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This report has been prepared pursuant to paragraph 37(5)(b) of the Auditor General Act 1997
(Cth) (the Act). The report contains particular information that the Auditor-General is required to
omit from the public report (Auditor-General Report No.6 2018-19 Army’s Protected Mobility
Vehicle-Light) under a certificate issued by the Attorney-General pursuant to paragraph 37(1)(b)
of the Act that, in his opinion, the disclosure of the information would:

° prejudice the security, defence or international relations of the Commonwealth
(paragraph 37(2)(a) of the Act); and/or

. unfairly prejudice the commercial interests of any body or person (paragraph 37(2)(e) of
the Act).

This report highlights in dcrange the particular information that is subject to the Attorney
" General’s certificate, and which is omitted from the public report.

Canberra ACT Grant Hehir
6 September 2018 Auditor-General
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Attorney-General’s certificate

6. This confidential performance audit report is provided to the Prime Minister and Ministers
pursuant to paragraph 37(5)(b) of the Auditor-General Act 1997 (the Act). The report contains
information that must be omitted from the Auditor-General’s public report to Parliament.

7. - Information has been omitted from the report to Parliament following a decision by the
Attorney-General, under paragraph 37(1)(b) of the Act, that in his opinion the disclosure of certain
information would be contrary to the public interest for one or both of the reasons set out in
paragraphs 37(2)(a) and 37(2)(e) of the Act. The Attorney-General issued a certificate to this effect
on 28 June 2018. The Auditor-General received the certificate on 29 June 2018.

8. A copy of the Attorney-General’s certificate is included as Appendix 5 to this audit report.
Information required to be omitted by virtue of the certificate has been highlighted in the report.
If the Auditor-General must omit information from a public report because a certificate has been
issued under paragraph 37(1)(b), the Auditor-General may prepare a report under paragraph
37(5)(b) that includes the information concerned, and must give it to the Prime Minister, the
Minister for Finance and any responsible Minister, in this case the Ministers for Defence and
Defence Industry.2 The Auditor-General will also present a report to Parliament which omits the
particular information required by the Attorney-General’s certificate. In accordance with the
ANAO Auditing Standards, the Auditor-General’s public report will contain a disclaimer of the
audit conclusion. The basis for the disclaimer of conclusion is set out in the public report.

9. Defence’s procurement of Hawkei vehicles has continued during the Attorney-General’s
considerations regarding a certificate, and the ANAQ’s performance audit engagement has also
continued in accordance with the ANAO Auditing Standards. This report has been updated to
reflect material events in the procurement until July 2018. 4

Conclusion

10. Defence has invested significant effort into developing a capable light protected vehicle,
including through an extensive test and evaluation program, and is procuring a R
design (Hawkei) that meets the majority of the requirements. Defence has not | nighighted text
clearly demonstrated that the acquisition provides value for money, as it did not | reponaied
undertake robust benchmarking in the context of a sole-source procurement. | °}osieae "
Defence has established appropriate arrangements for project governance, but has ki
accepted additional risk by entering Low-Rate Initial Production while reliability

issues are still being remediated.

11 Defence developed six fundamental requirements for the Protected Mobility Vehicle—
Light by 2009, and these have remained relatively stable. The Hawkei is a developmental vehicle,
and Defence has conducted a large amount of test and evaluation covering its technical
performance and useability. :

12. At First Pass in 2008, a financial partnership with the United States in its JLTV Program was
adopted as the primary acquisition strategy, at a cost of $43 million. In 2009, Defence sought
approval to commence a parallel investment in Australian-based cptions that it had previously
decided to be high-risk and high-cost. At Interim Pass in December 2011, Defence recommended

2 The text of section 37 of the Auditor-General Act 1997 is included as Appendix 6 to this audit report.
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and received approval for further development of the Thales Hawkei, because Defence
considered it had the best prospect of meeting future needs, despite assessing it as the least
developed Australian option. At the same time, Australia’s financial partnership in the JLTV
Program was discontinued amidst uncertainty as to the program’s future, but it was retained as
a possible alternative option for Second Pass. Within days of the Interim Pass decision, the United
States decided to continue the JLTV Program. Defence did not reconsider its Interim Pass
recommendations in the light of this significant change. The 2011 decision to discontinue
Australian financial participation in the JLTV Program eroded Defence’s ability to benchmark its
procurement of the Hawkei against a comparable vehicle. In the absence of reliable benchmark
information, there was a reduction in Defence’s ability to evaluate whether procurement of the
Hawkei clearly represented value for money.

13: Defence did not provide robust benchmarking of the Hawkei and Joint Light Tactical
Vehicle options to the Government at Second Pass, to inform the Government’s decision in the
context of a sole-source procurement. At Second Pass, Defence advised the Government that the
Hawkei would be approximately:23 per cent more expensive to acquire than the Joint Light
Tactical Vehicle but would also be more capable. Without robust benchmarking of cost and
capability, Defence was also unable to apply competitive pressure in its negotiations with Thales.
Defence did not inform the Minister appropriately when material circumstances [~ -="""
changed immediately after Second Pass and before contract signature. Pubhcly highlighted text

= from public

available information suggests that the (non-audi f"”)\ T)”’"fumt price difference oot
Yy certificate 0

between the Hawkei and the Joint Light Tac Iﬁal Vehicle exceeds the price | ihe Attorney-
difference advised to the Government at Second Pass. fakyi

14. Defence has established appropriate oversight arrangements for the project. However,
Defence postponed the May 2017 Gate Review, with the result that the project passed the major
milestone of entry into Low-Rate Initial Production without the scrutiny offered by these reviews.
* Test and evaluation activity remains ongoing, as Defence entered Low-Rate Initial Production
without retiring risk to the extent that it had planned. Defence has amended its contract with
Thales to manage the related delays and cost increases. The project remains within the
government-approved and contracted budget and scope, but reliability issues have led to

schedule delays.
Supporting findings

Initial requirements and testing

15..  Defence recognised ‘early that its initial required number of vehicles (Basis of Provisioning)
was unaffordable within the budget that it had been allocated, and its advice to Government
consistently made this point. In 2008, Defence advised the Government that it required 1300
protected vehicles and associated trailers. in 2015, the acquisition contract provided for 900 fully
protected and 200 baseline (less protected) vehicles and 1058 trailers.

16. Defence did not complete a fully developed Function and Performance Specification until
July 2010, after the Request for Proposal for an Australian-manufactured option was released in
June 2009. The six fundamental requirements (survivability, mobility, payload, advanced
communications, useability and sustainability) have remained relatively stable during the
remainder of the project, and the detailed requirements underpinning them have been refined
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24, Defence did not reconsider its Interim Pass recommendations after new and potentially
material information became available regarding the JLTV Program soon after Interim Pass
governmental approval, and did not seek ministerial approval to continue Australian participation
in the JLTV Program. The decision not to seek ministerial approval to continue in the JLTV Program
reduced Defence’s ability to benchmark its procurement of the Hawkei and apply competitive
pressure, and together with the decision not to factor-in related expenditure, reduced Defence’s
ability to evaluate whether procurement of the Hawkei clearly represented value for money.

The procurement process (sole-source tender and Second Pass acquisition
decision) '

25. Defence decided to release a sole-source Request for Tender for the Hawkei in 2014. In this
context, Defence usefully sought benchmarking analysis from a consultancy in 2014. The
benchmarking analysis had to rely on 2011 open-source information for the Joint Light Tactical
Vehicle for both price and capability (as Defence was no longer a partner in the JLTV Program). The
analysis also compared the Joint Light Tactical Vehicle’s 2011 compliance with requirements with
the Hawkei’s expected 2023 compliance with requirements.

26. Defence’s assumptions as to government support for ongoing vehicle production at Thales’
Bendigo facility and workforce continuity at the facility led Defence to maintain its schedule to
Second Pass, rather than seeking consideration of a delay to obtain reliable benchmarking data.

27.  Although the Government decided in 2011 that the Joint Light Tactical Vehicle would be the
alternative option to the Hawkei, Defence’s comparison of this vehicle with the Hawkei at Second
Pass in August 2015 was not based on up-to-date information. As discussed above, Defence’s
consultancy advice provided to the Government at Second Pass—that the Hawkei would be 23 per
cent more expensive to acquire than the Joint Light Tactical Vehicle, but would be a more capable
vehicle—relied on 2011 open-source data for the Joint Light Tactical Vehicle for both price and
capability.

28.  Defence did not advise the Minister of the full implications of new and potentially material
information—which included cost information—when the Joint Light Tactical Vehicle manufacturer
was selected by the United States one week after Second Pass. Defence did not subsequently use
the information available after the Joint Light Tactical Vehicle announcement to strengthen its
_ negotiating position. Defence records indicate that Thales refused to negotiate anything of
significance after it knew that the Australian Government had approved the acquisition of Hawkei
vehicles. Defence advised the Minister that negotiations had been successfully concluded. The final
negotiation report, completed one day after this advice to the Minister, drew to Defence’s attention
significant shortcomings in the negotiation strategy and outcomes.

s 4 J_Iﬁ"the absence of robust Defence benchmarking of the JLTV Program—to Omission of
inform its management of the Thales Hawkei contract, maintain competitive pressure | "o pobic.

report required

and inform its advice to the Government as to whether the accepted price difference by ceyiionts of
of 23 per cent remained—the ANAO has used publicly available data to provide a | MeAtomey-
(non-audited) per-unit cost-comparison of the vehicles. Although only one element
of assessing overall value for money, this ‘rolled-up’ cost-comparison indicates that the per-unit
cost of the Hawkei exceeds the 23 per cent price difference with the Joint Light Tactical Vehicle that
was advised to Government in 2015. Defence advised the ANAO in December 2017 that a number

of non-financial benefits of the Hawkei capability contributed to the overall value-for-money
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Figure 1.2: Timeline of project Land 121 Phase 4, Protected Mobility Vehicle-Light

Oclober 2008 December 2011

Interim Pass

August 2015

Second Pass

FirstPass

Prime Minister
Preferred: US JLTV 5 Preferred: Hawkel
X approves funding for X Selected: Hawkei
Alternative: MOTS Australian design o s L S | ok s R
_”. i United States
<7 - 1 selects Oshkosh
B R T T S N e R ¥ H asJLTV
Military-Off-The-Shelf . t.; manufackirer .3
:_—.. . — e — - ——— —— — ——— " w— .- ———— ._--[‘ — —— e e e e —— "+ - — - —‘ ""
| ! JointLight Tactical Vehicle e
_ Manufactured and Supportedin Australia
Legend
Military-Off-The-Shelf
Joint Light Tactical Vehicle
* o Manufactured and Supported in Australia contracts
. Manufactured and
Supported in Australia 03 > ~Z
| stage1 | | Stage 2 | Risk Rejl:c_innAdMQ | Acquisition Contract >
23 July 2010-20 May 2011 23 May 2012-4 November 2013 9 December 2013~ 5 Qctober 2015-2021
Three competitors: ; Thales Australia only 7 November 2014 Acquisition contract with Thales
1. Force Protedion
Europe

2. Thales Australia

3. General Dynamics
Land Systems-
Australia

Source: ANAO.
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2,10 By April 2009, Defence had settled on a balance of six fundamental requirements for its new
capability, summarised in Table 2.1.

Table 2.1: The fundamental requirements for the Protected Mobility Vehicle-Light,

2009
1, Survivability  Able to withstand: 7
| » landmine/improvised explosive device
e bullets and projectiles
Fitted with a remote weapon system
2. Mobility On-road and off-road manoeuvrability
Deployable by sea, rail, and C-130 Hercules aircraft
Déployable by CH-47 Chinook helicopter?
3. Payload-carrying capacity Different variants to carry between 1000—2000 kilograms
4, Command, control, Built-in computer hardware -

communications, computers and A screen for each crew. pfinber
intelligence (C4l) readiness N
Exportable power supply

5. Uscability Noise and vibration management
Climate control
Legal and safety compliance

6. Sustainability Reliable

» Maintainable
Durable

Technical manuals

Note a: The requirement for airlift underslung beneath a helicopter was originally (2007) to apply to selected vehicles
only, but by 2009 was extended to all vehicles. This requirement is discussed further at paragraphs 2.36 and
2.38-2.40.

Note b: The removal of the requirement for exportable power in 2017 is discussed in paragraph 2.16.

Source: ANAO analysis of Defence 2009 Key Requirements Matrix.

2,11 Defence records indicate that, after the Minister’s March 2009 announcement that a
Request for Proposal for an Australian option would be released the following month (see
paragraph 3.13), there was an ‘accelerated timeline to develop specifications’ for the Request for
Proposal that was issued in June 2009. This accelerated timeline precluded the thorough
development of an Operational Concept Document and Function and Performance Specification ‘in
the format that would normally be expected’ at this stage of capability development, that is: a
measure of operational needs and measures of effectiveness; and the functions, characteristics,
performance and interfaces required, respectively. Instead of a fully developed Function and
Performance Specification, Defence developed a six-page Key Requirements Matrix that it
incorporated into the June 2009 Request for Proposal.*? Defence recognised at the time that this
did not represent a rigorous analysis of the capability required.

12 A Request for Proposal is an open-ended request seeking a design solution for a problem; a Request for
Tender specifies in detail the solution that a buyer is seeking.
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$7.3 million in capability incentive payments for the 2012-13 development activities, while
withholding $336 000.

2.47 In April 2014, the Defence Science and Technology Organisation provided a Technical Risk
Assessment of the Hawkei, finding that a stable design had not yet been achieved. The overall
technical risk was assessed as high, and a number of specific areas were assessed as continuing to
be high-risk. :

2.48  In August 2014, during the Risk Reduction Activity, the DSTO conducted a further landmine
test on a reworked Hawkei Utility. The vehicle passed the test.

2.49 In November 2014, the DSTO provided a second Technical Risk Assessment of the viability
of the Hawkei project, based on the requirements as revised earlier in the year and the results of
the Risk Reduction Activity. The DSTO found that the overall technical risk for the Hawkei was now
medium, with a stable design expected to be achieved in another design iteration after Second Pass.
The DSTO noted that:

° a detailed reliability test program had been developed;
° a blast retest had been successful; and
° Defence had decided that delivery of the Integral Computing System would be completed

by Final Operational-Capability (2023).
2.50 Atthe end of the Risk Reduction Activity, in November 2014, Defence found that Thales had
achieved 62 per cent of the total requirements, as shown in Table 2.3.

Table 2.3:  Achievement of design requirements for the Hawkei by end of 2014

Requirement rating Number of  Achieved by end of Percentage

requirements 2014 achieved
Threshold (minimum) 425 329 77.6
Objective (preferred) 208 64 30.8
Total 633 393 62.1

Source: Adapted from Defence, Contract Performance Assessment Report, November 2014.
2.51 Defence paid Thales $1.6 million in capability incentive payments, while withholding
$131 000 because Thales did not achieve four of 52 requirements. By the end of 2014, Thales had
been paid $58.5 million for development of the Hawkei design.?® As a result, the Commogx«énnlfh
has Intellectual Property ownership rights in the vehicle and will receive a royalty payment

~ from any export sales. Thales advised the ANAO that it contributed $34.5 million in self-funded
Research and Development on the Hawkei project and a further $21.4 million to prepare production
facilities and systems at its Bendigo facility for Hawkei production.

2.52 In November 2014, Thales had indicated to Defence its willingness to commit funding for
further development to meet the reliability requirements. Defence advised the ANAO that Thales
conducted a $16 million Hawkei Pilot Readiness Program during 2015. One key planned outcome
was improved vehicle reliability, for which Thales budgeted $505 000. Thales conducted some
further predictive analysis of reliability (see paragraph 2.32), and later included the costs of this
development work in its acquisition contract pricing as reimbursement for costs incurred.

28  This comprised $9 million for Manufactured and Supporfed in Australia Stage 1, $38.1 million for
Manufactured and Supported in Australia Stage 2, and $11.4 million for the Risk Reduction Activity.
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3. The procurement process (First Pass and
development contracts)

Areas examined
This chapter examines Australia’s participation in the United States JLTV Program, development
of a Manufactured and Supported in Australia option, and Defence’s advice to the Government
at First Pass and Interim Pass. A

Conclusion

At First Pass in 2008, a financial partnership with the United States in its JLTV Program was
adopted as the primary acquisition strategy, at a cost of $43 million. In 2009, Defence sought
approval to commence a parallel investment in Australian-based options that it had previously
decided to be high-risk and high-cost. At Interim Pass in December 2011, Defence recommended
and received approval for further development of the Thales Hawkei, because Defence
considered it had the best prospect of meeting future needs, despite assessing it as the least
developed Australian option. At the same time, Australia’s financial partnership in the JLTV
Program was discontinued amidst uncertainty as to the program’s future, but it was retained as
apossible alternative option for Second Pass. Within days of the Interim Pass decision, the United
States decided to continue the JLTV Program. Defence did not reconsider its Interim Pass
recommendations in the light of this significant change. The 2011 decision to discontinue
Australian financial participation in the JLTV Program eroded Defence’s ability to benchmark its
procurement of the Hawkei against a comparable vehicle. In the absence of reliable benchmark
information, there was a reduction in Defence’s ability to evaluate whether procurement of the
Hawkei clearly represented value for money.

3.1  The previous chapter focused on test and evaluation activities up to 2014. This ehapter
considers Defence procurement processes during the same developmental stages:

° First Pass to Interim Pass (2008—11); and
° Interim Pass to Risk Reduction Activity (2011-14).

Did Defence conduct effective procurement proceé,ses during the
development stages up to Interim Pass (2008-11)?

At First Pass in 2008, Defence adopted what it considered the least risky option of partnership in
the United States JLTV Program, at a cost of $43 million, while also retaining the option of a
military-off-the-shelf option. After extensive industry lobbying, Defence sought approval to
commence a parallel investment in Australian-based options that it had previously decided to be
high-risk and high-cost and had nat presented for government consideration at First Pass.

Between July and November 2011, Defence received strong indications and advice from the
United States Government that the JLTV Program was likely to experience lengthy delays, and
possibly be cancelled. In November 2011, the Defence Minister directed that no further
Australian investment in the program be made without his approval.
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Figure 3.1:  The Oshkosh L-ATV, selected as the United States Joint Light Tactical
Vehicle in August 2015

Source: Osl‘kosh Dcfcnce W:klpcdla l'rcc L|cense CC bY-oA 4 0

Figure 3.2: The Thales Australia Hawkei, selected as the Australian Protected Mobility
Vehicle-Light in August 2015 :

Note:  Like the Oshkosh vehicle shown above, the Hawkei has a Remote Weapon Station capability, but purchase of
these systems is not part of the vehicle acquisition.

Source: Defence.

3.13  On 18 March 2009, the Defence Minister announced that the Defence Materiel Organisation
intended to release a Request for Proposal for an Australian option the following month. On 2 April
2009, the Minister sought prime ministerial approval for a Request for Proposal for a vehicle
‘Manufactured and Supported in Australia’. The Prime Minister approved the request in June 20089,
with a number of caveats, noting that the Minister for Finance had advised that any such proposal
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4. The procurement process (sole-source
tender and Second Pass acquisition decision)

Areas examined

This chapter examines the decision, conduct and outcomes of a sole-source tender for the
Manufactured and Supported in Australia option in 2014-15; Defence’s advice to the
Government at Second Pass; and the negotiation of the acquisition contract in 2015.

Conclusion
Defence did not provide robust benchmarking of the Hawkei and Joint Light Tactical Vehlcle
options to the Government at Second Pass, to inform the Government’s decision in the context
of a sole-source procurement. At Second Pass, Defence advised the Government that the Hawkei
would be approximately 23 per cent more expensive to acquire than the Joint Light Tactical
Vehicle but would also be more capable. Without robust benchmarking of cost and capability,
Defence was also unable to apply competitive pressure in its negotiations with Thales. Defence
did not inform the Minister appropriately when material circumstances changed

Omission of
immediately after Second Pass and before contract signature. | blicly available _m%rmgf:tea text
information suggeststhatthe (non-audlted) per-umtp ference between the repg:rz:u;fad :

Hawkei and the Joint Light Tactical Vehicle exceeds the price d fference advised to | " Atomey

the Government at Second Pass. General.

Areas for improvement

When an entity adopts sole-sourcing as its preferred option, it should have an appropriate risk
mitigation strategy that maintains competitive tension, for example by maintaining accurate
benchmarking of comparable alternatives.

Did Defence conduct effective procurement processes when
tendering, assessing and recommending the sole-source of the
Hawkei acquisition in 20147

Defence decided to release a sole-source Request for Tender for the Hawkei in 2014. In this
context, Defence usefully sought benchmarking analysis from a consultancy in 2014. The
benchmarking analysis had to rely on 2011 open-source information for the Joint Light Tactical
Vehicle for both price and capability (as Defence was no longer a partner in the JLTV Program).
The analysis also compared the Joint Light Tactical Vehicle’s 2011 compliance with requirements
with the Hawkei’s expected 2023 compliance with requirements.

Defence’s assumptions as to government support for ongoing vehicle production at Thales’
Bendigo facility and workforce continuity at the facility led Defence to maintain its schedule to
Second Pass, rather than seeking consideration of a delay to obtain reliable benchmarking data.

Defence developed a revised acquisition strategy

4.1 In mid-2014, Defence developed a revised acquisition strategy for the Land 121 Phase 4
project. In Defence’s view, as outlined in the strategy, the two key project drivers were the
Government’s direction to pursue the Manufactured and Supported in Australia option and the
consequential need to maintain the Thales facility at Bendigo by manufacturing additional
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Defence’s advice to Government Relevant information available to Defence

but not provided to Government

Inclusion of Hawkei in the Bushmaster support No cost data was presented on support of the
contract with Thales would lead to cost savings. Joint Light Tactical Vehicle in order to facilitate a
balanced assessment of value for money in this
context.
Economies of scale for support favoured the Information on the potential economies of scale for
Hawkei. acquisition or support of the Joint Light Tactical
Vehicle was not available from the United States,
so a fully comparative assessment was not
possible.
Schedule
Hawkei was considerably more advanced thari the | The Joint Light Tactical Vehicle was scheduled to
Joint Light Tactical Vehicle. enter Low-Rate Initial Production in August 2015

(approximately the same time as Second Pass
approval for Hawkei). This schedule was advised
to Defence by the United States in January 2015.

Hawkei was scheduled to enter Low-Rate Initial
Production in mid to late 2017.

Source: ANAO analysis of Defence documentation.

Did Defence adopt strategies to maintain competitive pressure in its
contract negotiations? ' :

Defence did not advise the Minister of the full implications of new and potentially material
information—which included cost information—when the Joint Light Tactical Vehicle
manufacturer was selected by the United States one week after Second Pass. Defence did not
subsequently use the information available after the Joint Light Tactical Vehicle announcement
to strengthen its negotiating position. Defence records indicate that Thales refused to negotiate
anything of significance after it knew that the Australian Government had approved the
acquisition of Hawkei vehicles. Defence advised the Minister that negotiations had been
successfully concluded. The final negotiation report, completed cne day after this advice to the
Minister, drew to Defence’s attention significant shortcomings in the negotiation strategy and
outcomes.

In the abseﬁig‘ gf Egpdst Defence benchmarking of the JLTV Program—to inform | omission of
its management of the Thales Hawkei contract, maintain competitive pressure and | " nepic

inform its advice to the Government as to whether the accepted price difference [ "o
Q{*Z%ﬁe&éﬁ remained—the ANAO has used publicly available data to provide a e Cape)
(non-audited) per-unit cost-comparison of the vehicles. Although anly one element '
of assessing overall value for money, this ‘rolled-up’ cost-comparison indicates that o=
the per-unit cost of the Hawkei exceeds the 23 per cent price difference with the Joint Light
Tactical Vehicle that was advised to Government in 2015. Defence advised the ANAO in
December 2017 that a number of non-financial benefits of the Hawkei capability contributed to
the overall value-for-money proposition of the Hawkei, including: the leading-edge protected
vehicle and the Integral Computing System; the ability to adapt the capability to meet emerging
threats; and the Commonwealth’s Intellectual Property rights and potential royalties. These
issues were mentioned in the 2015 Second Pass advice to Government, which supported the
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Hawkei acquisition and outlined the 23 per cent price difference of the Hawkei over the Joint
Light Tactical Vehicle.

Advice to the Minister when the United States down-selected the Joint Light
Tactical Vehicle manufacturer one week after Second Pass

4.36  The United States Army announced the contract award for the Joint Light Tactical Vehicle
on 25 August 2015, one week after Defence received Second Pass approval to acquire the Hawkei,
and six weeks before Defence signed its acquisition contract with Thales. Oshkosh (a

major United States truck manufacturer) was awarded a US$6.7 billion contract for | Siisson of
17 000 vehicles over eight years.*® Although the exact details of the contract g% regggrg:ﬂffe 4
unknown, as the data is only from publicly available sources, in round terms this | by cerificate of
represents a unit cost of US$396 426.°! On the same day, Joint Light Tactical Vehicle lh?;@::g::fy'
manufacturer Oshkosh announced that the first vehicles would be delivered ten

months after contract award.>?

4.37 * Defence advised the Minister on 24 September 2015 that the United States had awarded a
contract for the Joint Light Tactical Vehicle, but did no analysis of whether the price, schedule or
capability of the Joint Light Tactical Vehicle materially affected the decision to acquire the Hawkei.
At the very least, this analysis would have provided an opportunity for Defence to develop, in
consultation with the Minister, a negotiation strategy to achieve an improved value-for-money
outcome from Thales.>® Instead Defence advised the Minister that negotiations had been
‘successfully concluded’, with an outcome consistent with Government’s approval at Second Pass.
Defence also advised the Minister that the inclusion of Hawkei support into the existing Bushmaster
contract would save $270 million, by making use of existing Thales infrastructure and the reduced
cost of contract administration.

Defence’s acquisition contract negotiatibns with Thales

4.38 The day after Defence tendered its advice to the Minister on the ‘successfully concluded’
negotiations, the Project Director and the Lead Negotiator completed their formal reports on the
negotiations. The Lead Negotiator also reported separately on the same date.>* The Lead Negotiator
drew Defence’s attention to significant shortcomings in its negotiation strategy:

A sole source tender has a high risk of the tenderer over-pricing its proposal compared with the
pressures faced in a competitive tender. Considering this situation, development of the ASIS
[Acquisition and Support Implementation Strategy] for this project received particular attention,

50 ° David Vergun, Oshkosh wins contract to manufacture joint ligh.t tactical vehicle, United States Army News
Service, 26 August 2015.
Oshkosh Defense, U.S. Army Awards 56.7 Billion Joint Light Tactical Vehicle Contract to

Oshkosh Corporat/on, media release, 25 August 2015. » RIS
S See paragraphs 4, 48—4 53 of this audlt report for further discussion of per-umt costs highlighted text
52  This schedule was delayed by a commercial protest against the contract award. After the regg:rz:z'izd
protest was abandoned, the United States Army lifted its stop-work order to Oshkosh on by certificate of
15 December 2015. Congressional Research Service, Joint Light Tactical Vehicle (JLTV): the Attorney-
Background and Issues for Congress, 31 May 2018, pp. 5-6. e,

53 Asdiscussed in Chapters 3 and 4, Defence had adopted approaches which removed
competitive pressure from the acquisition process. A robust negotiation strategy was one of the few
remaining options available to Defence to strengthen the Commonwealth’s hand.

54 Defence engaged a Lead Negotiator for a period of 10 months, at a cost of $433 522,
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° the development of a fully independent support structure (20 per cent more expensive
than the tendered option); or

° the inclusion of Hawkei support in the existing Bushmaster support contract (20 per cent

less expensive than the tendered option).

4.45  Since these options were not formally offered by Thales, Defence’s tender evaluation did
not consider them.

4.46  During 2014-15, Defence negotiated with Thales to reduce the tendered price of sdpport
from $106.8 million to $67.4 million. During this period, Defence also sought developmént of a
formal offer from Thales of combined Hawkei—-Bushmaster support. In July 2015, Thales presented
a draft contract change proposal to incorporate Hawkei support into the Bushmaster support
contract at a cost of $49.6 million. This offer was accepted by Defence and signed together with the
acquisition contract on 5 October 2015. The final price to integrate Hawkei support was
$52.4 million over five years, beginning in July 2018. Defence negotiations, therefore, saw a
reduction relative to the tendered price, in line with the advice to Government at Second Pass.

4.47 Defence advised the ANAO that it continues to investigate possible measures designed to
reduce the ongoing cost of transparent armour for the windows. The Defence Science and
Technology Group prepared a paper on this subject in August 2017.

narking of co nd capability pro\ : g Omisslon of
. | highlighted text
and footnotes
from public
report required
by certificate of
the Attorney-
General.
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of the Joint Light Tactical Vehicle. The reported value of these contracts was divided by the number
of vehicles being acquired. The publicly available data indicates that:

o The United States placed an initial order for 16 901 Joint Light Tactical Vehicles, at a
publicly reported cost of USS$6.7 billion. This equates to an average 2015 cost of
approximately US$396 426 (A$548 313) for the vehicle ‘with full kit’ .78

° In July 2017, the United Kingdom received United States acceptance for a Foreign Military
Sale of 2747 Joint Light Tactical Vehicles, at a publicly reported cost of US$1.035 billion. This
equates to an average 2017 cost of approximately US$376 775 (AS495 165) per vehicle. The
cost also includes: baseline integration kits; basic issue item kits; B-kit armour; engine arctic
kits; fording kits; run-flat kits; spare tire kits; silent watch kits; power expansion kits; cargo
cover kits; maintainer and operator training; United States Government technical assistance
and logistics support services; and other related elements of logistics and program

support.>® ]
4,51 In undertaking the comparison between international and Australian per-vehicle costs, the
ANAO has taken as a starting point the Hawkei acquisition contract®®, and excluded:
s45 for inflation provision®?, 45 for trailers and s45 for the

57 Details of the Oshkosh acquisition contract were made public in 2015. The initial contract (US$114.7 million
for 201 vehicles) included eight options, for a total of US$6.7 billion and 16 901 vehicles:

° Department of Defense, Contracts, media release No. CR-162—15, 25 August 2015; :

° David Vergun, Oshkosh wins contract to manufacture joint light tactical vehicle, United States Army
News Service, 26 August 2015;

° Defense News, Oshkosh Wins JLTV Award, 25 August 2015;

o Oshkosh Defense, U.S. Army Awards S6.7 Billion Joint Light Tactical Vehicle Contract to Oshkosh
Corporation, media release, 25 August 2015;

° Department of Defense, Selected Acquisition Report (SAR): Joint Light Tactical Vehicle (JLTV), 22 March
2016, pp. 7, 37;

° Congressional Research Service, Joint Light Tactical Vehicle (JLTV): Background and Issues for Congress,
10January 2017, p. 5.

' 58  The first seven Joint Light Tactlcal cal Vehicles from Low-Rate Initial Production were delivered to the United
States Army in September 2016, with a further 100 scheduled to be delivered over the following year. The .
first delivery of Hawkei Low-Rate Initial Production vehicles was scheduled for 19 January 2018. The United
States advised Defence in June 2017 that, for Foreign Military Sales contracts finalised in 2017-18, vehicles
were scheduled to be delivered from April 2019.

59 Details of the possible sale to the United Kingdom were made publlc in 2017:

. Defense Security Cooperation Agency, United Kingdom—Joint Light Tactical Vehicles (JLTV) and

. Accessories, media release, Washington DC, 10 July 2017;

e Office of the Secretary, Department of Defense, ‘Arms Sale Notification’, Federal Register, Vol. 82, No.
150, pp. 36758-60, 7 August 2017.

60 Detalls of the Hawkei acqmsntlon contract were made public in 2015, lncluding the cost ($1 3 billion) and the
number of vehicles (1100): The Hon. Malcolm Turnbull MP, Prime Minister and Senator the Hon Marise
lF'ayne, Minister for Defence, Army’s Hawkei to be built in Australia, media release, 5 October 2015. For details
of the components of the Defence acquisition contract with Thales, see Table 5.1 of this audit report.

Table 1.1 of this audit report documents a further $908.6 million of expenditure related to acquisition of the
Protected Mobility Vehicle-Light that has not been included in this calculation. These related costs include
items such as early developmental work, support costs, the cost of partnering in the JLTV Program until 2012,
and the purchase of additional Bushmasters to keep the Thales Bendigo facility open pending possible Hawkei
approval. '

61 Defence advised the ANAO in December 2017 that the Hawkei acqunsntlon involved an inflation provision of

s45 . It is not known whether the Joint Light Tactical Vehicle acquisition includes such an estimate.
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Engineering and Manufacturing Development stage of the acquisition contract.? After excluding
these items, the adjusted contract cost is s45 . This equates to an average unit cost of
s45 for each of the 1100 Australian vehicles and associated mission equipment.

4.52  Although only one element of assessing overall value for money, the ANAO's high-level cost-
comparison indicates that the cost of the Hawkei capability exceeds the 23 per cent price difference
advised to the Government in 2015. The ANAO calculations do not account for other differe
between the three nations’ acquisitions, such as numbers of vehicle variants and missio %}
possible conversion costs for right-hand-drive®* and environmental requirements. These factors, s
well as currency fluctuations, may affect the cost difference between the Hawkei and the Joint I:[g'pt
Tactical Vehicle.

4.53  Defence advised the ANAO in December 2017 that the average cost of a base Hawkei vehicle
is S49 (price basis September 2014). If mission kits, vehicle equipment and the initiai
development cost of the Integral Computing System ($1.9 million)®® are included, the average unit
cost isS49 . The difference between this figure and the indicative average unit cost ofs45

in paragraph 4.51 is $45

Recent premiums for Australian manufacture of Defence capabilities

4,54  Recent Defence acquisitions have involved price premiums of between 15 and 32 per cent
paid by Defence for Australian manufacture of other new capabilities. For example:

o in 1999, Defence’s Strategic Review of munitions manufacturing calculated an expected
price premium of 32 per cent for a domestic munitions manufacturing capability®®;
° in 2007, Treasury noted that the premium associated with building the Air Warfare

Destroyers in Australia was around $1 billion, representing an effective rate of assistance
of over 30 per cent for naval shipbuilding®’; and

° in 2015, Defence’s cost models forecasted a premium of around 15 per cent for the
Australian build of the Future Submarine.®®

4.55 The Defence-commissioned economic impact study for the Manufactured and Supported in
Australia option indicated that this option would involve a premium of some $452 million.%° This
economic study was still considered valid by Defence in 2015. As discussed, a Deloitte study in
February 2015 commissioned by Defence calculated that the Hawkei would be approximately
23 per cent more expensive to acquire than the Joint Light Tactical Vehicle. :

62 Defence advised the ANAO in December 2017 of the cost of trailers and the Engineering and Manufacturing
Dgyel ]g;nen stage.
63 'ﬂi‘é ancillary mission kits for the Hawkei include add-on armour, manned weapon mounts and winches.

64 Asnoted in footnote 46, Deloitte estimated the cost of right-hand- drive_c‘(;n\);rsmn at $40 000 per vehicle,
bvb’eﬂr'éas the United States advice indicated that the Joint Light Tactical Vehicle could be produced for either
left- hand-drive or right-hand-drive operation at no additional cost.

65 The current costs of the Integral Computing System 5|7é';éboftéd in Table 5.1 of this audit report.

66 Auditor-General Report No.26 2015-16, Defence’s Management of the Mulwala Propellant Facility, p. 21.

67 Auditor-General Report No.22 201314, Air Warfare Destroyer Program, p. 20. The budget for this project
later received a further $1.2 billion; Auditor-General Report No. 40 2016-17, 2015—16 Major Projects Report,
p. 161.

68 Auditor-General Report No.48 2016-17, Future Submarine—Competitive Evaluation Process, p. 25.

69 The 2012 economic analysis assumed that an Australian build would cost some $1.157 billion (2012 pricing),
based on the average of the three responses to the 2009 Request for Proposal (see Box 1 in Chapter 3).
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The Integral Computing System

5.42 Thelntegral Computing System isintended to host, on a single piece of hardware, virtualised
interfaces for the various platform systems, ancillary mission systems and applications® that would
previously have required individual hardware solutions. Figure 5.1 shows the cabin of an Army
vehicle fitted with current equipment (left), and a Hawkei cabin fitted with the Integral Computing
System (right).

5.43 Some of the expected benefits of the Integral Computing System are:

o a reduction in the size, weight and power consumption of systems to be fitted to the
vehicle; :
o a reduction in the amount of training required for vehicle operators due to a reduction in

the complexity of the systems; and
e a reduction in the cost of integrating new systems in the future.

Figure 5.1: A vehicle cab before and after the Integral Computing System

. N2
Source: Thales.
5.44 As noted in paragraph 2.45, in early 2014 Defence decided that delivery of the Integral
Computing System would be completed by Final Operational Capability (2023), when the full
capability would be virtualised and integrated. The contract signed in October. 2015, in accordance
with the Defence acquisition strategy, provided for a series of contract changes to progressively
implement the Integral Computing System. The first significant contract change was signed in
February 2016, at a cost of up to $31.7 million, incorporating agreed prices with all except one
subcontractor. Defence advised the ANAO in December 2017 that the core Integral Computing
System—inclusive of all hardware, operating software, and the Battle Management System—is
included on Low-Rate Initial Production vehicles (currently being produced).

Progress with the development of the Integral Computing System
5.45 The Integral Computing System is being developed in four stages:

o Stage 1 (August to December 2015) established the system requirements and the related
development proposal. Thales was to engage with third-party companies to establish

82 The hosted applications are divided into core applications, consisting of platform monitoring, power
monitoring, video monitoring, technical manuals, a system manager, and intercom control; and ancillary
mission system applications, consisting of the Battle Management System, the Remote Weapon Statjon
control software, joint fire control software, and external communications management.
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5.64 Both parties agreed that although approval to proceed was being granted, this was
conditional on Thales providing plans to remediate reliability issues and demonstrate that prewous
reliability failures have been satisfactorily addressed.®®

5.65 Thales presented its Reliability Remediation Plan to Defence on 2 August 2017 (see
paragraph 5.39). The plan suggested that, as a first step, Defence approve the entry of the Hawkei
into Low-Rate Initial Production. Thales would then commence a remediation program seeking
solutions to each of the identified reliability failures, followed by the conduct of a Reliability
Demonstration Test which would verify that the problems had been remediated.

5.66 The Thales Reliability Remediation Plan noted that the purpose of the Reliability
Demonstration Test was purely to verify the suitability of fixes to the critical failures and essential
function failures that occurred during the conduct of the third Reliability Growth Trial ‘and therefore
any issues outside of the CF [critical failures] and EFFs [essential function failures] will not be scored
as part of the DT [Reliability Demonstration Test]’. The Reliability Demonstration Test was
scheduled for September-December 2017, and commenced on 9 October.

5.67 Defence also advised Thales in September 2017 that:

the delay in achieving Hawkei design maturity, and likely impact of CCP0O50 [Contract Change
Proposal 050, in relation to the Reliability Demonstration Test], has adversely impacted the
development of Support System deliverables in accordance with the current schedule. [...] it is
incumbent on both parties to address these ILS [Integrated Logistics Support] issues as soon as
practicable, to ensure that there is no detriment to delivery of the full capability to Army next
year.®

5.68 Defence gave formal approval for the Hawkei to enter Low-Rate Initial Production on 11
August 2017.87 Further, Defence provided Thales with a Final Acceptance Certificate for the
Engineering and Manufacturing Development stage of the contract on 5 September 2017, noting
that Thales’ obligations in respect of the reliability issues would continue. Defence reserved its
rights under the contract, and withheld the $43 million Stage 1 Performance Security Deed from
Thales for up to six months, pending the resolution of reliability issues.

5.69 On 1 December 2017 Defence advised the ANAO that:

Defence accepts that it has entered Low-Rate Initial Production without retiring risk to the extent
that it had planned but considers that it has implemented an appropriate strategy for managing
that risk with commensurate compensation from Thales.

85 In 2015, the ANAO made this recommendation:
To reduce risk and assist the transition of capability from the acquisition phase to operations, the
ANAO recommends that prior to System Acceptance, Défence ensures that material deficiencies and
defects are identified and documented, and plans for their remediztion established.

Auditor-General Report No.9 2015-16, Test and Evaluation of Major Defence Equipment Acquisitions, p. 51.

86 In December 2017, completion of the Detailed Design Review for the Support System was
postponed from October 2017 to March 2018, aligning this deliverable with the schedule

as revised in respect of reliability. =

on o

87  On 1 August 2017, to assist Defence before decisions on Low-Rate Initial Production, the ANAO | highlighted text

advised Defence of the ANAQ's preliminary finding that the Hawkei did not appear to represent fm: public ¥

value for money when compared to the Joint Light Tactical Vehicle. {;;p bt el

the Attorney-
General.
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I0C [Initial Operational Capability] and FOC [Final Operational Capability], respectively. The critical
path to 10C remains primarily cependent upon the successful completion of PRAT [Production
Reliability Acceptance Test].

Figure 5.2 Contract schedule changes during 2017-18

January
2017

{as
tontracted

InOct 2015)

Full-Rate Production

DL T s July 2018-November 2020

Full-Rate Production
October 2018-February 2021

Full-Rate Production
February 2019-June 2021

Full-Rate Production
February 2019-June 2021

LRIP Low-Rate Initial Production
PRAT Production Reliahility
Acceptance Test
RDT Reliability Demonstration Test
RGT Reliability Growth Trial
© Discontinued

Full-Rate Production
March 2019-June 2021

Note:  These schedule changes are discussed in paragraphs 5.37 (April 2017), 5.40 (August 2017), 5.70 (December
2017, not yet contracted), 5.74 and 5.80 (March—July 2018, not yet contracted).

Source: ANAO analysis of Defence documentation.

5.77 Due to the extended Reliability Demonstration Test, the Production Reliability Acceptance
Test has been further delayed. It is now planned to be conducted over eight (rather than eleven)
months, from August 2018 to March 2019, fourteen months later than originally scheduled (see
paragraph 5.29). The test will use eight vehicles instead of four, so that the test can be completed
in the shorter timeframe required by the revised schedule. This testing is to present a greater
challenge for the vehicles, six of them having to complete 32 000 kilometres, with trailers attached
for half of that distance, and two other vehicles completing other testing.

5.78 The project office was required to undergo a further Gate Review (see paragraph 5.17) prior
to entering the Production Reliability Acceptance Test, to provide confidence that the reliability
issues have been resolved. This review occurred on 10 July 2018. Defence advised the review board

that:

Testing in both Stage 1 and recently under Stage 2 has confirmed significant progress in the past
18-24 months in a number of key areas of vehicle performance. [...] While these issues [a number
of performance non-compliances] continue to be progressed, the Project considers that the
fundamental architecture of the vehicle platform is sound and remains confident in the vehicle’s
ability to ultimately achieve design and manufacturing maturity.
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Appendix 1 Department of Defence response

Australian Government

Department of Defence

Mr Greg Moriarty
Secretary

General Angus J. Campbell, AO, DSC
Chief of the Defence Force

SEC/0UT/2018/264
CDF/OUT/2018/592

Mr Grant Hehir
Auditor-General
PO Box 707
Canberra ACT 2601

DEPARTMENT OF DEFENCE RESPONSE — ANAO FOURTH REVISED DRAFT
FINAL REPORT: ARMY’S PROTECTED MOBILITY VEHICLE — LIGHT

Dear Mr Hehir

Thank you for your correspondence on 2 August 2018, which contained the Fourth Revised Draft
Final and Confidential Report for the ANAO performance audit Hawkei — Army’s Prolected
Mobility Vehicle-Light.

Defence acknowledges the changes made to the previous draft report and appreciates the
opportunity to review and provide further commentary on the final and confidential report.

Defence notes the findings of the draft final and confidential report. The identified Key Learnings
are acknowledged and will support Defence’s approach to capability acquisition.

However, Defence does not agree with the ANAO’s conclusion that Defence has not clearly
demonstrated that the acquisition of the Hawkei provides a value for money result for the
Commonwealth. Defence considers that the ANAQ’s analysis is too simplistic and that a more
holistic approach to the value for money analysis would present a more accurate depiction of the
acquisition and its capability. 1

Value for money decisions are based on both financial and non-financial benefits in accordance
with the Commonwealth Procurement Rules2The overall value for money proposition of the
acquisition was based on the following factors:

Defending Australia and its National Interests
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- The Hawkei is a leading edge protected vehicle with a Thales-designed integral
computing system;

- The resultant Australian industry capability is able to provide flexible support for and
adaptive development of the capability to protect soldiers on operations over its life;

- . The intellectual property rights are retained by the Commonwealth and there are potential
financial benefits from future overseas sales of the vehicle; and

- With therelease of the 2018 Defence Industrial Capability Plan, the Hawkei Protected
Mobility Vehicle is a Sovereign Industrial Capability within the ‘Land Combat Vehicle
Technology Upgrade® priority.3

The value for money assessment for this project was made by Government at Second Pass*While
some delays were incurred, the project continues to operate within the capability, budget and

schedule parameters approved by Government:

Defence also disagrees with ANAO’s assertion that as a result of the decision to delay the 2017
Gate Review, the project entered Low Rate Initial Production without the appropriate level of
scrutiny. This decision was made with the appropriate level of senior management oversight and
the two subsequent Gate Reviews did not raise concerns regarding this decision.

Defence maintains that the Hawkei provides Australia with a domestically developed and
sovereign capability that can be modified to meet emerging threats and protect Australian
Defence Force personnel. Thales Australia and the Commonwealth are engaged in ongoing joint
efforts to market this capability internationally to our security partners. Defence is confident that
the Hawkei will be able to be modified to meet the requirements of our security partners and
provide these nations with a highly effective capability.

Attached to this létter are Defence’s proposed amendments, editorials and comments (Annex A).
This constitutes Defence’s formal response to both versions of the final report.

Defence remains committed fo assisting you with the successful completion of this performance
audit.

Yours sincerely
&Kj} ¢ Yeu

Greg Moriarty /

Secretary

'S August2018 | S August 2018
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ANAO comments on Defence’s formal response
(See the reference numbers on the previous pages)

1. The audit objective was to assess the effectiveness and value for money of this acquisition.
The ANAO's conclusion against the audit objective, as set out in paragraphs 10 to 14, addresses
key considerations necessary to assess the project’s effectiveness and value for money. These
considerations include capability, cost, governance, risk management, requirements definition,
schedule, government’s industry objectives, and price. The ANAQ’s assessment was holistic and
did not focus exclusively on cost. ' '

This audit report also contains an analysis (at paragraphs 4.48 to 4.53 of the report) of publicly
available information which was undertaken by the ANAO to demonstrate that benchmarking as
a component of assessing the achievement of value for money in this $2 billion sole-source
procurement was indeed possible, in the absence of benchmarking against a comparator vehicle
continuing to be undertaken by Defence.

The analysis is demonstrative and was heavily caveated to ensure a reasonable—and perhaps
generous—basis for comparison between the per-unit cost of the Hawkei vehicle being acquired
by Defence and the publicly reported cost of the Joint Light Tactical Vehicle (JLTV) to be procured
by the United States and the United Kingdom pending negotiations. The analysis was additional
to the evidence remaining in the report (following the Attorney-General’s certificate) that
Defence has not adequately benchmarked its sole-source acquisition as part of demonstrating—
and thereby assuring the Government and Parliament—that its contract with Thales Australia
would achieve value for money.

The evidence indicates that the Government decided to accept an estimated price premium of
23 percent for the Hawkei in comparison to the ILTV, largely on the basis of capability
considerations. Government and the Parliament can reasonably expect that Defence informs
itself as to whether a procurement stays within the parameters, relating to both price and
capability, set by the Government.

2. Non-financial benefits, as advised by Defence, are included in paragraphs 29 and 4.56—
4.57 of this audit report.

3. The Defence Industrial Capability Plan was released in April 2018 and could not have
informed the Government’s August 2015 Second Pass decisions.

4, Defence’s August 2015 advice to the Government at Second Pass is discussed in
paragraphs 4.33-4.35 and Table 4.1 of this audit report. Defence’s post-Second Pass (October
2015) value-for-money assessment of the acquisition contract is discussed in paragraph 4.41.

5. The conclusion of this audit report states that the project remains within the government-
approved and contracted budget and scope, but reliability issues have led to schedule delays (see
paragraph 14).
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“| am determined that every dollar we spend on defence procurement as far as
possible should be spent in Australia”.

The Defence Industry Capability Plan released in May 2018 reinforced the priority on
Australian content and detailed ten priority Sovereign Industry Capabilities, including
Army Combat Vehicles and Technology Upgrades. The Land 121-Phase 4 acquisition
of Hawkei as the Army’s Protected Mobility Vehicle — Light is entirely consistent with
these policy positions;” and is delivering world-leading capability that has been
designed, developed and manufactured in Australia, maintaining a life-saving
industrial capability in this country. -

Yours sincerely

CHRIS JENKINS
Chief Executive Officer
Thales Australia & NZ

Thales Australia Limited
ABN B6 D08 642 751
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e [Reference B Para 5.53] Elbit Systems is not aware of any improvements to the BMS flowing
from the Land 121 Phase 4 activity. The presentation of the Australian Army BMS in all of its
other instances remains as it was defined in the Land 75/125 base line and is being continuously
updated in Tranche 2 of Land 200. Pursuant to the contract between Thales Australia and Elbit
Systems, referred to above, a platform specific implementation was developed to enable the
BMS to be presented on the “Virtualised” PMV-L ICS architecture. :

Elbit Systems wish to thank ANAQ for the meeting of 29 Nov 2016 and the opportunity to provide this
response to Reference B. Please contact me if you require any further assistance or clarification.

Regards,

Vice President Strategy

Elbit Systems of Australia Pty Ltd
Mobile: +61 (0)427 105 611

Email: gary.wylde@elbitsystems-au.com

1121-4(ANAO)/GDW/171204-1845 3
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Appendix4 Phases of project Land 121

1. Defence began the process of replacing its General Service B Vehicle fleet in 1950, and
initiated project Land 121 in 1992. The project phases were restructured in 1997, 1998, 2001,
2003 and 2007. The phases of project Land 121, as implemented, are shown in Table A.1.

Table A1: Phases of project Land 121

Phase Year approved Cost ($m)
Phase 1 Project Definition Study - 1994 2.0
Phase 2A Urgent Capability Shortfalls 1999, 2001 90.1
Phase 2B Urgent East Timor Capability Shortfalls 2000 20.0
Phase 3A Light-Lightweight Capability Field Vehicles, 2011 1017.6
Modules and Trailers [G-Wagons]

Phase 3B Medium and Heavy Vehicles 2013 3364.0
Phase 4 Protected Mobility Vehicle-Light 2015 22371
Phase 5A Combined with Phase 3A . 2011 —
Phase 5B Additional Medium and Heavy Vehicles Not yet Not yet

approved approved

Source: ANAO analysis of Defence documentation:
Phases 1, 2A, 2B: Phase 4, Option 2— Next-Generation Acquisition Strategy
Phase 3A: Defence Annual Report 2016-17, Web Table B.4.
Phase 3B: Defence Annual Report 2016-17, Web Table B.3.
Phase 4: see Table 1.1.
Phase 5A: Materiel Acquisition Agreement, 2016.
Phase 5B: Defence intranet.
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Appendix 5 Attorney-General’s certificate prohibiting public
: disclosure of parts of this audit report, 28 June 2018

Attorney General

MSI18-0009]6
Mr Grant Hehir
Auditor General for Australia
Australian National Audit Office
19 National Circuit : 28 °JUN 20

BARTON ACT 2600
Grant.hehir@anao.gov.au

Dear Mettasid ﬁa/f

1 refer to my earlier correspondence about a request to me for the issuing of a certificate under s
37(1)(b) of the Auditor-General Act 1997 (the Act) in relation to certain information contained in the
ANAO’s proposed performance audit report titled Army 's Protected Mobility Vehicle Light.

1 have considered the matter carefully and have decided that in my opinion disclosure of certain
information contained in the audit report, identified in the attached Schedule, would be contrary to the
public interest for one or both of the following reasons set out in s 37(2) of the Act:

* it would prejudice the security, defence or international relations of the Commonwealth

(s37(2)(a));
e it would unfairly prejudice the commercial interests of any body or person (s 37(2)(e)).

This letter and the attached Schedule together constitute my certificate for the purposes of s 37(1)(b)
of the Act.

All references to the report in the Schedule are to the Draft Final Report dated 8 January 2018. I note
‘that the draft audit report has been updated since that time. For clarity, the Schedule contains cross
references 10 the relevant paragraphs in the Third Revised Draft Final Report dated 2 May 2018,
which you provided to me on 9 May 2018.

Yours sincerely

The Hon Christian Porter MP
Attorney General

Parliament House. Cz:nhcrm ACT 26;0 -_ Telephone (‘02) 6277 7300 Fax (02) 62—73 QE -

Sensitiverbegal
PROFEGCTED
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