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Issue 1.0  Dated : 21 November 2006
.
.
Dear Mr Smith,
.
A review of the Defence submission to the Committee’s inquiry brings into focus the very organisational
disease which has led to the currently parlous state of Defence financial management and acquisition
processes and the less than optimal outcomes from the various attempts to reform these.  History and sound
organisational management practices show that both activities will continue to consume inordinate amounts
of effort and resource while achieving little until the root cause of these ailments is identified and
acknowledged.  As every mother knows, mistakes are how we humans learn.  The culpability is not in making
a mistake but, rather, in failing to learn from it.  To learn from a mistake, one must first be able to identify
and then acknowledge the mistake has been made, in the first place.  An organisation that is unable to
perform this simple but vital step will remain at a Capability Maturity Model (CMM ®1) Level of one,
becoming more moribund and dysfunctional as it tries to re-invent itself on flawed premises.
.
The results of this review are presented below in the form of ‘plain speak’ comments on the Key Judgements
presented in the Preface of the Defence submission.  ‘Plain speak’ has been used as a counterfoil to the
‘defence speak’ so commonly used today.  The absence of precision in language is one of the failings
observed in the communication style used in Defence today with its focus on form over substance in nearly
all writings and statements emanating from the upper levels of the Department – this Defence submission
being a contemporaneous example.
.
.

PREFACE
Key Judgements

.

.
“Defence has put a major effort into reforming our financial reporting and equipment procurement. We are
starting to see the positive benefits of this work.”
.
Comment:  A rigorous and objective analysis of the data would show quite a different outcome to that being
claimed.
.
“We have 16 remediation plans in place on financial matters and these are eliminating many long-standing
problems. Defence procurement reforms are improving the timeliness and cost efficiency of our acquisitions.”
.
Comment:  Timeliness and cost efficiency are relative to the original estimates for a project which, in turn,
generate the perceptions against which projects are currently judged.  However, the most important aspects of
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all projects appear to be missing from the focus of current reforms.  These are capability and preparedness.
These are the enduring aspects of any acquisition project and any remediation plans, whether they are for
financial matters or other Defence Matters, yet these two outcomes barely rate a mention.
.
Why is this?
.
“Defence continues to maintain a very high standard of cash management practices. None of the financial or
procurement issues that have required reform have had a negative impact on the operational competence of
the Australian Defence Force”
.
Comment:  Whilst ever Defence continues to fail to account for its largest and most costly expense, namely
man hours, any claim of maintaining a very high standard of cash management practices is fraught with self
delusion – certainly not what could be called world’s best practice.  Given the lack of precision in language
that is now the norm in the upper levels of Defence today, if the reference to ‘cash management practices’
simply relates to the physical handling of hard currency, then this claim would be the equivalent of ‘able to
balance the petty cash float well’.
.
On the second point, sadly, this claim is not true.  The definition of ‘competence’ is ‘the ability to perform a
task’.  Based on this definition, ‘issues’ in the defence acquisition process that result in delays in the delivery
of capabilities (eg. SEA 1411, AIR 87, AEW&C, HUG 2.3, etc.) do have a negative impact on the operational
competence of the Australian Defence Force.  Similarly, ‘issues’ in the defence procurement process that lead
to short falls in support materiel being available in the field, such as not having the spares to effect a
maintenance activity on an aircraft, can have far reaching effects.  As has been seen in the Aceh Sea King
tragedy, such shortfalls can have far more dire consequences than just a negative impact on the operational
competence of the Australian Defence Force.
.
“Defence believes it is doing everything it can to improve our management of financial and procurement
issues. Notwithstanding the substantial reform agenda already well underway, we are open to proposals and
suggestions for new ideas and practices which might improve our overall accounting performance.”
.
Comment:  The latter claim is not supported by history or the experiences of those who have offered to
provide Defence ‘with innovative, cost effective solutions to our Defence capability needs and the challenges
in the Defence procurement processes’.  Defence and, in particular, the DMO are notorious for ‘shooting the
messenger’ whether they are from within their own ranks or from the supporting Defence Industry.
.
“Based on a comparison with counterpart Defence agencies overseas we assess that Defence's efforts to
implement financial management reform and improve acquisitions are well ahead of those in countries like
the US, UK, New Zealand and Canada.”
.
Comment:  Usually, such claims would be supported by objective studies.  Looking at the 15 pages in this
submission dedicated to ‘financial statement issues in other defence organisations’, the claims are, at best,
based on anecdotal data, with the implied intent being an attempt to encourage the reader to infer ‘we are
better than they are’.  Worthy of note is that this encouragement is not only directed to ‘financial management
reform’ but also ‘to improve acquisitions’ while the anecdotal data presented in this submission principally
relates to ‘financial statement issues in other defence organisations’.  Clearly, the impressions and  perceptions
that the reader is being encouraged to infer from this preface are not supported by the data in the body of the
submission.  The selective reference to and inferred reliance upon a US Government Accountability Office
(GAO) report while ignoring what this report along with other GAO Reports have to say about Australia’s
largest capability acquisition project ever is, to say the least, disingenuous.  (See attached extract from the
referenced GAO Report).
.
Worth noting in this extract from the GAO Report cited in the Defence submission is that the JSF program
budget has gone from the US$206,339.6 million reported in the extract to over US$276,458.9 million in
December 2005.  This budget is likely to break through US$300 billion by year’s end.  The other more salient



points worth noting in this extract from the GAO Report are the significant risks the GAO has identified in the
JSF program.
.
Defence’s efforts (and the resources expended) to implement financial management reform and improve
acquisitions may very well be ‘well ahead of those in’ other countries in terms of the quantum expended, but
the resultant systems are not – particularly when compared with those in the USA.  The post Goldwater-
Nichols era sees a far greater level of transparency and fidelity in the Pentagons’ reporting than ever before.
Over the same period, the reporting from the Australian Department of Defence has gone the other way.  Even
the most cursory comparison between Defence Annual Reports of recent years with, say, that for 1999-2000
shows this to be the case.  The form of the current reporting is greatly improved no doubt due to the increased
use of computer based tools in its production.  However, the substance, fidelity and transparency in the
reporting have diminished, by some degree, over the period.
.
It would be naïve to claim the Australian DoD systems to be in the same league let alone superior to those in
the USA.  However, there is much that can be learned from overseas experiences, especially those of the
Pentagon and the US Department of Defence.  The skill will be in interpreting the ‘Grid Iron’ rules and, where
appropriate and applicable, converting these to ‘Aussie Rules’, thus shortening the time (and costs) for
advancing the lessons that are there to be learned.  The Goldwater-Nichols Act and its final acceptance within
the US DoD as an agent for fundamental and positive reform would be a good point from which to start such
an interpretation.
.
The Defence submission is not dated nor bears any version control – a not uncommon feature of Defence
documentation of recent times.  However, the data presented, particularly those in Section 3 and the claims of
‘improvements in schedule performance of the Top 20 acquisition projects’ clearly do not include the
slippages now being reported on such projects as the AEW&C, AIR 87, SEA 1411 and the Hornet Upgrade
Phase 2.3.  Inclusion of these latest data has a high probability of showing a somewhat different story.
.
An objective analysis of such projects as AEW&C will also show that the risks that have materialised and
resulted in the schedule slippages pre-date the figuring in this submission by some degree. Even the reported
attempts by a former AEW&C Project Director to maintain schedule by trading off other aspects of the project
(eg. capability and preparedness) could not prevent such risks materialising.  The means of treating such risks
were curtailed by a former Project Director et al when the Independent Verification and Validation (IV&V)
functions, including the independent governance, were summarily transferred from the contracted Industry
Team to the Project Office back in 2001/02.  A good plan thwarted by people who don’t know what they don’t
know dealing with things they don’t understand.
.
“Notwithstanding our progress, financial and acquisition reforms are some of the most complex areas of
modern governance. It will take some time for Defence to work its way through all the issues, but we are
committed to the task and are well on track to achieve a high quality outcome.”
.
Comment:  A more rigorous statement in relation to the features presented in the first sentence of this
statement would read –
.
“Financial management and acquisition processes are two of the most fundamental aspects of any
organisation’s governance, whether modern or traditional, and need to be kept as simple as practicable.”
.
Defence has been in a quasi constant state of reform on these two aspects since the mid 1990s.  Many
advances were made in these areas, particularly in acquisition reform till around 1999 when a number of
occurrences injected discontinuities into the process, many the result of a lack of appropriate competencies in
key positions in the organisation.  Since that time, ‘re-inventing the wheel’ has dominated the reform program
as evidenced by the divergent nature of many of the processes and supporting documentation produced by the
organisation over this period.
.



The function of governance mentioned in this statement is one of the keys to good reform.  What is lacking in
Defence governance today is the application of a robust feed back loop mechanism on its systems and
processes, one that is integrated with such processes, their capabilities and drivers so that it is able to
contribute, particularly in the areas of wisdom, experience and domain expertise.  But, of equal importance,
one that is independent of, from a governance perspective, so that it is able to provide the feed back necessary
for those with the accountabilities to objectively assess performance and do so in a timely fashion with the
project outcomes to the fore.  A model and definition of such a feed back loop system for the capability life
cycle management systems in Defence is attached.  Such a model would be equally applicable to other
systems and processes in Defence Matters such as financial management, military justice, personnel
management, information technology, et al.
.
“Defence is keen to work with the Parliament, the ANAO and all other agencies in continuing to look for best
practise methods for improving our financial management and procurement systems.”
.
Comment:  The claim of keenness to work with the Parliament, the ANAO and all other agencies is not
supported by the attitude and behaviours displayed by Defence senior leadership, either historically or
recently.  The very public criticisms by the Defence leadership levelled at the ANAO and their recent report
on the Armed Reconnaissance Helicopter Project AIR 87 are a good example.  Claims such as those of Chief
of Army that ‘we all know how wrong the ANAO got that one’ bear all the hallmarks of an Emperor wearing
rose coloured glasses and not much else.  One only has to look at the Defence responses to the ANAO report
on Test and Evaluation in Defence to see what lies at the root of these claims.  This is further evidenced in
Table 1.1 of the ANAO Report into the AIR87 project (a brief analysis is attached).
.
Realising the challenge in doing justice, in a single submission, to the important matters before your
Committee’s inquiry, I and my colleagues would be prepared to give evidence before the Committee on the
matters raised in this submission and answer any questions you may have.
.
Finally, a pdf version of this E-Letter, with personal contact details removed, is attached for the Committee’s
convenience and publication on the Committee’s web site should this submission be accepted.
.
Yours sincerely,
.
.
.
. 21 November 2006
+++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++
Peter Goon  BE (MechEng)USNTPS (FTE)
Defence Analyst and Consulting Flight Test Engineer
Co-Founder: Air Power Australia @ http://www.ausairpower.net/
+++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++++

“Air Power Australia - Defining the Future”
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Attachments:

GAO-06-391_Pages
79-80_JSF-Proj...

.

AFTS_T&E_MODEL_
ISS4.pdf

T&E_Presentation_
Slide 13_AIR8...

E-Letter_Submissio
n-01_Preface...

PRIVACY, CONFIDENTIALITY, DISCLAIMER AND COPYRIGHT NOTICE  (c)  December 2006
This communication is copyright and intended for the named recipient/s only.  The material is subject to legal and professional privilege.  Being an addressee
on this Email does not imply and should not be inferred, in any way, as meaning the addressee has gained any rights or privileges over its contents except
where explicitly advised by the sender.  The contents of this document, including any attachments, should not be copied, distributed, or disclosed to any third
party person or organisation without written permission.  If received in error or incorrectly onforwarded to you, kindly notify the sender by reply E-mail and
permanently delete this message and its attachments.  Permission is granted to the Joint Standing Committee for Public Accounts and Audit (JSCPAA) and to
the Commonwealth of Australia to publish this submission and its attachments.





Slide   13 


TEST AND EVALUATION:   T&E-101


PROJECT AIR 87


T&E Budget as % of
Prime Equip Costs -


Required  25%


Budgeted < 2%


Spent 0.025%
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Joint Strike Fighter (JSF)


The JSF program goals are to develop and field a 
family of stealthy, strike fighter aircraft for the Navy, 
Air Force, Marine Corps, and U.S. allies, with 
maximum commonality to minimize costs.  The 
carrier suitable version will complement the Navy's 
F/A-18 E/F.  The conventional take-off and landing 
version will primarily be an air-to-ground 
replacement for the Air Force's F-16 and the A-10 
aircraft, and will complement the F-22A.  The short 
take-off and vertical landing version will replace the 
Marine Corps' F/A-18 and AV-8B aircraft.  


Source: JSF Program Office.
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Program Essentials
Prime contractor: Lockheed Martin
Program office: Arlington, Va.
Funding needed to complete: 


R&D: $24,717.5 million
Procurement: $161,111.5 million
Total funding: $185,980.0 million
Procurement quantity: 2,443


Program Performance (fiscal year 2006 dollars in millions)
As of 


10/2001
Latest 


12/2004
Percent 
change


Research and development cost $34,615.8 $45,021.2 30.1
Procurement cost $153,590.6 $161,111.5 4.9
Total program cost $189,814.1 $206,339.2 8.7
Program unit cost $66.230 $83.946 26.7
Total quantities 2,866 2,458 -14.2
Acquisition cycle time (months) 185 196 6.0


JSF program data indicates that 7 of the system's 8 
critical technologies will not be fully mature until 
after the first design reviews in 2006. Not only is 
design stability not projected by the time of those 
reviews, one of the two variants to be reviewed in 
2006 is expected to have released significantly 
fewer drawings than suggested by best practices. 
Furthermore, the demonstration of a production 
representative aircraft that includes design 
changes to reduce weight will not occur until late 
2007, after the start of production. Less than a year 
after the design review, the program plans to enter 
production with little demonstrated knowledge 
about performance and producibility. Software 
also poses a risk as the program plans to develop 
nearly 19 million lines of code. At the production 
decision, the program will have released about 35 
percent of the software needed for the system.
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JSF Program


Technology Maturity
The JSF entered development without its eight 
critical technologies being mature. Recent data 
provided by the program office indicates that 
maturity has progressed; however, seven 
technologies are still not fully mature and are not 
expected to be until after the design review.


Design Stability
Currently, 26 percent of the short take-off and 
vertical landing variant and less than 3 percent of the 
conventional variant drawings have been released. 
Design reviews for these variants are scheduled for 
February 2006. Program data indicates that 75 
percent of the drawings for the short take-off and 
vertical landing variant and 18 percent of the 
conventional variant are expected to be released by 
that time. Program officials state that these 
represent the most critical drawings. The program 
has not yet prototyped any of the expected designs. 
An early prototype is expected to have its first flight 
in August 2006, but does not include many of the 
design changes that resulted from an effort to 
reduce airframe weight. The first demonstration of a 
prototype that incorporates the design changes is 
scheduled for late 2007. The carrier version design 
review is not scheduled until late 2006. It will not be 
until 2009 that all three variants will be undergoing 
flight testing.


Production Maturity
The program plans to enter low rate production in 
early 2007 without demonstrating production 
maturity. The program is taking steps to collect key 
information on the maturity of manufacturing 
processes but will not demonstrate that the aircraft 
can be produced efficiently by the production 
decision. If schedules are met, the program will 
deliver only one nonproduction representative 
aircraft before the production decision. This aircraft, 
while not yet complete, has experienced labor 
inefficiences, part shortages, and major work 
performed out of sequence. The program will also 
not demonstrate that the aircraft works as intended. 
At the production decision, it will (1) have 
completed less than 1 percent of the planned flight 
test program, (2) not have flight tested a fully 
configured and integrated JSF, (3) have released 
only 35 percent of the software needed for the 
system, and (4) have little or no data from full scale 


structural testing. Before development is complete 
in 2013, DOD plans to buy 424 low rate production 
aircraft at an estimated cost of about $49 billion. 
DOD plans to use cost reimbursement-type 
contracts for its initial production orders, meaning 
that the government will pay any cost overruns.


Other Program Issues
The program plans to develop about 19 million lines 
of software code. Officials consider software a high 
risk item. The first of five major software blocks is 
scheduled to be released in June 2006 to support 
first flight. However, the Defense Contract 
Management Agency projects that this release could 
be delayed 1 to 3 months. Subsequent blocks are 
showing early indications of falling behind as well.


At this point the cost estimate represents the 
program office's position.  The OSD Cost Analysis 
Improvement Group was to update its formal 
independent cost estimate in the spring of 2005, but 
now does not expect to formally complete its 
estimate until after the 2006 design review. However, 
a preliminary estimate was higher than the program 
office's with large projected funding shortfalls in the 
2007 to 2011 time frame.


Agency Comments
The JSF Program Executive Officer continues to 
nonconcur with GAO's methodology and 
conclusions on technology maturity. Hardware and 
software integration for multiple subsystems is 
ongoing in labs, years sooner than in legacy 
programs.  Critical design reviews were completed 
in March 2004 for all design areas except the 
airframe. The air system design review in early 2006 
will evaluate design maturity and performance 
against requirements. Manufacturing of the first test 
aircraft is well underway with much shorter 
assembly times than planned and exceptional quality 
demonstrated in fabrication, assembly, and mate. As 
of November 2005 the actual weight of 7,600 
delivered components is within 1 percent of 
predictions. While the first aircraft lacks some 
design improvements, demonstrated processes and 
outcomes justify high confidence in design and 
weight predictions for all variants due to 
commonality of design, tools, and manufacturing 
methods. JSF acquisition strategy, including 
software development, reflects a block approach. 
Development is on track.
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What is T&E ? – T&E is an Engineering Discipline.  A simple definition follows:


Test and Evaluation (T&E) is the “feedback loop” to the Life Cycle Process.  It is applicable to all stages of
the process, and embodies a range of roles and functions, including:


 T&E is a “Womb to Tomb” philosophy and an important technology enabler that not only sharpens but
hones the technology, the resulting capability, and the processes used to produce, support and operate
them.


 T&E provides oversight and the proof that a product or a system complies with and conforms to the
specification and, moreover, meets the needs of the end user.


 T&E is a means of “maximising return on expenditure” (according to a former President of ITEA(2),
ADM Pete Adolph (USN), “T&E is about getting the best bang for your bucks!”).


 T&E is an integral part of the process for achieving “cost effectiveness” and “value for money”.


 T&E rigour and processes are employed by domain experts to provide the objective data needed to
achieve compliance, conformity, probity, accountability, transparentness and fair dealings in life cycle
activities.


 T&E assists the customer to be a “smart buyer” and obtain “value in process” through the application of
applied learning techniques eg. lessons learned.


 T&E is a broad set of activities and functions, including the following :


 Systems Testing eg. Flight Test (Developmental, Certification, Acceptance, Production)
 Certification, Classification and other Regulatory Functions/Activities
 Developmental Test and Evaluation (DT&E)
 Acceptance Test and Evaluation (AT&E)
 Operational Test and Evaluation (OT&E)
 Independent Verification and Validation (IV&V)
 Risk Analysis & Risk Assessment & Risk Planning (eg. System Safety Analysis)


“To be effective, T&E needs to be integrated with .…. but independent of the
Life Cycle Process and the associated providers and their capabilities.”


A Simple Model to Describe T&E ….“the feedback loop for all stages of the Life Cycle Process”
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(2) ITEA - International Test and Evaluation Association
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