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Good morning.  It’s a great pleasure to be here to speak to you again.  

I want to thank you, Steve, for your invitation and for your warm welcome today. 

I also want to thank all of you in the DMO, for the important contribution that you continue to make in equipping and supporting the Australian Defence Force (ADF). 

This support is occurring right across DMO, but I would like to make particular mention of the recent deployments of DMO personnel – military and civilian – to both the Middle East and to places like Padang in our own region. Their deployments are directly supporting the ADF in its operational and humanitarian tasks.

Today I want to speak about the continuing reform process in defence. 

It is a reform process that the Government is determined to drive. 

It is a process that will only succeed with the cooperation, hard work, and innovation of all of you assembled here today. 

The Underlying Philosophy of Defence Reform

It is important to start with the underlying philosophy of why we are committed to undertaking Defence reform. 

This philosophy is driven by a recognition that this Government is determined to get every bit of value from every dollar we spend.  We are simply not prepared to accept the waste of resources we have seen in the past in defence procurement.

We need to remember that every dollar wasted is a dollar not being invested in capability for the ADF.

Every dollar wasted is a dollar that could have been spent on a hospital or school.

Continued reports of overblown projects and costs will only seek to damage the reputation of Defence and lower the public’s confidence in our ability to engage in purchases – a critical fact to be considered as we embark on perhaps the greatest modernisation of the ADF ever undertaken. 

A prominent example of the waste that harms the ADF, taxpayers and erodes public confidence is the failed procurement of the SeaSprite helicopter. This project saw over $1 billion wasted and for no result.  

That $1 billion could have been used for any number of purposes within Defence. Alternatively it could have built new schools, upgraded roads or provided for much needed infrastructure. 

This is why the reforms that the Government has instituted and you have responsibility for are so important.

The leadership at Defence firmly understands that we need significant improvement in procurement performance at Defence to deliver better results for the men and women of the ADF and the Australian taxpayers.  

International Procurement Reform

I also want to point out today that we are not alone in our reform efforts. 

Similar efforts are being made by our allies overseas, such as the United States and the United Kingdom. We are all grappling with the challenge of how we can deliver better results for our servicemen and women as well as our respective taxpayers. 

I have just returned from a trip to the United States where they are dealing with similar problems. Interestingly their reforms are quite similar to ours. 

Their reforms are centred on investing in professionalising their acquisition workforce and also improving the contestability and independence of advice on major procurement projects. 

There are also parallels with the United Kingdom where the Ministry of Defence (MOD) has just released an independent review of defence acquisition known as the Gray Report. 

The UK MOD has announced an eight point plan that has some similarities with the Australian Government’s response to the Mortimer Review. 

Five of the eight points are worth listing:

· Increased transparency;

· Improved project costing;

· Stronger project management;

· Sharper business relationship between MOD Head Office, the Defence Equipment and Support organisation and the Service Commands; and

· Acceleration of skills improvement in the MOD and DE&S.

These are areas we are already taking action in. I will continue to monitor policy developments overseas and will look to any lessons that can be gleaned from international examples.

The Mortimer Review

You will be aware that the 2008 Defence Procurement and Sustainment Review, conducted by Mr David Mortimer, was commissioned by me in my former role as the Parliamentary Secretary.

It was an important and detailed review, both in relation to previous reforms and to the directions for further reform.  

It was one of the key pieces of advice that has and will continue to shape the Government’s consideration of acquisition and sustainment issues.

There are two fundamental goals of the Mortimer Reforms. 

The first is to develop a more business-like procurement agency; an agency that has all the necessary commercial skills to be the largest project management organisation in the country.  This will require a significant change in the procurement culture of the Defence Organisation, and of the DMO in particular.  I shall return to this theme in a moment.

The second goal, linked to the first, is to elevate the acquisition strategy in the capability development cycle. This is essential if we are to inject more commercial reality into the defence procurement process. 

As part of this, an empowered Defence Materiel Organisation will be involved earlier in the capability development cycle. 

Ninety per cent of the discretionary decisions that affect the outcome of a project are made in the first 7 to 12 per cent of the project’s life. An appropriate acquisition strategy must be in place to govern these crucial early decisions. Otherwise, problems are inevitable.

These reforms are essential if we are to deliver meaningful reform in the area of defence procurement.

Responding to Mortimer 

The Government agreed to all but one of Mr Mortimer’s recommendations. 

However, the implementation of the Mortimer recommendations has been too slow.  

Only several reforms have been implemented.  The clarification of the CEO’s authority in relation to DMO workforce allocations and the direct appropriation of service fee funding to DMO, are a couple of examples. 

There has also been some progress in providing Government with improved, and earlier, advice on cost and schedule risks.  

One outcome from the Mortimer Review is the clear requirement for the DSTO to assess capability proposals for technical risk and for the DMO to assess the acquisition strategy and advise on the drivers of risk, cost and schedule. 

The formation of the new Project Performance Office has been critical to enhancing the management of early project phases, ensuring that comprehensive project proposals come to Government for decision, and providing oversight of the gate review process.

I also want to acknowledge the push for better management of projects through charters that clarify the results and resources available for managers of complex projects. This allows for greater planning at the start of a project. I understand that over 70 of these charters are already signed. 

Work is continuing on many of the other reforms – some with the Capability Development Group as the lead agency and others in DMO. 

We must continue to push forward with the Mortimer reforms. The Government places a priority on their implementation in a timely and complete manner. 

These are vital reforms to ensure that Government has access to the best advice, so that the right choices on major investments in ADF equipment are made. 

It is also vital to ensure the DMO and industry are in the best position to deliver projects on time, on budget and to the required specifications.

Changing the Culture of the DMO

The Government response to the Mortimer Review also called for a plan for building a more business-like and commercial culture in the DMO. 

I am happy today to launch this plan with Dr Gumley.  The plan focuses on the delivery of affordable capability – and all three parts of this phrase are operable.  

It provides an overview of the initiatives that will help transform the DMO’s culture. Culture change is easier to talk about than it is to actually achieve.

This plan spells out what is to be done, and how it will be measured. It acknowledges that behavioural change at the individual and unit levels is vital in tandem with major policy or structural reform. 

Importantly, the plan has a strong focus on the ends and not just the means.  That is, it is a plan geared towards further improving the support that the DMO provides each and every day to the Australian Defence Force. 

I encourage you all to read this plan, understand what it means for you and your staff and become involved in its implementation. I understand copies will be available here after morning tea, and also on the website. 

Projects of Concern

Another program delivering greater efficiency in defence procurement is the projects of concern process. It’s important to acknowledge the good work that this unit does and all of the areas who work with it.

I firmly believe that the Projects of Concern process is vital to our ongoing efforts to improve defence procurement. 

The extra attention and leadership focus projects receive when they are on this list improves the performance of both the project office and the private sector contractors involved.

I urge you to continue to cooperate with the unit if your project happens to be on the list of projects of concern. This intervention offers the opportunity to revaluate Defence’s approach to a project, encouraging the adoption of innovative strategies.

I have seen a change in the attitude of people working on a project that is listed as a project of concern. The most graphic example of this was the very significant increase in cooperation between the various actors in the FFG upgrade when that particular project was added to the Projects of Concern list.

This increased cooperation and dedication to remove the project by the Navy, DMO and Thales is delivering results. I was proud to officiate at the contractual acceptance of HMAS Newcastle three months ahead of schedule. HMAS Newcastle was the final FFG to undergo upgrade. I am also pleased to say that we are close to removing the FFG upgrade from the Projects of Concern list.

I have seen similar increases in cooperation and focus on other projects that have been listed. Examples of this include the Wedgetail acquisition and the Collins Class Submarine sustainment. 

On the Collins Class, I am now convening meetings with Dr. Gumley and Vice Admirals Crane and Ritchie to resolve this issue. As you may be aware Kim Gillis has also been given the full time job of looking after the Collins Class. 

As importantly as remediating projects is learning lessons from projects that have got into trouble. It is self-evident that it is far better to develop and implement a smart acquisition strategy to prevent a project getting into trouble rather than intensely remediating a project.

Some of the lessons we have learned from these projects include:

· The need to manage requirements across the project development and acquisition stages of a project.

· That first of type equipment projects experience a range of unique and interrelated issues for example around requirements management, system development and integration, verification and validation and the development of in-service support concepts.

· The need to not overestimate the design maturity of modified Military Off The Shelf acquisitions.

· The need to have a standardised contracting approach to the management of complex technical programs. This also involves linking contracting payments to a supplier meeting actual project milestones. And

· The need to adequately resource the early ramp-up stages of projects.

These are lessons that we are applying to other projects and I am confident that this will result in better project management. In fact I can report that project slippage of approved projects is at an all time low. 

As I said earlier I am committed to continuing the Projects of Concern program due to its contribution to improving the performance of defence procurement.

Strategic Reform Program

I also wanted to talk today about the Strategic Reform Program, a massive planning and reform effort by any measure. I know that Dr Gumley and Shireane McKinnie are also speaking about that in detail today, but I just want to assure you of the Government’s determination to see that Defence delivers on its commitments in this area.  

The real challenge for Defence, DMO and Industry will be the implementation.  

In the context of this large-scale change program, the Government’s demand for greater efficiency in Defence would be wrongly characterised as “salami-slicing” and across-the-board cuts. 

I want to make clear today that this in not the case. 

In relation to the Strategic Reform Program and the Mortimer reforms, the long-term plan is not to cut jobs in either the ADF or public service for their own sake.  Rather, it is to have the right staffing levels for the right tasks. 

It is also not to strip funds out of Defence to hand back to Treasury or Finance.  But it does mean that funds must be spent efficiently, with a clear understanding of the opportunity costs associated with the very significant funding levels that Defence enjoys.

And it certainly does not mean less in terms of capability for the Defence Force, or less attention to detail in providing agreed levels of through-life support. 

In fact the Government is investing more money than ever before in Defence. 

What the Government wants is real reform to make sure we avoid the mistakes of the past.

We want real reform to provide the very best capability and kit to the ADF. 

We want real reform to ensure that taxpayers are getting the very best value for their money. 

We want real reform to ensure that Defence is able to respond to the rapidly changing strategic environment that was outlined in the White Paper. 

We also want you to be part of this reform program. 

I thank you for the chance to address you here today about the Government’s priorities in this area. 

I again thank you very much for all of the work you are doing and I am happy to take any questions you may have.
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