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Thank you for that introduction. It is a pleasure to be here. 

The relationship between the defence industry and the Defence community is fundamental to delivering the capabilities that the ADF need. 

In order to build Force 2030 and maintain a capability edge over potential adversaries, Australia must have a competitive, innovative and sustainable defence industry.  

I would like to talk to you today about the forthcoming defence industry policy statement. I will then highlight some of the current policies that support the Australian defence industry.

I intend to then finish by discussing the impact that large defence acquisition projects can have on the industry. People often lose sight of the impact these projects have on the wider industry.

A New Defence Industry Policy Statement

You will be aware that we are developing a new defence industry policy statement for release early to mid next year.  As I said during the Defence and Industry Conference in July this year, the new statement will be evolutionary rather than revolutionary.  

The Government has continued or initiated a number of programs that are aimed at increasing industry’s competitiveness, ranging from increasing the pool of school leavers with the right pre-qualifications to enter defence industry, to introducing companies to the latest management and manufacturing innovations and technologies.

I don’t want to pre-empt what might or might not be in the new industry policy statement. I can tell you that I intend to bring greater coordination to the range of assistance programs so that there is greater strategic cohesion and an increased focus on overall results rather than each program being an end in itself.

Whenever I discuss our approach to industry policy, I always begin by the statement of two principles. Firstly, I want to make it clear that we will not be returning to the days of offsets policies or mandated local content requirements; we will not erect artificial protection barriers.  You will be well aware that these do not lead to an efficient, sustainable defence industry.

Second, local defence industry is dominated by subsidiaries of the large international primes, albeit with a substantial Australian SME base to support them. In many instances a corporate headquarters located in London or New York will make investment decisions that shape our local defence industry. We must aim at securing that investment and ensure that SMEs thrive through joining the international supply chains.

Our focus therefore will be on fostering local capabilities based on our strategic needs, increasing the commercial viability of local industry through facilitating entry to global supply chains, and implementing the Mortimer recommendations and the Strategic Reform Program.

Fostering Local Capabilities

When we released the Defence Capability Plan in July, Senator Faulkner and I also released the list of Priority Industry Capabilities or PICs.  

This is the first time that Defence has publicly identified those industry capabilities that provide a strategic advantage to Australia by being available locally.  

The PICs are a sub-set of the Strategic Industry Capabilities that were identified in the Defence White Paper to provide guidance on the sorts of capabilities and technologies that we think are important.

But we should recognise that PICs are not individual companies, nor are they solely restricted to the primes.  SMEs have a role in the PIC space.  

It is also worth mentioning that PICs will change over time with changes in our strategic environment and these changes will be reflected in our regular updates of the White Paper outlook and the Defence Capability Plans.

Implementing the PICs will be the challenge. We will be refining the capabilities, measuring their health and designing the support measures that will be applied if viability is threatened.  I expect that the forthcoming Defence Industry Policy Statement will have more to say about this.

Global Supply Chain Program

The Australian Defence market is often too small on its own to generate the ongoing levels of demand that are needed to support a company’s viability.  Yet Australian defence industry has creative design, manufacturing and engineering skills that match the world’s best.

The international market offers great scope to local companies to compete for work and to introduce new technologies and skills to Australia. 

As part of the Australian Industry Capability program, the Global Supply Chain initiative funds the large international companies to identify opportunities for competitive Australian companies in their supply chains, including the chains of their suppliers. 

The initiative also provides Australian companies with marketing assistance and with management and technological training to prepare them to compete for export opportunities.

There have been early successes with Boeing and Raytheon and we will pursue new agreements with the other large international companies. 

The AIC program clearly shows that Australian companies are internationally competitive. This is positive news. It means that as a result, their reliance on local demand and its ups and downs is reduced, and their commercial viability is improved.

Procurement Reform

An important leg of the industry policy that I would expect to see is a new relationship between Defence and industry, driven by the Mortimer Review and the Strategic Reform Program.  

This will require fundamental reform of the way Defence does business and will usher in a new partnership between Defence and industry.  

It will require innovative contracting methods with better alignment of risks and rewards - rolling wave contracts, alliance based contracting and contracting based on availability are but some of the potential reforms.  These contracting process improvements will enhance outcomes for defence and industry.

In order to ensure that acquisition strategy issues, including industrial realities and opportunities are considered from the beginning, the DMO will become more involved in the early stages of the capability development process.  One of the shortcomings of the past has been that the acquisition strategy has been considered too late and the options for commercial support of the ADF capabilities have been reduced.

Supporting Defence Industry

The Government has recognised these industry issues, and indeed, we have introduced some new initiatives and adjusted some existing industry support programs.

We are moving towards a comprehensive package of assistance programs that covers the capability life cycle, from capability development, through acquisition, maintenance and upgrade, to disposal.  We must take a more strategic and holistic view of the support we provide to industry.

One recent initiative was the Defence Industry Innovation Centre, with funding of $21.2 million over the next four years. It is aimed at SMEs in particular, to help them become more competitive. It provides access to business advisers located in all the mainland capitals that can assist with developing management improvement strategies, and through matching grants, can develop business plans for SMEs. 

The Centre also provides access to the latest innovations and technologies to help companies improve productivity and competitiveness. I urge all SMEs here to consider availing themselves of its services. 

Another initiative was the Defence Materials Technology Centre, established under the Defence Future Capability Technology Centre Program. This is funded as a collaborative venture involving industry, universities, Cooperative Research Centres and government agencies including the DSTO.  

The Materials Technology Centre is operating across four research programs including air platforms, marine platforms, armour applications and propulsion systems, as well as having education, training and commercial programs.  

And there are other initiatives such as the ePortal and the Industry Skilling Program Extension package that you should all be familiar with already.

These and many other programs operate to maximise the opportunities for Australian Defence companies to compete for work and become involved in Defence acquisition. 

In addition to these programs, I would like to highlight the importance to industry of two projects in particular.  The first is the Joint Strike Fighter (JSF), which has served as an early model for involving Australian companies in collaborative international acquisitions, and the other is the Future Submarine project.

Joint Strike Fighter

We have been involved in the international JSF program for a number of years, and the New Air Combat Capability project team have been working to ensure Australian companies can compete for a share of the global production and support work. 

The JSF offers a unique opportunity for Australian industry to participate in the most advanced aeronautical project ever.

This project has allowed Australian companies to enter the supply chains of some of the most sophisticated manufacturers in the world. This has exposed the companies to the methods and practices that these companies expect their suppliers to work to, increasing their chances of winning further work in these companies’ supply chains. 

The Australian companies have also had to produce components with the finest tolerances imaginable. This has helped improve the production methods, competitiveness and efficiency of these companies. 

Participation in the JSF project will open up opportunities in future aviation work. Some of these companies worked on the JSF design, others have developed expertise in working on titanium components, others in composites.  

Just as the use of aluminium in aircraft revolutionised transport in the 20th century, the use of composites and titanium will characterise 21st century aviation. Mastery of these materials by Australian companies will be an essential precursor to winning work on aviation projects.

And Australian companies are not just learning from international companies. For example, on 19 November the Australian company Ferra delivered to Lockheed Martin the first JSF component to be machined from a blank produced by a technique called “Direct Manufacture”, whereby titanium is deposited to form a near-net shape rather than being machined away. A saving of up to 60% in machining time is considered achievable. 

Australian companies and research organisations are also working together to refine a process called “laser-assisted machining” that can potentially cut machining times by up to 40%. The New Air Combat Capability project team has assisted these companies to develop these new techniques.

Twenty five Australian companies have already won over $200 million worth of work. Remaining opportunities are in the billions of dollars range. We intend to continue to encourage Lockheed Martin, Northrop Grumman and BAE Systems UK to maximise opportunities for Australian companies. 

Just recently two Australian companies, Marand Precision Engineering and Quickstep Holdings Limited working with BAE Systems UK and Northrop Grumman respectively have signed Memorandums of Understanding with Lockheed Martin to produce complete vertical tails and doors and panels for the Joint Strike Fighter. 

While long term contracts still need to be secured, for Quickstep alone, this opportunity could result in around 150 high-end jobs and create another 620 support industry jobs. These MOUs are a good sign for the future of SMEs and Australian defence industry in general. They show that it is possible to be up with world’s best practice and that we can compete in a global market effectively.

Although the JSF is still in the early stages of production, we expect that competitive Australian industry can look forward to being involved in the international program over the next thirty years or more. 

It is also a potential model for other international defence acquisitions. As the cost of specialised military equipment increases, nations will be looking for more and more opportunities to pool resources to develop capabilities.

When this makes sense for Australia, we may participate in these cooperative procurement projects.  Government must look at ensuring that there are opportunities for competitive Australian companies in these projects. 

One potential example of this is Land 121, Phase 4 which is tasked with acquiring Protected Mobility Vehicles – Light to replace some of our Army’s Landrovers. 

The Government is examining three different acquisition strategies:

· Simply purchase a Military Off The Shelf vehicle;

· Develop and manufacture a vehicle in Australia; or

· Continue in the developmental US Joint Light Tactical Vehicle program.

There has been no decision taken on which acquisition strategy to take. 

My own strong view is that whatever option we do take we should be seeking to maximise Australian Industry Involvement. 

For example, if we choose the JLTV option we must ensure that Australian companies are given a fair opportunity to win work in the supply chain of the eventual JLTV manufacturer. This would offer Australian companies’ opportunities to win work on a production run that some estimate to be at least 60,000 vehicles.

Equally, an indigenous manufactured vehicle would also provide for opportunities for local defence manufacturers and the SMEs that support them. 

Future Submarines

Sea 1000, the Future Submarine Project is another area where Defence SMEs can compete for work.  

We have recently signed a contract with the US Rand Corporation to complete a Domestic Design Study for the Project.  The report, due in February 2010, will help to identify the options to ensure we have the appropriate design capability to support our submarines throughout their life.  The Government will need to consider the various strategic options to make an informed decision on the way ahead.

The Government’s decisions will lead to selection of the submarine design team. Once the design process commences, we will progressively be looking for local companies to bid for work on the project.  Our aim is to complete as much work on this project as possible within Australia.  

The skills that will be required for this project need to be developed now so that you and your companies are ready to bid for this work.

As I said in a recent speech the design and construction of a fleet of 12 new advance submarines will be without doubt the largest defence acquisition this country has ever engaged in. I ventured to suggest that it is possibly the most complex and sophisticated industrial project ever pursued in this country. 

This project may contribute, in a similar manner to the Collins Class construction, to the modernisation of significant sections of the Australian manufacturing industry. The Collins Class construction saw hundreds of companies qualify for defence work.

This ability to consistently produce at finer tolerances not only allowed these companies to win other defence work, it also gave them an advantage in winning work in civilian manufacturing. The construction of the future submarine will offer similar opportunities.

Obligation on industry

However to win work in the JSF supply chain and the future submarine project places certain obligations on industry, including a focus on quality assurance and improved business management. 

Winning work will not be guaranteed for any Australian company.

To be successful, companies must be as productive and competitive as possible. They must have also imaginative management who are prepared to offer innovative solutions. 

There are numerous defence companies who already enjoy these characteristics; in addition the Australian Government is committed to working with you to improve your business. 

As I touched on before we have already established the Defence Industry Innovation Centre that is tasked with helping Australian SMEs improve their production and management practices.

It has an excellent leader in Tony Quick and I urge you to contact him or one of the centre’s business advisers to see what they can do for you. I will be following the centre’s activities, and in particular, how many companies that have assisted who subsequently win work in large acquisitions such as JSF or the future submarine.

Besides working with you to improve your businesses, we are working with the Defence to ensure that it improves the way it does business with you. I have already touched on procurement reform and improved contracting.

If we want more innovative defence companies Defence must ensure that its contracting rules do not make these innovations impossible. I am closely following the DMO’s efforts to simplify contracting and perhaps move to more performance based contracting.

Thank you for the opportunity to address you today and I am happy to take some of your questions. 
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