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Thank you for the kind introduction. 

I would like to start by acknowledging the Minister for Defence John Faulkner, Premier Mike Rann, Kim Beazley, Shadow Minister for Defence Science and Personnel Bob Baldwin, as well as the many members of Defence and Industry who are here today. 

Relationship between Government, Defence and Industry

As many of you would be aware, I spent fifteen months at the start of the Rudd Government in the Defence portfolio, as the then Parliamentary Secretary for Defence Procurement. 

During that time I was able to learn about many of the issues that you face and also form some views on the relationship between Government, Defence and Industry. 

In many respects that relationship is more akin to a partnership – a partnership designed to ensure that our defence force gets the equipment they need, when they need it. 

The Government is committed to fostering this partnership and also building upon the strong defence industry we have here in Australia. 

To help facilitate the Government’s role in this partnership the Prime Minister recently elevated me to the position of Minister for Defence Personnel, Materiel and Science. 

This is the first time in over a decade we have had a Minister specifically responsible for materiel or defence industry.

Further to this, and in recognition of the importance of the role that defence industry plays in our national security, it is intended that my position is recognised within the Government’s National Security Committee of Cabinet. 

The intention is to ensure that a Minister well conversant with the industry, and the issues you face, will be present when major capability decisions are being made. This will help give defence industry a voice at the Cabinet table. 

This builds on the Mortimer Review’s recommendation to have the CEO of the DMO, Dr Stephen Gumley, also present during these decisions. 

The Foundations of the Government’s Defence Industry Policy

I bring to my new role some clear views of the underlying foundations of defence industry policy:
Firstly, that offset policies or mandated local content requirements that were practiced in the past did not lead to a sustainable defence industry. The Government will not be returning to these policies of the past. 

Secondly, the fact is that the domestic defence industry is dominated by the large international defence primes – with a substantial base of Australian-owned SMEs usually operating as tier one and two suppliers. 

The fact is therefore that industry shaping investment decisions are often taken overseas, and that our defence industry policy must focus on securing these investments, and ensuring that our SMEs are able to prosper through involvement in the international supply chains. 

Maximising Opportunities for local industry

The Rudd Government has already taken steps consistent with these foundations of defence industry policy.

Last year, for example, I announced the establishment of the Defence Export Unit. This unit is tasked with assisting Australian defence industry to enter into overseas markets and export the world class capabilities we are producing locally. 

To complement this I also announced the implementation of the Australian Industry Capability Program. This program compels tenderers for contracts over $50 million, generally the primes, to examine opportunities for Australian SMEs to enter their supply chain for the procurement in question. 

The Government also established the Defence and Industry ePortal, which provides links to Defence news, templates and other information to better assist industry. Australian companies are able to highlight their capabilities, and keep them up to date, for contractors around the world to discover. 

This has given Australian defence companies of all sizes a free service to showcase the capabilities and expertise they have. It has also made it easier for international companies looking to fulfil their obligations under the Australian Industry Capability Program to research and identify companies that they may partner with for large projects. 

As an aside, it is actually a year to the day I launched the ePortal and I’m proud to announce that it has nearly 3,000 users, close to 1,200 organisations registered and around 80,000 hits on the homepage. 

In my current role I will be keen to ensure that we continue to implement programs and policies that serve to maximise opportunities for our local industry. 

For example, it is the Government’s intention to roll out Australian Industry Capability (AIC) Deeds to all large multinational defence companies operating in the local market. 

The AIC Deeds are aimed at facilitating opportunities in the global primes and their first and second tier supply chains for Australian companies. 

Another benefit of these deeds is that defence industry multinationals that establish an Office of Australian Industry Capability will provide selected training and mentoring to Australian companies to enable them to be more globally competitive. 

It is intended that these deeds will mostly take the form of establishing an Office of Australian Industry Capability (OAIC) similar to the Boeing OAIC established early last year.
A DMO review of the operation of this office has found that in the 22 months it has been operating, approximately $26.5 million worth of contracts with Boeing has been won by Australian industries in competition with US and international suppliers.

As an extension of this program I’m proud to announce that later today I will sign an Australian Industry Capability Deed with Raytheon Australia.

Improving the capacity of defence industry

The Government is also keen to ensure that we not only maximise opportunities for local defence industry but that we improve their capacity to capitalise on these opportunities. 

This is why the Government has increased investment in supporting skills and productivity within the industry. 
As part of this the Government announced a $61 million skills package last year that reformed the original Skilling Australian Defence Industry (SADI) program by instituting a range of complementary policies. The 14 initiatives in the expanded SADI aim to:

· expand the pool of appropriately skilled people from which the defence industry sector can recruit;

· enhance work and career pathways in the defence industry sector; and

· grow defence industry capability and productivity.

Programs range from school gateway programs in New South Wales, South Australia and Western Australia; the development of a Masters of Systems Support Engineering to the $21 million Defence Industry Innovation Centre.

Later today as part of this package I will be formally launching the creation of a brand for defence industry. This brand and associated marketing material will help position defence industry as a challenging and rewarding career choice and ensure it competes on a more equal footing with other sectors attract Australia’s best talent. 

The Government’s reform and capability programs

In the period since February when I left the defence portfolio much has happened.  The previous Minister for Defence, on behalf of the Government:

· Released the Defence White Paper;

· Released the Government’s response to the Mortimer Report;

· Released the Strategic Reform Program; and

· Made decisions concerning the Priority Industry Capabilities and the public Defence Capability Plan. 

I would like to acknowledge the work of the previous Minister for Defence in laying the strong foundations for a defence reform program, one that realigns strategy and capability in a way that has been absent for sometime. 

The new Minister for Defence and I will be working to ensure these decisions are appropriately implemented. 

The 2009 Public Defence Capability Plan
Which brings me to the centrepiece of this conference - the 2009 Public Defence Capability Plan (DCP). 
The DCP has been the subject of some speculation concerning the four year term of the plan we are releasing today, and I will turn to that issue shortly – but firstly I want to address the content and some of the features of the new DCP.

You have already heard from Minister Faulkner regarding the DCP, but it’s important to restate a few facts.  The DCP provides an account of major capital equipment proposals that are currently planned for Government consideration (either first or second pass) in the future. 

It is our roadmap for ensuring that we get the force structure that we have outlined in the White Paper. 

It is also our way of communicating with industry what is required of them to help us deliver on our commitments. 
As Minister Faulkner said the DCP contains information on over 110 projects including the future submarines, our new air combat capability, naval aviation combat systems, Chinook helicopters and the patrol boat, mine hunter coastal and hydrographic ship replacements – to name just a few. 

There are three core features that I believe are associated with this year’s DCP. 

Firstly, the information provided under this plan on a project basis is greater than previously has been made available.
Secondly, a greater effort has been made to ensure the reliability of the information that has been provided. 

Thirdly, this year’s DCP contains a significant amount of work that needs to be undertaken and will signify a growth in Australian defence industry. 
Greater information and transparency for projects

The DCP provides information on two sorts of projects - projects that are scheduled for first and second pass approval over the next four years, and also projects that are scheduled for first pass approval beyond this period. 

For projects scheduled for first and or second pass approval between now and 2013, there is an unprecedented amount of information provided – some of which arose from consultation with the industry that was conducted by Defence following the Mortimer Review. 

This includes for the first time ever a schedule for first pass approvals.
It also includes additional and improved schedule information and is complemented by a more expansive explanation of project scale, complexity and risks through the inclusion of the DMO Acquisition Categorisation (ACAT) ratings.  

Two of the key messages that were received from industry were that ACAT levels and cost bands were required and that regular updates were of great value to industry. 
As a consequence, the costs bands and indication of where in the band a project lies have been used in Public DCP 2009. 
Also for the first time, industry will be provided with improved visibility through regular updates of the web based version of the plan – recognising that investment decisions need to be made all the time not just during the release of a DCP.  

The DCP also provides better information on the split between acquisition and sustainment elements of the capital investment program 
In the industry section of the DCP we provide data on the level of demand for current and future projects, split between acquisition and sustainment over the time period. Previous DCPs did not include current projects in these graphs. 
This addition provides much more information on the level of demand in each domain, thereby allowing industry to look at whether the total demand justifies investment decisions.  

The second type of projects which are included in this DCP are capabilities with first pass scheduled beyond 2013. In this category Government has identified significant projects all the way out to 2030. 

This ensures that the DCP fully sets out the capability required to deliver on Force 2030 and gives industry a broad indication of when these projects will be considered.

Improving the accuracy and reliability of information 

The second feature of this year’s DCP has been the effort that has been made to ensure a greater level of accuracy and reliability than has previously been the case. 
For example, the 2001 DCP, that was released by the former Government after their 2000 White Paper failed to deliver in these key areas. 

For example, the 2001 DCP detailed 144 projects with decision dates from 2001 onwards. 

Of the 144 projects, 30 were deleted and 56 had a year of decision other than the one nominated in that DCP.

The level of accuracy and reliability was even worse when you examine the projects beyond the first 3 years of that DCP – in that category 90% of all projects in the final 7 years of that DCP were either deleted or had an inaccurate year of decision. In fact over one third of all projects beyond the first 3 years were deleted.
The Government was very cognisant of that fact and we have endeavoured to provide a much higher degree of rigour in the design and presentation of this year’s DCP. 

Our DCP process was part of the thorough review of Defence future capability requirements undertaken through the White Paper process. 

For this reason I believe that industry can have confidence that the acquisitions tightly correspond to the strategic guidance driving defence policy. 
While I know that some will be disappointed that we have not provided a 10 year timeframe for this year’s DCP I think it would also be true to say that it is better to have 4 years of accurate and reliable information that provides the industry with certainty, than 10 years of largely inaccurate information that cannot be relied upon with a satisfactory degree of certainty. 
Increased Work for Defence Industry 

The final feature of the 2009 DCP that I wish to highlight is the significant increase in work for the defence industry that it presents. 

As Minister Faulkner highlighted, the 2009 DCP contains information on 110 projects or phases of projects. This is in addition to over 100 major projects already underway.
To put this into perspective the entire 2006 DCP contained information on around $57 billion worth of projects in today’s dollars; whereas the 2009 DCP contains information on over $60 billion worth of projects.

Let me emphasise this point - despite only including projects being considered in the next 4 years, the value of these projects is greater than the entire 10 year 2006 DCP.

There are also numerous projects in the DCP with second pass scheduled well beyond 2013-14. This will provide a long tail of work for industry as was the case with the previous 10 year DCPs.

Under the DCP, the forecast total DMO expenditure with Australian industry is expected to rise from $4.5 billion to $5.6 billion over the next 4 years – an increase of $1.1 billion. This translates into almost 5,000 more defence industry jobs over this period.

Growth will vary from sector to sector, for example the local expenditure in maritime sector is projected to grow by about 8.3 per cent per annum over the next four years. 
Encouraging continual reform of the DCP 
While I have every faith that the DCP released here today will provide industry and interested commentators with useful information I want to acknowledge some of the criticisms that have been attached to the speculation surrounding today’s release. 

This criticism has largely been centred on the belief that this document would not deliver on the high standards of transparency expected, and would be inadequate in the information provided to industry. 
I believe much of this is related to the decision to move to a DCP that has a 4 year time horizon. 

The Minister and I are aware of the issues that this presents, and while we have endeavoured to insist upon a greater level of transparency and information within this DCP we believe that we can engage in a process of continual reform of this document. 

In our short time in this portfolio we have already begun to implement this agenda, working through some of the decisions that we have inherited – such as the decision to release the DCP with a 4 year horizon. 
Minister Faulkner and I are committed to reshaping the public Defence Capability Plan in order to deliver transparency for taxpayers, better investment guidance for industry and continuing value for money outcomes for the Commonwealth. As the Defence Minister said, we will be engaging independent consultants to aid us in this process.
More broadly though I wish to address concerns that the Government is seeking to avoid transparency of this area or is seeking to reduce the amount of information provided to industry. 

This is not the case – and the Minister and I are both strongly committed to enhancing transparency in this area and also increasing information. 

Priority Industry Capabilities

On the latter I note that there has been some criticism of the Government’s decision not to publicly identify in detail the specific capabilities that are likely to attract Priority Industry Capability support. In the interests of greater transparency and information the Government has decided to release as much information as is possible. 
As Minister Faulkner indicated, after consideration of industry’s legitimate need for planning certainty, the Government has decided to make the current list of broad categories of Priority Industry Capability, or PICs publicly available.  
These PICs are industry capabilities that confer an essential strategic capability advantage by being resident within Australia – something that I was heavily involved with in my previous role.
The Priority Industry Capabilities are as follows:

· Electronic Warfare. 

· High Frequency and Phased Array Radars. 

· ‘High end’ system and ‘system of system’ integration. 

· Through-life and real time support of mission and safety critical software. 

· Anti-tampering capabilities. 

· Signature management. 

· In-service support of Collins Combat System. 

· Acoustics technologies and systems. 

· Ship dry docking facilities and common user facilities. 

· Selected ballistic munitions and explosives. 

· Infantry weapons and remote weapons stations. 

· Combat clothing and personal equipment.

A pamphlet is available providing further information regarding the PICs. 

Minister Faulkner in his speech highlighted the process by which the PICs were selected and I will now discuss what this means for industry. 

The Government may decide to intervene if a PIC is deemed to be ‘unhealthy’ - this intervention may range from assistance in skills development all the way to ensuring there is enough work available to maintain the specific capability. The White Paper announced the Priority Industry Capability Centre of Excellence which may assist in maintaining PICs. 

Nevertheless, we believe that for most PICs there will be sufficient demand to sustain the capability. 
DMO has conducted an analysis of their sustainment and acquisition programs and this has indicated that around 6-7 per cent of the total acquisition and sustainment budget will flow into Priority Industry Capability sectors. 
To give you an idea of the scale of this expenditure, the DMO had a budget in 2009-10 of over $10.9 billion, this would put the expenditure in Priority Industry Capability sectors at around $700 million per annum.
It is worth emphasising that when the Rudd Government was elected, industry had been subjected to a decade of discussion of strategic industry capabilities with no real action on the part of the former Government. 

Within 19 months we have identified the Priority Industry Capabilities, with this announcement today have informed industry of the PICs, and detailed precisely what Government will and won’t do to support them. 

I want to be clear in particular about the Government’s intention with the PICs. The Government’s concern is that these capabilities, rather than a specific company which may have expertise in a Priority Industry Capability, remain resident in Australia. 
Under this policy an overseas based company may establish a local workforce, infrastructure and intellectual property to develop a capability within Australia in a specific PIC area. They would then be able to compete with locally based companies in this area of priority industry capability. 

That is, it would be incorrect for any defence company to interpret the PICs as some form of exclusive right to a Government procurement contract. Competitiveness will remain a key to successful tendering. 

As I said a moment ago, PICs do not provide a guarantee of work for any individual defence company. Government will decide whether to support a PIC based on specific criteria and will intervene to ensure the capability is retained within Australia, not a company claiming to have a Priority Industry Capability.

It follows that the PICs policy does not guarantee a return on investments made and therefore careful planning and commercial considerations will still need to be undertaken.  

Ensuring Accountability through Greater Transparency 
I’d like to finish today by addressing some of the specific concerns that have been raised in relation to a perceived lack of transparency leading to reduced accountability within defence procurement. 

In some reporting last week it was claimed that by utilising cost bands and ACAT categories in the DCP Defence would be able to disguise cost and schedule blow outs. 
I disagree with this assessment because it conflates two separate stages of the capability acquisition process. 
The DCP is intended to give guidance on what projects Government intends to progress through first pass and then second pass approval. It is necessary to provide sufficient detail for industry to plan for competitions, however if we nominated a specific figure for the acquisition cost or even a narrow range of figures the Commonwealth runs the risk of having industry treat that figure as the cost point they need to aim at. Instead as discussed earlier, the DCP sets out reasonable cost bands and ACAT information.

The fact is that Defence has a lot of work to do to improve cost estimates for projects in the DCP and that is an immediate priority for me in implementing the Mortimer reforms.

The use of cost bands and ACAT categories is not an attempt to obscure project costs or hide project underperformance. After second pass approval when source selection is announced or at contract signature time, the details of the acquisition including contract details are provided. 
From this point we then have the budget papers, additional and further estimates that all provide data on the top 30 projects and their planned and revised expenditures. 
As I announced in my previous role the Government is also committed to task and resource independently validated reports on DMO's top 30 projects. 
The ANAO review of the DMO major projects review provides unprecedented details of major projects. This is the oversight and transparency that will not allow the DMO to hide cost or schedule blow outs. Changes to the DCP do not affect this.

For those of you who have seen the pilot report released by the ANAO under this commitment last year you would have noticed that it contained an unparalleled amount of information – much of which has never been available publicly. 

It has also been presented in a format that allows the tracking of a project’s progress in an easy to read manner – in essence it is a defence journalist’s dream! 

In addition to these measures, and in order to continue maximum accountability, as the Minister responsible I am committed to continuing the Projects of Concern unit within the DMO and the list it produces. This list can cover both acquisition and sustainment contracts. I have found it an invaluable tool in resolving projects that are in trouble. It is also an excellent motivational tool for defence industry companies who have no desire to see one of their projects added to this list. 

Conclusion

I want to conclude by emphasising that Government and industry will need to work together in order to deliver Force 2030.

To achieve this I am looking forward to continuing working with you and building on what I believe to be a good relationship that I enjoy with the industry. 
While I have not had time to address it today I also want to take the opportunity to flag with you that it is my intention to release a full Defence Industry Policy Statement later this year.  

I anticipate the policy statement will be evolutionary, rather than revolutionary, and will build upon policy we have already announced. 

I will be also keenly continuing the infusion of commercial skills and attitudes into the DMO. This will be part of the general reform agenda set out in the Government’s response to the Mortimer Review.

These are matters I hope to set out for you in some of my future addresses.

Thank you for your time again and I hope that you find the DCP to be a useful document for your planning and investment. 
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