P151017 Atkins F – ADTL 01/02


I declare that this assignment is all my own work and that I have acknowledged all materials used from the published or unpublished works of other people. All references have been duly cited.

This essay sets out to critically appraise the procurement and resource planning used within the United Kingdom Ministry of Defence (MoD) to meet the organisation’s strategic objectives; such as Army 2020. It will address market orientation by identifying the major players in the defence industry such as the Defence Equipment & Support Agency (DE&S), the resource planning required to meet the organisation’s strategic objectives and those of different stakeholders. It will also look at the alternative models of competition within procurement available to the UK MOD and what types of significant performance failure might arise.

According to the British Government website [gov.uk] the MoD is one of the largest public procurement organisations in Europe. Some of the requirements managed by the MoD are of the most “complex” and “technologically” advanced in the world. The website also states that they are the UKs industry’s largest customer, they deal with the procurement of items ranging from “military fighting vehicles” to “education services” including various forms of “facilities management services”. The MoD works with some of the biggest private sector companies within UK and abroad as shown in the below table:
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Figure 1: Top 10 suppliers to the British MoD, 2013/14

as shown in figure 1 these suppliers made up 41.1% of the Ministry of Defence procurement expenditure in 2013/14. 

As suggested in the paper written by Uttley et al. (2016) the UK Defence procurement has various methods for the acquisition of weapons from self-sufficiency to “off-the-shelf” dependency on other nations. Projects; such as the Queen Elizabeth Class Aircraft Carrier, which is being developed by BAE systems PLC is an example of self-sufficiency, where research development and production takes place exclusively in the UK. Other projects such as the Boeing C-17 Globemaster III strategic lift aircraft, which belongs to the US, which demonstrates there is a requirement for “off-the-shelf” solutions, where complete systems are produced in another country. Based on figure 1 it can be suggested that the UK leans towards self-sufficiency in terms of its weapons procurement strategy. The below figure which is cited in the article shows the four methods of weapons acquisition:
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Figure 2: Alternative British Weapons Acquisition Methods

In 2010 the Strategic Defence and Security Review (SDSR) was published outlining the vision for the Future Force 2020. Two years later on the 5th July 2012 the then Defence Secretary, Philip Hammond announced that there would be a “major re-structuring” of the British Army to be known as Army 2020. It outlined the requirement for units to disband, re-role and/or amalgamate with other units.  Army 2020 came about as a result of the SDSR as well as the National Security Strategy (NSS) and cuts to the defence budget. At the time Lieutenant General (Lt Gen) Nick Carter was responsible for ensuring the restructuring took place whilst remaining within the commitments published in the SDSR. Part of the vision for the British Army was to be divided into two different roles; the Reaction Force, able to deploy quickly to conflicts or humanitarian crises around the world and the Adaptable Force used to take over the reaction force after a set period of time for longer operations. The reduction of armoured infantry brigades from three down to two is also planned. The two remaining brigades will be re-rolled as Strike Brigades using a brand-new platform known as the AJAX. [L Brooke-Holland and T Rutherford, House of Commons Library, Standard Note]. According to the DE&S website the AJAX platform is one of the “biggest” projects in 30 years. [David Penlington, DE&S Vehicle Demonstration and Manufacturing Team Leader]. DE&S opened on the 2nd April 2007 and is located in Abbey Wood, Bristol. 

The MoD had long been criticised for an “over bureaucratic approach” to the way they conducted their procurement [Kincaid, 1997a, b, 1998 as cited by D M Moore et al 2000]. In 1998 the Labour Government published a Strategic Defence Review (SDR) calling for a re-organisation of the UK armed forces. At the time of the SDR defence procurement was handled by the Defence Procurement Agency (DPA) based in Abbey Wood, Bristol, who were responsible for the procurement of equipment and the Defence Logistics Organisation (DLO) responsible for the through-life maintenance and upgrade of equipment, headquartered in London. The MoD had to work with a smaller budget and the SDR announced that the MoD would start using a Smart Procurement Initiative (SPI). The idea of using Integrated Project Teams (IPTs) became the “centre piece” of SPI. Creation of the IPTs aim to bring together all of the key stakeholders in the MoD [Nolan, 1998, p.14 as cited by Moore et al 2000]. According to the Chartered Institute of Procurement and Supply, when an organisation commences a project, be it strategic, operational or tactical, the project will only be successful with the “input, commitment and support of its key stakeholders”. Continually maintaining the support and commitment of stakeholders requires the organisation to constantly engage with the correct stakeholders at the right time, understanding and managing their expectations throughout [cips.org]. 

In 2018 The Financial Times reported that the MoD has a potential £21bn “funding gap” over the next 10 years. It was highlight by the National Audit Office (NAO) that the MoDs plans for the next 10 years, the “10-year equipment plan”, will cost £179.7bn. This will go towards the purchase of new equipment, the maintenance of the equipment and the upgrading of equipment already in service. One of the key findings in the NAO’s report was that the 10-year plan is not affordable, it states “…the Department is facing a minimum affordability gap of £4.9 billion. There is an additional affordability gap of £15.9 billion if all identified financial risks of cost growth materialise and the Department does not achieve any of the savings assumed in the Plan. Overall, the potential affordability gap is £20.8 billion”. The NAOs report criticises the MoD in regard to a period of poor financial management which is supposedly the root cause of the gap, it goes on to state “This resulted in a cycle of over-committed plans, short-term cuts, and re-profiling expenditure, which led to poor value for money and less funding being available to support front-line military activities”. It could be argued that this could have a major impact in the long-term sustainability of the MoD, Army 2020 and its stakeholders. The NAO makes the recommendation that the MoD must improve its own understanding of the risks of its equipment plan. [NAO Report, 31 Jan 18, comptroller].

The NAO is not the only agency critical of how the MoD conducts procurement. Recently the MoD came under scrutiny of the British Parliament. Whilst it is generally accepted that the MoD cannot all ways use competitive procurement to meet its requirements for certain reasons, it has been noted that around 50% of the MoDs procurement is done non-competitively. Parliament does not suggest that the MoD start using competition in their procurement just so they can be seen to be doing it, but they recognise that more could be done to bring the MoD in line with the government’s policy. Another issue raised by Parliament was the MoDs “failure to comply” with procedures when identifying contingent liability in their contracts. It was stated “The Department has now drawn our attention to 16 cases going back to 2007 where it had failed to comply with requirements… in most cases, Parliament has not had the opportunity to scrutinise and raise any objections, even though the taxpayer could be exposed to huge costs. These failures are signs of an organisation with weak internal controls and senior management oversight… before we challenged them on the point, the Department had been unaware if there were consequences for the legal status of contracts where it has not complied with due process before entering into them, and that it is unable to quantify the possible exposure in many cases”. [parliament.uk]

Single Source Contract Regulations (SSCR) were in introduced in 2014 and according to an MoD document dated June 2014 it is worth over £6 billion annually and “accounts for 45% of our total procurement”. At times there may only be one viable option for procurement, there also maybe times when the MoD is unable to go to other sources due to security reasons. This can put the MoD in a situation where a company holds the power to be able to name its price without the concern of being undercut by competition, companies will also be almost guaranteed repeat business even where poor performance is identified. For many years the MoDs procurement was based around the “The Government Profit Formula and its Associated Arrangements” informally known as “The Yellow Book”. The Yellow book was introduced in 1968 and remained unchanged in spite of an ever-evolving industry. It is stated that “the Yellow Book system is not legally‐binding on either side and lacks an effective mechanism for producing compliance from the suppliers or in protecting the interests of the Department”. This was recognised during an independent review in 2011 and lead to the introduction of the Single Source Procurement Framework (SSPF). The MoD introduced the SSPF to “ensure a fair and reasonable price is paid for goods and services in the absence of competition. This will help maximise the provision of capability to UK armed forces and provide better value for money (VFM) for the taxpayer”. [MOD an Overview: Single Source Procurement Framework, 2014]

In the year leading up to the announcement of Army 2020, an unnamed British soldier leaked Private Finance Initiative (PFI) invoices to the British press essentially accusing the MoD of paying large sums of money for everyday items such as light bulbs at £22 each and inch long screws for Land Rovers at a £103. The Defence Secretary at the time Liam Fox said that these invoices showed a “complete lack of common sense”. [A. Hough, The Telegraph, 2011]. PFIs were introduced in 1992 in the United Kingdom. PFIs were used to approach the private sector and create investments that were controlled in the public sector. It can be argued that an organisation such as the MoD may not be an ideal place to use PFIs due to the requirements of national security, however in 1996 PFI became part of the MoDs “Drive for increased efficiency and value for money”.  The MoD acknowledged six specific areas where PFI could be utilised; Training, equipment, property and accommodation, support services, utilities and information technology [Terry, 1996 cited in Parker et al, 2002]. The 1998 SDR outlined the defence policy up to 2015. By 2002 the MoD had signed 42 PFI contracts with a value upwards of £2 billion with more that 40 other projects under tender worth £12 billion. It could be suggested that PFIs are, therefore, a significant part of how the MoD’s procurement policy works. Instead of the MoD completely privatising itself, the onus remains with the MoD for ensuring the timely delivery of products and services, the private sector on the other hand invest, manage and operate any capital assets needed for delivering the service. The MoD pays directly for services and/or output, usually through a contract, in excess of 10 years, with MoD taking on the whole or the majority of the cost of a project. Policy requires that for all projects, MoD will only consider using its own funding resources if the PFI have been demonstrated to be ‘unworkable, inappropriate or uneconomic’ [MoD, 2001a; HCDC, 2002 as cited by Parker et al, 2002]. 

The procurement and support of military equipment was praised in an independent report by B. Gray in 2009. It was stated that the MoDs dedication to the improvement in procurement is authentic and the progression in various areas has been significant. However, the report identifies that the MoD has “overheated” the procurement chain by taking on too many projects of varying types with specifications which has caused unaffordable budgets. 

[bookmark: _GoBack]In summary procurement is very important to the UK MoD. It is wide ranging and can be very complex at times, especially with Army 2020 and future plans for the Armed Forces as a whole. Over the course of researching this essay it was difficult to find positive statements on the MoD procurement. Newspapers appear to berate the MoD as failing to deliver on projects or the increasing cost to the taxpayers during the procurement process. The various SDRs over the years appear to condemn the MoD and constrain the procurement budgets consistently. This forces the MoD procurement chain to have to bring in increasingly more expensive technology to meet the needs of the end user and the deadlines set in Army 2020 on a reduced budget. It can be argued that these constant shifts and changes are overburdening the procurement process. As previously mentioned there is a number of new projects in the pipeline and the NAO has stated that these have become unaffordable as result of over-committed plans such as A2020 and cuts which have led to poor value for money and less funding being available to support front-line military activities.
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Company Ownership % of UK Ministry of

Defence procurement
expenditure, 2013/14

BAE Systems PLC UK 13.9

Babcock International Group UK 5.2

PLC

Finmeccanica SpA Italy 3.6

Airbus Group NV/EADS NV (trans-European) 3.6

Rolls-Royce Holdings PLC UK 3.0

Hewlett-Packard Company ~ US 2.9

Lockheed Martin Corporation US 2.8

Serco Group PLC UK 2.2

The Boeing Company uUs 2.0

QinetiQ Group PLC UK 1.9

Total 41.1

Source: Ministry of Defence, Annual Statistical Series 1, Financial Series 1.01, Trade, Industry
and Contracts, revised 27 Nov. 2014, p. 14.
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Source: Andrew Dorman, Matthew Uttley and Benedict Wilkinson, A benefit, not a burden,
The Policy Institute at King’s Paper (London: King’s College London, 2015), p. 25.




