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Summary 

The Ministry of Defence (the Department) is procuring 67 Apache Attack Helicopters and 
associated training services from Westland Helicopters Limited (Westland) at an expected 
cost of £4 billion. The helicopter is critical to achieving the Department’s planned Air 
Manoeuvre capability. Its firepower, manoeuvrability, survivability and surveillance 
capabilities are illustrated in Figure 1 and are significantly greater than the Lynx helicopter 
it will replace.  

The introduction of the Apache into full military service has been delayed by problems 
with the separate weapons and training contracts, despite reasonable progress being made 
with delivery of the basic helicopter. As a result 40 of the helicopters, worth over £1.2 
billion, will have to be stored at considerable expense, and the Armed Forces will not 
benefit from the enhanced operational capability that the helicopter will provide. If the 
Department had met its original timetable the Apache would now be in service. Under 
current plans, Full Operating Capability will not be delivered until August 2006. Any 
further delays in introducing the Apache will lead to a gap in the Army’s anti-tank 
capability as the existing Lynx helicopters fitted with Tube-launched Optically-tracked 
Wire-guided (TOW) missiles cannot be kept in service beyond December 2005.  

On the basis of a Report from the Comptroller and Auditor General1 we took evidence 
from the Department on 12 March. We also made an interesting and helpful visit to the 
Directorate of Army Aviation at Middle Wallop to see the Apache and the training 
facilities provided by Aviation Training International Limited (ATIL) on 10 March. We 
examined whether the Department had handled the introduction of the Apache well to 
date; what risks remained to the timely introduction of the Apache capability; and whether 
the Department had identified specific lessons from the introduction of this new capability.  

We draw the following main conclusions from our examination: 

 Errors in introducing the Apache have resulted in additional costs and delays in 
delivering the operational capability to the Armed Forces. Separating the 
procurement of training and weapons from the prime contract has led the 
Department to assume additional risks and costs. The Department’s approach to 
acquiring the training has led to additional costs of over £24 million, and meant 
that the introduction of the new capability has been delayed by two years. The 
arrangements for providing spares to support the helicopter for its first 30 months 
of operation, whilst sensible in concept, were also flawed because they were linked 
to a forecast schedule of flying rather than actual rates of flying. 

 

 

 
 

1 C&AG's Report, Ministry of Defence: Building an air manoeuvre capability: the introduction of the Apache 
Helicopter (HC 1246, Session 2001–02) 
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 Risks remain to the full introduction of the Apache capability. The capacity for the 
Apache to have secure voice and data communications with other aircraft and with 
United Kingdom ground troops will be restricted. As a result there remains a risk 
that the Armed Forces will not be able to fully utilise the Apache capability. As our 
recent Report on Combat Identification2 and recent experience in the Gulf has 
highlighted, such shortcomings also raise the risk of friendly fire incidents.  

 The Apache project provides important lessons on how to manage a major new 
capability. These include the value of a single focus for the programme 
management of the delivery of a  complex capability; the need to set more realistic 
timescales; and the importance of putting in place better arrangements for the 
supply of data on equipments developed in the United States. 

 

Figure 1:  The Apache’s Target Range 
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2 56th Report from the Committee of Public Accounts, Ministry of Defence: Combat Identification (HC 759, Session 

2001–02) 
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1 Errors in introducing the Apache  
1. The appointment of a prime contractor responsible for delivering all elements of an 
equipment capability is a principle of the Department’s acquisition policy. The Department 
appointed Westland as prime contractor to deliver the Apache helicopters, logistic support 
and spares. However, the original procurement strategy was changed, and separate 
contracts were placed for the delivery of training services and weapons.3 

2. The training services contract took two years to negotiate and was let as a PFI contract 
with Aviation Training International Limited (ATIL), a consortium comprising Boeing 
and Westland. The Department accepted that the two years it took to negotiate the PFI 
training contract was too long. It had been a mistake to assume that ATIL could bring into 
service such a complex system as the main training simulator to the contracted timetable 
and a longer period of development should have been planned.4 

3. The Department stated that it expected to save £22.6 million under the PFI training 
contract.5 This figure is over-optimistic and includes a £17 million saving on pilot training 
courses not run, which is actually deferred expenditure, and a £30 million saving from 
separating the munitions contract from the prime contract, which is not directly related to 
the training contract. Excluding these figures, the Department incurred additional costs of 
£24.4 million without taking into account the depreciation costs of holding the helicopters 
in storage.6 

4. In separating the training services and weapons from the prime contract the Department 
took on additional risks that would otherwise have resided with the prime contractor. 
These included the risks of integrating the weapons on to the helicopter, and aligning 
delivery of the helicopters with delivery of the training services. Some of these risks 
materialised, with software difficulties resulting in a 17-month delay in introducing the 
main training simulator. The duration of pilot training was also under estimated by some 
40%.7 As a result of these delays the Department will have to store 40 helicopters for several 
years at a cost of £6 million, and the Armed Forces will not start using the helicopter until 
two years later than planned.8 

5. The Department also committed itself to pay for maintenance training from a specified 
date regardless of whether slippage elsewhere on the programme meant the training was 
not necessary. The Department’s decision to separate training services from the prime 
contract meant that it is responsible for sourcing certain technical information about the 
helicopter from Westland and providing it to ATIL. Westland was late providing this 
information to the Department which, under the training contract was still required to pay 
ATIL £34 million for training courses it could not run because the technical information 
was not available. Following legal advice, the Department is claiming from Westland only 
 
3 C&AG’s Report, paras 1.2–1.3 

4 Qq 153, 157  

5 Q 33; Ev 20, 22 

6 Q 105 

7 Qq 2, 8 

8 C&AG’s Report, para 2.25; Qq 101–102  
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£8 million of the £34 million paid to ATIL. The £8 million represents the value of 
maintenance training that could have been taken up by the Department if the relevant 
courseware had been delivered by Westland. The Department did not take up the other 
£26 million of maintenance training because the delays in pilot training meant that the 
helicopters were not being flown as regularly as expected and did not need as much 
maintenance.9     

6. The Department placed a fixed-price spares support contract with Westland to cover the 
guaranteed supply of Apache spares by the company within 48 hours of a request. The 
contract covered the period April 2000 to October 2002—the first 30 months after the 
helicopter was expected to enter service. In agreeing the contract, the Department’s 
intention was to pass the risk of initial spares provisioning to the contractor and to learn 
lessons on usage to inform a subsequent longer-term spares arrangement. 

7. The contractual arrangements did not maximise value for money, because the training 
problems in particular meant that flying rates over this period were about a third of those 
anticipated in the contract.10 Figure 2 summarises the outcome of the spares contract. In 
addition to the costs identified the Department will also have to bear the additional 
resource cost of holding the surplus spares. Nor is it clear whether the spares now held are 
items which the Department will need and why it now holds this high level of stock, given 
that Westland should have supplied any spare within 48 hours. 

Figure 2: Outcome of the initial spares support contract 

 £m 

Spares used 10 

Spares held by the Department 80 

Spares for which ownership is to be agreed with Westland Helicopters Ltd 15 

Service charge 5 

Cost of new warehouse 2 

Risk premium for Westland Helicopters Ltd.  8 

Contract value (Fixed price) 120 

Source:  Data supplied by the Ministry of Defence in Qq 39–45 

 
9 Qq 114, 119 

10 C&AG’s Report, para 2.36  
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2 Risks to the delivery of the Apache 
capability  
8. Figure 3 summarises a number of risks remain to the timely delivery of the Apache 
capability. Despite these risks, the Department is confident that it will achieve an Initial 
Operating Capability for the Apache in August 2004 and has recently decided to bring 
forward delivery of the Full Operating Capability from February 2007 to August 2006.11 

Figure 3: Risks to the delivery of the Apache capability 

 achievement of  independent certification that the helicopter and its weapons are safe to use,  
including operation in specified  environmental conditions; 

 resolving remaining issues on operation of weapons, including Hellfire missiles and CRV7 rockets; 

 achievement of required performance for Longbow radar; 

 delivery of upgraded  Defensive Aids Suite capability; 

 achievement of secure data exchange between Apache and ground troops; 

 letting the remaining spares follow-on contracts.  

 
Source: C&AG’s Report, paras 1.8, 1.11–1.12, 1.17–1.25 

9. Before the Apache can be used in operations it must obtain a Military Aircraft Release, 
which provides independent certification that the helicopter and its weapons are safe to 
use. The programme which provides this certification has been extended a number of 
times. Full clearance of the upgraded helicopter and its weapons was originally due to be 
completed in December 2000, but is now not expected until June 2004. The Department 
assured us that the delay would not prejudice delivery of the Initial Operating Capability in 
August 2004, and conversion of the first regiment to the Apache in February 2005, as now 
planned.12  

10. When the Apache is first introduced into service, it will not have the capacity for secure 
voice and data communications with all United Kingdom and allied aircraft or United 
Kingdom ground troops. The Department’s older “legacy” helicopters, such as the Gazelle, 
lack the necessary equipment to communicate with the Apache, although the 
Department’s newer helicopters and aircraft, including Chinook, Merlin and Tornado, as 
well as the Apaches operated by the United States, will have secure voice communications. 
The capacity for the Apache to have secure data exchange with ground troops will only be 
delivered when 16 Air Assault Brigade is equipped with the Bowman communications 
system in  2005–06.13 

 

 
11 Qq 3, 82  

12 Ev 1, para 1  

13 C&AG’s Report, paras 1.24–1.25; Q 24  
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11. There have been delays in letting follow-on contracts for spares which represent a 
further risk to the delivery of the Apache capability. Although the initial contract for 
supplying spares came to an end in October 2002, the Department and Westland 
Helicopters Ltd. have not yet agreed prices for all the required spares including those for 
transmission equipment or the helicopter’s Target Acquisition and Designation Sight or 
Pilot Night Vision System. The Department assured the Committee that it would be letting 
these contracts soon. However, it is disappointing that the Department may still be unable 
to obtain some spares with long manufacturing lead-times, and, in the last resort, may have 
to source them from helicopters in store.14 

 
14  Qq 52–57, 69 
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3 Lessons learned   
12. In planning the delivery of the Apache capability the Department and Westland 
underestimated the time it would take to complete key processes and activities. The time 
needed to develop the complex training simulator required for pilot training was 
underestimated, and it was delivered 17 months late. The Department considers it could 
not have predicted the software development problems that delayed introduction of the 
simulator.15 

13. The Department also accepted Westland’s estimate that it would take 15 weeks to train 
a British Apache pilot, the same time as an American Apache pilot. This figure was later 
increased to 26 weeks when the Department received feedback from pilots who underwent 
training in the United States. It was only at this point that the Department realised that the 
initial estimate did not allow for: 

 the uncertainties of  the British weather;  

 the much more restricted airspace that exists in the United Kingdom compared 
with America;   

 pilot sickness; 

 any failures on the course; or  

 that most American pilots had already flown earlier variants of the Apache.  

Recognising the 17-month delay which the extended course duration will cause in training 
the required number of Apache pilots, the Department is working to reduce the training to 
20 weeks. If successful, this reduction in training time that will allow the Department to 
bring forward introduction of the Full Operating Capability by six months to August 
2006.16 

14. One of the problems progressing the Military Aircraft Release programme has been the 
continuing difficulty in obtaining relevant trials data from the United States. The situation 
has improved following what the Department accepts was the belated agreement of a 
Memorandum of Understanding for the Apache in 2001.17 The underlying problem of 
obtaining data from the United States is not new and is one which our predecessors have 
commented on before.18 The Department is currently negotiating with the United States to 
make the process of sharing information easier. 

15. In March 2001 the Department established the Air Manoeuvre Policy Group with 
responsibility for co-ordinating all aspects of the delivery of the Apache capability. 
Management of the Apache programme has subsequently improved, and there is now a 
clear corporate oversight of the programme. Nevertheless, the day-to-day programme 
 
15  Qq 2, 132           

16  C&AG’s Report, paras 2.27, 2.29; Qq 82, 84  

17  Qq 4, 79  

18  44th Report from the Committee of Public Accounts, Ministry of Defence: Major Projects Report 1994 (HC 487, Session 
1994–95)   
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management remains split between two individuals in the Department. This divide reflects 
the organisational structure of the Department, whereby the Equipment Capability 
Customer is responsible for developing and managing a balanced and affordable 
equipment programme to meet the current and future needs of the Armed Forces. The 
second customer is responsible for converting the capability devised by the Equipment 
Capability Customer into an operational military capability, and managing the equipment 
when in-service.19       

16. The Department is confident about the successful future progress of the Apache 
programme because it now has better oversight of all aspects of the programme and better 
control of the associated risks, notably through the development of a joint risk register with 
Industry. It is satisfied that, although risks to the capability remain, notably in respect of 
the upgraded Defensive Aids Suite, it can manage these risks to meet the timetable for 
delivering the new capability in 2004.20 

17. Although some specific lessons have been applied to other programmes, the 
Department has not yet undertaken a formal review of the lessons to be learned from the 
Apache procurement. It is planning for such a post-project evaluation review to be 
undertaken by the Defence Procurement Agency.21 

18. In procuring future helicopter systems the Department will follow the principles of 
Smart Acquisition and will apply specific lessons from the Apache procurement. We asked 
the Department to identify what lessons they had identified for the procurement of future 
helicopter systems, and these are shown in Figure 4.22 

Figure 4: Lessons for the Procurement of Future Helicopter Systems  

 the benefits of prime contractorship for delivery to time and cost; 

 the need to carefully examine decisions to split out elements from the prime contractor’s 
responsibility; 

 the timescales needed to negotiate PFI deals; 

 the need to avoid  taking on risk which is better managed by industry (for example, the delivery 
of courseware); 

 the complexity and risk involved in simulator technology; 

 the benefits of competitive procurement, including opportunities for manufacturing under 
license in the UK; 

 the need to achieve early agreement of  a project-specific Memorandum of Understanding and 
make progress on the amendment of the US/UK General Scrutiny Agreement and negotiate an 
International Trafficking in Arms Regulations waiver for the UK to overcome data release issues; 

 the need to examine long term, innovative support arrangements which provide contracted 
capability or availability outputs, or increased contractor logistic support. 

 
 Source:  Supplementary memorandum submitted by the Ministry of Defence (Ev 21) 

 

 
19  C&AG’s Report, paras 3.3, 3.8–3.10 

20  Qq 2–3  

21  Q 158  

22  Q 184; Ev 21  
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19. The United Kingdom’s Apaches have many similarities with the Apache Longbow 
helicopters operated by the United States in, among other places, Afghanistan and the Gulf. 
The Department has recognised that it can learn from these operational experiences to 
inform the approach it takes to deploying United Kingdom Apaches.23 

20.  In contrast to the Royal Air Force which does not train Non-Commissioned Officers 
as pilots, 60% of Army Air Corps pilots are Non-Commissioned Officers. The Army Air 
Corps pilots are rated highly by the Department. In particular, the Department emphasised 
the ability of all Army pilots to cope successfully with integrated and complex systems such 
as the Apache, and their high retention rates.24 

 
23  Q 35  

24  Qq 82, 110–111  
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Conclusions and recommendations 

1. The Department separated the procurement of training and weapons from the main 
Apache prime contract, and both are now out of step with that contract. The 
Department should adhere to its policy of appointing a prime contractor responsible 
for all aspects of an acquisition programme, unless it is able to demonstrate that there 
are clear and justifiable reasons which outweigh the potential risks. 

2. The main cause of delay to the Apache programme has been difficulties with the 
training programme, notably a 17-month delay in introducing the main simulator to 
be used for training pilots. The time taken to train pilots to fly the aircraft was also 
under-estimated by 40%. The Department should make the realism of contractors 
programming assumptions an important part of the assessment of tenders and pre-
contract award negotiations. 

3. The arrangements for providing spares to support the Apache were linked to the 
achievement of the originally planned in-service date. This approach was too 
inflexible and meant that the Department still paid Westland £120 million although 
the helicopter flew one-third as much as anticipated. The Department should agree 
spares contracts which cover actual activity levels and, building on the 
recommendations in our recent report on its progress in reducing stocks,25 could 
cost-effectively make more use of industry to supply spares directly. 

4. There have been problems in obtaining data from the United States on its Apache 
programme. A Memorandum of Understanding with the United States, which 
helped to reduce the difficulties, was not agreed until four years after the contract for 
the aircraft was signed. Our predecessors have commented in a past Report on 
difficulties in obtaining data from the United States.26 For programmes involving 
technology sourced from the United States, the Department should negotiate specific 
Memorandums of Understanding on data issues in parallel with the negotiation of 
the main acquisition contract. 

5. The Air Manoeuvre Policy Group was belatedly established in 2001 to co-ordinate all 
aspects of delivering the Apache capability. Management of the Apache programme 
has subsequently improved, but there is still no one person responsible for the day-
to-day project management of all the elements involved. The Department should 
provide a clearer single focus for the programme management of new capability. 

6. In the Department’s opinion the Non-Commissioned Officers who make up 60% of 
pilots with the Army Air Corps are as capable as their commissioned equivalents and 
also pose fewer problems of retention. The Department should examine whether 
other parts of the Armed Forces could use NCO pilots.  

 
25 13th Report from the Committee of Public Accounts, Ministry of Defence: Progress in Reducing Stocks (HC 566, Session 

2002–03) 

26  44th Report from the Committee of Public Accounts, Ministry of Defence: Major Projects Report 1994 (HC 487, Session 
1994–95) 
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Formal minutes 

Monday 27 October 2003 

Members present: 
 

Mr Edward Leigh, in the Chair 
 

Mr Richard Bacon 
Jon Cruddas 
Mr Frank Field 

 Mr David Rendel 
Mr Gerry Steinberg 
Mr Alan Williams 

The Committee deliberated. 

Draft Report (Ministry of Defence: Building an air manoeuvre capability: the introduction 
of the Apache helicopter), proposed by the Chairman, brought up and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 20 read and agreed to. 

Conclusions and recommendations read and agreed to. 

Summary read and agreed to. 

Resolved, That the Report be the Forty-sixth Report of the Committee to the House. 

Ordered, That the Chairman do make the Report to the House. 

Ordered, That the provisions of Standing Order No. 134 (Select Committees (Reports)) be 
applied to the Report. 

Adjourned until Wednesday 29 October at 3.30 pm 
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MINUTES OF EVIDENCE

TAKEN BEFORE THE COMMITTEE OF PUBLIC ACCOUNTS

WEDNESDAY 12 MARCH 2003

Members present:

Mr Edward Leigh, Chairman

Mr Ian Davidson Mr Siôn Simon
Mr Brian Jenkins Mr Gerry Steinberg
Mr George Osborne Jon Trickett
Mr David Rendel Mr Alan Williams

Sir John Bourn KCB, Comptroller and Auditor General, further examined.

Mr Brian Glicksman, Treasury OYcer of Accounts, HM Treasury, further examined.

REPORT BY THE COMPTROLLER AND AUDITOR GENERAL:

Building an air manoeuvre capability: The introduction of the Apache Helicopter (HC 1246)

Memorandum submitted by the Ministry of Defence

The paragraph numbers in the memorandum refer to the Comptroller and Auditor General’s Report (HC
1246), which was published on 31 October 2002.

Paragraph 1.11

1. The report states:
“Under this programme, the Initial Military Aircraft Release, required to begin flying the aircraft for

testing purposes, was achieved seven months late in December 2000. The Department has
subsequently revised its plans and the latest MAR, issued in December 2001, has been extended to
a six-stage programme (Figure 8). Clearance of the aircraft and its upgraded systems (MAR 6) is
now scheduled for August 2003.”

Since the C&AG’s report was published, completion of Stage 5 in theMilitaryAircraft Release programme
has been delayed from January 2003 until 30 April 2003 due to delays in Westland Helicopter Ltd’s
certification programme. As a result of the delay, the Department has instigated a comprehensive review of
the Military Aircraft Release programme. This review has defined the risks to the Military Aircraft Release
programme in greater detail and additional increments to theMilitaryAircraft Release programmehave been
added to the overall schedule. Increments of the Defensive Aids Suite capability should be available to
support pilot training and to develop tactics and pre-flight messages through the Air Warfare Centre. The
last increment (number 6), which is the full clearance of the upgrades to the aircraft and the weapons, should
deliver the full Helicopter Integrated Defensive Aids Suite will be available in June 2004. This strategy leaves
delivery of the Initial Operating Capability unchanged for August 2004 and the conversion of the first
regiment to using the Apache in February 2005, as planned. There will be no additional cost to the
Department.

Paragraph 1.20

2. The report states that:
“The Department is considering three options for addressing the issue of damage caused by debris from

firing of these respective weapons [the Apache’s Hellfire missiles and CRV7 rockets.]”

Extensive safety analysis and modelling, including practical testing of the Hellfire rocket motor, has
concluded that debris from firing the Hellfire missile does not pose a safety risk to the helicopter in flight but
will require extra inspection and potential repair, in particular to the helicopter’s stabilator at the rear of the
aircraft. For the CRV7 rocket, minor damage has been seen on the stabilator andmarks seen on the tail rotor
and other areas of the airframe. Industry’s current assessment is that these are of less significance than those
generated by the Hellfire missiles, and do not represent a risk to safety. The eVects in both cases are such that
there is no need either to modify the missiles and rockets, nor to limit the numbers of missiles or rockets that
can be carried, or restrict the positions from which they can be fired. The Department is assessing
modifications to minimise the need for repair of the stabilator, which will be applicable to the operation of
both the Hellfire and the CRV7 rocket.
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Paragraph 1.23

3. The report states:

“The Department is currently exploring how to address these shortfalls [in the Apache’s Helicopter
Integrated Defensive Aids Suite (HIDAS) capability]. An interim solution will be available in
December 2002 and the Department is considering whether to contract for a fully automated
version of the same equipment.”

The interim facility was delivered on 20 February 2003 and will be operational in early March 2003, post
commissioning. The Department has placed a risk reduction contract for an automated version of the
equipment and expects to take a decision on the way forward in late March 2003.

Paragraph 2.23

4. The report states:

“The Department has submitted a claim for repayment of some of these costs, butWestland has rejected
the Department’s claim [of £34 million for maintenance courses that could not be run in the period
August 2000 to March 2002.]”

The current position is thatWestland submitted a counter-claim on 14 February 2003, and theDepartment
is now taking legal advice.

Paragraph 2.24

5. The report states that:

“The Full Mission Simulator was accepted as ready for training by the Department in December 2001,
subject to resolution of a small number of software problems and successful fitting of the high
resolution visual system specified in the contract.”

The Full Mission Simulator, fitted with the Harmony Image Generating System, was conditionally
accepted as Ready for Training on 19 December 2002. The Simulator, including the Harmony system, has
been in use since January 2003 to support the development of pilot training. The conditional acceptance refers
to residual deficiencies which must be resolved by the contractor by May 2003 but which do not prevent
training on the Simulator. This is in accordance with the contract and is normal practice for a project of this
complexity. The Integrated Project Team will manage the remaining issues with the contractor.

Paragraph 2.39

6. The report states that:

“The Air Manoeuvre Sustainability Working Group is working on developing [sustainability planning]
guidelines [for Air Manoeuvre. ]”

The major issue delaying progress at that time was agreement on the expected flying rate for the Apache
during high intensity operations. This matter has now been resolved and sustainability assumptions for the
Apache and all other battlefield helicopters are now in place. These assumptions will inform the future
support arrangements currently under consideration as part of the Apache Support Reappraisal Project.

Paragraph 2.44

7. The report states that:

“The Support Reappraisal Project is aiming to complete its analysis of the options [for support cost
savings] by December 2002 and make the key Main Gate submission on how Apache support will
be delivered in the future by October 2003.”

As planned, the bulk of the analysis was completed by the end of December 2002. The Department has
identified the potential to save approximately £675 million (undiscounted) over the 30-year life of the aircraft
by investing up to £177 million in improved reliability, diagnostic testing, a radical review of the aircraft
maintenance policy and spares management, giving a net saving of approximately £498 million
(undiscounted). The increase in investment required, compared to that shown in the C&AG’s report, reflects
the latest estimate of upgrading the aircraft’s Target Acquisition Designation Sight which is expected to
contribute over 50% of the anticipated savings. The Department is confident that there is potential to realise
further savings in supporting the helicopters and further analysis is being undertaken ahead of the decision
to commit funding scheduled for later in the year.

5 March 2003
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Sir Kevin Tebbit KCB, CMG, Permanent Under Secretary of State, Ministry of Defence;
Major GeneralAndrew FigguresCBE, CapabilityManager (Manoeuvre), Ministry of Defence; and
Mr Ian Fauset CB, Executive Director 1, Defence Procurement Agency, examined.

3. So this helicopter is going to arrive on time—theChairman
new on time—in 2004?

1. Good afternoon. Welcome to the Public (Sir Kevin Tebbit) Yes, because we have better risk
Accounts Committee. Today we are looking at the management, and the key problems that have led to
Comptroller and Auditor General’s Report on the the delay have already been overcome.
introduction of the Apache helicopter, and we are

4. Could delays in the military aircraft releasedelighted to be joined by Sir Kevin Tebbit, who is the
programme scupper your programme, particularlyPermanent Under Secretary at the Ministry of with regard to the Defence Aids Suite which you justDefence. Would you kindly introduce your mentioned?colleagues? (Sir Kevin Tebbit) No, I do not think that is the

(Sir Kevin Tebbit) I have on my right Major issue.You are quite right thatmilitary aircraft release
General Figgures, who is what we call the Capability has been a diYculty. It has not been critical on the
Manager for Manoeuvre in the Ministry of Defence, time path, but it is a problem, mainly because of
the central customer, if you will, for the equipment, getting access to US-owned data, which is a broader
and on my left Ian Fauset from the Defence generic issue that the Government is working onwith
Procurement Agency, who provides the equipment the United States, but in this particular context, no,
for the Ministry. I am satisfied that the information is coming across

fast enough; it is a question of the trials needed to test2. Thank you very much, Sir Kevin. May I first the stuV as we go along.thank Major General Figgures for looking after the
5. Let us just assume for a moment that it does notCommittee very well when we visited the Apache on

arrive on time. The Lynx, because of problems withMonday. Those of us whowent on the visit were very
its ageing wire-guided missile system, has to beimpressed with this piece of kit. It is clearly a
phased out in 2005. What would happen if theformidable weapon of war and will transform the
Apache was not on stream by 2004? The Lynx hasbattlefield. But we are not only concerned with that
had to be phased out. We could have a situationthis afternoon. What we are primarily concerned
where not only do we have a reduced capability as atwith, of course, is the procurement programme. If I
present, but we have no capability at all.may start, Sir Kevin, by asking you a few questions,
(Sir Kevin Tebbit) From helicopter against tanks?and ask you to turn to page 21 of the Report and

We have actually prolonged the Lynx, done theglance at paragraph 2.2, which you will be very
work, extended its life toDecember 2005. As we havefamiliar with, which tells us that you are confident of
said, the initial Apache capability is coming in duringintroducing the Apache capability on time, or by
2004. We should have the lead elements ready in2004—the programme has already slipped of course February 2005, so there is a good cushion now builtfrom 2002. Given your track record on the in as a result of prolonging the Lynx capability toprogramme to date, how confident can we be that ensure there is no capability gap.

you can deliver on time?
6. As we saw ourselves when we visited the(Sir Kevin Tebbit) The problems to date have been

Apache, there have been problems with the Hellfirevery specific. The things that have delayed the
missile system and the CRV7 rockets. What happensprogramme, the critical factors, have been to do with
is that when they are fired, debris from them hits thetraining, a 17-month delay in bringing in the full
helicopter at the rear. That is a problem whichmission simulator, and a 17-month increase because
perhaps is inevitable but why have you ended upof the increased time we judged necessary for pilot
bearing the risk of this?training on what is a very complex system. Both of
(Sir Kevin Tebbit) We procured separately thethose issues have now been cracked; they are now

munitions package from the prime contract for thesorted out, and those major changes, the things that
helicopter.have caused the delay, have been overcome. What
7. Exactly, and that is why you ended up bearingremains essentially is the need to ensure that the

the risk.various other complex bits to bring into service come
(Sir Kevin Tebbit) In doing so, we did bear a risk.together. The highest risk in that context is what is

I suspect we could have avoided bearing a risk if, likecalled the HIDAS, the Integrated Defence Aids
most contracts, we had prescribed more in it. If weSuite. I should say that we have a much more robust
had said to the company, Huntings, now InSys, “Werisk management system in place for the project than
want you to take all liabilities for any airframewas the case right at the inception. These risks are
integration issues,” they would have charged usmanaged on a quarterly basis. The risk register is
more. We had a separate contract for munitionscommon both to industry and to the Department, so
because it saved us £30 million.that we work to the same set of information. I am

satisfied that that remaining risk has now been 8. It is your policy at the MoD to appoint a prime
managed incrementally so thatwemove from interim contractor, for this very reason, is it not?
manoeuvres to trials, learning from trials, to final (Sir Kevin Tebbit) Yes. I am just explaining,
release, and that that will all be done before June Chairman. It remains value for money.We saved £30

million by having a separate munitions contract and2004.
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taking the risk of the weapons integration on to 11. Thank you. You mentioned the problems with

training service, and we ourselves saw that problemourselves. That still seems to be a judgment that is
correct. The costs so far of making sure that Hellfire with the simulator.With the benefit of hindsight, was

it a mistake to separate the training service from theand CRV7 rockets are OK has been absolutely
minimal.We have done all the tests, and actually, the prime contract?
problem is not as significant as was first raised when (Sir Kevin Tebbit) I have looked at this very
the Americans ran into the problem in 2000. So we carefully actually. I do not think it was. I think the
have amaintenance issue, and we are looking at what problems that we have encountered were nothing to
we need to do about that, which may or may not be do with whether we should have had a separate
modifications to provide a stronger stabilator at the contract, whether we should have done a PFI or not.
back, but as I say, it still has proven value for money We went on the PFI route for a number of reasons:
because we still saved £30 million on what has been value for money. It was £23million better, very close.
a successful munitions procurement. We have had too many discussions with the

Committee about NPV judgments to want to go into
great detail as to whether this was really a great

9. In the end, it has probably come out all right, but improvement, but it certainly was not more
you have a separation between Westland, which are expensive. We have found that the problem with the
making the helicopter, and InSys, which are making PFI contract was the problem of developing the full
themissile system. So in the end it has probably come mission simulator, and specifically the image
out all right, because you have this minor problem of generator, the thing that actually enables the pilot to
debris hitting the helicopter, which your pilots tell us see all that he needs to see, combining all the various
they can cope with, but looking at defence sensors. That was a software development problem
procurement projects in the past, judging by history, that the company Evans & Sutherland had. Those
there might have been far more severe problems. Do sorts of problems have recurred in other simulators,
you not think you were taking a very great risk in not for other sorts of aircraft, so there is a generic
having a prime contractor who was responsible, who diYculty. We could not have predicted it at the
would bear the risk of something going wrong? outset. It would have been there whether it was a PFI

contract or not. They are subcontractors to the PFI(Sir Kevin Tebbit) As I say, we did actually take
legal advice on this, because Westland do have supplier. In many ways, you could argue—and I

think it is true—that being a PFI contract providedresponsibility for integrating on to the airframe, but
not for anything that might conceivably happen to greater incentive to overcome the problems than
the airframe post integration which is nothing to do would otherwise have been the case. They do not get
with the actually fitting of missiles on to the aircraft. paid until the service begins, so the company has
It was felt that this was a knock-on eVect that could foregone about £17–18 million of revenue while this
not have been predicted, and therefore we do not delay has occurred. Had it been a conventional
have a legal case. As it happens, it does not matter procurement, all part of the prime contract, I suspect
because the risk is, as I say, a small one, which is not there would have been staged payments which would
costly. The judgment has come out correctly as far as still have gone forward.
the Department is concerned.

12. Let us look at somebody who has been paid,
the people responsible for the contractor spares
package. As I understand it, they are being paid £17510. We will leave that there for the time being. It is
million in the first 30 months of the operation of thisbecoming increasingly important that more and
machine, but because it is so late coming on service,more of our operations will be launched from sea.
during this period it will only have been flying aboutWhy is it taking so long to provide a capability of
5,000 hours instead of 15,000 hours, so you have paidApache at sea in terms of refuelling, re-arming,
£175 million for a package to cover just 5,000 hourslanding on a ship like HMS Ocean?
of flying. Again, with the benefit of hindsight, do you(Sir Kevin Tebbit) I think it is just a question of first
recognise you have made a mistake, and havethings first. The first thing is a land attack capability
overpaid for what you have got?for air manoeuvre. Maritime operation is important
(Sir Kevin Tebbit) No. There are two separatebut secondary. It was originally an aspiration which

contracts here, Chairman. One is the £120 millionwas not funded at the initial programme. It is
contract for the actual spares package; the other issomething that we are committed to and we are
the special repair facility, which actually does repair,moving to. We have already done some basic trials
not just provide spares, for £55 million. They areon HMS Ocean to make sure the helicopters land on
diVerent. The first one was for 30 months and didit, go up and down on a ship lift. We will be doing
finish last October. I did look into this. For that £120more trials next year, in 2004. It is a non-trivial issue
million, we used, or still have on the shelf, £90millionto put these things on to ships, because you need
worth of spares. So some of those come back to us.separate spares, maintenance and weaponing
There is a further £15 million of spares which we arearrangements. They all have to be stored safely on
discussing with the company. They say some elementthe ships. There are diVerent problems over radar,
of that is outside the contract; we say it is ours. Thatde-confliction with the ship’s radar emissions, and
will be resolved shortly. The building was £2 millioncorrosion questions, etc, which are obviously
of that amount, which was necessary anyway. ThediVerent at sea. So there are significant issues to be
service we have received over those 30 months, andgone through. You cannot do this until you have
that was for 48-hour service for anything that wentdone the trials. The first priority is to get the thing
wrong, was £5million. Basically, that leaves about £8into the land environment and then the maritime

environment trials next year. million of that £120 million that was essentially the
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risk we paid to actually get spares within 48 hours. So performed extremely well in Afghanistan during

Operation Anaconda—you may have read about it;it would be misleading to imply that all of that £120
million has been lost or wasted, or that, because we Apache was one of the great “hero” systems in the

fight against al-Qa’ida.only did 5,000 hours of flying rather than 15,000, we
only got a third of it. The other one is a separate 17. It was not facing the sort of air defencecontract, £55 million, which has two and a half years capability that Milosevic had. It is a diVerent matterstill to run—it was a five-year contract—and that is going out in Afghanistan against a couple of SAMmid-way through. There again, wewill have spares at missiles or something like that, facing the capabilitythe end left over from a lower rate of flying than Milosevic had, and really, it is that sort of capabilityexpected, so we take the spares instead of having all you are wanting to be able to face, is it not? It is notof the value during the course of the contract. just the Taliban.

(Sir Kevin Tebbit) But this is a much more capable
system than any helicopter we have had before. I do

Mr Williams not know if you would like Major General Figgures
to describe the operational benefits that we are13. I am sorry I was unable to be at the
getting from Apache as opposed to conventionalpresentation. It would have been very interesting. On
aircraft and just how survivable and eVective itthe other hand, it means I will ask some rather naive
actually is, or I could explain that to you.questions which people who also were not there

might be interested in. The first time I read the 18. I have to trade oV time against the question.
Report, what came over was that you had faults with (Sir Kevin Tebbit) It has a longer range; it has lessthe secure voice and data communication; you had exposure than normal helicopters, because it can firefaults with the Integrated Defensive Aids Suite; you from a considerable distance, about 8 km away fromhad faults with the Longbow radar, which was its fire targets; it is very survivable, and can take a lot ofcontrol system; you had faults with the rocket damage. Most of its systems have duplicate systems,weapon; and you had faults with the Hellfire missile so it can lose one and still fly, so it is a very robustrocket, which had the motor that is fitted to all the aircraft. That is one of its main characteristics. But,UK helicopters, which damaged the tail rotor. How as I say, it is a complex system, and only to be flownfar are these the consequence of trying to push with a lot of practice, which is why we have extendedbeyond the state of the art? the training period.
(Sir Kevin Tebbit) All the things you have

19. Major General, that was not meant as a slightmentioned are development problems which arose in
to you. My apologies there. That sounds great. It isthe normal course of the procurement. The
all these things, but then we are told in paragraphprocurement of the aircraft and these systems is still
1.20 that theDepartment is considering three optionsbeing delivered according to plan, so these are issues
for addressing the issue of damage caused by debriswhich have been resolved. Only the Defensive Aids
from the firing of the respective weapons. One is toSuites are still finally to be completely resolved as it
modify the missiles and the rockets so that they dogoes along. It is now only four months later than the
not damage the airframe. That sounds sensibleoriginal plan, and coming along to cost. So the
enough. I do not know whether they have managedoverall programme is successful, despite its
to do that. The second thing you are considering iscomplexity. I would not say it is too complex. It is
accepting the risk of only firing some of the weapons,obviously a very new, challenging type of helicopter
those which will not damage the aircraft. To whatpower, but these issues that have arisen have been
extent does that limit the capability of the aircraft?resolved along the way.
The third one is to modify the airframe to reduce the14. I remember when we were looking back at risk to an acceptable level. These are three majorKosovo questioning then why it was that the things you are considering.precursor to this hardly took oV in anger at all, (Sir Kevin Tebbit) Since the Report was written,leavingMilosevic’s tanks fairly safe. Was that due to the various studies have been completed, and it hassome of these problems I have just outlined? been established that this is a maintenance issue, not(Sir Kevin Tebbit) Obviously the Americans will a safety issue. No modifications are required to thehave to answer, but as I recall, it was mainly because missiles, either the Hellfire or the CRV7. Nothey had not really completed the training of the modifications are required to how they are fired topilots by that stage. Their programme is ahead of reduce the weapons load or anything like that, andours, but not so hugely ahead. no modifications are required to the airframe. We

15. But you would not send the aircraft out there could, if we wished, fit amore reinforced stabilator to
if you did not have the pilots, would you? reduce the amount of maintenance needed on it, but

we have not really decided whether that is a cost-(Sir Kevin Tebbit) No. They did not deploy them.
eVective option or not. So it may require a bit more16. They were there, and they did not use them. maintenance in terms of indentations on the(Sir Kevin Tebbit) They did not deploy them there stabilator but that is it. That is in the memorandumwith the Longbow radar. They did not have the I sent in just before the hearing. It is work subsequentversion that has the more sophisticated capability to the publication of the Report.because, as I say, they were still training the pilots to

use that more capable system. They have had three 20. Knowing the American sensitivities on sharing
information with potential competitive rivals, andtypes of Apache. We are talking about the most

complex version, the one that we have, and for that knowing that this was going to be such a key element
of our capability, why did we press ahead with theversion their helicopter pilots were not fully trained

by that stage. Now, of course, they are, and it has privatisation of the Defence Evaluation and
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Research Agency, leaving the Americans to then through the improved data modem squirts that

around the other Apaches such that they havebecome reluctant to give us information we need in
order to run the wretched thing? situational awareness and understanding, and

indeed, that can be squirted down to the ground(Sir Kevin Tebbit) We proceeded with DERA for
station, so you get the linkage between the ground,broader reasons of strengthening our technology
having a recognised picture of the enemy threat, andbase by strengthening the links with the private
the air sharing that same picture. So we are achievingsector and the interface between military and civil.
something that we have always aspired to, and

21. But you weakened your links with the people indeed, is the network enabled capability. It is the
who were supplying you the equipment that is first lesson you learn when you join the army in
actually going to be used. fieldcraft, finding the enemy. There are two great
(Sir Kevin Tebbit) There was a very short-term questions in the military existence: “Where am I?”

wobble in theUnited States, because they did not like and “Where is the enemy?” “Where am I?” we have
the idea of the privatisation of part of DERA. That addressed, and this enables us to address the question
was overcome within about 12 weeks on this “Where is the enemy?” That enables us to cover a
programme. The eVect of QinetiQ was a need for huge amount of ground. The mobility of this craft,
them to be then linked into the commercial both through the air and in terms of operating nap of
arrangements between the various companies. That the earth, is such that it can dominate a large area,
caused about a 12-week delay, which was not and hence we have the ability to provide coverage, to
sensitive or critical in terms of the overall provide overwhelming fire power, and in a way, in
programme. Can I just mention more generally that terms of manpower, weapons systems, is perhaps
I did check before the hearing as to howmany of our more cost-eVective than we have had to date. I hope
integrated project teams—we have about 140 of that is a thumbnail sketch.
them—were aVected in any way by the DERA
privatisation, and you can count them on the fingers
of one hand. So this was a small problem for a very

24. Other members of the Committee can comeshort period aVecting one or two contracts, but that
back on that, but Mr Williams is anxious on thisis over now.
point, and I think it is a very important point. If you

22. One final quick question: why on earth when look at page 18, which Mr Williams has already
you are dealing with something that is so state-of- referred to, and turn to paragraph 1.24: “. . . Apache
the-art did you accept a warranty that excluded will not, however, have the capacity to secure voice
design defects? Surely if there is any time when you communication with the UK Gazelle, Lynx, Sea
want design defects covered, it is when you are KingMark 4 andPumahelicopters, norwill it be able
dealing with a sophisticated product like this? to exchange data securely with most of the United
(Sir Kevin Tebbit) I presume because we were Kingdom’s military aircraft.” We have had a lot of

essentially, basically, accepting a US design, and publicity about identification of friend and foe,
knew that it was proven, and therefore did not need people killed by friendly fire; tell us a bit about how
to insure against defects in a design which was you are going to overcome some of these problems.
already flying with the United States Army.

(Sir Kevin Tebbit) On the communications, you
have listed the ones it will not link up with, because
they are legacy systems. With the Gazelle, Lynx, Sea

Chairman King Mark 4 and Puma it is because of the age of
those systems, not Apache. What it will have secure23. Before I call the next questioner, I think I
communications with are the newer systems:should give Major General Figgures the chance to
Chinook, Merlin, Tornado and Harrier, the C-130tell us a bit about the operational capability.Wewere
aircraft and, of course, it will also link with anytold that if it was hovering above Westminster
AmericanApaches andwith its ownApaches, so thatBridge, it could knock out an Iraqi tank sitting on
it operates in pairs and has full data exchangeKew Bridge, which sounds very eVective, yet when it
between them. Secure data transmission is obviouslywent to Afghanistan, it had to go quite close, did it
the best. Secure voice is quite good, insecure voicenot, and it was peppered with rifle fire from the
not so good. There will be a secure voiceTaliban, or small arms fire. Tell us a bit about the
communication with the ground, with groundoperational capability and some of the problems that
troops, but the full capability of secure data exchangeit has led to.
will come when Bowman arrives, with 16 Air Assault(Major General Figgures) Clearly, Chairman,
Brigade, which is 2005–06. Bowman, as you know, isthings would be in a sorry state if we did have an Iraqi
being progressively rolled out throughout the armedtank on Kew Bridge! As for the operational
forces.We have personal role radio there now andwecapability, we tend first of all to think of it as an anti-
are equipping the ground forces progressively. Sotank system, and of course, it is a hugely eVective
that is when that will have full data exchange with theanti-tank system, and indeed, the illustrations that
ground forces, 2005–06.we gave down at Middle Wallop in terms of its

surveillance and target acquisition capability, from
the visual, low-light television, forward-looking infra

25. Would you like to add anything, Majorred and radar, enable it to acquire targets at long
General Figgures, before we pass to the nextrange and then prioritise those targets and engage it
question?with the appropriate weapon systems. But equally

important is this means by which it collects a huge
(Major General Figgures) No.amount of information from the battlefield, and
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operationally at all, and that is not quite there yet. SoMr Osborne
we do not have the option of putting it there, but as

26. I too enjoyed seeing Apache at its base in the General says, its absence should not mean that
Middle Wallop on Monday, but I was struck, Sir our concept of operations today is flawed, because
Kevin, that it is a bit of a shame it is inMiddleWallop we are doing it by other means. This is about a
and not in Kuwait at the moment. Would you agree? completely newway of fighting on the battlefield, in a
(Sir Kevin Tebbit) Yes. I would much rather have digital battle space, with a lot more reach, a lot more

Apache there than Lynx, which is what we have there scope. Two of these aircraft can cover an area of
instead, and I share your frustration, as does the about 1,100 sq km. It is a huge area, and that is the
Chief of Defence StaV and everybody I know. change. At the moment we are having to use a lot

more aircraft to do the same task. That is the27. I think I am right in saying that if there had not
diVerence.been the delays in training, the British army would

currently have Apache in the Gulf. 30. If I could briefly look at the causes of the delay
(Sir Kevin Tebbit) I think it would be a very close and cover some of the ground the Chairman and Mr

run thing. I will tell you why. Our decision to extend Williams have been over, one of the things that
the training was rather diVerent than problems of struck me when looking at this PFI deal was that one
overcoming software. We judged that it had been of the problems you had in the maintenance training,
given to us wrongly, that Westland had got it wrong was the delay in the production of acceptable
when they said you could train pilots to operate this courseware and publications from Westland to
complexity of aircraft in 15 weeks. We are taking 26 ATIL. Presumably, that would not have happened if
weeks to train the pilots. That is safe and necessary. I the prime contractor had also been providing the
think that factor probably pushes the in-service date training.
anyway. Even if we had no other problems, that (Sir Kevin Tebbit) I think it is a separate issue,
would have made entry into service very close to because the prime contractor certainly had to
now. The decision to put Rolls Royce engines in also provide the courseware to us for us to certify that it
added six months at the beginning. I think we would was OK then to be used on the systems for
be very close at the moment to getting the first maintenance. That would have been necessary in any
aircraft, even if we had no problems of any other event. I am not sure that going for PFI changed it one
kind. So touch and go, but clearly, Kuwait was not way or another. If we had been doing it ourselves—
an event that was foreseen when we were going we were not doing it for ourselves; we were doing it
through the Apache build programme. under a PFI—maybe we could have indeed saved

that money or some of it. We in any case would have28. What sort of impact would it have on your
wanted to train our maintainers but the informationability to conduct military operations? If it comes to
was not there from Westland, and it would not haveit in the Gulf, what could you have done that you are
been there from Westland anyway.not able now to do?

(Major General Figgures) We would have a much 31. But you are paying £34 million to ATIL for
enhanced surveillance and target acquisition maintenance courses which you could not run
capability, and an enhanced anti-armour capability, because they did not have the information. It seems
and therefore—and this is not within my immediate a bit strange. Here is ATIL, which is a sub-group of
area of responsibility, because this is an operational Westland, part of the Westland operation, and you
matter—one might suggest that one would therefore are having to pay part of theWestland operation £34
have a diVerent force mix as a consequence. So I million because another part of the Westland
think the deduction would be that the commitments operation has not provided the information toATIL.
and operational staVs have the appropriate force (Sir Kevin Tebbit) That is right. It is a Westland/
mix, carried out with the appropriate force Boeing joint venture, yes, and it is very unfortunate
estimation process and generating appropriate forces that we are having to do that.
in Kuwait to deal with the perceived threats and

32. You are going to get the money back fromtasks. So they have task-organised the deployed
Westland?forces perhaps diVerently from what might be when
(Sir Kevin Tebbit) We have counter-claimed, andwe bring Apache into service.

we have a claim in of £8 million against Westland for29. When I was there on Monday I met qualified non-arrival of the courseware, which our lawyers tellpilots. Was any thought given to deploying at least us is a very robust claim.some Apache to the Gulf? You have the craft, you
have some pilots who are trained, and I know that in 33. Maybe you should have suspended the

payments to ATIL.previous conflicts, for example in the Gulf War, you
used a laser designator that had not been properly (Sir Kevin Tebbit) Certainly ATIL, who were
cleared because you thought it would be useful at the doing the helicopter pilot training on the FMS, were
time, and the Sea Skua missile in the Falklands. Did not getting any money, of course, until the pilot
you consider doing that in this operation? training began. I did look at a cost savings

breakdown between the two routes, and you are(Sir Kevin Tebbit) No, we did not, because it is not
yet quite safe enough to do so. Remember, this is a quite right that we saved £23 million NPV by going

down the PFI route. We have saved £17 million by30-year capability. It extends over a 30-year period.
Trying to get these things out initially in a rush not paying for the pilot training that we have not

received. We got £2 million of liquidated damagesusually goes wrong. It is interesting that the
Americans did not use theirs when they tried to rush from the company because of the late arrival of the

FMS system. We have an £8 million coursewarethem out into Kosovo in 1999. We do need full
military aircraft release before we use them claim, and we have separated munitions as well, so
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our PFI approach has saved us £80 million. On the at, which I would have thought was a rather risky

thing to do, but anyway, that is what they chose to doother side of the coin, the courseware is costing us
£34 million; we had to do training in the United to find out where these people were, which caves they

were in. They certainly found out, and they alsoStates because it was not available, £3.5 million; we
have had to store some Apaches, £6 million; and we found that they had quite robust airframes, but that

is not central to the operational mode of the Apache.have had to run on Lynx with TOW, which cost us
£15.5 million. So I make it that we have saved £80
million by going down the PFI route, and it has cost
us £58.5 million. We are still ahead.

Jon Trickett
34. I said to the pilot showing me round the

36. I want to focus, Chairman, on the questioncockpit, “What question would you like me to ask
which you addressed first of all, which is about thethe Permanent Under Secretary of the Ministry of
spare parts procurement, which seems to me to haveDefence?” and he said he was generally very
been an abysmal mess. £120 million was paid in whatimpressed, thought the training was fantastic, and
is described in an interesting phrase, “an innovativethe equipment was great, but he said the one thing he
approach” regarding spares. In fact, the vast bulk offelt he was lacking was a skills trainer, as he called it,
that money was handed over to Westland but waswhich was to practise with the handset a great deal,
never drawn down, was it, because we only usedand he felt that if that could be put into the training
5,000 hours instead of the 15,500 which had beenprogramme—maybe this is for the Major General—
intended?that would help him, and the American pilots in
(Sir Kevin Tebbit) Perhaps I did not make myselfKosovo had had problems because they had not got

clear enough earlier. I am sorry. The contract isthat constant training with the actual handset. So he
innovative because we are looking here for anput in a request for a skills trainer.
integrated contractor logistic support arrangement.(Major General Figgures) You will recall when we
In the past, we used to buy huge great packages ofwent round the Apaches the multi display trainer,
spareswith the initial aircraft purchase, usuallymuchwhich I think was described to us as the means by
more than we needed, and they sat on the shelf, andwhich that particular skill was built up and
it has been a scandal. We have had hearings aboutmaintained, and then we were also briefed on the
logistics in the past. This time the contractor wasdeployable trainer, which enables the pilots to
asked to provide a specific package of spares, linkedpractise all the skills in the field, so we have
to the repair that he would also do, so that he boresomething whereby, for instance, if we deployed on
more of the risk of getting it right. That was theexpedition or operations, and operating from their
innovative bit. Also incremental, incrementalbase, that will be deployed in a container, and when
because we did it for a short period of time, so thatthey were not flying in training, they would be
we could then assess what the real usage rate ofmaintaining their dexterity skills in that
spares was, so that we can now go ahead and let long-environment. So we have it, but what we do not have
term contracts which are more accurately based onis one for everybody, and I suppose, as time goes on,
what the requirements are. I explained earlier thatin view of the fragility of that skill, we must look at
although we only flew 5,000 rather than 15,000how best to maintain it.
hours, the diVerence comes back to us in terms of

35. Can you assure me, Sir Kevin, that you will spares not used.
learn all the lessons that can be learned from the

37. No, you did not say that.deployment of AmericanApaches in the Gulf, if they
(Sir Kevin Tebbit) I did. I am sorry. Perhaps I didare used, obviously, and as the Chairman mentioned

not make myself clear. Let me make myselfearlier, one of the lessons that we were told about on
absolutely clear.Monday from Afghanistan was that the Apache was

drawn into much closer combat than had been 38. The transcript will say that what you said was
envisaged when the equipment was originally there was £90 million worth of spares left, some of
designed, and that Apaches came back full of bullet which, you said, will come back to us.
holes. They survived that, but obviously the (Sir Kevin Tebbit) I am sorry. I obviously did not
Americans were surprised at that close use of the make myself clear.
Apache. Are all these lessons going to be learned so

39. Those were the words you used.that we make the most of this piece of equipment?
(Sir Kevin Tebbit) Indeed. I am glad you asked me (Sir Kevin Tebbit)What I said was that spares used

or left now on the shelf to the value of £90 million. Ithat, because I was disobliging to the United States
earlier about the diYculty of getting data from them am not sure what proportion is still available for use

or has been used, but if it has been used, we have hadas a generic problem. When it comes to the exchange
of information on the way in which the helicopter the value; if it has not been used, it comes back to us.

In addition, there is £15 million on the shelf, as itworks, operational methods and tactics, that sort of
thing, there is a very close exchange with the were, where we are having a debatewith the company

because they say some of those are theirs, in relationAmericans, and I can give you that assurance. I
quoted the damage they took during Operation to other contracts or whatever; we say no, they are

ours. I expect that to be resolved shortly at aroundAnaconda deliberately to show the robustness of the
airframe. What they were doing was not actually £15 million. That will come back to us. We paid £5

million for the service that they gave us, that is to say,prescribed tactics and doctrine; they were
deliberately getting fire from the caves to find out repairs within 48 hours, spares within 48 hours. That

has gone. It cost £2 million for the building, and thatwhere the al-Qa’ida people were. So they were
deliberately flying their Apaches in order to get shot leaves £8 million. £8 million was the amount of
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money we paid in order to be sure that we would get 52. Then in the last sentence of that paragraph it

says this is not really a problem, because all we willthe spares and repairs within 48 hours. That is how it
breaks down. do is simply go to those Apache helicopters we

cannot use and bastardise them.40.What is your estimate of the value of the service
(Sir Kevin Tebbit) It does not say that.which you received, the 5,000 hours you actually
53. It does say that. That is precisely what it says. Itworked rather than the 15,500 hours which you had

says, “When it is not able to obtain spares from otherplanned to operate? What proportion of the £120
sources, the Department may have to source thesemillion do you estimate was used for the 5,000 hours,
items from stored Apache helicopters.”a third of what you had estimated?
(Sir Kevin Tebbit) That is what it says. It does not(Sir Kevin Tebbit) It is much more than a third of

say “bastardise.”that £120 million. As I say, used or coming back to
us is around £105 million of either service taken or 54. Where I come from, that is precisely what the
spares to be returned. The rest by and large was word means.
service, or the building or, as I say, the risk of them (Sir Kevin Tebbit) That would be the last resort.
doing it rather than us.

55. Is that what is going to happen?
41. Earlier you said that there were £90 million (Sir Kevin Tebbit) If you would just allow me to

worth of spares which were left. answer your question—if I may say so, you are being
(Sir Kevin Tebbit) No; I said used or left on the an unreasonably hostile questioner. I am trying to

shelf. I am sorry. I am correcting myself. I may have answer you as helpfully as I can. I have explained that
got it wrong, but that is the fact. although we paid a lot of money for the service, we

are getting back the spares unused, so it is highly42. What is the value of the spares which were
unlikely that we will need to go to aircraft in storeutilised?
and take spare parts from them. That is available as(Sir Kevin Tebbit) That are left available to us?
a last resort, which, I think you would agree, would

43. Which you own. be a sensible thing to do if it were the last resort,
(Sir Kevin Tebbit) As I say, I am not absolutely rather than buying them separately.

sure how much of that £90 million is spares to us. It
56. If I had spent £120million on a spares contract,is probably about £20 million-odd, but I am not

£95 million of spares were unused, I think I would becertain.
rather surprised that I was arguing with the supplier

44. I do not know if theChairmanwould agree, but and probably having to resort to stripping out spare
I think the Committee would like an analysis. parts from helicopters which I had paid for. Worse
(Sir Kevin Tebbit) I am just trying to give it to you. than that, I see that there is another problem, which

is the repair and overhaul contracts, and there again,45. You just said you did not know, did you not,
you are talking about stripping out spare parts, areand you are looking over your shoulder?
you not?(Sir Kevin Tebbit) I am looking over my shoulder.
(Sir Kevin Tebbit) You would do this if it were£80 million is still on the shelf today.

yours.
46. So, £80 million of spares.

57.With respect, I would not getmyself in themess(Sir Kevin Tebbit) Which we own.
you have got yourselves into.

47. Then there is a proportion of spares which you (Sir Kevin Tebbit) This is not a mess. This is a
do not own. statement of options available should they be
(Sir Kevin Tebbit) There is a proportion of spares needed. This is put in for completeness, so that all

which are in dispute. possible avenues are described. I do not expect us to
have to take spares from aircraft in storage. It is just48. I thought you said £15 million, the ownership
saying that option is available should it ever becomeof which is disputed.
necessary as a last resort, pending the introduction of(Sir Kevin Tebbit) Yes, £15 million which is in
long-term arrangements for these items. I explaineddebate but which we expect to own.
earlier that the reason we have not introduced those

49. So in total there is £95 million worth of spares arrangements so far is becausewewanted to establish
from a contract of £120 million unused, some of usage first so as to be able to inform the letting of
which you own, some ofwhich there is a dispute over. long-term contracts better than has been the case in
(Sir Kevin Tebbit) The vast majority of which, give the past.

or take 2 or 3 million worth, we own.
58. Can you tell mewhy there was such amismatch

50. In your opinion, or has it now been resolved between your estimate of 15,500 hours and the actual
that you own the lot? utilisation of 5,000 hours? This is the root cause of
(Sir Kevin Tebbit) The amount of spares under this massive contractual mess.

debate is £15 million. We expect this to be resolved (Sir Kevin Tebbit) There is not a massive
at around the £15 million figure. I cannot be certain contractual mess. As I have explained earlier, there
whether it is going to be exactly £15 million or has been a problem with two aspects of training.
slightly less. 59. I asked you a question about the number of

hours.51. Paragraph 2.37 clearly says that there was a
dispute between yourselves and Westland about the (Sir Kevin Tebbit) That is what I am answering. It
price of the disputed spares. I presume that is what it was to do with training.We could not train our pilots
is referring to. as intensively as intended, because we had trouble in

introducing the full mission simulator, 17 months,(Sir Kevin Tebbit) This is the £15 million.
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and we decided to extend the course for training our it, and I can remember being taken to anRAF station
pilots as well. As a result of that, the flying has been and the Tornadoes were coming in, and they were
essentially by instructors, and that is why it is 5,000 taking parts of the Tornadoes that were coming in
rather than 15,000, as we expected. and putting them into the Tornadoes that were going

out, and it was a sort of conveyor belt, simply60. Whose fault was that?
because there were not enough spare parts.(Sir Kevin Tebbit) If you want to pin it down in a
(Sir Kevin Tebbit) That certainly used to happen,blame-culture way, I expect it was Westland’s for

yes.first assuming that they could train pilots in 15weeks.
That proved to be wrong and we extended it to 26 68. The way the cross-examination has just gone,
weeks. On the full mission simulator, it was the fault it seems that you are prepared to accept exactly the
of assuming that the company could bring into same sort of situation, which seems to me bizarre.
service such a complex system as this. They ran into (Sir Kevin Tebbit) No. What is written here by the
serious problems with software, the main one of NAO is, I believe, for the sake of completeness, towhich was the image generator. A company called describe all of the options that are available to theEvans & Sutherland had tremendous diYculties Department, pending the putting into place of long-achieving the service, and that is the reason for the term spares contracts. I do not expect this to happen,delay. We have had apologies from Boeing about it

but since the aircraft are in storage, regrettably,in public, who have said they have not done well and
because of the delay in the training systems for this, itthey hope to do better. We have had liquidated
might bemore cost-eVective, if necessary, to use partsdamages of £2million for it—Iwish it was greater but
from those aircraft, which will then be replacedit was not—and that problem has now been resolved,
before those aircraft are used, than to try to get thembut that has been the reason for the delay and the
from the United States over a long distance, taking alower flying hours.
lot of time. That is just an option. I am not saying

61. It is arguable that the £95 million worth of that ismost likely.What ismost likely is that the £105
spare parts currently unused is a direct result of those million of spares that we have been talking about will
mistakes that you have just described, is it not? be used over the next two years to keep the aircraft
(Sir Kevin Tebbit) It is, but they are a benefit, not that are flying in normal, good working order.

a loss. They sit there as ours.
69. So what you are saying is that once all the62. You would not necessarily have spent £95

Apaches are in use, there will be no such problems.million on unused spare parts. You asked me what I
(Sir Kevin Tebbit) No, because we will have good,would do in a domestic situation. There is no way I

modern, incremental contracts in place. We have notwould put £95 million of spares in the garage in the
decided precisely how to do them all yet. We havehope that they might be used. I would take action
two long-term contracts in place, for the airframeagainst somebody.
and for the radar. The previous contract finished last(Sir Kevin Tebbit) We are drawing them down as
October. There are two more for transmissions andwe carry on. That was at the point of the contract
the target acquisition and designation systems andfinishing last October, and they continue to be used
the pilot night vision systems. Those are still beingas we use the aircraft.
negotiated, because we were not satisfied we were

63. Can I just ask one last question? Where are getting the right price, and therefore since this is a
these £95 million worth of spare parts stored? single supplier contract, if there is no agreed price, no
(Sir Kevin Tebbit) I would have to ask a question contract, and we are still working on that, but I

in terms of the location. It would be at one or more expect these to come into eVect over the next shortof the operating bases. period, and certainly they will be in place by the time
64. Is it costing the taxpayer money or is it costing we get the full operating capability of the aircraft.

Westland money?
70. Can we just clear up something: are Westland(Sir Kevin Tebbit) They are at Wattisham.

actually holding on to spares, or have they not
65. Are we paying for the storage costs or are produced them yet?

Westland paying for it? (Sir Kevin Tebbit) No. They sit there. In fact, it is
(Sir Kevin Tebbit) I assume they are now owned by more than one location. I am advised it is several

us and are no longer the responsibility of the locations: StaVord, Wattisham and Middle Wallop.
company. They are sitting in the warehouse that was These are our spares.
built for £2 million.

71. So they have been produced; they are just being66. Are you sure they are not ageing and gradually
held there.becoming obsolete while we are waiting to draw
(Sir Kevin Tebbit) Yes, save for this slightlythem down?

disputed element of the £15 million worth, which we(Sir Kevin Tebbit) No.
are sorting out with them.

72. Another thing I read was that the Apache will
Mr Steinberg need modernising after the year 2005. It has not even

come in yet and you are talking aboutmodernising it.67. Continuing with what Mr Trickett was talking
Explain what that means and howmuch that is goingto you about, I actually participated in the
to cost. It seems rather incredible that we are talkingParliamentary Armed Forces Scheme in 1995–96,
about a modernisation of a weapon that has not evenand it was then that I actually saw the policy of

robbing Peter to pay Paul. You were actually doing come into service yet.
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(Sir Kevin Tebbit) Which part of the Report are get the full MoU in place. Once that was in place

things came more easily but I am afraid we areyou looking at there? Certainly we expect to
modernise the aircraft over its life, which is a 30-year dealing with a rather legalistic country, and it is

heavy going.life. I am not aware of what we will be doing in 2005.
(Sir John Bourn) It is paragraph 2.46. 80. I wanted to pursue a question Mr Williams
(Sir Kevin Tebbit) I see. Yes. I have described the asked on paragraph 11, page 4, which was where we

achievement of compatibility with the Bowman were told that the Apache will replace the Lynx
forces already, and the Defensive Aids Suites are which uses the TOW missiles—and I have not a clue
actually at the moment being introduced, and by what they are but never mind—and it says that as a
2005 we will have brought them into service. I think result of the delay the missiles are going to be
we are incrementally improving them as we go now. retained until early 2005 at a cost of something like
That is happening now. £14 billion but not after that date. Why? Why is it if
73. So it is not a programme where if a helicopter you have not got the Apache up and running by 2005

does not come into use, it will be modernised before and you are going to pay £14 billion or million,
it is even flown—or does it mean that? probably million, why can you not continue that
(Sir Kevin Tebbit) Yes. Indeed, some aircraft are until you have Apache, and why is it possible you

already being upgraded before they have fully come may have a period where you have no cover at all and
into service, because of the way in which we are yet you have paid £14million to cover that particular
putting in the Integrated Defensive Aids Suites. date and then you just stop? What is the sense

behind that?74. One of the things I was quite amazed at when
(Sir Kevin Tebbit) As I explained, we haveI read the Report was the apparent non-cooperation

prolonged until the end of 2005 now, not theof the US in terms of supplying data from their trials.
beginning. The initial operating capability of ApacheIt seems incredible tome that they are supposedly our
comes in at the end of 2004—August 2004—then weallies, we could be going to war together in the next
have the lead task force for February 2005, so wetwo or three weeks, and yet the Americans withhold
have tenmonths between the phasing out of the Lynxinformation from us, which would cost us time and
TOW system and the arrival of the Apache system.delay.

(Sir Kevin Tebbit) At the political level, it is 81. So will you be giving us a guarantee that there
absolutely fine. will be no period where we will be without this sort

of deterrent?75. What does that mean?
(Sir Kevin Tebbit) I am very satisfied that now we(Sir Kevin Tebbit) At the political level, all

have a very good control of the programme—the riskAmericans think this is absolutely monstrous. These
management is done well, it is revised quarterly, thethings should not happen. It must be passed across.
last time was on 10 February—these dates can bemet.The problems occur between companies and
MrSteinberg: I have run out of time almost so I amcompanies, owing to restrictive legislation in the

going to quickly ask this: it has been mentioned thatUnited States which requires authorisation by the
the Americans can train their pilots in 15 weeksState Department before information can be passed
apparently, according to the Report, and that ourfrom one American company to a foreign company.
pilots take 26 weeks to train. Why? What is theThis is a very cumbersome business. It exists across
diVerence? Are our pilots not as good as thethe board in foreign business with the United States,
Americans? Are they not as bright, or what?and it is something we are in dialogue with the US

Government over, but it requires quite a lot of work
to get it overcome.

Chairman76. Are we sharing any more projects other than
Apache? 82. They also live longer!
(Sir Kevin Tebbit) Oh, yes. (Sir Kevin Tebbit) A British pilot is the finest pilot

in the world, even if it is an NCOwhich is 60% of the77. And it happens all the time?
case in the Army Air Corps. Firstly the Americans(Sir Kevin Tebbit) We have lots of projects and it is
have decided themselves to extend, or they areoften a bit of a niggle, yes.
thinking of extending, their courses; they are78. And it has been going on a long time? planning at the moment to extend their courses to 21

(Sir Kevin Tebbit) For ever. weeks because of the complexity of the airframe, so
79. And nothing is done about it? they themselves are moving from 15 weeks to 21

weeks. Secondly, and this is a judgment that our(Sir Kevin Tebbit) Lots is done about it. We are
negotiating what is called is the ITAR (International people made on the basis of the technical challenge

they faced, it may be a bit more than the AmericanTraYc inArmsRegulations) waiver, whichwillmake
it easier for US companies to share information with pilots because they have flown the two other versions

of the Apache beforehand, so although the Apacheus, and once we get the waiver of that it will be much
easier to receive information from the United States. Longbow is more sophisticated than any of the

others it is a bit easier for an American pilot goingAnd we are negotiating memoranda of
understanding on individual programmes. One of from an earlier Apache version to this than it is for a

British pilot going from two dual-seater systems.the delays here was that we did not have a full
memorandum of understanding on Apache as early Thirdly, we are now improving on the time it is going

to be taking to get our pilots into service. I think youas we should; we had a general letter of
understanding but that was not good enough and it have a date in the Report of full operating capability

by February 2007. We are planning to improve ontook us about two years, from about 1998–2000, to
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that now by getting back, I hope, to around August Mr Davidson
2006 by cutting our flying training course to 20 weeks 86. Can I follow on the point about data from theand doing the weapons element separately so we can United States and the lack of United States’ co-get more people going through the full mission operation? How long has the delay been in thesimulator and using concurrently the weapons project because of that lack of co-operation from thetraining facilities elsewhere, so we will improve on Americans?the February 2007 full in-service date to somewhere

(Sir Kevin Tebbit) It is not like that, Mr Davidson,in the autumn of 2006.
although I could identify a 12-week period where we
had a problem as a result of QinetiQ being
established but it is just the amount of eVort needed
to get the material when it should be flowing freely
and easily and, as I say, part of it is putting in place

Mr Steinberg memoranda of understanding.

87. I understand that but I was asking specifically83. Sir Kevin’s answers are very long, Chairman,
about the length of delay. So the programme has notand therefore I suspect you will allow me to ask this:
been delayed in any way as a result of the lack of co-why is it you disagree with Westland when Westland
operation from the Americans?said they did not believe that you needed the
(Sir Kevin Tebbit) Not significantly and, as I havesimulator in full swing—

said, the delivery of the aircraft has run broadly to(Sir Kevin Tebbit) That we did not need more than plan and is about five months late in total.15 weeks.
88. It is true that the privatisation of part of the

84. And Westland apparently said you could have Defence Evaluation Research Agency did cause a
been training your pilots now and could have gone number of diYculties to this particular programme?
back for a refresher course once you had the (Sir Kevin Tebbit) It caused a delay of twelve weeks
simulator. Why did you disagree with that, because in getting data.
if that had been the case pilots would have been 89. Are there other programmes where similarready now? delays were caused as a result of that privatisation?(Sir Kevin Tebbit) For safety reasons. It is vital to (Sir Kevin Tebbit) As I mentioned, I did look atpractise emergency procedures first, and it is much howmany programmes had been aVected by this andbetter to do that on a simulator than on a real aircraft I found four out of a total project base of 140, sobecause you tend to kill pilots and losewhole aircraft. small but nevertheless it should not have happened.Our rules are very clear, therefore, and the army is It did, however, and it took us a while to recover.absolutely clear about this: that for reasons of

90. Was that a factor then in the costing of thefundamental safety the emergency procedure is first
privatisation?on the simulator and only then flying the actual
(Sir Kevin Tebbit) No. It was too small for thatmachines, and they felt it could not be done in any

because I think Apache was the most extremeother way. Frankly, theAmericans did try to do it the
example and that was twelve weeks.other way and they lost quite a lot of airframes early

on so we think we have it right. The reasonWestland 91. And what would the cost of that be?thought we could do it in 15 weeks was that they did (Sir Kevin Tebbit) I do not think we could havenot allow for sickness or British weather as opposed costed it in those forms. Not all of these wereto American weather, and by and large they were American; it was also British companies who wereworking 12 or 14-hour working days, and we felt that uneasy about intellectual property issues, so I wouldwas toomuch for pilots to copewith and our days are not like to put a figure on it.rather less. Also, we have more restrictive airspace so
92. I understand that. Can I just clarify the extentwe cannot get quite as much flying in as they can.We

to which we have this diYculty about release of datadid not know this until we sent our 16 pilots to
and so on with other countries? If we are doing jointAmerica to train there, and it was only when they
projects, say, with the French, for example, do wewere on the American courses that we realised in the
have the same sort of data exchange diYculties?light of their experience that we should go for 26

weeks. (Sir Kevin Tebbit) We have had but it is more with
the US programmes because of a US system which
protects its own industry quite strongly and therefore
is not very well geared to interacting. We do better
than anybody else there but it is an issue. I would not
want to make it too large. I mentioned it because itChairman was—

85. It struckme onMonday that itmight have been 93. I am conscious of it because I have been aware
cost-eVective to send more to America given the of this before in a number of other areas. Is this lack
much better weather conditions there, more space of co-operation not a major issue where it would at
and better training facilities. some stage make a diVerence between buying

American and not?(Sir Kevin Tebbit) But diVerent aircraft at the end
of the day. They would still have to convert to our (Sir Kevin Tebbit) It is really the diYculty of

overcoming the obstacles rather than a total lack. Itypewith theRolls Royce engines with ourDefensive
Aid Suites, and we do not want to be totally think the reasons for buying American or

collaborating with the United States as distinct fromdependent on the US Government for this.



11-11-03 22:20:368442731002 o Pag Table: CEVIDE PPSysB Unit: PAG1

the committee of public accounts Ev 13

Sir Kevin Tebbit KCB, CMG,
12 March 2003] [ContinuedMajor General Andrew Figgures CBE

and Mr Ian Fauset CB
[Mr Davidson Cont]
Europe are bigger than that factor. It is an irritant have meant that they have not got any money for it

until it happens. So £17 million again is a measure ofand a nuisance to people like me but it is not really
significant in the great scope of things. part of the risks that they were paying. But the main

point is that this is over thirty years and they are94. I wonder if I could turn to this question of the
coping with various risks: they are putting in place alltraining contracts, particularly focusing on
the infrastructure, and are having to cross theirparagraph 2.19. As I understand it, it was originally
fingers that we continue to need it over that period.the case that you were thinking of having the training

package as part of the overall contract? 101. Butmy understandingwas that the savingwas
(Sir Kevin Tebbit) That is correct. £23 million over a public sector comparator, and it

has already cost us £34 million extra for training and95. Then you decided to make it a separate
it has cost us £6 million extra for storage of thecontract?
helicopters we are unable to use. What is the value of(Sir Kevin Tebbit) Yes.
the helicopters that are having to be stored across the

96. And presumably because of issues of £6 million?
intellectual property rights and design rights you (Sir Kevin Tebbit) If you assume a value of the
ended up having to negotiate with exactly the same aircraft of something like £27 million each, because
people that you were going to deal with anyway. I do they are very sophisticated, times the 14 or 16 we have
not quite understand how there was then a saving? in storage, it is £440 odd million. It is 27 times 16.
(Sir Kevin Tebbit) It was not quite the same people;

102. At some point I am sure I read that we had 40it was a consortium formed between Boeing and
in storage, and that is a substantial amount ofWestland called ATIL, so it was slightly diVerent
equipment lying idle.but linked.
(Sir Kevin Tebbit) That is incorrect.

97. If it had been in the original contract and it had
103. But how in that case is the risk transferred ifbeen just with Westland, Westland would still have

we have paid for all that equipment that we arehad to deal with McDonnell Douglas who had the
unable to use? Are there penalties for the trainingintellectual property rights, so by going separately
contractor to cover our money being tied up inthey became partners legally but it was still exactly
depreciating assets?the same people, the same actors and the same
(Sir Kevin Tebbit) No. The risk of transfer wasinformation, was it not?

purely in terms of the training package.(Sir Kevin Tebbit) Yes.
104. But not the consequences of the failure of the98. So why was one route cheaper than another?

training package. The risks of that have not been(Sir Kevin Tebbit) The intellectual property we
transferred to the training contractor?found cost something like $48 million so it was not
(Sir Kevin Tebbit) That is correct.worth going outside that family of companies so we

stayed with them and therefore it was a non- 105. They have remainedwith us, and therefore the
competitive contract. That meant not that it was not costs of having all these depreciating assets valued at
cost-eVective—we judged it was £23 million better huge amounts of money stay with us?
NPV—but it took a long time to put it in place (Sir Kevin Tebbit) That stays with us. They are not
because when it is a single-source contract we have depreciating very quickly because what is happening
to— to these aircraft is some are being upgraded—not

modernised but upgraded—as they go because we99. Sorry, maybe I am explaining myself badly. I
are putting the integrated defence aid suite on as weunderstand it is £23 million better than the public
go, so some things are happening to them—sector comparator. What I do not understand is how

there was a saving going for a negotiated contract 106. We would not have chosen to do it that way,
rather than having it as part of the prime contract would we?
when you are dealing with exactly the same people (Sir Kevin Tebbit) No, and I absolutely agree with
and exactly the same package of information? you. I did give you a calculation at the initial stages
(Sir Kevin Tebbit) Because, of course, they are of what we think we have saved by breaking oV

behaving in a diVerent way. They are giving us a PFI elements from the prime contract and what we think
service rather than us simply buying it as we go along. the additional cost has been, and I said totally we
I am not quite sure of the point. We would otherwise have saved £80 million and the cost on the other side
have had to have provided the infrastructure has been £58 million. In doing that, of course, I have
ourselves. not costed the loss of capability we have had by not

having these aircraft fully on-line and operating. I100. I am reading paragraph 2.19 where you
think they would only just be coming into service butdecided not to have the provision of training services
they would be 30 odd months ahead of where theyand all-related equipment in the competition for the
are, and I agree with you—prime contract. You decided to deal with it as a

separate procurement, a PFI exercise, with exactly 107. So only just coming into service would meanthe same people and no competition, and I am not we would have them in the Gulf now, potentially?entirely clear why you followed one route rather than (Sir Kevin Tebbit) I do not think they would quitethe other and, if so, what was the saving? be there yet. They would be very close, though.(Sir Kevin Tebbit) The saving of £23 million NPV
108. But the way things are dragging on, you neverwas mainly because of risk transfer. We were

know. They might very well be there—transferring the risk of the whole process to the prime
contractor and so, of course, it has proved because (Sir Kevin Tebbit) We would certainly have them

before 2006.the delays in bringing on a full mission simulator
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MrDavidson:Wemight be inclined to have further the Ministry of Defence for extra costs, or simply

that they are telling you that they should not pay thenegotiations if we knewApache helicopters would be
available after 45 or 90 days. full £34 million?

(Sir Kevin Tebbit) I do not think they are but
perhaps Mr Fauset can answer.
(Mr Fauset) The £34 million is what we have paidChairman

for the maintainer courses. We have argued and
109. You can plead the fifth amendment on that. taken legal advice that we can really only claim back
(Sir Kevin Tebbit) I do. £8 million of that £34 million, and I can go into the

reasons for that. We have therefore made a claim on
Westland for £8million. They have reciprocatedwith

Mr Davidson a counter claim of £8 million and therefore—

110. You mentioned that British pilots were the 115. Do you mean to say they are going to try and
best in the world “even if they were NCOs”. Could get from you not just the £34 million but a further
you clarify that point for me? £8 million?
(Sir Kevin Tebbit) That was a flippant remark of (Sir Kevin Tebbit) No.

mine. The only point I was really making is that the
116. So it is a counter claim in the sense that theyArmyAir Corps has 60% of its pilots as NCOs which

are trying to stop you getting the last £8 million, oris not the practice of the Royal Air Force, and I find
getting back from them the last £8 million?that interesting because they are first class pilots.
(Sir Kevin Tebbit) Yes.

111. I am sorry—“even if they are NCOs”. Can
117. Thank you. Can you remindme, Sir Kevin, ofyou clarify that point for me? Some of these working

some of the costs you were mentioning earlier whenclass chaps are jolly good, you know?
you said you hadmade a list of the savings and costs.(Sir Kevin Tebbit) Just like me—I started that way
Firstly, the extra costs of keeping the Lynx in servicetoo! I was trying to make no particular point of it
you said was £15 million?except there is a point that is worth making which is
(Sir Kevin Tebbit) £13.5 million, and that wasthatwe have a very good retention rate fromNCOair

really for the TOW missiles to prolong thecrew. They tend to stay in the service for a long
eVectiveness of the missiles.period of time which is one of the reasons why I am

confident we shall have the manpower through life 118. Are you claiming those costs fromWestland?
for this airframe and not have any diYculties in (Sir Kevin Tebbit) No, we cannot.
retention or supply of people. This is very important

119. Perhaps this goes back to the originalfor these very sophisticated aeroplanes. I wasmaking
question about why we can only claim £8 million.a very flippant remark and the point I was really
Why can we not claim all these consequential costs?making was in the reverse sense—that these boys are
(Mr Fauset) On maintainer training? We hadreally good at coping with this highly integrated,

maintainers ready for training at the beginning of thecomplex system where they have 57 diVerent bits of
training period for training maintainers and thereequipment to operate with their thumbs and fingers,
was no courseware available. Therefore, we claimedand I think it is very impressive.
£8 million for that period when we had maintainersMr Davidson: Even though they are NCOs? I
ready to be trained until we found out that the fullunderstand.
mission simulator was going to be late and that pilots
would not be trained and therefore aircraft would
not be flown and therefore there was no requirementChairman
for the aircraft to be maintained so we diverted the

112. General, do you want to comment on that? maintainers to look after the Lynx. So the legal
(Major General Figgures) Tempting though it advice was that, once we had gone past that point

might be, I feel it would detract from the business of where we realised we could not use the maintainer
the Committee. training, we could not claim that element of it which

was £26 million. It is only up to the point, therefore,113. What a pity!
when we realised that the aircraft were going to be(Sir Kevin Tebbit) It was a light point. I sometimes
late in service because of the delay for training.reflect withmyAir Force colleagues why they are not

prepared to have NCOs. I am in deep water here— 120. So if you had gone ahead with getting them
Mr Davidson: That will teach you! trained, as soon as the manuals were in place then

you could have used that money, in eVect? You just
decided yourself you would lose that money because
you would rather use the maintainers on the Lynx?Mr Rendel
(Sir Kevin Tebbit) Yes, because we were having to

114. I would like to start by asking some questions prolong that capability. My initial temptation was to
along the same lines as Mr Davidson, if I may. claim the full £34 million. It was the lawyers who
Firstly, in your supplementary report to us, Mr said, “You will not be able to get it because you
Tebbit, you talk about paragraph 2.23 and you talk denied yourself the ability to receive that service”.
about the £34 million of maintenance courses. You

121. But according to the lawyers you could havesay: “The current position is that Westland
got it had you—?submitted a counter-claim on the 14 February 2003,

and the Department is now taking legal advice”. Do (Sir Kevin Tebbit)—Had we not kept them on
Lynx in order to keep that fully eVective.you mean by “counter-claim” they are trying to sue
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122. And the £8 million you are still claiming is the (Mr Fauset) We tried to get a lot more than

£2 million. ATIL would not accept LDs above £2original cost. I think you said something about
million. I suspect if we had tried and won it wouldgetting £2 million back?
have been added on to the cost of the contract. That(SirKevin Tebbit)No. The £2millionwas the claim
is the normal way LDs work.against ATIL for the late delivery of the full mission

simulator. 132. The point I am trying tomake is whether these
risks were then taken into account.Were the risks we123. And that has not aVected any of the other
had not been able to transfer because ATIL hadcosts?
refused to allow us to put in liquidated damages, or(Sir Kevin Tebbit) Well, the late delivery of the full
we would have paid more in that case, taken intomission simulator has been probably the longest
account when you were comparing the PFI contractdelay of anything in the whole episode.
cost with the public service comparator?
(Sir Kevin Tebbit) I have to take us back to the124. But that is nothing to do with the wasted

period in 1997 when these contracts were beingtraining?
negotiated and put in place. It was probably the(Sir Kevin Tebbit) Not the maintainer training, no.
second PFI contract that the Department did, orThe full mission simulator is pilot training.
third, but very early. There had been and still has

125. But you could claim the cost of the storage? been a prior PFI training contract for pilot training
(Sir Kevin Tebbit) We were advised we cannot for support helicopters, medium helicopters, which

claim the cost of the storage. was successful and still is very successful so we
approached this contract with the expectation that it

126. Why not? would go well. We did not anticipate at the time that
(Sir Kevin Tebbit) The aircraft have been delivered there would be these problems with the full mission

to us as per contract fromWestland and therefore we simulator, these problems with the image generator
have no grounds for claiming againstWestland. That that were central to this diYculty. These arose
is a diVerent contract. subsequently and only became evident not just on

this contract but on many others as a sort of generic127. But against the failure to provide the problem in image generation in 1998–99. At the time
simulator? we were negotiating the contract we had no
(Sir Kevin Tebbit) But that is not Westland experience or reason to expect that there would be a

Helicopters. The failure to provide the simulator is a problem of this kind. I suspect that was one of the
company called ATIL— central reasons why we were not pushing hard for a

much higher liquidated damages figure.128. And why can we not claim against them?
(Sir Kevin Tebbit) Because it is a diVerent contract. 133. You have given a long explanation of what

happened but you have not toldmewhether the extra129. But it is a consequential cost. Why did it not risk you were keeping on because you could not get
go into the contract with ATIL? The consequential it into the contract was taken into account when you
costs for any delays would be paid by ATIL. I compared the cost of the PFI against the public
thought this was what “transfer of risk”meant under sector comparator?
a PFI contract? (Sir Kevin Tebbit) What I am explaining is that we
(Sir Kevin Tebbit) No, because you cannot vie did not anticipate that risk and therefore we could

between two completely separate contracts in that not have taken it into account at the time, because
way. One was for delivering aircraft which was with this is with the benefit of hindsight.
a separate company and a straightforward contract;

134. Right. Can you very quickly run through thethe other was for training—
£80million savings you think you have had? I got the

130. Are you telling me it is not legal to put into a £25 million.
contract that if the contract is not fulfilled then (Sir Kevin Tebbit) The training PFI was regarded
consequential costs would have to be paid by the as £23 million beneficial on NPV terms. We are not
people who do not fulfil the contract? paying for the service we did not get on the full
(Sir Kevin Tebbit) Not at all, that is quite normal, mission simulator; we have not paid the £17 million

but the contract we had with ATIL provided for that they were expecting us to pay.
liquidated damages but only to the cost of £2million.

135. Is that going to have to be paid eventually?We could I expect have sought a much higher
(Sir Kevin Tebbit) No, because we have not had theliquidated damages figure but then the total contract

service set out.cost would be—
136. But you are going to have to use the simulator131. Now, we are getting to the nub of it. What

eventually to train the pilots?more would it have cost you if you had had a higher
(Sir Kevin Tebbit) We certainly will, yes.liquidated damages figure, because it sounds like the

liquidated damages figure you put into your contract 137. Will you not then have to pay for it?
was so low, something like £2 million, that you had (Sir Kevin Tebbit) We will be training pilots at a
not covered anything like the eventual costs as a slightly faster rate through the simulator. I described
result of the consequential— this business of how we will only do 20-weeks on the
(Sir Kevin Tebbit) That is perfectly fair. I do not simulator and get a higher usage from the simulators

know what the options were. Can I ask Mr Fauset to as a result, so it would not necessarily go on to the
end.come in, who is the contractual expert?
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138. But presumably we would have done that if Mr Rendel

we had had the simulators sooner too. That is a 147. Can I ask you perhaps just one final questionsaving that should have been made whether we had then which, in a sense, sums the whole thing up, Ithe simulators on time or not. You cannot claim that guess, as to the worries I have about this whole deal?as a saving— If you had known at the time you signed the PFI
(Sir Kevin Tebbit) It is a 30-year PFI deal so it is contract about the delays that have taken place since,

not a question of adding it on at the end. We make a would you still have gone ahead with the PFI, or
continuous stream of payments when the service gone with the public sector?
arrives. (Sir Kevin Tebbit) The delays have nothing to do

with PFI but have to do with other things. The139. It sounds to me a bit fishy as a claim of saving,
problem of developing the full mission simulator isbut carry on.
nothing to do with PFI.(Sir Kevin Tebbit) I do not think it is fishy but they
148. Well, it has been part of the—have not had that money and they were expecting it.

Of liquidated damages we received £2 million. Our (Sir Kevin Tebbit) No, it is nothing to do with it at
all. The full mission simulator would have beencourseware claim is £8 million—
needed whether we had gone PFI route or any other.

140. That is assuming you get that claim? The diYculties encountered in that were about
(Sir Kevin Tebbit) And we also separated out software hitches primarily on the image generator—

munitions from the prime contract as well—we dealt 149. But it has caused some extra costs?with that separately again successfully—so there was
(Sir Kevin Tebbit) But it is nothing to do with thea £30million saving there as well. In terms, therefore,

PFI.of hiving oV elements—

141. Can you explain that £30 million a bit more?
ChairmanThat has come as a result of the simulators being late?

(Sir Kevin Tebbit) No. It has come as a result of 150. I do not think we are going to get much
hiving oV the munitions aspect from the prime further on this.
contract. We hived oV the training and did that (Sir Kevin Tebbit) But it is a very important point:
through a PFI— there has been no evidence whatsoever to suggest

that the PFI contract caused any delays in the service
142. Why is that anything to do with the diVerence arriving. In fact, rather the reverse.

between a PFI contract and a public service Chairman:Thank you. It is now a great pleasure to
comparator? welcome a new member to this Committee, Mr Siôn
(Sir Kevin Tebbit) I am not saying it is. Simon, for his first round of questioning, but I am

afraid the rules of the House require me to ask you,
143. It is a saving you would have had anyway? Mr Simon, if you have any other interests apart from
(Sir Kevin Tebbit) By hiving it oV. those already circulated to the Committee?

MrSimon: I do not. I do hope you, on behalf of the144. So that £30 million is not part of the
Committee, will accept my apology for the apparentcomparison between the two systems, so your real
discourtesy of being half an hour late to my firstsavings as a result of using PFI system and having a
meeting. All I can say is I hope it is not an indicationlate simulator are £80 million, even if you include the
of my forensic attention to detail that I thought it£8 million which is currently only a claim and what I
started at 4.00! I will try and do better next time.regard as a slightly odd saving which is just putting
Chairman: You are very welcome.oV some of the pilot use of the simulator against the

extra costs of PFI of £58 million?
(Sir Kevin Tebbit) Yes, indeed. Mr Simon
145. That sounds to me like you did not in the end 151. Thank you, and I trust the assembled Knights

getmore savings than you had costs. In fact, the costs and Generals will be gentle with me on my first time
are rather more than the savings? out. Going back to paragraph 2.19 which Mr
(SirKevin Tebbit) It is a rough balance I have done, Davidson was talking about, I am quite interested in

and I do not claim it to be any more than that. Some the question of aVordability, or whether contractual
of the timescales are slightly diVerent. terms could not be agreed. They are obviously linked

but in a sense they are quite diVerent.
(Sir Kevin Tebbit) You mean the reason for going

for the PFI and the training?

152. Was the reason for removing the trainingChairman
element from the contract aVordability, or because

146. Do you want to do a note on this? you just could not get agreement?
(Sir Kevin Tebbit) Well, I think it is a bit unfair (Sir Kevin Tebbit) It was both but perhaps Mr

because this was a very general statement I made in Fauset can describe the details.
my head. I would say, however, the costs are all (Mr Fauset) We were in the fortunate position
today’s costs—the £58.5 million. The savings I following the competition for the aircraft of having
mentioned often come from earlier data and six bids on the table and each of them contained an
therefore probably understate the extent of those element for training. We therefore had some

benchmarks against which to judge what the Apachesavings.
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solution training was going to be. The bid that came 158. Pursuing that, in process terms when you are

talking about learning lessons and what you couldin from Westland for training was very much higher
and could not have predicted, have you done anthan the benchmark bids that came in from the other
exercise examining the processes that led to thesecontractors.We therefore did not feel it was value for
decisions and how, eVectively, the decisions weremoney, and we started some negotiations with
taken and what lessons could be learned? Have youWestland to try and get their bid down.Wemanaged
done a formal exercise to examine those in order toto get it down a certain amount but not down to the
try and minimise the chance that these kinds ofbenchmark figure. In parallel with that we were
misalignments might happen again?starting to see the benefits coming through of the
(Sir Kevin Tebbit) I cannot say we have done amedium support helicopter PFI training package and

formal exercise on this particular case. We alwaysso our attention then turned in parallel to the
look at all of our projects and do a post projectnegotiations with Westland to see if we could prove
review and I am sure a post project review has beenvalue for money from a PFI and that is when we
done in this case by the Defence Procurementstarted doing the comparisons, and the costs that we
Agency.used in the comparison was the figure that we got
(Mr Fauset) It will be done. It has not been doneWestland down to, not their original figure. By doing

yet on this particular programme but certainly somethat comparison we found on NPV terms that the
of the individual lessons learned from thisPFI route was £23 million cheaper.
programme have been read across to other

153. And if you had to make exactly that decision programmes, particularly the time it takes to
again, knowing what you now know and with the negotiate a PFI deal.
benefit of perfect rear view wisdom, would you make

159. On a slightly tangential point, I amnew so thisthe same decision again—I do not mean on principle
is probably a really stupid question but it is one thatbut in terms of the technicalities of the decision?
intriguesme: why does it cost £6million to keep a fewWould you be likely to go for the same bid with the
helicopters on an RAF base for a few years?same supplier at the same price?
(Sir Kevin Tebbit) They are not being mothballed(Sir Kevin Tebbit) I thinkwewould probablymake

or anything; they are being kept in the rightthe same decision again. The diVerence now is that
temperature and the right storage conditions; theywe would realise how long it takes to resolve the
are being maintained and looked after as they gosoftware complexities of bringing into service such a
along; some of them are being converted—very complicated simulator as this one, and therefore

we would plan for a longer period of development of 160. If they are not being used, how much
the simulators and therefore would have reorganised maintenance do they need? I am genuinely fascinated
our programmes so as not to be in the position of because it seems like an awful lot of money just to
having aircraft delivered before having pilots trained keep them in a shed.
to fly them. In other words, it is not a PFI issue. (Sir Kevin Tebbit) They have to be kept in prime

condition and checked regularly, so there is154. I do not for a moment think it is—
manpower involved in keeping them going. Once a(Sir Kevin Tebbit) It is a problem of developing the
week they have to be gone over. These are highlytechnology.
sophisticated and very expensive systems.

155. It strikes me as a competence issue more than 161. But they must be being gone over by David
a PFI issue but, putting the same question slightly Beckham to cost £6 million?
diVerently, do you believe that from that point in (Sir Kevin Tebbit) I can assure you that is what itMarch 1996, had you done anything diVerently, it cost. That is over a six and a half year period, or thewould have been possible to avoid these massive total period I gather was six and a half. The first
delays and cost overruns? aircraft were delivered to us in January 2001.
(Sir Kevin Tebbit) Not cost overruns for the

162. It is July 2002 to January 2006, but that is notaircraft but cost overruns—
important.

156. For the taxpayer? (Sir Kevin Tebbit) I am sorry, they were in one
(Sir Kevin Tebbit) Cost overruns in the sense not so place and some have been moved to another. I think

much of costs but delay in getting Apaches into the figures you got were about Shawbury, but there
service, which has been the real issue. If we had were some in diVerent locations to start with.
known, as I say, how long it would take to develop

163. It strikes me there is a kind of theme—and it isthe system, we would have built that into our overall
particularly in paragraph 2.24 but it comes up severaltimetable.
times—in the sense that nothing can start until the

157. Would you just have extended the timetable? previous process is finished and that the training and
(Sir Kevin Tebbit) No, we would have tried to process of all this is linear, and we have to complete

negotiate more quickly. It did, frankly, take two phase one and then when that is done we get phase
years to put in place aspects of this deal which I think two. Is the idea that we have overlap, and that
we would have hoped to have done more quickly training people in advance and doing things in
now. Understanding that was the main issue, and advance is a thematic weakness in the way the
also understanding that it takes longer to train pilots Department thinks, or is it just the way the Report is
thanwe assumed it was going towhenwe started. It is presented or what?
easy with the benefit of hindsight and having learned (Sir Kevin Tebbit) No, I do not think it is at all. As
these lessons subsequently but we could not have the National Audit OYce have said in their Report,

the Department has responded very flexibly topredicted them at the time, I do not think.
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changing circumstances. What you are referring to is 167. Could you not just have taken the American

simulator?what I mentioned earlier: that because of questions
of safety, we do not allow pilots to start on the (Sir Kevin Tebbit) They had trouble with theirs,
aircraft themselves but on the simulator. It is just too too. I should have mentioned that the American
dangerous to do it any other way and far too Longbow simulator was 18 months late as well.
expensive, and therefore we had to wait for the When I said this was a generic problem, cracking
simulator to be ready before we could get the training these simulator diYculties, I meant it. It is not
going. We did send a small number of pilots to the incompetence by the United Kingdom, Mr Simon; it
United States, the instructors, and that has proved is also a problem about simulators.
beneficial though it was quite expensive. They came 168. Funnily enough, I had a conversationwith theback and were responsible for the recommendations former defence secretary who procured this who saidwhich led to an alteration in the length of the training there was an enormous Cabinet row about it all, butcourse so that was helpful and was happening in he also said the oYcial advice at the time was to goparallel with the other activities, but clearlywhen you for more of an American aircraft than a British.are running a complex project like this there is no (Sir Kevin Tebbit) I did not quite go that far butdoubt you do have to proceed in phases. I suspect you have made my point for me. May I say that wethat is the key you are looking for but I amnot saying did several changes—it was not just the engine. Wethat we thought we would give them a bit of flying did put defensive aid suites in our own which,and put them back in the simulator. We insisted on frankly, we think is pretty good. We have our owndoing the simulator first. communications suite and our own IFF system, so
164. Finally, why was not conversion to role there are a few other things that we do believe were

training included in the ATIL contract? necessary, and when that is all converted back into
the software and the sensors it does add to the(SirKevin Tebbit) Conversion to role is done by the

armed forces themselves. Role is what you do on the complexity, I agree. I would not want you to think it
was just the engine but that was the critical bit.battlefield as opposed to learning to fly the aircraft,

and therefore that is properly a military function 169. Finally, what eVect will Apache have on theperformed by the armed forces linking to the various use of armour in warfare and future use of tanks?Weother arms that the aircraft are flying with, rather had an interesting talk at Middle Wallop about thisthan something that can be done separately as an but presumably this is going to change the way theaircraft. Ministry of Defence thinks about the future
procurement of things like battle tanks?165. And that is never subcontracted? It is always

done in-house? (Sir Kevin Tebbit) We supervise this through what
we call the air manoeuvre policy group, and they are(Sir Kevin Tebbit) No, because that is core
evolving training and doctrine and concepts as theymilitary business.
go. It will be part of a transition to more flexibleChairman: Thank you very much. We now have
mobile forces generally. We will see fewer heavyone or two questions to wrap up.
tanks and more agile vehicles; we have a project
called FRES (Future Rapid EVects System) which
will be the successor to the tank—it might look a bitMr Osborne like a tank but is diVerent—so the battlefield is
becoming more mobile and more agile, and Apache166. I was wondering whether, given the benefit of

hindsight, it would have been better to have just is one of the first systems to be introduced in that
way. As theGeneral said, network enabled capabilitybought the American equipment lock, stock and

barrel and the American training rather than try and means you can cover much more ground with fewer
systems much more precisely than before and co-develop a British version of the Apache, and

although you will tell me there were the advantages ordinate them, because of these sensors and
communication systems, much more rapidly. It doesof a better engine and the defensive aid suites and so

on, there also would have been huge advantages of not mean the tanks disappearing yet and we are
rather pleased that we are some of the first people tocost and you would not have had some of the delays

you have had if you had just gone for the American get a really powerful anti-tank capability, but it
means that tanks have got less superiority on thekit. This is a big procurement issue generally. What

is your view on that? battlefield. You will still need systems to take space
on the ground so you will always need some ground-(Sir Kevin Tebbit) The oYcial recommendations
based rapid systems, but FRES which is a lighterwere to go rather more closely to the American
more active system is quite likely, so it promotes asystem but it was a political decision to procure the
change. It does not remove the role of tanks entirelyRolls Royce engines. They do give greater power and
but it will require the ground battle to be moreflexibility, and they are better in extreme
manoeuvrable as well, otherwise systems likeApachecircumstances of temperature and light. They are a
will make quite short shrift of conventional armies.better engine. But had we procured the American

engine with the American aircraft we could have had (Major General Figgures) To make the emphasis,
the balance of forces, the shape of our forces, willa slightly easier run. We would not have avoided the

long pole in the tent, the problem with the flight change to reflect these diVerent capabilities but we
should never forget that, in the final analysis, themission simulator, nor would we have avoided the

issue of the length of training we believed to be enemy is closed with and killed with a bullet and the
grenade, and to enable the infantry to close with thenecessary, but we might have got the aircraft a bit

faster although that could, of course, have made it enemy they require some form of direct fire support
that can take advantage of fleeting targets in complexeven more of a mismatch.
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terrain. The question was mentioned earlier of the assume it is £15 million. The problem at the moment
Apache providing close-fire support, which was an is which spares to attribute, and that is an exercise
opportunity but it would not be the ideal way in going on at the moment.
which you put a complex platform like this in harm’s

175. It sounds to me as if we have not been doingway. You would create the conditions where this
a count, a stocktake, as we go along if we come to themobile, protected, direct-fire support enabled the
end of the process and still have to go back and seeinfantry to get in with the opposition, remove them
which spares are which and which are attributable tofrom the position and secure the position. So the all-
which contract. I would have thought that should bearms nature of combat will remain; it is just the
clear in the stock-takes we have been doing all thebalance of the means will change.
way through.
(MrFauset)We are confident, and that is why I am

saying I think it is going to be £15 million.
Mr Rendel

176. So your stock records all the way through
170. Having had a chance to review the figures show all this £15 million worth as being ours and

since I finished my questioning I am fairly confident having been paid for, and you can prove that? I hope
that we would, as taxpayers, have ended up paying you can! Secondly, Sir Kevin, I think you said that
less had we not gone down the PFI route on this one, one of the reasons why the US pilots can be trained
and therefore we should insist, if we may, insist on rather more quickly on the Apaches than the British
having a proper note fromSirKevin on this giving all pilots is because they have previous experience?
the costs applicable to the PFI contract, including the (Sir Kevin Tebbit) Indeed.
things that have gone wrong since, and the savings he

177. Surely we should have known that at the timebelieves the PFI contract made so perhaps we could
we started to decide how long it was going to take tohave that.
train our pilots. I would have thought it was fairly(Sir Kevin Tebbit) I do have to take issue with Mr
obvious, if you had been trained on a similar system,Rendel—
it would not take quite so long to train on the new

171. You can take issue in the note, if I may say so. system.
(Sir Kevin Tebbit) Well, if I may say so, the extra (Sir Kevin Tebbit) That is a perfectly reasonable

costs were because of the diYculty of getting the statement. All I can say is Westland advised the
flight mission simulator in place, not because of Department that it would take 15 weeks at a point
going down the PFI route.1 Those penalties would where we had no experience of Apache and took that
have been around anyway,most of themas a result of as a working hypothesis. It was only subsequently
delay caused by the flight mission simulator and the when we started putting our own pilots on the US
decision to extend the training patterns. courses that we realised the diVerences, and that is

the answer.172. We may diVer on that one but may I just ask
for a note for the time being? Arising from other 178. So they advised you on the basis that they
questions, why is there still any dispute over who could train pilots as quickly, even if they had noowns these £15 million worth of spares? If we bought previous experience, as the pilots they were trainingthem, they are presumably ours? who had had previous experience?(Sir Kevin Tebbit) It is a relatively small issue. The (Sir Kevin Tebbit) I have to conclude that to becompany said some of those spares are theirs in the case.relation to diVerent functions other than this
contract. We believe they are all ours. 179. That is pretty awful advice. Do you have any

means of getting back at them for the cost of that?173. So have we got them? Are they in our
You paid them a cost, or will be paying them a cost,storage areas?
based on some appalling advice which you can now(Mr Fauset) Some of these are atWestland’s plant.
prove was quite clearly bad, or based on false
assumptions?174. Why do we think we have got them? Have we

paid for them? (Sir Kevin Tebbit) I do not think that bit was
pinned down as part of the contract, frankly. That(Mr Fauset) There are three sources of these

spares.2 One is on our contract; one is on the was just the assumption that was made.
production contract where they built up spares which

180. So again, sadly, we have lost out by notthey have not used on the production line so there are
getting something in the contract which maybe wesome surplus spares there; and the other is because
ought to have thought about in advance?they were taking risk on the repair contract there are
(Sir Kevin Tebbit) It is always easy to do this withsome spares there which they took at risk—so there

a bit of hindsight.are three sources of these spares. What we are doing
at the moment with the company is attributing these 181. That is why it is so nice being on this side ofspares to the particular contracts. I think we are the PAC and not your side!going to get £15 million. My advice would be to

(Sir Kevin Tebbit) I think we are perhaps under-
estimating just how diVerent the Apache is from

1 Ev 20 previous helicopter types, and when these massive2 Note by witness: There are two sources for these spares, not leaps in technology and innovation come in, often itthree as I said in my evidence. One is the main aircraft
is quite diYcult to grasp fully all the implications atproduction contract and the other is Westland’s Private

Venture risk stock. that stage.



11-11-03 22:20:368442731002 e Pag Table: CEVIDE PPSysB Unit: PAG1

minutes of evidence taken beforeEv 20

Sir Kevin Tebbit KCB, CMG,
12 March 2003] [ContinuedMajor General Andrew Figgures CBE

and Mr Ian Fauset CB
[Mr Rendel Cont]
182. But presumably Westland should have been 184. Yes. A note on how you see future helicopter

systems being procured as intended would be helpfulable to grasp this because they would have had to
train the original American pilots on the Apaches too, and build on your experience with this particular

platform.when they came in?
(Sir Kevin Tebbit) Westland did not, of course. (Sir Kevin Tebbit) There are two major projects in

train, so I would be happy to do so.3Boeing would have been doing that in the United
States. May I say we have learned a lot on this as we 185. Thank you. May I thank you for coming
have gone along, inevitably. We now have an air before us, gentlemen, and may I particularly thank
manoeuvre policy group which looks at all the lines you, Sir Kevin, because we appreciate this is a very
of development, as they call them in the army, busy time for you and we are very grateful that you
whether it is training, manning, organisational or have managed to spare the time for coming to see us.
doctrinal issues, to bring into eVect this very complex (Sir Kevin Tebbit) Thank you.
system, but five or six years ago the world did not
look this complicated.

3 Ev 21

Chairman

183. Sir Kevin, thank you very much for coming
before us. Perhaps you might do a note—
(Sir Kevin Tebbit) I am happy to do so about the

PFI.

Supplementary memorandum submitted by the Ministry of Defence

Question 171: (Mr Rendel) Costs and savings as a result of using a PFI contract as opposed to a conventional
contract to meet training requirement.

1. Apache aircrew, groundcrew andmaintainer training is provided as a service under a PFI contract with
AviationTraining International Ltd (ATIL) (a Joint Venture betweenWestlandHelicopters Ltd andBoeing).
This route was chosen because the training element ofWestlandHelicopters Ltd’s (WHL) original tender for
the Apache weapon system prime contract was not considered value for money.

2. A PFI service solution was assessed and determined to oVer significantly better value for money. The
Net Present Value (NPV) of the PFI bid at contract award in 1998 was £260 million, a saving of £23 million
against the Public Sector Comparator (PSC).

3. The delivery of aircrew trainingwas delayed by software problems in the FullMission Simulator (FMS).
These problems, being technical in nature, would have occurred whichever contracting route (PFI or
conventional) had been chosen. However, the PFI approach (only paying on service delivery) gave the
contractor a particularly strong incentive to resolve the problems speedily, probably more so than under
conventional procurement (which customarily uses milestone payments). Because of the delay to the FMS,
the Department received liquidated damages of £2 million (the maximum permitted under the contract) and
did not pay for £17 million of aircrew courses that could not be delivered. Costs of storage (£6 million),
running on the Lynx TOW system (£13.5 million) and training in the USA (£3.5 million) were incurred, but
these were due to the technical delays to the FMS rather than our choosing the PFI route. The time taken to
conclude the PFI contract caused delay but (given that the training element of the original WHL bid did not
deliver value for money) we do not know if an alternative strategy to the PFI could have been concluded
any earlier.

4. At the time that the PFI contract was placed with ATIL, it was recognised that there was a dependency
on the MoD to deliver course material (that would be supplied to us by WHL under the prime contract) to
ATIL. However, the MoD obtained an undertaking from WHL to reimburse us in the event of and to the
extent that any costs arise by reason of, lateness, failure or inaccuracy in the courseware attributable toWHL.
In the event, Maintainer Courseware was delivered to the MoD late by WHL, and the Department had to
pay ATIL £34 million for Maintainer Courses that could not be provided because we had not delivered the
courseware. However, the Department has lodged a claim for £8 million against WHL in respect of these
payments to ATIL. The £8 million represents the value of those courses that we could have taken had
courseware been available. Our legal advice is that we cannot claim for the balance, as we would not have
taken the courses anyway. This was due to the delay to the FMS, which meant that pilots would not be
trained, aircraft would not be flown and, therefore, aircraft would not need to be maintained. We could not
have taken the courses because the maintainers, who would have been put through the courses, had to be
retained on maintenance of the Lynx fleet.

5. It should be noted that the figures quoted above are not all at the same economic conditions; any
deduction from these figures of the net saving/cost of adopting the PFI route should carry that caveat.



11-11-03 22:20:368442731003 o Pag Table: CEVIDE PPSysB Unit: PAG1

the committee of public accounts Ev 21

12 March 2003] [Continued

Question 184: (Chairman) How the Department sees future helicopter systems being procured, building on the
experience of Apache?

6. Both recent Departmental initiatives and the specific experience of Apache will aVect the procurement
of future helicopter systems.

7. The application of Smart Acquisition will aVect all future procurement. This has put a firm emphasis
on identifying and reducing risks up-front. The Concept and Assessment phases consider carefully the
options for delivering the required capability and their associated costs, benefits and risks. This includes an
assessment of the options for contracting and how performance can best be incentivised whether on one
contract or between many. The end result is to reduce risk to a level consistent with delivering acceptable
performance, to time and to cost.What risks remain should be assigned to the party best able tomanage them.
A project will go no further until this has been done.

8. Experience on Apache has shown the clear benefits of prime contractorship. Apache aircraft were built
and delivered broadly to time and cost. The ISD was achieved just two weeks later than contracted. We
therefore foresee any future helicopter system being delivered, in whole or mainly, through a prime
contractor.

9. Any decisions to split out, to separate contracts, elements of future requirements need to be examined
carefully. Smart Acquisition encourages a full and early examination of the options and risks before anymain
investment decision is made. The approach to procuring the Apache’s munitions was successful and would
be considered again, although another armed helicopter system, in addition to Apache, is unlikely in the
future. The decision to place a separate PFI contract for training would be considered for future helicopter
systems. It has delivered high quality and aVordable training systems with eVective incentives on timely
delivery. However, the time taken to lock down the PFI deal for Apache was underestimated at the time; the
time needed is now well recognised on current, and for future, programmes. Also, we would seek in future,
given ourApache experience (although this would applywhether PFIwas considered or not), to avoid putting
risk onto the Department when it is better managed by industry, eg in the delivery of courseware.

10. The use of simulators has been shown to be a cost eVective means of delivering high quality training
but the experience on Apache has shown the complexity and risk, especially schedule risk, in the technology
used. This will be recognised for any future procurement.

11. The Defence Industrial Policy confirmed competition as the MoD’s primary means of achieving value
for money. Therefore, notwithstanding the data release issues experienced on Apache, we still see the US as
a competitor for future helicopter systems, whether sourced direct from the USA or manufactured under
licence in the UK. Opportunities for the latter will be examined for future helicopter systems. On the issue of
data release, earlier agreement of project specific MOU, and on-going work on resolving this issue generally
(eg through amendment of the US/UKGeneral Security Agreement and negotiating an ITAR waiver for the
UK), will resolve many of the diYculties experienced across programmes.

12. The concept of contracting for initial support with acquisition of the initial capability, and then
developing longer term arrangements for sustainment, may convey certain advantages in circumstances
where the capability itself is novel and there is no pattern of prior usage on which to base future requirements.
However, this approach is no longer the norm. In keeping with the “whole life approach” to acquisition,
projects have been directed to examine long term and innovative support arrangements as part of the
acquisition package. Moreover, projects are obliged to seek, where cost eVective, support provisions which
provide contractual outputs of (ideally) capability or availability, or (failing that) increased contractor
logistic support. This approach is being pursued throughout MoD. Flying rates feature in many of these
arrangements but this is not itself a reliable output measure. Availability for and achievement of missions,
for example, are more eVective measures. In addition, significant elements of support (eg Post Design
Services, Safety Management, Configuration management, etc) are largely independent of flying rates.

27 March 2003
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Further supplementary memorandum submitted by the Ministry of Defence

Below are answers to additional questions that were submitted by the Chairman of the Committee:

What assessment was made by the MoD of the additional contractual and financial risks of failing to procure
the fully integrated weapon system from a single prime contractor?

1. The prime contract with Westland Helicopters Ltd (WHL) was for the procurement of the weapon
system. It provided for the supply of 67 Apache helicopters and support equipment and included the
qualification and certification of the weapon system including munitions. However, as part of the MOD’s
assessment of industry’s bids, it was determined that the manufacture of munitions stock by a separate
contractor posed minimal contractual or financial risk and would, in fact, deliver significant savings. This
assessment has proved correct and delivered savings of some £30 million.

2. The assessment of bids also determined that WHL’s proposals (within its prime contract bid) for the
delivery of training for the weapon system did not oVer value for money. The consideration and selection of
a PFI solution bore this out, saving £23 million (in NPV terms) when compared to the Public Sector
Comparator. As set out in the Supplementary Memorandum to the Committee on 27 March 2003, the PFI
approach (paying only on service delivery as well as providing for liquidated damages) gave the contractor
a particularly strong incentive to deliver, probably more so than under conventional procurement (which
customarily uses milestone payments). However, the time taken to conclude the PFI deal for Apache was
underestimated at the time.

Why was Westland chosen as prime contractor rather than the original design contractor McDonnell Douglas?

3. Westland Helicopter Ltd’s bid was judged to oVer the best value for money, of all the tenders received
in open competition. McDonnell Douglas did not bid.

Were the MoD’s estimated savings of £30 million and £23 million by contracting separately the provision of
munitions and the training package exceeded in the event by the extra costs which have arisen directly from the
additional risks incurred by MoD in doing so?

4. No. The overall costs and savings as a result of using a PFI contract to meet the training requirement
were set out in the supplementary memorandum to the Committee on 27March 2003. The £30 million saving
related to munitions completes the picture.

Had the training package been included in the prime contract, would not all the financial risks associated with
the late delivery of the training package, including the late delivery of the simulator, have been recoverable from
the prime contractor rather than resting with the MoD?

5. Even if training had been included in the prime contract, for the reasons set out in answer to further
questions below, it is not always possible to negotiate industry’s acceptance of liability for all the financial
risks associated with late delivery. Also, it would be wrong to say that, under the contracting arrangement
put in place for the training package, all the financial risk associated with late delivery rested with the MoD.
For example, with regard to late delivery of the simulator, no payments were made for courses that could not
be delivered and liquidated damages were provided for; the impact this had on the PFI training contractor
should not be underestimated.

What is the MoD’s policy towards the use of Liquidated Damages in its contracts?

6. MoD considers the inclusion of liquidated damages case by case. Where late delivery would result in
loss, MoD would consider the inclusion of liquidated damages to cover or mitigate the loss. In taking this
approach,MoDwould have regard to the foreseeable consequences of delay, the possible impact on contract
prices and whether other approaches might be appropriate.

Why is it seen as necessary to agree at the outset of any contract to limit the liability of the contractor in the
event of his breach of contract in relation to the vital condition of timely delivery?

7. A liquidated damages arrangement identifies the pre-estimate of the damage the customer will suVer if
delay occurs. Therefore, it is inherent in such an arrangement that the damage payable in relation to periods
of delay is stated.
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Are the liquidated damages sums the MoD agrees designed to fully compensate the MoD financially in the event
of breach of contract and, if so, how are they calculated?

8. MoD’s aim is to estimate the amount of liquidated damages at the outset, and a pre-estimate is made
of the financial loss likely to be suVered by the Department in the event of a breach of contract. The actual
level of liquidated damages will be the subject of agreement between the parties. The advent of Resource
Accounting and Budgeting (RAB) assists the Department in the calculation of a pre-estimate.

What relationship did the £2 million liquidated damages on the PFI training contract bear to the perceived cost
of the delay in delivery of training under that contract?

9. The £2 million damages claimed were the maximum permitted under the contract. In negotiating the
contract, MoD had regard to the foreseeable consequences of delay, the possible impact on contract prices
and the fact that ATIL, as a PFI supplier, are only paid for services delivered. In the event, some £18 million
of planned courses could not take place and were therefore not paid for.

Does theMoD ever seek to agree contracts without any provision for liquidated damages, relying on its common
law rights in the event of late delivery?

10. Yes. The majority of our contracts by number are unlikely to include Liquidated Damages provisions
because of their relative low value (90% of contracts by number are valued at less than £100,000) and/or
because they are for oV-the-shelf items.

Why is it necessary for the UK to write its own Military Aircraft Release for Apache rather than rely on, or
extend, the US Military Aircraft Release?

11. Regulation of the Airworthiness for Ministry of Defence Aircraft is covered by diVerent regulations
to those in the USA; also, the UK Apache has a number of diVerences from the US Apache D Model.

Are the C17 aircraft operated by the RAF operated against aUKMilitary Aircraft Release or an American one?

12. The UK leased C17s are operated under a UK Military Aircraft Release.

What arrangements are in hand or contemplated for integrating UK requirements with the American spares and
support facilities for Apache?

13. We are actively comparing our programme with the United States’ in order to identify areas for
mutually beneficial collaboration.

15 April 2003
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