
National Assembly for Wales
Public Accounts Committee

The Red Dragon Project

November 2009



The National Assembly for Wales is the democratically 
elected body that represents the interests of Wales and 
its people, makes laws for Wales and holds the Welsh 
Government to account.

An electronic copy of this report can be found on the National Assembly’s website 
www.assemblywales.org

Further hard copies of this document can be obtained from:
Public Accounts Committee
National Assembly for Wales
Cardiff Bay
CF99 1NA

Tel:  029 2089 8639
Fax: 029 2089 8021
Email: Publicaccounts.comm@wales.gsi.gov.uk



National Assembly for Wales
Public Accounts Committee

The Red Dragon Project

November 2009





 1 

Contents 

 

 

1. Chair’s Foreword...............................................................................................................3 

 
 

2. Introduction.........................................................................................................................4 

 
 

3. Background..........................................................................................................................5 

 
 

4. Evidence................................................................................................................................6 

 
 

5. Discussion and Conclusions..................................................................................... 12 

 

Annex A: Transcripts of Meetings 

Annex B: Correspondence from the Chair of the Public Accounts 

Committee to the Permanent Secretary to the Welsh Assembly 
Government, 22 May 2009 

Annex C: Correspondence from the Permanent Secretary to the Welsh 

Assembly Government to the Chair of the Public Accounts 
Committee, 25 June 2009 

Annex D: HM Treasury Documents

 

Note: The National Assembly for Wales Audit Committee was renamed the 

Public Accounts Committee on 4 November 2009.  For consistency, it is 

referred to as the Public Accounts Committee throughout this report. 





Committee Membership

Jonathan Morgan
Chair

Cardiff North
Welsh Conservative

Mike German
South Wales East

Welsh Liberal Democrats

Irene James
Islwyn
Labour

Nick Ramsay
Monmouth

Welsh Conservative

Janice Gregory
Ogmore
Labour

Bethan Jenkins
South Wales West

Plaid Cymru

Janet Ryder
North Wales
Plaid Cymru

Lorraine Barrett
Cardiff South and Penarth

Labour

Lesley Griffiths
Wrexham

Labour

Huw Lewis
Merthyr Tydfil and Rhymney

Labour



 3 

Chair’s Foreword 

 

 
 
Red Dragon was a major project for Wales which sought to provide a modern 
aviation repair facility at St Athans.  It should have protected and created jobs 
in the area as well as achieving efficiency savings for the Ministry of Defence. 
 
In the event things did not go as planned, the Ministry of Defence changed its 
view on its long term vision for aircraft support and the Defence Aviation 
Repair Agency decided to close its fast jet repair business at St Athan.   This 
meant the loss of the main tenant for the facility and the loss of many of the 
jobs that the project had intended to protect. 
 
There are now strong hopes that it will be possible to develop a Defence 
Training Academy on the site and, if successful, this will bring jobs and wider 
economic benefits to the area. Meanwhile examination of the failed project 
has shown a lack of collaboration between the various public sector bodies 
involved.   This has highlighted a number of dangers that can result when 
multiple public sector bodies undertake large and complex projects without 
being sufficiently open with each other and without sharing information. 
 
While there are still hopes for further development at the St Athan site, the 
Committee believes that the lessons of this project will be of benefit to public 
sector bodies in Wales and help avoid similar problems occurring in the 
future. 
 
Finally, I would like to thank the witnesses who gave evidence to this inquiry. 
 
Jonathan Morgan, 
Chair, Public Accounts Committee 
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Introduction 

 
1. The Red Dragon project was undertaken by the Welsh Assembly 

Government with the Welsh Development Agency (the ‘Welsh 
Authorities’), and the Ministry of Defence.   The original plan was 
comprised of several elements that, in the end, cost a total of £134 
million, excluding payments from the Welsh Authorities to the Ministry 
of Defence and involved the construction of a fast jet repair ‘super-
hangar’ at the St Athan Defence Aviation Repair Agency (DARA) site in 
South Wales, the rationalisation of the Ministry of Defence’s use of the 
St Athan site, the acquisition of a large part of the site by the Welsh 
Authorities and re-development of the site with a view to developing a 
commercial aerospace park in the longer-term. 

 
2. In the event, things did not work out as planned.   The Ministry of 

Defence committed itself to the project before deciding on its full vision 
for aircraft support.   When, finally, this was decided it did not include 
the hangar and facilities at St Athan but by then there was already a 
commitment to the Red Dragon project.  Consequently the Ministry of 
Defence had to end that project and in 2005 announced that the DARA 
facility at St Athan would close.   This left the site without its main 
tenant which, in turn, greatly diminished the prospects of attracting 
further investment to the site and the prospects of creating many of the 
jobs hoped for. 

 
3. The net cost of the project to the UK taxpayer was £113m.    The super 

hangar project had achieved efficiency savings of only £57m as 
opposed to the £263m the MoD had planned.   The Welsh Authorities 
had hoped their expenditure would safeguard the DARA jobs that were 
ultimately lost.  They also hoped that some 4,000 highly-skilled jobs 
would be created in Wales as part of the longer term goal of developing 
an aerospace park, but at the time of the Auditor General’s report only 
45 had been created.   At the end the Welsh Authorities and MoD hold 
valuable assets - a ‘super hangar’ which was valued at £25m in 2002 
(although the Ministry of Defence had a market valuation for it of £48m 
- £60m until 2018, depending on the usage) and a site which had been 
cleaned up and prepared for development.    Looking forwards, 
following the closure of DARA, there is the hope that the Metrix 
Consortium’s Defence Training Academy will create up to 4,000 
permanent jobs on site plus a further 1,500 temporary construction 
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jobs, and the Assembly Government hopes to create an additional 
2,000 jobs through the aerospace park.      

 

Background 

 
4. In March 2009 the Comptroller and Auditor General and Auditor General 

for Wales published a joint report on the project1.    This followed a 
study carried out jointly by the Wales Audit Office and the National 
Audit Office into this project which involved the ‘Welsh Authorities’, and 
the Ministry of Defence. 

 
5. The report considered whether the Ministry of Defence and the Welsh 

Authorities had worked well together to secure a good outcome from 
the expenditure on the St Athan site.   Its conclusion was that, although 
there were examples of effective joint working, the Welsh Authorities 
and the Ministry of Defence had not worked sufficiently well together 
throughout the project.  The two parties had treated the project very 
much as a ‘commercial’ transaction rather than as a ‘joint venture’ 
between two government agencies.  Consequently they had not shared 
information, were not well enough aware of each other’s key 
assumptions and had some fundamentally different perspectives about 
the long term prospects for the St Athan site.   

 
6. Neither the Ministry of Defence nor the Welsh Authorities achieved the 

benefits intended from the Red Dragon project, although there are 
plans to use the site and facilities for defence training and a smaller 
than originally intended aerospace park.   

 
7. The detailed conclusions of the joint Audit report were2: 
 
• There was no common purpose for the Red Dragon project although 

the Ministry of Defence and the Welsh Authorities had 
complementary objectives for the site. 
 

• The Ministry of Defence and the Welsh Authorities did not have a 
shared understanding about the assumptions underpinning their 
respective decisions on the future of the St Athan site. 

                                            
1 Comptroller and Auditor General and the Auditor General for Wales, The Red Dragon Project, 
27 March 2009  
2 Comptroller and Auditor General and the Auditor General for Wales, The Red Dragon Project, 
27 March 2009, pp8-9  
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• The Ministry of Defence’s vision for defence aircraft support was 

evolving when the commitment to St Athan was made. 
 

• The Ministry of Defence’s decision to transfer fast jet repair away 
from St Athan was based on the prospect of greater savings for 
defence, but the Welsh Authorities were not told about the impact as 
early as they might have been. 
 

• The benefits originally intended from the Red Dragon project have 
not been realised, but joint working has been, and is being, 
undertaken to secure a viable future for the St Athan site, centred 
around defence training. Significant cost savings have separately 
been made in fast jets support by transferring repair to main Royal 
Air Force operating bases. 

 
Evidence 

 

8. On 14 May 2009, the Auditor General gave a presentation to the Public 
Accounts Committee summarising the key findings of the joint report 
on the Red Dragon project3.  Members of the Public Accounts 
Committee asked the Auditor General questions about the detail of the 
findings.  The Committee identified several areas of specific concern.  It 
decided, in the first instance, to write to the Permanent Secretary of the 
Welsh Assembly Government setting out its concerns and requesting 
further detail on several aspects of the project and future plans for the 
St Athan site and the Chair wrote on 22 May4. 

 
9. The Permanent Secretary responded on 25 June and the Public Accounts 

Committee considered this further at its meeting on 16 July5.  The 
Committee concluded that, while the response was largely satisfactory, 
there were a number of continuing concerns about the lack of joint 
working on the project and the lack of a joint assessment of the project.   
The Public Accounts Committee was also concerned about the 
interpretation of Treasury guidance on appraisal for projects that 
crossed organisational boundaries.  The Committee discussed its 

                                            
3 Record of Proceedings, AC(3) 07-09 [3-21] 
4 Correspondence from the Chair of the Public Accounts Committee to the Permanent Secretary to the 
Welsh Assembly Government, 22 May 2009 
5 Correspondence from the Permanent Secretary to the Welsh Assembly Government to the Chair of 
the Public Accounts Committee, 25 June 2009 
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options and decided to invite the Permanent Secretary to the Committee 
to give further evidence. 

 
10. At its meeting on 1 October 2009 the Committee took evidence from: 

 
• Dame Gillian Morgan, Permanent Secretary, Welsh Assembly 

Government  
• Gareth Hall, Director-General, Economy and Transport, Welsh 

Assembly Government. 
 

11. The Committee’s inquiry focused on 4 key questions: 
 

A Why did the Welsh authorities not adopt a joint approach to the 

project? 
 

12. Dame Gillian told the Committee that in her view the Red Dragon 
project should be seen not so much as a joint project but as two aligned 
projects.6  The project involved two related transactions: 

 
• the sale to the WDA of the former RAF St Athan site and its leaseback 

to the Ministry of Defence; and  
• a Ministry of Defence private finance arrangement for the super-

hangar.   
 

13. Dame Gillian said that it would not have been realistic to have entered 
into a joint venture with the Ministry of Defence because the private 
finance arrangement was well advanced between them and its 
commercial partners when the WDA was approached to assist with the 
shortfall on the building.  If they had tried to unscramble the 
commercial arrangements already in place it would have introduced a 
costly delay to the Ministry of Defence.  There would also have been 
issues about exposing the WDA to the costs and debts of the Red 
Dragon private finance arrangement. 

 
14. The Public Accounts Committee notes that WAG saw the venture as 

two separate but aligned projects but is not convinced by this argument 
because it would not have been possible for the Ministry of Defence to 
rationalise without selling the site to the WDA, and the WDA could not 
have developed its plans for an aerospace park without buying the 

                                            
6 Record of Proceedings AC(3) 12-09 [11] 
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airfield and land from the Ministry of Defence.   While the Committee 
can see that it would have been neither realistic nor desirable to seek to 
unscramble and renegotiate a commercial transaction that was well 
advanced, it does not consider this to have been the only option and 
considers that it should have been possible for public sector bodies to 
work out a more joined up basis through which to pursue this.   The 
Committee is surprised that the Welsh Authorities and the Ministry of 
Defence chose to deal on the basis of a commercial transaction.   The 
Committee notes that Dame Gillian accepts that some things could have 
been done in a more joined up way. 7 

 
 

B. Why was there not an overall financial appraisal of the project? 
 

15. Paragraph 5.5 of the Treasury’s Green Book says: Where a number of 
expenditures or activities are linked together and the costs or benefits 
are mutually dependent, the proposal must be appraised as a whole8.   
The Committee accepts this not only as a ‘Treasury Guidance’ but as 
common sense and good practice.   

 
16. Dame Gillian told the Committee in her letter of 25 June that the 

WDA’s remit was to intervene under the Welsh Development Agency 
Act, 1975, as amended by the Government of Wales Act 1998 to further 
the economic and social development of Wales and promote industrial 
efficiency in business in Wales9.   She went on to say that assessment of 
the impact of the Ministry of Defence’s activities/rationalisation plans 
would have been beyond the scope of the WDA’s remit.   It is difficult to 
understand this point.  Clearly it might not be necessary to assess the 
impact of the Ministry of Defence’s plans in order to further the 
economic and social development of Wales, but it must surely be 
permissible to do this if it would provide information that is relevant or 
necessary in considering the viability of a proposed investment.    

 
17. Dame Gillian said in the same letter that it would also have been 

extremely difficult to do an overall appraisal since DARA was unwilling 
to share its detailed business plans with WDA for reasons of commercial 
confidentiality.   The WDA was established to operate to some extent in 

                                            
7 Record of Proceedings AC(3) 12-09 [9] 
8 HM Treasury, The Green Book – Appraisal and Evaluation in Central Government, London, TSO, 
paragraph 5.5 
9 Letter from Permanent Secretary to the Welsh Government to the Chair of the Public Accounts 
Committee, 25 June 2009 
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an arms length ‘commercial’ manner and the Committee can 
understand that DARA behaves similarly.   But it cannot be right for this 
to be used as a basis for not sharing information – particularly for a 
project of this size.   Both are ultimately funded by the Treasury.   The 
Public Accounts Committee cannot see that any such objections would 
be sustainable if the information was requested by the Welsh Assembly 
Government from the Ministry of Defence in order for them to 
undertake an analysis necessary to comply with Treasury Guidance.   
The underlying obstacle though was that the approach to this project 
was not one of a joint venture but one of a ‘commercial’ transaction 
between the relevant Government agencies.    

 
18. The Committee notes Dame Gillian’s argument that many of the 

existing understandings and procedures date back to before devolution 
and need to be interpreted with devolution moving forwards in Wales10.  
Notwithstanding this, it is difficult to see that there can be any 
justification for not undertaking a full appraisal and for public bodies 
not sharing the information necessary to do this.   The Committee notes 
that the same requirement to undertake a full appraisal of the project 
as a whole applies equally to the Ministry of Defence – arguably more so 
to them as the complex issues relating to devolution do not confuse 
their situation. 

 
 

C. Why did the Welsh Authorities not explore the break clause more? 

 
19. From the point of view of the Welsh Authorities the decision by the 

Ministry of Defence to request the 5 year break clause was of crucial 
significance.   In her written evidence Dame Gillian told the Committee 
that the WDA was satisfied that their exposure to financial risk was 
capped by reference to an independent assessment of the super hangar 
as an asset.   In the unlikely event of the break clause being exercised it 
had valued the building at £25m at that point and this would have 
generated receipts to the WDA in excess of their expenditure.   Dame 
Gillian noted that the Ministry of Defence had had a valuation from 3 
years earlier of between £48m and £60m.    

 
20. The Welsh authorities did not believe the Ministry of Defence would 

pull out for a wide range of reasons.   These included the Ministry’s 

                                            
10 Record of Proceedings AC(3) 12-09 [33, 39 & 41] 
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commitment to substantial levels of expenditure for the project, 
Treasury approval of the break clause and a series of statements that 
the Ministry of Defence was committed to the project. 

 
21. In their oral evidence to the Committee Dame Gillian and Mr Hall told 

the Committee that, while they had agreed to the 5 year break clause, 
they did not see a need to seek written evidence on which to base their 
assessment that the scale of the Ministry of Defence’s financial 
commitment was such that they would not exercise the break clause11.   
Mr Hall referred to the Civil Service Code and its requirement that civil 
servants would operate in an impartial and honest way and show 
integrity and professionalism in their work12.   However, the issue here 
is not one of integrity but simply that the Welsh authorities’ view of the 
options was not the same as that of the Ministry of Defence.   This was 
because they had different information.    Had their been a more open 
exchange of information, and an overall UK assessment of the project 
as discussed above, the Welsh authorities would have had a more 
accurate picture of the options and risks. 

 
22. The Committee considers there is something of an inconsistency in 

the approach followed by the Welsh authorities.   At certain times they 
dealt with the Ministry of Defence as if the project was a commercial 
transaction.   At other times they operated on the basis of ‘trust’ and 
‘integrity’ between colleagues within a single civil service organisation.   
But the level of trust they shared was not sufficient to allow them to 
share their business plans! 

 
 

D. How will the Welsh Assembly Government take the lessons learned 
from Red Dragon forward to future projects. 

 
23. In her letter to the Committee Dame Gillian said that the Welsh 

Assembly Government had adopted the guidance contained in the 
Treasury’s Green Book – Appraisal and Evaluation in Central 
Government which addresses the question of dealing with projects 
which involve multiple funders.   She also said they were taking forward 
programmes to develop the skills of the officials engaged in this work 
and had appointed a Head of Profession for Programme and Project 
Management to provide support throughout the organisation. 

                                            
11 Record of Proceedings AC(3) 12-09 [52, 55 & 61] 
12 Record of Proceedings AC(3) 12-09 [52] 
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24. In relation to working with other Government bodies, the Welsh 

Assembly Government will seek to embed these ways of working into 
more formalised partnership relationships for large scale projects. 

 
25. Dame Gillian’s letter also said that a Memorandum of Understanding 

was agreed between the UK Government and the devolved 
administrations in 1999 and this provides protocols for the four 
Administrations working together, including sharing of information as 
appropriate.   She said that the Memorandum of Understanding is in the 
process of being updated in the light of developments. 

 
26. The Committee notes the response but observes it is very much in 

general terms about procedures for the future.  The Committee 
welcomes the commitment to sharing of information and more formal 
partnership working. But it is important to realise that this is as much 
about trust and a constructive culture of cooperation as it is about 
procedures, agreements and contracts. The Memorandum of 
Understanding between the UK Government and the devolved 
administrations is a high-level document and was in place well before 
the Red Dragon project was taken forward.   Despite this, it was clearly 
not effective in securing a sufficiently joined up approach to the Red 
Dragon project. 

 
27. In relation to individual projects, Dame Gillian referred to the 

Assembly Government’s approach using the Five Case Model in the 
development and management of the business case for a project and 
that this approach was being promoted as the model of best practice 
for the wider Welsh public sector.   She also referred to the 
development of a procurement strategy for construction agreed this 
year by Cabinet and efforts to integrate the Gateway review process into 
project deliver plans.  

 
28. The Committee would have been more reassured if the response had 

been more explicit about how the Welsh Assembly Government would 
go about ensuring adherence to the requirement in the Green Book that 
appraisal should be done “collaboratively wherever possible” and that 
where proposals cross organisational boundaries they must appraise 
the impact of the whole proposal as well as the constituent parts.    The 
Committee notes Dame Gillian’s observation that for this to work there 
needs to be the commitment of all UK Departments to work on an open 
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book basis13.   She added that this is one of then issues that need to be 
addressed in reviewing the arrangements in the Green Book.   The 
Committee notes also the Treasury guidance that states, in cases of 
joint working, that each of the Accounting Officers involved will need 
assurance that the project offers value for money for the public sector 
as a whole14.  The Committee nonetheless acknowledges the difficulties 
faced by officials because of the changed circumstances created by 
devolution and the reluctance of UK Departments to share information.    
It urges the Welsh Assembly Government to seek clarity and 

agreement with Treasury and other Government Departments on 

these issues. 
 

 
Discussion and Conclusions 
 

29. The Red Dragon project was a complex venture involving a number of 
different public sector agencies and the private sector.   The sums of 
money involved were considerable and the benefits in terms of potential 
savings or jobs that might be created in Wales were considerable too.   
While it is clearly disappointing that the project did not proceed as 
originally envisaged, the Committee notes that all is not lost and that 
there are still opportunities for Wales to benefit from this investment 

 
30. A key factor underlying the project’s failure was the change in the 

Ministry of Defence’s policy in relation to aircraft support.  However, the 
reasons for this, and for the Ministry of Defence embarking on the 
project before finalising its full vision for aircraft support which may 
have been justifiable from their perspective, are not a part of this 
inquiry.   The Committee accepts that projects of this kind are 
developed in the real world, that circumstances can change and that 
assumptions made in good faith and full knowledge can prove unsound.  

 
31. The Public Accounts Committee’s inquiry has focused on the role 

played by the Welsh Authorities.  The Committee is concerned that, 
contrary to the spirit of the Treasury’s guidelines, and indeed common 
sense, the project was pursued as a commercial transaction without a 
sufficient sharing of information.    

 

                                            
13 Record of Proceedings AC(3) 12-09 [44] 
14 HM Treasury, Managing Public Money, paragraph 7.6.3 
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32. One consequence was that there was not an overall appraisal of the 
project from a UK perspective.   While there are differing views on the 
extent to which the Treasury’s Green Book applies to Wales after 
devolution, this is not basis on which to avoid doing such an overall 
appraisal which would certainly have been to the advantage of the 
Welsh Authorities.    

 
33. The relationship the Welsh Authorities had with the Ministry of 

Defence was inconsistent. Whilst at times the relationship was one of 
commercial negotiation, this approach was not maintained throughout 
the course of the project.  It appears that the Welsh Authorities entered 
into an agreement with the MoD and DARA on the basis of trust, 
without having had prior sight of detailed business plans. The 
Committee believes that this is a level of trust that, ordinarily, would 
not have been shown to a commercial company seeking a similar 
agreement, and that it was an unsound approach to take in terms of a 
commercial relationship. 

 
34. The Public Accounts Committee notes Dame Gillian’s assurances that 

lessons have been learned from the experience and that programmes of 
staff training and project management have been developed and that 
the Welsh Assembly Government is adopting a more robust approach to 
projects of this kind.   The Committees welcome this.   However, it is 
one thing to have procedures in place; it is another thing to follow them 
in every circumstance that requires it.   The Public Accounts Committee 
was slightly concerned by Mr Hall’s comment  that he is not aware of 
any major projects on the radar that are currently being worked on with 
other UK public bodies15.   While it notes Mr Hall’s observation that this 
reflects the current economic climate it is nonetheless surprised that so 
little is happening.   This in turn raises a question about how, if so little 
activity of this type is going on, the Government will ensure that when a 
project does emerge there will be the relevant expertise in the 
appropriate part of the Department.   The Committee asks for a note 

on this. 
 
35. The Committee notes the uncertainties attached to whether the Green 

Book applies to the Welsh Government after devolution.   It notes that 
while occasions may arise where there is a need to weigh up the 
benefits of an investment to Wales alongside the benefits to the UK, 

                                            
15 Record of Proceeding AC(3) 12-09 [90] 
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such judgements can be made only in the light of a full appraisal of the 
project under consideration.   The Committee urges the Welsh 
Assembly Government to seek clarity and agreement with Treasury 

and other Government Departments on these issues.   
 



Annex A Transcripts of Meetings 
 
AC(3) 07-09 Record of Proceedings, Public Accounts 

Committee Meeting, 14 May 2009
 
AC(3) 11-09 Record of Proceedings, Public Accounts 

Committee Meeting, 16 July 2009
 
AC(3) 12-09 Record of Proceedings, Public Accounts 

Committee Meeting, 1 October 2009

http://www.assemblywales.org/bus-home/bus-committees/bus-committees-third1/bus-committees-third-ac-home/bus-committees-third-ac-agendas.htm?act=dis&id=129998&ds=5/2009
http://www.assemblywales.org/bus-home/bus-committees/bus-committees-third1/bus-committees-third-ac-home/bus-committees-third-ac-agendas.htm?act=dis&id=129998&ds=5/2009
http://www.assemblywales.org/bus-home/bus-committees/bus-committees-third1/bus-committees-third-ac-home/bus-committees-third-ac-agendas.htm?act=dis&id=138203&ds=7/2009
http://www.assemblywales.org/bus-home/bus-committees/bus-committees-third1/bus-committees-third-ac-home/bus-committees-third-ac-agendas.htm?act=dis&id=138203&ds=7/2009
http://www.assemblywales.org/bus-home/bus-committees/bus-committees-third1/bus-committees-third-ac-home/bus-committees-third-ac-agendas.htm?act=dis&id=147186&ds=11/2009
http://www.assemblywales.org/bus-home/bus-committees/bus-committees-third1/bus-committees-third-ac-home/bus-committees-third-ac-agendas.htm?act=dis&id=147186&ds=11/2009
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Annex B: Correspondence from the Chair of the Public Accounts 

Committee to the Permanent Secretary to the Welsh Assembly 
Government, 22 May 2009 
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Annex C: Correspondence from the Permanent Secretary to the Welsh 

Assembly Government to the Chair of the Public Accounts Committee, 25 
June 2009 
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