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Summary

The defence industry is vital to Scotland. Defence and aerospace industries generate nearly
£2.31 billion in sales and together with the MoD support almost 50,000 jobs and a record
number of apprentices. This is comprised of 16,000 people directly employed by the
defence and aerospace industries and 18,500 people in Scotland directly employed by the
MoD which also supports 12,500 jobs indirectly. As well as a recognised expertise in naval
ship building, Scotland also has a strong defence electronics industry and a strong
aerospace industry based around Prestwick.

On 25 July 2007 the Secretary of State for Defence announced that the MoD would place
an order for two 65,000 tonne aircraft carriers to replace the current Invincible class
carriers. Work on the carriers is expected to support 10,000 jobs across the UK. A
significant amount of the work on the Future Carrier (CVF) programme will be carried out
in Scotland. Babcock Marine and BAE Surface Fleet Solutions will each build one of the
four lower blocks for both ships and the ships will be assembled at Babcock Marine.

On 20 May the MoD restated their commitment to the Future Carrier. However, there has
been a lengthy delay between the announcement that the programme would go ahead and
the signing of the contract. We are concerned that similar delays could occur during the
construction phase of the programme. We have been told that the CVF programme is vital
to maintaining employment in Scotland and the skills necessary for naval ship building. A
delay in the construction of CVF and a gap in workload could lead to job losses and
damage the ship-building skills base the UK needs to support if it wishes to retain
sovereign capability in key areas.

The major naval programme currently in the build stage in Scotland is the Type 45
programme. HMS Daring, the first of class, is expected to come into service in December
2009. The Military Afloat Reach and Sustainability (MARS) vessels are the other major
MoD naval ship building programme. There are three classes of MARS ship, fleet tankers,
fleet solid-support and joint sea-based logistics. These ships have been dealt with by the
Government as commercial rather than naval vessels and so are not exempt from EU
competition law. We are concerned that there appears to be a significant amount of
confusion over the status of the MARS tankers. The decision to classify the tankers as
commercial vessels had previously been explained with an emphasis on capacity issues. It
now appears that the MoD does not believe the fleet tankers would have qualified as naval
vessels even if there had been capacity in UK ship-yards to build them.

The defence industry requires a supply of skilled, semi-skilled and graduate workers. The
Modern Apprenticeship programme is a valuable alternative to higher education and
provides young people with a chance to develop practical skills. However, funding for adult
apprentices is lower than that for 16-19 year olds. It is vital for Scottish industry to look at
upskilling throughout the workforce, including mature workers who were not able to
access apprenticeships as school leavers.

The issue of constitutional change also affects the future sustainability of the Scottish
defence industry. Many defence companies currently operating in Scotland have invested
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significantly in their facilities. This makes relocation south of the border unlikely in the
short to medium term. However, in the long term it is unclear what naval requirement an
independent Scotland would have and whether this would make up for the potential loss of
UK MoD orders.

A further challenge for the Scottish defence industry is the future workload. The Joint
Venture between BAE Systems and VT Group could mean less work is carried out at BAE
yards on the Clyde and more is undertaken at the VT Portsmouth base. There is also likely
to be a reduction in the amount of MoD naval work across the UK once the CVF and
MARS programmes are completed. The UK ship building industry has only had limited
success in winning export contacts in the past.

The defence industry, particularly the ship building industry, is in a more stable position
than it has been for some time, largely due to the CVF programme. Scottish engineering
and manufacturing is supported by a highly skilled workforce. However, in order to meet
the challenges that the industry will face, all stakeholders including the Ministry of
Defence, the Scottish Executive, Scottish Enterprise, Skills Development Scotland, the
Scotland Office and industry, need to work effectively together to ensure that Scotland’s
engineering and manufacturing base continues to be world class.
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1 Introduction

1. On 25 July 2007 the Secretary of State for Defence announced that the Ministry of
Defence had agreed its comprehensive spending review settlement for 2008-2011 with the
Treasury. At the same time he confirmed the Future Carrier programme, saying:

This settlement gives the MoD the financial certainty required to continue delivering
[...] success. [...] At the same time as ensuring success on current operations, and
support for our people, this settlement enables us to invest in the capabilities that we
will need for the future. I am pleased to be able to confirm today that we will place
orders for two 65,000 tonne aircraft carriers to provide our front-line forces with the
modern, world-class capabilities that they will need over the coming decades. These
will be named HMS Queen Elizabeth and HMS Prince of Wales. They are expected
to enter service in 2014 and 2016, respectively.'

The contract for the carriers is expected to support 10,000 jobs across the UK, including
those in the BAE Surface Fleet Solutions shipyards at Govan and Scotstoun, jobs at the
Babcock Marine yard at Rosyth and those at the large number of sub-contractors who will
be involved.

2. The Future Carrier programme (CVF) follows the Strategic Defence Review in 1998
which proposed that the current 22,000 tonne Invincible aircraft carriers would be replaced
with two larger carriers from which a more powerful air group could operate. Up to 36
Joint Strike Fighters and four Airborne Early Warning aircraft could be embarked on each
carrier. A significant proportion of the construction work for the carriers will take place in
Scotland, mainly in Glasgow, where BAE Surface Fleet Solutions have two shipyards and in
Rosyth where Babcock Marine are based.

3. This inquiry set out to consider how Scotland could maximise the benefits from defence
investment, particularly the CVF programme. We aimed to examine:

o the Scottish skills base: the adequacy of the current skills base, the provision of training
and the balance between specialist and transferable skills for future defence industry
needs;

o the distribution of jobs and economic benefit across Scotland;

¢ the opportunities for associated industries and the wider supply chain, including small
businesses across Scotland.

4. The Ministry of Defence is responsible for defence procurement across the United
Kingdom. Trade and industry, financial and economic matters and employment are
reserved matters, although related issues, such as economic development, education and
training are the responsibility of the Scottish Parliament. This Committee's inquiry was
therefore focused on employment and skills in Scotland in relation to the defence industry.

1 HCDeb, 25 July 2007, Col 865
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5. The Committee held five evidence sessions in Westminster, one evidence session in
Glasgow and visited BAE shipyards on the Clyde and Thales UK in Glasgow. We took
evidence from a range of companies and organisations including Scottish Enterprise,
Society of British Aerospace Companies (SBAC) Scotland, RAND UK, UKNEST, Skills
Development Scotland and Govan High School. We also took evidence from Baroness
Taylor, Minister for Defence Equipment and Support, Dr Andrew Tyler, Chief Operating
Officer Defence Equipment and Support and Mr Amyas Morse, Commercial Director,
Ministry of Defence.

2 Contribution of the Defence Industry to
the Scottish Economy

6. We have heard throughout this inquiry that the aerospace and defence industry makes
an important contribution to the Scottish economy. SBAC Scotland told us that “the
Scottish aerospace, defence and naval sector is one of Scotland’s nationally important
sectors”.” The aerospace and defence industry also provides employment across Scotland.
SBAC went on to say “that while there are understandable clusters of businesses within our
sector in some areas of Scotland the geographical spread of the sector is much more
widespread than has hitherto been recognised”.’

7. The defence industry in Scotland is not limited to ship building. Along with a recognised
excellence in shipbuilding, Scotland also has a strong defence electronics industry,
particularly photonics and opto-electronics.* Global companies with a presence in Scotland
include Thales UK, Selex Galileo, Raytheon, BAE Systems Regional Aircraft, BAE Systems
Insyte, Rolls-Royce, Goodrich, Teledyne and Inter-Tec and Spirit Aerosystems as well as
Babcock Marine and BAE Surface Fleet Solutions.

8. A survey by SBAC Scotland found that in 2006 the aerospace, defence and naval
industries in Scotland employed 16,203 people of whom 45% worked in the naval sector,
27% in the defence sector and 28% in the aerospace sector. Although the aerospace figure
excludes defence work Warrick Malcolm told us that companies involved in civilian
aerospace may also carry out defence work. He said:

I think if you look at the example of BA Systems regional aircraft their sales will be
partly in aerospace and some of it will be defence [...] They are using it [...] to try to
manage some of the peaks and troughs of this work. Certainly they would say yes,
that they do need some of the MoD work and the defence work to help manage that
in the natural cycle of the business.’

We recognise that much of the non-defence work is dependant upon a base-load income
from defence work to share costs and ensure viability. The survey also found that 32% of
jobs in these sectors were graduate level or equivalent and the average wage in the sector

Ev 104
Ev 106
Ev 114
Q 228

u A W N
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was £29,380 compared to a Scottish national average of £21,944.% Baroness Taylor told us
that there are 18,500 service and MoD civilian jobs located in Scotland and a further 12,500
jobs generated by the MoD presence in Scotland.”

9. There were approximately 170 companies in Scotland involved in aerospace, defence
and naval work in 2006. Total orders in the aerospace, defence and naval industry in
Scotland were worth £2283.2m, made up of £614.2m naval, £684.3m general defence and
£984.7m aerospace. Nearly half of this total, £1,050.06m, is in maintenance repair and
overhaul and after sales.®

10. In 2006 the Fraser of Allander Institute at the University of Strathclyde carried out
research for BAE Systems. They “estimated that the 2,860 jobs provided by BAE SES at
Govan and Scotstoun in 2006 supported an additional 1,633 jobs in other industries in
Scotland.™ The study also estimated that for “every £1 paid directly in wages to BAE
Systems employees supports £0.46 worth of wage income elsewhere in Scotland” and that
the £133.2m worth of output from Govan and Scotstoun supported an additional £105m
worth of output from Scottish industry."

11. The defence industry is vital to Scotland; defence and aerospace generate nearly £2.31
billion in sales, directly employ more than 16,000 people and support a significant number
of other jobs. The MoD employs 18,500 people in Scotland and supports 12,500 jobs
indirectly. The MoD and the aerospace, defence and naval industry provide high quality
employment opportunities across Scotland and are key to the future of the Scottish
economy.

3 Current Defence Programmes

12. Current naval programmes are expected to fill capacity until around 2014, with the
peak of the CVF build programme occurring in 2013. In addition to naval shipbuilding
and integration, Scotland delivers through life industrial capability, from design to repair
and refitting work, in the aerospace, defence and naval sector. The Scotland Office told us
that 15 upkeep projects were due to start between summer 2008 and winter 2009/10."

13. The major naval programme currently in the build stage in Scotland is the Type 45
programme. HMS Daring, the first of class, has completed stage 1.1 and stage 1.2 sea trials.
Stage 1.3 trials are due to take place in August 2008 and the ship is expected to come into
service in December 2009. Steel has been cut on all five remaining vessels and the final
vessel is due to come into service in 2012."

6  SBAC, Aerospace, defence and naval industry survey 2007, page 12, figure 7
7 Q424

8  SBAC, Aerospace, defence and naval industry survey 2007, page 6, figure 1
9 Ev 91

10 Ibid.

11 Ev86

12 www.baesystems.com/Newsroom/NewsReleases/autoGen_108129144147.html
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14. The MoD has developed a number of Defence Technology Centres (DTCs) around the
UK. They say that DTCs are:

...world class centres of excellence conducting innovative, cutting edge research for

enhanced UK Defence capability. They are exemplars for research collaboration
between Government, UK Defence, Small-Medium Sized Enterprises, and
Universities."?

The Defence Technology Centre on electro-magnetic remote sensing is led from
Edinburgh by a consortium including Selex Sensors and Airborne Systems and Thales.

Future Carrier Programme (CVF)

15. The Future Carrier programme was announced in July 2007 by the Secretary of State
for Defence and Scotland. The two carriers, HMS Queen Elizabeth and HMS Prince of
Wales, are expected to come into service on 2014 and 2016 respectively and cost £3.8
billion. Despite speculation in early 2008 that the carriers would be delayed, on 3 March
2008 the Secretary of State told the House that there was no change to the planned in
service date.'*

16. The carriers will be built using modular construction. This is the first time such a
construction method has been used on this scale, although the Type 45 build employed
some modular construction. The Royal Academy of Engineering said that this approach
“represents a serious step up in construction complexity”.!> The design uses four ‘super-
blocks’, which will form the base of each carrier and several smaller upper blocks. The
allocation of the blocks is as follows: hull lower block 4 at BAE Systems Govan; 3 at BAE
Systems Barrow; 2 at VT Group Portsmouth, and the bow (lower block 1) at Babcock
Rosyth. The bow block is the smallest of the main blocks and Babcock will also build some
of the upper blocks as well as being responsible for the assembly and integration work on
the carriers.'®

17. It is clear that with work on two of the four main blocks, some of the upper blocks and
the assembly of the carriers being awarded to Scottish yards, the CVF programme is
important to ensure the future of ship building in Scotland. It is also important further
down the supply chain with a variety of small and medium enterprises expected to benefit
from subcontracted work. Nigel Stewart told us that BAE Systems had:

...actively gone out to the supply chain in the whole of the UK to look at what
capabilities there are there so it can be built in the UK. [...] Certainly I think all
suppliers in Scotland or England or whatever have had the opportunity to register
with the alliance so when the competitions come out they will be able to compete for
that work."”

13 www..mod.uk/Defencelnternet/AboutDefence/

14 HC Deb, 3 March 2008, col 1441

15 Ev 103

16 www.mod.uk/Defencelnternet/FactSheets/ProjectFactsheets/FutureAircraftCarriercvfProjectinformation.htm

17 Q62
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Ken Munro, Head of Human resources, Babcock Engineering Services, said that “all the
industrial partners have been encouraged to engage with their local enterprise companies
[...] and engage their local supply chains. I have no reason to believe that that is not going
on across all sectors.”"

Delays to the CVF Programme

18. Despite the announcement in July 2007 that the CVF would go ahead, the contract for
the carriers was significantly delayed. This has been a recurring theme in the evidence that
we have taken. Neither BAE nor Baroness Taylor were able to clarify what caused the delay
or give an indication of when the contract would be signed.

19.O0n 29 January 2008, the Defence Select Committee asked General Sir Kevin
O’Donoghue why the CVF contract had still not been signed six months after the Secretary
of State confirmed the programme would go ahead. General O’'Donoghue said “We [the
MoD)] are not quite ready to sign the contract. There are some commercial issues with the
joint venture. The BA Systems and VT joint venture needs to be set up and that is rolling at
the moment”.” He went on to say that “there were some commercial issues in which the
Defence Commercial Director was still engaged, and one of those is the joint venture”.* He
was unable to clarify what the other commercial issues were.

20. David Gould, Chief Operating Officer of Defence Equipment and Support (DE&S) at
the time, told the Defence Committee that:

...the joint venture in effect is a delayed sale. Therefore, if BA Systems guarantees a
price it needs some statement about future work. It has had that letter; it has been
signed and sent to them, so there should now be no impediment to pretty quick
progress on the formation of the venture and contracting for the ships.*

Mr Gould insisted that the delay was not due to a stand-off between industry and the MoD.
He said in January 2008 that he would be disappointed if the CVF contract was not signed
before his departure from DE&S in March 2008, and that he was confident it would be.*
He also told the Defence Committee that “I think we are very close to being ready to go.””

21. On the same day as the Defence Committee took evidence from General O’Donoghue
and David Gould, this Committee heard from Nigel Stewart, New Business Manager at
BAE Systems. He suggested that BAE and VT were ready to form a joint venture and that:

In terms of where we are at, the talks are at a very advanced stage and we are really
just awaiting now confirmation from the Government of the signature and the
timing of the CVF contract, assuming it is on the terms as currently agreed.*

18 Q63

19 Defence Committee, Tenth Report of Session 2007-08, Defence Equipment 2008, HC 295, Q 114
20 Ibid., Q 136

21 Ibid., Q 146

22 Ibid., Qq 151-152

23 Ibid., Q 135

24 Q42
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The Defence Committee note that:

It appears that the formation of the Joint Venture between BAE Systems and VT was
a factor behind the delay, but the MoD’s view on why this had not happened did not
appear to match that of industry.”

22. The uncertainty over the timing of the contract, and the lack of clarity on what caused
the contract to be delayed, led to concerns among the workforce that the construction
phase of the CVF programme will also be delayed. Harry Donaldson, GMB Regional
Secretary, said that “there is a genuine concern that any delays in that would impact or
potentially impact on jobs and skills”.*

23. There has also been some suggestion that the delay could have been the result of an
unusually difficult Government spending planning round. Following reports in early 2008
that some MoD programmes would be delayed or cancelled, Prospect told us that there
were “certainly concerns [...] over the Future Rapid Effects Systems contracts, all of which
we were hoping would be resolved in the next few days but we are still waiting to hear
definitively. At this point in time, there is considerable uncertainty”.”

24. The Financial Times claimed in April 2008 that the MoD had “dragged its planning
round past March, the end of the financial year, because officials are struggling to reconcile
a tight budget with their operational needs, contractual commitments and the political
priorities set by Minister”.”® Giving evidence to the Defence Committee, both General
O’Donoghue and David Gould accepted that the 2007 Planning Round was particularly

difficult.?
25. In late April, the Secretary of State for Defence told the House that:

When we have achieved the necessary alignment of the work schedule, the
commercial arrangements and other related matters, we will set the date for signing
the manufacturer contract.*

When asked about the delay in signing the contract, Baroness Taylor echoed the Secretary
of State’s comments and added, “We are talking very directly and very openly with
industry and with those involved about the details of the arrangements. There is not a long
way to go”.”! However, she was unwilling to give any further detail about the alignment
and commercial arrangements that still needed to be clarified. The Committee heard that:

We [MoD)] are discussing with the companies at the moment and [...] we are not
going to have those discussions in public. We know that the companies are as keen
to move forward as we are and that is why we are having very close contact with

25 Defence Committee, Tenth Report of Session 2007-2008, Defence Equipment 2008, HC 295, para 50
26 Q141

27 Q141

28 Industry sees risks in planning round, FT.com, 14 April 2008

29 Defence Committee, Tenth Report of Session 2007-2008, Defence Equipment 2008, HC 295, para 8
30 HCDeb, 28 April 2008, col 15

31 Q427
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them and very close discussions with them. [...] I can tell you that we have not lost a
day at this stage, but in terms of when a contract will be signed, I cannot add
anything to what the Secretary of State said just yesterday on the floor of the House.*

26. On 20 May 2008 the MoD “gave industry the green light that it was ready to go-ahead
with contract signature for the two new super aircraft carriers”.”> The reaffirmation of the
Government’s commitment to the CVF programme is welcome. However, we still await
the formation of the Joint Venture and a signed contact for the CVF construction and urge
the MoD to sign a contract as soon as possible.

27. If the CVF programme does not go ahead, or if it is significantly delayed, there is the
potential for a loss of skills. In 2006 the Defence Committee carried out an inquiry on The
Future of the UK’s Strategic Nuclear Deterrent: Manufacturing and Skills Base. They
concluded that, due to the industry’s requirement for skilled, specialist workers, retaining
the skills base would be essential to maintain capability. A gap between programmes could
erode the skill base and it might not be possible to re-establish skills in the UK once they
were lost.** We consider that there is a similar risk to the skills base required to build
complex naval vessels. Nigel Stewart, New Business Director for BAE Surface Fleet
Solutions said:

Our business is a high level technology business. [...] the Type 45 destroyer, the
aircraft carrier, the frigate—are complex products so it is very important that we
continue, and always continue, to invest in skills and training. You cannot build the
type of product we have got with an unskilled workforce.”

28. We are concerned that over 10 months elapsed between the confirmation of the
carrier programme and a contract being signed. In January 2008 the Chief Operating
Officer of Defence Equipment and Support said that they were “very close to being
ready” to sign a contract and yet, five months later, the contract had still not been
signed.

29. Although the Government has repeatedly said there will be no delay to the
construction phase of the project, continued delays to the contract signing have caused
concern. We have been told that the CVF programme is vital to maintaining
employment in Scotland and the skills necessary for naval ship building. We are
concerned that a delay in the construction of CVF and a gap in workload could lead to
job losses and damage the ship-building skills base the UK needs to support if it wishes
to retain sovereign capability in key areas.

30. Delays during the construction phase and beyond could cause problems, both
operationally and to manufacturers. The MoD must be vigilant to the possibility of
delays and take robust action to avoid or limit any further delay in the project. We
recommend that the Ministry of Defence review how it communicates the progress of

32 Qq474-476
33 www.royal-navy.mod.uk/server/show/ConWebDoc.12810

34 Defence Committee, Fourth Report of Session 2006-2007, The Future of the UK's Strategic Nuclear Deterrent: the
Manufacturing and Skills Base, HC 59, paras 48-54

35 Q113
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defence programmes to limit confusion and concern about possible delays. Uncertainty
about progress has led to scare-mongering, which has been destabilising to the
workforce and the wider community.

31. Given the importance of shipbuilding to the Scottish economy, delays to the CVF
programme could impact disproportionately on Scotland compared to the rest of the
UK. The Scotland Office, therefore, needs to make the case to other Government
departments to ensure the potential consequences of any delay are clear, particularly to
the MoD.

Military Afloat Reach and Sustainability (MARS)

32. The Military Afloat Reach and Sustainability (MARS) programme comprises of 3
classes of ship. These are:

o six fleet tankers for delivery between 2010 and 2016;
o two fleet solid-support ships for delivery in 2017 and 2019; and
o three joint sea-based logistics vessels for delivery in 2018, 2020 and 2021.

The MARS tankers are needed urgently as current Royal Navy tankers are single-hulled
and under EU regulations single-hulled category 2 and 3 tankers must be withdrawn by
2010.

33. On 12 December 2007 an invitation to respond to an expression of interest to supply
up to six fleet tankers appeared in the European Journal.*® There has been some concern
from UK shipbuilders about the decision to put the MARS tankers to international tender.
BAE told us that:

... until such a time as core workload for UK Industry is defined and committed and
all key industrial capabilities secured, it would be premature to remove options, such
as the Fleet Tankers, that may be required to safeguard UK capability.”’

34. Article 87 of the European Community Treaty says that:

. any aid granted by a Member State or through State resources in any form
whatsoever which distorts or threatens to distort competition by favouring certain
undertakings or the production of certain goods shall, in so far as it affects trade
between Member States, be incompatible with the common market.*

Article 296 exempts defence procurement from competition law. It allows that:

. any Member State may take such measures as it considers necessary for the
protection of the essential interests of its security which are connected with the
production of or trade in arms, munitions and war material; such measures shall not

36 Ev93
37 Ibid.
38 http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:12002E087:EN:NOT
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adversely affect the conditions of competition in the common market regarding
products which are not intended for specifically military purposes.*

35. The MARS tankers have been dealt with by the Government as commercial rather than
naval vessels. In a letter to the Chairman on 3 June 2008 the Minister stated that:

The MOD operates in accordance with UK and EU procurement law which means
that the requirement for the FT contract must be competed unless a valid exemption
applies—including the exemption offered by Article 296 of the EC Treaty. In the first
instance, it will always be MOD’s decision as to whether or not an Article 296
exemption should be applied (including any determination as to whether a naval or
auxiliary ship is deemed ‘warlike’ or not, in accordance with Article 296). That
decision can, however, be legally challenged by industry or the European
Commission if either (or both) feel that an exemption has been wrongly applied. The
lack of UK capacity and the difficulties inherent in demonstrating that the FT's meet
all the relevant criteria have negated the need for MOD to currently declare an
Article 296 exemption for the design and build elements of the ships. The
applicability of Article 296 for later aspects of the MARS programme will be
considered in due course.*

36. GMB suggested that “the MARS programme should dovetail with the Carrier and Type
45 contracts to enable work to be sustained in the yards for as long a period of time as
possible.”! However, they accepted that this would, in practice, mean delaying the tankers
which are urgently needed.

37. CVF and MARS are the two major MoD shipbuilding projects due to take place
between now and 2020. The first wave of this programme is an order for 6 tankers to be in
service by 2016. In addition to the uncertainty over the timing of the CVF programme,
there are concerns about the decision to open procurement of these ships to manufacturers
from outside the UK. When asked about this, Vic Emery, Managing Director, BAE Surface
Fleet Solutions said:

...the industry needs some certainty going forward, either in the form of the aircraft
carrier programme or a replacement for that programme if it were not to go ahead
on its original dates and if there was some other delay to the programme, who
knows? You need to be able to have some mechanism of filling the void in the
unemployment which that would create.*

38. If the CVF project were to be delayed, Baroness Taylor told us that not only would it be
legally difficult to replace CVF work with work on the tankers because “once you have
actually advertised that contract it would be quite difficult to redefine it”* but also difficult

39 http://eur-lex.europa.eu/en/treaties/dat/12002E/htm/C_2002325EN.003301.html
40 Ev 89
41 Ev99
42 Q414
43 Q442
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from a practical position because the MoD “do not have a design that we can just slip in for
these fleet tankers so it is not as simple as it might superficially appear”.**

39. Although the Minister explained that the MoD did not believe the tankers were naval
vessels, Dr Andrew Tyler told us that other ships in the MARS programme were, at least in
part, covered by Article 296. He said that:

... the Joint Sea Based Logistic ships are considerably more complex than the tankers
and indeed the Solid Support ships, to the extent whereby we have put those inside
the boundaries of the scope that will go exclusively to the UK yards. The Solid
Support ships, in our judgment, are a simpler ship—they are more complicated than
tankers but they are a simpler ship—and I think there is a judgement to be made at
the time [...] about how we treat those.*®

Dr Tyler confirmed that both the Joint Sea Based Logistic ships and the Solid Support ships
were part of the heads of terms for the terms of business agreement for the Joint Venture.

40. We welcome the confirmation that work on the Joint Sea Based Logistics (JSBL)
ships and some of the work on the Solid Support (SS) ships will go to British yards. We
believe Solid Support ships should also be built in British yards since ensuring a steady
forward load is vital if Scottish, and indeed UK, shipbuilders are to be able to plan their
workforce and the skills-mix of their workforce effectively. The only circumstances in
which we can envisage accepting that the JSBL or SS ships should be put abroad would
be if there were capacity constraints, but we believe that this should be avoidable with
prudent planning.

41. We are concerned that there appears to be a significant amount of confusion over
the status of the MARS tankers. The decision to classify the tankers as commercial
vessels had previously been explained with an emphasis on capacity issues. This led to a
widespread belief that the tankers could be pulled back to the UK if the CVF
programme was delayed. This now appears not to be the case.

42. Uncertainty about the timing of the CVF has increased concern about the first
MARS vessels being built outside the UK. We recommend the Ministry of Defence
clarify what, if any, strategy there is to cope with delays in the current ship building
programme and ensure critical skills are maintained.

Non-naval defence programmes

43. We have focused, during the inquiry, on naval defence work in Scotland. However,
there is a significant aerospace and non-naval defence industry in Scotland. Thales UK,
Selex Galileo and BAE all have Scottish facilities that undertake non-naval defence work.*
We recognise, however, that much of the non-defence work is dependant upon a base-load
income from defence work to share costs and ensure viability. In 2006 £1,669m of the total
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orders for the sector were aerospace and non-naval defence compared to £614.2m for naval
companies.

44. The MoD provides 18,500 service and civilian jobs in Scotland and supports a further
12,500 indirectly. Prospect the union expressed concern that “there are some question
marks over the future of that as a result of some very major reorganisation plans within the
MoD which do appear to be having a much greater impact on Scotland than they do on
other areas of the UK.” When asked about this point the Minister said that the “MoD is
going through a phase of streamlining but is not based on any geographical preferences.”*

45. We recognise the important role aerospace and non-naval defence companies play
in providing economic development and high skilled jobs in Scotland, and the role of
MoD as a major employer in Scotland. We support necessary MoD reorganisation but
the MoD must ensure there is clear communication and consultation with staff and
other stakeholders both before and during any changes.

4 Skills for Defence in Scotland

Defence Industrial Strategy
46. The current Defence Industrial Strategy (DIS) was published in 2005 and identifies:

...which industrial capabilities we need to retain in the UK to ensure that we can
continue to operate our equipment in the way we choose to maintain appropriate
sovereignty and thereby protect our national security.*

The DIS is clear that while the MoD will support a core workload in the maritime sector,
additional work, not required to sustain key capabilities, may be undertaken offshore.*’

47. The Defence Industrial Strategy also suggests that consolidation and down-sizing of
industry will be necessary, saying:

To implement this strategy will require changes on behalf of both industry and
Government. Industry will need to adjust to sustain the capabilities we need once
current production peaks are passed. The Government, too, needs to drive forward
improvements in the way we acquire, support and upgrade our equipment.
Together, the defence industry and government have to change their relationship,
working to ensure that our Armed Forces continue to have the equipment they need.
Doing this will help ensure the UK defence industry has a sustainable and bright
future. This will require continuous effort on both sides over the coming years as it
will not be easy. However, by starting the process today, while workloads are high,
we can avoid facing a crisis in a few years time.*

48. John Coles, Chairman, UK Naval Engineering, Science and Technology, told us that:
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I think the DIS was a brilliant document actually because it laid out a strategy for
industry to follow and therefore to actually see what they were going to invest in
what was going to be core skills, and that is fairly clear in the documents, so I think
what the industry has to maintain, whether it is in Scotland or the UK, is their core
skills and the Ministry of Defence indicated what they will be. [...] Whether they
come from Scotland or the UK or internationally it is difficult to say but what
industry is going to be sustained is clear in the DIS and that gives a fairly clear
indication of the things that are going to be done.”!

Andy Leather and Nigel Stewart of BAE, also supported the view that the DIS was a useful
guide to the capabilities that would be sustained in the UK and a valuable tool for
sustaining the relationship between industry and the Government.>

49. An updated version of the Defence Industrial Strategy was due to be published in 2007.
The Minister confirmed that there would be updates to the DIS but was unable to say
when.” She told us that:

The decision not to proceed in December, which I took, was one which was
welcomed by industry. They felt that we were not ready, they were not ready and we
were not ready, to move ahead at that stage. Since then we have had significant
discussions with industry about the way forward and the priorities for the next stage
and what we should be doing when. [...] We have an NDIC meeting on Thursday
and we will discuss further progress then.”

Skills base in Scotland

School leavers

50. Employers in the sectors we are examining in this report have given us differing views
about whether they are generally satisfied with the quality of school leavers applying for
jobs. Ken Munro, HR Director, Babcock Marine told us “I do think that the education
system is capable if people apply themselves; people who do apply themselves come
through it very well.”> However, the Society of British Aerospace Companies Scotland
expressed concern about the quality and skills of school leavers.*

51. When asked about how ‘work-ready’ Scottish school leavers are, Katie Hutton, Head of
Operations, Skills Interventions Team, Skills Development Scotland said that they left
school with the majority of the general skills required for work but there were still areas
that employers had to provide training to cover.”” Kevin Sweeney, Deputy Head of Govan
High School gave us valuable evidence about the skills of school leavers. We were
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impressed by the range of work Govan High is doing to ensure their pupils are equipped to
enter work or further education at varying levels of attainment.

Apprentices

52. Modern Apprenticeships involve study at college along with practical learning
provided by an employer. Participants who complete a Modern Apprenticeship gain a level
3 qualification. Since 2002-2003, 529 Modern Apprentices have started with BAE Scotland.
In 2007 Babcock recruited 50 Apprentices to work at Rosyth. This represents a significant
increase in the number of apprentices. Ken Munro told us that “apprentice intake across
Fife now is higher this year than it has been for some considerable time. Organisations are
quite clearly gearing up”.*® Scottish Enterprise suggest that planning for the CVF
programme has led to an increase in the recruitment of both skilled workers and Modern
Apprentices.”

53. Although the evidence we received supported Modern Apprenticeships, there was
some concern about differences in the way apprenticeships are funded in Scotland. Scottish
Engineering claim that Scottish apprenticeships receive less funding than those in England.
They say that “an exact comparison between England and Scotland leaves a disparity of as
much as £3,893 per MA [Modern Apprenticeship].”®

54. In Scotland, colleges claim funding from the Scottish Funding Council. The colleges
make an additional charge to the training companies of, on average, £1,150 which is paid
out of the £9000 that the company receives to cover the cost of training an apprentice.
There is additional money which goes directly to the college to cover course fees. In
England there is a national rate of £11,743 to cover all costs for an apprentice excluding
college fees and key skills payments. In addition, the five Scottish Core Skills do not attract
additional funding, whereas in England and Wales the six Key Skills® are assessed
separately and so receive an additional £865. Although this means that employers in
England receive more money per apprentice, they have to pay all college fees, while in
Scotland most college fees are paid directly to the colleges.

55. Vic Emery told us that “the way in which the funding is done is different but it is about
averaging the same in England and Scotland.”®* Katie Hutton also told us that funding “will
probably be commensurate™’ for England and Scotland and that the higher amount given
to English companies compensated for higher cost.

56. One area where Scotland does appear to be at a disadvantage is funding for mature
apprentices. In November 2007 the Department for Innovation, Universities and Skills
announced that spending on skills will rise to £12.3 bn per year by 2010-11 for England.
This funding increase will increase the total number of apprenticeships from 250,000 to
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400,000 by 2010-11 and some funding will be specifically targeted at expanding
apprenticeships for adults aged over 25. Over the next three years £90m of this funding will
be used to establish 30,000 apprenticeships for over 25s.%

57. While there is no upper age limit for apprentices in Scotland, guidance from Highlands
and Islands Enterprise states that:

...the enterprise network has discretion, within its budgets, to decide appropriate
levels of training provision and funding contribution, taking into account market
priorities. Under a UK-wide government training guarantee, funding is prioritised
for 16-17 year old apprentices.”®

Katie Hutton told us that “£4,500 is paid per apprenticeship for those over 20.7%

58. BAE told the Committee that they are designing and planning to pilot an accelerated
adult modern apprenticeship for existing semi-skilled workers. They note that although
they would expect to roll this out to the wider population they “would look to receive
significant funding for this initiative which we believe is a ‘medium/high risk’ population,
but one that will help us meet the resource challenges that we will face in the future.”®
SEMTA, the Sector Skills Council for science, engineering and manufacturing is also
working with companies in the sector to develop an accelerated apprenticeship for adults
with previous experience in the industry.*®

59. We believe the Modern Apprenticeship programme is a valuable alternative to
higher education and provides young people with a chance to develop practical skills.
We are persuaded that, although the funding structure in Scotland differs from that of
England and Wales, 16-19 year old apprentices in Scotland do not attract significantly
less funding than apprentices in England and Wales.

60. We welcome the work that BAE and SEMTA are doing to develop apprenticeships
for adults. However, we are concerned that apprentices aged 20 or older do not receive
full funding. We believe that it is vital for Scottish industry to look at upskilling
throughout the workforce, including mature workers who were not able to access
apprenticeships as school leavers. We urge the Scottish Executive and Scottish
Enterprise to consider increasing funding for adult apprentices.

Research and Development

61. We heard that the high level of skills in some areas was attracting companies to
Scotland. Warwick Malcolm, Head of Public Affairs, SBAC told us that Spirit Aerosystems
and Slingsby Aerosytems had moved to Prestwick in recent time. He added that, for
Slingsby Aerosystems “the reason they have moved to Prestwick and to Scotland in
particular is because of the availability of the skills that the sector has there and in
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Prestwick.”® The highly skilled workforce is an important selling point for Scotland in
attracting investment. Warrick Malcolm told us that, for the aerospace industry, “in
Scotland it is our R&D and our skills that is the crucial thing to define us and separate us
from the competition.”” David Lockwood and Nigel Stewart both expressed the view that
the facilities in Scotland acted as a showcase for Scottish skills.”

62. SBAC Scotland argue that although Scotland has, historically, been seen to produce

good engineers this “should not prevent a realistic assessment of the challenges we face.””
They add that:

...support in Scotland and the UK for aerospace, defence and naval research and
development is simply not keeping pace with our global competitors. Annual DTI
[now Department for Business, Enterprise and Regulatory Reform] & regional
funding running at £45 million pa is a good start but is still well behind the £70
million minimum recommended by the government sponsored Aerospace
Innovation and Growth Team (AelGT). Approximately £30 million of MoD funding
is identified as aligned with National Aerospace Technology Strategy (NATS) versus
AelGT recommendation of £90 million.”

Promoting employment and skills for defence in Scotland

63. One issue that has been raised repeatedly in the course of our inquiry is the work that
industry does to educate students, parents, teachers and careers advisers about the
opportunities available in the defence sector. Thales, BAE and Babcock have all given
evidence to the Committee that they work with local schools. Thales states that they
“provide financial support to schools within the immediate area of the site.””* BAE have
initiatives including schools road shows, engineering challenges, school visits to yards and
invitations to launches but they told us that: “Despite our efforts we come across teachers,
careers advisers, pupils and parents who still believe that shipbuilding is an undesirable
industry/career to get involved in”.”>

64. We were also concerned to hear, in the evidence from Govan High School, that there
appears to be a consistent bias in the educational system in favour of the academic and
against the vocational. The systems of school assessment utilised by the Inspectorate were
said to be particularly unhelpful in encouraging a parity of esteem for the different routes
chosen by Scottish youngsters.

65. Scottish Enterprise expressed concern that the ‘Make it in Scotland’ roadshow, which
aimed to promote manufacturing careers to all S2 pupils in Scotland, had been
discontinued. We heard that this decision had been taken because ‘Make it in Scotland’ was
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not cost effective in terms of “the amount of money that was required to run it and, also,
the amount of company time that the programme took, and the amount of time that it
took school children away from doing what they are supposed to be doing.””® A new
programme ‘Pathways to Gain’ was launched on 12 May 2008 and is currently being
evaluated.

66. Skills Development Scotland was formed on 1 April 2008. Hazel Mathieson told us
that:

We are a new organisation that combines the functions of three previous
organisations, which were the Scottish University for Industry, Careers Scotland and
the learning and skills functions of both Scottish Enterprise and Highlands and
Islands Enterprise. The key role for our organisation is the implementation for the
Scottish Skills Strategy, Skills for Scotland, [...] We are aiming to deliver an
integrated service of careers information, guidance, skills advice, brokering and
training to individuals and businesses [...] the new organisation is a catalyst to try
and bring a real focus for the delivery of skills and learning in Scotland.”

Katie Hutton added that Skills Development Scotland are due to start a project to look at
their own delivery model at a local, regional and national level.”®

67. Scottish Enterprise launched the Scottish Marine Technologies Training Project
(SMTTP) in August 2007. It was designed to “coordinate the activities of the companies,
further education colleges and various agencies in the recruitment, training and up-skilling
the workforce needed to serve the anticipated needs of the shipbuilding industry.”” Hazel
Mattieson told us that the SMTTP is now a joint project between Scottish Enterprise and
Skills Development Scotland.®

68. With Skills Development Scotland taking over some parts of the remit for Scottish
Enterprise, we hope Scottish Enterprise will now be more proactive in working to promote
Scotland. We heard from John Coles that Scottish Enterprise had been much less active in
talking to key decision makers than some English Regional Development Agencies. He said
that:

...in my time as an official I found other regional authorities [...] much more
aggressive in pursuing their interest on programmes and pushing much harder on
me and other officials about what was available and coming to talk to me about what
they could offer. [...] I do not remember anybody specifically from Scotland coming
to my desk and saying, "What about us?" I do not remember that but I do remember
the others doing that and pressing quite hard.®
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69. The Scottish Executive must ensure that industry continues to see Scotland as a
good area for investment due to the highly skilled workforce. Scottish Enterprise also
has a role to play in promoting Scotland to industry and working to develop existing
Scottish industry. We are concerned that Scottish Enterprise has not been sufficiently
pro-active to date and hope that the re-launch of Scottish Enterprise on 1 April 2008
will lead to greater success in promoting and supporting Scottish industry.

70. We urge all stakeholders, including the Ministry of Defence, Skills Development
Scotland, the Scottish Enterprise and defence companies to work together to promote
careers in the defence sector and support the work of education providers in widening
access to skilled employment or further training. We urge the Scottish executive and
local authorities to examine the apparent biases within the education system in favour
of the academic stream and urge them to take appropriate action to boost the standing
of vocational options.

5 The Future of Defence in Scotland

71. Most of the witnesses we have heard from have been broadly positive about the future
of defence in Scotland but there are some issues that affect the sustainability of the sector,
such as the possibility of constitutional change and questions about how much of the Joint
Venture work will be carried out in Scotland.

Constitutional change

72. There is ongoing discussion within Scotland and the UK about the possibility of
constitutional change. We recognise there are strong views on this matter, but the costs
and benefits of the Union, and the questions of whether Scotland should remain part of it,
are outside the scope of this inquiry.

73. Throughout the inquiry we have heard that MoD orders are vital to sustain naval
shipbuilding in the UK. We have been told that MoD orders are also important to non-
naval defence companies. Nigel Stewart of BAE told the Committee that “UK Government
orders and support are critical to us as a warship building business,” and that without
Royal Navy orders “There would not be a ship building business.”® David Lockwood said
that, while Thales “would not be dead without Royal Navy business; we would certainly
have an interesting cost challenge in that part of the business.”®*

74. The Minister suggested that an independent Scotland would not receive a significant
amount of UK naval work. She told us that “one of the things that we have to consider
when we are having orders is our operational sovereignty and it is true we have some
arrangements on some projects with other countries but operational sovereignty is always a
factor and is very important to us and one of the things we would have to consider.”® It is
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unclear what naval requirement an independent Scotland would have and whether this
would make up for the loss of UK MoD orders.

75. Warrick Malcolm suggested that, while companies could move facilities fairly easily:

What ties them to Scotland are things like the education and the skills and the people
and so on, and the support that they obviously receive from people like SBAC
Scotland and indeed from the Scottish Government, which is extremely important.
But it is the people, the skills and the innovation that are indeed attracting people to
Scotland; and as long as that stays competitive they will stay in Scotland.®

However, there has also been significant investment in some facilities which could make
relocation unappealing. BAE investment in the yards at Govan and Scotstoun over the past
seven years include £8.8m for new tidal gates at both yards, £3.2m for the extension of
existing pits and construction of new pits at Scotstoun and £1.9m for upgrades to
preparation and fabrication facilities.

76. Many defence companies currently operating in Scotland have invested significantly
in their facilities there. That makes relocation south of the border unlikely in the short
to medium term. We recognise that the possibility of constitutional change will throw
into doubt the long term sustainability of the Scottish defence industry as, under the
current business model, MoD orders are the foundation of any additional business.

The Joint Venture

77. The Joint Venture (JV) is a proposed company to be formed from parts of BAE
Systems and VT Group. The Joint Venture will include the two BAE shipyards on the
Clyde, Govan and Scotstoun, and VT facilities in Portsmouth. BAE and VT would have
equal voting rights on the board of the Joint Venture. Once the JV is formed it will become
Britain’s largest naval shipbuilder.

78. The nature of the Joint Venture also poses questions regarding the future of the defence
industry in Scotland. Vic Emery told us that:

... the future workload provided by the MoD to the industry at large will be much
smaller than it currently is and, therefore, across the United Kingdom there is an
over capacity of shipbuilding capability, therefore some rationalisation will need to
be taking place.”

This echoes the view expressed in the Defence Industrial Strategy that:

Industry restructuring and consolidation is likely to be a key feature of any
improvement programme, and fundamental to creating a viable and sustainable
business to meet anticipated steady-state demand.*
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79. The formation of a Joint Venture between VT and Babcock is one of the requirements
for the CVF programme. While the JV would have a guaranteed level of work for 15 years
it is expected to be about one-third of the work level at the peak of the CVF build. VT is
based in Portsmouth while BAE has yards around the UK.

80. It is possible that the Joint Venture could result in less work being carried out in
Scotland. Vic Emery of BAE told the Committee:

... from a shipbuilding point of view the defence Industrial Strategy calls for a
consolidation of the industry across the whole of the UK. How that gets divided
between north and south of the border is a long way from being decided.*

81. With a limited amount of guaranteed work after the CVF programme it is possible
that the majority, or the entirety, of the work for the Joint Venture could be carried out
in the VT yard in the south of England rather than Scotland. We urge the Ministry of
Defence, BAES and VT to ensure that any decisions are communicated clearly and early
to the workforce and consulted on. The Scottish Executive and Skills Development
Scotland must ensure that education and training in Scotland continue to produce a
highly skilled, highly motivated workforce. The Scotland Office must promote the
strengths of Scottish industry and make the case within Government for a continued
industrial presence in Scotland.

Future workload

82. Nigel Stewart suggested that the level of work guaranteed under the Joint Venture is
expected to be one 5,000 tonne vessel per year and a new design every five years.”” The
Future Surface Combatant (FSC) programme, which is likely to provide some work for the
Joint Venture, is still at the concept stage and has not gone through the initial gate process.
The target in-service date for the FSC is 2018-2020.

83. Additional work could come from export contracts. Nigel Stewart told us that “BAE
[...] are at the moment looking at a number of significant export prospects.”' However,
the UK ship building industry has only had limited success in winning export contacts in
the past. Vic Emery told us that BAE had not won an export contract in the past 3 years.**

84. Hans Pung, Head of Research in Defence and Security, RAND Europe, suggested that
part of the reason for “mixed success” of UK shipbuilders in exporting ships was a
“misalignment of the market for export ships and the requirement of the MoD for the sorts
of naval warships that are produced.”? Royal Navy operational requirements mean that
UK naval ships are more complex than those of many other countries and so have a limited
appeal as export products. Dr Tyler told us that, for the Future Surface Combatant the aim
was to:
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Develop what I call the chassis of the ship, by which I mean the hull and the basic
marine systems in the ship, which will be intrinsically exportable allowing those
companies to hopefully be successful in that area. We might put a more complex
weapons system ourselves onto those platforms in order to satisfy our own
requirements, but those companies are becoming very successful these days in taking
a more modular approach to the way that they build these ships which will allow
them to put different weapons systems on for a different customer in a different part
of the world and to be internationally competitive on that basis.”

85. There are also non-naval programmes which could provide work for Scotland. These
programmes include the Future Rapid Effect System Utility Vehicle (FRES) and the Future
Integrated Soldier Technology (FIST) programme. Work on FIST is ongoing and a
‘preferred design’ for FRES was announced on 9 May 2008. However, given the difficulties
over the 2007-2008 planning round it is unclear whether either of these programmes will
go ahead and what the timescale may be.

86. While the Joint Venture is guaranteed a certain amount of work, defence companies
need to increase their non-MoD order book. We urge the MoD to work with companies
during the design stage of defence programmes to ensure that, if possible, designs can
be adapted for the export market.

6 Conclusion

87. The defence industry is vital for Scotland. As well as contributing to the economy
the defence industry also provides skilled employment opportunities. The defence
industry, particularly the ship building industry, is in a more stable position than it has
been for some time, largely due to the CVF programme. Scottish engineering and
manufacturing is supported by a highly skilled workforce. However, once the carriers
have been constructed, there are a number of challenges that the industry will have to
prepare for.

88. Those challenges include the potential impact of possible constitutional change
with consequential loss of automatic access to the UK home market, limited success to
date in the export market and the formation of a Joint Venture which could lead to
more work being carried out in England. To prepare for these challenges, all
stakeholders including the Ministry of Defence, the Scottish Executive, Scottish
Enterprise, Skills Development Scotland, the Scotland Office and industry, need to
work effectively together to ensure that Scotland’s engineering and manufacturing base
continues to be world class.

94 Q498



Employment and Skills for the Defence Industry in Scotland 25

Conclusions and recommendations

1.  We are concerned that over 10 months elapsed between the confirmation of the
carrier programme and a contract being signed. In January 2008 the Chief Operating
Officer of Defence Equipment and Support said that they were “very close to being
ready” to sign a contract and yet, five months later, the contract had still not been
signed. (Paragraph 28)

2. Although the Government has repeatedly said there will be no delay to the
construction phase of the project, continued delays to the contract signing have
caused concern. We have been told that the CVF programme is vital to maintaining
employment in Scotland and the skills necessary for naval ship building. We are
concerned that a delay in the construction of CVF and a gap in workload could lead
to job losses and damage the ship-building skills base the UK needs to support if it
wishes to retain sovereign capability in key areas. (Paragraph 29)

3.  Delays during the construction phase and beyond could cause problems, both
operationally and to manufacturers. The MoD must be vigilant to the possibility of
delays and take robust action to avoid or limit any further delay in the project. We
recommend that the Ministry of Defence review how it communicates the progress
of defence programmes to limit confusion and concern about possible delays.
Uncertainty about progress has led to scare-mongering, which has been destabilising
to the workforce and the wider community. (Paragraph 30)

4.  Given the importance of shipbuilding to the Scottish economy, delays to the CVF
programme could impact disproportionately on Scotland compared to the rest of the
UK. The Scotland Office, therefore, needs to make the case to other Government
departments to ensure the potential consequences of any delay are clear, particularly
to the MoD. (Paragraph 31)

5.  We welcome the confirmation that work on the Joint Sea Based Logistics (JSBL)
ships and some of the work on the Solid Support (SS) ships will go to British yards.
We believe Solid Support ships should also be built in British yards since ensuring a
steady forward load is vital if Scottish, and indeed UK, shipbuilders are to be able to
plan their workforce and the skills-mix of their workforce effectively. The only
circumstances in which we can envisage accepting that the JSBL or SS ships should
be put abroad would be if there were capacity constraints, but we believe that this
should be avoidable with prudent planning. (Paragraph 40)

6.  Weare concerned that there appears to be a significant amount of confusion over the
status of the MARS tankers. The decision to classify the tankers as commercial
vessels had previously been explained with an emphasis on capacity issues. This led
to a widespread belief that the tankers could be pulled back to the UK if the CVF
programme was delayed. This now appears not to be the case. (Paragraph 41)

7. Uncertainty about the timing of the CVF has increased concern about the first
MARS vessels being built outside the UK. We recommend the Ministry of Defence
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10.

11.

12.

13.

14.

clarify what, if any, strategy there is to cope with delays in the current ship building
programme and ensure critical skills are maintained. (Paragraph 42)

We recognise the important role aerospace and non-naval defence companies play in
providing economic development and high skilled jobs in Scotland, and the role of
MoD as a major employer in Scotland. We support necessary MoD reorganisation
but the MoD must ensure there is clear communication and consultation with staff
and other stakeholders both before and during any changes. (Paragraph 45)

We believe the Modern Apprenticeship programme is a valuable alternative to
higher education and provides young people with a chance to develop practical skills.
We are persuaded that, although the funding structure in Scotland differs from that
of England and Wales, 16-19 year old apprentices in Scotland do not attract
significantly less funding than apprentices in England and Wales. (Paragraph 59)

We welcome the work that BAE and SEMTA are doing to develop apprenticeships
for adults. However, we are concerned that apprentices aged 20 or older do not
receive full funding. We believe that it is vital for Scottish industry to look at
upskilling throughout the workforce, including mature workers who were not able to
access apprenticeships as school leavers. We urge the Scottish Executive and Scottish
Enterprise to consider increasing funding for adult apprentices. (Paragraph 60)

The Scottish Executive must ensure that industry continues to see Scotland as a good
area for investment due to the highly skilled workforce. Scottish Enterprise also has a
role to play in promoting Scotland to industry and working to develop existing
Scottish industry. We are concerned that Scottish Enterprise has not been sufficiently
pro-active to date and hope that the re-launch of Scottish Enterprise on 1 April 2008
will lead to greater success in promoting and supporting Scottish industry.
(Paragraph 69)

We urge all stakeholders, including the Ministry of Defence, Skills Development
Scotland, the Scottish Enterprise and defence companies to work together to
promote careers in the defence sector and support the work of education providers
in widening access to skilled employment or further training. We urge the Scottish
executive and local authorities to examine the apparent biases within the education
system in favour of the academic stream and urge them to take appropriate action to
boost the standing of vocational options. (Paragraph 70)

Many defence companies currently operating in Scotland have invested significantly
in their facilities there. That makes relocation south of the border unlikely in the
short to medium term. We recognise that the possibility of constitutional change will
throw into doubt the long term sustainability of the Scottish defence industry as,
under the current business model, MoD orders are the foundation of any additional
business. (Paragraph 76)

With a limited amount of guaranteed work after the CVF programme it is possible
that the majority, or the entirety, of the work for the Joint Venture could be carried
out in the VT yard in the south of England rather than Scotland. We urge the
Ministry of Defence, BAES and VT to ensure that any decisions are communicated
clearly and early to the workforce and consulted on. The Scottish Executive and
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Skills Development Scotland must ensure that education and training in Scotland
continue to produce a highly skilled, highly motivated workforce. The Scotland
Office must promote the strengths of Scottish industry and make the case within
Government for a continued industrial presence in Scotland. (Paragraph 81)

While the Joint Venture is guaranteed a certain amount of work, defence companies
need to increase their non-MoD order book. We urge the MoD to work with
companies during the design stage of defence programmes to ensure that, if possible,
designs can be adapted for the export market. (Paragraph 86)

The defence industry is vital for Scotland. As well as contributing to the economy the
defence industry also provides skilled employment opportunities. The defence
industry, particularly the ship building industry, is in a more stable position than it
has been for some time, largely due to the CVF programme. Scottish engineering and
manufacturing is supported by a highly skilled workforce. However, once the carriers
have been constructed, there are a number of challenges that the industry will have to
prepare for. (Paragraph 87)

Those challenges include the potential impact of possible constitutional change with
consequential loss of automatic access to the UK home market, limited success to
date in the export market and the formation of a Joint Venture which could lead to
more work being carried out in England. To prepare for these challenges, all
stakeholders including the Ministry of Defence, the Scottish Executive, Scottish
Enterprise, Skills Development Scotland, the Scotland Office and industry, need to
work effectively together to ensure that Scotland’s engineering and manufacturing
base continues to be world class. (Paragraph 88)
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Formal Minutes

Wednesday 11 June 2008
Members present:

Mr Mohammad Sarwar, in the Chair

Mr Ian Davidson Mr Angus MacNeil
Mr Jim Devine David Mundell
Mr Jim McGovern Mr Ben Wallace

Employment and Skills for the Defence Industry in Scotland

Draft Report (Employment and Skills for the Defence Industry in Scotland), proposed by the
Chairman, brought up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraph 1 read, amended and agreed to.

Paragraph 2 read and agreed to.

Paragraph 3 read.

Amendment proposed, in line 24, after ‘the CVF programme’ to insert “There is ongoing
discussion within Scotland and the UK about the possibility of constitutional change. We
recognise there are strong views on this matter, but the costs and benefits of the Union, and
the questions of whether Scotland should remain part of it, are outside the scope of this
inquiry as established under its remit. This report therefore refrains from speculation about
any effect the establishment of an independent Scottish state might have on the provision
of defence jobs within Scotland’s territorial boundaries.’—(Mr Angus MacNeil.)

Question put, That the Amendment be made.

The Committee divided.
Ayes, 1 Noes, 5
Mr Angus MacNeil Mr Ian Davidson
Mr Jim Devine
Mr Jim McGovern
David Mundell
Mr Ben Wallace
Paragraph agreed to.

Paragraphs 4 to 7 read and agreed to.
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Paragraph 8 read as follows:

‘A survey by SBAC Scotland found that in 2006 the aerospace, defence and naval
industries in Scotland employed 16,203 people of whom 45% worked in the naval
sector, 27% in the defence sector and 28% in the aerospace sector. Although the
aerospace figure excludes defence work Warrick Malcolm told us that companies
involved in civilian aerospace may also carry out defence work. He said:

I think if you look at the example of BA Systems regional aircraft their sales will
be partly in aerospace and some of it will be defence [...] They are using it [...] to
try to manage some of the peaks and troughs of this work. Certainly they would
say yes, that they do need some of the MoD work and the defence work to help
manage that in the natural cycle of the business.”

The survey also found that 32% of jobs in these sectors were graduate level or
equivalent and the average wage in the sector was £29,380 compared to a Scottish
national average of £21,944.”° Baroness Taylor told us that there are 18,500 service
and MoD civilian jobs located in Scotland and a further 12,500 jobs generated by the
MoD presence in Scotland.’

Amendment proposed, in line 15, before “The survey’ to add ‘We recognise that much of
the non-defence work is dependant upon a base-load income from defence work to share
costs and ensure viability.”—(Mr Ian Davidson.)

Question put, That the Amendment be made.
The Committee divided

Ayes, 5 Noes, 1

Mr Ian Davidson Mr Angus MacNeil
Mr Jim Devine

Mr Jim McGovern

David Mundell

Mr Ben Wallace

Paragraph, as amended, agreed to.
Paragraphs 9 to 25 read and agreed to.
Paragraph 26 read.

Amendment proposed, in line 3, at the end, to add ‘and urge the MoD to sign a contract as
soon as possible’.—(Mr Ben Wallace.)

Question put, That the Amendment be made.

95 Q228
96 SBAC, Aerospace, defence and naval industry survey 2007, page 12, figure 7
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The Committee divided

Ayes, 5 Noes, 1

Mr Ian Davidson Mr Angus MacNeil
Mr Jim Devine

Mr Jim McGovern

David Mundell

Mr Ben Wallace

Paragraph 26, as amended, agreed to.

Paragraphs 27 to 34 read and agreed to.

Paragraphs 35 to 88 read, amended and agreed to.

Summary amended and agreed to.

Resolved, That the Report, as amended, be the Sixth Report of the Committee to the House.
Ordered, That the Chairman make the Report to the House.

Ordered, That embargoed copies of the Report be made available, in accordance with the
provisions of Standing Order No. 134.

Written evidence was ordered to be reported to the House for printing with the Report.

[Adjourned till Tuesday 24 June at 4.30pm
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Amyas Morse, Commercial Director, Ministry of Defence
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is able to contribute towards civil research and
development activity, and so far Selex Galileo has
had three grants from the R&D Plus scheme on the
basis of the civil spin-oV from the defence work they
are doing.

Q359 Mr Davidson: The diYculty we have got in that
answer, if you are unable to distinguish, is that the
subject of our inquiry is to clarify the extent to which
defence in Scotland exists and to what extent it is
then dependent upon MoD orders and so on and so
forth. We are trying to identify the extent to which,
if the plug was pulled on some of these defence
projects, because they would no longer be part of a
home market, the industries would then survive on
their own or whether or not they would either have
to relocate or they would just collapse. Are you able
to give us any illumination in that area?

Mr McMabhon: | am not. | would be speculating if I
did that.

Q360 Mr Davidson: Would you like to speculate?
Mr McMahon: My suggestion would be that most
companies, if they want to stay in business, will find
ways of trying to do more civil work to compensate
for it, but if defence contracts disappear, a lot of
companies will have diYculties. That would be my
speculation, but | am afraid | am unable to quantify
that. We have done no survey work which says to
what extent defence related jobs are dependent,
other than the SBAC work, which says that there are
about 17,000 people involved in that, but it is
diYcult to bottom out to what extent defence
contracts make up the workforces. It will vary from
company to company.

Q361 Chairman: There is a lot of talk about flexible
skills and transferable skills from one industry to
another, that if people are getting a job in one place,
then it should be easy for them to move to another
job, but can you tell us how easy it is for workers
with naval engineering skills to convert those skills
for use in another engineering sector?

Mr McMahon: | mentioned earlier the current HNC
in shipbuilding which we are sponsoring with the
seven colleges involved in writing it, in fact the
companies are involved in writing it. Our support is
dependent on the fact that the skills which would be
going in to making up the HNC in shipbuilding will
be transferable into any other engineering industry.
In other words, the units which will be studied will
be ones that will be able to be used in other sectors.
If I can give you some examples: welding principles,
design analysis, fab-forming, fab-preparation,
welding  procedures and mathematics for
engineering. While | am selecting from a large list of
the units here which will make up an HNC in
shipbuilding, all of those will be transferable into
other industries and, as | say, our support for that is
dependent on that. The fact that there will be a
downturn after the peak loading for future aircraft
carrier in the Scottish yards is not a surprise to us.
Indeed the Scottish Marine Technologies Training
Project, which we are working on, is virtually
banking on it because what we are attempting to do

is use shipbuilding as an entry route into the general
engineering industry. In other words, the skills
which are trained in shipbuilding will be maintained
in the long-term to support the shipbuilding
industry, but any excess workers in that industry will
be able to find jobs in other industries. | think some
of you may have seen the graph which explains that.
I am happy to circulate copies of that if you wish.

Q362 Mr Devine: One of the interesting comments
which was made to us yesterday was people were
saying there is a severe skills gap in Scotland and if
it was not for the fact of immigrant workers, the
influx of Polish workers and such like, things would
be much, much more acute. The point was made that
as government we do not have joined-up thinking
between schools, colleges, Further Education,
universities and yourselves and | wonder if you agree
with that. We had a superb example from Govan
High School, basically they were targeting
individuals not to sit highers or go and have five
highers, but they were giving people skills and
sending them out to apprenticeships and sending
them out for training. They were concerned about
this concentration on the number of people in fifth
year who got five highers type strategy that they were
running. | wonder what your thinking is on that.
Mr McMahon: My personal view, and what | am
basing a lot of the work we are doing here on, is
precisely that. Not everyone will want to go to
university. They can focus on that and | think they
should always have the aspiration to go to
university.

Q363 Mr Devine: They should do.

Mr McMahon: What | am saying if is people have
the capability to do it they should go in and have
general training in industry, but then when they
decide and become a bit more mature, they may
want to move their way up the value chain. I am
involved in the Marine Sector Skills Group for
SEMTA, which is a sector skills council. The whole
sector skills action plan is based on the ability for
someone to come into the industry at the lowest level
and make their way right to the top. You are sitting
here with a prime example of Vic Emery who 40
years ago was a welder in the yard and is now the
managing director of the company. That
opportunity should be open to absolutely
everybody.

Q364 Mr Devine: Was he any good as a welder?
Mr McMahon: | have no idea. | was not around 40
years ago!

Mr Emery: No, | was terrible!

Q365 Mr Devine: That is why you have moved on!
Mr Emery: Absolutely!

Mr McMahon: You can see what we are trying to do
in terms of the skills action plan. We are trying to
make it so that people can join the industry at
diVerent stages and make their way up through it
and the companies do support them in that.
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Q366 Mr Devine: Yes, but are we not getting to a
situation—we are probably to blame for this as well
as government—where if you do not go to university
and you do not aspire to the top job, in some way
you are a failure and yet what we had yesterday were
people on the shop floor, cutting the first sheet of
metal, seeing the ship being launched, great pride in
what they were doing.

Mr McMahon: 1 can only agree with you
wholeheartedly. As you have probably figured out
by now, I have a reasonable passion for this
industry, even though I have only been associated
with it for three years but, at the end of the day, |
sincerely believe in the opportunity that people
should have to come in at their skill level but have
the opportunity to learn right the way through the
industry. Itis not wrong that people are criticised for
not going to university.

Q367 Mr Davidson: Can | follow that up because
one of the points made to us when we met a number
of the education providers was that with the
emphasis on the Government target of 50% of
youngsters going to university, the implication was
if you did not you failed and having that target, and
constantly trumpeting it, was in itself a disincentive
to youngsters to look at skills and trade and so on,
and having that target is unhelpful to recruitment in
things like engineering and maybe ought to be
revised in that sort of context. Does that seem
unreasonable to you?

Mr McMahon: | suspect that is a decision which is
way above my pay grade, but what | would urge is
that there is a range of opportunity provided to
people to come in at their capability level.

Q368 Mr Davidson: As somebody where part of your
role isto try and get people interested in engineering,
would you agree with that assessment that this
emphasis on 50% going into university to some
extent devalues alternative outcomes and is
unhelpful? We were quite struck yesterday by how
strongly that was expressed by the education
providers and | wondered whether or not that was a
shared view because obviously we will have to make
recommendations in due course and we want to take
some soundings about this.

Mr McMahon: Again, my view would be that it is
not unhelpful in that Scottish Enterprise is also
looking for people to come in through a university
entry route. Naval architects are not going to start
on the tools in the yard, they are going to start at
university and do four years’ training with the likes
of the naval architecture and marine engineering
department at the university. | think I am looking
for a range of skills in terms of this particular
industry, but getting the general message out that all
work is good and by showing a range of job
opportunities, we have the ability to go out and
tackle some of the more di'Y cult markets where there
has been chronic under employment. I think it is
valuable that we send out a message that eVectively
all work is noble and you should join the industry
where you think you can add value.

Q369 Chairman: How are Scottish Enterprise and
the Scottish Marine Technology Training Project
supporting people to retrain and re-skill?

Mr McMahon: SMTTP is a catch-all title for a range
of work we do within Scottish Enterprise. Itincludes
the recruitment work, an example of which you saw
at the beginning of the meeting, a tiny example
because it is going to get a lot more vociferous than
that over the next two or three years. It is through
encouraging and recruiting people into the industry,
to up-skilling the existing workforce and that is
where we are going to bear, within Scottish
Enterprise, our workforce development activities.
The main companies are all being supported at the
moment through our workforce development
programmes and we are able to make grants towards
their training activity in a variety of diVerent ways
and have done so and will continue to do so. In the
new Skills Development Scotland there will be a
budget set aside for training apprentices. In fact,
there was an announcement yesterday which showed
that more money was spent and directed specifically
towards engineering and construction. Beyond that,
the intention is after the peak carrier—again, the
graph in front of you shows this—we would seek to
get involved in the re-training of those workers, for
long-term business in the shipbuilding industry as
skills and  techniques improve, business
improvement techniques, but also retraining into
other sectors as necessary. We tackle this. What we
are eVectively trying to do is create a skills pipeline,
the ability to bring people into the industry, take
them up to the maximum level of their ability, or if
they choose to move to another sector, continue to
support them there, a conveyer belt of skills from the
ground level upwards.

Q370 Chairman: There was concern shown by BAE
Systems and Thales about the shortage of qualified
engineers with degrees for project management
roles. Can you tell us what Scottish Enterprise is
doing to fill that gap?

Mr McMahon: Again, that would fall into our
workforce development-type activity. If they have
people in the existing workforce capable of being
trained up, then we can find ways of supporting that.
That has already happened in Babcock and is
something we would consider if approached to do
this in BAE Systems as well. It is back to what | was
saying earlier, we need people who are coming the
university route as well as coming oV the tools and
learning to be frontline engineering workers. We
need people to go to university, so | regard it as part
of my role to excite people to join this industry. We
still have a reputation for having an available
workforce. We have had inward investments coming
into Scotland to take advantage of the fact that we
do have designers here. There is one sitting in the
Pentagon Building you see over there, a Dutch
company called Orca Marine who have set up and
are now designing five ships from their oYce in
Glasgow because they know they get the design
talent here more easily than they can in the
Netherlands.
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Q371 Chairman: Is Scotland as proactive as England
in generating these skills, if | asked you to draw a
comparison?

Mr McMahon: | think we are as proactive as
England, if not probably more proactive. | know our
outcomes are substantially better. For instance, | am
aware from some figures | was given late last week
that in terms of outcomes, whereas the outcome level
for Level 2 apprentices in Scotland is 75%, it is only
50% in England, and for Level 3 skills, whereas the
outcome levels in Scotland are in the region of 75%,
those in England are 60-62%, so we are getting
higher achievement levels in Scotland than England
and Wales is. | think we are every bit as proactive in
terms of encouraging people into the world of work
as the English are. I will make one comment and this
certainly a very accurate paraphrase, from a guy
called Nick Ranier, who is the outgoing HR
Director for the Aircraft Carrier Alliance. When |
presented to him in November what we were
proposing to do he said that making sure there was
adequate skills in place was one of the highest items
on the risk register for the aircraft carrier and he
said, “Thank God Scotland have got it sorted out
because the rest of the UK certainly isn’t even
thinking about it yet”.

Q372 Mr McGovern: Like my colleague Jim here, |
was very impressed by the contribution yesterday
from the Director and Deputy Director of Govan
High School. He said that the percentage of people
leaving Govan High School who remain
unemployed had reduced from | think something
like 37% to 21%. At the risk of stealing one of lan’s
pet themes, why are there not more school leavers
moving into jobs at BAE and Thales. Thales in
particular was very surprised that they only take in
something like three apprentices a year. | am sure
BAE does much, much more than that, but why is it
not more localised?

Mr Emery: lan and | have had a number of
discussions about this. We have a grading system for
youngsters coming into our company. We have
taken over 500 apprentices in the last five years. This
year we are taking another 80 apprentices on. We
have had applications from about 1,100 for 80
places, so there is a lot of competition. We put those
through a first stage of screening and out of that we
will probably get about 600 to select 80 from. We are
concerned, and we have expressed this to lan, that
insuYcient numbers are coming from Govan High
School. It is a tragedy that school is on our doorstep
and yet they are not that successful in gaining entry
into our apprenticeship scheme. | believe this year
there is a better strike rate than there has been in
previous years, but that process is hot yet over. What
we have been doing is working with Govan High in
order to screen the kids better, in order to get them
better informed and make it attractive for them to
come into our industry and move forward. We do
have a better than 90% retention rate of our
apprentices, so once they are in the majority of them
like to stay. We would like Govan High to be high
on that agenda but they need to get through the
criteria to get into the system.

Q373 Mr McGovern: The reason | mentioned
Govan High is because the Director was there
yesterday and made a presentation, but I think St
Thomas Aquinas is also in the area.

Mr Emery: Yes. On average there are about 15
schools that we draw from for our apprenticeship
scheme.

Q374 Mr McGovern: Fifteen schools which are
fairly local?

Mr Emery: Across Scotland, but most of them are
local, yes.

Q375 Mr McGovern: Is the intake from St Thomas
Aquinas equivalent to Govan High?

Mr Emery: | cannot answer that. | do not know the
statistics, but | can provide that data to you. We
have precise records on where all the girls and boys
come from, | can provide that to you.

Mr Davidson: St Thomas Aquinas has got more in it
than Govan High.

Q376 Chairman: We were told yesterday that there
is more support for apprenticeships in England than
is in Scotland, are you aware of this?

Mr McMahon: Yes. | can give you the precise
numbers if you would like that. There is a very
definite reason for it and I am happy to provide you
with a briefing paper afterwards if a note of that
would be useful.

Q377 Chairman: That would be very helpful when
we are compiling our report.

Mr McMahon: The essence of it, however, is that in
England the funding which is given for apprentices
is then used to pay the college fees. In Scotland the
college funding goes direct to the college, so
eVectively the colleges apply directly on behalf of the
company and that money goes direct to the colleges,
whereas the modern apprenticeship money which
the companies get in Scotland goes direct to them
and in England it goes to the colleges and the
companies, so it is a bigger number.

Q378 Mr Davidson: We were told by somebody
yesterday that they would get more money back if
they were employing apprentices in England than if
they were in Scotland. They way they looked at it
was to say if we were just looking at the money we
would take apprentices on in England rather than
Scotland because we would get more support for
them. They said they would not do that and so on
and so forth, notwithstanding the point you have
made—

Mr McMahon: That is exactly the point I am
making, they would get more money but they would
have to pay more money out to the colleges because
in Scotland they do not give it to the college.

Q379 Mr Davidson: None of that came across to us
when they were speaking to us.



Ev 52 Scottish Affairs Committee: Evidence

1 April 2008 Mr Vic Emery and Mr lan McMahon

Mr McMabhon: | am happy to provide you with a
briefing note on this because, as you would imagine,
it is something which has been discussed over many
years. There is a very detailed one page briefing on
this.

Q380 Mr Davidson; If it has been discussed over
many years, people we spoke to are clearly under a
misapprehension then.

Mr McMabhon: | think so.

Q381 Mr Davidson: It always makes me a bit
anxious when people like yourself tell me this is the
position but other people out there do not seem to
have grasped that. There is obviously a problem with
communication. Either you are not explaining it
properly or they are not hearing it properly because
that was the view they expressed to us, which is why
we are picking it up with yourselves.

Mr Emery: | think you asked that question of my
training manager yesterday, a guy called Jim
McHarg and I think he gave you the answer that the
way in which the funding is done is diVerent but it is
about averaging the same in England and Scotland.

Q382 Mr Davidson: We got a diVerent response from
somebody else.

Mr Emery: | am commenting on the comment you
got from my guy when | was in the room.

Mr McMabhon: | think you are probably getting the
view that Vic’s staV are fairly switched on to this
because they operate in both areas.

Q383 Chairman: Everybody we spoke to, and
particularly the representatives from the trade
unions, wants more resources, more money for
training, for skills and apprenticeships and they told
us they are going to lobby the First Minister for
more money. Do you agree with the concerns that
the Scottish Executive should make more money
available for the apprenticeships, for training and
so on?

Mr McMahon: On the basis of yesterday’s
announcement, | think there is more money being
made available for apprenticeships but, of course, it
is up to companies if they want to lobby for even
more. We are straying into the area now which will
be the responsibility of Skills Development
Scotland, so I am reluctant to comment on their
future policies.

Q384 Mr Devine: If we had spoken to you yesterday
what would you have said?

Mr McMahon: | would have said it would be a
matter for the future Skills Development Scotland!

Q385 Chairman: Everybody is becoming more like
politicians than the politicians themselves!

Mr McMahon: You are always going to find a
situation where companies would like more training
support and | think what you are always trying to
do, and you are aware of this as well as | am, is
balance the use of the public purse eVectively.

Q386 Chairman: Is there a shortage of skilled
workers for the naval and defence electronic
industries?

Mr McMahon: | think so, yes, and that is why we are
going out to try and find recruits for that industry to
make sure it is advertised as a job opportunity for
the future.

Q387 Mr Devine: Are these people there?

Mr McMahon: I think so, yes, and basically what we
have got to do is raise the attractiveness of the
engineering sector as a job choice against other
sectors. | admit freely we will be competing with
other sectors but in terms of the value-added we can
bring to the economy, I sincerely believe we can do
substantially more by getting people into the
engineering industry.

Q388 Chairman: When we were discussing the issue
of apprenticeships with Thales yesterday they told us
they had only three apprenticeships because the
company is very busy and they do not have the
necessary time it takes to train these apprenticeships.
Obviously if this is a problem, how can we address
this problem when, in my view, if the company has
more employees, if they are busier, there are more
jobs and they are under an obligation to have more
apprenticeships?

Mr McMahon: | am going purely on the basis of
discussions | have had with some of the big players,
the Tier 1 suppliers like BAE Systems Surface Fleet
Solutions and Babcock Marine. It has been
identified that you reach a point where there is
saturation in your workforce for training additional
people because you are trying to work on live ships.
Some of the things we have talked about are putting
in training facilities, training rigs where people will
be taught to train without doing it live on a Type 45.
I know some of the colleges have been investing in
this type of stuV. You do the pipework installation
in the college rather than live on a ship. There is an
issue around assessors where we have got to find
adequate support for the assessors who are coming
in and that is something which needs to be looked at
as well. That is a discussion we have been having
within the marine technology training group. It is
not limited to the Tier 1 suppliers, we have also
recognised that not all of the jobs are in two
companies, the jobs go out into the wider supply
chain. We have got to find a way of supporting the
companies, in fact at their insistence that we get into
their supply chain to figure out what their skills and
training needs are, to find further training places but
also to create additional apprentices for the
industry.

Q389 Chairman: Vic, | want to ask you this question.
I am trying to keep politics away from this and |
always try my best as the Chair to do that. One thing
I think we and the people in Scotland are entitled to
know, and that is what I was told in 1999 by BAE
Systems and by the shop stewards in Govan and
Scotstoun shipyards, that if they did not get the
order for roll-on, roll-oV ferries the yard would be
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shut and then we were told that if the Type 45
destroyer order is not there the yard will be shut, do
you see it diVerently?

Mr Emery: No, | think that is absolutely correct.
The time you are talking about in 1999 or soon after,
the Govan shipyard particularly was running out of
work and it was not in BAE Systems’ ownership at
the time. I think they did lose the competition for the
ro-ro ships and they were facing the imminent
demise of the company. What the MoD did was to
order two additional LSD (A) ships because in the
original requirement there were only two ships
required by the MoD and they were, again, in
competition won by Swan Hunter down in
Newcastle upon Tyne. In order to keep the Govan
shipyard going, the Government ordered two
additional LSD (A)s. Although I am not party to the
exact commercial arrangements or the political
arrangements, that then triggered a change in
ownership of the Govan shipyard and it became part
of BAE Systems. That equally is true of the Type 45
contract for BAE Systems here on the Clyde. Until
I came here, before | took over my present role, all
of the Type 45 destroyers were to be built in Barrow-
in-Furness.

Q390 Chairman: I am well aware that first there were
two roll-on, roll-oV ferries which you lost in
competition and the Government made available
the finances for two additional. This was because of
the commitment by the British Government that the
Govan shipyard is still there.

Mr Emery: Absolutely.

Q391 Chairman: If you do not get the orders for
aircraft carriers, what is the future of Govan
shipyard?

Mr Emery: Every company can only survive if the
marketplace is buoyant enough to allow them to sell
their capabilities into the marketplace. If the aircraft
carrier does not come along, that will leave a large
void in our workload, which will need to be
addressed in some way or other or we will need to
contract the workforce in order to maintain the
business that we do have.

Q392 Chairman: How many employees do you have
in Scotstoun and Govan?

Mr Emery: We do not count them yard by yard but
overall we have about 4,000 people we employ and
we have about 1,000 sub-contractors, so the number
of bodies who rely on us at the moment is about
5,000 people.

Q393 Chairman: That would go down the supply
chain and sub-contractors also.

Mr Emery: Then there is the supply chain on top of
it that rely on it as well.

Q394 Chairman: The future of the shipbuilding
industry on the Clyde in dependent on MoD orders?
Mr Emery: Yes, itis.

Q395 Mr Davidson: I think it is very helpful that you
just reminded us that originally the plan had been for
the Type 45s to be built in Barrow and it was then
a Government decision to move part of the Type 45
work up to the Clyde which then kept the Clyde
yards open.

Mr Emery: Can | correct that, it was not a
Government decision. The company decided to do
that and we had to seek permission from the
Government to allow that to happen, but we said
that should happen.

Q396 Mr Davidson: Because otherwise the yards
here would have gone and you would not have been
able to bid for the future work of the carrier. Can |
come to the question of the defence industrial
strategy and the question of the Scottish yards. As |
understand it, the yards which are available in
England would be capable, after carrier, of doing all
or most of the building which is necessary under the
5000 tonne ship every year, is that correct?

Mr Emery: In one form or another, that is correct.

Q397 Mr Davidson: It would be possible for the
Ministry of Defence and the Royal Navy to get all of
their ships in the foreseeable future after carrier from
English yards if that was the home market and
Scotland was a foreign country?

Mr Emery: It is certainly the case that the future
workload provided by the MoD to the industry at
large will be much smaller than it currently is and,
therefore, across the United Kingdom there is an
over capacity of shipbuilding capability, therefore
some rationalisation will need to be taking place.

Q398 Mr Davidson: One of the things which
pleasantly surprised us yesterday was the
enthusiasm of the unions for the trade union
learning system. Has that involvement of the unions
been able to make training more accessible and
popular amongst the workforce than the standard
fair? That was the impression we got yesterday. Will
you confirm that because it may be that we will want
to say something about that?

Mr Emery: Since we have been running the
company, the team we have brought in, we have
tried to change the culture of the company. People
used to come to work and just do what they had to
do and then go home again and we wanted a sense
of belonging, | think the modern word is
empowerment, we wanted to empower people to
want to work with us. We committed to give them
retraining and provide them with a better skill set.
We currently spend between £4.5 and £5 million a
year on training, retraining, adult training,
supervisory training, as well as apprenticeship
training. The unions have bought into that and like
that concept. One of the previous complaints against
management was that we were not doing enough to
train the people. Now, | would not say the unions are
content because they would always want more, as we
would, but they are much happier than they used to
be with the training facilities we provide to them.
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Q399 Mr Davidson: lan, what is your view on the
trade union learning structure?

Mr McMahon: Excellent. As | mentioned earlier, |
sit on the sector skills group for SEMTA, the sector
skills council that looks after this sector, and the
unions are actively involved in that. | have heard in
open meetings, in fact it has been minuted, that the
unions are prepared to consider multi-skilling and
they are prepared to consider a new way of working,
recognising fully that they can contribute to the
long-term sustainability of the industry. They
recognise outdated work practices and industrial
action is not the way of the future but adaptability
is. Clearly the unions are also looking for a fair
salary as a result of that and that is the ground on
which the companies of the unions now operate.
Through the trade working groups which exist—and
I know this because of the work we are doing on the
HNC in shipbuilding and there is a similar group at
Babcock- the unions work directly with the colleges
to help improve the training. They are working
directly with the college lecturers to point out how
training could be improved and that has been a
valuable asset to the colleges. A lot of lecturers are
not trained in modern techniques like sub arc
welding and they do not have the equipment to
access it which the yards do. Therefore, getting
access to the workers who use it on a day in, day out
basis to improve their skills helps them train the
apprentices of the future. It is a very good working
relationship.

Q400 Mr Davidson: Another element of
Government policy, particularly in Glasgow, is the
drive to try and get people oV benefits and into
employment. In terms of shortages of manpower,
personnel, do you think there is much scope for the
shipbuilding industry to play a part? We were not
sure whether or not there was on the basis that many
of those who have an invalidity, perhaps have bad
backs and the like and, therefore, a lot of the work
involved in shipbuilding might not be suitable.
Nonetheless, is this still an area of the economy
which could absorb some of these people? Maybe
Vic first and then lan.

Mr Emery: Again, it all depends on the amount of
work we have and our primary customer at the
moment is the MoD. The more work we get, the
more people we can employ, itis a simple factor. We
are refreshing our workforce too. You will have
done the sums for yourself. Out of 4,000 people,
which is our full employment, about 50% of those
work in the oYces and 50% work in the industrial
area. With 500 apprentices, 25% of our workforce
are young people who have come in over the last five
years, so that is a very satisfying statistic. We can
take the less fortunate or the less educated people
provided we have the work to employ them and
predominantly those people would be in the steel
work trades, that is where the less skilled people
would normally be.

Mr McMahon: Within Scottish Enterprise this was
one of the raison d’étres behind the establishment of
the Scottish Marine Technologies Training Project.
One of the things we wanted to do was use the

shipbuilding industry as a springboard into the
world of work for those people who are capable of
it. Clearly what you saw earlier was aimed at being
aspirational, lifting the sights of people who so far
have not identified the engineering industry or the
shipbuilding industry or, indeed, any job as
something they need to be getting into. Essentially,
we will be attempting to excite people in. That will
be one aspect of the work we will be doing. We are
also looking at the people who are currently not in
work, but perhaps have the core skills or existing
skills to come into the industry. One of the things we
are piloting at the moment is a new accelerated adult
apprenticeship, the ability to have someone come in,
do an initial skills assessment and then get them
through an apprenticeship programme in two to two
and a half years, 18 months to two years would be
the ideal rather than the full four-year
apprenticeship, provided they have got some skills
coming in.

Q401 Mr Davidson: Is there a formal relationship
between yourselves and those who are trying to get
people oV benefits and into employment?

Mr McMabhon: JobCentre Plus is involved in the
Scottish Marine Technologies Training Project,
Glasgow Southwest Regeneration Agency and
Glasgow West Regeneration also. We have agreed
already with Glasgow Southwest and Glasgow West
that they, along with JobCentre Plus, will be the
route to that particular marketplace under the
Scottish Marine Technologies Training Project
because they have the skills and expertise in that
area.

Q402 Mr McGovern: lan has just touched upon the
guestion | wanted to ask. You said there are 500
apprentices, which means that 25% of the workforce
are comparatively young, how does the company
view adult apprenticeships?

Mr Emery: We do a lot of work. Of the £5 million we
spend a year, about half of that is on apprenticeship
schemes and the other half is on retraining and adult
training, so we are doing a lot of that as well.

Q403 Mr McGovern: For me there is a diVerence
between training and actual apprenticeships. How
does the company view adult apprenticeships?

Mr Emery: We do not have adult apprentices, we
have adult Further Education training, so we take
someone and train them. It depends when you call
anadultan adult. If itis from 18 years onwards, then
we do take those people and train them to go into
our engineering function, for example, and we give
them additional education to do that.

Q404 Mr McGovern: We heard from Peter Hughes
yesterday and | cannot remember the name of the
organisation he represents.

Mr McMabhon: Scottish Engineering.

Q405 Mr McGovern: He said why should somebody
be regarded as thrown on the scrapheap because
they are 25 years of age. He certainly sounded to me
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fully committed to adult apprenticeships and |
thought possibly he could liaise with you on that
subject.

Mr Emery: We are a member of Scottish
Engineering as well and 1 sit on their committee. |
have no objection to adult apprenticeships. It could
be another name for retraining adults or adult
education. I do not mind what we call it as long as we
give the people who want to progress and improve
themselves the ability to do that.

Q406 Mr McGovern: Could someone be recruited to
BAE Systems at the age of 25 or 26 and start an
apprenticeship as a plater or a sheet metal worker or
a welder?

Mr Emery: Yes, he could.

Mr McMahon: Similarly, what you are also looking
to do is potentially upgrade people with, for
example, general labouring skills within the
workforce who have seen a job being done partly
and know something about it, so they may be able to
develop some hand skills or some job knowledge.
The whole idea of this pilot is to come in and do an
initial skills assessment—this is the one we are
working on with Skills Development Scotland and
SEMTA—and then there is a framework of training
in place which has been devised by Carnegie and
Anniesland Colleges which will get them through to
being a fully trained workman in a shorter time
because they have come in with initial skills. The
three areas we are going to be tackling for these
frameworks initially will be the steelwork and
plating side, the electrical engineering side and the
electrician side, and the mechanical engineering side.
Post the development of these frameworks, which
should be in place within the next two or three
weeks, the next move on that is to pilot a programme
of six adults into BAE Systems and six adults into
Babcock Marine to see how fast we can get them
through the process. In the interim, Babcock has
started with 17 adult apprentices in the current year.
They took on 50 apprentices last year and 17 of those
were adults.

Q407 Mr Davidson: One of the points which Scottish
Engineering raised with us yesterday when we met
them informally was what they saw as a contrast
between the amount of support available for
indigenous companies, existing companies, and the
much greater amount of support available for
incoming companies and inward investment. | have
heard this before. Is that something you have also
picked up or is there any truth in it?

Mr McMahon: | have picked it up and it is a fallacy.

Q408 Mr Davidson: If it is a fallacy, why do people
believe it?

Mr McMahon: | do not know. The majority of
money in regional selective assistance each year goes
to indigenous companies, not to inward investment
companies, and training support is available to any
company. Itis a fallacy. The majority of money each
year goes to indigenous companies.

Q409 Mr Davidson: That is not quite the same thing.
It is entirely possible to have the majority of the
money going to existing companies and have better
availability for incoming companies, is it not, the
two are not mutually incompatible? You can be
more generous to those incoming companies but it is
still the case that most of your money goes to the
existing companies but not on the same terms. It was
Scottish Engineering that gave us this line yesterday
and we were struck by it. If they believe that then
obviously, again, there must be some issue of
communication.

Mr McMahon: I think probably, yes. Mr Davidson,
| am aware that it isa common perception and | have
challenged it on several occasions with Regional
Selective Assistance Scotland—RSA Scotland—and
they have assured me that is not the case. It is freely
available and spent at the same levels.

Q410 Mr Davidson: Who is the fallacy buster then?
Whose job is it to stop the fallacies?

Mr McMahon: RSA Scotland has issued press
releases and all sorts of things on that basis. | know
the Ministerial announcements and each time they
announce the statistics there is usually a comment
somewhere in there in a note to editors which will say
the percentage that goes to indigenous companies.

Q411 Mr Davidson: Does the same thing apply to
training grants?

Mr McMahon: Yes, there are a couple of extras. The
project has to be mobile, in other words it has to be
something you need to do to attract to Scotland.
There is a grant system called Training Plus which
would not be routinely available to Scottish
companies, however, there are other training grants
which are available to Scottish companies, in terms
of our workforce development powers under the
frameworks in which we operate, which would not
necessarily be available to overseas companies.
Quite where the balance lies, I am not sure, I do not
have any definitive figures on it, but what | am able
to assure you is in terms of Regional Selective
Assistance, that is the case.

Q412 Mr Davidson: You can understand why we are
concerned when people tell us that.
Mr McMahon: Absolutely, | understand that.

Q413 Mr Davidson: Can | ask about the MARS
contract and about the additional memo you sent us.
When we were speaking with yourselves and others
yesterday | think you were indicating that the
timetable of demand would mean at least two of the
ships could not be done here because you would be
full up to capacity, but presumably the other four
could be. Am I right in thinking that one of your
anxieties is that the consequence of having gone
down the European Journal route might be that if
you had the capacity to take four of them in the UK
you might be precluded from doing so and the
British Government might be precluded from doing
so by the application of the EU rules. Is that
precisely your point?
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Mr Emery: My point is that by advertising the
MARS contract in the European Journal the MoD
opted out of Article 296 of the European
Constitution which, if they had insisted on keeping
that would have allowed them to direct that work to
a UK operation. By removing yourself from 296 you
are now in international competition which is where
MARS currently sits. As a company we have
responded to that inquiry in the European Journal
because it is the only way we could respond and we
are subject to European competition as a result of it.

Q414 Mr Davidson: When discussing this informally
with people from the MoD, we were being given the
impression that their view was they were not
precluded under the system they have gone down
from pulling that back in. Certainly, if they did pull
it back in, then that would make a great diVerence to
the yard, would it not, but at the moment there is a
degree of uncertainty, is that fair to say?

Mr Emery: | think the main concern everyone has is
the uncertainty of the situation. Clearly our legal
advice is that it will be very diYcult to extract
yourself now from the European competition rules
as a result of the actions that the MoD took. | have
raised that subject with the MoD and they are
equally certain that they can extract themselves and
this is a classic situation that we face. I hope they are
correct because the industry needs some certainty
going forward, either in the form of the aircraft
carrier programme or a replacement for that
programme if it were not to go ahead on its original
dates and if there was some other delay to the
programme, who knows? You need to be able to
have some mechanism of filling the void in the
unemployment which that would create. Therefore,
I certainly hope the MoD is right and | am wrong.

Q415 Mr Davidson: Following the discussions
yesterday, my understanding was if there was
slippage in the carrier there was no potential for the
MARS ships to be brought forward because there
was no design upon which steel could be cut at the
present time. Is that a correct position?

Mr Emery: The MARS ships are in three diVerent
categories. The first ships under the MARS
programme are generically referred to as fleet
tankers. Those fleet tankers are a new design. It has
not yet been designed. In fact, the design in outline
terms has been issued by the MoD, but each of the
companies that have responded will have their own
design to meet the requirements set down in the
documents. Therefore, it depends on the degree of
the delay to carrier if, indeed, a delay does occur, and
I am not sure whether one will or not to the planning
dates, but if there were delay to the carrier,
dependent on the extent of that delay, you may or
may not be able to put the MARS ships in that gap.

Q416 Mr Davidson: You may or may not be able to
put it in the gap because it will depend upon the
design and it also might depend upon whether or not
you were deemed to be abiding by or not abiding by
EU rules.

Mr Emery: Yes.

Q417 Mr Davidson: Chairman, it sounds like a case
for a referendum on these questions, | digress
slightly. One of the things which has been drawn to
our attention is what would seem to be an apparent
conundrum. That is, on the one hand, you are
recruiting lots of apprentices—and I think you have
indicated that there would not be a tremendous
increase in the number of jobs available, it would be
the maintenance of the existing number of jobs—yet,
on the other hand, lan is saying there is a labour
shortage and there is a requirement to get more
people for the industry and it is a question of how
these two things are married. Can you clarify that?
Mr Emery: The apprenticeship programme is put in
place because we analyse our future workload. We
put down an estimate of what each of our projects
will require in terms of manpower, skill by skill,
trade by trade and we plan that out for the next five
to ten years, therefore we can look forward at the
future requirements that we need. When | came into
this job the average age of the employees was 49
years old and, therefore, you could argue that back
then in 2002 no-one who currently worked for me
would be working on the aircraft carrier, there
would have to be a whole new organisation. It is not
only about addressing the workload, it is about
addressing the age profile and refreshing the skills
sets as well. It is not one dimension.

Mr McMahon: My comment would be, with all
respect to Vic, that BAE Systems Surface Fleet
Solutions is not the only game in town, there are
other companies involved, for instance Babcock
Marine, which has not had the same benefit of a
good and growing workload that BAE Systems has
had. It is working from a smaller base load of
workers and needs to figure a way of getting people
into the workforce. Similarly, Vic has talked about
his supply chain and the outsourcing work that
company is doing. We have got to figure a way of
getting skills in there as well. My conservative
estimate as to the number of people we are looking
to train to hit the absolute peak on CVF could be up
to 1,000 people, taking into account attrition rates in
the yards and that is what our support programme |
was talking about earlier is predicated on.

Q418 Mr Davidson: The final point | want to make
is the question of after the carrier when lots of these
people will not be required for shipbuilding directly.
Do | take it the skills they will have at that stage will
be transferable into other industries, other Scottish
employers and so on and so forth?

Mr McMahon: Absolutely. As | mentioned earlier,
our support for the new HNC in shipbuilding is
based solely on the fact that everybody will have a
skill that is transferable. They are using standard,
what they term, PEO type (performing engineering
operations) skills developed by SEMTA in the skills
framework for the industry, so, yes, absolutely, they
will be transferable into other industries.

Mr Emery: We train a lot of people who go out of
business one way or another and take up jobs
elsewhere. Although we have a 90% retention rate on
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our apprenticeships programme, on our graduates
we have something like a 55, 60% retention rate. A
lot of the people we spend money on on adult
education and re-training disappear into better jobs.
There are a lot of opportunities. We are a very, very
good training ground for industry in general.

Q419 Chairman: lan and Vic, thank you for your
attendance this morning. Before | declare the
meeting closed, would you like to say anything in
conclusion, perhaps on an area which we have not
covered during our questions?

Mr Emery: No, | would just like to say that | found
it an interesting experience and | hope that we
satisfied the requirements that you have to enlighten
you a little better about the challenges we face and
how we can improve on your report at the end of
the day.

Q420 Chairman: Yes. | think this evidence will be
very useful to us when we compile our report, and
our visit to Scotstoun and Govan Shipyards was a

pleasure. In fact, | was delighted because 1 visited
these shipyards in 1998 and 1999 and over the
number of years various things have got better.
Definitely there are much better working conditions,
a better environment and more apprenticeships.
Thank you for your contribution to the shipbuilding
industry on the Clyde.

Mr Emery: Thank you very much.

Mr McMahon: One amplification, if 1 may. I
mentioned earlier about the higher achievement
rates of modern apprentices in Scotland, that was
across all trades. In the engineering industry it is
virtually a 100% attainment rate at Level 3 in
Scotland, so we are good at what we do and we are
good at how we train. | will make sure you have a
copy of that DVD once | get mass copies in a couple
of days.

Q421 Chairman: If there is anything more you think
may be useful, can you send us written submissions.
Mr McMahon: Absolutely.

Chairman: Thank you very much once again.
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Q422 Chairman: Good morning. | would like to
welcome the witnesses to our session on employment
and skills for defence in Scotland. Would you like to
introduce yourselves for the record?

Baroness Taylor of Bolton: Thank you very much,
Mr Chairman. I am Ann Taylor; | am Minister for
Defence Equipment and Support. With me this
morning | have our Defence Commercial Director,
Amyas Morse, and the Defence Equipment and
Support Chief Operating OY cer, Andrew Tyler, and
we will all, I hope, be able to answer your questions.

Q423 Chairman: Before we start on the detailed
questions would you like to make any opening
remarks?

Baroness Taylor of Bolton: No. We have had a look
at some of your previous evidence sessions and we
know that you are concentrating on the jobs aspect
in Scotland, but we have no opening statement and
we are happy just to take questions.

Q424 Chairman: Could you tell us then how many
jobs does defence in Scotland support, both within
the defence companies and the MoD and in the
wider economy?

Baroness Taylor of Bolton: | thought you might ask
that question and | did look at the estimates that you
have been given by various previous witnesses. | do
not think there is an absolutely definitive answer; I
think we are all making estimates of this. The figures
that | have in terms of the MoD overall are that we
have about 18,500 service and civilian jobs located in
Scotland and it is also thought that there are a
further 12,500 jobs which are generated by the
presence of the MoD, such as infrastructure for the
bases.

Q425 Chairman: Industry expected that the contract
for the Future Carriers would be signed by the end
of March 2008 but I am led to believe that there are
still some delays; so when do you think this contract
will be signed?

Baroness Taylor of Bolton: We do not want to delay
signing the contract any more than we have, but | do
not think I can do better than repeat what the
Secretary of State for Defence said yesterday at
defence questions, which is when we have achieved
the necessary alignment of the work schedule, the

commercial arrangements and other related matters,
when we have completed all of that then we will be
able to be in a position to set a date for signing.

Q426 Chairman: You will be aware that if there is a
delay in signing this contract there might be a
potential for job losses, so obviously it is a matter of
great concern to the industry and the workforce in
those shipyards that this contract is signed without
delay.

Baroness Taylor of Bolton: Yes, we are well aware of
that and I think that everyone would be well aware
of our serious intent with regard to the carriers and
we have taken quite a number of steps which, if
looked at together, do prove our serious intent on
this. We signed a letter—Amyas Morse signed that
on behalf of the Department—to give our legal
underpinning to the work that was going into the
creation of the Joint Venture, and we have also been
very active in encouraging the ordering of some of
the long lead items that are essential to keep this
programme on track.

Q427 Chairman: We are receiving conflicting news.
The industry is saying that the ball is in the court of
the MoD and that the delay is on the part of the
MoD, and if you talk to the MoD they are saying
that they are awaiting some response from them. So
where is the delay?

Baroness Taylor of Bolton: We are talking very
directly and very openly with industry and with
those involved about the details of the
arrangements. There is not a long way to go.

Q428 Mr Davidson: On the question of the jobs
relating to the carrier, taking us back to your
previous answer, which was | think 18,500 jobs
directly employed by the MoD and 12,500 in
supported bases, is there an additional figure that
you have for the number of jobs in things like the
shipbuilding industry, which is a result of MoD
procurement in Scotland, which would give us a
fuller picture of the job creation that is achieved by
the defence industry in Scotland?

Baroness Taylor of Bolton: Yes, it is very diYcult to
be very precise about the jobs because they do
fluctuate over time and there certainly will be surges
once the carrier moves forward—it is not just one
consistent level of employment—and it is quite
diYcult to be precise about all the jobs because some
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could fall into more than one pot. On the figures that
| have at the moment | have 2,800 carrier jobs in
Scotland, 1,200 at Govan and 1,600 at Rosyth. That
is on top of the 3,000 Type 45 jobs, of which I know
you are well aware, on Clyde at the moment. As |
say, it is diYcult to give estimates. | have looked at
the other estimates that you have been given by
Scottish Enterprise and by industry. Nobody
actually sits down and counts them at one particular
point but those are the best estimates we have at the
moment.

Q429 Mr Davidson: | do not want to focus simply on
the carrier, though; 1 want to get some sort of
indication of how many other jobs are supported in
Scotland by the fact that Scotland is part of the UK
and is therefore getting defence orders as part of the
UK home defence market.

Baroness Taylor of Bolton: As | say there are the
3,000 Type 45 jobs and we have a large number of
jobs in Scotland because of the nuclear deterrent;
850 civilian jobs relying directly on Trident; 580
civilian jobs at the base, and approximately 270
civilian jobs elsewhere; and an estimated 250 more
civilian jobs relying indirectly on Trident. We have
QinetiQ with 750.1 There are significant areas of
employment throughout Scotland.

Q430 Mr Davidson: Is there an overall estimate?
Baroness Taylor of Bolton: As | said at the
beginning, the overall estimate is 18,500 service and
civilian jobs.

Mr MacNeil: And very welcome jobs they are, of
course, as well. I was wondering how they compare
to comparable countries with the same population,
say Norway, Denmark?

Q431 Mr Wallace: How many ships does Belgium
make?

Baroness Taylor of Bolton: | have not done an
international comparison because | was preparing
for the jobs in Scotland rather than jobs elsewhere.
I can tell you that we have a lot of jobs in England
as well. But at the moment we have a very big
shipbuilding programme; we are spending £14
billion on maritime spend over the next ten to 15
years and a significant amount of that workload will
be in Scotland and therefore there are the jobs that
go with that.

Q432 David Mundell: Can | ask you about the
Alliance approach to the CVF programme and
whether its’ rather complicated structure prevents
the MoD from providing strong and eVective
leadership?

Baroness Taylor of Bolton: | do not think that is a
problem and I think that the Alliance has come
about because of the very good relationship that the
MoD has built up with the companies involved over
the last few years. My predecessor initiated a lot of
that work and was very directly involved and | think
it has been put on a very sound footing. | will ask
Amyas Morse to say a little more about that because

L The witness later clarified that the total for QinetiQ should
be “approximately 570" rather than 750.

he has been very directly involved in the discussions
and the negotiations. But | do not think that it limits
the influence of the MoD. We are the customer but
we have a very close relationship with those who will
be providing the carriers and | do not think that this
arrangement on the part of industry would have
come about had it not been driven by the Defence
Industrial Strategy.

Mr Morse: | should say that as it happened both I
and Andrew Tyler have been significantly involved
in these discussions. Perhaps it is worth saying that
one of the key things that came out of the Defence
Industrial Strategy that relates to this project in
particular is a realisation that while we asked for a
very strong value for money performance, and
rigorous commercial terms, when you carry out a
complex project what you actually need is to work
together with industry to solve the technical
problems, and even then you need diVerent parts of
industry to come together, to bring their expertise
and you create a space through alliancing to let them
debate and oVer up their expertise, and that is
genuinely how the Alliance works. I mentioned
Andrew; he is chairing the Alliance Board and |
think that is our experience, and more widely it is a
preferred method of working when we are delivering
the sort of complex projects that it carries out. It has
been proven to work in other areas of industry where
complex projects have been undertaken.

Dr Tyler: As Amyas alluded to, | have chaired the
Alliance Management Board for the last year. It is
represented at a very senior level by the industry
parties involved at top board level—Chief Executive
and Chief Operating OYcer level. | have to say that
both myself and all the others involved with the
Board believe that from the behaviours we have seen
over the last year or so that at the Alliance
Management Board level, the really strong feeling of
collective ownership of the project has been
enormous. The thing | would say is that we have the
benefit on the one hand of having several pairs of
eyes with a very strong interest in the project focused
on the delivery of the project because each of the
industry members of the project has a significant
stake in the project. But unequivocally we retain our
customer role and that is a very strong role, which is
the reason, for example, why myself as the customer
representative chairs that Board as the customer.

Q433 David Mundell: Taking on board the merits of
the approach are you satisfied that the actual
structure that you have within that Alliance is the
most eVective one?

Dr Tyler: Yes, absolutely I do. And we find ourselves
very rigorously tested on all the aspects of project
performance, whereas in the past it might have been
simply ourselves and a single primary contractor
looking at the information and making judgments
about the project. We have the benefit in the Alliance
that we have at least four interested parties who have
their eyes on the project and are scrutinising the
costs and the programme and very often in these
Alliance Management Boards it is not necessarily
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myself as the customer who is providing the primary
challenge, it could very easily be one of the industry
parties who is providing the heavy challenge.

Q434 Mr Wallace: Can | follow up on my
colleague’s question there? When it was originally
set up you had the Alliance and there was not asingle
prime contractor—originally there was but it was
taken away. As | understand it now, because of the
tax rules of the Treasury the prime contractor is back
on the scene; is that correct?

Dr Tyler: It is not a prime contractor in the sense
that we were previously using the term “prime
contractor”. We have what have called a “head
contract”, which in terms of the contractual
structure is a contract through which the other
industry parties receive what is technically a sub-
contract, but because of the structure of the
Alliance, the Alliance in the centre, which is what
really matters because that is where the risk and
reward in the project is managed. It sits eVectively as
a wrapper around the internal contractual
arrangements, so those become of far less
importance than the Alliance wrapper that sits
around the outside, and in the Alliance wrapper all
of the parties have an absolutely equal weight in
terms of each having membership of the Alliance
Management Board and there is no bias in that at all
and you all have decision rights on the Management
Board. So it is purely an internal construct of the
contracting strategy, and you are right that it was to
do with some aspects of the tax rules. Interestingly
we worked through this—and we did not just work
through this on our own, we worked through it with
all the members of the Alliance—and in fact it was a
couple of members of the Alliance who will
technically be receiving a subcontract who partly
came up with the idea of having a contract flow
through to some subcontracts, and we are perfectly
content with the arrangement. And at the time when
Amyas and | negotiated this we all accepted that
actually it was a very, very positive sign of Alliance
behaviour the fact that these parties, who certainly
under a traditional contracting arrangement would
not necessarily have been comfortable to have been
a subcontract, actually because of the Alliance
construct they were happy to have been in that
position.

Q435 Mr Wallace: But as the Treasury defines a
prime contractor, the Treasury’s rules, the prime
contractor has gone back and replaced it—probably
BAE Systems | think it is, is it not?
Dr Tyler: It is not a prime contract.

Q436 Mr Wallace: If it was in the Treasury you
would define it as a prime contract because
otherwise it would change the tax regulation.

Dr Tyler: I think if you defined it as that you would
be ignoring the presence of the Alliance
management contract that sits around it.

Mr Morse: If I may, there were a number of reasons
for this, not primarily Treasury considerations. That
is one of them but what we did not want to do was
to create a legal partnership structure with, not to be

boring about it, a complete flow through of liability
and various things like that. So there were a number
of technical considerations which made this the right
structure to select, and they were not driven by the
way in which it is going to operate and do business.

Q437 Mr Wallace: Therefore all the Alliance
partners are carrying an equal amount of risk as they
did before you had to change that. None of those
changes have caused any delays to the contracting
time? That has not been one of the factors behind
why there has been a delay in signing, having to
slightly alter the relationship?

Mr Morse: No, we agreed on the form of the
Alliance some time ago.

Baroness Taylor of Bolton: It is the four main
companies and MoD, all with a vote and everything
has been unanimous.

Dr Tyler: As the customer we have the casting vote.

Q438 David Mundell: Can | come to the MARS
tankers? They have been classified as commercial
rather than naval vessels and | would be interested
to hear your explanation of that, and in particular
whether it sets a precedent for future MoD
procurement, which could lead to more MoD
procurements being placed outside the UK?
Baroness Taylor of Bolton: It does not set a
precedent at all. There were probably two reasons
why they are classified in that way. The first is that
if we did apply to classify them in a diVerent way as
battleships it would take longer for us to be able to
leta contract. And for the same reason we need these
urgently. So we had the choice of going through a
whole procedure but we needed them urgently. We
were not sure that we would actually get that
classification because basically they are tankers,
although admittedly they have to have weaponry
and be able to defend themselves. But it was not
worth the risk of a delay for a decision which might
not have gone in our favour anyway; but apart from
that we would also need them urgently. These days
tankers have to be double-hulled for obvious
environmental reasons and these were the first part
of the MARS project. It was clear from early days
that these were the vessels that had to be acquired in
the first instance that there is a degree of urgency.
That is why we have approached that particular part
of the MARS contract in that way, but it does not set
a precedent for the other vessels, which we do think
are more complex and have more issues involved.

Q439 David Mundell: Can | ask you about the
current timetable for the carriers, and if the carriers
slip from the current timetable and so release
capacity at the yards in Govan and Scotstoun,
whether the MoD would reconsider the decision in
order to preserve shipbuilding skills there and across
the UK?

Baroness Taylor of Bolton: You mean the MARS
decision?
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Q440 David Mundell: Yes.

Baroness Taylor of Bolton: | do not think that is
possible. We have reiterated the dates on the carriers
as 2014 and 2016 quite recently. So far as the tankers
are concerned my understanding is that as there is
now no design ready for the tankers if there were to
be a delay in the carriers, as you were speculating, it
would not actually dovetail in time-wise with any
capacity that would be there. The actual design is not
ready enough to just slip into place in that kind of
way. If all goes to the original plan then we will be
strapped for capacity in the UK in terms of
delivering those fleet tankers and that is another
reason why we had to make sure that we were
looking as openly as possible at what the options
were.

Q441 David Mundell: Going back to the previous
question, if it was felt to be advantageous to
reclassify the vessels, is that legally possible?
Baroness Taylor of Bolton: I think once you have put
something out to tender—and | am not sure about
the legalities—I would say that if you did go down
that route it would cause greater delay, and that
would be greater delay to the design, greater delay to
the production, which would not necessarily have
made life easier for those trying to balance capacity
on shore; and it would also mean a delay to getting
those vessels in service, and that is not something
that we would welcome, given our overall
commitments to meet our environmental
obligations, as well as providing a better service to
the Armed Forces.

Q442 David Mundell: 1t would be useful to know, in
perhaps a letter to the Committee, whether it is
legally possible.

Baroness Taylor of Bolton: | think once you have
actually advertised that contract it would be quite
diYcult to redefine it—I think it would be very
diYcult to redefine it.

Q443 Chairman: Our worry is that if signing on
aircraft carriers is delayed and MARS’ orders go
somewhere else in Europe because local industry
cannot compete because of hidden subsidies in
Europe, then obviously you will understand there
will be a lot of uproar and anger among the industry
and among the unions.

Baroness Taylor of Bolton: | do understand that and
when | was in Glasgow with lan that was one of the
things that was raised with me by some of the people
who were there. But we do have this issue that we do
not have a design that we can just slip in for these
fleet tankers, so it is not as simple as it might
superficially appear.

Q444 Mr Davidson: If I can pick up one point that
you said at the very beginning, that it would take
longer if the ships were not classified as commercial.
I do not quite understand why that is. My
understanding was that you could decide to make
them commercial or you could decide to make them
not commercial, but it would take longer if they were

not commercial because presumably you would
have to get justification for this. We have not heard
this before.

Baroness Taylor of Bolton: You actually have to
make an application through derogation for a
particular vessel to be classified as military and
therefore you have that procedure to go through
before you can actually get to the start point.

Q445 Mr Davidson: That is derogation from whom?
Baroness Taylor of Bolton: The EU.

Dr Tyler: You have to apply for an exemption to
Article 296 and because the EU is very focused on
Article 296—indeed, in December 2006 they
strengthened the rules, so to speak, around Article
296 to avoid too many exemptions occurring—it
was our judgment that there would be quite a
considerable amount of administration and
application required in order to build the case for an
exemption against Article 296, given the intrinsic
nature of the equipment.

Baroness Taylor of Bolton: Because these are fleet
tankers first.

Q446 Mr Davidson: Nobody has ever told us that
before. Nobody from the MoD has ever said that it
was required to be approved by Brussels if we were
to make them non commercial. The suggestion has
always been that this was a decision you had taken
that could be clawed back if the MoD chose to do so,
which is why some of my colleagues have been
pursuing the question of whether or not they could
be slotted in if the aircraft carriers were delayed, the
implication being that this is a choice for the British
Government; that we can decide whether to slot
them in at the beginning. I now understand,
following discussions elsewhere, that that cannot be
done because of the issue of design. But nobody has
ever said that we would have to get permission from
the EU in order to have these classified as non
commercial ships. Is this a change in policy or isit a
new openness?

Baroness Taylor of Bolton: No, it is neither. | have
heard the discussion on 296 and actually I think
when the trade unions came to see me on this
particular issue they did ask about Article 296 and
whether we would classify it in that way. So | do
think that there has been some reference to this issue,
although maybe other issues have come to the
forefront and therefore it has not been noticed in the
same way.

Q447 Mr Davidson: There were two guarantees that
your predecessor was giving to the unions in relation
to the MARS ships, the tankers, that first of all you
would look at the question at the beginning, but that
has been overtaken by events, which the carriers
moved forward and so on. The second was that if
there were for any reasons gaps in the orders, gaps
in the work flow, then the MARS ships, the tankers,
would, if necessary, be reallocated in order to fill in
these gaps to provide a stable workforce. Are you
now saying to us that that is not in fact possible?
That now we have gone down this road of
advertising in the European Journal that it would not
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be possible in the national interests to claw them
back and use them to keep the workforce in a critical
mass in the yard in order to keep it for, say, the
carrier or the next bump in the ordering schedule?
Baroness Taylor of Bolton: | think that when we get
to the stage of building these tankers—as I said they
are not designed yet—the shipyards in the UK will
be busy with other work; we will not have the
capacity at that particular time.

Q448 Mr Davidson: | understand that that is the plan
and that has always been the plan—I do understand
that. But it has always been agreed and spelt out to
the workforce on a number of occasions—and
indeed the management of the yards—that should
for any reason that not happen, should there be
unexpected delays and there was a gap in the work
flow, that the tankers would be available to slot into
that gap in order to maintain continuity of
employment. Is that now not possible?

Baroness Taylor of Bolton: It would have to be a very
long delay in terms of carriers for this work to be the
replacement because this work is not available for a
couple of years and we are not considering that.

Q449 Chairman: We were told by the workforce and
by the industry that if an order is not signed quickly
then there is going to be a gap by the end of this year.
This is the understanding | had through my meetings
with the MoD representatives and with the unions,
that if there is any delay in aircraft carriers then
something could be filled in by bringing MARS in to
this to fill the gap. This is something which worries
us Now even more.

Baroness Taylor of Bolton: If you are talking about
the end of this year there is no way that at the end of
this year we would be ready to do that kind of work
on MARS because it is not even designed yet, and
the contract has not been met yet. So we are not that
far forward with that particular programme.

Q450 Mr MacNeil: What we are hearing is obviously
very concerning and I am wondering what Article
296 might mean in the worse case scenario for the
Scottish yards rather than the normal case scenario
because it seems to me that the field is going to be
more open in fact.

Baroness Taylor of Bolton: No, it does not make any
diVerence at all. It has been there for some time and
it is whether you designate a ship as a battleship or
not. Fleet tankers have not been designated as fleet
battleships because that is not their primary
purpose—they are fleet tankers. We did not want to
go through that procedure because it would have led
to some delay and we were certain that it was the
right classification anyway and we wanted to move
quickly because we want these to be built as soon as
possible; but they are not yet designed and ready for
construction, so in one sense whether the carrier is
signed tomorrow, next week, next month or
whenever the MARS project is not at a stage of
readiness to slip into contracts at the moment.

Q451 Mr MacNeil: But it is still very concerning for
Scotland and the Scottish yards given the category
of the MARS project.

Baroness Taylor of Bolton: No, this is only the first
part of the MARS project that is categorised in this
way, the fleet tankers. The other ships that we will
want, the logistic support vessels and so on, they will
be classified—

Q452 Mr MacNeil: So you are saying that they will
go to UK yards, these MARS projects?

Baroness Taylor of Bolton: We have guaranteed
some work; the appropriate kind of work will be
done in the UK.

Q453 Mr MacNeil: How much is some?

Baroness Taylor of Bolton: We are quite a long way
away from making decisions about these vessels and
they are still in the planning stages—they are not this
year or next year—and the details of how much
work we will be guaranteeing is part of the total that
we have still to reach in terms of a business
agreement that we will reach with the Joint Venture,
and when we are talking about their long term work
programme that is one of the issues that we will be
discussing.

Q454 Mr MacNeil: Some could be 1% or some could
be 99%; which is closer?

Dr Tyler: In terms of the three classes of vessels
within the MARS programme, and indeed the
reason why we set the MARS programme into
essentially three diVerent projects, was to enable us
to be on the one hand satisfied of our urgent
operational need for the fleet tankers, which we need
on environmental grounds in order to have a double-
hulled tankers available for the Navy, but there are
two other classes of ships and these are both
expressed in the Heads of Terms for the Terms of
Business Agreement that would cover the Glasgow
yards. One class of ship is called the Solid Support
Ship and the other class of ship—we call them the
JSBL—the Joint Sea Based Logistic ships, and the
Joint Sea Based Logistic ships are considerably more
complex than the tankers and indeed the Solid
Support Ships, to the extent whereby we have put
those inside the boundaries of the scope that will go
exclusively to the UK yards. The Solid Support
Ships, in our judgment, are a simpler ship—they are
more complicated than tankers but they are a
simpler ship—and I think there is a judgment to be
made at the time when we come to do the detailed
planning of the Solid Support Ship project about
how we treat those. | think the question that will
come at that particular point in time is far more
down to the work flow through the yards and
whether or not those particular vessels are required
intrinsically to sustain our key industrial
capabilities.

Q455 Mr MacNeil: So what value do you think is
going to go to the UK, or to Scotland?
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Baroness Taylor of Bolton: At the second part of the
programme a high proportion will, but you cannot
expect the MoD X years before a given stage of a
contract, to be making estimates like that.

Q456 Mr MacNeil: You cannot give any guarantees
you mean?

Baroness Taylor of Bolton: What do you mean by
guarantees? Do you mean that we decide today what
we are going to do—

Q457 Mr MacNeil: The guarantee that we can
expect it in Scotland.

Baroness Taylor of Bolton: The guarantee is that the
Joint Venture, to which we are very committed, is at
the stage of discussion in terms of business
agreements, which goes into a great deal of detail,
much of which is commercially sensitive and cannot
be discussed openly, and all of these things have to
be discussed in a great deal of detail as we progress
through these negotiations.

Q458 Mr Wallace: Can you tell me how many
logistical support ships that European Member
States with naval yards have in their current or
previous programmes derogated from 296 to build
those ships? How many have decided that those
logistical support ships should be exempt from 296?
Baroness Taylor of Bolton: I will leave it to my
colleagues to make estimates but | would doubt that
there are many countries that have as many ships or
are building as many ships as we are. As | said, our
shipbuilding programme is £14 billion. Do you
know anything about it, Andrew, because I certainly
do not?

Dr Tyler: 1 do not have the facts at my fingertips but
1 would be surprised if ships of that nature have been
ordered since the tightening of the Article 296 rules
in December 2006.

Q459 Mr Wallace: The reason | am curious is that
Article 296 actually has an existing permanent
derogation for, | suppose, articles involved in
defence outside the European original Union that
was set up, and indeed in most cases it is for the
European courts to decide when a case is presented
by the European Commission whether the Member
State is in breach of its derogation rather than in fact
for a pre approval by the Commission in full. In fact
the European Union has taken better steps to try
and tighten it by the new draft directive, to which the
MoD has objected—it went through the House last
month. What | am curious about is that it seems to
suit us to use the derogation part of this 296 as a way
of saying, “We cannot have the MARS in Scottish
yards or any yards in the UK,” when in fact actually
there is no evidence to suggest that the European
Commission would block us building those tankers
under defence needs.

Baroness Taylor of Bolton: Can | just say that with
respect | think you are holding the wrong end of the
stick here? We are not using 296 as a reason for not
building them here. If everything goes to plan we will
not have the capacity to build themin the UK. So the
option of doing it that way would have meant

significant delay to one project or another, and we
would then have to decide which do we concentrate
on? Because we had tried to get away from the
situation of having peaks and troughs and trying to
get some evenness overall in production terms, we
could not aVord to wait what could have been
several years to get these fleet tankers—we need
them urgently—and therefore we had to look at
what was the best situation and the best strategy for
us to adopt to get these particular things. Answering
a technical question about what would have
happened had we gone down that route, that could
have led to further delay, but the basic fact is that
looking across the spectrum at the capacity of the
yards in the UK and looking at the need for these
extra vessels we did not have the capacity.

Q460 Mr Wallace: With all respect, Minister, the
concern of the Committee is that should there be a
delay in the aircraft carriers programme—and there
are delays throughout at the moment in a number of
MoD projects—you could argue that the legitimate
concernwas that given that delay, could the capacity
in the yards not be filled by the MARS programme
or the initial two tankers? The response, Minister,
that you gave us at the beginning was that there are
two reasons why we could not: one was there was no
design to slip in.

Baroness Taylor of Bolton: That is absolutely
correct.

Q461 Mr Wallace: But it seems to me that if it is
going commercial there would be a design split here.
I do not understand. Are you saying there is a design
or no design?

Baroness Taylor of Bolton: There is no design. One
contract will be the design, so we cannot construct
immediately.

Q462 Mr Wallace: So that delay is going to exist
whether it is a commercial contract or a MoD
contract.

Baroness Taylor of Bolton: So are you anticipating
the carriers being postponed for several years?

Q463 Mr Wallace: | think the track record of the
MoD at the moment for its defence procurement
programmes being on time and delivered in the last
number of years shows that we have every right to be
suspicious that the Ministry of Defence is not able to
sign on time and perhaps deliver those programmes
as we had hopefully expected. So the unions are
quite right, I think, and everybody else, to ask that
if there is a delay why we cannot use those yards’
capacity for MARS, and the answer would come
back, “We have no design to slip in,” but that surely
is a factor of whether it is commercial or defence.
And the other reason for delay, Minister, you said,
was the process of applying for derogation to 296.
Baroness Taylor of Bolton: No, I said that could have
caused a delay.

Q464 Mr Wallace: So that could have caused delay
and so—



Ev 64 Scottish Affairs Committee: Evidence

29 April 2008 Baroness Taylor of Bolton, Dr Andrew Tyler and Mr Amyas Morse

Baroness Taylor of Bolton: But we are not going
down that route so there is no delay because of that.

Q465 Mr Wallace: So there will be no attempt to go
back to the drawing board should there be a delay in
the aircraft carriers?

Dr Tyler: At the moment we are planning on a very
pragmatic strategy with the aircraft carriers. At the
moment although we do not have a contract signed
we have not yet had one single slip in terms of our
schedule. We are tracking it month by month, so we
are placing—as | am sure you have already seen in
the press—the key contracts and we are doing the
design work that we need to do. So there is no delay
to the carrier programme at the moment and we are
able to underpin the 2014—

Q466 Mr Wallace: You used to have the concept of
Main Gate; do you still have that concept?
Baroness Taylor of Bolton: Yes, that was in July.

Q467 Mr Wallace: That is Main Gate so when is the
final eVective signing that we are now waiting for
going to happen? You have finished your Planning
Round, have you not, Minister?

Baroness Taylor of Bolton: We have gone a long way
towards completing our Planning Round. | said at
the beginning—I repeated the words of the Secretary
of State of yesterday—that when we have everything
aligned that is when we will sign. We are still waiting
to get everything aligned, but we want to get
alignment. In terms of MARS the work needs to be
done—it needs to be done urgently—and we will not
have the capacity at the time that we need these in
British yards. Therefore we could delay the whole
project or we could have opened it up, as we have
done, with a degree of British interest.

Q468 Chairman: In your view when is it likely that
this aircraft carriers contract can be signed?
Baroness Taylor of Bolton: | cannot say any more
than the Secretary of State said yesterday.

Q469 Mr Wallace: | take your word that the MARS
thing is pretty much hypothetical because we should
not be seeing a delay in the aircraft carriers, but I
want to expand on this alignment. Has the Ministry
of Defence finished its Planning Round or not?
Baroness Taylor of Bolton: We are very close to
finishing the detail.

Q470 Mr Wallace: Has it decided on its diVerent
programmes?

Baroness Taylor of Bolton: We have made a number
of decisions about the number of programmes; we
have not made any announcements and | am not
going to do so.

Q471 Mr Wallace: 1 want to find out if you have
completed the process.

Baroness Taylor of Bolton: | am not going further |
am afraid.

Q472 Mr Wallace: Minister, all we are getting is an
answer about alignment—we have to get these
things aligned and then we will know. Have you
completed the review of the programmes? | am not
asking you which ones are saved or not saved—yes
or no?

Baroness Taylor of Bolton: You talk about it as if the
MoD just sits down one day and looks at all its
programmes, ticks certain things oV and makes
crosses on others. That is not the case because many
of these programmes change over time; we upgrade
things; we decide that we will not upgrade this at this
stage because we want to do it in a diVerent way in
six months’ time, two years’ time or whatever.

Q473 Mr Wallace: That is the Planning Round.
Baroness Taylor of Bolton: No, that is why Planning
Rounds are always subject to future changes and
future Planning Rounds because nothing is as
definitive as it is in other departments because you
are not buying things oV the shelf for single use and
oV they go. You have to take into account all the
upgrades and other things.

Q474 Mr Wallace: Minister, | would be very keen to
know what you exactly mean by alignment, about
before the decision is announced or whatever there
is more alignment to happen. What is that?
Baroness Taylor of Bolton: That is what we are
discussing with the companies at the moment and, as
| said, we are not going to have those discussions in
public. The Secretary of State said yesterday that
when everything is in place then we will set a date
for signing.

Q475 Mr McGovern: Like other Members | am quite
concerned about what | am hearing about the time
tables and the availability, et cetera. | do not think
we have heard anything definitive actually—it does
sound very, very vague. The Chairman mentioned
earlier that at our meetings with the management
and with the trade unions of the Glasgow shipyards
they expressed concern that there might be a serious
problem by the end of the year. Can you clarify what
you are saying, that those fears are groundless and
there is nothing to worry about, and can we go back
and reassure the management and the unions that
that is what you have told us?

Baroness Taylor of Bolton: | think at this stage what
| can say is what Andrew said, that so far we have
not lost a day in terms of the work that we have been
doing on the carriers. We know that the companies
are as keen to move forward as we are and that is
why we are having very close contact with them and
very close discussions with them.

Q476 Mr McGovern: So we cannot tell the unions
that you have told us there is nothing to worry
about?

Baroness Taylor of Bolton: I can tell you that we have
not lost a day at this stage, but in terms of when a
contract will be signed, |1 cannot add anything to
what the Secretary of State said just yesterday on the
floor of the House. When he was answering defence
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guestions this came up and he made the position as
clear as he could and there is nothing | can add to
that.

Q477 Mr McGovern: Do you think there is a
problem here?

Baroness Taylor of Bolton: A problem in what
respect?

Q478 Mr McGovern: With workload. That is what
the unions were expressing to us, and the
management.

Baroness Taylor of Bolton: When | spoke to the
unions they were very realistic; they knew that a lot
of planning was going on. They see the need for long
lead items being bought; they see the work that is
taking place in some places such as Rosyth and that
gives them confidence that this contract is going to
go ahead. They have seen things progressing well so
far and I think what Andrew was saying about not
having lost a day at this stage is right.

Dr Tyler: One thing that the yards get total visibility
of at the moment is the engineering design activity—
it is actually being done in the shipyards, it moved
into the shipyards at the end of last summer—so the
unions have total visibility of the progress that is
being made in maturing the design and we have no
plan at any time to start the production activity until
we have got the design to the appropriate level of
maturity, and they have total visibility of that. | can
also reassure you that there has been no change in
the spending profile of the money required in order
for us to buy the items that we need to when we need
to, to make investments in the infrastructure—and,
as | think you are aware, there is a major investment
committed to in Rosyth of £35 million to build all of
the infrastructure for the production and integration
activity at Rosyth. So if | was in their position |
would be seeing a lot of walk to go with the talk to
illustrate that we were very serious and we are
keeping to the schedule which the Minister and
Secretary of State repeatedly stated in the House as
being a delivery for 2014 and 2016.

Q479 Mr McGovern: | understand what you say that
the unions are very, very realistic and pragmatic, and
they were when we met them too, but we must
express the fears that they expressed to us and that
is why | am looking for reassurances that you are
able to give us and | am still unsure as to whether |
received them or not.

Baroness Taylor of Bolton: I think we would say so
far so good, we are on track, and that I think is the
key at the moment.

Q480 Mr Davidson: I think I have enough experience
to recognise the diVerence between a do not know
and cannot tell. I think we have got as far as we are
going to get with that. Given that you have said to
us that tankers are a lost cause, that tankers are not
going to be done in the UK at all because of the road
that has been gone down, even if a gap appears as
part of the tanker ordering programme—

Baroness Taylor of Bolton: We did not say anything
definitive about tankers; we said that there were
capacity problems and that is the case. We have had
expressions of interest in the tankers—you know the
timescale which we advertised—and we cannot say a
great deal about that, obviously, because we have
tenders.

Q481 Mr Davidson: | understand that, but | want to
be clear about whether or not in the event that,
undesired, a gap appears in the work programme of
the yards as they go through the carrier, there would
still be the ability of the MoD to transfer some work
on the tankers to fill in that gap.

Baroness Taylor of Bolton: It would have to be a very
long delay on the carriers for the physical work on
the tankers to be available.

Dr Tyler: We have done all the detailed analysis of
the profile of activity going through all the yards
involved in the carrier and from the Scottish point of
view that is the Rosyth facility and the Glasgow
facility—and obviously the Barrow facility and the
Portsmouth facility, both of which have not just got
carrier work going through them—and 1 can
reassure you that far from there being any gaps
appearing during the time of the building of the
carriers we have a capacity challenge to meet.

Q482 Mr Davidson: | understand that; | understand
what the plan is. The second point in relation to the
MARS programme is coming back to the question
of what you described as “solids” and JSBLs. | am
not clear what the timescale for those is and whether
or not that overlaps with the time of the carriers and
therefore there will be the same capacity problems,
or whether or not they could come at the end of the
carrier period and therefore extend the workload of
the yards. Can you clarify that?

Baroness Taylor of Bolton: I think a lot of the carrier
workload would have moved on to Rosyth by the
time that we get to those particular vessels.

Q483 Mr Davidson: Therefore it is possible for us to
consider the solids and JSBLs as being work that
would follow the carriers in maintaining the flow of
work through the yards?

Baroness Taylor of Bolton: We have not put specific
dates on that but there is a potential.

Q484 Mr Davidson: In relation to 296, is it
anticipated that 296 would prove an insurmountable
problem to put those orders into the Scottish yards?
Dr Tyler: One of the reasons why it was not
advisable to seek an exemption for the tankers is that
it would potentially compromise our position for
applying for future exemptions, so it would add a
confusion if we were seen to be applying for it for the
tankers and probably not succeeding, which was our
legal advice that that would not be too successful
under the rules that are applied to Article 296. Our
belief is that we stand a good chance because of the
more complex and military nature of those
subsequent classes of vessels to be able to apply for
a 296 exemption and get it, and of course we have
plenty of time to build that case and achieve that in
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advance. That is our anticipation and it is another
reason why we separated the MARS programme
into three separate projects, so that we could treat
them as quite distinct and separate pieces of
equipment procurement.

Q485 Mr Davidson: That raises another question
about the operation of 296. It follows on from some
of the points that my colleagues raised. I am not
clear then whether the mechanism is that you have
to apply to get a derogation and then once you get
that you can then go ahead and order in the UK; or
whether or not you go ahead as you wish and the EU
then has to pull you up. With whom does the
initiative lie?

Baroness Taylor of Bolton: Certainly when we have
the time we have on the second and third parts of the
MARS programme it seems to be wiser that would
apply first and then get that derogation. That is my
anticipation of what we will do.

Dr Tyler: My understanding is that the way Article
296 applies an exemption derogation must be
applied for.

Q486 Mr Wallace: Chairman, there was a very good
briefing by the Ministry of Defence provided to the
European Scrutiny Committee when the EU
Directive went through and that will explain
everything about the 296.

Dr Tyler: Can | just add that one of the diYculties in
this area is that—excuse the pun—there is quite a
grey area between something that one would define
as a full blown warship and something that one
would define, as a tanker most certainly would be, as
a near commercial vessel, and there are lots of bits in
between. That is why, in a sense, there is a
continuum here and one has to be quite careful in the
way that one expresses and describes these things
when looking for an exemption of this nature.

Q487 Mr Wallace: So the Articles of the European
Union do not require that battleships be specified; it
requires that Article 296, if it comes into force
roughly on the area when it is about natural security
or defence, does not come into eVect about a
battleship or a tanker. It is whether the thing that
you are deciding to order or publicly procure is
within the scope of defence or security, or whatever,
or not. So that is the real explanation, not about
these separate little lines whether it is a battleship or
whatever. | am sure our good friends in France
extend very elastically what they define as “defence”
and we have been pretty straight.

Dr Tyler: It does not contain that specificity, which
is precisely why, given that we had overwhelming
other reasons for not wishing to be building MARS
tankers due to urgency and due to the fact that we
already have the capacity with the carrier, it did not
seem wise to have been seeking an exemption to 296
at that particular point in time. You are quite right
that Article 296 is couched in quite general terms,
which is even more reason not to want to go on
picking through it and making diY cult applications.

Q488 Mr Wallace: 1 do not want to get bogged
down, given that | take the Minister’s word that we
are not likely to see such a delay and so the MARS
is not going to come into play. My question is
concerned about the precedence and the fact that |
would hate the Ministry of Defence to be moving too
much towards invoking Article 296 when it suits it.
Mr Morse: Let me reassure you that that is not the
case, but you can recognise that a tanker is a more
marginal call than something which is much more
clearly customised, and therefore clearly has a more
defined warlike purpose. There is a continuum and
it does not take a great stretch of imagination to see
the diVerence between a tanker that you are using
and have been using to fuel warships and you are
modifying it to some extent—the diVerence between
that and something which is highly sophisticated for
warlike purposes.

Q489 Mr MacNeil: Ultimately we are looking at
employment skills for the defence industry in
Scotland and of course the big pie you are talking
about here is defence procurement. Can you tell the
Committee so that it is on the record really the value
of defence procurement in Scotland on an annual
basis?

Baroness Taylor of Bolton: | do not think we have the
figure for overall in Scotland. We can make an
estimate in terms of the jobs but in terms of the
actual value that is diYcult because a lot of the
companies are national companies—some of them
are international companies, | should say really—
and they do not always break down their earnings
company by company. We have a big footprint
which we have tried to estimate in terms of
employment.

Q490 Mr MacNeil: Can you give me the UK figure?
Baroness Taylor of Bolton: Shipbuilding about £14
billion.?

Dr Tyler: One of the things of course is that
sometimes you get a prime contract or a head
contract being for a Welsh company or an English
company, which is then subcontracting in the second
and third tiers which are supplying in Scotland, and
you get the opposite happening as well—and the
Type 45 is a very good example—where the prime
contract is with the BAES facility up in Govan, and
they subcontract a lot of labour and equipment
purchased from elsewhere: a lot which comes from
elsewhere within the UK and indeed the European
Union and the United States and so on.

Q491 Mr McGovern: | mentioned earlier that
Members of this Committee had visited Glasgow
and when asking, for example, Nigel Stewart of BAE
Systems how dependent the Clyde yards would be on
Royal Navy orders he said that without them there
would be no shipbuilding industry in Scotland. Just
how reliant do you believe the Scottish defence
industry is on MoD contracts?

2 Note from the witness that the figure is £14 billion over the
next 10-15 years.
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Baroness Taylor of Bolton: Very. The example that
you give is a total one—a total dependency and
clearly the jobs that go with it. In terms of what we
have been trying to do with shipbuilding in
particular, and | think the Defence Industrial
Strategy and the Maritime Industrial Strategy was
aimed at trying to help industry to modernise, to
consolidate, to look to the future, they have done
that on the back of very significant orders from
MoD. | used the figure at the beginning: we are
spending £14 billion over the next ten to 15 years,
and that is quite an unprecedented amount of money
and an awful lot of that is going to Scotland.
Obviously we would like all of British shipbuilding
to be looking at its commercial opportunities and
the opportunities that exist for building for other
countries, but at the moment it is a fact that all of this
work is what is keeping those shipyards open.

Q492 Mr McGovern: Thank you. What challenges
do you believe that the Scottish defence industry is
facing and could the MoD do more to help support
them in tackling those challenges?

Baroness Taylor of Bolton: | think that we have a
good relationship with industry and they understand
in @ much more mature way the approach of the
Department in all of the areas where we are engaging
with procurement. They understand that we are
changing the way in which we operate and looking
to the through-life capability of any project rather
than just by product and then later deciding on the
service maintenance or upgrading, therefore that
joint working has been very good both for MoD and
companies as well. The one area where | think there
is pressure, and it is in many areas and one that |
would like to focus on a little more, is on skills and
the actual upgrading of many skills that we will need
to continue to keep at the forefront. | know that a lot
of eVort has gone into upskilling. When | was in
Glasgow | saw how many apprentices were being
taken on, how many graduates were being
employed, so things have changed quite significantly
fromten, 15, 20, 30, 40 years ago, but we will all have
to work hard to maintain the skill base and that is
what we will have to focus on for some
considerable time.

Q493 Ms Clark: You will be aware that there have
been some press reports over the last few months
saying that in order to keep within the budget the
MoD is going to have to consider scrapping some
programmes and delaying others. We are being told
that this planning round has been particularly
diYcult. Is that true? Are shipbuilding programmes
such as the Future Carriers, MARS and Future
Surface Combatants in danger of being delayed or
cancelled?

Baroness Taylor of Bolton: Well, we have had a
Comprehensive Spending Review which gave the
Department 1°% real terms growth. | have
mentioned already a couple of times the amount that
we are spending on shipbuilding over the next few
years. It is true that we have a diYcult planning
round, but | think all planning rounds are diYcult
for Ministers because Ministers will always want

more money because they will always want to do
more things with their departments. Any
department would tell you, most Ministers would
tell you, that they would like more money. What we
are trying to do is be realistic about where we are on
all of our projects. One of the ways in which defence
is diVerent from other departments is that the
programmes that we have take so long to come from
concept to actual fruition, and that means you have
to re-evaluate where you are on any particular
programme every so often because a lot of the issues
that could arise can be outside your control. It may
be that you have a joint programme with another
country, it may be that there are technological leaps
during the design stage and, therefore, you have to
sit down again and consider exactly what it is you
should be doing. You may define a requirement
today for something that is going to be built in eight
or ten years’ time and at that point you should be
reassessing the requirement and what those changes
would be. That is one of the reasons why a planning
round is more complex in the MoD thanitis in other
departments. We have got to reassess exactly where
we are on all of those programmes, whether they are
on course and match the priorities that we have
today given that many of these programmes were
started many years ago.

Mr Morse: Perhaps | can add this. One thing I have
observed about this year’s planning round is that we
have really stuck to the DIS principles and had very
direct and honest conversations with industry and
invited them to come forward with ideas, and they
have done so and really been constructive. | have
been most impressed. In other words, instead of
saying, “We will let you know” in answer, it is true
to say that we have been engaged and talking very
frankly with industry, we have been listening to what
they have had to say and what suggestions they have
made. That is an important part of what we are
trying to do and it really is the way of the future.
Obviously in every planning round there is a
conversation about ways and means, but if you can
include industry in the conversation and invite them
to the table that does make a big diVerence. In many
ways they have as much to contribute to the
decisions as we do and they come up with ways
forward.

Dr Tyler: Thereis no better example than the Carrier
programme where, because of the strength of the
alliance construct that we talked about earlier, the
other alliance partners have been hugely
participative in the process that the Secretary of
State outlined in the House in looking at these issues
of schedule and timing, profiling of the money and
so on. They have been very participative in that and
extremely helpful.

Q494 Ms Clark: What we are being told by the trade
unions is that because of budgetary issues, but
probably other issues as well, there is major
reorganisation going on within the MoD and
particularly there is a concern about Scotland, that
some of that reorganisation is going to be away from
Scotland. Does the MoD plan at the moment to
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make more reductions in the headcount in Scotland?
Is that something that we should be concerned
about?

Baroness Taylor of Bolton: MoD is going through a
phase of streamlining but it is not based on any
geographic preferences.

Dr Tyler: That is a strange comment given that |
would have thought over the next few years,
particularly in the matter of the Carrier programme,
there will probably be more jobs in defence in
Scotland than there have been in living memory.

Q495 Ms Clark: There are other sectors of defence in
Scotland and it has been expressed to us that various
reorganisations going on will mean that there are
going to be less jobs in Scotland. Clearly the fact that
we are having this inquiry is an indication of the
importance that politicians in Scotland put on jobs
because many areas, such as mine in Ayrshire, still
have comparatively high levels of unemployment.
For example, I have MoD Beith in my constituency,
350 skilled workers, who are extremely valued, and
if there is a risk that we are going to lose jobs like that
clearly that would be of great concern. Do you think
that we should be concerned at this time?

Mr Morse: Let me oVer this comment, and, as you
know, | have not been in the MoD forever. What we
are doing, and are going to be doing really
constantly as we go forward, as any great
organisation must do, is to look at eYciency. | know
that people will probably say that is a codeword for
jobs. We have to use technology, we have to use
information and we have to become more eYcient in
the way we are organised, and what we are doing is
to seek that eYciency and that is going to be a
feature of the future. Quite honestly, that is the right
way to see it, keeping the organisation moving
forward and becoming more technology-based and
more modern in its approach.

Baroness Taylor of Bolton: Those areas that have got
skilled people have got that as one of their particular
advantages. On the issue that you have specifically
raised, | am happy to meet and talk or write to you
on that.

Ms Clark: Thank you very much.

Q496 Mr Wallace: One of the breaths of fresh air
was the Defence Industrial Strategy which helped
everybody, from the workers to the companies, and
I suppose in parts the Armed Forces, feel secure and
stable with an ongoing plan. The Defence Industrial
Strategy 2 was supposed to be due out in December
2007. Maybe because of the planning round
diYYculties, et cetera, that was why it was delayed, |
do not know. Do we have a new time for when that
may come out?

Baroness Taylor of Bolton: No, we have not got a
new time for when that may come out. The decision
not to proceed in December, which | took, was one
which was welcomed by industry. They felt that we
were not ready, they were not ready and we were not
ready, to move ahead at that stage. Since then we
have had significant discussions with industry about
the way forward and the priorities for the next stage
and what we should be doing when. We have had

workshops on specific topics and Amyas has been
responsible for some of those. We have an NDIC
meeting on Thursday and we will discuss further
progress then.

Q497 Mr Wallace: It is still the intention to have a
Defence Industrial Strategy Mk2 at some stage?
Baroness Taylor of Bolton: Yes, there will be updates
on the Defence Industrial Strategy.

Q498 Mr Davidson: Can | ask about other ways in
which the MoD could be helping the defence
industry. One of the things that we heard from
shipyards was that the Navy orders tend to be so
complex that they cannot be exported in that form.
Is there any way in which the MoD is working to
help the shipyards in Scotland develop designs
which will be more exportable?

Baroness Taylor of Bolton: | will let Andrew come in
because this is his area of expertise, but one of the
things that was explained to me in the briefings that
| had as a new minister was our future plans for
frigates, where it is intended that we have a plan for
a basic frigate, a basic one plus and then an all-
singing, all-dancing one which would be for the
incremental additions to a basic framework. It may
well be that will help in terms of that concept. I will
let Andrew talk further about it. That is the idea. In
lots of spheres within MoD now we want to move
towards things that can be used in more than one
way, So we have more interchange between one
project and another, interoperability and
everything else.

Dr Tyler: Our whole approach to the Future Surface
Combatant, the future frigate project, is one of
aVordability because one of the things that the
Royal Navy is very clear on is that numbers of
platforms are important as well as the individual
capability of the single platform in the way that they
deliver their military eVect on a global basis. In order
to be aVordable we have a virtuous alignment there
between industry’s desire to build warships for our
requirements which are also intrinsically exportable
given that the export market does tend to be buying
slightly lower cost equipment than the equipment
that we do, largely because of the weapons systems
that we put onto the ships. What we will be seeking
to do is develop what I call the chassis of the ship, by
which I mean the hull and the basic marine systems
in the ship, which will be intrinsically exportable
allowing those companies to hopefully be successful
in that area. We might put a more complex weapons
system ourselves onto those platforms in order to
satisfy our own requirements, but those companies
are becoming very successful these days in taking a
more modular approach to the way that they build
these ships which will allow them to put diVerent
weapons systems on for a diVerent customer in a
diVerent part of the world and to be internationally
competitive on that basis.

Q499 Mr Davidson: That is very helpful. Could |
follow that up by just discussing the question of
government-to-government orders and the extent to
which you believe that in future, particularly
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shipbuilding orders for large platforms, that will
depend more upon government-to-government
relationships rather than simply commercial ones
and the extent to which you think Scottish industry
and Scottish shipbuilding will benefit from being
linked to the UK Government rather than to a
smaller independent Scottish Government.
Baroness Taylor of Bolton: I will take that because I
think what you are saying is almost a statement of
the obvious, is it not, that if you have got a
government which is making orders of its own and
people in certain Armed Services who can talk about
the equipment then you are more likely to be
convincing exporters that those are things worth
buying. I know that there is a keen interest and
within MoD we do try to help the new DSO part of
BERR. We had DESO in MoD and it has now gone
to BERR. | was out in Malaysia for 48 hours talking
to them about what they might be buying in the
future, BAE Systems are out there potentially
providing frigates for them. We do have close links
and we do try to help British industry with orders
abroad.

Q500 Mr Wallace: Just following my colleague’s
question about government-to-government, when
the Carrier projects were in process there were
discussions about the French coming alongside or
making overtures to the UK, sharing capacity, et
cetera. We have recently had the State Visit and |
know it happens even in FRES that there is a flavour
from the French there. With the super-carriers is
that idea gone, that we are going ahead alone as such
or are we going to wait for the French White Paper?
Baroness Taylor of Bolton: We are not waiting for
anybody. We are not waiting for the French. The
French have not reached a decision. We have gone
through Main Gate, they have not, so there is a
diVerent set of circumstances. The French have been
involved in the design. They paid, | think it was, £70
million to be part of that original design stage. If
they do go ahead | think they pay another £35
million or £40 million, something of that order. That
decision will be theirs. Should they go ahead then
there may be some extra savings that we could make
by having three rather than two, but the French
decision is not influencing us. We decided to go
ahead last July and we are sticking by that decision.

Q501 Mr Wallace: | understand that. If the French
said, “We will go ahead”, would you try and
persuade them that as well as potential savings,
potential opportunities for Scottish and British
defence and aerospace companies to be part of the
French package that they would join as an alliance
member eVectively or they would set up their own
methods and we would just be helping with the
design?

Dr Tyler: We looked at all the possibilities sometime
ago because the opportunity for cooperation has
been around for sometime now. What we agreed was
that there was a huge commonality in the design and
that is why we have shared a huge amount of the
design. They bought into the design, so to speak,
because we were ahead of them. There has been a

very virtuous relationship between us in maturing
the design and they have been good contributors to
that as well as just financially. Primarily, when it
comes to the actual constructive eVort, they are
taking a diVerent approach to their constructive
eVort than we are, they have a fundamentally
diVerent way that they are going to put it together.
That was always clear from quite an early stage in
the proceedings. We did look at these options that
we would perhaps take a part of the ship and we
would have three blocks instead of two and some
French yard would build a part of our carrier, but
that did not pass the practicality test at any stage in
the proceedings. The other area were we have got an
advantage, and might take advantage, would be in
equipments where we might be able to get some
purchasing economies but, again, we have not
factored that into our pricing. If there was a benefit
to be gained that would be good, but we are not
planning for that.

Mr Morse: It does not mean we will not take the
opportunity should it arise, I assure you.

Q502 Ms Clark: Is the MoD satisfied with the work
of the Scottish Executive and organisations such as
Scottish Enterprise and the Skills Development
Scotland organisation to ensure that the skills base
in Scotland is suYcient to deliver MoD projects?
Baroness Taylor of Bolton: | think that the contacts
that we have had as a Department about skills, and
I mentioned how important | thought skills were for
the future, have been mainly with the companies
which have been encouraging, as | said earlier,
apprenticeships in quite significant numbers. When
I was in Govan and Scotstoun | was impressed by the
way in which they have increased the number of
apprenticeships, taken on a good number of
graduates, and | was able to talk to them in both
yards and thought that was really very important.
Most of the contact that we have had about skills has
been through the industry rather than through the
Scottish Executive.

Q503 Ms Clark: Are you aware that the Society of
British Aerospace Companies in Scotland has raised
concerns about the skills gap? Is that something you
have got major concerns about at this time?

Baroness Taylor of Bolton: | said right at the
beginning that skills and maintaining skill levels is
going to be a very significant challenge in many
areas. You have only got to look at the nuclear
challenge to realise that in the next few years we are
going to be upgrading the deterrent but there is also
greater interest in nuclear energy in Britain and,
therefore, we are going to be competing for the same
skills and will have to concentrate a great deal of
eVort in making sure that we encourage people to go
into the right kinds of areas. There is quite a
spectrum of skills that we will need from very high
level graduates to young apprentices and that is
something that does concern us and we intend to
take further with industry because it is something
that has a great deal of relevance to our ability to do
what we want to do over the next few years.
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Q504 Mr Davidson: Can | just pick that point up
about things you want to do with industry. Can |
explore with you further how the MoD can get
involved in that. The memo that we had from the
Society of British Aerospace Companies Scotland
does actually say things like: “Many school leavers
and students do not meet the sector’s requirements
or expectations. There is too low a number of UK
science and engineering graduates who are able and
willing to work in Scottish industry. There are too
few qualified teachers in science subjects. There is a
shortage of appropriate and key skills which is
harming  productivity. Training and  skill
development funding lacks clarity and cohesion”
and so on and so forth, “Links with the education
sector are under-developed”. That is a pretty
damning indictment of the policy of the Scottish
Government at the moment. Rather than just
leaving it to them to sink or swim, are there
constructive ways in which the MoD as the customer
can be more involved in some of these areas?
Baroness Taylor of Bolton: Yes is the answer. It is
strange that you should alight on that because that
is one of the issues that | have been talking to
colleagues about most recently. Whilst | think over
the last ten years or so, and probably longer, we have
made significant progress in putting education at the
centre of people’s attention, there is still a long way
to go in certain areas. | think that industry can have
quite a large role to play in this in making certain
types of work seem attractive and rewarding. | think
that MoD and industry together can perhaps open
some people’s eyes, in particular on the science side,
to some of the excitement that exists in engineering,
to some of the potential that is there. A lot of the
defence industry does oVer very exciting jobs, at the
cutting edge of technology very often, and | think
they probably are not always very good at
explaining what those opportunities are. | think
there is a growing scope for doing more and that is
something, partly because of my interest in
education over the years, | do want us to concentrate
on more.

Dr Tyler: Perhaps | can give one example which is
particularly pertinent to the nature of a lot of the
defence work that is going on in Scotland. There is a
forum that you may have come across called the
United Kingdom Naval Engineering Science and
Technology Forum and | believe you had the
chairman here at one of your previous hearings.

Q505 Mr Davidson: People in my constituency speak
of little else!

Dr Tyler: Do they? I am very gratified because | was
one of the founder members of it, so | am pleased
about that. To emphasise what the Minister said, the
interesting thing about that Forum is that it is pan-
MoD and industry. We have got together
recognising a collective challenge here which aVects
us all, it aVects the Ministry of Defence as well as
industry. We all need to have a high level of skilled
personnel going forward and it is a challenge to us
to be able to deliver what we need. The UK NEST
Forum is doing very practical things to try and
address things. The sort of thing we are doing at the

moment, for example, is funding a special campaign
using Internet technology particularly for the, as we
call it, “Facebook generation™ to try and excite, in
particular, school leavers and under-graduates to
apply their engineering, science and technology
degrees in the defence arena. We realise that in
defence we are competing across a broad sector and
what we want to do is encourage school leavers to
take engineering, science and technology and those
under-graduates to then consider defence as a good
place in which to have their careers. That is
something that has been co-funded essentially across
industry and MoD.

Mr Morse: At the same time we recognise that part
of this is developing continuous funding for science
and technology and research and development. We
are working with industry to come up with new ways
of doing that, so you do not find yourself having a
research project hitting the valley of death and then
suddenly there is a gap and no money and it gets lost.
A lot of it is about using our money more wisely,
working with industry to develop continuous
development projects, so the reality is there should
be more continuous research projects going on to get
people engaged.

Q506 Mr Davidson: | think that is very constructive
but it has got a very low profile in Scotland and
maybe we ought to look at ways in which the profile
of the MoD contribution to all of that could be
raised given the nature of the problems. Could I
move on to another question about what happens to
the joint shipbuilding venture once the Carriers and
the Type 45s are finished? We have already touched
on, | think, the Solids and the JSBLs and so on, but
we do not want to have full order books and then
suddenly drop oV the edge. Can you just clarify what
the plan is for the shipyards after the end of Carrier?
Baroness Taylor of Bolton: Again, that is something
that is part of the negotiations that are going on and
will go on. MoD can move ahead but it cannot move
ahead definitely. We have mentioned not just the
Carriers, not just MARS, but also the frigate
programme. With all of those together we are
looking a great deal into the future. | go back to my
figure from earlier, £14 billion over the next ten to 15
years. That kind of spending puts us in a very strong
position and it is one where we would want to talk
through with industry, the best way of maintaining
the drumbeat of work as good as we can get it, but
also making sure that we get the vessels that we want
and value for money for the taxpayer. Those are the
kinds of things that we have to balance. We are
looking as far ahead as we possibly can at the
moment and there is an awful lot of work in that.

Q507 Mr Davidson: All of these solutions are
predicated upon Scottish yards providing ships to
the Royal Navy as being part of the whole market.
Has the MoD been thinking ahead to what would
happen if Scotland became a foreign country?
Baroness Taylor of Bolton: That would change the
terms of all of this significantly, but we have not
done any particular project into that possibility.
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Q508 Chairman: The Scottish shipbuilding and
defence industries are largely dependent on MoD
orders.

Baroness Taylor of Bolton: Yes.

Q509 Chairman: If Scotland becomes independent
do you think that the industry will relocate their
businesses and there is a potential threat to the
sustainability of the defence industry in Scotland?
Baroness Taylor of Bolton: Well, one of the things
that we have to consider when we are having orders
is our operational sovereignty and it is true that we
have some arrangements on some projects with
other countries but operational sovereignty is
always a factor and is very important to us and one
of the things we would have to consider.

Dr Tyler: When we are looking long-term, as the
Minister has said, it really is unwise and impossible
to be predicting specific projects at specific periods in
time so far ahead. Under the Defence Industrial
Strategy the focus is far more on sustainability of our
operational sovereignty, that is the critical thing we
wish to protect and sustain the skills and capability
that give us operational sovereignty for the long-
term. That would be our focus if we were looking at
the long-term strategic picture.

Q510 Mr McGovern: Industry has said they believe
that a 5,000 tonne ship per year and a new design
every five years is the minimum level of work
necessary to sustain a UK shipbuilding industry.
What figure do you think is the minimum necessary?
If you do have a figure, on what evidence would you
base it?

Dr Tyler: We need to look at this in the round. If we
were going to have, as we expect, a long-term vibrant
shipbuilding industry the likelihood is it would be
doing more than just one 5,000 tonne frigate for the
Royal Navy per year. We have talked about future
work in the MARS programme, the Royal Navy still
has a large fleet and there will be replacement of
those ships ongoing in the future as well and we
would also expect, as they are today, British industry
to continue to be successful in export work. I would
expect to see the future sustainable shipbuilding
industry of the future having a rich mix of both
Royal Navy activity on a variety of ships, the
frigates of which will be a long-term large-scale
programme, of that there is no doubt, it will be a
good foundation workload. But on top of that |
would expect to see other Royal Navy ships, and we
have talked about the other MARS project ships,
and export work to give a balanced workload for the
business.

Mr Morse: It is important to remember that. Of
course, we want to give reassurance to industry but
we also want industry to be trying pretty hard to
achieve results themselves and to achieve business
themselves. We want that from the point of view of
the taxpayer too. There is a happy balance to be
achieved in recognising that empty yards are not

good news for anyone but, on the other hand,
making sure that it matters to them whether they
really exert themselves to bring in business or not.
Baroness Taylor of Bolton: And that we are getting
value for money.

Q511 Mr McGovern: | am quite certain the industry
would aspire to better figures than that, but they
think that is the absolute minimum necessary. Do
you agree with their figures or do you have another
figure?

Mr Morse: There is a minimum necessary and that
is a matter for discussion between us and industry
and to a degree this is a negotiating matter, is it not?
Baroness Taylor of Bolton: It is a negotiating matter
but we have outlined the kind of work that we
envisage over the next quite considerable period
and, as | said, I think that is more work than British
shipyards have had for decades.

Q512 Mr Davidson: Can | just follow that up. If the
capacity of yards in England was insu'Ycient for that
programme of work that you have outlined,
presumably the additional work would be advertised
throughout the European Union initially with no
guarantee that work would automatically come to
Scotland in the event that they were separate
countries?

Baroness Taylor of Bolton: That is correct.

Q513 Ms Clark: You mentioned at the beginning the
number of civilian jobs related to the Trident nuclear
weapons system and | think you said it was in the
region of 850 direct civilian jobs and 280 indirect
civilian jobs in Scotland. Would you be able to give
us a breakdown of those jobs both by skill and
location, either today or in writing afterwards?
Baroness Taylor of Bolton: I certainly cannot do it
today and | am not sure I can do it by skill. We could
probably do it by location in general terms. | think
what we said was there are 850 civilian jobs directly
relying on Trident, 580 civilian jobs at the base, 270
elsewhere and 250 on top of all of that indirectly. If
we have got any more detail | will let you have it, but
that is the general breakdown that we have.

Q514 Ms Clark: | am very grateful for that. The
other question is related to the future of HMS
Vulcan at Dounreay. | have been advised that the
MoD and Rolls-Royce are keen to use a new reactor
for the Trident replacement submarine and this may
require a prototype at Dounreay. Is that something
that you are able to tell us about?

Dr Tyler: Not at this stage, no. It is still very much
in the planning.

Baroness Taylor of Bolton: It is very early days.

Dr Tyler: It is very early days and we could not be
more specific about that at this point.

Q515 Mr Davidson: Following on from the point
about Faslane, Babcock have now got contracts at
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Faslane but also operations down south. Can | ask
what steps are being taken to ensure that while the
United Kingdom remains united there is not a
transfer of work down south in anticipation of any
constitutional change?

Baroness Taylor of Bolton: I do not think that
constitutional change has been the driving force for
anything and | am certainly not aware of any
deliberate decision to move jobs away from there on
that basis.

Dr Tyler: Absolutely not.

Baroness Taylor of Bolton: At this stage.

Q516 Chairman: Can I thank the witnesses for their
attendance this afternoon. Before | declare the
meeting closed, perhaps you want to tell us some
good news about anything?

Baroness Taylor of Bolton: Very little has changed in
the last hour and a half.

Q517 Chairman: Are there any areas that you think
we have not covered during our questions?
Baroness Taylor of Bolton: No, that is fine.
Chairman: Thank you very much.
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Q518 Chairman: Good afternoon and we welcome
today’s witnesses for our session on employment
and skills for defence in Scotland. Can you please
introduce yourselves for the record.

Ms Mathieson: | am Hazel Mathieson. | am the
Regional Director, Skills Interventions for the East
of Scotland, for Skills Development Scotland.

Ms Hutton: | am Katie Hutton and | am Head of
Operations for the Skills Interventions Team for
Skills Development Scotland.

Mr Sweeney: | am Kevin Sweeney. | am the Deputy
Headteacher at Govan High School in Glasgow.

Q519 Chairman: Before we start on the detailed
questions, would you like to make any opening
statement? | would like to take this opportunity to
say that we appreciate the evidence and statement
from Govan High School and our other witnesses to
the Committee. Would anyone like to make an
opening statement?

Ms Mathieson: I think I would just like to thank you
for the opportunity for us to come here and present
to you today. Myself and Katie both work for Skills
Development Scotland which is a very new
organisation. We came into existence on 1 April this
year and we are a new organisation that combines
the functions of three previous organisations, which
were the Scottish University for Industry, Careers
Scotland and the learning and skills functions of
both Scottish Enterprise and Highlands and Islands
Enterprise. The key role for our organisation is the
implementation of the Scottish Skills Strategy, Skills
for Scotland, which was published in the autumn of
last year. We are aiming to deliver an integrated
service of careers information, guidance, skills
advice, brokering and training to individuals and
businesses alike, but, probably more important, we
are seen as a catalyst, the new organisation is a
catalyst to try and bring a real focus for the delivery
of skills and learning in Scotland and to bring all the
organisations together which are delivering skills
and learning in Scotland and focus us all.

Q520 Mr Davidson: Chairman, | wonder if | could
pick up a point from the statements that have
already been made in writing, particularly from
Govan High. As the Chairman has indicated, I think
we were all impressed by the statements that yourself
and lain White made when you met us, but in the
statement, lain mentions in particular the criticism

of the Inspectorate. | wonder if you could maybe just
expand on that point for us because, as | understand
it, the Inspectorate are not actually adequately
recognising the eVorts that some schools are making
to encourage vocational education because they
only assess schools according to academic results, so
maybe you could just clarify that position and what
the consequences of that are.

Mr Sweeney: Certainly. Govan High School was
part of a general inspection about a year ago. During
that, our experience of dealing with the Inspectorate
was that they operate very much with tunnel vision.
They tick boxes of their own devising and they have
a very limited range of things they are willing to
acknowledge as legitimate activities for an
educational establishment to be pursuing. In other
words, they are obsessed with attainment in the
standard grade and higher exam results. The
Inspectorate team that came to our school did very
little to acknowledge the huge range of vocational
activity that takes place in our curriculum. That is
why my headteacher has given you a negative
statement regarding the Inspectorate which I, as
deputy, endorse because the Scottish curriculum, as
it stands today, is a 20t-Century curriculum and it is
not yet flexible enough to deal with the demands of
21%-Century young people. With particular
reference to the area that this Committee is looking
into, recruitment for the defence industry, in our
area that means the shipyards, that means firms like
Thales Optronics. In other words, it means
engineering. However, our school has a very limited
capability to deliver in the area of engineering, partly
because our own local authority sold its schools in a
PPP deal and then proceeded to rip out our technical
department when they refurbished it only for it to
take us six years to build that technical department
up a little where we can now, as of August 2008, put
engineering back on the curriculum. To go back to
Mr Davidson’s question, the Inspectorate in
Scotland are obsessed with exam results and with
league tables. They do not acknowledge, much less
celebrate, work that takes place in areas that do not
lead to standard grade or higher passes. They were
rather harsh on us as a school because we were in the
vanguard of changing the curriculum from a failing
academic approach to what is now being proved to
be a much more successful vocational approach.
Subjects that did our children no favours in terms of
giving them employment skills and employment
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prospects were removed from our syllabus to be
replaced by subjects which would give young people
a chance when it gets them into the interview room.
Some of the subjects we introduced were not
Scottish-qualification SQA subjects. We went out
and looked at the industry and, for example, in the
area of ICT we no longer oVer SQA computing, but
we do oVer Cisco and Microsoft courses and we have
some anecdotal evidence that the young people who
have graduated from these programmes are getting
really good jobs in these industries. Our big one now
is to emulate that in the field of engineering which is
why we are entering into partnership with further
education colleges and with employers in order to
try to have our young people mentored through an
engineering programme that will actually lead to
jobs for them. To go again back to your question,
Mr Davidson, none of that was acknowledged by the
Inspectorate when they visited our school, not a
sentence of it went into the Inspector’s report on our
school. The word “attainment” appears in this
report 38 times and the word “achievement” appears
twice, so that shows you where the inspectors are
coming from.

Q521 Mr Davidson: Just following that up, why are
the Inspectorate so useless, from an unbiased
perspective? To whom are the Inspectorate
responsible? Who inspects the Inspectorate?

Mr Sweeney: The Inspectorate. They are answerable
to no one but the Scottish Executive directly.

Q522 Chairman: That is the reason they are useless
then!

Mr Sweeney: That is why they are the way they are,
Mr Sarwar!

Q523 Mr MacNeil: When were you inspected?
Mr Sweeney: January 2007.

Q524 Mr Walker: I am quite interested in what you
were saying about vocational qualifications. We
have just done the Skills and Training Bill, it has
finished its parliamentary stages, though I am not
sure that it relates to Scotland because it is a
devolved issue, but the idea is to ensure that children
and youngsters between the ages of 16 and 18 are
either in full-time education or in jobs with
vocational training. Can | just ask you what subjects
you removed from your syllabus?

Mr Sweeney: It was not a case of our consciously
removing subjects from the syllabus. The subjects
removed themselves because, when the young
people were oVered other options, they chose
vocational options. For example, history came oV
our syllabus for a couple of years, though it is back
on now, because the children simply did not choose
it. Instead, the children were choosing things like
hairdressing because we built a hairdressing and
beauty salon in the school in partnership with an
employer and a college. The young people were also
choosing things like the ICT courses that |
mentioned, but modern languages, for example, are
dying on their feet in our school. There is one French
teacher teaching a couple of French classes and that

is all that is left of modern languages because the
children do not choose them. They choose
vocational subjects because they know that
vocational subjects will lead them to employment
when they leave school. With the kind of school in
the kind of area where very, very few of our young
people will aspire to university, this year only two
will leave our school to go to university, therefore,
the number one thing for us has to be to give the
children employment skills and the only way we can
do that is by putting vocational subjects and
activities on the curriculum, and the kids respond;
that is what they choose when they do their option
choices.

Q525 Mr Carmichael: 1 do know a wee bit about
your school; my mother went through there long
before probably either you or | were born, certainly
before I was born! | was at university in Glasgow in
the early 1980s with a number of your former pupils
at that stage and | do not doubt what you are saying
about your school and about the low number of
people who aspire to go into higher education, but
historically that was not the position. Historically,
Govan High produced a tremendous number of very
motivated and high-achieving individuals. When did
that change and why did it change?

Mr Sweeney: The demise of the area and of our
school role is directly related to the shipyards closing
in Govan because, when the employment went, the
people who had the wherewithal went as well and
they did not come back. That is compounded by
dreadful, dreadful housing conditions in some parts
of Govan which, to its credit, Glasgow City Council
is addressing by knocking them down.

Q526 Mr Carmichael: It was never thus though.
Mr Sweeney: But, once the houses are down, the
people go away and, until the Greater Govan
Regeneration Plan was passed last year, they were
not building houses for people to live in to replace
the old houses, they were building industrial units.
With the Greater Govan Regeneration Plan being
passed, they will at last start to build housing again,
but at the moment the Govan community is not sure
if it is going to be an appropriate kind of housing.
Will it be family housing? Unlikely. Will it be yuppie
flats? Likely, certainly up by the river. The short
answer to your question is that, when the work went,
the people went and, as a result, the population of
Govan are those who cannot, and will not, work,
mainly cannot because they are old or they are infirm
or they do not have the required skills, and those are
the parents of our children. I know for a fact that
some of our pupils are fourth and fifth generation
unemployed. There is no culture of work in their
families, there is no culture of work in their streets
and in their community and you can imagine all of
the other social problems that that brings, and that is
why our school is in a position of dealing with young
people whom we must make employable because
few of them will go into higher education

Mr Carmichael: You will probably break the cycle.
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Q527 Mr Walker: What do you do with your
academic children? Just because you come from a
poor background, it makes it di'Ycult, but you still
will have gifted children academically who need to
be reached. How do you manage that?

Mr Sweeney: Yes, we do have such children. They
are the minority of the school population and what
we do is we make sure that they are supported in the
choices that they make if they choose to go the
academic route. The curriculum is structured such
that yes, much of it has a vocational slant, but, if you
are a bright youngster and you are aspiring to get
your five highers and to go on to university, we will
have pathways through the school in order to let you
do that. In fact, we are just about to implement a
massive curricular change where we have reduced
the number of subjects children do each year from
eight to five and we have also introduced annual
option choices, so, as of August 2008, every young
person in our school will be doing five subjects that
they have chosen or been guided into by careers
advice. They will do a one-year course in that subject
and hopefully be successful in it and get a certificate
at the end of the year, then they can choose again
and they can repeat that performance five times as
they progress through years one to six.
Theoretically, the very bright young person could
leave our school at age 16 with 15 certificates rather
than the traditional eight and, if they stay on into the
sixth year, they can add another five on to that, so,
if you are an academic youngster, that gives you two
possible routes. You can go the route of sticking
with your chosen subjects, so, for example, if you
want to be a doctor, you do English, maths and three
sciences and you just repeat that and go up the levels,
intermediate one, intermediate two, higher,
advanced higher and university, or, if you do not
know exactly what you want to do for a job, you can
chop and change at the end of each year and just
rack up the certificates so that, when you finally do
reach an employer’s interview room, you can sit
there with your wee folder and say, “I don’t have any
standard grades. I've got 15 intermediates and
highers though”, and that will be impressive and that
will get them into further education, higher
education or employment, should they so choose.
Mr Walker: | think this is very interesting and, if we
are making visits, 1 would be interested in going to
see this school because it is very diYcult to
conceptualise it.

Chairman: We have seen it.

Q528 Mr Walker: | am sorry.

Mr Sweeney: You would be more than welcome to
come and see us.

Mr Walker: Yes, | will come up on my own. Itis very
interesting.

Q529 Mr Devine: We were very impressed when we
went up to Scotland to meet lain and yourself and |
am sure the report will reflect that, but can I ask you,
Hazel, 1 am assuming you were working with
Scottish Enterprise up until April?

Ms Mathieson: Yes.

Q530 Mr Devine: It was a legitimate decision of the
Scottish Government to abolish Scottish Enterprise
and, prior to working here, 1 was a member of Forth
Valley Scottish Enterprise and | have seen genuine
good work that has been done. Is the restructuring
that the Scottish Government have introduced fit for
purpose for the 21st Century that Kevin was talking
about or is it too early to tell?

Ms Mathieson: Scottish Enterprise was set up 17
years ago to bring the economic development and
the skills agenda together, which I think it did. What
we have now done is we have pulled the skills
element out, but we have combined the skills element
with many other bodies which are also delivering a
skills element. | think what we had was a bit of a
cluttered landscape and possibly not all driving in
the same directions. What we now have is Skills
Development Scotland having a lead role to try and
focus all the diVerent skills bodies. For instance, we
have the Funding Council for the universities and
colleges, the SQA and other skills bodies and we are
all going to drive forward together. One of the issues
for us which we must do is maintain the relationship
with Scottish Enterprise because Scottish Enterprise
still does exist, though the local enterprise company
structure does not exist any longer, but we have to
maintain that relationship with Scottish Enterprise
because, for all we need to do to drive forward and
make significant change to the skills agenda, we
must always keep linking back to the economic
agenda because skills does still fit with the economic
agenda, and we need to do that; that is part of the
raison d’étre that we have been set up to deliver.

Q531 Mr Devine: But it was a daft decision to
abolish the local enterprise boards, was it not?

Ms Mathieson: I do not think I am qualified to
answer that one.

Q532 Mr Davidson: We are having this as a special
session, beyond the others that we are having,
because we have picked up the real importance of
education and so on and we wanted to be in a
position where we were hearing evidence that would
allow us to make clear recommendations, so |
wonder if | could just come back to you, Mr
Sweeney. One of the points that lain White
particularly makes in his written submission is that
“the success of a school is determined by more than
attainment as indicated by exam results, eg, by wider
pupil achievements and leaver destination
statistics”. How do we get from here to there, as it
were? What are the steps that you believe should be
taken in order to change the present concepts that
the Inspectorate and others work under? If you
cannot think it all through just now on your feet,
maybe we could have a note afterwards; that would
be helpful.

Mr Sweeney: | will try and do it for you just now. |
do think that the kind of school we have come up
with is perhaps a role model for others to follow
where you have got this 60/40 mix of the vocational
and academic or 70/30, whatever the percentage is. |
also think that certain controlling interests in the
education sector have got to back oV and ease up, by
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which I mean the Inspectorate, because they lean on
the education authority, they lean on the Education
Department who lean on the schools and everybody
has got to fit into little boxes in the traditional way,
but in the 21st Century the traditional way does not
work anymore. We live in a world where people do
not leave school and go into the same job for ever
and ever, but people chop and change, things move
very fast, and I think education has got to have a new
way of doing things in order to adapt to that, and |
do think that the model we have in our school is
going some way certainly to addressing the needs or
our young people in a fast-changing Govan. As to
leaver destinations, our programme is not yet fully in
place, but it is already showing some statistical
evidence that it is working. In 2005, 32% of our
leavers went into unemployment, and | am being
quiet just to let that sink in. That is a third of our
leavers who went into unemployment. By last year,
by doing the kinds of things that we do, we had that
stat down to 21%. Next year, we are hoping for 12%
and we are aiming at zero. The way we are doing that
is by making school a place that the youngsters want
to come to because they see a point in coming to it.

Q533 Mr Davidson: I understand the skill element of
it, but the di'Yculty I have is that, in a scenario where
we have got the Scottish target being 55% of school-
leavers at higher and further education and the
Inspectorate having this perspective, anything that
you do is spitting into the wind in a sense because the
overall, as it were, cultural, professional climate is
hostile to that.

Mr Sweeney: Yes, it is hard.

Q534 Mr Davidson: What would be the most
appropriate recommendations for us to be making
that might help change that mindset?

Mr Sweeney: | would like to see this Committee
make a recommendation that everybody involved at
every level in education in Scotland values the
vocational equally with the value that is placed on
the academic. This stat you just quoted of about 55%
going into higher education, whoever thought that
up is a nutcase. Society does not need 55% university
graduates. Society is crying out for plumbers. Try
and get an electrician and, if you want a plumber,
they are all Polish nowadays because Britain does
not produce plumbers or electricians or builders or
slaters or tilers anymore. We have got it wrong in
that regard.

Q535 Mr Davidson: | understand your point about
parity of esteem in education, but what I am not
clear about is how do we move from where we are to
there? The 55% target is a reflection of our inequality
of esteem. How do we move? Do you give the
Inspectorate a new target? Is it new targets that
should be given? What exactly do we say ought to be
seriously considered by the Scottish Executive?

Mr Sweeney: | am going to answer that in a slightly
roundabout way, if you do not mind. I did a study
visit last year to South Australia where | spent time
working with their education department and in

several diVerent schools. South Australia is streets
ahead of us in vocational education and they do not
have an inspectorate.

Q536 Mr Davidson:
inspectorate?

Mr Sweeney: They do not have an inspectorate and,
therefore, education authorities and schools have
much greater autonomy and much greater control
over their own destiny in everything from control of
the school building down to what subjects go on the
children’s timetables. We are also a wee bit, in the
area of vocational education, hidebound by the
nanny people of health and safety. In South
Australia, I saw 16-year-old kids building and selling
houses at school. This was a class that did this—

They do not have an

Q537 Mr Davidson: | am not sure | would buy one
of them!

Mr Sweeney: But to build a house, you need to use
power tools. In our nanny health and safety climate,
| cannot let under-16s use power tools, so how can |
teach them the skills they need, so that is the kind of
thing we have got to ease up on and give schools
more autonomy to decide their own fate for the good
of their own client group. For my client group, |
need the ability to give them as wide a range of
vocational choices as possible and | do not need
restrictions on what | can do.

Q538 Mr Davidson: Well, if there are any other
points that you think of later on which would be
helpful to us to consider as recommendations, we
would welcome having them in writing.

Mr Sweeney: | have one or two bits of paper | will
leave with you which may answer those kinds of
guestions.

Q539 Ms Clark: On the Skills Development
Scotland website, it says that you will “develop
meaningful partnerships at national, regional and
local level”. What have you done so far in
delivering that?

Ms Mathieson: I think you have got to remember we
have only been in existence for six weeks, but there
are two things | want to say here. We have kicked oV
a project and we have recognised that there are six
key Scottish bodies that we need to align our policies
with, work with and work very closely with, and they
are Scottish Enterprise, Highlands and Islands
Enterprise, the Scottish Funding Council, SQA,
SCQF and the student award body, SAAS. We are
kicking oV a project that will be completed by the
end of June to try and align all our policies so that
the seven organisations, and how we interface and
are aligned, are moving in the same direction, and we
will be reporting in to the Scottish Government at
the end of June, so, at a national level, Skills
Development Scotland have been asked to take that
responsibility and drive that project forward and |
am part of that project. At the local level, our interim
Chief Executive, Donald Henderson, has written to
all community planning partnerships in Scotland, all
32 of them, to tell them that we are in existence now
and that we want to have a key role at a local level
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because skills is a very local issue and the responses
are now just coming back in. Sometimes, there is a
very strong relationship already and it really
depends, | suppose, on how in the past Scottish
Enterprise did its business at a local level, but we are
getting responses back now and we are considering
how we, as Skills Development Scotland, should
work with each of the 32 community planning
partnerships. Now, that is quite a challenge as well,
SO we are trying to work through some of how that
will actually happen.

Ms Hutton: The other thing I would add to that is
that there is also another project which will kick oV
shortly which is about looking at the delivery model
for Skills Development Scotland because there is
always a tension between national, local and
regional delivery, so it is about trying to get the
balance right. Obviously, we previously worked for
Scottish Enterprise and they cover the whole of
Scotland, excluding the Highlands and Islands area,
so we have to make sure that we are meeting local
needs, meeting rural needs, which are diVerent
obviously from city needs, and fitting in with things,
such as the City Strategy, so we will be looking
closely at the model.

Q540 Ms Clark: My next question is really quite a
detailed question because clearly you are at quite an
early stage in terms of building all those
relationships and it really is quite specific about the
Future Carrier Programme because we have had a
lot of evidence about that as a Committee. First of
all, could you tell us what your understanding is of
how many workers and how many skilled workers
will be required at the peak of the Future Carrier
Programme because we have been hearing evidence
about that and, from your experience so far, are you
confident that we have the skills needs for this
programme, that the skills needs have been
identified and have been planned for?

Ms Hutton: Our understanding of the numbers, |
think there was a submission given by lan
McMahon and 1 think that was something like an
additional 1,400 jobs, | think that is our
understanding, and we have colleagues, formerly in
Scottish Enterprise who are part of SDS, who will
continue to work for the Scottish Marine
Technologies Training Programme to look at the job
profiles which come up and what is needed to meet
the needs of the particular project that you are
talking about. In terms of whether we are ready for
it, 1 think having things like the Scottish Marine
Technologies team will mean that it tries to bring
everybody together to fulfil those carrier orders in
terms of the skills that are required, like the colleges,
like Scottish Enterprise and like the Funding
Council, et cetera. | think that is a good
demonstration of working together in Scotland with
one aim in mind which is to make sure that we have
got asustainable industry there. There will always be
things that we can do better as well, | appreciate that,
but I think we do have a strong foundation there.
Mr Sweeney: | would agree with all of that, but at the
bottom of that employment pipeline sit the schools
and the schools have got two problems. One isawide

problem, a problem with all schools, and that is
resourcing technological education; it is expensive.
The other one is probably more pertaining just to the
Govan area and that would be the fact that very few
people who live in the G51 postcode area where BAE
and the aircraft alliance is going to be based actually
get jobs there at anything above teaboy or cleaner
level. Obviously, by introducing engineering, we are
trying to address that and we are working with the
colleges, so the way it all dovetails together is that
the school dovetails with the college and the college
dovetails with the other skills agencies, and yes, we
will be producing young people who progress up
that employment pipeline to fill some of these
14,000[sic] jobs.

Q541 Ms Clark: Do you think you are going to be
able to do it?
Mr Sweeney: Not our wee school alone, no.

Q542 Ms Clark: But from your knowledge of not
just your school, but the whole of the area and what
is going on?

Mr Sweeney: My opinion is that, with the present
level of resourcing in technological education, it is
going to be a struggle to meet those targets.
However, if at policy level there was a change and
technological education was to be supported, then
yes, it is doable.

Q543 Ms Clark: So you think a lot more needs to
done?

Mr Sweeney: Definitely, and a lot more resource has
to be poured into it.

Ms Mathieson: In my previous job, | was based in
Fife, so | have worked very closely with Babcock in
Rosyth and the project that lan McMahon spoke
about with you last time. We have known about the
aircraft carrier project for quite some time now and
Babcock in Rosyth have worked very closely with
the 19 high schools in Fife, so we have been working
very closely. We had the recruitment of apprentices
on the cards which was then delayed several times
and that was a bit of an issue because the contract
was not signed for the carrier project, so we built up
the estimations of youngsters as to the recruitment
and we had to dampen them slightly because
apprentices have to be employed and, until the
contract was actually going to go ahead, Babcock
itself could not employ these youngsters. What has
happened is that the two main colleges in Fife have
put on much-increased provision, which is pre-
apprenticeship provision, so now, probably for the
last four years in Fife, what we have had is over 200
youngsters leaving school at age 16 or 17 at the end
of S4 or S5 and moving into college, which has
allowed Babcock, now that they are in recruitment
mode, to recruit 50 apprentices last year and they are
recruiting a further 50 this year, there is now a large
pool of youngsters available for recruitment to
apprenticeship level in Fire. Now, it does not meet
all the requirements because they actually have to
source from abroad some skills needs for very short
pieces of work that are required, but it has actually
built up a pool of labour, not just for Babcock in
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Rosyth, but for some of the supply chain companies
which will be supplying Babcock with some of the
work as well. Another interesting project that we
have got on the dock in Rosyth, where there will be
the final assembly of the aircraft carriers, where the
dock has to be widened and the contracts have been
let now. We are hoping to take on some unemployed
people from the local area, to do mainly labouring
work, but we are hoping to take some local labour
on so there is a benefit coming back into the
community as well. 1 would say, from my
perspective in Fife, that there has actually been quite
a lot of preparation done and, to date, I think we are
supplying what Babcock require.

Q544 Mr Walker: You said that 29% of your
youngsters went on to jobs when they left your
school. What sort of jobs are they doing?

Mr Sweeney: Typically, they would go to jobs in the
service industry. They would be hairdressers, they
would be motor mechanics, they would work in the
retail sector and a lot of them would go from “Mac-
job” to “Mac-job”, you know, burger-flipping.
Where the school had managed to make appropriate
partnerships with certain local companies, we were
able to channel young people to higher-level
employment, for example, through our ICT courses,
and a good number of our kids are now going to
pursue that at the further education college at
Cardonald and then from there into the ICT
industry at sort of technician level, so we are getting
quite good at that. Mainly our kids are ordinary kids
whom we school to go to ordinary jobs.

Q545 Mr Walker: But they are jobs.
Mr Sweeney: But they are jobs and that is what
matters.

Q546 Mr Walker: Yes, that is the important thing
because then they go on to get other jobs and they
are socialised into the workplace, so some of these
jobs come with apprenticeships attached to them
and training and so on and so forth. As Members of
Parliament, we sometimes live on a diet of human
misery and I think what you are saying is incredibly
uplifting. You said you have had third and fourth
generational unemployment in a family, so can you
give us, I am sure you have got some, an example
of where—

Mr Sweeney: A success story?

Q547 Mr Walker: Yes, where you have just changed
a youngster’'s life and you have given them
opportunities that were denied to so many of their
forebears?

Mr Sweeney: | can think of several.

Q548 Mr Walker: Have you got a minute to tell us?
Mr Sweeney: Yes, there was one lad who left us
perhaps three or four years back. He was one of the
first graduates of our Cisco computer technician
course and in fact he got such high grades that we
had a little graduation ceremony and Cisco gave him
a £2,500 laptop as a prize which he then took oV to
get his diploma in computing at Cardonald College

and this year he is working as a computer technician,
and | forget the actual name of the firm, but the point
is that he has got a job at technician level.

Q549 Mr Walker:
background where—
Mr Sweeney: He came from a background of a
broken family, brought up by grandparents. I do not
think the grandfather had ever had a job in his life,
but this chap has been turned around.

And he came from a

Q550 Mr Walker: Does he realise that you have
changed his life?

Mr Sweeney: Yes, yes. If he had not realised it for
himself, we would have told him!

Q551 Mr Walker: That is interesting. Is he a
champion and an advocate? | do not want to place a
burden on these young people because they have got
their careers and families to get on with, but in a
sense, if youngsters can see these people who have
achieved, it gives them hope because, “If he can do
it, | can do it”.

Mr Sweeney: Well, one of the things we do to try to
encourage that is we do a really slick, professional
quarterly newsletter from the school and the middle
part of that always features the successful former
pupils and every time it goes out | can put between
eight and 20 success stories in there. Usually what
happens with our young people is that, because they
are handicapped by their backgrounds, they are late
developers. They are still clever and they have got
skills, but it takes them longer to get a couple of
rungs up the ladder on to an equal playing field with
people from the posh schools, so our kids will
develop later. They will not leave school and go
straight to university, but | can think of several
young people who would have left school for further
education college and then university and then
employment, so the skills and the talent are there
among our kids. The environment in which they
grow up serves to hinder them, but, as a school,
although we are small and we, quite honestly, do not
have a lot of resource, I think we punch above our
weight in trying to do what you are talking about
which is change young people’s lives and give them
a better chance. A mantra in our school among the
leadership team of the school is “positive
destinations”. We know that, if we can get them out
of our door into a positive destination, be it a job or
a college place, we have given them the opportunity
to change their lives, so that is our job. After that, it
is up to the other agencies to take them through the
rest of their lives.

Mr Walker: | should have been on the visit and |
apologise for that. I am sorry | was not, but maybe
next time.

Mr Devine: You see, we have the same problem
coming from a working-class background, Labour
MPs, with Tory toVs who went to public school!

Q552 Mr Walker: That is actually a nice lead into my
question because this is what | want to ask: what
emphasis do you place on social skills because what
I have noticed in parts of my constituency, and | do
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not represent the typical “Tory-shire” constituency,
as Jim will tell you in his more generous moments,
what | have noticed is that you have really bright
kids who may be brighter than children who go to
private schools or the posher schools, but they do
not have the social skills and they have more trouble
looking you in the eye and more trouble holding a
conversation actually in the interview room, as you
said, so that will put them at a disadvantage, even
though, with a little nurturing, they are probably
stronger, longer-term candidates, and this is the
same at university as well. Let us be in no doubt that
Oxbridge, Cambridge and Oxford, they will always
opt, or not always, but a number of times, too often,
they will opt for the candidate who is like them as
opposed to the one who holds out the best, long-
term prospects for achievement.

Mr Sweeney: Social skills development is high on
our agenda and we approach it from many diVerent
directions at once. Obviously in the school, we have
a pastoral care faculty and they are the professionals
who have to address that through lessons, personal
and social education lessons which are on the
curriculum, but we do it in more subtle ways as well.
For example, two years ago we built a dance studio
and we hired a professional choreographer and we
now have a dance troupe that would rival anything
on the West End stage, but that is not really for
dancing, that is not why we did it, it is about building
self-concept. We have young people walking about
our school today, the 16- and 17-year-olds who are
in that dance troupe, and they walk properly,
shoulders held high, and they all look you in the eye
and they can speak to you because they have
performed in front of hundreds of people. After you
have performed in front of hundreds of people,
including visiting dignitaries, Nicholas Sturgeon was
atour last performance, for example, when you have
done that, walking into an employer’s interview
room and facing three people on a panel is a
boardwalk. What we do in the school through the
formal curriculum, through personal and social
education, we do address these social skills and,
through a subterfuge, if you like, in the way that we
stage-manage them through the curriculum, the
young people learn these skills as well and then, on
top of that, we use our partnership working mainly
with the colleges and local employers. We are, for
example, about to start this programme in
engineering and backing it up where BAE Systems
will be giving us final-year apprentices to mentor the
young people who are taking engineering courses,
not specifically to help them with engineering skills,
but to help them with the other skills, the soft skills,
the communication, the team work, the confidence-
building, so I recognise the kind of young person you
are talking about because | have a school full of
them. We are aware of their existence and we are
aware of their needs and, | can assure you, we are
very deliberately trying to address that so that we
produce young people who can look you in the eye
and who can speak in English, even though they
come from a Scottish backwater with an
impenetrable accent which, if you do come to our
school, Mr Walker, I can assure you right now, you

will not understand a word any of the children say,
unless we provide an interpreter for you, but | hope
that answers your question.

Q553 Mr Walker: I will make a statement and then
I will shut up. I think drama should almost be
compulsory in schools for the very reasons that you
have so eloquently said.

Mr Sweeney: Well, in August we launch theatre arts.

Q554 Chairman: Where does responsibility for the
Scottish Marine Technologies Training Programme
lie after the restructuring of Scottish Enterprise and
the creation of Skills Development Scotland in
April 2008?

Ms Mathieson: It is led by Scottish Enterprise.
However, Skills Development Scotland are now
working in partnership with Scottish Enterprise, and
others, to deliver the project.

Q555 Chairman: So what are the priorities for this
project and what progress has it made?

Ms Mathieson: The project is quite some way in.
There are well-developed relationships between
school, between college, between job centre, between
the careers companies and between now ourselves,
Skills Development Scotland, and Scottish
Enterprise to ensure that there is a pipeline of skills,
so all the agencies are working closely together to
identify what the skills requirements are for the
industry, specifically the two main contractors, to
ensure that we have got youngsters and adults
identified at school, identified if they are out of work,
and that there is suYcient vocational provision and
apprenticeship provision put in place to ensure there
is a pipeline through. Specifically, it was recognised
when Skills Development Scotland came into
existence on 1 April that we are required to change
the amount of expenditure on engineering
apprenticeship delivery, so we have increased
significantly the provision with 500 extra adult
places and 500 extra places for youths in both the
construction and the engineering areas of activity
because we recognise that there is a demand from
industry and we are required to shift our spend to
ensure that we are meeting the needs of industry, so
we are still working very, very closely with Scottish
Enterprise to ensure that this project is delivered.

Q556 Chairman: When young people leave school,
what skills do you think they should have developed
and should employers be prepared to provide
training for?

Ms Hutton: | think employers want young people to
be work-ready. That is always what they are saying
and every two years Future Skills Scotland does a
survey and asks, “How work-ready do you think our
school pupils are?” | think the response to that is
something like 60%, | think that is the figure. | do
think that employers do recognise also that they
have got to give them the job skills, the technical
skills that are required as well, so | think they would
want them to be work-ready and they know that
they cannot be completely work-ready, so they will
invest in some training for them, which is what the
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Apprenticeship Programme is really about. Just to
add to what Hazel said, in the last two years we have
increased the number of engineering apprenticeships
by 50%, and that is using Scottish Enterprise area
figures and usually the figure for HIE is about a
tenth of the Scottish Enterprise area as well, so we
have put investment in that and obviously the
employer also invests in that apprenticeship
training.

Q557 Chairman: In your view, do you think that
industry, employers, schools, colleges and of course
Scottish Enterprise are doing enough in partnership
or do you think something more should be done?
Ms Hutton: As | said previously, for this particular
aircraft carrier project especially, | think that is a
good model of working together. You have got
everybody around the table, you have got the
employers looking at their forward order charts and
looking at the job profiles of people that they want
in the future, but also there is a bit of planning in
terms of what the education and training system
needs to deliver to meet the needs for the workers
within the industry, so I think that those kinds of
things are very good models of working. I was
previously involved in the Microelectronics Skills
Consortium which was about bringing four colleges
together across Scotland to meet the needs of the
industry. The industry donated around £3 million
worth of equipment to these colleges and it is about
developing centres of excellence across Scotland.
Not all colleges could be working with
microelectronics, but we were developing centres of
excellence and we were making the best of what we
had and we had that week-to-week dialogue with the
industry about what the future needs were. Now,
unfortunately the microelectronics industry took a
bit of a nosedive after that, but | think the model is
still one that is worth looking at and I think that the
Marine Technologies Training Programme does
follow that one.

Q558 Mr Devine: This is where I have my concerns
about the abolition of the local enterprise zones. The
model you are talking about is okay and any big
project, like the shipyard, like the microelectronics
and the work that was going to bring in, but it does
not work anywhere else unless it is a big project, does
it? Obviously you do not want it to happen, but, if
the aircraft carriers were cancelled, all the work that
you are talking about, the joining-up exercise that
you are talking about, is for no benefit.

Ms Hutton: I think that what Skills Development
Scotland has not done yet is devise its model to
approach local projects and get into local projects,
but that is something that we are very concerned
about and | think our Chairman has said that it is
not just all about the central belt, it is about the local
projects and responding to local needs, so that is
something that we will be addressing. You are right,
it is not about big, national projects, it is not all
about that, although there will be times when that is
required, but there is also an ongoing need to
respond to what is happening in the local labour
market as well.

Q559 Mr Devine: We have actually had written
evidence from people who say that there is a total
lack of clarity on the Skills and Lifelong Learning
Strategy. | recognise that you have only been up and
running for six weeks and it is maybe asking a hard
question, but we have heard this as evidence and |
just wonder what your views are.

Ms Hutton: | think part of the reason for setting up
something like Skills Development Scotland and
saying that we had to look at the models of delivery,
both local, regional and national, was actually one
of the ways that we have seen as addressing that
particular criticism that was made of what was
happening in terms of the lifelong learning
infrastructure in Scotland, so we will hopefully come
out with a model very soon in terms of how we will
be working at these diVerent levels across Scotland.
Mr Walker: | was just thinking that, if you were
looking at your crystal ball over the next 15-20
years, given the amazing strides you are making in
your local community, what do you think the
infrastructure of your community will look like, the
social infrastructure, not necessarily the sort of
buses and trains, but the social infrastructure, if that
is the right term?

Q560 Mr Devine: It depends on tonight’s result!
Mr Sweeney: It is undoubted that the Govan
community is going to change drastically in the next
few years, not least because the Regeneration Plan
has brought new employers into the area. The BBC
headquarters is on our doorstep, the STV
headquarters is on our doorstep, Film City is on our
doorstep, and then there are the big employers, like
Thales Optronics and BAE Systems. | think the way
the community will change will be very much
dependent on the kind of housing that they actually
build because, along with all these employers, they
are going to build housing at some point, | suppose.
The experience on the north side of the Clyde has
been that they have got rows and rows of £5 million
yuppie flats. Now, if they do that on the south side
of the river where we are, then the local community
will just be swept away.

Q561 Mr Walker: Where will it relocate to?
Mr Sweeney: It will dissipate, so it will disappear
into the schemes in the periphery of Glasgow.

Q562 Mr Walker: You see, | have got some
sensitivity to your concerns because I think flats are
important, but we need to build communities that
house families and | do not think we have been very
good at that, and that is not a party-political point.
I think we have a passion for flats, but communities
are still built around families and generations, so
would that be a concern?

Mr Sweeney: That is very much a concern in Govan,
but I do think it will be addressed to some extent by
the Regeneration Plan that was passed last year. To
give you an illustration of the extent of the problem
in the area, about 500 yards behind our school
building, there is a road called “Homefauld head
Drive”, a bit of a mouthful. When | first came to
Govan, we got 100 children out of that street and
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today we get none because that street is a pile of
rubble and it has been for a couple of years and will
be for at least another couple of years, and that is a
big problem for the local community and for us as
the community school. We are being bled dry in
terms of our school roll and it is falling year on year
because the population in the community is falling
year on year and, until we build family housing,
community housing, like you were talking about,
Mr Walker, the community is on a downward spiral.

Q563 Mr Walker: Because it is amazing that you can
build loads and loads of flats, and we have seen it
happen in the east of England, and still be shutting
primary schools because all these people in the flats
go into the city to work, they come back, they
become dormitories and they—

Mr Sweeney: And they do not have children. That is
exactly the situation we are in and in fact next year
we go from five associated primary schools to two;
there are not any kids to fill the schools.

Q564 Chairman: Can you tell us what funding is
provided for adult training, particularly adult
apprenticeships?

Ms Hutton: Per individual for adult apprenticeships,
| think it is £4,500 is paid per apprenticeship for
those over 20.

Q565 Chairman: Do you think itisenough or is more
needed to develop skills for defence in Scotland’s
adult population?

Ms Hutton: The amount of money that is paid out
for apprenticeships in the engineering sector is the
highest level, and that recognises the higher costs
spent in delivering engineering training relative to
other things, such as customer service, et cetera. We
have had very good achievement rates for our
engineering apprenticeships in Scotland and we have
also got this other requirement given to us from
government which is about value for money, so, in
terms of increasing that rate, there does not seem to
be an argument at the moment in value for money
terms. Over about three or four years ago, we did
increase the funding support levels for engineering
apprenticeships and, in response to concerns, they
were raised by about £1,000, but it is the highest
level. We do recognise the costs of training and our
money, our contribution, is a contribution towards
the training costs.

Q566 Chairman: When we took evidence from the
representatives of the trade unions, we were told that
they expect the Scottish Executive to allocate more
resources and more funding for training and
apprenticeships. Do you share their view?

Ms Hutton: Being part of Skills Development
Scotland now gives us the scope to look at
everything that we have done in the past as the
legacy organisations of Skills Development
Scotland, so again we will be looking at the models
for funding as well for our apprenticeships and
taking a decision based on the view of whether or not

we think that more money should go into it, but, as
| said before, we have increased the numbers by 50%
over the last two years going into engineering.

Q567 Mr Devine: There are diVerent funding
structures now going to Wales. Are you comfortable
with that and aware of that because again we got
evidence that again there seem to be diYculties in
some organisations appreciating those diVerences?

Ms Hutton: There is a diVerent set-up, but the
funding that is given in England and Wales covers
everything, so it is about £11,400 and it is £9,000 in
Scotland, but also colleges use their SUMs funding
to cover engineering apprenticeships as well, so the
amount of money, when you add the SUMs funding

together with the contribution from Skills
Development  Scotland, will probably be
commensurate.

Q568 Mr Devine: So what do you think is the best
system, the English and Welsh one or the Scottish
one?

Ms Hutton: Well, we have got better achievement
rates, and | do not know how you consider that, but
that is certainly one indicator of performance.

Q569 Chairman: | have been in touch with this
Future Carrier Programme on the Clyde, so what do
you think can be done to make sure that this
opportunity is utilised to improve skills among
young people?

Ms Mathieson: Well, at the moment we are getting
considerable demand from young people and we are
working very closely with the further education
sector and, | think as Katie has said, we have
increased significantly the provision that we have
put on in the engineering area, so, as far as we are
aware at this stage from employers, we are meeting
the demand.

Ms Hutton: The other area that we are investigating
just now with SEMTA, the Sector Skills Council for
this sector, and with the companies is looking at an
accelerated modern apprenticeship, so that is maybe
taking more mature candidates who have got
experience in the industry and putting them through
what is typically at the moment a three-and-a-half-
year apprenticeship to something like 18 months to
two years and we have looked at diVerent models of
doing that and we will be coming to a decision quite
soon on that.

Q570 Chairman: Are you concerned that high
numbers of highly skilled graduates in countries
such as China and India could result in greater
competition for some of the non-MoD work
currently carried out by defence companies in
Scotland?

Ms Mathieson: | do not think I have the answer to
that question. I do not think I am qualified to answer
that question.

Q571 Chairman: Kevin, can you put some light on it?
Mr Sweeney: | am certainly not qualified to answer
that question!
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Ms Hutton: I think we would always be concerned
about competition from other countries taking
skilled work away from us.

Q572 Chairman: But I am thinking of the major
competition coming from China and India where
there are a lot of graduates, people with skills there
whose skills are in competition, and we have to
compete for the global companies if we want to
move on and we want to make a success.

Ms Mathieson: Again | cannot speak with
knowledge and we can find out that information for
you, but I think there has been a significant increase
in the engineering graduates coming out of the
Scottish universities as well, recognising that
engineering is still alive and kicking and that there
are significant job opportunities, but it is not part of
our remit, so we do not have the figures, but we can
certainly provide that information for you.
Chairman: Yes, if you could drop a note, that would
be helpful.

Q573 Mr Devine: Do you find that young people
want careers in the defence industry in Scotland? At
my time in school, which was not yesterday, | have
to admit, we always got an out-and-out jobs fair in
Glasgow at Kelvin Hall which was great and it was
basically just a day out for us, a great day out, but |
never got the feeling that anybody seriously wanted
to sell. There is a lot of controversy at the moment
about the Army going into schools and trying to
recruit and | do not know if there is an equivalent
going on at the moment.

Ms Hutton: I think that maybe it is the wording of
“defence”, but I know that there are a lot of young
people who want to have careers in engineering and
I think we can judge that by the fact that | think BAE
get a huge amount of applications every year for
their apprenticeship programme, so then that gives
you an indication that there are young people out
there in Scotland who want to follow these kinds
of careers.

Ms Mathieson: I think also that there is quite a lot of
work to be done. Parents are a huge influence on the
choices that youngsters make and I think that for a
long time engineering has been seen as a dying
industry, not just in Scotland, but in the rest of the
UK as well. 1 know we have had significant
redundancies in that sector which have probably
levelled oV now, but I think it is our job, along with
other public sector agencies, to work with schools
and to work with parents and the influencers because
there are significant opportunities. I think that, if
you can get in to speak to youngsters and give
youngsters information through the channels that
they like because | think we have got to remember
that the way that individuals like to get information
is through using technology and it is diVerent
channels than we got ourselves, so it is recognising
that and feeding that information, so I think we have
quite a big job to do because there are still significant
opportunities in the sector. | think we, as Skills
Development Scotland, have to take that
responsibility and work with the school sector and
the influencers of school pupils.

Q574 Mr Devine: Do you think it works, Kevin? Are
you in a unique situation?

Mr Sweeney: | have to take issue a wee bit with
something that Hazel said there about parents being
an influence on young people’s decisions for
choosing subjects and for employment. In certain
types of areas, yes, that is very true but in the
deprived areas it is patently not true because those
sorts of parents do not engage with agencies like
schools very readily, nor do they have the kind of
knowledge or family background even where they
can give appropriate advice to their youngsters. The
schools in these kinds of areas work to try and plug
that gap in parents’ knowledge. As to: are young
people interested in these kinds of jobs? The answer
is yes, and certainly in our school we are now getting
hard evidence that the young people aspire to work
in these kinds of sectors. Now that we have put
engineering on the curriculum and the young people
have the opportunity to choose it they are choosing
it in large numbers—girls as well as boys.

Q575 Mr Devine: Kevin, you are clearly very
innovative and you have the shipyards, basically, on
your doorstep. Is that the reason, or is it a diVerent
one? Are you unique? If I went to another school in
the north of Glasgow—

Mr Sweeney: | do not know about “unique”. We are
very unusual; I do not think you will find many other
schools in Glasgow, or in fact in Scotland, that are
inour situation. We are not unusual because we have
chosen to be so but because we have to be in order
to deal with the context in which our young people
live. Young people choose the vocational path when
they are given the opportunity to do so. The
traditional curriculum will not let you do
engineering in school, will not let you do motor
vehicle mechanics and will not let you do
hairdressing; our curriculum does, and these are the
things that the young people choose, and then they
find that by doing these subjects they like it, they are
good at it and there are employment prospects.
Hazel and Kate are right, there are jobs out there,
and we certainly tell the kids that; we work a lot
together with Careers Scotland to give the young
people an educated perspective on the world of
employment. They do aspire to do jobs in these
sectors—engineering being one very good example.
Ms Mathieson: | think they are well-paid jobs as
well.

Q576 Mr Devine: Do you link into the schools?
Ms Mathieson: Yes, we do, through Careers
Scotland.

Q577 Mr Devine: One of the presentations we got
was from Scottish Engineering, who were very
concerned about the Make it in Scotland
programme being discontinued, which seemed to be
very successful and everybody we met was
concerned about this. Do you share others’
concerns?

Ms Hutton: When that programme was reviewed it
was found it was not that cost-eVective and, also—
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Q578 Mr Devine: In what way?

Ms Hutton: In terms of the amount of money that
was required to run it and, also, the amount of
company time that the programme took, and the
amount of time it took school children away from
doing what they are supposed to be doing in terms
of the curriculum—so taking kids out of school.
Sometimes we were getting complaints about the
amount of time that was taken out. So it was decided
that they would try and develop a model that could
apply to a whole lot of sectors in Scotland, because
it will get to the stage that every industry, shall we
say, says: “We have an image problem”, so we have
to get the kids switched on to whether it is defence,
whether it is construction o whether it is the retail
sector. Careers Scotland were getting multiple
demands placed on them. So what they have been
charged with doing is devising a new model which
develops new approaches and takes less of the
curriculum time. They have done something called
The Path is Green, on which I have some details for
you. That is an innovative way of using
communication techniques that are a bit more
applicable to young people.

Q579 Mr Devine: The Path is Green does not go
down well in Govan! Has it been tested? How
successful is it?

Ms Hutton: It is being tested right now. It was
launched on Monday—

Q580 Mr Devine: It was launched on Monday?
Ms Hutton: Launched on Monday and it is being
tested. We have had very good initial feedback.

Q581 Mr MacNeil: Mr Sweeney, as a former teacher
I was quite impressed, obviously, about what you
are trying to do and the way you are looking at
where your pupils are. You are building for the
future, from what you are telling us. Apart from
defence, say | was looking at an average 100 pupils,
where would they go? What normally happens to
100 pupils who are leaving Govan, and just how
important is defence in that mix?

Mr Sweeney: In terms of leaver destinations? Where
do they go when they leave school?

Q582 Mr MacNeil: Yes. We are focusing, at the
moment, on those who go to defence. Maybe some
go elsewhere as well.

Mr Sweeney: Most of our kids are ordinary kids who
will leave to go to ordinary jobs. They will work in
shops, they will work in the retail sector or they will
work in oY ces. We have a successful business studies
department in the school, so a lot of our kids do
administration and do business management and
oY ce practice—subjects like that. So they will go oV
into administration-type jobs. A lot of our wee girls
will often be successful hairdressers and a lot of our
wee boys aspire to be diesel mechanics. | think,
broadly speaking, if you think of our leaver
destinations, there is a sort of little pyramid, where,
out of your 100, most of them, the ordinary kids, will
go to ordinary jobs. As the pyramid gets narrower
you will have the ones who go to more skilled jobs,

like diesel mechanics, for example, and at the very
top of the pyramid you will have the four boys who
are going to leave us this month and go to be modern
apprentices in BAE. Then there is a tiny, tiny, little
point at the top of the pyramid, which this year is
two pupils, who will go to university. So out of your
100, that is the sort of breakdown of our leaver
destinations. Unfortunately, there is still a chunk of
them who go into unemployment.

Q583 Mr MacNeil: Are you finding a change coming
on over the years where this pyramid may be getting
broader at the top and narrower at the bottom?
Mr Sweeney: That is what we are trying to achieve.
| suppose we are concentrating on the middle bit: let
us raise aspirations; let us raise expectations and let
us raise the prospects of the young people. | suppose
the best example of that is our approach to the media
industry in Govan now, where you have the BBC
headquarters, STV and Film City all there. When it
was announced that these organisations were
coming to Govan my headteacher, lain White, and |
sat down and started to plot stratagems. We realised
that young people would leave our school and get
jobs in these places, as cleaners, but that is not what
we wanted; we want our young people to get jobs in
these places at technician or management level.
Therefore, we have put media studies on the
curriculum. We are breeding cameramen, we are
breeding sound guys and we have got other
technical-related courses on the curriculum that are
beginning to produce young people who will get
media level and technical level employment in these
industries. That is our strategy with all of the outside
partners that we deal with, be it the BBC or be it
BAE.

Q584 Mr MacNeil: So would you say you are being
pro-active in looking for the opportunities that any
business on your doorstep is providing in the future
for your pupils?

Mr Sweeney: Yes, we are very pro-active in that
regard.

Q585 Mr MacNeil: The schools round about: are
they similar or—

Mr Sweeney: | obviously cannot speak for any
school apart from Govan High School, but I would
say there is a general tendency that schools in our
kind of area, in the deprived areas, are forced by our
context to be innovative like that and to go out
seeking opportunities, whereas perhaps some
schools in more fortunate circumstances actually do
not have to be that innovative and do not have to go
out seeking partners in the same way that we do.

Q586 Chairman: Representatives of the defence
industry told our Committee that they work with the
Scottish schools and universities. Can you give us
some examples where defence companies have
undertaken any work at schools or universities?

Mr Sweeney: We were saying earlier about the way
their organisations and Make it in Scotland
interacted in schools. Through BAE Systems we
have a fantastic tour that goes round the schools,
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called CragRats, which is based on a little piece of
theatre, and after that somebody talks to the kids
about engineering. Itis very good; it works very well.
I am not sure if it was part of Make it in Scotland or
whether it will continue to be funded and continue to
go out, but certainly the impact it had on our young
people was noticeable. | am sure that has fed into the
numbers | am getting now that are choosing
engineering as a subject. That is from a school
perspective.

Ms Mathieson: | think I can say in Fife we have just
had a project completed whereby four high school
teachers from four schools that are nearby Rosyth
have spent some time at Babcock in Rosyth, really
trying to better understand what engineering is
about so they can take that back to their schools.
They are hoping to continue that relationship with
Babcock and the schools. That is one element of how
they are trying to build up the relationship between
schools and industry. What we have also just
undertaken—and | suppose it links in to what Katie
said previously—is an engineering tour in Fife. All
the intermediary staV that work with youngsters,
and unemployed adults, so school teachers, careers
advisers, JobCentre Plus staV—influencers who
work with these individuals—were taken on a full
day visit to Babcock in Rosyth and we had a visit to
a renewable energy company in Methil and they
visited another high-tech engineering company in
West Fife. If these people who are influencing
youngsters and adults do not understand themselves
what a modern engineering facility looks like, it is
quite diYcult for them to try and relay that
experience to children. It is something that has been
tried and tested on the financial services sector and
we have now done it in the engineering sector and it
was very well received, and we hope to do it again
soon.

Q587 Mr Devine: Can you send us a note on the
project in the financial sector and the model you
have just talked about?

Ms Mathieson: Yes, sure.

Q588 Mr Devine: In particular, the one on the
financial sector. Where was that piloted and where is
that applying?

Ms Mathieson: It was piloted in Edinburgh but we
have now done it in Fife as well because in Fife,
although we do not have a lot of the front oYce,
high-tech jobs, we do a lot of the back-oYce work;
we have the contact centres for the financial services
industry as well. So I will send that information.

Q589 Mr Devine: Did you use the same model in Fife
that had been developed?

Ms Mathieson: Yes.

Mr Devine: That would be very helpful, Chairman.

Q590 Chairman: Has the Scottish Marine
Technologies Training Project begun any work to
identify the re-skilling and retraining that will be
required at the end of the future carrier project, and
identify other Scottish industries which may be able
to absorb some of the workers?

Ms Mathieson: | think they recognise that that is an
issue: to ramp up significant numbers when the
aircraft carrier projects are complete. If the orders
are not there for other similar work, what do we then
do with these individuals? So that has been built into
the back end. So from about 2012 onwards we need
to look at putting some public financial expenditure
into looking at re-skilling. | suppose in the area that
I am more familiar with, in Fife, we have some
significant projects coming up. We have a big
renewable energy park and we have got, hopefully,
anew Forth Crossing at some stage as well, although
some of the timescales do not all tie in. | think we
recognise that is something we must do because we
cannot leave significant numbers of people in an
industry where there may not be work. A lot of the
skills are transferable skills, particularly to the
renewable energy sector. So that work will kick in
once the work from the aircraft carrier starts to
recede.

Q591 Mr Walker: I think that is the key here, is it
not? You are providing people with high value,
transferable skills, and some will move to find new
jobs while others will find jobs within the area. These
people are not going to be bereft. You are producing
some really seriously talented people.

Ms Mathieson: Yes.

Q592 Mr Devine: Could you give us The Path is
Green, or whatever it was called, and can you give us
a copy of the research comparing that project with
what was going on before?

Ms Hutton: | think it was an evaluation. This has to
be evaluated because it is just about green jobs. If
they start oV with green jobs successfully then the
model can be transferred to any industry.

Q593 Chairman: Could I thank the witnesses for
their attendance today. Before | declare the meeting
closed, would you like to say anything in conclusion,
perhaps, on any other area which we have not
covered in our questioning?

Mr Sweeney: | would like to say, on behalf of my
headteacher, who unfortunately cannot be here
today because he is representing the school at an
international event in another English City, thank
you to the Committee for the opportunity for our
wee school to come and say our piece in
Westminster.

Mr Walker: Good for you.

Chairman: Thank you. Your evidence will be very
helpful for us when we compile our report. Certainly
we will send you a copy of our report. Thanks
once again.
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Written evidence

Evidence submitted by The Scotland Office

1. The Government welcomes the Scottish AVairs Committee inquiry. This presents a timely opportunity
to highlight Scotland’s strength in manufacturing innovation, whilst demonstrating that Government
spending on defence has a far reaching impact on Scotland’s industrial base and also, the wider economy
of Scotland.

2. The Ministry of Defence’s policy for the acquisition of defence equipment and capability flows from
the Defence Industrial Strategy (DIS). The DIS is driven by the need to provide the Armed Forces with the
equipment which they require, on time and at best value for money for the taxpayer.

3. Within the DIS are four key industrial policies which aim to promote a sustainable industrial base,
ensuring that the capability requirements of the Armed Forces can be met now and in the future. These are:

— Promoting the eYYcient operation of the defence market through the free exchange of information
within the defence marketplace.

— Encouraging international defence co-operation through an open international defence
marketplace which permits freedom of trade.

— Stimulating an innovative defence industrial base which encourages new entrants to the market,
harnessing entrepreneurial potential within and beyond the existing supply base.

— Safeguarding the UK’s operational edge by securing appropriate operational sovereignty over key
capabilities in the industrial base.

4. The Ministry of Defence estimates that for 2005-06, 5,000 full time equivalent (FTE) jobs were
generated in Scotland as result of MoD direct expenditure on equipment and a further 4,000 FTE jobs were
generated as a result of MoD direct expenditure on non equipment items such as property maintenance,
building construction, telecommunications and fuel. The MoD also estimates that in 2005-06, some £550
million was expended on equipment with companies based in Scotland and with whom the MoD directly
contracts. It is estimated that a further £400 million was directly expended on non equipment items. Both
the employment and expenditure estimates are subject to a number of qualifications, for example, not all of
this money will be finally spent in Scotland as these direct contractors may place subcontracts with
organisations outside of Scotland and vice versa.

5. In addition to the supply of specialist equipment for the MoD, the significant presence of the armed
forces in Scotland has sizeable direct employment and economic impacts. A range of crucial defence
capabilities are based in Scotland. For the Naval Service, this includes Her Majesty’s Naval Base Clyde, as
well as 45 Commando in Arbroath. For the Army, it includes a Divisional Headquarters and four infantry
battalions, and for the RAF it includes three Expeditionary Air Wings and the main operating bases of RAF
Kinloss, RAF Leuchars and RAF Lossiemouth. In total, there are 12,640 armed services personnel located
in Scotland with a further 5,860 civilian personnel—a total of 18,500. Although subject to a degree of
approximation and rounding, the MoD estimates that a further 12,500 jobs are generated by the presence
of MoD bases, personnel and infrastructure in Scotland.

6. A number of companies based in Scotland are well placed to benefit from forthcoming major MoD
procurement projects which will create and sustain a demand for high levels of skills and innovation into
the future.

7. This is exemplified by the Royal Navy’s future carrier (CVF) project, highlighted in the notice
announcing the Committee’s inquiry. The contract for the manufacture of the two carriers, HM Ships
Queen Elizabeth and Prince Of Wales, is expected to be signed in early 2008 at an initial target cost of
£3.9 billion.

8. The ships will each be built in four super-blocks of which two (per ship) will be allocated to Scottish
yards, namely, Lower Block 4 at BAE Systems Surface Fleet Solutions (Clyde) and Lower Block 1 to
Babcock Support Services (Rosyth). Moreover, Babcock Rosyth will be responsible for the integration of
all the blocks and both ships will therefore be floated-up at Rosyth. Currently, these two companies have
2,685 and 1,187 employees respectively.

9. The Aircraft Carrier Alliance anticipates around 1,200 workers will be employed on CVF work at BAE
Systems Govan and the current workforce for Babcock Rosyth will rise to around 1,600 (with the majority
engaged on CVF).

10. In addition to the CVF programme, Scottish shipyards already have a major role in Naval
Shipbuilding. For example, the Clyde is at the heart of the Type 45 destroyer programme. There are
currently three ships in the water, all of which have been launched at BAE Systems Clyde shipyard.

11. The first of the class of Type 45 destroyers, Daring, successfully completed initial sea trials oV the
Scottish coast in August 2007. The second vessel, Dauntless, was launched in January 2007. The third,
Diamond, was launched on 27 November 2007. Manufacture of the fourth and fifth ships (Dragon and
Defender) is also underway at the Clyde.
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12. Babcock Marine at Rosyth are also key to the Royal Navy’s Surface Ship Support Project, currently
undertaking the upkeeps for the following HM Ships: Grimsby (Sandown Class minehunter) which is due
to be completed in Spring 2008 (contract valued at £3.7 million, including damage repair work); St Albans
(Type 23 Frigate) which is undergoing a £10 million overhaul and is due to be completed in summer 2008;
and Sutherland (Type 23 Frigate) due to be completed in winter 2008 (contract valued at £17 million).
Babcock Marine at Rosyth also recently completed the upkeep for HMS Gloucester, a Type 42 Destroyer
(contract valued in the region of £6 million).

13. A further 15 upkeep projects are due to commence between summer 2008 and winter 2009-10 with
provisional agreement for work on HM Ships Campbeltown, Montrose, Bangor, Ramsey, Walney and
Argyll to be at Babcock Rosyth.

14. BAE Systems Submarine Solutions and Babcock Naval Services supply specialist services to the MoD
at HM Naval Base Clyde—Faslane and Coulport—fulfilling a wide range of key specialist engineering and
management services to the Royal Navy at these sites, which are the home to 7 submarines and 8 Mine
Countermeasures vessels. In particular, Babcock Naval Services employ over 1,500 at HM Naval Base
Clyde, engaged in the delivery of a £400 million five-year contract. This commenced in September 2002. It
was extended for a further five years to March 2013, bringing the total value to around £825 million.

15. Sustaining skills in the UK Maritime Sector is a major concern for the MoD and its suppliers,
including those in Scotland. The Defence Industrial Strategy, published in December 2005, identified those
national industrial capabilities needed for the UK to retain appropriate operational sovereignty. In the
maritime sector, this covered:

— Maritime Engineering Resource: it is a high priority for the UK to retain the suite of capabilities
required to design complex RN warships and submarines, from concept to point of build; and the
complementary skills to manage the build, integration, assurance, test, acceptance and support of
maritime platforms through-life.

— Ship Building And Integration: whilst there is no absolute requirement to build RN surface
platforms onshore, a minimum ability to build and integrate complex warships in the UK must
be retained.

— Submarines: for the foreseeable future the UK will retain all of those capabilities unique to
submarines and their Nuclear Steam Raising Plant, to enable their design, development, build,
support, operation and decommissioning.

— Maritime Combat Systems: the ability to develop complex maritime combat systems is a high
priority for the UK, and their integration into warships and submarines an essential onshore
capability.

— Maritime Support: the UK shall retain the ability to maintain and support the eVectiveness of the
Fleet warships, including spiral development, incremental acquisition, generating force elements
at readiness, and meeting urgent operational requirements.

— Maritime Systems & Technologies: it is a high priority to retain onshore research, development
and integration of key maritime systems and technologies.

16. The MoD and the industry have defined a range of key technical skill categories required to underpin
these strategic capabilities, including detailed designers, professional engineers and technical management.
By building on these skill categories, being competitive, and providing value for money, Scottish companies
are well positioned to benefit from the defence industry.

17. The forthcoming major naval shipbuilding projects will contribute to the maintenance of these skills.
For example, CVF is driving continued apprentice and graduate recruitment and training in Scottish yards.
BAE Systems Govan’s demand for intake in 2007 was 120 apprentices and 26 graduates, and Babcock
Rosyth’s was 250 apprentices.

18. Defence procurement activity within Scotland extends beyond support to the Naval Service. Many
companies based in Scotland engaged primarily in the supply of equipment to the MoD have also developed
products and expertise that enables them to access global markets for products with defence and also civilian
applications.

19. It is not always possible to identify the numbers of jobs at a particular plant that relate directly to
MoD work, but it is clear that MoD activity can help to sustain a particular company’s critical mass, even
though it is engaged in the supply of goods and services to a range of other clients. A number of such
companies are described below, although this is not a comprehensive list:

— Raytheon Systems Limited in Glenrothes employs over 600 and has a genuine engineering
capability, designing and manufacturing electronics for a number of airborne systems for the MoD
as well as meeting US Defence supplier requirements and manufacturing civilian air traYc
control radar.

— Selex Galileo is one of Europe’s leading defence electronics companies and is 100% owned by
Finmeccanica. The company, re-branded on 1 January 2008, and was formerly known as Selex
Sensors & Airborne Systems. It consisted of an Italian holding company and UK and Italian
operating companies (Selex S&AS Ltd and Galileo Avionica). It employs 2,000 at its Edinburgh
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facility, which is a Centre of Excellence for laser and microelectronics, manufacturing high
performance radar, early warning and mission systems. Selex Galileo is the UK’s foremost supplier
of electronic systems for military platforms in the air, at sea and on land. Edinburgh is the largest
of its four UK sites and the company’s UK order book is currently valued at £2.5 billion although
it sees its key challenge as further penetrating the US market.

— Thales UK is a major defence, aerospace and electronics company. The company is UK based, UK
managed and intent on meeting the needs of its military and industrial customers in the UK and
in UK export markets. It employs 129 engaged in the manufacture of microwave and electric
components in Edinburgh and 750 in the manufacture of electrical optic equipment in Govan.

— Rolls Royce has annual sales of over £7 billion worldwide. It is engaged in civilian and defence
aerospace as well as integrated power systems for marine applications. It is also engaged in power
generation and distribution systems with oil and gas and defence applications. It is estimated that
15% of the Group’s total annual sales in 2005 were to the MoD. Rolls Royce is Europe’s largest
defence aero engine provider with the US Department of Defence its largest government customer
worldwide. They are engaged in a wide number of MoD programmes ranging from the production
and assembly of the Typhoon engine to in-service support for marine gas turbines. They have a
significant presence in Scotland, employing 970 at East Kilbride engaged in Aero Engine Repair,
175 in Rosyth in Dunfermline, 270 in Thurso engaged in the design and manufacture of marine
products, and 980 at Inchinnan in the manufacture of components used in the majority of the
company’s gas turbines for the civil aerospace, defence, marine and energy markets.

20. The location of MoD facilities in Scotland often means that supporting contractors are required in
areas where there a few other local economic drivers. For example, QinetiQ operates in locations that
include Kirkcubright, Loch Goil, Rosneath and the Western Isles.

21. The examples cited above are not intended to provide a comprehensive list of the companies engaged
in supplying the UK defence market—rather they are chosen to demonstrate the breadth and significance
of the industry to Scotland. As stated above, MoD estimates on the numbers employed directly as a
consequence of MoD contracts are necessarily broad in nature, but it is clear that the direct impact of
defence spending to Scottish industry is far reaching, creating and sustaining large numbers of highly skilled
jobs, whilst also enabling many of the companies concerned to develop additional applications for export
and civilian markets.

Scotland OYce
January 2008

Supplementary evidence submitted by the Scotland Office

Jim Mather MISP wrote to the Secretary of State about the Government’s memorandum to the Select
Committee’s inquiry and the Defence Industrial Strategy. He subsequently suggested it might be helpful if
the correspondence was made available to the Committee. Des Browne was very pleased to agree to this
suggestion. I enclose copies of the four letters that make up the correspondence and hope you and the
Committee will find them useful.

I am copying this letter to Jim Mather.

David Cairns
Minister of State, The Scotland OYce

30 April 2008
Annex A

Letter from Jim Mather MSP, Minister for Enterprise, Energy and Tourism, the Scottish Executive
to Rt Hon Des Browne MP, Secretary of State for Scotland

I write with regard to the evidence recently provided by your oYcials in the Scotland OY ce to the Scottish
AVairs Select Committee investigating experience and skills for the defence industry in Scotland.

Point 15 of the evidence provided by the Scotland OY ce lists the national industrial capabilities identified
in the Defence Industrial Strategy to allow the UK to retain appropriate operational sovereignty. However,
I would invite you to clarify apparent diVerences in the evidence provided by the Scotland O ce regarding
these capabilities and the actual wording in the Defence Industrial Strategy.

The apparent disparity surrounds the strategic capabilities identified for retention onshore listed in the
Maritime Chapter of DIS Section B2.18, DIS states:

— Itis a high priority for the UK to retain the suite of capabilities required to design complex ships.
— There is no absolute requirement to build all warships and Royal Fleet Auxiliary vessels onshore.
— The UK shall retain the ability to maintain and support the eVectiveness of the fleet.
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The evidence provided by the Scotland OY ce states:

— Itis a high priority for the UK to retain the suite of capabilities required to design complex RN
warships.

— Whilst there is no absolute requirement to build RN surface platforms onshore.
— The UK shall retain the ability to maintain and support the eVectiveness of the fleet warships.

I must ask for clarity on these points as the changes implied by the Scotland OYce to the capabilities
identified as sovereign undermine the integrity of the Defence Industrial Strategy. You will understand that
I am deeply concerned this could imply a revision of the capabilities identified as sovereign without
consultation or notification to key stakeholders. If this were the case, it could impact substantially on the
work programmes made available to UK industry and have a significant impact here in Scotland where a
large proportion of the UK naval defence capability is based.

I would therefore ask for clarification on the capabilities the Scotland OYce consider as listed as
sovereign, and whether the high priority is for the UK to retain the suite of capabilities required to design
complex ships or only complex Royal Naval warships? As you will appreciate, the latter would eVectively
mean any tender to build Auxiliary vessels could be open to European competition and the remaining two
classes of ships within the MARS programme could follow the Fleet Tankers in being tendered within
Europe.

I would also ask you to clarify, whether the Scotland OY 'ce view is that the UK should retain the ability
to maintain and support the eVectiveness of the fleet or only support the eVectiveness of the fleet warships?
I would argue this could lead to a situation where by only supporting fleet warships, maintenance and refit
of all other Royal Navy Surface Platforms could be opened to European tender and reduce the UK’s
capacity to provide through life support.

Jim Mather MSP
Minister of State for Enterprise, Energy and Tourism
The Scottish Executive

28 February 2008
Annex B

Letter from the Rt Hon Des Brown MP, Secretary of State for Scotland to Jim Mather MSP, Minister for
Enterprise, Energy and Tourism, Scottish Executive

Thank you for your recent letter about evidence provided by the Scotland OYce to the Scottish AVairs
Select Committee and the Maritime chapter of the Defence Industrial Strategy (DIS).

I should like to make it clear that there has been no change in the policy set out in the Maritime chapter
of the DIS—published in December 2005. The six strategic capabilities identified at page 70 of the DIS
remain valid.

Currently, the UK has ample demand to occupy its shipyards as a result of programmes such as CVF and
the Type 45 destroyers. As you note the first element of the Maritime Afloat Reach & Sustainability (MARS)
programme—the Fleet Tanker (FT) requirement—has been advertised in the OYcial Journal for the
European Union. The department is currently assessing the responses it has received from industry and
decisions on where the FTs will be built are yet to be taken. Furthermore, no decisions have been made in
respect of the procurement strategy for later MARS vessels—Fleet Solid Support (FSS) and Joint Sea Based
Logistics (JSBL)—although we expect that at the very least, initial design work will be undertaken in the
UK.

Des Browne MP
Secretary of State for Scotland

31 March 2008
Annex C
Letter from Jim Mather MSP, Minister for Enterprise, Energy and Tourism, Scottish Executive
to Rt Hon Des Brown MP, Secretary of State for Scotland

Thank you for your letter of 31 March clarifying that there is no change in the policy set out in the Defence
Industrial Strategy (DIS) published in December 2005 and that the six strategic capabilities remain valid.

We are greatly reassured by your statement as the strategic capability to design, build and support the
UK’s complex support ships is vested to a very large extent in the defence industry in Scotland and future
industry rationalisation decisions would need to take this requirement into account.

With regard to the evidence provided by the Scotland OY'ce to the Scottish AVairs Select Committee |
would like you to give consideration to releasing our recent correspondence to the Committee to enable them
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to publicly record this rectification. I believe the next scheduled meeting of the Committee, when Baroness
Taylor is due to give evidence, takes place on 29 April 2008.

Jim Mather MSP
Minister of State for Enterprise, Energy and Tourism
The Scottish Executive

13 April 2008
Annex D
Letter from Rt Hon Des Browne MP, Secretary of State for Scotland to Jim Mather MSP, Minister for

Enterprise, Energy and Tourism, Scottish Executive

Thank you for your letter dated 16 April 2008 concerning the Scottish AVairs Select Committee Inquiry
on the Defence Industry in Scotland.

| agree with your suggestion that it would be helpful if our exchange of correspondence on this matter
were to be forwarded to the Select Committee. | will arrange for it to be done.

Des Browne MP
Secretary of State for Scotland

April 2008

Evidence submitted by the Ministry of Defence

Letter from the Rt Hon Baroness Ann Taylor PC, Minister for Defence Equipment & Support
to Mohammed Sarwar MP, Chairman of the Scottish Affairs Committee

Thank you for your recent letter about employment and skills for the defence industry in Scotland,
following the evidence | provided to the Scottish AVairs Committee on 29 April 2008.

The Military Afloat Reach and Sustainability (MARS) programme received formal approval to enter its
Assessment Phase in July 2005. The planned contractual route for meeting the MARS requirement was the
formation of an alliance. A review of the procurement strategy for the programme was carried out in 2007,
however, and, as a result, the three classes of MARS ships—Fleet Tanker (FT), Fleet Solid Support (FSS)
and Joint Sea Based Logistic (JSBL)—will now be procured separately. This reflects the urgent need to
deliver the FTs and the desire to keep the other two aspects of the programme flexible.

Given the significant investment by MOD in the maritime sector over the next few years, through projects
such as the Type 45 Destroyers and the Future Aircraft Carriers, the FTs are not required to sustain the Key
Industrial Capabilities. In order, therefore, to build the FTs within the required timescales, we are running
a competition for their design, build and outfit. In procuring FSS and JSBL we will, of course, consider the
need to sustain the Key Industrial Capabilities. You may wish to know that on 21 May 2008 we announced
that four bidders (Fincantieri, Hyundai, Navantia and a consortium of BAE Systems with BMT DSL and
DSME) have been selected to go forward to the next stage of the competition that will continue to run
throughout 2008.

The MOD operates in accordance with UK and EU procurement law which means that the requirement
for the FT contract must be competed unless a valid exemption applies—including the exemption oVered
by Article 296 of the EC Treaty. In the first instance, it will always be MOD’s decision as to whether or not
an Article 296 exemption should be applied (including any determination as to whether a naval or auxiliary
ship is deemed “warlike” or not, in accordance with Article 296). That decision can, however, be legally
challenged by industry or the European Commission if either (or both) feel that an exemption has been
wrongly applied. The lack of UK capacity and the diYculties inherent in demonstrating that the FTs meet
all the relevant criteria have negated the need for MOD to currently declare an Article 296 exemption for
the design and build elements of the ships. The applicability of Article 296 for later aspects of the MARS
programme will be considered in due course.

The competitive procurement process for the FTs could, in theory, still be curtailed at this late stage and
awarded to a UK contractor instead. In practical terms, however, the MOD would be taking a significant
risk of legal challenge by doing so, given that the procurement process is already underway. A successful
legal challenge by industry or the European Commission would have financial and political consequences.
In that context, | should reiterate that the FT competitive procurement is fully compliant with Government
policy and will deliver best value for money for taxpayers and provide modern equipment to support
Defence outputs.

Finally in relation to MARS, although a final design for the FTs does not yet exist, a concept design has
been shared with industry and has been used by the MOD to forecast costs and test the practicality of the
requirement. The next stage of the FT competition will generate more detailed proposals from industry,
leading to a mature and fully costed design.
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Turning to the future maritime spending, I can confirm that MOD investment in the UK shipbuilding
industry is some £14 billion over the next 10-15 years. The overall Defence Budget is some £34.1 billion in
2008-09, rising to £36.8 billion in 2010-11, but we do not disaggregate this by geographical region. Similarly,
our equipment programme is broken down by projects, not by the location.

Scottish industry is providing a vital contribution to defence to our current and future capability, both
as prime and as sub-contractors. Procuring and supporting equipment, however, forms only a part of our
business. We must also remember that the MOD maintains a considerable presence in Scotland. We employ
some 20,000 people (both service and civilian) there and maintain some 25,000 hectares across 374 Scottish
sites. All of this amounts to a large investment in Scotland that is set to continue for the foreseeable future.

I hope this is helpful.

Baroness Ann Taylor
Minister for Defence Equipment and Support

3 June 2008

Written evidence submitted by Babcock Marine

SCOTTISH AFFAIRS SELECT COMMITTEE, JANUARY 2008—ADDITIONAL INFORMATION

Q91—Training support
A craft Modern Apprenticeship for Babcock at Rosyth costs in the order of £12,800.

Via Scottish Enterprise (Fife), we currently receive the standard contribution towards Modern
Apprenticeships and also support for SVQ level 2 training for under 20 year-olds. This means that, for those
classed as adults, ie over 20 years old, only 50% (£4,500) of the normal grant is available, and there is no
financial support for SVQ Level 2.

This funding structure does not appear to align with the Scottish, or indeed National, Government
strategy of getting unemployed adults back to work, nor does it encourage business to recruit from that part
of the labour pool and develop their skills. Further support for adults would encourage business to align
with Government objectives in this area.

Whilst businesses will always look for more support for training costs in general, lifelong learning is a
government strategy and perhaps a review of how best the private and public sectors can work to achieve
workforce upskilling would be relevant. This review could be informed and assisted by the work of Sector
Skills Councils and their ongoing Action Plans.

Q132—IPR

The industry members of the Alliance have agreed between themselves and with the MOD that all
intellectual property rights (IPR) created under the CVF project will be owned jointly by BAE and Thales,
as the parties who worked on the original design concept, but that all the industry members will be licensed
to use the IPR not only for the purpose of carrying out the manufacture of the carriers but also for the
purpose of any support of the two vessels in the future.

Many of the skills which will be acquired by members’ workforces under the project will fall into the
category of general know how and capability which will not be in any way restricted from being applied in
the future on other marine projects.

Ken Munro
Babcock Engineering

20 February 2008

Evidence submitted by BAE Systems Surface Fleet Solutions Ltd.

Introduction

1. BAE Systems Surface Fleet Solutions (BAE SFS) welcomes the opportunity to submit evidence to the
Scottish AVairs Committee inquiry into the Defence Industry in Scotland.

2. BAE SFS is one of the largest defence contractors in Scotland with approximately 3,300 employees
based at its shipbuilding sites at Scotstoun and Govan on the Clyde. The business also has operations based
at Filton and Portsmouth.
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3. The BAE SFS business is the design, build and support of complex warships and naval auxiliaries for
the Royal Navy and overseas governments.

4. Since 2000, the business has delivered a Wave Class auxiliary and three Bay Class auxiliaries to the
Royal Fleet Auxiliary together with three OVshore Patrol Vessels for the Royal Brunei Navy.

5. The business is currently engaged on a £2.9 billion programme to build a class of six Type 45 destroyers
for the Royal Navy. The first of class Daring recently started sea trials and is expected to enter service in
late 2009, a further two ships have been launched and all six ships are now in production.

6. BAE SFS is a wholly owned subsidiary of BAE Systems PLC.

7. BAE Systems is in negotiation to form a Joint Venture with VT Group aimed at merging BAE SFS
with VT Group’s shipbuilding and support businesses based at Portsmouth along with the existing Joint
Venture, Fleet Support Ltd. that manages the Portsmouth Dockyard.

8. Negotiations are also ongoing with MoD aimed at securing a Terms of Business Agreement (TOBA)
for this new joint venture business. The intent of this agreement would be to provide a 15 year partnering
agreement with MoD, where key defence industrial capabilities can be sustained in the UK, by guaranteeing
a minimum workload for the JV.

Summary

9. BAE SFS welcomed the July 2007 announcement of a planned £3.8 billion investment in new aircraft
carriers (designated CVF) for the Royal Navy, a programme originally endorsed in the 1998 Strategic
Defence Review. Proceeding to contract for this programme will be fundamental to sustaining skills and
capability in design, production and support over the next four years.

10. If as appears likely, BAE SFS is awarded production work on the aft block for each of two aircraft
carriers, this work should provide employment across a broad range of skills, assuming it is contracted in
a timely manner. It does not however provide a significant boost to employment; rather it provides
continuity of employment and key skills retention as the Type 45 destroyer programme scales down and
moves from production into the in-service support phase.

11. After CVF, the next Royal Navy programme is for classes of frigates designated Future Surface
Combatant (FSC). The projected demand is for a single FSC every year. The current estimates suggest a
throughput of about a third of the current Type 45 loading assuming no other work is going through the
facility.

12. MoD has decided to open up the sourcing of the MARS programme of naval auxiliaries
internationally and has recently commenced that process by listing the Fleet Tanker programme in the
European Journal. Therefore UK Industry may no longer rely on these complex auxiliaries to sustain
industrial capability.

13. Under the ToBA, MoD is planning to sustain key naval industrial capabilities in the UK It is yet to
be determined, what proportion of this capability would be located in Scotland in the long term.

14. However, it is clear that significantly reduced capacity is required after CVF and considerable
industry rationalisation can be expected. The industrial capability that BAE SFS has created on the Clyde
may be at risk.

Economic Factors

15. In 2006, the Fraser of Allander Institute (FAI) at the University of Strathclyde conducted a study to
assess the total economic impact of the BAE SFS business in Scotland on the Scottish economy.

16. The main findings of this report were as follows:

— Itestimated that the 2,860 jobs provided by BAE SFS at Govan and Scotstoun in 2006 supported
an additional 1,633 jobs in other industries in Scotland. BAE SFS therefore supported a total of
4,493 jobs across Scotland as a whole. This means that every one direct job at BAE Systems
supports 0.57 jobs in other industries in Scotland.

— The study also estimated that the £73.7 million worth of wages paid to BAE Systems SFS
employees supported an additional £34.0 million worth of wages in other parts of the Scottish
economy. This means that every £1 paid directly in wages to BAE Systems employees supports
£0.46 worth of wage income elsewhere in Scotland.

— The study also estimated that the £133.2 million worth of output created at Govan and Scotstoun
supported an additional £105.0 million worth of output in other industries in Scotland. This means
that BAE Systems operations at Govan and Scotstoun supported a total amount of output of
£238.2 million across Scotland as a whole.

17. Since this 2006 study, employment has increased at BAE SFS. Currently it has 3,353 employees based
in Scotland, made up of 458 engineering related employees and 2,895 production/staV.
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18. Over the past five years BAE SFS has recruited over 500 apprentices on its award winning Modern
Apprentice scheme. At the same time it has recruited over 60 graduates.

19. Analysis of the BAE SFS supply chain for the Type 45 project indicates that there are over 400,
predominantly UK based companies contributing to the Type 45 programme, with over 500 sub-contracts
placed for everything from complex weapons systems through to catalogue items and on-site services. 37%
of the UK sub-contract value of Type 45 has been placed in Scotland.

20. The BAE SFS role on Carrier will be focused on the build of a particular block and the overarching
leadership of design and integration teams within the Alliance (see below). Most of the supplier selection
and management will be carried out by the Alliance (also described below).

International Opportunities

21. BAE SFS has a successful track record in the international market, with sales to Malaysia and Brunei
in the 1990’s worth over £1 billion. However, the market is intensely competitive, driven by political as well
as technological factors and is becoming more diYcult with emerging economies seeking to establish
indigenous capability and European competitors focussing more eVort on international sales to oVset
reduced domestic demand.

22. The Royal Navy brand is a very important discriminator for UK suppliers in the international
market, along with DESO support. BAE SFS notes with particular interest the Government’s plans to
restructure DESO.

23. Currently BAE SFS is negotiating a contract with one overseas government which will hopefully lead
to a significant order in 2008. Such work would greatly assist BAE SFS in sustaining key industrial
capabilities which are otherwise at risk due to a decline in UK business. BAE SFS isin early stage discussions
with a further two overseas governments.

24. A key factor that inhibits the Company’s ability to achieve success in international markets is the
highly specialised nature of Royal Navy ship designs. International customers generally require ships that
are multi-purpose whereas UK naval vessels tend to be single-role. As a result, UK contractors have to
develop separate designs for the international market. This places UK business at a considerable
disadvantage compared with overseas competitors who are able to oVer multi-purpose designs in service
with their own domestic navies.

25. Another emerging diYculty is the increasing complexity of MoD contracting arrangements and
involvement of third parties in the design process. This is leading to situations where IPR ownership can be
confused and export exploitation inhibited. This is the situation with the Bay Class and the aircraft carriers,
but we would hope that by working with the MOD and other industrial partners we can avoid such
diYculties with the Future Surface Combatant.

Future Aircraft Carrier (CVF)

26. CVF is a programme to build two 65,000 tonne aircraft carriers for the Royal Navy. The reported
budget is £3.8 billion.

27. The programme is being managed via an alliance. The alliance partners are Babcock, BAE Systems,
VT, Thales and the MOD. The ships are planned to be built in blocks at various locations in the UK and
brought together in the large dry-dock at Rosyth. This contracting strategy creates both risk and
opportunities as it is a new structure which has yet to be proven within the defence sector.

28. BAE SFS responsibility would be to construct the aft blocks to hanger deck level. The anticipated
value of production work across the two ships is circa £265 million to BAE SFS. In addition, BAE SFS is
to contribute to the design programme to the value of circa £59 million and support the integration work
at Rosyth, estimated at £37 million. Within the Joint Venture with VT, BAE SFS will also be involved in
procurement activity of materials and equipments and management of the upper blocks procured from third
party subcontractors. The labour value of CVF work to BAE SFS over the programme period would be
approximately £360 million.

29. Itshould be noted that the estimated £360 million relates to the work that BAE SFS has been invited
to bid for on CVF and will be done predominantly in Scotland. Other BAE Systems businesses have also
been invited to submit bids into the CVF Alliance. The Alliance is taking responsibility for major equipment/
materials selection, although a proportion of these will be procured through BAE SFS.

30. Whilst CVF would provide detailed design work and block production work for BAE SFS employees
it oVers limited opportunity when compared to say Type 45, for the business to exploit its front end concept
design skills or back end system integration skills. However, staV from the anticipated Joint Venture,
including staV from BAE SFS, will be involved in the integration work on Carrier. It is these high value
added capabilities that the Defence Industrial Strategy identified as strategic capabilities for retention in the
UK (DIS Figure B2(ii)).
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31. CVF does not provide any real opportunity for BAE SFS to export. The international business
secured to date, namely licensing the CVF design to the French Navy, did however provide funds to MoD
to help support the programme.

Military Afloat Reach and Sustainability (MARS)

32. The Military Afloat Reach and Sustainability (MARS) programme comprises a total of 11 support
ships across three diVerent classes with a procurement budget reported to be in the region of £2.5 billion.

33. The three ship classes within MARS are; Fleet Tanker, Fleet Solid Support and Joint Sea Based
Logistic. All ships will be manned and operated by the Royal Fleet Auxiliary. The Fleet Tanker ships are
the first to be procured.

34. At the MARS Industry Day on 24 October 2007, MoD explained that the MARS Fleet Tankers are
not complex, are not required to sustain sovereign capability and that European competition is the
appropriate procurement mechanism.

35. On the issue of UK build, MoD referred to DIS pp70 and the fact that there is no longer any
requirement to build all warships and RFA vessels in the UK.

36. MoD also stated that whilst it considered the Fleet Tankers to be “warlike” it did not consider the
Fleet Tanker procurement to be essential to the national security interest and therefore EU Article 296 did
not apply. Without Article 296 exemption, MoD is unable to direct work to UK suppliers.

37. As a result, on 12 December 2007 MoD placed an advertisement in the OYcial Journal of the
European Union (OJEU) inviting expressions of interest in supplying “up to 6 Fleet Tankers” with an
estimated value of £800 million.

38. BAE SFS considers that until such time as the core workload for UK Industry is defined and
committed and all key industrial capabilities secured, it would be premature to remove options, such as the
Fleet Tankers, that may be required to safeguard UK capability.

39. Further, BAE SFS is concerned that the Fleet Tanker procurement approach may set a precedent
that will inhibit MoD from invoking Article 296 on other naval programmes.

Future Surface Combatant (FSC)

40. Future Surface Combatant is a planned programme to replace the capabilities currently provided by
the Type 22 and Type 23 frigates.

41. The programme is at an early stage and as yet the requirements and hence the design have not been
finalised, but it is encouraging that MoD seems cognisant of the need to consider industrial capabilities in
its procurement decisions for FSC. Issues such as batch sizing, production frequency and design refresh
cycles are being given consideration.

42. Indications are that there will be three diVerent classes of FSC, ranging both in size and complexity,
from complex warships through to simple patrol vessels.

43. The business is currently anticipating an overall demand for FSC equivalent to a single Type 23 sized
vessel every year. Such a rate is about a third of the current build rate of Type 45; ie a 3,500 tonne vessel
every year compared to an 8,000 tonne vessel every nine months. This workload would be insuYcient to
maintain shipbuilding capacity at both Glasgow and Portsmouth.

44. 1t should be noted that FSC will need to commence within the next two years if it is to sustain key
industrial capabilities in design. Combat system engineering skills in particular are a critical resource that
need careful management and which are not easy to sustain (eg by CVF or MARS). BAE SFS looks forward
to exploring FSC opportunities with MoD as soon as possible.

45. Itisencouraging that in the case of FSC, MoD appears willing to consider adopting “export friendly”
characteristics in the design. However, because the concept design will make use of a new Naval Design
Partnership concept, in eVect a UK wide industry design club, there is not yet clarity over whether the main
UK contractors would have full design rights to exploit FSC in international markets.

Vic Emery
Managing Director, BAE Systems Surface Fleet Solutions

January 2008
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Supplementary evidence from BAE Systems Surface Fleet Solutions Ltd

During my recent evidence to the above Committee regarding the Defence Industry in Scotland, further
supplementary information was requested.

Specifically, I now enclose additional information as follows:

1. Clarification of BAE Systems’ view of the possible long-term impact of advertising the MARS
Fleet Tankers in the OYcial Journal of the European Union, for open international competition.

2. Further information regarding potential areas for additional education and training funding in
Scotland.

3. Further information regarding BAE Systems Surface Fleet Solutions contribution to its local
communities, including letters from selected charity partners.

4. Details of BAE Systems Surface Fleet Solutions Schools Liaison Programme.*
A breakdown of BAE System’s apprentice intake for 2007 by school.

I would be grateful if you would pass this information to the Committee and please do not hesitate to
contact me directly should you require any further information.

Nigel Stewart
Commercial and New Business Director

19 February 2008

1. MARS

In relation to the company’s written evidence, the Committee asked on 29 January for clarification of the
company view about long-term the impact of advertising the early MARS vessels in the OY cial Journal of
the European Union for open international competition. The Committee asked whether the company had
received clear legal advice on the matter.

The issue that concerns the company relates to the consequences of the European Commission’s clear
intention to expand its legal competence in the defence procurement field. This is evident from the European
Commission’s Interpretative Communication on the application of Article 296 of the Treaty
(COM(2006)779) of 6 December 2006, which argues that a Member State should consider on a case by case
basis whether a procurement relates to the essential interests of its security before using the exemption from
EU public procurement law. Further, to facilitate future use of EU law for defence procurement, the
Commission published on 5 December 2007 a draft Defence Procurement Directive which addresses some
specificities of the market. While there is certainly ground to argue that the Art 296 exemption is too widely
used at present, there is concern that the scope for using Art 296 may become so narrowly defined in the
future as to impinge on the UK’s ability to protect its legitimate interests in security of supply and
sustainment of industrial capability in support of operational sovereignty as set out in the Defence Industrial
Strategy.

It is not a question of being able to oVer a definitive legal interpretation at this stage because it is a
developing picture. It is this uncertainty that the company sought to highlight in its written evidence. It is
possible that the precedent created by the decision to advertise the early MARS vessels for international
competition will have the eVect of inhibiting a future invocation of Art 296 for the later MARS vessels—
whether on grounds of their warlike nature or on grounds of the need to sustain key national naval
shipbuilding capability required to maintain operational sovereignty as required by DIS.

As to the question concerning the Government’s commitment to procure, our concern is that, having
chosen to publish in the EU OYcial Journal, the Government has signalled that it does not consider the
current procurement to be covered by the Art 296 exemption. It might be diYcult now for MOD to modify
that position and to place orders with British industry for reasons of industrial strategy.

2. Educational Funding in Scotland

The Committee asked the panel to consider areas of education and training where there might be a current
shortfall or future requirement for additional government funding. Below are a number of areas where there
are considerable requirements or opportunities for expansion and which we believe should be considered
for such additional support.

1 Not printed here.



Scottish Affairs Committee: Evidence Ev 95

Leitch Review/Skill Pledge

The Leitch Review has called for UK industry to sign up to the “Skill Pledge”, whereby employers will
support their employees to acquire basic literacy and numeracy skills and support them working towards
their first Level 2 qualification in an area that is relevant to the business.

BAE Systems has signed up to the “Skills Pledge” and this is an excellent initiative. We are essentially a
high skill company and all our new apprentices are trained to Level 3. Once analysis of the wider workforce
has been completed and a baseline established, we will be able to determine the way forward regarding what
development, volumes and the associated investment will be required to meet the Skills Pledge across the
entire employee population.

We believe that a higher minimum grade of at least Level 3 would deliver considerable benefit to both
individuals and the company. This investment could be significant for some sections of our workforce and
we would look for additional Government support for this programme.

Accelerated Adult Modern Apprenticeships

Over the past five years, Surface Fleet Solutions have recruited over 500 apprentices onto our award
winning Modern Apprenticeship Programme and we are proud to have completion / retention rate of over
90%. Whilst this is a significant achievement and a funding contribution is received through Scottish
Enterprise, we realise that there are people in our communities that for a variety of reasons have missed
opportunities in life like this.

The Engineering and Construction sector is particularly buoyant at the moment and this situation will
continue over the coming years with other major projects being undertaken to support other events—
Commonwealth Games, Olympics etc. This will result in businesses requiring similar resources from the
same pool—a pool that is not growing fast enough through existing channels to meet demand. The sector
needs to unlock these avenues that have not been fully explored so that untapped “talent” can be utilised
through employment and hence contributing to the overall economy.

We are in the process of designing a pilot Accelerated Adult Modern Apprenticeship programme with
our industry partners, Further Education providers and Scottish Enterprise to develop a small number of
current “semi-skilled” employees who are already working in our businesses. Once this pilot is completed,
the plan in Scotland would be to roll this out to the wider population in our communities and we would look
to receive significant funding for this initiative which we believe is a “medium/high risk” population, but one
that will help us meet the resource challenges that we will face in the future.

Education Liaison Activities

Over the past three to four years BAE Systems has invested significant resources in engaging with its local
communities and schools through industry bodies such as SEMTA, Scottish Engineering and Scottish
Enterprise to promote engineering and the uptake of STEM subjects.

(Science, Technology, Engineering and Manufacturing). A variety of initiatives are ongoing including
schools roadshows, engineering challenges, school visits to yards, launches etc. Despite our eVorts, we come
across teachers, careers advisors, puplis and parents who still believe that shipbuilding is an undesirable
industry/career to get involved in and the perception still exists, unfortunately, that shipbuilding on the
Clyde ended years ago.

In order to address these perceptions, raise awareness and get children interested, we believe that the time
is appropriate to seek funding of a full time “Education Liaison OYcer” for our business, or funding for
delivering a more structured work experience programme and resource materials. At a time when we are
about to embark on the detailed design and manufacture of the two largest warships ever manufactured in
this country—we need to really ramp up this activity, raise the profile of the project and get children
interested. This role would help us get there.

3. BAE Systems Surface Fleet Solutions Community Contribution

Economic Impact

With its two sites on the Clyde, at Scotstoun and Govan, employing in excess of three thousand people,
BAE Systems Surface Fleet Solutions is a very significant part of the local communities in which it operates.

A Fraser of Allander Institute study estimates that every job provided by BAE Systems at Govan and
Scotstoun supports an additional 0.57 jobs in other industries in Scotland. BAE Systems Surface Fleet
Solutions therefore supports approximately 5,180 across Scotland as a whole.
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The Institute estimates that every £1 paid directly in wages to BAE Systems employees supports £0.46
worth of wage income elsewhere in Scotland. In 2006 this was equivalent to a total of £111.7m in wages
across the Scottish economy. The study also estimates that the £133.2 million worth of output created at
Govan and Scotstoun in 2006 supported an additional £105.0 million worth of output in other industries in
Scotland.

This means that BAE Systems operations at Govan and Scotstoun support a total amount of output of
£238.2 million across Scotland as a whole.

BAE Systems SFS has taken on over 500 apprentices in the last five years and also has an active graduate
scheme that attracts university leavers from a wide range of disciplines. The retention rate of people
completing these schemes is amongst the highest in the industry.

Aside from its role as a major employer, trainer and user of local suppliers, BAE Systems plays a positive
and proactive role in the development and improvement of its local communities, focusing in particular on
local education and community charities.

Education

BAE Systems Surface Fleet Solutions runs considerable educational activity within local schools and
colleges. This includes an Ambassador Scheme, a work experience programme, a dedicated website for
young people, teachers, parents and employees oVering a wealth of classroom materials and a Corporate
Education Road Show visiting local schools.

A more detailed overview of this activity is provided in an accompanying document.

In addition to this general education programme, BAE Systems Surface Fleet Solutions has started a
highly targeted and strategic partnership with one particular school. Govan High School is a near neighbour
to the Govan ship yard and is in one of the most deprived areas in Glasgow, with many of the children
coming from families that are second and third generation unemployed. Analysis of the applications from
the school for BAE Systems’ Modern Apprentice Scheme revealed that they were consistently and
significantly less successful compared with other schools in the vicinity.

In order to address this we have started an innovative, long-term programme, working closely with the
head and deputy head teachers to ensure that the school is better equipped to prepare appropriate pupils
for the application process. This programme will build on the existing partnership between the school and
BAE Systems’ Learning and Development Team to better understand both the company’s requirements and
the schools’ own unique qualification system (they are no longer using the traditional Standard Grade
system). Teachers and students are being invited into the yards to see the type of role successful applicants
could play and the type of work environment in which they will be based. The longer term goal is to develop
a more comprehensive mentoring programme which will develop the student’s communication skills, build
confidence and provide guidance and support throughout the job application and prospective interview
process as part of the company’s Schools Ambassador Programme.

It is hoped that this long term partnership will both increase the number of pupils from Govan High
School who are successful in winning places on the Modern Apprenticeship Scheme, but will better prepare
them for all job applications and make a significant diVerence to the school leavers moving quickly from
education into work.

Charity Challenge

BAE Systems runs a scheme entitled “Charity Challenge” under which it runs much of its community
activity and charitable giving.

This money is raised through an enormous range of activity and the company matches funds raised by
employees, donating matched funds to a charity voted for by employees. The 2007-8 partner charity is
Macmillan Cancer Relief.

On the Clyde, the company set a target of raising in excess of £150,000 for local charities in the 18 months
up to June 2008 and has already surpassed this target, with the amount raised to date already in excess of
£170,000. In the previous campaign in excess of £150,000 was raised.

Employees have also volunteered in excess of 10,000 hours working with charity and community projects
over the past two years.

In addition to raising money directly for local charities, the company also supports a considerable amount
of additional community activity, using its resources and skills to undertake projects that directly benefit
either local charities or other community schemes. Recently, this has included: designing and building a
“Playship” for children in Victoria Park, Glasgow; restoring three barges for the Unity Trust for the use of
disadvantaged groups; restoring furniture and equipment for Service Veterans at the Erskine Hospital;
building a sensory garden for handicapped children.
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In addition to the above, the company has a Charity Committee that awards discretionary donations to
a wide selection of local causes. Over 50 charities, clubs and other local associations have benefited from
such donations in the past two years.

A selection of letters received from such charities is attached for further information.?

5. BAE Systems Modern Apprentice Scheme 2007 Intake

School Attended

No. Started

Ardrossan Academy

Balfron High School
Bellahouston Academy
Bellshill Academy
Bishopbriggs Academy
Boclair Academy

Braidfield High School
Cathkin High School
Chryston High School
Claremont High School
Cleveden Secondary School
Clydebank High School
Coatbridge High School
Douglas Academy
Drumchapel High School
Dumbarton Academy
Duncanrig Secondary School
Earnock High School
Glasgow College Of Nautical Studies
GleniVer High School Paisley
Gourock High School
Greenfaulds High School
Greenock high

Hermitage Academy
Holyrood Secondary

James Hamilton Academy
John Paul Academy
Johnstone High

Kilsyth Academy

Kings Park High School
Kinlochleven High School
Kirkintilloch High School
Larbert High School

Largs Academy

Lenzie Academy

Linwood High School
Lochaber High School
Lochend Community High School
Lomond School

Lourdes Secondary

Marr College

Mearns Castle High School
Notre Dame High School
Our Lady & St Patricks High School
Paisley Grammar School
Park Mains High School
Penilee Secondary

Renfew High School
Rosehall High School
Rosshall Academy

Saint Paul’s R.C. High School
Saint Thomas Aquinas Glasgow
Sgoil Lionacleit, Benbecula
Smithycroft Secondary

St Aidans High School

St Andrews Academy
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2 Not printed here.
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School Attended No. Started

St Andrews Secondary

St Benedict’s High School
St Columbas High School
St Columba’s School

St Margaret Marys Secondary School
St Roch’s Secondary School
St Stephan’s High School
St Thomas Aquinas

St. Andrews Academy

St. Andrews High School
St. Ninians

Stewarton Academy
Trinity High School
Turnbull High School
Wellington Academy
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Evidence submitted by the GMB

Background

The GMB is Britain’s third largest trade union with 600,000 members of which 61,580 members are based
in Scotland. Approximately 25% of our membership is in the manufacturing section ranging from food
manufacturing to manufacture and repair of nuclear submarines.

The GMB has a large membership in the defence sector working both directly for the MOD and the
private manufactures providing a range of products and services to the MOD. These include. Airbus,
Bombardier, BAE Systems, Babcock, Rolls-Royce, Smith Industries, Thales and the VT Group and
outsourced and privatised sector companies including Landmarc and Qinetig.

Our membership ranges across the whole employment sector from cleaners, cooks and drivers to
engineers, fitters, maintenance, and construction workers.

GMB Scotland welcomes the opportunity of making a contribution to the Scottish AVairs Committee
inquiry on Employment and Skills for the Defence Industry in Scotland.

There are approximately 15,000 defence related jobs in Scotland in around 170 companies which is a
higher proportion of the manufacturing workforce than other parts of the UK.

The largest employers in the defence sector in Scotland are the MOD, BAE Systems and Babcocks and
Thales. The GMB has a significant membership in MOD, BAE Systems and Babcocks and a smaller
membership in Thales.

Future Work Load and Defence Industrial Strategy

The GMB has supported the Defence industrial strategy which was led by the previous MOD Minister for
procurement Lord Drayson. The GMB was a significant contributor to the CSEU’s response to the Defence
Industrial Strategy.

In our response we accepted the strategic importance of high value design and systems engineering
capabilities in the defence sector. We also believed that sovereignty and operational independence would
become the watch words for the retention of our industrial base rather than jobs or production capacity.

However, the CSEU believed that some parts of the DIS strategy was fundamentally wrong in that we
did not accept that the construct of hulls and platforms may in some respects be less skilled than high-tech
information communications technology and weapons systems.

We were and are still of the view that this type of work is still part of modern day high tech engineering
that has a very definite future in the UK. The skills involved are interchangeable with those of the oVshore
sector, engineering construction and the renewable energy sector. It is vital that the Scotland keeps a
foothold in this sector especially with the higher targets for renewable energy generation in Scotland.

The continued construction of military hulls in the UK is vital to provide the training and skills in this
sector. It also provides work for a large number of skilled people in many of the remote parts of Scotland
and the UK.

However, we have a number of concerns that excluding the manufacture of platforms would have knock
on eVects on other UK industries, jobs, skills and the economies of some of the more remote parts of the
UK where there is little alternative employment.
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We believe that although the strategy to some extent recognises this, the Strategy needed to have more
consideration for link between UK defence strategy and that of the overall UK economy especially in the
areas, of employment, intellectual property, skills, training and regional development.

It is our belief that shipbuilding provides a large number of the UK and Scottish population in particular
with ability to increase their skills level to SINVQ level 3 via apprenticeships. To allow valuable work on
the construction of platforms to be outsourced to oVshore countries would undermine the skills level and
training opportunities to those young people not able to go to university in Scotland and the UK.

The MOD Order Book

Itis our view that the MOD order for the two carriers provides both the UK shipbuilding companies and
the workforce with the opportunity to produce two world class vessels. That will have the ability to raise
the skill levels in the shipyards to new higher levels.

This must be exploited to the ultimate to ensure new work is won by the yards over a sustained period of
time not just over the next few years. To this end we support the joint venture between BAE Systems on the
Clyde and VT Group in Portsmouth.

The MOD order book is particularly strong at the moment if all the existing and planned orders are
purchased, the GMB is keen that as much work as possible is undertaken in the UK and in Scotland in
particular.

The Order Book consists of: 2 Aircraft carriers
6 type 45 destroyers
8 Astute submarines
6 Military Afloat Reach & Sustainability auxiliary ships

The key factors for the UK shipbuilding industry and the workforce is placing the orders at the right time
to ensure there is a steady flow work and suY cient skilled workers can be trained through apprenticeships
in time to start work on the projects.

Too often in the past the shipbuilding sector has had to put up with boom and bust. This is not in the
interest of the companies, the workforce or the MOD. We have just suVered a number of years of
redundancies in Babcocks Rosyth yard now we need to start recruiting again.

We are also concerned over the Military Afloat Reach & Sustainability auxiliary ships (MARS)
programme in that the GMB and other trade unions clearly see this as military orders for UK yards and
not civilian ships open to global tender.

Itis our view that the MARS programme should dovetail with the Carrier and type 45 contracts to enable
work to be sustained in the yards for as long a period of time as possible. This might delay the timing of
these vessels. However, the timing of the Aircraft carriers is also delayed due to the length of time it has
taken to agree the final specification. We believe that the announcement that the first 6 tankers in the MARS
contract will be put out to global tender is wrong.

It had been suggested in a number of circles that for MARS support ship orders, that construction of the
hulls would be cheaper oVshore in China. The GMB would strongly object to this. We would point not only
to the low wage, low health and safety regime where on average six people per day die in industrial accidents.
We would also point to the pollution and increased contribution to global warming that industrial
production in China would cause.

The other alternative put forward by BAE Systems is cooperation with the Deawoo Shipbuilding and
Marine the South Korean shipbuilder to bid for the first phase of the MARS contract. This would mean the
design work would be undertaken in the UK but the build would take place in Korea. This does allow for
the transfer of a later build to the UK.

The GMB has expressed concern over the loss of this work on a number of occasions. We have concerns
that this opportunity to diversify into other than straight military vessels and the skills that go with it will
be lost. Thus preventing the UK from competing for future MARS orders.

The GMB and the CSEU are also concerned that with the need to divert MOD expenditure and resources
to the conflicts in Irag and Afghanistan that these will lead to delays and or cancellations of orders for new
vessels. It will also lead to the delay or cancellation of the refitting and refurbishment of existing naval
vessels. This sentiment has been echoed in the Scottish press.

As a result of these concerns the CSEU shipbuilding committee met with the new MOD minister for
Procurement in January 2008 to discuss these issues. We were assured by the Minister that at the present
the only delays were due to details of design and contract on the carrier programme.

The worst case scenario for us is that the order for the MARS project goes overseas and then the Type
45 contract is suspended or stopped at four vessels and the carrier project is put back. Leaving a gap in the
order book that could not be filled by the MARS project as this order had already gone overseas.
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Skills Requirements

In order to access the skills and skills gaps in the shipbuilding and oVshore sector, in 2002 SEMTA
conducted a detailed database of the marine and fabrication workforce in the UK.

Previous work had indicated that oY'cial statistics provided basic data, but could not give a complete
picture of the industry since the workforce moves not only between companies and regions but also
between sectors.

The GMB worked with SEMTA and the DTI looking at skills, skills gaps and the age profile of the UK
workforce. The National Marine Engineering and OVshore Fabrication Skills Database Progress Report
Updated version, was published in October 2003.

The results showed that roughly a third of the workforce is between 40 to 49 years old. Of concern is the
fact that there are 10% more people in the age band 50 to 59 years (29%) than there are in the group 30 to
39 years (19%). However, the recent upturn in orders has showed that a greater number of 16 to 24 year olds
are now entering the sector.

The GMB believes that the skills base in the UK needs improving at level 3 and the skills required in
shipbuilding are an excellent place to do this. The skills involved in shipbuilding are interchangeable with
those of the oVshore sector, engineering construction and the renewable energy sector.

At the present time only 30% of school leavers continue on to university in the UK. However the
University of Dundee estimates that this is as high as 50% in Scotland. While the Basic Skills Agency
estimate that some 7 million of the working population do not have basic skills in reading and writing.

The poverty site estimates that between 20% and 25% of young people in Scotland between the ages of
16 and 19 do not have a qualification at level 2. Although not good in itself it is lower than the rest of the
UK which ranges from 25% to 30%.

Apprenticeships

The GMB has been a strong supporter of the traditional apprenticeships as a way of boosting skills of
those young people who do not go onto higher education. It is our view that apprenticeships which are
connected to employment are one of the best training grounds for the improving skills in Scotland and the
UK as a whole.

We have argued for making apprenticeships more attractive to girl school leavers as well as boys. Our
experience suggested once you get over the initial problems that employing women actually improves the
job for all including the men.

The GMB has been a strong advocate of Adult mature apprenticeships. Work undertaken by City and
Guilds and Natfhe (Now UCU) trade union around 2002 showed that it would not be possible to resolve
the skill shortage caused by the ageing workforce by conventional apprenticeships alone. This would take
up to 15 years to resolve through this method.

The only way to resolve the skills shortage was a mixture of conventional apprenticeships, migrant labour
and adult training. The GMB has long favoured adult mature apprenticeships for adults over the age of 26.
There are two main types of adult that fall into this category.

These are those older unskilled workers that missed the opportunity for an apprenticeship as a school
leaver and those existing skilled workers who are made redundant and need to retrain with new skills, but
bring existing skills with them.

The GMB has participated with both British Gas in the utility sector and also with the VT Group in the
shipbuilding and repair sector. These two schemes have been very successful for both employer and
employee. In fact these older apprentices often become more loyal and better employees and are less likely
to seek alternative employment.

The GMB also see apprenticeships as a route to higher education through Foundation Degrees and
similar vehicles. This allows the apprenticeship qualification to be an entry qualification for a Foundation
Degrees at a later stage in life.

The GMB strongly supports the Government’s “World Class Apprenticeship” 2008 proposals based on
the Leitch report on increasing the number of apprentices in England to at lest 400.000 by 2020. We also
support the aims of linking apprenticeships to education in schools, making apprenticeships more attractive
to girls and ethnic minorities and the recognition of the need to provide adult mature apprentices. We would
strongly advocate a similar route for Scotland.

The Appendix sets out the GMB approach to apprenticeships.
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Migrant Labour

The GMB is not opposed to the use of migrant labour to fill skills gaps. We believe that this is inline with
the freedom of movement under the European Union. However, we have always insisted that they are
qualified at the skills levels they are being used at. They are given adequate health and safety training and
they are paid the proper union rate and have the right to join a recognised trade union.

Again we have participated in an up skilling of migrant labour with VT Group in Portsmouth, this
training also provided basic English as supplement.

Charles King
GMB Research

3 March 2008
APPENDIX |

GMB APPROACH TO APPRENTICESHIPS

This is the approach the GMB has argued for in apprenticeship schemes using both level 2 apprenticeships
and level 3 advanced apprenticeships. These then lead on to Foundation degrees and then specialist degrees.
We also believe that apprenticeships should be that employment on qualification.

We support entry through entrance tests that includes both basic Maths, English some practical
assessment to ensure that the candidates are suitable. This would apply to all candidates including those
with existing qualifications.

This allows both the more academic and the less academic to obtain qualifications and to continue
learning even after a gap or break. We also believe that there should be an equivalent entry from adult to
adult/mature apprenticeships.

This route allows a semi skilled qualification at level 2 in the Apprenticeship at which stage people are
allowed to trade. It also oVers a semi skilled qualification for those in the Advanced Apprenticeship who
are not able to complete the course. This prevents the situation where you have to complete the whole course
before you can obtain a qualification. It also allows level 2 Apprenticeships to transfer to and continue
training with a level 3 Advanced Apprenticeship.

On completion of an advanced apprenticeship it allows a move on to a Foundation Degree and eventually
to a full specialist degree. All the steps should allow progress to be continuous or continuation after a gap
at any stage. Enabling apprentices to continue to progress to a higher level at a later stage. Our aim is to get
as many people as possible to NVQ/SVQ level 3.

It is important to raise the skills level of all workers in the UK. A lot of adults missed the opportunity to
undertake apprentices on leaving school. While many more adults require new skills when there existing job
is made redundant.

We believe that it is important to them that training is made available to these older people in order that
they can use their existing skills and obtain new relevant qualifications. It is also important that those with
existing skills and qualifications have these taken into consideration when transferring to an Adult/Mature
apprenticeship.
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GMB APPROACH TO APPRENTICESHIPS

Apprenticeship

Entry from School
Entry exam

Advanced Apprenticeship

y

Entry from School
GCSE & Entry exam

NVQ/SVQ level 2
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NVQ/SVQ level 2

Existing unskilled adult

:
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NVQ/SVQ level 3

Existing skilled adult in
alternative trade

'

Foundation Degree

!

Specialist Degree

Charles King
GMB Research
21% February 2008
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Evidence submitted by Govan High School

There are a number of points that we would like to formally bring to the Committee’s attention:

— the notion of atarget of 55% school leavers entering Higher Education is flawed in a country where
it is almost impossible to get a skilled plumber or electrician when you need one;

— the changes in the school curriculum as embodied in A Curriculum for Excellence are welcome and
should help, but employers have to be specific about the skills that they would like to see developed
and schools must respond by working with pupils to develop these;

— young people only know that they are developing skills successfully when the intent and success
criteria are shared with them during the educational process in school—you do not know that you
have a skill unless you have this sort of experience;

— mostschools will only be encouraged to increase their focus on skills development when the success
of a school is determined by more than attainment as indicated by exam results eg by wider pupil
achievements and leaver destination statistics;

— such attainment measures are around five or more subject passes and yet there are few, if any, craft
apprenticeships where any more than three SQA certificates are required; and

— Her Majesty’s Inspectors are not “walking the walk” in inspecting schools—they may pay lip
service to curricular changes in schools to provide more vocational experiences, but their narrow
focus on traditional, academic attainment has not changed.

lain White
Head Teacher, Govan High School, Glasgow

April 2008

Evidence submitted by The Royal Academy of Engineering

1. The Royal Academy of Engineering is pleased to respond to the Scottish AVairs Committee’s inquiry
into “Employment and Skills for the Defence Industry in Scotland”. This response has been collated from
the views of a number of Fellows of the Academy, all of whom have experience in defence, shipbuilding or
Scottish aVairs. The Academy would be happy to provide further information on any of the points raised
if the committee felt that this would be helpful to their inquiry.

2. The Government’s decision to build two new Royal Navy aircraft carriers, with a budget of £3.8
billion, represents a significant engineering undertaking for the UK and especially Scottish shipyards on the
Clyde and at Rosyth. This is particularly true given that very few large merchant ships are currently built
in the UK. While the contracts associated with the carriers will undoubtedly provide major opportunities
for wealth creation and employment, there are also considerable challenges to complete the projects on time
and on budget. In addition, the eVect that such large projects will have on employment and related industries
in the future will also be significant.

3. There are a number of issues regarding the skills base in Scotland which will aVect a wide range of
engineers and businesses for the next 10 years and beyond. Warship design and construction are demanding
and specialised skills and hence, continuity of activity in all areas is vital to maintain the relevant experienced
personnel and ensure that projects are successful. This has been demonstrated before on several occasions,
most recently on the Astute nuclear submarine programme. Overall, the Defence Industrial Strategy,
launched by the Ministry of Defence (MoD) in 2005, has had a positive eVect in providing assurances of
future contracts and improving partnerships with industry. Indeed, the “Aircraft Carrier Alliance” set up
to deliver the future aircraft carriers is potentially a good example of MoD/industry partnerships. It is,
however, one of the first such alliances and must be closely monitored to ensure it is functioning eVectively.
Also, future improvements can always be made and continued eVorts to maintain and support links between
the MoD and businesses, both in design and construction, are to be encouraged.

4. Current experience of building warships in the UK is limited to a small number of companies, most
notably for Scotland: BAE Systems Surface Fleet Solutions and Babcock International (both of which are
members of the Aircraft Carrier Alliance). While these companies do have experience of building large
vessels for the MoD, the proposed specifications for the carriers represent the largest ships in Royal Navy
history and the UK shipbuilding industry has no recent experience of building ships of such a size. In
addition, the intention to build the carriers in five separate blocks before final assembly, while common in
the shipbuilding industry elsewhere, is relatively new for the UK. The Type 45 Destroyers are built using a
degree of modular construction but given that each of the blocks of the new carriers will be equivalent in
size to an entire Type 45 Destroyer, this represents a serious step up in construction complexity. Moreover,
unlike major Royal Navy warships of recent times, the new carriers are to be built to commercial standards.
New methods of working will therefore be involved which, once learned, could be turned to commercial
advantage. It is essential that the shipbuilding industry in Scotland, and in the UK generally, finds a way
of capitalising on the huge investment the Government is about to make in helping the industry face up to



Ev 104 Scottish Affairs Committee: Evidence

these challenges. This may be the last chance the UK industry has of re-entering the commercial market for
cruise liners and other large commercial vessels. Failure to do so is likely to result in a major contraction of
the shipbuilding industry once work on the carriers is complete.

5. In terms of specific skills, those of most urgent need at this stage are the initial design disciplines such
as design engineers, project managers, naval architects and systems integration. It is vital that the project
management and designs for the carriers are right from the outset as any mistakes early on may result in
considerable costs or time overruns further down the line. There are naval architecture and maritime
engineering courses in Scotland, particularly at Glasgow and Strathclyde universities, although these do not
focus on the problems associated with warship design (only University College London oVers this in the
UK). It is therefore likely that the majority of the design and planning work will be carried out in England
and hence will not directly benefit the Scottish economy.

6. As far as construction is concerned, the main challenge here will be in building and joining large
structures. Quality assurance and project management between the diVerent sites will be of paramount
importance. Securing a suYciently skilled workforce could also be a challenge, although the increased
fluidity of the labour market throughout Europe should help in this regard. Specialised machinery will also
be required to complete a project of this size along with personnel trained in its use. Overall, it has been the
case in the past that companies have taken on contracts without due regard to the required workforce. It is
important that this is not allowed to happen in this case. Opportunities exist for the creation of a sizeable
number of new jobs if suY cient foresight is given to the construction requirements. The skills acquired will
also be more readily transferable than those in the design phase of the project, particularly in general
shipbuilding, oVshore energy industry, electrical engineering and future MoD projects. However, eVorts
must be made to ensure that those trained in the relevant disciplines are retained by the industry and not
lost to competing businesses in what is currently a buoyant job market. EVorts must also be made to ensure
that the skills learnt by both individuals and companies will have continuing applications beyond the current
contracts for the aircraft carriers.

7. The new carriers do represent major opportunities for Scottish industries and employment. However,
the order by the MoD is to the Aircraft Carrier Alliance and though the final assembly will be at Rosyth,
the bulk of the ships will be built and assembled in both English and Scottish facilities. Furthermore, most
of the expenditure will be either in the design work, largely in English locations where most of the naval
ship design resources are located, or in equipment manufacturing sub-contractors, which again are located
throughout the UK. The precise distribution of jobs arising from this order is not straightforward as modern
ship building is largely an assembly process with most of the ship equipment (eg combat systems, main
machinery, service systems and outfitting) likely to come from manufacturers all over the UK and even some
foreign material and equipment expenditure. Thus, while £3.8 billion is a significant amount of money, it
should be noted that the expenditure will be over a period of more than 10 years and will be spread
throughout the UK and not just in Scotland.

8. In conclusion, this programme will have a substantial eVect on the UK shipbuilding industry and in
particular the Scottish shipyards involved and the many Scottish marine industry suppliers involved in such
a highly advanced design and build task. As such, the programme should help preserve and develop this key
industry which has benefits beyond the final shipbuilding facilities. However, care must be taken to train
people in the suitable skills and also to look beyond the current contracts to ensure a lasting legacy from
the present investment.

The Royal Academy of Engineering
January 2008

Evidence submitted by SBAC Scotland

Executive Summary

1. SBAC Scotland believes that defence construction contracts, including the contract for the new aircraft
carriers oVer Scotland a “once in a generation” opportunity to secure and develop its skills base, allow more
companies to benefit from and contribute to a world competitive sector and demonstrate that Scotland’s hi-
tech, knowledge intensive manufacturing sector has a bright future.

2. SBAC Scotland believes that the Scottish aerospace, defence and naval sector is one of Scotland’s
nationally important sectors and deserves recognition and support as such. The sector contributed £2.28
billionn in sales for 2006 alone, employs more than 16,000 people across the whole of Scotland and integrates
a significant number of Scottish SMEs within its supply chain.

3. The current success of the sector, including the future aircraft carrier project, oVers an unrivalled
opportunity to retain, retrain and recruit more people and to continue to develop the sector, the skills within
it and the eYciency and eVectiveness of the supply chain. The sector is united in its ambition and
determination and seeks similar commitment from stakeholders, with such a partnership we believe we can
ensure current opportunities provide not short term but long term benefits.
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About SBAC Scotland

4. SBAC Scotland welcomes both the Scottish AVairs Committee inquiry and our opportunity to
contribute.

5. SBAC Scotland is the trade association for the aerospace, defence and naval sector in Scotland.
Established in 2005, the organisation works with stakeholders such as Scottish Enterprise, the Scottish
Government and the Scottish Parliament to ensure the continued success of these vital industries in
Scotland.

6. SBAC Scotland is given its strategic direction by the SBAC Scotland Council. Council is led by senior
executives from global companies with a Scottish presence, including Thales, Selex Galileo, Raytheon, BAE
Systems Regional Aircraft, BAE Systems Insyte, Rolls-Royce, Goodrich, Teledyne and Inter-Tec, Spirit
Aerosystems and of particular relevance to this inquiry BAE Systems Surface Fleet Solutions and Babcock.

7. SBAC Scotland’s goal is continued growth and success for the Scottish sector. We believe the Scottish
sector is already a significant contributor to both the Scottish and UK economies and as the announcement
of the aircraft carriers highlights, a sector with enormous potential for growth.

The Scottish Aerospace, Defence and Naval Sector, its Economic Contribution and the
Distribution of the Sector within Scotland

8. SBAC Scotland completes an annual survey of the Scottish aerospace, defence and naval sector, the
2006 results were released in December 2007. The 2007 survey found that there continued to be
approximately 170 companies in Scotland involved in aerospace, defence and naval sectors in 2006.
Together they employed more than 16,000 people earning 34% above the Scottish average wage. This is an
increase on 2005 when the sector employed 15,000 people earning 33% above the Scottish average wage. In
2006 total sales for the sector were £2.28 billion. This is an encouraging increase on 2005 total sales for the
sector of £2.1 billion. Total orders in 2006 were £2.31 billion. This represents a significant increase on 2005
orders of £1.834 billion. Scotland continues to invest significantly for the future with over 500 apprentices
or 3% of the workforce. In 2005 there were also over 500 apprentices, but this represented 4% of the
workforce due to the fewer total employees in 2005. £84 million was invested in R&D or 4% of sales. This
is slightly down on 2005 when £91 million was invested in R&D or 5% of sales.

9. The figure below shows the Scottish aerospace, defence and naval sector sales by segment 2006 (Em).
The SBAC Scotland survey has shown that there are many Scottish companies that are active across the
three segments with there being significant similarities in customers, technology, skills etc making this
natural business development.

Total £2683.2m

Naval A
£814.2m erospace
£984.7m
27%
Defence
£884.3m

Source: SBAC Scotland
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10. SBAC Scotland has records for a significant proportion of the sector in Scotland and these records
provide the following regional breakdown.

No of No % No %

Region companies No of Employees declared declared Turnover (£) declared declared
Min Max Min Max

North East 27 582 1,680 16 59.26 1,756,000 32,000,000 9 33.33
South of Scotland 29 2,190 3,356 22 75.86 46,500,205 53,000,000 16 55.17
West of Scotland 12 535 1,500 12 100.00 21,250,000 25,100,000 6 50.00
Highlands and Islands 5 176 555 5 100.00 6,000,000 10,000,000 2 40.00
Lothian 22 1,477 2,485 18 81.82 37,550,000 47,100,000 12 54.55
Glasgow 21 1,200 2,725 21 100.00 21,000,000 25,000,000 5 23.81
Central 30 877 2,900 18 60.00 44,250,000 61,000,000 13 43.33
Mid Scotland and Fife 24 868 1,686 14 58.33 38,000,000 50,000,000 10 41.67

11. These figures oVer a “best current estimate”, however they should be treated with some caution as
they significantly under estimate both employee numbers and turnover as both these figures are based only
on those companies who have voluntarily declared this data. Nevertheless we believe they are of use as
indicative figures which support SBAC Scotland’s view that the sector while having regional strengths is a
national one.

12. SBAC Scotland has found that while there are understandable clusters of businesses within our sector
in some areas of Scotland the geographical spread of the sector is much more widespread than has hitherto
been recognised.

The Scottish Aerospace, Defence and Naval Sector and the Supply Chain

13. The aerospace, defence and naval sector in Scotland continues to grow, it is important for continued
success that the Scottish supply chain develops, contributes and benefits from this growth more than is
currently the case. Scotland has benefited from its good quality prime contractors but perhaps has reduced
penetration on sub-primes. Nevertheless Scottish SME’s have a track record of innovation in process and
product, employ collectively significant numbers of people and have enormous potential for growth. For
complex warships when one totals all the cost of the weapons equipment, propulsion systems and other
material it is typically two thirds of the of the cost of the overall products and about 80% of this goes to
other UK businesses in the supply chain. Scotland’s economy has under performed in business start ups and
in developing SME’s into larger companies. SBAC Scotland believes that the aerospace, defence and naval
sector has the growth, the global opportunities, the technologies and the networks to encourage Scotland’s
SME’s to be more successful, benefiting both our larger companies and our economy.

14. The following graph shows that at the moment the trend is unfortunately for the UK supply chain to
secure fewer opportunities from aerospace, and anecdotal evidence suggests the same pattern for the defence
supply chain. It is in our interests to reverse this trend.

Percentage of total U.K. prime aerospace procurement by origin

Other including Japan and low cost Asia

EU
USA/Canada
UK 66
56
2000 2005

Source: UKRP Supply Chain Study, SBAC survey of primes on supplies; SBAC analysis

15. We at SBAC Scotland and our members believe that we have a real opportunity in Scotland to make
significant strides in this area with the announcement of the future aircraft carrier, sector growth and the
creation of SBAC Scotland to act as a catalyst for improvement.
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The Scottish Aerospace, Defence and Naval Sector and Skills

16. If our sector and Scotland is to secure the successful future we know is available to it we must ensure
that we can continue to source, recruit and retain world class staV—Educated, Motivated and Innovative.
Our sector already has a good track record of investment in its people. BAE Systems Surface Fleet Solutions
has invested £15 million in learning and development over the past three years. Nevertheless, without
maintaining our lead in this area, we will not remain globally successful. Retaining key skills within the UK
is crucial, the DIS makes the importance of this explicit for example in regard to shipbuilding and physical
integration: “We need to build onshore to the extent that it sustains the ability to design and physically
integrate complex warships. Furthermore, since warships are rarely prototyped, we need to ensure that we
retain the ability to learn and adjust designs whilst the first of class is being built. Steel may be cut when the
design is relatively incomplete compared to other military platforms; feedback during the production
process is critical to ensuring that the platform meets the requirement as intended”.

17. We believe skills development is fundamental to the future success of our sector and our members
have identified the following real concerns:

— Many school leavers and students do not meet the sector’s requirements or expectations.

— Thereistoo low a number of UK science & engineering graduates who are able and willing to work
in Scottish industry.

— There are too few qualified teachers in science subjects.
— There is a shortage of appropriate and key skills which is harming productivity.
— Training and skill development funding lacks clarity and cohesion.

— Wider society’s perception of the sector, the careers it oVers and its opportunities is hindering
recruitment.

— Sectoral links with the education sector are under-developed.
— Skills demand signals from sector currently poor.

18. For example within aerospace specifically research has shown 33% companies within the sector to
have “Hard to fill vacancies” and 33% reporting “Skills gaps”, this compares to 21% in England. The main
impacts of hard-to-fill vacancies on employers were loss of business orders, restrictions to business
development and increased running costs.

19. The following graph provides a stark challenge to us all when considered within context; for example
with the current figures for engineering graduates in India, 200,000 in 2005 which is about three times as
many as the United States and twice as many as all of Europe. The decline in Scottish engineering and
technology entrants is a concern.

Figure: Percentage change in number of first degree entrants to physical science, by domicile, 1996-97 to
2004-05 (non Scottish refers to entrants from all countries other than Scotland)
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Total Number of Entrants in 2004-05 were: Total physical sciences 7,865; Engineering & Technology 3,195;
Computer Science 2,185; Other 1,030; Mathematical science 725; Chemistry 375; Physics 360.

20. The Scottish aerospace, defence and naval sector has shown itself to be a hugely important employer
of people in Scotland. Highly skilled, highly motivated and internationally competitive people have been
the foundation of the sectors success. Nevertheless the sector cannot aVord to rely on its track record and
the competition for these skills and these people from other companies within the sector and other sectors
only intensifies. SBAC Scotland believes the current contracts such as the future aircraft carrier oVer the
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sector and Scottish companies with an excellent opportunity to market the exciting career oVered by the
sector, oVering both the UK and Scotland an ideal opportunity to secure for future generations both our
technological and manufacturing excellence.

Conclusion

21. SBAC Scotland and our member companies believe that the time is now right to realise the potential
of the Scottish aerospace, defence and naval sector. The announcement of the aircraft carrier contracts is
just one catalyst which could allow a step change in the sectors success. As our survey has shown the sector
is currently successful and growing but the aircraft carrier announcement has focussed minds on the
potential for employment, profitability and technology growth and investment within the sector. If realised
this potential will benefit Scottish and UK economies in the short, medium and long term as Scotland further
strengthens its high technology, high skilled and highly competitive manufacturing base within the
aerospace, defence and naval sector placing it in an ideal position to win further business in this global
market.

22. SBAC Scotland looks forward to further engagement with the committee in the coming year and
would be delighted to facilitate a meeting between the committee and our SBAC Scotland Council
comprising key companies within the Scottish sector if this would be of use.

SBAC Scotland
January 2008

Supplementary evidence submitted by SBAC Scotland

SBAC Scotland is pleased to provide the committee with further information regarding the importance
of MOD contracts to Scottish companies.

Importance of MoD Contracts to Scottish Companies—Context

1. SBAC and SBAC Scotland both complete annual survey’s of the aerospace and defence sector and
these sources provide some context for the importance of MoD contracts to Scottish companies.

2. Inrecent years the civil sector has provided the greatest growth with 8% increase in 2006 compared to
2% growth in defence. The chart below puts these recent figures into the context of a longer time period.

Figure 1

UK AEROSPACE INDUSTRY REAL GROWTH OF SALES CIVIL AND DEFENCE 1980-2006
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3. The impact of this long term trend is further underlined by the following chart which shows the move
from an industry where sales turnover is predominantly in the defence sector to one where the majority of
UK sales turnover is now in the civil sector.
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Figure 2
UK AEROSPACE INDUSTRY SALES BY ACTIVITY 1980-2006
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4. The contribution the domestic defence market made in 2006 to the UK aerospace and defence sector
is shown by the following chart.
Figure 3

UK AEROSPACE INDUSTRY SALES BY TYPE AND REGION
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5. In 2006 the growth within the segments in figure 3 were as follows: Defence domestic ¥ 0.1%; defence
exports ¥ 6.0%; civil domestic ¥ 13.8%; civil exports 6.6%.
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6. For sales specifically to the UK Government the picture in 2006 was that this was the only customer
to reduce its purchasing from the UK sector as shown in figure 4.

Figure 4

UK AEROSPACE INDUSTRY SALES BY CUSTOMER
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7. If we put this into an international context we can see that sales to the UK Government have
traditionally been significantly lower than either the EU average or for US companies sales to the US

Government.

Figure 5

UK, EU AND USA AEROSPACE INDUSTRIES SALES TO THEIR OWN GOVERNMENTS
1980-2006
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8. If we look to the Scottish survey we find that the Scottish sector also experienced growth with defence
and naval in particular performing well, see figure 6.

Figure 6

TOTAL SCOTTISH AEROSPACE, DEFENCE AND NAVAL SECTOR SALES 2005 AND 2006
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9. Within this total 2006 growth shown in figure 6, aerospace exported 69% (£682 million) of sales
compared to 44% (£306 million) exported for defence. Naval exported 59% of sales worth £362 million.

10. In comparison for 2005 aerospace exported 83% (£764 million) of sales compared to 21% (£110
million) exported for defence. Naval exported 56% of sales worth £308 million.

11. In summary both the UK and the Scottish sectors have responded to the falling revenue from UK
defence contracts by pursuing and securing greater defence exports.

Average Wage

12. The Committee asked for confirmation regarding the average salary for the sector. In the SBAC
Scotland 2007 survey we reported that using data from the OYce of National Statistics Annual Survey of
Hours and Earnings (ASHE) and its other transport equipment classification which would include
aerospace and naval sectors as the majority of the code. This shows that the Scottish sector’s average wage
rate was £29,380 and that this was 34% above the Scottish national average of £21,944.

SBAC Scotland
May 2008

Evidence submitted by Scottish Engineering

Introduction

Scottish Engineering promotes the Scottish manufacturing engineering industry and its interests, in
Scotland, in the United Kingdom and Europe, whilst providing market leader high quality practical services
in all aspects of employment.

The Scottish Engineering Quarterly Review which tracks the state of the industry in terms of Capital
Investment, Training Investment, Order Intake, Output Volume etc has shown a positive trend for the past
18 quarters. The shipbuilding and defence industry in Scotland is of significant size and is one of the sectors
registering continued growth. The majority of the major players in the shipbuilding and defence industry
are members of Scottish Engineering.



Ev 112 Scottish Affairs Committee: Evidence

Summary of Main Points of this Document

— There needs to be an increase in Modern Apprenticeship funding to match that available in
England and Wales.

— There needs to be parity of esteem for vocational vs academic learning.
— Mature apprentices should not be disadvantaged.

— With the loss of Make it in Scotland Roadshows, how will we now enthuse our 2nd year pupils
about Manufacturing?

— Careers advisers need to engage more with employers.
— Scottish Enterprise need to be commended for it’s pro-active pilot programmes.

1. Modern Apprenticeship (MA) Funding

Engineering apprenticeships are of high quality but necessarily more expensive than those of shorter term
and less intensive training.

Our member companies confirm that the total cost to all parties of training an Engineering Modern
Apprentice in Scotland is approx £47K over 3.5 years.

Scotland has a diVerent Educational system from the rest of the country and this necessitates a diVerence
in the funding model. Colleges claim payment via SUMs (Student unit of Measurement) funding from the
Scottish Funding Council for individuals registering for a National Certificate as part of their Modern
Apprenticeship. However there is still a charge placed on the training providers by the colleges, which has
to be paid from the National Rate of funding of £9,000. This is on average £1,150, which leaves an amount
of £7,850 for all costs excluding college fees.

The other main diVerence between the funding models across the UK is the skills payments. In Scotland
5 Core Skills are generally covered in the qualifications taken either at school or college. In England and
Wales the 5 Key Skills are often separately assessed and as such they are funded separately to the tune of
£865.

In summary then, in England the funding for all costs excluding college fees and key skills payment is the
National rate of £11,743. Therefore an exact comparison between England and Scotland leaves a disparity
of as much as £3,893 per MA and for the Highlands & Islands this disparity climbs to £6,893.

To cover the cost of quality training in Scotland requires a minimum funding level of £12,898 in order to
match the non-educational element in England and Wales.

The introduction of Skills Development Scotland will give the opportunity to make the funding system
for National Programmes common across Scottish Enterprise and Highlands and Islands Enterprise areas.
It should also allow standardisation of the administration of the programmes. Currently Local Enterprise
Companies (LEC) diVer slightly in the way they apply rules for Scottish Vocational Qualification (SVQ)
Level 2, Adult Apprenticeships, recording of apprenticeship completions and transfers etc.

2. Vocational vs Academic

Vocational learning is a valuable learning route for companies and individuals.

Achieving parity of esteem between academic and vocational learning, recognising that vocational
learning is a valuable alternative to the academic pathway and important to all is essential for the continued
economic success of the country. Schools should not view it as a failure if their pupils do not go on to Higher
Education. The concept that we need to have 55% of school leavers in University is flawed—companies need
vocationally trained staV. University does not suit the training needs of all young people and should not be
seen as the only route to a career.

3. Make it in Scotland Roadshows

The Make it in Scotland programme introduced by the Manufacturing Image Group to improve the
knowledge and image of the manufacturing sector among young people allowed every 2nd Year pupil the
opportunity to learn about Manufacturing industry in Scotland. Last year the funding for this project was
drastically reduced and this year it has been dropped altogether and replaced with a pilot scheme only
funded for one year.

This is a lost opportunity for the country as well as the manufacturing industry to increase the knowledge
of the younger generation about the significance of engineering and manufacturing in their economy.
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4. Role for Mature Apprentices

Engineering is a very wide-ranging sector. It is therefore very diYY cult for young people to appreciate what
is involved in a career in engineering and the opportunities available to them in the sector. Consequently
they may only realise their desire to work in engineering at a later stage in life.

Secondly the supply of suitably qualified, motivated youngsters reduces over future years due to the
country’s demographics and the subject choices of youngsters at school.

At present there is limited encouragement for companies to take on apprentices over the age of 19, ie
funding is half of that available between 16-18, the LEC’s don’t encourage them and the training
mechanisms are geared to school leavers.

We need to reduce these limiting factors to ensure a supply of the skills we need for the future growth of
the manufacturing industry.

5. Careers Advisers Out of Date

Data from the SQA (Scottish Qualifications Authority) on numbers of entrants to Chemistry, Graphic
Communication, Information Systems, Mathematics, Physics and Technological Studies published for 2006
show a decline of on average of 3% for most and as much as 9% for Technological Studies and 22% for
Information Systems. Scotland cannot aVord to allow this trend to continue.

To give eVective careers advice Careers Advisers must be engaged with industry so that their advice can
reflect market demands, be relevant and cover all levels of entry to industry. They need to go back to making
regular visits to local companies.

One of the most cost eVective ways of doing this that we have been involved in recently is the EEBL
(Excellence in Education through Business Links) pilot programme for Careers Advisers and Teachers
running in the Renfrewshire area.

There also needs to be improved opportunities for teachers to learn about the world of industry. They
have a large influence on the subject and career choices that young people make.

6. Scottish Enterprise

Scottish Enterprise (SE) is to be commended for taking a pro-active role and working with various
organisations on pilots aiming to improve the SE programmes.

— Accelerated Modern Apprenticeship pilot running to create a fasttrack apprenticeship for adults.

— The Scottish Marine Technologies Training Project for workforce development and training to
ensure the correct skills are available for the Future Aircraft Carrier (CVF) programme.

— Business Improvement Techniques SVQ pilot programme.

We will continue to work with them and support these programme improvements.

Recommendations

— Increase Modern Apprenticeship funding to a minimum funding level of £13,763 in order to match
the non-educational element in England and Wales.

— Encourage schools to view vocational and academic training on an equal footing.

— Fund programmes to encourage young people into STEM (Science, Technology, Engineering and
Mathematics) careers through a long-term plan not on a year-to-year basis.

— Fund adult apprenticeships at a more substantial level.

— Fund a training programme to improve the knowledge of careers advisers and teachers about
opportunities in the engineering sector.

Scottish Engineering
April 2008
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Evidence submitted by the Scottish Enterprise Network

Executive Summary

The defence-related industry in Scotland contributes significantly to the economy. Scottish Enterprise is
focussed on ensuring that the industry continues to develop and grow and that the benefits are extended into
the wider supply chain.

The future business of the industry is reliant on a number of inter-related factors. Scotland needs to ensure
the maintenance and development of a highly skilled and trained workforce capable of meeting the needs
of the UK MoD as customer for the design and construction of complex military vessels, systems and
equipment. The Industry in Scotland is represented by the key employers of BAE Systems Surface Fleet
Solutions, Babcock Marine, Selex Sensors and Aircraft Systems, Raytheon, BAE Systems Insyte and Thales
Defence Optronics. The two primary Scottish strengths for defence are in shipbuilding and ship repair and
defence electronics—Scotland’s strengths in defence electronics have long been recognised and Scotland has
significant strengths in its academic base including a world leading laser centre, a world centre for photonics
expertise and opto-electronics capabilty.

The Future Aircraft Carrier (CVF) programme is recognised as a major opportunity and Scottish
Enterprise has developed a highly coordinated and integrated approach to workforce development and
training, the Scottish Marine Technologies Training Project (SMTTP). This brings together the companies
involved with all the relevant public agencies and training providers to ensure a consistent and adaptable
approach to recruitment, training and skills development for the industry. SMTTP also recognises that the
defence shipbuilding industry also represents an opportunity to attract people into the wider engineering
sector and will provide for the re-training and re-skilling of the workforce as necessary to serve the long term
needs of not only the marine sector, but other engineering sectors as well.

However, there are a number of issues facing the long-term viability of the industry in Scotland and its
ability to capitalise on the opportunities presented by the defence sector.

For shipbuilding and ship repair, Scottish Enterprise is concerned that a failure to address the need for
a balanced and consistent pattern of demand for defence vessels will not only undermine the strategic UK
and Scottish shipbuilding capability, but will deter people from entering the industry. A coordinated
approach to defence contracting will not only secure a long term future for the Scottish and UK industry,
but will also help to secure Britain’s place as a successful exporter of military ships.

The defence electronics industry in Scotland is also starting to report a shortage of graduates in the
necessary engineering degree courses as reported throughout Western Europe and USA, in particular
systems engineering, design engineering and electronic engineering. This is occurring through the lack of
interest in engineering as a career option. SE has led initiatives to increase the interest in engineering for
school-leavers and has worked with other agencies in the UK to address this. However, further support is
required to ensure that the career opportunities available in engineering are encouraged and promoted.

Introduction

1. Scottish Enterprise (SE) is funded by the Scottish Government to provide enterprise, investment and
innovation support to an area covering 93% of the population, reaching from Grampian to the Borders.

2. Working in partnership with Scottish business and the public sector, it aims to support the sustainable
growth of the Scottish economy, contributing to the delivery of the objectives of the recently launched
Government Economic Strategy.

3. Inrecent years it has been changing its organisation and practices to make sure it delivers the greatest
possible economic impact for Scotland. It has been identifying the opportunities and working to overcome
the barriers to growth in Scotland’s priority industries. More recently it has been adapting its economic
development approach and working increasingly with Scotland’s research base to respond to the specific
challenges and opportunities available to Scotland in the global economy.

4. Following the Scottish Government review of the SE network announced in September 2007, SE?
has been given a very clear focus to help support business growth and to build a better business environment.
It aims to implement its new organisational structure from 1 April 2008.

5. Aerospace & Defence and Shipbuilding/Marine are identified by Scottish Enterprise as being part of
agroup of industries which are important to the Scottish economy. Whilst companies are involved in a range
of manufacturing and research and development activity in these sectors in both the civil and defence
sectors, in 2005 defence accounted for 54% of total sales for these sectors in Scotland, equivalent to £1.03
Billion (SBAC Scotland Annual Survey for 2005).

3 See www.scotland.gov.uk/News/Releases/2007/09/26143846
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6. Of the 16,000 employees in aerospace, defence and marine in Scotland, 47% are in naval, 22% in
defence and 31% in aerospace, with an estimated further 17,000 staV employed indirectly in the supply chain.
Defence-related business is therefore a significant contributor to Scotland’s economy (SBAC Scotland
Annual Survey for 2005).

7. SE has strategies specifically to support the Aerospace & Defence and the Shipbuilding/Marine sectors.
In the case of the latter this is focused in particular on skills development. The terms of the inquiry brief
focuses more heavily on marine-related employment and skills aspects. It will probably be helpful therefore
if the specifics of employment and skills in the Defence Marine sector are addressed in more detail.

Defence Shipbuilding/Ship Repair and Design

8. Shipbuilding/ship-repair has emerged as a high technology engineering business contributing
considerably to the economy. In 2005, the last year for which oYcial records are available, ship and boat
building/repair in Scotland employed 5,300 people and contributed £180 million Gross Value Add (21% and
24% of the UK industry respectively). (Source: Annual Business Inquiry (ABI), OYce for National
Statistics). Since 2005 there has been a considerable upswing in Scottish employment in defence shipbuilding
and a significant reduction in capacity elsewhere in the UK. Scottish capacity is geared heavily towards
defence.

9. BAE Systems Surface Fleet Solutions operates facilities at Govan and Scotstoun which continue to
demonstrate capability in all aspects of complex warship building. The company is currently producing six
Type 45 destroyers for the Royal Navy, with the possibility of a further two vessels. It also has a successful
record in building export warships. It employs over 4000 people on the Clyde.

10. Babcock Marine operates the former Royal Dockyard at Rosyth. In addition to commercial work
for the wider marine and other sectors, it is responsible for a successful programme of ship refit and repair for
the MoD, being designated as a strategic maintenance facility. Babcock Marine’s Rosyth facility currently
employs around 1,250 people. Babcock is also responsible for the operation of the Faslane naval base.
Babcock has around 1,400 staV at Faslane. Overall the site employs around 3500 staV, excluding naval
personnel.

11. Both companies are members of the Aircraft Carrier Alliance, established to undertake the
construction of two Future Aircraft Carriers (CVF). The CVF programme is expected to involve
construction of major sections of the vessels in the Scottish yards, with final integration of the vessels taking
place at Rosyth.

12. It is expected that other companies in Scotland will be actively involved in the CVF programme. It
is known that civil yards such as Burntisland Fabrications and Ferguson Group have been actively
benchmarked. Other specialist equipment suppliers located in Scotland are expected to be involved in CVF,
including Rolls-Royce Marine and Converteam in Fife and Glasgow respectively.

13. The design oYces at both BAE Systems and Babcock are involved in the design of the vessels. Indeed
it is understood that the majority of the design work will take place in Scotland. SE and the Scottish
Government have been actively supporting the training and equipment needs of these design oYces in
anticipation not only of the CVF work, but also the longer term potential to win military and civil design
work.

14. Discussions with the companies suggest that the supply of trained UK marine designers is starting to
become more constrained. However, Scotland remains a key location in European and world terms for
marine design capacity. Undoubtedly however this is becoming an issue and must be addressed by active
encouragement of school leavers to study naval architecture or marine engineering.

Scottish Skills Base

15. The engineering sector generally is well supported by SE through the Modern Apprenticeships
programme, with some 1,102 new engineering apprentice starts across all sectors in the current financial year
to date since April 2007. (Source: Scottish Enterprise Skills & Learning CTS Database, 8 January 2008).

16. The labour demands associated with CVF have been long anticipated and detailed plans are in place
to address the skills needs of the project. Clearly the steady build-up of the BAE Systems’ Clyde yards, as
a result of a comparatively healthy order book, has enabled a gradual approach to workforce recruitment
and development. This includes a successful apprenticeship programme, with some 529 apprentice starts
since 2002-03. The company is Scotland’s largest private sector employer of Modern Apprentices.
Additionally the company has been actively recruiting trained personnel.

17. The inconsistent flow of MoD refit contacts for Babcock at Rosyth did create downward pressure on
staYng levels in recent years. Scottish Enterprise has, and continues however to support re-training and up-
skilling of production workers to create an expanded design workforce which, with other measures, served
to avert a further planned round of redundancies in 2006. The workforce is how growing, with the
recruitment of some 50 apprentices in September 2007. CVF is expected to generate significant pressure for
recruitment of both trained personnel and apprentices.
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18. A detailed breakdown of skills needs for the CVF project is expected in the near future but Scottish
Enterprise is basing its plans for support on an overall indicative figure of around 1,400 additional workers
to meet the peak demand. It is likely that a degree of workforce sharing will also take place between the
yards to address the specific needs of the multi-site CVF project.

19. SE has been actively involved in the development of the Scottish Marine Technologies Training
Project (SMTTP). SMTTP is designed to coordinate the activities of the companies, further education
colleges and various agencies in the recruitment, training and up-skilling the workforce needed to serve the
anticipated needs of the shipbuilding industry. The potential also exists for the involvement of private
training providers. The list of organisations currently involved in SMTTP is at Appendix A.

20. The project aims to create a “skills pipeline”, designed to address every aspect of the engagement,
recruitment and training process. It will engage with potential youth and adult employees, will play a role
in unlocking the latent potential of those not currently in employment, education or training, and will
address the up-skilling of the existing workforce in the industry. SE is also exploring the potential to
introduce accelerated adult apprenticeships, with the best practice developed in this sector being shared with
other industry sectors.

21. SMTTP is also designed to address the re-training and re-skilling of the workforce at the end of the
CVF project peak, securing for Scotland a long term engineering workforce capable of meeting the needs
of diverse industries. This includes the maintenance and continued up-skilling of a workforce to serve long
term military shipbuilding/ship repair, as well as the transition of excess workers into the wider engineering
sector. The potential opportunities to address skills needs in other SE priority industries are being actively
considered.

22. Approaches have been adopted to best address local needs and optimise local delivery within the
context of this national project.

23. The Aircraft Carrier Alliance members (“Tier 1” companies) are involved directly in the management
of SMTTP. Both have recognised, and are emphasising the need to engage with the wider sub-contract and
supply chain in assessing and addressing skills needs.

Training Provision

24. Based on direct discussions with the companies and within the context of the wider ambitions of the
project, the SMTTP’s colleges group has taken over management of the college delivery element of the
project, with support from SE. The “core” colleges (Anniesland, Carnegie, Clydebank and Adam Smith)
involved in shipbuilding/engineering training are now working closely together on course development and
best practice delivery.

25. Various actions are planned or underway with the Colleges consortium:
— Inclusion in the consortium of more colleges to address likely peak training demand.

— The planned development of a new qualification—a Higher National Certificate in Shipbuilding.
Such a qualification is understood to be unique in the UK, a signal of Scotland’s intent of
continued involvement in this industry.

— Ajoint bid to the Scottish Funding Council, supported by SMTTP members, covering teaching
capacity and strategic funding for additional facilities development.

— The potential development of an e-learning approach to course delivery.

26. Itis recognised that in undertaking training for the shipbuilding industry, the use of as many existing
broader engineering course elements is essential in order to ensure the transferability of skills into the wider
engineering sector. The potential opportunity for private training providers, beyond those already engaged
by the companies, will be explored.

Recruitment

27. Comprehensive plans are now being put into place to promote employment opportunities in the
industry. With support from the employer’s organisation, Scottish Engineering, these will promote not only
the long term opportunities in shipbuilding, but also the wider opportunities in the engineering sector.

28. While the concentration for recruitment activity for the CVF project is likely to be around the key
construction sites in Glasgow and Fife, there are also opportunities for recruitment from elsewhere in
Scotland for both the core yards and the extended supply chain. Recruitment activity will be undertaken via
the JobCentre Plus network on a national basis. Careers Scotland is also aiming to enhance its activity in
the engineering sector, with Shipbuilding as a focus. SE-led promotional campaigns will not be limited to
tight geographical areas.
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Marine Supply Chain

29. Scottish Enterprise recognises the potential opportunities that exist from the development of a supply
chain to serve defence shipbuilding. SE has commissioned and is now assessing the results of a
comprehensive study of those companies involved in the marine sector, necessarily a complex exercise based
on the fact that many companies are not involved exclusively in marine. The initial study results indicate
that some 1,500 ¥ companies in Scotland have at least some involvement in the marine sector. SE will assess
their needs for support to enhance business performance, to increase opportunities to engage with the “Tier
1” companies in Scotland and their opportunities to engage in the marine market globally.

30. With a view to maximising the opportunity for Scottish companies to engage with the “Tier 1”
suppliers on the CVF programme—and indeed on all future defence shipbuilding and ship repair projects—
SE is also now working with the “Tier 1” companies to increase awareness of contract opportunities, aimed
at extending the benefits to the wider Scottish marine supply chain.

Issues

31. The CVF projectis seen as a significant opportunity to boost employment in the short term. However,
stability is essential if people are to be attracted to the industry on a sustainable long term basis. The high
tech engineering capabilities and capacity of the major yards is undoubted. Defence shipbuilding and repair
activity provides an opportunity to develop and maintain a highly productive workforce with long term job
prospects, and to increase the chance of winning export work for the shipbuilders and the Scottish supply
chain. Careful consideration needs to given to the actions required to maintain a strategic capability in
defence shipbuilding.

32. The nature of major shipbuilding projects is such that there are variable demands for diVerent trades
during the build programme. With a multi-ship programme this means that a production line approach can
be adopted. With a two-ship programme such as CVF there could be discontinuity in the programme which,
in the absence of other work, will impact on the ability of the companies involved to maintain workforces
to serve further orders. Equally there is no guarantee of any work beyond CVF, although the MoD is
understood to anticipate the need for one capital ship per year in the long term.

33. Careful planning for the incorporation of programmes for the construction of lower complexity
military vessels (those which might otherwise in a stand-alone programme approach be considered for
oVshore manufacture) could instead:

— help to de-risk the “core” onshore naval ship programmes;

— providing opportunities for developing and maintaining workforce skills;

— eVectively utilise hard-won staV experience and knowledge;

— help justify further expenditure on, and utilisation of ship construction assets;

— spread the overhead costs that might otherwise have to be borne by the “core” naval projects; and
— help secure economies of scale.

34. The “core” programmes such as Type 45 and CVF provide the opportunity to safeguard and to
increase shipbuilding and engineering employment in Glasgow and Fife (and elsewhere in the UK). More
workers will be attracted to join the industry—traditionally not seen as providing job certainty and therefore
not attractive—if there is surety of long term employment. Combining CVF with other programmes,
including ship refit work, has the potential to help secure both economic advantage and the benefits set out
above. Additionally properly planned, multi-programme planning which enables the flattening of workflow
peaks will help further improve job security and the attractiveness of the industry as an employer.

35. The defence electronics industry in Scotland is also starting to report a shortage of graduates in the
necessary engineering degree courses, as reported throughout Western Europe and USA, in particular
systems engineering, design engineering and electronic engineering. This is occurring through the lack of
interest in engineering as a career option. SE has led initiatives to increase the interest in engineering for
school-leavers and has worked with other agencies in the UK to address this. However further support is
required to ensure that the career opportunities available in engineering are encouraged and promoted.

Conclusion

36. The defence-related industry in Scotland contributes significantly to the economy. SE is focused on
ensuring that the industry continues to develop and grow and that the benefits are extended into the wider
supply chain. The defence electronics industry in Scotland is a key employer and it is recognised that skills
shortages of graduate engineers is starting to impact companies in Scotland in line with the industry in the
UK and beyond. Lack of interest in engineering as a career option is considered to be a significant factor.
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37. The future business success of the defence marine industry is reliant on a number of inter-related
factors. Scotland needs to ensure the maintenance and development of a highly skilled workforce capable
of meeting the needs of the MoD as customer for the design and construction of complex military vessels,
systems and equipment. Focussed on the CVF programme as a major opportunity, SE has developed a
coordinated approach to recruitment, workforce development and training, SMTTP.

38. SMTTP recognises that the defence shipbuilding industry also represents an opportunity to attract
people into the wider engineering sector and will provide for the re-training and re-skilling of the workforce
as necessary to serve the long term needs of the marine sector and the wider engineering sector.

39. An integrated and Scotland-wide approach to training is being pursued via coordination of the
further education colleges involved, and Scotland’s commitment to the industry will be under-pinned by the
development of a new Higher National Certificate in Shipbuilding/Ship-Repair, oVering those aspiring to
a career in the industry the ability to train for a recognised qualification.

40. The potential for the military shipbuilding programme to provide a market opportunity for the wider
supply chain is also being addressed by Scottish Enterprise in concert with the “Tier 1” contractors.

41. There are a number of issues facing the long term viability of the defence shipbuilding industry in
Scotland. SE is concerned that a failure to address the need for a balanced and consistent pattern of demand
for defence vessels will not only undermine the strategic UK and Scottish shipbuilding capability, but will
deter people from entering the industry. A measured approach to defence contracting will not only secure
a long term future for the industry, but will also help to secure Britain’s place as successful exporter of
military ships.

Scottish Enterprise
January 2008

APPENDIX A

ORGANISATIONS INVOLVED IN THE SCOTTISH MARINE TECHNOLOGIES TRAINING
PROJECT (SMTTP)

— BAE Systems Surface Fleet Solutions
— Babcock Marine
— Aircraft Carrier Alliance
— Scottish Government
— Scottish Funding Council
— Further Education Colleges
— Anniesland College
— Carnegie College (formerly Lauder College)
— Adam Smith College
— Clydebank College
— Motherwell College
— JobCentre Plus
— SEMTA—Sector Skills Council for Science, Engineering, and Manufacturing Technologies
— Glasgow Southwest Regeneration Agency
— Glasgow West Regeneration Agency
— Local Authorities (Fife and Glasgow)
— Scottish Enterprise—Shipbuilding/Marine Sector Priority Industry Team

— Scottish Enterprise—SKkills & Learning (to become part of Skills Development Scotland)
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— Scottish Enterprises—Local Enterprise companies

Supplementary evidence submitted by Scottish Enterprise

Scottish Marine Technologies Training Project
(SMTTP) SMTTP:
re-skilling for long
term, re-training,
SMTTP: re-deployment
recruitment,

training,
upskilling Other sectors

‘Core’

Shipbuilding & Refit (Defenge
Industrial

Strategy)

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Evidence submitted by Thales UK

Introduction

1. Thalesis a major international company, employing 68,000 globally in 50 countries covering interests
in defence, aerospace and security for a wide range of customers including national governments.

2. Thales employs 9,000 across the UK. Over half of Thales’ business is in defence; in non-defence areas
we are in sectors including tele-communications and there are a number of sites in Scotland servicing these
contracts. Thales is a major supplier to the MOD. The company is a Prime Contractor, systems integrator,
technology provider and service provider. Our current major programme involvement includes being a
member of the Alliance delivering the Royal Navy’s aircraft carriers, Prime Contractor for the Watchkeeper
unmanned aerial vehicle and consortium partner in the AirTanker air-to-air refuelling programme. Thales
is also the Prime Contractor for the Future Integrated Soldier Technology programme and has recently been
selected as the System of Systems Integrator on the Future Rapid EVects System requirement. Thales is also
supporting urgent operational requirements for current operations.

3. In Scotland Thales is a major player in the defence industry and operates at all levels of supply to the
MOD from its range of sites. Thales welcomes the Committee’s inquiry as an opportunity to highlight the
significant contribution defence companies in Scotland make to the supply of the UK MOD, the benefit
exports brings to the economy of Scotland and recognition of the unique and world-class capabilities of
Scotland’s defence industry.

Thales in Scotland

4. Thales operates from a number of sites in Scotland. The Optronics business in Govan, Glasgow is our
principal facility in Scotland employing 500 people across a range of high-tech skills. This site designs and
manufactures world-leading electro-optic night vision systems and equipment for all three UK Armed
Services. The company, whose origins date back to 1888, has a unique 90-year heritage of exclusive sole UK
supplier of Periscopes and Optronic Masts for Royal Navy’s submarines. This includes periscopes for the
current Trafalgar Class, Optronic Masts for the Royal Navy’s newest submarines, the Astute Class, and
Periscopes for the UK’s nuclear deterrent/ballistic missile submarines of the Vanguard Class. The Glasgow
site has also supplied most of the UK’s armoured fighting vehicles such as Challenger 2, Warrior and
Scimitar vehicles with night vision equipment such as the CH2 Sighting System and BGT]I (Battle Group
Thermal Imaging) systems. These vehicles are currently on active service providing our troops with, in many
instances, life-saving protective capabilities. The site also manufactures reconnaissance pods, Infra-Red
Search and Track for the Eurofighter Typhoon. The site’s turnover is 2006 was over £110m and is expected
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to grow significantly in 2007. Export markets include all the main defence markets and accounted for 25%
of sales in 2007. This is expected to more than double in the next two years. The company invested £24
million to build the Govan facility in 1990-91 and has continually upgraded it since.

5. Thales operates as a service provider at a number of MOD sites in Scotland including simulator and
classroom based military training services at RAF Leuchars for the Tornado F3, at Lossiemouth for the
Tornado GR4 and at Kinloss for the Nimrod MR2. Contracted under a PFI arrangement, these services
represent a 30year plus investment in providing military training services and jobs for the MOD in Scotland
by Thales.

Supply Chain

6. The company’s involvement in the Scottish supply chain extends beyond its operations in Scotland
with companies from Scotland supplying Thales activities in the UK and beyond. The Glasgow facility
makes extensive use of Scottish suppliers whenever possible with a significant expenditure associated with
the company’s supply chain remaining in Scotland. Thales was a founder signatory of the SC21 (21st century
supply chain) initiative. In major programme bids Thales has reached out to the Scottish supply chain
through supply chain workshops to ensure maximum potential for companies to engage in MOD
programmes. For example, the Thales supplier roadshow in Glasgow for the Watchkeeper requirement
attracted interest from 140 companies.

Contribution to the Scottish Economy

7. With currently more than 600 employees in the defence sector in Scotland, Thales has generated more
than £650 million in sales between 2000 and the end of 2006. Through direct employment or through
partnership supplier arrangements with local SMEs, Thales has re-invested more than £250 million of
business back into the Scottish economy during this period. Thales contribution to the Scottish economy is
projected to rise significantly, in relative terms, to more than £550 million over the next four years alone.

Employment and Skills

8. Thales UK employs 4,000 engineers and technicians, of which some 90% are qualified to degree level
of above. Some 30% of employees at the Glasgow facility are engineers and scientists. The Glasgow site has
an active apprenticeship programme with disciplines including electrical and mechanical engineering.
Foundation core skills training for apprentices takes place in conjunction with East Kilbride Group
Training Association. Thales engages with schools within the Glasgow area to help fulfil its apprenticeship
requirements and extends this to include site visits and student placements/work experience to help generate
interest in engineering as a future career. We also provide financial support to schools within the immediate
area of the site. Similarly, Scottish Universities are normally our first port of call for high quality graduates
to help satisfy our long-term engineering requirements. We have an ongoing and developing dialogue with
these Universities to establish potential future partnerships, especially in the areas of engineering skills for
product design and development to support our high technology business.

9. The trade union relationships of the Glasgow facility has been the benchmark and template for Thales
UK and was the forerunner to the company’s nationwide trade union partnership agreement signed in 2002.
The company works closely with its trade unions on skills and workplace training.

Conclusion

10. The Thales operations in Scotland represent a key element of the global Thales capability. In turn,
Thales is a significant player in Scotland’s defence industry, a major contributor to its exports base and a
key user of the Scottish supply chain. The company is delivering significant MOD capability from Scotland
and is proud of its history of innovation in supplying the Armed Forces. It is proud of its history of
investment in its Scottish facilities and the skill and commitment of its people. We look for continued
investment in the appropriate skills that will allow the company to prosper. We would welcome the
opportunity for the Committee to visit our Govan site and, if with the RAF’s agreement, one of our training
facilities at RAF bases.

John Howe CB OBE
Vice Chairman, Thales UK

January 2008




Scottish Affairs Committee: Evidence Ev 121

Evidence submitted by Unite—the Union Scotland

Executive Summary

In this submission Unite—the Union will highlight the significant role played by the defence industry in
providing quality employment and economic benefit to Scotland, whilst boosting the skills agenda.

However, we believe that there is a very urgent need for a clear and concise raft of skills and lifelong
learning commitments from the Scottish Government to meet the demands of Scotland’s economy—
including defence. We are concerned that Scotland, without specific targets and investment in relation to
skills, lifelong learning and modern apprenticeships, will face major challenges in maximising the economic
opportunities which will arise from the significant levels of investment in the defence industry.

Furthermore, due to the inconsistent incidence of workplace training across Scotland’s economic sectors
we believe it is necessary for some form of compulsion to be placed on employers, both public and private,
to train their workforce.

Introduction

Unite—the Union is the UK’s largest trade union with 2 million members across many sectors of the
economy. The union’s members work in a range of industries including manufacturing, financial services,
print, media, construction, transport and local government, education, health and not for profit sectors.

We are a Union with a significant presence in the defence industry. Our members include engineers, fitters,
maintenance, ancillary and construction workers employed in major companies such BAE Systems,
Babcock, Rolls-Royce, Thales, MacTaggart Scott, DARA and many more. Therefore, we welcome the
opportunity to contribute to the Scottish AVairs Committee’s “Employment and Skills for the Defence
Industry in Scotland” inquiry.

Employment, Economy and Skills in Scotland

1. Scotland, like the rest of the UK, faces a significant challenge in overcoming skills shortages and gaps.
Politicians, employers, Trade Unions, and skills organisations have consistently raised this issue and
proposed varying and often contrasting solutions to addressing this challenge. What is clear is that—despite
strategy and investment over the last decade—the challenge has not been met. An analysis of the current
political, employment, and skills situation increases our concerns about Scotland’s ability to meet the
skills demand.

What next for Scottish Skills and Lifelong Learning?

2. Unite—the union is concerned about the lack of clarity on skills and lifelong learning policy from the
SNP Scottish Government, following the launch of “Skills for Scotland: A Lifelong Learning Strategy”. The
key strand of the strategy is bringing existing skills organisations (Careers Scotland and Learndirect
Scotland) together under a single skills body by the beginning of the 2008-09 tax year. A further
announcement made by the Finance Secretary has removed the training and skills agenda from Scottish
Enterprise and Highlands & Islands Enterprise, incorporating responsibility into the Education
Secretary’s remit.

3. Unite—the union believes the Scottish Government’s strategy for skills and lifelong learning is
ambiguous. The Centre for Public Policy for Regions (CPPR) Report, “An Analysis of the Scottish
Government’s Economic Strategy”, delves into the Scottish Government’s Draft Budget Report of 2007. For
the three-year period 2007-08 to 2010-11, the budget reveals a slight annual average real increase of 0.3%
in Education and Lifelong Learning Funding in Scotland.* However, in terms of commitments and targets
for skills, there is little to indicate the Scottish Government’s future direction.

Skills Investment—The Rest of the UK

4. While the outlook for skills and lifelong learning in Scotland is reliant on the Scottish Government’s
single skills body, the picture for the rest of the UK is diVerent. The Department for Innovation, Universities
& Skills (DIUS) announced that over the next three years total spending on learning and skills will rise to
£12.3 billion a year in 2010-11—compared to £6.5 billion in 2001-02. At the centre of the programme is a
major expansion of apprenticeships with over £1 billion in Government funding to increase overall places
from 250,000 today to more than 400,000 by 2010-11. Funding will be targeted specifically at expanding
apprenticeships for adults aged over 25.

4 Centre for Public Policy for Regions, “An Analysis of the Scottish Government’s Economic Strategy”, 27 November 2007.
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5. The investment will mean 30,000 additional such apprenticeships costing £90 million over the next
three years. All apprentices for those aged over 19 will total 125,000 by 2010-11 alongside 281,000
apprenticeships for those aged 16-18. Overall, total DIUS funding for the Learning Skills Council (LSC)
spending for adult skills and apprenticeships will increase to £4.3 billion a year by 2011, helping to deliver
an increase in spending of 17% on adult learning. The funding will provide over seven million training places
over the three year spending review period from 2008-09.°

Scotland’s Skills and Employment Projections

6. The future prosperity of the Scottish economy is dependent upon having the required numbers of
skilled labour to meet demand. The Fraser of Allender Institute predicts that total net employment change
in Scotland will increase by 56,574 over the period 2006-10. In the same period, jobs in public services
(including defence) are estimated net increase by 19,323.5 HBOS Labour Market Report reveals that
employers continue to face diYculties in finding suitably skilled candidates to fill vacancies in Scotland.
Skills shortages are prevalent across many sectors of the Scottish economy with demand for labour being
greatest in the Engineering & Construction sectors, both for permanent and temporary/contract stav.”

7. Furthermore, future Skills Scotland Labour Market Projections 2007-17 highlights the scale of the
challenge in enhancing the skills and qualifications levels of the working age population. The report
indicates that by 2012, 762,000 (approximately 25% of the of Scotland’s working age population—estimated
to be approximately 3.2 million) will be either qualified to the minimum Level 1 criteria or have no
qualifications at all.?

8. Furthermore, while only 4% of organisations provide no training in the public administration and
defence sector the incidence of workplace training is inconsistent across the Scottish economy, according to
the Future Skills Scotland report, Skills in Scotland 2006. For example, 54% of employers in the
manufacturing sector and 34% in the construction sector provide no training. The report indicates that while
these levels can be partly attributed to staV already being fully proficient (44% of employers according to
Skills Scotland) it is clear that Scotland’s economic sectors face significant challenge in closing their skills
gaps and overcoming skills shortages.®

9. Thestatistics demonstrate that Scotland will continue to have net job growth over the short-to-medium
term but faces significant challenges in ensuring that supply can meet the skills demand. It is for this reason
that Unite—the union believes that the Scottish Government must produce investment and target proposals
as a matter of priority (particularly in light of the DIUS proposals for the rest of the UK) and that both the
UK and Scottish Governments look towards compulsive training provisions—in both the public and private
sectors—to tackle the skills demand.

Economic Impact of Defence Industry in Scotland

Case Study—BAE Systems Surface Fleet Solutions

10. The Fraser of Allender Institute (FOAI) produced a report on the economic impact of the BAE
System’s Surface Fleet Solutions on the Scottish Economy. In the absence of definitive data for the economic
benefits of the Defence Industry across Scotland as a whole, the FOAI report provides a snapshot of the
significant impact defence industry contracts awarded to BAE Systems alone play in contributing to the
economic prosperity of Scotland.

11. BAE Systems employ approximately 3,038 people: 2,661 in a permanent capacity; 200 in a fixed-term
capacity; and 177 on a sub-contract basis. Since 2003, the company has taken 350 apprentices and aimed
to recruit 120 for its 2007 intake.’® FOAI states that in 2006, BAE Systems directly employed 2,860
employees across Scotland and the company’s subsequent output will generate and additional 1,633 jobs in
Scotland, meaning that BAE Systems on the Clyde activities support approximately 4,493 jobs across
Scotland (including those employed directly at BAE). This means that that the employment multiplier for
BAE Systems Surface Fleet Solutions in Scotland during 2006-07 is 1.57, meaning that every person
employed directly at BAE Systems supports 0.57 jobs elsewhere in Scotland.

12. Forevery £1 spent on wages by BAE, it generates approximately £0.44 worth of supplier expenditure
in Scotland. Based on this data, FOAI have estimated that the company’s £73.7 million wage expenditure
will generate £32.4 million of expenditure at Scottish suppliers. Subsequently, the estimated output of £133.2

5 Department for Innovation, Universities & Skills, “Ambitious Plan to Help Boost the Nation’s Job Prospects”, 16

November 2007.

Fraser of Allander Institute, Business Forecasting Service 2007, Employment Growth in Scotland.

HBOS Labour Market Report, 17 December 2007.

Future Skills Scotland Report, Labour Market Projections 2007-17 (2007).

Future Skills Scotland, Skills in Scotland Report (2006).

10 Report for BAE Systems Surface Fleet Solutions, Fraser of Allander Institute: The Economic Impact of BAE Systems Surface
Fleet Solutions on the Scottish Economy, March 2007.
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million created directly by BAE Systems created an additional demand for output equal to £105 million in
other Scottish industries. This means that BAE Systems operations on the Clyde alone support a total
output of £238.2 MIN across Scotland as a whole.

13. Scottish Enterprise (SE) estimate that shipbuilding and ship repair directly employs 7,000 people in
Scotland—24% of the UK’s shipbuilding workforce—and generates £410 million a year for the Scottish
Economy. It supports 100 firms directly and over 300 more in the supply chain.!! This scale highlights the
need for UK procurement agencies to give support and advice to UK companies (particularly small and
medium- sized enterprises) and for the creation of a mentoring system for companies operating in the
procurement market. This economic impact (investment, employment, wages, multiplier eVect and output)
is replicated across other defence industry locations in Scotland. For example, the Defence Analysis Report
states that the money that flows through the defence facilities at Coulport and Faslane amounts to £200-250
million per year exclusive of any local spend by service personnel.?

14. In addition to the Royal Navy Aircraft carrier contract award, three Royal Navy ships are already
in refit at Rosyth—HMS St Albans, HMS Gloucester and HMS Grimsby. Rosyth has also secured a multi-
million-pound contract to carry out a refit of another Royal Navy ship, HMS Sutherland. Babcock has won
the contract to carry out the overhaul at Rosyth. The new equipment—worth £18 million—will further
boost the regional economy and labour market.

Skills Impact of Defence Industry in Scotland

15. The Defence Industry not only significantly contributes to the economic prosperity of Scotland; it can
boost the skills agenda and quality employment in Scotland and the rest of the UK. The Society of British
Aerospace Companies (SBAC) 2006 survey of Scotland’s aerospace, defence and marine sectors, revealed
that:

— there are approximately 170 companies in Scotland involved in aerospace, defence and naval
sectors;

— in 2005 total sales for the sector were £2.1 billion; and
— together they employ nearly 15,000 people earning 33% above the Scottish average wage.

16. The investment and opportunity that the defence industry brings to Scotland is significant. Scottish
Enterprise (SE) announced in August 2007 the launch of a marine technologies training project to meet the
demand for engineering apprentices in light of the £3 billion aircraft carrier contract awarded to BAE and
Babcock. SE predicts that up to 2,000 MAs will be hired over the next decade to service projects associated
with the contract. It is anticipated that this figure will rise steadily as around 150 new openings are created
each year to cope with the increased volume of work.?

17. The increase in Modern Apprenticeships on the Clyde and in Rosyth demonstrates the significant
impact in terms of training and employment growth. That is why Unite—the union believes the Scottish
Government must set clear targets for modern apprenticeships, skills and training to ensure that Scotland
maximises the economic opportunities created by the defence industry—and every other sector of the
economy.

Concluding Remarks

18. Unite—the Union believes the defence industry plays a vital role in the Scottish economy. The FOAI
BAE Systems report shows how far reaching the economic impact of defence industry is with regards to
investment, employment, wages, multiplier eVect and output. The Secretary of State has opined that the
contracts awarded to the Clyde and Rosyth would support or create 10,000 jobs. The existing and potential
opportunities aVorded by the defence industry are clear as this submission has demonstrated. The challenge
facing Scotland is to ensure that supply meets demand and opportunity is maximised.

19. Unite—the union has been clear in our concerns regarding the lack of clarity from the Scottish
Government on the issue of skills and lifelong learning. Where the rest of the UK will benefit from the DIUS
investment package, Scotland must wait on specific commitments and targets of a future skills body and the
Scottish Government to meet the demands of the defence industry but also the wider economy.

Unite—the Union
January 2008

11 personnel Today, “Scottish Enterprise sets up Marine Technology Project”, 29 August 2007.
12 Defence Analysis, Scottish Independence Issue—For the Sake of Auld Lang Syne?, Vol 10.1 (2006).
13 Scottish Enterprise, “Scotland leads UK in engineering apprentices”, 27 August 2007.
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