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Audit, Governance and Continuous Improvement

The Australian National Audit Office tabled its report on Defence’s Quarterly Performance Report on
Acquisition and Sustainment on 23 July 2019. Overall, the report was positive with some areas identified
for improvement. Defence has agreed to the recommendation.

Recommendation:
Defence improve the Quarterly Performance Report as a tool for senior
leaders by reporting on:

a. trend performance data for sustainment products; and

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

Key themes identified in internal and external audits

The CASG Risk Advisory Committee recently considered the key themes identified in the Australian
National Audit Office’s recently tabled Defence audits, as well as the capability related internal audits.

Four key themes identified in the external audits are:
e Governance and risk management
e Procurement
e Value for Money
e Policy and Program Implementation.

The First Assistant Secretary, Audit and Fraud Control advised the focus of the Australian National Audit
Office is a shift from post-acquisition and sustainment scrutiny to examinations of early acquisition
activities. The 2019-20 Audit Work Program relevant to capability acquisition and sustainment will review:

e Governance, records management and project management

¢ The ability to demonstrate efficiency, quality and value for money

e Transparency and the consistency of application of decision support processes.

2018-19 Australian National Audit Office Major Projects Report

The 2019-20 Major Projects Report assurance activity by the Australian National Audit Office is
underway. At any given time there are three concurrent activities:

1. Closing out the recommendations from the previous year;

2. Conducting the current assurance activity; and

3. Preparing the guidelines for the next annual review.
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The Australian National Audit Office is reviewing the evidence supporting the progress updates provided
by projects. Capability Managers and the respective Industry partners will be provided an opportunity to
respond or comment on the final reports before publication.

Themes in this year’s review the Australian National Audit Office have identified to date are on
contingency and risk.

Independent Assurance Reviews

Defence Independent Assurance Reviews assess the ongoing viability of capability investment decisions,
and the health and outlook of programs, acquisition projects and sustainment products. This quarter
there were 22 acquisition performance reviews and 13 sustainment performance reviews, and 10 related
to capability investment decisions. The following Key Acquisition Projects and Top 30 Products were
reviewed this quarter:

e Offshore Patrol Vessel (SEA 1180 Phase 1)

e Future Submarine Design and Construction (SEA 1000 Phase 1 and 2)

e ANZAC Air Search Radar Replacement (SEA 1448 Phase 4B)

o Battlespace Communications System (Land) (LAND 2072 Phase 2B)

e Helicopter Aircrew Training System (JP (AIR) 9000 Phase 7)

¢ Chemical, Biological, Radiological, and Nuclear Defence (LAND (JP) 2110 Phase 1B)

e Future Frigate — Design and Construction (SEA 5000 Phase 1)

e Maritime Operational Support Capability (SEA 1654 Phase 3)

e Future Naval Aviation Combat System (MH-60R) (AIR 9000 Phase 8) and MH-60R Seahawk
Romeo Weapons System (CN35)

e Collins Class Submarine (CN10)

¢ Huon Class Mine Hunter Coastal (CN14)

e Navy Munitions (CN37)

Independent Assurance Reviews make recommendations for the consideration of senior managers that
a Project or Product be considered a candidate to be a Project of Product of Interest, or Project of
Product of Concern, or for removal from either list. Of note are the following outcomes:

s33(a)(i), S47E(d)
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533(a)(i), S47E(d)

Governance

Maijor capability acquisition and sustainment activities and their performance metrics are agreed upon
between Capability Managers and the CAS Group, and are subsequently documented in Materiel
Acquisition Agreements and Materiel Sustainment Agreement Product Schedules. Quality reporting
relies on timely execution of these agreements and annual review to ensure key performance measures
remain fit for purpose.

Two Key Acquisition Projects are reporting performance but do not yet report on operational capability

milestones due to their early stage in the Capability Life Cycle. These are Future Frigates (SEA 5000
Phase 1) and Future Submarines (SEA 1000 Phase 1 and 2).

Continuous Improvement

In line with the culture of continuous improvement and feedback from various stakeholders changes have
been made to the style of the report to improve readability and presentation.

Effort to evolve information on trends and identification of emerging issues to support decision-making
will continue.

All feedback is appreciated and where appropriate is incorporated into the next report. It is expected that
the next report will present a redesign of the Projects of Concern and Projects and Products of Interest
report formats to a simpler, easier to read style.
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Australia is delivering a more capable Australian Defence Force supported by investment into Defence
capability. The central theme of the Capability Acquisition and Sustainment Quarterly Performance
Report is the status of Projects of Concern, Projects and Products of Interest, and Key Acquisition
Projects and Sustainment Products.

Projects of Concern Overview

The list of Projects of Concern remains steady at two projects of 124" post-second pass major capability
projects. The eDLAN activity is progressing steadily and at this stage there is no further commercial
leverage to be gained from escalating to a Project/Product of Concern.

Progress toward remediation

MRH Helicopters (AIR 9000 Phase 2,4,&6)

Significant event since the end of the reporting period
During Talisman Sabre 2019, the Multi Role Helicopter was temporarily grounded. Details are provided
in the previous section.

s33(a)(i), s47G

Significant event since the end of the reporting period

S47G, S47E(d)

Projects and Products of Interest Overview

Potential Projects and Products of Interest are identified after analysis of all acquisition projects and
sustainment products. Where quantitative performance consistently indicates issues, senior stakeholders
undertake a qualitative assessment of the data to determine entry to the Project or Products of Interest
list.

1 Last quarter 103 post-second pass major capability projects were reported through Materiel Acquisition
Agreements. The count of 124 represents all approved Second Pass major capability projects. Not all yet report
through a Materiel Acquisition Agreement. This count does not include those delivered by CIOG and E&IG.
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There is one new Product of Interest, C-27J Battlefield Airlifter Sustainment (CAF 34).

The Jindalee Operational Radar Network (JORN) (AIR 2025 Phase 6) project continues to be
monitored from last quarter and an Independent Assurance Review recommendation for consideration as
Project of Interest or Project of Concern. A decision to list as a Project of Interest will be made following a
schedule baseline review with the contractor this quarter.

S33(a)())

s33(a)(i) for the Growler Airborne Electronic Attack
Capability (AIR 5349 Phase 3). Issues will be monitored however as a project this is not a scope issue
and is not a Project of Interest at this stage.

E-7A Wedgetail Airborne Early Warning and Control System (CAF20

Figure 1. Number of Projects and Products of Interest over the last 12 months
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CASG Domain Overview

A major risk in sustainment is the impact of delays to replacement projects in maintaining increasingly
obsolete equipment, and the availability of platforms to conduct maintenance.

The fragility in the Defence Industry supply chain is an issue for some platforms. However, it is also an
opportunity to gain a deeper understanding of the risks in attracting smaller suppliers and drive
innovation for the appropriate support mechanisms. This is managed through the Global Supply Chain
Program.

These risks and issues are being managed through various reform activities and ongoing planning with
Capability Managers.

There is an emerging workforce risk across Defence and Industry. The nationwide competition for skilled
resources, across the various public and private sectors, is driving counterproductive behaviours to
attract scarce resources.

Early intervention to ensure a balanced, prioritised workforce across sectors, able to meet the demands
of projects of national significance and our sovereign industrial capabilities, should be a priority for
review.

Air
for the KC-30A Multi-Role Tanker Transport, C-27J Battlefield
Airlift aircraft and the MRH 90 Multi Role Helicopter.

Northrop Grumman Australia is closely engaged with CAS Group and Air Force to develop an enterprise
‘get well’ plan that includes its European supply chains. A Defence / Airbus Multi Role Helicopter

taskforce is addressing SEEIGN 0] .

s33(a)(i)

Australian Industry remains competitive and continues to secure contracts in support of F-35 global
production.

Across Aerospace, industry resourcing particularly in software and systems integration engineering, is
significantly challenged by the concurrent demand across the approved and unapproved programs.

Joint

There are early signs of industry capacity issues particularly in systems engineering which have caused

delays in some projects, most notably SEEIEN0) :

Experience suggests industry workforce demand in specialist and STEM-related areas is outstripping
supply, ahead of national strategies to address this. Some companies such as BAE Systems Australia
are using a matrix model across their workforce for increasing flexibility and capacity to meet demand.
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Industry capacity in the Joint Domain is feeling the pressure as the companies involved in both the
National Shipbuilding Enterprise and Joint areas seek to meet all their contract obligations.

In consultation with prime contractors and Defence Industry Policy Division measures will be
implemented to ensure the resilience and capacity of industry to deliver outcomes. These include:
e vendor and contract consolidation for sustainment and some acquisition; and
e increasing program management.

The integration and interoperability needs of projects / products, that historically led to schedule delays
and capability issues, will be better managed under this approach.

Defence is transitioning to a new management contract for the Government owned munitions
factories at Benalla and Mulwala. This will maximise the capacity available at Benalla through a multi-
tenancy arrangement with Thales and NIOA. Where overseas suppliers cannot supply the required
quantities or supply chains are excluded, this will give us more flexibility and surety of explosive
ordnance supplies.

Land

Understanding the supply chain and the level of resilience across it, both domestically and
internationally is the focus. The ability to engage Thales as the Prime Contractor has been critical to
resolve the supply of Hawkei engines following Steyr Motors being placed into voluntarily administration.

s33(a)(i)

The transfer of workload to the Major Service Provider within Integrated Soldier Systems Branch is
occurring. There needs to be a clear delineation between Major Services Provider (Above the Line)
support services and any overlap with Prime Vendors (Below the Line) maintenance responsibilities.

There are continuing shortages of skilled project managers, engineers and Integrated Logistic Support
staff due to competition from Victorian state government and the private sector involved primarily in the
large infrastructure projects in Victoria.

All elements of the LAND 400 program are being impacted by both external and internal workforce
pressures. SERICIOREZE
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Maritime

In Adelaide the Air Warfare Destroyer program work is ramping down. Every effort is being made to
relocate those personnel at risk to other positions in either a BAE Systems company around Australia or
with other shipbuilding companies in Australia, particularly Adelaide.

s33(a)(i), s47G

Submarines

Following entry to the Submarine Partnering Agreement with Naval Group in February 2019, the main
effort across the Submarine Domain has been assuring the delivery of submarine materiel capability as
whilst sustaining the Collins Class fleet and preparing for construction of the Attack Class feet.

The Submarine Enterprise is continuing to perform well in delivering above-benchmark availability
across the Collins fleet. Emerging cost pressures arising from higher levels of submarine operational
activity to meet world-class availability need to be managed. With the benefit of experience in
implementing the 10+2 maintenance philosophy arising from the Coles Review, there is effort to identify
savings across the Enterprise that can be reinvested in inventory and potentially other efficiency
measures.

Strategic management of the growing workforce demand, particularly in South Australia, will also be
required to mitigate the impact of higher labour costs and the potential loss of skilled industry personnel
to other programs. Defence is continuing to work closely with the Department of Finance and industry
(particularly Australian Shipbuilding Corporation) to develop options for future Collins sustainment
dockings. The aim is to ensure this work continues efficiently and effectively during the ramp up of new
ship and submarine construction in Adelaide from the early 2020s. These options will be presented to
Government in the last quarter of 2019.

s33(a)(i), s33(a)(iii), s47G

Group has had meaningful engagement with Australian industry. The profile of this work will be raised
with Australian industry ahead of formal approaches seeking proposals from Australian companies for
the supply of Future Submarine equipment, due to commence in October 2019.
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Schedule

Performance against schedule is the main area of concern across the acquisition program. Schedule
outcomes are largely driven by Defence’s commitment to deliver on the full scope, not compromise on
the quality of the capability outcome and adhere to budget.

All Key Acquisition Projects forecasting schedule delays to overdue or upcoming milestones scheduled
within the next 12 months are already reported as a Project of Concern or Project of Interest.

Cost
Cost performance is on target with the exception of one Amber traffic light for project Battlefield

Command Systems (LAND 75 Phase 4).

Some projects report the possible need to access contingency to complete activities. A new contingency
policy has been promulgated by Defence Finance Group with effect 15 May 2019.

Overview of the Top 30 Sustainment Products
The key performance metrics are availability and cost.

Detailed product performance summaries are available in the supplementary reference to the Quarterly
Performance Report.

Availability

s33(a)(i)

C-27J Battlefield Airlifter Sustainment (CAF34) has been determined a Product of Interest as at June
2019.

S33(a)())
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It has been assessed that E-7A Wedgetail Airborne Early Warning and Control System (CAF20) is
not a Product of Interest at this point.

issues will be monitored through its Project of Interest reporting.
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Traffic light changes since the last quarter are shown in the following table.

Table 2. Product Availability performance changes

Deteriorated Improved
Performance: Performance:
Last This Last This
T Quarter Quarter FrELE: Quarter Quarter

s33(a)(i)

Cost
The Top 30 sustainment products budgets reflect the 31 March 2019 Capability Manager
February/March fleet screening outcomes, including reprioritisation of directed activity and funding.

June 2019
Overall, Capability sustainment overspent its budget by $62m, inclusive of sustainment in support of
Operations.

The Top 30 sustainment products overspent their overall final budget by $92m, or around 2.1%. The end
of financial year sustainment overspend indicates that Capability Managers have been able to prioritise

and manage sustainment risk throughout 2018-19, and will assist in managing sustainment budget
pressure in 2019-20.
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Project of Concern Reports

The Projects of Concern regime was established in 2008 and continues to be a successful management
tool for recovering problem projects. This process allows the Ministers, the Department and Defence
Industry to work together to establish a pragmatic remediation path, with the objective of returning the
project to the usual management framework.

The process for determining whether a project or product should be added as a Project/Product of
Concern generally begins when the Quarterly Performance Report highlights a Project or Product of
interest in combination with Independent Assurance Review recommendations.

Entry to and exit from the Projects/Products of Concern list is decided by the Minister for Defence and
the Minister for Defence Industry either at the recommendation of the Deputy Secretary CASG and the
relevant Capability Manager, or at the Ministers’ own instigation. The removal of projects and products
are recommended based on either project remediation or project/contract cancellation.

There are two Projects of Concern:
1. MRH90 Helicopters (AIR09000PH2,4&6), and
2. Deployable Defence Air Traffic Management and Control System’s (AIR05431PH1).
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No 3 Squadron has conducted the first RAAF F-35A Joint Strike Fighter transition course in Australia at the Integrated
Training Centre, RAAF Base Williamtown.

Two pilots completed their first transition training flight in the F-35A on 15 July 2019 after undertaking an intensive two
month academic and simulator training program. They will be posted to No 3 Squadron on completion of their training.




De-classified

Project of Interest Reports

Acquisition projects with issues and risks raised against schedule, cost, and /or capability performance
that warrant heightened senior management attention become Projects of Interest. Each Project of
Interest reports on performance, risks and the pathway to remediation highlighting Industry and Defence
management actions undertaken. There are fourteen Projects of Interest, listed in order of ACAT rating.

ACAT First reported as

No. Project Name (Number) Rating Project of Interest

1 Amphibious Ships (JNT02048PH4A) I March 2017

2 New Air Combat Capability (AIRO6000PH2AB) I June 2017
Civil Military Air Traffic Management System

3 (AIR05431PH3) ! June 2018

4 Battlefield Command System (LND0O200PH2) I September 2018

5 Protected Mobility Vehicle — Light (LNDO0121PH4) I December 2018

6 Pilot Training System (AIR05428PH1) Il September 2017
ADF Identification Friend or Foe and Automatic Dependant

’ Surveillance — Broadcast (JNTO0090PH1) . September 2016

8 Defence Satellite Communications Capability (JNT02008) Il March 20192
Airborne Early Warning and Control Interoperability

9 Il D ber 2018
Compliance Upgrade (AIR05077PH5A) ecember

10 Maritime Operational Support Capability (SEA01654PH3) Il December 2018
Enhancements to Special Operations Capability

11 (JNT02097PH1B) Il March 2017

12 Rapid Environmental Assessment (JNTO1770PH1) i March 2017

13 C-130J Block Upgrade (AIR05440PH1) 11 September 2018
Fixed Defence Air Traffic Control Surveillance Sensors

14 Il D 201
(AIR05431PH2) ecember 2018

2 Note the Defence Satellite Communications Capability program replaces UHF SATCOM (JNT02008PH5A) which first reported as
Project of Interest in March 2017.
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Product of Interest Reports

Sustainment products with issues and risks raised against availability and cost performance that warrant
heightened senior management attention become Products of Interest.

Each Product of Interest reports on performance, risks and a remediation strategy highlighting Industry
and Defence management actions undertaken. There are 10 Products of Interest, listed in order of
MSCAT rating. One product was added and no products were removed from the Products of Interest list
since the last report.

\ MS-CAT First reported as a
Serial Product Name (Number) Rating Product of Interest
1 Canberra Class Landing Helicopter Dock (CN34) [ March 2017
Armed Reconnaissance Helicopter Weapon System

3 Multi Role Helicopter (MRH90) (CA48) I March 2017

4 Air Traffic Management (CAF12) Il June 2017

5 Armidale Class Patrol Boat (CN09) I March 2016

6 Navy Guided Weapons (CN38) Il March 2016

7 Command and Intelligence Systems (CA40) 1] September 2017
Air Battlespace Management System Capability

8 11 J 2017
(CAF14) une

9 Explosive Ordnance Army Munitions (CA59) M December 2017

10 C-27J Battlefield Airlifter Weapon System (CAF34) m June 2019
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