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Summary

Departments face an unprecedented challenge in preparing for the UK’s exit from the
European Union, especially with the continuing political uncertainty over the final
outcome. Despite raising our concerns throughout 2018, departments have continued
to struggle to prepare should the UK leave the EU without a deal. We are disappointed
to see that some of our early concerns have now been realised. The Department for
Transport has failed to make timely preparations to procure the additional freight
capacity needed to transport critical goods. Despite being aware that the ferry industry
would need time to put in place additional capacity, the Department did not start serious
preparations to procure this additional capacity until September 2018, just six months
before the UK is due to leave the EU. The Department’s procurement approach has been
rushed and risky and preparations have been conducted in secrecy with inadequate
stakeholder engagement.

Our inquiry has thrown up that the Department did not have any written assurance
that Seaborne Freight had a shipping partner until after the contract was agreed and
then signed. The Department for Transport has been also over-optimistic about how
much capacity it could secure and has ultimately failed to deliver the freight capacity
it required. This was in part because of the late decision to procure the capacity and
the unusual and secretive approach to procurement. Time has now run out to procure
significant additional capacity by other means. This has implications for securing
the flow of priority goods. While the Department for the Environment, Food and
Rural Affairs asserts that the impact on food supplies will not lead to shortages, we
are concerned this is another example of over-optimism. We are unconvinced that
the departments are prepared for the practical challenges that no deal would bring,
particularly in managing the flow of priority goods.
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Introduction

We examined the government’s preparedness for Brexit, particularly should there be
no deal with the EU before the end of March, throughout 2018. In our eight reports we
expressed concern about the pace of progress and departments’ lack of urgency. This
remained our key concern when we took evidence in February 2019 from the Department
for Transport and the Department for the Environment, Food & Rural Affairs, just 7
weeks before the UK would leave the EU.

The Department for Transport (DfT) is responsible for preparing the transport system for
when the UK leaves the EU, including maintaining transport connectivity between the
UK and the EU via road, rail, maritime and air. The Department for the Environment,
Food & Rural Affairs (Defra) is one of the departments most affected by Brexit, with
almost all of its areas of responsibility framed by EU legislation, including imports and
exports of food, animals and animal products and regulation of the chemical industry.
The impact of exiting the EU on the movement of freight at the border forms a key part of
preparations within both Departments.

During autumn 2018, the government updated its planning assumptions relating to
freight crossing the border should no deal be agreed with the EU. By the end of October,
departments agreed a revised worst-case assumption that the normal flow of goods across
the short channel crossings could be reduced by up to 87 per cent, with the situation
persisting for up to six months. In response to the changed assumptions, DfT developed
options to mitigate the risks to freight transport of the UK leaving the EU without a deal.
DfT decided to procure additional ferry capacity at ports other than those at the short
straits — the Dover to Calais channel crossings. To ensure that services would be in place in
time for 29 March 2019, DfT used an unusual exemption to usual procurement processes
which allowed it to act outside normal procurement rules on the basis that it was dealing
with an emergency. The DfT approached nine companies and after receiving no compliant
bids in the first round it opened up bidding the next weekend for 8 days and received three
bids. The DfT signed contracts with these three companies. Two of these, Brittany Ferries
and DFDS, are long-established ferry companies. The third, Seaborne Freight, is a start-up
company which did not operate any services at the time of procurement. Seaborne had not
passed normal due diligence. The three contracts were due to provide additional freight
capacity equivalent to 11% of the normal flow across the short crossings. On 9 February
2019, DT announced that it was terminating the contract with Seaborne Freight. The
procurement was also subject to a legal challenge from Eurotunnel. On 1 March it was
reported that the Department for Transport had come to a £33 million settlement with
Eurotunnel in that case. We are seeking information on the costs and implications of the
settlement with the Department.



Brexit and the UK border: further progress review 5

Conclusions

L.

Despite our previous concerns that departments were moving too slowly in
preparing for Brexit, planning and action for a no deal scenario has still happened
too late in the day. We have been concerned since early 2018 that departments were
not progressing quickly enough from planning to implementation should the UK
leave the EU without a deal. The Department for Transport told us that it has been
thinking about border issues since March 2018. But the Department did not decide
to take action to procure freight capacity until late autumn 2018. The Department
told us that its decision was triggered by a general increased focus on no deal
planning across government, a lack of preparations for no deal by other Member
States at their borders and the absence of any action by UK-EU ferry operators.
The Department told us that its decision to procure additional capacity was also
in response to changes in the government’s assumption that in a “reasonable worst
case” scenario, flows of goods across the short channel crossings might be reduced
by up to 87 per cent, and disruption could persist for six months, longer than the six
weeks previously assumed. We are not convinced that the Department needed to
wait for the situation to get this bad before developing deliverable plans and taking
action especially as it was buying capacity only if it needed to use it.

The Department for Transport and the Department for the Environment, Food
& Rural Affairs have been, and remain, over-optimistic in their preparations
for a no deal Brexit. The Department for Transport’s optimism in awarding a
contract to Seaborne Freight, a start-up company with no proven track record in
delivering services, to operate a new ferry route has quickly proved to be misplaced.
The additional freight capacity provided by the contracts awarded to the three
winning bidders was equivalent to 11 per cent of normal flows of freight across
the short crossings, substantially less than the Department’s initial goal of 25 per
cent. The termination of the Seaborne contract means that the additional capacity
procured has reduced further to 7 per cent of normal flows of freight across the
short crossings. The limited additional capacity that will now be available will limit
what government can achieve with it. Defra told us that its understanding is that
food will not be carried on this additional capacity, but it is optimistic that there
will not be shortages of food in a no deal scenario. We are concerned by Defra’s
admission there could be reductions in the availability and choice of some foods
and that some groups, including “geographically vulnerable communities”, will be
harder hit by interruptions in the food supply in a no deal scenario.

The departments’ preparations for Brexit have lacked transparency and
stakeholder engagement has been inadequate. We have previously expressed our
concern about the lack of transparency surrounding departments’ preparations for
Brexit. The Department for Transport claims it engaged with every ferry operator it
believed capable of delivering services, yet still felt the need to communicate under
non-disclosure agreements. While DfT accepts that this is not its usual practice, it
asserts that it took this approach to avoid disturbing the wider market. Eurotunnel’s
subsequent legal challenge against DfT gives the impression that the Department
did not sufficiently engage and manage the wider range of stakeholders. As part
of its broader Brexit preparations, DfT claims that it is improving stakeholder
engagement. However, we are concerned that it is still over-reliant on third parties,
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such as local resilience forums, to solve issues like transport disruption. Similarly,
Defra’s engagement with stakeholders has been slow off the mark. It has relied
on guidance being provided by the European Chemicals Agency to the chemical
industry, and specific guidance for UK companies was only published by the
European Chemicals Agency on 8 February 2019.

The pace at which the Department for Transport had to procure freight capacity
forced it into a rushed and risky approach with significant consequences. The
Department for Transport knew that ferry operators required three or four months
to introduce new services. By the time it took action in autumn 2018 the options
available to the Department were restricted. It carried out what it described as “an
emergency accelerated procedure” to procure additional freight capacity and used
the condition of “extreme urgency” to bypass government’s normal procurement
procedures. The Department has struggled to get ferry operators to follow
government processes, and took forward all three of the bids it received despite
the fact that two did not comply with the department’s requirements. We are
concerned that the Department did limited work to review the bids it did receive.
It has acknowledged that its contract with Seaborne was high risk, but went ahead
without any written guarantees as to what Seaborne’s backers were prepared to
provide, taking too much assurance from what Seaborne told it. The department
received a letter from Arklow, via Seaborne, on 28 December some 8 days after
DfT and the Treasury signed off the contract and 6 days after the contract was
signed with Seaborne. The DfT received a letter of comfort from Arklow on 18
January which underlined that no formal contract had been signed for Arklow to
supply ships to Seaborne. The Department has ultimately terminated the contract
because Seaborne’s backers have pulled out. The procurement was the subject of a
legal challenge from Eurotunnel, demonstrating the risks the Department took in
following this non-standard process.

Time has run out for the Department for Transport to procure the level of
freight capacity it planned for to help secure the supply of critical goods in a
“reasonable worst case” no deal scenario. In November 2018, the Department for
Transport recommended additional options, such as rail or air freight, be taken
forward at a later date, but told us that time has now run out to procure them before
29 March 2019. The Department for Health and Social Care has taken matters into
its own hands to procure its own additional air freight capacity. The Department for
Transport asserts that preparations that have now begun at French ports to reduce
the likelihood of the “reasonable worst-case” scenario occurring if there is no deal.
However, it is not in a position to guarantee that the French ports will be ready on
time and this reliance cannot be a substitute for its own planning.

We are not convinced that the departments’ current plans will be enough to
address the practical challenges they would face in the event of no deal. Both DfT
and Defra were unable to explain to us how the additional freight capacity DfT has
procured would be used or how goods would be prioritised. They were unwilling
to speculate about using emergency powers to manage freight, such as prioritising
certain categories of freight, claiming to do so would be “playing in markets”.
We are not convinced that they are sufficiently taking into account the potential
behaviour of the public in such a scenario. DfT told us that Operation Brock, which
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is designed to manage disruption in Kent, remains challenging to deliver in time.
We remain concerned that any significant displacement of traffic away from Dover
could have a proportionately larger impact on the smaller ports it would move to.
Defra is developing new IT systems in the event of no deal. These backup plans
include introducing manual processes which will be slower, have a higher error rate
and be more burdensome for users. Both departments are currently considering
the staffing requirements for the issues that will be created by a no deal scenario,
including the creation of 24-hour emergency centres.

7. It is not clear what benefits the department’s £33 million settlement with
Eurotunnel will secure for the UK. The department has provided us with a
redacted copy of the settlement agreement and has published a document setting
out Eurotunnel’s obligations under the agreement. The department argues that the
settlement contributes to the Government’s plans to ensure the flow of vital medical
supplies in the event of a no-deal Brexit." It argued that, without a settlement,
there was a risk that the courts might render the existing contracts with the ferry
companies ineffective. It is not, however, clear what additional value the types of
projects Eurotunnel will undertake in return for the £33 million will secure for
the UK, the timescale over which they will be delivered, how the benefits will be
measured, or whether the department tested whether settlement of the case with
Eurotunnel was the most efficient and effective method of securing the desired
benefits. We will pursue these issues with the department.

1 Q156
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Recommendations

8.

Departments have responded to the pressure to prepare for a no-deal Brexit by
resorting to taking action which is far from business-as-usual. Whether a deal
is reached with the EU or not, this pressure will eventually ease. We make the
following recommendations on the areas where Government should learn from the
experience.

(a)

(b)

©

(d)

Government must not allow the risky and rushed activity undertaken by
departments arising from the pressure to prepare for a no deal Brexit to become
business-as-usual.

Government must ensure that thelack of transparency surrounding departments’
preparations for Brexit, which impedes proper scrutiny by Parliament and the
public, does not continue into the longer term and we believe much of it is
unnecessary even in the light of Brexit.

If a deal is reached with the EU, then government should ensure that the time,
money and effort which has gone into planning for a potential no deal is used
to learn lessons and deliver longer-term improvements to how departments
operate.

Government needs to be realistic about what freight capacity it will have available
for priority supplies and how it would manage that capacity should it be needed.
In doing so, it must understand the likely needs of individual departments and
the potential users of such capacity, and any interdependencies between them
and how it might manage the demand for those priority supplies.
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Freight traffic at the border

1. On the basis of a memorandum by the Comptroller and Auditor General, we took
evidence from the Department of Transport (DfT) and the Department for Environment,
Food & Rural Affairs (Defra) about their preparations for Brexit, and particularly the
award of contracts for ferry services to provide additional freight capacity.?

2. Atthe time of our evidence session on 13 February 2019, a deal had not been formally
agreed between the United Kingdom and the European Union. The risk of the UK leaving
the EU on 29 March 2019 without a deal (‘no deal’), less than 7 weeks later, was therefore
still a possibility. We examined the government’s preparedness for Brexit, particularly for
a no deal, throughout 2018. Our report on Exiting the European Union in January 2018,
referring to the state of preparedness, concluded “that DEXEU has been too slow to turn
its attention to how departments will put those plans into practice and that the plans may
not be sufficiently developed to enable implementation to start quickly”.?

3. DfT isresponsible for preparing the transport system for when the UK leaves the EU,
including maintaining transport connectivity between the UK and the EU via road, rail,
maritime and air. Defra is one of the departments most affected by Brexit, with almost all
of its areas of responsibility framed by EU legislation, including the imports and exports
of food, animals and animal products and regulation of the chemical industry. For both
departments, the impact of exiting the EU on the movement of freight at the border forms
a key part of their preparations. For DfT, this work has included Operation Brock, the
plan to manage traffic in Kent. For Defra, this work has included developing replacements
for the EU systems used to manage the registration of chemicals and trade in animals and
animal products.

4. We examined both Departments’ preparations for Brexit in November 2018.*
Our report on DfT identified “a significant and growing risk that the Department will
not be ready if the UK exits the EU without a deal” across all of its work, and that the
Department’s approach to preparations “appears complacent”.’® It also highlighted, as a
matter of particular concern, that the Department’s “preparations for avoiding disruption
around major ports are worryingly under-developed”.® Our report on Defra noted that it
was “too complacent about the levels of disruption or interruption to trade that may be
faced”, particularly to the chemicals industry. Under a no-deal Exit, the registration of UK
chemical products on the EU’s product registration system will no longer be recognised.
Companies would not be able to continue exporting their products to EU member states
until they have re-registered their products with the EU.” This report examines the further
progress of these two departments in preparing for Brexit, and specifically how they are
planning for the movement of goods at the border in the event of no deal.

2 C&AG's memorandum, The award of contracts for additional freight capacity on ferry services, Session 2017-19,
February 2019

3 Committee of Public Accounts, Exiting the European Union, Session 2017-19, HC 467, 29 January 2018

4 Committee of Public Accounts, Defra’s progress towards Brexit, Session 2017-19, HC 1514, 5 November 2018; and
Committee of Public Accounts, Department for Transport’s implementation of Brexit, Session 2017-19, HC 1657,
28 November 2018

5 Committee of Public Accounts, Department for Transport’s implementation of Brexit, Session 2017-19, HC 1657,
28 November 2018 — Conclusion 1
6 Committee of Public Accounts, Department for Transport’s implementation of Brexit, Session 2017-19, HC 1657,

28 November 2018 — Conclusion 1
7 Committee of Public Accounts, Defra’s progress towards Brexit, Session 2017-19, HC 1514, 5 November 2018 -
Summary


https://www.parliament.uk/documents/commons-committees/public-accounts/Correspondence/2017-19/Memorandum%20for%20PAC%20-%20The%20award%20of%20contracts%20for%20ferry%20services.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/467/467.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/1514/1514.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/1657/1657.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/1657/1657.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/1657/1657.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/1514/1514.pdf
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5. Departments have been required to prepare for a no deal scenario since at least 2017.%
In autumn 2018, the government revised its planning assumptions that guided “no deal”
planning across departments. The assumptions included a ‘reasonable worst case’ scenario
where border controls imposed by the EU would cause delays to freight traffic. For the
short channel crossings between Dover and Folkestone, and France, the analysis suggested
that the flow of freight could be reduced by up to 87 per cent of normal levels, and this
level of disruption could continue for 6 months, longer than the previous assumption of
six weeks.” These assumptions underpin Defra’s planning around food supplies and the
transport of animals and animal products, and DfT’s planning around the movement of
all goods. We asked DfT why it did not see the need to secure additional freight sooner
but the Department told us that “obviously, we knew the prospect of no deal existed much
earlier than that... [but also] what I don’t think we could have seen—and what I suspect
others, also, would not have seen—was the practical responses on the ground”.*

6. In Autumn 2018, DT decided to procure additional capacity for freight transport to
ensure the movement of critical goods. It examined nine options and took forward one for
immediate action. Its aim was to stimulate ferry operators into running additional services
on routes away from the short channel crossings by purchasing tickets on those services.
To ensure that services could be in place on time for 29 March 2019, the Department did
not follow its normal procurement processes and instead opted to use a quicker negotiated
process without prior public notification of the procurement.**

7. DT began procurement for the additional freight capacity on 30 November 2018.
After an initial failed bidding round, it received bids from three companies on 14 December
2018. Two of these companies, Brittany Ferries and DFDS, are long-established ferry
companies. The third, Seaborne Freight, is a start-up company which planned to operate a
ferry service between Ramsgate and Ostend but did not operate any services at the time of
procurement. Although two of the three bids did not comply with the requirements DfT
had set out, the Department continued negotiations and signed contracts for the supply
of services with all three companies on 21-22 December 2018. Recognising that Seaborne
Freight was a riskier proposition than Brittany Ferries or DFDS, the Department wrote
additional conditions into its contracts with the company to protect the taxpayer should
the company be unable to deliver the services."> On 9 February 2019, the Department
announced that it was terminating its contract with Seaborne Freight. The Department
told us this was because one of Seaborne’s backers had withdrawn its support for the
company.'?

8 Committee of Public Accounts, Exiting the European Union, Session 2017-19, HC 467, 29 January 2018 —
Introduction

9 C&AG’s memorandum, paragraphs 1.5-1.6

10 Qg 3, 5-6, 99-100

1 C&AG’'s memorandum, paragraphs 1.12-1.13, 2.6

12 C&AG’'s memorandum, paragraphs 2.11, 2.19, 3.6, Figure 3, Appendix One

13 Qq 62-64


https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/467/467.pdf
https://www.parliament.uk/documents/commons-committees/public-accounts/Correspondence/2017-19/Memorandum%20for%20PAC%20-%20The%20award%20of%20contracts%20for%20ferry%20services.pdf
https://www.parliament.uk/documents/commons-committees/public-accounts/Correspondence/2017-19/Memorandum%20for%20PAC%20-%20The%20award%20of%20contracts%20for%20ferry%20services.pdf
https://www.parliament.uk/documents/commons-committees/public-accounts/Correspondence/2017-19/Memorandum%20for%20PAC%20-%20The%20award%20of%20contracts%20for%20ferry%20services.pdf
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Planning for additional freight capacity

8. DfT told us that, although it was not a formal part of its reporting process to DEXEU,
it had been considering movement across the UK border after Brexit since Spring 2017." It
told us that three developments over the summer of 2018 had triggered its decision to look
at the availability of freight capacity specifically. These were: the general increase in no
deal planning across government; the apparent lack of preparations for no deal by other
Member States at their borders; and the absence of a market response by UK-EU ferry
operators. It told us it had also been influenced by the change to the cross-government
assumptions for a “reasonable worst case” scenario”."®

9. We asked DfT what engagement they had with ferry market before it undertook its
procurement exercise in autumn 2018. The Department told us that it had a long-standing
relationship with the ferry market, but that the market typically operated without
government intervention. The Department told us that it approached nine operators,
which it described as “key” and who were either currently operating shipping freight or
reasonably could be expected to do so. Despite its efforts to generate interest in providing

extra ferry capacity the Department only received three bids, which it admitted was fewer
than it had hoped for.*

10. DfT’s business case used an assumption that it could purchase additional freight
capacity equivalent to 25 per cent of normal flows across the short channel crossings.
The capacity provided by the contracts awarded to the three bidders was equivalent to
11 per cent of normal flows. The Department also had to purchase a higher proportion
of the additional capacity created by the ferry operators: between 50 and 100 per cent,
compared to the 20 per cent it had planned.'”” DfT accepted that the limited capacity
purchased as a result will also limit what government can achieve with it. It confirmed
that medical supplies will be a “key priority”, although deciding priorities would be a
“cross-government decision”.'® Defra told us that it did not expect that food would be
carried on this additional capacity. Defra told us that it was optimistic that, even in the
reasonable worst-case scenario, there will not be shortages of food, and did not believe
there was a need to take any specific action in relation to food or exercise the government’s
emergency powers. However, the Department did admit that there could be a reduction
in availability and choice, particularly for perishable goods. Defra acknowledged that
some groups, including “geographically vulnerable communities”, would be harder hit by
interruptions in the food supply in a no deal scenario, and other vulnerable groups that
may be affected by higher food prices.”

11. We asked the Department whether it would have secured more bids, or more
competitive bids, from ferry operators had it started work to secure additional freight
capacity earlier than autumn 2018. DfT asserted that it had engaged with every ferry
operator it believed capable of delivering the services required, and that it had been
explicit that this would be a competitive process.>® However it still communicated

14 Q99; Letter from Bernadette Kelly to the Chair of PAC regarding Seaborne Freight’s financial backers, 18
February 2019

15 Q 3, C&AG's memorandum, paragraph 1.6

16 Qq7-8,13-15

17 Q39

18 Q169

19 Qq 171, 189-190, 199

20  Qq 14-15, 22


https://www.parliament.uk/documents/commons-committees/public-accounts/Corresp%20-%20DfT%20-%20Follow-up%20of%20session%2013%20February%20Brexit%20and%20the%20UK%20Border.pdf
https://www.parliament.uk/documents/commons-committees/public-accounts/Correspondence/2017-19/Memorandum%20for%20PAC%20-%20The%20award%20of%20contracts%20for%20ferry%20services.pdf
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under non-disclosure agreements, which we have raised before with the Department
as “undermining transparency”.”! In our November 2018 report on the Department for
Transport’s implementation of Brexit, we recommended that the Department “limit its
use of non-disclosure agreements to commercially sensitive discussions”.>* DfT told us
that its rationale for using non-disclosure agreements in this case was to avoid disturbing
the wider market, and due to the sensitivity of the timing in relation to agreeing a deal.* It
confirmed that using non-disclosure agreements in this way was not its usual procurement
practice, but was “very specific in terms of this particular process”.>* We questioned DfT
on the engagement it had had with other freight markets, specifically Eurotunnel given
that company’s decision to take the Department to Court. The Department claimed it had
“regular discussions” with Eurotunnel, but could not satisfactorily explain why this legal
action had been taken.?

12. The Department wrote to us in December 2018 in response to our previous report
outlining the progress made on key areas of work, and on communication with the public
and businesses.>* We asked the Department how it was using what it had learned from
these activities to improve its communication with the transport sector leading up to
Brexit. DfT claimed that it had good stakeholder engagement with the aviation industry.
It admitted that engagement with the road haulage sector had been more critical and
challenging, but told us that this had now become much more constructive”.?” DfT
told us that discussions with road hauliers were an “integral part” of creating the road
haulage permit system, but was unable to tell us how these discussions had influenced its
communications strategy.”®

The process used to procure freight capacity

13. DfT determined that ferry operators required three or four months’ lead-in time to
introduce new services.”” Due to the Department taking no action until autumn 2018,
the Department told us it had to carry out what it described as “an emergency accelerated
procedure” to procure the additional freight capacity and used the condition of “extreme
urgency’ to bypass normal procurement processes. We were surprised that the Department
had not foreseen this need earlier.>* We were concerned that DfT struggled to get ferry
operators to follow the processes it had set during this accelerated procurement. It told us
that the ferry industry was “not used to contracting with Government and therefore did
not find it naturally easy to understand how to be compliant with this sort of process”.**
The Department’s first procurement attempt received no bids and of the three bids it
received in the second attempt, two did not comply with its requirements. Nonetheless, it
took all three bids forward to contract.*?

21 Committee of Public Accounts, Department for Transport’s implementation of Brexit, Session 2017-19, HC 1657,
28 November 2018

22 Committee of Public Accounts, Department for Transport’s implementation of Brexit, Session 2017-19, HC 1657,
28 November 2018

23 Qq 24, 33-35

24 Qq 25-29

25 Qq 108-112

26 Letter from Bernadette Kelly to the Chair of Committee of Public Accounts, 21 December 2018

27  Qq155-156

28 Q154

29  Q5; C&AG’'s memorandum, paragraph 2.5

30 Qq 4-6, 106

31 Qq 17-21

32 C&AG’s memorandum, paragraphs 2.11-12 and 2.19
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14. DfT undertook a limited review of the three bids it did receive, including using
consultants to assess the bids against a ‘reasonable’ price benchmark. In the case of
Seaborne, which DfT acknowledged was high risk, the Department proceeded without
firm guarantees as to what Seaborne’s backers were prepared to provide, taking too much
assurance from what Seaborne told them.** The Department informed us that it had
received written assurances from Seaborne Freight’s proposed backer, the Irish shipping
firm Arklow Shipping, on 18 January, having previously received confirmation on 28
December, via Seaborne, that Arklow Shipping intended to provide equity investment.**
Both of these assurances came after the contract had been signed. We asked whether this
lack of early or formal assurances was the reason that the Department’s contract with
Seaborne had been cancelled abruptly. DfT told us it had been committed to the success of
its contract with Seaborne as long as the ferry company was making progress against the
milestones DfT had set for the contract, and that this was its “desired outcome”. DfT told
us that while there was evidence that Seaborne was making good progress in key areas
such as leasing ships, securing financial backing, and port operations, it had terminated
Seaborne’s contract when Arklow Shipping pulled out.*

15. The Department’s procurement of additional freight capacity has also been the subject
of a legal challenge from Eurotunnel. The Department told us that it had acted on legal
advice in determining how to take the procurement process forward and had taken what
mitigations were needed.*® On 1 March, however, it was reported that the Department for
Transport had come to a £33 million settlement with Eurotunnel over its legal challenge.
The Department provided us with a redacted copy of the settlement agreement and on the
5 March published a document setting out Eurotunnel’s obligations under the agreement.*”
The Department asserted that the settlement contributed to the Government’s plans to
ensure the flow of vital medical supplies in the event of a no-deal Brexit and that, without
a settlement, there was a risk that the courts might render the existing contracts with the
ferry companies ineffective.’® We asked the Department about the extent to which the
settlement was linked to future work by Eurotunnel or projects that were already in the
pipeline. The Department told us that the terms of the settlement focused on “purposes
rather than very specific things” but that it would audit what the money was spent on. It
simultaneously asserted that it was “very firmly linking this agreement to very specific
things that we believe have benefits for Eurotunnel but also for the wider economy”. The
Department could not say whether this work would have been undertaken anyway by
Eurotunnel regardless of the settlement. It was not able to provide further detail about the
timeline for the work, but confirmed that Eurotunnel will have to produce a schedule.*

16. The termination of the Seaborne contract means that the additional ferry freight
capacity procured has been reduced from the equivalent of 11 per cent of the normal
flows of freight across the short channel crossings to 7 per cent. The government had
initially planned to secure additional ferry freight capacity equivalent to 25 per cent. We
asked the Department how it was now going to secure the additional freight capacity it
needed should there be no deal with the EU. In November 2018 DfT had explored other

33 Qg 59-61, C&AG's memorandum, paragraph 2.16-2.21

34 Qg 46-48; Letter from Bernadette Kelly to the Chair of PAC regarding Seaborne Freight’s financial backers, 18
February 2019

35 Qg 62-63

36 Qq 108-112

37 Department for Transport, Eurotunnel obligations under government settlement agreement, 5 March 2019

38 Q156, Public Accounts Committee, Crossrail, 6 March 2019 oral evidence session

39 Qq 161- 163, 172-179, Public Accounts Committee, Crossrail, 6 March 2019 oral evidence session
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possible options to secure additional capacity, such as rail or air freight. The Department
recommended these options but put off taking a final decision, due to the shorter lead
times needed to deliver these services.*® However, the Department admitted that time
had now run out and it “would not be possible to complete a procurement and make
it operational” before 29 March 2019. It told us that the Department for Health and
Social Care has taken matters into its own hands to procure its own additional air freight
capacity.*' DfT told us that it believes that “quite a serious programme of work” has now
begun at French ports, reducing the likelihood of the “worst-case” scenario occurring if
there is no deal.*” Defra told us that the most useful thing it felt it could do was “working
with the French to make sure that the delays are less than the worst-case scenario that has
been described”. However, the government is only able to “encourage and persuade and

support” the French authorities into “taking steps on their side of the border”.*?

Putting plans into action

17. Both DfT and Defra were unable to explain to us how the additional freight capacity
procured would be used or how goods would be prioritised. DfT told us that it had acted
“as an agent of wider Government” in procuring capacity and it expected the Department
for Health and Social Care to assess how it wishes to use the capacity procured for medical
supplies.** DfT was not able to tell us whether it had used the haulage permit process,
which has now closed, to ensure the right licenses were in place for the hauliers of priority
goods.*® Defra told us that it was still undertaking wider work to understand the different
categories of freight for prioritisation. Defra assured us that permits for the movement of
live animals would not be granted if there was a significant risk of them being caught in
significant queues.*® Both departments were unwilling to speculate about using emergency

powers to manage freight more widely, claiming to do so would be “playing in markets”.*’

18. Defra asserted that, despite the reduced level of additional freight capacity, “there
would not be an absence of food” given the UK’s “very wide and diverse supply chains”.
But it acknowledged that there may be a difference between “the actual availability of
food, versus the perception”. Defra told us that it was “working very closely with the retail
sector, because we know that the voice of retailers is more immediately trusted”, to ensure
that “we not only have an adequate supply of food but that people feel enough confidence
in that supply”. It also asserted that it was working with other parts of government which
were significant buyers of food, such as the Ministry of Justice and the Department for
Education, to ensure that government has a “sensible, joined-up approach”. We were not
convinced that this would be sufficient to prevent behaviour such as panic buying which
we have seen in less serious situations.*®

19. DfT told us that Operation Brock, which is designed to manage traffic congestion in
Kent caused by disruption at the Port of Dover, is the area of its Brexit work it considered

40 C&AG’'s memorandum, Figure 1
41 Qq 114-118, 167
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43 Qq 171, 179

44 Qq 187-188

45 Qq 168-169

46 Q174

47 Q186-192

48 Qq 199-20
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“most challenging” to deliver on time, although its delivery confidence has improved.*’
It described it as a “complicated, difficult and sensitive project” and one which is key to
managing the disruption which may arise from delays at the border.>* When questioned
further, the Department was unable to provide detail itself but “would have to ask the
Kent resilience forum” for information.”® On transport disruption at other ports, the
Department said “that is a discussion we are making sure ports and local resilience
forums, involving us, continue to work through”.>®> DfT told us that it was much less
concerned about other ports, asserting they do not “present the same challenges that we
see at Dover, in terms of the potential for disruption”.>> However, we remained concerned
that any significant displacement of traffic away from Dover would have a proportionately
larger impact on the smaller ports it would move to.**

20. Defra told us that it was developing six key IT systems it is developing as part of its
no-deal planning, for example the system for getting an export health certificate. Two of
the six systems had gone live and four were in the process of being tested. It told us that the
biggest risk to their successful delivery was that “a number of them depend on a common
registration module” and it was working to make that “user-friendly”. Defra admitted that
it had “manual fall-backs” in case the IT was not ready, and that the manual process, if
needed, would be slower and lose “the integration with other systems”.>®

21. We sought an update from Defra on other issues covered by this Committee in
our 2018 report on its progress towards Brexit, particularly the impact of Brexit on the
chemical industry and on animal exports.”® Defra explained that the actions required by
UK chemical manufacturers will depend on whether they were registered with the EU
REACH system and whether they wished to continue to access the EU or UK markets. It
told us that its engagement with the chemical industry had so far been based on guidance
provided by the European Chemicals Agency and specific guidance for UK companies was
published by the European Chemicals Agency on 8 February 2019.>” We were concerned
whether enough vets would be trained in time to meet the potential demand for export
health certificates in a no-deal scenario. Defra told us that it had funded places for vets to
acquire the training needed to sign export health certificates, but that it did not plan to
otherwise intervene in the market to ensure the necessary capacity.’®

22. Both departments told us that they were still considering their staffing requirements
should the UK leave the EU without a deal having been agreed. DfT told us that in the
event of a no-deal exit, and the Department having to exercise all of its contingency plans,
it expected to see a very significant increase in the number of staff working on Brexit.
It expected to need “up to between 600 and 700 at the point of peak activity, dealing
with disruption”, as opposed to the 260 full-time equivalent staft it currently had working
on Brexit, and that around 40 staff were due to come from the Ministry of Justice.
Defra told us that it currently had “about 2,500 people” working on Brexit, and that it
expected 100 people to join it on a temporary basis from the Department for Education

49 Q130
50 Qq 130, 187
51 Qq 136-137

52 Q139
53 Q139
54 Q177

55 Q 211-214

56 Committee of Public Accounts, Defra’s progress towards Brexit, Session 2017-19, HC 1514, 5 November 2018
57 Qq 206-207

58 Qg 202-203
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to support no-deal planning. In both cases, the staff had been recruited from within the
department, from external recruitments, and from re-deployment across government.
Both departments told us that they were considering how to set up and staft 24-hour
teams to manage emergency cover.>

59 Qq 220-225
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Formal Minutes

Monday 11 March 2019
Members present:
Meg Hillier, in the Chair

Sir Geoftrey Clifton-Brown  Layla Moran
Caroline Flint Lee Rowley

Draft Report (Brexit and the UK border: further progress review), proposed by the Chair,
brought up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 22 read and agreed to.

Introduction agreed to.

Conclusions and recommendations agreed to.

Summary agreed to.

Resolved, That the Report be the Eighty-sixth of the Committee to the House.
Ordered, That the Chair 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.

[Adjourned till Wednesday 13 March at 2:00pm
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