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Australian National

Audit Office

Canberra ACT
16 December 2019

Dear Mr President
Dear Mr Speaker

In accordance with the authority contained in the Auditor-General Act 1997, | have
undertaken a review of the status of selected major Defence equipment acquisition
projects, as at 30 June 2019, as presented by the Department of Defence. The report is
titted 2018-19 Major Projects Report. Pursuant to Senate Standing Order 166 relating to
the presentation of documents when the Senate is not sitting, | present the report of this
audit to the Parliament.

Following its presentation and receipt, the report will be placed on the Australian National
Audit Office’s website — http://www.anao.gov.au.

Yours sincerely

O A sl

Grant Hehir
Auditor-General

The Honourable the President of the Senate

The Honourable the Speaker of the House of Representatives
Parliament House

Canberra ACT
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Glossary

First Pass Approval

Initial Materiel
Release (IMR)

Initial Operational
Capability (I0C)

Second Pass
Approval

Final Materiel
Release (FMR)

Final Operational
Capability (FOC)

(if required) is the Government decision to select a specific option(s) and
proceed with agreed timeframes, technical requirements and financial
commitments to Second Pass Approval.

is a milestone that marks the completion and initial release of Acquisition
Project supplies required to support the achievement of Initial
Operational Capability.

is the capability state relating to the in-service realisation of the first
subset of a capability system that can be employed operationally.
Declaration of initial operating capability is made by the Capability
Manager, supported by the results of operational test and evaluation
and declaration by the Delivery Group(s) that the fundamental inputs to
capability have been delivered.

is the Government decision to acquire a fully defined and costed
capability.

is a milestone that marks the completion and final release of Acquisition
Project supplies required to support the achievement of Final
Operational Capability.

is the capability state relating to the in-service realisation of the final
subset of a capability system that can be employed operationally.
Declaration of final operating capability is made by the Capability
Manager, supported by the results of operational test and evaluation
and declaration by the Delivery Group(s) that the fundamental inputs to
capability have been delivered.
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Summary and Review Conclusion

About the Major Projects Report

1. Major Defence equipment acquisition projects (Major Projects) continue to be the subject
of parliamentary and public interest. This is due to their high cost and contribution to national
security, and the challenges involved in completing them within the specified budget and
schedule, and to the required capability.

2. The Australian National Audit Office (ANAO) has reviewed 26 of Defence’s Major Projects
in this twelfth annual report (2017-18: 26). The Major Projects Report (MPR) reviews overall
issues, risks, challenges and complexities affecting Major Projects and also reviews the status of
each of the selected Major Projects, in terms of cost, schedule and forecast capability.? The
objective of the report is ‘to improve the accountability and transparency of Defence acquisitions
for the benefit of Parliament and other stakeholders.”?

3. The Capability Acquisition and Sustainment Group (CASG) within the Department of
Defence (Defence), manages the process of bringing new capabilities into service.? As at 30 June
2019, Defence was managing 205 active major and minor capital equipment projects worth
$132 billion, with an in-year budget of $8.6 billion.* Defence capitalised some $8.6 billion from
these projects in 2018-19.°

4, The February 2016 Defence White Paper established the Australian Government’s
priorities for future capability investment for the next 20 years and provided for additional
spending of over $29 billion across the next decade. The 2019-20 Defence Portfolio Budget
Statements indicated that the Defence budget would grow to approximately $200 billion over the
coming decade, for investing in Defence capability.® The Government commenced its $89 billion
investment in Australia’s future shipbuilding industry in April 20177, and on 29 June 2018
announced Second Pass Approval® of the $35 billion Future Frigate program.® Further, on

1 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 473:
Defence Major Projects Report (2016—17), (2018), Executive Summary, p. 1.

2 ibid.

3 Defence states that CASG ‘purchases and maintains military equipment and supplies in the quantities and to the
service levels that are required by Defence and approved by Government'. Department of Defence, About CASG
[Internet], Defence, available from http://www.defence.gov.au/casg/AboutCASG/ [accessed 30 October 2019].

4 Department of Defence, Defence Annual Report 2018—19, Defence, Canberra, 2019, Chapter 3, Annual
Performance Statements, p. 34.

5 ibid, Appendix A: Financial Statements, p. 176.

6 Department of Defence, Defence Portfolio Budget Statements 2019-20, Defence, Canberra, 2019, p. 5.

7 Department of Defence, Naval Shipbuilding Plan, Defence, Canberra, 2017, p.11. See also Auditor-General
Report No.39 2017-18 Naval Construction Programs—NMobilisation.

8 Second pass approval is the Government decision to acquire a fully defined and costed capability. See
Defence’s Appendix 5 in Part 2 of this report.

9 M Turnbull (Prime Minister), C Pyne (Minister for Defence Industry), M Payne (Minister for Defence), M Cormann
(Minister for Finance), ‘The Hunter Class — defending Australia and securing our shipbuilding sovereignty’, media
release, Parliament House, Canberra, 29 June 2018.
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11 February 2019, the Government announced the signing of the Strategic Partnership
Agreement?? for the $50 billion Future Submarine program.'?

Major Projects selected for review

5. Major Projects are selected for review based on the criteria included in the 2018—-19 Major
Projects Report Guidelines (the Guidelines), as endorsed by the Joint Committee of Public
Accounts and Audit (JCPAA).1? They represent a selection of the most significant Major Projects
managed by Defence.

6. The total approved budget for the Major Projects included in this report is approximately
$64.1 billion, covering 49 per cent of the total budget of active major and minor capital
equipment projects of $132 billion.'3 The selected projects are listed in Table 1.

10 S Morrison (Prime Minister), C Pyne (Minister for Defence), S Ciobo (Minister for Defence Industry),
‘Government Delivers on Future Submarine Program’, media release, Parliament House, Canberra, 11 February
2019.

11 The Future Submarines Design Acquisition (SEA 1000 Phase 1B) and Future Frigates (SEA 5000 Phase 1)
projects will be included in the 2019-20 MPR as per the Guidelines endorsed by the JCPAA on 23 September
2019. A performance audit, Future Submarine — transition to design is currently underway by the ANAO, with an
expected tabling date of December 2019.

12 The 2018-19 Major Projects Report Guidelines were endorsed by the JCPAA in September 2018 and are
included in Part 4 of this report.

13 Department of Defence, Defence Annual Report 2018—19, Defence, Canberra, Chapter 3, Annual Performance
Statements, 2019, p. 34.
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Table 1: 2018-19 MPR projects and approved budgets at 30 June 2019 *2
Project Number Project Name Abbreviation Approved
(Defence Capability | (on Defence advice) (on Defence advice) Budget $m
Plan)
AIR 6000 Phase 2A/2B | New Air Combat Capability 3 Joint Strike Fighter 16,522.6
SEA 4000 Phase 3 Air Warfare Destroyer Build 3 AWD Ships 9103.7
AIR 7000 Phase 2B Maritime Patrol and Response Aircraft System P-8A Poseidon 5375.7
AIR 9000 Phase 2/4/6 | Multi-Role Helicopter 2 MRH90 Helicopters 37711
SEA 1180 Phase 1 Offshore Patrol Vessel 3 Offshore Patrol Vessel 3724.3
EA-18G Growler Airborne Electronic Attack
AIR 5349 Phase 3 Capability Growler 3510.3
Medium Heavy Capability, Field Vehicles, Overlander
LAND 121 Phase 38 Modules and Trailers 3 Medium/Heavy 3399.9
AIR 9000 Phase 8 Future Naval Aviation Combat System Helicopter | MH-60R Seahawk 32125
JP 2048 Phase 4A/4B | Amphibious Ships (LHD) LHD Ships 3092.2
LAND 121 Phase 4 Protected Mobility Vehicle — Light (PMV-L) 3 Hawkei 1979.6
AIR 8000 Phase 2 Battlefield Airlift — Caribou Replacement 3 Battlefield Airlifter 14421
SEA 1654 Phase 3 | Maritime Operational Support Capability gﬁi";sRep'e”'Shme”t 1070.6
AIR 5431 Phase 3 Civil Military Air Management System 3 CMATS 975.8
JP 2072 Phase 2B Battlespace Communications System Phase 2B aa;::g)%%mm. Sys. 942.6
AIR 7403 Phase 3 Additional KC-30A Multi-role Tanker Transport Additional MRTT 894.3
SEA 1448 Phase 2B | ANZAC Anti-Ship Missile Defence ANZAC ASMD 2B 678.7
SEA 1439 Phase 5B2 Collins Class Communications and Electronic Collins Comms and EW 607.8
Warfare Improvement Program
SEA 3036 Phase 1 Pacific Patrol Boat Replacement Pacific Patrol Boat Repl 504.0
JP 9000 Phase 7 Helicopter Aircrew Training System HATS 481.6
Collins Class Submarine Reliability and .
SEA 1439 Phase 3 Sustainability * Collins R&S 4453
LAND 53 Phase 1BR | Night Fighting Equipment Replacement giegg‘lt Fighting Equip 4426
SEA 1442 Phase 4 Maritime Communications Modernisation Maritime Comms 440.0
JP 2072 Phase 2A Battlespace Communications System Phase 2A aaat’rt:g)%%mm. Sys. 438.1
SEA 1448 Phase 4B | ANZAC Air Search Radar Replacement ANZAC Air Search 428.7
Radar Repl
JP 2008 Phase 5A Indian Ocean Region UHF SATCOM UHF SATCOM 421.8
JP 2048 Phase 3 Amphibious Watercraft Replacement LHD Landing Craft 236.7
Total 26 64,142.6

Note 1: Once a project is selected for review, it remains within the portfolio of projects under review until the JCPAA
endorses its removal, normally once it has met the capability requirements of Defence.
Note 2: SEA 1180 Phase 1 Offshore Patrol Vessel, SEA 1439 Phase 5B2 Collins Class Communications and
Electronic Warfare Improvement Program, LAND 53 Phase 1BR Night Fighting Equipment Replacement and
SEA 1448 Phase 4B ANZAC Air Search Radar Replacement are included in the MPR for the first time in

2018-19.

Note 3: These projects have been the subject of individual performance audits. See Table 8 for more information.
Note 4: SEA 1439 Phase 3 Collins Class Submarine Reliability and Sustainability is a group of 24 activities primarily
sustainment in nature. While not an acquisition project, it has been included at the JCPAA’s request.

Source: The Project Data Summary Sheets in Part 3 of this report.

ANAO Review and Analysis

Auditor-General Report No.19 2019-20

2018-19 Major Projects Report

5

%
‘»
>
©
c
<
e
c
©
=
2
>
()
e
o
<
Z
<
=
Q)
o




-
o
pm
>
Z
>
O
Py
)
<.
[0
=
o
>
a
>
>
Qo

<
@
2.

7. In September 2019, the JCPAA endorsed project selection for the 2019-20 MPR, including
the entry of five new projects.}* The ANAO advised the JCPAA that it proposed to consider the
exit of seven projects from the 2018—-19 MPR that were expected to reach FOC by the end of 2019
and/or to confirm that only low risk deliverables were remaining.® Six of these projects are now
considered suitable to exit on the basis that they:

. have achieved FOC (SEA 1448 Phase 2B ANZAC ASMD 2B);
. will achieve FOC in December 2019 (JP 2072 Phase 2A Battle Comm. Sys. (Land) 2A); or
. have provided a pre-FOC risk assessment supporting the timely declaration of FOC (JP

2048 Phase 4A/4B LHD Ships, AIR 7403 Phase 3 Additional MRTT, JP 9000 Phase 7 HATS,
and JP 2048 Phase 3 LHD Landing Craft).

8. In the case of one project, AIR 8000 Phase 2 Battlefield Airlifter, the project’s FOC has been
delayed and it is not considered to be suitable for exit yet (see paragraph 2.54).

Report objective and scope

9. The objective of this report is to provide the Auditor-General’s independent assurance
over the status of the selected Major Projects. The status of the selected Major Projects is
reported in the Statement by the Secretary of Defence (see Part 3 of this report) and the Project
Data Summary Sheets (PDSSs) prepared by Defence (see Part 3 of this report). Assurance from
the ANAQ’s review is conveyed in the Independent Assurance Report by the Auditor-General (see
Part 3 of this report).

10. The following forecast information found in the PDSSs is excluded from the scope of the
ANAOQ’s review:

. Section 1.2 Current Status—Materiel Capability Delivery Performance and Section 4.1
Measures of Materiel Capability Delivery Performance;

. Section 1.3 Project Context—Major Risks and Issues and Section 5 — Major Risks and
Issues; and

. forecast dates where included in each PDSS.

Accordingly, the Independent Assurance Report by the Auditor-General does not provide any
assurance in relation to this information. However, material inconsistencies identified in relation
to this information are required to be considered in forming the conclusion.

11. The exclusions to the scope of the review, noted above, are due to a lack of Defence systems
from which to provide complete and accurate evidence® in a sufficiently timely manner to facilitate

14 SEA 5000 Phase 1 Future Frigates, SEA 1000 Phase 1B Future Subs, LAND 400 Phase 2 Combat Recon.
Vehicles, AIR 7000 Phase 1B Triton Drones, and LAND 200 Tranche 2 Battlefield Command System.

15 The removal of projects from the MPR is generally based on declaration of Final Operational Capability (FOC),
or on a pre-FOC risk assessment of the timely declaration of FOC where a significant portion of the project’s
deliverables are complete.

16  For example, Defence project risk management records can be managed in spreadsheets, where the risk to the
completeness and accuracy of records is too high to be included within the scope of the review.
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the review. This has been an area of focus of the JCPAA over a number of years'?, and it is intended
that all components of the PDSSs will eventually be included within the scope of the ANAQ’s review.

12. Separate to the formal review, the ANAO has undertaken an analysis of key elements of
the PDSSs — including cost, schedule, progress towards delivery of required capability, project
maturity, and risks and issues. Longitudinal analysis across these key elements of projects has also
been undertaken.

13. Defence provides further insights and context in its commentary and analysis. This
commentary and analysis is not included within the scope of the ANAQ’s review.

Review methodology

14. The ANAO has reviewed the PDSSs prepared by Defence as a priority assurance review
under subsection 19A(5) of the Auditor-General Act 1997. The criteria to conduct the review are
provided by the Guidelines approved by the JCPAA, and include whether Defence has procedures
in place designed to ensure that project information and data was recorded in a complete and
accurate manner, for all 26 projects.

15. The review included an assessment of Defence’s systems and controls, including the
governance and oversight in place, to ensure appropriate project management. The ANAO also
sought representations and confirmations from Defence senior management and industry in
relation to the status of the Major Projects in this report.

Report structure
16. The report is organised into four parts:

. Part 1 comprises the ANAQ’s review and analysis (pp. 1-66);

° Part 2 comprises Defence’s commentary, analysis and appendices (not included within the
scope of the Independent Assurance Report by the Auditor-General) (pp. 67-122);

° Part 3 incorporates the Independent Assurance Report by the Auditor-General, the
Statement by the Secretary of Defence, and the PDSSs prepared by Defence as part of the
assurance review process (pp. 123-398); and

. Part 4 reproduces the 2018-19 Major Projects Report Guidelines endorsed by the JCPAA,
which provide the criteria for the compilation of the PDSSs by Defence and the ANAO’s
review (pp. 399-426).

Figure 1, below, depicts the four parts of this report.

17 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 473:
Defence Major Projects Report (2016-17), (2018), Recommendation 2, p. vii.
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Figure 1: 2018-19 Report structure
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Note:  To assist in conducting inter-report analysis, the presentation of data in the PDSSs remains largely consistent
and comparable with the 2017-18 MPR.

Project Data Summary Sheets

17. The PDSSs include unclassified information on project performance, prepared by
Defence.'® As projects appear in the MPR for multiple years, changes to the PDSS from the
previous year are depicted in bold orange text in the PDSS.

18. Each PDSS comprises:

. Project Header: including name; capability and acquisition type; Capability Manager;
approval dates; total approved and in-year budgets; stage; complexity; and an image;

-
)
—~+
>
Z
>
O
Py
)
<.
®
=
©
S
a
>
5
QL

<
%
2.

. Section 1—Project Summary: including description; current status including financial
assurance and contingency statement; and context, including background, uniqueness,
major risks and issues, and other current sub-projects;

. Section 2—Financial Performance: including budgets and expenditure; variances; and
major contracts in place (in addition to quantities delivered as at 30 June 2019);

° Section 3—Schedule Performance: providing information on design development; test
and evaluation; and forecasts and achievements against key project milestones, including

18 The MPR Guidelines provide that data of a classified nature is to be prepared in such a way as to allow for
unclassified publication.
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Initial Materiel Release (IMR), Final Materiel Release (FMR)??, Initial Operational Capability
(10C) and Final Operational Capability (FOC)?%;

. Section 4—Materiel Capability Delivery Performance: provides a summary of Defence’s
assessment of its expected delivery of key capabilities, the extent to which milestones
were achieved (particularly where caveats are placed on the Capability Manager's
declaration of significant milestones), and a description of the constitution of each key
milestone;

. Section 5—Major Risks and Issues: outlines the major risks and issues of the project and
remedial actions undertaken for each;

. Section 6—Project Maturity: provides a summary of the project’s maturity, as defined by
Defence?!, and a comparison against the benchmark score;

. Section 7—Lessons Learned: outlines the key lessons that have been learned at the project
level (further information on lessons learned by Defence are included in Defence’s
Appendix 2 in Part 2 of this report); and

° Section 8 —Project Line Management: details current project management responsibilities
within Defence.

Overall outcomes

Statement by the Secretary of Defence

19. The Statement by the Secretary of Defence was signed on 10 December 2019. The Acting
Secretary’s statement provides her opinion that the PDSSs for the 26 selected projects ‘comply in all
material respects with the Guidelines and reflect the status of the projects as at 30 June 2019’.

20. In addition, the Statement by the Secretary of Defence details significant events occurring
post 30 June 2019, which materially impact the projects included in the report, and which should
be read in conjunction with the individual PDSSs. These include: Joint Strike Fighter, P-8A Poseidon,
MRH90 Helicopters, Offshore Patrol Vessel, Growler, LHD Ships, Hawkei, Battlefield Airlifter, Repl
Replenishment Ships, CMATS, Additional MRTT, Collins Comms and EW, Night Fighting Equip Repl,
Maritime Comms, ANZAC Air Search Radar Repl, UHF SATCOM, and LHD Landing Craft.

21. The 2018-19 MPR Guidelines require Defence to report in the Statement by the Secretary
of Defence on projects which have been removed from the MPR which still have outstanding

19 IMR and FMR are milestones that Defence utilises to mark the completion and release of acquisition project
supplies required to support the achievement of IOC and FOC respectively. They are defined in the relevant MAA
(Materiel Acquisition Agreement). See Department of Defence, Defence Materiel Standard Procedure (Project
Management) DMSP (PROJ) 11-0-008, Initial Materiel Release And Final Materiel Release Across The Project
Lifecycle, Defence, Canberra, 2013, p. 2.

20 Initial Operational Capability is the capability state relating to the in-service realisation of the first subset of a
capability system that can be employed operationally. Final Operational Capability is the capability state relating
to the in-service realisation of the final subset of a capability system that can be employed operationally.
Declaration of IOC and FOC is made by the Capability Manager, supported by the results of operational test and
evaluation and declaration by the Delivery Group(s) that the fundamental inputs to capability have been
delivered. See Defence’s Appendix 5 in Part 2 of this report.

21 The project maturity framework — outlined in the Department of Defence’s Defence Materiel Standard
Procedure (Project Management), DMSP (PROJ) 11-0-007, Project Maturity Scores at Life Cycle Gates,
Defence, Canberra, 2010 — is a methodology used to quantify the maturity of projects as they progress through
the acquisition life cycle. See further explanation in paragraphs 1.63-1.67.
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caveats. Defence has not reported any outstanding caveats in the 2018-19 Statement by the
Secretary of Defence.

Conclusion by the Auditor-General

22. The Auditor-General has concluded in the Independent Assurance Report for 2018-19 that
‘nothing has come to my attention that causes me to believe that the information in the 26 Project
Data Summary Sheets in Part 3 (PDSSs) and the Statement by the Secretary of Defence, excluding
the forecast information, has not been prepared in all material respects in accordance with the
2018-19 Major Projects Report Guidelines (the Guidelines), as endorsed by the Joint Committee of
Public Accounts and Audit.’

23. Additionally, in 2018-19, a number of observations were made in the course of the
ANAQ’s review, as summarised below:

. Defence is unable to provide point-in-time data on project personnel numbers and costs.
See further explanation in paragraphs 1.53 to 1.55;

. instances of a lack of oversight, non-compliance with corporate guidance and the use of
spreadsheets in the management of risks and issues (Section 5 of the PDSS). See further
explanation in paragraphs 1.56 to 1.62%%;

. outdated policy guidance for the project maturity framework (Section 6 of the PDSS). See
further explanation in paragraphs 1.63 to 1.6723; and

. an increase in the number of MPR projects which have achieved significant milestones with
caveats. See further explanation in paragraphs 1.68 to 1.73.

ANAO’s analysis of project performance

24, As discussed, the ANAO has undertaken an analysis of key elements of the Defence PDSSs —
cost, schedule, progress towards delivery of required capability, project maturity, risks and issues,
and longitudinal analysis across these key elements of projects. Table 2 provides: summary data on
Defence’s progress toward delivering the capabilities for the Major Projects covered in this report;
and compares current data against that reported in previous editions of the MPR. This section also
contains a summary analysis of the three principal components of project performance: cost,
schedule and capability.

22 Spreadsheets lack formalised change/version control and reporting, increasing the risk of error. See paragraph
1.61 for further detail.

23 See footnote 21.
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Table 2: Summary longitudinal analysis’

2016-17 2017-18
MPR MPR
Number of Projects 27 26 26
Total Approved Budget at 30 June $62.0 billion $59.4 billion $64.1 billion
Total Approved Budget at final Second Pass Approval $53.5 billion $50.2 billion $53.9 billion
Total Expenditure $32.1 billion $32.4 billion $36.3 billion
Against Total Approved Budget (51.7%) (54.5%) (56.6%)
Total In-year Expenditure $4.1 billion $4.6 billion $4.8 billion
Against In-year Budget (96.6%) (98.6%) (93.4%)
Total Budget Variation since initial Second Pass $22.3 billion $23.0 billion $24 .4 billion
Approval 2 (36.0%) (38.7%) (38.0%)
Total Budget Variation since final Second Pass $8.5 billion $9.2 billion $10.2 billion
Approval 3 (13.7%) (15.5%) (15.9%)
In-year Approved Budget Variation -$1.6 billion -$0.3 billion $1.2 billion
(-2.6%) (-0.5%) (1.9%)
Total Schedule Slippage * 793 months 801 months 691 months
(29%) (32%) (27%) 7))
Average Schedule Slippage per Project 30 months 32 months 27 months g
In-year Schedule Slippage ® 149 months 104 months 108 months ©
(6%) (5%) (5%) c
Total Project Maturity & 1531 /1890 1484 /1820 1485/ 1820 <
(81%) (82%) (82%) 'CC)
Total Reported Risks and Issues 7-8 136 138 138 ©
Expected Capability (Defence Reporting) ;
« High level of confidence of delivery (Green) 98% 99% 99% )
¢ Under threat, considered manageable (Amber) 2% 1% 1% q>)
« Unlikely to be met (Red) 0% 0% 01 4
Refer to paragraphs 24 to 39 in Part 1 of this report. 2
Note 1: The data for the 26 Major Projects in the 2018-19 MPR compares the data from projects in the 2017-18 MPR =
and 2016—-17 MPR. The Major Projects included within each MPR are based on entry and exit criteria in the <
Guidelines, which have been included in Part 4 of this report. The entry and exit of projects should be -
considered when comparing data across years. ~—
Note 2: Where a project has multiple Second Pass Approvals (see footnote 8), the MPR has historically reported +
budget variations from the initial Second Pass Approval. The figures in this row are consistent with prior year @©
reporting. See Table 3 for a breakdown of the major components of this variance, and Table 8 for all real o

variations.

Note 3: In the 2017-18 and 2018-19 PDSSs, where a project has multiple Second Pass Approvals, the budget at
Second Pass Approval reported in the Header refers to the total budget as at the final Second Pass Approval.
The figures in this row use this methodology.

Note 4: Slippage refers to the difference between the original government approved date and the current forecast date.
Slippage can occur due to late delivery, increases in scope or at times can be a deliberate management
decision. These figures exclude schedule reductions over the life of the project. However, paragraph 2.43
reports total schedule reductions over the life of the projects.

Note 5: Based on the 25 repeat projects from the 2015-16 MPR plus one new project (CMATS) that had slippage in
2016-17, 23 repeat projects from the 2016-17 MPR, and 22 repeat projects from the 2017—18 MPR respectively.

Note 6: The figures represent the total of the reported maturity scores divided by the total benchmark maturity score,
in the PDSSs across all projects.

Note 7: The grey section of the table is excluded from the scope of the ANAQO's priority assurance review, due to a lack
of systems from which to obtain complete and accurate evidence in a sufficiently timely manner to facilitate the
review.

Note 8: The figures represent the combined number of open high and extreme risks and issues reported in the PDSSs
across all projects. Risks and issues may be aggregated at a strategic level.
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Note 9: Defence advised in this year that Joint Strike Fighter would not deliver one element of capability at FOC (which
equated to approximately one per cent). However, across all the Major Projects this percentage rounded to zero
per cent.

Note 10: Defence advised in this year that AWD Ships would not deliver one element of capability at FOC (which equated
to approximately one per cent). However, across all the Major Projects this percentage rounded to zero per cent.

Cost

25. Cost management is an ongoing process in Defence’s administration of the Major Projects.
While all projects reported that they could continue to operate within the total approved budget
of $64.1 billion, MRH90 Helicopters, Repl Replenishment Ships, and Battle Comm. Sys (Land) 2B
were required to draw upon contingency funds to complete project activities.

26. The approved budget for Major Projects included in this MPR has increased by $24.4 billion
(38.0 per cent) since initial Second Pass Approval. Budget variations greater than $500 million are
detailed in Table 3, below.?* However, as the MPR predominantly focusses on the approved
capital budget for acquisition, the ongoing costs of Project Offices?®, training, replacement
capability, etc., are not reported here.

24 Individual PDSSs also report on budget variations.

25 The JCPAA requested in May 2018 that the ANAO report back to the Committee on how Defence Major Projects
cost variations and the costs of retaining project staff over time might be reported in future MPRs. See
paragraphs 1.53 to 1.55 for the outcomes of this consideration.
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Table 3: Budget variation over $500m post initial Second Pass Approval by variation

type 1,2
Project Variation Type Explanation Year Amount $b
Scope Increases 141
MRH90 34 additional aircraft at Phase 4/6 | 2005-06 23
Helicopters Second Pass Approval
Joint Strike 58 additional aircraft at Stage 2 2013-14 10.5
Fighter Second Pass Approval
P-8A Poseidon Four additional aircraft 2015-16 1.3
Real Cost and 1.8
other Increases
AWD Ships Real Cost Increase of $1.2b offset | 2013-14 and 1.1
by $0.1b transfer for facilities in 2015-16
2014
Overlander Project supplementation® 2013-14 0.7
Medium/Heavy ($684.2m) and additional vehicles,
trailers and equipment ($28.0m) at
Revised Second Pass Approval
Other budget 1.3
movements
Other Scope Other scope changes and Various 1.3
increase/budget | transfers
transfers (net)
Price Indexation — materials and labour (net) (to July 2010) 4 2.8
Exchange Variation — foreign exchange (net) (to 30 June 2019) 4.4
Total 24.4

Note 1: For the variations related to all projects and values refer to Table 8 of this report. For the breakdown of in-year
variation, refer to Table 9 of this report.

Note 2: For projects with multiple Second Pass Approvals, this table shows variations from the initial approval.

Note 3: Defence has advised that ‘project supplementation’ is a unique term used to describe the approvals history of
this project as follows: ‘The original amount of $2549.2, was the Government decision to split Phase 3 into
Phase 3A and 3B. In 2011, Government approved Second Pass approval of Phase 3A and the ‘Interim Pass’
Government approval for Phase 3B. The decision to grant Phase 3B ‘Interim Pass’ was to allow greater
bargaining power for Defence while negotiating Phase 3A. Phase 3B was always going to return to Government
for formal Second Pass approval, which occurred in July 2013, once contract negotiations were complete.’

Note 4: Prior to 1 July 2010, projects were periodically supplemented for price indexation, whereas the allocation for
price indexation is now provided for on an out-turned basis at Second Pass Approval.

Source: ANAO analysis of the 2018-19 PDSSs.
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Schedule

27. Delivering Major Projects on schedule continues to present challenges for Defence,
affecting when the capability is made available for operational release and deployment by the
Australian Defence Force, as well as the cost of delivery.
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28. The total schedule slippage for the 26 selected Major Projects, as at 30 June 2019, is 691
months when compared to the initial schedule.?® This represents a 27 per cent increase since
Second Pass Approval. Across MPR projects that have experienced slippage (21 of 26 projects),
the average slippage is 32.9 months (2.7 years). Table 4 below includes details of in-year and total
schedule slippage by project. The table shows an increase of 108 months of in-year slippage
during 2018-19.

29. The total slippage of 691 months in 2018-19 is 110 months lower than the total in 2017-18
of 801 months. This is due to:

. the removal of completed projects (Collins RCS, Hw Torpedo, ANZAC ASMD 2A and Battle
Management System) removing 254 months of slippage from the total reported in 2017-18

(see Table 5);

. the addition of 108 months of in-year slippage described above; and

. the Collins Comms and EW project adding 36 months of slippage to the total of 691 months;
the slippage occurred in 2016—17 but the project was reported in the MPR for the first time
in 2018-19.
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26 As noted in Note 4 of Table 2, slippage refers to the difference between the original government approved date
and the current forecast date. These figures exclude schedule reductions over the life of the project. In
November 2017, Defence raised with the ANAO, for the purposes of calculating total schedule slippage, the
feasibility of identifying what the proportion of slippage represented by the expanded scope of projects is (for
example with respect to the P-8A Poseidon and Additional MRTT projects). See Note 2 of Figure 7 of this report
which shows that the slippage attributable to increases in project scope is 94 months.
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Table 4: Schedule slippage from original planned Final Operational Capability '

Project ‘ In-year Project In-year

(months) (months)

Joint Strike Fighter 2 0 2 | Battle Comm. Sys. (Land) 24 24
2B
AWD Ships 5 40 | Additional MRTT 2 23
P-8A Poseidon 1 29 | ANZAC ASMD 2B 10 77
MRH90 Helicopters 0 89 | Collins Comms and EW 0 36
Offshore Patrol Vessel 0 0 | Pacific Patrol Boat Repl 0 2
Growler 1 HATS 3 3
Overlander Medium/Heavy 6 11 | Collins R&S 0 112
MH-60R Seahawk 0 Night Fighting Equip Repl 0 0
LHD Ships 2 0 37 | Maritime Comms 6 13
Hawkei 2 0 0 | Battle Comm. Sys. (Land) 2A 9 39
Battlefield Airlifter 0 24 | ANZAC Air Search Radar 0 0
Repl
Repl Replenishment Ships 23 7 7 | UHF SATCOM?2 21 42
CMATS 2 0 28 | LHD Landing Craft 13 51
Total (months) 108 691
Total (%) 5 27

Note 1: Refer to footnote 26.
Note 2: These projects have been identified by Defence as Projects of Interest (see paragraph 1.23 in Part 1).

Note 3: Slippage for this project is reflective of movement from a forecast of May 2022 in 2017-18, to a forecast of
December 2022 in 2018-19. While the forecast of December 2022 remains within the window for FOC
achievement approved by Government, the previous forecast of May 2022 was approved by this project’s line
management. See paragraph 2.45.

Source: ANAO analysis of the 2018—-19 PDSSs.

30. Platform availability has contributed to the slippage experienced within some projects. For
example, Maritime Comms and Collins R&S have been impacted by changes to docking schedules
of the Anzac Class frigates and Collins Class submarines respectively. Significant delays have also
been experienced by those projects with the most developmental content: AWD Ships, MRH90
Helicopters, CMATS and Battle Comm. Sys. (Land) 2B. Additionally, delays to operational test and
evaluation activities have led to delays to the LHD Ships and LHD Landing Craft projects.

31. Table 5, below, provides details of total schedule slippage by project, for projects which
have exited the MPR. Compared to the 691 months total schedule slippage for the current 26
Major Projects, the 22 projects which have exited the MPR have reported accumulated schedule
slippage of 953 months, as at their respective exit dates. Table 5 indicates that schedule slippage
for projects which have exited the MPR was more pronounced in projects with the most
developmental content.
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Table 5: Schedule slippage for projects which have exited the MPR *

Project Total | Project ‘ Total
(months) (months)
Wedgetail (Developmental) 78 | HF Modernisation (Developmental) 147
Super Hornet (MOTS) 0 | Armidales (Australianised MOTS) 45
Hornet Upgrade (Australianised MOTS) 39 | Collins RCS (Australianised MOTS) 109
ARH Tiger Helicopters (Australianised 82 | Hw Torpedo (MOTS) 63
MOTS)
C-17 Heavy Airlift (MOTS) 0 | SM-2 Missile (Australianised MOTS) 26
Air to Air Refuel (Developmental) 64 | ANZAC ASMD 2A (Australianised MOTS) 82
FFG Upgrade (Developmental) 132 | 155mm Howitzer (MOTS) 7
Bushmaster Vehicles (Australianised 1 | Stand Off Weapon (Australianised MOTS) 37
MOTS)
Overlander Light (Australianised MOTS) 9 | Battle Comm. Sys. (Australianised MOTS) 24
Next Gen Satellite 2(MOTS) 0 | C-RAM (MOTS) 2
Additional Chinook (MOTS) 6
Total 953

Note 1: The Hornet Refurb and Battle Management System (BMS) projects are not included in this table as they did
not have FOC milestones.

Note 2: Next Gen Satellite shows slippage in Figure 8, which related to the final capability milestones at the time. By
the time it reached FOC, a new final capability milestone had been introduced and slippage was reduced.

Source: PDSSs in published Major Projects Reports and ANAO analysis.

32. Additional ANAO analysis (refer to Figure 7, on page 54) has compared project slippage
against the Defence classification of projects as Military Off-The-Shelf (MOTS), Australianised
MOTS or developmental. These classifications are a general indicator of the difficulty associated
with the procurement process.

33. Figure 8 (on page 55) provides analysis of projects either completed, or removed from the
MPR review, and shows that a focus on MOTS?’ acquisitions has assisted in reducing schedule
slippage. Prima facie, the more developmental in nature a project is, the more likely it will result
in a greater degree of project slippage. Figure 8 was requested by the JCPAA in May 2014.28

34, Longitudinal analysis indicates that while the reasons for schedule slippage vary, it
primarily reflects the underestimation of both the scope and complexity of work, particularly for
Australianised MOTS and developmental projects (see paragraphs 2.31 to 2.37).

Capability

35. The third principal component of project performance examined in this report is progress
towards the delivery of capability required by government. While the assessment of expected
capability delivery by Defence is outside the scope of the Auditor-General’s formal review

27 Off-The-Shelf: Systems, hardware or software that already exists or is confirmed in service for an equivalent
purpose and requires no, or minimal, change. Sometimes expressed as commercial off-the-shelf or military off-
the-shelf. Department of Defence, Interim Defence Test and Evaluation Manual, Defence, Canberra, 2016, Annex
1A, Definitions, p. iii.

28 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 442: Inquiry
into the 2012—13 Defence Materiel Organisation Major Projects Report, (2014), Recommendation 5, p. 31.
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conclusion, it is included in the analysis to provide an overall perspective of the three principal
components of project performance.

36. The Defence PDSSs report that 20 projects in this year’s report will deliver all of their key
capability requirements. Defence’s assessment indicates that some elements of the capability
required may be ‘under threat’, but the risk is assessed as ‘manageable’. The five project offices
experiencing challenges with expected capability delivery (2017-18: three) are Joint Strike
Fighter, MRH90 Helicopters, Hawkei, Battlefield Airlifter and LHD Landing Craft. One project office
(AWD Ships) reports that it is unable to deliver all of the required capability by FOC.

37. Defence’s presentation of capability delivery performance in the PDSSs is a forecast and
therefore has an element of uncertainty. In 2015-16, the ANAO developed an additional measure
of the status of current capability delivery progress to assist the Parliament — Capability Delivery
Progress — which is a tally of the capability delivered as at 30 June 2019, as reported by Defence.
Table 6 below provides a worked example of the ANAQ’s methodology, utilising the performance
information provided in the relevant PDSS.

Table 6: Capability Delivery Progress assessment — Additional MRTT (multi-role
tanker transport)
Capability elements No. of No. of Comments
as per Section 4.2 of the PDSS elements elements
approved delivered at 30
I June 2019
Delivery of first aircraft, and delivery of initial spares 2 2 First aircraft and
and support equipment (IMR) initial spares delivery
completed.
Delivery of second aircraft, delivery of remaining spares 3 2 Second aircraft and
and support equipment, and delivery of Aircraft Stores remaining spares and
Replenishment Vehicle (FMR) support equipment
delivery completed.
Aircraft Stores
Replenishment
Vehicle yet to be
delivered.
Total (number) 5 4
Total (%) 100 80

Source: PDSSs in published Major Projects Reports and ANAO analysis.

38. Table 7 below, summarises expected capability delivery as at 30 June 2019 — as reported
by Defence and using the ANAQ’s Capability Delivery Progress measure.
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Table 7: Capability delivery

Expected 2016-17 2017-18  2018-19 [PlexToE1o{[1ATAn I [T aY 2018-19 2018-19

Capability MPR (%) MPR (%) MPR (%) BEll[GES MPR (%) MPR (%)

(Defence (ANAO Analysis) Adjusted 3

Reporting)

High Confidence 98 99 99 Delivered 67 54

(Green)

Under Threat, 2 1 1 Not yet delivered 33 46

considered

manageable

(Amber)

Unlikely (Red) 0’ 0 02 Not delivered at FOC 02 02

Total 100 100 100 Total 100 100
Note 1: Defence advised in this year that Joint Strike Fighter would not deliver one element of capability at FOC (which

Note 2:

Note 3:

Source:

39.

equated to approximately one per cent of elements required). However, across all the Major Projects this
percentage rounded to zero.

Defence advised in this year that AWD Ships would not deliver one element of capability at FOC (which equates
to approximately one per cent of elements required). However, across all the Major Projects this percentage
rounds to zero.

While the left-hand column reports the total percentage of elements delivered across all 26 Major Projects, the
right-hand adjusted column reports the average percentage of elements delivered per project. This adjustment
results in an analysis where all projects have equal weight and the percentage is not affected by the numbers
of deliverables per project.

PDSSs in published Major Projects Reports and ANAO analysis.
In addition to reporting on expected capability delivery, Defence has continued the

practice of including in the PDSSs declassified information on settlement actions for projects,
including stop payments and liquidated damages. During 2018-19, Hawkei, Pacific Patrol Boat
Repl, and UHF SATCOM had negotiated contractual settlements involving stop payments or
liguidated damages. Prior settlements for projects within this report related to MRH90
Helicopters, LHD Ships and Maritime Commes.
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1. The Major Projects Review

11 This chapter provides an overview of the scope and approach adopted by the Australian
National Audit Office (ANAO) for the review of the 26 Project Data Summary Sheets (PDSSs)
prepared by the Department of Defence (Defence). This chapter also provides the results of the
Major Projects Report (MPR) review.

Review scope and approach

1.2 In 2012 the Joint Committee of Public Accounts and Audit (JCPAA) identified the review of
the PDSSs as a priority assurance review, under subsection 19A(5) of the
Auditor-General Act 1997 (the Act). This provided the ANAO with full access to the information
gathering powers under the Act. The ANAQ's review of the individual project PDSSs, which are
reproduced in Part 3 of this report, was conducted in accordance with the auditing standards set
by the Auditor-General under section 24 of the Auditor-General Act 1997 through its
incorporation of the Australian Standard on Assurance Engagements (ASAE) 3000 Assurance
Engagements Other than Audits or Reviews of Historical Financial Information, issued by the
Australian Auditing and Assurance Standards Board.

1.3 The following forecast information is excluded from the scope of the ANAQ’s review:
capability delivery, risks and issues, and forecast dates. These exclusions are due to the lack of
Defence systems from which to provide complete and accurate evidence?, in a sufficiently timely
manner to complete the review. Accordingly, the Independent Assurance Report by the
Auditor-General does not provide any assurance in relation to this information. However,
material inconsistencies identified in relation to this information, are required to be considered
in forming the conclusion.

14 The ANAQ’s work is appropriate for the purpose of providing an Independent Assurance
Report in accordance with the above auditing standard. However, the review of individual PDSSs
is not as extensive as individual performance and financial statement audits conducted by the
ANAQ, in terms of the nature and scope of issues covered, and the extent to which evidence is
required by the ANAO. Consequently, the level of assurance provided by this review, in relation
to the 26 major Defence equipment acquisition projects (Major Projects), is less than that provided
by the ANAQ’s program of audits.

1.5 Separately, the ANAO undertakes analysis of key elements of the PDSSs and examines
systemic issues and provides longitudinal analysis for the 26 projects reviewed.

1.6 The review was conducted in accordance with the ANAO Auditing Standards at a cost to
the ANAO of approximately $2.2 million.3°

29 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 473:
Defence Major Projects Report (2016-17), (2018), Recommendation 2, p. vii.

30 Defence has reported that its estimated cost of producing each MPR is $2.4 million on page 74 in Part 2 of this
report.
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Review methodology

1.7

1.8

The ANAQ'’s review of the information presented in the individual PDSSs included:
examination and assessment of the governance and oversight in place to ensure
appropriate project management;

an assessment of the systems and controls that support project financial management, risk
management and project status reporting, within Defence;

an examination of each PDSS and the documents and information relevant to them;

a review of relevant processes and procedures used by Defence in the preparation of the
PDSSs;

discussions with persons responsible for the preparation of the PDSSs and management
of the projects;

analysis of project information, for example, cost and schedule variances;
taking account of industry contractor comments provided on draft PDSS information;

assessing the assurance by Defence managers attesting to the accuracy and completeness
of the PDSSs;

examination of the representations by the Chief Finance Officer supporting the project
financial assurance and contingency statements;

examination of confirmations, provided by the Capability Managers, relating to each
project’s progress toward Initial Materiel Release (IMR), Final Materiel Release (FMR),
Initial Operational Capability (I0C) and Final Operational Capability (FOC); and

examination of the Statement by the Secretary of Defence, including significant events
occurring post 30 June, and management representations by the Secretary of Defence.

The ANAOQO’s review of PDSSs also focused on project management and reporting

arrangements contributing to the overall governance of the Major Projects. The ANAO considered:

developments in acquisition governance (see paragraphs 1.10 to 1.32, below);

the financial framework, particularly as it applies to the project financial assurance and
contingency statements, and Defence’s advice that project financial reporting during
2018-19 would be prepared on the same basis as project approvals and expenditure
represented in the Portfolio Budget Statements and the Defence Annual Report (i.e. on a
cash basis) (Section 2 of the PDSSs);

schedule management and test and evaluation processes (Section 3 of the PDSSs);

capability assessments, including Defence statements of the likelihood of delivering key
capabilities, particularly where caveats are placed on the Capability Manager's declaration
of significant milestones (Section 4 of the PDSSs);

the ongoing reform process for Defence’s Enterprise Risk Management Framework, and
the completeness and accuracy of major risk and issue data (Section 5 of the PDSSs);

the project maturity framework along with its related reporting and the systems in place
to support the consistent and accurate application and the provision of this data (Section 6
of the PDSSs); and
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. the impact of acquisition issues on sustainment to ensure the PDSS is a complete and
accurate representation of the acquisition project.

1.9  Thisreview informed the ANAO’s understanding of the systems and processes supporting
the PDSSs for the 2018-19 review period. It also highlighted issues in those systems and processes
that warrant attention.

Acquisition governance

1.10 Consistent with previous years, the ANAO considered Defence’s acquisition governance
processes when planning and conducting review for the 2018-19 MPR. While some of these
processes are now established, others continue to mature or require further development to
achieve their intended impact.

Defence Independent Assurance Reviews

1.11 The Defence Independent Assurance Review process provides the Defence Senior Executive
with assurance that projects and products will deliver approved objectives and are prepared to
progress to the next stage of activity. Reviews allow early identification of problem projects and
products, facilitating their timely recovery. 3% 32

1.12 Formerly called Gate Reviews, Independent Assurance Reviews are intended to be
conducted at key acquisition and sustainment ‘gates’ in the Capability Life Cycle.33

1.13 Twenty of the 26 projects included in this report had an Independent Assurance Review
conducted during 2018-1934, which formed key corroborative evidence for the ANAQ’s review.

Projects of Concern

1.14 The Projects of Concern process is intended to focus the attention of the highest levels of
government, Defence and industry on remediating problem projects. The process has continued
to play a role across the portfolio of MPR projects.3> As at 30 June 2019, one MPR project, MRH90
Helicopters, was a continuing Project of Concern. The project was placed on the list in November
2011 due to contractor performance relating to significant technical issues preventing the
achievement of milestones on schedule.3®

31 Department of Defence, Independent Assurance Reviews for Projects and Sustainment Products, Defence,
Canberra, 2016, pp. 3 and 9.

32 Although referred to by Defence as ‘assurance’ reviews, these administrative reviews are not carried out within
frameworks issued by the Australian Auditing and Assurance Standards Board.

33 Defence advised in November 2017 that ‘Gate Review’ is now a description for a separate process that leads to
Gate submission (to the Investment Committee) including the CASG Independent Assurance Review and the
Capability Manager Gate Review.

34 Independent Assurance Reviews were conducted for: Joint Strike Fighter, AWD Ships, P-8A Poseidon, Offshore
Patrol Vessels, Growler, Overlander Medium/Heavy, MH-60R Seahawk, Hawkei, Battlefield Airlifter, Repl
Replenishment Ships, Battle Comm. Sys. (Land) 2B, CMATS, Additional MRTT, Collins Comms and EW, Pacific
Patrol Boat Repl, HATS, Maritime Comms, Battle Comm. Sys. (Land) 2A, ANZAC Air Search Radar Repl, and
UHF SATCOM.

35 Department of Defence, Defence Annual Report 2018—19, Chapter 7, Asset Management, Defence, Canberra,
2019, p. 131.

36 Issues in the project were discussed in Auditor-General Report No. 52, 2013-14 Multi-Role Helicopter Program.
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1.15 Auditor-General Report No.312018-19, Defence’s Management of its Projects of Concern,
assessed whether the Department of Defence’s Projects of Concern regime was effective in
managing the recovery of underperforming projects. It concluded that, while the regime is an
appropriate mechanism for escalating troubled projects to the attention of senior managers and
ministers, Defence was not able to demonstrate the effectiveness of its regime in managing
recovery of underperforming projects. Moreover, the audit observed that the transparency and
rigour of the framework’s application has declined in recent years. The audit recommended that:

. Recommendation no.1: Defence introduce, as part of its formal policy and procedures, a
consistent approach to managing entry to, and exit from, its Projects of Interest and
Projects of Concern lists. This should reflect Defence’s risk appetite and be made
consistent with the new Capability Acquisition and Sustainment Group Risk Model and
other, Defence-wide, frameworks for managing risk. To aid transparency, the policy and
the list should be made public.

. Recommendation no.2: Defence evaluates its Projects of Concern regime.3’

Defence has agreed to implement these recommendations. It has advised that the Project Risk
Management System (PRMS) being developed as part of the risk reform should provide a consistent
approach for entry into and exit from the Projects of Interest and Projects of Concern Lists. Defence
advised that it intends for this recommendation to be implemented by March 2020 but notes that
this will depend on progress in implementing the CASG Risk reform (see paragraphs 1.56 to 1.62)

1.16 In relation to Recommendation 2, Defence has advised that CASG’s Project Management
Branch will analyse Projects of Concern to understand the root cause of project performance.
Defence has also advised that lessons will be published, communicated and used to treat systemic
issues in project practice and performance, including the training and skilling of project
management. The CASG Project Management Branch will assess the contribution of the Projects of
Concern regime to managing the recovery of underperforming projects.

1.17 The ANAO will continue to monitor Defence’s implementation of the recommendations and
report on progress in the next MPR.

Quarterly Performance Report

1.18 The Defence Quarterly Performance Report (QPR) aims to provide senior stakeholders
within government and Defence with insight into the delivery of major capability to the Australian
Defence Force.?® The report is provided to the Minister for Defence and the Minister for Defence
Industry on a quarterly basis.3°

1.19 InJuly 2019, the ANAO completed an audit on the effectiveness of the QPR in providing
senior stakeholders with accurate and timely information on the status and emerging risks and
issues. It found the June 2018 QPR, reviewed by the ANAO, to be largely effective, contained

37 Auditor-General Report No. 31 2018-19 Defence’s Management of its Projects of Concern, p. 10.
38 Department of Defence, Quarterly Performance Report June 2019, Defence, Canberra, 2019, p. 4.

39 Auditor-General Report No. 3 2019-20 Defence’s Quarterly Performance Report on Acquisition and
Sustainment, p. 7.
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mostly accurate information, and was valued by senior stakeholders.*® The ANAO recommended
that Defence improve the QPR as a tool for senior leaders by reporting on:

(a) trend performance data for sustainment products; and

(b) emerging candidates for the Projects/Products of Concern list and Products/Projects of
Interest list that have been recommended by an Independent Assurance Review or which
are under active consideration by senior management.*!

1.20 Inthe course of its review for the 2018-19 MPR, the ANAO observed that Defence’s June
2019 QPR reported on both improved and deteriorated performance for both acquisition and
sustainment products since the previous QPR.*? This reflects a change in trend reporting
consistent with the agreed ANAO recommendation.

1.21 The ANAO also observed as part of its review that Defence’s June 2019 QPR reported the
emerging candidates for the Projects/Products of Concern list and Products/Projects of Interest
list which had been recommended either by an IAR or which were under active consideration.
This change was also consistent with the agreed ANAO recommendation.*?

1.22 The ANAO examines QPRs as part of the procedures for its limited assurance review of
Defence’s PDSSs.** For the 2018-19 review, the ANAO examined the five QPRs from September
2018 to September 2019.%4

1.23  The June 2019 QPR identified six MPR projects as Projects of Interest?®:
. Joint Strike Fighter, noting risks related to affordability and 10C and FOC deliverables*’;

° LHD Ships, due to ongoing operational testing, a large number of outstanding
requirements, defects and deficiencies, and an immature support system?é;

40 Auditor-General Report No.3 2019-20 Defence’s Quarterly Performance Report on Acquisition and Sustainment,
pp. 8-9.

41 ibid, p. 11.

42 Department of Defence, Quarterly Performance Report June 2019, Defence, Canberra, 2019, pp. 19-21.

43 ibid, pp. 14-15.

44  Similar to the PDSSs, the QPR provides a summary of projects’ performance in the areas of cost, schedule and
capability. However, there are some differences between the measures used, and the level of detail provided.
For example, both the PDSSs and the QPR use a ‘traffic light indicator’ to reflect capability delivery, but the
indicators are defined differently between the two products. In the PDSSs, Amber capability is defined as ‘under
threat but still considered able to be met’, whereas the QPR defines Amber capability as ‘major elements of
scope about to fail against the baseline’. In addition, the QPR allows for only one indicator to be used in the
assessment, i.e. ‘all Green’, ‘all Amber’ or ‘all Red’. In contrast, the Pie Chart in the PDSSs allows for a
breakdown of capability, with individual components assessed as Green, Amber or Red, providing a more
detailed assessment (see paragraphs 2.48-2.59).

45 The September 2019 QPR has been examined in the context of reviewing the Statement by the Secretary of
Defence relating to significant events occurring post 30 June 2019.

46 These are CASG acquisition projects that have variances significant enough — in the areas of schedule, cost,
and/or capability performance — to warrant attention from senior management. Department of Defence,
Quarterly Performance Report June 2019, Defence, Canberra, 2019, p. 36.

47 Department of Defence, Quarterly Performance Report June 2019, Defence, Canberra, 2019, p. 38.

48 ibid, p. 37.
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. Hawkei, due to risks to capability and schedule that relate to ongoing reliability issues,
design maturity, and production delays caused by the voluntary administration of the
engine manufacturer (Steyr Motors)*%;

. Repl Replenishment Ships (Maritime Operational Support Capability), due to a change in
delivery strategy with the prime contractor, which caused significant schedule changes,
and deficiencies in the Integrated Logistics Support system®?;

. Civil Military Air Traffic Management System (CMATS), noting risks to schedule due to
execution of design milestones and poor scope definition, and ongoing contract
negotiations®!; and

. UHF SATCOM, due to delays in contract negotiation, software development and US
Government certification. In the March 2019 QPR, the entire JP2008 program was
identified as a Program of Interest, which is inclusive of UHF SATCOM.>?

1.24 These ongoing issues for the Joint Strike Fighter, LHD Ships, Hawkei, Repl Replenishment
Ships, CMATS, and UHF SATCOM projects align with the results of the ANAQ’s review of the PDSSs.
Delays to progress have impacted the delivery schedule of Hawkei, Repl Replenishment Ships, and
UHF SATCOM during 2018-19>3 (see Table 4, on page 15).

Project Directives and Materiel Acquisition Agreements

1.25 Project Directives (previously known as Joint Project Directives) state the terms of
government approval, reflecting the approved scope and timeframes for activities,
responsibilities and resources allocated, and key risks and issues.>* Project Directives are used to
inform internal Defence documentation such as Materiel Acquisition Agreements (MAAs)
between Capability Acquisition and Sustainment Group (CASG) and the Service Chiefs.>> 56 Project
Directives are a key governance document under the Capability Life Cycle®’, intended to ensure that
all parties in Defence are informed of Government decisions. The ANAO has previously highlighted
the importance of ensuring that Project Directives properly reflect the relevant Government
decision, and that MAAs are appropriately aligned with the relevant Project Directive.>®

1.26 In some cases Project Directives have been finalised after the MAAs they are intended to
inform and, as a result, care is required to ensure that Project Directives properly reflect the
relevant government decision, and that MAAs are appropriately aligned with the relevant Project

49 Department of Defence, Quarterly Performance Report June 2019, Defence, Canberra, 2019, p. 41.
50 ibid, p. 51. See Note 2, Table 4.

51 ibid, p. 39.

52 Department of Defence, Quarterly Performance Report March 2019, Defence, Canberra, 2019, p. 27.

53 Repl Replenishment Ships and UHF SATCOM had 7 and 21 months of in-year slippage to their FOC dates
respectively. Hawkei did not experience slippage to FOC, but its IMR and IOC milestones slipped by 12 months.

54 Department of Defence, Interim Capability Life Cycle Manual, Defence, Canberra, 2017, pp. 14 and 93.

55 The Project Directive defines the Project, in terms of fundamental inputs to capability, together with the
resources necessary to deliver the project and is developed in accordance with the parameters agreed by
government. Department of Defence, Interim Capability Life Cycle Manual, Defence, Canberra, 2017, p. 93.

56 The Interim Capability Life Cycle Manual does not describe MAAs and instead refers to Product Delivery
Agreements (PDAs) (see paragraph 1.29). Projects in this MPR have an approved MAA.

57 Department of Defence, Interim Capability Life Cycle Manual, Defence, Canberra, 2017, pp. 14 and 93.

58 Auditor-General Report No.6 2013—-14 Capability Development Reform, p. 232.
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Directive. The mechanism for providing the directive is via the Capability Lifecycle (CLC)
Management Tool, which records the Government decision in relation to a project. In some cases,
the Joint Force Authority may provide a specific documented directive. For all four new projects
entering the 2018-19 MPR, it was not clear whether the projects had their Project Directive
signed prior to the MAA. These projects either did not have a specific documented Project
Directive, or were unable to access the CLC Management Tool at the time of the ANAO site visits.
Project Directives are a requirement of the Interim CLC Manual®®, and their production increases
the likelihood of complying with government decisions.

1.27 The ANAO requires access to original approval documents to validate the requirements of
projects. At this time, validation based on internal Defence documentation is not always possible.

1.28 The ANAO will continue to take Project Directives into account as part of its review. The
extent to which they can be relied upon will be dependent on the completeness and accuracy of
Project Directives, in relation to recording the detail of government approvals.

1.29 Product Delivery Agreements (PDAs)® were being developed to replace the existing MAAs
and Materiel Sustainment Agreements (MSAs). Defence has advised the ANAO that this initiative
has not progressed.

Business systems

1.30 Defence continues to review its business systems with the aim of consolidating processes
and systems in order to provide a more manageable system environment. As reported to the
JCPAA on 31 March 2017, Defence stated that there was a ‘need to get a single unified system of
accountability and reporting inside the organisation’.®! During 2018-19, and at the time of this
report, the Monthly Reporting System (MRS), which provides much of the data for the PDSSs,
remains in place. Defence has advised that an update to the MRS, which may be a new system,
will commence pilot testing in April 2020.

1.31 InOctober 2018, Defence advised that it had concluded its trial of the Project Performance
Review (PPR) in November 2017. At that time, PPR was a spreadsheet; now, the PPR is a bespoke
Information Communications Technology (ICT) platform which draws project performance data
from Defence systems. It is intended for use by project managers to inform discussions with
Project Directors and Branch Heads. PPR has not been developed to replace the MRS.

1.32 InJanuary 2018, Defence initiated a plan to implement the PPR across CASG. Defence has
now commenced Phase 2 of PPR Release, and its ICT platform is currently being used by 60
projects. Defence has advised that six MPR projects are using PPR.5? The information in these

59 Department of Defence, Interim Capability Life Cycle Manual, Defence, Canberra, 2017, p. 14.

60 A PDA is an agreement between the Sponsor and Lead Delivery Group which specifies the scope, resourcing,
priorities and performance and preparedness requirements for support of a capability system throughout its life,
to support performance measurement. Department of Defence, Interim Capability Life Cycle Manual, Defence,
Canberra, 2017, p. 92.

61 Commonwealth, Public Hearing, Joint Committee of Public Accounts and Audit, 31 March 2017, Mr. K Gillis,
Deputy Secretary, Capability Acquisition and Sustainment Group, Department of Defence, p. 11.

62 Joint Strike Fighter, Overlander Medium/Heavy, Hawkei, Battlefield Airlifter, CMATS, and Night Fighting Equip
Repl.
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documents is largely consistent with the projects' PDSSs. The ANAO observed inconsistencies
relating to:

. project approval dates;
. the number of High- or Extreme-rated project risks; and
° project maturity scores.

Results of the review

1.33 The following sections outline the results of the ANAQ's review, which inform the overall
conclusion in the Independent Assurance Report by the Auditor-General for 2018-19.

Financial framework

1.34  The project financial assurance statements were introduced in the 2011-12 Major Projects
Report and have been included within the scope of the Independent Assurance Report by the
Auditor-General since 2014-15. The contingency statements were introduced for the first time in
the 2013-14 report and these describe the use of contingency funding to mitigate project risks.
Together, they are aimed at providing greater transparency over projects’ financial status.

1.35 A project’s total approved budget comprises:

. the allocated budget, which covers the project’s approved activities, as indicated in the
MAA; and
. the contingency budget, which is set aside for the eventuality of risks occurring and

includes unforeseen work that arises within the delivery of the planned scope of work.%3

1.36 In 2018-19, the ANAO reviewed the financial framework as it applied to managing project
budgets and expenditure, including: project financial assurance, contingency, the reporting
environment, and reporting cost variations and personnel costs.

Project financial assurance statement

1.37 The project financial assurance statement’s objective is to enhance transparency by
providing readers with information on each project’s financial position (in relation to delivering
project capability) and whether there is ‘sufficient remaining budget for the project to be
completed’.%

1.38 In September and November 2018, due to cost pressures, the Joint Strike Fighter project
received government approval to transfer project scope of $1.5 billion to other phases of the Joint
Strike Fighter program (none of which have been approved by government). There was no
corresponding transfer of funds out of the project budget.®> The PDSS states that ‘there is
sufficient budget, including contingency, remaining for the project to deliver the revised scope’.

63 Department of Defence, (PM) 003, CASG Project Controls Manual, Acronyms, Abbreviations and Definitions,
2017, p. 8.

64 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 436:
Review of the 2011-12 Defence Materiel Organisation Major Projects Report, (2013), paragraph 3.4, p. 14.

65 Defence advised the ANAO in November 2019 that scope elements (principally the Engine Maintenance Repair
Overhaul and Upgrade facility, worth $0.08 billion) were brought forward from later phases into the Joint Strike
Fighter project without commensurate funding transfer.
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1.39 The Joint Strike Fighter PDSS reports a risk that project capability may be affected by
overall funding or programming issues arising from internal cost growth, forecasting accuracy and
external budget constraints. The remedial actions to address this risk reported in the PDSS
include:

. ‘Conduct ongoing engagement with the F-35 Joint Program Office and major project
suppliers to facilitate improved cost data to allow the F-35 project to meet budgeting and
programming expectations’ — i.e. clarifying potential cost pressures on the project;

. ‘Proactive management of cost risk identification and engagement with the Capability
Manager to prioritize requirements to deliver project capability within the approved project
budget’ — i.e. actively identify cost risk and engage with senior leaders; and

. ‘Options may be developed for Capability Manager consideration to achieve project
affordability by aligning project expenditure with the Defence Integrated Investment Program
capacity in any specific year’ — i.e. consider options for scheduling project expenditure to align
with Defence’s available funding.

1.40 The Chief Finance Officer’s representation letter to the Secretary of Defence on the
2018-19 MPR’s project financial assurance statements was unqualified. The project financial
assurance statement is restricted to the current financial contractual obligations of Defence for
these projects, including the result of settlement actions and the receipt of any liquidated
damages, and current known risks and estimated future expenditure as at 30 June 2019.

Contingency statements and contingency management

1.41 The purpose of the project contingency budget is to estimate the inherent cost, schedule
and technical uncertainties of projects’ in-scope work.®® Defence policy requires project managers
to ensure that all decisions in regards to a project’s contingency budget are included in the project’s
contingency budget log to ensure ongoing transparency and traceability.®’

1.42 PDSSs are required to include a statement regarding the application of contingency funds
during the year, if applicable, as well as disclosing the risks mitigated by the application of those
contingency funds. Defence’s Project Risk Management Manual (PRMM version 2.4, page 110)%8
requires that contingency be applied for identified risk mitigation activities which have been
assessed as being cost effective and representing value for money.

1.43 Contingency provisions for projects are not programmed or funded in cash terms.?® As
such, projects are encouraged to meet contingency funding requirements from within their
currently programmed cash funding. If this cannot be achieved, a project may then propose to
access contingency funding from the relevant capital program (Approved Major Capital
Investment Program (AMCIP), Facilities and Infrastructure Program (FIP) and ICT Capital Program).

66 Department of Defence, Management of Contingency Budgets in Defence Acquisition Projects, Defence,
Canberra, 2019, p. 2.

67 ibid, p. 5.
68 In August 2019, Defence issued version 2.5 of the PRMM document. This latest version will be used to review
projects’ contingency statement and management in the 2019-20 MPR.

69 Department of Defence, Management of Contingency Budgets in Defence Acquisition Projects, Defence,
Canberra, 2019, p. 3.
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If this cannot be achieved, the contingency call will be presented to the Defence Investment
Committee, which if agreed will potentially be met by budget offsets across the whole Integrated
Investment Program.”°

1.44 Three projects in the MPR had contingency funds applied in 2018-19: MRH90 Helicopters
(supportability and performance risks), Repl Replenishment Ships (implementation of capability
requirements such as spares and identification of friend or foe, and delivery from Spain to
Australia), and Battle Comm. Sys. (Land) 2B (Interface Control Integration).

1.45 In 2017-18, the remaining scope of two projects was transferred into Collins R&S
(SEA 1114 Phase 3 and SEA 1439 Phase 5B1). In 2018-19, the associated budgets were transferred
to Collins R&S. A contingency allocation was transferred along with the budget of SEA 1439 Phase
5B1. Previous to this, Collins R&S did not have a contingency allocation. As a result, all 26 projects
in the 2018—-19 MPR now have a contingency allocation.

1.46 The ANAOQ’s examination of projects’ contingency logs as at 30 June 2019 highlighted that:

. the clarity of the relationship between contingency allocation and identified risks continues
to be an issue. Five projects (LHD Ships, Repl Replenishment Ships, CMATS, ANZAC ASMD 2B,
and Pacific Patrol Boat Repl) did not explicitly align their contingency log with their risk log, by
including risk identification numbers as required by PRMM version 2.4; and

. there were two project offices (CMATS and ANZAC Air Search Radar Repl) that did not
meet all the requirements of PRMM version 2.4 in terms of keeping a record of review of
contingency logs. However, the ANAO observed that the information required could be
located in other documents.

1.47 Non-compliance with PRMM version 2.4 has resulted in inconsistent approaches between
projects in the management of contingency logs, with some projects advising that they will not
remedy these non-compliances until the outcomes of the risk management reform within CASG
are known (see para 1.59).

Reporting environment

1.48 On4 April 2018, Defence advised project offices that project financial reporting for 2017-18
PDSSs would be prepared on the same basis as project approvals and expenditure represented in
the Portfolio Budget Statements and the Defence Annual Report (i.e. on a cash basis).”*

1.49 Defence obtains cash expenditure data using a management reporting tool called BORIS.
Prior to the 2017-18 MPR, accrual expenditure data was extracted from the Financial Management
Information System known as ROMAN. Given the change in the extraction method, the ANAO
requested that Defence perform reconciliations of the cash expenditure figures from BORIS to
ROMAN for each project.

1.50 In the 2018-19 MPR, Defence continued to report the projects' financial information on a
cash basis and therefore continued to perform these reconciliations. This activity concluded in
October 2019 and enabled the ANAO to obtain assurance over the cash expenditure. The Defence

70 Department of Defence, Management of Contingency Budgets in Defence Acquisition Projects, Defence,
Canberra, 2019, p. 4.

71 Auditor-General Report No.26 2017-18 2016—17 Major Projects Report, p. 41.
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Chief Finance Officer has determined that, from the 2020-21 MPR onwards, Defence would report
expenditure data on an accrual basis. The 2019-20 MPR should, therefore, be the last year that
these reconciliations need to be performed.

Reporting cost variations since Second Pass Approval and personnel costs

1.51 InMay 2018, the JCPAA wrote to the Auditor-General to request that the ANAO report back
to it ‘on how Defence major project cost variations and the costs of retaining project staff over time
might be reported annually in future Major Projects Reports.’”?

1.52 A new table was included in the 2017-18 MPR showing all budget variations post initial
Second Pass Approval for projects. Refer to Table 8 on page 42.

Project Personnel Numbers and Costs

1.53 In terms of calculating the cost of retaining project staff, Defence advised the ANAO in
November 2018 that its current IT systems do not provide a direct mapping of personnel to projects.
It noted that personnel often work on multiple projects and sustainment activities at any given time.

1.54 The ANAO observed during fieldwork in 2019 that several MPR projects had staff who
worked concurrently on other projects, which included shared corporate staff. Some of these
projects did not have systems in place to record accurately the proportion of time these shared staff
attributed to the project. Moreover, the ANAO observed that MPR projects used different methods
to record personnel data.

1.55 Defence has advised the ANAO that it is not yet in a position to provide the staff cost
component of projects and its systems are not capable of calculating the cost of retaining project
staff over time. Accordingly, Defence has not provided any data on the costs of project staff for
projects in the MPR. The ANAO will continue to monitor Defence’s progress in recording project
personnel numbers and costs in future reports.

Enterprise Risk Management Framework

1.56 While major risks and issues data in the PDSSs remains excluded from the formal scope of
the Auditor-General’s Independent Assurance Report’®, material inconsistencies identified in
relation to this information are required to be detailed in the report. The following information is
included to provide an overall perspective of how risks and issues are managed within Defence
and the selected Major Projects.

1.57 Risk management has been a focus of the MPR since its inception. The CASG risk
management environment consists of multiple policies and varying implementation mechanisms
and documentation. There are multiple group-level (i.e. CASG), sub-group (i.e. Divisional) and
project-level risk management documents. The primary focus of the ANAQ’s examination of risk
management is at the project level, in order to provide assurance over the PDSSs.

1.58 At the Group level, Deputy Secretary CASG issued a directive in May 2017 establishing a
CASG Risk Management Reform Program to implement a risk management model that is situated

72 The reporting of cost variations was also raised at the JCPAA’s public hearing into the 2016-17 MPR on 23
March 2018 and at estimates hearings of the Finance and Public Administration Legislation Committee on 27
February 2018.

73 See paragraph 1.3 in Part 1 of this report for more information.
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within Defence’s risk management framework. To date, Defence has delivered the first two phases
of the reform (establishment of the CASG Risk Management Group Model, and the associated
support activities such as training and consultation). The third phase of the reform — which includes
the development of risk management policies and toolsets for use by projects — was initially
planned to be concluded in June 2019. Defence has advised that it has experienced delays in
completing certain deliverables, and that the contract for the completion of the Risk Reform
Program has been extended to February 2020. Defence expects that, once the Reform has
concluded, implementation will take a number of annual cycles to reach maturity.”*

1.59 The ANAO has observed that some projects chose not to review risk and issues
management procedures until this stage has been completed, as noted at paragraph 1.47. The
ANAO will continue to monitor the implementation of the reform as part of future reviews, but
will not be able to consider including risks and issues in the scope of the MPR until the reform is
sufficiently progressed.

1.60 In 2018-19, the ANAO again examined project offices’ risk and issue logs at the Group and
Service level, which are predominantly created and maintained utilising spreadsheets and/or
Predict! software.” Overall, the issues with risk management that the ANAO observed related to:

. variable compliance with corporate guidance, for example all projects had a Risk
Management Plan, however; 10 out of 26 Major Projects did not validate the currency of
the Risk Management Plan in line with PRMM version 2.476;

. the visibility of risks and issues when a project is transitioning to sustainment;

. for one project (Joint Strike Fighter), sustainment and acquisition risks are managed
together, despite Defence risk management policy for acquisition and sustainment
providing inconsistent guidance”’;

. the frequency with which risk and issue logs are reviewed to ensure risks and issues are
appropriately managed in a timely manner, and accurately reported to senior management;

. risk management logs and supporting documentation of variable quality, particularly
where spreadsheets are being used’?; and

. lack of quality control resulting in inconsistent approaches in the recording of issues within
Predict!

1.61 The ANAO has previously observed that Defence’s use of spreadsheets as a primary form
of record for risk management is a high risk approach. Spreadsheets lack formalised
change/version control and reporting, thereby increasing the risk of error. This can make

74  See Part 2 of this report.
75 Predict! is a risk management tool used by Defence to manage risks and issues.

76 The Defence Project Risk Management Manual version 2.4, Business Rule 2 requires the project manager to
validate the currency of the RMP on transition from one stage of the Materiel Life Cycle to the next stage and, for
any stage that is longer than six months, every six months within that stage.

77 As at 30 June 2019, Defence risk management guidance for acquisition projects was the DMM (PROJ) 11-0-002
Project Risk Management Manual, version 2.4, 2013; and guidance for sustainment products was the DMM
(LOG) 04-0-003, Defence Materiel Manual (Logistics Management), which provide different consequence and
likelihood descriptors.

78 Spreadsheets lack formalised change/version control and reporting, increasing the risk of error.
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spreadsheets unreliable corporate data handling tools as accidental or deliberate changes can be
made to formulae and data, without there being a record of when, by whom, and what change
was made. As a result, a significant amount of quality assurance is necessary to obtain confidence
that spreadsheets are complete and accurate at 30 June, which is not an efficient approach. The
ANAOQ’s review of CASG’s 26 project offices indicates that 15 utilise spreadsheets’ as their
primary risk management tool, five utilise Predict!®, one (Maritime Comms) utilises both
Microsoft Excel and Predict!, two (Joint Strike Fighter and CMATS) utilise a bespoke SharePoint
based tool, one (MH-60R Seahawk) utilises Microsoft Word, one (Night Fighting Equip Repl)
utilises the Project Performance Review (see paragraph 1.31), and one (HATS) does not currently
manage any risks given the delivery of all primary project elements. Defence has advised that a
risk management system will not be mandated until the outcomes of the CASG risk reform are
known (see paragraph 1.58).

1.62 TheJCPAArecommended in September 2018 that Defence plan and report a methodology
to the Committee showing how acquisition projects can transition from the use of spreadsheet
risk registers to tools with better version control.8! In response, Defence advised that the Risk
Reform Program was developing a revised methodology for managing project risk and intended
to commence prioritised transition of projects into the remodelled risk management approach
from the first quarter of 2019. However, the ANAO observed in the course of its 2019 site visits
that MPR projects had not received project specific guidance. Defence advised the ANAO in
October 2019 that it is looking to mandate a standardised ICT tool for the management of risk
across projects. The decision on this tool is expected in November 2019. The 2019-20 MPR will
report on MPR projects’ use of the mandated tool.

Project maturity framework

1.63  Project Maturity Scores have been a feature of the Major Projects Report since its
inception in 2007-08. The DMO Project Management Manual 2012 defined a maturity score as:

The quantification, in a simple and communicable manner, of the relative maturity of
capital investment projects as they progress through the capability development and
acquisition life cycle.8?

1.64 Maturity scores are a composite indicator, cumulatively constructed through the
assessment and summation of seven different attributes. The attributes are: Schedule, Cost,
Requirement, Technical Understanding, Technical Difficulty, Commercial, and Operations and
Support, which are assessed on a scale of one to 10.83 Comparing the maturity score against its

79 The 15 projects are: MRH90 Helicopters, Growler, Overlander Medium/Heavy, LHD Ships, Hawkei, Battlefield
Airlifter, Repl Replenishment Ships, Additional MRTT, ANZAC ASMD 2B, Collins Comms and EW, Collins R&S,
Battle Comm. Sys. (Land) 2A, ANZAC Air Search Radar Repl, UHF SATCOM, and LHD Landing Craft.

80 The five projects are: AWD Ships, P-8A Poseidon, Offshore Patrol Vessel, Battle Comm. Sys. (Land) 2B, and
Pacific Patrol Boat Repl.

81 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 473:
Defence Major Projects Report (2016—17), (2018), List of Recommendations, p. vii.

82 Department of Defence, DMM (PROJ) 1-0-001, DMO Project Management Manual 2012, Defence, Canberra,
2012, p. 75. This manual has since been superseded by PM 002 CASG Project Management Manual which
does not refer to project maturity.

83 See Appendix 4 in Part 2 of this report and footnote 21 for further detail.
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expected life cycle gate benchmark provides internal and external stakeholders with a useful
indication of a project’s progress.

1.65 The ANAO has previously identified that the policy guidance underpinning the attribution of
maturity scores would benefit from a review for internal consistency and the relationship to
Defence’s contemporary business. For example, allocating approximately 50 per cent of the
maturity score at Second Pass Approval, regardless of acquisition type, is often inconsistent with
the proportion of project budget expended, and the remaining work required to deliver the project.
Further, the existing project maturity score model does not always reflect a project’s progress
during the often protracted build phase, particularly for developmental projects. During this phase
it can be expected that maximum expenditure will occur, and that many risks will be realised, some
of which will only emerge as test and evaluation activities are pursued through to acceptance into
operational service.

1.66 In 20163 and again in 20172, the JCPAA recommended that Defence update the policy on
Project Maturity Scores. At the JCPAA hearing held on 23 March 2018, Defence undertook to
update the framework by mid-2018 with a two-stage process: first to remediate inconsistencies
in the policy and accommodate Interim Capability Life Cycle terminology; then to undertake a
more substantial amendment of the policy.®® In September 2018, the JCPAA sought a written
update from Defence outlining progress towards updating the policy.®” Also in September 2018,
Defence advised the ANAO that the maturity score process was being re-considered within the
CASG risk reform context. In December 2018, Defence reported this to the JCPAA in its response
to the 2018 recommendation.

1.67 In October 2019, Defence advised the ANAO that a draft Project Maturity Score policy has
been developed (renamed the ‘Project Progress Score’) and will be trialled and evaluated in late
2019, for implementation in the 2020-21 MPR. Defence further advised that while the progress
score has been decoupled from the risk reform work, it will be informed by existing project risk
polices and enhanced by improvements arising out of the risk reform framework. The ANAO was
provided the draft Project Progress Score policy in November 2019. The draft indicates that the
Project Progress Score will be calculated based on 10 project attributes, leading to a total score out
of 100, instead of the seven attributes and total score out of 70 under the current Project Maturity
Score policy. The draft policy also notes that ‘The [Project Progress Score] is not designed as an
assessment of project risk’.

Caveats and deficiencies

1.68 Defence has not defined the terms ‘caveat’ or ‘deficiency’ to the declaration of significant
milestones in its internal policies and procedures. The ANAO has observed use of these terms by

84  Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 458:
Defence Major Projects Report (2014—15), (2016), Recommendation 3, p. 50. The JCPAA sought an update
from Defence in the course of public hearings on 31 March 2017.

85 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 468:
Defence Major Projects Report (2015-16), (2017), Recommendation 2, p. vii.

86 Commonwealth, Public Hearing, Joint Committee of Public Accounts and Audit, 23 March 2018, Mr Greg Divall,
Group Business Manager, Capability Acquisition and Sustainment Group, Department of Defence, p. 11.

87 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 473:
Defence Major Projects Report (2016—-17), (2018), Recommendation 1, p. vii.
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Defence to represent exceptions to the achievement of significant milestones declared by Defence
such as IMR, 10C, FMR and FOC.

1.69 The 2017-18 MPR noted a ‘reduced trend of Major Projects which had achieved significant
milestones with caveats’ and Defence’s advice that it discourages Independent Assurance Reviews
recommending caveats at FOC.28 Only one project (Growler) achieved a major milestone with
caveats in 2017-18.%°

1.70 In 2018-19, Defence declared more milestones with caveats than in 2017-18, as follows:

. P-8A Poseidon — Defence declared two caveats to the achievement of the Operational
Capability 2 (OC2) milestone in February 2019, related to deficiencies of spares (Fly Away
Kits) and Operational Flight Trainer (pilot simulator) qualification; and

. Growler — Defence declared one caveat to the achievement of the I0C milestone in
February 2019, related to in-country aircrew training not yet possible due to delays in
delivery of the Mobile Threat Training Emitter System.

1.71 The Chief of Air Force acknowledged achievement of FMR for the Additional MRTT project
in October 2019, with an ‘accepted deficiency’ relating to the non-delivery of a minor piece of
support equipment.

1.72  In addition, the Chief of Navy declared FOC for the LHD Ships project in November 2019,
with seven ‘notable deficiencies’. Key deficiencies referenced in the PDSS relate to technical issues
and defects, primarily affecting the propulsion pods, and Integrated Logistic Support. Remediation
is underway through the Transition and Remediation Program, and the prime contract has been
extended to allow for closure of the outstanding contractual requirements.®®

1.73  The ANAO will continue to monitor Defence’s declaration and resolution of caveats (or
exceptions) to the achievement of significant Capability Milestones in future reviews. This will
include projects which have been removed from the MPR with outstanding caveats which are
required to be reported by Defence in the Statement by the Secretary of Defence until their final
status is accepted by the Capability Manager.®!

88 Auditor-General Report No.20 of 2017-18, 2017-18 Major Projects Report, paragraphs 1.61-1.62, p. 32.

89 The following projects which have exited the MPR, had also achieved FOC with caveats: Wedgetail (achieved
FOC with caveats in 2015), Overlander Light (achieved FOC with caveats in 2016), ARH Tiger Helicopters
(achieved FOC with caveats in 2016).

90 See the LHD Ships PDSS in Part 3 of this report.

91 This requirement was included in the 2018—19 Major Projects Report Guidelines endorsed by the JCPAA in
September 2018 which are included in Part 4 of this report.
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2. Analysis of Projects’ Performance

21 Performance information is important in the management and delivery of major Defence
equipment acquisition projects (Major Projects). It informs decisions about the allocation of
resources, supports advice to government, and enables stakeholders to assess project progress.

2.2 Project performance has been the subject of many of the reviews of the Department of
Defence (Defence), and a consistent area of focus of the Joint Committee of Public Accounts and
Audit (JCPAA) since the first Major Projects Report (MPR). This chapter progresses previous
Australian National Audit Office (ANAO) analysis over project performance.

Project performance analysis by the ANAO
2.3 The major dimensions of projects’ performance are:

. Cost performance (pp. 37-49) — this includes the percentage of budget expended (Budget
Expended), changes in budget since Second Pass Approval, in-year changes to budget, and
in-year expenditure;

. Schedule performance (pp. 50-61) — this includes the percentage of time elapsed (Time
Elapsed), total schedule slippage, and in-year changes to schedule; and

. Capability performance (pp. 62-66) — this includes the percentage of key materiel
capabilities delivered (Capability Delivery Progress).

2.4 The ANAO has previously utilised Defence’s prediction of expected final capability, as
reported in Section 4.1 of each Project Data Summary Sheet (PDSS). In 2015-16, the ANAO derived
an indicator for ‘Capability Delivery Progress’, which aims to show the current capability delivered,
in terms of capability elements included within the agreed Materiel Acquisition Agreements
(MAAs). These performance indicators are measured in percentage terms, to enable comparisons
between projects of differing scope, and to provide a view across the selected projects of progress
and performance.

2.5 The following sections of this chapter provide analysis relating to the three principal
dimensions of project performance noted above. This includes in-year information, longitudinal
analysis and the results of project progress for the year-ended 30 June 2019. Figure 2 directly
compares cost performance with schedule performance through two metrics, Budget Expended
and Time Elapsed.®?

92 A project’s budgeted cost and schedule data is at 30 June 2019, and may differ from originally approved budgets
and schedules.
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Figure 2: Budget Expended and Time Elapsed

Joint Strike Fighter |
AWD Ships |
P-8A Poseidon |
MRH90 Helicopters |
Offshore Patrol Vesse| [
Growler
Overlander Medium/Heavy |

MH-60R Seahawk
LHD Ships |

Hawkei
Battlefield Airlifter |

Repl Replenishment Ships
CMATS |

Battle Comm. Sys. (Land) 2B
Additional MRTT |
ANZAC ASMD 2B |
Collins Comms and EW |
Pacific Patrol Boat Repl —
HATS |
Collins R&S |

Night Fighting Equip Repl
Maritime Comms

Battle Comm. Sys. (Land) 2A
ANZAC Air Search Radar Repl |
UHF SATCOM |

LHD Landing Craft
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® Budget Expended Time Elapsed

Source: ANAO analysis of the 2018—19 PDSSs.

2.6 Figure 2 shows that for nearly all projects (25 of 26), Budget Expended is broadly in line
with (within 10 per cent), or lagging, Time Elapsed. This relationship is generally expected in an
acquisition environment predominantly based on milestone payments. However, due to the
varying complexity, stages and acquisition approaches across the portfolio of projects, further
analysis of these simple performance measures is required to provide a better understanding of
key variances.

2.7 Where Budget Expended is significantly lagging Time Elapsed, the project schedule may
be at risk — i.e. expenditure lags may indicate delays in milestone achievement. In 2018-19, the
Budget Expended for three projects lagged Time Elapsed by at least 20 per cent. For two of these
three projects, milestones have been delayed, as detailed below:

. Hawkei (Budget Expended 28 per cent, Time Elapsed 49 per cent) — the project’s
achievement of milestones has been delayed by reliability issues, design maturity, and
production delays. The project is expected to complete its Production Reliability
Acceptance Test 21 months later than originally contracted; and
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. Battlefield Airlifter (Budget Expended 58 per cent, Time Elapsed 93 per cent) — the project
has not signed contracts for the acquisition of training devices, and some other equipment
is also outstanding. Delivery of this equipment has been significantly delayed; as at 30 June
2019, the project planned to deliver these items after the achievement of the FOC
milestone.

2.8 For the third project, Joint Strike Fighter (Budget Expended 28 per cent, Time Elapsed 69 per
cent), the expenditure lag reflects the recent transition from the aircraft development stage, where
relatively little budget was expended. The project is now entering into main production contracts
for aircraft, with in-year expenditure increasing compared to prior years.

2.9 Where Budget Expended leads Time Elapsed, the project budget may be at risk — i.e.
expenditure increases may indicate real cost increases. However, for the one project where
Budget Expended leads Time Elapsed by 10 per cent or more, the cause of the variance relates to
work being performed prior to Second Pass Approval. For ANZAC Air Search Radar Repl (Budget
Expended 46 per cent, Time Elapsed 29 per cent), this project spent approximately nine per cent of
its budget prior to Second Pass, to conduct a Risk Reduction Program and make early purchases of
equipment to ensure the schedule would be met.%3

2.10 In each case of significant variance between Budget Expended and Time Elapsed, the
performance information highlights projects that may require further attention. This is to ensure
that unspent funds are returned to the Defence budget for re-allocation in a timely manner, the
timing of key deliverables remains in focus, or planning focuses on bringing together all elements
in a timely manner, as equipment is delivered.

Cost performance analysis

Budget Expended and Project Maturity

2.11 Figure 3, below, sets out each project’s Budget Expended against Project Maturity®* and
shows that Budget Expended lags Project Maturity for the majority of projects (22 of 26). This
relationship is typical of acquisition projects for two reasons:

. in an acquisition environment predominantly based on milestone payments, projects will
typically develop confidence in delivering their scope through design reviews, testing and
demonstration, ahead of formal acceptance of milestone achievement or equipment
deliveries (and expenditure of budget); and

. more generally, Budget Expended will often lag Project Maturity as the result of Defence’s
project maturity framework attributing approximately 50 per cent (35 out of 70 points) of

93 Between First Pass Approval in May 2015 and Second Pass Approval in August 2017, Government approved
$65.6 million of funding to undertake these activities.

94 The JCPAA has previously recommended that Defence work with the ANAO to review and revise its policy
regarding Project Maturity Scores. Joint Committee of Public Accounts and Audit, Parliament of the
Commonwealth of Australia, Report 458: Defence Major Projects Report (2014-15), (2016), pp. 49-50, and Joint
Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 468: Defence
Major Projects Report (2015-16), (2017), pp. 9-10. In Joint Committee of Public Accounts and Audit, Parliament
of the Commonwealth of Australia, Report 473: Defence Major Projects Report (2016-17), (2018), the JCPAA
recommended that Defence advise the Committee of progress in updating Project Maturity Scores.
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total Project Maturity at Second Pass Approval (the main investment decision by
government)®® prior to any significant expenditure of budget.

2.12 In both cases, the Budget Expended is expected to catch up to Project Maturity over the
course of the project’s life, with projects approaching closure expected to show Budget Expended
and Project Maturity broadly in line with each other.

2.13 Budget Expended lags Project Maturity with a variance of 20 per cent or more in 12
projects. As expected, the majority of these projects are at a relatively early stage and have
expended minimal budget while progressing through design and testing phases, or are waiting on
significant amounts of equipment to be delivered. The exceptions to this are projects that have
delivered the majority of their major equipment, leading to an advanced maturity score, while
the budget expended is lagging as items such as training equipment or weapons are yet to be
delivered and paid for. Projects fitting this pattern are Battlefield Airlifter (all aircraft have been
delivered while some training devices and other equipment are outstanding), and Night Fighting
Equip Repl (most Tranche 1 equipment has been delivered while the evaluation of future Tranche
2 equipment is still in its early stages).

2.14 Where Budget Expended leads Project Maturity by a significant amount, this may indicate
that the project is behind in development or achievement of its scope, or that the required scope
is not affordable. There are no instances where Budget Expended leads Project Maturity by 20 per
cent or more. The largest variance is for UHF SATCOM, where Budget Expended leads Project
Maturity by 11 per cent. The project’s maturity score has been affected by delays in software
development, while the majority of budget has been expended and the project has funded further
development with contingency.

95 The JCPAA has observed that ‘Defence remains behind the Committee’s expectations on working to update
Project Maturity Scores — the Committee recommended reform in this area several years ago, and changes
remain slow and uncertain.” Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of
Australia, Report 473: Defence Major Projects Report (2016-17), (2018), p. 4. Refer to paragraphs 1.63 to 1.67.
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Figure 3: Budget Expended and Project Maturity
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2.15 Figure 4, below, compares each project’s approved budget at initial Second Pass Approval
and its approved budget at 30 June 2019.

2.16 The total budget for the 26 projects at 30 June 2019 was $64.1 billion, a net increase
of $24.4 billion, when compared to the approved budget at initial Second Pass Approval of
$39.7 billion.

2.17 Figure 4 indicates all budget variations from initial Second Pass Approval. Six projects have
variations of $500 million or more. The list below describes the components of these variations:
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Joint Strike Fighter — increase of $13.8 billion, comprising $10.5 billion for 58 additional
aircraft in 2013-14, $2.9 billion for exchange rate variation and $0.4 billion for price
indexation?®;

AWD Ships — increase of $1.9 billion, comprising $1.2 billion for a Real Cost Increase®” in
July 2015 to complete the project, $1.2 billion for price indexation, offset by a $0.4 billion
decrease for exchange rate variation and a $0.1 billion decrease for transfers to facilities
projects in 2013-14;

P-8A Poseidon — increase of $1.8 billion, comprising $1.3 billion for four additional aircraft
in 2015-16 and $0.5 billion for exchange rate variation;

MRH90 Helicopters — increase of $2.8 billion, comprising $2.6 billion for 34 additional
aircraft in 2005-06 and other minor scope changes, and $0.7 billion for price indexation,
offset by a $0.3 billion decrease due to scope transfers for facilities, and a $0.1 billion
decrease for exchange rate variation;

Growler — increase of $0.8 billion, comprising $0.9 billion for exchange rate variation,
$0.3 billion for the Mobile Threat Training Emitter System and weapons, offset in 2015-16
by a $0.2 billion decrease for transfers to facilities projects and $0.2 billion for the return
to the Defence budget of surplus funds and contingency for reallocation; and

Overlander Medium/Heavy — increase of $0.8 billion, comprising $0.7 billion ‘project
supplementation’ to reduce cost pressures and $0.1 billion exchange rate variation.

96 See also paragraphs 1.38 to 1.39.
97 See Note 2 of Figure 4, below, for further information.
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Figure 4: Projects’ initial Second Pass Approval and 30 June 2019 approved budget ($m)
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Note 1: |:| indicates that the budget for the project at 30 June 2019 is less than the original budgeted cost.

Note 2: On 22 May 2015, the Minister for Defence and the Minister for Finance announced there would be further
delays to the delivery of the Air Warfare Destroyers and an additional $1.2 billion would be required to complete
the project. The budget increase was incorporated into the approved project budget as at 30 June 2016.

Source: ANAO analysis of the 2018—-19 PDSSs.

2.18 Budget variances since initial Second Pass Approval may result from: increasing the scope
of a project via revised Second Pass Approvals, programmatic decisions, Real Cost
Increases/Decreases, transfers to/from other projects and budgetary adjustments. A summary of
budget variations is at Table 3 (page 13) and a more detailed analysis of this variance is included in
Table 8, below.
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2.

Budget performance

2.19 The following figures and tables illustrate the budget performance of the 26 selected
projects by way of:

. in-year budget variations by project (see Table 9, below); and
. expenditure forecasting performance against actual expenditure for 2018-19 (see Figure 5,
on page 49).

In-year budget variance analysis

2.20 Table 9, below, sets out the in-year budget variations for each project. Overall, the
approved budget for the projects as at 30 June 2019 increased by $1225.1 million, or 2.1 per cent,
compared to their approved budget as at 30 June 2018. This was driven by exchange rate
variation increases of $1221.6 million and net real increases of $3.7 million.

2.21 Exchange rate variations result from projects’ exposure to foreign currencies and
movements in foreign exchange rates against the Australian dollar.®® Budget adjustments aim to
maintain the relative buying power of the project budget. Movements in the US dollar and the
Euro are the main influences. Projects with larger movements in foreign exchange in 2018-19
included:

. Joint Strike Fighter — movement of $1018.6 million, or 6.6 per cent increase in budget;
and
. MH-60R Seahawk — movement of -$217.8 million, or 6.3 per cent decrease in budget.

2.22 Real Variations®® primarily reflect changes in the scope of projects, transfers between
projects for approved equipment/capability and budgetary adjustments such as administrative
savings decisions. In 2018-19, the two projects with more significant Real Variations were:

. Collins R&S — variation of $33.7 million reflecting budget transfers associated with a
transfer of scope from two related projects; and

. Overlander Medium/Heavy — variation of -$30.0 million reflecting the return of funds to
the Integrated Investment Program.

98 Australian Government arrangements for foreign exchange variation involve ‘no win/no loss’ supplementation. As
a matter of policy, unless specifically approved, individual entities are not permitted to ‘hedge’ against foreign
exchange risk.

99 Real Variations include ‘Scope’ changes attributable to changes in requirements by Defence and government;
‘Transfers’ which occur when a portion of the budget and corresponding scope is transferred to or from another
approved project or sustainment product in Defence; ‘Budgetary Adjustments’ made to account for corrections
resulting from foreign exchange or indexation accounting estimation errors; ‘Real Cost Increases’, where funds
have been approved by government to increase the Project’s budget (generally without a change in scope); and
‘Real Cost Decreases’, where funds have been handed back to the Defence portfolio.
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Table 9: In-year (2018-19) budget variations by project

Project Approved Approved In-year In-year Total Total
Budget Budget Exchange Real Variance Variance
2017-18 2018-19  Variation | Variation $m (per
$m $m $m $m cent)
Joint Strike Fighter 15,504.0 16,522.6 1018.6 - 1018.6 6.6
AWD Ships 9089.3 9103.7 14.4 - 14.4 0.2
P-8A Poseidon ' 5212.0 5375.7 163.8 - 163.7 3.1
MRH90 Helicopters 37711 37711 0.2 0.2) 0.0 0.0
Offshore Patrol Vessel - 37243 91.5 - 91.5 25
Growler 34304 3510.3 79.9 - 79.9 23
Overlander Medium/Heavy 3428.9 3399.9 1.0 (30.0) (29.0) (0.8)
MH-60R Seahawk 3430.3 32125 (217.8) - (217.8) (6.3)
LHD Ships 3091.7 3092.2 0.5 - 0.5 0.0
Hawkei 1952.0 1979.6 27.6 - 27.6 1.4
Battlefield Airlifter 1433.3 14421 8.8 - 8.8 0.6 1)
Repl Replenishment Ships 1066.8 1070.6 3.5 0.3 3.8 0.4 2\
CMATS 974.2 975.8 1.6 - 1.6 0.2 g
Battle Comm. Sys. (Land) 2B 920.1 942.6 22.5 - 22.5 2.1 <
Additional MRTT 887.8 894.3 6.5 - 6.5 0.7 -CC)
ANZAC ASMD 2B 678.7 678.7 - - 0.0 0.0 ©
Collins Comms and EW - 607.8 8.3 - 8.3 1.4 q;_)
Pacific Patrol Boat Repl 501.2 504.0 28 - 28 06 '05)
HATS 481.5 481.6 0.2 (0.1) 0.1 0.0 0
Collins R&S 411.6 445.3 - 33.7 33.7 6.7 @)
Night Fighting Equip Repl - 442.6 (17.7) - (17.7) (4.0) <ZE
Maritime Comms ' 437.7 440.0 2.4 - 2.3 0.5 <
Battle Comm. Sys. (Land) 2A 438.0 438.1 0.1 - 0.1 0.0 -—
ANZAC Air Search Radar Repl - 428.7 1.0 - 1.0 0.2 %
UHF SATCOM 419.9 421.8 1.9 - 1.9 0.5 o
LHD Landing Craft 236.7 236.7 - - - 0.0
Total 57,797.2 64,142.6 1221.6 3.7 12251 2.1

Note 1: The Total Variance and components for this project do not add up due to rounding differences.

Note 2: The difference between the total approved budgets for 2017-18 and 2018-19 is partly due to the projects
entering the MPR in 2018-19 (Offshore Patrol Vessel, Collins Comms and EW, Night Fighting Equip Repl, and
ANZAC Air Search Radar Repl) not contributing to the total budget figure for 2017—18.

Source: ANAO analysis of the 2017-18 and 2018—19 PDSSs.

In-year forecast and actual expenditure

2.23  Accurately forecasting and managing budget expenditure is an important element in the
management of a portfolio of projects. Figure 5, below, sets out the expenditure forecasting
performance of each project against actual expenditure in 2018-19. In total, actual expenditure
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2.

for the 26 projects at 30 June 2019 was $4831.4 million. This is compared against an initial
Portfolio Budget Statements (PBS) forecast expenditure of $5809.4 million, a mid-year Portfolio
Additional Estimates Statements (PAES) forecast of $5382.3 million, and a final forecast of
$5173.0 million (Final Plan, approved during May 2019).

2.24

2.25

Figure 5 highlights that notable in-year underspends occurred in the following projects:

AWD Ships (expenditure of $198.9 million compared to $375.9 million PBS, $226.2 million
PAES and $226.6 million Final Plan estimates) — the variance is due to deferring planned
expenditure to subsequent years and Defence Finance Group deferring payment of
invoices incurred during 2018-19;

P-8A Poseidon (expenditure of $472.4 million compared to $592.3 million PBS,
$408.9 million PAES and $472.6 million Final Plan estimates) — the variance is due to
having paid some planned 2018-19 expenditure in 2017-18 and deferring some planned
2018-19 expenditure to subsequent years; and

Hawkei (expenditure of $89.3 million compared to $395.6 million PBS, $202.8 million PAES
and $117.5 million Final Plan estimates) — the variance is due to ongoing vehicle reliability
issues, design maturity, and delays in the delivery of engine components delaying
payment of milestones, as well as Defence Finance Group deferring payment of invoices
incurred during 2018-19.

Figure 5 also highlights that a notable in-year overspend occurred in the following project:
Joint Strike Fighter (expenditure of $1942.0 million compared to $1821.1 million PBS,

$1933.3 million PAES and $1977.6 million Final Plan estimates) — the variance is due to
foreign exchange updates.
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Figure 5: In-year (2018-19) projects’ forecast expenditure performance compared to
actual expenditure ($m)
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Sources: ANAO analysis of the 2018—19 PDSSs and Defence Portfolio Budget Statements.
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Schedule performance analysis

2.26 Defence data continues to show that schedule performance is a key issue in delivering and
sustaining equipment.’® Project schedule slippage can have the effect of introducing or
exacerbating a capability gap, or requiring an extension to the planned withdrawal date for those
platforms being replaced.%!

Time Elapsed and Project Maturity

2.27 Based on the findings of the Defence Procurement Review 2003°2, in 2005 Defence began
to increase the proportion of MOTS acquisitions, which are generally lower risk projects and
therefore more likely to meet schedule timelines. Analysis of the available performance
information highlights that the selection of MOTS projects assists in reducing risk during project
acquisition, where Project Maturity is more advanced at Second Pass Approval than
developmental projects. For example, CMATS is a developmental project that has experienced
significant schedule slippage; its maturity score at Second Pass Approval was 31 points, below the
expected benchmark of 35 points for projects at Second Pass Approval. In contrast, MH-60R
Seahawk is a MOTS project that has not experienced any slippage to date; its maturity score at
Second Pass Approval was 37 points.

2.28 Figure 6, below, sets out each project’s Time Elapsed against Project Maturity.!%3 Time
Elapsed lags Project Maturity for 19 of 26 projects. Similar to the analysis of Budget Expended and
Project Maturity, at paragraphs 2.11 to 2.14, this pattern is expected as projects will generally score
50 per cent of their Project Maturity at Second Pass Approval, when Time Elapsed is zero (for the
purposes of the ANAQ’s analysis in this report). The lag is most pronounced in MOTS and
Australianised MOTS acquisitions, including Offshore Patrol Vessel, Collins Comms and EW, Pacific
Patrol Boat Repl, and Night Fighting Equip Repl. The exception is ANZAC Air Search Radar Repl, a
developmental project where the lag in Time Elapsed against Project Maturity reflects the project’s
extensive schedule to FOC, required to upgrade all eight ships in the Anzac class.

2.29 Forthe 10 projects where Time Elapsed lags Project Maturity by 20 per cent or more, this
generally reflects projects at relatively early stages of acquisition processes, including proceeding
through design activities, or awaiting significant amounts of their major equipment to be
constructed and delivered. There are two significant exceptions to this:

. MH-60R Seahawk, where the majority of equipment has been delivered but the project
needs to test and integrate a number of ADF Mission System Options and modify Navy
ships to operate with the helicopter; and

. HATS, where all helicopters and training devices have been delivered, but more time is
required to prove the full capability of the equipment in operational service.

2.30 Forthe seven projects where Time Elapsed leads Project Maturity, there were no instances
where this difference was significant (20 per cent or more). The greatest variance was for Battlefield

100 See Table 2 in Part 1 of this report.

101 Extensions to planned withdrawal dates may involve additional costs relating to the maintenance and servicing of
equipment.

102 M Kinnaird, Defence Procurement Review 2003, Department of Defence, Canberra, 2003.

103 Refer to footnote 21 for more detail.
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Airlifter, where Time Elapsed leads Project Maturity by 15 per cent. At 30 June 2019 this project
was forecasting to achieve FOC in December 2019, despite major contracts for the acquisition of
training devices not yet being signed and some other equipment also not yet acquired.

Figure 6: Time Elapsed and Project Maturity

Joint Strike Fighter | : : : : : : + ‘
AWD Ships -
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MRH90 Helicopters
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Source: ANAO analysis of the 2018-19 PDSSs.
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Schedule slippage and acquisition type by approval date

2.31 Figure 7, below, illustrates the total schedule slippage'® since Second Pass Approval for
the 26 selected projects. It also depicts the acquisition type and places projects in order of
government approval. Figure 8 illustrates the total schedule slippage for the 22 projects that have
exited the review.

2.32 Following implementation of the recommendations of the Defence Procurement Review
2003%%, in 2005 Defence began focusing on MOTS and Australianised MOTS acquisitions.%®
Figure 8 shows that the inclusion of MOTS acquisitions contributed, prima facie, to a reduction in
schedule slippage in the Major Projects portfolio. For projects that have exited the MPR, MOTS
projects report an average of 11 months of slippage per project, while Australianised MOTS
projects report an average of 45 months and developmental projects report an average of 105
months. Decisions on whether to undertake developmental projects should be considered on a
risk basis.2%7 In this context, the consideration of risk should be holistic and weigh up the level of
capability to be acquired against potential risks relating to cost and schedule.

2.33 The 2015 First Principles Review recommended the construction of a ‘smart buyer’
framework, with the aim of ‘[ensuring] Defence can make strategic decisions regarding the most
appropriate procurement and contracting methodologies’.1°® Defence has begun to conduct
Smart Buyer assessments for acquisition projects at different stages of approval. None of the
projects currently in the Major Projects portfolio have been approved under the Smart Buyer
processes. The ANAO will continue to report on the outcomes of the First Principles Review and
the Smart Buyer framework in subsequent years.

2.34  The First Principles Review also identified technical risk as the major cause of post Second
Pass Approval schedule slippage, and observed that schedule slippage causes cost escalation.'®®
The challenge of gaining a full understanding of the complexities of developmental aspects of
projects at Second Pass Approval is evident by the extent of slippage over time.

2.35 Figures 7 and 8 illustrate that older projects have experienced the most slippage. These
projects tended to be more developmental (complex) in nature and typically experienced
schedule slippage in the past, and have often continued to do so. This demonstrates an ongoing
trend of slippage in historically late projects, which is more pronounced in older projects. This
trend is also visible, but less prominent, in newer projects.

2.36 The more recent developmental projects, Hawkei and ANZAC Air Search Radar Repl, are
yet to experience slippage to their FOC dates. However, these projects have experienced slippage
to design reviews, test programs, or material release milestones; in the case of Hawkei, 21 months

104 Refer to footnote 26.

105 M Kinnaird, Defence Procurement Review 2003, Department of Defence, Canberra, 2003.

106 Refer to paragraph 32 for a discussion of definitions for these different acquisition types.

107 Of the nine projects added to the MPR since 2016-17, four have been developmental (Hawkei, CMATS, Battle
Comm. Sys. (Land) 2B) and ANZAC Air Search Radar Repl). Of these projects, CMATS has experienced 28
months of schedule slippage and Battle Comm. Sys. (Land) 2B has experienced 24 months of schedule
slippage, while Hawkei and ANZAC Air Search Radar Repl are yet to experience slippage to FOC milestones.

108 D Peever, First Principles Review: Creating One Defence, Department of Defence, Canberra, 2015, p. 35.
Defence’s implementation of the First Principles Review was examined in Auditor-General Report No.34 of
2017-18 Defence’s Implementation of the First Principles Review.

109 ibid pp. 34 and 92.
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slippage to the Production Reliability Acceptance Test, leading to 17 months slippage to Initial
Materiel Release. In contrast, recent MOTS projects, Pacific Patrol Boat Repl and Night Fighting
Equip Repl, have adhered more closely to their design and materiel release schedules with only
minor variances. This indicates that although developmental projects currently in the MPR are
not reporting significantly more slippage to FOC than MOTS projects, developmental projects still
appear to carry a higher level of technical risk.

2.37 While it is not possible to predict the full extent of slippage a project will experience,
Figure 8 analysis has been provided to highlight changes since the Kinnaird Review. Nine post
Kinnaird and 12 pre Kinnaird projects have exited the MPR. Total slippage of the nine post Kinnaird
projects is 7.1 years. Total slippage of the 12 pre Kinnaird projects is 72.3 years. Six of the nine
post Kinnaird projects were MOTS acquisitions and 11 out of the 12 pre Kinnaird acquisitions were
Australianised MOTS or developmental.
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Schedule performance

2.38 The figures and tables that follow illustrate:

. the original and 30 June 2019 forecasts for achieving FOC;
. in-year schedule changes to achieving FOC; and
. total schedule slippage across the Major Projects.

Original and 30 June 2019 Final Operational Capability forecasts

2.39 Figure 9, below, presents information on the selected projects’ original and 30 June 2019
forecasts for achieving FOC. The total schedule slippage!*° for the 26 Major Projects to date is
691 months compared to the initial prediction when approved by government. This represents a
27 per cent increase on the approved schedule. Of the 26 projects in the 2018-19 report, 21 have
experienced schedule slippage.

2.40 Total schedule slippage across the Major Projects was 691 months in 2018-19. This is
110 months lower than the figure of 801 months reported in the 2017-18 report. The difference
is mainly due to the exit of projects with significant slippage — Collins RCS, Hw Torpedo, ANZAC
ASMD 2A and BMS — which reduced the total accumulated slippage by 254 months. This was
offset by in-year slippage for Battle Comm. Sys. (Land) 2B (significant technical issues requiring a
change in technical approach), ANZAC ASMD 2B (administrative delays to declaring FOC), UHF
SATCOM (further delays in software development), and LHD Landing Craft (rescheduling of heavy
load carriage sea trials). These projects, combined, added 68 months of the 108 months schedule
slippage in 2018-19. Additionally, Collins Comms and EW added 36 months of slippage to the
total of 691 months; the slippage occurred in 2016—17 but the project was reported in the MPR
for the first time in 2018-19.

2.41 Thereasons for schedule slippage often require a deep understanding of project technical
elements and a realistic assessment of the capacity of the private sector to deliver in the expected
timeframe. A project office’s ability to gain access to the platform for upgrading can also result in
schedule delay (for example, Maritime Comms and Collins R&S).?

2.42 A closer examination of the reasons for schedule slippage demonstrates the importance
of initial assessments of project complexity. A key factor is whether a project is MOTS,
Australianised MOTS or developmental.l’? One project, MRH90 Helicopters!'3, was originally
misclassified as MOTS. The project was reclassified by Defence to Australianised MOTS (i.e. more
developmental) subsequent to Second Pass Approval.''* This project has experienced extended
schedule slippage. Another project, UHF SATCOM, is still classified as MOTS but includes the

110 Schedule slippage is defined in footnote 26.

111 See the ANZAC ASMD 2B and Collins R&S PDSSs in Part 3 of this report.

112 Auditor-General Report No.6 2013—14 Capability Development Reform, paragraphs 9.1 to 9.4, pp. 198—199.
113 Further information on MRH90 Helicopters can be found in Auditor-General Reports No.48 2008-09, Planning and

Approval of Defence Major Capital Equipment Projects, pp. 84, 90 and 133; No.52 2011-12 Gate Reviews for Defence
Capital Acquisition Projects, pp. 8687 and pp. 130—133; and No.52 2013-14 Multi-Role Helicopter Program.

114 Similarly, the ARH Tiger Helicopters project, which exited the Major Projects Report in 2016—17, was originally
misidentified as MOTS by Defence and was subsequently reclassified as being more developmental. See
Auditor-General Report No.11 2016—-17 Tiger—Army’s Armed Reconnaissance Helicopter, paragraph 1.7 and
paragraph 2.3.
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development of significant amounts of software. Delays in software development have led to 42
months of slippage to the FOC milestone.

2.43  Figure 9 further indicates that one project (Joint Strike Fighter) is currently forecasting an
FOC date earlier than originally approved. However, Joint Strike Fighter has previously forecast an
earlier date than its 30 June 2019 forecast, and has experienced slippage from that previous
forecast, partially offsetting its schedule recovery. Other projects with schedule recovery offset by
slippage are AWD Ships, Growler, Overlander Medium/Heavy, Additional MRTT, ANZAC ASMD 2B,
HATS, Collins R&S, and LHD Landing Craft. In total, these projects have contributed 35 months of
schedule recovery to the Major Projects; however, ANAO analysis (for example, in Table 2 and
Figure 11) excludes this effect to portray the complete amount of slippage experienced by the Major
Projects.

Figure 9: Projects’ original and 30 June 2019 FOC forecasts

Joint Strike Fighter |
AWD Ships |
P-8A Poseidon |
MRH90 Helicopters |
Offshore Patrol Vessel |
Growler |
Overlander Medium/Heavy
MH-60R Seahawk |
LHD Ships |
Hawkei |
Battlefield Airlifter |
Repl Replenishment Ships |
CMATS |

Battle Comm. Sys. (Land) 2B
Additional MRTT |
ANZAC ASMD 2B | E——
Collins Comms and EW |
Pacific Patrol Boat Repl! |
HATS |

Collins R&S
Night Fighting Equip Repl |
Maritime Comms |
Battle Comm. Sys. (Land) 2A |
ANZAC Air Search Radar Repl |
UHF SATCOM | ‘
LHD Landing Craft || — p— ‘ ‘

2000 2005 2010 2015 2020 2025 2030
Year

® From Second Pass Approval to Original Forecast FOC Schedule
Original FOC to 2019 FOC

Note 1: |:| indicates that the forecast FOC date for the project at 30 June 2019 is earlier than the original FOC date.
Source: ANAO analysis of the 2018-19 PDSSs.
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In-year schedule performance

2.44 In 2018-19, there was schedule slippage of 108 months in the forecast achievement of
FOC across the 26 Major Projects, as shown in Figure 10, below. In-year project performance,
measured by slippage over the last 12 months, may not reflect the project trend.

2.45 In-year schedule slippage occurred for the following 13 projects!!> (the explanation
provided, drawn from the 2018—19 PDSSs, may also include the reasons for prior slippage):

. AWD Ships — the variance reflects rescheduling of the FOC milestone until after
completion of Combat System Ship Qualification Trials;

° P-8A Poseidon — the variance reflects minor rescheduling of the FOC milestone;

° Growler — the variance reflects minor rescheduling of the FOC milestone;

° Overlander Medium/Heavy — the variance reflects a more accurate forecast of the

duration of activities leading up to FOC;
. Repl Replenishment Ships — the project’s understanding of FOC requirements has
matured and more time will be required to achieve them;

. Battle Comm. Sys. (Land) 2B — delays in interfacing projects required a change in this
project’s technical solution. More time is required to conduct design, testing and
evaluation of the new solution;

° Additional MRTT — minor schedule savings were predicted in 2017-18, but were not
realised;

. ANZAC ASMD 2B — administrative processes delayed the declaration of FOC;

. HATS — minor delays to align with the completion time frame agreed to in the project’s
MAA;

. Maritime Comms — delay to FOC to allow for Navy to conduct processes following
completion of FMR;

. Battle Comm. Sys. (Land) 2A — administrative processes are still required to declare FOC;

. UHF SATCOM — the project has experienced further delay to FOC due to contractor delays

and additional security certification requirements by the US Government; and

. LHD Landing Craft — final operational test and evaluation trials were rescheduled for
Quarter 3, 2019.

115 In the Statement by the Secretary of Defence in Part 3 of this report, the Acting Secretary also makes reference
to additional information on achieved milestone dates for Offshore Patrol Vessel, LHD Ships, Repl
Replenishment Ships, Additional MRTT, Night Fighting Equip Repl, and LHD Landing Craft.
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Figure 10:  In-year (2018-19) schedule changes to achieving FOC

AWD Ships

P-8A Poseidon

Growler

Overlander Medium/Heavy
Repl Replenishment Ships
Battle Comm. Sys. (Land) 2B
Additional MRTT

ANZAC ASMD 2B

HATS

Maritime Comms

Battle Comm. Sys. (Land) 2A
UHF SATCOM

LHD Landing Craft

Months
In-year Schedule Slippage

Note:  Defence’s PDSSs indicate that 13 of the 26 Major Projects Report projects did not record changes to their Final
Operational Capability dates this year.

Source: ANAO analysis of the 2018-19 PDSSs.

Schedule performance by year of entry to MPR

2.46 Figure 11, below, shows the accumulated schedule slippage of the Major Projects included
in the MPR reports from 2008-09 to 2018-19.1%% Table 10 provides the details of the specific
projects included in the analysis. The figure shows that over half of the total schedule slippage
across the Major Projects covered in the 2018-19 report (57.6 years or 691 months) is made up
of the slippage from the oldest projects, added in 2008—-09 and 2009-10.
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116 Tables 4 and 5, on pages 15 and 16 respectively, report on the slippage for each project that has been in the
MPR since 2007-08.
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Figure 11:  Schedule slippage by year of entry to the MPR in 2018-19 (in years)
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Note:  The total schedule slippage in 2018-19 across the 26 projects is 691 months.
Source: ANAO analysis of the PDSSs in Major Projects Reports.
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Table 10: Year of entry for projects included in Figure 11 analysis

Project Year added to Project Year added to

MPR MPR
AWD Ships 2008-09 | P-8A Poseidon 2014-15
MRH90 Helicopters 2008-09 | Maritime Comms 2014-15
LHD Ships 2008-09 | Additional MRTT 2015-16
ANZAC ASMD 2B 2009-10 | HATS 2015-16
Collins R&S 2009-10 | Hawkei 2016-17
Joint Strike Fighter 2010-11 | CMATS 2016-17
UHF SATCOM 2010-11 | Repl Replenishment Ships 2017-18
MH-60R Seahawk 2011-12 | Battle Comm. Sys. (Land) 2B 2017-18
Battle Comm. Sys. (Land) 2A 2012-13 | Pacific Patrol Boat Repl 2017-18
Growler 2013-14 | Offshore Patrol Vessel 2018-19
Overlander Medium/Heavy 2013-14 | Collins Comms and EW 2018-19
Battlefield Airlifter 2013-14 | Night Fighting Equip Repl 2018-19
LHD Landing Craft 2013—-14 | ANZAC Air Search Radar Repl 2018-19

Source: ANAO analysis of the PDSSs in published Major Projects Reports.
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2.47 Table 11 shows that 16 per cent (112 of 691 months) of the total schedule slippage across
the 2018-19 Major Projects is attributed to the sole remaining project approved prior to the
Kinnaird reforms, Collins R&S.

Table 11: Project slippage

Project No. of No. of No. of
months months months
between between slippage

Approval Approval between

and Original | and 30/6/19 Original
FOC date FOC date FOC and
30/6/19 FOC

date

Joint Strike Fighter * 169 167 2

AWD Ships 1 131 168 40

P-8A Poseidon 7 100 29

MRH90 Helicopters 119 208 89

Offshore Patrol Vessel 151 151 0 n
Growler ' 111 112 )
Overlander Medium/Heavy ' 125 125 11 =
MH-60R Seahawk 150 150 0 g
LHD Ships 113 150 37 <
Hawkei 94 94 0 b=
Battlefield Airlifter 68 92 24 ]
Repl Replenishment Ships 73 80 7 =
CMATS 102 130 28 0
Battle Comm. Sys. (Land) 2B 65 89 24 q>)
Additional MRTT 33 54 23 e
ANZAC ASMD 2B ' 90 165 77 (@)
Collins Comms and EW 114 150 36 <
Pacific Patrol Boat Repl 89 91 2 <Z(
HATS 76 76 3 .
Collins R&S 2 165 273 112 N
Night Fighting Equip Repl 61 61 0 %
Maritime Comms 125 138 13 o
Battle Comm. Sys. (Land) 2A 55 94 39

ANZAC Air Search Radar Repl 84 84 0

UHF SATCOM 111 153 42

LHD Landing Craft ! 53 99 51

Total - All Projects With Slippage 2,598 3,254 691

Note 1: These figures do not add horizontally due to the exclusion of schedule reductions over the life of the project.
Refer to footnote 26.

Note 2: Collins R&S was approved prior to the implementation of the Kinnaird reforms. It accounts for 16% of the total
schedule slippage.

Source: ANAO analysis of the 2018—-19 PDSSs.
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Capability performance analysis

2.48 Defence defines capability as the power to achieve a desired operational effect in a
nominated environment, within a specified time, and to sustain that effect for a designated
period.'*” An operational effect is achieved by combining the nine Fundamental Inputs to
Capability — organisation, command and management, personnel, collective training, major
systems, facilities and training areas, supplies, support, and industry'® — and undertaking
designated operations.

2.49 In acquiring Defence platforms and systems, a range of documentation (including
capability definition, operational concept, function and performance specification, and Test and
Evaluation Master Plans) is developed, which establishes the detailed requirements/performance
attributes to be achieved.

2.50 Since the 2009-10 MPR, capability reporting?'® has been based on Defence’s prediction
of the final capability that would be achieved on the basis of deliverables and/or activities
completed. This assessment of capability performance (Expected Capability) is measured against
the Materiel Release Milestones (MRMs) and Completion Criteria specified in each project’s
Materiel Acquisition Agreement (MAA). This is distinct from an assessment of whether milestones
will be achieved on schedule. As the ANAO has previously noted, this data involves ‘making certain
assumptions in forecasting achievements and is therefore subjective in approach ...".120

2.51 For example, for the LHD Landing Craft project, in the 2015-16 MPR Defence predicted
and reported that 99 per cent of elements of capability had a ‘high level of confidence of delivery’,
with the capability to transport heavy loads (of up to 65 tonnes) still requiring trials prior to
declaration of capability achievement; this capability was assessed as ‘under threat, considered
manageable’.

2.52 These trials have been delayed on multiple occasions since 30 June 2016, as reported to
the JCPAA by Defence at public hearings.*?! The 2018-19 PDSS continues to report a one per cent
Amber rating corresponding to the outstanding trials. This indicates that the subjective 2015-16
forecast of the capability achievement may not have been accurate, with the capability proving
harder to achieve than expected.

117 Department of Defence, Interim Capability Life Cycle Manual, Defence, Canberra, 2017, p. 85.

118 ibid p. 13.

119 As per the 2018—-19 MPR Guidelines, a project is defined as the acquisition or upgrade of Specialist Military
Equipment, which normally excludes facilities and other Fundamental Inputs to Capability. The 2018-19 MPR
Guidelines also note that the MPR may report on associated sustainment activities (where applicable).

120 Auditor-General Report No.17 2010-11 2009—-10 Major Projects Report, p. 35.

121 Commonwealth, Public Hearing, Joint Committee of Public Accounts and Audit, 17 March 2016, Mr. P Croser,
Director General, Specialist Ships Acquisition, Capability Acquisition and Sustainment Group, Department of
Defence, p. 5;

Commonwealth, Public Hearing, Joint Committee of Public Accounts and Audit, 31 March 2017, Mr K Gillis,
Deputy Secretary, Capability Acquisition and Sustainment Group, Department of Defence, p. 14;
Commonwealth, Public Hearing, Joint Committee of Public Accounts and Audit, 23 March 2018, CDRE S
Hughes, Deputy General, Littoral, Department of Defence, p. 13.
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2.53 The Chief of Navy declared FOC for the LHD Landing Craft project in November 2019 on
the basis of trials conducted in July 2019 demonstrating heavy load carriage of up to 62 tonnes,
and a desktop analysis extrapolating the results of the trials to 65 tonnes.??

2.54 A further example is the Battlefield Airlifter project which reported a 100 per cent Green
capability prediction at its inclusion in the MPR in 2013-14. However, the 2013-14 PDSS also
reported major risks relating to capability deficiencies arising from the US Government divesting
from the program, with Australia no longer able to rely on the US Air Force processes. These risks
have continued to affect the project, with a mature training system and a number of baseline
capability requirements now not expected to be delivered until after FOC. These capability issues
were reported in the PDSS Pie Chart for the first time in 2018-19, indicating that the earlier
confidence in the ability to achieve the required capability may have been overly optimistic.'?

2.55 Over time, the JCPAA has sought the use of a more robust measure of capability
performance.'?*

2.56 In October 2017, the JCPAA recommended ‘that the Department of Defence review the
procedure for the development of expected capability estimates for future Major Projects
Reports. The outcomes of this review should be provided to the Committee within six months of
the tabling of this report. Further, the Committee requests that Defence provide a progress report
within three months of the tabling of this report.’1%

2.57 Defence made a submission to the Committee in March 2018 regarding this
recommendation.

Defence will conduct a schedule baseline validation activity for the Major Projects Report projects
to drive greater consistency in schedule reporting.

Once this activity is complete, Defence should be in a better position to investigate a more robust
approach to measuring Capability estimates. Utilising the validated baseline data could inform:

o Asimple percentage of schedule milestones achieved to measure progress to date. This is
a quantitative assessment that relies on the maintenance of a robust project baseline,
which is not dissimilar to the approach proposed by ANAO previously;

o CASG working with Force Design to identify how to measure capability, that considers all
elements of Fundamental Inputs to Capability, and that is suitable for unclassified
publication; and

122 The desktop analysis considered 65 tonnes to be the weight of an M1A1 Main Battle Tank.

123 The PDSS references issues relating to the design and build quality of the aircraft that are expected to have an
ongoing effect on sustainment. The aircraft has been affected by structural fatigue, difficulty obtaining spares,
low availability, poor build quality and design limitations. See the Battlefield Airlifter PDSS in Part 3 of this report.

124 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 442: Inquiry
into the 2012—13 Defence Materiel Organisation Major Projects Report, (2014), pp. 37-39;

Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 458:
Defence Major Projects Report (2014-15), (2016), pp. 48—49.

125 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 468:
Defence Major Projects Report (2015-16), (2017), Recommendation 1, p. vii.
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o Defence is working towards a new whole of organisational reporting system (the
Enterprise Resource Planning (ERP) System) which is expected to roll-out in Financial Year
2020-21. CASG will endeavour to incorporate the work conducted with Force Design on
measuring capability.2

2.58 In September 2018, the JCPAA noted that ‘Materiel Capability Delivery Performance charts
continue to be ambiguous in displaying actual current capability levels.’*?”

2.59 Defence advised the ANAO in November 2018 that partial progress had been made on its
schedule baseline validation activity discussed with the JCPAA. The ANAO notes that a
measurement of schedule milestones will not necessarily reflect a measurement of capability
delivered.

Modified method of capability reporting

2.60 In light of the above, in 2015-16 the ANAO developed a measure of key materiel
capabilities delivered (Capability Delivery Progress). This presents a current assessment of the
capability delivered, which differs from Defence’s prediction of final capability. The information
used in forming the ANAQ’s assessment is primarily based on Section 4.2 of the PDSS, which sets
out the capability elements required to achieve Initial Materiel Release and Final Materiel
Release, combined with other information in the PDSS reporting the delivery of
equipment/achievement of these requirements toward FOC.

2.61 Noting that a system of capability reporting with a robust methodology applicable to
materiel acquisition does not exist within Defence, the information presented below is a more
meaningful reflection of current project progress than an end-state prediction.

Capability Delivery Progress and Project Maturity

2.62 Figure 12, below, sets out each project’s Capability Delivery Progress against Project
Maturity.2?® It shows that Capability Delivery Progress lags Project Maturity for the majority of
projects (19 of 26). This relationship is expected as projects will typically develop confidence in
the ability to deliver their scope and capability through testing and demonstration of capability
components (for example, design reviews and acceptance tests) prior to delivery of the majority
of equipment.

2.63  Figure 12 also shows that Capability Delivery Progress lags Project Maturity by 20 per cent
or more in 12 projects, and for 10 of these, Capability Delivery Progress lags by 50 per cent or
more.

126 Department of Defence, written submission to the Joint Committee of Public Accounts and Audit, Inquiry into the
2016-17 Defence Major Projects Report, p. 1.

127 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 473:
Defence Major Projects Report (2016-17), (2018), p. 2.

128 Refer to footnote 94 for more detail.
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Figure 12:  Project snapshot — Capability Delivery Progress and Project Maturity
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Source: ANAO analysis of the 2018-19 PDSSs.

2.64 As noted in paragraph 2.11, Defence’s project maturity framework attributes
approximately 50 per cent of total project maturity at Second Pass Approval.’?® As a result,
Defence’s project maturity framework is not appropriately structured to assign project maturity
progress throughout the project life cycle, particularly within the acquisition phase, which is
predominantly the longest and most expensive component.

2.65 Figure 12 also highlights a continuing issue with the level of specification of capability
elements. For the projects that show little or no Capability Delivery Progress, this can be
attributed to Defence’s high level description of requirements in the capability elements. This

129 Refer to footnote 95 for more detail.
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indicates that it would be worthwhile for Defence to undertake additional work to track project
progress. In respect of the four projects that show no capability delivery at 30 June 2019, progress
was as follows:

Offshore Patrol Vessel — this project had completed almost all major design review
activities;

Repl Replenishment Ships — the first ship had been launched and was being outfitted prior
to acceptance, while 70 per cent of blocks had been erected for the second ship;

CMATS — this project was in early stages of procurement, and was progressing through
early design processes; and

Maritime Comms — this project had progressed through design reviews and commenced
ship installations.

Further, Figure 12 indicates that:
one project, ANZAC ASMD 2B, has delivered all of the required capability;

three projects, HATS, Battle Comm. Sys. (Land) 2A, and LHD Landing Craft, have delivered
essentially all of their capability with only minor items of capability or administrative
processes remaining prior to declaration of FOC;

18 projects are still to deliver part of their capability; and

one project, AWD Ships, will not deliver all of the required capability.
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Secretary’s Foreword

I am pleased to provide the 2018-19 Major Projects Report, which reports on 26 Defence
major capability acquisition projects, delivered by the Capability Acquisition and

Sustainment Group.

The 12th annual Major Projects Report provides transparency on the progress of Defence’s
largest and complex acquisition projects. The Major Projects Report developed with the
ANAO continues to inform parliament and the public on Defence capability and related

expenditure.

The 2018-19 year has been focussed on continued organisational and cultural reform and a
transition to continuous improvement. Reform is not a ‘set and forget’ process; continuous
improvement must become part of the One Defence culture. It is through this approach to
reform that Defence can continue to improve agility and ensure the efficient and effective

delivery of capability projects and their sustainment.

As part of this reform process, Defence continues to strengthen the engagement with central
agencies and the partnership with defence industry. The accountabilities required to
successfully deliver projects has also been reinforced through the First Principles Review

reforms.

Defence is currently investigating ways to actively enhance Australian Industry Capability
(AIC) and provide greater transparency into the current status and level of AIC. Defence
plans to accelerate the delivery of key reforms to the AIC Program to return AIC as a real
priority to the Defence sector. As part of this, Defence will establish and implement an AIC
Promotion Plan. This plan will articulate specific improvement options and reporting

transparency, including AIC information in future Major Projects Reports.

At 30 June 2019, Defence was managing 205 major and minor capital equipment acquisition
projects in support of the Australian Defence Force with a total acquisition value of

$132.0 billion.

The 26 major capability projects within the 2018-19 Major Projects Report have a combined
total approved value of $64.1 billion and a total in-year budget of $5.2 billion. Of note are the

Defence Major Projects Report
Auditor-General Report No.19 2019-20
2018-19 Major Projects Report

69

T
(©]
o
O

x
(2}

-+
O

2
(@]
—

o
—

2
@©

=
(]
(&)
c

)
)

(@)

N

=
@©

o




-
Q
=1
N
)
@
o
-}
Q
o
<

DS,
o)
=
Y

S.
o)
Q
~
(2]
Py
)

o
o)
a2

following project achievements which support delivery of important capability for the

Australian Defence Force and wider Pacific region:

o Joint Strike Fighter — In the 2018/19 financial year, Australia accepted delivery of
eight aircraft bringing the total fleet to 14. At 30 June 2019, 10 of these aircraft were
operating at the United States Luke Air Force Base Pilot Training Centre in support of

pilot training and four were based at Williamtown in NSW.

e The Chief of Navy in December 2018 declared HMAS Hobart had achieved Initial
Operating Capability, achieving a major milestone for the Air Warfare Destroyer

Program.

o Under the Pacific Patrol Boat Program (SEA 3036 Phase 1), the second Guardian
Class Patrol Boat, Te Mataili 11, was gifted to the Government of Tuvalu on 6 April
2019, and the third boat, Ngahau Koula, was gifted to the Kingdom of Tonga on 21
June 2019.

e Offshore Patrol Vessel - The keel laying ceremony for the first vessel, NUSHIP
Arafura, was conducted in May 2019 at Osborne, SA. Construction commenced on

the second vessel in June 2019, ahead of schedule.

The Department has also been proactively closing projects and diverting resources to higher
priority areas. Thirty-five Major and Minor Acquisition Projects were closed in this period,
seven more than in 2017-18, with a total cost of $72 million less than that approved by the

Government.

The Vice Chief of the Defence Force, Chiefs of the Navy, Army and Air Force, the Chief of
Joint Capability, the Chief Information Officer, and the Chief Finance Officer as well as our
major contractors involved in each project have reviewed the relevant project data and their

views have been considered in finalising this report.

I would like to take the opportunity to thank the Auditor-General, Mr Grant Hehir, and his

staff for their contribution to the overall report.

I would welcome feedback on ways to improve the information and processes involved in
producing the report to align it with similar international reports which have evolved to

consider broader reporting across the Whole of Government. While this will take time, more
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efficient processes could be established in the short term to support the disclosure of

information provided in this report.

iy

Rebecca Skinner
Acting Secretary
Department of Defence
10 December 2019
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Purpose of the Major Projects Report

The Major Projects Report was first published for Financial Year 2007-08 to enhance
transparency and accountability of the (then) Defence Materiel Organisation’s major projects.
It was established in a context of the Kinnaird and Mortimer Review reforms, where
increased rigour was placed on capability development processes and documentation. These

reforms introduced improvements to the pre-2003 processes.

The Major Projects Report was expected to evolve over time to be best meet the information
needs of key stakeholders on the status of the Department of Defence (Defence) capital
acquisition projects.*®® With the application of the First Principles Review, consideration of

the potential of the report may now warrant review.

Reporting Framework

In order to consider the Major Projects Report’s purpose, it is important to consider the

current legislative authority and Standards related to the assurance activity.

The Major Projects Report is prepared as a Priority Assurance Review under subsection
19A(5) of the Auditor-General Act 1997, undertaking a limited assurance review under
standard ASAE 3000 Assurance Engagements Other than Audits or Reviews of Historical

Financial Information. As part of this Standard, for a limited engagement, the objectives are:

(a) To obtain [a] limited assurance ... about whether the subject matter information is
free from material misstatement;

(b) To express a conclusion regarding the outcome of the measurement or evaluation
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of the underlying subject matter through a written report that conveys ... a limited
assurance conclusion and describes the basis for the conclusion; and
(c) To communicate further as required by this ASAE and any other relevant

ASAEs. 13!

130 ANAO Report No.9 2008-09 Defence Materiel Organisation Major Projects Report 2007-08, p.11
131 standard on Assurance Engagements ASAE 3000 (May 2017), paragraph 10, parts relating to a ‘limited
assurance’ are included and those relating to a ‘reasonable assurance’ are omitted.
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The information reporting requirements are captured under the Major Projects Report
Guidelines (See Part 4 of the Report). The Guidelines are submitted for endorsement to the
Joint Committee of Public Accounts and Audit (JCPAA) by the Australian National Audit
Office (ANAO) in August each year. The projects selected for inclusion, the structure of the
report, and the level of detail to be provided has already been agreed by the Committee for
FY 2019-20, noting final project selections were pending advice from the Capability
Managers (see Part 1, paragraphs 7-8).

First Principles Review Framework

The First Principles Review (FPR) published in 2015 noted that some of Defence’s
organisational processes were complicated, slow, and inefficient in an environment which
requires simplicity, greater agility and timely delivery.'*? Creating a One Defence culture and
generating the efficiencies identified has been a focus of Defence. It is the view of Defence
that the Major Projects Report has not changed significantly in the last twelve years, and
could be improved by aligning it to the FPR focus on agility and efficiency.

The United Kingdom (UK) Government have moved away from the detailed MPR process
that Australia based its approach to the Major Projects Report on. The previous processes
were deemed unsustainable and focus was redirected towards the broader Defence Equipment
Plan. There were also improvements in the UK Ministry of Defence’s (MoD) internal data
systems and controls, and it was agreed that the MoD would assume responsibility for
reporting, through the Project Performance Summary Sheets to Parliament on the delivery of
its largest equipment procurement projects. While it would take time to reform the reporting
in this way, Defence would welcome moves in the shorter term to streamline the current

reporting approach in conjunction with the ANAO and the JCPAA.

132 First Principles Review: Creating One Defence, page 13
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Major Projects Report — Current situation

The Major Projects Report costs Defence an estimated $2.4 million to produce, in addition to
the $2.2 million in Australian National Audit Office costs reported in Part 1. The approximate
$4.6 million total cost to produce the report is more than four projects featured in this report
individually spent in 2018-19 delivering capability: ANZAC ASMD 2B - SEA 1448

Phase 2B ($2.9m); Collins R&S - SEA 1439 Phase 3 ($3.5m); Battle Comms Sys - JP 2072
Phase 2A ($3.6m); and LHD Landing Craft - JP 2048 Phase 3 ($4.3m).

There are opportunities to improve the timeliness of the report, noting that it is expected to be
published five months after the end of the financial year, but has not met this timeframe for a
number of years. This is due, in part to the issues requiring resolution prior to tabling, but
also the detailed processes required to extract and assure the data, that is then out-of-date by
the time it is published. There are also multiple reporting demands on Project Managers, who
provide a number of reports for different purposes on a monthly, quarterly and annual basis,

while also completing their core duties of delivering capability to the ADF.

The Major Projects Report Guidelines are submitted in August each year, 11 months prior to
the end of the reporting period. This means that opportunities to adapt to change or focus the
report are limited. The timing does not allow lessons of the previous report to be learned and
recorded in the Guidelines for the next report, resulting in a two year delay for improvements

to be appropriately captured.

The information included in the Major Projects Report remains focussed on the Kinnaird and

Mortimer framework, and some aspects have lost their utility, for example:

o the focus on Project Maturity Scores which is an outdated concept post-First
Principles Review;

o the simplified categorisation of projects into Commercial Off-the-Shelf, Military Off-
the-Shelf and Developmental may overlook the type and level of partnership with
industry;

e the move to agile contracting; and
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e other standardised information that is not tailored to individual project or program
circumstances such as the test and evaluation processes, the level of capability

delivery aligning to scope rather than effects, and the type of risks reported.

The Major Projects Report was established to achieve a number of outcomes. With some changes
to procedures, improvements could be realised. For example, the Project Data Summary Sheet
(PDSS) template attempts to provide data on a broad cross-section of Capability Acquisition and
Sustainment Group projects while also having a disproportionate focus on the ‘mega projects’.
This has led to a high level of detailed tactical level information being provided for all projects,
with the strategic view becoming lost in the detail. Further, the report also appears to be testing
the project management practices and compliance against policy, rather than investigating
whether the capability effect as envisioned has been delivered. Currently, the report is being

welcomed for providing a range of information that is not otherwise available.

Adaptive nature of the Integrated Investment Program

Defence is taking a more holistic view of capability delivery, and moving from an individual
project level approach towards an integrated program management model. A Programmatic
approach reduces the number of formal ‘passes’ to Government, and keeps Government
informed of progress or changes through ‘updates’. This approach allows Defence to adapt and
respond to changing circumstances, providing the ability to undertake activities which are
known, while examining unknowns, in a structured manner. This a new and effective approach
to capability delivery when the full program cost, scope, schedule, and capability to be

delivered is unknown at Government approval.

This approach also aims to make a number of improvements, such as simplifying the
transition to sustainment and building on knowledge gained throughout the acquisition phase
in rolling programs. This approach will also enable the grouping similar projects together to
allow efficiencies to be realised, limiting the number of artificial hand-overs, and providing

more meaningful information to Government.

Elements of the concept are not new, and have been applied in previous programs, such as the

AIR 6000 Joint Strike Fighter program where the full set of capabilities was programmed into
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multiple phases, allowing Defence to procure more advanced technology when it was likely
to be available. Recently approved LAND 121 Phase 5B also built on the work of MPR
project LAND 121 Phase 3B (Overlander Medium/Heavy), to utilise the extant program to
complete the LAND 121 vehicle replacement program. Other tranched or rolling programs,
such as LAND 53 Phase 1BR (Night Fighting Equipment Replacement), will allow Defence

to take lessons learned during procurement activities and apply these to follow-on tranches.

A number of organisational and governance reforms, including the context of the Major
Program Report, will need to be undertaken if the benefits of this new approach are to be
fully realised. These approaches will require agility in the acquisition process to be
successful. The reporting environment may need to consider a transition from a structure that
provides detail on standard processes, defined scope, budgets and schedules. Traditional
project milestones like Final Operational Capability (FOC) may be used differently within the
programmatic context. This may result in ‘Projects’ like LAND 53 Phase 1BR delivering
required outcomes without exiting the Major Projects Report under the current criteria, as the
follow-on tranches under Phase 1BR will have follow-on FOC milestones. A review to
consider more flexible entry and exit criteria might be warranted to allow a broader range and

throughput of different types of projects to improve the transparency and accountability.

Is a Review of the Process Required?

A review was conducted by Defence in 2011-12 to analyse the report and provide
recommendations for improvement. To achieve this, the then Defence Materiel Organisation
engaged Ernst & Young to undertake a survey assessing the usefulness and value of the

report to external stakeholders. '3

Defence would welcome a broader strategic discussion at the Joint Committee on Public
Accounts and Audit to consider the format, focus and timeframes of the report. Conducting a
review through the Committee would allow both Parliament and a broader cross-section of
stakeholders to submit their improvement ideas, and direct focus where the best value can be

achieved. Defence considers that work is needed to ensure the Major Projects Report is

133 2012-13 ANAO Report No.15: 2011-12 Major Projects Report, pp.121-124
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focussed on outcomes, rather than process and compliance. Noting the significant costs
involved of producing this report (outlined above), Defence trusts this would help ensure the
report (or other mechanisms) can provide accountability and transparency, while providing
efficient disclosure of information that is useful to Parliament, the Public Sector, and the

Australian public.

Defence Strategic Environment
Force Structure Plan 2019

The 2015 First Principles Review recommended Defence adopt a business-as-usual approach
to the force design of the Australian Defence Force (ADF). Accordingly, Defence
implemented a Force Design Cycle which, executed through the Defence Capability
Assessment Program, has facilitated the annual review of the ADF force structure within the
provisions of the Defence Integrated Investment Program as currently defined by the

2016 Defence White Paper. Building on this annual program, once every four years Defence

conducts a fundamental review of the ADF force structure called a Force Structure Plan.

While the direction of the 2016 Defence White Paper remains valid, there has been an
acceleration of the described trends which necessitate adjustments to ADF capabilities. Led
by Force Design Division, the 2019 Force Structure Plan is an Enterprise level activity and
draws upon subject matter expertise from all branches of the Department. The Force
Structure Plan is considering the planned investment profile against changes in the strategic
environment including evolving threats and disruptive technologies. Therefore, the objective
of the Force Structure Plan is to review and propose changes to the ADF’s force structure to
ensure it is capable of undertaking the tasks Government expects of it out to 2040. The focus
is to provide an Australian Defence Force that is a lethal, agile, affordable and sustainable

force.

The Force Structure Plan will be delivered through an evidence-based, transparent and
repeatable process. Using a Capability Based Planning methodology, the Force Structure Plan

is employing parametric cost estimation, decision support, and assurance tools. Additionally,
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the 2019 Force Structure Plan is supported by a Joint Experimentation Campaign of a scale

never before undertaken in the review of the ADF’s force structure.

Importantly, the Force Structure Plan will identify options to address operational and
strategic risks with commensurate funding offsets that will allow the Department to balance
capability with strategic direction and budgetary constraints. The outcome will provide
Government with a series of costed portfolio options, within the current Defence funding

profile, projected out 10 years in detail and 20 years as a forecast.

The Force Structure Plan will be presented for Government consideration in early 2020 and

will include:

e Force Structure Options to achieve Strategic Defence Objectives based on a
continuation of Defence’s current funding profile over the 10 and 20 year period.

e Force Structure risks and options to treat these risks.

e A review of, and recommendations for, potential adjustment to the Defence
Workforce allocation.

e A review of, and recommendations for, updates to the Future Defence Estate Profile.

e An updated Integrated Investment Program for the period 2020-30 with a Future
Capability Investment Program forecast for the period 2030-40.

Overview of MPR Projects

One of the key roles of Defence is to align Australia’s defence strategy with capabilities and
resourcing. A capability in Defence terms is the power to achieve a desired operational effect
in a nominated environment within a specified time and to sustain that effect for a designated
period.'** To achieve these outcomes, Defence continues to deliver the major projects
outlined in the Integrated Investment Program and invest in the Defence and industry

partnership.

The Major Projects Report outlines 26 projects, delivered by the Capability Acquisition and
Sustainment Group, with a total approved value of $64.1 billion and a total 2018-19 budget

134 Australian Defence Force Doctrine, Preparedness and Mobilisation
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of $5.2 billion. This accounts for 48.6 per cent of the projects by total value and 12.7 per cent

by number.

Key achievements

In 2018-19 the 26 reported major projects and their industry partners have worked together to
progress delivery of important capability to the Australian Defence Force. There have been a

number of key milestone achievements for many projects including:

e Final Operational Capability for the ANZAC Class Anti-Ship Missile Defence project
(SEA 1448 Phases 2A and 2B) was achieved on 18 June 2019. As a former Project of
Concern, both Industry and Defence overcame significant challenges to produce what

is now a leading-edge capability.

e Initial Operational Capability for the EA-18G Growler Electronic Attack Aircraft
(AIR 5349 Phase 3) was declared in February 2019, noting that in-country training is

expected to be delivered later.

e On 13 June 2019, the Maritime Patrol and Response Aircraft acquisition project
(AIR 7000 Phase 2B) formally accepted the eighth P-8A Poseidon aircraft from the
US Navy.

Entry to and exit from the 2018-19 Major Projects Report

Of the 26 projects included in this report, 22 projects have carried over from last year’s
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report.
Four projects are new inclusions:

e SEA 1180 Phase 1 - Offshore Patrol Vessel

e SEA 1439 Phase 5B2 - Collins Class Communications and Electronic Warfare
Improvement Program

o SEA 1448 Phase 4B - ANZAC Air Search Radar Replacement

e LAND 53 Phase 1BR - Night Fighting Equipment Replacement
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Four projects have been removed:

e LAND 75 Phase 4 Battlefield Command Systems was removed from the Major
Projects Report Program following achievement of Final Materiel Release in
December 2017

e SEA 1439 Phase 4A Collins Replacement Combat System achieved Final Operational
Capability on 13 February 2019

e SEA 1429 Phase 2 Replacement Heavyweight Torpedo achieved Final Operational
Capability on 13 February 2019

o SEA 1448 Phase 2A ANZAC Anti-Ship Missile Defence (2A) achieved Final
Operational Capability on 18 June 2019

Appendix 1 lists all the projects that have been removed from the report since its inception,

their reasons for their removal, and their expenditure to date at 30 June 2019.

The lessons learned for each project that was been removed from the 2018-19 report are

included at Appendix 2.

Defence’s review of project performance
Cost

The Defence Chief Finance Officer provides overall financial assurance, on the actual cost
and budget data of individual projects included in this report. Defence also has ongoing
confidence in individual projects ability to deliver the remaining intended scope within their

approved project budgets on the basis of the project manager assurance sign-off processes.

Project budgets approved by Government take into account the estimated impact of inflation
over the life of a project which is known as ‘out-turning’. At the time of project approval,
project managers estimate the impact of indices tendered (or estimated) for the life of the
project. These estimates are built into the project budget as part of the out-turning process,

which are revised as part of each budget review and update process.

The Department of Defence’s appropriation for this reporting period is cash based.

Accordingly, all financial data related to Defence’s capital projects and capital programs
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provided within the Defence Portfolio Budget Statements, Portfolio Additional Estimates
Statements and Annual Report, are presented on a cash basis. For consistency, Defence also

reports its 2018-19 capital projects on a cash basis in the Major Projects Report.

The total in-year budget (2018-19) for all the projects listed is $5.2 billion and the total
approved budget is $64.1 billion. Table 1 lists the 26 projects by total Government approval

from highest to lowest.

These projects represent 12.7 per cent by number of the projects in the Military Major and
Minor investment program and 48.6 per cent by value, so caution must be applied when

extrapolating analysis to the entirety of Defence’s acquisition effort.

Understanding Budget Variation

The planned risk-based returns to Government leading to project “budget variation” (outlined

in Table 2A Column B) includes activities such as:

o follow-on Second Pass approvals,
e tranched or rolling approval processes that have been agreed by Government, or
e where projects have merged or transferred cost or scope to realise more efficient

project management practices.

In some instances, Real Cost Increases (RCI) require a Government approved budget
variation due to unplanned cost and/or scope variation. Historically, there have been minimal

requirement to apply RCIs to the project budgets, these instances are outlined in Column E.
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Table 2A gives a summary of life-to-date budget approvals from Second Pass Approval to
current budget including variables such as price indexation, foreign exchange and scope

change impacts. Percentages of the variances are also provided.

Table 2B and Table 2C provide a further detailed breakdown of the budget variance, to

separate risk-based returns to Government from unplanned cost/scope variation. This is to
provide a more detailed breakdown of the Department’s performance in cost and scope
management, and highlight the projects with unplanned cost and/or scope variation in the

interests of transparency.
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Table 2B — Breakdown of Subsequent Government Approvals

(b)
Project " Subsequent "
Number Project Government Explanation
Approvals $m
. . Second Pass approval for Stage 2, acquiring an additional 58 aircraft.
AIR 6000 ngnt Strike 10515.4 | This figure also includes some budget corrections to keep the budget
Phase 2A/2B Fighter . N
aligned with the Government approval.
Government Second Pass Approval to fund the acquisition of an
AIR 7000 " . additional four P-8A aircraft and associated support systems.
Phase 2B S Alcsedon 255 Funding was provided under AIR7000 Phase 2D, but merged with
AIR7000 Phase 2B for efficiencies.
AIR 9000 MRH90 2565.6 Second Pass approval of Phase 4 (Black Hawk Upgrade
Phase 2/4/6 Helicopters ’ Replacement) and Phase 6 (Maritime Support Helicopter).
LAND 121 Overlander 735.5 A range of programmatic decisions have been made in relation to this
Phase 3B Medium/Heavy . project. This is aligned to the revised second pass approval.
Government approval to change acquisition strategy to a new-build
AIR 5349 Growler 1789.4 aircraft, rather than modification of existing aircraft. This also includes
Phase 3 : the Growler Enabling capabilities and the integration of CEA systems
into the Mobile Threat Training Emitter System.
AIR 7403 - The approved scope increase associated with interim pass approval
Phase 3 AdditionalMRIy]} 52 for the Government Transport and Communications modification.
SEA 1448 This was a programmatic decision involving a transfer from SEA
Phase 2B Anzac ASMD 2B 155.4 | 1448 Phase 2A to replace the initial Very Short Range Air Defence
with the Phased Array Radar System from CEA Technologies.
SEA 1439 A range of programmatic funding decisions have been made with
Phase 3 Collins R&S 344.0 | Collins-related projects to achieve optimum capability within the
funding provided. For full details, please see the PDSS.
Total 17588.4

Table 2C — Breakdown of Real Cost / Scope Variation

R I(?:) t/
. eal Cos
::J?']nel;:r Project Scope Explanation
Variation
$m

This was a real cost increase (RCI) approved by Government in
SEA 4000 AWD Shios 1199.5 2015. Following a number of independent reports, it was evident that
Phase 3 P : the existing budget would be insufficient to complete the full project

scope.
AIR 9000 MRH90 315 A RCI was approved by Government in 2008 to fund the Full Flight
Phase 2/4/6 Helicopters ’ Mission Simulator, not included in the original scope.
AIR 5431 A RCI was approved by Government in February 2018 to cover
Phase 3 CMATS 2475 additional costs related to the acquisition.
SEA 1448 A RCI of $214.7m approved by Government in 2011 to allow the full
Phase 2B gzaciistbeE 2y scope to be provided and installed on ships 2-8.

Total 1693.2
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In-Year Cost

A summary of in-year project budget expenditure against the Portfolio Budget Statements

and the Portfolio Additional Estimate Statements is shown in Table 3.

The financial variation was primarily due to slippage in project plans, and the Quarter 4
Foreign Military Sales payment and other invoices being delayed for payment to July 2019.
These variations were part of managing the overall end of financial year portfolio cash
position. The variation explanations for each project can be found within Section 2.2A — In-
year Budget Estimate Variance of the Project Data Summary Sheets (found in Part 3 of this
Report).
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Project Progress

There are a number of quantitative and qualitative methods used for showing project progress.
Table 4 shows the project complexity and the Project Maturity Score as a number out of 70 (as
outlined in the Project Data Summary Sheets), and the percentage of project budget expenditure
of the MPR projects.

The percentage of budget spent is dependent on the characteristics of the project and the levels of
early investment needed, so the relationship between budget and progress does not necessarily
match. In addition, programs with multiple tranches and/or follow-on Final Operational

Capability milestones may distort the per cent of budget expended data in the future.

This table also shows that 17 projects have expended more than half their total budget, and a

s
number are at the final stages of project delivery. 8_
O
Table 4 - Project Complexity and Maturity o
=
_ _ Complexity Project Per cent of 8
Project Number Project 1 Maturity budget —
(ACAT) Score? expended? o
o
AIR 6000 Phase 2A/2B Joint Strike Fighter | 51 28 o
SEA 4000 Phase 3 AWD Ships | 61 86 [
AIR 7000 Phase 2B P-8A Poseidon 1l 61 73 9.
AIR 9000 Phase 2/4/6 MRH90 Helicopters | 57 85 ©
SEA 1180 Phase 1 Offshore Patrol Vessel 1l 44 10 E
AIR 5349 Phase 3 Growler I 58 69 (0}
LAND 121 Phase 3B Overlander Medium/Heavy | 60 66 8
AIR 9000 Phase 8 MH-60R Seahawk Il 61 73 ()
JP 2048 Phase 4A/4B LHD Ships | 63 92 HG_J
LAND 121 Phase 4 Hawkei | 60 28 (@)
AIR 8000 Phase 2 Battlefield Airlifter 1l 55 58 .
SEA 1654 Phase 3 MOSC 1l 50 51 N
AIR 5431 Phase 3 CMATS | 41 27 =
LAND 2072 Phase 2B Battle Comms Sys Ph2B | 53 52 an
AIR 7403 Phase 3 Additional MRTT 1l 61 71
SEA 1448 Phase 2B Anzac ASMD 2B | 69 95
SEA 1439 Phase 5B Collins EW 1l 54 41
SEA 3036 Phase 1 PPB-R 1l 60 22
JP 9000 Phase 7 HATS Il 69 80
SEA 1439 Phase 3 Collins R&S 1l 60 85
LAND 53 Phase 1BR Night Fighting Equip Repl 1l 63 47
SEA 1442 Phase 4 Maritime Comms 1l 50 40
JP 2072 Phase 2A Battle Comm. Sys. (Land) 1] 68 86
SEA 1448 Phase 4B ANZAC Air Search Radar Repl 1l 52 46
JP 2008 Phase 5A UHF SATCOM Il 54 88
JP 2048 Phase 3 LHD Landing Craft 1] 67 76

Note 1: for the full list and description of ACAT levels, please see Appendix 3.
Note 2: Project Maturity Score is a number out of 70. Further information is at Appendix 4.
Note 3: Per cent of budget expended is the total project budget compared to expenditure as at 30 June 2019.
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Contingency Management

Defence’s contingency policy “Management of contingency budgets in Defence Acquisition

Projects” was agreed by the Investment Committee in April 2019.

A core element of delivering Defence capital projects is the ability for project managers to
manage risk around cost, schedule and scope that inevitably arise through executing projects.
The purpose of a contingency provision is to estimate the inherent cost, schedule and
technical uncertainties of in-scope work. This is a standard component of risk management as

practiced under the Capability Life Cycle (CLC) and the Smart Buyer decision framework.

Not all projects have been allocated a contingency provision within its overall acquisition
provision, which varies across projects depending on the complexity and risk of the activities

it will undertake.

When a project is approved by Government, the Government agrees to an overall project

acquisition budget, which includes:

o acash budget of programmed expenditure for delivery of the project over its life; and

e acontingency budget which is not programmed or funded in cash terms.

Once Cabinet has approved a project, both the project’s cash budget of programmed
expenditure and the unfunded contingency budget are separately recorded in Defence’s

financial systems.

Projects must only seek to access their Government approved contingency budgets upon the

agreed identification of a contingent risk to be mitigated. Contingency funding cannot be
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utilised to increase the scope of a project beyond that agreed by Government.

Projects are first encouraged to meet contingency funding requirements from within their

currently programmed cash funding.

If this cannot be achieved, contingency funding will be sought from across the relevant
capital program. If this is not affordable, then the contingency call will be presented to the
Investment Committee, to be potentially be met from budget offsets across the whole

Integrated Investment Program.
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Each project data summary sheet reports on whether contingency has been applied to the

project during the financial year.

Across the life of the 26 projects in this year's report (that is, from September 2000 to
June 2019), projects have called upon approximately $1.2 billion. This represents 2.0 per cent
of the 26 projects combined project approval value of ($64.1 billions).

The areas where risks have been retired using contingency include:

e systems development;
e systems integration;
o logistics and support;
e schedule constraints; and
e project resourcing.
Three projects have had contingency approved this financial year:
e AIR 9000 Phase 2,4 and 6 Multi-Role Helicopter of $12.1 million;
e JP 2072 Phase 2B Battlespace Communications System of $29.0 million; and
o SEA1654 Phase 3 Maritime Operational Support Capability of $40.2 million.

For further details on reasons for accessing contingency, please refer to the project data

summary sheet in Part 3 for each project.
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At the broader portfolio level, as reported in the Defence Annual Report, military equipment
projects are being delivered within the agreed parameters of scope and cost. Where schedule
slippage has occurred, project managers are working with the Capability Manager

Representatives to manage the impacts without compromising capability.

Of the 22 projects carried over from the last report, there are 12 projects that reassessed their
Final Operational Capability forecast date within 2018-19, with 11 of the 12 projects pushing
out their Final Operational Capability date by between one and 24 months.
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The average Final Operational Capability variance of projects reviewed in 2018-19 at
30 June 2019 is 27.8 per cent, which is similar to the 29.7 per cent in 2017-18. The project
schedule status of the 26 projects in this year’s report is shown in Table 4 from Second Pass

through to Final Materiel Release and Final Operational Capability.
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Schedule Variation in context

As outlined previously, the projects listed in the Major Projects Report are generally the
larger acquisition projects that contain inherent risk, and as such, are more likely to encounter
schedule delay, compared to other projects not included in this report. Most are legacy
projects that have not otherwise benefited from the improvements to the risk management

practices where the aim is to reduce the level of risk as the project progresses.

Defence has broken down the additional schedule variance factors which can be attributed to
the projects which have greater than 10 per cent Final Operational Capability variance across

the life of the project.

Table 5A lists those that have had an unplanned real cost or schedule increase, as outlined in
the Cost Performance section of the report (see page 80). Projects with both planned
programmatic returns and unplanned returns to Government have been included in this table
only.

Table SA — Schedule Variance for Projects with unplanned Real Cost / Scope Variation

Project Key Drivers of FOC Schedule Variance

Air Warfare Destroyer | Underestimation of developing a modified design, undertaking a block construction
method, and re-establishing Australia’s shipbuilding capability.

MRH90 Helicopter This project is currently managed as a Project of Concern and has encountered a
range of technical challenges leading to schedule delay.

CMATS A number of technical issues and challenges associated with the unique commercial
arrangements have impacted the schedule.

ANZAC ASMD 2B The project was scoped to deliver high risk, leading edge and developmental
technology.

Note: only projects with a 10% or greater Final Operational Capability variance are included.

Table 5B lists projects were there have been subsequent government approvals, as outlined in
the Cost Performance section of the report (see page 80). The two projects in this table
experienced transferred scope to realise more efficient project management practices. This
report uses the originally estimated milestone for comparison (rather than the re-baselined
schedule as part of this Government approval). The projects with planned returns to
Government for follow-on Second Pass approvals, tranched or rolling program approvals
have not needed to modify their original planned Final Operational Capability date, as the

original acquisition strategy would have accounted for follow-on approvals.
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Table 5B — Schedule Variance for Projects with Subsequent Government Approvals

Project

Key Drivers of FOC Schedule Variance

P-8A Poseidon

A third set of four aircraft was approved by Government in February 2016. Schedule
variance occurred as a result of the increased scope.

Additional MRTT

Schedule Variance is directly linked to the inclusion of the Government Transport and
Communications modification.

Note: only projects with a 10% or greater Final Operational Capability variance are included.

Table 5C lists all other projects in this report that have had schedule variation of over

10 per cent. This table provides transparency of projects with schedule slip not attributed to

other Government decisions.

For further detail on project schedule dates and variance explanations see Section 3 —

Schedule Performance within the Project Data Summary Sheets.

Table 5C — Schedule Variance for Other Projects

Project

Key Drivers of FOC Schedule Variance

LHD Ships

Technical issues impacted the availability of the LHDs to progress test and evaluation
activities, leading to a delay of key schedule milestones.

Battlefield Airlifter

Schedule delays due to: aircraft production delays associated with the transfer of the
fuselage assembly line; aircraft availability reducing training throughput; the delayed
start to US-based training; and establishing facilities.

Collins EW Key risks relate to the complexity of the required capability, stakeholder engagement
and challenges in achieving software security accreditation. Installation is also
dependant on the Submarine docking cycle, noting installation on a 2nd platform has
been brought forward from a Full Cycle Docking to an earlier Mid Cycle Docking.

Collins RCS This project was approved in September 2000 (pre-Kinnaird) and contains legacy

elements from a range of other Collins projects. Variance is primarily due to changes
in docking maintenance schedule since original MAA.

Maritime Comms

Delivery and installation schedule changed to align with the Anzac Midlife Capability
Assurance Program.

Battle Comm. Sys.
(Land)

Variation was due to administrative process delays that did not adversely affect
capability.

UHF SATCOM

Schedule variation due delays in in software development, the provision of
Government Furnished Equipment, and integration and security challenges.

LHD Landing Craft

The delays were primarily due to deferment of the outstanding operational testing of
heavy loads.

Note: only projects with a 10% or greater Final Operational Capability variance are included.
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Materiel scope and capability

A capability in Defence terms is the power to achieve a desired operational effect in a
nominated environment within a specified time and to sustain that effect for a designated
period. As outlined previously, Defence prioritises the delivery of safe and effective

capability to support the ADF over schedule.

Materiel scope performance measures indicate a forecast of the materiel element of capability
against the Final Materiel Release milestones, identified in the Materiel Acquisition
Agreement at 30 June 2019. It should be noted that this measure does not include the
fundamental inputs to capability (such as workforce) and are not necessarily indicative of

each project’s ultimate ability to deliver the final intended capability effect.

The subjective ‘traffic light’ assessment of each element is indicative of:

e green — a high level of confidence that the capability outcome will be met;
e amber — the capability outcome being under threat but still considered manageable
and able to be met; and
e red — at this stage, the capability outcome is unlikely to be fully met.
Of 26 projects in this year’s report:

e 21 projects had 100 per cent of the measures as green;

e Four projects have measures which are under threat (amber); and

e One project is reporting an element that is unlikely to be fully met.
Details of amber and red portions included are outlined in Table 6 below. As outlined above,
this is not indicative of Defence’s expected capability delivery. For further detail on the

Capability/Scope Delivery Performance for individual projects please see Section 4 —
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Materiel Capability Delivery Performance in the Project Data Summary Sheet.

Detail of the capital equipment assets to be delivered for projects (the materiel scope), is
defined in the Materiel Acquisition Agreement, the Operational Concept Document and the

Function and Performance Specification.
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Table 6 — Details of projects reporting Amber or Red measures

Project Pie Chart Narrative for Amber / Red Rating
Traffic Light
JP 2048 Amber (1%) | The testing of heavy loads in May 2016 was not completed as planned for
Phase 3 - LLC safety reasons. Navy is planning to complete the trial and confirm design
and LLC capacity to carry heavy loads in July 2019.
AIR 8000 Amber (10%) | AIR 8000 Phase 2 remains committed to the timely delivery of capabilities to
Phase 2 - support operational intent of the C-27J. AIR 8000 Phase 2 is forecasting the
Battlefield project will be unable to complete FMR in Oct 2019 and that further work to
Airlifter support an ongoing automatic dependent surveillance broadcast
modification upgrade, achievement of the full military type certification, and
final spares delivery (less than 1% remaining).
LAND 121 Amber (14%) | The Initial Materiel Release milestone will be delayed by 12 months to May
Phase 4 - 2020. This is due to ongoing Hawkei Reliability issues, design maturity, and
Hawkei production delays caused by Steyr Motors voluntary administration. The
above issues have also put two subsequent Materiel Release milestones at
high risk.
AIR 9000 Amber (25%) | MRHPO continues to work with industry to contract, redesign and deliver
Phases 2,4,6 - outstanding role including the Taipan Gun Mount, Common Mission
MRH-90 Management System and new Mission Troop Seats.
SEA 4000 Red (1%) This project will not deliver a Radar - Electronic Attack capability. Funding
Phase 3 - Air will being used to help develop an indigenous Electronic Attack system for
Warfare use in the Hobart Class and other Navy vessels.
Destroyer

Acquisition Governance

Smart Buyer

The Smart Buyer program has matured over the last financial year, and is likely to continue
to adapt to the changing environment. Surveys on whether the process adds value have seen
strong positive results with 98 per cent confirming the process adds value and offers unique

insights to Defence Projects.

Smart Buyer supports key stakeholders working together to identify and analyse risks and
drivers, and use that analysis to develop appropriate strategies — relating to projects or to
other complex undertakings. It is expected that the Smart Buyer will focus on the Australian
Industry Capability (AIC) improvements and obtain a deeper engagement with industry to

ensure AIC strategies reflect the local industry capability.

In 2018-19 the Capability Acquisition and Sustainment Group held 91 Smart Buyer

workshops supporting projects and products. The Capability Acquisition and Sustainment
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Group Smart Buyer workshop numbers are detailed by stage in the Capability Life Cycle in
the Table 7 below. In addition, the Smart Buyer program has supported:

e Sustainment products such as Non-Combat Clothing and Surveillance and Control to
maximise the opportunities a sustainment re-tender offers Defence and Industry;

e other large capability procurements, such as the Fuel Services Program and Defence
Force Recruiting; and

o Information Communications Technology and Estate projects.

Table 7 — Capability Acquisition and Sustainment Group Smart Buyer Assessments in

2018 -19
Smart Buyer Assessments No. held
Gate Zero 39
Gate One 24
Gate Two 12
Other activities 15

Defence Independent Assurance Reviews

Defence Independent Assurance Reviews are conducted by Capability Acquisition and
Sustainment Group and provide high quality and reliable advice to Defence regarding the
health and outlook of programs, acquisition projects and sustainment products across the
capability life cycle. Review teams are selected for their experience and expertise in a variety

of disciplines relevant to the matter under consideration.

Depending on the risks or issues identified during the course of the review, which typically
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includes interviews with stakeholders such as the Project Manager, Program Sponsor and
Capability Manager, a formal Board meeting is normally held to better understand the
positions of the various parties. The Board will also begin to review the progress against AIC
plans as part of the review process. The Board Chairperson may make recommendations
regarding the ongoing conduct of the project or product under consideration, including
whether it should be considered a candidate for Project of Interest or Project of Concern

status by senior executives.
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During FY 2018-19 there were 135 Defence Independent Assurance Reviews covering

164 project phases or products. In addition to reviews of Capability Acquisition and
Sustainment Group matters, the Defence Independent Assurance Review process is
increasingly being applied to selected Chief Information Officer Group projects, and range of
projects delivered by the Australian Signals Directorate and the Australian Geospatial

Organisation.

Defence Independent Assurance Reviews are broken down by project phase in the Capability

Life Cycle in Table 8 below.

Table 8 — Defence Independent Assurance Reviews

Defence Independent Assurance Reviews by project phase No. held
Gate Zero 13
Gate One 12
Gate Two 22
Performance (during delivery) 87
Sustainment 30

Of these, 17 of the 26 projects listed in the Major Projects Report had an Independent

Assurance Review conducted in 2018-19.

Agreements

Materiel Acquisition Agreements are the key governance document for project monitoring

and reporting and detail the capability, cost and schedule expected to be delivered. This
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document forms the basis for monthly and quarterly project performance reporting, and is

used extensively in the Major Projects Report.

Defence has undertaken a review of the current Materiel Acquisition Agreement templates,
with an aim to improve the capture of information. As a result, Agreements have been
updated to better reflect “One Defence” requirements, and to eliminate the need to capture

additional baseline information for performance reporting.
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Performance Management

Overall, performance of the Department’s major capital equipment program in the

2018-19 financial year is strong. Of the 124 post Second Pass approved major capital
equipment projects, two projects (or 1.6 per cent) had issues with capability, schedule or cost
which were significant enough to be included in the Projects of Concern report. A further

13 projects (or 10.5 per cent) were identified as Projects of Interest, with risks associated with
capability, schedule or cost that warrant further attention from internal Defence line

management and senior executives.

In the context of the Major Projects Report, one of the 26 projects is a Project of Concern
(3.8 per cent) and a further six were managed as Projects of Interest (23.1 per cent). Further

details on Projects of Concern and Projects of interest can be found on pages 99—100.

Quarterly Performance Report

The Capability Acquisition and Sustainment Quarterly Performance Report (QPR) provides
the Department and the Ministers with insight into the performance of Defence’s major
capital equipment acquisition and sustainment program. The QPR also fulfils Deputy
Secretary Capability Acquisition and Sustainment’s obligation in accordance with the First

Principles Review under recommendation 2.12:

“...the Deputy Secretary Capability Acquisition and Sustainment must sign off and
assure the Secretary of the operational output of each of his/her divisions every

quarter...”

The QPR is a summary of performance at the end of each quarter on the key acquisition
projects and sustainment products. These are comprised of the Top 30 projects and
sustainment products listed in the Defence Portfolio Budget Statements and the projects

featured in the Major Projects Report. '3

The QPR provides the Defence Ministers and senior Defence stakeholders with information

about emerging risks and issues. It is one of the tools that support decision-making on

135 SEA 1439 Phase 5B2 was not in the Quarterly Performance Report for 2018-19. This project and all expected
MPR projects for 2019-20 are included in the 2019-20 QPR reporting.
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management actions such as assessing Projects of Interest or Projects of Concern. This is in
addition to the regular engagement senior stakeholders across Defence have through the

monthly project and sustainment performance reporting.

A continuous improvement approach has benefitted both the monthly performance reporting
and the QPR. These have included system enhancements to capture information more
efficiently and increase consultation. Feedback on the content and format is regularly sought
from all stakeholders including members of the Defence Investment Committee and the

Defence Audit and Risk Committee.

The Australian National Audit Office conducted a Performance Audit into Defence's
Quarterly Performance Report on Acquisition and Sustainment, tabled on 23 July 2019. The
objective of the audit was to examine the effectiveness of the Quarterly Performance Report
as a mechanism to inform senior stakeholders about risks and issues in the delivery of the
capability to the Australian Defence Force. The Australian National Audit Office concluded
the report is largely effective. Defence has agreed to and implemented the recommendation to
improve the Quarterly Performance Report with trend performance data for sustainment
products; and emerging candidates for the Projects/Products of Concern list and

Products/Projects of Interest list.

Projects of Interest

Projects (and products) showing heightened risks in the areas of cost, scope, schedule,
capability, commercial strategy and/or other issues are monitored through a variety of
sources, and consultation with senior stakeholders occurs before determining a Project of
Interest. Once listed, reporting requirements are increased with a more detailed summary of
issues, along with proposed remediation strategies to get the project/product back on track.
This information forms part of the QPR. The Projects of Interest ‘list’ is used for internal
departmental and Ministerial reporting and management purposes. The broad goal is to
provide senior management oversight, returning projects to satisfactory performance, and

preventing projects from becoming Projects of Concern.
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Projects of Concern

Projects (or sustainment activities) identified as a Project of Concern have technical, cost or
schedule challenges that benefit from additional support from senior executives and
Ministers. Projects are removed from the list through project remediation or project contract
cancellation with the approval of the Ministers. Projects of Concern receive a higher level of

oversight and management and undertake more detailed reporting to Government.

As at 30 June 2019, MRH90 Helicopters (AIR 9000 Phase 2, 4 & 6) is the only project in this

year’s Major Projects Report that is being managed under the Projects of Concern regime.

Since 2008, 25 projects, with a total value of $32.4 billion, have been managed this way. As
at 30 June 2019, the two active Projects of Concern had a total value of $3.9 billion.

Table 9 lists the Projects of Concern as at 30 June 2019.

Table 9: Projects of Concern at 30 June 2019

Project Number Project Name Date Added
AIR 9000 Phases 2,4 & 6 MRH90 Helicopters Nov 2011
Deployable Defence Air Traffic
IR e FEee Management and Control System g AV

The Australian National Audit Office Performance Audit conducted a Performance Audit
into Defence’s Management of its Projects of Concern, tabled on 26 March 2019. Defence

agreed to the two recommendations made that:

1. Defence introduce, as part of its formal policy and procedures, a consistent approach
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to managing entry to, and exit from, its Projects of Interest and Projects of Concern
lists. This should reflect Defence’s risk appetite and be made consistent with the new
Capability Acquisition and Sustainment Group Risk Model and other, Defence-wide,
frameworks for managing risk. To aid transparency, the policy and the list should be
made public.

2. Defence evaluates its Projects of Concern regime.
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Improvement Initiatives

Risk Reform

The 2018-19 Defence Annual Report notes that, at the Portfolio level, Defence continues to

manage and balance risk to deliver performance outcomes.

Defence reviewed and updated its risk reporting framework to strengthen alignment between
enterprise risk management, corporate planning and performance reporting to improve the

quality of decision-making.

The Capability Acquisition and Sustainment Group (CASG) is reforming its management of
risk to align enterprise-level and specialist risk management practice within the One Defence
Enterprise Risk Management Framework. A cultural and behavioural change to the way risk

is managed in CASG will ensure the success of the Risk Management Framework.

CASG is committed to continuously improving its approach to risk management. A DEPSEC
CASQG directive, and accompanying CASG Risk Management Framework will be released in
Quarter 1, 2020 requiring CASG, at all levels, to align, integrate, interface and continuously

improve risk management with Government, Capability Managers, and Defence Industry.

The CASG Risk Management Framework sets out the objectives of the Group’s risk
management program and details the approach to risk management across the Group.
CASG’s Risk Management Framework includes artefacts, applications, tools and templates
providing guidance and practical assistance on how risk is managed in a One Defence

approach.

Particular artefacts that have been developed include and Application Map for considering
the areas of risk in CASG, and four Handbooks: Introduction to Risk Management, Risk
Management Process, Risk Management Framework and Risk Conversations. These artefacts
will be released concurrently with the Directive and Framework. A Risk Management
Strategy 2020-2022 has also been developed and subordinate plans to reflect the priorities
within the strategy are in in development. It is anticipated the CASG Risk Management
Strategy will be approved and released early in 2020.

A CASG Risk Management Manual is being developed, which will refresh risk guidance for
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CASG Project, Product and Program Managers. It is expected this will be finalised by end of
Q1, 2020.

Project Maturity Scores

An updated draft Project Maturity Score policy has been developed and is being reviewed as
part of a wider evaluation of the Program Management governance frameworks. The
Capability Acquisition and Sustainment Group has changed the policy name to Project
Progress Score which describes the updated policy as it is intended to be used by project
managers to assess the project’s progress through the Capability Life Cycle. The updated
Project Progress Score policy is also being more clearly aligned with the Smart Buyer policy

language for consistency.

In a mature state, the policy will be supported by the Capability Acquisition and Sustainment
Group reporting solution and reported in a later Major Projects Report (if still considered

relevant).

System Program Office Reform

Systems Program Offices (SPO) Reform is a mechanism for the Capability Acquisition and
Sustainment Group (CASG) to implement the agreed outcomes following from the First

Principles Review (FPR).

Through SPO reform, it is envisioned that CASG will be able to deliver capability in a more

efficient manner to Capability Managers. The core business will change from a primarily
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transactional role to focus on contracting, assurance, planning and governance. Industry will
play a key role in project execution, working in genuine partnership with CASG. For the
SPOs this involves understanding and clearly articulating the requirements, and allowing the
suppliers to maximise efficiency and finding innovative solutions to deliver the outcomes.
The increased focus on governance will allow the SPO to rapidly identify problems in the

business and work with industry to solve these problems in an agile manner.

This is achieved by designing each SPO to ensure that they have the right size workforce,

with the right skills and the most appropriate commercial model to deliver improved
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capability, on time and within budget, within a complex environments. Currently, 63 per cent
of SPOs are now aligned with the First Principles Review model, and the total number of

SPOs has reduced from 78 to 61 through a consolidation process.

Restructures are complex because the process may depend on extant contracts. The full
revision to a new commercial model may not be realised until legacy arrangements have
ceased. In addition, the timing of reform may be impacted by Industry’s capacity to support
the new approach, and the associated upskilling and professionalisation of staff. Where
necessary a formal organisational change management process, including union consultation,

is conducted in company with the reform activities.

Improved Contract Management

Defence is currently reviewing the Contract Management Framework, with the aim to deliver
Best Practice Contract Management in Defence, focussed on delivery of value for money
outcomes, and collaborative, non-adversarial engagement with industry. It focuses on the
leadership behaviours and cultural change needed to deliver effective contract outcomes to

improve the way contracts are established and managed.

Australian Industry Capability (AIC)

Whilst Defence has always retained operational capability as the key driver in defence

procurements, the level of Australian Industry Capability (AIC) has varied. AIC was highly
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valued in Defence 20 years ago, however, the previous decades saw a growth in the mining
sectors and workforce priorities naturally shifted to this sector. This coincided with the nature

of many Defence projects being Military Off-the-Shelf with minimal modifications.

Defence is currently investigating ways to actively enhance AIC and provide greater
transparency into the current status and level of AIC. Defence plans to accelerate the delivery
of key reforms to the AIC Program introduced through the 2016 Defence Industry Policy
Statement and the 2019 Defence Policy for Industry Participation, returning AIC as a real

priority to the Defence sector.
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As part of this, Defence will establish and implement an AIC Promotion Plan. This plan will
articulate specific improvement options and reporting transparency, including AIC
information in future Major Projects Reports. As outlined above, AIC will also form part of
the Smart Buyer and Independent Assurance Review processes. The aim is to ensure
Government has visibility of the level of industry capabilities being developed and has the

ability to make policy adjustments to drive industry capability growth and development.
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Case Study: Warship Asset Management Agreement
Alliance — Partnering with Industry

The Warship Asset Management Agreement (WAMA) is a four-way alliance between the
Commonwealth’s Capability Acquisition and Sustainment Group (CASG), Saab Australia
(Saab), BAE Systems Australia and Naval Ship Management Australia (a joint venture
between Babcock and UGL) for the provision of total asset management of the Royal
Australian Navy’s ANZAC Class Frigate.

This arrangement is in line with the First Principles Review System Program Office (SPO)
reform objectives, and supports long-term relationships with industry that will underpin
sovereign capabilities essential to delivery of continuous shipbuilding and sustainment, as

outlined in the Defence White Paper.

The scope of work under the WAMA Contract covers a wide range of activities required to
support the ANZAC Class and associated shore training facilities. Scheduling both capability
upgrades and obsolescence management activities, in line with the Anzac Class Mid-life
Capability Upgrade Program (AMCAP), will be particularly important and will help Defence
better manage the transition between the ANZAC Class and the Hunter Class to be delivered
under SEA 5000.

The following projects have links to the WAMA, including a number included in this year’s
Major Projects Report:

- AIR 9000 Phase 8 — MH60-R Helicopter

- JP 2069 Phase 2 — High Grade Cryptographic Equipment Modernisation

- JP 2089 Phase 2A — VMF and Link 16 Integration

- NMP 1883 Phase 1&2 — Warship Automatic Identification System

- SEA 1352 Phase 1 — Evolved Sea Sparrow Missile Upgrade and Inventory Replenishment
- SEA 1397 Phase 5B — Nulka Launch Subsystem Improvements

- SEA 1408 Phase 2 — Torpedo Self Defence Installation

- SEA 1442 Phase 4 — Maritime Communications Modernisation

- SEA 1448 Phase 4A — ANZAC Class Electronic Support System Improvements
- SEA 1448 Phase 4B — ANZAC Class Air Search Radar Replacement

- SEA 3035 Phase 1 — Navy Training Pipeline Simulation Requirements

- SEA 5000 Phase 1 — Hunter Class Frigate Acquisition Program
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Appendix 2: Lessons learned

The 2018-19 Guidelines state that “for each project which has been removed,
the lessons learned at both the project level and the whole-of-organisation level
should be included as a separate section in the following Defence MPR”. 136

Previously, lessons learned for all MPR projects have been included in this
section. Many of these lessons were learned were outdated and applied to a
different operating environment under the Defence Materiel Organisation.
Including the outdated lessons has also led to difficulties finding newer lessons
in the table below. Historical lessons can be found in previous published MPRs.

Table A2. Lessons learned

Categories of

Project learned

operational personnel. The benefit is better quality
documentation and less re-work by other staff in the
future.

systemic Project lesson .
lessons
Ensuring that stakeholder engagement at all levels SEA 1448 Phase.:
Contract . " R 2A - ANZAC Anti-
management (engineering and strategic) is culturally embedded AN
9 within the Project Team. Szlf?amgs"e
Engaging in a joint development project where _
) Australia is the junior partner and largely dependent SEA. 1439 PhaA
First of Type } ; Collins
. on the US Government program can introduce project
Equipment - Replacement
management, cost, technology, gaps in OQE and System
schedule risk that needs to be addressed. Y
Discipline in writing robust and understandable
descnptloqs for fallgd reqwrerpents, deﬁmenqes apd SEA 1439 Ph4A —
. non-compliances is essential. The deficiencies .
First of Type N N . Collins
) should be written to inform both technical and
Equipment Replacement

System

Requirements
Management

Identify all requirements for technical data and
technology as early as possible in the project to allow
the transfer requests to be administered. US
Government International Traffic in Arms Regulation
can require up to a year to progress.

SEA 1439 Ph4A -
Collins
Replacement
System

Requirements
Management

Robust procedures, processes and discipline must be
implemented when managing requirements for
multiple baseline combat systems. Maintaining
expertise with a Requirements Management tool is
essential to ensure reliable outputs and reduced re-
work.

SEA 1439 Ph4A —
Collins
Replacement
System

136 2018-19 Major Projects Report Guidelines, paragraph 1.13, emphasis applied.
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Categories of
systemic
lessons

Project lesson

Project learned
from

Requirements

Adequate implementation of Project Systems
Engineering processes. In light of this, the ASMD
Project has rigidly followed a disciplined systems

SEA 1448 Phase
2A - ANZAC Anti-

Management engineering process that has ensured the complete | Ship Missile
traceability from requirements through to final | Defence
acceptance testing.

Ensure that adequate staffing and resources are SEA1439 PhaA —

Resourcing available, in particular if Defence is to be both the | COllins
prime systems integrator and Project Authority. Replacement

System

SEA 1439 Ph4A —
Schedule Ensure that all project dependencies are established | Collins
Management before schedule is established. Replacement

System
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Appendix 3: Acquisitions categories

Defence categorises its acquisition projects to enable it to differentiate between
the complexities of business undertakings, focus management attention, provide
a basis for professionalising its workforce and facilitate strategic workforce
planning. Projects are graded into one of four acquisition categories (ACATSs):

. ACAT I - These are major capital equipment acquisitions that are
normally the ADF’s most strategically significant. They are characterised
by extensive project and schedule management complexity and very high
levels of technical difficulty, operating, support and commercial
arrangements;

. ACAT II - These are major capital equipment acquisitions that are
strategically significant. They are characterised by significant project and
schedule management and high levels of technical difficulty, operating,
support arrangements and commercial arrangements;

. ACAT III — These are major or minor capital equipment acquisitions that
have a moderate strategic significance to the ADF. They are characterised
by the application of traditional project and schedule management
techniques and moderate levels of technical difficulty, operating, support
arrangements and commercial arrangements; and

3 ACAT IV — These are major or minor capital equipment acquisitions that
have a lower level of strategic significance to the ADF. They are
characterised by traditional project and schedule management
requirements and lower levels of technical difficulty, operating, support
and commercial arrangements.

As the complexity of a project will vary over its life cycle, Defence reviews
project acquisition categories at defined milestones between entry into the
Integrated Investment Program and project completion.

The ACAT framework provides a recognised, consistent and repeatable
methodology for categorising projects and aligning project managers’ certified
experience and competencies to the complexity and scale of projects under
management.

The ACAT level of a project is assessed against six project attributes:

e acquisition cost - the approved budget for the project;

e project management complexity - the complexity of project management
necessary for its execution;

e schedule complexity - the inherent complexity brought about by delivery
pressures on the project;
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technical difficulty - the complexities associated with technical
undertakings such as design and development, assembly, integration, test
and acceptance;

operation and support - the complexity associated with preparing the
organisation and environment in which the system will be operated,
supported and sustained; and

commercial experience - the readiness and capability of industry to develop,
produce and support the required capability, and the complexity of the
commercial arrangements being managed.
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Appendix 4: Project Maturity

CASG’s project maturity score quantifies the maturity of a project by way of a
score based on the project managers’ judgement at defined milestones in its
capability development and acquisition phases. This score is then compared
against an ideal or benchmark score for that milestone. A project’s maturity is
assessed on 16 milestones across its lifecycle and for each of these milestones
the ideal or benchmark condition is represented by a benchmark score as shown
in Figure Al.

The project maturity score comprises a matrix of seven attributes:

. schedule;

J cost;

. requirement;

. technical understanding;

. technical difficulty;

. commercial; and

. operations and support.

The project manager assesses the level of maturity that a project reaches at a
particular milestone for each of these attributes on a scale of 1 to 10. Score

assessment is made by selecting the most appropriate description that fits the
question under the attributes columns.

Project maturity scores provide a means of communicating in a simple fashion
an indicative ‘as is’ versus a "should be’ condition to inform decision making
for each project. The scores are not precise and are not intended to enable exact
comparisons across projects. Following is a description of the project maturity
score attributes.
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financially closed, support arrangements have been
transitioned and all MAA requirements have been
demonstrated and transitioned.

Project life cycle Benchmark
137 -
gates Represents maturity
score
Enter Defence The stage at which a project is recommended to 13
Integrated Government for inclusion in the Defence Integrated
Investment Program | Investment Program
Decide viable The stage in the capability definition/ development 16
capability options process when 1t Pass options that will be put to
Government are decided by Chief CDG
1st pass approval The stage at which 15t Pass options to be put to 21
Cabinet are endorsed by the Defence Integrated
Investment Program Committee
Industry proposals/ | The stage at which formal responses from industry to a 30
offers request for price or request for tender have been
received and evaluated
2" pass approval The stage in the capability definition/development 35
v a s wa o, PTOCESS, WheN 27 pass approval is sought from Cabinet,
Contract signature On completion of contract negotiations and on 42
concluding contract signature of a contract that has
maximum influence on the project
Preliminary design On completion of system requirements reviews and 45
review(s) when preliminary design reviews are completed
Detailed design On completion of detailed design reviews 50
review(s)
Complete system On completion of verification and validation activities at 55
integration and test | the system and subsystem levels
Complete On completion of all contractual acceptance testing and 57
acceptance testing associated testing activities nominated in the Test and
Evaluation Master Plan
Initial materiel Occurs when the materiel components that represents 60
release the CASG contribution to initial operational release are
ready for transition to the capability manager
Final materiel Occurs when all the products and services within the 63
release MAA have been transitioned to the capability manager.
Final contract On final acceptance as defined in the contract. 65
acceptance
MAA closure Occurs when all of the actions necessary to finalise the 66
MAA have been completed, including completion of all
financial transactions and records, completion of
i OONNACES and transfer of remaining fund. L
Acceptance into The point at which the capability manager accepts the 67
service materiel system, supplies and services for employment
in operational service'?®
Project completion Project closure is achieved when the project is 70

137 Defence is in the process of replacing this as the Capability Life Cycle implementation progresses. This will

still be relevant for the historical data presented in the 2016-17 Major Projects Report.

138 Where multiple elements of a mission system are involved (e.g. three surface combatants) this date represents Initial
Operational Capability (IOC) of the initial Subset, including its associated operational support, i.e. when the I0C is

achieved.
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Appendix 5: Capability Life Cycle

The Capability Life Cycle commenced in April 2016 to address First Principles
Review Recommendation 2, which called for Defence to “Establish a single
end-to-end capability development function within the Department to maximise
the efficient, effective and professional delivery of military capability” . The
Capability Life Cycle is Defence’s response to this recommendation.

The Capability Life Cycle is an end-to-end delivery model, but has four key
stages, as outlined in the Figure below. The projects in this year’s MPR are in
the Acquisition stage, but refer to decisions made in the Risk and Requirement
Setting stage. Details about the Gates and Passes are listed below.

Figure A2: Capability Life Cycle Model

. Gate Zero: is the decision point at which the Investment Committee
considers an investment proposal developed by a Capability Manager. It
may agree to a proposal to develop a range of options with agreed
timeframes, requirements and financial commitments to proceed to a
Gate 1 decision, or, agree a single option for accelerated proceed directly
to Gate 2.

. Gate One: (if required) is the decision point where the Investment
Committee considers the progress made since Gate 0. The Investment
Committee either clears the proposal for Government consideration, or
provides direction to remediate projects.

. First Pass: (if required) is the Government decision to select a specific
option(s) and proceed with agreed timeframes, technical requirements and
financial commitments to Gate 2.

. Gate Two: is the stage where the Integrated Project Manager initiates
formal engagement with industry, in accordance with the agreed delivery
strategy. The Investment Committee considers the updated proposal and
either clears the proposal for Government consideration, or provides
direction to remediate projects.

. Second Pass: is the Government decision to acquire a fully defined and
costed capability.

. Initial Operational Capability: is the capability state relating to the
in-service realisation of the first subset of a capability system that can be

Defence Major Projects Report
Auditor-General Report No.19 2019-20
2018-19 Maijor Projects Report

118



employed operationally. Declaration of initial operating capability is
made by the Capability Manager, supported by the results of operational
test and evaluation and declaration by the Delivery Group(s) that the
fundamental inputs to capability have been delivered.

Final Operational Capability: is the capability state relating to the
in-service realisation of the final subset of a capability system that can be
employed operationally. Declaration of final operating capability is made
by the Capability Manager, supported by the results of operational test
and evaluation and declaration by the Delivery Group(s) that the
fundamental inputs to capability have been delivered.
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Appendix 6: Glossary

Acquisition See Appendix 1.

Categories

Additional Where amounts appropriated at Budget time are required to
Estimates change, the Parliament may make adjustments to portfolios

through the Additional estimates process.

Australianised An adapted military-off-the-shelf product where
Military-off-the- modifications are made to meet particular ADF operational
shelf requirements.

Capability The power to achieve a desired operational effect in a
nominated environment within a specified time and to
sustain that effect for a designated period.

Capability is generated by the Fundamental Inputs to

Capability.
Capability A capability manager (CM) has the responsibility to raise,
manager train and sustain capabilities. In relation to the delivery of

new capability or enhancements to extant capabilities
through the Defence Integrated Investment Plan, CMs are
responsible for delivering the agreed capability to
Government, through the coordination of the fundamental
inputs to capability. Principal CMs are Chief of Navy,
Chief of Army, Chief of Air Force, and Chief of Joint

Capabilities.
Capital Substantial end items of equipment such as ships, aircraft,
equipment armoured vehicles, weapons, communications systems,

electronics systems or other armaments that are additional
to, or replacements for, items in the Defence inventory.
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Contract change  This is a formal written proposal by the Commonwealth or

proposal the contractor, prepared in accordance with the terms and
conditions of the contract, to change the contract after the
effective date. After agreement by the parties, the contract
is amended in accordance with the processes established in
the contract.

Corporate The process by which agencies are directed and controlled,
governance and encompasses; authority, accountability, stewardship,
leadership, direction and control.
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Developmental A product that is not available off-the-shelf and has to be
developed specifically to meet the ADF’s particular
operational requirements.

Fixed price A fixed price contract is unalterable in all respects for the
contract duration of the contract, except where the parties agree to a
contract amendment which alters that contract price.

Foreign Military The US Department of Defense’s Foreign Military Sales
Sales program facilitates sales of US arms, Defense services, and
military training to foreign governments.

Forward The level of proposed expenditure for future years (based

Estimates on relevant demographic, economic and other future
forecasting assumptions). The Government requires
forward estimates for the following three financial years to
be published in each annual Federal Budget paper.

is already established in-service with another military or
government body or commercial enterprise and requires
only minor, if any, modification to deliver interoperability
with existing ADF assets.

=
o
Q.
O
Function and A specification that expresses an operational requirement o
performance in function and performance terms. This document forms 2
specification part of the capability documentation. 8
Materiel An agreement between Defence and CASG which states in =
Acquisition concise terms what services and products will be delivered, o
Agreement for how much and when. §
Memorandum of A memorandum of understanding is a document setting out g
understanding an agreement, usually between two government agencies. ©
(MOU) 15)
C
Minor Capital A Defence project in which the proposed equipment falls '%
Acquisition within the definition of capital equipment but does not meet (o)
Project the criteria in the definition of a major project. a
Off-the-shelf A system or equipment that is available for purchase, which %
o

Operational The primary reference for determining fitness-for-purpose
concept of the desired capability to be developed. This document
document forms part of the Capability Definition Document.
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Operational test
and evaluation
(OT&E)

Test and evaluation conducted under realistic operational
conditions with representative users of the system, in the
expected operational context, for the purpose of
determining its operational effectiveness and suitability to
carry out the role and fulfil the requirement that it was
intended to satisfy.

Platforms

Refers to air, land, or surface or sub-surface assets that are
discrete and taskable elements within the ADF.

Portfolio Budget
Statement

A document presented by the Minister to the Parliament to
inform Senators and Members of the basis for Defence
budget appropriations in support of the provisions in
Appropriation Bills 1 and 2. The statements summarise the
Defence budget and provides detail of outcome
performance forecasts and resources in order to justify
agency expenditure.

Prime system
integrator

The entity that has prime responsibility for delivering the
mission and support systems.

Public
Governance,
Performance
and
Accountability
Act 2013

The Public Governance, Performance and Accountability
Act 2013 came into effect on 1 July 2014 and superseded
the Financial Management and Accountability Act 1997. It
is a Commonwealth Act about the governance,
performance and accountability of, and the use and
management of public resources by, the Commonwealth,
Commonwealth entities and Commonwealth companies,
and for related purposes.

Test concept
document

The basis for the development of the Test and Evaluation
Master Plan for a project, and is the highest level document
that considers test and evaluation requirements within the
capability systems' life-cycle. This document forms part of
the Capability Definition Document.

Variable price
contracts

Variable price contracts provide for the contractor to be
paid a fixed fee for performance of the contract, subject to
certain variations detailed in the contract. Variable price
contracts may allow for variations in exchange rates, labour
and/or material costs.
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Auditor-General for Australia
Australian National

Audit Office

PRIORITY ASSURANCE REVIEW — SECTION 19A(5) OF THE AUDITOR-GENERAL ACT 1997

INDEPENDENT ASSURANCE REPORT
DEPARTMENT OF DEFENCE PROJECT DATA SUMMARY SHEETS

To the President of the Senate
To the Speaker of the House of Representatives

Conclusion

Based on the procedures | have performed and the evidence | have obtained, nothing has come
to my attention that causes me to believe that the information in the 26 Project Data Summary
Sheets in Part 3 (PDSSs) and the Statement by the Secretary of Defence, excluding the forecast
information, has not been prepared in all material respects in accordance with the 2018-19 Major
Projects Report Guidelines (the Guidelines), as endorsed by the Joint Committee of Public Accounts
and Audit.

The purpose of the Major Projects Report is to report on the performance of selected major
Department of Defence (Defence) equipment acquisition projects (Major Projects), since Second
Pass Approval, and associated sustainment activities (where applicable), managed by Defence.

| have undertaken a limited assurance review of the PDSSs, reporting on the status of the projects
selected by the Joint Committee of Public Accounts and Audit, and the Statement by the Secretary
of Defence, for the year-ended 30 June 2019. The following forecast information was excluded from
the scope of this engagement:

(a) Section 1.2 Current Status—Materiel Capability Delivery Performance and Section 4.1
Measures of Materiel Capability Delivery Performance;

(b) Section 1.3 Project Context—Major Risks and Issues and Section 5 — Major Risks and Issues;
and

(c) forecast dates where included in each PDSS.

The forecast information has not been included in the scope of the engagement, due to the lack of
Defence systems from which to provide complete and accurate evidence, in a sufficiently timely
manner to facilitate the review. Accordingly, my conclusion does not provide any assurance in
relation to this forecast information. However, material inconsistencies identified in relation to the
forecast information are required to be considered in forming my conclusion.

Basis for Conclusion

| have undertaken a limited assurance review in accordance with the ANAO Auditing Standards,
which include the relevant Standard on Assurance Engagements ASAE 3000 Assurance
Engagements Other than Audits or Reviews of Historical Financial Information, issued by the
Auditing and Assurance Standards Board.

Independent Assurance Report
Auditor-General Report No.19 2019-20
2018-19 Major Projects Report

125



| believe that the evidence | have obtained is sufficient and appropriate to provide a basis for my
conclusion.

Responsibilities of the Secretary of Defence for the Project Data Summary Sheets

The Secretary of Defence is responsible for the preparation and presentation of the PDSSs for the
26 selected projects, and the Statement by the Secretary of Defence, in accordance with the
Guidelines. This responsibility includes the design, implementation and maintenance of internal
control that the Secretary determines is necessary to enable the preparation of PDSSs that are free
from material misstatement, whether due to fraud or error. The Guidelines provide that the PDSSs
and supporting evidence, provided to the ANAO for review, are complete and accurate.

Independence and Quality Control

| have complied with the independence and other relevant ethical requirements relating to
assurance engagements, and applied Auditing Standard ASQC 1 Quality Control for Firms that
Perform Audits and Reviews of Financial Reports and Other Financial Information, Other
Assurance Engagements and Related Services Engagements in undertaking this assurance review.

Responsibilities of the Auditor-General

My responsibility is to express an independent limited assurance conclusion on the PDSSs and
Statement by the Secretary of Defence, based on the procedures | have performed and the
evidence | have obtained. ASAE 3000 requires that | plan and perform my procedures to obtain
limited assurance about whether anything has come to my attention that the PDSSs and the
Statement by the Secretary of Defence have not, in all material respects, been prepared in
accordance with the Guidelines.

In a limited assurance engagement, the assurance practitioner performs procedures, primarily
consisting of: making enquiries of managers and others within the entity, as appropriate; the
examination of documentation; and the evaluation of the evidence obtained. The procedures
selected depend on my judgement, including identifying areas where the risks of material
misstatement are likely to arise. The procedures performed are detailed at paragraph 1.7 of Part 1
of this report.

The procedures performed in a limited assurance engagement vary in nature and timing from,
and are less in extent than those performed for, a reasonable assurance engagement.
Consequently the level of assurance obtained in a limited assurance engagement is substantially
lower than the assurance that would have been obtained had a reasonable assurance
engagement been performed. Accordingly | do not express a reasonable assurance opinion on
whether the PDSSs and the Statement by the Secretary of Defence are prepared in all material
respects in accordance with the Guidelines.

e

Grant Hehir
Auditor-General

Canberra
10 December 2019
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Statement by the Secretary of Defence

The attached Project Data Summary Sheets (PDSS) for the 26 major projects
included in this report have been prepared in accordance with the Guidelines
developed by Defence in consultation with the Australian National Audit Office
and endorsed by the Joint Committee of Public Accounts and Audit.

Project Status as at 30 June 2019

In my opinion, the Project Data Summary Sheets comply in all material
respects with the Guidelines and reflect the status of the projects as at
30 June 2019.

Significant Events Occurring Post 30 June 2019

In stating this opinion that the PDSSs comply in all material respects with the
Guidelines, I acknowledge the following material events have occurred
post-30 June 2019:

AIR 6000 Phase 2A/2B - Joint Strike Fighter

Aircraft 17 and 18 were delivered in the United States of America during
October 2019 and will be ferried to Australia in December 2019.

In July 2019 the United States Government suspended Turkey's involvement in
the global F-35 Joint Strike Fighter Partnership in response to Turkey's
acquisition of the Russian S-400 Missile Defence System.

AIR 7000 Phase 2B — Maritime Patrol and Response Aircraft System

Acceptance of the 3rd Mobile Tactical Operations Centre is expected in
December.

As at November 2019, 11 aircraft have been accepted with the remaining
aircraft to be delivered early in 2020, on time or ahead of schedule.

AIR 9000 Phases 2, 4, 6 — Multi-Role Helicopter

Testing of the Taipan Gun Mount has been partially conducted with further
testing due by end 2019. This is one of the activities under the Projects of
Concern remediation plan.

Service release of the Enhance Cargo Hook System and subsequent declaration
of Operational Capability Milestone 2 has been delayed until mid-2020.

A Projects of Concern Summit was held on 3 December 2019.

Auditor-General Report No.19 2019-20
2018-19 Major Projects Report

127



SEA 1180 Phase 1 — Offshore Patrol Vessel

The Whole of Ship Detailed Design Review was completed on
18 November 2019.

AIR 5349 Phase 3 — EA-18 Growler Airborne Electronic Attack
Capability

Milestone Release 5 is now expected to be achieved in July 2020 due to delays
in the US Navy flight clearance of certain specific EA-18G Growler weapons
configurations and delays in the supply of some components of CEA threat
emulation systems. Air Force has been informed and sufficient mitigations are
in place to minimise impact to capability.

JP 2048 Phase 3 — Amphibious Watercraft Replacement

The successful testing of heavy loads during Sea Series exercises was
completed in July 2019.

Final Operational Capability was declared by Chief of Navy on
4 November 2019.

JP 2048 Phase 4A/4B — Amphibious Ships

Final Materiel Release was achieved on 18 October 2019, and Final Operational
Capability declared by Chief of Navy on 4 November 2019.

LAND 121 Phase 4 — Protected Mobility Vehicle — Light

Thales Australia advised Defence that it had acquired Steyr Motors, with the
sale finalised on 23 August 2019. Thales’ procurement of Steyr Motors will
ensure the continuity of engine supply and the long-term sustainability of the
Hawkei program.

The Production Reliability Acceptance Test continues to inform vehicle
reliability, with over 50 per cent of the total test distance completed.

Hawkei Maintainer Training commenced in the fourth quarter 2019 at the Army
School of Electrical and Mechanical Engineers. The Integral Computing
System Maintainer Training is expected to commence in early 2020.

LAND 121 Phase 4 has taken delivery of the first 138 Hawkei vehicles and
trailers required for Initial Materiel Release.
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AIR 8000 Phase 2 — Battlefield Airlifter

FMR was not achieved as scheduled in October 2019. Declaration of Final
Operational Capability, scheduled for December 2019, is likely to be impacted
by the delay to Final Material Release and is under review by the Chief of Air
Force.

SEA 1654 Phase 3 — Maritime Operational Support Capability
NUSHIP Stalwart was launched on schedule on 30 August 2019.

AIR 5431 Phase 3 — Civil Military Air Management System

Contract Change Proposal 4 was executed in July 19 resulting in a delay to
Initial Operational Capability from November 2022 to July 2023.

Final Operational Capability has been delayed from October 2025 to April 2026
due to previously undisclosed impacts associated with Contract Change
Proposal 2.

Contract Change Proposal 5 was executed in October 2019 and incorporates the
remaining Defence Collaboration initiatives. This has not introduced any
Milestone impact.

AIR 7403 Phase 3 — Additional KC-30A Multi-role Tanker Transport
Contract Final Acceptance was achieved in September 2019.
Final Materiel Release was achieved in October 2019.

Final Operational Capability is expected to be achieved in December 2019.

SEA 1442 Phase 4 — Maritime Communications Modernisation

Initial Materiel Release and Initial Operational Capability is now planned to be
achieved in quarter 3 of 2020.

SEA 1448 Phase 4B — ANZAC Air Search Radar Replacement

SEA1448 Phase 4B Initial Operational Capability is at high schedule risk
primarily due to complexities in completing the United States Identification
Friend or Foe (IFF) certification requirements.

LAND 53 Phase 1BR - Night Fighting Equipment Replacement

Material Release 3 was achieved on 21 November 2019.

Auditor-General Report No.19 2019-20
2018-19 Major Projects Report

129



JP 2008 Phase 5A — Indian Ocean Region UHF SATCOM

The risk of reaching Network Control System acceptance in December 2019
has increased significantly, and the milestone is now expected to be achieved in
March 2020. This will delay Final Materiel Release to no later than

September 2020. Final Operational Capability remains the same at

December 2021.

SEA 1439 Phase 5B2 - Collins Class Communication and
Electronic Warfare Improvement Program

SEA 1439 5B2 Initial Materiel Release and Initial Operational Capability
claims were delayed due to finalising all applicable objective quality evidence
and availability of safety assessment report and hazard safety controls to
support an Initial Materiel Release and Initial Operational Capability claim. It is
anticipated that Initial Operational Capability will now be achieved in quarter 1

0f 2020.

Rebecca Skinner
Acting Secretary
Department of Defence

10 December 2019
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Project Data Summary Sheet

Project Number

AIR 6000 Phase 2A/2B

MPR

Project Name NEW AIR COMBAT
CAPABILITY
First Year Reported in the | 2010-11

Capability Type

Replacement

Acquisition Type

Developmental

Capability Manager Chief of Air Force

Government 1st Pass Nov 06

Approval |
Government 2nd Pass Nov 09 (Stage1) |
Approval Apr 14 (Stage 2)

Budget at 2" Pass $13,264.1m

Approval

Total Approved Budget $16,522.6m

(Current)

2018-19 Budget $1,977.6m

Project Stage Integration and Test

Complexity ACAT |

Section 1 - Project Summary
1.1 Project Description

The AIR 6000 Phase 2A/2B project aims to introduce the F-35A Joint Strike Fighter (JSF) capability that will meet Australia’s air
combat needs out to 2030 and beyond. Phase 2A/2B of the project is approved to acquire seventy-two Conventional Take Off and
Landing (CTOL) F-35A JSF aircraft to establish three operational squadrons, a training squadron and necessary
supporting/enabling elements to replace the F/A-18A/B Hornet capability.

Lockheed Martin is contracted to the United States (US) Government for the development and production of the
F-35A JSF. The aircraft and associated support systems are being procured through a government to government co-operative
agreement with the US and JSF partner nations, comprised of the United Kingdom, Canada, Italy, Denmark, Norway, Netherlands
and Turkey. Outside the partnership, Japan, Israel, the Republic of Korea and Belgium are procuring the F-35 JSF via US
Foreign Military Sales (FMS).

1.2 Current Status

Cost Performance

In-year
30 June 2019 — The underspend is primarily due to delays in billing against Initial Spares, Training and the Reprogramming
Laboratory. This was partially offset by an increase in billing against Aircraft.

Project Financial Assurance Statement

In consideration of risks disclosed at Section 5.1, as at 30 June 2019, Project AIR 6000 Phase 2A/2B has reviewed the approved
scope and budget for those elements required to be delivered by the project In 2018 the project obtained Government approval
to move enabling scope to redistribute key project elements between AIR6000 program phases. The approved changes
have not increased funding for AIR 6000 PH2A/2B or other associated programs phases. Defence considers, there is
sufficient budget, including contingency, remaining for the project to deliver the revised scope. The project will continue to
address cost risks in the annual update to Government in late 2019.

Contingency Statement

The project has not applied contingency in the financial year.

139 Notice to reader

Forecast dates and Sections: 1.2 (Materiel Capability Delivery Performance), 1.3 (Major Risks and Issues), 4.1 (Measures of Materiel Capability
Delivery Performance), and 5 (Major Risks and Issues) are excluded from the scope of the ANAQO’s review of this Project Data Summary Sheet.
Information on the scope of the review is provided in the Independent Assurance Report by the Auditor-General in Part 3 of this report.
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Schedule Performance
. Initial Operating Capability (IOC) remains on track as planned for 2020.

The first two aircraft to be permanently based in Australia arrived in Williamtown on 10 December 2018, as planned in the
schedule established at 2014 approval. In the 2018/19 financial year Australia accepted delivery of eight aircraft bringing
the total fleet to fourteen. This completed the aircraft delivery approved by Government in the Stage 1 project approval of
2009. At 30 June 2019, ten of these aircraft were operating at the Luke Air Force Base Pilot Training Centre in support of
pilot training and four were based at Williamtown to conduct the Australian Verification and Validation (V&V) program.

Thirteen Australian pilots have been trained to Instructor Qualification standard, via US based training, and a further eight
are currently undergoing pilot training. US based academic training of Australian maintainers at Eglin Air Force Base
ceased in 2018 because training commenced at the Integrated Training Centre at RAAF Base Williamtown in 2019. On the
Job Training of RAAF maintainers is planned to occur at Luke Air Force Base through until December 2020. Transition of
training to Australia has commenced. All maintenance training aids have been installed in the Australian Integrated
Training Centre and four Full Mission Simulators installed for pilot training.

The Australia Canada United Kingdom Reprogramming Lab (ACURL) building at Eglin Air Force Base was accepted on
16 July 2018 and the initial software tools accepted at Fort Worth, Texas in November 2018. This system is currently being
installed into the ACURL building. In addition, a contract has been awarded to Lockheed Martin for the commencement of
Initial Design Activity for the mature ACURL Phase 2 design solution.
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. Facilities construction at RAAF Base Williamtown is largely complete. The land acquisition process has
delayed the ability for the full length of the runway extension to be operational. Consequently, a Defence Area
has been declared, encompassing the area to maintain project schedule to achieve full operation by October
2020. Regional Warehouse at Williamtown and Forward Operating Bases are in the design phase. Construction
work at RAAF Base Tindal is well underway.

L]

Sustainment of the global F-35 fleet is provided through the Global Support Solution (GSS), which is still maturing as the
global fleet grows. The 2014 US Government assignment of regional Airframe and Engine Maintenance, Repair, Overhaul
and Upgrade responsibilities to Australia has assisted in the planning of Australian sustainment. In November 2016 the
US Government assigned the regional maintenance and repair of 64 Tier 1 components to four Australian companies and
in February 2019, 343 Tier 2 components to seven Australian companies. Sovereign sustainment requirements have been
defined and JSF Division is working closely with the F-35 Joint Program Office and industry on the planning and execution
of these requirements.

Materiel Capability Delivery Performance

The project is confident that the F-35A JSF Air Vehicle will meet Initial Operating Capability (IOC) in 2020. Production is
on schedule for the Royal Australian Air Force to accept thirty-three aircraft by December 2020. Williamtown facilities are
largely complete and support capabilities required for IOC are maturing. The V&V Program is underway and is established
to mitigate remaining risks to I0C, and FOC.

Most of the capability requirements of FOC are delivered by the extant integrated F-35 System and new developments are
on track for incorporation in production Lots 13-15. AIR 6000 Phase 2A/B will continue to contribute to JSF Program
developments to enable Australia to consider capability options and upgrades. AIR 6000 Phase 2A/B has options to deliver
Maritime Strike capabilities in a timeframe closely following that of the United States Navy. AIR 6000 Phase 2A/B will also
continue to invest in F-35A development where available to pressure advanced Maritime Strike options open for
consideration under AIR 3023 in the context of a Joint Maritime Strike strategy.

Note

Forecast dates and capability assessments are excluded from the scope of the review.

1.3 Project Context

Background

Project AIR 6000 was established in 1999 to replace the air combat capabilities provided by the F/A-18A/B and F-111 fleets. In

2002 Government identified the Lockheed Martin F-35A JSF as the preferred option and joined the System Development and

Demonstration (SDD) phase of the JSF Program as one of nine Partner Nations. At this time the project discontinued the

competitive evaluation under AIR 6000. The subsequent decision by Government to acquire the F-35A JSF has been taken

progressively, including:

e Providing First Pass Approval in November 2006, which included agreement to join the next phase of the JSF Program and
funded project AIR 6000 Phase 1B to conduct detailed definition and analysis activities to support Government Second Pass
Approval for AIR 6000 Phase 2A/2B.

e Signing the multilateral Production, Sustainment and Follow-on Development (PSFD) Memorandum of Understanding (MoU)
in December 06 to allow entry into the next stage of the JSF Program.

e AIR 6000 Phase 2A/2B Stage 1 Approval in November 09 to acquire 14 CTOL F-35A JSF aircraft and associated support and
enabling elements necessary to establish the initial training capability in the US, commencing in 2014, and to allow
commencement of Operational Test in the US and Australia.

e AIR 6000 Phase 2A/2B Stage 2 was approved by Government in April 14 to acquire an additional 58 CTOL F-5A JSF aircraft
and enabling elements. The combined acquisition of 72 aircraft will achieve Final Operating Capability (FOC) in 2023
comprising of three operational squadrons of fifth generation F-35A JSF to replace the F/A-18A/B Hornet aircraft.

e In 2017 Defence advised Government of emerging issues associated with AIR 6000 Phase 2A/2B affordability. In
2018 Government agreed to Defence proposals to defer key project scope to later AIR 6000 program phases, some
of which are yet to be approved. In addition to significantly reducing AIR 6000 Phase 2A/2B known cost risks, this
aligned Australian delivery schedules with the global JSF development program. The approved changes have not
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increased or reduced funding for Phase 2A/B or other associated program phases. As the changes have minimal
impact on overall delivery schedule of the project, AIR 6000 Phase 2A/B plans for FOC in 2023 remain unchanged.
Some level of known cost risk remains with a possibility that further scope transfers may be required.

Uniqueness

The JSF Program was established by the US Government as the first international collaborative development program for a US
military aircraft. The program includes initial design, production, follow-on development and through life support of the JSF global
fleet.

The JSF Program is expected to deliver over 3,000 aircraft to the nine MoU Partners (with the US to acquire approximately 75 per
cent of the total) with the potential for significant additional aircraft procurements by Foreign Military Sales (FMS) customers.

The JSF is characterised by a low observable (stealth) design, internal weapons and fuel carriage, advanced electro-optical and
infrared sensors (long range), the ability to employ a wide range of air-to-surface and air-to-air weapons, advanced communications
suite to enable network centric operations, state of the art prognostics and health management, a single interchangeable engine
and reduced support requirements.

Due to strict US export restrictions imposed on the JSF Air System, direct commercial sale is not permitted. JSF aircraft and
associated supporting systems will be acquired by Australia under the PSFD MoU arrangements. Key factors are:

e The US Government has contracted with Lockheed Martin and Pratt & Whitney on Australia’s behalf in accordance with US
contracting laws, regulations and procedures.

e The F-35 Joint Program Office (JPO) acquisition strategy is to commence with eleven annual Low Rate Initial Production
(LRIP) contracts transitioning from a Fixed Price Incentive Fee to a Firm-Fixed Price at the appropriate time.

e Each contract requires a separate Partner Procurement Request (PPR) from each partner nation defining their requirements
for that buy. PPRs are submitted two years ahead of contract and four years ahead of delivery.

e F-35A JSF Aircraft to be delivered under AIR 6000 Phase 2A/2B are acquired under annual contracts. Lots 12 to 14
production contracts procurements leverage off a Block Buy initiative, with Australia’s commitment remaining on an
annual basis. The Australian F-35A JSF capability will be supported via a F-35 Global Support Solution that is progressively
being implemented and a range of Australian sovereign sustainment contracts, with all arrangements planned to be
performance-based.

As well as providing capability and programmatic benefits, a key aim of Australia’s participation in the JSF Program is to embed

Australian industry in the JSF global supply and support chain for the life of the JSF Program. The Commonwealth continues to

work with the prime contractor Lockheed Martin, its JSF industry partners and their sub-contractors to achieve long term industry

outcomes for Australia.

The Cooperative Partnership will continue to progressively enhance the capability of the entire F-35A Air System over its

life of type under the auspices of the Follow On Modernisation program.
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Major Risks and Issues

There are no significant issues facing the AIR 6000 Phase 2A/2B Project. The following are risks being managed by the
Project.

The F-35 Joint Program is large and complex with varying challenges. As a Partner Nation, Australia actively supports the
program to overcome existing and emergent technical challenges; however, these are primarily the responsibility of the
US Government to resolve with Lockheed Martin and the Partner Nations.

Major risks being managed by the AIR 6000 Phase 2A/2B Project are:
e  The F-35A capability may be impacted by failure to deliver air system elements to meet the capability requirements
of Air Force as a result of a technical deficiency or a delay in delivery schedule. F-35A air system elements include

aircraft/engine, weapons, Autonomous Logistics Information System (ALIS) system, reprogramming enterprise and
the training system.
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e The ongoing viability of the F-35A system to meet emerging Government direction and Air Force capability
requirements may be impacted by the failure to adequately resource and manage the currently unapproved AIR6000
project phases including additional support elements and follow-on modernisation.

. The Australian F-35 capability relies on a cohesive Joint Strike Fighter Cooperative Program to develop and sustain
the F-35 system. Significant changes to the program support organisation may impact Australia’s and the F-35
Partners ability to influence the program.

e The Australian F-35A sustainment solution may be impacted by the Joint Program Offices (JPO) ongoing
development and evolution to a mature and effective Global Support Solution (GSS), leading to an impact on
Australia's GSS performance effectiveness.

. Australia's standing and reputation in the international F-35 Co-operative partnership maybe compromised due to
inadequate security and cyber protection leading to potential disclosure of sensitive information to potential
adversaries. Stakeholders include Department of Defence, Industry, Supply Chain, USA armed forces and the F-35
enterprise.

e Acquisition and operation of the F-35A capability may be affected by overall funding or programming issues arising
from internal cost growth / forecasting accuracy and external budget constraints, leading to an impact on capability
and schedule.

. The F-35 Program may not provide the required industry benefit and Australian industrial capability and capacity,
targets and goals for resulting contracts will not be realised, or will be delayed. Australian industry may not be able
to meet Global Support Solution (GSS) performance, cost or schedule requirements. Australian industry
assignment MRO&U activation may impact on the performance outcomes of F-35 GSS Enterprise.

. Failure to effectively employ and manage the maturation of Military, Government employee and supporting Defence
Industry workforce may impact the effectiveness and efficiency of the Australian F-5A program.
The capability requirements for an integrated 5th generation Air Force may be impacted due to delays in delivery or

service release of training devices and equipment, workforce provisioning and contractual arrangements resulting
in possible delays to capability outcome declarations.

Other Current Related Projects/Phases

AIR JSF SDD - Participation in the JSF System Development and Demonstration (SDD) Program: In November 2018,
Australia closed the Materiel Acquisition Agreement for AIR JSF SDD - Participation in the JSF System Development and
Demonstration (SDD) Program, as all AIR JSF SDD financial milestones were completed. The US expects to formally
complete the F-35 program SDD phase, following Operational Test and Evaluation and a Department of Defense decision
to go into full-rate aircraft production.

AIR 6000 Phase 5 - Air Combat Capability Air-to-Air Weapons: This project was approved by Government in March 2016 and
will acquire reserve stocks of air-to-air Within-Visual-Range (WVR) and Beyond-Visual-Range (BVR) missiles for the Air Combat
Capability including the F-35A Joint Strike Fighter.
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AIR 6000 Phase 3 - Air Combat Capability Air-to-Surface Weapons: This project was approved by Government in May 2018
and will acquire the reserve stocks of air to ground weapons, new countermeasures and ammunition for the F-35 Joint Strike
Fighter (JSF).

Note

Major risks and issues are excluded from the scope of the review.

Section 2 - Financial Performance

2.1 Project Budget (out-turned) and Expenditure History

Date Description $m Notes
Project Budget

Nov 09 Original Approved 2,751.6

May 12 Real Cost Decrease (204.4) 1

Sep 12 Real Cost Increase 201.5

Jun 14 Government Second Pass Approval — Stage 2 10,515.4 2
Total at Second Pass Approval 13,264.1

Apr 18 Real Variation — Transfer (8.4) 3
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Jul 10

Jun 19

Jun 19

Prior to Jul18

FY to Jun 19

Price Indexation
Exchange Variation

Total Budget

Project Expenditure

Contract Expenditure — US Government — LRIP 10
Production

Contract Expenditure — US Government — LRIP 6
Production

Contract Expenditure — US Government — LRIP 11
— Production

Contract Expenditure — US Government — PSFD
MoU (FY14/15 — 22/23)

Contract Expenditure — US Government PSFD MoU
(FY 09/10 — 13/14)

Contract Expenditure — US Government — LRIP 10
Propulsion

Contract Expenditure — US Government —
Reprogramming Laboratory Phase 1

Contract Expenditure — US Government — LRIP 8 —
Production and Non-Annualised Sustainment

Contract Expenditure - US Government (Block
Buy Contract Production)

Contract Expenditure — US Government — LRIP 6
Propulsion

Contract Expenditure — US Government — FMS
Case AT-D-YAF, AT-P-AMN (Weapons)

Contract Expenditure — US Government - FY 17 Air
Vehicle Initial Spare

Contract Expenditure — US Government - LRIP 10
Non-Annualised Sustainment Contract

Contract Expenditure — US Government - LRIP 11 —
Propulsion

Contract Expenditure - US Government (Block
Buy Contract Propulsion)

Other Contract Payments / Internal Expenses

Contract Expenditure - US Government (Block
Buy Contract Production)

Contract Expenditure — US Government — LRIP 11
— Production

Contract Expenditure — US Government — LRIP 11
— Propulsion

(193.2)

(181.0)

(49.6)

351.0
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Contract Expenditure — US Government - LRIP 10
Production

Contract Expenditure — US Government PSFD
MoU (FY 14/15 — 22/23)

Contract Expenditure - US Government (Block
Buy Contract Propulsion)

Contract Expenditure — US Government — LRIP 10
Non-Annualised Sustainment

Contract Expenditure — US Government - FY 17 Air
Vehicle Initial Spare

Contract Expenditure — US Government — FMS
Cases AT-D-YAF, AT-P-AMN (Weapons)

Contract Expenditure — US Government — LRIP 11
Non-Annualised Sustainment

Contract Expenditure — US Government —
Reprogramming Laboratory Phase 1

Contract Expenditure — US Government — LRIP 8 —

Production and Non-Annualised Sustainment

Contract Expenditure — US Government - LRIP 10
Propulsion

Contract Expenditure — US Government — LRIP 6 5
Production

Contract Expenditure — US Government — LRIP 6
Propulsion

Other Contract Payments / Internal Expenses 8

Jun 19 Total Expenditure
Jun 19 Remaining Budget ( )
Notes

A May 12 budget adjustment ($204.4m) was applied to AIR 6000 Phase 2A/2B based on an incorrect
interpretation of the Government's decision to vary the New Air Combat Capability (NACC) Program. In
September 12, a budget adjustment correction was applied ($201.5m), using an updated exchange rate. As a
result, the project’s total approved budget has remained the same as intended by Government.

Government approved AIR 6000 Phase 2A/2B Stage 2 in April 14 for an additional 58 CTOL
F-35A JSF aircraft.

Transfer to Estate and Infrastructure Group following request for funding scope changes for RAAF Base Tindal
Joint Strike Fighter facilities.

Up until July 10, indexation was applied to project budgets on a periodic basis. The cumulative impact of this
approach was $70.3m. In addition to this amount, the impact on the project budget as a result of out-turning was
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a further $280.8m having been applied to the remaining life of the project.

5 The scope of this contract is explained further in Section 2.3 — Details of Project Major Contracts.
6
7 Other expenditure for the period prior to is associated with Support Systems ($ m) which comprises

of software capability for the reprogramming lab, facilities, support & test equipment, information
communications technology and ALIS; mission systems ($ m) comprising of FMS cases, weapons & aircraft;
Project Office services ($ m) comprising of Project Office services (travel, contract support services) &
contract administration in relation to the Joint Project Office; NACC Operating Expenditure ($ m) comprising
of Project Office expenses, initial support & maintenance, US pilot training and NACC ISP Grants Program; and
monitoring ($1.2m) which includes Diminished Manufacturing Supply (DMS).

8 Other expenditure for the period to is associated with Support Systems ($97.6m) comprising
of software capability for the reprogramming lab, facilities, support and test equipment, information
communications technology, and the ALIS

comprising of FMS cases, weapons and aircraft; Project Office services ($ ) comprising of Project Office
services (travel, contract support services) and contract administration in relation to the Joint Project Office
NACC operating expenditure ($ m) comprising of Project Office expenses, initial support and maintenance,
US pilot training and the NACC ISP Grants Program; ($1.4m)

—
0}
-—
e
D
L
o
=
-
b
w
—-—
£
o
-

2.2A In-year Budget Estimate Variance
Estimate Estimate Estimate Explanation of Material Movements
PBS $m PAES $m Final Plan $m

PBS — PAES:

PAES - Final Plan: The acquisition is as now forecast in PBS
The variation is

Variance $m Total Variance ($m):

Variance % Total Variance (%):
2.2B In-year Budget/Expenditure Variance

Estimate Actual Variance Variance Factor Explanation

Final Plan $m $m $m

Australian Industry

( ) | Foreign Industry

Early Processes

Defence Processes

Foreign Government
Negotiations/Payments

Cost Saving

Effort in Support of Operations
Additional Government Approvals

( ) | Total Variance
(1.8) | % Variance

Part 3. Project Data Summary Sheets

2.3 Details of Project Major Contracts

Price at
Signature . . Form of
Contractor %ate Signature 30 Jun 19 Type (Price Basis) o Notes
$m $m
US Government Dec 06 167.1 181.0 Various MoU 1,12,13

PSFD MoU (FY
09/10 — 13/14)
US Government Dec 06 253.1 Various MoU 2,12,13
PSFD MoU (FY
14/15 — 22/23)

US Government May 11 22.0 27 Fixed Price Incentive USG 3,12,13
(LRIP 6 Production) Contract
US Government Aug 11 5.8 Fixed Price Incentive USG 4,12,13
(LRIP 6 Propulsion) Contract
US Government Dec 14 79.2 Fixed Price Incentive UsG 5,12,13
(LRIP 10 Production) Contract
US Government Mar 15 13.4 Fixed Price Incentive USG 6, 12,13
(LRIP 10 Propulsion) 14 Contract
US Government Mar 15 119.0 Fixed Price Incentive uUsG 7,12,13
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wn (Reprogramming Contract
= Laboratory Phase 1)
= US Government Jun 15 99.9 Fixed Price Incentive USG 8,12,13
) (LRIP 8 Production Contract
and Non-Annualised
1-! Sustainment)
Q US Government Dec 15 88.2 Fixed Price Incentive USG 9,12,13
= (LRIP 11 Production) Contract
@ US Government (AT- Jun 16 111.9 Reimbursement FMS 12,13
=
D-YAF)
US Government Jun 16 31.8 Various USG 12,13,
(LRIP 10 Non- Contract 16
Annualised
Sustainment)
US Government (AT- Jul 16 132.3 Reimbursement FMS 12,13
P-AMN)
US Government Jul 16 14.2 Fixed Price Incentive USG 12, 13,
(LRIP 11 Propulsion) Contract 15
US Government Feb 17 236.3 USG 10, 12,
(Block Buy Contract Contract 13
Production)
US Government Mar 17 114.4 Fixed Price Incentive USG 11,12,
T (FY17 Air Vehicle Contract 13
Q Spares & ACURL
3 Spares)
w US Government Aug 17 39.6 298.2 Various USG 10,12, 13
N (Block Buy Contract Contract
Propulsion)
Y|
-
9.
(9%
Q
—
D Notes
Q 1 Contribution to PSFD MoU shared costs based on proportionality principle: i.e. number of aircraft purchased as a
— percentage of entire partner fleet. Commitment via MoU signature in December 06 with price re-baselined from 2002
Q t0 2012 per US Government update. Covers period from 2009—10 to 2013—14 as approved by Government in November
wn 09 and is now complete. The PSFD MoU ‘contract’ is a ‘variable’ priced ‘contract’ in that it is updated annually to reflect
c both estimated shared costs and escalation.
3 2 Contribution to PSFD MoU shared costs based on proportionality principle: i.e. number of aircraft purchased as a
3 percentage of entire partner fleet. Commitment via MoU signature in December 06 with price re-baselined from 2002
o to 2012 per US Government update. Covers period from 2014—15 to 2022-23 as approved by Government in April 14.
The PSFD MoU ‘contract’ is a ‘variable’ priced ‘contract’ in that it is updated annually to reflect both estimated shared
'~2 costs and escalation. Contract Price increase since signature due to increased tooling replacement cost not previously
%)) included; inclusion of scope previously considered country unique; and updated estimates for shared sustainment,
> Follow-on Development and F-35 Joint Program Office administration.
D 3 LRIP 6 Production contract for Australia’s first two F-35A aircraft including initial Long Lead items, support equipment
0] and other hardware and services. This contract is progressively modified with approved work scope and forms the basis
('7)" of the Air System contract for the complete system — per Section 1.3 ‘Uniqueness’.

4 LRIP 6 Propulsion contract for two engines for installation on Australia’s first two F-35A aircraft. Also includes one spare
engine and initial Long Lead items. This contract is progressively modified with approved work scope and forms the
basis of the propulsion contract for the complete system — per Section 1.3 ‘Uniqueness’.

5 LRIP 10 Production contract for Australia’s next tranche of eight F-35A aircraft for initial Long Lead items. This contract
is progressively modified with approved work scope and forms the basis of the Air System contract for the complete
system — per Section 1.3 ‘Uniqueness’.

6 LRIP 10 Propulsion contract for eight engines for installation on Australia’s next tranche of eight F-35A aircraft. This
contract is progressively modified with approved work scope and forms the basis of the propulsion contract for the
complete system — per Section 1.3 ‘Uniqueness’. Subsequent to full funding being awarded for this contract further
modifications (contract changes) have occurred. These include: (1) Long Lead funding for LOT 12 (15 aircraft), (2)
initial sparing for operating units, maintenance depots and the Global Pool and (3) the migration of ALIS propulsion
data.

7 Contract for Phase 1 Reprogramming Laboratory hardware and software tools.

8 LRIP 8 Production and Non Annualised Sustainment contract for the provision of training devices, support equipment,
non-aircraft spares and an aircrew fitting service.

9 LRIP 11 Production contract for Australia’s next tranche of eight F-35A aircraft. This contract includes Long Lead items
and is progressively modified, forming the basis of the Air System contract for the complete system — per Section 1.3
‘Uniqueness’. This contract has met Full Funding award with the increase in contract value a result of the staged
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procurement and provision of funding for the F-35 production line to build the aircraft.

10 Lots 12-14 Production and Propulsion are procured under separate Block Buy Contracts, Air Vehicle
Production via Lockheed Martin and Propulsion via Pratt & Whitney. Both contracts encompass Long Lead
items for the procurement of aircraft under Lots 12-14 and Economic Order Quantities for the production
contract only. Both production and propulsion are also contracted under Undefinitised Contract Action for Lot
12.

These contracts were previously combined and reported previously combined and reported as a single Block
Buy Contract. Australia will commit to aircraft purchases on an annual basis via these two contracts, subject
to annual approvals by Government.

1 FY17 Air Vehicle Initial Spares & ACURL Spares contract for Australia’s Deployable Spares Pack (DSP), Australia’s
contribution to F-35 global spares pool and spares for the Reprogramming Lab.

12 Contract value as at 30 June 2019 is based on actual expenditure to 30 June 2019 and remaining commitment at
current exchange rates. This includes adjustments for indexation (where applicable).

13 The scope of these contracts is explained further below.

14 The project has reviewed the list of major contracts reported in the PDSS to ensure it reflects only the most significant
contracts of the project. This has resulted in some contracts previously reported separately now being reported as part
of other contract payments/internal expenses and being removed from the list of major contracts.

15 LRIP 11 Propulsion contract for eight engines for installation on Australia’s tranche of eight F-35A aircraft being
procured through the LRIP 11 Production Lot. This contract is progressively modified with approved work scope and
forms the basis of the propulsion contract for the complete system — per Section 1.3 ‘Uniqueness’.

16 LRIP 10 and 11 Non-Annualised (NA) Sustainment contracts consist of one-time tasks and infrastructure stand up
activities. The contracts undergo discrete modifications for each individual good and/or service being procured
which in turn dictates the ‘type’ of contract. The majority of each discrete procurement is acquisition related,
examples being initial non-aircraft spares, site activation, depot stand-up, hardware procurement and delivery,
training systems, support equipment and ALIS.

Quantities as at
Contractor = Scope Notes
Signature 30 Jun 19

US Government (PSFD MoU) N/A N/A Australia’s contribution to shared costs 1
from 2010 to 2023 based on the
purchase of 100 aircraft. Includes
contribution to production tooling, US
overhead cost of running program,
follow on development and shared
sustainment activities.

US Government (LRIP 6 Production) 2 2 Procurement of the first two Australian F-
35A  aircraft including  Advanced
Acquisition items and services and
progressive associated work scope.

US Government (LRIP 6 Propulsion) 3 3 Provision of engines for installation on
Australia’s first two F-35A aircraft plus
one spare engine.

US Government (LRIP 10 Production) 8 8 Procurement of Advanced Acquisition
items associated with the next eight F-
35A aircraft procurement.

US Government (LRIP 10 Propulsion) 8 8 Procurement of Advanced Acquisition
items and spares associated with
propulsion systems for the next eight F-
35A aircraft procurement. This contract
has also been modified to include Long
Lead items to support Lot 12 aircraft.

US Government (Reprogramming N/A N/A Reprogramming Laboratory Hardware

Laboratory Phase 1) and Software tools.

US Government (LRIP 8 Production N/A N/A Training devices, support equipment

and Non-Annualised Sustainment) and non-aircraft spares.

US Government (LRIP 11 Production) 8 8 Procurement of Advanced Acquisition
items associated with the next eight F-
35A aircraft procurement.

US Government (AT-D-YAF) N/A N/A Procurement of Small Diameter Bombs
(SDB 1) and associated racks.

US Government (AT-P-AMN) N/A N/A Procurement of Radio Frequency
Countermeasures.

Project Data Summary Sheets
Auditor-General Report No.19 2019-20
2018-19 Major Projects Report

141

—
0}
-—
e
D
L
o
=
-
b
w
—-—
£
o
-

Part 3. Project Data Summary Sheets



-
o-
>
~—
2
—
=.
=
®
!
(]
>
—
@
=

sjeayg Alewwng eje(q 109loid ‘¢ ped

US Government (Block Buy Contract N/A N/A Procurement of Long Lead items and
Production) Economic Order Quantities for Lots 12-
14 and Undefinitised Contracting
Action for Lot 12. Leading to full 2
funding contract award in Quarter 4
2019 for procurement of 45 F-35A
aircraft, pending Government
approval of Lot 14.
US Government FY17 Air Vehicle N/A N/A F-35 global spares pool, Deployable
Initial Spares & ACURL Spares Spares Pack and spares for the
Reprogramming Lab.
US Government (Block Buy N/A N/A Procurement of Long Lead items for
Contract Propulsion) Lots 1214 and Undefinitised
Contracting Action for Lot 12.
Leading to full funding contract 2
award in Quarter 4 2019 for
procurement of 45 F135 propulsion
systems, pending Government
approval of Lot 14.
US Government (LRIP 11 Propulsion) 8 8 Procurement of propulsion systems
required for the eight F-35A aircraft
being procured through the LRIP 11
Production Lot.
US Government (LRIP 10 Non- N/A N/A Procurement of initial non-aircraft
Annualised Sustainment Contract) spares, site activation, depot stand-up,
hardware procurement and delivery,
training systems, support equipment
and ALIS.
US Government (LRIP 11 Non- N/A N/A Procurement of initial non-
Annualised Sustainment) aircraft spares, site activation,
depot stand-up, hardware
procurement and delivery,
training systems, support
equipment and ALIS.
Major equipment received and quantities to 30 June 19
Fourteen F-35A aircraft have been received by Australia, of which ten remain in the USA to support training.
Notes
1 No equipment delivered as part of this contract.
2 These contracts were previously reported as Lot 12 Long Lead and EOQ.
Section 3 — Schedule Performance
3.1 Design Review Progress
. ) ) Original Current Achieved Variance
Review Major System/Platform Variant Planned | Planned IForecast (Months) Notes
Preliminary Design JSF Air System (CTOL Variant) Mar 03 N/A Jul 03 4 1
Critical Design JSF Air System (CTOL Variant) Apr 04 Feb 06 Feb 06 22 2
Notes
1 Aircraft weight was the major issue that delayed the closure of the Preliminary Design Review (PDR) by four months.
2 Additional design effort was required to achieve the weight savings expected after PDR. The CTOL Critical Design

Review (CDR) was delayed as a result from April 04 to February 06 until the re-design was complete and included
the 'roll up' of many lower-tiered reviews.

3.2 Contractor Test and Evaluation Progress

Test and . . Original Current Achieved/F | Variance
Evaluation WElfer Syitamiiatiterim Veizn Planned Planned orecast (Months) Ntz
System Integration | Block 2B Fleet Release (against IMS7 Jun 15 Jun 15 Jul 15 1 1
Baseline)
Block 3i Initial Release to support LRIP 6 Mar 14 Nov 14 Sep 14 6 2
(against IMS7 Baseline)
Block 3F Fleet Release (against IMS7 Aug 17 Oct 17 Aug 17 0 3,4,5
Baseline) — for F-35A (full envelope with
weapons)
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Acceptance Accept and deliver two (LRIP 6) aircraft to Mar 14 Nov 14 Nov 14 8 6 TR

US Pilot Training Centre

Accept and deliver aircraft 3-14 Dec 16 Jun 19 19 7 E

Accept and deliver aircraft 15-72 Dec 23 Sep 23 Aug 23 (4) 8 E

Notes o)
1 Block 2B supported the United States Marine Corps IOC declaration which occurred on 31 July 15. -E

2 Block 3i Initial Release software provides initial pilot training capability for the LRIP 6 aircraft configuration. The six month 6
variance was due to delays in earlier software deliveries and compounded by integration into the updated computer -

architecture delivered in LRIP 6 aircraft.

3 F-35 aircraft software is developed and released in capability blocks. Block 3F software is the final release under the System
Development and Demonstration (SDD) phase of the program and is the requirement for Australian I0C declaration. It is
noteworthy; all Block 3F software is developed to support full Australian weapons requirements, where Australia’s weapons
approval is dependent on US and Australian clearances.

4 Block 3F software was fleet released August/October 17 onto late LRIP 9 US and Partner aircraft. Fleet release dates indicate
software has finished development, while the release of partner nation specific loads follows with minor adjustments to meet
sovereign requirements. The priority for the release of partner specific loads is driven by a nation’s aircraft delivery schedules.

5 Australia accepted its first three Block 3F aircraft March 18. Acceptance, initially planned February 18 as contracted Bed
Down Plan, was delayed to remediate non-software related production issues. All new aircraft are to be accepted in Block
3F (or later) configuration.

6 The March 14 original delivery date was based on Australian I0C in December 18. The November 14 delivery date reflects
a deferral in production to align with the US re-baselining of JSF production, and verification of a new software load for LRIP %)
6 aircraft to assure an appropriate training capability. -IG-J'
7 1)  The final remaining 12 Stage 1 aircraft were originally scheduled for delivery by December 16 leading to Australian (O]
10C in 2018. In March 10, the JSF Program experienced a Nunn-McCurdy breach of the critical cost growth statutory e
threshold. Based on subsequent delays to SDD completion and the US aircraft buy profile, the Australian Government (0))]
initiated a two year deferral in production and 10C, with Aircraft (14) accepted in 19. This will achieve a revised >
Australian I0C by December 20. E
8 2) Variance is due to the expected completion of Aircraft 72 production in July 23, resulting in Aircraft 72 early E
acceptance and ferry to Australia in August 23. E
3.3 Progress toward Materiel Rel and Operational Capability Milestones (?)
ltem Original Planned Achieved/Forecast Variance (Months) Notes ©
Initial Materiel Release (IMR) Oct - Dec 20 Dec 20 (0) -oc—U'
Initial Operational Capability (I0C) Dec 20 Dec 20 (0) Q
Final Materiel Release (FMR) Oct - Dec 23 Sep 23 3) 1 —
Final Operational Capability (FOC) Dec 23 Oct 23 (2) 2 8
Notes 6.
1 FMR date currently forecast as 3 months early. The driving activity for this date is the