

Dr Catherine Raines: Clearly that is a hypothetical question and
therefore one cannot know the answer, but the advice that we were given
by legal counsel was that this was the best settlement that we could hope
to achieve, given the level of documentation and other matters in this
case.
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Philip Boswell: I understand. Dr James?

Dr Matt James: As the person leading the negotiations on the settlement
with PA, I agree entirely with Catherine. I think the settlement was the
best that we could do in the context. The negotiation on the settlement
was made harder, however, because we did not have all the
documentation.

Q225 Philip Boswell: We will move quickly on. I have another question for Dr
Raines and Dr James. How much are the “significant savings” that you
say you are making under the new Green Park contract compared with
the PA contract?

Dr Matt James: We have added some other supplier arrangements to the
new Green Park contract, so it is not apples with apples. However, with
the new contract, which is set very differently and is set for what we want
to buy, the organisation will save about £9.5 million per year on all this
external expenditure. What we saved against PA in the interim period was
just over £4 million.

Philip Boswell: For absolute clarity, as you have said, that is part of the
contract mechanism and the procurement process, not necessarily
anything else.

Sitting suspended for Divisions in the House.

On resuming—
Chair: Back to Mr Boswell.

Q226 Philip Boswell: 1 was asking Dr James about the New Green Park
contract, and he answered partially. In terms of apples v. apples, it will
save about £9.5 million. Are those the significant savings? Are they truly
efficiency savings, or are you just paying for fewer specialist things?

Dr Matt James: No, they are efficiency savings. They are essentially the
difference between the day rate of subcontractors, and taking away the
overheads and management charges that we used to pay PA and other
contractors. They are true efficiency savings.

Q227 Philip Boswell: They are true efficiency savings. Do you know what the
overheads and the profit on the new contract are?

Dr Matt James: The structure of the new contract is a pure cost-plus
contract. We pay the actual day rate of subcontractors—what they
charge—and then we pay a monthly management fee, which broadly
equates to between 2% and 3%. As Alan said, it is a very different
contract from the one that we had with PA.

Q228 Chair: Dr Raines, and maybe Dr James as well, Mr Middleton told us a
number of times that the contract significantly over-delivered, and that it
was 167% of the expected outcome. Do you agree with that statement,
Dr Raines?
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Dr Catherine Raines: Yes, but I would say that those individuals—they
are excellent in the job that they do—are delivering a similar level of
performance now under the new arrangements.

Chair: Do you think there was a problem with how the contract was set
up at the beginning? That is a very big overachievement on a contract.
Was it naively set at the beginning, with a lower expected outturn rate?

Dr Catherine Raines: 1t is difficult for me to say that sitting here today,
when I wasn’t here at the time. When one sets out a requirement in an ITI
for 100% achievement, one expects to have a contract and to pay for it,
and one would very much hope for some upside overachievement as a
matter of performing well against the contract. One would expect all that
to be very clear and up front, and not to come out in the wash later, as it
were.

Chair: Obviously, we are keen to learn lessons from all of this. To your
knowledge, are there problems with any other contracts under what was
UKTI?

Dr Catherine Raines: We have put quite a few new arrangements in
place, one of which is the appointment of Dr Matt James as our managing
director of commercial. He has consolidated all of our commercial
resources under him, and both the procurement and contract management
teams sit together. They have undertaken a review of our other major
contracts, and they have concluded that there are no other contracts with
similar issues contained within them.

Chair: Dr James, I assume you concur with your boss on that, but just for
the record.

Dr Matt James: 1 do not always concur with my boss, but on this
occasion I certainly do. I have been in the organisation for just over a
year. When I first joined, I initiated a review, reporting to Catherine and
looking for any similar sorts of issues with other contracts, and concluded
that it would be very unlikely that we would have similar issues with other
contracts.

While I fully agree with what Catherine said, I would add to it by saying
that a lot of the other legacy contracts in the organisation are not as good
as they could be, in terms of value for money and actually buying what
the organisation needs to deliver its business, and those are what, with
Catherine’s colleagues, my colleagues, we are beginning to replace over
time.

Chair: Dr James, you mentioned that it was a whistleblower who raised
commercial concerns. What is the process for a whistleblower in—well, I
suppose it is now the Department for International Trade, but what was
the process then? What protection and support was there? I ask because
we have covered this quite a bit as a Committee.

Dr Matt James: Today, the process is that anyone can raise an issue,
either with me, as the commercial director, or directly with Catherine, and
of course through HR as well. When they come through any of those
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routes or, indeed, any of my colleagues at director level—on the one issue
that we have had, which isn't really a contractual issue, I know that
Catherine personally dealt with it when it came in. I think there is a good
process for allowing people to express their views, but also I genuinely
think that there is a culture that allows that, too, in the new organisation,
and I think that is principally down to Catherine.

Chair: We may come back to you, then, the next time we look at
whistleblowing, if you're telling us it is good. But there is a serious point,
which was raised earlier, and I'm turning to Crispin Simon now. We were
told that the whistleblower had raised concerns about the commercial
side of this. You said it was a relationship issue. How at the time did you
determine what the substance was of the whistleblower’s, or any
whistleblower’s, comments and concerns? What process was in place to
make sure that those concerns were analysed properly? There is quite a
skill to dealing with whistleblowers and ensuring that their concerns are
analysed properly and acted on properly.

Crispin Simon: The only thing that I really recall about the conversation
that I had with the whistleblower was that the person said that they had
developed personal feelings for one of the PA consultants and was
troubled by it and felt that it might lead to a conflict of interest. I then
asked the person to go and speak to the HR department, and the HR
department investigated it and decided that it did not need to be
escalated.

Chair: So that is the only whistleblower contact you had around the PA
Consulting contract.

Crispin Simon: Yes.

Chair: Bob Driver, is that your recollection as well?

Bob Driver: As 1 said earlier, I understood that there was a
whistleblowing incident going on, but I did not know the details, because it
was whistleblowing.

Chair: How do you define whistleblowing, then? If someone raised any
other concerns, would that be counted? Why was this a whistleblowing
issue? It sounds like an HR issue, not a whistleblowing issue. Sorry, but I
am a bit confused. We heard that commercial concerns were raised by a
whistleblower. I am not sure: are we talking about the same situation?

Crispin Simon: It is conceivable that we are not talking about the same
thing, but I think we might be. I think that when, as a manager,
somebody comes to you expressing a concern, you deal with it, and if you
feel that it does not need to be escalated because you have given what
you consider to be a satisfactory and open response, that is it. But as soon
as somebody says, "I would like to put myself into the whistleblowing
procedure,” it gets taken away from you as a manager and you have to
have some element of independence.

Chair: Then let us be very clear. We are talking about a whistleblower.
Did someone come to you saying, “I want to be in the whistleblowing
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procedure”?

Crispin Simon: Yes.

Q237 Chair: They did. Okay. Dr James.

Dr Matt James: 1 have spoken to the whistleblower at least three times,
and I have read his written evidence, which is a very detailed account of
what he believes is the problem. At no time when I spoke to him or read
the written evidence did I believe that there were any of the personal
feelings that Crispin suggests.

Q238 Chair: We have quite a different set of views here.
Crispin Simon: We may not be talking about the same thing.

Q239 Chair: Okay, let us be clear, because I am concerned. Talking about
personal feelings is nothing to do with whistleblowing, in my view. We are
the Public Accounts Committee and we look at how taxpayers’ money is
spent. So, Dr James, just to be clear, to your knowledge there was a
whistleblower who raised concerns about how taxpayers’ money was
being spent.

Dr Matt James: Correct.

Q240 Chair: Did you have a similar whistleblower come to you, Mr Simon?

Crispin Simon: No. The only one I am referring to is the one I described
earlier.

Chair: That wasn’t a whistleblower, because that was a rather different
issue.

Crispin Simon: Well, the person said that they were concerned that—

Q241 Chair: I think we should be a bit careful about playing out too many
details in here. What I am asking is: did anyone approach you raising
concerns about commercial issues around the PA Consulting contract or
indeed any other commercial contracts that UKTI had?

Crispin Simon: 1 am referring back to the same conversation, and that
person raised the issue in relation to a potential bad behaviour by PA.

Q242 Chair: Okay. What did you do about that?

Crispin Simon: 1 referred it to the HR department. I conceivably also
referred it to the finance department—I am afraid I don’t recall.

Q243 Chair: You don't recall. Would it be your normal practice now in your
current job if someone approached you and said, “I have got a worry
about fees being charged”?

Crispin Simon: 1 would put it into a process, either finance or HR. It
seemed to be both, so I put it—

Q244 Chair: Would you follow it through at all? Would you be interested in the
outcome as the head of an organisation spending taxpayers’ money?
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Crispin Simon: Yes, and I continued to work with this individual
afterwards, and—

Q245 Chair: You cannot remember what happened.
Crispin Simon: 1 am afraid I cannot. But if—

Q246 Chair: You must have a short memory. Sorry, it is just that there are a lot
of things you cannot remember today. We appreciate that you are no
longer working in the organisation. I do believe that you can have access
to your papers—is that right?

Crispin Simon: No. I have only become involved in this in the last week
or so.

Q247 Chair: You were not involved in the NAO Report at all.
Crispin Simon: No.

Q248 Chair: Okay. Maybe there is a warning to us to give better notice, but
nevertheless I would have hoped you would have racked your brains a bit
more.

Mr Middleton, to be clear, we talked earlier about the staff in your
organisation and you indicated that someone had left. Was there any
disciplinary action within PA Consulting as a result of the ending of this
contract?

Alan Middleton: No, there was not.

Q249 Chair: Not at any level?

Alan Middleton: No. There were many learnings but no disciplinary
action.

Q250 Chair: Was that because you felt no disciplinary action was needed, or
was it because the individual you talked about—the individual most
directly involved with this—had already left the organisation?

Alan Middleton: The individual most closely involved had left. Had they
remained, I would have said this was an error that would have required us
to talk quite firmly and understand, but disciplinary would come as a result
of deceitfully doing something and I don't think there was any attempt to
deceive. I think—

Q251 Chair: You keep saying you “don’t think” and you “don’t believe”.

Alan Middleton: Let me be more specific. Having looked at the evidence,
I do not believe that the individual was seeking to deceive.

Q252 Philip Boswell: I will boil down five questions to Doctors Raines and
James. If your answers can be concise, it will be most appreciated. What
is the role of the new commercial team? How many more of these
contracts will you be procuring over the next few years? Are you
confident that your capability and capacity are adequate for what remains
ahead? Where, if anywhere, do you still have a capability gap? Finally, in
terms of your employees, have you instigated a “shut up” or “speak up”
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environment? Which do you foster? I presume “speak up”.

Dr Catherine Raines: 1 am happy to start on that, but let me just ensure
that I have got all of your questions down. The role of the new commercial
team is to ensure that we procure and manage contracts that are
affordable, value for money, compliant, well governed and serve the
business need.

With the appointment of Matt—if you do not have his CV, we can easily
furnish you with it—we have somebody with over 20 years’ experience of
managing commercial contracts in the public sector. Matt joined a year
ago. He has kept me very closely informed of what he is doing to improve
commercial capability. This has included bringing all of our commercial
resources together under him. It means that the procurement team and
the contract management teams are much closer. It means that the
procurement teams understand the needs of the business. That is the first,
most important thing.

The second thing that Matt has done is improve the governance. Every
new procurement now has a commercial strategy before it is procured,
and that is pulled together in collaboration with finance, with commercial
and with the business user so that we know the tests I outlined at the
beginning will all be met. Any major contract with a value of more than £1
million comes to me, and any with a value of more than £10 million would
go to the Cabinet Office as well as to me.

Philip Boswell: Is that in terms of an approval stage-gate process or
expense sanctions?

Dr Catherine Raines: Yes. It is an authority level, if you like. Anything
for £1 million has to come to me, and anything beyond £10 million goes
on. The other thing that Matt is doing, and is in the process of doing—it
will be like painting the Forth bridge—is capacity, capability and training.
Of course, there has already been upskilling, but that will always continue.
The other thing he has implemented is a proper handover when people
leave the organisation, and of course there is a really good documentation
and recording system so that we will always have documents to hand in
the future.

On shut up or speak out, the answer is absolutely speak out, but there will
always be cases where people want to invoke the whistleblower procedure.
It is usually when they want to remain anonymous, and I would always
encourage whistleblowers, if that is the route that they want to take, to
take it. I would always assure them that whistleblowing will be treated
with utmost respect and complete anonymity, and it will be prosecuted, if
that is the right word, until the whistleblower is satisfied with the outcome.

Philip Boswell: I add Dr James to this, and I might as well ask the next
question because it is specifically for your good self. As commercial
manager, what systems do you have in place to assure yourself that the
new commercial arrangements are working effectively? For example, do
you risk manage? Do you audit internally? Can you expand on that? Is
there anything that you wish to add to Dr Raines’s comments?
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Chair: There is no need to repeat anything.

Dr Matt James: 1 have just one or two things to add to what Catherine
said. In terms of the role and capability, the rub, in the situation that we
have talked about this afternoon, is that what we bought was not what the
business needed. The commercial model was not the right one for the
thing that we desired, so the key thing about the role of the team that we
are building is that we buy what the business needs to help the business
deliver what it needs to do. That is a really key point for me.

In terms of capability gaps, I have tried to recruit well. We have attracted
some really excellent people from elsewhere in Whitehall to come and
work in this Department, and I only employ the best people. We have also
employed people from outside Whitehall to give us that wider commercial
experience as well.

We are part way through that journey of recruitment. When I inherited the
team, there were maybe two or three people; now we are up to 20 very
good people, and we have plans to take this up to 30, which is about the
right number for an organisation this size.

I agree entirely with the point that Catherine made about shut up or speak
up. In my opinion, this is an open organisation where people across the
organisation are allowed to say their opinion, and certainly in the team
that I direct.

On the systems and whether things are working effectively, the way that
things are working is now good but we are still on a journey, and it needs
to be increasingly better. We are 50% or 60% of the way through creating
an upper quartile commercial management unit for this Department. That
is the objective that I personally signed up to Catherine and the
organisation for, and it is the one that I will deliver by the time I go.

Q255 Chair: Mr Simon, just to be absolutely clear for the record, when did you
become aware when you were at UKTI of a problem or concerns about
the contract? Just reminder us of the timescale when the first
investigation happened.

Crispin Simon: 1 read it in the newspaper some months ago—the NAO
Report. Then I gathered that this meeting was taking place and I wrote to
the Clerk, volunteering to come as I was the person responsible.

Q256 Chair: So you had no knowledge of any problems prior to leaving UKTI.
Crispin Simon: No.
Q257 Chair: Dr James, when did you get involved and become aware of
problems, concerns or questions about the PA Consulting contract?
Dr Matt James: Late June 2015.

Q258 Chair: And how did you become aware of that?

Dr Matt James: Because UKTI phoned me and called me in. I was
working in the Cabinet Office at the time.
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Q259 Chair: Who at UKTI called you in?
Dr Matt James: An official called Conor McGurk.

Q260 Chair: And what was his position?

Dr Matt James: He was the individual managing the finances around the
contract.

Q261 Chair: So he picked up the problem?
Dr Matt James: He and another official picked up the problems in UKTI.

Q262 Chair: Okay. And you were brought in to do the first look at it.
Dr Matt James: Yes.

Q263 Chair: And Mr Middleton, when were you first aware of these concerns?
When did UKTI raise them with you first?

Alan Middleton: 1 believe it was around August. It was during the
process of the audit by RSM.

Q264 Chair: You did not know then. Did your organisation have any concerns
raised with them at any level prior to that?

Alan Middleton: The organisation more senior to the project team was
aware at the time. They were informed that there was going to be an
audit, which was in a similar timescale—

Q265 Chair: So the project team knew at a similar timescale to Dr James.

Alan Middleton: To Dr James, yes.

Q266 Chair: But they did not escalate it up the line, even at that point.

Alan Middleton: 1t did escalate up through the firm but it did not arrive
to me immediately because, on the face of it, it was not a good piece of
news, but nor was it a catastrophic piece of news. It is very regular for PA
to have its work audited. Indeed, we have audited every contract to make
sure that we are not in this situation elsewhere.

Q267 Chair: Do you have any information about when any concerns were raised
in PA Consulting or could you write to us with that?

Alan Middleton: 1 would like to give you a note on that.
Chair: That is absolutely fine.

Q268 Chris Evans: This is the absolute final question and it is to Dr Raines,
who has had it a bit easy this afternoon. Given the central role that the
Department for International Trade will play in exiting the European
Union, do you believe you have the capability to negotiate international
trade deals, especially with the example we have seen this afternoon?

Dr Catherine Raines: Yes, 1 do. The Department for International Trade
is organised in three legs, one of which is international trade and
investment, who are the people you have had before you today, one of
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which is UK export finance and one of which is the trade policy group. The
trade policy group has a very strong and capable trade policy team, which
has doubled since 23 June and will be responsible for undertaking those
negotiations. In the next two years, it will be responsible for developing
that team to build world-class negotiating strengths required to undertake
the task that you asked me about. We have had expressions of interest
from expertise not only in this country, but across the world. I am fully
confident that the team will do a great job.

Chair: Are you planning to directly employ those people?

Dr Catherine Raines: That will be a matter for John Alty, who is the
director general in charge of the trade policy group. We do not intend to
create a standing army of bureaucrats because that would be expensive to
the taxpayer. He will be looking at how he can most effectively create the
skills to develop the cadre of negotiators we need.

Chair: Mr Middleton, will PA Consulting want to get some of the action on
UK trade negotiations after Brexit? Are you planning to bid?

Alan Middleton: At the moment, PA has taken a very cautious view to
approaching Government around Brexit. It is widely reported to be a
feeding frenzy. We are looking to support clients who want our help when
the time is right. Personally, I would love to work with the team again
once this is fully behind us. That is certainly our objective.

Chair: Very well. There is a bid, Dr Raines, from PA Consulting.

You have an ethics board, I understand from looking at your annual report
and accounts. Was any of this, which we have discussed for some hours
this afternoon, raised to your ethics board?

Alan Middleton: 1In terms of internal governance, this has been raised in
the period that we are discussing—so in the period from November last
year through to now—and it has been debated in every board. The board
remains very interested to see how the meeting of the Committee goes
today. This has been at the ethics committee and at the board, and we
have reviewed everything in great detail. It has run through our risk
committees, and it has changed our procedures and processes. It has also
changed our training because, again, as I have said before, there is a
degree of naivety around trying to make the client happy in this phase—do
the right thing and provide information—and in doing that I think we got it
wrong. So it has been through every single governance committee, and
we have checked every single contract that we are running for
Government.

It has also caused us to call into question whether or not Dr James’s final
point is the case in any other work that we do for Government. He said,
“What we bought wasn’t what we needed.” My fear is that PA fell slightly
in the middle of that through the course of this contract: we were
attempting to do our very best in the structure that we were contracted,
around outcomes charged per day in fixed costs, and we should have
asked, “Is that absolutely what you want?” during the course—
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Chair: So you should have been a better customer to your client—

Alan Middleton: No, I think we should have been ever-perceptive of the
fact that the client might have decided over the course of the 18 months
that they wanted to do something different, and should have called time
and said, "Do we need to do something different with you?”, rather than
blindly pursuing making the client happy.

Chair: Just blindly, because you were making the client happy—that is
how you see it.

Alan Middleton: No, I think our error was not to ask additional questions
over and above simply delivering brilliant work and great outcomes.

Chair: We have had a long hearing this afternoon. In a minute, I will ask
Mr Boswell if he has any final comments, because he has such expertise in
this area. May I just say that we have seen what is, frankly, sloppy
behaviour and possibly sharp practice? It is difficult to judge completely,
and we will obviously be reflecting on this hearing over the next few days,
and maybe even weeks, before we produce our report.

There was certainly a lot of loose language, particularly, I have to say, Mr
Middleton, in many letters that winged their way from PA Consulting to the
National Audit Office and to me as Chair of this Committee. As a lay
person looking at this—I am not a contract specialist—those letters felt like
they were designed to obfuscate. I am not surprised that there was
confusion, but you have to take your share of that.

There has been a degree of naivety on the side of UKTI. I am surprised,
Mr Simon, about your lack of remembering things. I would have thought,
especially given the publicity around this issue, if it were me, some of
those things would have been seared on my mind. I would have been
replaying it, and I am surprised that you cannot remember certain things.
That is regrettable.

Most of you involved at the time have been willing to admit
incompetence—almost insouciantly. That incompetence has led to a loss of
taxpayer money, but has not led to serious consequences for any
individual, as far as we can see. That is obviously a concern.

The lost papers is a fiasco beyond belief. We were completely puzzled by it
when we were looking in preparation, and I am afraid that the answers
have made it even worse. We are obviously concerned about all of this and
the critical role of the Department for International Trade in Brexit. Dr
Raines, you made a good case, but the proof will be whether you can turn
what we have seen today, in looking at this past experience, into
something that will actually deliver.

I am sure that at some point that not only us, but our sister Committee—
the International Trade Committee—will have you and Dr James in to
explain whether you will do what you have promised. You have laid out
your manifesto and you will now be held to account for that, but this
Report throws up some serious shortcomings, which we hope do not play
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out in those Brexit negotiations.

That is where we are at as a Committee. Mr Boswell, you are an expert in
contracts. What is your take?

Philip Boswell: Thank you, Chair. I would echo both your concerns and
those of our colleagues, and would perhaps go further. From very early
on in my review of this NAO Report and supporting documents, I was
concerned as regards the negotiation and administration of this contract.
Firstly and significantly, those persons directly engaged in contract
negotiation and hands-on administration for and on behalf of PA
Consulting are no longer here to answer key questions in this respect, but
rather it is left to the CEO of the company, who is more at home with
corporate governance than contracts administration—typically. That may
not be the case in this instance, Mr Middleton, but it normally is.

Secondly, my initial concerns were around issues like the contract not
being fit for purpose, and blatant breaches of corporate governance,
procedure and industry good practice, but this quickly moved on to
consideration of concerns around potential incompetence and negligence.

When we moved on to the greater detail within parts 3, 4 and 5 of this
excellent NAO Report—and the NAO is to be commended for its Report—I
became even more concerned. Now, I am no lawyer but I am certainly
concerned enough to go on the record as suggesting that this Committee
needs to consider that this investigation may be escalated to a higher
authority, or if not that we certainly at least consider a further session
with additional witnesses, to try and get the answers we failed to get
today.

Chair: Thank you very much, Mr Boswell. I think we now need to
adjourn. Thank you for a very long session to the witnesses coming today
and I apologise that we were also interrupted by the vote, but that is
democracy.

We will now reflect on what we are going to do and that might have a
bearing on when our final report is published, but anyway it is unlikely to
be before Christmas, as that is only three weeks away.

Our transcript of this hearing will be up on the website, uncorrected, in
the next couple of days. It will also be sent to you, so that if you have
any factual considerations—we cannot change the record, but we can
make adjustments accordingly.

Thank you very much indeed.



