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Formal minutes 

Wednesday 25 February 2009 

Members present: 

Mr James Arbuthnot, in the Chair 

Mr David Crausby 
Linda Gilroy 
Mr Dai Havard 

 Mr Bernard Jenkin  
Mr Brian Jenkins 
Mrs Madeleine Moon 

 

Draft Report (Spring Supplementary Estimates), proposed by the Chairman, brought up 
and read. 

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

Paragraphs 1 to 18 read and agreed to. 

Resolved, That the Report be the Fourth Report of the Committee to the House. 

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

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

 

[Adjourned till Tuesday 10 March at 10.00 a.m. 
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Written evidence
Memorandum from the Ministry of Defence

MINSTRY OF DEFENCE: COST OF OPERATIONS—JANUARY 09 FORECAST POSITION

1. This note sets out the Ministry of Defence’s latest forecast cost of operations in Iraq, Afghanistan and
the Balkans, as requested by the House of Commons Defence Committee in response to the Winter
Supplementary Estimate. We expect the figures will be reflected in the Department’s Spring Supplementary
Estimate (SSE), which are due to be published on 10 February. We also intend to include in the Estimate a
small contingency in Direct Resource DEL, as well as cover for potential non-cash costs arising from the
drawdown of UK forces in Iraq.

2. The forecasts reflect increases above the provision at Winter Supplementary Estimates of £46 million
for operations in Iraq and £216 million for operations in Afghanistan. This is summarised in Table 1 below,
with a more detailed analysis shown in Table 2. The increase reflects the demands of operations concerned,
including the approval of some additional Urgent Operational Requirements along with adverse exchange
rate movements and higher than forecast levels of stock consumption and equipment repairs.

Table 1

SUMMARY COST OF OPERATIONS (IRAQ, AFGHANISTAN AND THE BALKANS)—
JANUARY 2009

Total Total
SSE ME/WSE

Direct Indirect request request
Resource Resource Capital 2008–09 2008–09

Operation DEL £M DEL £M DEL £M £M £M DiVerence

Iraq 1,039 125 279 1,443 1,397 46
Afghanistan 1,460 225 849 2,534 2,318 216
Balkans 19 0 0 19 19 0
Total 2,518 350 1,128 3,996 3,734 262

Note: The Balkan costs are sought from the FCO. £17 million was sought at Main Estimates and a further
£2 million at Winter Supplementary Estimates. The latest forecast remains at £19 million.

3. A more detailed breakdown of the latest estimate for the cost of operations in Iraq, Afghanistan and
the Balkans is shown in Table 2.

Table 2

ESTIMATED COST OF OPERATIONS IN AFGHANISTAN, IRAQ AND THE BALKANS—
JANUARY 2009

Cost Type SSE WSE SSE WSE SSE WSE
Iraq Iraq Afghanistan Afghanistan Balkans Balkans
£M £M £M £M £M £M

Direct Resource DEL
Civilian Personnel 18 17 12 10 1 1
Military Personnel 116 116 73 106 1 1
Stock/Other Consumption 225 195 496 379 6 6
Infrastructure Costs 150 119 167 147 5 5
Equipment Support Costs 356 332 422 385 6 6
Other Costs and Services 175 194 305 311 2 2
Income Foregone/ Generated (") "1 "2 "15 "7 "2 "2

Total Direct Resource DEL 1,039 971 1,460 1,331 19 19

Indirect Resource DEL 125 170 225 180 0 0

Total Resource DEL 1,164 1,141 1,685 1,511 19 19

Capital DEL

Capital Additions 279 256 849 807 0 0

Total Capital DEL 279 256 849 807 0 0
Total Estimated Costs 1,443 1,397 2,534 2,318 19 19

4 February 2009
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Further memorandum from the Ministry of Defence

SPRING SUPPLEMENTARY ESTIMATES 2008–09

1. Introduction

1.1 This Memorandum covers the Spring Supplementary Estimate for the Ministry of Defence (MoD)
and should be read in conjunction with the Department’s Spring Supplementary Estimate (2008–09). The
Introduction to the Estimate lists the changes being made since the Winter Supplementary Estimate. This
is shown by Request for Resources (RfR), and the section number shown in brackets after the detail for each
change is a reference to the line(s) that are aVected by the change in Part II of the Estimate.

1.2 There is a separate Estimates Memorandum for the Armed Forces Retired Pay and Pensions Vote.

2. Summary of Resources Sought in the Estimate

2.1 The Introduction to the Estimate shows a net increase in Voted DEL (Resource and Capital) of
£1,093.301 million from £45,110.347 million at Winter Supplementary Estimates to £46,203.648 million for
Spring Supplementary Estimates. There are two principal elements to this:

a) The draw down of our total Capital DEL End Year Flexibility (EYF) of £214.000 million, partial
draw down of our Resource Near Cash EYF £45.000 million, and £50.000 million additional fiscal
Capital DEL provision in anticipation of the MoD’s sale of its “Spectrum” holding. Further
details are set out at paragraph 4.3.

b) The RfR2 (Operations and Peace Keeping1) resources net request of £737.000 million is
additional funding for military operations in Iraq and Afghanistan and comprises net direct
resource costs of £237.000 million and indirect resources of £500.000 million. The Indirect
Resource request reflects a contingency for potential draw down costs in Iraq. The final outturn
will be reflected in our 2008–09 Annual Report and Accounts. The RfR2 capital request of £65.000
million is mainly for Urgent Operational Requirements (UORs) in Iraq and Afghanistan. Further
details are provided at paragraphs 4 and 5.

2.2 The Voted Resource and Capital changes are summarised in the following tables:

Table 1

CHANGES IN RESOURCE AND CAPITAL EXPENDITURE

Resource Expenditure £ M

Provision of Defence Capability (RfR1) 226.313
Operations and Peace Keeping (RfR2) 741.766

Total Net Request for Resources 968.079

Capital Expenditure £ M

Net Provision of Defence Capability (RfR1) 264.000
Operations and Peace Keeping (RfR2) 65.000

Total Net Request for Capital 329.000

£ M

Total Change in Capital and Resource 1,297.079

2.3 The total change in the Estimate is £1,297.079 million, which generates an additional net cash
requirement of £626.555 million. The cash requirement is analysed in the following table, and reconciliation
between the changes in the Estimate and the net cash requirement is shown in Part II of the Estimate,
“Resource to Cash Reconciliation”.

1 Now re-named from Conflict Prevention to Operations and Peace Keeping.
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Table 2

CHANGE IN VOTED CASH REQUIREMENT

£ M

Near Cash (Voted) in Resource DEL 264.301
Near Cash Non Budget 33.254
Near Cash in Capital DEL 329.000
Net Cash Requirement 626.555

2.4 In addition to the changes outlined in paragraphs 2.1 above, the changes to the Spring Supplementary
Estimate comprise:

— Net budgetary transfers in of £6.331 million to Other Government Departments under RfR1 and
RfR2 (Table 4). The largest transfers are to the FCO for the Stabilisation Fund, and from the FCO
for helicopter pilot training for counter-narcotics.

— Small increases arising from various technical changes relating to Non Departmental Public
Bodies (NDPBs).

— Re-alignment of Resource and Capital Sub Head provisions to reflect changes in budgetary
responsibility, with no overall impact on DEL.

— Updates to Operating and Non Operating Appropriations-in-Aid request to reflect Top Level
Budget Holders’ current forecast of outturn.

3. Detailed Explanation of Changes

3.1 Part I of the Estimate summarises the changes described above and provides detail about the costs
included in each RfR.

3.2 Part II of the Estimate shows the changes proposed in the Estimate, by Top Level Budget Holder
(TLB). This shows the present net position (the position at Winter Supplementary Estimates), the changes
in the position, and the new net provision (Spring Supplementary Estimates). Again this is set out by
Request for Resources. The transfers and other changes outlined in the Introduction to the Estimate are
analysed in this section of the Memorandum.

3.3 The table overleaf shows how the Spring Supplementary Estimate is compiled, identifying changes
since the 2008–09 Winter Supplementary Estimates.
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4. RfR1 Provision of Defence Capability—Explanation of Changes

Transfers In/Out

4.1 The Estimate includes four transfers in from Other Government Departments and two transfers out,
which are detailed in Table 4.

Table 4

SHOWING TRANSFERS BETWEEN MOD AND OTHER GOVERNMENT DEPARTMENTS

Transfers Out RfR £M Purpose

Department of Innovation, 1 (0.235) Contribution to the new Skills Strategy
Universities & Skills
Foreign & Commonwealth OYce 2 (15.350) Contribution to the Stabilisation Aid

Fund in Iraq and Afghanistan

Transfers In

Foreign & Commonwealth OYce 1 1.800 Contribution for Helicopter pilot
training costs.

Department for International 2 0.300 Contribution in respect of locally
Development employed contractors in Iraq
Department for International 2 18.899 Contribution to the Global Conflict
Development Prevention Fund
Department for International 2 0.917 Contribution to the Stabilisation Aid
Development Fund

Total Net Transfers In 6.331

End Year Flexibility

4.2 The Department has drawn down its full year end year flexibility for capital of £214.000 million and
its resource near cash requirement of £45.000 million in the Spring Supplementary round. The capital
resource EYF has been principally used to compensate Defence Estates for loss of non operating receipts,
which are lower than forecasted. The Resource EYF has been allocated to Defence Equipment & Support
(DE&S) to alleviate resource pressures. Table 5 sets out the position.

Table 5

END YEAR FLEXIBILITY

Direct Resource Indirect Resource
End Year Flexibility (EYF) DEL £M DEL £M Capital DEL £M

EYF Stock available 2008–09 105 0 214
EYF Drawn Down WSE 0 0 0
EYF Drawn Down SSE 45 0 214

Balance 60 0 0

Additional Fiscal Capital Request of £50 million

4.3 The Spring Supplementary Estimate includes a request for an additional £50.000 million fiscal
Capital. This was agreed as part of the CSR settlement in anticipation of the sale of our holding in electro-
magnetic wavelength bandwidth, or “Spectrum”.

RHC re-alignment

4.4 The WSE request erroneously deducted £9.224 million from the MoD’s DEL entitlement. The
request for an additional £9.224 million in DEL in the Spring Supplementary request rectifies that error.
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Other Changes

AME (Non Cash) Items

4.5 The Spring Supplementary Estimates request a net additional non cash provision of £170.000 million,
which principally reflects the downturn in market prices for fixed assets held by Defence Estates, and a
revised lower forecast for DE &S. Further deterioration may occur before the year end.

Non Budget Items

4.6 The changes to Non Budget at the Spring Supplementary Estimate reflect a further re-classification
of the Armed Forces’ museums from Voted DEL to Non Budget. There is also a small provision for the
Cost of Capital Charge on PFI deals.

Neutral Sub Head Budget Transfers

4.7 The changes under these sub-headings reflect alterations to TLB allocations of Resource and Capital
funding to bring the allocations into line with responsibility transfers between TLBs, and other funding
adjustments to align TLB provision with current forecasts. The capital transfers between sub heads are
principally for further transfers of budgetary provision from “customer” budgets to Defence Estates, which
is responsible for most estate expenditure. There are related IRDEL cost re-allocations associated with the
Capital budget re-allocations.

Operating and Non Operating Appropriations in Aid

4.8 The Operating and Non-Operating Appropriations in Aid changes to the Spring Supplementary
Estimate reflect the latest forecast of receipts from TLBs.

Grants in Aid

4.9 There are three Grants in Aid increases recognised in the Spring Supplementary Estimates. The Grant
in Aid of £0.773 million to the Royal Naval Museum (to correct a misstatement in the 2008–09 Main
Estimates); £3 million for the Council of Reserve Forces & Cadet Association (gas and electricity utility
price increases); and £0.400 million for the Royal Air Force Museum (additional roof repairs to the Battle
of Britain Memorial Hall at RAF Hendon). The Grants in Aid have been allocated within the existing
provision of the TLBs’ current DEL.

Implementation of stage 2 of the International Financial Reporting Standards

4.10 The Department implemented part of the IFRS requirements at Winter Supplementary Estimates.
The first stage of the IFRS implementation related to discounting of long-term debtors/liabilities and the
movement on financial derivatives on forward purchase contracts under FRS 26. The second trigger point—
the impact of FRS 23—relates to valuing all foreign currency transactions at the average monthly Spot Rate
rather than using the General Accounting Rate (which was aligned to the buy forward rate) has been
implemented in the Spring Supplementary Estimates. The year 2–5 impact of FRS 26 scores to AME. The
in-year impact for FRS 23 has been oVset by the year 1 FRS 26 valuation gain on the forward purchase
contract. The Department has taken a prudent stance, and has estimated a neutral impact overall at Spring
Supplementary Estimates. The volatility of exchange rates may further impact on our 2008–09 final outturn.

5. Request for Resources 2: Operations and Peace Keeping

5.1 The Spring Supplementary Estimate requests an additional £561 million for peace keeping operations
in Iraq and £241 million for peace keeping operations in Afghanistan. This is summarised in Table 5 below,
with a more detailed analysis shown in Table 6. The request for additional operational funding in Spring
Supplementary Estimates is mainly due to increased stock consumption—most notably ammunition and
fuel in Afghanistan. In addition, higher than expected equipment repair costs, the inclusion of some recently
approved urgent operational requirements and sterling’s adverse exchange rate variation have had an eVect.

5.2 As set out in the Government WSE response, UORs by their very nature reveal a capability gap and
are therefore sensitive. Nevertheless, examples of UORs which we have recently ordered are: for force
protection (eg tactical support vehicles and protection for engineering plant); and specific modifications to
military equipment so that they can operate in the operational environment (eg adaptations to Merlin and
Lynx helicopters, and Tornado aircraft).

5.3 The major non cash increase is for non cash costs in anticipation of the draw down in Iraq. Although
our original IRDEL forecast for Iraq had fallen, reflecting lower than anticipated equipment depreciation,
the Department has prudently set aside some £500 million for this purpose, an increase of £455 million over
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the provision at WSE. This contingency covers potential non cash costs of depreciation, write-oVs, and
gifting of equipment and other capital assets, which will be scored in our 2008–09 Annual report and
Accounts, in accordance with Accounting Standards. There is a transfer of funding out to FCO of £15.350
million, being the MoD’s contribution to the Government’s Stabilisation Fund in Iraq and Afghanistan.
There are also transfers in from DIFD of £0.300 being their contribution to costs paid out by MOD to
locally employed contractors in Iraq; £18.899 million for DIFD’s contribution to the Global Conflict
Prevention Fund; and £0.917 million for their contribution to the Stabilisation Aid Fund.

Table 6

SUMMARY COST OF OPERATIONS AND PEACE KEEPING CLAIM AT 2008–09 SSE

Total
Direct Indirect Total SSE ME/WSE

Resource Resource Capital request request
Operation DEL £M DEL £M DEL £M 2008–09 £M 2008–09

Iraq 1,054 625 279 1,958 1,397
Afghanistan 1,485 225 849 2,559 2,318
Balkans (1) 19 0 0 19 19

Total 2,558 850 1,128 4,536 3,734

Note: (1): FCO fund the cost of the Balkans operations. £17 million was requested at Main
Estimates and £2 million at Winter Supplementary Estimates, which equates to our current
forecast.

5.4 The current detailed cost estimate for operations in Iraq, Afghanistan and the Balkans for the
2008–09 Spring Supplementary Estimates is shown in Table 6.

5.5 The Department has requested £45.000 million Indirect Resource DEL from the Treasury Reserve
to cover cost of capital, depreciation and impairment charges associated with fixed assets purchased under
Urgent Operational Requirement arrangements. These are continuing non-cash charges associated with
holding these assets and are charged to RfR2 for as long as they are deployed on operations.

Table 7

THE ESTIMATED COST OF OPERATIONS IN AFGHANISTAN, IRAQ AND THE BALKANS
AT SSE 2008–09

Cost Type Iraq £M Afghanistan £M Balkans £M

Direct Resource DEL
Civilian Personnel 18 12 1
Military Personnel 116 73 1
Stock/Other Consumption 240 521 6
Infrastructure Costs 150 167 5
Equipment Support Costs 356 422 6
Other Costs and Services 175 305 2
Income Foregone/ Generated (") "1 "15 "2

Total Direct Resource DEL 1,054 1,485 19

Indirect Resource DEL 625 225 0

Total Resource DEL 1,679 1,710 19

Capital DEL

Capital Additions 279 849 0

Total Capital DEL 279 849 0
Total Estimated Costs 1,958 2,559 19

6. RfR3 War Pension Benefit (WPB)

6.1 There are no changes to the RfR3 War Pension Benefit at Winter Supplementary Estimates.
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7. The Departmental Expenditure Limit (DEL)

7.1 Table 8 shows the DEL from 2006–07 to 2008–09 for all RfRs. The Total DEL is calculated by adding
Resource DEL, Capital DEL and deducting depreciation, which forms part of Resource DEL. Depreciation
is excluded from Total DEL; including this as well as Capital DEL would be double counting. The figures
are for Voted and Non-voted DEL; the Non voted DEL figure for 2008–09 is £170.815 million net of
depreciation, and this is shown in more detail in the Notes to the Spring Supplementary Estimate.

Table 8

CHANGES TO MOD DEPARTMENTAL EXPENDITURE LIMITS

2006–07 2007–08 2008–09 2008–09 2008–09
SSE £M SSE £M ME £M WSE £M SSE £M

Resource DEL 34,104 36,940 33,623 37,273 38,071
Capital DEL 7,448 8,120 7,871 7,984 8,313
Depreciation "7,401 "8,218 "7,418 "7,747 "8,247
Total DEL 34,151 36,842 34,076 37,510 38,137

8. Administration Costs Limit

8.1 The Department introduced an Administration Costs Limit in its 2008–09 Main Estimates for the
first time. The Non Voted Administration budget shows a reduction of £64.153 million because these costs
have been re-allocated into the Non Voted Programme (as a result of NDPB costs now being regarded as
Programme).

9. Provisions and Contingent Liabilities

9.1 No changes have been made at SSE.

10. Machinery of Government Changes

10.1 There are no Machinery of Government Changes.

11. Impact on PSA and DSO Targets

11.1 The changes in provision sought are not directly linked to the achievement of the PSA targets to
which the Department contributes our Departmental Strategic Objectives (DSO) but rather enables delivery
across the range of outputs in accordance with our plans. However, a failure to grant the additional RfR2
allocation would undermine the prosecution of military operations in Iraq and Afghanistan (PSA 30 and
DSO 1).

12. Net Additional Cash Requirement

12.1 The Net Cash impact for the Spring Supplementary Estimate is an increased requirement of
£626.555 million. This is broken down in Table 2.

13. Votes A

The Department will be laying the 2009–10 Votes A Annual Estimate alongside this 2008–09 Spring
Supplementary Estimate. This will be published as HC117.

APPENDIX 1

A. Definition of Terms

1. Direct Resource Departmental Expenditure Limits (RDEL)

This is a control aggregate within the resource budget. It excludes the non-cash items such as depreciation,
cost of capital and movement in provisions. Direct Resource DEL is also known as “near cash in the
resource budget”.
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2. Indirect Resource DEL (IRDEL)

This covers items such as depreciation, cost of capital charges, movement in provisions, and the notional
auditors’ fees for the National Audit OYce (NAO). This is also known as non-cash.

3. Total Resource DEL

This is the sum of Direct and Indirect Resource DEL.

4. Annually Managed Expenditure (AME)

Annually Managed Expenditure (AME) includes Programmes that are demand-led, such as War
Pensions (RfR3) and exceptionally volatile items that cannot be controlled by the Department. AME also
includes Programmes that are so large that the Department could not be expected to absorb the eVects of
volatility within them, such as cash release of nuclear provisions.

5. Non-Budget

Items of expenditure which are included in the Estimate, but are outside of DEL and AME eg Grants in
Aid, Royal Hospital Chelsea. This is a Parliamentary control but not a Treasury control.

6. Total Net Resources

This is the net of items 1 to 5.

7. Capital Departmental Expenditure Limit (CDEL)

This is for new investment, including Capital additions, disposals, and the capital repayment of loans.

8. Capital AME

Includes the capital element of the loan repayments for self- financing public corporations, such as
QinetiQ.

9. Total Net Capital

This is the sum of the above capital items.

10. Total Near Cash

This is the total accrued expenditure spend and is the sum of Direct RDEL and Capital DEL.

11. Request for Resources 1

Provision of Defence Capability, provides for expenditure primarily to meet the Ministry of Defence’s
operational support and logistics services costs and the costs of providing the equipment capability required
by defence policy.

12. Request for Resources 2

Request for Resources 2 provides primarily for the additional costs of peace keeping and operations.
These are the net additional costs incurred: the costs that the Department would have incurred regardless
of the operation taking place, such as wages and salaries are recorded against RfR1.

13. Request for Resources 3

War Pensions and Allowances, etc, provides primarily for the payments of pensions and allowances for
disablement or death arising out of war or service in the Armed Forces after 2 September 1939, and
associated non-cash items.
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B. List of Abbreviations used in the Estimate

AME Annually Managed Expenditure
CSR Comprehensive Spending review
DE & S Defence Equipment and Support
DSO Departmental Strategic Objective
EYF End Year Flexibility
FCO Foreign and Commonwealth OYce
GAR General Accounting Rate
HCDC House of Commons Defence Committee
MoD Ministry of Defence
NAO National Audit OYce
NDPB Non Departmental Public Body
PSA Public Service Agreement
RfR Request for Resources
SSE Spring Supplementary Estimates
SUME Single Use Military Equipment
UOR Urgent Operational Requirement
WSE Winter Supplementary Estimates

Annex A

ARMED FORCES RETIRED PAY, PENSIONS, ETC
2008–09 SPRING SUPPLEMENTARY

ESTIMATES MEMORANDUM

Request for Resources 1—Armed Forces Retired Pay, Pensions, etc

1. Summary of Changes sought in the Spring Supplementary Estimate

The main reasons for the Armed Forces Retired Pay and Pensions Spring Supplementary Estimate is to
request an additional resource of £1k, and to request an increased net cash requirement of £25 million.

2. Detailed Explanation of the Change and Allocation

The increase of £1k resource is a nominal sum required to justify the additional cash requirement.

The increase in the net cash requirement of £25 million arises from forecast commitments for payments
of pensions and lump sum benefits to Service personnel and dependants, back dated pay awards in relation
to changes in tariV levels within the Armed Forces Compensation Scheme and back dated pension payments
following legislation to change the pension rights of Gurkha pensioners.

3. Changes to Cash Requirement Allocation

There is an increase in the net cash requirement of £25 million as a result of these changes.

Annex B

STATEMENT OF DEPARTMENTAL EXPENDITURE LIMITS CHANGES ARISING FROM
SPRING SUPPLEMENTARY ESTIMATES 2008–09

Subject to Parliamentary approval of the necessary Supplementary Estimate, the Ministry of Defence
Departmental Expenditure Limits (DEL) will be increased by £626,555,000 (Voted and Non Voted) from
£37,510,083,000 to £38,136,638,000. Within the DEL change, the impact on Resources and Capital are as
set out in the following table:

£000s

Change New DEL

Voted Non-Voted Voted Non-voted Total

Resource 764,301 33,254 37,891,603 179,450 38,071,053
Of which: " "64,153 2,294,096 " 2,294,096
Administration Budget
Near-cash in RDEL 271,362 33,254 26,101,150 409,964 26,511,114
Capital 329,000 " 8,312,045 851 8,312,896
Depreciation* "500,000 " "8,237,825 "9,486 "8,247,311
Total 593,301 33,254 37,965,823 170,815 38,136,638

*Depreciation, which forms part of Resource DEL, is excluded from the total DEL since capital DEL
includes capital spending and to include depreciation of those assets would lead to double counting.
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The changes to the resource and capital elements of the DEL arise from:

— a net increase in the RfR2 of near Cash Resource of £237,000,000 and near Cash Capital DEL of
£65,000,000 ; and a further Indirect (non Cash) Resource DEL request of £500,000,000 to reflect
the forecast costs of peace keeping operations in Iraq, Afghanistan and Balkans;

— the take up of Resource End Year Flexibility (EYF) of £45,000,000 and Capital End Year
Flexibility of £214,000,000;

— transfers in from the Foreign & Commonwealth OYce of £1,800,000 for helicopter pilot training
for counter narcotics operations (RfR1); transfers in from the Department for International
Development of £300,000 being reimbursement for locally employed contractors in Iraq (RfR2),
£18,899,000 as a contribution to the Global Conflict Prevention Costs Pool (RfR2), and £917,000
as a contribution to the Iraq Stabilisation Aid Fund (RfR2);

— transfers out to the Department for Innovation, Universities and Skills being the MoD’s
contribution to the new Government Skills Strategy initiative of £235,000 (RfR1); and a transfer
out to the FCO of £15,350,000 being the MoD’s contribution to the Stabilisation Aid Fund
(RfR2);

— additional fiscal Capital DEL provision of £50,000,000 relating to the MoD’s planned sale of its
Spectrum holding;

— to re-allocate Royal Hospital Chelsea (RHC) costs of £9,224,000 from Non-Voted expenditure to
other current Voted expenditure to correct a misalignment in the Winter Supplementary
Estimates;

— to re-allocate DEL Grants in Aid from DEL to Non Budget Grants in Aid (Non Voted) to reflect
a further classification changes for the Council of Reserve Forces & Cadets Association of
£29,081,000;

— to increase Grants in Aid funding for the Royal Naval Museum of £773,000; the Council of
Reserve Forces and Cadet Association (CRFCA) of £3,000,000; and the RAF Museum of
£400,000; by reducing Resource DEL current costs and increasing Non Budget Grants in Aid with
no overall impact on resource;

— to increase operating Appropriations in Aid by £180,700,000 and Non Operating Appropriations
in Aid by £25,879,000 to reflect current forecasts of outturn oVset by corresponding changes to
Resource and Capital spending with no overall eVect on Resource or Capital DEL; and

— to revise sub-head provisions to reflect Resource and Capital revisions in allocations between Top
Level Budget Holders to match required defence outputs, with no overall impact on DEL.

The changes to Resource DEL and Capital DEL will lead to an increased net cash requirement of
£626,555,000.

12 February 2009

Further memorandum from the Ministry of Defence

Government Response to the Committee’s First Report of Session 2008–09:
Winter Supplementary Estimates 2008–09 (HC 52)

The Government welcomes the Committee’s report on the Ministry of Defence Winter Supplementary
Estimates 2008–09, published on 15 December 2008, as HC52. The Government’s response to the
conclusions and recommendations, which were contained in the Committee’s Report is set out below.

1. We are pleased that the Government, retaining the general title of “Operations and Peacekeeping” for
Request for Resources 2, in its Estimates now includes direct reference to “current operations in Iraq,
Afghanistan and the Balkans”. (Paragraph 2)

Noted. The Department strives for continuous improvement in the content and quality of its Estimates,
and accompanying Estimates.

2. We commend the MoD for including in these figures indirect as well as direct resource costs which was
not the case in last year’s Winter Supplementary Estimates.(Paragraph 3)

The Department is fully committed to present in the House the most accurate, and fullest, forecast of
operational costs at the earliest opportunity.

3. We remain concerned at the very short amount of time available to committees such as our own, between
the laying of the Supplementary Estimates and the decision of the House to approve them, to carry out careful
and thorough analysis of these Estimates and engage in a dialogue with Government Departments over any
areas of uncertainty or concern. We remain hopeful that some mechanism will be introduced that will permit a
better examination of departmental estimates in the future than what currently obtains. (Paragraph 4)
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As set out in the Government response to the Committee’s observations in its combined 2007–08 SSE and
2008–09 Main Estimates Report, Standing Orders of the House dictate that a minimum of 14 days must
elapse between presentation and Parliament’s approval of an Estimate. This was increased from “eight clear
days” in 2004 as part of a package of changes to the Estimates process. Production of the Supplementary
Estimates is already subject to an extremely tight timetable throughout and a greater gap than this would not
be practical. The Main Estimates are not subject to such constraints and are usually presented two months or
more before the parliamentary consideration, which for this year is planned for 2 July 2009. The Treasury-
led Alignment Project, which is looking at the various public spending controls (primarily budgets,
Estimates and accounts), aims to simplify the process by greatly reducing the diVerences between the various
controls. This will itself help Committees in the scrutiny of Departmental spending plans.

4. For the sake of clarity we call on the MoD in future to provide End Year Flexibility tables in its future
Estimates memoranda, as recommended by the Treasury’s guidance. (Paragraph 5)

The Department has incorporated a Year End Flexibility Table in its 2008–09 Spring Supplementary
Estimates Memorandum.

5. We would be grateful for the MoD to provide us with an explanation for the changes in the Estimates
relating to the Royal Hospital Chelsea in its response to this Report.
(Paragraph 6)

The £9.2 million Royal Hospital Chelsea re-allocation from Voted expenditure to Non-Voted expenditure
reflects a re-classification of costs as required by Treasury, which we noted in para 2.4 of our 08/09 Main
Estimates Memoranda. This re-alignment erroneously penalised the Department by reducing its DEL
provision. This re-allocation has been reversed in the Spring Supplementary Estimate. There was no overall
impact on our request for resources. The additional £1 million funding request comprised increased
superannuation payment for personnel; increased utility costs; increased infirmary operating costs,
including provision of furniture.

6. We would like an explanation from the Ministry of Defence for this significant reduction in the
Departmental Expenditure Limit for Science Innovation and Technology and whether it signals a cut in
spending, and—if so—what the consequences of this reduction will be. (Paragraph 7)

When Main Estimates were submitted to Parliament, the Department’s internal planning round had not
been completed. Therefore the figures were to some extent provisional. The Winter Supplementary Estimate
reflected the final outcome of the planning round. No cuts have been made to any research programmes as
a consequence of this adjustment.

7. The Winter Supplementary Estimates estimate the additional costs of operations in Iraq and Afghanistan
in 2008–09 as £1,397 million and £2,318 million respectively. (Paragraph 8)

Noted.

8. While we are aware that in future memoranda accompanying its Main Estimate the MoD intends to give
a more robust sense of expected operational costs over that Financial Year, we are disappointed that the figure
given in its Main Estimate memorandum for this Financial Year appears so loose. (Paragraph 9)

The Department will seek a formal request for resources in its 2009–10 Main Estimates for Peace-keeping
and Operations. Details of our request will be incorporated in the accompanying Estimates memorandum.
Inevitably, circumstances may change during the financial year, for example, to reflect any changes in
operational tempo. The Department will seek additional provision in the Supplementary rounds as required.

9. We restate our hope that the MoD manifests no complacency with regard to its forecast of operational
costs made early in each Financial Year. (Paragraph 10)

The Department strives to present taught and realistic forecasts of operational costs.

10. We understand the volatility that inevitably accompanies forecasts for operational costs. However we
remain to be convinced that these forecasts are as robust as they ought to be. (Paragraph 11)

The Department is always striving to make its forecasting processes as robust as possible as we stated in
response 4 to the Supplementary Memorandum contained in the HCDC 2008–09 Main Estimate Report.
The Department intends to undertake a further review of processes in 2009–10 in time to inform
Supplementary Estimates.

11. We are aware that Treasury processes make the preparation of the Supplementary Estimates a longer
process than is ideal for the presentation of up-to-date costs. Nonetheless we continue to believe it unsatisfactory
that the House is asked to agree to Supplementary Estimates that represent such out-of-date forecasts of costs
for operations overseas without it having sight of any more up-to-date assessments of those costs.
(Paragraph 12)

12. We would be grateful if the MoD could provide us with the working forecast used to prepare the Spring
Supplementary Estimates in whatever form it considers most appropriate early in the New Year. The MoD
might also look to attach to its Winter Supplementary Estimates memorandum in future an indication of this
forecast, if it is available by then, or make it available to us before the Estimates are considered in the House
each Winter. (Paragraph 13)
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The Department has now provided a more current forecast of operations costs before the scheduled
publication date of the 2008–09 Spring Supplementary Estimates.

13. We hope that the interim forecast we have asked for from the MoD and the estimate of operational costs
which will appear in a couple of months time in the Spring Supplementary Estimates will show less significant
changes than has been the case in the last two Financial Years. (Paragraph 14)

Noted.

14. We call on the Ministry of Defence to provide us in its response to this Report with an explanation for
the continuing high level of costs in Iraq, and in particular for the significant increases to military personnel and
equipment support costs. (Paragraph 15)

There are currently some 4,100 UK troops in Southern Iraq who are principally engaged in completing
the task of mentoring and training the 14th Division of the Iraqi Army in Basra. Our troops, together with
Royal Navy, are also continuing to provide security for Iraq’s oVshore energy infrastructure, as well as
helping to train the Iraqi Navy. The Royal Air Force currently provides essential support to both the Iraqi
Security Forces (ISF) and the Coalition. UK forces will support Iraqi-led security eVorts over the period of
provincial elections in January 2009.

As the Prime Minister set out in his statement to Parliament on 18 December 2008, the Department will
have completed its remaining military tasks by 31 May 2009 at the latest, and all but around 400 UK troops
will have been withdrawn from Iraq by the end of July. Whilst draw-down from Iraq will reduce military
personnel costs in the next financial year, the preparation for drawdown may substantially increase indirect
costs. We have requested a contingency provision for these costs in our Spring Supplementary Estimate.
More explanation of these cost elements will be provided in the Department’s Estimates Memorandum,
although the details are still being worked through.

Following the restructuring of cost gathering responsibilities for operational allowances, a major
contributor to Service Personnel costs, an over-forecast at Winter Supplementary Estimates has been
identified and is being rectified at Spring Supplementary Estimates. The construction of Camp Bastion and
Gereshk has resulted in increased life support equipment support costs.

15. We believe that in future within each Supplementary Estimates memorandum there should be some
explanation of significant changes in operational costs since the presentation of the last figures, whether from
the previous year’s outturn, from the memorandum accompanying the Main Estimate or from the Winter
Supplementary. Estimates. This information would clearly be of interest and use to us and to the House as a
whole. (Paragraph 16)

The Department will endeavour to provide more explanations of variances between Estimate requests.
Inevitably, some of the diVerences will arise because of changes in operational tempo, which are very diYcult
to forecast.

16. We would be grateful for an indication from the MoD in the response to this Report of whether spending
on Urgent Operational Requirements beyond £1,065 million is expected this Financial Year, and, if so, what
the impact of that spending will be on the MoD’s 2010–11 budget, including any current assessment of which
equipment programmes could be aVected in that year. We call on the MoD to provide in future with the
Supplementary Estimates more detail of expected spending on Urgent Operational Requirements.
(Paragraph 17)

In the Estimates Memorandum to the 2008–09 Main Estimate the Department forecasted its overall
request for UORs in the current Financial Year (FY), having taken into account some rollover from
FY2007/08, as £1.065 billion. The forecast for UOR expenditure for the current Financial Year in the
2008–09 Spring Supplementary Estimate is £1,054 million. The latest forecast for UOR expenditure for
FY2008/09 remains at this level; this falls comfortably within the earlier estimate plus rollover, and therefore
MoD does not at this time anticipate having to bear any cost for UORs in FY2008/09. We do not therefore
anticipate any impact on the MOD’s 2010–11 budget or equipment programme.

UORs by their very nature reveal a capability gap and are therefore highly sensitive. Nevertheless, we will
endeavour to provide the Committee with more detail on UOR expenditure as appropriate.

17. We would for future Financial Years like the MoD to provide us with:

— a more detailed account of operational costs expected in the Financial Year in the memorandum
accompanying the Main Estimate, explaining any significant change between those costs and those
in the previous Financial Year’s outturn;

The Department will provide a more detailed account of operational costs in its 2009–10 Main Estimates
peace-keeping and operations request for funds. The 2008–09 audited outturn figures will not be available at
this point in time. We will provide an explanation of any variances against the Estimates in our Annual Report
and Accounts for that year.

— a further forecast of operational costs before the summer, or as soon as possible thereafter;

The Department will endeavour to provide this forecast if there are significant changes.
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— an explanation in the memorandum attached to the Winter Supplementary Estimates of any
significant changes between its figures for operational costs and those in the memorandum
accompanying the Main Estimate;

The Department will provide an explanation for any significant changes in its Winter Supplementary
Estimate memorandum.

— a third forecast of operational costs shortly after the Winter Supplementary Estimates are laid,
preferably before they are considered by the House;

The Department will provide this information if there are significant changes from the Winter Supplementary
Estimate.

— more detail where appropriate, in the documents between the Main Estimate and the subsequent
Annual Report and Accounts for that year, of expected and final spending figures for Urgent
Operational Requirements; and

The Department will provide this information if there are significant movements.

— an explanation in the memorandum attached to the Spring Supplementary Estimates of any
significant changes between its figures for operational costs and those in the memorandum
accompanying the earlier Winter Supplementary Estimates.

We are aware that the MoD has already made clear its intention to provide the first of these from 2009–10
onwards and already provides the last.

Noted.

We hope the MoD will be able to take the other three proposals on board also which will enable better scrutiny
of its Estimates by our Committee and by the House of Commons. (Paragraph 18)

The MoD will endeavour to facilitate better scrutiny of its Estimates by both the Committee and the
House of Commons.

18. We recommend that the House of Commons approve the request for resources set out in the MoD’s
Winter Supplementary Estimates. The £3,739.112 million requested to meet the forecast cost of operations in
Iraq and Afghanistan in 2008–09 is a very significant sum of public money, but it is vital that our Armed Forces
are properly resourced to carry out those important tasks which they have been given.(Paragraph 19).

The Department welcomes the Committee’s continued support for our Armed Forces.

12 February 2009
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