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Australian National

Audit Office

Canberra ACT
18 December 2018

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 2018, as presented by the Department of Defence. The report is
titted 2017—18 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 il

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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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 eleventh annual report (2016—17: 27). 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.3 In 2017-18
Defence was managing 198 active major and minor capital equipment projects worth $103.5
billion, with an in-year budget of $6.9 billion.* Defence capitalised some $7.5 billion from these
projects in 2017-18.>

4, The February 2016 Defence White Paper established the 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 2018-19 Defence Portfolio Budget Statements indicated
that the Defence budget would grow 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.®

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 ‘exists to meet the Australian Defence Force's (ADF) military equipment and supply
requirements as identified by Defence and approved by Government’. Department of Defence, About CASG
[Internet], Defence, available from http://www.defence.gov.au/casg/AboutCASG/ [accessed 8 October 2018].

4 Department of Defence, Defence Annual Report 17—18, Chapter 3, Annual Performance Statements, Defence,
Canberra, 2018, p. 35.

5 ibid., Chapter 11, Financial Statements, p. 175.

6 Department of Defence, Defence Portfolio Budget Statements 2018—19, Defence, Canberra, 2018, p. 5.

7 A performance audit assessing the effectiveness to date of Defence's planning for the mobilisation of its
continuous shipbuilding programs in Australia was tabled during this report period (Auditor-General Report
No.39 2017-18 Naval Construction Programs—Mobilisation).

8 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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Major Projects selected for review

5. Major Projects are selected for review based on the criteria included in the 2017-18 Major
Projects Report Guidelines (the Guidelines), as endorsed by the Joint Committee of Public
Accounts and Audit (JCPAA).? 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
$59.4 billion, covering 57 per cent of the total budget of active major and minor capital
equipment projects of $103.5 billion.1° The selected projects are listed in Table 1.

9 The 2017-18 Major Projects Report Guidelines were endorsed by the JCPAA in September 2017 and are
included in Part 4 of this report.

10 Department of Defence, Defence Annual Report 17—18, Chapter 3, Annual Performance Statements, Defence,
Canberra, 2018, p. 35.
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Table 1: 2017-18 MPR projects and approved budgets at 30 June 2018 .23
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 Joint Strike Fighter 15,504.0
SEA 4000 Phase 3 Air Warfare Destroyer Build AWD Ships 9089.3
AIR 7000 Phase 2B Maritime Patrol and Response Aircraft System | P-8A Poseidon 5212.0
AIR 9000 Phase 2/4/6 Multi-Role Helicopter MRH90 Helicopters 37711
AIR 5349 Phase 3 EA-18G Growler Airborne Electronic Attack Growler 34304
Capability
AIR 9000 Phase 8 Future Naval Aviation Combat System MH-60R Seahawk 3430.3
Helicopter
LAND 121 Phase 3B Medium Heavy Capability, Field Vehicles, Overlander 3428.9
Modules and Trailers Medium/Heavy
JP 2048 Phase 4A/4B Amphibious Ships (LHD) LHD Ships 3091.7
LAND 121 Phase 4 Protected Mobility Vehicle — Light Hawkei 1952.0
AIR 8000 Phase 2 Battlefield Airlift — Caribou Replacement Battlefield Airlifter 1433.3
SEA 1654 Phase 3 Maritime Operational Support Capability Repl Replenishment 1066.8
Ships
AIR 5431 Phase 3 Civil Military Air Traffic Management System CMATS 974.2
JP 2072 Phase 2B Battlespace Communications Systems Battle Comm. Sys. 920.1
(Land) 2B
AIR 7403 Phase 3 Additional KC-30A Multi-role Tanker Transport | Additional MRTT 887.8
SEA 1448 Phase 2B ANZAC Anti-Ship Missile Defence ANZAC ASMD 2B 678.7
SEA 3036 Phase 1 Pacific Patrol Boat Replacement Pacific Patrol Boat 501.2
Repl
AIR 9000 Phase 7 Helicopter Aircrew Training System HATS 481.5
SEA 1439 Phase 4A Collins Replacement Combat System Collins RCS 450.5
JP 2072 Phase 2A Battlespace Communications System Battle Comm. Sys. 438.0
(Land) 2A
SEA 1442 Phase 4 Maritime Communications Modernisation Maritime Comms. 437.7
SEA 1429 Phase 2 Replacement Heavyweight Torpedo Hw Torpedo 427.6
JP 2008 Phase 5A Indian Ocean Region UHF SATCOM UHF SATCOM 419.9
SEA 1439 Phase 3 Collins Class Submarine Reliability and Collins R&S 411.6
Sustainability
SEA 1448 Phase 2A ANZAC Anti-Ship Missile Defence ANZAC ASMD 2A 386.8
LAND 75 Phase 4 Battle Management System BMS 367.9
JP 2048 Phase 3 Amphibious Watercraft Replacement LHD Landing Craft 236.7
Total 26 59,430.0

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 1654 Phase 3 Maritime Operational Support Capability (Repl Replenishment Ships), JP 2072 Phase 2B
Battlespace Communications System (Battle Comm. Sys. (Land) 2B) and SEA 3036 Phase 1 Pacific Patrol
Boat Replacement (Pacific Patrol Boat Repl) are included in the MPR for the first time in 2017-18.

Note 3: SEA 1439 Phase 3 Collins Class Submarine Reliability and Sustainability is a group of 22 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.20 2018-19
2017-18 Major Projects Report

5

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




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

<
@
2.

Report objective and scope

7. 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 and the Project Data Summary Sheets
(PDSSs) prepared by Defence. Assurance from the ANAQ’s review is conveyed in the Independent
Assurance Report by the Auditor-General.

8. The following forecast information is excluded from the scope of the ANAQ'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.

9. 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
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.

10. 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.

11. 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

12. 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.

13. 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

11  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.

12 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.

ANAO Review and Analysis
Auditor-General Report No.20 2018-19
2017-18 Major Projects Report

6



sought representations and confirmations from Defence senior management and industry in
relation to the status of the Major Projects in this report.

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

. Part 1 comprises the ANAQ's review and analysis (pp. 1-64);

. Part 2 comprises Defence’s commentary, analysis and appendices (not included within the
scope of the Independent Assurance Report by the Auditor-General) (pp. 65—130);

. 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. 131 —394); and

Part 4 reproduces the 2017-18 Major Projects Report Guidelines endorsed by the JCPAA,
which provide the criteria for the compilation of the PDSSs by Defence and the ANAQO’s
review (pp. 395-424).

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

Figure 1:  2017-18 Report structure

2017-18 Major Projects Report

part 2 part 3 part 4
Defen Prepared by the Prepared by Defence and Endorsed by the
ElEACE ANAO reviewed by the ANAO JCPAA
Auditor: 201718
ANAO Defence MPR: General’s Statement Project Data Major
GCUETELLE  Commentary | |ndependent by the Summary Projects
Analysis and Assurance @ Secretary of Sheets Report
Analysis Report Defence 1-26 Guidelines
Pages Pages Pages Pages Pages Pages
1-64 65-130 133-134 135-140 141-394 395-424

Note:  To assist in conducting inter-report analysis, the presentation of data in the PDSSs remains largely consistent
and comparable with the 2016-17 MPR.
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Project Data Summary Sheets

15. 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.

16. 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;

° 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 2018);

. Section 3—Schedule Performance: providing information on design development; test
and evaluation; and forecasts and achievements against key project milestones, including
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
Defencel®, and a comparison against the benchmark score;
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13 The MPR Guidelines provide that data of a classified nature is to be prepared in such a way as to allow for
unclassified publication.

14 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 Material Standard Procedure (Project
Management) DMSP (PROJ) 11-0-008, ‘Initial Material Release And Final Material Release Across The Project
Lifecycle’, 2013, p. 2.

15 Declaration of initial operating capability (I0OC) is made by the Capability Manager, supported by the results of
operational test and evaluation and declaration by the Delivery Group that the fundamental inputs to
capability have been delivered. Declaration of final operating capability (FOC) is made by the Capability
Manager, supported by the results of operational test and evaluation and confirmation by the Delivery Group
that the fundamental inputs to capability have been delivered as agreed and also marks the conclusion of the
acquisition phase. See Department of Defence, ‘Interim Capability Life Cycle Manual’, 2017, p. 41.

16 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’, 2010
— is a methodology used to quantify the maturity of projects as they progress through the acquisition life
cycle.
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. 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); and

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

Overall outcomes

Statement by the Secretary of Defence

17. The Statement by the Secretary of Defence was signed on 11 December 2018. The Secretary’s
statement provides his 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 2018’.

18. In addition, the Statement by the Secretary of Defence details significant events occurring
post 30 June 2018, 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, AWD Ships,
P-8A Poseidon, Growler, Overlander Medium/Heavy, LHD Ships, Hawkei, Repl Replenishment
Ships, Battle Comm. Sys. (Land) 2B, ANZAC ASMD 2A and 2B, Pacific Patrol Boat Repl, HATS, Battle
Comm. Sys. (Land) 2A, Maritime Comms, Collins RCS, Hw Torpedo and LHD Landing Craft.

19. The 2017-18 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
caveats. The status of the caveats of the ARH Tiger Helicopter Project, which achieved FOCin 2016
with caveats, has been reported in the Statement in Part 3 of this report.

Conclusion by the Auditor-General

20. The Auditor-General has concluded in the Independent Assurance Report for 2017-18 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
2017-18 Major Projects Report Guidelines (the Guidelines), as endorsed by the Joint Committee of
Public Accounts and Audit.’

21. Additionally, in 2017-18, a number of observations were made in the course of the
ANAQ’s review, as summarised below:

. non-compliance with corporate guidance resulting in inconsistent approaches taken to
contingency allocation (Section 1 of the PDSS). See further explanation in paragraphs 1.34
to 1.41;

° a change to the basis of financial reporting (Section 2 of the PDSS). See further explanation

in paragraphs 1.42 to 1.44;

. enhanced transparency by reporting cost variations since Second Pass Approval and
personnel costs. See further explanation in paragraphs 1.45 to 1.49;
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. 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 1.50 to 1.56%7;

° outdated policy guidance for the project maturity framework (Section 6 of the PDSS). See
further explanation in paragraphs 1.57 to 1.60%%; and

. a decrease in the number of MPR projects which have achieved significant milestones with
caveats. See further explanation in paragraphs 1.61 to 1.62.

ANAO’s analysis of project performance

22. 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.

17 Spreadsheets lack formalised change/version control and reporting, increasing the risk of error. See
paragraph 1.55 for further detail.
18 Refer to footnote 16.
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Table 2: Summary longitudinal analysis’

2015 2016-17 2017-18
MPR MPR MPR

Number of Projects 26 27 26
Total Approved Budget $62.7 billion $62.0 billion $59.4 billion
Total Expenditure $29.4 billion $32.1 billion $32.4 billion
Against Total Approved Budget (46.9%) (51.7%) (54.5%)
Total In-year Expenditure $3.9 billion $4.1 billion $4.6 billion
Against In-year Budget (91.2%) (96.6%) (98.6%)
Total Budget Variation since initial Second Pass $23.6 billion $22.3 billion $23.0 billion
Approval 2 (37.6%) (36.0%) 3 (38.7%)
Total Budget Variation since final Second Pass $9.8 billion $8.5 billion $9.2 billion
Approval 4 (15.7%) (13.7%) (15.5%)
In-year Approved Budget Variation $4.9 billion -$1.6 billion -$0.3 billion
(7.8%) (-2.6%) (-0.5%)
Total Schedule Slippage ° 708 months 793 months 801 months
(26%) (29%) (32%)
Average Schedule Slippage per Project 28 months 30 months 32 months
In-year Schedule Slippage © 42 months 149 months 104 months
(1%) (6%) (5%)
Total Project Maturity 7 147971820 1531 /1890 1484 /1820
(81%) (81%) (82%)
Total Reported Risks and Issues & ° 123 136 138
Expected Capability (Defence Reporting)
« High level of confidence of delivery (Green) 99% 98% 99%
o Under threat, considered manageable (Amber) 1% 2% 1%
o Unlikely to be met (Red) 0% 10 0% 1° 0%

Refer to paragraphs 22 to 36 in Part 1 of this report.

Note 1: The data for the 26 Major Projects in the 2017-18 MPR compares the data from projects in the 2016-17 MPR
and 2015-16 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, 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.

Note 3: These figures include a $0.8 billion correction to an error in prior year data.

Note 4: In the 2017-18 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 5: 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, Figure 10 reports in-
year schedule reductions.

Note 6: Based on the 23 repeat projects from the 2014-15 MPR, 25 repeat projects from the 2015-16 MPR plus one new
project (CMATS) that had slippage in 2016-17, and 23 repeat projects from the 2016—17 MPR respectively.

Note 7: The figures represent the total of the reported maturity scores divided by the total benchmark maturity score,
in the PDSSs across all projects.

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.

Note 9: 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.
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Note 10: Defence advised in these years 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.

Cost

23. 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 $59.4 billion, CMATS was granted a Real Cost Increase of $240.7 million by government in
February 2018.%%29 |n addition, MRH90 Helicopters, Battle Comm. Sys (Land) 2B, UHF SATCOM
and BMS have been required to draw upon contingency funds to complete project activities.

24.  The approved budget for Major Projects included in this MPR has increased by
$23.0 billion (38.7 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, the ongoing costs of Project Offices?! (acquisition), training,
replacement capability, etc., are not reported here.

19 Defence has advised that: ‘Real Cost Increases [are] attributed to any negotiated Foreign Military Sales or
commercial contracts, where funds have been approved by government to increase the Project’s budget:
excluding ‘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; and ‘Budgetary Adjustments’ made to account
corrections resulting from foreign exchange or indexation accounting estimation errors.’

20 In addition to the Real Cost Increase received by the CMATS project, Air Force received $2.2 million of
additional funds for CMATS, making a total Real Cost Increase of $242.9 million paid by Government to
Defence. At the same time Government also returned to the project $6.8 million of funds that had been
temporarily harvested.

21 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 1.45 to 1.49 for the outcomes of this consideration.

’
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Table 3: Budget variation over $500m post initial Second Pass Approval by
variation type "2

Oje ariatio planatio ea AMO b

Scope Increases 14.1
MRH90 34 additional aircraft at Phase 2005-06 23
Helicopters 4/6 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 2013-14 and 1.1
offset by $0.1b transfer for 2015-16
facilities in 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 1.1
movements
Other Scope Other scope changes and Various 1.1
increase/budget transfers
transfers (net)
Price Indexation — materials and labour (net) (to July 2010) 3 3.0
Exchange Variation — foreign exchange (net) (to 30 June 2018) 3.0
Total 23.0

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: 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 2017-18 PDSSs.

Schedule

25. 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.

26. The total schedule slippage for the 26 selected Major Projects, as at 30 June 2018, is 801
months (2016—17: 793 months) when compared to the initial schedule.?® This represents a 32 per
cent (2016—17: 29 per cent) increase since Second Pass Approval. Table 4 below includes details

22 See Defence’s analysis on pp. 81-82 in Part 2 of this report.

23 Asnoted in Note 5 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 3 of Figure 7 of this
report which shows that the slippage attributable to increases in project scope is 58 months.
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of in-year and total schedule slippage by project. While the table shows a five per cent in-year
slippage for 2017-18, the removal of completed projects (ARH Tiger Helicopters, Bushmaster
Vehicles, Overlander Light, and Additional Chinook) has removed 98 months of slippage. The
effect of these projects exiting the review explains the difference between the total schedule
slippage in 2017-18 (8 months) and the total in-year slippage amount (104 months). Additionally,
the Pacific Patrol Boat Replacement project added two months of slippage to the total of 801
months; the slippage occurred in 2015-16 but the project was reported in the MPR for the first
time in 2017-18.

Table 4: Schedule slippage from original planned Final Operational Capability '

Project In-year Total | Project In-year Total
(months) | (months) (months) | (months)

Joint Strike Fighter 3 0 2 | Additional MRTT 0 21
AWD Ships 0 35 | ANZAC ASMD 2B 10 67
P-8A Poseidon 4 28 | Pacific Patrol Boat Repl 0 2
MRH90 Helicopters 29 89 | HATS 0 0
Growler 1 1 | Collins RCS 0 109
MH-60R Seahawk 0 0 | Battle Comm. Sys. (Land) 2A 13 30
Overlander Medium/Heavy 0 5 | Maritime Comms 7 7
LHD Ships 3 0 37 | Hw Torpedo 0 63
Hawkei 0 0 | UHF SATCOM?® 12 21
Battlefield Airlifter 0 24 | Collins R&S 13 112
Repl Replenishment Ships 0 0 | ANZAC ASMD 2A 10 82
CMATS 3 0 28 | BMS 2 N/A N/A
Battle Comm. Sys. (Land) 2B 0 0 | LHD Landing Craft 4 5 38
Total (months) 104 801

Total (%) 5 32

Note 1: Refer to footnote 23.

Note 2: BMS does not have I0C or FOC milestones. These were to be linked to Work Packages B-D which received
government approval in September 2017 under LAND 200. Work Package A achieved FMR in December
2017. MAA closure did not occur in October 2018 as forecast.

Note 3: These projects have been identified by Defence as Projects of Interest (see paragraph 1.17 in Part 1).

Note 4: The LHD Landing Craft PDSS shows an FOC forecast of ‘TBA’ (See the PDSS in Part 3 of this report). For the
purposes of slippage analysis in this report, the ANAO has reflected the slippage that had occurred for the
project at the time of this report. The Statement by the Secretary of Defence in Part 3 of this report notes that
since 30 June 2018, FOC for this project has been rescheduled for the second half of 2019.

Source: ANAO analysis of the 2017-18 PDSSs.

27. Platform availability has contributed to the slippage experienced within some projects.
For example, the submarine programs have been impacted by changes to docking schedules,
following government commissioned reviews. Significant delays have also been experienced by
those projects with the most developmental content: AWD Ships, MRH90 Helicopters, CMATS
and ANZAC ASMD 2B. Additionally, delays to operational test and evaluation activities have led
to delays to the LHD Ships and LHD Landing Craft projects.

28. Table 5, below, provides details of total schedule slippage by project, for projects that
have exited the MPR. Compared to the 801 months total schedule slippage for the current 26
Major Projects, the 18 projects which have exited the MPR have reported accumulated schedule
slippage of 699 months, as at their respective exit dates. Again, schedule slippage 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
onths) (months)

Wedgetail (Developmental) 78 | Next Gen Satellite ' (MOTS) 0
Super Hornet (MOTS) 0 | Additional Chinook 6
Hornet Upgrade (Australianised MOTS) 39 | HF Modernisation (Developmental) 147
ARH Tiger Helicopters (Australianised 82 | Armidales (Australianised MOTS) 45
MOTS)

C-17 Heavy Airlift (MOTS) 0 | SM-2 Missile (Australianised MOTS) 26
Air to Air Refuel (Developmental) 64 | 155mm Howitzer (MOTS) 7
FFG Upgrade (Developmental) 132 | Stand Off Weapon (Australianised MOTS) 37
Bushmaster Vehicles (Australianised 1 | Battle Comm. Sys. (Australianised MOTS) 24
MOTS)

Overlander Light (Australianised MOTS) 9 | C-RAM (MOTS) 2
Total 699

Note 1: 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.

29. Additional ANAO analysis (refer to Figure 7, on page 51) 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. This analysis highlights, prima facie, that the more developmental
in nature a project is, the more likely it will result in a greater degree of project slippage, as well as
demonstrating one of the advantages of selecting MOTS acquisitions.?®

30. Figure 8 (on page 52) 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. Figure 8 was requested by the JCPAA in May 2014.26

31. 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 2.29 to 2.33).

24  See Table 6 in Part 2 of this report for Defence classifications.

25  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’, 2016, Annex 1A,
Definitions, p. iii.

26  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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Capability

32. 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
conclusion, it is included in the analysis to provide an overall perspective of the three principal
components of project performance.

33. The Defence PDSSs report that 23 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 three project offices
experiencing challenges with expected capability delivery (2016—17: three) are Joint Strike
Fighter, MRH90 Helicopters, and LHD Landing Craft. No project offices report that they are
currently unable to deliver all of the required capability by FOC.

34, 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 2018, as reported by Defence.
Table 6 below provides a worked example of the ANAO’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 elements | Comments
as per Section 4.2 of the PDSS elements delivered at 30

approved June 2018
Delivery of first aircraft, and delivery of 2 2 First aircraft and initial spares
initial spares and support equipment (IMR) delivery completed.
Delivery of second aircraft, delivery of 3 0 Second aircraft, remaining spares
remaining spares and support equipment, and support equipment, and
and delivery of Aircraft Stores Aircraft Stores Replenishment
Replenishment Vehicle (FMR) Vehicle are yet to be delivered.
Total (number) 5 2 —
Total (%) 100 40 _

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

35. Table 7 below, summarises expected capability delivery as at 30 June 2018 — as reported
by Defence and using the ANAO’s Capability Delivery Progress measure.
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Table 7: Capability delivery

Expected 2015-16 201617 2017-18 Nex[-E1JI[[\Ap [ [\7:157 2017-18 2017-18
Capability MPR MPR MPR Progress MPR (%) MPR (%)
(Defence (%) (%) (%) (ANAO Analysis) Adjusted
Reporting) p)
High Confidence 99 98 99 Delivered 72 61
(Green)

Under Threat, 1 2 1 Not yet delivered 28 39
considered

manageable

(Amber)

Unlikely (Red) 0’ 01 0 Not delivered at FOC 0 0
Total 100 100 100 Total 100 100

Note 1: Defence advised that in these years Joint Strike Fighter would not deliver one element of capability at FOC, of
a total of 79 elements required for the project (which equated to approximately one per cent). However, across
all the Major Projects this percentage rounds to zero.

Note 2: In prior years, ANAO adjusted for projects that disproportionately weighted the calculation of Capability Delivery
Progress (those projects with large numbers of deliverables) by excluding them from the analysis. In 2017-18,
the ANAO has used a different adjustment method. 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.

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

36. In addition to reporting on expected capability delivery, Defence has continued the
practice of including declassified information on settlement actions for projects. 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

1.1 This chapter provides an overview of the review’s scope and approach, as implemented 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 ANAO’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.

13 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.

1.4 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
ANAQO, 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 $2.1 million.

27 Refer to footnote 11.
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Review methodology
1.7 The ANAOQ’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;

o interviews 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.

1.8 The ANAOQ'’s review of PDSSs also focused on project management and reporting
arrangements contributing to the overall governance of the Major Projects. The ANAO considered:
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. resolution of matters described in the Auditor-General’s prior year (2016—-17) qualified
Independent Assurance Report, relating to the ARH Tiger Helicopter PDSS?3;

° developments in acquisition governance (See paragraphs 1.10 to 1.25, 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
2017-18 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);

28 The Auditor-General was unable to provide an unqualified Independent Assurance Report for 2016—-17 as a
number of matters were identified, in the course of the ANAQO’s review, that resulted in the qualification of
progress and performance as reported in the ARH Tiger Helicopters PDSS. See Auditor-General Report No.26
of 2017-18, 2016—-17 Major Projects Report, paragraphs 20-25 and pp. 111-113.
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° 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 the 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

. the impact of acquisition issues on sustainment to ensure the PDSS is a complete and
accurate representation of the acquisition project.

1.9 This review informed the ANAQ’s understanding of the systems and processes supporting
the PDSSs for the 2017-18 review period. It also highlighted issues in those systems and processes
that warrant attention.

Acquisition governance

1.10 Consistent with previous years, the context of acquisition governance processes are covered
in the ANAQ'’s review and informs the review planning process. 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°

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.3!

1.13 Seventeen of the 26 projects included in this report had an Independent Assurance Review
conducted during 2017-1832, which formed key corroborative evidence for the ANAQ’s review.

29 Department of Defence, ‘Independent Assurance Reviews for Projects and Sustainment Products’, 2016, pp. 3
and 9.

30 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.

31 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.

32 Independent Assurance Reviews were conducted for: Joint Strike Fighter, AWD Ships, MRH90 Helicopters,
Growler, MH-60R Seahawk, Overlander Medium/Heavy, LHD Ships, Hawkei, Battlefield Airlifter, Repl
Replenishment Ships, Battle Comm. Sys. (Land) 2B, CMATS, Pacific Patrol Boat Repl, HATS, Battle Comm. Sys.
(Land) 2A, UHF SATCOM, and LHD Landing Craft. Fourteen projects had reviews scheduled for late 2018.
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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.33* As at 30 June 2018, 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.?

1.15 In August 2017, the Ministers for Defence and Defence Industry announced3® that the Civil
Military Air Traffic Management System (CMATS) project was being placed on the list due to
substantial challenges getting into contract.?”-38 The Ministers for Defence and Defence Industry
subsequently announced in February 20183° that the project would be removed from the Projects
of Concern list due to having achieved this milestone.*°

Quarterly Performance Report

1.16 The Quarterly Performance Report (QPR) aims to provide senior stakeholders within
government and Defence with a clear and timely understanding of emerging risks and issues in
the delivery of capability to the Australian Defence Force’s end-users.*! Defence has advised that
the report is provided to the Minister for Defence and the Minister for Defence Industry on a
quarterly basis.*?

33  Department of Defence, Defence Annual Report 17-18, Chapter 8, Asset Management, Purchasing and Capital
Investment, Defence, Canberra, 2018, p. 123.

34 A performance audit assessing whether Defence's Project of Concern regime is effective in managing the
recovery of underperforming projects is expected to table in Quarter 3 of 2018-19.

35 Issues in the project were discussed in Auditor-General Report No.52, 2013-14, Multi-Role Helicopter
Program.

36 CPyne (Minister for Defence Industry), M Payne (Minister for Defence), ‘Projects of Concern Update’, media
release, Parliament House, Canberra, 18 August 2017.

37 Defence has advised that the project was placed on the list because ‘negotiations were taking longer than
expected, and the costs were increasing significantly, and the schedule was not being achieved.’
Commonwealth, Estimates, Senate Foreign Affairs, Defence, and Trade Legislation Committee, 25 October
2017, VADM R Griggs, Acting Chief of the Defence Force, Department of Defence.

38 See the CMATS PDSS in Part 3 of this report.

39 CPyne (Minister for Defence Industry), M Payne (Minister for Defence), ‘OneSKY ready for take off’, media
release, Parliament House, 26 February 2018.

40 A performance audit assessing whether the contract for the acquisition of the CMATS has demonstrably
delivered value for money is in progress.

41 Department of Defence, June 2018, Quarterly Performance Report, Defence, Canberra, 2018, p. 5.

42 Auditor-General Report No.2 2017-18, Defence’s Management of Materiel Sustainment, paragraph 16, p. 9,
found that the contents of Quarterly Performance Reports are neither complete nor reliable, and may not
include additional information available to Defence that is critical to the reader’s ability to understand the
status of significant military platforms. Since this audit, Defence has advised that it has reduced the jargon
within QPRs and included considerations of Maturity Scores and Independent Assurance Review outcomes.
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1.17 In 2017-18, further to the MRH90 Helicopters MPR project of concern noted above, the
June 2018 QPR also identified four MPR projects as Projects of Interest*3:

) Joint Strike Fighter, noting risks related to affordability, IOC and FOC deliverables, with
consideration being given to de-scoping the project to address these risks;

° Civil Military Air Traffic Management System (CMATS), noting risks to schedule due to
execution of design milestones and poor scope definition, planning and dedicated resources
attributed to the Four Alternate Tower Solution;

° LHD Ships due to the late delivery of ships, a large number of outstanding requirements,
defects and deficiencies, and an immature support system; and

° UHF SATCOM, due to issues with the modification of Commercial Off-The-Shelf software
(an element of the project now considered developmental) and delays in the security
accreditation process.

1.18 The ongoing issues highlighted above for Joint Strike Fighter, LHD Ships, CMATS, and UHF
SATCOM align with the results of the ANAO's review. Delays to progress have impacted the delivery
schedule of UHF SATCOM during 2017-18% (see Table 4, on page 14).

Joint Project Directives and Materiel Acquisition Agreements

1.19 Joint Project Directives (JPDs) state the terms of government approval and are used to
inform internal documentation such as Materiel Acquisition Agreements (MAAs) between
Capability Acquisition and Sustainment Group (CASG) and the Service Chiefs.4>46

1.20 In some cases JPDs have been finalised after the MAAs they are intended to inform and, as
aresult, care is required to ensure that JPDs properly reflect the relevant government decision, and
that MAAs are appropriately aligned with the relevant JPD. For all three new projects entering the
2017-18 MPR, the projects had their JPD signed prior to the MAA which demonstrates
improvement in this regard.

43  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,
June 2018, Quarterly Performance Report, Defence, Canberra, 2018, p. 15.

44 UHF SATCOM had 12 months of in-year slippage.

45 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 exact parameters agreed
by government. Department of Defence, ‘Interim Capability Life Cycle Manual’, Annex A, 2017, p. 93. The
mechanism for providing the directive is via the Capability Life Cycle (CLC) management tool, which records
the Government decision in relation to a project. The accountabilities and responsibilities of specific roles
within the CLC are defined in the Interim Capability Life Cycle Manual. Where necessary, the Joint Force
Authority may provide a specific documented directive.

46  The Interim Capability Life Cycle Manual does not describe MAAs and instead refers to Product Delivery
Agreements (PDAs) (see paragraph 1.23). Projects in this MPR have an approved MAA.
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1.21  In2017-18, 16 of the 17 MPR projects approved from 1 March 2010, have completed a JPD.*’
However, 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.

1.22 The ANAO will continue to take JPDs into account in its review program in future years. The
extent to which they can be relied upon will be dependent on the completeness and accuracy of
JPDs, in relation to recording the detail of government approvals.

1.23  Product Delivery Agreements (PDAs) were being developed to replace the existing MAAs
and Materiel Sustainment Agreements (MSAs)*¢, however Defence has since advised that this
initiative has not progressed.

Business systems

1.24 Defence continues to review its business systems with the aim of consolidating processes
and systems in order to provide a more manageable system environment.* 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 although replacement of this system is still under consideration.
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’.

1.25 In October 2018, Defence advised that it had concluded its trial of the Project Performance
Review in November 2017. The PPR is a spreadsheet with project performance information intended
to be used by project managers to inform discussions with Project Directors and Branch Heads. In
January 2018 Defence initiated a plan to implement the PPRs across CASG. Defence has advised that
seven MPR projects are currently preparing a PPR in Microsoft Excel form.>° Defence planned to then
implement a streamlined ICT system to 31 projects commencing in November 2018. Defence has
advised that it now expects this implementation to commence in December 2018, however it is not
clear whether this will take the form of spreadsheets or a bespoke ICT system.

47  Joint Strike Fighter (Stage 2), P-8A Poseidon, Growler, MH-60R Seahawk, Overlander Medium/Heavy, Battlefield
Airlifter, Repl Replenishment Ships, Battle Comm Sys (Land) 2B, Additional MRTT, CMATS, Pacific Patrol Boat Repl,
HATS, Battle Comm. Sys. (Land) 2A, Maritime Comms, BMS and LHD Landing Craft. As at 30 June 2018, the JPD for
the Hawkei project was still in draft.

48 A PDAis 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’,
Annex A, Definitions, 2017, p. 92.

49 Business system weaknesses, such as project offices having inconsistent record keeping and methods of
tracking project progress were highlighted by the Committee in 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), paragraph 3.116, p. 39. With regard to Defence’s risk
management systems see Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of
Australia, Report 473: Defence Major Projects Report (2016-17), (2018), paragraph 2.10, p. 5.

50 Spreadsheets lack formalised change/version control and reporting, increasing the risk of error. See
paragraph 1.55 for further detail.

ANAO Review and Analysis
Auditor-General Report No.20 2018-19
2017-18 Major Projects Report

24



Results of the review

1.26 The following sections outline the results of the ANAO’s review, which inform the overall
conclusion in the Independent Assurance Report by the Auditor-General for 2017-18.

Financial framework

1.27 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.

1.28 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.>!

1.29 In 2017-18, the ANAO reviewed the financial framework as it applied to managing project
budgets and expenditure, including: contingency, project financial assurance, the reporting
environment, and reporting cost variations and personnel costs.

Project financial assurance statement

1.30 The project financial assurance statement was added to the PDSSs 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’.>? Defence advised on 27 October 2017 that the administrative policy supporting this
statement was ‘no longer current as it is an artefact of the previous DMO agency’. Defence then
advised in January 2018 that there is no Defence policy in place supporting the current
administrative practice, but that the previously used policy would represent ‘good practice’.

1.31 In2017-18 the CMATS project was granted a significant Real Cost Increase of $240.7 million
by government in February 2018 which has enabled the project to state that ‘there is sufficient
budget remaining for the project to complete against the agreed scope’, which had not been
possible in the previous MPR.>

1.32  Unlike in previous years, Defence advised in January 2018 that it would no longer subject a
sample of project financial assurance statements to a third-party agreed-upon procedures
engagement to support the Chief Finance Officer in determining the appropriateness of the

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

52 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.

53 At the same time government also returned $6.8 million of funds that had been temporarily harvested.
54  Auditor-General Report No.26 of 2017-18, 2016—-17 Major Projects Report, p. 265.
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statements. The ANAO agreed with this approach which was endorsed by the JCPAA in the 2017-18
MPR Guidelines.

1.33 In conclusion, for the 2017-18 Major Projects Report, the Chief Finance Officer’s
representation letter to the Secretary on the 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 2018.

Contingency statements and contingency management

1.34 The purpose of the project contingency budget is ‘to provide adequate budget to cover the
inherent risk of the in-scope work of the project’.>> Defence policy requires project offices to
maintain a contingency budget log to identify and track components of the contingency budget.>®

1.35 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)
requires that contingency be applied for identified risk mitigation activities which have been
assessed as being cost effective and representing value for money.

1.36 Contingency provisions for projects are not programmed into a project’s cash budget. As
such, projects are encouraged to rely on cash budget management and savings to mitigate risks.
Where this is not sufficient, projects can submit a request to Defence Finance Group to access
contingency. If this cannot be managed within the Approved Major Capital Investment Program
cash budget, consideration by the Defence Investment Committee is sought on how best to
manage the call within the overall Integrated Investment Program.

1.37 A Defence internal audit, finalised in August 2018, concluded that Defence has been able
to fund contingency calls through internal project or program management decisions and project
slippage.®” The advent of large scale, high cost and high risk projects has created an environment
whereby Defence Senior Executives consulted by the internal audit team expressed concern that
it may become more difficult for Defence to redistribute cash funding to manage contingency
events without compromising either the timeliness or level of capability delivered.>®

55 Department of Defence, DMM (PROJ) 11-0-002, ‘DMO Project Risk Management Manual 2013’, Chapter 9 —
Management of Contingency Budgets in DMO Acquisition Projects, 2013, p. 108.

56 The manual requires that the Project Contingency Budget Log is kept up to date for the proper overall
management of risk and that it is submitted for internal review at Additional and Budget estimates.

57 Slippage in this context refers to ‘ensuring that planned project expenditure does not exceed available cash...
[as these] underspends would be forfeited in each year and gradually reduce the total approved budget
available for a project.” As noted in Department of Defence, ‘Contingency Funding Management’, Internal Audit,
2018, p. 6.

58 Department of Defence, ‘Contingency Funding Management’, Internal Audit, 2018, pp. 3 and 5.

ANAO Review and Analysis
Auditor-General Report No.20 2018-19
2017-18 Major Projects Report

26



1.38 The ANZAC ASMD 2B project PDSS®® notes that access to contingency funding to
remediate unplanned obsolescence issues was denied during Defence budget processes.®°

1.39 The four project offices which had contingency funds applied in 2017-18 were
MRH90 Helicopters (supportability and performance risks), Battle Comm. Sys. (Land) 2B (Interface
Control Integration), UHF SATCOM (software review and system security) and BMS (Risk
Reduction Activities related relating to the M1A1 Tank Weapons Integrated Battle Management
System).

1.40 The ANAQ’s examination of the contingency statements as at 30 June 2018 also
highlighted that:

° the clarity of the relationship between contingency application and identified risks continues
to be an issue. Of the 25 project offices that have a formal contingency allocation®?, seven
projects (Joint Strike Fighter, Overlander Medium/Heavy, Repl Replenishment Ships, Battle
Comm. Sys. (Land) 2B, CMATS, Pacific Patrol Boat Repl and BMS) did not explicitly align their
contingency log with their risk log, by including risk identification numbers as required by
PRMM version 2.4;

. the method for allocating contingency varied, with 22 project offices using the ‘expected
costs’ of the risk treatment (as required by PRMM version 2.4), with Pacific Patrol Boat
Repl and Repl Replenishment Ships having not yet allocated contingency against risks. The
Overlander Medium/Heavy project used the proportionate allocation of the likelihood of
the risk eventuating (the method outlined in PRMM version 2.2); and Collins R&S does not
have a formal contingency allocation;

. there were 16 project offices 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.

1.41 Non-compliance with PRMM version 2.4 has resulted in inconsistent approaches taken to
the management of contingency, 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
paragraph 1.53).

Reporting environment

1.42  On April 4 2018, following a submission to the JCPAA hearing held on 23 March 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). Therefore actual
expenditure in the PDSSs may not be consistent with that reported in previous MPRs which had

59 See the ANZAC ASMD 2B PDSS in Part 3 of this report.

60 A performance audit on sustainment of the ANZAC class frigates is in progress and is expected to table in
February 2019.

61 The Collins R&S project does not have a formal contingency allocation.
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been prepared on an accrual basis. ANAO analysis of the overall variance showed that the difference
was approximately 1.5 per cent between accrual and cash expenditure in the 2016-17 MPR.®2

1.43 Defence obtains cash expenditure data using a management reporting tool called BORIS. In
previous MPRs, accrual expenditure data was extracted from the Financial Management
Information System known as ROMAN. Given the change in the extraction method, the ANAO
requested evidence from Defence to support that the outputs of the BORIS tool were complete and
accurate at the project level.

1.44 Defence was unable to provide sufficient evidence to support this position at the project
level, so the ANAO requested that Defence conduct a reconciliation of all cash expenditure data
from BORIS to the ROMAN Financial Management Information System which holds the transaction
data. This activity concluded in early November 2018 and enabled assurance over the cash
expenditure to be obtained by the ANAO.

Reporting cost variations since Second Pass Approval and personnel costs

1.45 In May 2018, the JCPAA wrote to the Auditor-General to request that the ANAO report back
to it on how Defence Major Projects cost variations and the cost of retaining project staff might be
reported annually in future MPRs.%3 The JCPAA further asked the Auditor-General to consider
presenting any relevant available data in the 2017-18 MPR.

1.46 ThelJCPAAindicated that it would consider whether inclusion of such information adds value
to the MPR, with a view to amending the associated guidelines for future MPRs if the information
proved to be useful in increasing oversight of expenditure.

1.47 In consultation with Defence, the PDSSs in this report have been amended to include the
project budget at Second Pass Approval® in addition to the project’s current approved budget to
show any variations between them. In September 2018, the JCPAA endorsed the 2018-19 MPR
Guidelines which require that this information is provided in future MPRs.®°

1.48 A table of all budget variations post initial Second Pass Approval for the projects is also
provided at Table 8, on page 40.

1.49 The reporting of the costs of project staff has proven to be more challenging. Defence
advised the ANAO in November 2018 that its current IT systems do not provide a direct mapping of
personnel to projects, with personnel often working on multiple projects and sustainment activities
at any given time. Defence has advised the ANAO that while it is not yet in a position to provide the
staff cost component of projects, it has begun to collect information on the numbers of staff

62 Auditor-General Report No.26 2017-18, 2016—17 Major Projects Report, p. 41.

63 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 additional estimates on 27 February 2018.

64  Where a project has multiple Second Pass Approvals, the budget at Second Pass Approval reported in the
Header of the PDSS refers to the total budget as at the latest Second Pass Approval. The body of the PDSS also
references the budget at initial Second Pass Approval.

65 This can be found in the following Sections of each PDSS: Header and Section 2.1 Project Budget (out-turned)
and Expenditure History.
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(including Australian Defence Force and Australian Public Service, but not contractors) for
projects.® Further information on staff numbers will be reported in the 2018-19 MPR.

Enterprise Risk Management Framework

1.50 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.

1.51 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.

1.52 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
within Defence’s risk management framework. CASG is part way through the reform initially
intended to be completed by June 2019, with Defence advising that completion is now expected
to occur by the end of 2019, and then taking a number of annual cycles to reach maturity.%®

1.53 The next stage of the reform will provide project specific guidance and tools to support risk
management practices of projects. The ANAO has observed that some projects chose not to review
risk and issues management procedures until this stage has completed, as noted at paragraph 1.41.
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.

1.54 In 2017-18, 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; 11 out of 26 Major Projects did not validate the currency of
the Risk Management Plan in line with PRMM version 2.479;

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

66 Defence has advised that CASG is implementing a ‘Capacity Management’ system to examine workforce
demand and supply data, which is expected to reach maturity in 2020.

67 See paragraph 1.3 in Part 1 of this report for more information.

68 See Part 2 of this report.

69 Predict! is a risk management tool used by Defence to manage risks and issues.

70 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.
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. for four projects (JSF, HATS, Collins RCS and Hw Torpedo), sustainment and acquisition
risks are managed together, despite Defence risk management policy for acquisition and
sustainment providing inconsistent guidance’?;

° one project (Repl Replenishment Ships) early-adopted draft guidance from Defence
intended to be used to prompt discussion as part of the CASG risk reform, only to be
advised by the Defence Enterprise Risk Management Branch that this was not compliant
with current Defence acquisition risk management 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 approached in the recording of issues
within Predict!

1.55 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
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
ANAQ’s review of CASG’s 26 project offices indicates that 13 utilise spreadsheets” as their
primary risk management tool, seven utilise Predict!”*, one (LHD Ships) utilises both Microsoft
Excel and Predict!, two (JSF and CMATS) utilise a bespoke SharePoint based tool, one (MH-60R
Seahawk) utilises Microsoft Word and two (Collins RCS and Hw Torpedo) do 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 1.52).

1.56 The JCPAA made a recommendation in September 2018 for Defence to plan and report a
methodology to the Committee which shows how acquisition projects can transition from the use
of spreadsheet risk registers to tools with better version control.”>

71 Defence risk management guidance for acquisition projects is the Project Risk Management Manual, version
2.4, 2013; and guidance for sustainment products is the DMM (LOG) 04-0-003, Defence Materiel Manual
(Logistics Management), which provide different consequence and likelihood descriptors.

72 Spreadsheets lack formalised change/version control and reporting, increasing the risk of error.

73 The 13 projects are: MRH90 Helicopters, Growler, Battlefield Airlifter, Repl Replenishment Ships, Additional
MRTT, CMATS, ANZAC ASMD 2B, HATS, Battle Comm. Sys. (Land) 2A, UHF SATCOM, Collins R&S, ANZAC ASMD
2A and BMS.

74  The seven projects are: AWD Ships, P-8A Poseidon, Overlander Medium/Heavy, Hawkei, Battle Comm. Sys.
(Land) 2B, Pacific Patrol Boat Repl and Maritime Comm:s.

75  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.
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Project maturity framework

1.57 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.”®

1.58 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.”7 Comparing the maturity score against its
expected life cycle gate benchmark provides internal and external stakeholders with a useful
indication of a project’s progress.

1.59 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 effectively 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.

1.60 In May 2016, the JCPAA recommended ‘that the Department of Defence work with the
Australian National Audit Office to review and revise Defence’s policy regarding Project Maturity
Scores in time for the new approach to be implemented in the next Major Projects Report.’’® Again
in October 2017, the JCPAA recommended ‘that the Department of Defence commence discussions
with the Australian National Audit Office on updating 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

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

77  See Appendix 4 in Part 2 of this report and footnote 16 for further detail.

78 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.

79 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.
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policy.89 Defence advised the ANAO in September 2018 that the maturity score process is how
being re-considered within the CASG risk reform context.

Caveats

1.61 In 2017-18, the ANAO noted a reduced trend of Major Projects which have achieved
significant milestones with caveats.?! The ANAO also notes advice from Defence that it discourages
Independent Assurance Reviews recommending caveats at FOC. Growler is the only MPR project
which has achieved a major milestone with caveats, related to training requirements for IMR in
2017, which have since been resolved.8?

1.62 The ANAO will continue to monitor the declaration and resolution of caveats in future
reviews, including those related to 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.23 In 2017-18, the ARH Tiger
Helicopters project, which has exited the MPR, reported the closure of remaining caveats.?*

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

81 In May 2016, Defence described caveats to the ANAO as ‘alerts’ to operational decision makers about risks to
be taken into account when making decisions about the use of the ARH Tiger Helicopter in particular
operational circumstances. Auditor-General Report No.11 2016-17, Tiger—Army’s Armed Reconnaissance
Helicopter, p. 25.

82 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 — see Part 3 of this report).

83  This requirement was agreed to by Defence and included in the 2017-18 Major Projects Report Guidelines
endorsed by the JCPAA in September 2017 which are included in Part 4 of this report.

84  See Statement by the Secretary of Defence p. 135.
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2. Analysis of Projects’ Performance

2.1 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 ANAO utilises three key performance indicators to analyse the major dimensions of
projects’ progress and performance. These indicators are the:

. percentage of budget expended (Budget Expended) — which measures the total
expenditure as a percentage of the total current budget;

° percentage of time elapsed (Time Elapsed) — which measures the percentage of time
elapsed from original approval to the forecast Final Operational Capability (FOC)®5; and

o percentage of key materiel capabilities delivered (Capability Delivery Progress) — which
measures the total capability elements delivered as a percentage of the total capability
elements across all Major Projects.

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
components of project performance. This includes in-year information, longitudinal analysis and
the results of project progress for the year-ended 30 June 2018. The first piece of analysis, in
Figure 2 below, sets out each project’s Budget Expended and Time Elapsed.8®

85 Refer to footnote 14 for the definition of IMR and FMR milestones, and footnote 15 for the definition of I0C
and FOC milestones.

86 A project’s budgeted cost and schedule data is at 30 June 2018, and may differ from originally approved
budgets and schedules.
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Figure 2: Budget Expended and Time Elapsed
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Note: ~ BMS does not have IOC or FOC milestones. These were to be linked to Work Packages B-D which
received government approval in September 2017 under LAND 200. Work Package A achieved FMR in
December 2017. MAA closure did not occur in October 2018 as forecast.

Source: ANAO analysis of the 2017-18 PDSSs.

2.6 Figure 2 shows that for most projects (22 of 26), Budget Expended is broadly in line with,
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.
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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. However this is not
the case for the four projects where the Budget Expended is over 20 per cent less than the Time
Elapsed in 2017-18, as detailed below:

. Joint Strike Fighter (Budget Expended 17 per cent, Time Elapsed 62 per cent) — a large
scope increase ($10.5 billion) for the purchase of additional aircraft was approved in April
2014, with the project now beginning to enter into main production contracts, as aircraft
development continues;
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. Battlefield Airlifter (Budget Expended 55 per cent, Time Elapsed 80 per cent) — the project
is yet to enter contracts relating to the acquisition of training devices. However, all ten
aircraft have been delivered;

. Battle Comm. Sys. (Land) 2B (Budget Expended 36 per cent, Time Elapsed 58 per cent) —
the project is still in design phases for some elements, with the project’s payment schedule
structured so that the majority of payment milestones fall towards the end of the project’s

life; and

. LHD Landing Craft (Budget Expended 74 per cent, Time Elapsed 94 per cent) — the
variance reflects contingency and unallocated funds remaining as the project approaches
closure.

2.8 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 three projects where
Budget Expended leads Time Elapsed by 10 per cent or more, the actual reasons are related either
to early procurement of major equipment due to production timing, or schedule delays caused
through platform availability, as detailed below:

° P-8A Poseidon (Budget Expended 66 per cent, Time Elapsed 53 per cent) — the majority
of project expenditure is aligned with aircraft production, with seven out of 12 aircraft
already delivered and the final aircraft scheduled for delivery in 2019-20, with FOC not
scheduled until May 2022;

. Growler (Budget Expended 67 per cent, Time Elapsed 56 per cent) — expenditure reflects
aircraft production costs (which represent a large proportion of project costs) having
occurred before a large decrease in annual expenditure over the following years as work
continues on the Mobile Threat Training Emitter System. All aircraft have now been
delivered to Defence. The variance is also exacerbated by the length of time between
Initial Operational Capability (I0C) (July 2018) and FOC (June 2022) with most of the major
equipment being delivered by 2018; and

. Collins R&S (Budget Expended 91 per cent, Time Elapsed 78 per cent) — most of the
materiel has been acquired and expenditure undertaken. In addition, originally planned
installation dates have been extended based on submarine availability, reducing the
proportion of time elapsed. Furthermore, in 2017-18, the project schedule was extended
due to additional scope transferred from other projects, but additional budget to fund this
scope was not transferred during the financial year, reducing Time Elapsed without
reducing Budget Expended.

2.9 In each case, the performance information highlights projects requiring further attention.
This is to ensure that surplus 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.
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Cost performance analysis

Budget Expended and Project Maturity

2.10 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 (19 of 26). This
relationship is expected 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 of total Project
Maturity at Second Pass Approval (the main investment decision by government)2® prior
to any significant expenditure of budget.

2.11 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.

2.12 Budget Expended lags Project Maturity with a variance of 20 per cent or more in 13
projects. As expected, the majority of these projects are at relatively early stages 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 MH-60R Seahawk (all helicopters delivered
while some weapons and training devices are outstanding), Battlefield Airlifter (all aircraft
delivered while some training devices are outstanding), and HATS (all helicopters delivered while
some training devices are outstanding). Additionally, LHD Landing Craft’s Budget Expended lags
Project Maturity as this project has delivered all 12 vessels and other scope without requiring the
full budget to be expended.

2.13  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

87  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.

88 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.
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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 17 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 is funding further
development with contingency.

Figure 3: Budget Expended and Project Maturity
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Source: ANAO analysis of the 2017-18 PDSSs.
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Second Pass Approval and 30 June 2018 approved budget

2.14  Figure 4, below, compares each project’s approved budget at initial Second Pass Approval
and its approved budget at 30 June 2018.

2.15 The total budget for the 26 projects at 30 June 2018 was $59.4 billion, a net increase of
$23.0 billion, when compared to the approved budget at initial Second Pass Approval of
$36.5 billion.®

2.16 Figure 4 indicates all relative 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:

. Joint Strike Fighter — increase of $12.8 billion, comprising $10.5 billion for 58 additional
aircraft in 2013-14, $1.9 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 $1.6 billion, comprising $1.3 billion for four additional aircraft
in 2015—16 and $0.3 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,
$0.2 billion in 2014—-15 for the Mobile Threat Training Emitter System and weapons, and
$0.1 billion in 2016—17 for Advanced Mobile Threat Training Emitter System scope, offset
in 2015—16 by a $S0.2 billion decrease for transfers to facilities projects and $0.1 billion for
the return to the Defence budget of surplus funds for reallocation, and in 2016-17 by a
$0.1 billion decrease for the reduction of project contingency associated with aircraft
production being returned to the Defence budget for re-allocation; and

. Overlander Medium/Heavy — increase of $0.9 billion, comprising $0.7 billion project
supplementation associated with easing cost pressures and $0.2 billion exchange rate
variation.

89  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 and a more detailed
analysis of this variance is included in Table 8 on page 40.

90 See Note 2 of Figure 4, below, for further information.
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Figure 4: Projects’ initial Second Pass Approval and 30 June 2018 approved
budget ($m)
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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 2017-18 PDSSs.
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Budget performance

2.17 The following figures and tables illustrate the budget performance for 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 2017-18 (see Figure 5,
on page 47).

In-year budget variance analysis

2.18 Table 9, below, sets out the in-year budget variations for each project. Overall, the
approved budget for the projects as at 30 June 2018 decreased by $263.5 million, or 0.5 per cent,
compared to their approved budget as at 30 June 2017. This was driven by net real increases of
$93.3 million, offset by exchange rate variation decreases of $356.6 million.

2.19 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 2017-18, the four projects with more significant Real Variations were:

. CMATS — variation of $240.7 million reflecting approval for a Real Cost Increase to deliver
the approved scope®?;

. MRH90 Helicopters — variation of -587.4 million reflecting an administrative correction of
errors in the project’s budget;

° Growler — variation of -$27.0 million reflecting the project’s contribution to a rebalancing
of the Defence Integrated Investment Program; and

° Battle Comm. Sys. (Land) 2A — variation of -$25.6 million reflecting funds transferred to
project LAND 200 Tranche 2 to offset in-year shortfalls against that project’s capital
provision.

2.20 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 2017-18
included:

91 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
corrections resulting from foreign exchange or indexation accounting estimation errors; ‘Real Cost Increases’,
attributed to any negotiated Foreign Military Sales or commercial contracts, where funds have been approved
by government to increase the Project’s budget; and ‘Real Cost Decreases’, attributed to any negotiated
Foreign Military Sales or commercial contracts, where funds have been handed back to the Defence portfolio.

92  During 2017-18, $6.8 million was temporarily harvested from and returned to the project budget with no net
impact on the budget approved at Second Pass.

93  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.
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. Joint Strike Fighter — movement of -$492.4 million, or 3.1 per cent decrease in budget;

and
° MRH90 Helicopters — movement of $124.7 million, or 3.3 per cent increase in budget.
Table 9: In-year (2017-18) budget variations by project

Project Approved Approved In-year In-year Total Total

Budget Budget | Exchange Real Variance Variance

2016-17 2017-18 Variation Variation $m (per cent)

$m $m $m $m

Joint Strike Fighter ' 16,004.9 15,504.0 (492.4) (8.4) (500.9) (3.1)

AWD Ships 9090.1 9089.3 (0.8) - (0.8) 0.0

P-8A Poseidon ' 5262.5 5212.0 (51.4) 1.0 (50.5) (1.0)

MRH90 Helicopters 3733.8 37711 124.7 (87.4) 37.3 1.0

Growler ' 3495.0 3430.4 (37.5) (27.0) (64.6) (1.8)

MH-60R Seahawk ' 3462.5 3430.3 (32.1) - (32.2) (0.9)
Overlander Medium/Heavy 3363.5 3428.9 65.4 - 65.4 1.9 g
LHD Ships 3091.9 3091.7 (0.2) - (0.2) 0.0 >
Hawkei ' 1951.1 1952.0 0.7 - 0.9 0.0 g
Battlefield Airlifter 1406.7 1433.3 26.6 - 26.6 1.9 <
Repl Replenishment Ships - 1066.8 (6.9) - (6.9) (0.6) -CC)
CMATS 730.7 974.2 2.8 240.7 243.5 33.3 g
ggttle Comm. Sys. (Land) ) 920.1 44 } 4.4 05 GSJ
Additional MRTT * 855.5 887.8 32.2 - 32.3 3.8 &)
ANZAC ASMD 2B ' 678.6 678.7 - - 0.1 0.0 O
Pacific Patrol Boat Repl - 501.2 (3.3) - (3.3) (0.7) <
HATS 474.2 481.5 7.3 - 7.3 1.5 <Z(
Collins RCS ' 450.4 450.5 - - 0.1 0.0 —
Sattie Comm. Sys. (Land) 463.3 438.0 0.3 (25.6) (25.3) (5.5) k=
Maritime Comms 4321 437.7 5.6 - 5.6 1.3 o

Hw Torpedo ' 428.0 427.6 (0.3) - (0.4) (0.1)

UHF SATCOM 420.5 419.9 (0.5) - (0.6) (0.1)

Collins R&S * 411.7 4116 - - (0.1) 0.0

ANZAC ASMD 2A ' 386.7 386.8 - - 0.1 0.0

BMS 369.1 367.9 (1.2) - (1.2) (0.3)

LHD Landing Craft 236.8 236.7 - - (0.1) 0.0

Total 57,199.6 59,430.0 (356.6) 93.3 (263.5) (0.5)

Note 1: The Total Variance and components for this project do not add due to rounding differences.
Source: ANAO analysis of the 2016-17 and 2017-18 PDSSs.
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In-year forecast and actual expenditure

2.21 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 2017-18.%* In total, actual expenditure
for the 26 projects at 30 June 2018 was $4585.2 million. This is compared against an initial
Portfolio Budget Statements (PBS) forecast expenditure of $5255.2 million, a mid-year Portfolio
Additional Estimates Statements (PAES) forecast of $4793.4 million, and a final forecast of
$4649.5 million (Final Plan, approved during May 2018). The main factors contributing to the
variances were changes to delivery and payment schedules, and foreign exchange fluctuations.

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

. Joint Strike Fighter (expenditure of $1069.9 million compared to $1148.2 million PBS,
$1113.3 million PAES and $1128.1 million Final Plan estimates) — the variance is due to
delays in invoicing of payments related to aircraft delivery, and timing and value variations
against other contracts;

. AWD Ships (expenditure of $466.2 million compared to $682.6 million PBS, $520.2 million
PAES and $522.8 million Final Plan estimates) — the variance is due to reduced
disbursements against the AEGIS Foreign Military Sales case, and various other contract
and procurement delays; and

. Overlander Medium/Heavy (expenditure of $659.7 million compared to $709.9 million
PBS, $687.6 million PAES and $697.3 million Final Plan estimates) — the variance is due to
a decision by Defence Finance Group to defer payments from 2017-18 to 2018-19 as a
result of portfolio cash budget pressures.

2.23  Figure 5 also highlights that a notable in-year overspend occurred in the following project:
. P-8A Poseidon (expenditure of $705.1 million compared to $852.5 million PBS,

$704.3 million PAES and $546.0 million Final Plan estimates) — the variance is due to the
acceleration of payments due to earlier aircraft delivery.
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94 It should be noted that the PDSSs report expenditure on a cash basis, consistent with the budget figures, for
the first time in 2017-18.
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Figure 5: In-year (2017-18) projects’ forecast expenditure performance

compared to actual expenditure ($m)
Joint Strike Fighter | | |

AWD Ships
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MRH90 Helicopters
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MH-60R Seahawk
Overlander Medium/Heavy
LHD Ships

Hawkei

Battlefield Airlifter

Repl Replenishment Ships
CMATS

Battle Comm. Sys. (Land) 2B
Additional MRTT

ANZAC ASMD 2B

Pacific Patrol Boat Repl
HATS

Collins RCS

Battle Comm. Sys. (Land) 2A
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UHF Satcom
Collins R&S
ANZAC ASMD 2A
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m PBS Forecast Expenditure Variance from Actual Expenditure
m PAES Forecast Expenditure Variance from Actual Expenditure
m Estimate Final Plan Expenditure Variance from Actual Expenditure

Sources: ANAO analysis of the 2017—18 PDSSs and Defence Portfolio Budget Statements.
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Schedule performance analysis

2.24 Defence data continues to show that schedule performance is a key issue in delivering and
sustaining equipment.® Project schedule slippage can effectively introduce or exacerbate an
existing capability gap, or require an extension to the planned withdrawal date for those
platforms being replaced.®®

Time Elapsed and Project Maturity

2.25 The proportion of lower risk MOTS acquisitions since 2005 has assisted in meeting
schedule timelines across projects.®” 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. 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.

2.26  Figure 6, below, sets out each project’s Time Elapsed against Project Maturity.”® Time
Elapsed lags Project Maturity for 18 of 26 projects. Similar to the analysis of Budget Expended and
Project Maturity, at paragraphs 2.10-2.13, 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 P-8A Poseidon, MH-60R Seahawk, Repl Replenishment
Ships, and Pacific Patrol Boat Repl. The exception is Hawkei, where the lag in Time Elapsed against
Project Maturity reflects the project’s extensive schedule to FOC, required to deliver over 2000
vehicles and trailers.

2.27 For the 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 three significant exceptions to this:

° Growler, where the EA-18G aircraft have been accepted and transferred to Australia, but
project scope was increased in April 2017 to include a phased array radar threat emitter
which is used in training;

. 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
vessels to operate with the helicopter; and

. HATS, where all helicopters have been delivered, but some items of training equipment
are outstanding, and time is required to transfer all equipment to operational service.

95 See Table 2 in Part 1 of this report.

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

97 See paragraphs 2.29 to 2.33 and Figures 7 and 8 on pp. 50-52, for more information.

98 Refer to footnote 16 for more detail.
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2.28 For the 7 projects where Time Elapsed leads Project Maturity, there were no instances
where this difference was significant (20 per cent or more).

Figure 6: Time Elapsed and Project Maturity

Joint Strike Fighter

AWD Ships
P-8A Poseidon Eeeel L | |

MRHOO Helicopters i e

Growler L L____L__ | | |

MH-60R Seahawk e | | |
Overlander Medium/Heavy  ——— e

LHD Ships
Hawkei oL | | |

Battlefield Airlifter
Repl Replenishment Ships |m5—m———— e e s
Battle Comm. Sys. (Land) 2B I
Additional MRTT
CMATS mee L | |
ANZAC ASMD 2B
Pacific Patrol Boat Repl S S—— N R R
HATS e L |
Battle Comm. Sys. (Land) 2A
Maritime Comms Eeee L | | |
Collins RCS
Hw Torpedo
UHF SATCOM ‘
Collins R&S
ANZAC ASMD 2A
BMS bl L | | | |

LHD Landing Craft

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Time Elapsed W Project Maturity

Note 1: BMS does not have I0C or FOC milestones. These were to be linked to Work Packages B-D which received
government approval in September 2017 under LAND 200. Work Package A achieved FMR in December
2017. MAA closure did not occur in October 2018 as forecast.

Source: ANAO analysis of the 2017-18 PDSSs.
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Schedule slippage and acquisition type by approval date

2.29 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 18 projects that have
exited the review.

2.30 Following implementation of the recommendations of the 2003 Kinnaird review%, in
2005 Defence began focusing on MOTS and Australianised MOTS acquisitions. Figures 7 and 8
show that the inclusion of MOTS acquisitions contributed, prima facie, to a reduction in schedule
slippage in the Major Projects portfolio. MOTS projects currently in the MPR report an average of
24 months of slippage per project, while Australianised MOTS projects report an average of 41.2
months and Developmental projects report an average of 46.4 months. Decisions on whether to
undertake developmental projects should be considered on a risk basis.'! In this context, the
consideration of risk includes not just the project specific attributes related to procurement, but
also any compromises to the capabilities that would have been acquired through a developmental
acquisition program.

2.31 The 2015 First Principles Review identified technical risk as the major cause of post Second
Pass Approval schedule slippage, and also observed that schedule slippage causes cost
escalation.'2 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.

2.32  Figures 7 and 8 illustrate that older projects, which achieved Second Pass Approval prior
to 2005, 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.

2.33  While it is not possible to predict the full extent of slippage a project will experience, this
analysis has been provided to highlight changes since Kinnaird. Nine post Kinnaird and nine pre
Kinnaird projects have exited the MPR. Total slippage of the nine post Kinnaird projects is
7.1 years. Total slippage of the nine pre Kinnaird projects is 51.2 years. Six of the nine post
Kinnaird projects were MOTS acquisitions and all of the nine pre Kinnaird acquisitions were
Australianised MOTS or Developmental.

99 Refer to footnote 23.

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

101 Of the five projects added to the MPR in the last two years, three have been developmental (Hawkei, CMATS,
and Battle Comm. Sys. (Land) 2B). Of these projects, CMATS has experienced 28 months of schedule slippage,
while Hawkei and Battle Comm. Sys. (Land) 2B are yet to experience slippage.

102 D Peever, First Principles Review: Creating One Defence, Department of Defence, Canberra, 2015, p. 34 and
p.92.
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Schedule performance

2.34  The figures and tables that follow illustrate:

° the original and 30 June 2018 forecasts for achieving FOC;

. in-year schedule changes to achieving FOC;

. total schedule slippage across the Major Projects; and

° total slippage according to a project’s Second Pass Approval date.

Original and 30 June 2018 Final Operational Capability forecasts

2.35 Figure 9, below, presents information on the selected projects’ original and 30 June 2018
forecasts for achieving FOC. The total schedule slippage for the 26 Major Projects to date is
801 months compared to the initial prediction when approved by government. This represents a
32 per cent increase on the approved schedule. Of the 26 projects in the 2017-18 report, 20 have
experienced schedule slippage.

2.36 Total schedule slippage across the Major Projects was 801 months in 2017-18. This is
8 months higher than the figure of 793 months reported in the 2016-17 report. The difference is
mainly due to significant in-year slippage in MRH90 Helicopters (continuing technical issues
requiring remediation prior to FOC), Battle Comm. Sys. (Land) 2A (administrative issues requiring
resolution prior to FOC), UHF SATCOM (further delays in software development), ANZAC ASMD 2A
and 2B (minor technical issues requiring resolution prior to FOC), and Collins R&S (introduction of
additional project scope).'® These projects, combined, added 87 months of the 104 months
schedule slippage in 2017-18. Additionally, Pacific Patrol Boat Repl added two months of slippage
to the total of 801 months; the slippage occurred in 2016—17 but the project was reported in the
MPR for the first time in 2017-18. This slippage was offset by the exit of Bushmaster Vehicles, ARH
Tiger Helicopters, Overlander Light and Additional Chinook, which reduced the accumulated
slippage by 98 months.

2.37 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, the two Collins submarine projects and Hw Torpedo).1%

2.38 Acloser 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.’®> One project, MRH90 Helicopters®, 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.

103 Refer to footnote 23.
104 See the Collins RCS, Hw Torpedo and Collins R&S PDSSs in Part 3 of this report.
105 Auditor-General Report No.6 2013-14, Capability Development Reform, paragraphs 9.1 to 9.4, pp. 198-199.

106 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. 86—87 and pp. 130-133; and No.52 2013-14, Multi-Role Helicopter Program.
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2.39 Figure 9 further indicates that three projects (Joint Strike Fighter, Overlander
Medium/Heavy, and HATS) are currently forecasting an FOC date ahead of that originally approved.
However, Joint Strike Fighter and Overlander Medium/Heavy have previously forecast earlier dates
than their 30 June 2018 forecasts, and have experienced slippage from those previous forecasts,
partially offsetting their schedule recovery. Other projects with schedule recovery offset by slippage
are AWD Ships, Growler, Additional MRTT, ANZAC ASMD 2A and 2B, Collins RCS, Hw Torpedo,
Collins R&S, and LHD Landing Craft. In total, these projects have contributed 38 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 2018 FOC forecasts

Joint Strike Fighter:
AWD Ships |
P-8A Poseidon |
MRH90 Helicopters |
Growler |
MH-60R Seahawk |
Overlander Medium/Heavy |
LHD Ships |
Hawkei |
Battlefield Airlifter |
Repl Replenishment Ships |
CMATS |
Battle Comm. Sys. (Land) 2B
Additional MRTT |
ANZAC ASMD 2B |
Pacific Patrol Boat Repl |
HATS |
Collins RCS |
Battle Comm. Sys. (Land) 2A |
Maritime Comms |
Hw Torpedo |
UHF SATCOM |

Collins R&S
ANZAC ASMD 2A | e | | | |

BMS | No Project FOC

LHD Landing Craft ———— | | |

T

2000 2005 2010 2015 2020 2025
Year

mFrom Second Pass Approval to Original Forecast FOC Schedule
Original FOC to 2018 FOC

Note 1: |:| indicates that the forecast FOC date for the project at 30 June 2018 is earlier than the original FOC date.

Note 2: BMS does not have I0C or FOC milestones. These were to be linked to Work Packages B-D which received
government approval in September 2017 under LAND 200. Work Package A achieved FMR in December
2017. MAA closure did not occur in October 2018 as forecast.

Source: ANAO analysis of the 2017—18 PDSSs.
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In-year schedule performance

2.40 In 2017-18, there was schedule slippage of 104 months in the forecast achievement of
FOC across the 26 Major Projects. In-year project performance, measured by slippage over the
last 12 months, may not reflect the project trend. However, Figure 10 below, shows recovery of
previously reported slippage for one project:

. Additional MRTT — the project currently expects to achieve FOC two months ahead of the
2017 forecast schedule, in October 2019.

2.41 In-year schedule slippage occurred for the following ten projects'® (the explanation
provided, drawn from the 2017—-18 PDSSs, may also include the reasons for prior slippage):

° P-8A Poseidon — the variance reflects minor rescheduling of the FOC milestone to
accommodate the additional four aircraft;

. MRH90 Helicopters — the project has been affected by continuing technical and
supportability issues;

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

° ANZAC ASMD 2B — delays have been caused by remediation of navigation radar support
deficiencies;

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

. Maritime Comms — the project’s schedule is dependent on the Royal Australian Navy’s
schedule of ship dockings;

. UHF SATCOM — the project has experienced further delay in software development;

° Collins R&S — additional scope has been introduced by the amalgamation of two related

Collins projects;
. ANZAC ASMD 2A — FOC is dependent on implementation of the support equipment
contract for the Infrared Search and Track capability; and

. LHD Landing Craft — final operational test and evaluation trials had not occurred at 30
June 2018.108

107 In the Statement by the Secretary of Defence in Part 3 of this report, the Secretary also makes reference to
additional information on achieved milestone dates for AWD Ships, P-8A Poseidon, Repl Replenishment Ships,
ANZAC ASMD 2A and 2B, and Pacific Patrol Boat Repl.

108 See paragraphs 2.47 to 2.48 below, and the Statement by the Secretary of Defence and the LHD Landing Craft
PDSS in Part 3 of this report for more information on this project. The Secretary notes that ‘the sea trials have
been re-scheduled to occur during the second/third quarter 2019, during the annual amphibious exercise
period where the necessary assets can be made available. Final Operational Capability declaration will occur
after the sea trials later in 2019.
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Figure 10: In-year (2017-18) schedule changes to achieving FOC

P-8A Poseidon

MRH90 Helicopters

Growler

Additional MRTT

ANZAC ASMD 2B

Battle Comm. Sys. (Land) 2A
Maritime Comms

UHF SATCOM
Collins R&S
ANZAC ASMD 2A
LHD Landing Craft
-12 0 12 24 36
Months

In-year Schedule Slippage

Note:  Defence’s PDSSs indicate that 14 of the 26 Major Projects Report projects did not record changes to their Final
Operational Capability dates this year.

Source: ANAO analysis of the 2017-18 PDSSs.

Longitudinal schedule performance

2.42  Figure 11, below, shows the accumulated schedule slippage over time of the Major
Projects included in the MPR reports from 2007-08 to 2017-18.2%° Table 10 provides the details
of the specific projects included in the analysis. The figure shows that 13.6 per cent (9.1 years or
109 months) of the total schedule slippage across the Major Projects covered in the 2017-18
report (66.8 years or 801 months) is made up of the slippage from the one remaining project
(Collins RCS) reported in the 2007—08 Major Projects Report.

2.43  Further disaggregation according to a project’s Second Pass Approval date in Table 11, on
page 59, shows that 46 per cent (2016—17: 54 per cent) of the total schedule slippage across the
2017-18 Major Projects is made up of projects approved prior to July 2005.

109 Tables 4 and 5, on pages 14 and 15 respectively, report on the slippage for each project that has been in the
MPR since 2007-08.
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Figure 11: Longitudinal schedule slippage across years for projects in the
2017-18 MPR (in years)
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Note:  The total schedule slippage in 2017—18 across the 26 projects is 801 months. BMS does not have I0C or FOC
milestones. These were to be linked to Work Packages B-D which received government approval in September
2017 under LAND 200. Work Package A achieved FMR in December 2017. MAA closure did not occur in
October 2018 as forecast.

Source: ANAO analysis of the PDSSs in published Major Projects Reports.
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Table 10:  Projects included in Figure 11 analysis by Major Projects Report

2007- 2008- 2009- 2010- 2011- 2012- 2013- 2014— 2016- | 2017-
08 09 10 11 12 13 14 15 17 18
v v v

Joint Strike Fighter v v v v v
AWD Ships v v v v v v v
P-8A Poseidon v v v v
MRH90 Helicopters v v v v v v v v v
Growler v v v v
MH-60R Seahawk v v v v v v
Overlander
v v v v v
Medium/Heavy
LHD Ships v v v v v v v v v v
Hawkei
T Battlefield Airlifter v v v
Q Repl
—~ Replenishment v
—_ Ships
> CMATS v v
jZ> Battle Comm. Sys. v
@) (Land) 2B
P Additional MRTT
o ANZAC ASMD 2B v v v v v v
CED Pacific Patrol Boat ,
Repl
% HATS
o
> Collins RCS v v v v v v v v v v
= Battle Comm. Sys
. : v v v v v v
i_’ (Land) 2A
%. Maritime Comms v v v v
Hw Torpedo v v v v v v v v v
UHF SATCOM v v v v v v v v
Collins R&S v v v v v v v v
ANZAC ASMD 2A v v v v v v v v
BMS v v v
LHD Landing Craft v v v v v

Source: ANAO analysis of the PDSSs in published Major Projects Reports.
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Table 11: Project slippage by project approval

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

Approval Approval between

and Original | and 30/6/18 Original
FOC date FOC date FOC and
30/6/18 FOC
date

Projects Approved pre July 2005

Collins RCS 88 195 109"

Hw Torpedo 148 209 631

Collins R&S 165 273 1121

ANZAC ASMD 2A 97 177 82"

Sub Total — Projects Approved pre July 2005 498 854 366

Percentage of Total — Projects Approved pre July 2005 20% 26% 46%

Projects Approved post July 2005

Joint Strike Fighter 169 167 21

AWD Ships 131 163 351 7))
P-8A Poseidon 71 99 28 ‘»
MRH90 Helicopters 119 208 89 =
Growler 111 111 11 g
MH-60R Seahawk 150 150 0 <
Overlander Medium/Heavy 125 119 51 ©
LHD Ships 113 150 37 %
Hawkei 94 94 0 ;
Battlefield Airlifter 68 92 24 )
Repl Replenishment Ships 73 73 0 S
CMATS 102 130 28 EGE)
Battle Comm. Sys. (Land) 2B 65 65 0

Additional MRTT 33 52 211 ®)
ANZAC ASMD 2B 90 155 67" <ZE
Pacific Patrol Boat Repl 89 91 2 <
HATS 76 73 0’ .
Battle Comm. Sys. (Land) 2A 55 85 30 S
Maritime Comms 125 132 7 %
UHF SATCOM 111 132 21 o
BMS 2 N/A N/A N/A

LHD Landing Craft 53 86 381

Sub Total — Projects Approved post July 2005 2023 2427 435"

Percentage of Total — Projects Approved post July 2005 80% 74% 54%

Total — All Projects With Slippage 2521 3281 801

Note 1: These figures do not add horizontally due to the exclusion of schedule reductions over the life of the project.
Refer to footnote 23.

Note 2: BMS does not have IOC or FOC milestones. These were to be linked to Work Packages B-D which received
government approval in September 2017 under LAND 200. Work Package A achieved FMR in December
2017. MAA closure did not occur in October 2018 as forecast.

Source: ANAO analysis of the 2017-18 PDSSs.
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Capability performance analysis

2.44 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.

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

2.46 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). As the ANAO has previously noted, this data involves
‘making certain assumptions in forecasting achievements and is therefore subjective in approach ....113

2.47 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 still requiring trials prior to declaration of capability
achievement; this capability was assessed as ‘under threat, considered manageable’.

2.48 However, these trials have been delayed on multiple occasions since 30 June 2016, as
reported to the JCPAA by Defence at public hearings.'** The 2017-18 PDSS continues to report a
1 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. To achieve 100 per cent of capability, the heavy load
transportation trials must be successfully completed, or heavy load transport must be removed
from the scope of the project’s requirements.

110 Department of Defence, ‘Interim Capability Life Cycle Manual’, 2017, p. 85.

111 Department of Defence, ‘Interim Capability Life Cycle Manual’, 2017, p. 13.

112 As per the 2017-18 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 2017-18 MPR
Guidelines also note that the MPR may report on associated sustainment activities (where applicable).

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

114 Source 1: 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.

Source 2: 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.
Source 3: 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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2.49 Over time, the JCPAA has sought the use of a more robust measure of capability
performance.l®

2.50 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.’116

2.51 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

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.?’
2.52 Defence advised the ANAO in November 2018 that partial progress has been made on the
schedule baseline validation activity to support the proposal for a new approach to measuring

capability delivery. The ANAO notes that a measurement of schedule milestones will not necessarily
reflect a measurement of capability delivered.

2.53 InSeptember 2018, the JCPAA noted that ‘Materiel Capability Delivery Performance charts
continue to be ambiguous in displaying actual current capability levels.’118

115 Source 1: 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.
Source 2: 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.

116 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.

117 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.

118 Joint Committee of Public Accounts and Audit, Parliament of the Commonwealth of Australia, Report 473:
Defence Major Projects Report (2016—17), (2018), p. 2.
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Modified method of capability reporting

2.54 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.

2.55 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

2.56 Figure 12, below, sets out each project’s Capability Delivery Progress against Project
Maturity.1*® It shows that Capability Delivery Progress lags Project Maturity for the majority of
projects (15 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.

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

119 Refer to footnote 87 for more detail.
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Figure 12: Project snapshot — Capability Delivery Progress and Project Maturity

Joint Strike Fighter '

AWD Ships '

P-8A Poseidon '

MRH90 Helicopters '
Growler '

MH-60R Seahawk '
Overlander MHC '

LHD Ships '

Hawkei :

Battlefield Airlifter | '

Repl Replenishment Ships !
CMATS :

Battle Comm. Sys. (Land) 2B st !
Additional MRTT :
|

|

|

|

|

|

|

|

|

|

|

ANZAC ASMD 2B
Pacific Patrol Boat Repl
HATS

Collins RCS

Battle Comm. Sys. (Land) 2A |
Maritime Comms

Hw Torpedo

UHF Satcom

Collins R&S

ANZAC ASMD 2A
BMS

LHD Landing Craft

|

|

|
0% 20% 40% 60% 80% 100%
Percentage Capability Delivered

Capability Delivered O Capability Not Yet Delivered
m Capability Not Delivered At FOC mProject Maturity

Source: ANAO analysis of the 2017-18 PDSSs.

2.58 As noted in paragraph 2.10, Defence’s project maturity framework attributes
approximately 50 per cent of total project maturity at Second Pass Approval.'?° These differences
further indicate that 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.

2.59 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
indicates that it would be worthwhile for Defence to undertake additional work to track project

120 Refer to footnote 88 for more detail.
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progress. In respect of the four projects that show no capability delivery at 30 June 2018, progress
is as follows:

Repl Replenishment Ships — this project had commenced construction of both ships, with
35 per cent of blocks erected for the first ship;

CMATS — this project was in early stages of procurement, and was progressing through
early design processes following signing of the primary acquisition contract;

Pacific Patrol Boat Repl — this project had commenced construction of four vessels, with
the first vessel launched but not yet accepted into service;

Maritime Comms — this project was progressing through design reviews prior to
commencing ship installations.

Further, Figure 12 indicates that:
14 projects are still to deliver part of their capability;

seven projects, HATS, ANZAC ASMD 2A and 2B, Collins RCS, Battle Comm. Sys. (Land) 2A,
Hw Torpedo, 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 FMR/FOC; and

one project, BMS, has delivered all of the required capability.
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Secretary’s Foreword

I am pleased to present the 2017-18 Major Projects Report, which provides an update on

26 major Defence capability acquisition projects.

The 11" annual Major Projects Report provides transparency on the progress of some of
Defence’s most expensive and complex acquisition projects. It is a valuable tool to inform the

Parliament and Australian public on Defence capability and related expenditure.

Throughout the 2017-18 financial year, Defence has made further progress on our reform
agenda. Reform takes time, commitment and hard work. As a testament to this commitment
and hard work, Defence has now implemented the majority of the recommendations from the
First Principles Review. The Defence senior leadership is committed to One Defence — a
more unified and integrated organisation that can deliver and sustain capability, and maintain

the Australian Defence Force’s capability edge.

Defence has achieved an increased number of project approvals under a tailored, risk-based
approach to capability development. Our organisation’s ability to continue to deliver
capability and embrace reform is an indication of the improved culture of collaboration —

within Defence, with central agency partners and with industry.

At 30 June 2018, Capability and Acquisition Sustainment Group was managing 198 major
and minor capital equipment acquisition projects, with a total value of $103.5 billion. The
major capability projects within the 2017-18 Major Projects Report have a combined total
approved budget of $59.4 billion, and a total in-year budget of $4.6 billion.

These are some of the most complex projects being undertaken, both in Australia and across
the world. While most of these projects are performing well, this report identifies that a small
number of specific projects have required an increased level of management and support
through the Projects of Interest and Projects of Concern frameworks. These frameworks
provide an escalation mechanism for increased management of capabilities under
development for the Australian Defence Force. A project may be identified as a Project of
Interest when scope, schedule or cost variances warrant heightened senior management

attention.

The following significant project achievements, which supported the delivery of important
capability for the Australian Government, the Australian Defence Force and regional

partners, are particularly noteworthy:
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e Joint Strike Fighter — Australia has now accepted all eight Lot 10 aircraft planned for
delivery in 2018. The first two Joint Strike Fighter aircraft arrived at RAAF Base
Williamtown on 10 December 2018.

e Air Warfare Destroyer (AWD) - The second AWD was commissioned as
HMAS Brisbane on 27 October 2018, and the third AWD, NUSHIP Sydney, was
launched in May 2018.

e Pacific Patrol Boat Replacement — the first of Austal’s 21 Guardian Class Patrol Boat

was handed over to Papua New Guinea on 30 November 2018.

e Three EA-18G Growlers and the C-27] Spartan successfully participated in Exercise
Pitch Black between 27 July and 17 August 2018 in Darwin.

The Vice Chief of the Defence Force, Chiefs of the Navy, Army and Air Force, Chief of Joint
Capabilities, Chief Finance Officer, Chief Information Officer, and the 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 report.

1

Greg Moriarty
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Secretary
Department of Defence

11 December 2018
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Overview

Defence has continued to deliver the Integrated Investment Program through 2017-18, with
the Government approving a total of $21 billion of capital investment across major
equipment, facilities, infrastructure, information and communications technology, and

science and technology.

The Capability Life Cycle including Smart Buyer processes is maturing and there is greater
integration of the interdependencies across the Integrated Investment Program. Permanent
participation in the Investment Committee by the Department of the Prime Minister and
Cabinet and the Department of Finance has strengthened Defence’s capability submissions to

Government.

In 2017-18 Defence managed 198 active major and minor capital equipment projects worth
$103.5 billion with a 2017-18 budget of $6.9 billion. During this period Defence also
managed 111 active Materiel Sustainment Agreement Product Schedules with an annual
budget of $5.6 billion. Twenty-five Major Acquisition Projects were closed in this period,

with a total budget of 0.9 per cent less than that approved by the Government.

In this context, the Major Projects Report outlines 26 projects with a total budget of
$59.4 billion and a total in-year budget of $4.6 billion. This accounts for 57.3 percent of the

projects by total value.

Key achievements

In 2017-18 the 26 reported major projects and their contractors have worked together to
progress delivery of important capability to the Australian Defence Force. There have been a

number of key achievements for many projects including:

e The first additional KC-30A Multi-Role Tanker Transport aircraft, and initial spares
and support equipment were delivered achieving Initial Operational Capability in

April 2018.
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e The Maritime Patrol and Response aircraft system including four P-8A aircraft,
trained crews, Mobile Tactical Operational Centre, Mission Support System team,
spares, and Ground Support Equipment achieved Initial Operational Capability one

month ahead of schedule in January 2018.

e The Helicopter Aircrew Training System commenced Pilot and Aircrewman Trial
Courses on schedule in January 2018, and the Aviation Warfare Officer Trial Course

commenced on schedule in February 2018.

e Airservices Australia, under arrangements with Defence, signed both acquisition and
support contracts with Thales in February 2018 for the Civil Military Air

Management System.

e The submarine legacy projects have been combined into Collins Class Submarine

Reliability and Sustainability project to create administrative efficiencies.

Entry and exit to the 2017-18 Major Projects Report

Of the 26 projects included in this report, 23 projects have carried over from last year’s

report.
Three projects are new inclusions:

e JP 2072 Phase 2B Battlespace Communications System
e SEA 3036 Phase 1 Pacific Patrol Boat Replacement
e SEA 1654 Phase 3 Maritime Operational Support Capability

Three projects were removed from the report having achieved Final Operating Capability:

e LAND 116 Phase 3 Bushmaster Protected Mobility Vehicle
e LAND 121 Phase 3A Overlander Vehicles (Light)
e AIR 9000 Phase 5C Additional Medium Lift Helicopters (Additional Chinooks)
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AIR 87 Phase 2 Armed Reconnaissance Helicopter was also removed from the 2017-18
Major Projects Report, as it achieved Final Operating Capability with caveats. All caveats
have now closed, and details of the status of each caveat can be found in the Secretary’s

Statement on pp. 135-137.

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 2018.

For each project that has been removed from the report, the lessons learned 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. Further, based on project
manager assurance sign-off processes, Defence has ongoing confidence on whether
individual projects will deliver the remaining intended scope within their approved project

budgets.

When considering and approving budgets, the Government takes 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-
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turning process, which are revised as part of each budget review and update process.

The Department of Defence’s appropriation is cash based. Accordingly, all financial data
related to Defence’s capital projects and capital programs provided within the Defence
Portfolio Budget Statements, Portfolio Additional Estimates Statements, and Annual Report,
are presented on a cash basis. For consistency across reports, Defence has reported its 2017-
18 capital projects on a cash basis in the Major Projects Report. Defence manages all of its
major projects as part of its Integrated Investment Program which represents a portfolio of
projects across all of Defence’s acquisition and sustainment activities. Adopting this

approach allows for funding pressures and savings to be better managed across the entire IIP.
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The total in-year budget (2017-18) for all the projects listed is $4.6 billion and the total
approved budget is $59.4 billion. Table 1 lists the 26 projects by total approved budget from

highest to lowest.

These projects represent 13.1 per cent by number, of the projects in the Defence capital
investment program and 57.4 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 Column B) includes activities such as follow-on Second Pass approvals, tranched or rolling
approval processes that has been agreed by Government, or where projects have merged or

transferred cost or scope to realise more efficient project management practices.

In some instances budget variation is due to unplanned cost and/or scope variation.

Historically, Real Cost Increases to the project budgets are few.

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.

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

Project Project (b) Explanation
Number Subsequent
Government
Approvals
$m
AIR 6000 Joint Strike 10515.4 | Second Pass approval for Stage 2, acquiring an additional 58 aircraft.
Phase 2A/2B | Fighter This figure also includes some budget corrections to keep the budget
aligned with the Government approval.
AIR 7000 P-8A Poseidon 1296.4 | Government Second Pass Approval to fund the acquisition of an
Phase 2B additional four P-8A aircraft and associated support systems.
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
Phase 2/4/6 | Helicopters Upgrade/Replacement) and Phase 6 (Maritime Support Helicopter).
AIR 5349 Growler 1789.4 | Government approval to change acquisition strategy to a new-build
Phase 3 aircraft, rather than modification of existing aircraft. This also
includes the Growler Enabling capabilities and the integration of
CEA systems into the Mobile Threat Training Emitter System.
LAND 121 Overlander 735.5 | A range of programmatic decisions have been made in relation to
Phase 3B Medium/Heavy this project. This is aligned to the revised second pass approval.
AIR 7403 Additional 187.7 | The approved scope increase associated with interim pass approval
Phase 3 MRTT for the Government Transport and Communications modification.
SEA 1448 Anzac ASMD 155.4 | This was a programmatic decision involving a transfer from SEA
Phase 2B 2B 1448 Phase 2A to replace the initial Very Short Range Air Defence
with the Phased Array Radar System from CEA Technologies.
SEA 1429 Hw Torpedo 213.3 | A range of programmatic funding decisions have been made with
Phase 2 Collins-related projects to achieve optimum capability within the
funding provided. For full details, please see the PDSS.
SEA 1439 Collins R&S 271.2 | A range of programmatic funding decisions have been made with
Phase 3 Collins-related projects to achieve optimum capability within the
funding provided. For full details, please see the PDSS.
LAND 75 BMS 8.5 | This was a programmatic decision to fund the M113AS4 design
Phase 4 effort, previously under LAND 75 Phase 3.4.
Total 17739.2

Table 2C — Breakdown of Real Cost / Scope Variation

Project Project (e) Explanation
Number Real Cost /
Scope
Variation
$m
SEA 4000 AWD Ships 1199.5 | This was a real cost increase (RCI) approved by Government in 2015.
Phase 3 Following a number of independent reports, it was evident that the
existing budget would be insufficient to complete the full project scope.
AIR 9000 MRH90 31.5 | ARCI 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 CMATS 2475 | A RCI was approved by Government in February 2018 to cover
Phase 3 additional costs related to the acquisition.
SEA 1448 Anzac 214.7 | ARCI of $214.7m approved by Government in 2011 to allow the full
Phase 2B ASMD 2B scope to be provided and installed on ships 2-8.
Total 1693.2
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In-Year Cost

Overall, there was a total in-year budget underspend of $670.0 million against the 2017-18
Portfolio Budget Statement and $64.3 million underspend against the 2017-18 Final Plan.

Of the 26 projects, six overspent against the final plan, 17 projects had underspends, and
three delivered to their budget. 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 variation explanations for each project can be found within Section 2.2A — In-year

Budget Estimate Variance of the project data summary sheets.
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Project Progress

One indicator of project progress is comparison of the total project budget and expenditure as
shown in Figure 1.

However 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.

This figure also shows that 18 projects have expended more than half their total budget, and a

number are at the final stages of project delivery.
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Contingency Management

Budgets for major Defence capital projects are approved by Government with a contingency
provision that varies between projects depending on the complexity and risk of the

acquisition.

Contingency provides project managers with approval to financially manage against risks and
unexpected events that may arise during the course of a project. Defence projects typically

have greater inherent risk, longer acquisition timeframes and are generally more complex.

At the point of Government approval, contingency estimates are included in the amount
approved by Government. However the contingency amount is not individually allocated, in
cash budget terms, to each project but instead calls on contingency are managed as part of the
broader IIP. As contingent events emerge requiring funding, contingency will be
programmed in the relevant years up to the original levels approved by Government. The
impacts of these contingency allocations are considered across the broader major capital
program cash flow requirements. The contingency allocation and funding model was last

reviewed at the 2016 White Paper.

Defence monitors the adequacy of its contingency management approaches noting the future
capital program will be characterised by larger proportion of high-cost, more complex
projects, such as the Joint Strike Fighter and Naval Shipbuilding programs. The ongoing
effectiveness of contingency funding arrangements will continue to be monitored to ensure

existing policies are appropriate and based on an assessment of project funding risks.

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 November 1998 to June
2018), the aggregate amount of ‘applied contingency’ is approximately $1.2 billion. The term
‘applied contingency’ is the amount of contingency that a project has allocated against
identified risks, rather than actually spent. This represents 2.0 per cent of the 26 projects
combined project approval value ($59.4 billion).
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The areas where risks have been retired using contingency include:

e systems development
e systems integration
e Jlogistics and support
e schedule constraints
e project resourcing.
Four projects have accessed contingency provisions in this financial year:
e AIR 9000 Phase 2,4 and 6 Multi-Role Helicopter
e JP 2008 Phase 5A Indian Ocean Region UHF SATCOM
e JP 2072 Phase 2B Battlespace Communications System
e LAND 75 Phase 4 Battlefield Command Systems

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

summary sheet in Part 3 for each project.

Schedule

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 on capability.
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Of the 26 projects in this report, there was a total of 11 projects that reassessed their Final
Operational Capability forecast date within 2017-18, with ten pushing it out and one

forecasting earlier achievement.

The average Final Operational Capability variance of projects reviewed in 2017-18 at 30 June
2018 is 29.7 per cent, which is similar to the 29 per cent in 2016-17. It should be noted that
this excludes both LAND 75 Battle Management System and JP 2048 Phase 3 LHD Landing
Craft Projects, as the current Final Operational Capability forecast date was unknown as at 30
June 2018. When the LHD Landing Craft is included with an estimated forecast date of June

2018, the average increases to an average of 35.0 per cent. The project schedule status of the
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26 projects in this year’s report is shown in Table 4 from Second Pass through to Final

Materiel Release and Final Operational Capability.

Table 5 provides a list of additional schedule variance factors which can be attributed to the
projects which have greater than ten per cent Final Operational Capability variance across the

life of the project.

As outlined previously, the projects listed in the Major Projects Report represent 13.1 per
cent by number, but 57.4 per cent by value. These projects are generally the larger acquisition
projects that contain inherent risk, and as such, are more likely to encounter schedule delay.
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.

For example, submarine projects have contributed to high levels of schedule slippage
outlined in this report. These three projects have been operating under the pre-Kinnaird
through to the post-First Principles Review frameworks adapting to varying management
processes and procedures. The 2012 Coles transformation program was instrumental in
improving submarine availability as the key priority. This involved re-baselining the
submarine capability projects. By 2014 Coles noted that submarine availability improved
‘significantly’ and by 2016 the Collins sustainment should be considered as an ‘exemplar
project’. Submarine project schedule variation should be considered in this broader context,
where the department and industry were able to focus on delivering the priorities for the

Australian Defence Force that could not have been achieved without schedule re-baselining.

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

Schedule Performance within the Project Data Summary Sheets.
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Table 5 — Additional Attribution of Schedule Variance Factors

Driver of Schedule Variance Project
HW Torpedo
Platform availability Collins RCS
Collins R&S
Industry Capability/Budget Adjustments AWD Ships
LHD Ships
Technical complexity - underestimation by industry Battlefield Airlifter
and/or Defence of the complexity of developmental LHD Landing Craft
and/or large scale integration projects MRH90 Helicopter
CMATS
Anzac ASMD 2A
Anzac ASMD 2B
Technical complexity and Scope Change Additional MRTT
P-8A Poseidon
UHF SATSOM
Capability Manager Decisions Battle Comm. Sys (Land)

Note: only projects with a variation of 10% or greater are included

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.

Materiel capability 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 2018. 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 scope.

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.
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Performance in recent years has been strong and remains steady. Within 2017-18 Defence has
seen a reduction in the number of performance measures across the projects with 200 in
2016-17 to 173 in 2017-18. In response to JCPAA Report 468 into the 2015-16 Major
Projects Report, Defence committed to correct discrepancies between the approved project
schedule and the project Materiel Acquisition Agreement. This work found and corrected 22

Major Projects Report projects with discrepancies.

Of the 173 measures across the 26 projects in this year’s report:
e 98.7 per cent of measures are likely to be met (green); and
e 1.3 per cent of measures are under threat (amber).
For further detail on the Capability Delivery Performance for individual projects please see

Section 4 — 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.

A summary of the key characteristics of each project is presented in Table 6 and illustrates

the variety, complexity and scale of the acquisitions.
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Acquisition Governance

Smart Buyer

As part of the Capability Life Cycle framework, projects undergo a Smart Buyer assessment.
This enables Capability Managers and project teams to work together, identify and

analyse key project risks and drivers, and use that analysis to develop tailored

Project Execution Strategies. The Smart Buyer risk-based methodology has also been applied

to a selection of:

e Sustainment products to maximise the opportunities a sustainment re-tender offers
Defence and Industry;

e other large procurements, such as the Next Generation Health Services and the Fleet
Maritime Support Contract;

e the aggregation of similar projects into Sub-Programs for the purposes of increased
efficiency and flexibility in their management; and

e Information Communications Technology and Estate projects.

In 2017-18 the Capability Acquisition and Sustainment Group held 118 Smart Buyer
assessments for projects and products. Chief Information Officer Group held seven
assessments, and the Defence Estate and Infrastructure Group held a further 51 assessments
for their projects. The Capability Acquisition and Sustainment Group Smart Buyer
assessments are detailed by stage in the Capability Life Cycle in the Table 7 below.

Table 7 — Capability Acquisition and Sustainment Group Smart Buyer Assessments in
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2017-18
Smart Buyer Assessments No. held
Gate Zero 50
Gate One 35
Gate Two 13
Other activities 14
Sustainment 6
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Defence Independent Assurance Reviews

Similarly, there were 154 Independent Assurance Reviews held supporting capability
development, acquisition and sustainment by conducting independent assurance on the
respective activities. The Defence Independent Assurance Review framework has also been

applied to other activities including:

e the Next Generation Health services;
e Enterprise Information Management;
e the Enterprise Resource Planning Program; and

e arange of projects delivered by the Australian Signals Directorate and the Australian

Geospatial Organisation.

The Defence Independent Assurance Reviews are broken down by stage in the Capability
Life Cycle in Table 8 below.

Table 8 — Defence Independent Assurance Reviews

Defence Independent Assurance Reviews No. held
Gate Zero 23
Gate One 14
Gate Two 26
Performance (during delivery) 67
Sustainment 23

Of these, 17 projects listed in the Major Projects Report had an Independent Assurance
Review conducted in 2017-18.

The Independent Assurance Review board make recommendations on many aspects relating
to project or product management and commercial strategies. This may include a
recommendation to refer a project or product for further assessment as either a Project of

Interest or Project of Concern by senior executives.
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Performance Management

Overall, the performance of the Department’s major capital equipment program in the 2017-
18 financial year is strong. Of the 120 post Second Pass approved major capital equipment
projects, three projects (or 2.5 per cent) had issues with capability, schedule or cost which
were significant enough to be included in the Projects of Concern report. A further nine
projects (or 7.5 per cent) were identified as Projects of Interest, with risks associated with

capability, schedule or cost that warrant further attention from senior executives.

Quarterly Performance Report

The Quarterly Performance Report provides the Department and the Ministers with useful
information relating to the performance of Defence’s major capital equipment acquisition and
sustainment program. The report 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 Quarterly Performance Report is a summary of performance at the end of each quarter on

the key acquisition projects and sustainment products'.

Senior Defence stakeholders and the Defence Ministers are provided with information about

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

1 These are comprised of the Top 30 projects and sustainment products listed in the Defence Portfolio Budget
Statements and all of the Major Projects Report.
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A continuous improvement approach has benefitted both the monthly performance reporting
and the Quarterly Performance Report. These have included minor system enhancements to
capture information more efficiently and increase consultation. Feedback on the content and
format is regularly sought from all stakeholders including all members of the Defence

Investment Committee.

Recommendation 1 from the July 2017 ANAO Performance audit “Defence’s Management

of Material Sustainment” has been implemented?.

Projects of Interest

Projects (and products) showing heightened risks in the areas of cost, scope, schedule and
capability, or commercial strategy and other issues are monitored through the Independent

Assurance Review and Quarterly Performance Report processes.

Information is gathered from a variety of sources and consultation with senior stakeholders
occurs before determining a Project of Interest. Once listed, a more detailed one-page
summary of issues, along with proposed remediation strategies to get the project/product
back on track is provided in the Quarterly Performance Report. This list is used for internal
departmental and Ministerial reporting and management purposes. The broad goal is to
provide senior management oversight and prevent projects from becoming Projects of

Concern.

Projects of Concern

Projects (or sustainment activities) identified as a Project of Concern have very significant
technical, cost or schedule challenges that benefit from additional support from Senior
Executives. 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 increased reporting to Government.

2 Recommendation 1: Defence institutes a risk-based quality assurance process for the information included in
the Defence Quarterly Performance Report.
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As at 30 June 2018, AIR 9000 Phase 2, 4 & 6 Multi-Role Helicopter 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 2018, the three active Projects of Concern had a total value of $4.0 billion.

Table 9 provides a list of Projects of Concern as at 30 June 2018. Significant changes in the
2017-18 reporting period were the addition of AIR 5431 Phase 3 Civil Military Air Traffic
Management System and AIR 5431 Phase 1 Deployable Defence Air Traffic Management
and Control System to the list. After a successful remediation, CN10 Collins Class
Submarines Sustainment and SEA 4000 Phase 3 Air Warfare Destroyer were removed from
the list. Additionally, AIR 5431 Phase 3 Civil Military Air Traffic Management System was
removed from the list after the acquisition and support contracts were signed with the prime

contractor.

Further, since 30 June 2018, Joint Project 2008 Phase 3F Australian Defence Satellite

Communications Terrestrial Enhancement was removed as a Project of Concern.

Table 9: Projects of Concern at 30 June 2018

Project Name Project Number Date Added
Multi-Role Helicopter AIR 9000 Phases 2,4 & 6 | Nov 2011
Australian Defence Satellite
Communications Terrestrial Enhancement IP 2008 Phase 3F Sep 2014
Deployable Defence Air Traffic AIR 5431 Phase 1 Aug 2017

Management and Control System

The ANAO is conducting a Performance Audit into Defence’s Management of Projects of
Concern. The objective of the audit is to assess whether Defence’s Projects of Concern
regime is effective in managing the recovery of underperforming projects. ANAO is currently
conducting fieldwork, with the report expected to be presented for tabling in the Summer

session of the Parliament in 2019.
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Response to the JCPAA review

The JCPAA’s Report 473: Defence Major Projects Report (2016-17) outlined progress
against the JCPAA’s previous Recommendations and provided a further three
Recommendations for Defence. As the formal response is due to the Committee by 18

December 2018, the publication timings prevent the inclusion of the response in this report.

Defence acknowledges the Committee’s disappointment that there had been little progress in
updating the Project Maturity Score methodology, whilst the department assesses its

application in the contemporary environment.

A key challenge in implementing changes to the policy relates to the extant project reporting
systems. Implementing even minor change on the aging project Monthly Reporting System
needs to be balanced against the requirement to address technical obsolescence and still

achieve value for money. In the interim, Defence has made the following improvements:

e Defence has undertaken to reinvigorate the discipline within projects to meet the
requirements of the extant guidance through our Project Management Centre of
Expertise.

e The Defence Independent Assurance Review procedures are continuously improved.
This includes testing the accuracy of the Project Maturity Scores for individual
projects as each project goes through their performance review.

e Further, Project Maturity Scores have been included in the “Project Dashboard” in the
CASG Quarterly Performance Report with effect from the December 2017 report to
lift their profile and improve their validity within the organisation.

e Defence has also begun to strengthen the way risks are communicated through the

extant Defence reporting systems.
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Better Industry Engagement

Defence is also improving the way it engages with industry to build capability. To help build
a stronger and more competitive Australian Defence industry base, Defence has established
the Centre for Defence Industry Capability (CDIC), the Defence Innovation Hub and the
Next Generation Technologies Fund. These initiatives enable industry to more easily engage
with Defence, propose innovative ideas and get the support, funding and advice they need.

This in turn secures an innovative and competitive industrial base major projects require.

The 2017-2018 financial year also saw the roll out of our strengthened Australian Industrial
Capability Plan, aimed at driving greater Australian industry participation in major capital

equipment projects of $20 million and above, including all major shipbuilding projects.

The Joint Strike Fighter Program has a history of good engagement with Industry through the
predecessor program, the Defence Industry Innovation Centre. New Defence Industry policy
initiatives have also partnered with the JSF program through the CDIC. The 2017 Defence
Industry and Innovation Programs Update Report noted the work done by the CDIC to
understand the Australian industry capability and provide grants to 34 Australian businesses

to help them win contracts on the global F-35 Program.
Defence Materials Technology Centre (DTMC)

DMTC has led collaborative technology development activities that have contributed, over
the life of the projects as well as in the 2017-18 reporting period to the goal of enhancing
Defence capability through innovation. The Innovation Hub’s investment through DMTC (set
at $3m per year in the 2016 Defence Industry Policy Statement) has attracted an additional
$20m in co-investment from industrial and research sector partners and Defence program
offices in 2017-18. In a number of areas across the DMTC’s portfolio of programs, the
Innovation Hub’s support for DMTC has enabled platform technologies to be expanded and
deployed on a range of different land and maritime platforms. For example, breakthroughs in
welding and fabrication technologies and techniques that have already proven to be
applicable to land vehicle production are now being applied to programs in the Naval

Shipbuilding Enterprise.
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There are eight projects in the 2017-18 Major Projects Report benefitting from this

collaboration in Table 10 below.

Table 10: Eight Projects with DMTC Involvement in 2017-18

Project Project Name DMTC involvement
Number
AIR 6000 New Air Combat Capability | Support to industrial base — Vertical tail
Phase 2A/B (Joint Strike Fighter) manufacture (BAES and supply chain),
corrosion prognostics (BAES, Defence
Science & Technology Group), and
manufacturing and sustainment
technologies. Current proposal with
Defence for consideration on a suite of
technology development projects
g-? SEA 4000 Air Warfare Destroyer Build | Welding & production automation
3 Phase 3 technology — removal of module
N distortion mismatch
) AIR 5349 EA-18G Growler Airborne Corrosion sensors, prognostics, non-
@ Phase 3 Electronic Attack Capability |destructive testing
(:,D (Growler)
8 LAND 121 Protected Mobility Vehicle — |Manufacturing and production
= Phase 4 Light (Hawkei) efficiency, weight optimisation,
QD automated manufacture & design
o optimisation, blast modelling, supply-
mv) chain development (Thales & Supply
§ chain partners)
8 SEA 3036 Pacific Patrol Boat General support - supply chain &
o Phase 1 Replacement sovereign industrial capability
Py development relevant to the shipbuilding
% enterprise
o LAND 121 Medium Heavy Capability, Materials model development support
~+ Phase 3B Field Vehicles, Modules and  |provided to Land Platform Development
Trailers (Overlander Program for M113 upgrade
Medium/Heavy)
JP 2048 Phase | Amphibious Ships (Land Corrosion mitigation
4A/4B Helicopter Dock)
SEA 1439 Collins Class Submarine Corrosion management
Phase 3 Reliability and Sustainability
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Risk Reform

Defence is currently updating the Enterprise Risk Framework and has recently refreshed the
Enterprise Risk themes for the organisation. Individual Group and Service performance and

risk reporting contributes to the Enterprise Risk view for Defence.

The Capability Acquisition and Sustainment Group is reforming its management of risk to

align risk management practices and standardise the methods.

Defence has signed a new contract with Aerosafe to enable completion of the Risk Reform
Program by November 2019. The purpose of the reform program is to implement a Group
Risk Management Model that aligns enterprise-level and specialist risk management practice

within the One Defence Enterprise Risk Management Framework.

The key focus of this contract is to align risk management practices across all aspects of

capability delivery including Specialist Risk Areas.
The current priorities are:

e Completion and release of practice guidance in project management risk across the

Capability Life Cycle, corporate risk, safety risk and commercial risk.

e Planning for transition of projects/products to the remodelled approach, prioritising
planning for the Top 30 projects, Project Performance Review projects, and Projects

of Concern first.

e Confirming the Capability Acquisition and Sustainment Group standard baseline
version controls and ensure they have been activated for all projects/products risk

information.

Project transition planning will be structured to consider Defence risks as well as capability
life cycle dependencies. It is expected that the remodelled risk management practices in

projects will take a number of annual cycles to reach maturity.
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Doing Better

The Department is progressing significant reform under the First Principles Review to allow
Defence to deliver the ambitious Defence White Paper outcomes in the most efficient and

effective way possible. This includes:

e changing the capability development processes to move towards a risk-based
approach;

e engaging and partnering with industry to deliver the White Paper outcomes;

e providing flexibility within our workforce and utilising skills to achieve the best
possible outcomes; and

e improving our information systems to improve our ability to make informed
decisions, measure performance, provide timely, credible, traceable and relevant

management information, and support enterprise-wide business processes.
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Appendix 2: Lessons learned

The Joint Committee of Public Accounts and Audit recommended in
Report 422: Review of the 2009-10 Defence Materiel Organisation Major
Projects Report, that a lessons learned section for both the project level
and the whole of organisation be included in the MPR for projects that
have met the exit criteria.

The lessons learned at the project level, against a whole of organisation
level category are listed below in a table format. These have been
extracted directly from previous Major Project Reports, dating back to
2008-09.

Lessons learned at the project level

Categories of Project lesson Project
systemic lessons learned from
Contract management An acquisition strategy combining | SEA 1444 Phase

the acquisition and support of the | 1 _ Armidale
fleet in one single contract rather than | 1ass Patrol
the traditional acquisition model | Boat

followed by a separate support
contract can lead to significant
disputation and complications in
closing out latent defects where the
prime contractor is not also the
builder. Invariably, once the
capability is delivered and being
operated and the contract is into the
sustainment phase, there is a greater
reluctance on the part of the prime
contractor to progress rectification of
build-related defects that may result
in a cost to the contractor and
disputation with the builder.
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Contract management The Armidale Class Patrol Boat In | gEA 1444 Phase
Service Support (ISS) contract is | { _ Armidale
principally a 15 year fixed price | Class Patrol
contract with the option for a five | Boat

year extension. Existing contract
provisions provide no incentive to
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the contractor to improve or
implement changes in the delivery of
support activities that would deliver
benefits/savings to  both  the
contractor and the Commonwealth.
In particular, there is no incentive to
make savings over the life of the
contract that would generate a
reduction in the ISS fee. Incentives
need to be built into contracts beyond
the acquisition phase.

Contract management Proactive Contract Management: Due | AR 5376 Phase
to the incremental contracting nature | 2 _ p/A-18
of the project, joint and proactive | Hornet Upgrade
contract management was essential.
Regular ~ commercial integrated g
product teams provided an effective %
vehicle to manage the prime Y
integration contract with Boeing and §2)
FMS cases with the US Government. 8
Contract management Participation in face to face financial | 1p 2008 Phase 4 §
working groups bi-annually resulted | _ Next o
in significant financial savings under | Generation ’6
the WGS MOU. The cost associated | gATCOM ‘©
with overseas travel was far Capability =
outweighed by the financial savings 8
and clarity of financial projections. c
Contract management Best practice would suggest that for a | 1p2043 Phase 3A "%
capability acquisition that includes | _ High o
significant software development, a Frequency I
contract that allows for both fixed | pModernisation +
price elements as well as alternative E

which
appropriate controls, incentive and
penalty models that can be applied to
the highly developmental elements

cost  structures include

involving significant risk, may be
appropriate.

Milestone payments could be
selected for those deliverables that
have well defined objectives and the
alternative payment method with
incremental work packages could be
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applied to the software aspect of the
project. This approach would require
strict controls and metrics to limit the
risk to the Commonwealth.

e milestones

achievement of the schedule and
aware of the consequences of non-
achievement, plus any provisions for
delay outside the contractor’s control.

The contract should contain:

which enable the
Commonwealth to
unambiguously assess Contractor
performance from the outset of
the Contract;

with the exception of non-
recurring  engineering  effort,
payment of all or a substantial
part of the contract price should
be subject to achievement of clear
project milestones;

milestones should reflect delivery
of contracted requirements to the
Commonwealth, not just reaching
intermediate points on the
timeline;

milestones which enable use of
the equipment and supplies (such
as Integrated Logistic System
(ILS) and training) should be
given similar weight as delivery
of the equipment itself;

Contract Management A proper balance needs to be kept | p2043 Phase 3A
between proper engineering | _ High
processes and contractor-perceived Frequency
commercial imperatives to minimise | \odernisation
risk that unrealistic technical
programs will actually result in
delays to the overall schedule.

Contract management The contract schedule must be | SEA 1390 Phase
accepted by all parties as realisticand | 7 1 _ Guided
achievable from the outset. Each | pfigsile Frigate
party must be committed to Upgrade
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e payment on achievement of
milestones should be conditional
on achievement of previously
scheduled milestones;

e payment of milestones should
also be tied to remedies under the
contract to allow the
Commonwealth to seek redress;
and

o clear entitlements of the
Commonwealth to access all
contractor project data (including
internal workforce planning data)
so as to be able to make informed
assessments if a milestone is not
achieved.

Contract management Implement a progressive acceptance | gEA 1390 Phase
methodology from the outset for all | 2 1 _ Guided
project data / documentation supplies | Migsile Frigate
and requirements acceptance Upgrade
objective quality evidence in order to
progressively increase confidence of
all stakeholders involved with regard
to project outcomes.

Contract management The establishment of commercial | SEA 1390 Phase
contracts were based entirely on | 48 _gM-1
deliverable items and artefacts | pfigsile
(software  build states and/or Replacement
documentation in electronic format)
and progress against agreed
milestones. Payments were made on
delivery acceptance and milestones
achieved in accordance with the
contract. Reliance on Contract Earned
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Value Management requires
considerable effort and expertise on
the part of the Project authority to
adequately assess contractor
performance, and was not utilised or
necessary to achieve ‘value for
money’ project objectives.
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variety of Intellectual Property (IP)
arrangements amongst the separate
platform contracts. In the cases where
the CoA has stronger IP rights these
contracts have worked more
effectively and at a lower overall cost.
It is recommended for future
platform projects that rights to the IP
consistent with ownership are
sought.

Contract management Significant efficiencies were achieved | ggA 1390 Phase
for ease of handling, delivery, | 48— gMm-1
traceability = and  tracking  of | \figsile
documents  through  electronic Replacement
document delivery which was
encouraged in all commercial
contracts and the primary FMS case.

Contract management Better appreciating the challenges | ATR 5077 Phase
involved in contractor management | 3 _ Airborne
in a complex developmental project. Early Warning

and Control
Aircraft

Contract management Early recognition of the need for | AIR 5077 Phase
proactive stakeholder engagement | 3 _ Airborne
throughout the project. Early Warning

and Control
Aircraft

Contract management The project has a well defined | [ AND 75 Phase
contract with clear conditions of | 3 4 _ Battlefield
contract that provide flexibility | command
where it is needed. In particular, Support System
parties to the contract can agree to
changes to the GFM by accession
rather than via a formal contract
change proposal, which allows far
greater agility in the management of
GFM and GFE requirements.

Contract management The project has formed a variety of | [ AND 75 Phase
contracts and sub-contracts with the | 3 4 _ Battlefield
Commercial Design Authorities for | command
Army’s platforms. There is a wide Support System
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Contract management | Improving governance to support a | ATR 5077 Phase
Schedule management more disciplined consideration of | 3 _ Airborne
strategic trade-offs between Early Warning
performance, cost and schedule post | ;nd Control
contract signature Aircraft
Contract management Accessibility requirements should be | 1p2043 Phase 3A
Schedule management agreed, specified and documented | _ High
early in the contracting process to Frequency
minimise risk of incurring excusable | podernisation
delays when access to the system to
be upgraded is constrained due to
operational reasons.
Contract management | Foreign  Military  Sales (FMS) | | AND 19 Phase
Schedule management Schedule planning — 7A — Counter-
When factoring FMS  related | Rocket Artillery
schedules, there is an inclination to | & Mortar

schedule the acceptance of the case
without allowing sufficient schedule
float to accommodate potential
delays. Often, there will be a delay
post case acceptance whilst the US
Government supporting office seeks
to contract their suppliers - this delay
could be some six to nine months in
some instances.

When negotiating lead times, it is
essential to gain an understanding of
the contracting and procurement
processes of the source country.
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Contract management | A fundamental issue to consider at | gEA 1390 Phase
Schedule management the time of capability and project | 2 1 _ Guided
First of Type Equipment definition is how the capability | Missile Frigate
should be acquired. If the project is Upgrade
developmental, then consideration
should be given to methods other
than a fixed price contract for
achieving the capability.

Contracts should include appropriate
clauses that  recognise the
complexities of verifying and
validating a software development
project.

Multi-platform  upgrades should
allow for implementation and
testing/acceptance  of the first
platform without committing to a full
class upgrade of all platforms.

Conducting an upgrade of an existing
capability concurrent with scheduled
maintenance availability requires
very detailed planning and careful
consideration of the supporting
contract clauses.

Contract management For very large developmental | ggA 1390 Phase
Requirements contracts, project managers must | 2 1 _ Guided
management ensure that the contractor maintains | pfissile Frigate

sufficient focus and resourcing on Upgrade
documenting what is being delivered
and how to use it (through ILS,
configuration management and
training).
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Milestones must be structured so that
the contractor is not tempted to focus
on equipment deliverables only.
Payment for equipment milestones

should be conditional on
achievement of related ILS
milestones.

The contract should be clear on
configuration management
requirements of ILS products in an
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incremental ~ delivery  software
development project. This should
align to milestones and remedies in

the contract.

Contract management Objective acceptance criteria are | ggA 1390 Phase
Requirements required to ensure there is no scope | 2 1 _ Guided
management for dispute as to whether the criteria | \figsile Frigate

have been met. Upgrade

Criteria for determining contractual

achievement should support those

criteria used by Defence for

determining achievement by DMO of

the measure of effectiveness in the

MAA

First of Type Equipment | Stability of interfaces on ageing | AIR 5418 Phase
platforms may not be reliable, | 1 _ Follow On
leading to an underestimation of | gtand Off
integration complexity. Weapon

First of type equipment | Host platform upgrades not required | A[R 5418 Phase
in the past may now be required, due | 1 _ Follow On
to  the  minimum  technical | gtand Off
performance requirements of new Weapon
systems to be integrated.

First of type equipment | FMS is a good procurement vehicle | ATR 5418 Phase
when a US program is mature. | 1 _ Follow On
However, FMS provides little ability | gtand Off
for DMO to manage capability and Weapon
associated risk when US program is
less mature and the Commonwealth
is the integrator of project outcomes.

First of type equipment | For a new or significantly modified | ggA 1444 Phase
design there will be a number of | 1 _ Armidale
design changes emanating from | Clags Patrol
initial sea trials. The aggressive | Bpat

delivery schedule for the Armidale
Class Patrol Boat did not allow time
for changes from initial sea trials to be
built into the follow-on build boats
prior to their construction. This
resulted in an evolving design
baseline throughout the production
phase that was not stabilised until
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after delivery of the last boat.
Consequently the redesign, build,
test and acceptance aspects of boats
built after the first of class became
unnecessarily complicated,
expensive and inefficient. Time
should be allowed after the first (or
second depending on the size of the
class) boat build to conduct sea trials
and modify and stabilise the design
as appropriate prior to the main
production run.

and making allowances for the biases
and risks in the commitments made
to government and the Capability

First of type equipment | Procurements that include significant | ggA 1390 Phase
change to software-intensive systems | 5 1 _ Guided
and complex system integration have | pigsile Frigate
many inherently high-risk activities, Upgrade
which must be analysed and
appropriate risk mitigation processes
applied. Such risks are often under-
estimated in the planning phase.

First of type equipment | Inthe context of pre-project planning, | AIR 5077 Phase
the need to better appreciate the | 3 _ Airborne
effort involved in being a customer of Early Warning
a first-of type program. and Control

Aircraft

First of type equipment | Recognising the need for proactive | AIR 5077 Phase
risk management and the use of high- | 3 _ Airborne
end risk management tools. Early Warning

and Control
Aircraft

First of type equipment | Appropriate investment in pre- | AR 5077 Phase
contract work (such as an IDA phase) | 3 _ Airborne
to better understand the technical Early Warning
risks, clarify Defence’s appetite for it | ynd Control
and adjust requirements, acquisition | Ajircraft
strategy and expectations.

First of type equipment | Tempering the biases towards | AIR 5077 Phase
overoptimism and underestimation | 3 _ Airborne
of risk by both industry and Defence, Early Warning

and Control
Aircraft
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Manager.

First of type equipment

Accepting and accommodating the
likelihood of incremental delivery of
capability in developmental projects.

AIR 5077 Phase
3 — Airborne
Early Warning
and Control
Aircraft

First of Type Equipment

The development and introduction
into service of a first-of-type military
(aircraft) mission and support system
is always harder than it first appears.
At contract signature the project
appeared a reasonably low risk
venture. However, over the course of
the project, it became apparent to
both Defence and the contractor that
the integration of the fuel delivery
systems and military systems on a
commercial aircraft introduced many
challenges  including;:
integration issues, underestimation
of developmental and -certification
testing schedule. As a result, a higher
effort for a greater period of time was
required by Defence to support the
program.

software

AIR 5402 - Air
to Air
Refuelling
Capability

First of type equipment
and

off-the-shelf equipment

Weapons acquired under the scope of
the project proved to be cost effective
for the Commonwealth as the
weapons were US Navy (USN)
common and this also assisted in
providing common integration and
technical input from the USN.

AIR 5349 Phase
2 — Bridging Air
Combat
Capability

First of type equipment
and

off-the-shelf equipment

FMS is a good procurement vehicle
when a US Program is truly MOTS.
However, FMS provides little ability
for DMO to manage capability and
associated risk when the US program
is less mature.

AIR 5349 Phase
2 - Bridging Air
Combat
Capability
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First of type equipment | Substantial ~development in the | Jp2043 Phase 3A
Off-The-Shelf information technology field over the | _ High
Equipment extended term of the project means Frequency

that some elements of the system | nodernisation
could now be delivered via off-the-
shelf solutions or by other
contemporary production, rather
than attracting extended software
development, thereby reducing risk,
schedule and possibly cost.

The proposed approach for capability
development involving substantial
software or software systems
development over an extended
period needs to be considered
carefully to enable best use of
emerging developments  within
appropriate risk, schedule and cost

constraints.
First of type equipment | Major maritime software | gEA 1390 Phase
Requirements development should be incremental | 5 1 _ Guided
management and delivery does not have to be | pigsile Frigate

aligned  with  the  platform Upgrade
modification program.

First of Type Equipment | Technical (design) maturity | ATR 5402 — Air
Schedule Management assessment: a tender definition | {5 Ajr
activity was undertaken following Refuelling
selection of the preferred supplier Capability
and prior to contract negotiations.
However, due to time constraints and
the breadth of review activities, it was
not possible to conduct a
comprehensive technical review and
maturity ~ assessment. As a
consequence, an aggressive system
design schedule was agreed that
subsequently proved difficult to
achieve due to lower design maturity
- and hence higher development
effort - on some systems. The
additional development effort was
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accommodated under the change to a

two-phased conversion and test
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process. In hindsight, once it became
apparent that Australia was the lead
customer for the A330 MRTT, a more
robust design maturity assessment
should have been undertaken under
a funded design development
process prior to contract award.

Governance

Considerable acceleration of the
acquisition cycle for the WGS
program necessitated a strengthening
of the governance process to ensure
lines of authority and responsibility
were clear in the definition of
business need and option analysis.

JP2008 Phase 4 —
Next Generation
SATCOM
Capability

Governance

During the course of the program, it
was found to be essential to continue
with an expanded Integrated Project
Team which had senior stakeholder
representation of all groups involved,
including projects delivering the
platforms,  technical  regulatory
agencies and the  Capability
Managers.

LAND 75 Phase
3.4 — Battlefield
Command

Support System

Governance

Considering the many stakeholder
interfaces involved in the NCW
programs (which this project is but
one), the traditional PMSG forum
was found to be insufficient and
requiring a broader NCW program
focus. As a result, higher level
program management oversight,
which involves all key stakeholder
groups, including the Capability
Manager, Capability Development
Group and the DMO, has proven to
be an essential management forum
for the project.

LAND 75 Phase
3.4 — Battlefield
Command

Support System

Governance Resourcing

Integrated Product Teams: Integrated
product teams for all project
disciplines (engineering, logistics,
commercial, test and evaluation, and
display development)
established with members from all

were

AIR 5376 Phase
2.1-F/A-18
Hornet Upgrade
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major stakeholders (Commonwealth,
prime and sub contractors, US and
Canadian Government
representatives). These teams met
formally on a regular basis and with
significant issues being raised with
the overarching management
integrated product team. As well as
ensuring  progress towards a
common goal, the teams enabled the
implementation of many other
project initiatives that relied on quick
and honest communication between
all parties.

Governance Joint Risk and Schedule Management | AIR 5376 Phase
Schedule management — through the integrated product | 2 - F/A-18

teams a common risk and schedule | Hornet Upgrade
management methodology  was
implemented for the entire project.
Boeing, as the prime integrator,
provided a vehicle to manage both
risk and schedule in a common
framework. Pro-active management
of risks was encouraged and many
mitigation strategies, particularly in
respect to display development, were
implemented to avoid schedule

delays.
Military off-the-shelf Considerable acceleration of the | AIR 8000 Phase
equipment standard acquisition cycle is possible | 3 - C17

when the major supplies being | Globemaster III
procured are off-the-shelf production | Heavy Airlifter
items. However, acceleration of
establishment of support systems
may be more difficult and should
attract early management focus.

o
Q0
—+
9
)
L
®
)
Q
(0]
=

L.
©)
=
o
=

L.
®
(@)
—
()
A
()

o
©)
=

Defence Major Projects Report
Auditor-General Report No.20 2018-19
2017-18 Major Projects Report

112




Off-the-shelf equipment

Requirements
management

Resourcing

Support arrangements — Accelerated
Acquisitions. Whilst they deliver
equipment  quickly, Integrated
Logistics Support considerations (e.g.
Net Personnel and Operating Cost)
can take considerable time when
implemented retrospectively.
Limitations to resources and costs
need to be considered at the early
stages of the project to enable robust
planning.

LAND 19 Phase
7A — Counter-
Rocket Artillery
& Mortar

Off-the-shelf equipment

Requirements
management

Sole source relationships: In a sole
source relationship, projects might
consider the Commonwealth of
Australia would lack leverage over
suppliers when negotiating
contractual outcomes due to the
absence of supplier competition. In
this case, early and strong face-to-face
engagement between the project
office and FMS staff in the US and
Saab staff in Sweden assured
professional and outcome focused
relationships.

Using other Defence establishments
for training, using partner nations to
leverage open source commercial
information to gain a sense of value
for money in Australia's
circumstance, and holding the
supplier’s reputation for further
business opportunities at risk from
poor performance in the current
project are options available to the
Commonwealth when negotiating
sole source contracts.

LAND 19 Phase
7A - Counter-
Rocket Artillery
& Mortar

Requirements
management

Risks associated with requirements
instability, software development
and systems
known at the time of contract
signature but in the light of
subsequent events were clearly not

engineering were

adequately addressed in pre-contract

JP2043 Phase 3A
- High
Frequency
Modernisation
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negotiations. The experience
underlines the importance of having
well-defined and stable requirements
at contract award, and of contractors
having sound systems engineering
and software development processes.
Requirements The accelerated procurement of | ATR 5349 Phase
management major materiel is possible with off- | 1 - Bridging Air
the-shelf  items  currently in | combat
production, but the establishment of Capability
a sustainment solution is a challenge
and requires early management
oversight.
Requirements Interface Control Documents are not | AR 5418 Phase
management always correct or may not have been | | _ Follow On
interpreted correctly during host | giand Off
platform design. Weapon
Requirements Failure at project inception to | ggA 1444 Phase
management articulate, tailor and agree naval | | _ Armidale
standards to be applied to a ship | C]ags Patrol
designed and built to commercial | Boat
‘Classification Society” standards has
resulted in considerable debate and
potential cost increase.
Requirements The data generated by Defence | AIR 5376 Phase
management Science Technological Organisation | 3.2 - F/A-18
as part of the centre barrel test-to- | Hornet Upgrade
destruction programme will result in | Structural
a considerable cost saving to the | Refurbishment
project (due to a reduction in the
number of aircraft requiring
structural refurbishment programs 2)
and an increased flexibility in aircraft
modification induction dates.
Requirements Modifying an ageing weapon system | AIR 5376 Phase
management such as the Hornet aircraft can | 3.2 - F/A-18
present emergent work such as | Hornet Upgrade
corrosion and cracking in the aircraft | Structural
structure which must be rectified | Refurbishment
while the aircraft is disassembled.
Adequate project contingency budget
and schedule must be programmed
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to accommodate such uncertainties.

Requirements Increased need for collaboration due | Land 17 Phase
management Resourcing | to diverse systems integration. As | 1A — Artillery
DMO projects become heavily | Replacement
integrated and dependent on one
another, such as interoperable battle
management systems, the technical
challenges to success become
frequent. Close collaboration with the
customer, supplier and related DMO
projects, early in the process, is
essential to understanding the
interoperability requirements and
developing suitable test plans and
schedules that achieve the outcomes
of the customer. Regular joint
working groups are an excellent way
to achieve this.

Requirements Close stakeholder engagement - | Land 17 Phase
management Resourcing | whilst delivering a novel and | 1A - Artillery
technically complex system to Army, | Replacement

the project experienced a constantly
changing environment in terms of
customer requirements. In order to
ensure the customer’s needs are met
through  timely and accurate
representation of requirements to
suppliers, continuous face to face
stakeholder engagement is essential.
Regular working groups with both
the customer and supplier are an
excellent way to achieve this.

T
(®]
o
Q

x
(2}

-+
O

2
(@]
—

o
—

2
@©

=

(]
(&)
c

Q2
<))

o

N

=

@©

o

Requirements Requirements and specifications | ggA 1390 Phase
management must be well defined and agreed | 7.1 _ Guided
before contract signature. Missile Frigate

Where detailed specifications cannot | Upgrade
be defined fully prior to contract
signature, such as when systems
definition and new design work must
be undertaken within a
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developmental project phase, then
the end capability requirements and
priorities must be well defined and
agreed.

Requirements
management

Close liaison and communication
with Navy stakeholders is required
throughout the project life. Navy
regulator engagement must be open
and transparent from the project
commencement to FOC so that the
Navy Acceptance Certificate (T1338)
residual  issues/risks are  well
understood and easily accepted.
Where capability delivered falls short
of Navy customer initial expectations
as agreed in the MAA, the process of
securing concessions/agreement is
needed to allow efficient and prompt
project  closure to
inefficient use of resources.

avoid/limit

SEA 1390 Phase
2.1 — Guided
Missile Frigate
Upgrade

Requirements
management

For Network Centric Warfare (NCW)
projects that have many interfaces
and stakeholders, it is essential to
have the requirements not only well
understood, but to have these very
well defined in the suite of Second
Pass project approval
documentation. This provided a solid
foundation to build an executable
contract, and helps guide stakeholder
projects who are seeking
interoperability with the BGC3.

LAND 75 Phase
3.4 — Battlefield
Command

Support System

Requirements
Management

Whilst  this  project preceded
improvements in the capability
definition documents (Operational
Concept Document, Function and
Performance Specification and Test
Concept Description), the intent of
these documents was included in
tender documentation and refined
during contract negotiation for
inclusion in the Acquisition Contract.

The Contractor’s internal

AIR 5402 - Air
to Air
Refuelling
Capability
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requirements management process
did not adequately support a robust
process for customer clarification of
the operational intent leading to
protracted development and rework.
There is a need to ensure that a robust
process exists to achieve a common
understanding of
requirements and operational intent,
and that it is agreed in the early stages
of the project life-cycle.

derived

Requirements Two stage contracting — Contract | SEA 1390 Phase
management Contract Development Agreements facilitate | 45 _ gp-1
management early positive engagement with the | pigsile
contractor, joint development of the Replacement
resultant fixed price contract and
establishes an  effective and
cooperative work environment
Requirements For significant and high technological | ggA 1390 Phase
management Contract upgrades to major systems the | 4 _gM-1
management acquirer (Commonwealth) acting as | pissile
the Procurement Coordinator Replacement
managing separate contracts directly
with OEMs allows for better risk
management, schedule control and
influence on the quality of the
contracted supplies.

Resourcing A reasonable presence of Australian | A[R5349 Phase
Super Hornet Project Staff in the US | 1 _ Bridging Air
is required to enable the | combat
Commonwealth adequate insight, Capability
influence and progress reporting of
the USN and Boeing activities.

Resourcing Personnel resourcing, especially | ATR5349 Phase

continuity in Business and Finance
staff, requires careful management in
project wind-down leading to FOC as
project reporting and
financial accounting

obligatory and at the same
magnitude. Australian Super Hornet
Project Office suffered when the
business and finance responsibilities

accurate
remains

1 - Bridging Air
Combat
Capability
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were reassigned from the Project
Office in Canberra to Tactical Fighter
Systems Program Office 12 months
before FOC without an associated
transfer of personnel. Furthermore,
the level of work to account for assets
and inventory procured by the
project and the finance resource that
would be required following FMR
was underestimated causing the

processing  of  Assets  Under
Construction to be  adversely
affected. This  was further

exacerbated by increased governance
required through the utilisation of
Quality Assurance Rollout Assist. To
overcome these deficiencies, finance
and logistics resources are being
shared within Tactical Fighter
Systems Program Office.

Resourcing The level of experience gained as a | A[R 5349 Phase
result of the Joint Standoff Weapon | o _ Bridging Air
C-1 operational test and evaluation | combat
program has provided the DMO with Capability
the ability to streamline raise train
sustain weapons test programs.

Resourcing Sufficient resident project staff is | ATR 5418 Phase
important to ensure US Government | 1 _ Follow On
and contractors understand our | giand Off
requirements and expectations. Weapon

Resourcing The DMO needs to work closely with | 1p 2008 Phase 4
Australian Small to Medium | _ Next
Enterprise (SME) companies to | Generation
ensure the SME resourcing effort and | gATCOM
engineering demands in executing Capability
Defence contracts is not
underestimated.

Resourcing The need for industry to pay greater | A[R 5077 Phase
attention to adequately resourcing | 3 _ Airborne
complex and highly developmental Early Warning
projects. and Control

Aircraft
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Resourcing The need to provide adequate | AIR 5077 Phase

Contract management resources with sufficient lead-time to | 3 _ Airborne
develop and execute the evaluation Early Warning
and negotiating phases for the in- | ;nd Control
service support component of a first | Aircraft
of type capability.

Resourcing Applying greater workforce, | ATR 5077 Phase

Governance management focus and governance | 3 _ Airborne
to the definition, planning and Early Warning
execution of the Integrated Logistics | ;nd Control
Support and sustainment | Aircraft
components of the project in keeping
with their significant share of total
system life-cycle costs.

Schedule management Closely monitor the return of | AIR 5376 Phase

repairable parts for the production | 3.2 - F/A-18
installation phase to ensure no delays | Hornet Upgrade
are experienced during the rebuild of | Structural
each aircraft being modified. The | Refurbishment
more severe action that could be
taken is to direct that repairable parts
are not removed during the aircraft
modification.
Close monitoring of modification kit
holdings and subsequent timely
procurement is required to ensure kit
deficiencies do not arise impacting on
production schedule.

Schedule management Underestimating the length of time | AIR 5077 Phase
required and effort involved in | 3 - Airborne
undertaking these phases when | Early Warning
applied to a complex, highly | and Control
developmental system. Aircraft

Schedule management International ~ Traffic in  Arms | Land 17 Phase

Resourcing

Governance

Regulations (ITAR) — as the number
of ITAR controlled items being
acquired by Defence increases, the
need for close engagement with the
Defence Export and Controls office
and a detailed data management plan
early in the project becomes essential.
The movement and transfer of ITAR

1A — Artillery
Replacement
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controlled items between countries
and parties is governed by Technical
Assistance Agreements and Third
Party Retransfers, these documents
are time consuming to develop with
the US government and must be
commenced early in the project.

Schedule Management The evaluation and scheduling of a | LAND 121
gap between Low Rate Initial | Ph3A -

Production and Full Rate Production | Overlander
is a critical driver for effective and | Vehicles

efficient Full Rate Production. This
schedule gap must provide suitable
time for; evaluation of the Low Rate
Initial  Production  deliverables,
planning to overcome any
production and performance quality
issues, and implementation of
improved production procedures.
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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 (ACATS):

e  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

e  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

e  ACATIII - 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

e  ACATIV -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.
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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.
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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

e technical difficulty - the complexities associated with technical
undertakings such as design and development, assembly, integration,
test and acceptance

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

e 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 1.

Figure 1 - Benchmark maturity scores

BENCHMARK MATURITY SCORES
CAPABILITY DEFINITION & ACQUISITION LIFECYCLE GATES

(70)

(63-69)

(56-62)

(49-59)

(42-48)

(35-41)

(28-34)

(127)

(14-20) 13
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The project maturity score comprises a matrix of seven attributes:

e  schedule

. cost

. requirement

e  technical understanding

e  technical difficulty

e  commercial

. 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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Project life cycle

Benchmar

financially closed, support arrangements have been
transitioned and all MAA requirements have been
demonstrated and transitioned.

1 k
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 15t Pass options that will be put to
Government are decided by Chief CDG
18t 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
process when 2" 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
contracts and transfer of remainingfund. |
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

" 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.

2 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 10C is

achieved.
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Appendix 5: Glossary

Acquisition See Appendix 1.

Categories

Additional Where amounts appropriated at Budget time are

Estimates required to change, the Parliament may make
adjustments to portfolios through the Additional
estimates process.

Australianised An adapted military-off-the-shelf product where

Military-off- modifications are made to meet particular ADF

the-shelf operational 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

manager raise, 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,

equipment aircraft, 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 This is a formal written proposal by the

change Commonwealth or the contractor, prepared in

proposal 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

governance controlled, and encompasses; authority,
accountability, stewardship, leadership, direction
and control.

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

contract the duration of the contract, except where the parties
agree to a contract amendment which alters that
contract price.

Foreign The US Department of Defense’s Foreign Military

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

Estimates (based 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.

Function and

A specification that expresses an operational

performance requirement in function and performance terms. This

specification document forms part of the capability
documentation.

Materiel An agreement between Defence and CASG which

Acquisition states in concise terms what services and products
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Agreement

will be delivered, for how much and when.

Memorandum
of
understanding
(MOU)

A memorandum of understanding is a document
setting out an agreement, usually between two
government agencies.

Minor Capital
Acquisition
Project

A Defence project in which the proposed equipment
falls within the definition of capital equipment but
does not meet the criteria in the definition of a major
project.

Off-the-shelf

A system or equipment that is available for purchase,
which 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.

Operational
concept
document

The primary reference for determining fitness-for-
purpose of the desired capability to be developed.
This document forms part of the Capability Definition
Document.

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.
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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 2017-18 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 2018. 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

I 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.
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| 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.

O . A il

Grant Hehir
Auditor-General

Canberra
12 December 2018
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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
(ANAO) and endorsed by the Joint Committee of Public Accounts and Audit
(JCPAA).

Project Status as at 30 June 2018

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 2018.

AIR 87 Phase 2 — ARH Tiger Helicopters

The Armed Reconnaissance Helicopter (ARH Tiger Helicopters) Project has
achieved Final Operational Capability (with Caveats) and is no longer reporting
in the MPR. In accordance with the 2017-18 MPR Guidelines, projects that have
been removed from the MPR but still have outstanding caveats are required to
report on the status of these caveats in the Statement by the Secretary of Defence
until their final status is accepted by the Capability Manager. The information
below addresses this requirement.

In April 2016, Chief of Army declared Final Operational Capability with nine
caveats. The 2016-17 MPR reported two of these caveats had closed. Of the
remaining caveats, five more were closed in February 2018 and the final two
were closed in September 2018. The table below provides further detail on the
caveats.

Description of Caveat Status
Electronic Warfare Self Protection Caveat was closed in July 2017, as
System. The system exhibited some reported in the 2016-17 MPR. The
deficiencies. deficiencies were rectified by industry
at the end of 2016 at no cost to the
Commonwealth.

Identification Friend or Foe System.
The system was experiencing technical
issues.

Caveat was closed in July 2017, as
reported in the 2016-17 MPR. These
issues have been rectified.
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Description of Caveat

Status

Availability and Rate of Effort. A
minimum of six from eight aircraft
available in each of Army’s 161 and 162
squadrons was envisaged. Tiger
availability has proven to be closer to
four from eight aircraft. A mature Rate of
Effort of 7147 hours per year was
initially expected. A mature Rate of
Effort of 5300 hours is now planned.
Tiger workforce issues also contributed
to the caveat.

Caveat was closed in September 2018.
In hindsight, the initial Rate of Effort
expectations were unrealistic for both
Industry and Defence. Sufficient
availability can be generated to meet
Defence’s directed level of capability,
along with Raise, Train, Sustain
requirements. While some challenges
remain, the system is being actively
managed through sustainment
mechanisms, and there is no advantage
in keeping the caveat open.

Communications and mission
planning. Limitations existed with the
voice and data communications systems
and the Ground Mission Equipment
mission planning suite.

Caveat was closed in September 2018.
Project LAND 9000 ARH Capability
Assurance Program will fund the
remediation of the radio issues. AIR
9000 Ph2/4/6 Multi-Role Helicopter
(Taipan) Project will provide the
funding source for the remediation of
the mission planning issue, as this will
be a common system to support both the
Tiger and Taipan platforms.

Missiles. AGM-114M Hellfire missiles
are no longer being manufactured.
Sufficient stocks were available in the
short term, until the replacement missile
entered service.

Caveat was closed in February 2018.
The issue is being actively managed
through existing sustainment tracking
and reporting mechanisms, and is
funded within the existing approved
sustainment budget. All integration
testing of the replacement missiles — the
AGM-114R - has been completed, with
authorisation for in-service use granted
in August 2018.

Ammunition. Limited stocks were
available at Final Operational Capability.

Caveat was closed in February 2018.
Additional stocks have been procured
and delivered. The issue is being
actively managed through existing
sustainment tracking and reporting
mechanisms.

Spare parts and consumables. This
caveat related to supply constraints on
breakdown spares and consumables.

Caveat was closed in February 2018.
The issue is being actively managed
through existing sustainment tracking
and reporting mechanisms, and is
funded within the approved sustainment
budget.
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Description of Caveat

Status

Class IX Fly Away Kits. This caveat
related to the spares kits designed to
support a troop-level deployment in a
field environment for 14 days.

Caveat was closed in February 2018.
The original spares to support the Fly
Away Kits required by Army have been
delivered. Additional kits may need to

be procured if more than one squadron
was to be deployed, and this will be
managed through existing sustainment
budget and reporting mechanisms.
Caveat was closed in February 2018.
Defence and industry continue to
closely manage Tiger engineering
priorities. The issue is now being
actively managed through existing
sustainment tracking and reporting
mechanisms.

Support. This caveat related to the
constrained Defence and industry
engineering capacity, which had the
potential to affect capability.

The Tiger aircraft has reached a level of maturity where it is now meeting and
maintaining directed levels of capability.

Significant Events Occurring Post 30 June 2018

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 2018:

AIR 6000 Phase 2A/2B - Joint Strike Fighter

In third quarter 2018 Government agreed to a Defence proposal to transfer
specific scope elements to other F-35A sub-program elements.

The failure of a fuel tube on a United States Marine Corps aircraft in September
2018 led to the first F-35 crash in more than ten years of flying. This resulted in
a temporary pause to Australian flight operations and the replacement of the
fuel tubes on the two Australian aircraft which utilise the same part.

SEA 4000 Phase 3 - Air Warfare Destroyer Build

The second Air Warfare Destroyer achieved Provisional Acceptance in July 2018
and was commissioned as HMAS Brisbane on 27 October 2018.

AIR 7000 Phase 2B — P-8A Poseidon

The P-8A Poseidon completed its Operational Test and Evaluation (OT&E)
during the Rim of the Pacific Exercise (RIMPAC 2018). As part of this Exercise,
the first deployment of weapons by an Australian P-8 Poseidon occurred. The
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Project will now complete the OT&E Report, expected to be finalised by the end
of 2018.

The Poseidon Training System was also delivered in the first half of 2018,
enabling the commencement of Australian-based training of operators and
maintainers from the 274 of July 2018.

AIR 5349 Phase 3 — EA-18G Growler Airborne Electronic Attack Capability

Initial Operational Capability was expected to be achieved in July 2018. Defence
has met the intent for Initial Operational Capability, however, minor
deficiencies in some supporting elements prevented the declaration in mid-2018.
These included elements of training, facilities and Information and
Communication Technology systems. Air Force is currently developing a case
for Initial Operational Capability declaration in the near term.

LAND 121 Phase 3B — Overlander Medium/Heavy

Contract Change Proposals were signed for the LAND 121 Phase 3B acquisition
contract with Rheinmetall MAN Military Vehicles Australia. These Contract
Change Proposals were for the provision of an additional 1,044 vehicles and 872
modules, and Haulmark Trailers Australia for 812 trailers on behalf of the
LAND 121 Phase 5B project, and signed on 04 September 2018 and 29 August
2018 respectively.

JP 2048 Phase 4A/4B - LHD Ships
Final Materiel Release has been delayed from December 2018 to October 2019.

LAND 121 Phase 4 - Protected Mobility Vehicle — Light

Two Protected Mobility Vehicle-Light (Hawkei) were successfully deployed to
Afghanistan and Iraq, with the eight month deployment concluding on 10
August 2018.

The Reliability Demonstration Test was completed on 19 November 2018, with
reliability issues outstanding. The Operator component of the Support System
Detailed Design Review was completed in August 2018.

Defence senior management is intensively managing the program to address the
outstanding reliability issues. Defence has requested that Thales provides a
formal plan to resolve the outstanding reliability issues to inform the decision
to commence the Production Reliability Acceptance Test. The achievement of
key project milestones is reliant on the resolution of these reliability issues.
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SEA 1654 Phase 3 — Replacement Replenishment Ships

The first Auxiliary Oiler Replenishment (AOR) Ship, Supply, was launched in
Ferrol Spain on 23 November 2018.

The keel laying for the second AOR Ship, Stalwart, was achieved on 24
November 2018.

JP 2072 Phase 2B - Battle Comm. Sys. (Land) 2B

Preliminary Design Review for the Release 2, which builds on Release 1 delivered
for Initial Operating Capability, was conducted and successfully exited in July
2018. Final Materiel Release and Final Operational Capability will be delayed due
to the Commonwealth not providing items of Government Furnished Materiel
required by the contractor for integration and testing. The Government Furnished
Materiel to be provided is the Enhanced Deployable Local Area Network
(eDLAN). The eDLAN program is negotiating potential contract changes.

SEA 1448 Phase 2A & 2B - ANZAC Anti-Ship Missile Defence

Final Materiel Release was achieved in November 2018, and Final Operational
Capability is scheduled for achievement in March 2019.

SEA 3036 Phase 1 - Pacific Patrol Boat Replacement

The contract for delivery of infrastructure upgrades in Papua New Guinea was
signed on 7 September 2018. The contract is for $5 million with PNG Contractor
Fletcher Morobe Constructions Limited

The first Pacific Patrol Boat (HMPNGS Rabaul) arrived in Australia on 21
October 2018 for environmentally responsible disposal. The crew is now
undergoing conversion training at Austal prior to receiving their new Guardian
Class Patrol Boat.

Harbour Acceptance Trials has been completed and the Acceptance Test Reports
are being approved by the Project. Chief of Navy declared Initial Materiel
Release and Initial Operating Capability with effect 30 November 2018, to
coincide with Acceptance and Handover of the first Guardian Class Patrol Boat
to Papua New Guinea on 30 November 2018.

JP 9000 Phase 7 - Helicopter Aircrew Training System

The ADF’s new Joint Helicopter School has graduated its first course of
Australian Navy and Army pilots, aviation warfare officers and
helicopter aircrew on 31 August 2018. The second Pilot, Aviation Warfare
Officer and Aircrew courses commenced in October 2018.
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JP 2072 Phase 2A — Battlespace Communications System

The Final Operational Capability is forecast for December 2018, and is on track
for achievement.

SEA 1442 Phase 4 - Maritime Communications Modernisation

The alignment of the SEA 1442 Phase 4 project to the Anzac Mid-life Capability
Assurance Program was reflected in an approved update of the Materiel
Acquisition Agreement in September 2018. Initial Operational Capability is
planned to occur by the first quarter 2020, and Final Operational Capability by
the first quarter 2025.

SEA 1439 Phase 4A - Collins Replacement Combat System and SEA 1429
Phase 2 — Replacement Heavyweight Torpedo

Final Materiel Release for the Collins Replacement Combat System and the
Heavyweight Torpedo was scheduled for 31 October 2018, however, this did not
occur. All technical work was complete in June 2018. This project is now in its
closure phase and Final Materiel Release and Final Operating Capability are
expected to occur by mid-2019 and the project to be closed by the end of 2019.

JP 2048 Phase 3 — LHD Landing Craft

The LHD Landing Craft sea trials involving carriage of the M1A1 Main Battle
Tank were scheduled for the second quarter 2018, however did not proceed due
to an ongoing technical assessment being undertaken by Defence.

The sea trials have been re-scheduled to occur during the second/third quarter
2019, during the annual amphibious exercise period where the necessary assets
can be made available. Final Operational Capability declaration will occur after
the sea trials later in 2019.

e W’"’““ﬂf

Greg Moriarty
Secretary
Department of Defence

11 December 2018
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Project Data Summary Sheet'?’

Project Number

AIR 6000 Phase 2A/2B

Project Name NEW AIR COMBAT
CAPABILITY
First Year Reported in the | 2010-11

MPR

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 $13,264.1
Approval

Total Approved Budget $15,504.0m
(Current)

2017-18 Budget $1,128.1m

Project Stage

Integration and Test

Complexity
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Section 1 - Project Summary

1.1 Project Description

The AIR 6000 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 72 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. Also
procuring the F-35A JSF through US Foreign Military Sales (FMS) agreements are Japan, Israel and the Republic of Korea.

1.2 Current Status

Cost Performance

In-year

30 June 2018 - Year end variance of $58.2m less than planned was as a result of various factors. Aircraft payment delays
(due to later than expected invoicing from Prime Contractors, not delivery delay) and foreign exchange loss. Non-Aircraft
contract variations including: replan, invoicing timing and value variations and slippage in contracts for Reprogramming
Laboratory, Autonomic Logistics Information System, Support and Test Equipment, Maintenance Facilities, Training
Equipment, Initial US Training and Information and Communication Technology (ICT) integration replan. Higher than
planned expenditure was achieved against Weapons Foreign Military Sales due to increased disbursements and a higher
than expected payment in June 2018.

Project Financial Assurance Statement
In consideration of risks disclosed at Section 5.1, as at 30 June 2018, Project AIR 6000 Phase 2A/2B has reviewed the approved

scope and budget for those elements required to be delivered by the project. Defence considers, there is sufficient budget, including
contingency, remaining for the project to deliver the agreed scope. The project will address cost risks in the annual update to
Government in October 2018.

Part 3. Project Data Summary Sheets

Contingency Statement

The project has not applied contingency in the financial year.

Schedule Performance

Australia’s first two aircraft, from production Lot 6, were delivered in 2014, as part of Materiel Release 1 (MR1) commencement
of Pilot training in the US. In the first six months of 2018, four Lot 10 aircraft were delivered.

Facilities construction at RAAF Base Williamtown is on schedule despite some minor delays. The land acquisition process
has delayed the ability for the full length of the runway extension to be operational. Deferred works at Williamtown and
Forward Operating Bases are in the design phase. Initial Operating Capability (IOC) remains on track as planned for 2020.

121 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 ANAO’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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Mission Systems Block 2B
software Fleet Release was achieved in July 15 (for US Marine Corps I0OC Declaration).
Mission Systems Block 3i software development and test was completed in May 16, with the Joint Program Office (JPO)
declaring the final increment of the Block 3i software suitable for ) IOC requirements, after some
stability issues experienced in the test phase had been resolved. The first two Australian aircraft delivered in November 14 received
the initial increment of the Block 3i software (released in September 14) which was suitable for early pilot training. The two Australian
aircraft received the latest (final) Block 3i software in September 16.
Mission Systems Block 3F software, the final software release under the System Development and Demonstration (SDD) phase of
the program, delivered the increment of warfighting capability and is the requirement for Australian IOC, which is planned by
December 20. Block 3F development is complete.
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The Australian F-35 sustainment solution is still maturing. 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 16 the US Government assigned the regional maintenance and repair of to four Australian
companies. Sovereign sustainment requirements have been defined and JSF Division is working closely with the JPO and industry
on the planning and execution of these requirements.

The F-35 Partner Reprogramming Lab contract signature was awarded on 9 April 15, with risk to Mission Data File delivery in time
for 10C being monitored.

The first Australian F-35A pilots have completed training additional Australian
pilots The first cadre of
aircraft maintainers

First aircraft arrival in Australia is on schedule, with two aircraft to be ferried to Australia in December 18 to support
start of Australian (V&V) in early 2019. Aircraft 7-72 are scheduled to be delivered
progressively between 2018 and Final Operating Capability (FOC) in December 23.

Materiel Capability Delivery Performance

The capability of the F-35A JSF Air System is now reaching a level of maturity where the project is confident it will be able to meet
the agreed threshold level of capability required for IOC in 2020. Risks to achieving IOC remain and are being managed closely.
These risks are centred around the enabling systems and capabilities including: sustainment establishment, facilities, information
systems, reprogramming, and training systems. V&V

Note

Some 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 SDD phase of the JSF Program

as Partner . 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 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 Dec 06 to allow entry into the next stage of the JSF Program.

e AIR 6000 Phase 2A/2B Stage 1 Approval in November 2009 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 Apr 14 to acquire an additional 58 CTOL F-35A JSF aircraft

sjeayg Alewwng ejeq 109lold "¢ Ued

and enabling elements. The combined acquisition of 72 aircraft will FOC in 2023 comprising of three operational
squadrons of fifth generation F-35A JSF to replace the F/A-18A/B Hornet aircraft.
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 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 JPO’s 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 will require 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 Phase 2A/2B will initially be acquired under separate annual contracts until 2019
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deliveries (LRIP 11). Subsequent procurements, subject to Government agreement, will leverage off a Block Buy initiative
available to nations spanning production Lots 12 to 14, and a Multi-Year Procurement strategy for subsequent production
lots. For Lots 12 to 14, Australia’s commitment to the single lots will continue on an annual basis
e 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.

Major Risks and Issues
The JSF is a large and complex program and many challenges remain. As a MoU Partner Australia does have a role overcoming

technical challenges, are primarily a US responsibility
The major risks facing the Project are:
e Shortfalls in integrating the F-35A capability into Australian Defence Force systems result in

interoperability.

e Late establishment and insufficient functionality of the required Information, Communications and Technology (ICT)
infrastructure, systems and connectivity, could impact stand
up of the F-35A capability.

e Delays in releasability of F-35 technology and information, driven by US policy, may impact the timely, efficient and effective
integration of the F-35A Air System into the Australian Defence Force.

e F-35A capability states be affected by requirements being deferred or cancelled, hardware or software deficiencies, or
modifications and retrofits not being completed on schedule.

e Sustainment Performance, Cost & Schedule may be affected by the ongoing evolution of the Global Support Solution (GSS).

e Timeliness and scope of F-35 reprogramming enterprise impact capability delivery.

e Procurement may be affected by acquisition funding issues due to cost increases and budget programming difficulties leading
to an impact on IOC and FOC scope and schedule.

e Australian Industry participation in the global F-35 program fail to yield expected economic benefits.

o The RAAF capability declarations be affected by an Australian F-35A Training System not established in time, and without
the required capability to support RAAF training of personnel.

Other Current Sub-Projects

AIR JSF SDD - Participation in the JSF System Development and Demonstration (SDD) Program: The contribution to the
SDD Program is in two parts, a cash component of SDD funding of US$144m, and a non-financial component of US$6m with the
Defence Science and Technology Group (DSTG) conducting a Pacific Rim Command, Control, Communication, Computing,
Intelligence, Surveillance, and Reconnaissance study. All AIR JSF SDD financial milestones have been completed. Completion of
the US SDD Phase is expected by mid-2018, although administrative close-out of SDD contracts will occur much later.

Note

Major risks and issues are excluded from the scope of the review.
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Section 2 - Financial Performance

2.1 Project Budget (out-turned) and Expenditure History
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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

Jul 10 Price Indexation 351.0

Jun 18 Exchange Variation

Jun 18 Total Budget

Project Expenditure

Prior to Jul 17 Contract Expenditure — US Government — LRIP 10 5
Production
Contract Expenditure — US Government — LRIP 6 5
Production
Contract Expenditure — US Government — PSFD MoU 5

(FY14/15 — 22/23)

Contract Expenditure — US Government PSFD MoU (181.0) 5
(FY 09/10 — 13/14)

Contract Expenditure - US Government — 5
Reprogramming Laboratory Phase 1

sjeayg Alewwng ejeq 109lold "¢ Ued

5
Contract Expenditure — US Government — LRIP 6 5
Propulsion
Contract Expenditure — US Government — LRIP 8 — 5
Production and Non-Annualised Sustainment
Contract Expenditure — US Government — LRIP 11 — 5
Production
Contract Expenditure — US Government — FMS Case 5
AT-D-YAF (Weapons)
5
5
Other Contract Payments / Internal Expenses
Contract Expenditure — US Government — LRIP 10 5
FY to Jun 18 Production
Contract Expenditure — US Government — LRIP 11 — 5
Production
Contract Expenditure — LRIP 10 Propulsion 5
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Contract Expenditure — US Government — LRIP 8 — 5
Production and Non-Annualised Sustainment

Contract Expenditure - US Government — 5
Reprogramming Laboratory Phase 1

Contract Expenditure — US Government — FMS Cases 5
AT-D-YAF, AT-P-AMN (Weapons)

-FY 17 Air 5
Vehicle Initial Spare
5
5
Contract Expenditure — US Government — LRIP 6 5

Production
Other Contract Payments / Internal Expenses

Jun 18 Total Expenditure
Jun 18 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 (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.

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 a further $280.8m having been applied to the remaining life of the project.

The scope of this contract is explained further in Section 2.3 — Details of Project Major Contracts.

Other expenditure for the period prior to July is associated with

Other expenditure for the period July 17 to is associated with
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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:

(.
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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

;DU Total Variance
3 % Variance
w
;U 2.3 Details of Project Major Contracts
) Signature Price at Form of
| Sy . .
[0} Contractor %ate Signature 30 Jun 18 Type (Price Basis) Contract Notes
Q Sm Sm
US Government PSFD .
QD) MoU (FY 09/10 — 13/14) Dec 06 167.1 181.0 Various MoU 1,12,13
— US Government PSFD .
Q) MoU (FY 14/15 — 22/23) Dec 06 253.1 Various MoU 2,12,13
w US Government (LRIP 6 ) ) ) USG
c Production) May 11 22.0 Fixed Price Incentive Contract 3,12,13
3 US Government . . . USG
3 (LRIP 6 Propulsion) Aug 11 5.8 50.9 Fixed Price Incentive Contract 4,12, 13
Q US Government . . . USG
'~2 (LRIP 10 Production) Dec 14 79.2 Fixed Price Incentive Contract 5,12,13
US Government (LRIP . . . USG
g 10 Propulsion) Mar 15 13.4 Fixed Price Incentive Contract 6,12, 13
[0) us Government USG
D (Reprogramming Mar 15 119.0 Fixed Price Incentive Contract 7,12,13
a“ Laboratory Phase 1)
US Government (LRIP 8
Production and  Non- |, 45 99.9 Fixed Price Incentive UsG 8,12, 13
Annualised Contract
Sustainment)
US Government (LRIP . ) ) USG
11 Production) Dec 15 88.2 Fixed Price Incentive Contract 9,12,13
ﬁ,}fwemme”t ATD- 1 Jun1e 111.9 Reimbursement FMS 12,13
Xﬁ@wemmem ATP- | Jui1e 132.3 Reimbursement FMS 12,13
US Government ( Feb 17 236.3 Fixed Price Incentive use 10, 12,
) Contract 13
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US Government (FY17 UsG 1 12
Air Vehicle Spares & Mar 17 114.4 Fixed Price Incentive a
ACURL Spares)

Contract 13

Notes

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
to 2012 per US Government update. Covers period from 2009-10 to 2013—14 as approved by Government in November
09 and is now complete. The PSFD MoU ‘contract’ is a ‘variable’ priced ‘contract’ in that it is updated annually to reflect
both estimated shared costs and escalation.

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
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
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.

LRIP 6 Production contract for Australia’s first two F-35A aircraft including initial Long Lead items, support equipment
and other hardware and services. 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’.

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’.

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’.

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’.

Contract for Phase 1 Reprogramming Laboratory hardware and software tools.

LRIP 8 Production and Non Annualised Sustainment contract for the provision of training devices, support equipment,
non-aircraft spares

LRIP 11 Production contract for Australia’s next tranche of eight F-35A aircraft. Long Lead
items is progressively modified, forming the basis of the Air System contract for the complete system — per Section
1.3 ‘Uniqueness’.

Long Lead items Economic Order Quantity (EOQ) parts procurement for
the planned Block Buy of aircraft spanning Lots 12 14.

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.

Contract value as at 30 June 18 is based on actual expenditure to 30 June 2018 and remaining commitment at current
exchange rates. This includes adjustments for indexation (where applicable).

The scope of these contracts is explained further below.

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.
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Contractor

Quantities as at

Signature

30 Jun 18

Scope

Notes

US Government (PSFD MoU)

N/A

N/A

Australia’s contribution to shared costs
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)

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)

Provision of engines for installation on
Australia’s first two F-35A aircraft plus
one spare engine.

US Government (LRIP 10 Production)

Procurement of Advanced Acquisition
items associated with the next eight F-
35A aircraft procurement.

US Government (LRIP 10 Propulsion)

Procurement of Advanced Acquisition
items associated with
propulsion systems for the next eight F-
35A aircraft procurement.

us Government
Laboratory Phase 1)

(Reprogramming

N/A

N/A

Reprogramming Laboratory Hardware
and Software tools.

US Government (LRIP 8 Production and
Non-Annualised Sustainment)

N/A

N/A

Training devices, support equipment
and non-aircraft spares.

US Government (LRIP 11 Production)

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.

Procurement of long lead supply items
and economic order
quantity items
to Full Funding contract award
in 2018 for procurement of 15 F-35A
aircraft under Lot 12

FY17 Air Vehicle Initial
Spares & ACURL Spares

N/A

N/A

F-35 global spares pool, Deployable
Spares Pack and spares for the
Reprogramming Lab.

Major equipment received and quantities to 30 June 18

F-35A aircraft delivered to support commencement of training in the USA.

Notes

1 No equipment delivered as part of this contract.
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Section 3 — Schedule Performance

3.1 Design Review Progress
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q f q Original Current Achieved Variance
Review Major System/Platform Variant Planned | Planned /- ea—— (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 Design refinements following PDR failed to achieve the weight savings initially expected and considerable additional design
effort was required. The original planned CTOL Critical Design Review (CDR), planned for April 04, was re-scheduled to
February 06 after the redesign effort was completed, which included the ‘roll up’ of many lower-tiered reviews.

3.2 Contractor Test and Evaluation Progress

Test and " " Original Current Achieved/F | Variance
Evaluation W Elfor ShystiammlFiifon Vel 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 17 3
Baseline) — for F-35A (full envelope with
weapons)
Acceptance Accept and deliver two (LRIP 6) aircraft to Mar 14 Nov 14 Nov 14 8 6
US Pilot Training Centre
Accept and deliver aircraft 3-14 Dec 16 Jun 19 19 7
Accept and deliver aircraft 15-72 Dec 23 Sep 23 Aug 23 4) 8
Notes
1 Block 2B supported the United States Marine Corps IOC declaration which occurred on 31 July 15.
2 Block 3i Initial Release software provides initial pilot training capability for the LRIP 6 aircraft configuration. The six month

variance was due to delays in earlier software deliveries and compounded by integration into the updated computer
architecture delivered in LRIP 6 aircraft.

6 The March 14 original delivery date was based on Australian IOC in . 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.

Part 3. Project Data Summary Sheets

7 The remaining 12 Stage 1 aircraft were originally scheduled for delivery by December 16 leading to Australian I0C in 2018.
In March 10, the JSF Program experienced a Nunn-McCurdy breach of the critical cost growth statutory threshold. Based on
subsequent delays to SDD completion and the US aircraft buy profile, the Australian Government initiated a two year deferral

in production and I0C, with Aircraft (14) to be accepted 19 achieve a revised Australian
10C by December 20.
8 Variance is due to the expected completion of Aircraft 72 production in July 23, resulting in Aircraft 72 early acceptance and

ferry to Australia in August 23.

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

Initial Operational Capability (IOC) Dec 20 Dec 20 0

Final Materiel Release (FMR) Oct - Dec 23 23 (3)

Final Operational Capability (FOC) Dec 23 Oct 23 (2)

Notes
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2 FOC date currently forecast for 2 months early. Extra month is administrative time allowance for Air Force to declare
FOC post FMR.

Schedule Status at 30 June 2018
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Note

Forecast dates in Section 3 are excluded from the scope of the review.

Section 4 — Materiel Capability Delivery Performance

4.1 Measures of Materiel Capability Delivery Performance
Pie Chart: Percentage Breakdown of Materiel Delivery Capability Performance

Green:

The Project expects to meet the majority of capability
requirements as expressed in the Materiel Acquisition
Agreement and supporting suite of Capability Definition
Documentation, with delivery in accordance with
requirements of the relevant Technical Regulatory
Authorities.

Amber:

The Department is considering options to deliver the
Maritime Strike Capability in a more holistic manner.
This may mean the original Maritime Strike scope
may be delivered under a different project.

Red:

Note
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This Pie Chart represents Defence’s expected capability delivery. Capability assessments and forecast dates are excluded from the
scope of the review.

4.2 Constitution of Initial Materiel Rel and Final Materiel Rel
ltem Explanation Achievement
Initial Materiel Release (IMR) Delivery of 33 aircraft to RAAF Base Williamtown | Not yet achieved

between 2018 and 2020 to support Australian V&V and
stand-up of No.3 Squadron (SQN) and No.2
Operational Conversion Unit; this includes the aircraft
temporarily located at Luke Air Force Base in Arizona
for initial pilot training in the US.

3SQN facilities fully fitted, accredited, staffed and
ready to support flying operations.

Materiel delivery, V&V, training, support and transition
activities required for IOC completed.

IMR is expected to be achieved October to December
2020.
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Final Materiel Release (FMR) Delivery of final 39 aircraft between 2021 and 2023, | Not yet achieved
resulting in all 72 F-35A aircraft in Australia.

Block 4 software and hardware delivered to provide
FOC capability.

Delivery and acceptance, commissioning or
contracting in Australia of the aircraft, spares, support
systems, and personnel, training, weapons,
equipment, contracts and facilities necessary for
ongoing operations of three Operational Squadrons
and one training Squadron at FOC.

Materiel delivery, V&V, training, support and transition
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activities required for FOC completion.
FMR is expected to be achieved September 2023.

Section 5 — Major Risks and Issues

5.1 Major Project Risks

Identified Risks (risk identified by standard project risk management processes)

Description

Remedial Action

There is a chance that the sustainable and airworthy system
will be affected by elements of Fundamental Input to
Capability (FIC) not in place, leading to an impact on the
integration of F-35A enterprise systems and existing
Australian Defence Force (ADF) systems.

JSF Division is to lead the proactive coordination between
all organisations responsible for certifying, operating with,
integrating and sustaining the F-35A Air System to exploit
the full 5th generation capabilities across the ADF FIC.

There is a chance that because ALIS is so fundamental to F-
35A capability it is by nature a critical vulnerability that will
require ongoing development and cyber protection.

Ongoing engagement is required between JSF Information
Systems staff, the JPO and key stakeholders to ensure ICT
systems development and integration are synchronised with the
broader JSF program, including facilities. This engagement
needs to include design influence and sharing of system data to
support the protection of Australian networks and to meet the
National systems and accreditation requirements.

There is a chance that F-35A capabilities originally
anticipated to be available will be late to Australian need
resulting in a delay to, or redefinition of, capability
milestones and that elements of FIC will not be in place to
create a battleworthy system due to a failure to integrate F-
35A enterprise systems and existing ADF systems.

Joint Strike Fighter Division; in consultation with the
Capability Manager is to lead ADF stakeholders
engagement to identify the minimum essential F-35A
capabilities and their need date, ensuring their
incorporation into the JPO led Continuous Capability
Development and Delivery (C2D2) development roadmap.
Capability gaps resulting from late delivery of essential F-
35A capabilities, thereby impacting battleworthiness, are to
be addressed through coordinated efforts across extant
ADF capabilities and systems. The Department is
considering options to deliver the Maritime Strike
Capability in a more holistic manner. This may mean the
original Maritime Strike scope, may be delivered under a
different project.

There is a chance that the Global Support Solution (GSS)
does not meet Australia's sustainment needs, leading to
degraded aircraft availability and capability.

The US has released strategies for Australia's involvement in
aircraft and engine depots; these are being planned and
executed. Continued close engagement is required with the JPO
to understand the developing GSS). Australia has defined an
Australian F-35 sustainment solution and focus is now on
implementing this and adjusting as GSS evolves. The design of
the Australian F-35 sustainment solution needs to be
flexible and reflective of a progressive capability build up
strategy.

There is a chance that the F-35 reprogramming enterprise
will be affected by the timeliness and scope leading to an
impact on capability delivery.

Improve understanding of technical and programmatic
issues via Australian participation in initial development of the
joint Reprogramming Laboratory solution with the UK. Australia
is co-chair of a steering group to manage reprogramming
development; mitigation plans are being developed with steering
group oversight. This participation has improved our
understanding of technical and programmatic issues.
While ACURL Phase 1 is an interim and limited capability,
ACURL Phase 2 requirements are being developed to meet full
capability needs at FOC, including the need to support multiple
aircraft configurations (ie with Follow On Modernisation (FOM)
in mind).
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There is a chance that the establishment support and
operation of the capability will be affected by unaffordability
or budget programming leading to an impact on capability,
scope and schedule.

Conduct on-going engagement of the JPO and major project
suppliers to have them provide better cost data to allow the F-
35 project to meet budgeting and programming expectations. To
identify cost pressures and engage with the Capability Manager
(CM) to prioritise requirements to deliver project capability within
the approved project budget. Where necessary, develop options
for CM consideration to achieve project affordability by aligning
project expenditure with the Defence integrated investment
program capacity in any specific year.

There is a chance that Australian Industry participation in the
global F-35 Program will fail to yield expected economic benefits.

Coordinated activity with Defence Industry Division including
close working relationship with the Centre for Defence Industry
Capability, utilisation of the NACC grant program that provides
financial support for industry capacity and capability growth, and
JSF Division advocacy on behalf of Australian Industry (with
JPO, US Prime Contractors and Original Equipment
Manufacturers).

There is a chance that the F-35A capability realisation will be
affected by the inability to establish and maintain the required
workforce with appropriate competencies, security
clearances and Australian industry participation leading to
an impact on acceptable cost, schedule and capacity.

Provision of supplemental resources to develop and fully
support JSF project management activities.

Consideration of workforce needs in the development and
delivery of the Sovereign Sustainment Requirements.
Maintain an effective integrated Workforce Plan that considers
the evolving F-35A workforce requirements, and engage
regularly with military and APS workforce planning organisations
to ensure the Workforce Plan priorities are enacted.

There is a chance that enterprise delivered aircrew training
devices are inadequate for the full range of individual aircrew
training in the medium term, and that the long term the
enterprise delivered devices will never meet the need of
integrated training for a technically evolving, networked Air
Force.

The JSF Training System is still being developed. Work
continues with stakeholders to understand the Training
System to ensure expectations are clearly understood.
Additional people resources have been engaged to deliver
the Australian Training System and associated support
contracts. Defence representation at critical and essential JPO
meetings, including Periodic Technical Interchange Meetings
with Lockheed Martin and JPO.

There is a chance that delays in releasability of F-35
technology and information, driven by US policy, may impact
the timely, efficient and effective integration of the F-35A Air
System into the Australian Defence Force.

Ongoing engagement with the US Government and
industry, the Joint Program Office and JSF Stakeholders
including at Ministerial level where necessary, to identify
and obtain the necessary F-35 technology and information
needed to enable effective integration of the F-35A Air
System into the Australian Defence Force.

Emergent Risks (risk not previously identified but has emerged during 2017-2018)

Description

Remedial Action

N/A

N/A

5.2 Major Project Issues

Description

Remedial Action

The Maintenance Weapon Loading Small Group Try Outs
(MX SGTO) have been delayed as a result of schedule slip of
the Weapons Load Trainer (WLT) installation.

Pursuance of contractor contractual installation date.
Joint Program Office will determine way forward in
consultation with Australia and resolve accordingly.

The design of the F-35A ejection system has been identified
as having a greater risk exposure compared to legacy
ejection systems.

The risk reduction modification for incorporation has now
been released and modifications are occurring throughout
the fleet. Full fleet modification is expected towards the
end of 2018.

The proposed Continuous Capability Development &
Delivery (C2D2) framework increases Australia's
contribution to total development costs, including
infrastructure costs). Revised embodiment (forward fit /
retrofit) cost estimates have not been disclosed as yet. This
has produced an additional cost pressure on the AIR 6000
Ph2A/2B budget.

The Follow On Modernisation Sub-Project monitors cost
estimate information out of the JPO to stay abreast of any
potential cost increases, identifying any cost pressures
and keeping Air Force abreast of the impact so they can
make an informed decision of the way forward if required.

Verification & Validation events and Initial Operating
Capability have been affected by the delay to software
upgrades to the Full Mission Simulator.

Extensive engagement with the JPO, Lockheed Martin and
their stakeholders is being conducted, combined with
consistent communication with Air Force to manage
expectations, obtain guidance and assess impacts.

The timeframe for the Follow On Modernisation upgrades
have not delivered an F-35A capability that satisfies Air
Force’s FOC requirements/timeframe.

Joint Strike Fighter Division is working with Air Force to
determine a variety of alternative options to deliver the
required FOC capabilities.

The delivery schedule for the BLOS communications
capability does not satisfy Air Force’s FOC

requirements/timeframe.

Joint Strike Fighter Division is working with Air Force to
determine an alternative option to deliver the required FOC
capability.
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Note
Major risks and issues in Section 5 are excluded from the scope of the review.

Section 6 — Project Maturity

6.1 Project Maturity Score and Benchmark

Attributes
2
2 2 — L
Maturity Score ° 2 = g = 3 2
E o oG o= z 2%
= c = c 3 © _
2l og | 3 | g2 | g€ | E | &5 | 3
@ S o 25 L8 o o® 2
Project Stage Benchmark
Project Status 7
Explanation e Schedule: Recent Project Management Baseline initiatives have provided improved

Milestone Definitions (primary and secondary milestones) and a more robust Integrated
Master Schedule, where critical paths can be better analysed and managed. The project
now has a reliable suite of tools that provide improved confidence in schedule forecasts
that aids in better decision making.

e Technical : The JSF Air System is an extremely complex weapon
system that will drive significant change in how Australia supports and conducts air
combat operations.

The risks and issues
experienced to date are not unexpected in a development program of this complexity.

e Operations and Support: The Global Support Solution is still being developed, with
significant oversight from the JSF Executive Steering Board. Australia is progressively
developing its own sovereign plans for operating and supporting the F-35A capability.
This includes ongoing cost modelling to better understand operating and support costs
as the capability matures.
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2016-17 MPR Status - - - - ‘ 2017-18 MPR Status - - - -

Section 7 — Lessons Learned

7.1 Key Lessons Learned

Project Lesson Categories of
Systemic Lessons

JSF is a complex program that requires a robust Program Management framework to be established early | Governance
in the life of the program lifecycle.

JSF is a collaborative program that requires active engagement to ensure national requirements are met. Requirements
Management

JSF Production, Sustainment and Follow-on Development Memorandum of Understanding is run by the | Governance
Joint Program Office and it is difficult to predict cost, schedule and associated budgeting impact on ADF
processes and procurement.

Integration of JSF into ADF systems of systems has been underestimated. Requirements
Management

The collaborative environment of the JSF program introduces additional stakeholder complexity due to the | Governance
engagement of the nine partner nations.

Section 8 — Project Line Management

8.1 Project Line Management in 2017-2018

sjeayg Alewwng eje(q 109loid ‘¢ ped

Position Name

Division Head AVM Leigh Gordon
Branch Head AIRCDRE Terry Saunder
Project Director GPCAPT Guy Adams
Project Director Mr Stephen McDonald
Project Director GPCAPT Neil Pearson
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Project Data Summary Sheet'?

Project Number

SEA 4000 Phase 3

Project Name

AIR WARFARE DESTROYER

First Year Reported in
the MPR

2008-09

Capability Type New
Acquisition Type Australianised MOTS
Capability Manager Chief of Navy
Government 1st Pass May 05
Approval

Government 2nd Pass Jun 07
Approval

Budget at 2" Pass $7,207.4m
Approval

Total Approved Budget $9,089.3m
(Current)

2017-18 Budget $522.8m

Project Stage Initial Materiel Release
Complexity ACAT |

Section 1 - Project Summary

1.1 Project Description

This project will acquire three Hobart Class Air Warfare Destroyers (AWD) and their support system for the Australian Defence
Force (ADF). The capability provided by the AWDs will form a critical element of the ADF’s joint air warfare defence capability and
will contribute to a number of other joint warfare outcomes.

1.2 Current Status

This project was removed from the Projects of Concern list on 1 February 2018.
Cost Performance

In-year

The AWD Program was underspent by $56.5m against the approved budget in FY 2017-18. The main variation of $35.4m
is reduced Foreign Military Sales (FMS) disbursements against the AEGIS case. Overall costs associated with the Alliance
Based Target Incentive Agreement (ABTIA) were above budget by $18m predominantly due to the deferral of scheduled
repayment of the ABTIA advance accounts equalling $22.5m and remaining variance of $4.5m due to Raytheon savings in
the management of the support functions.

The Platform Systems Design Contract (PSD) budget was underspent by $13.2m due to the achievement of milestones
being delayed to the latter half of 2018.

The Program Management Office (PMO) budget was underspent by $25.9m of which $12.9m was attributed to various
contract and procurement delays (insurance premiums, support for DDG SPO, warehousing, outfit allowance and
spares)and a number of risks with funds allocated that did not materialise, totalling $13m.

Project Financial Assurance Statement

Notwithstanding the issues disclosed at Section 5.2, as at 30 June 2018, SEA 4000 Phase 3 has reviewed the approved scope and
budget for those elements required to be delivered by the program. Having reviewed the current financial and contractual obligations
of the program, current known risks and estimated future expenditure, Defence considers, as at the reporting date, and following
the completion of the AWD Reform strategy in December 2015, which included a Real Cost Increase of $1.2 billion to the AWD
budget, being approved in July 2015 and provided in September 2015, there is sufficient budget remaining for the Project to
complete against the agreed scope.

Contingency Statement
The project has not applied contingency in the financial year.

Schedule Performance

On 6 September 2012, following a stakeholder review of resource considerations and support for a schedule extension, the then
Minister for Defence announced that the AWD schedule had been re-baselined. The revised AWD delivery dates were:

e HMAS Hobart (Ship 1) — March 2016;
e  HMAS Brisbane (Ship 2) — September 2017; and

122 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 ANAO’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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e  HMAS Sydney (Ship 3) — March 2019.
These delivery dates represented delays of 15, 18 and 21 months respectively against the dates contracted in October 2007.

Following further concerns with AWD delivery, the delivery schedule has been further re-baselined as part of the AWD Reform.
The post-Reform contracted delivery dates are:

. HMAS Hobart (Ship 1) — June 2017;

. HMAS Brisbane (Ship 2) — July 2018; and

. HMAS Sydney (Ship 3) — December 2019.

These new delivery dates represent delays of 30, 28 and 30 months respectively against the dates contracted in October 2007.
Since July the following major events have occurred:

>
=
O
%
2.
©
(2]

Materiel Capability Delivery Performance

All significant government specified capability, is currently planned to be
achieved and in some warfare areas, the capability will be exceeded. Procurement of the R-EA sub-system has been deferred as
currently available technology does not represent a cost-capability benefit. The R-EA budget has been preserved to support a more
capable system being installed in the AWD . Decisions made by the program in conjunction with the Capability
Manager will

Note

Forecast dates and capability assessments are excluded from the scope of the review.

1.3 Project Context

Background

In May 2005 the Government granted first pass approval to the Program, allowing commencement of Phase 2, the Design phase.

Phase 2 oversaw the development of two platform designs:

e The ‘Existing’ design based upon a modified version of the Navantia designed and built F-100 warship as the Australianised
military off-the-shelf option; and

e The ‘Evolved’ design produced by Gibbs & Cox developed from an in-house design utilising design features of the US Navy
class of Aegis Guided Missile Destroyers.

In May 2005, the Government selected ASC AWD Shipbuilder Pty Ltd as the shipbuilder for the AWD Program and determined that
the ships should be built in Adelaide. Raytheon Australia Pty Ltd was chosen as the Combat System Systems Engineer.

In October 2005, Defence sought and received Government approval to acquire three Aegis Weapon Systems to provide the core
air warfare capability of the AWD. The Commonwealth subsequently entered into a United States (US) Foreign Military Sales (FMS)
agreement for the acquisition of the Aegis weapons system and associated engineering services and integrated logistic support.
In June 2007, at Second Pass, the Government granted approval to commence construction of the Hobart Class AWD utilising the
existing design. This decision initiated the current phase of Project SEA 4000 Phase 3, the construction phase.

Phase 3 includes detailed design, procurement, ship construction, and set to work of the Aegis Combat System and the F-100
based Platform Systems. This culminates in the delivery of three Hobart Class AWDs together with the ships support systems
including initial spares and ammunition outfits, and initial crew training.

Phase 3 concludes with the delivery to the Royal Australian Navy (RAN) of the third AWD, HMAS Sydney.

At Second Pass, the Government approved Defence’s proposal to close SEA 4000 Program Phase 2, Design, and Phase 3.1,
Aegis acquisition activities, and combine the remaining Phase 2 and Phase 3.1 scope and funding with SEA 4000 Program Phase

sjeayg Alewwng ejeq 109lold "¢ Ued

The Government announced the implementation of an AWD Reform Strategy on 4 June 2014 following an Independent Review of
the AWD Program and heightened concern regarding program schedule and forecast cost increases. These concerns resulted in
the Program being designated a Project of Concern in June 2014.

As part of the Reform strategy, the Commonwealth entered into agreements with both BAE Systems and Navantia to participate in
the Reform Interim Phase from December 2014 until 31 July 2015.

On 22 May 2015, the Minister for Finance and the then Minister for Defence jointly released a media statement suggesting that the
project will require an additional $1.2 billion. This funding was approved in July 2015 at the expense of other Defence acquisitions.
A limited tender process was initiated on 29 May 2015 seeking proposals to either insert a managing contractor into ASC AWD
Shipbuilder Pty Ltd for the remainder of the AWD build, or to further enhance ASC capability through a partnering agreement.
After completion of the Reform Interim Phase the Departments of Finance and Defence conducted a Limited Tender for Shipbuilding
Management Services (SMS) and jointly agreed that Navantia was the preferred company to provide an experienced shipbuilding
management team for insertion into ASC AWD Shipbuilder Pty Ltd.

The Departments of Finance and Defence have worked together to implement Long-Term Arrangements (LTAs) (in the form of
Shipbuilding Management Services) aimed at ensuring the successful completion of the AWD Program with greater efficiency and
effectiveness and consistent with international productivity levels.

The SMS contract was signed on 5 December 2015 and is a subcontract under ASC AWD Shipbuilder Pty Ltd.

Concurrently with the AWD build program, the AWD Transition Support Period (TSP) arrangements strategy is underway. Contract
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signature was achieved in December 2016 and the TSP Managing Contractor is working onsite with the Commonwealth
sustainment office.

Ship 1 was Provisionally Accepted by the Department of Defence on 16 June 2017

Uniqueness
The SEA 4000 Air Warfare Destroyer Program is currently one of Australia’s largest and most technically complex Defence projects.

The AWDs have been designated by the RAN as Hobart Class Guided Missile Destroyers (DDGs) and will be the RAN's first Aegis
capable ships.

The AWDs are being delivered through an Alliance based contract arrangement involving ASC AWD Shipbuilder, Raytheon
Australia, and the Commonwealth, represented by Defence.

Contractual Framework

The Alliance based contract arrangement was signed in October 2007. Key features of the AWD Alliance and the operations of the

Alliance based contract arrangement include:

e The Alliance Industry Participants (Raytheon Australia and ASC AWD Shipbuilder) are jointly and severally responsible for the
delivery of the three ships and their support systems. Each party remains individually responsible for compliance with all
statutory requirements.

e The Alliance is neither a legal body, nor a joint venture.

e The legal and commercial basis for the Alliance is established through the Alliance Based Target Incentive Agreement
(ABTIA) contract signed by all three participants. This establishes a virtual organisation under the governance of the AWD
Alliance Board.

The Commonwealth entered into a Platform System Design contract with Navantia, the ship designer, in October 2007. This contract

is managed by the AWD Alliance under the Alliance based contract arrangement.

The Aegis combat system is being procured by the Commonwealth under the FMS agreement with the US Navy. This agreement

is also managed within the AWD Alliance project team.

While Navantia and the US Navy (and its equipment supplier, Lockheed Martin) are not part of the Alliance, they work closely with

the Alliance and are treated in an alliance like manner.

Major Risks and Issues
The major challenges the project faces are:
.

Other Current Sub-Projects

SEA 4000 Phase 3.2 — Standard Missile SM-2 Missile conversion and upgrade. The conversion of the missiles will allow them to
be used in the AWDs and provide an enhanced anti-aircraft and anti-ship missile defence capability. This project is managed by
Joint Systems Division within Defence.

SEA 4000 Phase 3.3 — This project is to deliver a tailored 20 week United States Navy (USN) Combat System Sea Qualification
Trials (CSSQT) activity for each of the three AWDs. The project is to deliver the services component of the Hobart Class CSSQT
which requires use of USN range facilities, analysis and assets. The USN CSSQT is a component of the SEA 4000 Operational
Test and Evaluation program being executed by the Royal Australian Navy.

Notes

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
Jun 07 Original Approved 7,207.4
Jan 14 Real Variation — Transfer (109.9) 1
Sep 15 Real Variation — Real Cost Increase 1,199.5 2
1,089.6
Jul 10 Price Indexation 1,173.2 3
Jun 18 Exchange Variation
Jun 18 Total Budget
Project Expenditure
Prior to Jul 17 Contract Expenditure — AWD Alliance
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Contract Expenditure — US Government
Contract Expenditure — Navantia
Contract Expenditure — NATO Consortium (72.4)

Other Contract Payments / Internal Expenses 4

FY to Jun 18 Contract Expenditure — AWD Alliance

J§> Contract Expenditure — US Government
Contract Expenditure — Navantia

O Other Contract Payments / Internal Expenses 4
wn
2-. Jun 18 Total Expenditure
©
w

Jun 18 Remaining Budget

Notes

1 | In January 2014, a real cost decrease was approved to transfer project funds to Defence Estate and Infrastructure Group
which has responsibility for AWD facilities related deliverables.

2 | In September 2015, following advice and approval from Government in July 2015, a revised Budget Approval Notice was
provided authorising the Real Cost Increase to the AWD Budget. Included in the RCI was an estimated $167.0m to cover
indexation costs.

3 | Up until July 2010, indexation was applied to project budgets on a periodic basis. The cumulative impact of this approach was
$854.8m. In addition to this amount, the impact on the project budget as a result of out-turning was a further $318.4m having
been applied to the remaining life of the project.

4 | Other expenditure comprises: Operating expenditure, minor contract expenditure and other capital expenditure not attributable
to the listed contracts.

2.2A In-year Budget Estimate Variance
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Estimate Estimate Estimate Explanation of Material Movements
PBS $m PAES $m Final Plan $m
PBS-PAES:
PAES-Final Plan: Variance is due to MYEFO,
Pre-ERC Forex Updates.
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

% Variance
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2.3 Details of Project Major Contracts

Price at
Contractor Rldnatie Type (Price Basis) hemicl Notes
Date Signature $m 30 Jun 18 Contract
$m
us Oct 05 842.7 FMS FMS 1,2
Government
AWD Alliance Oct 07 4,323.1 Variable with Pain/Gain Alliance 3
Share )
Navantia Oct 07 373.6 Fixed with indices escalation Alliance 3 o
based _E
NATO Dec 09 78.5 724 FMS (NATO) FMS 2 (@p)]
Consortium (NATO)
Notes Q
1 | The FMS Case established pre-Second Pass involved three contractual steps (initial version and two amendments); October ;
2005 for initial engineering services, April 2006 for long lead items and July 2006 for three ship sets of core Aegis Combat <

System Equipment. The resulting scope was in accordance with Government approval of SEA 4000 Phase 3.1. Post-Second
Pass, there have been five further amendments to the FMS Case for additional equipment and services for both the AWD
Program and the AWD Alliance. These amendments are in accordance with Government approval at Second Pass for the full
scope of SEA 4000 Phase 3. There will be further amendments to the FMS Case to cover additional equipment and services
for the project. The Price at Signature excludes $167.5m spent in previous phases of the project.

The Price at includes an increase of USD $20m as per Amendment 10 of the LOA and excludes a current
Alliance cost of $208.2m for the purchase of FMS equipment to be supplied under the ABTIA contract.

2 | Contract value as at is based on actual expenditure to and remaining commitment at current
exchange rates, and includes adjustments for indexation (where applicable).

3 | As aresult of the AWD Reform Strategy, the AWD Alliance (ABTIA) and Navantia (Platform System Design) contracts were
renegotiated and new contracts signed in December 2015. The price is the value as per the new contract in out turned dollars
(as at ) using the Commonwealth cumulative escalation indices and includes ABTIA Direct Project Costs, Target
Fee, Procurement Fee and the Shipbuilding Management Services costs.

Quantities as at
Contractor - Scope Notes
Signature 30 Jun 18
us 3 3 Aegis Combat System
Government
AWD Alliance 3 3 Air Warfare Destroyer
Navantia N/A N/A Platform System Design and Services
NATO . Classified Classified Evolved Sea Sparrow Missiles (ESSM) 1
Consortium

Major equipment received and quantities to 30 Jun 18

Notes
1 | Quantity being acquired is classified.
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Section 3 — Schedule Performance

3.1 Design Review Progress

Review Major System Original Current Achieved Variance Notes
/Platform Variant Planned Planned /Forecast (Months)

System Requirements AWD Program Mar 08 N/A Apr 08 1

Preliminary Design AWD Program Dec 08 N/A Feb 09 0 1

Critical Design AWD Program Dec 09 N/A Feb 10 0 2

Support System Detailed Design AWD Program Jun 10 N/A Aug 10 0 3

Review

Notes

1 | The Preliminary Design Review (PDR) was conducted as scheduled in December 2008 and resulting actions completed as
scheduled by February 2009.

2 | The Critical Design Review (CDR) was conducted as scheduled in December 2009 and resulting actions completed as
scheduled by February 2010.

3 | The Support System Detailed Design Review (SSDDR) was conducted as scheduled in June 2010 and resulting actions
completed August 2010.
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3.2 Contractor Test and Evaluation Progress

Test and . . Original Current Achieved Variance
Evaluation Ml SysEmiAE i Yk Planned Planned /Forecast (Months) Netiee
System Ship 1 — Complete Hull Integration Dec 12 Mar 14 Mar 14 15 1,3
Integration Ship 1 — Start Combat System Light Off Dec 13 Nov 15 Nov 15 23 2,3, 4
Ship 2 — Complete Hull Integration Mar 14 Dec 15 Dec 15 21 3,4
Ship 2 — Start Combat System Light Off Mar 15 Apr 17 Apr 17 25 3,4
Ship 3 — Complete Hull Integration Jun 15 Aug 17 2 3,4
> Ship 3 — Start Combat System Light Off Jun 16 Sep 18 Sep 18 27 3,4
é Acceptance Ship 1 — Commencement of Category 5 Aug 14 Sep 16 Jan 17 29 3,4
O Trials
(@) Ship 1 — Provisional Acceptance Dec 14 Jun 17 Jun 17 30 3,4,5
>0 Ship 2 — Commencement of Category 5 Nov 15 Dec 17 Mar 18 28 3,4
ol Trials
2 Ship 2 — Provisional Acceptance (Materiel Mar 16 Jul 18 Jul 18 28 3,4
Release 2)
Ship 3 — Commencement of Category 5 Feb 17 Jun 19 Jul 19 29 3,4
Trials
Ship 3 — Provisional Acceptance (Materiel Jun 17 Dec 19 Dec 19 30 3,4
Release 3)

Notes

1 | Complete Hull Integration was achieved when the last erection joint was completed and has been structurally inspected and
accepted.

2 | Start Combat System Light Off verified the readiness of the first set of installed combat system equipment for CAT 4 testing.

3 | In 2010 difficulties were encountered in relation to the engineering and construction of some of the first AWD hull blocks. This
resulted in the reallocation of block work between BAE, Forgacs and Navantia and a revision to the delivery schedule. On 6
September 2012, the then Minister for Defence announced, that the AWD schedule would be re-baselined and that the revised
AWD delivery dates would be March 2016, September 2017, and March 2019.

4 | In May 2015, following a Comprehensive Cost Review conducted by the AWD Alliance held in February, the then Minister for
Defence announced that the delivery schedule had been changed to June 2017, September 2018 and March 2020
respectively. With the introduction by Navantia of an expert shipbuilding management team into the shipyard as part of the
AWD Reform Long Term Arrangements for the AWD Reform, the delivery schedule for Ships 2 and 3 was brought forward by
up to three months from prior schedule extension.
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5 | Provisional Acceptance was achieved on 16 June 2017, Initial Materiel Release (IMR) in September 2017.
3.3 Progress Toward Materiel Rel and Operational Capability Milestones
Item Original Planned Achieved/Forecast Variance Notes
(Months)

Initial Materiel Release (IMR) Dec 14 Sept 17 33 1, and see
also Note 3
and 4 above

Initial Operational Capability (IOC) Dec 15 Dec 18 36 1, and see
also Note 3
and 4 above

Final Materiel Release (FMR) Dec 17

Final Operational Capability (FOC) May 18 Jan 21 32 ,2

Notes

1 | The IMR, FMR and FOC dates have been reviewed and approved with the release of a revised Materiel Acquisition

Agreement 2.0

2 | FOC is scheduled 12 months after
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Schedule Status at 30 June 2018

Schedule Plan at
Government
Approval
PP Approval
IMR/FMR
introduced in FY ®IMR
2010-11 0
mIOC 9_
e
Schedule Plan at B FMR n
30 June 2018 B FOC 0
© N~ © O O « N O < 1D © N 0 O O w— ;
22T T T T T T T TTOY QA <
C £ € € € € £ € € € € € c € ¢c ¢c
S 5 5 5 5 5 5 5 5 5 5 5 5 5 5 S5
r) r) r) r) r) ) r) r) r) r) r) r) r) r) r) r)
Note
Forecast dates in Section 3 are excluded from the scope of the review.
Section 4 — Materiel Capability Delivery Performance
4.1 Measures of Materiel Capability Delivery Performance
Pie Chart: Percentage Breakdown of Materiel Capability Delivery Performance
Green:

The Program is currently meeting materiel capability
requirements as expressed in the suite of Capability
Definition Documentation and in accordance with the
requirements of the relevant Technical Regulatory
Authorities.

Amber:
N/A

Red:
N/A

Part 3. Project Data Summary Sheets

Note

This Pie Chart represents Defence’s expected capability delivery. Capability assessments and forecast dates are excluded from
the scope of the review.
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4.2 Constitution of Initial Materiel Release and Final Materiel Release

Item Explanation Achievement
Initial Materiel Release (IMR) One Hobart Class Ship System with up to Category 5

(sea acceptance) ftrials, testing and certification

completed.

Initial sustainment arrangements in place to support

10C.

Training of the Hobart Class Systems for the
commissioning crew to support I0C.

Final Materiel Release (FMR) All three Hobart Class Ship Systems with up to | Not yet achieved.
Category 5 (sea acceptance) ftrials, testing and
certification completed.
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All sustainment arrangements in place to provide
materiel support to the Hobart Class.
FMR is expected to be achieved in

Section 5 - Major Risks and Issues

5.1 Major Project Risks

Identified Risks (risk identified by standard project risk management processes)

Description Remedial Action

1. Integration of the Hobart Class Combat System.
Key Risks:
e Sonar — the software development and integration.

2. Capability Acceptance: Certification requirements are unclear
for some equipment, and a Project Certification Plan
has been agreed with the RAN.

All Safety certification required under FMS has been delivered
to Alliance, no outstanding data.

3. Subcontractor Performance: Subcontractor performance may
result in poor quality product, delays or changed requirements.

4. Support System: current data available to the Alliance and/or
the Commonwealth may not be mature enough to achieve an
optimised support system (maturity of Life Cycle Cost data, loss
of project data that supports Through Life Support).

sjeayg Alewwng ejeq 109lold "¢ Ued

5. Inadequate Configuration Management impact on Ship
Acceptance.

Emergent Risks (risk not previously identified but has emerged during 2017-18)

Description Remedial Action

N/A N/A

5.2 Major Project Issues

Description Remedial Action

1. The delivery of FMS elements of the AWD supplies may not
be possible, or may be delayed or compromised in integrity, due
to the budget for FMS Engineering and Technical Assistance
(ETA) not being sufficient.

2. Change Management: Change introduced to the existing | A Design Chill was implemented in 2011 to reduce the level of

platform design as a result of: change rolling into the production baseline.

o Legislative or regulatory requirements, Robust mechanisms to control change
o Safety requirements, have been established within the Alliance and
¢ Equipment obsolescence, Program Office.

e Errors in the original design, and
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o Interrelated projects (e.g. AIR9000)

Will impact cost and possibly schedule. Severity of the cost and
schedule impacts to the Commonwealth will be dependent on
the scope and timing of the change implementation relative to
Ship completion.

AWD Reform long term arrangements embed the designer on-
site in order to reduce the change management overhead. This
issue has been mitigated as all known changes have
been assessed and treated

Note

Major risks and issues in Section 5 are excluded from the scope of the review.

Section 6 — Project Maturity

6.1 Project Maturity Score and Benchmark

Attributes
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Section 7 — Lessons Learned

7.1 Key Lessons Learned

Categories of Systemic

Project Lesson Lessons

Governance

>
=
O
%
2.
©
(2]

The interpretation of the requirements of fitness for purpose of drawings is different between contracting | Contract Management
parties. A review of all product types prior to contract and interrogation of the delivery schedule to confirm
sufficient time for reviews and incorporation of comments is necessary.

The shipbuilding capacity of shipyards involved in a project like AWD needs to be assessed in detail in | Resourcing
terms of precise capacity to undertake production engineering as well as the workload constraints of | First of Type
facilities, production supervision and overall workforce numbers taking into consideration the total Equipment
contracts conducted at the shipyard in parallel.

The schedule that plans the transition from design to production needs detailed evaluation by the | Schedule Management
designer(s) and the production shipyard(s) to ensure the balance between commencing production and
completing very detailed design is appropriately balanced and agreed.

Section 8 — Project Line Management

8.1 Project Line Management in 2017-18

Position Name

Division Head Mr Patrick Fitzpatrick (Acting Feb 2017
Program Manager CDRE Craig Bourke, RAN

Deputy Program Manager Mr Greg McPherson
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Project Number AIR 7000 Phase 2B

Project Name MARITIME PATROL AND
RESPONSE AIRCRAFT SYSTEM

First Year Reported in the | 2014-15

MPR

Capability Type Replacement

Acquisition Type MOTS

Capability Manager Chief of Air Force

Government 1st Pass Jul 07

Approval

Government 2nd Pass Feb 14

Approval

Budget at 2" Pass

Approval

Total Approved Budget

(Current)

2017-18 Budget

Project Stage

Complexity ACAT Il

Section 1 - Project Summary

1.1 Project Description

AIR 7000 Phase 2B seeks to acquire the materiel elements of the Maritime Patrol and Response Aircraft (MPRA) weapon system,
including a Through Life Support (TLS) system, as partial replacement of the AP-3C Orion aircraft.

Twelve P-8A Poseidon aircraft will be purchased for the Royal Australian Air Force (RAAF) through a Cooperative Program (CP)
with the United States Navy (USN). The scope of the CP includes the Production, Sustainment and Follow-on Development (PSFD)
of the United States Navy and RAAF P-8A Poseidon fleet.

1.2 Current Status

Cost Performance

In-year
The project has $ m at against a planned in-year budget of
m, a variance of or per cent. This variance is primarily due to

Project Financial Assurance Statement

As at , the AIR 7000 Phase 2B Project Office has reviewed the approved scope and budget for those elements required
to be delivered by the project. Having reviewed the current financial and contractual obligations of the project, current known risks
and estimated future expenditure, Defence considers, as at the reporting date, there is sufficient budget remaining for the project
to complete against the agreed scope.

Contingency Statement

The project has not applied contingency in the financial year.

Schedule Performance

In August 2014, an Advanced Acquisition Contract (AAC) was signed by the USN, on behalf of Australia, for the first four RAAF P-
8A aircraft. The AAC for the second set of four P-8A aircraft was signed in June 2015. The AAC for the third set of four P-8A aircraft
was signed in May 2016. The AAC allows the Prime Contractor, Boeing, to acquire long lead items in order to ensure that all
required components are available on time for assembly of the P-8A aircraft. The USN placed the full aircraft production contract
for the first four Australian P-8A aircraft with Boeing in August 2015. The contract for the second set of four aircraft, Lot 7, was
placed in January 2016 and the third set of four aircraft, Lot 8, was placed in March 2017 (total of 12 aircraft).
The third set of four aircraft was approved by government in February 2016 with a budget of $1,295.4m. The additional aircraft and
budget has increased the AIR 7000 Phase 2B project scope. As a result of the increased scope, an update to the Materiel Acquisition
Agreement (MAA) and Schedule has occurred.
first aircraft in October 2016 ahead of schedule.

The USN have advised that all aircraft, currently on contract, are expected to be ready for

delivery on time or earlier than required.

123 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 ANAO’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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Materiel Capability Delivery Performance

The P-8A Poseidon is being developed under a spiral development program by the USN. The spiral development consists of an
evolution of increments, each of which has a number of Engineering Change Proposals (ECP) that define the maturing configurations
of the increment. The variant of the first P-8A acquired under the scope of Phase 2B is defined as Increment 2, ECP 2.

AIR 7000 Phase 2C proposes to be the first major upgrade of the aircraft purchased under AIR 7000 Phase 2B (predominantly a
Mission System upgrade delivered in the later ECPs of Increment 3) subject to future government approval.

The USN declared Initial Operational Capability (IOC) for the Increment 2, ECP 1 aircraft in October 2014, and declared |OC for
the Increment 2 ECP 2 aircraft in August 2016. Through the CP, Australia has had significant insight into, and influence on Search
and Rescue Kit and Harpoon 1G integration, the work being undertaken on the Increment 2, ECP 2 configuration, and has high
confidence that the aircraft (and supporting systems) will provide the capability required by the MAA.

Note

Forecast dates and capability assessments are excluded from the scope of the review.

1.3 Project Context

Background
Project AIR 7000 Phase 2B is an ACAT Il project, seeking to acquire the P-8A Poseidon MPRA capability, as partial replacement
for the AP-3C Orion capability, under a CP with the USN. IOC 2018, the

withdrawal of the AP-3C Orion to occur in FY18/19.

In December 2011, Government approval was provided to participate in the CP for development of P-8A aircraft and, in March
2012, the Project entered into an initial 10-year Memorandum of Understanding (MoU) with the USN for P-8A PSFD. The MoU
defines Australia’s contribution towards the joint costs for PSFD, and the separate funding of Australian-unique deliverables and
effort.

The Increment 3 Project Arrangement was signed in September 2012 to enable Australia to participate in the incremental upgrade
to Phase 2B. This upgrade will be incorporated under AIR 7000 Phase 2C.

In February 2014, Government Second Pass Approval was for the Project to acquire eight P-8A Poseidon aircraft, along with associated
support and training systems. The Government approved the acquisition of an additional four (4) aircraft in February 2016.

The Project Office issues Procurement Requests (PRs) to advise the CP of Australia’s intent to acquire materiel through the CP.
After an appropriate scope, schedule and cost have been advised by the CP, the Project Office issues a Letter of Authority (LOA)
which provides Australia’s financial commitment for the acquisition. The Project formally submitted its first PR through the CP in
June 2014, which covered aircraft, aircrew training devices, aircraft spares, aircraft support and test equipment, transition training
and other support elements.

On 4 September 2014, Defence signed a LOA authorising the USN to procure Australian P-8A initial aircraft spares.
In May 2015, the USN signed the contract for Australia’s P-8A Aircrew Training Devices to be delivered in 2017-18.

Sustainment and in-service support will provide opportunities for Australian Industry involvement. Further opportunities exist for
Australian Industry in facilities and infrastructure development.

In accordance with the approved acquisition strategy, opportunities for Australian Industry participation in the broader USN P-8A
Global program will exist on a competitive contracting basis throughout the life-cycle of the P-8A. Opportunities include component
manufacture, component repair, and research and design services.

AIR 7000 Phase 2B also seeks to generate Australian industry participation in the acquisition, sustainment and follow-on
development phases of the program through the Australian Industry Capability and Boeing Global Supply Chain.

Uniqueness

The RAAF P-8A aircraft will be identical to the USN P-8A aircraft, except for minor configuration differences due to national
requirements (such as different aircraft marking schemes). Other support elements, such as training devices and spares, will also
be kept as common as technically possible.

AIR 7000 Phase 2B is acquiring, and sustaining, the P-8A capability through a Government to Government CP with the USN. This
arrangement is distinctly different from the traditional Foreign Military Sales (FMS) or Direct Commercial Sales (DCS) arrangements.
The benefits of a CP include significantly enhanced insight and influence over the development of the weapon system, better
awareness and control of project costs drivers and risks, better access to technical and sustainment data, and access to the USN
wholesale spares warehouse.
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Major Risks and Issues

The Project is currently mitigating risks associated with the Aircrew Training System, Mk 54 Torpedo, and High
Altitude Anti-Submarine Weapon Capability (HAAWC),

A number of risks treated through US and Australian sustainment processes, for the effective
and efficient sustainment of the P-8A.

The project has also identified issues with
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with the USN to quantify the impact of
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Other Current Sub-Projects
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 07 Original Approved 1441 1
Jul 10 Real Variation — Real Cost Decrease (21.7) 2
Dec 11 Real Variation — Transfer (38.0) 3
Apr 12 Government Intermediate Consideration 83.5 4
Feb 14 Government Second Pass Approval 3,409.8 5
Mar 16 Real Variation — Scope 1,295.4 6
Jun 18 6
(2}
©
Jul 10 Price Indexation 20.5 7 ()
Jun 18 Exchange Variation c
Jun 18 | Total Budget (@p)]
Project Expenditure E’
Prior to Contract Expenditure — Aircraft (733) 8 ®
Jul 17 Acquisition Payments — Lot 6 E
Contract Expenditure —Aircraft Acquisition ( ) E
Payments — Lot 7
Contract Expenditure — Aircrew Training ( ) >
System w
Contract Expenditure — Aircraft ( ) 8 ©
Acquisition Payments — Lot 8 -
Contract Expenditure — Aircraft ( ) @©
Government Furnished Equipment D
Contract Expenditure — Aircraft Retail ( ) 8 -—
Spares O
Contract Expenditure — PSFD MoU ( ) 2
Contributions o
Contract Expenditure — Increment 1 (66.0) i
Contribution
Other Contract Payments/Internal ( ) 8,9 ™
Expenses gt
Q)
( ) (al
FY to Contract Expenditure — Aircraft ( ) 8
Jun 18 Acquisition Payments — Lot 7
Contract Expenditure — Aircraft ( )
Acquisition Payments —Lot 8
Contract Expenditure — Aircraft ( ) cC
Acquisition Payments — Lot 6 (@]
Contract Expenditure — Aircrew Training ©
System (17.6) (]_J
Contract Expenditure — Aircraft [}
Government Furnished Equipment (2.6) (@]
Contract Expenditure — Aircraft Retail (2.0) (Al
Spares (6.1)
Contract Expenditure — PSFD MoU <
Contributions qu
o
Other Contract Payments/Internal ( ) 10
Expenses
( )
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Jun 18 | Total Expenditure ( )

Jun 18 Remaining Budget

Notes

1

Government First Pass Approval to initiate the Project and progress the project to Intermediate Consideration. At First Pass,
AIR 7000 entered the Spiral 1 MoU with the USN for development of the P-8A weapon system.

Hand back of contingency funding due to retirement of specific Increment 1 MoU risks.

Reallocation of funding to Defence Support and Reform Group to develop AIR 7000 Phase 2B facilities requirements.

Government Intermediate Consideration Funding Approval required to progress the project to 2nd Pass Government approval.
Includes costs of project planning documentation development and contractor project support services.

Government Second Pass Approval to fund the acquisition of eight P-8A aircraft, and associated support systems and
sustainment arrangements.

Government Second Pass Approval to fund the acquisition of an additional four P-8A aircraft and associated support systems.
Whilst funding approval was provided under AIR7000 Phase 2D, funds have been merged with AIR7000 Phase 2B for
administration and reporting purposes as it relates to the delivery of one capability.

Until July 2010, indexation was applied to project budgets on a periodic basis. The cumulative impact of this approach was
$17.4m. In addition to this amount, the impact on the project budget as a result of out-turning was a further $3.1m having
been applied to the remaining life of the project.

The amount for this line item differs from the prior year due to a revalidation of life to date expenditure.

Other expenditure to was comprised of Maintenance Training Device scoping and acquisition costs of $ m,
Increment 3 contributions of $ m, Wholesale Spares Pool of $39.2m, , Aircrew
Maintenance and Training costs of $ m, MK 54 acquisition costs of $ m, Sonobuoys acquisition cost of $ m,
Commonwealth Project Personnel (CPP) expenses of $22m, Mission Support System (MSS) of $21.2m, DIRCM spares of
$ m, Tactical Operational Centre/Mobile Tactical Operational Centre (MTOC) scoping and acquisition costs of $ m,
Support and Test Equipment (S&TE) acquisition costs of $14.4m,

, CIOG Single Integration Environment of $7.2m, ICT Co-operative Solution payment of $4.9m, Field Service
Representative (FSR) payments of $4.6m, Training System Support Services/ of $8.8m and other operating
expenditure not attributable to the listed major contracts of $ m.

Other expenditure to was comprised of

Increment 3 Development $ , Strategic Support
Partnership Contract (SSPC) $ , Sonobuoys $ , MK54 acquisition cost of $12.5m,
Training System Spares $ m,

Search and Rescue (SAR) Kit Integration Services $ and other operating
expenditure not attributable to the listed major contracts of $ 29m.

2.2A In-year Budget Estimate Variance

Estimate Estimate Estimate Explanation of Material Movements
PBS $m PAES $m Final Plan $m

PBS - PAES: The variance is due to

PAES - Final Plan: The variance is due

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
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Additional Government
Approvals

Total Variance

% Variance

2.3 Details of Project Major Contracts

Signature falicolat Type (Price Form of

Gt Date Signature 30 Jun 18 Basis) Contract ot
$m $m

PSFD MoU - Contributions Mar 12 130.4 Cost Ceiling MoU 1,8
(US Government) (Capped)
Aircraft Government Furnished Apr 14 142.9 Variable MoU 2,78
Equipment (GFE)
(US Government)
AAC and Aircraft Production Lot Aug 14 159.0 Variable MoU 3,7,8,10
(US Government)
Retail Aircraft Spares Sep 14 1221 111.9 Variable MoU 47,8
(US Government)
Aircrew Training Systems Dec 14 275.4 Variable MoU 5,7,8,10
(US Government)
AAC and Aircraft Production Lot Jun 15 182.5 Variable MoU 6,7,8
7
(US Government)
AAC and Aircraft Production Lot May 16 139.0 Variable MoU 8,9
8
(US Government)
Notes

1 PSFD MoU shared contributions are limited to a cost ceiling, which can only be changed upon mutual written consent of the
Participants. Australia is responsible for paying a proportion of the total costs based on the relative number of Australian
aircraft in the overall fleet.

2 Aircraft GFE to be procured via contract arrangements between the USN and various suppliers for Lot 6, Lot 7 and Lot 8
aircraft. Price represents the total value of contracts expected to be awarded and for which Section 23 Commitment Approval
has been obtained. The USN are procuring the GFE on behalf of Australia as part of a consolidated US Government
purchase.

3 Lot 6 AAC - signature allowed the prime contractor, Boeing, to procure long-lead aircraft components prior to

entering into fully defined contract arrangement. Lot 6 production contract for acquisition of the first four aircraft was signed
on 21 August 2015.

4 Retail aircraft spares requirements to be procured via US Naval Supply Systems Command (NAVSUP) contracts, from USN
inventory or via other US Government agency arrangements. The majority of retail spares are to be procured via NAVSUP.

5 Aircrew Training Devices - signature allowed the prime contractor, Boeing, to acquire the required long-lead parts, commence
engineering and program management activities in support of Australian P-8A training device production. A fully defined
contract was signed May 2015.

6 Lot 7 Aircraft AAC — signature allowed the prime contractor, Boeing, to procure long-lead aircraft components prior to entering
into fully defined contract arrangement. Lot 7 production contract for acquisition of the second set of four aircraft was signed
in January 2016.

7 ‘Contract signature’ dates in this table are based on the date each LoA was issued by AIR 7000 Phase 2 project office. LoAs

are issued by the project formally authorising the commitment and/or obligation of funds for contract execution or efforts to
satisfy Australian-unique requirements.
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8 Contract value as at is based on actual expenditure to and remaining commitment at current
budget exchange rates.
9 Lot 8 Aircraft AAC — signature allowed the prime contractor, Boeing, to procure long-lead aircraft components prior to entering

into fully defined contract arrangement. Lot 8 production contract for acquisition of the third set of four aircraft was signed in
March 2017.

10 | These contract values have changed due to the separation of LOT 6 and LOT 8 contract reporting. S
Quantities as at
Contractor Signature 30 Jun 18 Scope Notes '9
PSFD MoU - Contributions N/A N/A Australia’s contribution to shared costs from 1 Q
(US Government) 2012-13 to 2021-22 based on the original 8
purchase of eight aircraft. Includes contribution o
to production, sustainment and follow-on
development for common efforts, and project <E
overhead and administration costs. o0
Aircraft Government Furnished Various Various ltems to be procured in support of production of 2 !
Equipment (GFE) Lot 6 (aircraft 1-4), Lot 7 (aircraft 5-8) and Lot 8 o
(US Government (aircraft 9-12).
AAC Lot 6 Various Various Four Lot 6 aircraft and long-lead P-8A aircraft 3
(US Government) components.
Retail Aircraft Spares Various Various Initial spares buy for the first eight aircraft. 4
(US Government)
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Aircrew Training Systems Various Various Training Systems Support Centre, Weapons
(US Government) Tactics Trainers, Part Task Trainer, Operational
Flight Trainers, Mission Systems Desktop
Trainers and Training Support.
AAC Lot 7 Various Various Four Lot 7 aircraft and long-lead P-8A aircraft 4
(US Government) components.
AAC Lot 8 Various Various Four Lot 8 aircraft and long-lead P-8A aircraft 5
(US Government) components.
Major equipment received and quantities to 30 Jun 18
To date, aircraft and two MTOCs have been delivered.
Notes
1 No equipment delivered as part of this MoU.
2 GFE delivery will be to prime contractor for aircraft production.
3 The contract for acquisition of the first four aircraft was signed in August 2015,
4 The contract for acquisition of the second four aircraft was signed in January 2016.
5 No equipment has been delivered as part of this contract. The contract for the acquisition of the third set of four
aircraft was signed in March 2017.

Section 3 — Schedule Performance

3.1 Design Review Progress

Review Major System/Platform Variant Original Current Achieved/Forecast Variance Notes
Planned Planned (Months)

Component Multi-Mission Maritime Aircraft N/A N/A 2002 N/A 1

Advance (subsequently called the P-8A

Development Poseidon)

System Design P-8A SDD May 04 May 04 May 04 0 2

Development

(SDD) -

Milestone B

Design P-8A SDD Jul 07 Aug 07 Aug 07 1

Readiness

Review

Milestone C P-8A SDD May 10 Aug 10 Aug 10 3 3

FRP Decision P-8A Increment 2 Apr 13 Dec 13 Jan 14 8 4,5

Notes

1 | Component Advance Development was a competitive award to multiple contractors to define alternative Multi Mission Aircraft
concept system architectures and evaluate associated risks and proposed mitigations.

SDD phase was used to design, develop and test the P-8A system.

3 | Milestone C represents Low Rate Initial Production (LRIP) Approval and entry into the Production and Deployment Phase.

4 | US Defense Acquisition Board approved the deferral of the Full Rate Production (FRP) decision from the original planned to
allow for completion of the testing and subsequent reporting as well as adding an additional LRIP (Lot IV).

5 | AIR 7000 Phase 2B relies on the Design Review processes of the USN.

3.2 Contractor Test and Evaluation Progress

Test and Major System/Platform Variant Original Current Achieved/ Variance Notes
Evaluation Planned Planned Forecast (Months)
System Fleet Release 30 (Increment 2 Apr 14 Dec 14 Dec 14 8 1
Integration ECP 1)
Fleet Release 40 (Increment 2 Aug 15 Aug 16 Aug 16 12 1,2
ECP 2)
Fleet Release 46 (Increment 2 Apr 17 Oct 17 17 7 1,3
ECP 3)
Acceptance Accept and deliver Lot 6 Nov 16 — Sep Nov 16 —Aug Oct 16 - Jul 17 2) 4,
Aircraft (1-4) 17 17
Accept and deliver Lot 7 Dec 17 — Sep Dec 17 —Aug 17 — Oct 18 1 5,
Aircraft (5-8) 18 18
Accept and deliver Lot 8 Aug 19 — Feb Aug 19 — Feb Aug 19 — 20
Aircraft (9-12) 20 20
MSS and two Deployable Sep 16 — Aug Nov 16 — Dec Feb 17 -
MSS 18 18
Training System Jan 18 — Mar Mar 18 —Jun 18— 18
18 18
Notes

1 Fleet Releases are the final configurations for the incremental builds of the P-8A Weapon System. Increment 2 is being
delivered through a number of smaller Engineering Change Proposals. Variance from original planned dates are due to
changes in the Boeing / USN schedule.
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2 | Due to data disclosure issues FR 40 was updated to 40.1 and finalised in November 2016.

3 | Fleet Release 50 re-titled Fleet Release 46 to align with the management of the Lot 8 production contract. The capabilities
planned unchanged as the change was solely based on nomenclature.

4 | Australian Lot 6 aircraft are scheduled for delivery in October 2016 (achieved), February 2017 (achieved), April 2017
(achieved), and July 2017

5 | Australian Lot 7 aircraft are scheduled for delivery in 2017 s 2018 s
2018, and 2018.
6 Australian Lot 8 aircraft are scheduled for delivery in August 2019, September 2019, October 2019, and 2020.

Australia will adopt a model of Recognition of Prior Acceptance for Aircraft certification.

Variance from original planned date is due to incorrect capture of milestone in MAA v3.0. This has been corrected in MAA
v4.0. Variance is due to the

Variance from original planned date is due to the inability of the Original Equipment Manufacturer (OEM) to deliver the full
Training System as per the contract. All training devices are contracted to be delivered prior to the commencement of the first
conversion training courses.

3.3 Progress Toward Materiel Rel and Operational Capability Milestones
Item Original Planned Achieved/Forecast Variance Notes
(Months)
Materiel Rel 1 (MR1) Jan 17 May 17 4 1,2
In Service Date (ISD) Nov 16 May 17 6 1
Initial Materiel Rel (IMR) Jan 18
Initial Operational Capability (IOC) Feb 18 Jan 18 1)
Materiel Rel 2 (MR2) Dec 18 18
Operational Capability 2 (OC2) Jan 19 Jan 19 0
Materiel Rel 3 (MR3) Dec 19 19
Operational Capability 3 (OC3) Jan 20 19
Final Materiel Release (FMR) Oct 19 22
Final Operational Capability (FOC) Jan 20 22
Notes

1 | Variance due to the delay in accepting the first MTOC actually occurring in February 2017.
2 | When declaring MR1, CASG acknowledged the Threshold Search and Rescue Store capability would not be delivered
IMR. , at the completion of OT&E activities late in 2017.

Milestones MR3 and OC3 are new milestones associated with the approval of the third set of 4 aircraft.
FMR & FOC dates have moved to accommodate the purchase of an additional four aircraft.

Schedule Status at 30 June 2018

Part 3. Project Data Summary Sheets
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Forecast dates in Section 3 are excluded from the scope of the review.
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Section 4 — Materiel Capability Delivery Performance

4.1 Measures of Materiel Capability Delivery Performance

Pie Chart: Percentage Breakdown of Materiel Capability Delivery Performance

Green:

The project is currently meeting capability
requirements as expressed in the MAA and supporting
suite of Capability Definition Documentation and in
accordance with the requirements of the relevant
Technical Regulatory Authorities.

Amber:
N/A

Red:
N/A

Note

This Pie Chart represents Defence’s expected capability delivery. Capability assessments and forecast dates are excluded from
the scope of the review.

4.2 Constitution of Initial Materiel Release and Final Materiel Rel

Item Explanation Achievement
Initial Materiel Release (IMR) e 4 xP-8A aircraft delivered to RAAF Edinburgh Achieved
(EDN).

e 2 xMTOCs (previously delivered) in the following
configurations:

. 1 x MTOC installed within Main Operating Base
(MOB) temporary facility (not readily
deployable).

e 1 xMTOC temporarily installed at Forward
Operating Base (FOB) either within interim fixed
facility or deployable shelters.

. 7 x trained aircrews.
e 3 xtrained Mission Support System teams.
. 7 x trained maintenance teams.

. Delivery of spares, Ground Support Equipment
(GSE) and Support and Test Equipment (S&TE)
to support MOB and FOB operations.

sjeayg Alewwng eje(q 109loid ‘¢ ped

. Publications to support supply, maintenance and
operations for IOC.

. Network Connectivity between all delivered P-8A
aircraft and Australian Single Information
Environment.

IMR was achieved in November 2017.

Final Materiel Release (FMR) . 12 x P-8A aircraft delivered to EDN. Not yet achieved

e  All spares, GSE and S&TE to support the
additional Rate of Effort (6,600 hours) at both
MOB and FOB.

. 3 x MTOC delivered and installed.

e  Three Media Fly Away Kits delivered and
interfaced with SIE sufficiently to allow organic
deployment to non-MTOC supported bases.

. Delivery of HAAWC Wing Kits.
FMR is expected to be achieved in May 2022.
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Section 5 - Major Risks and Issues

5.1 Major Project Risks
Identified Risks (risk identified by standard project risk management processes)

Description Remedial Action

The Project has identified schedule risks associated with | e  Continued, regular, engagement with USN and Boeing

development of the Aircrew Training Devices (ATD) regarding Aircrew Training Device
spares development and acceptance and

due to contract delays.

The Project identified supportability risks associated with the
importing of the Training System and range and depth of the
retail spares to support P-8A Operations

e  Continued engagement with relevant USN agencies
regarding the integration of USN-provided sustainment
services.

«  Engagement of additional contractor resources to assist
development of detailed plans/processes for the Sustainment
System.

e Analysis of more mature spares modelling data, and a
remodelling/adjustment of future spares purchases.

e Agreement of access to USN wholesale spares pool.

The Project identified risks associated with the Mk
54 torpedo.
The Project identified risks associated with the

UNIPAC Il (objective) Search and Rescue Kit.

For the High Altitude Anti-submarine Warfare Weapon
Capability for the MK54 torpedo the primary mitigation is to
track development and acquisition under the extant PSFD
MOU, to align RAAF capability delivery schedules with the
USN. This mitigation also provides greater access

to technical data than available under an FMS procurement,
to assist in earlier AUS technical assessment and activity.

Part 3. Project Data Summary Sheets

The Project identified schedule risks associated with
development and timely installation of the Direct Infrared
Counter Measures system.

Emergent Risks (risk not previously identified but has emerged during 2017-18)
Description Remedial Action

C
S
9
O
n
O
o
<
0
o

Project Data Summary Sheets
Auditor-General Report No.20 2018-19
2017-18 Major Projects Report

175



sjeayg Alewwng eje(q 109loid ‘¢ ped

0
®
>
U
o
0
®.
o}
o
>

The ICT solutions established to provide Engineering
and Maintenance support systems for ADF P-8A fleet,
may be affected by COA projects external to AIR7000.
This may affect the automated processing of data,
crucial to the USN in providing Integrated Logistics
Support to the ADF fleet.

COA agencies are using an alternate solution to transfer
data; using manual methods.

Project Manager is maintaining communications with all
stakeholders to ensure schedule is communicated and
maintained.

5.2 Major Project Issues

Description

Remedial Action

Cooperative Program process development. The
Cooperative Program approach is less regulated than the
more conventional FMS or DCS acquisition strategies. As
a result, some additional effort is required to develop
acquisition and sustainment processes in order to optimise
the full benefits of the partnership. This has been closed
and will no longer be reported.

The projects actions as described below were effective and
have allowed for the effective sustainment of the P-8A.

.

Work closely with the USN to adapt existing FMS/DCS
arrangements, where beneficial for the project.

Identify those areas where existing arrangements are not
adaptable or beneficial to the project, and prepare/approve
new arrangements as early as possible.

Unexpected fatigue testing results. During a contracted
Wing-Fuselage Full Scale Fatigue Test, Boeing discovered
unexpected signs of structural fatigue. USN expect this to be
a localized issue affecting a finite number of components
that will likely require some additional maintenance or
replacement during scheduled depot overhauls, but that
would not be expected to have widespread consequences
for P-8A fleet operations or fleet longevity.

Ongoing engagement between Australian and USN subject
matter experts to understand the causes of the unexpected
signs of fatigue and a suitable Structural Management
strategy.

Incorporation of an Operational Loads Monitoring System on
aircraft eight scheduled for delivery in October 2018.

Support & Test Equipment Support Solution for P-8A
deficient have been resolved and are now closed. No
further reporting will occur.

The Project executed effective mitigation strategies which
ensured sufficient Support & Test Equipment was available to
the operating units. This required equipment being loaned or
leased until the full complement of equipment was provided.

An issue has arisen in which the Operational Flight
Trainer (OFT) can not obtain the required Level D
qualification.

A road map has been developed to achieve level D
qualification of the OFT if still necessitated by the
customer, noting the Simulator is currently undergoing
testing as to its effectiveness as a Level C+ device.

Releasability of aircrew courseware has led to delays in
the initial delivery. This is creating inefficiencies in the
conduct of the in country training program, but did not
delay the train systems in service date.

Confirm USN understanding of the requirements of ADFs
baseline courseware requirements to rectify the
shortfalls in the initial courseware delivery.

Confirmation the through life support requirements of the
Australian Courseware are defined, to design an efficient
and sustainable work flow deliver process.

ADF Integrated Logistics Support systems may not
provide the depth of data required by the USN to allow
for effective support to the ADF fleet.

In depth USN business requirement reviews have been
conducted, identifying stakeholder concerns and
solutions to the reported issues. All stakeholders have
considered current and future states to provide cost
effective through life support solutions.

Note

Major risks and issues in Section 5 are excluded from the scope of the review.
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Section 6 — Project Maturity
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Section 7 — Lessons Learned

7.1 Key Lessons Learned

Project Lesson

Categories of Systemic Lessons

The signed PSFD MoU does not provide explicit detail on those activities which will be
undertaken in the interests of both nations by the CP (paid for by shared funding) and
those which are Australian unique (paid for in addition to the shared financial
contribution). Clearer definition of this division in the MoU would have avoided the
post-signature negotiation required to resolve this ambiguity.

Contract Management

The CP model has allowed Australia to work closely with the USN in the future
requirements definition and planning for the P-8A. This has been to the significant
mutual benefit of both the USN and Australia.

Requirements Management

Precision of description about what is included under the PSFD MoU.

Contract Management

Greater focus in regards to Australian Industry involvement within MoU.

Requirements Management

Scope of the MoU, does not contemplate other USN organisations (NAVSUP,
SPAWAR).

Contract Management

Use of a US Cooperative Program contract support model should be used with
caution, if the activity will be subcontracted primarily back to Australian Industry to
support. Consider direction contract arrangements within Australia, with reachback to
US CONUS OEM as required if IP, export and data support can be assured.

Contract Management

Airworthiness Certification of USN product may not meet Australian WHS
requirements. Consider what SFARP approach needs to be taken when introducing
into service.

Requirements Management

Export controls need to be closely monitored to ensure the articles receive appropriate
Congressional approval in time for shipment, particularly for classified items.

Contract Management

When interfacing with US ICT organisations, it is very difficult to arrange access with
the correct subject matter experts. Consider strong relationships under a cooperative
program to ensure the right people are making decisions.

Requirements Management

Procurements through different parts of the USN organisation have different schedules
and may take significantly longer than others. Ensure the contracting processes and
timelines for the organisation conducting the contract management are well
understood, before beginning the Procurement Process.

Contract Management

connectivity and who pays for each segment is rarely clear. Ensure
ownership is well understood.

Requirements Management

SPAWAR manages a large number of components in the TOC across the USN, of
which only a small number are needed for an aircraft platform. As a consequence,
large numbers of "common" TOC components may be changed as part of a suite of
TOC upgrades across the USN fleet, and rolled into what was a relatively minor air
vehicle change. This may well hold up delivery of a new mission system software drop
while awaiting the software regression testing to be complete on the overall
configuration build change for the TOC.

Requirements Management

Consider co-location or moving of Acq staff to the sustainment organisation as part of
the SPO creation. This will ensure a better flow of knowledge transfer and ownership
of the history of a particular requirement.

Resources

Ensure the transition plan is approved well in advance of the first aircraft delivery
(12 months or more).

Requirements Management

Section 8 — Project Line Management

8.1 Project Line Management in 2017-18

Position Name

Division Head AVM Catherine Roberts

Branch Head AIRCDRE Leon Phillips

Program Director GPCAPT Debbie Richardson

Project Manager WGCDR James Badgery
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Project Number

AIR 9000 Phase 2, 4 and 6

Project Name

MULTI-ROLE HELICOPTER

First Year Reported in the
MPR

2008-09

Capability Type

Replacement

Acquisition Type

Australianised MOTS

Capability Manager

Chief of Navy and Chief of Army

Government 1st Pass
Approval

Apr 06 (Phases 4 and 6)

Government 2nd Pass
Approval

Aug 04 (Phase 2), Apr 06 (Phases
4 and 6)

Budget at 2" Pass
Approval

Total Approved Budget
(Current)

2017-18 Budget
Project Stage Initial Materiel Release
Complexity ACAT |

Section 1 - Project Summary

1.1 Project Description

The Multi-Role Helicopter (MRH) Program is a key component of the Australian Defence Force (ADF) Helicopter Strategic Master Plan
that seeks to rationalise the number of helicopter types in ADF service. The MRH Program consists of three phases of AIR 9000. Phase
2 (12 helicopters) is the acquisition of an additional Squadron of troop lift aircraft for the Australian Army, Phase 4 (28 helicopters) will
replace Army’s Black Hawk helicopters in the Air Mobile and Special Operations roles, and Phase 6 (6 helicopters) will replace Royal
Australian Navy (RAN) Sea King helicopters in the Maritime Support Helicopter role. All three phases are grouped under the AIR 9000
MRH Program.

1.2 Current Status

On 28 November 2011, the Minister for Defence announced this project as a Project of Concern.

Cost Performance

In-year

The project has spent against a budget of to June 2018. The underspend to June 2018 is primarily due
to net adjustments to payment phasings across the Prime Acquisition and delays in finalising Contract Change Proposals. This is
offset against a foreign currency

Project Financial Assurance Statement

As at 30 June 2018, project AIR 9000 Phase 2, 4 & 6 has reviewed the approved scope and budget for those elements required to
be delivered by the project. Having reviewed the current financial and contractual obligations of the project, current known risks and
estimated future expenditure, Defence considers, as at the reporting date, there is sufficient budget remaining for the project to
complete against the agreed scope.

Contingency Statement

The project has applied contingency in the financial year primarily for the treatment of various supportability and performance risks
such as a replacement Mission Management System Fast Roping,
Rappelling and Extraction System,

Part 3. Project Data Summary Sheets

Schedule Performance

As a result of the Deed 2 negotiations with the contractor, the final delivery of aircraft was rescheduled to July 2017; this, and
ongoing technical deficiencies, have resulted in delays to the Final Materiel Release (FMR) and Final Operational Capability (FOC)
milestones. However, a number of capability milestones have been declared, including Army Initial Operational Capability (IOC) in
December 2014, Navy IOC in February 2015, first Operational Capability Land (OCL1) in September 2015, second and third
Operational Capability Amphibious (OCA2/3) in December 2015, the second Operational Capability Land (OCL2) in March 2016

. The FMR and FOC dates are currently under review and

are expected to be clarified in Quarter approval of a revised Materiel Acquisition Agreement.

124 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 ANAO’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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Forty- aircraft have been accepted into service with the final aircraft in July 2017. The first thirteen aircraft required
an in-service retrofit to bring them up to the full Phase 2, 4 & 6 capability baseline

Remediation to rectify concerns regarding configuration management issues of production aircraft slowed the acceptance of

production aircraft , this in turn slowed the rate of capability growth.

The Chief of Army the introduction of MRH90 into 6th Aviation Regiment by 3 years, because of reliability and design
shortfalls the Black Hawk fleet to 2022 to mitigate the risk to capability. The delayed introduction to
6th Aviation Regiment in the growth in total MRH90 flying hours temporarily stabilised below the planned

mature rate.

Both Full Flight Mission Simulators have been accepted (the first in August 2013 and the second in October 2014).

Materiel Capability Delivery Performance

Following achievement of In-Service Date (ISD) with agreed partial achievement of the contracted MRH capabilities, there has been
significant work by both Industry and the Commonwealth to define and implement a series of capability block enhancements to
bring the MRH90 to contracted standards. This included a retrofit program to progressively bring all aircraft up to the contracted
standard.

Note

Forecast dates and capability assessments are excluded from the scope of the review.

1.3 Project Context

Background
The Additional Troop Lift project was first foreshadowed in the Defence White Paper 2000.

The MRH Program consists of Phases 2, 4 & 6. Phase 2 was approved initially, providing 12 additional Troop Lift helicopters for
Army. Phases 4 & 6 were approved subsequently with Phase 4 which provided 28 helicopters as the replacement of the Australian
Army’s fleet of 34 S-70A-9 Black Hawk helicopters, again for troop lift capability, and Phase 6 provided 6 helicopters as the
replacement of the RAN'’s fleet of six Sea King helicopters, providing maritime support capability for Navy. The delivery of a 47th
MRH90 was negotiated as part of Deed 2. This enables the use of one airframe as a Ground Training Device without impacting the
operational fleet.

In total, the AIR 9000 MRH Program will acquire 47 MRH90 aircraft and support systems. Support capabilities, such as Electronic
Warfare Self Protection Support System, MRH Software Support Centre, MRH Instrumentation System and a Ground Mission
Management System, will be acquired along with training systems and in-service support.

The Phase 2 Acquisition Contract was signed with Airbus Australia Pacific (Airbus AP) in June 2005 with the subsequent
Sustainment and Program Agreement contracts signed in July 2005.

In November 2005 the Defence Capability and Investment Committee agreed that the way forward was to seek a combined first and
second pass approval for both Phases 4 and 6 as part of a single approval process.

Cabinet endorsement was gained in April 2006 in a combined first and second pass process for Phase 4 and Phase 6. The agreed
method of procurement, a two stage Contract Change Proposal (CCP), resulted in the execution of options contained in the Program
Agreement for the procurement of additional aircraft approved under Phases 4 and 6. Initial CCPs for the Acquisition, Sustainment
and Program Agreement Contracts were signed in June 2006.

The three AIR 9000 Phase 2, 4 & 6 contracts (Program Agreement Contract, Acquisition Contract and Sustainment Contract)
incorporate the above CCPs. On acceptance of two MRH90, appropriate training, maintenance and supply support, an In-Service
Date of December 2007 was achieved with aircraft operating under a Special Flight Permit granted by the Chief of Air Force. This
triggered the Sustainment Contract to come into effect and all three contracts are now currently active.

The Commonwealth suspended acceptance of aircraft from Airbus AP in November 2010; deliveries recommenced in November
2011 after negotiations of a remediation plan (Deed of Agreement and CCPs) to address a number of engineering and reliability
issues. Concurrent with the recommencement of aircraft acceptance in November 2011, the Minister for Defence announced that
the project would be listed as a Project of Concern citing schedule, aircraft technical deficiencies and Airbus AP’s performance.

sjeayg Alewwng ejeq 109lold "¢ Ued

The Commonwealth has conducted negotiations with the prime contractor to review and settle commercial, technical and schedule
issues resulting in a variation to the original contract signed on 9 May 2013, which has been termed ‘Deed 2. Deed 2, which came
into effect on 1 July 2013 re-baselined the delivery schedule and addressed commercial and technical issues.

Uniqueness

The MRHOO aircraft is based upon the German Army variant of the NH90 Troop Transport Helicopter. The MRH90 design uses well
established aerospace technologies, but will introduce new technologies into Army and Navy, primarily in the areas of composite
structure, helmet mounted sight and display and fly-by-wire flight control systems.

The MRH Program is providing an MRH90 capability to two main users - Army and Navy. The capability delivery complexity this
introduces has been mitigated through an agreement between Chief of Army and Chief of Navy. This provides the project with a
single interface for introduction into service issues.

The MRH Program Office Design Acceptance Strategy is dependent upon the French Military Airworthiness Authority’s (Direction
Générale de 'Armament (DGA)) prior acceptance of the NH90 variants and certification recommendation for the MRH90. The DGA
and other National Qualification Organisations’ prior acceptance of European NH90s provide confidence for the ADF to leverage
off common certification evidence for the MRH90.
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Major Risks and Issues

Aircraft system lack of maturity has affected the certification schedule of the MRH90 and subsequently the declaration of capability
milestones. .

The project is managing issues affecting Final Materiel Release including the Mission Management System, Cargo Hook, Fast
Roping, Rappelling and Extraction System,

Gun Mount System, and Aero-Medical Evacuation.

The remediation of these deficiencies and issues through replacement or re-design, will draw upon significant engineering, logistic
and commercial resources and will therefore form the critical path toward achieving the Final Materiel Release

There is a risk that the project may not be able to retain sufficient levels of experienced and skilled manpower to achieve the required
rate of Acquisition deliverables. In addition, there is also a risk that Industry may not be able to retain sufficient workforce, prior to
Acquisition Project closure, to sustain the timely delivery of the remaining capability elements.

Other Current Sub-Projects

AIR 9000 Phase 7 Helicopter Aircrew Training System (HATS): HATS will be an important link in the training continuum for inductees
to the MRH 90 training system.

Note

Major risks and issues are excluded from the scope of the review.

Section 2 - Financial Performance -'g
2.1 Project Budget (out-turned) and Expenditure History Q
Date Description $m Notes ('%
Project Budget
Apr 04 Original Approved 3.3 1 E’
Aug 04 Government Second Pass Approval 953.9 ©
Jun 06 Real Variation — Scope 2,565.6 2 E
Total at Second Pass Approval g
Oct 06 Real Variation — Transfer (219.0) 3 (%))
Oct 08 Real Variation — Transfer (20.0) ©
Oct 08 Real Variation — Scope 31.5 5 -.(_U.
()
I -—
Jul 10 Price Indexation 679.8 7 8
Jun 18 Exchange Variation 8
Jun 18 Total Budget s
o
Project Expenditure m
Prior to Jul 17 Contract expenditure — Airbus AP +
Contract expenditure — CAE Australia D(?

Other Contract Payments / Internal Expenses

FY to Jun 18 Contract expenditure — Airbus AP
Other Contract Payments / Internal Expenses 9
Jun 18 Total Expenditure
Jun 18 Remaining Budget
Notes

1 This project’s original budget amount is that prior to achieving Second Pass Government Approval.

2 Incorporation of AIR 9000 Phase 4 (Black Hawk Upgrade/Replacement) and AIR 9000 Phase 6 (Maritime Support
Helicopter).

3 The funding related to facilities elements of the project was managed by Defence Estate and Infrastructure Group (DE&IG).

4 Transfer to DE&IG for Facilities Infrastructure.
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5 Real Cost Increase funding for Full Flight Mission Simulator.

7 Up until July 2010, indexation was applied to project budgets on a periodic basis. The cumulative impact of this approach
was $556.1m. In addition to this amount, the impact on the project budget as a result of out-turning was a further $123.7m
having been applied to the remaining life of the project.

9 Other expenditure: for operating expenditure,
for other capital expenditure not attributable to the aforementioned contracts.

for contractors and consultants, and

2.2A In-year Budget Estimate Variance

Estimate Estimate Estimate Explanation of Material Movements
PBS $m PAES $m Final Plan $m
The variance between PBS and PAES estimates
The variance between PAES and Final Plan estimates primarily
reflects reprogramming of prime contract milestone and
Variance $m Total Variance ($m):
Variance % Total Variance (%):

2.2B In-year Budget/Expenditure Variance

Estimate Actual Variance
Final Plan $m | $m $m

Variance Factor Explanation

Australian Industry The

Foreign Industry

Early Processes

Defence Processes

Foreign Government

underspend reflects net
adjustments to payment phasings
across the Prime Acquisition Contract,
and against other minor
procurement requirements

Negotiations/Payments

Cost Saving

Effort in Support of Operations
Additional Government Approvals
Total Variance

% Variance

2.3 Details of Project Major Contracts

sjeayg Alewwng ejeq 109lold "¢ Ued

Contractor Signature Date Price at Type (Price Basis) | Form of Contract | Notes
Signature $m 30 Jun 18
$m
Airbus AP Jun 05 846.3 VARIABLE ASDEFCON 1,2,
(Strategic) 3,4
CAE Dec 07 180.5 VARIABLE ASDEFCON 4,5
Australia (Complex)
Notes

1 This contract also includes an Electronic Warfare Self Protection Support System, MRH Software Support System, MRH
Instrumented System and 23 Ground Mission Management System (GMMS) (4 Fixed GMMS, 7 Deployable GMMS, 1
Reduced, 9 Light and 2 interim GMMS). Contract Base date is January 2004.

2 The MRH Instrumented System includes an airborne instrumentation pallet, some ground based instrumentation and
three aircraft (from the total fleet of 47) that have provisions to have the instrumentation pallet installed.
3 The increase from the original contract value is predominantly due to the increase in aircraft ordered and associated

systems following government approved scope changes as described in Section 1.3. Since 1 July , there have been

key CCPs processed for a Fast Roping, Rappelling and Extraction System,

4 Contract value as at 30 June 2018 is based on actual expenditure to 30 June 2018 and remaining commltment at current
exchange rates, and includes adjustments for indexation (where applicable).
5 The Commonwealth has conducted negotiations with the Contractor, to review and settle commercial and technical

issues, in December 2015.

Contractor Quantities as at Scope Notes
Signature | 30 Jun 18
Airbus AP 12 | 47 MRH90 Aircraft 1
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CAE 2 2 Full Flight and Mission Simulator
Australia
Major equipment received and quantities to 30 Jun 18
Forty- MRH aircraft have been accepted to date. Both Full Flight Mission Simulators have been accepted by the
Commonwealth.
Notes
1 The delivery of a 47th MRH90 was negotiated as part of Deed 2. This enables the use of one airframe as a Ground
Training Device without impacting the operational fleet.
Section 3 — Schedule Performance
3.1 Design Review Progress
. . . Original Current Achieved Variance
Review Major System / Platform Variant Planned Planned IForecast (Months) Notes
System MRH aircraft - Phase 2 Aug 05 Oct 05 Sep 05 1 1
Requirements MRH aircraft - Phase 4/6 Apr 07 Apr 07 May 07 1 1
MRH Software Support Centre N/A Mar 07 Apr 07 1
Electronic Warfare Self Protection N/A N/A Nov 05 N/A
Support System
Ground based Mission planning and Oct 05 Oct 05 Feb 07 16 2
Management System
MRH Instrumented System N/A Jun 07 Jul 07 1
Full Flight and Mission Simulators May 08 Nov 08 Mar 09 9 3
System Design Full Flight and Mission Simulators Oct 08 Mar 09 Jun 09 8 3
Preliminary MRH aircraft - Phase 2 Jan 06 Jan 06 Apr 06 3
Design MRH aircraft - Phase 4/6 N/A N/A Jun 08 N/A
MRH Software Support Centre N/A Jun 07 Jun 07 0
Electronic Warfare Self Protection Mar 06 Mar 06 May 06 2
Support System
Ground based Mission planning and Jul 06 Apr 07 Jun 07 11 2
Management System
MRH Instrumented System N/A Jun 07 Jul 07 1
Full Flight and Mission Simulators Feb 09 Sep 09 Oct 09 8 3
Critical Design MRH aircraft - Phase 2 May 06 May 06 Jun 06 1
MRH aircraft - Phase 4/6 Aug 08 N/A Oct 08 2
MRH Software Support Centre N/A Oct 07 Sep 07 1)
Electronic Warfare Self Protection Sep 06 Sep 06 Oct 06 1
Support System
Ground based Mission planning and Nov 06 Nov 07 Jul 08 20 2
Management System
MRH Instrumented System N/A Jun 08 Jun 08 0
Full Flight and Mission Simulators Aug 09 Feb 10 Apr 10 6 3
Notes
1 Delays in the Systems Engineering process have resulted from the more developmental nature of the aircraft system, with
the MRH90 variant being unique in some ways.
2 Ground Mission Management System software delays are directly attributable to aircraft schedule delivery slip.
3 Full Flight Mission Simulators design review delays stem primarily from slow Contractor derivation of requirements into a
suitable System and Subsystem Specification. This was compounded by delays in the prime contractor establishing a vital
subcontract with the aircraft manufacturer.
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3.2 Contractor Test and Evaluation Progress

Test and . . Original Current Achieved Variance
Evaluation Wikjerr Sygitaim / (FEiRim Ve Planned Planned /Forecast (Months) et
System MRH aircraft - Phase 2 Jul 06 Nov 06 Dec 06 5
Integration MRH aircraft - Phase 4/6 N/A N/A N/A N/A 1
MRH Software Support Centre N/A Oct 08 Nov 08 1
Electronic Warfare Self Protection N/A N/A Nov 07 N/A
Support System
Ground based Mission planning and N/A N/A N/A N/A 2
Management System
MRH Instrumented System Nov 08 May 09 Dec 09 13 3
Full Flight and Mission Simulators Jun 11 Sept 11 Sep 11 4 4
Acceptance Type Acceptance Review Special Flight Oct 07 N/A Dec 07 2 5
Permit 1
Australian Military Type Certificate Dec 08 Dec 10 Apr 13 52 6
Full Flight and Mission Simulator #1 Jul 12 Aug 13 Aug 13 13 7
Full Flight and Mission Simulator #2 Jan 13 Oct 14 Oct 14 21 7
Ground based Mission planning and Feb 09 Sep 09 Dec 09 10 8
Management System Lot 1
Ground Mission planning and Feb 09 Dec 09 Apr 10 14 8
U Management System Lot 2
QO Ground Mission planning and Sep10 Sep10 Mar 13 30 8
— Management System Lot 3
w MRH Software Support Centre Feb 09 Feb 09 Dec 08 (2)
Electronic Warfare Self Protection Dec 07 Dec 07 Dec 07 0
;U Support System
Q_ MRH Instrumented System Mar 10 Jun 10 Sep 11 18 9
g Aircraft MRH aircraft #01 (First aircraft) Dec 07 N/A Dec 07 0
~~ Acceptance MRH aircraft #05 (First Australian built Dec 08 N/A Dec 08 0
O aircraft)
Q MRH aircraft #46 Jul 14 Jun 17 Jun 17 35 10
E).- MRH aircraft #47 (Final Aircraft) Jul 17 Jul 17 Jul 17 0
) Notes
[ 1 Phases 4/6 were rolled into the MRH Program from aircraft 13 onwards, which increased the number of aircraft from 12 to
3 46.
3 2 The acceptance and test-readiness of the Ground Mission Management System (GMMS) was broken into six lots post
Q contract signature. The lots compose of GMMS deliverables that have been aligned to aircraft delivery — location and
‘2 baseline. The acceptance of GMMS lots are listed in the acceptance area of this table.
3 The 13 month delay to closure of Test Readiness Review was due to electronic compatibility test design issues not resolved
2} until November 2009. This delay was mitigated by the development of an interim MRH Instrumentation System capability
(‘:D- used for a test activity in October 2009.
D Achieved through completion of Test Readiness Review for Contractor In-Plant Test and Evaluation in September 2011.
—_
wn The first Airworthiness Board (for a Special Flight Permit (SFP)) was conducted in November 2007 and a SFP was granted

in December 2007. There have been a number of SFP extensions to allow flight trials of the aircraft as it further develops.
The most recent SFP was granted in December 2012 and expired in April 2013.

6 Achievement of the Australian Military Type Certificate proved problematic due to technical and reliability issues, leading to
insufficient levels of the Rate of Effort. Rate of Effort was required to validate that in-service support arrangements for the
fleet are sufficient to cope with current numbers of aircraft and are growing in maturity to meet fleet requirements. Australian
Military Type Certificate and Service Release was achieved 17 April 2013.

7 Refers to acceptance of Full Flight Mission Simulators in Oakey and Townsville. Delays have been incurred due to the late
delivery of facilities and an underestimation of the time required to implement the design.

Lot 1, 2 and 3 have been altered to accommodate the variation in aircraft delivery date and configuration.

The MRH instrumented system incurred delays due to technical and supportability issues that resulted in contractual non-
conformances. These non-conformances were rectified by September 2011.

10 | The MRH90 program stopped accepting aircraft in November 2010 due to a number of technical and reliability issues. The
Commonwealth recommenced accepting aircraft in November 2011 after negotiating a remediation plan to address a
number of engineering and contractual issues; however acceptance of aircraft was again suspended in February 2012
pending resolution of another technical concern related to the aircraft’'s cargo hook. In May 2012 the Commonwealth agreed
to accept a further four aircraft based on Airbus AP’s agreement to the commercial terms associated with the rectification
of the cargo hook issue. Scheduled aircraft acceptance recommenced in June 2012 with aircraft #46 accepted in June 2017
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3.3 Progress Toward Materiel Release and Operational Capability Milestones

grone | g | e | o

Initial Materiel Release (IMR) Army/Navy Jun 10 May 13 35 1

Initial Operational Capability (I0C) Navy Jul 10 Feb 15 55 2
Army Apr 11 Dec 14 44 3

Final Materiel Release (FMR) Army/Navy Oct 14 4,5

Final Operational Capability (FOC) Navy Dec 12 - - 5,
Army Jul 14 4,5

Notes

1 The MRH90 program stopped accepting aircraft in November 2010 due to a number of technical and reliability issues. This

has impacted the achievement of capability milestones. The Commonwealth recommenced accepting aircraft in November
2011 after negotiating a remediation plan to address a number of engineering and reliability issues; however acceptance
of aircraft was again suspended in February 2012 pending resolution of another technical concern related to the aircraft's
cargo hook. In May 2012 the Commonwealth agreed to accept a further four aircraft based on Airbus AP’s agreement to
the commercial terms associated with the rectification of the cargo hook issue. Scheduled aircraft acceptance recommenced
in June 2012 with the aircraft (#47) accepted in 17.

IMR was declared on 13 May 2013, based on 6 Product Baseline 003 aircraft.
2 Affected by delays to IMR. (Refer to Note 1 above)
3 Affected by delays to IMR. (Refer to Note 1 above)

4 Dates directly impacted by delay to IMR. (Refer to Note 1 above). The remediation of technical deficiencies and issues
through replacement or re-design will draw upon significant engineering, logistic and commercial resources and will
therefore form the critical path toward achieving FMR. The FMR and FOC dates are currently under review and are
expected to be clarified with the approval of a revised Materiel Acquisition Agreement

5 FOC is now only forecast as a single date. The last capability subset is to be realised by Army

Schedule Status at 30 June 2018

Schedule Plan at

Government
Approval
i o Approval
IMR_/FMR introduced BIMR
in FY 2010-11
mioC
1 BFMR
Schedule Plan at 30
June 2018 |roc
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Note
Forecast dates in Section 3 are excluded from the scope of the review.
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Section 4 — Materiel Capability Delivery Performance

4.1 Measures of Materiel Capability Delivery Performance

Pie Chart: Percentage Breakdown of Materiel Capability Delivery Performance

Green:

A number of key capabilities have been delivered and
service released and the aircraft retrofit program is now
complete.

Amber:

MRHPO remains focused on the timely delivery of
capabilities to support operational capabilities. There
continues to be a number of capabilities that will need to
be progressed and released including the redesign of
Cargo Hook, the Common Mission Management System,

and the improved Fast Roping, Rappelling and
Extraction System.

Red:
N/A

Note

This Pie Chart does not necessarily represent capability achieved. The capability assessments and forecasts by the project are not
subject to the ANAQO’s assurance review.

4.2 Constitution of Initial Materiel Release and Final Materiel Rel

Item Explanation Achievement

Initial Materiel Release (IMR) 1. Six Product Baseline 003 aircraft with Achieved
associated role equipment to support Initial
Operational Capability milestones;

2. Issue of Australian Military Type Certificate and
Service Release;

3. Completion of all MRH9O0 facilities at Townsville,
Oakey and Nowra;

4.  Establishment of mature planned contractor
support to maintenance and logistics; and

5. Provision and certification of Mission
Management systems necessary for Initial
Operational Capability milestones.

Initial Material Rell was achieved in May 2013.

Final Materiel Release (FMR) 1. Forty-seven aircraft configured to the contractual | Not yet achieved
baseline including configuration amendments
specified in Deeds 1 and 2 (one aircraft to be
used as a Maintenance Training Device);

2. Role equipment delivered to support aircraft;

3. A mature sustainment organisation capable of
discharging all in-service responsibilities;
including logistic and training requirements;

4. Mature training system with all training devices
accepted, supported by an effective, functioning
training organisation; and

5.  All facilities and support equipment, required to
support the capabilities accepted.

The project is focused on the timely delivery of

capability to meet future operational milestones. This

includes the delivery of crucial products such as the
replacement Cargo Hook, the Fast Roping and

Rappelling Device and a Common Ground Mission

Management System.
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Section 5 - Major Risks and Issues

5.1 Major Project Risks

Identified Risks (risk identified by standard project risk management processes)

Description

Remedial Action

There is a risk that the MRH Program may not be able to retain
sufficient levels of experienced and skilled manpower to achieve
the required rate of Acquisition deliverables leading to an impact
on schedule and capability.

1. Early identification of staff transition and turnover.

2. Detailed succession planning.

3. Early engagement with Army and Royal Australian Air
Force posting Directorates and CASG, to identify
solutions.

4. Identify areas where contracted workforce can
supplement where applicable.

There is a risk that Industry may not be able to retain sufficient
workforce, prior to Acquisition Project closure, to sustain the
timely delivery of the remaining capability elements.

1. Apply provisions of the contract to incentivise delivery to
the schedule.

2. Actively engage Industry and scrutinise performance
against product delivery through the following forums:

Critical ltem Review

Project Executive Meetings

Project Management Review

Weapons Systems Working Group

e. Project Management Stakeholder Group

aoow

Emergent Risks (risk not previously identified but has emerged during 2017-18)

Description

Remedial Action

5.2 Major Project Issues

Description

Remedial Action

The Full Flight Mission Simulator configuration alignment with
the MRH90 aircraft has been affected by the length of time
required to upgrade to Sustainment Software Build 1.1.

1. Evaluate options for consolidating Full Flight Mission
Simulator technologies to a single manufacturer.

2. Establish an efficient process of obtaining aircraft
documentation and associated software packages.

3. Integrate engineering change proposals between MRH90
aircraft and the Full Flight Mission Simulator.

The Electronic Warfare Self Protection system is not performing
to specification during specific aircraft manoeuvres.

1. Conduct a technical assessment of the issues identified
and provide recommendations for remediation.

2. Commonwealth to assess the validity of the
recommendations with system specialists.

3. Verification and validation of the remediation activities by
Industry.

4. Implement solution to meet capability requirements.

The Fast Roping and Rappelling is not suitable which has
affected the achievement of operational capability leading to an
impact on schedule and performance.

Interim Fast Roping and Rappelling Device solution has
been design accepted and service release has been
achieved.

2. Identify design options for enduring solution.

3.

4,
The Enhanced MRH Armament Sub-System (EMAS) is | 1. Implement interim capability.
incompatible with an introduced weapon leading to an impact Identify design options for enduring solution for both Navy
on operational performance and delivery schedule. and Army.

3.

4. Implement solution

The existing Ground Mission Management System (GMMS) is
not suitable for integration with the ADF mandated Joint Mission
Planning System (JMPS)leading to an impact on MRH90
operational performance.

-

Formation of user working group.

2. Develop and agree on options to meet capability
requirements.

3. Implement agreed solution.

The initial AME solution is not suitable for high care or multiple
extractions which will delay the final solution delivery schedule.

1. Formation of Aero-Medical Evacuation capability working
group.
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2. Develop and agree on the functional requirements
specification with Commonwealth stakeholders and
Industry.

3. Implement agreed solution.
The current Cargo Hook design is incompatible with Australian | 1.  Develop Statement of Requirement for new Cargo Hook.
Defence Equipment which will delay the final solution delivery. 2. Industry to provide proposal for new Cargo Hook.
3. Develop and agree on options enduring solution to meet
capability requirements.
4. Implement agreed solution.

Note

Major risks and issues in Section 5 are excluded from the scope of the review.

Section 6 — Project Maturity

6.1 Project Maturity Score and Benchmark

Attributes
kel
= g _ 5
. S © [ @
Maturity Score o e 55 % ) c
3 o o8 S 2 2 2
= c = == © _
(7] o 14 (=] ~a o om [
Project Stage Benchmark 10 8 8 8 9 9 60
Initial Materiel Project Status 7 7 9 9 8 7 9 56
Release Explanation e Schedule: The Final Materiel Release and Final Operational Capability dates

are currently under review and are expected to be clarified in
with the approval of a revised Materiel Acquisition Agreement.

. Cost: Not all risks have been retired; however the estimate at completion to
mitigate remains within contingency guidance.

. Requirement: The MRH System design and acceptance testing phases are
essentially complete, with activities on-going for outstanding elements such as
cargo hook and mission troop seat. Additionally, the project office, with Navy
and Army, is conducting validation trials to demonstrate that the system meets
in-service requirements.

e  Technical Understanding: The knowledge necessary to operate and support
the platform is being transferred to the in-service providers.

e  Technical Difficulty: Capability is still being tested fully due to the immaturity
of elements of the capability.

e  Commercial: Deed 2 settled a number of long outstanding commercial issues

and has implemented sound management arrangements to provide confidence
that industry effort will be focused on capability realisation.
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Section 7 — Lessons Learned

7.1 Key Lessons Learned

Categories of
Systemic Lessons

Early establishment of the Sustainment organisations. Both Commonwealth and Industry teams need to be | Resourcing
set up well in advance of the first of the deliveries. The provision of accepted aircraft to an Operational
Squadron has led to a range of lessons in regard to command and control of assets and people, stakeholder
management and the relationship with Industry.

Project Lesson

The impact of attaining limited Intellectual Property rights has been critical to the ongoing development of | Contract
the capability and achievement of value for money in further contract negotiations. It has also limited the | Management
provision of data for integration with other platforms (such as the Landing Helicopter Dock ships).

The MRH Program was incorrectly viewed as a Military off-the-Shelf (MOTS) acquisition. Lessons | Off-the-shelf
associated with intended MOTS procurements include: that it is essential that the maturity of any offered | Equipment
product be clearly assessed and understood; and that elements of a chosen off-the-shelf solution may not
meet the user requirement.

Better arrangements should be put in place to ensure appropriate considerations of contractor performance | Contract
occur before the Commonwealth enters into similar contracts with the same contractor. Management

Part 3. Project Data Summary Sheets

Section 8 — Project Line Management

8.1 Project Line Management in 2017-18

Position Name

Division Head MAJGEN Andrew Mathewson
Branch Head BRIG Jeremy King

Project Director COL Brad Warren

Project Manager Mr Hilton Hunter
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Project Data Summary Sheet'?

Project Number AIR 5349 Phase 3

Project Name EA-18G GROWLER AIRBORNE
ELECTRONIC ATTACK
CAPABILITY

First Year Reported in 2013-14

the MPR

Capability Type New

Acquisition Type Australianised MOTS

Capability Manager Chief of Air Force

Government 1st Pass Aug 12

Approval

Government 2nd Pass Apr 13

Approval

Budget at 2" Pass $2,641.4m

Approval

Total Approved Budget $3,430.4m

(Current)

2017-18 $206.1m

Budget

Project Stage Initial Materiel Rell

Complexity ACATII

Section 1 - Project Summary

1.1 Project Description

The EA-18G Growler Airborne Electronic Attack Capability provides for the acquisition of 12 Boeing EA-18G Growler aircraft, ALQ-99
Tactical Jamming Systems (TJS), associated weapons, support and training systems to establish an Airborne Electronic Attack (AEA)
capability for the Australian Defence Force (ADF). In December 2014 the scope of the project was expanded to include the Mobile Threat
Training Emitter System (MTTES) Electronic Warfare (EW) in Queensland and in the Northern Territory, plus air-to-air and anti-radiation
weapons for training activities. In April 2017 the scope was further expanded to include the acquisition and integration of CEA
Technologies Pty Ltd (CEA) training systems into the MTTES, to further enhance electronic warfare training outcomes across the
Australian Defence Force (ADF).

1.2 Current Status

Cost Performance

In-year
At 30 June 2018, the project had spent $205.2m against a budget of $206.1m. The underspend of $0.9m has been driven by
reduced costs for US based Initial Operational Test and Evaluation (IOT&E) activities and countermeasures procurements.

Project Financial Assurance Statement

As at 30 June 2018, project AIR 5349 Phase 3 has reviewed the approved scope and budget for those elements required to be
delivered by the project. Having reviewed the current financial and contractual obligations of the project, current known risks and
estimated future expenditure, Defence considers, as at the reporting date, there is sufficient budget remaining for the project to
complete against the agreed scope.

Contingency Statement

The project has not applied contingency in the financial year.
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Schedule Performance

Despite the significant change of scope approved in April 2013 to acquire new aircraft in lieu of modification of existing Lot 33 F/A-
18F Super Hornets, the project achieved the initial In-Service Date (ISD) milestone in January 2017, as well as the subsequent
Initial Materiel Release (IMR) milestone on schedule on 14 February 2017, with accepted ‘caveats’.

The IMR caveat relates to in country aircrew currency training capability, specifically the Tactical Operational Flight Trainer (TOFT)
upgrade. TOFT establishment was delayed until July 2017 as a deliberate risk mitigation activity with nil impact on overall capability
during the period in which it has been delayed.

All 12 EA-18G Australian aircraft have been accepted and transferred to the RAAF, and have arrived in Australia. The Project met

125 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 ANAO’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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Australian airworthiness board timelines during 2016 to support Australian flight operations from the in-service date (ISD).
No 6 Squadron has undergone a role change and now is responsible for operational command of the Growler capability.

The existing Integrated Visual Environment Maintenance Trainers (IVEMTs) have been successfully upgraded to support F/A-18F
and EA-18G maintenance training.

The project is due to achieve its next Major Materiel release (MR 3) milestone in 2018. This milestone

Materiel Capability Delivery Performance

The project remains on track to deliver a US Navy common Airborne Electronic Attack Capability based on the EA-18G aircraft and
ALQ-99 TJS.

The EA-18G Growler contains the ALQ-218 Radio Frequency Receiver System as well as the ALQ-227 Communications
Countermeasures Set to receive broad spectrum radio frequency signals and subsequently disrupt or jam those signals with the
ALQ-99 TJS. As the EA-18G Growler airframe is based on the F/A-18F Super Hornet Block I configuration, it retains an Air-to-Air
capability with the APG-79 Radar and AIM-120 Advanced Medium Range Air to Air Missiles (AMRAAM) weapons. Additional
AMRAAM tactical missiles and Captive Air Training Missiles (CATMs) are being procured for the expanded air combat fleet. The
AIM-9X Sidewinder Air-to-Air missile as integrated on the F/A-18F Super Hornet is also being integrated onto the EA-18G with
additional CATMs and tactical missiles for (RTS) approved for acquisition in December 2014.

The Australian EA-18G Growler will retain the capability for aircrew to train for the employment of AGM-88B High Speed Anti-
Radiation Missiles (HARM) and AGM-88E Advanced Anti-Radiation Air to Ground Missiles (AARGM), with four HARM CATMs and
eight AARGM CATMs being procured. Further, HARM and AARGM tactical missiles were approved for acquisition in December
2014 for RTS activities.

The AN/ASQ-228 Advanced Targeting Forward Looking Infra-Red (ATFLIR) pod will also be integrated onto the EA-18G and 15

ATFLIR pods procured. Air Combat Manoeuvring Instrumentation pods also procured for the Growler fleet
to maximise training effectiveness.
In addition to modifying aircrew and maintenance training devices that were procured by AIR 5349

Phase 1 for the F/A-18F Super Hornet to enable training on either the F/A-18F or EA-18G, the project also
, an additional two Tactical Operational Flight Trainers (TOFTs) (flight simulators) to address the
increased training requirements of the additional EA-18G Growler aircrew.

The project plans to follow a similar approach taken to recent FMS acquisitions (including the F/A-18F Super Hornet) within the
aviation domain to ensure compliance with Australian Defence Force airworthiness and workplace health and safety standards.

The December 2014 approval of MTTES will provide the ability for in-country EA-18G aircrew training through establishment of EW
training range capabilities in Queensland and the Northern Territory. Establishment of these ranges will ensure EA-18G aircrew
can train effectively without needing frequent deployments to use United States electronic combat ranges for skills development.
MTTES will enhance ADF EW training range capabilities. The Growler aircraft is just one of the many Defence assets that will use
this training range capability.

The April 2017 approval for Advanced MTTES includes a number of CEA training systems, associated control equipment, initial
training and support planning, integration into the broader MTTES Command and Control system, and development of training
programs.

Note

Forecast dates and capability assessments are excluded from the scope of the review.

1.3 Project Context

Background

Defence first considered an Airborne Electronic Attack Capability based on the EA-18G Growler as part of the Force Structure
Review 2008 (FSR08). While it was noted that an Electronic Attack capability would have broad application in a range of
contingencies, the decision at the time was to consider the capability further as part of FSR13. Notwithstanding, in 2008, the
Government approved a production modification for the last 12 F/A-18F Super Hornet aircraft procured under AIR 5349 Phase 1,
to enable future upgrade to EA-18G Growler configuration, should strategic circumstances dictate.

In early 2011, the US Department of Defence advised the ADF that the US Navy (the sole operator of the EA-18G Growler) would
place its final order for these aircraft in the second half of 2012 and the production line would close in 2015. Accordingly, the US
Navy advised that if Australia wished to economically acquire an Airborne Electronic Attack capability, the only feasible option would
be to add any Australian requirements to the final US Navy production contract.

In August 2012, the Government approved acquisition of an Airborne Electronic Attack Capability based on the EA-18G Growler.
The approved scope from this combined pass approval consisted of modification of 12 existing RAAF Lot 33 F/A-18F Super Hornets.

Defence continued to assess the risk associated with the ADF’s air combat transition from the F/A-18A/B Hornet and the F/A-18F
Super Hornet, to the F-35A Joint Strike Fighter and developed options for Government consideration — the Air Combat Capability
Transition Review. In April 2013, the Government approved the preferred option, which included the acquisition of 12 new build EA-
18G Growler aircraft in lieu of modification of existing F/A-18F Super Hornets.

The project classification is Australianised Military-Off-The-Shelf as there are a small number of Australian unique changes, such
as ATFLIR and AIM-9X Stores Clearances.

The Acquisition Strategy for AIR 5349 Phase 3 is to procure the principal materiel elements of the capability through the US
Government FMS program. Accordingly, a number of FMS cases have been established with Navy International Programs Office
and Naval Air Systems Command for acquisition of the materiel components of the capability as well as aircrew and maintainer
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training. Another FMS case will be utilised to acquire AIM-120 AMRAAM missiles from the US Air Force Security Assistance
Command and the AMRAAM Joint Program Office. The procurement approach for the sustainment of the capability will mirror, and
optimally leverage that already in place for the F/A-18F Super Hornet and will comprise a combination of Australian Industry based
commercial support contracts, augmented where necessary with FMS case procured, US Government sourced products and
services.

The Materiel System for the capability will comprise 12 Boeing EA-18G Growler aircraft, ALQ-99 TJSs, AIM-120 AMRAAM missiles,
AGM-88B/E HARM/AARGM training missiles, alternate mission equipment, mission planning systems, training devices, spares and
support and test equipment, as well as training for aircrew and maintenance personnel. The Airborne Electronic Attack architecture
will be enabled by a US Navy common EW database.

Initially, both aircrew and maintenance personnel will be trained in the US utilising the US Navy’s training system for the EA-18G
Growler. Following the initial training of maintenance personnel, an EA-18G Growler maintenance training framework will be established
at RAAF Base Amberley for ongoing training. For aircrew, training will remain in the US throughout the capability life cycle, supported
by Defence managed FMS cases.

In December 2014 the scope of AIR 5349 Phase 3 was expanded to include EW training ranges in Queensland and Northern
Australia, plus air-to-air and anti-radiation weapons for RTS activities. Additionally, ongoing EA-18G and F/A-18F aircrew training
in the US was approved.

ACEASPO and AIR5349 Phase 3 have established a Support System for the capability, which leverages the significant configuration
commonality between the F/A-18F Super Hornet and the EA-18G Growler. Existing support contracts have been modified to include
sustainment products and services for the EA-18G Growler, in a similar way to that already in place for the F/A-18F Super Hornet. In
addition, US Government FMS cases delivering sustainment products and services have been amended or replaced with arrangements
including both F/A-18F and EA-18G systems. Notably, consistent with the Air Combat Capability Transition Review outcomes agreed
by Government, the majority of F/A-18F and EA-18G aircrew training has moved to the US as No.6 Squadron has changed from being
the F/A-18F training squadron to the EA-18G operational squadron. No. 1 Squadron will retain some Super Hornet aircrew training
responsibilities.

Further Government approval in April 2017 provides for acquisition and integration of CEA threat training systems into the MTTES.

Uniqueness

Noting that AIR5349 Phase 3 shares many common aspects with AIR5349 Phase 1 and the acquisition of the F/A-18F Super
Hornet, the primary area of uniqueness resides in the introduction of an offensive radio frequency Electronic Attack capability, and
the underpinning materiel enablers for this new warfare domain for the ADF.

Major Risks and Issues

Several risks have been identified with supply of MTTES hardware to meet schedule, as well as the timely establishment of MTTES
operation and maintenance support contracts. The risk of RAAF EA-18G structural life of type being inadequate to meet planned
withdrawal date is a longer term consideration that will continue to be monitored over the life of the capability. Participation in the USN
F/A-18 E/F Service Life Assessment and Extension program (SLAP/SLEP) will mitigate this risk.

Other Current Sub-Projects

AIR 5349 Phase 1 — Bridging Air Combat Capability: Provision of 24 F/A-18F Super Hornets and associated supplies and
support. Some AIR 5349 Phase 1 delivered supplies will be shared with AIR 5349 Phase 3. AIR 5349 Phase 3 will augment AIR
5349 Phase 1 delivered support arrangements.

AIR 5349 Phase 2 — Bridging Air Combat Capability Weapons: Provision of Air-to-Air and Air-to Surface Weapons and
expendables for the F/A-18F Super Hornet. AIR 5349 Phase 2, through a Memorandum of Agreement (MOA) with AIR 5349 Phase
3, is managing the acquisition and introduction into service of the EA-18G weapons (AIM-120 AMRAAM, AIM-9X Sidewinder, AGM-
88B HARM and AGM-88E AARGM) and expendables.
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Note

Major risks and issues are excluded from the scope of the review.
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Section 2 - Financial Performance

2.1 Project Budget (out-turned) and Expenditure History

Date Description $m Notes
Project Budget
Aug 12 Original Approved 1,1565.3 1
Apr 13 Subsequent Second Pass Approval — New build aircraft 1,486.1
Apr 13
Dec 14 Real Variation — Scope 200.6 3
Jan 16 Real Variation — Financial Reduction (267.9) 4
Nov 16 Real Cost Decrease (100.0) 5
May 17 Real Variation — Scope (ADV MTTES) 102.7 6
Aug 17
Jun 18 Exchange Variation
Jun 18 Total Budget
Project Expenditure
Prior to Jul | Contract Expenditure — US Government (AT-P-SCI) (1,253.7) 7
17
Contract Expenditure — US Government (AT-P-LEN) 7
Contract Expenditure — US Government (AT-D-YLB) 7
Contract Expenditure — US Government (AT-P-AZN) 7
Contract Expenditure — US Government (AT-P-GUW) 7
Contract Expenditure — US Government (AT-P-GTM) 7
Other Contract Payments / Internal Expenses 8
FY to 30 Contract Expenditure — US Government (AT-P-GUW) 7
Jun 18 Contract Expenditure — CEA Technologies 7
Contract Expenditure — US Government (AT-D-YLB) 7
7
Contract Expenditure — US Government (AT-P-LEN) 7
Contract Expenditure — US Government (AT-P-AZN) 7
Contract Expenditure — US Government (AT-P-GTM) 7
Other Contract Payments / Internal Expenses 9
FY to Jun Total Expenditure
18
Jun 18 Remaining Budget
Notes
1 Government approval in August 2012 for modification of Super Hornet aircraft to EA-18G Growler configuration and
acquisition of associated Electronic Attack equipment.
2 Government approval in April 2013 to change acquisition strategy to acquisition of new-build aircraft rather than
modification of existing aircraft.
3 Government approval in December 2014 for inclusion of Growler Enabling capabilities — MTTES and RTS Weapons.
4 Real Cost reduction — MAA 3.1 amendment processed January 2016 — for transfer of project funds to offset Growler
Facilities funding shortfall, and return of surplus funds to the Defence Capability Plan.
5 Real Cost Decrease — MAA 3.2 amendment processed September 2016 — representing a reduction of Project
Contingency due to the mitigation of aircraft production risk.
6 Government approval in April 2017 for acquisition and integration of CEA systems into the MTTES.
7 The scope of this contract is explained further in Section 2.3 — Details of Project Major Contracts.
8 Other expenditure comprises: Operating expenditure, contractors, consultants, other capital expenditure not
attributable to the aforementioned contracts and minor contract expenditure.
9 Other Expenditure comprises: ) FMS Weapons procurement
— Case AT-P-AYW
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Remaining expenditure comprises: Operating expenditure, , and other capital expenditure not attributable to the
aforementioned contracts and minor contract expenditure.

2.2A In-year Budget Estimate Variance

Estimate Estimate Estimate Explanation of Material Movements

PBS $m PAES $m Final Plan $m

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

% Variance

2.3 Details of Project Major Contracts
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Signature faricolat Type

Contractor Date g:Tg]nature 30 .iLrlTr: 18 (Price Basis) Form of Contract | Notes
US Government (AT- Aug 12 944.2 Reimbursement FMS 1,2,
P-LEN)
US Government (AT- May 13 36.2 Reimbursement FMS 1,2
P-AZN)
US Government (AT- Jul 13 1,313.1 Reimbursement FMS 1,2
P-SCl)
US Government (AT- Sep 13 19.3 Reimbursement FMS 1,2,3
P-GTM)
US Government (AT- Feb 15 88.6 Reimbursement FMS 1,2,5
P-GUW)
US Government (AT- Feb 15 84.6 Reimbursement FMS 1,2,4
D-YLB)
CEA Technologies Jun 17 87.3 Firm Official Order 6
Pty Ltd
Notes
1 | Contract value as at is based on actual expenditure to and remaining commitment at current

exchange rates, and includes adjustments for indexation (where applicable
2 | The scope of this contract is explained further below.
3 | The large increase in the value of this contract reflects an increase in the training already being procured.
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4 | This contract is for the acquisition of AMRAAM missiles and is being managed by Guided Weapons Branch through an FMS
case established as part of the AIR 5349 Phase 2 Bridging Air Combat Capability Project.

capability.

5 | The value of this contract has increased to reflect higher actual costs for equipment being procured to support the MTTES

6 | This contract is for the acquisition of the Advanced MTTES CEA Technologies Pty Ltd systems

Quantities as at
Contractor - Scope Notes
Signature 30 Jun 18

US Government (AT-P- Various Various Advanced Electronic Attack Kits, ALQ99 TJSs, Launchers,

LEN) Launch computers, Joint Mission Planning System and
Software

US Government (AT-P- 12 Various HARM and AARGM training missiles, tactical missiles,

AZN) associated support equipment and training

US Government (AT-P- 12 12 EA-18G aircraft, associated spares and support equipment

SCI)

US Government (AT-P- N/A N/A Initial Aircrew and Maintenance Training

GTM)

US Government (AT-P- Various Various EW training ranges systems including threat emitter systems,

GUW) range control and debrief systems, associated IT, spares,
support equipment, integration and test services.

US Government (AT-D- Various Various Weapons — AIM-120 C7 AMRAAM air-to-air missiles and

YLB) associated support equipment and infrastructure

CEA Technologies Pty Various Various Advanced MTTES — CEA Technologies Pty Ltd systems —

Ltd various threat emulation systems, support equipment and
services

Major equipment received and quantities to 30 Jun 18

Transfer of ownership for aircraft procured under ATPSCI commenced in Jan 17 and transfer of all 12 aircraft is now complete.

Section 3 — Schedule Performance
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3.1 Design Review Progress
5 Major tem riginal rrent Achiev Varian

RSB Pleelzjt?ori'ly?/:ria/nt Iglagn:d F(’;I:nr?ed F%r:c:si/ (l\jllo:thcse) Nos

System EA-18G Aircraft N/A — Military Off the Shelf

Requirements Aircraft Software — SCS Jan 14 N/A Jan 14 0
H10A
Mission Planning System May 14 N/A May 14 0
ALQ-99 TJS N/A — Military Off the Shelf
Modified TOFTs Nov 14 N/A Jul 15 8 1,3
New-build TOFTs Nov 14 N/A Apr 15 5 2
Modified Integrated Nov 14 N/A Jul 15 8 3
Visual Environment
Maintenance
Trainers(IVEMTs)

Preliminary Design EA-18G Aircraft N/A — Military Off the Shelf
Aircraft Software SCS Jun 14 N/A Jun 14 0 4
H10A
Mission Planning System Aug 14 N/A Sep 14 1
ALQ-99 TJS N/A — Military Off the Shelf
Modified TOFTs May 15 N/A Aug 15 3 1,3
New-build TOFTs May 15 N/A Mar 16 10 2
Modified IVEMTs May 15 N/A Oct 15 5 3

Critical Design EA-18G Aircraft N/A — Military Off the Shelf
Aircraft Software SCS Jun 14 N/A Jun 14 0 4
H10A
Mission Planning System Sep 14 N/A Jan 15 4
ALQ-99 TJS N/A — Military Off the Shelf
Modified TOFTs May 15 N/A Aug 15 3 1,3
New-build TOFTs May 15 N/A Mar 16 10 2
Modified IVEMTs May 15 N/A Oct 15 5 3

Notes

1 | Modified TOFT’s contract awarded April 2015.
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2 Revised date reflects post contract award schedule.
Revised date reflects delay in contract award and updated schedule.

4 SCS H10A Preliminary Design Review (PDR) and Critical Design Review (CDR) (held by US Navy) was a combined
event, hence dates are the same.

3.2 Contractor Test and Evaluation Progress

Test and Major System/ Original Current Achieved Variance Notes

Evaluation Platform Variant Planned Planned /Forecast (Months)

System Integration | EA-18G Aircraft Jun 16 N/A Jul 16 1 1
Aircraft SCS H10A Jul 16 N/A Jul 16 0 1
Mission Planning System Jul 16 N/A Jul 16 0 1
ALQ-99 TJS Jul 16 N/A Jul 16 0 1
Modified TOFTs Sep 16 N/A Jul 17 10 2
New-build TOFTs Sep 17 N/A Jul 18 10 3
Modified IVEMTs Oct 16 N/A Sep 16 (1)
MTTES-Queensland N/A 4
Ranges
MTTES - Northern TBD N/A TBD 0 5
Australian Ranges

Acceptance EA-18G Aircraft Jul 16 N/A Jul 16 0 1
Aircraft Software —SCS Jul 16 N/A Jul 16 0 1
H10A
Mission Planning System Jul 16 N/A Jul 16 0 1
ALQ-99 TJS Jul 16 N/A Jul 16 0 1
Modified TOFTs Jan 17 N/A Jul 17 6 2
New-build TOFTs Sep 17 N/A 18 11 3
Modified IVEMTs Nov 16 N/A Nov 16 0
MTTES-Queensland N/A 4
Ranges
MTTES — Northern TBD N/A TBD 0 5
Australian Ranges

Notes

1 US Navy conduct a combined development and acceptance test program encompassing aircraft, SCS H10A, mission

planning system, stores integration testing including the ALQ-99 TJS. Accordingly, dates for system integration and
acceptance testing reflect the same schedule window.

2 Modification of the TOFTs was deliberately delayed as a risk mitigation activity which ensures that US based TOFT
upgrades will be completed prior to execution of the Australian based TOFT upgrade.

3 Delay to new build TOFTs has been caused by limited contractor availability to conduct the installation at Amberley.

4 MTTES - Queensland range schedule has been delayed to accommodate a revised integration and certification strategy

5 MTTES — Northern Australian range schedule is still being baselined as some of the US Government work remains pre-
contract.
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3.3 Progress Toward Materiel Release and Operational Capability Milestones

Item Original Planned Achieved/Forecast Variance (Months) Notes
Initial Materiel Release (IMR) Feb 17 Feb 17 0 1
In-Service Date (ISD) Jan 17 Jan 17 0

Initial Operational Capability (IOC) Jul 18 Jul 18 0

Materiel Release 2 (MR2) Oct 17 2
Materiel Release 3 (MR3) Jul 18 Aug 18 1

Materiel Release 4 (MR4) Mar 19 3
Materiel Release 5 (MR5) Jul 19 Jul 19 0

Materiel Release 6 (MR6) Mar 20 Mar 20 0

Materiel Release 7 (MR7) Jul 20 Jul 20 0

Materiel Release 8 (MR8) Jul 21 Jul 21 0

Final Materiel Release (FMR) Jul 22 22
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Final Operational Capability (FOC)

Jul 22 Jul 22

Note

Forecast dates in Section 3 are excluded from the scope of the review.

1. IMR was declared with Caveats on 14 February 17. Further details are provided at section 5.2.

2. MR2 has been delayed to accommodate a revised integration and certification strategy for the MTTES — Queensland
schedule that incrementally delivers training capability.

3. MR4 has been delayed as it is anticipated that some materiel components for the MTTES- Northern Australian Ranges will
not be able to be delivered on time.

4. MR3 will be declared when TOFTs 3 & 4 are ready for training (RFT). RFT is scheduled for August 2018.

Schedule Status at 30 June 2018

Schedule Plan at
Government
Approval

o Approval

BIMR
mIOC

Schedule Plan at
30 June 2018

BFMR
mFOC

Jun-12 !
Jun-13

Jun-14
Jun-15
Jun-16
Jun-17
Jun-18
Jun-19
Jun-20
Jun-21

Jun-22
Jun-23

Section 4 — Materiel Capability Performance

4.1 Measures of Materiel Capability Delivery Performance

Pie Chart: Percentage Breakdown of Materiel Capability Delivery Performance

Green:

The project remains on track to deliver a US Navy
common Airborne Electronic Attack capability based on
the EA-18G Growler aircraft.

Amber:

Red:

Note

the scope of the review.

This Pie Chart represents Defence’s expected capability delivery. Capability assessments and forecast dates are excluded from

4.2 Constitution of Initial Materiel Rel

and Final Materiel Rel

Item

Explanation

Achievement

Initial Materiel Release (IMR)

e Atleast six new-build EA-18G aircraft in USA and
associated equipment delivered to support Initial
Operational Test and Evaluation (IOT&E)
programs.

Achieved with caveats
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. Sufficient aircrew and maintenance personnel to
support Growler operations from ISD.

. Initial in-country aircrew training.

IMR was declared on 14 February 2017 with caveats.

The caveats associated with this declaration

Final Materiel Release (FMR) .

All 12 EA-18G aircraft delivered.

. All assets, equipment and spares delivered.

e  All acquisition tasks completed and transitioned to
sustainment organisation completed.

FMR is a future dated milestone projected for 2022.

Not yet achieved

Section 5 — Major Risks and Issues

5.1 Major Project Risks

Identified Risks (risk identified by standard project risk management processes)

Description

Remedial Action

There is a possibility that the level of Australian unique
development required to meet the MTTES requirements will
need design, manufacture, integration and certification effort
that cannot be completed within the MAA milestone dates (MR2,
MR4 & MRS).

MTTES is currently in initial design phases. During the scoping
phase of the project, the team will aim to identify areas of
greatest technical risk and treat as appropriate. The project has
established and is implementing a revised integration and
certification strategy.

There is a possibility that the Structural Life Of Type of the RAAF
EA-18G aircraft may be inadequate to support the planned
withdrawal date.

Participation in the USN F/A-18E/F Service Life Assessment &
Extension Program

Emergent Risks (risk not previously identified but has emerged during 2016-17)

Description

Remedial Action

5.2 Major Project Issues

Description

Remedial Action

Late Delivery of the upgrade to the Tactical Operational Flight
Trainers (TOFTSs).

Late Delivery of Aircrew Computer Based Training (CBT).

Note

Major risks and issues in Section 5 are excluded from the scope of the review.

Section 6 — Project Maturity

6.1 Project Maturity Score and Benchmark

Attributes
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Release Explanation . Schedule: The Schedule Score is below the benchmark as the MTTES Mission
and Support systems have not yet been delivered and the schedule for some of
those components are less mature.

. Technical Understanding: Arrangements for the employment and support of the
capability are in place or being put into place.

. Technical Difficulty: The Technical Difficulty score is below the benchmark as
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Section 7 — Lessons Learned

7.1 Key Lessons Learned

Project Lesson Categories of Systemic Lessons

For appropriate management according to Defence best practice benchmarks, | Resourcing
allocation of project management resources is required immediately on project
approval, particularly for projects with primarily FMS acquisition strategies.
These projects inherently experience significant lag between Second Pass
approval and schedule and financial management maturity, due to the lag
between FMS case establishment and initial prime acquisition contracts when
compared to commercially based acquisitions. The delay in achieving maturity
benchmarks are only exacerbated when resourcing is not applied early in the
acquisition life cycle.
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Section 8 — Project Line Management

8.1 Project Line Management in 2017-18

Position Name

Division Head AVM Catherine Roberts

Branch Head AIRCDRE Gregory Hoffmann

Project Director Mr Gavin Healy (to )

Project Manager WGCDR Andrew Harrigan (to )
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Project Number AIR 9000 Phase 8
Project Name FUTURE NAVAL AVIATION 3

COMBAT SYSTEM
First Year Reported in the | 2011-12 ;‘"
MPR - x
Capability Type Replacement ;
Acquisition Type MOTS @©
Capability Manager Chief of Navy <
Government 1st Pass Feb 10 8
Approval %)
Government 2nd Pass Jun 11
Approval (n'd
Budget at 2nd Pass o
Approval ©
Total Approved Budget 1
(Current) I
2017-18 Budget $ m >
Project Stage Initial Materiel Rel
Complexity ACAT I

Section 1 - Project Summary

1.1 Project Description

AIR 9000 Phase 8 has acquired 24 MH-60R Seahawk Romeo naval combat helicopters, associated weapons and support systems
to replace the current 16 S-70B-2 Seahawk Bravo helicopters and the cancelled SH-2G(A) Seasprite helicopters. The aircraft is
equipped with a highly sophisticated avionics suite designed to employ Hellfire air-to-surface missiles and Mark (Mk) 54 anti-
submarine torpedoes. The aircraft will provide Navy with a contemporary helicopter with anti-submarine warfare (ASW) and anti-
surface warfare capability.

The acquisition of 24 helicopters will enable the Navy to deploy at least eight Seahawks embarked at sea across the ANZAC class
frigates and the new Hobart class Air Warfare Destroyers (AWD).

1.2 Current Status

Cost Performance

In-year

The of § m is primarily

Project Financial Assurance Statement

As at 30 June 2018, project AIR 9000 Phase 8 has reviewed the approved scope and budget for those elements required to be
delivered by the project. Having reviewed the current financial and contractual obligations of the project, current known risks and
estimated future expenditure, Defence considers, as at the reporting date, there is sufficient budget remaining for the project to
complete against the agreed scope.

Contingency Statement
The project has not applied contingency in the financial year.
Schedule Performance

Materiel Release Two (MR2) milestone was achieved 19 December 2016. The next major milestone will be Materiel Release Three
(MR3), defined as twenty four aircraft in United States Navy
(USN) configuration accepted, with sufficient logistics support, including Ships Allowance Limit (SAL), Pack Up Kits (PUKs) and
sufficient internal (crew served) machine guns to support eight flights at sea.
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126 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 ANAO’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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Materiel Capability Delivery Performance

The MH-60R Seahawk helicopter being procured is a Military Off the Shelf (MOTS) product from the USN. The MH-60R Seahawk
has been in service with the USN since 2005 and was first deployed operationally by the USN in early 2010. The Australian Defence
Force (ADF) has accepted delivery of 24 MH-60R aircraft, and there are currently no known impediments to the Project achieving
the materiel capability performance requirements. The aircraft delivery schedule resulted in ADF MH-60Rs being delivered earlier
than forecast at Second Pass.

Note

Forecast dates and capability assessments are excluded from the scope of the review.

1.3 Project Context

Background

The Defence White Paper 2009 stated that ‘As a matter of urgency, the Government will acquire a fleet of at least 24 new naval
combat helicopters to provide eight or more aircraft concurrently embarked on ships at sea. These new aircraft will possess
advanced ASW capabilities, including sonar systems able to be lowered into the sea and air-launched torpedoes, as well as an
ability to fire air-to-surface missiles.’

First Pass Approval for the acquisition of the Future Naval Aviation Combat System to satisfy this requirement was provided by
Government on 24 February 2010.

The selection of the MH-60R followed a competitive solicitation process between a US Government FMS case offering the Sikorsky
/ Lockheed Martin MH-60R Seahawk and a direct commercial sale from Australian Aerospace (now Airbus Group Australia Pacific
(AGAP) offering the NATO Helicopter Industries NH90 NATO Frigate Helicopter. Second Pass Approval for acquisition of the MH-
60R was provided by Government on 15 June 2011.

Project SEA 5510 Stage 1 was approved by Government in June 2017, for the purpose of upgrading the MH-60R Seahawk’s
combat system, sensors, weapons and countermeasures throughout their operational life to maintain commonality and
supportability with the United States Navy. AUD $527.7m has been approved for Stage 1
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Uniqueness

The Australian MH-60R helicopter has been acquired as a MOTS product, in the same baseline configuration as the USN aircraft.
A limited number of Australian unique design modifications are being incorporated now that all aircraft have been delivered. The
USN will develop the modifications for incorporation in Australian and USN MH-60R aircraft.

The MH-60R is being acquired as a maritime combat capability. It will have limitations in utility roles such as passenger or cargo
transfer.

Major Risks and Issues

The Project Office (PO) is currently managing open risks with the highest level of pre-mitigation risk being medium, whilst
also managing two open issues. However, there are currently no major risks or issues in achieving the MH-60R operational
capability milestones on schedule.

Other Current Sub-Projects

Project AIR 9000 Phase 7 Helicopter Aircrew Training System (HATS). HATS will be an important link in the training continuum for
inductees to the MH-60R training system.

Note

sjeayg Alewwng ejeq 109lold "¢ Ued

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

Aug 09 Original Approved 0.3 1

Jun 10 Real Variation — Budgetary Adjustment 9.6 2

Jun 11 Government Second Pass Approval 3,019.7

Jun 14 Real Variation — Budgetary Adjustment (39.2) 3

Jul 10 Price Indexation 0.1 4

Jun 18 Exchange Variation

Jun 18 Total Budget 34
Project Expenditure

Prior to Jul 17 Contract Expenditure — US Government (AT-P-SCF) (1, ) 5
Contract Expenditure — US Government (AT-P-AHV) ( ) 5
Contract Expenditure — US Government (AT-B-ZBZ) (20.2) 5
Contract Expenditure — Navy — Empire Test Pilots’ School (7.4)
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Contract Expenditure — US Government (AT-P-GTC) (3.5) 5
Other Contract Payments / Internal Expenses ( ) 6
. )

FY to Jun 18 Contract Expenditure — US Government (AT-P-SCF) ( ) 5
5 X
Contract Expenditure — US Government (AT-P-AHV) ( ) 5 ;
©
Other Contract Payments / Internal Expenses ( ) 7 c
©
_ (2554) | [}
Jun 18 Total Expenditure (2, ) (@))
o
Jun 18 Remaining Budget o
Q@

Notes T

1 This amount represents the project Budget prior to achieving Second Pass Approval by Government. E

2 Project Development Funds.

3 | Facilities Budget Transfer to Defence Support and Reform Group.

4 Up until July 2010, indexation was applied to project budgets on a periodic basis. The cumulative impact of this approach )
was $0.1m, applied only to the portion of the budget approved at First Pass. From July 2010 all project budgets were -—
approved by Government in out-turned dollars including AIR 9000 Phase 8. (]

5 | The scope of this contract is explained further in Section 2.3 — Details of Project Major Contracts. _GC')
Other includes travel, contractor support, legal support, Non-FMS Procurements, ANZAC and AWD Ship Modifications, and N
general support activities. >

7 | Other includes procurement of ANZAC, AWD and FFG Ship Modifications, E

Facility related expenditure, Freight, general support activities E
2.2A In-year Budget Estimate Variance 2
Estimate Estimate Estimate Explanation of Material Movements o)
PBS $m PAES $m Final Plan $m ©
2 -—
®
o
e
Variance $m ( ) Total Variance ($m): ( ) 8
Variance % ( ) Total Variance (%): ( ) 6,
2.2B In-year Budget/Expenditure Variance —
Estimate Actual Variance Variance Factor Explanation ol
Final Plan $m $m $m .
Australian Industry ™
Foreign Industry b
Early Processes ©
Defence Processes (al
Foreign Government
Negotiations/Payments
Cost Saving
Effort in Support of Operations
Additional Government
Approvals
Total Variance
% Variance

2.3 Details of Project Major Contracts

Price at
Signature - Type (Price Form of
Cantizeiay Date Signature 30 June 18 Basis) Contract Neizs
$m $m

US Government (AT-P- Jun11 | 20003 Variable FMS 1,3
SCF)
US Government (AT-P- Variable FMS 1,3
AHV) Aug 11 168.1
ggzc);o"emme”t (AT-B- Jan 12 12.3 20.2 Variable FMS 1,2,3
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US Government (AT-P- Variable FMS 1,3,
GTC) Feb 13 10.9

1,3,
Notes

1 | The scope of this contract is explained further below.

2 | Increased quantity of Tactical and Training Missiles in FMS Case.

Z 3 | Contract value as at is based on actual expenditure to and remaining commitment at current
T exchange rates, and includes adjustments for indexation (where applicable).
1
(@)
o
Py
wn Quantities as at
()] Contractor . S0 dluire Scope Notes
Q Signature 18
0
Q US Government (AT-P- MH-60R, synthetic training devices, and associated mission and
24 24

s SCF) support systems
~ Xﬁ\f’;m’emme”t (ATP- | Classified | Classified | Mk 54 Torpedoes

gggwemme”t (AT-B- Classified | Classified | AGM-114N Hellfire Air to Surface Missiles

US Government (AT-P- . . .

GTC) N/A N/A RAN MH-60R Detachment — Naval Air Station Jacksonville,

Florida support

Major equipment received and quantities to 30 June 18

A quantity of Mk 54 Torpedos delivered in August 2014

A quantity of Hellfire Missiles delivered in August 2014

‘BRomeo’ Seahawk Training Device delivered in October 2014

Tactical Operational Flight Trainer 1 delivered in February 2015

Aircraft 1 through 24 were delivered between December 2013 and August 2016
Rear Crew Trainer delivered in August 2016

Tactical Operational Flight Trainer 2 delivered in October 2016

Helicopter Support Facility (HMAS Stirling) was accepted in December 2016

Section 3 — Schedule Performance

3.1 Design Review Progress

sjeayg Alewwng ejeq 109lold "¢ Ued

Review Major System / Platform Variant Original Current Achieved Variance Notes
Planned Planned /Forecast (Months)
System MH-60R Helicopter N/A N/A N/A N/A 1
Requirements ADF Mission System Options — Jan 14 Jan 14 Apr 14 3 2
Phase 1
ADF Mission System Options — Nov 14 Nov 14 Nov 14 0 2
Phase 2
Air Warfare Destroyer Dec 14 Dec 14 Jan 15 1 3
Preliminary MH-60R Helicopter N/A N/A N/A N/A 1
Design ADF Mission System Options — Mar 14 Mar 14 Jun 14 3 2
Phase 1
ADF Mission System Options — Mar 15 Mar 15 Apr 15 1 2
Phase 2
Air Warfare Destroyer Dec 15 May 17 May 17 17 3
Critical Design MH-60R Helicopter N/A N/A N/A N/A 1
ADF Mission System Options — Jun 14 Jun 14 Jun 14 0 2
Phase 1
ADF Mission System Options — May 15 May 15 May 15 0 2
Phase 2
Air Warfare Destroyer Dec 16 Dec 17 Dec 17 12 3
Notes
1 | MH-60R helicopter system requirements and design reviews were not required as it a MOTS helicopter procured through FMS.
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2 | The ADF Mission System Options were split into two phases. Phase 1 Statements of Work (SOWs) for ADF Unique Mission
System Options were agreed by the PO, USN, Sikorsky and Lockheed Martin. Director General Technical Airworthiness has
endorsed SOWSs in accordance with Technical Airworthiness Regulations. Dates are reflective of Phase 1 design reviews.
SOW for Phase 2 was released as part of USN request for tender 26 February 2014, with contract signature with Lockheed
Martin achieved in October 2014.
3 | The AWD requires modification to enable the MH-60R aircraft to operate at full capability as the AWD certification baseline is
based on a classic Seahawk aircraft. The modification works required to integrate the MH-60R aircraft will be conducted 4
following the delivery of each AWD. With the reorganisation of the AWD Alliance the aviation upgrade effort has been delayed. ;
3.2 Contractor Test and Evaluation Progress _(CU
Test and : " Original Current Achieved Variance ®
Evaluation LajopsystEnliRlatomnianan: Planned Planned /Forecast (Months) Wi (D]
System ADF Mission System Options — Phase 1 Aug 15 Aug 15 Aug 15 0 1 w
Integration  [" ADF Mission System Options — Phase 2 Sep 18 ('
Air Warfare Destroyer TBA TBA TBA TBA 8
Acceptance | ADF Mission System Options — Phase 1 Aug 16 Aug 16 Sep 16 1 1 1
ADF Mission System Options — Phase 2 Sep 18 I
Acceptance of first MH-60R Jun 14 Dec 13 Dec 13 (6) E
Acceptance of final MH-60R Sep 18 Aug 16 Aug 16 (25)
Air Warfare Destroyer TBA TBA TBA TBA
Notes _.9
1 The ADF Mission System Options were split into two phases. Phase 1 SOW for ADF Unique Mission System Options O
was agreed by the PO, USN, Sikorsky and Lockheed Martin. SOW for Phase 2 was released as part of USN request .GC)
for tender 26 February 2014, and contract signature with Lockheed Martin was achieved in October 2014. n
>
o
£
2
w
©
e
A . . ®
3.3 Progress Toward Materiel Rell and Operational Capability Milestones ()
Original Achieved Variance -—
fam Planned /Forecast (Months) Wiz (&]
In-Service Date (ISD) Jun 14 Jan 14 (5) 1 2
Initial Materiel Release (IMR) Jun 15 Mar 15 (3) 2 9
Initial Operational Capability (IOC) Aug 15 Sep 15 1 3 o
Materiel Release 2 (MR2) Dec 16 Dec 16 0 4 CV)
Materiel Release 3 (MR3) Jun 19 +
Materiel Release 4 (MR4) Dec 20 Dec (0]
Final Materiel Release (FMR) Dec 23 Dec 23 0 o
Final Operational Capability (FOC) Dec 23 Dec 23 0
Notes
1 Revised aircraft delivery schedule.
2 The project declared IMR in March 2015, three months ahead of schedule and the Capability Manager signed-off IMR
in July 2015.
3 The Capability Manager declared I0C on 25 September 2015, 25 days later than originally scheduled. Navy linked MH-
60R I0C to Anzac Class ship aviation upgrades, which resulted in extra technical assessments that resulted in the minor
delay.
4 The project achieved MR2 in December 2016 on schedule.
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Schedule Status at 30 June 2018

Schedule Plan at
Z Government
T Approval

1

(o)) o Approval
(@] ] pprov
A mIMR
w mIOC
) Schedule Plan at
QjJ 30 June 2018 BFMR
) mBFOC
£
=

Jun-10 !
Jun-11
Jun-12
Jun-13
Jun-14
Jun-15
Jun-16
Jun-17
Jun-18
Jun-19
Jun-20
Jun-21
Jun-22
Jun-23
Jun-24

Note

Forecast dates in Section 3 are excluded from the scope of the review.

Section 4 — Materiel Capability Delivery Performance

4.1 Measures of Materiel Capability Delivery Performance
1. Pie Chart: Percentage Breakdown of Materiel Capability Delivery Performance

Green:

The project is currently meeting capability requirements as
expressed in the Materiel Acquisition Agreement and
supporting suite of Capability Definition Documentation and
in accordance with the requirements of the relevant
Technical Regulatory Authorities.

Amber:
N/A

Red:
N/A
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Note

This Pie Chart represents Defence’s expected capability delivery. Capability assessments and forecast dates are excluded from
the scope of the review
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4.2 Constitution of Initial Materiel Release and Final Materiel Release

Item Explanation Achievement

Initial Materiel Release (IMR) . Five aircraft in USN configuration, Tactical Achieved

Operational Flight Trainer and supporting systems,

Establishment of key Sustainment organisations,

. Initial stock of Mk 54 Torpedoes and Hellfire
Missiles, and

4. Modification of one ANZAC class ship for
interoperability with MH-60R Seahawk helicopter.

. All 24 aircraft delivered and Australian Mission Not yet achieved
System Options implemented,

2. Full EO fit-out and all Mk 54 Torpedos and Hellfire

Missiles delivered,

All ANZAC class ships and Air Warfare Destroyers

modified for interoperability with MH-60R Seahawk

helicopter, and

4. Final Training Management Package.

Achievement is scheduled for December 2023.

N

wn

Final Materiel Release (FMR)

-

w

Section 5 - Major Risks and Issues

X
=
©

c
©
Q

w

x

S

Q@

I

=

5.1 Major Project Risks
Identified Risks (risk identified by standard project risk management processes)

Description Remedial Action
N/A N/A

Emergent Risks (risk not previously identified but has emerged during 2017-18)
Description Remedial Action
N/A N/A

5.2 Major Project Issues

Description Remedial Action
N/A N/A
Note

Major risks and issues in Section 5 are excluded from the scope of the review.

Section 6 — Project Maturity

6.1 Project Maturity Score and Benchmark

Part 3. Project Data Summary Sheets

Attributes
2
3 o
, = S £ 5
Maturity Score S kS} [a] © @
o £ TS T o S
3 £ - E | 88
® (s} 4 e S 2 [$) o® £
Project Stage Benchmark 10 8 8 8 9 8 9 60
Initial Materiel Release | Project Status 9 9 8 8 9 8 10 61
Explanation ¢ Schedule: The MH-60R production line is mature. The Project negotiated early
delivery dates for ADF MH-60R.
e Cost: The overall Estimate at Completion is projected to be within project
guidance. The Project has benefited from economies of scale from the US
Government multi-year buys of aircraft and key components.
e Operations and Support: The capability achieved IOC and MH-60R Flights
are now embarked on RAN Fleet Units.
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Section 7 — Lessons Learned

7.1 Key Lessons Learned

Categories of Systemic

Project L n
oject Lessol eeenns

Whilst an FMS program affords a number of advantages, the transfer of a significant amount of project | Contract Management
management and engineering functions to the US Government implementing agency (NAVAIR PMA-
299) and the weak bargaining position of the Commonwealth, increases the project's exposure to risk
(technical, schedule and cost). The resultant level of risk and complexity is often understated and poorly
understood.

The level of Commonwealth contract and financial management involvement and oversight of industry
is very low in comparison to that mandated for Direct Commercial Sale contracts, yet both procurement
methods confront similar issues.

Adequate Commonwealth participation in key project management and technical oversight activities in
the US, as provided for in the Government Second Pass submission, is critical to provide the required
level of contract management.

The recruitment process lead times for candidates not already within the ADF or APS can create | Resourcing
significant extended vacancies within the Project workforce, and this is exacerbated by the relatively
short notice that Defence personnel are obliged to provide for internal transfers.

By procuring MOTS equipment, adhering to the project's clearly defined scope as detailed by | Off-The-Shelf
government at Second Pass, and effectively using the Program Management Steering Group to prevent | Equipment
potential scope creep, the project has been able to meet or exceed its financial and schedule obligations
as detailed within the project’'s Materiel Acquisition Agreement.

Section 8 - Project Line Management

8.1 Project Line Management in 2017-18

sjeayg Alewwng ejeq 109lold "¢ Ued

Position Name

Division Head MAJGEN Andrew Mathewson AM
Branch Head CDRE Scott Lockey CSC RAN
Project Director CAPT Malcolm Wright

Project Manager CMDR Michael Rainey RAN
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Project Number

LAND 121 Phase 3B

Project Name

OVERLANDER VEHICLES
(MEDIUM AND HEAVY
VEHICLES, MODULES AND
TRAILERS)

First Year Reported in the
MPR

2013-14

Capability Type

Replacement

Acquisition Type

Australianised MOTS

Capability Manager

Chief of Army

Government 1st Pass
Approval

Jun 04 — Phase 3
Dec 11 — Phase 3B

Government 2nd Pass
Approval

Aug 07 — Phase 3
Jul 13 — Phase 3B

Budget at 2" Pass
Approval

Total Approved Budget
(Current)

2017-18 Budget
Project Stage
Complexity ACAT I

Section 1 - Project Summary

1.1 Project Description

LAND 121 Phase 3 was established to replace the current fleet of Australian Defence Force (ADF) Field Vehicles, Modules and
Trailers (FVM&T) and will enhance the ground mobility of the ADF.

In December 2011, Government approved the splitting of LAND 121 Phase 3 into two projects:
e LAND 121 Phase 3A - Lightweight and Light Capability (LLC), incorporating the approved Phase 5A; and
e LAND 121 Phase 3B — Medium and Heavy Capability (MHC), incorporating the yet to be approved Phase 5B.

LAND 121 Phase 3B will upgrade and replace the existing medium and heavy vehicle and trailer fleet. Vehicles (protected and
unprotected) consisting of nine variants, will be introduced by the project including cargo, tractor, recovery and tanker functions.
Ten trailer variants for general cargo, equipment transport, and tanker capability will also be acquired. Fleet flexibility will be
supplemented by flatracks and modules that will permit the rapid deployment of stores (including maintenance and combat
engineering), fuel and water tankers and specialist bridging capabilities.

The following vehicles, trailers and modules will be acquired:
e 2,536 MHC vehicles and 3,054 modules supplied by Rheinmetall MAN Military Vehicles Australia (RMMVA);
. trailers from Haulmark Trailers (Australia);

e 122 Geléandewagen (G-Wagon) maintenance modules supplied by Mercedes-Benz Australia / Pacific Pty Ltd and
associated trailers supplied by Haulmark Trailers (Australia) Pty Ltd (HTA), acquired by LAND 121 Phase 3A;

e 49 in-service Bushmaster Protected Mobility Vehicles upgraded to customised General Maintenance Vehicle variants

e 18 Line Laying Modules acquired by LAND 121 Phase 3A; and
o A further 664 specialist modules to be acquired which are not yet in contract.

1.2 Current Status

Cost Performance

In-year

As at , financial year 2017-18 expenditure was against the forecast expenditure of

Project Financial Assurance Statement

127 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 ANAO’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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As at 30 Jun 2018, Project LAND 121 Phase 3B has reviewed the approved scope and budget for those elements required to be
delivered by the project. Having reviewed the current financial and contractual obligations of the project, current known risks and
estimated future expenditure, Defence considers as at the reporting date, there is sufficient budget remaining for the project to
complete against the agreed scope.

Contingency Statement
The project has not applied contingency funds in the financial year.

Schedule Performance
Phase 3B has progressed through the design phases

Haulmark Trailers (Australia) Pty Ltd (trailers) continue to provide deliverables as required under the contract.

Due to early delays, schedule performance is closely monitored. The Project is confident it will achieve the Initial Materiel Release
(IMR) milestone by the originally planned date of December 2018.

Materiel Capability Delivery Performance
Affordability will impact the overall capability, with costs being managed by maximising off-the-shelf solutions.
As at 30 Jun 2018 Rheinmetall MAN Military Vehicles Australia has

Haulmark Trailers (Australia) has delivered of 1,582 matched trailers.

Note

Forecast dates and capability assessments are excluded from the scope of the review.

1.3 Project Context

Background

Project LAND 121 is a multi-phased project to provide the ADF with the FVM&T and associated support systems to meet ADF
mobility requirements including logistic distribution, command and liaison, casualty evacuation, troop lift, and the provision of
mobility for specialist assets such as command shelters and communications terminals.

At the time Government approved LAND 121 Phase 3 the ADF’s FVM&T fleet consisted of some 7,300 vehicles and 3,700 trailers
acquired progressively from 1959. By 2008, 98 percent of the current assets had exceeded their life of type. The fleet was
increasingly costly to maintain, repair and operate. Furthermore, the increased operational tempo from 1999 has compounded the
challenges faced by the fleet to provide the mobility needs required by the ADF.

LAND 121 Phase 3 was approved in August 2007 to acquire 1,187 Mercedes-Benz G-Wagons, and 973 matching trailers from
HTA. In August 2011, Government approved the acquisition of an additional 959 G-Wagons and 826 trailers under LAND 121
Phase 5A via the contracts negotiated for Phase 3.

Phase 3 was also intended to acquire medium and heavy FVM&T; however, the Commonwealth withdrew from negotiations with
the preferred tenderer, and a tender resubmission process was initiated in December 2008. In December 2011, Defence announced
negotiations would commence with the preferred tenderers, RMMVA for the MHC vehicle and module requirements and with HTA
for the MHC trailer requirements.

Strictly, MOTS items were not considered appropriate as modifications are required to achieve:

e compliance with Australian Design Regulations;

* arequirement for vehicles to interface with in-service and new Australian designed trailers and modules; and

¢ integrate with in-service communication equipment.

In a related decision at the same time, Government approved the splitting of LAND 121 Phase 3 into two projects: LAND 121 Phase
3A for the LLC approved under Phase 3 and amalgamating this with the additional scope approved under Phase 5A; and LAND
121 Phase 3B to progress the Phase 3 MHC scope elements. This decision effectively closed Phase 3 and amounted to a combined
pass approval for the new Phase 3A and an ‘interim pass’ approval for the new Phase 3B. The December 2011 approval allowed
the continuation of contracted activities toward the LLC acquisition and the ongoing negotiations for the MHC contracts for Phase
3B. Phase 3B was required to seek a supplementary second pass approval following contract negotiations.

The Phase 3A LLC Contract Amendments were executed in January 2012 and Phase 3B achieved second pass approval in July
2013 and contracts were executed shortly after.

Uniqueness

LAND 121 Phase 3B is to deliver the FVM&T capability to multiple locations throughout Australia and on operational service
overseas. This presents a unique logistic challenge in having a robust Support System that will achieve stated availability
requirements for the lowest life cycle cost.

Major Risks and Issues
The following risks and issues may have an impact on schedule, cost, performance, and/or reputation.
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Risks associated with the vehicle acquisition process include changes to system specifications

, integration issues with new generation communication equipment, access to public
roads . The key issues concerning the project
are the performance of key subcontractors, , and interface issues between vehicles,
trailers, modules
Other Current Sub-Projects
LAND 121 is a multi-phased project providing the ADF with current-generation high-capability field vehicles, modules and trailers.
Other LAND 121 projects are:
LAND 121 Phase 3A has delivered 2,146 lightweight (4x4) and light (6x6) Mercedes-Benz G-Wagons and 1,799 matching
Haulmark trailers, replacing approximately two thirds of the current Land Rover 4x4 and 6x6 vehicle fleets. The new G-Wagons will
be used primarily for tactical training, but will also be available to support humanitarian assistance or disaster relief operations, and
to help secure Australia’s coastline. .
LAND 121 Phase 4 will acquire and deliver into service 1100 Protected Mobility Vehicles — Light (PMV-L) and 1058 associated
trailers. The PMV-L will perfform command, reconnaissance, liaison and utility roles.

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 "G'J'
Dec 11 At Original Approval (Phase 3 Project Budget prior to 39377 1 5]
split into 3A and 3B) B c
Jun 12 Exchange Variation (66.5) )
Jun 12 Budget as at 30 June 2012 3,171.2
Jul 12 Real Variation — Scope (Funds retained by 3A) (622.0) 2 E’
(622.0) ®
Jul 12 At Original Approval (Phase 3B Project Budget after 2549.2 E
split from Phase 3) e E
Jul 12 Exchange Variation to opening budget 23.3 3 (?)
Jul 13 Real Variation — Scope 7.0 4
Jul 13 Real Variation — Scope 21.0 5 _.g
Jul 13 Real Variation — Project Supplementation 684.2 6 ©
735.5 ()
e
Jun 18 Exchange Variation (&)
Jun 18 | Total Budget Q
e
Project Expenditure o
Priorto | Contract Expenditure — Rheinmetall MAN Military .
Jul 17 Vehicles Australia (Acquisition) ™
Contract Expenditure — Haulmark Trailers (Aust) Pty Ltd
(Acquisition) gt
Rheinmetall MAN Military Vehicles Australia (Support) @©
Other Contract Payments / Internal Expenses 7 o
) . " re
Jun 18 Contract Expenditure — Rheinmetall MAN Military >
Vehicles Australia (Acquisition) @®
Contract Expenditure — Haulmark Trailers (Aust) Pty Ltd ()
(Acquisition) I
~
Rheinmetall MAN Military Vehicles Australia (Support) ©
Other Contract Payments / Internal Expenses 8 g
—
Jun 18 | Total Expenditure 9 (O]
©
Jul 18 Remaining Budget %
=
Notes ()
1 Phase 3 project budget prior to the split into Phase 3A and Phase 3B. >
2 Retention of Light Capability scope by LAND 121 Phase 3A. O
3 Update of exchange rates from approval to 2012—13 PBS rates.
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4 Transfer of funds from LAND 116 Phase 3 for acquisition of trailers.

5 Transfer of funds from JP 2059 Phase 2 Bulk Liquid Distribution for acquisition of some vehicles and associated
equipment to facilitate fuel and water transportation.

6 Provision for general program supplementation associated with easing cost pressures identified during scoping for
project approval,

7 Expenses comprise of ($ ) for the acquisition of G-Wagons by LAND 121 Phase 3A on behalf of LAND 121 Phase
3B, ($ ) for salaries and ($ ) for other project office costs not
associated with the prime contracts.

8 Expenses comprise of ($ ) for the Protected Mobility Vehicle, ($ ) for salaries, and ($ ) for other project
office costs not associated with the prime contracts.

9 Delays to some mandated systems reviews and deliveries resulted in stop payment on related milestones being imposed.

2.2A In-year Budget Estimate Variance
EthISm;r:1e Eillirga;?n Elsnt ;T;T:n $m Explanation of Material Movements
Variance $m Total Variance ($m):
Variance % Total Variance (%):

2.2B In-year Budget/Expenditure Variance

EsiimEE raigl VeriEmes Variance Factor Explanation
Final Plan $m | $m $m P

Australian Industry

Foreign Industry

Early Processes

Defence Processes

Foreign Government
Negotiation/Payments

Cost Saving

Effort in Support of Operations
Additional Government Approvals
Total Variance

% Variance

2.3 Details of Project Major Contracts

Signature Hliclet Type (Price Form of

Contractor Date Slg;ar::ure 30 \él:: 18 Basis) Contract Notes
Rheinmetall MAN Military Jul 13 1,685.9 Variable ASDEFCON 1,2
Vehicles Australia

(Acquisition)

Haulmark Trailers (Australia) Jul 13 397.7 Variable ASDEFCON 1,2
Pty Ltd (Acquisition)
Rheinmetall MAN Military Jul 13 323 Variable ASDEFCON 1,2
Vehicles Australia (Support)
Notes

1

2 Contract value as at is based on actual expenditure to and remaining commitment at current

exchange rates , and includes adjustments for indexation (where applicable).
Quantities as at

Contractor Signature 30 Jun 18 Scope Notes
Rheinmetall MAN Military Vehicles 2,536 2,536 MHC vehicles with associated modules. 1
Australia (Acquisition)
Haulmark Trailers (Australia) Pty Ltd 1,582 1,582 MHC Trailers. 1
(Acquisition)
Rheinmetall MAN Military Vehicles N/A N/A MHC Support Contract for vehicles and
Australia (Support) modules.

Major equipment received and quantities to 30 Jun 18
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Haulmark Trailers (Australia) has delivered (as at 30 Jun 2018): Medium weight Cargo trailers, Heavy ILH trailers,

Heavy Equipment Trailers, Medium Equipment Transporters, 6 Heavy Bulk Fuel Tankers, Dolly Low Loaders, Cargo
Kits and ramp sets (for the Mediumweight, Cargo Trailers).
Notes

1| The quantity figures being communicated publicly excludes vehicle and trailer prototypes.

Section 3 — Schedule Performance

3.1 Design Review Progress

. Major System/Platform Original Current f Variance
Review ) ¥/ariant Plagne d Planned Achieved/Forecast (Months) Notes
Preliminary Design Vehicles Dec 14 Aug 15 Dec 15 12 1,2
Modules Aug 14 Feb 15 Mar 15 7 1,2
Trailers Jun 16 Jan 17 Jan 17 7 1,3
Detailed Design Vehicles May 15 Sep 16 Jun 17 25 1,2
Modules Nov 14 Jun 15 Mar 16 16 1,2
Trailers Jan 17 Jul 17 Jun 17 5 1,3
Critical Design Vehicles Aug 15 Jan 17 1,2
Modules Mar 15 Nov 15 Sep 16 18 1,2
Notes
1 | All dates represent the Approval of the exit for the Reviews of the last vehicle, module and trailer variants.
2
3
3.2 Contractor Test and Evaluation Progress
Es:Tuaar;idon Major System/Platform Variant F?Izralglr:]:é Fﬁ::ﬁgg Achieved/Forecast zﬁgﬁg,‘i‘; Notes
System Vehicles Jul 16 Aug 18 19 1,2,3,
Integration, 4
Acceptance Test Modules Nov 15 Jun 17 18 1,2,3,
and Evaluation 4,5
(AT&E) Trailers Sep 17 May 18 18 1,6
Notes
1 All dates represent the Approval of the Acceptance Verification Reports for the tests of the last vehicle,
module and trailer variant.
2 Delays by RMMVA to secure its subcontractor has impacted the completion of verification.
3 Senior management attention (Defence and the RMMV Board) is expected to improve the schedule
performance for completion of acceptance test and evaluation.
4 Current Planned Date changes to Vehicles and Modules are IAW CCP064 signed 15 July 2016.
5 A Contract Change Proposal (CCP 117) was executed to address an additional nine month variance
associated with RMMVA sub-contractor, Holmwood Highgate delay in progressing the Liquid Module
Program.
6 Current Planned Date changes are IAW Group C Integrated Baseline Review (June 2016) outcomes and
agreements.
3.3 Progress Toward Materiel Rel and Operational Capability Milestones
Item Original Planned Achieved/ Forecast Variance (Months) Note
Initial Materiel Rel (IMR) Dec 18 18
Initial Operational Capability (IOC) Dec 19 19 1
Final Materiel Rel (FMR) Dec 22 Dec 22 0
Final Operational Capability (FOC) Dec 23 Jun 23 (6)
Notes
1 All variances are forecast to be achieved on or ahead of planned dates and are a reflection of estimated planned work

required to achieve MAA milestones.
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Schedule Status as at 30 June 2018

Schedule Plan at

Government
Approval o Approval
| mIMR
mIOC
Schedule Plan at BFMR
30 June 2018
BFOC

Jun-12 !
Jun-13
Jun-14
Jun-15
Jun-16
Jun-17
Jun-18
Jun-19
Jun-20
Jun-21
Jun-22
Jun-23
Jun-24

Note
Forecast dates in Section 3 are excluded from the scope of the review.

Section 4 — Materiel Capability Delivery Performance

4.1 Measures of Materiel Capability Delivery Performance

Pie Chart: Percentage Breakdown of Materiel Capability Delivery Performance

Green:

The Project expects to meet materiel capability
requirements as expressed in the MAA and in
accordance with the requirements of the relevant
Technical Regulatory Authorities.

Amber:
N/A

Red:
N/A

Note

This Pie Chart represents Defence’s expected capability delivery. Capability assessments and forecast dates are excluded from
the scope of the review.

4.2 Constitution of Initial Materiel Release and Final Materiel Rel

Item Explanation Achievement
Initial Materiel Release (IMR) IMR requires the following to be delivered: 659 medium | Not yet achieved
and heavy vehicles, 436 modules, 57 trailers, sufficient
training for operators and maintainers to support Army’s
introduction into service plan and adequate logistic
support  arrangements.  Forecast  achievement
December 2018.
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Final Materiel Release (FMR)

FMR requires the following to be delivered: 2,707
medium and heavy vehicles, 3,858 modules, 1,753
trailers, achieve the Directed Training Requirement
across the entire medium and heavy capability for
operators and maintainers and logistic support
arrangements. Forecast achievement December 2022.

Not yet achieved

Section 5 - Major Risks and Issues

5.1 Major Project Risks

Identified Risks (risk identified by standard project risk management processes)

Description

Remedial Action

Changes to system specifications.

There is a chance that the project will be affected by changes
to system specifications leading to Contract Change
Proposals which will impact on cost and schedule.

Development of a decision log. Changes will only be considered
on formal advice from Army and will include costs and risks.

The project team has worked with relevant stakeholders to assess
proposed changes resulting from design reviews. While a number
of Contract Change Proposals have been generated to reflect
agreed outcomes of the design reviews, there has been no impact
on schedule, and costs are being managed within the approved
budget.

This risk diminish as the design review process

Integration of new generation communication equipment
(C4l) - vehicles.

There is a chance that the project will be affected by the
complexities of delivering MHC vehicles with an integrated
C4l solution impacting on performance, cost and schedule.

Monitor and Review RMMVA performance.

This risk continues to be managed through the establishment of a
working group involving RMMVA as the Prime System Integrator,
and Thales as the Subject Matter Expert.

Access to Public Roads.

There is a chance that the MHC will be affected by the States
and Territories (S&Ts) delaying certification and/or not issuing
the appropriate permits for operational use which may impact
on schedule, cost, performance, supportability, environment,
reputation and compliance.

Develop and agree to a strategy with States and Territories.

Defence continues to lead negotiations with the States and Territories.
Visits by LAND 121 Phase 3B and Strategic Logistics Branch (JLC) to
all States and Territories have been completed. JLC will incorporate
LAND 121 Phase 3B vehicle and trailer combinations iteratively into
the Defence Road Transport Exception Framework (DRTEF) as
Defence reviews road access confirmation from individual States and
Territories.

Insufficient storage space at the LAND 121 Introduction
into Service facility at Meeandah. There is a chance that
Introduction Into Service will be affected by lack of storage
space at Meeandah impacting on reputation.

Heavy Recovery Mission System training delay
There is a chance that the MHC roll-out will be affected by a

delay in training for the Heavy Recovery Mission System
impacting on schedule and performance.

A training gap analysis has been conducted by RMMV/RMMVA in
Europe and a workshop has been planned for July/August 2017
in Germany to evaluate the findings. Two ADF Recovery
mechanics are participating in a joint training development activity
with RMMVA.

A draft training implementation plan has been released to
stakeholders and a CCP is being developed (to be executed in July
17) which will define training locations and resources.

Emergent Risks (risk not previously identified but has emerged during 2017-18)

Description

Remedial Action
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There is a chance that the project will be affected by the
technical restrictions being in place at the time of
vehicle’s acceptance. This may impact on cost, schedule
and reputation.

RMMVA have submitted a plan for the remediation of SG2s,
which is being discussed with AHQ for scheduling
remediation to unit deployed assets and the fleet at
Meeandah.

Warranty and Latent Defect contract clauses will also be
utilised if required.

RMMVA failure to meet contractual compliance. There is
a chance that the MHC contracted Support and
Maintenance Services (relating to the provision of spare
parts, and after sales support for the protected variant
and stores modules) will be affected by RMMVA not
meeting their contractual obligations impacting on cost,
schedule, performance, reputation and supportability.

This risk is being mitigated by close monitoring and
engagement with RMMVA through regular Combined Services
Performance Reviews. The provision of spares is being
resolved as RMMVA are to establish a production facility in
Queensland by 2021, which will also provide a long term
solution for the protected variant repairs where an interim
solution is currently in place. The after sales support for
modules is under discussion with RMMVA.

5.2 Major Project Issues

Description

Remedial Action

Subcontractor engagement.

The project has been affected by the delay to subcontractor
engagement impacting on schedule, cost, performance and
reputation.

CoA to undertake financial, capacity and viability assessment
of subcontractors.

All key subcontractors have now been engaged. The delay in
engaging the subcontractors has impacted on the conduct of
design reviews for some module elements. Performance issues
initially identified with Varley have been resolved. RPC
Technologies’ performance issues have been addressed. The
Holmwood Highgate contract schedule was amended to reflect
changes to their delivery schedule however there are no
impacts to the achievement of MAA milestones.

This issue is being closely managed by the Project Manager after
initial involvement by the Assistant Secretary. Weekly updates
continue to be provided from RMMVA to assess progress.

The project continues to engage with RMMVA and Holmwood
Highgate regularly to track the build and delivery of the first
16 bulk liquid modules which remain on target for end June
delivery. RMMVA has advised of some part shortages and this
is being actively managed through the RMMVA supply chain
and is being closely monitored. Project is engaging with
RMMVA and Varley on a regular basis to track the build and
delivery of the stores batches. Acceptance of batches has
been impacted by quality issues identified with Medium and
Heavy stores and this is being actively managed by RMMVA &
reported weekly to the project. Varley module rework planning
has progressed with escalation from RMMVA and CoA.

Project interface and integration issues. The MHC has
encountered technical engineering and project management
integration and interface issues. Integration issues include
issues between vehicles, modules and/or trailers.

The Project integration issues are being actively managed
with two key focus areas. The Hydraulic connectors between
the Truck Tractor and Trailers has been identified as an issue
and a Request for Proposal has been issued to RMMVA to
install the correct hydraulic connectors. The second issue is
the Park Brake Interlock capability between the ILH Truck,
Trailers and Bulk Fuel Modules. RMMVA have proven a
solution through testing and the quote has been accepted by
the Commonwealth. Hydraulic interfaces have been reviewed
during Group C trailer testing and have been found to be
satisfactory with minor changes required. The Park Brake
Interlock solution has been addressed. Electrical interfaces
are still to be implemented on the vehicle and tested prior to
conduct of pilot training in August 2018.

42M Medium Recovery Vehicle

The project has been affected by the delay in design and
verification of the 42M recovery vehicle, and further delays
to the delivery schedule impacting on cost, schedule and
performance.

Critical Design Review exit was achieved in December 2017,
where RMMVA advised that additional schedule was required
in order to address technical, quality and production issues,
and to allow RMMVA to implement lessons learnt from the 45M
integration process to the 42M integration process. The project
is actively managing this issue with regular workshops and
meetings held with RMMVA. CCP156 agreed to amend the
delivery schedule to meet RMMVA's revised production
schedule. MAA deliverables will not be impacted.
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First production vehicles have been built and are in transit for
delivery as per CCP156. Some production and parts sourcing
issues have been identified by RMMVA. These are being
managed by dual sourcing parts when needed. CoA continues
to closely track and manage 42M delivery.

45M Heavy Recovery Vehicle training delay

The trial operator Heavy Recovery Mission System
training course was scheduled to commence in February
2018. However, this was not achieved due to technical
restrictions limiting the safe conduct of the course
coupled with uncertainty in obtaining the required

This became an issue due to the February 2018 scheduled trial
operator training course being rescheduled to May 2018 in
accordance with CCP156.

The decision to postpone the pilot course was made in
consultation with AHQ and FORCOMD. Close engagement
with RMMVA will continue to ensure that the revised schedule

permits and deficiencies in training preparedness
deliverables from RMMVA.

is achieved. Regular meetings and workshops are being
conducted to ensure that preparedness and mitigations to
technical issues are progressing.

The HRV pilot course commenced in May 2018 and was
successfully completed at the end of June. User feedback has
been positive with some minor changes needed to training
plans and documentation. The course will be taken to the
Learning Implementation Board (LIB) for endorsement to run
as an IIS course. This issue is to be reviewed for context and
applicability as an outcome of the course assessment.

MHV SE - Bridge Boat Interface (BBI)

The project has been affected by integration failure
between the Improved Ribbon Bridge (IRB) Ramp Bay
and BBI, impacting on capability, schedule, and cost.

BBI Integration issues with L155 modules is ongoing. The
Commonwealth has provided a concept to RMMVA for
assessment.

Quote from RMMVA received and has been approved to
commence integration solution investigation with outcomes
due in May 2018. A CCP will be raised to modify the built BBI
Modules to the required build state, update technical
documentation, commence training and introduce the BBI
into service.

A draft quote has been received from RMMVA to modify the
BBI fleet, which is currently being considered by the project
to determine Value For Money. Decision on whether or not to
proceed is expected in July 18.

Note
Major risks and issues in Section 5 are excluded from the scope of the review.

Section 6 — Project Maturity

6.1 Project Maturity Score and Benchmark

Attributes
» =z g
Maturity S o 2 2 o
aturity Score = = 3] c
' $ s |88 %z & |3
— = 3
2oy |z |§2 |82 |: & |3
@ 3 iz LS 28 S o® L
Project Stage Benchmark 8 7 8 8 8 8 8 55
Integration and Project Status 9 8 8 7 8 8 7 55
Test - — " .
s Explanation o Schedule: Concurrent activity and schedule float contribute to high confidence that

schedule will be within the tolerance of the Materiel Acquisition Agreement.

o Cost: The project has progressed to a stage where the Estimate at Completion
can be forecast with confidence based on cost variance trends. Majority of risks
have been retired in project elements particularly sensitive to cost increases

* Technical Understanding: Technical data and Intellectual Property provisions will
allow Defence to operate, support, maintain, modify and dispose the materiel elements
of the capability. Score is below the benchmark as RMMVA is behind with a
number of ILS deliverables due to inadequate resourcing earlier in the project.
While resourcing is now adequate it is likely that the ILS deliverables will remain
behind where they should be, although this is unlikely to affect introduction into
service.

e Operations and Support: Detailed operational and support requirements have been
specified and In-Service Contracts are in place. The score being below the
benchmark again reflects the ILS deliverables being behind schedule. The
project is also working towards a performance based support contract, and the
collection of appropriate metrics to inform that process and the end contract.
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2016-17 MPR Status - - - -

2017-18 MPR Status - - - -

Section 7 — Lessons Learned

7.1 Key Lessons Learned

Project Lesson Categories of Systemic Lessons

Government should refrain from announcing preferred tenderers until negotiations | Contract Management
are complete. Public announcements undermine negotiation leverage and may
provide detail which is subject to change during negotiations.

Projects must have a robust suite of up-to-date capability documents (Operational | Requirements Management
Concept Document and Functional Performance Specification) available during
tender evaluation and negotiations to provide critical contextual information for the
negotiation team. These documents also provide the framework for the acquisition
authority and capability manager to conduct an informed acceptance process.

It is key that requirements are fully agreed before negotiations commence to avoid | Requirements Management
any uncertainty and potential for delays.

Where doubt exists in relation to compliance claims and/or significant risk is | Requirements Management
apportioned to a performance requirement, project teams should seek Objective
Quality Evidence (OQE) during tender evaluation, so claims of fithess for purpose
are supportable and evidence required during Design Acceptance, and AT&E is
minimised.

For projects of this size and complexity, team members require highly developed | Contract Management
project management and contracting skills and experience. In preparing for LAND
121 Phase 3B contract negotiations, the need was identified for external expertise
and advice to support the negotiation process. The presence of an experienced
negotiator and technical adviser was key to being able to negotiate a successful
contract.

The effort involved with the vehicle/module/trailer interface (including all interfaces | Contract Management
between elements of the prime equipment) should not be underestimated even for
apparently simple equipment. The early formation of interface working groups is
critical.

Early involvement of Army Logistic Training Centre (ALTC) staff in the development | Resourcing
of the Training requirement is mandatory. This includes reviewing the ASDEFCON
template DID ILS-910 and relevant clauses pertaining to training and participation
in preliminary meetings to the Initial Training Conference. Propose a preliminary
brief by ALTC to define expectations and fit’ to contractual requirements.

Government Furnished Equipment (GFE) lists should be continuously developed | Contract Management
and updated while the system specifications and statement of work are still subject
to negotiations and potential variation, to ensure all items on the contracted GFE
list are available and sourced.
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Ensure contractual provisions require the contractor to have executed contracts with
Approved Subcontractors within a specific time following contract execution, so as
to avoid impact on contract deliverables and slippage to key engineering reviews.

Contract Management

‘Mancats’ is a vehicle diagnostic tool that can be used with the fleet of RMMVA
vehicles being acquired. A lesson learned from LAND 121 Phase 3A (G-Wagons)
was to lease, and not buy, the vehicle diagnostic tool. Leasing reduces the risk of
hardware and firmware redundancy, and is a better value for money option for the
Commonwealth. LAND 121 Phase 3B is negotiating an appropriate lease
arrangement with RMMVA for ‘Mancats’.

Contract Management

An AT&E program should consider risk and performance requirements to determine
whether OQE can be provided by prime contractors and their parent companies to
support claims of fitness for purpose in lieu of testing.

During negotiations all claims of compliance should be reflected in the qualification
method to be used in the AT&E program.

Contract Management

Section 8 — Project Line Management

8.1 Project Line Management in 2017-18

Position Name

Division Head MAJGEN David Coghlan (Dec 15—current)
Branch Head Ms Sarah Myers (Oct 16-current)

Project Director COL Steve Wilson (Dec 16—current)
Project Manager Vehicles and Modules Ms Jacquie Menzies

Project Manager Trailers Mr Jonathan McGuigan
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Project Data Summary Sheet'??

Project Number

JP 2048 Phase 4A/4B

Project Name

AMPHIBIOUS SHIPS (LHD)

First Year Reported in
the MPR

2008-09

Capability Type New

Acquisition Type Australianised MOTS
Capability Manager Chief of Navy
Government 1% Pass Aug 05

Approval

Government 2™ Pass | Jun 07

Approval

Budget at 2" Pass $2,958.3m

Approval

Total Approved $3,091.7m

Budget (Current)

2017-18 Budget $38.3m

Project Stage Initial Materiel Release
Complexity ACAT |

Section 1 - Project Summary

1.1 Project Description

Joint Project (JP) 2048 Phase 4A/4B is providing the Australian Defence Force (ADF) with an increased amphibious deployment
and sustainment capability through the acquisition of two Landing Helicopter Dock (LHD) ships and associated supplies and
support.

Together, these 27,000 tonne LHDs will be able to land a force of over 2,000 personnel by helicopter and watercraft, along with all
their weapons, ammunition, vehicles and stores.

1.2 Current Status

Cost Performance

In-year
In-year expenditure of $23.2m represents an underspend of $15.1m. This is primarily due to the delay in Survey and Quote
work for the inventory and critical spares and docking costs that were planned but not realised by the Project.

Project Financial Assurance Statement

As at 30 June 2018, JP 2048 Phase 4A/4B has reviewed the approved scope and budget for those elements required to be delivered.
Having reviewed the current financial and contractual obligations of the project, current known risks and estimated future
expenditure, Defence considers, as at the reporting date, there is sufficient budget remaining for the project to complete against the
agreed scope.

Contingency Statement

The project has not applied contingency in the financial year.

Schedule Performance

Technical issues have impacted the Prime Contract Final Acceptance milestone. Resolution of those technical issues will
influence a revised Final Acceptance date and impact Final Materiel Release (FMR).

Part 3. Project Data Summary Sheets

There have been no major project milestones achieved in 2017-18.

The technical issues have also impacted the availability of the LHDs to progress operational test and evaluation activities. A plan
to achieve FOC is being redeveloped with the completion of operational test and evaluation activities to be rescheduled across the
ADF in balance with existing operational and training commitments. The project anticipates achievement of Final Operational
Capability (FOC) in December 2019 (37 months behind schedule).

Materiel Capability Delivery Performance
The amphibious capability sought through the provision of two LHDs is as follows:

128 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 ANAO’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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« Carriage, in addition to the crew, of approximately 1,200 personnel in the force ashore with a further 800 personnel providing
helicopter operations, logistics, command and intelligence as well as other supporting units;

Space and deck strength sufficient to carry around 100 armoured vehicles, including tanks, and 200 other vehicles
(approximately 2,400 lane metres);

e Hangar space for at least 12 helicopters and an equal number of landing spots to allow a company group to be simultaneously
landed;

e 45 days endurance for crew and embarked force including sustainment, medical, rotary wing and operational maintenance and
repair support to these forces whilst ashore for 10 days;

e Command and control of the land, sea and air elements of a Joint Task Force; and
o The ability to conduct simultaneous helicopter and watercraft operations in conditions up to Sea State 4.

Production set to work and test activities, although delayed due to a combination of low electrical trade productivity, timeliness of
documentation and complexity involved in the integration of the platform and combat system solutions, supported the achievement
of project capability outcomes with later than planned acceptance dates for both LHD 01 and LHD 02.

Note

Forecast dates and capability assessments are excluded from the scope of the review.

1.3 Project Context

Background

The Defence Capability Plan 2004—-14 identified a requirement to replace the Heavy Landing Ship HMAS Tobruk (JP 2048 Phase
4A) and one Amphibious Landing Ship, either HMAS Manoora or Kanimbla (JP 2048 Phase 4B). In the Defence Capability Plan
2006-16, Phases 4A and 4B of JP 2048 were amalgamated.

A Request For Information was undertaken to gather vessel capability and industry capacity information from international and
Australian ship designers and shipbuilders. A Risk Reduction and Design Study and a preliminary Request for Quotation were also
undertaken to provide commercial, technical, financial and schedule information for First Pass.

First Pass approval was obtained in August 2005 with the identification of two existing LHD designs that could meet the capability
requirements (Armaris’ Mistral and Navantia’s LHD ‘Juan Carlos’) and the identification of potential Australian shipbuilders.

After First Pass, a Design Development Activity was conducted at the designers’ respective premises to clarify the necessary Australian
environmental and technical requirements, resulting in Australianised designs.

During this process, two shipbuilder/designer teams were formed with Tenix Defence working with Navantia and Thales Australia
with Armaris.

A Request for Tender was released in April 2006 to the shipbuilders for the construction of the Australianised designs. Both builders
submitted compliant tenders which were evaluated, and Second Pass Approval for the Tenix-Navantia solution was obtained in
June 2007.

A contract was signed in October 2007 between the Commonwealth and Tenix Defence (now BAE Systems Australia Defence), for
the acquisition of the two Spanish designed Canberra Class LHD ships and support systems; the contract came into effect in
November 2007.

Navy accepted HMAS Canberra (LHD 01) on 25 November 2014 and HMAS Adelaide (LHD 02) on 2 December 2015.

Uniqueness

The LHDs are based on an existing Spanish LHD design incorporate Combat System .
The internal and external communication systems results
in a unique vessel.

Despite the experience gained in amphibious operations with the current amphibious ships in the Royal Australian Navy (RAN), the
LHDs will bring a new and unique capability to the ADF by virtue of their size, aviation, well dock, and communications capabilities.

A unique build strategy has been employed. The LHD hulls were built, including the majority of the fit-out, by Navantia at the Ferrol
and Fene Shipyards in Spain. They were transported to Australia as individual lifts on a ‘float on/float off’ heavy lift ship, the Blue
Marlin. Construction of the superstructure and its consolidation with the hull was conducted by BAE Systems Australia Defence
(BAE Systems) at their Williamstown (Victoria) Shipyard in Australia. The superstructure contains the high level Combat and
Communications Systems equipment that will be maintained and upgraded in Australia. BAE Systems also undertook the final out-
fit, set-to-work, and trials.

sjeayg Alewwng ejeq 109lold "¢ Ued

Major Risks and Issues

As the project moves towards closure, there has been a reduction in the strategic risk profile but an increase in issues such as in-
service performance, ship availability, and close out of outstanding verification/assurance and warranty/latent defects. This has
influenced Prime Contractor Final Acceptance leading to an impact on achievement of Final Materiel Release (FMR)

. System
performance of the propulsion pods had a significant impact upon the availability of both ships in 2017 requiring the docking of
HMAS Adelaide and The project transferred to the Maritime Systems Division (MSD) effective 1 July 2017. A
Transition and Remediation Program (TARP) has been established to complete the outstanding acquisition scope in conjunction
with the remediation of a number of systems of concern.
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Many existing risks were retired upon delivery of LHD 02 with the associated integrated logistics support products. Such risks
included the identification and treatment of technical issues, major ship system or equipment failure, indices escalation, supplies,
severe weather conditions during sea trials, non-acceptance of the LHD Safety Case, scope creep, Legislative/Regulatory changes
and any non-supply of Government Furnished Equipment or Services. The remaining risks, issues, and certification and acceptance
tasks continue to be resolved by the project office in conjunction with the prime contractor, Navy and other relevant Defence areas.
The risk regarding the availability of suitably qualified project office personnel was realised

Other Current Sub-Projects

JP 2048 Phase 3: Watercraft system acquisition used in conjunction with the JP 2048 Phase 4A/4B Amphibious Ships (LHD)
Mission System. This watercraft is the ship to shore connector for the LHDs.

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 03 Original Approved 3.1 1
Sep 04 Real Variation — Scope 4.8 2
Aug 05 Real Variation — Scope 29.6 3
Jun 07 Government Second Pass Approval 2,920.8

4
Oct 08 Real Variation — Transfer 9.3
Jul 10 Price Indexation 428.4 5
Jun 18 Exchange Variation (304.3)
Jun 18 Total Budget 3,091.

Project Expenditure

Part 3. Project Data Summary Sheets

Prior to Jul 17 Contract Expenditure — BAE Systems (2, )
Other Contract Payments / Internal Expenses ( ) 6
@, )
FY to Jun 18 Contract Expenditure — BAE Systems (0.2)
Other Contract Payments / Internal Expenses ( ) 7
(23.2)
Jun 18 Total Expenditure 2, )
Jun 18 Remaining Budget
Notes
1 This project’s original budget amount is that prior to achieving Second Pass Government approval.
2 To fund a risk reduction activity for the Project to obtain design data and develop designs to meet Australian essential
requirements.
3 First Pass Approval.
4 Transfer of funding for technical studies from the then Defence Science and Technology Organisation (now Defence

Science and Technology Group).

5 Up until July 2010, indexation was applied to project budgets on a periodic basis. The cumulative impact of this
approach was $350.0m. In addition to this amount, the impact on the project budget as a result of out-turning was a
further $78.4m having been applied to the remaining life of the project.

6 Other expenditure comprises: Operating Expenditure, Offer Definition, Consultants, Foreign Military Sales,
Contractor Support, , and Minor Capital
expenditure not attributable to the Prime contract and not included in the main contracted labour support areas.

7 Other expenditure comprises:

( m).

project management costs
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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 variation is primarily due to delays in the
survey and quote contract
Variance $m (5.5) Total Variance ($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

) | % Variance

the Survey and
Quote work for the inventory and
critical spares

2.3 Details of Project Major Contracts

Price at
Signature - q f Form of Contract /
Contractor Date Signature 30 Jun 18 Type (Price Basis) Arrangement Notes
$m $m
BAE Systems Oct 07 2,268.1 2, Variable ASDEFCON 1,2

Notes

1 Contract Price at Revision
Training and Spares.

. Amendments to Contract since signature include execution of contracted options for

2 Contract value as at 30 June 2018 is based on actual expenditure to 30 June 2018 and remaining commitment at current
exchange rates, and includes adjustments for indexation (where applicable).

Contractor Quantities as at Scope Notes
Signature 30 Jun 18
BAE Systems 2 2 LHD ships and integrated support systems.
Major equipment received and quantities to 30 Jun 18
LHD 01 and LHD 02 Delivery and Acceptance achieved.
Section 3 — Schedule Performance
3.1 Design Review Progress
Review Major System / Platform Variant Ig’)lgglr?:cll ISI::::Z}:I /ﬁ%f:f::sdt 2{\72:31?5 Notes
System Mission System (Includes Platform / Feb 08 Feb 08 Feb 08 0
Requirements Combat Systems)
Support System Apr 08 Apr 08 Apr 08 0
Preliminary Communication Oct 08 Oct 08 Dec 08 2 1
Design Navigation Oct 08 Oct 08 Dec 08 2 1
Platform System Nov 08 Nov 08 Nov 08 0
Combat System Dec 08 Apr 09 Apr 09 4 1
Whole of Ship Jan 09 May 09 May 09 4 1
Support system Mar 09 May 09 May 09 2 1
Detailed Design Communication May 09 Sep 09 Sep 09 4 1
Navigation Jun 09 Jun 09 Jun 09 0
Platform system Jun 09 Jun 09 Jun 09 0
Combat system Jul 09 Oct 09 Oct 09 3 1
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Whole of ship Jul 09 Dec 09 Dec 09 5 1
Support system Aug 09 Dec 09 Dec 09 4 1

Notes

1 | Due to the complexity of the design and integration of the combat, communications and platform systems, more time was
allocated to the design review activities.

The Heavy Lift Ship Company, Dockwise, delivered the LHD 01 hull to BAE Systems in Australia on 28 October 2012 (66 days
later than planned). LHD 02 departed Spain on the Heavy Lift Ship, Blue Marlin, in December 2013 and arrived in Australia in
February 2014 on schedule.

3.2 Contractor Test and Evaluation Progress

Foiama, | Meorsystem Pt Varrt Soore | Garet | et | rence | vt

System LHD Ships 1 and 2 Mar 15 Mar 15 Oct 15 7 1

Integration

Acceptance LHD Ship 1 Project Acceptance Jan 14 Feb 14 Oct 14 9 2
LHD Ship 2 Project Acceptance Aug 15 Aug 15 Oct 15 2 3
LHD Final Acceptance Sep 15 Nov 16

Notes

1 | System Integration relates to the whole capability, commencing with LHD 01 and completion at LHD 02. LHD 01 production
and test activities delays impacted System Integration and set to work activities.

2 | Project Acceptance for LHD 01 occurred later than planned. The delay was a direct result of a combination of low productivity
in the set to work of electrical systems, timeliness of documentation and complexity involved in the integration of the platform
and combat system solutions.

3 | A combination of lower than anticipated production and testing performance, timeliness of documentation and complexity
involved in the integration of the platform and combat system solutions, delayed the planned Sea Acceptance Trials for LHD
02, with an associated follow-on impact of delayed delivery and acceptance of LHD 02.

3.3 Progress toward Materiel Release and Operational Capability Milestones

Item Original Planned fl‘%hrsgaesci Yﬁgs&iﬁ Notes
Initial Materiel Release (IMR) (LHD 01) Jan 14 Oct 14 9 1
Initial Operational Capability (IOC) (LHD 01) Dec 14 Nov 15 11 2,3
Materiel Release 2 (MR2) (LHD 02) Aug 15 Oct 15 2 4
Final Materiel Release (FMR) Aug 15 18

Final Operational Capability (FOC) (LHD 02) Nov 16 Dec 19 37

Notes

1 LHD 01 production delays impacted System Integration and set to work activities resulting in the delay to achievement of
IMR.

2 | The change is a direct result of a combination of low productivity in the set to work of electrical systems, timeliness of
documentation and complexity involved in the integration of the platform and combat system solutions. 10C is a Capability
Manager responsible milestone which is constituted by an operational capability level delivered through a range of Defence
assets. LHD 01 and the associated Integrated Logistic Support products contribute to the achievement of 10C.

Part 3. Project Data Summary Sheets

3 This variance is as a result of late delivery of LHD 01 and the programmed workup of operational capability level during the
year by the Defence Forces. This delay is not related directly to LHD 02 delivery or dependent on FMR.

4 The variance is related directly to a combination of lower than anticipated production and testing performance, timeliness of
documentation and complexity involved in the integration of the platform and combat system solutions, and delayed LHD 02
delivery to the project.

5
The FMR date is under review to incorporate remediation activity and expected to
be clarified with the approval of a revised Materiel Acquisition Agreement
6 availability of both LHD ships
operational scenarios The Operational Test and Evaluation activities
planned in 2018 are being rescheduled across Defence in balance with a range of operational and training

commitments already planned. This planning is significant and ongoing.
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Schedule Status at 30 June 2018

Schedule Plan at

Government
Approval
i o Approval
IMR/FMR i
introduced in FY EIMR
2010-11 =10C
BEFMR
Schedule Plan at FOC
30 June 2018 [ ]
© N~ O OO O - N M < 1 ©O© M~ O O O
L YT T T T LT T T T T T
c £ € € € € € £ € £ € € ¢c € c
=) =} =) > =) =) =} =) =} =) =} =} =) =} =)
) r) r) r) r) r) r) ) r) r) r) r) r) r) -
Note
Forecast dates in Section 3 are excluded from the scope of the review.
Section 4 — Materiel Capability Delivery Performance
4.1 Measures of Materiel Capability Delivery Performance
Pie Chart: Percentage Breakdown of Materiel Capability Delivery Performance
Green:

Closure of the functional requirements is being
progressed by the Prime Contractor, some of which
require agreement on the required rectification.
Scheduling rectification works is constrained by
fleet commitments.

A number of Defects and Requirements will not be
closed until after HMAS Canberra and HMAS
Adelaide are docked in 2019 and 2020 respectively.
Achievement of FMR and FOC prior to the docking
may occur subject to the progression of Operational
Testing and establishment of a suitably resourced
rectification plan for the outstanding items.

Amber:
N/A

sjeayg Alewwng eje(q 109loid ‘¢ ped

Red:
N/A

Note

This Pie Chart represents Defence’s expected capability delivery. Capability assessments and forecast dates are excluded from
the scope of the review.

4.2 Constitution of Initial Materiel Rel and Final Materiel Rel
Item Explanation Achievement
Initial Materiel Release (IMR) e LHD 01 delivered ready for Operational Test and Achieved
Evaluation.

e Capability Acquisition and Sustainment Group
(CASG) Elements of Fundamental Input to
Capability Support System, including Technical
Documentation, Spares Support and Training
Support (CASG portion).

Final Materiel Release (FMR) e Completed delivery of LHD 02 and all remaining Not yet achieved
Acquisition Project Support Deliverables.
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2018.

o FMR is expected to be achieved in

Section 5 - Major Risks and Issues

5.1 Major Project Risks

Identified Risks (risk identified by standard project risk management processes)

Description

Remedial Action

There is a chance that the delivery and support of two LHDs
will be affected by spares and equipment that are not
appropriate for RAN usage profiles leading to an impact upon
sustainability and cost.

There is a chance that in-service use of the Ships during the
NOTE period will identify system performance shortfalls in
key systems leading to an impact on schedule and cost.

There is a chance that defect rectification and testing won't be
completed by Final Acceptance due to insufficient access to
LHD's leading to an impact on schedule and cost.

There is a chance that the corporate knowledge of the CoA
project team will be affected by the transfer from Specialist
Ships Acquisition Branch to Major Surface Ships Branch
leading to an impact upon schedule and cost.

Emergent Risks (risk not previously identified but has emerged

during 2017-18)

Description

Remedial Action

5.2 Major Project Issues

Description

Remedial Action

Initial acceptance of the LHDs occurred prior to the
achievement of all applicable contractual and FPS
requirements this has affected the ability to complete the
outstanding requirements leading to an impact on schedule
and cost.

sign off of contract requirements.
Monitor burn down rate of remaining contract requirements.
Provision of expert review at earlier acceptance testing.
Progressive acceptance review of stage category test results.

The review of contract deliverables, witnessing of tests and
defect rectification has been affected by the limited
number of sufficiently skilled CoA project personnel leading to
an impact on schedule and cost.

Engaging External Service Providers (Contractors).

Utilise personnel from CASG maritime matrix organisation
and available personnel from the SPO.

The forecast FMR date has been affected by the

The project is working with the Contractor to accept
and close out Warranty, Latent Defect claims, and
requirements.

Key personnel identified to ensure internal/external
stakeholders are made available to develop, review and
provide internal signatures for outstanding
waivers/deviations.

Key personnel identified with authority to agree to actions
that will enable the resolution of outstanding requirements.

Final Acceptance (FA) of the acquisition contract has been
affected by the
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Description Remedial Action

Note

Major risks and issues in Section 5 are excluded from the scope of the review.

Section 6 — Project Maturity

6.1 Project Maturity Score and Benchmark

Attributes
el
< | % 5 | 8
Maturity Score o e =k = ) S
2 2 | 2z | £ | ¢ | 8%
) S o £S5 L8 S o £
Project Stage Benchmark 10 8 8 8 9 8 9 0
Initial Materiel Project Status 8 9 9 9 9 8
Release Explanation « Schedule: BAE Systems delivered LHD 01 and LHD 02 late

e Cost: The Project is on track to achieve outcomes within the allocated budget.

e Requirement: Integration and testing processes have verified achievement of
endorsed requirements.

sjeayg Alewwng ejeq 109lold "¢ Ued

e Technical Understanding: Knowledge necessary to operate and support the
capability has been transferred to Sustainment.
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Section 7 — Lessons Learned

7.1 Key Lessons Learned

Categories of

Project Lesson Systemic Lessons

Independent Assurance Reviews and Project Stakeholder Group meetings enable adjustment of project | Contract Management
strategies and stakeholder input to balance schedule decisions against impacts to cost, schedule,
performance, quality and stakeholder expectations. For example, cost, performance and supportability
may be impacted by early acceptance of the supplies to meet schedule demands.

Prior to committing to the acquisition contract, use best endeavours to obtain high fidelity sustainment Contract Management
data and assess it against suitability (fitness for purpose). Senior engineering and logistic reviews are
required prior to the delivery of the sustainment products to minimise sustainment risks.

When introducing new major capabilities into service, both operational tasks and maintenance tasks First of Type
should be modelled and analysed in detail, before the training obligations under the acquisition contract Equipment
are agreed.

Section 8 — Project Line Management

8.1 Project Line Management in 2017-18
Position Name
Division Head
Branch Head

Part 3. Project Data Summary Sheets

Project Director
Project Manager
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Project Data Summary Sheet'?°

Project Number LAND 121 Phase 4

Project Name Protected Mobility Vehicle —
Light

First Year Reported in the | 2016-17

MPR

Capability Type Replacement

Acquisition Type Developmental

Capability Manager Chief of Army

Government 1st Pass Oct 08

Approval

Government 2nd Pass Aug 15

Approval

Budget at 2" Pass $1,945.0m

Approval

Total Approved Budget $1,952.0m

(Current)

2017-18 Budget $198.8m

Project Stage Detailed Design Review

Complexity ACAT |

Section 1 - Project Summary

1.1 Project Description

LAND 121 Phase 4 will acquire and deliver into service 1100 Protected Mobility Vehicles — Light (PMV-L) and 1058 companion
trailers for command, liaison, reconnaissance and utility roles; and the associated training and support systems. Stage 1
(Engineering and Manufacturing Development) of the project delivered 10 vehicles and 5 trailers for various test and
evaluation activities. Stage 2 (Low Rate Initial Production) delivered an additional six vehicles and four trailers for
reliability testing and verification / validation activities. Stage 2 will also deliver the first 100 production vehicles and
trailers. Stage 3 (Full Rate Production) will deliver the remaining 1000 production vehicles and 958 trailers.

The PMV-L will replace around one third of the current Land Rover fleet, and represents a new capability that will provide the
Australian Defence Force (ADF) with a highly protected and deployable light vehicle fleet designed to provide an optimum
balance of six fundamental requirements: survivability, mobility, usability, payload, sustainability and communications.

The PMV-L will be the ADF'’s only protected vehicle capable of being lifted by ADF Chinook helicopters. The vehicle will also
pioneer a next-generation open architecture communications management system, the Integral Computing System (ICS), which
will unify the vehicle’s various communications systems through a common interface.

The PMV-L fleet will consist of two variants which may perform specific mission roles:

e 4 Door PMV-L: The 4 Door vehicle may perform the following roles:
e Command - Carriage of up to four personnel with additional integrated electronic command, control and communication
systems.
e Liaison - Carriage of up to four personnel with a general communication fit.
e Reconnaissance - Carriage of up to four personnel to perform light infantry, reconnaissance and Air Force security
functions.
e 2 Door PMV-L: The 2 Door vehicle will perform the following role:
e Utility - Carriage of two personnel and cargo.
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Thales Australia has been contracted by Defence for the development, production and through-life-support of the PMV-L
capability. Thales Australia is also the nominated Prime Systems Integrator for the ICS.

129 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 ANAO’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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1.2 Current Status

Cost Performance

In-year

As at 30 June 2018, financial year 2017-18 expenditure was confirmed as $190.4m against the forecast expenditure of
$198.8m. Variance is due to re-phasing of C4l deliverables into Financial Year 2018-19 ($6.7m), delays in Test and
Evaluation activities ($2.1m); and rescheduling of Interim Logistic Support arrangements ($1.4m). Procurement of planned
Government Furnished Equipment requirements totalling $1.7m has partially offset this variance.

Project Financial Assurance Statement

As at 30 June 2018, the project has reviewed its approved scope and budget for those elements required to be delivered by
Defence. Having reviewed the current financial and contractual obligations for this project, current known risks and estimated future
expenditure, Defence considers, as at the reporting date, there is sufficient budget remaining for the project to complete against the
agreed scope.

Contingency Statement
The project has not applied contingency in the financial year.

Schedule Performance

Under Stage 1 (Engineering and Manufacturing Development) of the LAND 121 Phase 4 Acquisition Contract, Thales Australia
delivered 10 vehicles and five trailers on schedule for the purpose of further development and testing. As part of Stage 1
(Engineering and Manufacturing Development), Thales Australia conducted a Reliability Growth Trial (RGT). During RGT, the
performance of the vehicles exceeded the number of critical failures allowable under the contract. Defence required Thales
Australia to remediate these critical failures in order to fulfil the contractual reliability requirements of this Stage. This remediation
activity resulted in an additional RGT, extending Stage 1 by a further four months.

The RGT was separated into the following three activities:

. RGT Number One was conducted over the period July to December 2016 and provided Thales with the
opportunity to resolve any issues with the vehicles ahead of the formal trial activities that commenced under
RGT Number Two.

. RGT Number Two commenced in November 2016. In January 2017, the pilot Hawkei vehicles had exceeded the
seven allowable critical failures under the contract. Identified key root causes include supplier quality issues
and immature components affecting hardware and software integration. A six-week corrective action period was
implemented to allow Thales to undertake engineering upgrades.

. RGT Number Three (May to July 2017) followed this, which demonstrated reliability improvements on a number
of sub-systems, but a number of recurring failures were evident.

Thales Australia was granted exit of Stage 1 on 5 September 2017, with the caveat that Thales Australia continued to
address the reliability issues. A Reliability Demonstration Test will be conducted to confirm that the reliability
improvements have been implemented prior to Production Readiness Acceptance Testing (PRAT) and progress into Full
Rate Production. Delays have been incurred due to the reliability issues. The achievement of key milestones is reliant
on the resolution of these issues.

From July 2016 the system definition for the ICS was finalised and design reviews successfully undertaken on schedule. An ICS
Integration Lab was established in Sydney with stand-alone and on-vehicle demonstrations of the ICS capability completed as
contracted. The project achieved a live demonstration of the ICS with the Capability Manager on 31 July 2017.

In March 2017, the PMV-L successfully passed scheduled survivability test events for the specified level of under-belly land mine
threat. Under-wheel blast testing was successfully completed in June 2018. An external air lift trial was successfully
conducted over June-July 2017 at Townsville on test vehicles (two-door and four-door vehicles) and trailers in various
load states.

The Commonwealth entered into Stage 2 with Thales Australia in September 2017. Acceptance of the Stage 2 test and
evaluation activities (Reliability Demonstration Test and Production Readiness Acceptance Test) by Defence is required
prior to exiting Stage 2. The Project Office continues to work with Thales Australia to realise the capability deliverables as
per the contract.
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Materiel Capability Delivery Performance

16 PMV-L pre-production baseline vehicles and nine trailers have been delivered for development and testing purposes in
Stages 1 and 2. The acceptance process for the Low Rate Initial Production (LRIP) vehicles and trailers commenced in
January 2018, with the first vehicles being formally accepted by the Commonwealth in March 2018. The Commonwealth
has currently accepted 20 LRIP vehicles and 20 trailers (out of a total of 1100 vehicles and 1058 trailers planned for
delivery into service).

Defence is conducting a trial involving the deployment of two Hawkei vehicles to Iraq and Afghanistan. The vehicles
were initially sent into Iraq as part of Task Group Taji and the trial will now continue with the Australian contingent in
Kabul, Afghanistan. This trial commenced in December 2017 and is expected to conclude by August 2018. The key trial
objectives include the identification of critical operating issues and deployment considerations for the Hawkei
capability.

Note

The capability nents and forecasts by Defence are not subject to the ANAO's assurance review.
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1.3 Project Context

Background

LAND 121 Phase 4 was established to address a new capability requirement within the ADF’s land mobility assets emanating
from the absence of lightweight and light class field vehicles with the requisite levels of ballistic and blast protection.

At First Pass in October 2008, Government agreed for Defence to pursue the development of a ‘next generation’ PMV-L by
joining the US Joint Light Tactical Vehicle (JLTV) Program (Option 1) and at the same time retain the possibility of acquiring a
Market Available Vehicle (MAV) in the event JLTV proves unsuitable (Option 2). In May 2009, Government directed that an
Australian indigenous option for PMV-L be considered. In June 2009, a Manufactured and Supported in Australia (MSA) Option
(Option 3) was included in LAND 121 Phase 4 through the release of a Request for Proposal. In 2009, Defence paid $43.0m to
pursue the development of a ‘next generation’ PMV-L by joining the US Joint Light Tactical Vehicle (JLTV) Program. The funding
was provided by Capability Development Group and has not formed-part of the LAND 121 Phase 4 project budget. First to Interim
Pass funding was provided in November 2009 following approval of MAA V2.0. Where, Government agreed that Land 121 Phase
4 would return to Government for an Interim Pass decision on which option is to be pursued to Second Pass.

In May 2010, Government agreed that the MSA Option be further investigated prior to Interim Pass through the conduct of initial
prototyping activities. On 30 June 2010, a draft schedule for each option to deliver the PMV-L capability was submitted to the
Government for consideration. Stage 1 MSA funding was provided in July 2011 following approval of Materiel Acquisition
Agreement (MAA) V2.1. Stage 1 of the MSA Option consisted of assessing six developmental Line of Departure vehicles (LOD)
that met the Australian content requirement. Two from each of the three companies - Force Protection Europe Ltd, General
Dynamics Land Systems-Australia and Thales Australia Ltd against function and performance specifications and value for money.
Through the procurement process, it was determined that there were no off-the-shelf options available that met all ADF
requirements.

At Interim Pass in December 2011, Government refined its direction to the following:

. directed Defence to cease active participation in the US JLTV Program;

e selected Thales Australia’'s PMV-L as the preferred vehicle for further development and testing under Stage 2 of the MSA
Option (Option 3); and

e directed Defence to continue observing the US JLTV Program, given its potential to provide an alternative at Second Pass.

Interim pass funding was provided in April 2012 following approval of MAA V3.0. Defence entered into Stage 2 of the MSA Option
with Thales Australia to carry out further development of their PMV-L, culminating in a program of trials and testing of the
prototypes in late 2013. Additional development work and testing were carried out in 2014 under the MSA Stage 2 through a Risk
Reduction Activity (RRA) aimed at reducing residual technical risk to an acceptable level.

In August 2015, Government provided Second Pass Approval for LAND 121 Phase 4 to acquire Thales Australia’s PMV-L.
Second Pass funding was provided in September 2015. Subsequently, LAND 121 Phase 4 signed a contract in October 2015
with Thales Australia to acquire and support 1100 PMV-L vehicles and 1058 trailers.

The Acquisition Contract contains three distinct stages that reflect the developmental nature of the PMV-L capability, and which
minimises production rework:

e  Stage 1: Engineering and Manufacturing Development. Includes the provision of 10 vehicles and five trailers, including test
vehicles and trailers; the conduct of a vehicle RGT and other developmental test and evaluation activities. Acceptance of
these results by Defence required prior to exiting Stage 1.

. Stage 2: Low Rate Initial Production. Includes the production of vehicles and trailers, test vehicles and
trailers based on an approved production baseline; the conduct of a Production Reliability Assessment Test, and final
acceptance testing and evaluation activities.

Stage 3: Full Rate Production. The production of the remaining vehicles and trailers based on the approved Full Rate
Production baseline, and the achievement of IMR and FMR.

Support requirements for the PMV-L have been incorporated into the existing Protected Mobility Vehicle- (Bushmaster)
Through Life Support Contract. integrating the support arrangements for both fleets result in significant
savings to the Commonwealth.

Uniqueness

LAND 121 Phase 4 is a developmental project specifically designed to meet the ADF’s requirements. The uniqueness of the

PMV-L stems from the combination of the following in a single vehicle:

* Ahigh level of blast, ballistic and fragmentation protection, enabling greater deployability within high risk operational
environments;

. External Air Transport Mass, enabling the capability to be the ADF’s only protected vehicle capable of being lifted by ADF
Chinook helicopters;

e A next-generation Generic Vehicle Architecture based C4l solution - Computing System (ICS); and

. Utilise 2 modular armour system to enable enhanced protection based on mission specific roles.

Major Risks and Issues
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Other Current Sub-Projects
LAND 121 is a multi-phased program providing the ADF with current-generation high-capability field vehicles, modules and
trailers. Other LAND 121 projects are:

. LAND 121 Phase 3A — This project has delivered 2,146 lightweight (4x4) and light (6x6) Mercedes-Benz G-Wagons and
1,799 matching Haulmark trailers, replacing approximately two thirds of the current Land Rover 4x4 and 6x6 vehicle fleets.
The new G-Wagons will be used primarily for tactical training, but will also be available to support humanitarian assistance or
disaster relief operations, and to help secure Australia’s coastline.

. LAND 121 Phase 3B — This project

providing the ADF with 2,707 protected and unprotected medium and heavy vehicles,
along with 1,753 matched trailers. This will provide payloads of between four and seventy tonnes for a range of logistics
functions, including vehicle recovery, freight, bulk liquid distribution and personnel carriage.

Section 2 - Financial Performance

2.1 Project Budget (out-turned) and Expenditure History

Date Description $m Notes
Project Budget
May 08 Original Approved 1.8
Nov 09 Real Variation - Scope 5.7 1
Jul 11 Real Variation - Scope 315 2
Apr 12 Real Variation - Scope 48.4 3
Sep 15 Government Second Pass Approval 1,857.6
4
Jul 10 Price Indexation 0.4
Jun 18 Exchange Variation
Jun 18 Total Budget
Project Expenditure
Prior to Jul 17 | Contract Expenditure — Thales Australia (Prime ( )
Contract)
Contract Expenditure — Thales Australia prototyping (58.7) 6
activities (MSA Stage 1 and Stage 2 Contract)
Other Contract Payments/Internal Expenses (32.6) 7
( )
FY to Jun 18 Contract Expenditure — Thales Australia (Prime ( )
Contract)
Other Contract Payments/Internal Expenses ( )
( )
Jun 18 Total Expenditure ( ) 4
Jun 18 Remaining Budget 1,
Notes
1 This amount reflects funding approval at First Pass Approval.
2 This amount reflects approval to undertake MSA Stage 1 prototyping.
3 This amount reflects funding approval at Interim Pass for MSA Stage 2 prototyping
4 The Budget and Expenditure amounts do not reflect the $43.0m paid in 2009. Due to the payment being
provided by Capability Development Group and was not part of the LAND 121 Phase 4 project budget.
6 These expenditures relate to pre Second Pass costs associated with exploring the Government initiated MSA
Option (Option 3) and the contracts are now closed.
7 Expenses comprise of: MAV prototyping activities ($17.7m); Project administrative costs ($4.6m); External
Service Providers ($ ); Legal costs ($2.1m) and US JLTV
Program ($1.8m).
8 Expenses comprise of: External Service Providers ($ ); Costs related to

testing/trials ($1.3m); Project administrative costs
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2.2A In-year Budget Estimate Variance
Estimate Estimate Estimate Defence’s Explanation of Material Movements
PBS $m PAES $m Final Plan $m

PBS - PAES:

PAES - Final Plan

Variance $m ( ) (4.2) Total Variance ($m): ( )

Variance % (8.9) (2.1) Total Variance (%): ( )
2.2B In-year Budget/Expenditure Variance

Estimate Actual Variance Variance Factor Explanation

Final Plan $m $m $m

(8.4) | Australian Industry
Foreign Industry

Early Processes
Defence Processes
Foreign Government
Negotiations/Payments
Cost Saving

Effort in Support of
Operations

Additional Government
Approvals

(8.4) | Total Variance

(4.2) | % Variance

2.3 Details of Project Major Contracts

Price at Type (Price

Contractor Signature Date Signature 30 Jun 18 y% asis) Form of Contract Notes

$m $m
Thales Jul 10 9.0 58.7 Firm ASDEFCON 3
Australia
Thales Oct 15 1,328.5 ASDEFCON 1,2
Australia
Notes

1 | Price variation from Contract Signature is due to approved Contract Change Proposals, predominantly to progress the
development and integration of ICS.

2 | Contract value as at 30 June 2018 is based on actual expenditure to 30 June 2018 and remaining commitment at current
exchange rates, and includes adjustments for indexation (where applicable).

3 | Price variation from contract signature was to exercise the MSA Stage 2 option.
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Quantities as at

Contractor Signature 30 Jun 18 Scope Notes
Thales Australia 2 PMV-L 8 PMV-L Design, develop and demonstrate prototype vehicles

1100 PMV-L 1100 PMV-L and Thales Australia is contracted to deliver 1100 PMV-L
Thales Australia and 1058 ; (635 4-Door and 465 2-door vehicles) and 1058 1

. 1058 Trailers .
Trailers Trailers

Major equipment received and quantities to 30 Jun 18
Defence received 10 vehicles and five trailers from Thales Australia on schedule for the purpose of

under Stage 1 (Engineering and Manufacturing Development) of the LAND 121 Phase 4
Acquisition Contract.

Notes
1 16 test vehicles and 9 test trailers
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Section 3 — Schedule Performance

3.1 Design Review Progress

Review Major System/Platform Original Current Achieved/Forecast Variance Notes
Variant Planned Planned (Months)

Detailed Design PMV-L and Trailer Mar 16 N/A Apr 16 1 1
ICS Jan 17 N/A Dec 16 1) 2

Preliminary Design ICS Sep 16 N/A Sep 16 0

Critical Design PMV-L, Trailer and ICS Apr 17 Aug 17 17 3

Support System Support System Jun 17 4

Detailed Design

Notes

1 | The variance is caused by the Contractor’s delay in closing out the action items

2 | The Contractor and the project agreed to conduct the Review early, thus the early achievement. The CoA approval of ICS
DDR Minutes of Meeting was achieved on 19 December 2016.

3 | The variance is due to the vehicle performance exceeding the number of critical failures allowable under RGT. Stage 1
(Engineering and Manufacturing Development) has been extended by a four month period via CCP032 (executed 05 April
2017) to allow Thales Australia to remediate the critical failures and to undertake an additional RGT in order to fulfil the
contractual requirements under Stage 1.

4 | The variance of SSDDR of 14 months is due to the LRIP baseline not being ready for review until CDR exit in 2017
and the contractor failed to meet the entry criteria in SSDDR Checklist.
3.2 Contractor Test and Evaluation Progress
Test and Evaluation Major System/Platform Original Current Achieved/ Variance Notes
Variant Planned Planned Forecast (Months)
Maintenance PMV-L, Trailer and Dec 16 Dec 16 17
Demonstration ICS
Reliability Growth Trial PMV-L and Trailer Mar 17 Jul 17 2
(RGT)
Development Test & PMV-L, Trailer and Mar 17 17 4
Evaluation (DT&E) ICS
Maintenance Evaluation PMV-L, Trailer and Oct 17
ICS
Acceptance Verification PMV-L, Trailer and Jun 18
and Validation (AV&V) ICS
Production Readiness PMV-L and Trailer Jun 18
Acceptance Test (PRAT)
Low Rate Initial PMV-L, Trailer and Jun 18 7
Production (LRIP) ICS
Acceptance Last Batch
Full Rate Production PMV-L, Trailer and Oct 20 21 21 7
(FRP) Acceptance Last ICS
Batch

Notes
2
4 As part of the extension of Stage 1 (Engineering and Manufacturing Development), DT&E has also been extended to
facilitate further development testing and to mitigate against the Acceptance Verification and Validation (AV&V) activities
required under Stage 2 (Low Rate Initial Production).
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6 AV&YV has been delayed by 7 months due to the requirement to extend reliability testing, which impacted on the
date that the LRIP vehicle build state was established between the Commonwealth and Thales. This delay in the
establishment of the vehicle build state then impacted on vehicle availability to conduct AV&V activities.

7 As part of the extension of Stage 1 (Engineering and Manufacturing Development), the start dates of some Stage 2 (Low
Rate Initial Production) and Stage 3 (Full Rate Production) activities have also been delayed. The project office is working
closely with the stakeholders to adhere to the agreed schedule.

3.3 Progress Towards Materiel Rel and Operational Capability Milestones
Item Original Planned Achieved/Forecast Variance (Months) Notes
Initial Materiel Rel (IMR) Dec 18 May 19 5 1
Initial Operational Capability (IOC) Dec 19 Dec 19 0
Final Materiel Release (FMR) Dec 21 Dec 21 0
Final Operational Capability (FOC) Jun 23 Jun 23 0
Notes

IMR was deferred by five months to enable the conduct of an additional vehicle reliability demonstration activity
1 (four months) and the extension of Introduction into Service Training and the associated increase in vehicle
deliveries (one month).

Schedule Status at 30 June 2018

Schedule Plan at
Government
Approval 2}
pprova OApproval "G'J'
] BIMR 2
mIoC w
Schedule Plan at OFMR P
30 June 2018 ©
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Section 4 — Materiel Capability Delivery Performance e
4.1 Measures of Materiel Capability Delivery Performance 8
Pie Chart: Percentage Breakdown of Materiel Capability Delivery Performance —
Green: e
The project expects to meet the materiel capability (a W
requirements as expressed in the Materiel Acquisition .
Agreement and in accordance with the requirements of o™
the Technical Regulatory Authorities. +
Amber: ©
N/A o
Red:
N/A

Note
This Pie Chart does not necessarily represent capability achieved. The capability assessments and forecasts by Defence are not
subject to the ANAQ’s assurance review.
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4.2 Constitution of Initial Materiel Rel and Final Materiel Rel

Item Explanation

Achievement

2019.

and

By IMR, the following will be delivered:
e 108 PMV-L and 108 Trailers to be delivered in
accordance with the Force Generation Cycle;

. Logistics support arrangements, including
Training and Maintenance Systems.

Initial Materiel Release (IMR) IMR is a future dated milestone projected for May Not yet achieved

December 2021.

By FMR, the following will be delivered:

. 1100 PMV-L and 1058 Trailers; and

e Introduction Into Service (IIS) Training and
transfer of IIS training packages.

Final Materiel Release (FMR) FMR is a future dated milestone projected for Not yet achieved

Section 5 - Major Risks and Issues

5.1 Major Project Risks

Identified Risks (risk identified by standard project risk management processes)

Description

| Remedial Action

N/A

N/A

Emergent Risks (risk not previously identified but has emerged during 2017-18)

Description

Remedial Action

There is a chance that the PMV-L will fail to successfully
complete the Reliability Program (RDT and PRAT),
which will impact on schedule and performance. This
could result from vehicle performance deficiencies or
additional design modifications needing to be
implemented into the developmental vehicle.

Close Commonwealth supervision and involvement
during the Reliability Demonstration Test (RDT) and
Production Readiness Acceptance Test (PRAT).
Commonwealth and Supplier senior leadership
engagement to maintain oversight and direction of
critical reliability issues, responding to help needed,
and resource requirements / prioritisation.
Monitoring of the contracted Reliability Program.

There is a chance that delays in the provision of
technical and logistic support data will impact the
development of the PMV-L training and support system.
This could result in the vehicle being rolled-out to units
without a fully developed support system.

Close Commonwealth oversight and support for the
development and provision of the associated through
life support contract deliverables.

There is a chance that the developmental nature of the
PMV-L C4l system and the misalignment of Defence C4l
programs will delay the system development.

Continued collaboration across Defence C4l programs
and suppliers to manage schedule misalignment and
C4l capability integration.

There is a chance that production delays from vehicle
reliability and quality issues will impact on the
achievement of the Initial Materiel Release and Initial
Operating Capability milestones.

Commonwealth and supplier senior leadership
engagement to maintain oversight and direction of
critical reliability and quality issues, responding to help
needed, and resource requirements / prioritisation.
Embed Commonwealth production and quality
assurance representatives at the production line.
Close engagement between the Project Office and
Capability Manager to ensure the milestone
requirements and capability delivery priorities are
aligned.

5.2 Major Project Issues

Description

Remedial Action

During RGT, the performance of the vehicles exceeded the
number of critical failures allowable under the contract

Under a remediation activity agreed to by Defence, Thales
Australia is to remediate these critical failures and complete the
RDT in order to fulfil the contractual reliability requirements.

Itis identified that Thales Australia:

have reprioritised technical and assembly resourcing effort,
are progressing the remediation activity in concurrence to
other scheduled activities,

have further invested in engineering resources, and
are conducting the RDT to prove reliability fixes.

This issue was retired on 14 September 2017 when RGT3
finished and the RDT commenced. A new risk was raised to
address the issue with the delay in entering PRAT.
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Section 6 — Project Maturity

6.1 Project Maturity Score and Benchmark

Attributes
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Section 7 — Lessons Learned

7.1 Key Lessons Learned
Project Lesson Categories of Systemic Lessons
Developmental Capability. The PMV-L is a technically complex development project First of Type Equipment
that requires active engagement with the contractor, multiple interagency stakeholders
and projects from other domains.

Establishing a strong, open and trusting relationship with all stakeholders is a critical
element for success, particularly in relation to understanding the technical
requirements for a first-of-type capability, and in facilitating proactive risk management
and contingency planning across the design, development, testing and introduction
into service phases.

Adequate Resourcing. First-of-type projects contain significant levels of complexity Governance
and require substantial effort to fulfil the right balance of technical, performance, risk, Contract Management
cost and schedule requirements. Appropriate investment is required by projects and First of Type Equipment

the contractor from the outset to ensure such requirements are not over-optimistically
represented or underestimated.
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Projects operating in a developmental environment are to pay greater attention to
workforce management and project governance. The project is also to frequently
assess contractor resources, capabilities and capacity in the lead up and during
project delivery.

Tender Evaluation and Negotiation. During tender evaluation and negotiation, a
number of external subject matter experts with vast Defence and commercial
experience were engaged for advice and to provide independent assessments of
technical, commercial and financial matters.

Active participation of the externals in the lead up and during negotiations considerably
improved the projects understanding and approach towards commercial, industry and
programmatic issues.

First of Type Equipment

Integrated ICS Team. The uncertainty in developing the ICS concept would have
benefited from having an integrated and centralised team consisting of:

PMV-L project staff;

staff from other interrelated communication projects;

Capability Manager specialists;

external subject matter experts/contractors; and

e specialist staff such as engineers.

Resourcing
Contract Management

Establishment of a Strategic Relationship Board. The project initiated a Strategic
Relationship Board consisting of senior Defence and Thales Australia executives to
monitor progress, evaluate performance and risks within the parameters of contractual
obligations.

Contract Management

External Recommendations. In the lead up to Second Pass, the project reviewed a
number of independent reports undertaken in other vehicle projects to gain an
understanding of the commercial, contractual, governance and procedural
considerations to be incorporated into the contract. This exercise benefited the project
significantly when considering risks, engaging stakeholders and during negotiations.

Contract Management
Governance

Section 8 — Project Line Management

8.1 Project Line Management in 2017-18

Position Name

Division Head MAJGEN David Coghlan
Branch Head Ms Sarah Myers

Project Director COL John McLean
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Project Data Summary Sheet'3°

Project Number

AIR 8000 Phase 2

Project Name

BATTLEFIELD AIRLIFT -
CARIBOU REPLACEMENT

First Year Reported in the

2013-14

[
MPR )
Capability Type Replacement =
Acquisition Type MOTS -
Capability Manager Chief of Air Force <
Government 1st Pass Apr 12

Approval ©
Government 2nd Pass Apr 12 6
Approval =
Budget at 2™ Pass $1,156.5m ()
Approval E
Total Approved Budget $1,433.3m ©
(Current) m
2017-18 Budget $69.2m

Project Stage Initial Materiel Release

Complexity ACAT Il

Section 1 - Project Summary

1.1 Project Description

This project was approved to replace the retired Caribou capability and provide the Australian Defence Force (ADF) with an
enhanced intra-theatre and regional airlift capability through acquisition of a fleet of ten new Light Tactical Fixed Wing aircraft.
The Government approved solution is acquisition through United States Air Force (USAF) Foreign Military Sales (FMS) of the
Leonardo built C-27J aircraft modified by L-3 Product Integration Division (PID) to the United States (US) Department of Defense
Joint Cargo Aircraft (JCA) C-27J configuration, known as Spartan. The JCA C-27J is a Military Off The Shelf (MOTS) acquisition
offering enhanced self-protection and interoperability that meets Australian requirements. The aircraft will be operated by 35
Squadron with its Interim Main Operating Base (MOB) at Royal Australian Air Force (RAAF) Base Richmond. Government agreed
in May 2016 to both delay Final Operating Capability (FOC) and the relocation of the C-27J to RAAF Amberley until December
2019. Project acquisition includes the ten aircraft, a training system, support system materiel elements, and three years of initial
FMS training and support services from the aircraft In-Service Date (ISD), through Initial Operational Capability (I0C) to FOC.

1.2 Current Status

Cost Performance

In-year

The Year End underspend of $7.5m was largely driven by adjusted forecasts for the Interim and Mature Training Systems,
revisions to the Structural Substantiat