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ADI:

Australian Defence Industries

AEEMA:

Australian Electrical and Electronic Manufacturer's
Association

AMECON:

ustralian Marine Engineering Corporation

ASTA:

Aerospace Technologies of Australia

CSP:

Commercial Support Program

CSPT:

Commercial Support Program Team

DSTO:

Defence Science Technology Organisation

FSR:

Force Structure Review

ITR:

Invitation to register interest

LADS:

Laser Airborne Depth Sounding

M0U:

Memorandum of Understanding
anagement and

PSU:

Public Sector Union

RRes:
SAOS:

Soldier Attitude and

SOR:

Statement o f Requirements
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tion and thereb
Australian Defence Forces (ADF). A second step in the
rationalisation of defence spe
where it is acknowledged that there is a need to introduce commercial
organisations into Defence procurement.
There would appear to be significant savings to be gained from the
CSP, however, this paper assesses a number of problems that have
arisen with the implementation of the Program. The major criticisms
that have resulted from the implementation of the Program are:
the lowering of ABF morale and esprit de corps, with the Chief of
the Defence Force stating that morale in many units, particularly
in support areas, was 'patchy' because many Service people were
being put out of their 'comfort zones';
a reduction in ADF core skills, where reducing the pool of skilled
Service personnel may result in limitations to the future
deployment capacity of some units of the ADF;
the creation of industrial unrest, with the Public ~ e c t o rUnion
alling its oppositio
rospective loss of thousands of
ian positions in t h
claims that many CSP contracts are going to overseas companies
and that the alleged benefits to Australian industry are not
materialising, although the majority of these cases involve
contracts for catering and nearly 60 percent of all contracts have
gone to locally registere companies or in-house bids;
Australian industry scepticism of the entire C P tendering process.
It has been alleged that the sincerity of the CSP process is
undermined by high tender costs, Defence unwillingness to provide
industry with the exact Statement of Requirements for contracts,
and, the large number of contracts that have been awarded 'inhouse' suggesting that Defence is not serious about offering tenders
to industry.
The CSP initiative has raised a number of policy implications. For
example, there are areas where the CSP would appear to be
inconsistent with Government policy on unemployment and industrial
relations. Furthermore, Complaints from industry imply that not all
areas of the Defence organisation are implementing the Program with
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The Defence Commercial Support Program

at we have said is that the bottom line the dollar - that is, how
e do
it cheapest and save money.' Senator Robert Ray: Senate Estimates Committee
B, 31 August 1993, pB31.
We want ideas that will reduce unemployment and generate jobs in Australia.'
Peter Baldwin at the launch of the Innovation for Employment Strategy, 27
October, 1993.

In the second half of the 1980s the Federal Government approved
several large capital equipment programs, with a number of other
important acquisitions in the pipeline. At the time that these
equipment procurements were approved there were increasing fiscal
pressures on the Federal budget, meaning that the Defence vote was
not provided the 1 percent real growth rate that was necessary to
finance the programs outlined in the 1987 Defence White Paper.
Given the higher than usual expenditure on defence equipment and the
limitations on the Defence budget, the Government recognised that it
needed to rationalise defence spending in some areas in order to free
up funds to finance its equipment purchases. A very significant
rationalisation initiative was the introduction of the Commercial
Support Program.
The Commercial Support Program (CS ) was announced in
as part of the Force Structure Review and was intended to introduce
commercial companies into
Defence supply process. Divided into
three levels or 'Tiers', the C reached its first milestone on June 30
1993 with the completion of Tier One. As of October 27 it was
announced that Tier One would yield to Defence annual savings of
$43.4 million, and combined with the contracts so far let under Tier
Two, there were annual projected savings of approximately $79 million.
Some Defence and industry sources have suggested that when the CSP
initiatives are fully implemented in 1998 the recurring annual savings
could be in the order of $200 million. These figures suggest that the
CSP is indeed a significant Government effort to rationalise the
Defence organisation and attain greater value for the Defence dollar.
The CSP can be seen as part of a longer term effort to introduce
greater flexibility into the Defence budget. During the last half of the
1980s the Federal Government adopted recommendations from a
number of reports that were tasked with reforming Defence support
and supply procedures. It was hoped that the implementation of these
recommendations would generate savings and enable Defence to get
more value for its dollar.
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nded objective of improving the in
the com~ercialsector. If this is so, there m
her the policy objective of di
to operational activities wi
ificant should the c
to in-house Defence units continue.
The paper concludes that the C
is working as a money savin
exercise but that there are a numb
am aspects that the
Government needs to look at if it hopes to gain wider industry and
community support for the progressive implementation of the CSP.
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t
efence
vernment indic
at around 2.6 to 3.0 percent of GDP if it was 'to achieve the levels of
defence and the priorities reflected in this paper'.' 'While the paper
suggested a level of spending that has not been fully met since its
promulgation, there was also an acknowledgment in the document that
there would have to be greater accountability in the way Defence funds
were expended. The Government signalled its intention to rationalise
defence industry and to focus greater attention on the introduction of
commercial enterprise into the Defence contracting process.
From that one paragraph in the White Paper that dealt with
commercialisation in Defence, a more detailed commercial support
strategy was then worked out in the Wrigley Review of 1990,
Responding to the significant findings of Alan Wrigley, the Minister for
Defence established an Inter-Departmental Committee (IDC) to report
on the Wrigley Review and make recommendations on the means of
implementing it. The IDC subsequently released its report on the
Wrigley Review in tandem with The Force Structure Review in May
1991. As a consequence of these documents the ~ ~ ~ m e rSupport
~ i a l
am (CSP) was established in May 1991.
The intention of the CSP was to generate
ater cost savin
efence acquisition and logistics, with
exception o f t
were deemed to be of a vital military nature . later defined as
'core Defence activities'. These savings, it was claimed, could then be
redirected to the 'sharp end' of Defence: purchasing much needed
equipment for the ADF, These savings were argued to be necessary in
order to finance the level of capital equ
nt expenditure that had
been recommended under the Defence
e Paper and the Force
Structure Review (FSR). It was noted in the FSR that:
Over a ten year period at current Government financial guidance
of 1 percent real growth, expenditure on the Defence program
would total some $98 billion, Such funding levels would enable the
White Paper program to be largely completed by the end of the
decade. At a lower funding level, where no growth was provided,
about three quarters of the White Paper program could be funded.
If there were real reductions of minus one percent per year

1

In Financial Year 1992-93 the Defence budget account
down from 2.4 percent over the previous three years.

for 2.3 percent of CDP,

1
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ugh the decade, less t
be fundede2
ment is at its
level ever3 and that there are pressures to reduce the size of the
Defence budget, the Government recognised that it could not expect to
increase Defence outlays to fund these equipments. It was deemed
necessary, therefore, to introduce measures to rationalise current
Defence spending and fund necessary capabilities from the savings. A.
number of initiatives were announced to achieve this, the most
significant being the CSP,
This paper will attempt to look at the aims and objectives of the
Commercial Support Program, assessing the purported benefits of the
CSP to the Department of Defence, as well as the wider community.
The paper will then attempt to measure the aims of the CSP against
the outcome of Tier 1,the first element of the Prog-ram, which reached
its conclusion as of June 30, 1993.
Defence has noted the substantial fiscal savings that have been made
as a direct result of the implementation of the CSP, This paper will
attempt to weigh the monetary benefits against claims that the CSP is
resulting in: lower
morale; the loss of some core ADF skills; the
nrest; the greater participation of 'foreign'
creation of indust
c o ~ p a n i e sin Australian Defence procurement, with consequent
undermining of both Australian defence ind ry and the independence
scepticism of the CSP
anberra's defence posture; and indus
process.

0

e

ti

U

In the second half of the 1980s the Federal Government approved a
number of large capital equipment programs and had in the pipeline
a number of others that were seen to be of a pressing nature. These
programs included high cost items; funding for equipment is currently
at its highest level ever, As a consequence, the expenditure on capital
equipment has reduced the amount of money available for allocation
~ at the
to a number of other Defence areas such as p e r ~ o n n e l . But
time that these equipment procurements were approved by the

2

The Force Structure &view9 %port to the Minister €or Defence, May 11991: 3.

3

Bid 3.

4

The F o m Structure &view, Eileport to the

efence, May 1991: 3.
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ent there were increasin
meaning that the D
wth that was necess
the Government recognised that it had to free up funds from within
the Defence allocation to finance its equipment purchases. It became
evident that Defence spending would need to be rationalised if funds
were to be freed to meet Defence equipment progr
A number of initiatives were implemented in the latter half of the
1980s in order to rationalise Defence spending and introduce greater
accountability for the allocation of Defence funds. The CSP should be
seen within the context of a number of Government efforts to
rationalise Defence spending. For example, in March 1985 the
minister for Defence, Kim Beazley directed Robert Cooksey to
undertake a review of Australia's defence exports and defence industry.
His report was released in October 1986 and was entitled, Review of
Australia's Defence Exports and Defence Industry Cooksey noted that
his:

...terms of reference asked for a review of Australia's policy on the
export of Defence equipment, including materiel, maintenance,
support facilities and intellectual property. This, of course,
included my examining the c
ustralia's defence industry and
His findings suggested that there was a great deal of inefficiency in the
management of Australian defence industries an that this was
impeding Australia's competitiveness as a defence equipment exporter.
Cooksey argued for the implementation of a number of key strategies,
including:
measures to increase high-technology transfer between the public
and private sectors, between research organisations, between
Australia and overseas countries and within the Defence
Defence Science and Technolo Organisation
community betw
(DSTO) and the
greater collaboration between Australian industry and foreign
defence companies;

5

Robert J. Cooksey, Review OfAustralia'sDefence &ports and DefenceIndustry,
a report to the Minister for Defence, Australian Government Publishin
(AGPS),Canberra, 1986: 1.

3

essive marketing overseas;
suitable financ
sustainable level;
increased research and development;
more streamlined purchasing procedures from Defence;

*

better dissemination of infomation to industry concerning Defence
planning and procurement programs.6

Furthermore, Cooksey suggested that positioning of defence factories
within the 'Public Service' had 'made them subject to administrative
constraints not appropriate to the needs of commercially oriented
operation^.'^ He recommended that the defence factories be removed
from the 'Public Service' environment and be placed under a statutory
authority with full commercial responsibility. This arrangement would
allow the company to reinvest and develop products suitable for
market exploitation, without detriment to existing ADF needs? These
strategies, it was argued, would enable Australia's defence industries
to become more efficient, gain a greater share of the international
defence exports market and consequently develop economies of scale
in production that would allow Australian industry to supply the ADF
Subsequent to the Coo ey review it was decided to abolish the Office
of Defence Production (ODP) and establish a number of Government
Business Enterprises (GBEs) where there was a commercial emphasis
on operations but where the Australian Government was the sole
shareholder. Among these GBEs were Australian Defence Industries
(ADI) and Aerospace Technologies of Australia (ASTA). Other
initiatives to rationalise Defence spending and introduce commercial
practice into defence industry included the 1987 sale of the
~ i l l i a m s t Dockyard
o~
to a private company - AMECON. Mr Beazley
stated that he hoped the sale of the dockyard would provide 'benefits

6

Bid. Executive Summary: 2 and Chapter Five: 150.
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Bid 2.
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reased efficiency and more com etitive pricin
mercialisation and rationalisation recesses have si
improved Defence acquisition and logistics, although significant
problems remain. For example, while AD1 has been able to reduce
staff numbers and rationalise its production facilities, it continues to
have a dependency upon some Government financial assistance,lo
Furthermore, Cooksey's optimistic estimate that the rationalisation of
defence industries would lift Australia's defence exports to more than
$500 million within three to five years has not materialised because of
the end of the Cold War and the reduced requirement for the trade in
weapons." The development of the CSP should be seen in terms of
these earlier commercialisation experiences gained by Defence since the
mid-1980s.

e
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The Defence ofAustralia 1987noted that previous Government policies
had aimed at establishing important defence capabilities in industry
and then allocating all work to that company. This established sole
sources of supply which encouraged 'poor perfor~anceand high costs

9

m Beazley, Williamstown Dockyard sold', News
1987.

No.199/87, 11 Dee

10 According to the ADI Annual Report of 1992 the company posted an operating
profit before tax and abnormal items, of $33.6 million. This represented an
increase in profits of 14.3 percent over the previous year. While this result does
represent something of a n improvement on the inefficienciesof the former ODP,
these figures are still far from the returns that are required to lift the company
out of its dependency upon Government financial assistance. At the time of the
company's formation in May 1989 it acquired $440 million in plant, equipment
and other assets from the ODP. AD1 was unable to repay this substantial debt
to the Government and in 1993 persuaded Canberra to adopt a debt-to-equity
conversion. In other words, AD1 acquired much of its initial plant, equipment
and other assets free of charge.

11 B i d 3. Mike Waller, First Assistant Secretary of the Industry Policy and
Operations division in Defence, has highlighted the failure of the Government's
attempts to rationalise defence industry and generate a viable defence export
industry. When addressing the Defence Export Outlook Conference (Sydney, 2123 April, 1993) he noted that there were only $90 million in exports of controlled
defence products in FY 1991-92. One third of this figure comprised sporting
firearmsand ammunition, another $28 million resulted from offsets activities
and $15 million resulted from the Defence Cooperation Program (DCP), which
left only $17.5 million of 'real' defence exports.
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Commem'al S

ften characterise mo
acquisition and 1
ernment's intention that, unless there are compellin
the contrary, defence work will be allocated on a
compet it ive bas is usin fixed price (as opposed to cost-plus)
contracts, with payments against milestones (rather than elapsed
time) and with other incentives for improved performance where
appropriate. Wherever possible, opportunities are to be provided
for Australian organisations to bid as prime contractors. l3
While this relates more to equipment and stores procurement through
Australian industry, the Australian Government was also interested in
lifting the efficiency in other areas of Defence acquisition and logistics.
Commercialisation within Defence gathered momentum in June 1
with the receipt and promulgation of Mr A.K. Wrigley's report The
Defence Force and the Community: A Partnership in Australia's
Defence. The report proposed that there should be a strengthened
partnership betw
the Australian Defence Force (ADF) and the
community. It
noted that 'what matters in this report is the
the separateness of the
ntial thrust or theme of brea
nce force - and engaging it
relationship with the
to this paper

Based on the findings of the Wrigley report, in October 1990 the
Defence Minister proposed the establishment of an Interdepartmental
Committee (IDC) to examine Wrigley's proposals and recommend
implementation strategies for the accepted proposals. The
the Interdepartmental Committee on the WrigleyReview was released
in May 1991, establishing the framework for the proposed Commercial
Support Program. The Government's formal endorse
was acknowledged in the Force Structure Review which was released
with the IDC report.

12 The Defence of Australia 198T

ACPS,Canberra, 1987: 82.

13 The Defence of Australia 1982 82.
14 Report to the b l i ~ t e rfor Defence by Alan KWrigley, The Defence Porn and

the Community A Partnezship in Austdia's defencq ACPS, Canberra, June
1990, Tntduction': xv.
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The
an
t to
encourage a greater community input in support functions of the
Defence Force in order to:
'increase the depth of support to the
'. In other words, the
strategy would increase the range of support functions performed
a1 sector and the numbers of companies supplying
'increase efficiency'. This was in fact the main thrust of the CSP;
and
0

'improve the level of understanding which exists between Defence
and the community',l6

The Interdepartmental Committee agreed with Mr Wrigley's assertion
that civilian/commercial involvement within the Defence Function
could more effectively and efficiently manage some ADF support area
functions than could the ADF itself. Furthermore, the Committee
F-community relations by allowing
n providing for the defence forces,
But it was stressed that commercial activities should be limited to
Defence support functions, which are generally referred to as 'non-core'
, rather than the more operationally critical functions. The
functions which were recommended for contracting out to the
community included: catering, stores and transport, clerical support,
non-military training, base repair and maintenance, communications,
health care and fire-fighting, The 'civilianising' of these functions, the
IDC report claimed, would reduce expenditure in Defence support areas
and enable Defence to divert the savings to other 'activities'" which
might include the procurement of much-needed defence equipment.

t
The objectives of the Commercial Support Program are extensive,
encompassing the more efficient management of a wide range of noncore Defence activities. The Department of Defence has divided the
Program into three parts, or 'tiers'. The goals of each of the tiers were
delineated in the IDC Report. According to Defence, Tier One was
successfully concluded as at June 30, 1993.
16 The IDC Report: 6.
17 DDCReport, para
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sought to i d ~ n t i ~a ynumber of hi

rity

(a) commercialisation will not impair readiness and is consistent with
the Force Structure
(b) industry capacity exists;

(c) there is a potential for major cost savin
(d) successful implementation will provide a useful precedent for
further efforts.l8
Based on these parameters, the IDC Report identified 28 possible
activities for tender in Tier One, and estimated the numbers of
personnel whose positions would in some way be affecte
these
nine
activities.lg The IDC noted that tenders could be calle
catering contracts (affectin8' some 390 ADF and 200 civilian
personnel); six base support tenders (affecting approximately 429 ADF
and 890 civilian positions); eight aircraft maintenance contracts
e clothing stores and
(affecting another
and 3 civilian personnel);
tailoring contract (
F positions); one motor
two training contracts (affecting
ersonnel); and, one survey and
transport fleet tender (
mer Airborne Depth
contract for t
Sounding (LADS) System (involving no personnel savings given that

18

D C Report: 10.

19 The Wrigley IDC Report noted 28 'activities' that could be put out to %,
However, Tier One actually has 32 activities because the CSP Office claims that
the IDC had combined some areas for tendering that were inappropriate as a
single activity. As a consequence it was decided to split some activities into two
and award them to the most appropriate bidder.

The term 'activities' is not the same as a contract in this instance, An 'activity'
is defined as an area that has been deemed to be viable for commercialisation.
A s at 27 October 1993 the CSP Office noted that 29 activities had
and that another three awaited a decision (See Appendix One of this paper).
There are more contracts than activities in Tier One because some activities
have two contract decisions.
20 'Affecting' is a term used by the Commercial Support Program Team (CSPT).
It is claimed by the CSPT that it is more accurate to describe personnel as
having been affected by the CSP rather than to say that personnel have been
made redundant or have been redeployed, It is argued that Defence does not
the numbers of people that have
eployed as a consequence of the Program.
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new ADF capability).21
in a later section

m

of the outcome

.

IS offered

he
that the contra in the above c
ies be
put out to tender as soon as possible but recommended that they be let
after the fulfilling of a number of conditions. Firstly, the requirements
of the contracts should be clearly specified but in such a way that both
the private sector and Defence bidders could put forward creative
proposals. Secondly, for the preparation of in-house bids, Defence
should make contract estimations by using existing Defence personnel
and procedures, and not draw upon outside assistance. Thirdly,
tenders should be called progressively but no later than the end of
1992. Fourthly, in-house suppliers should be encouraged to consider
ways of improving their efficiency, enabling them to bid for the
contract. Finally, contracts should be let within six months of calling
for tenders.

The second tier is intended to continue the Tier One identification of
non-core Defence activities= which might be suitable for
'commercialisation':
Implementation [of Tier Two] involves a 'rolling evaluation' by the
m is required to identi
ew its non-co
in the light of
and objectives to ensure that each function is performed in the
most efficient and effective manner?
Tier Two is divided into five two year increments, with the first
increment having been initiated at the beginning of July 1992 and
running until June 1994. The second increment is to partially overlap
the first: covering July 1993 to June 1995. According to this pattern,
Increment Five should run from 1996 until 1998.
Increment One of Tier Two identified the following list of 37
possibilities for evaluation as at June 1992. These included contracts
for: base support; logistics support; 'proof of explosives and
ammunition'; commercial vehicle fleet management at the national
level; the cataloguing of equipment; warehousing; security; the repair
21 IDC Report, pp.37-8.

22 Non-core activities refer to those functions that are not vital to operational
readiness.
23
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Edition, AGPS, Canbe

activities are likely to
positions.25 It intend
tender by the conclusion of Tier Two, Increment One at the end sf
June 1994.
There is no information publicly available which relates to the
objectives of subsequent Tier Two increments,

Tier

ee

Tier three will not entail different types of contracts to those that have
been identified under Tiers One and Two, but the approach to
commercialisation of ADF support areas will be undertaken in
different way. The CSP Manual notes that:

As financial systems develop and Program authority continues to
devolve, it is expected that CSP will change from a top-down
process (ie. Tier 2) to a series of bottom-up initiatives known
Tier 3 initiatives. This will allow the CSP to evolve from a proce
where the majority of decisions are made at the
one where evaluations and resource decisions
initiated at the lowest P
level managers.26
In short, Tier Three will aim to transfer the impetus for the C
the Program Manager's level, where it is now, to the operational
management level. By shifting the emphasis it is hoped that there will
be a more broad-based support for the CSP initiatives. The logic
behind this reversal in the management of the CSP is tied up in the
belief that a grass-roots support for the Program will result in more
informed and practical proposals, resulting in even greater savings.
The CSP Team (CSPT) has warned that this approach will fail if:
Project Management and Budgeting (PMB) decision-making authority
has not devolved to the operational management level; there is no
24 CSP Update, Issue No.6, June 1992. See Appendix 2 for full details of Tier 2
activities.
25 Figures supplied by Mr Andrew Podger, Deputy Secretary for Defence
Acquisition and Logistics, in Senate Estimates hearings. See Hansard (Senate)
&timates Committee B, 31 August 1993,p.B40. When Mr Podger appeared
before the Senate Estimates Committee he noted that four commercial and three
in-house options had already been determined.

26

CSP Manual; Third Edition, AGPS, Canberra, November 1992: 1-12.
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incentives scheme for the redirection of resources to make this
possible; and, if cost and asset information (whic
formed decision regarding what functions can be cont
ich cannot) is not availabl
lower level
The devolution of responsibility would enable base commanders, and
management of a similar level, to fill some contracts for base
maintenance functions.28

m
To date the only performance outcomes for the CSP are those for Tier
One, figures for which were released in the month or so after June 30,
1993. The CSP Office announced on 27 October 1993 that 29 activity
decisions had been made, with another three to be finalised, however,
all contracts had been filled by mid-November. From the tables
supplied by the CSP Office it is possible to determine that 18 decisions
have gone to industry (56.25 percent of all Tier One activity decisions),
12 were in-house (or 37.5 percent of all decisions) and another 2
activities were part in-house/part industry (or 6.25 percent of all
activities), The CSP Update of August 1993 noted that long-run
recurring savings of
million per annum had been projected for
Tier One initially but that this figure had been raised to ~ 4 0 . million,
5
with three decisions to be made. Since this a n n o ~ n c e m ~ nhowever,
t,
d savings from Tier One have rise
1993 CSP U~~ate
were between '14
almost 70 percent' cheaper than functions
previously met by Defence, with a median saving of over 30 percent.
In effect it was claimed that the CSP was proving to be even more
profitable for Defence than had been hoped. These savings should
become evident after the initial transition costs of approximately $50
million have been met.30
The IDC Report argued that much of the savings generated by the CSP
would result from the fact that civilian personnel are between 20-25
percent cheaper than Service personnel. It acknowledged that while
Service personnel are liable to work overtime ~ t h o uremuneration
t
or
27 Bid 1-12.
28 IDC report: 11.
29. This figure was released by the CSP Ofice and was accurate as a t October 27,
1993. See the appendices of this paper for further details.
30 Andrew Podger, Senate Estimates Committee B, 31 Aug 1993: B38. Podger
noted that the transition costs would be about $50 million, as well as additional
costs associated with the decision making pro~essitself.
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time in lieu, indirect costs associated
training, make them more
d that, on balance, the fi
contract personnel w
corroborated by experience in the UK and the Use3'

As the savings produced by the individual CSP contracts are not
publicly available it is impossible to determine the accuracy of the
savings projections issued by Defence. It was reported to the Senate
Estimates Committee B that only 400 civilian staff had been affected
by the CSP decisions as at the end of August 1993. This figure is
significantly less than the number of jobs that the IDC calculated
would need to be affected by the CSP process to produce savings of
more than $30 million. Additional, and substantial CSP savings are
bound to issue from improved work practices introduced by commercial
contractors. Furthermore, reductions in support facilities needed for
Service personnel will also reduce costs to Defence.

ft
will yield significant financial returns,
ile it seems that the C
there are many Service personnel and civilians in Defence wh
that there are very significant
lems associated wi
i ~ p l e ~ e n t a t i oofnthe Commercial
The major criticisms resulting from the CSP are: lowering of
morale and esprit de corps; reduction in ADF core skills; the creation
of industrial unrest; claims that many CSP contracts are going to
overseas companies and that the alleged benefits to Australian industry
are not materialising; and, Australian industry scepticism of the entire
CSP tendering process because of high tender costs and because they
have not been party to the terms of reference for many of the CSP
reviews. Against most of these complaints, however, there are a
number of arguments that support the continuation of the CSP
initiative. The following pages attempt to weigh up the criticisms and
strengths of the CSP,

Understandably, ADP morale is the one issue most frequently raised
by Service personnel themselves. There is a perception among many
ADF members that they are bearing the brunt of the CSP, and of
another FSR initiative, the Ready Reserve (RRes) scheme. In a recent
address to the Australian Defence Correspondents' sociation, the
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the Defence Force (CDF),
of morale in the ADF. I

m

hat he spoke of:

... the state of the Australian
described as the impact upon them of the 'greatest period of
change in his 45 years in the Services'. While he saw this change
as permeating all levels of the ADF, because it had all come at a
rush, many people were put out of their "comfort" zones, and
accordingly, many were feeling 'less secure'.

... He added that many in the junior level of the Forces do not have
a good understanding of the workings of Government, and when
decisions had gone the wrong way, many had blamed the
respective Service Chiefs for not arguing the cause hard enough,
and as a result, there appeared to have been some lack of
confidence in the organisation. Morale was accordingly, 'patchy',
although generally good at operational bases, while the attitude in
support bases (those people being subjected to the greatest change
under programs such as commercial support - CSP), was 'less
good'.32

initiatives, has been associated
altered the functioning of the
Defence organisation. These changes are perceived to have im
on the careers of Service and Defence civilian personnel. In a
sored Soldier Attitude and Opinion urvey (SAOS) held in mid, it was discovered that most unifo d personnel were unhappy
with their career path.33 This dissatisfaction may increase as the
CSP is progressively implemented and the Program affects ADF service
conditions and esprit de corps.
ile ADF morale would appear to have declined as a result of the
sa
implementation of the CSP and other efficiency programs, t
is
countervailing view that the discomfort created by the
acceptable because of the savings that are being realised under the
Program. Some quarters in Defence and Industry have suggested that
the loss of what Admiral Beaumont called worker 'comfort zones' is a
small price to pay for greater work efficiencies.

32 Trevor Thomas, 'Editor's View', Defence Industry and Aerospace Report, Vol, 12
No.17: 2.
33 Cpl. Dave Bastian, Digger poll can

4 June, 1992.
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ti
a number of civilian critics have
progressive erosion
vice personnel are phasedout of many functions. Defence is aware of this problem and is
attempting to address the issue. The Department has sought to ensure
that essential core functions, or those activities that are integral to the
operational effectiveness of the ADF, are not to be included in the
contracting process? This fact suggests that if there is a loss in
ADF skills, those losses will be more to do with support capabilities
than operational capabilities. It is true, however, that the erosion of
some support functions could create an inconvenience for the ADF
given that some of these functions cover skills required in operational
areas, Skilled Service personnel in a number of areas use the same
skills in both support and operational units. Transferring the support
function to a commercial company will not directly affect the
availability of the skill to support an operational requirement.
However, the reduced 'pool' of skill would affect the options of the ADF
to post individuals to operational units either to compensate for
peacetime training requirements or to replace casualties on operational
nifomed support personnel will mean that
deployment. This 10s
in some areas the
11 be less able to maintain adequate
ents to perfom support tasks in an operational environment^
efence is anxious to avoid the loss of some of the
important support skills. Therefore, contracts signed under the CSP
are required to re-employ as many former Defence personnel as
practical. For instance Aerospace Technolo es of Australia Defence
(ASTA-D), was awarded contracts to main n and service both the
Army Squirrel and Blackhawk helicopters. Because ASTA-D had been
made responsible for the highest level of maint
of the Squirrel
personnel
on a
helicopters, the company agreed to employ 10
continuing basis to assist its own 57 staff in fulfilling the contract. It
is intended that the 10 Army personnel will be fully integrated with
ASTA, staff for the duration of the contract.%
The re-hiring of Defence personnel to perform Defence support
functions is intended to both reduce the number of personnel

34 CSP Manual, Annex B: %-Iand B-2.
35 Jason Clout, 'Military supply deals to Australian firms', Financial Rsw'ew, 1 July,
1993. The transfer of Defence personnel to commercial companies under the
CSP has created a number of problems. These workers, formerly public
servants, have sometimes been refused part or all of their redundancy packages
use they are claimed to be voluntary redundancies. Thk is not the case
given that they are being displaced by the CSP initiative.
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vent the total wast
this is essenti
t is claimed that the
must retain at least a resid
pability should the
contract not be renewed at some time in the future. But even with a
residual servicing pool, should the ADF need to re-establish this
capability in the future the start-up costs will be high. These start-up
costs include expenses associated with the re-establishment of an ADF
training program in this area. This fact suggests that even if the ADF
does retain a servicing capability for its helicopters, once that has gone
to industry it is likely to remain there.
(c)

e Creation of Industrial Unrest

A number of reports have linked the CSP to industrial unrest in the
Public Sector, For example, members of the South Coast Labour
Council (SCLC) and civilian workers from HMAS Creswell picketed the
Jervis Bay naval college in mid-August 1993because catering, cleaning,
gardening and base support services at HMAS Creswell were being
privatised under the CSP, The awarding of the contract went to a
French company SH
(Australia) Ltd., affecting 77 naval and 30
civilian personnel at the base. It was claimed that the contract would
save Defence $3 million over the life of the agreement. The SCLC
that:
Secretary, Mr ~ a t t e r ssaid
,

t is extremely disappointing that the trade union movement
should be forced into confrontation with the Federal Government
on this issue.
Privatisation is a discredited and socially destructive policy which
is inappropriate to a progressive Government representing the
Labour movement ...36
tensions have arisen at the Woomera base in South
I assumed responsibility for the running of the base on
October 1, 1993 and re-hired fewer workers at a lower rate of pay in
order to cut costs. Workers complained that not only are they now
earning less money but are also expected to pay as much as $300 a
week in rent for housing that was once subsidised. Many Woomera
employees have stated that they are not able to survive on their
revised contracts: some 300 hundred people have had to leave the
town. The Automotive Metals and Engineering Workers Union, among

36 Jim Baker, 'Protest mars naval base graduation', LlZawam Memuly, Aug 14,
1993.
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c o ~ ~ i t i o that
n s the ont tract represent^.^^

use of the 10s

'

and

(PSU) has warned that the pr
Defence functions will mean th
Mr Peter Robson,.. added, 'it seems strange that the Prime
Minister is criticising Australian companies for laying off staff,
when the Government's o w n Defence contracting initi
doing just that', The PSU' and other Defence Unions have
continually questioned the probity of the contracting program and
believe that it must be stopped immediately to enable the AuditorGeneral to examine the entire process.38
Peter Robson contends that the CSP runs contrary to the Federal
Government's commitment to reduce unemployment. This policy has
been endorsed by several Ministers recently, Kim Beazley noted in an
address to the 'Employment and Unemployment' seminar held at the
Australian National University, that We need to avoid the economic
and policy shocks which, in the past, have had such adverse impacts
on the labour market.t39 imilarly, Peter Baldwin noted at the
launch of the Innovation for Employment
(IES) that 'we want
that will reduce unempl
and generate
alia.'*'
Critics see the CS
a policy initiative
~ o u n t e rto these objectives and contri~utingto the unem
problem. Like ADF personnel, the Defence civilian workforc
its area of respons~bility
undermined by the CSP initiatives.
Noting the policy inconsistencies between the Government's avowed
position on unemployment and the CSP, the PSU is calling for an
immediate cessation of the CSP until an audit of the contract process,
, be conducted.
and its impact on the w o r ~ o r c e can

37 Martin Daly, 'Defence town anger spills into Senate', The Agep Oet 25, 1993.
38 Mr Peter Robson quoted in 'Ruffled Feathers on CSP'.

39 Kim Beazley, Minister for Employment, Education and Training, address to the
Employment and Unemployment Seminar, The Australian National University,
16 Aug 1993: 5.
40

See eomments by Peter aldwin, Mnister for Social Security, in Press Release,
'Ministers Launch Innovation for Employment Strategy', 27 Qct 1993.
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A number of claims have been made about the adverse impact that
'foreign' companies, engaged under the CSP, are having on Australian
company profits and Australian defence preparedness. In particular
the PSU has noted that not only do 'foreign' companies take contract
profits offshore but that their servicing of non-operational Defence
requirements in some way impairs the readiness of the ADF to respond
to a security crisis at short notice:
If current trends [in CSP contract allocation] continue, says the
[Public Sector] Union, overseas companies will gain a large share
of the management of Defence facilities. This raises serious
concerns about profits from these contracts going overseas, and
Australia's military independence being placed in jeopardy.41
There are a number of points that need to be made in relation to the
awarding of CSP contracts to 'foreign' companies. Firstly, the nature
of the CSP is to introduce competition to Defence acquisition and
logistics. By opening up Defence contracts to competition in this way
it is not surprising that some contracts have gone to 'foreign'
companies.42
econdly, it is ~ e c o m i n increasingly difficult to
determine wha c o m p ~ i e sare Australi and what companies are
as national economies become
inte~ationalised,
owned companies is
nition between 'Australian' an
now blurred by the fact that some companies
foreign origins have
Australian subsi
companies, and companies of Australian origin
are increasingly
d by foreign citizens. The CSP Office argues that
an Australian company is one that has an Australian Companies
Number (ACN). This paper will adopt a more restrictive definition,
arguing that a company is 'foreign' if it has an overseas parent
any. There are a number of difficulties with this definition but
by these standards it will be revealed that a majority of the
contractors are Australian companies.

41 'Ruffled Feathers on CSP', Defence Industryand Aerospace Rep&.13.
42

Senator Robert Ray noted in a hearing of Senate Estimates Committee B on 31
August 1993: B31, that he was not concerned about whether foreign firms or inhouse bids gained CSP contracts. In the context of a discussion on whether
foreign companies were repatriating their profits to their overseas parent
companies, Ray noted that: 'What we have said is that the bottom line is the
dollar - that is, how can we do it cheapest and save money.'
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'ng this paper's definition
activities43let to contract as at 1
ties were met by either
ercent were filled b
9.37 percent of the contracted activities were filled by a combination
of foreign companyAustralian company/in-house partnerships. These
percentages demonstrate that the bulk of the CSP contracts have been
awarded to either Australian companies or to in-house sources.
Furthermore, the CSP Office points out that most of the contracts
awarded to 'foreign' companies were related to catering, rather than
more important security and equipment servicing functions.
The claim that the involvement of 'foreign' companies will threaten
Australian defence independence seems unlikely given that they are
primarily responsible for catering functions, More importantly, it
should be noted that 'foreign' companies such as British Aerospace
Australia have been effectively serving Australian defence needs for
decades without any threat to the readiness of the ADF. It seems
unlikely that this will change because of the Commercial Support
Program.

Some sections of industry have expressed c o n c e ~about the nature of
the CSP contracting process. ~ r i t i c i s mhas been directed at: the lack
fence consultation about what services industry can provide the
; the persistently unclear statement of Defence's contract
requirements; industry perception that in-house bidders were privy to
more information than industry sources4*; and, the high costs
associated with tendering for Defence c tracts, as compared with
civilian work, It was noted that between and 4 percent of the final
project cost was expended in the tendering phase.45

43 For a comprehensive list of the activities and contracts that were covered by
Tier One of the CSP, =fer to Appendix One. Since this kt was compiled by the
CSP Office all activities have been decided.
44

Trevor Thomas, 'Editor's View', Defence Industryand A e m p c s hpr&Vo1.12
No.15, 10 Sept 1993: 2.

45 'CSP heads AEEMA's "lobbying agenda', Defence Industry and A e m p c e
Report, 10 April, 1992: 7. Industry sources allege that tendering costs for
contracts of approximately one million dollars are about 1.7 percent but note
that the percentage increases steeply as the contract drops below the million
dollar mark. With this in mind some companies have argued that there is no
point in competing for contracts less than one million dollars. This excludes
csmmereial corn titisn for the smaller c s n t r a c ~ ,which works a
competitive spirit of the CSP.

ove issues, t h

itio

ile indu
tracts as
many Defence activitie
t argues that this practice
ples. The Department of
is based upon sound
Defence argues that active competition between in-house and exhouse tenderers provides greater e f f i ~ i e n c y . ~ Defence
~
also
suggests that competition gives management an 'incentive to get on
and win the business in the activi being tested.' Thi
important characteristic of the CSP ogram according to
General Gower.*?
0

Defence and industry agree that a form of 'partnering' is necessary
to stabilise the Defence/contractor relationship once the contract
has been awarded. Industry suggests that while the competitive
relationship is desirable during the tendering phase, it is
counterproductive once the contract has been signed. In order to
stabilise the Defence partnerships with industry it has been
suggested that contracts should be 5 - 7 years rather than shorter
if the relationship between contractors
terms.48 It is cla
and Defence is
there will be a greater productivity
dividend for Defence.

commercial contracts b
costs of contract administration onto commercial tenders but not
onto in-house bids. F u ~ h e r m o r e ,it is argued that while the
commercial bidders must provide quality assurance for their work,
no such requirement is made of the in-hwse bid.
consequence of this the costs of the in-house bid are less
those of the commercial tender. To surmount the perception that
Defence is able to make its own bids look more attractive at the
expense of private industry,
suggests that 'competing bids

46. Major-General Steve Gower, Assistant Chief of the Defence Force - Logistics,in
Compendium of Division Heads' Forum m2
eq 27 November 1992, p.32.
47. Gower, p.32.

for the provision of non-core a c t i ~ t i e must
s
include
149
11 relevant overheads and financial
has also recommende
by an independent Tender pan
continue to feel that the CSP contracting process lacks credibility
while there is no independent external party to monitor and
evaluate contracts, It has been suggested that this is probably the
only area where Defence does not have an external auditor,
The implication of these criticisms maybe that sections of industry will
not be fully convinced that Defence has grasped the rationale of t
CSP and may doubt that it is willing to enter into a closer relationship
with commercial industry. Yet the thrust of policy is that a
partnership is required to expand the basis of the ADF's logistics
support in the community and to allow the diversion of personnel fro
civilian-style support activities to combat oriented operati
requirements. If industry views have substance there must be some
doubt if these policy objectives will be fully realised.
The Australian Electrical and Electronic Manufacturer's Association
) argues that industry is best placed to determine what it can
ot provide for efence, and that it should be consulted b
tenders are called. In
er to overcome the perceived ~roblem$
r e ~ o m m e n ~ etod Senator
that:
dustry should, in cooperation with the
F, participate in the
tion of activities for commercialisation
er the CSP on the
basis that indust
most aware of its capabilities to provide
commercial support. AEEMLA's view was that competing bids from
the ADF for the provision of non-core activities must include all
relevant overheads and financial aspects, be open to industry
scrutiny and be assessed by an independent Tender panel?'
a

To answer these criticisms about Defence's lack of consultation with
industry the CSP Consultative Forum was established in April 1992,
Recognising the validity of many of the afore~entionedproblems, the
Working Group on the Information Needs of Industry (part of the CSP
that:
Consult at ive orum) recommende in mida~993

49.

'CSP heads AEEMA's "lobbyin agenda', Defence Industqy and A e m p m
Report, 10 April, 1992,: 7. See quotation number 51 for the context of these
remarks.

50. 'CSPheads AEEMA's "lobbying' agenda'.
1 'CSPheads AEE
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nce place more emphasis

SORs and ITR [invitations to register interest] data packs should
contain: a clear statement of the scope of the activity, including
any restrictions or exclusions, a clear statement of the
requirements in outcomes/output terms, appropriate factual
information about current workload and staff numbers and
classifications (ie: details of the activity as it is currently carried
out), an indication of the weightings for relative importance of
evaluation criteria, and reference to how elements of the task
might be undertaken only where this is necessary, together with
an explanation of the reasons for this, It is further suggested that
SORs and IT& be constructed in such a manner to eliminate
uncertain or changing requirements (avoiding vague or open-ended
statements); that Defence, as far as possible, schedule CSP
activities in a more even and consistent manner in order to
maintain a smoother workflow for industry; and that greater
access to information be encouraged through careful choice of
contact officers and provision of industry briefings and open
days.52
If adopted by Defence, these recomm
g CSP contracts. There is,
no indication th
ndations are being impleme
oposed ~ e a s u r e sdo n
above. Indust argues that Defence must seriously
examine: the need to a point an independent body to oversight the
awarding of contracts to either in-house or external bidders; and the
wisdom of adopting a 'partnering' MoU in the CSP process to alleviate
the adversarial relationship that has evolved between in-house and
commercial contractors during the tendering phase.
ilst many industry complaints may arise from self-interest, the
consistency of the impressions held by commercial bodies indicates that
Defence should look seriously at criticisms if the CSP is to gain
unequivocal support and attract a wide field of tenders. If, in future,
private industry perceives little advantage in tendering for defence
support functions, there may be inadequate competition among
tenderers to ensure either the efficiency or quality that is being sought
under the CSP. The ability of the Program to sustain the cost
reductions required under the long-term financial plans may not then
be realised.

52 Trevor Thomas, 'Editor's View', 10 Sept 1993: 2.
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rationalise defenc
Performance outcomes for Tier 1indicate that substantial savings will
be achieved through the introduction of commercial competition into
Defence support and supply. The CSP Office has noted that under
Ties 1Defence will have recurring savings of $43.4 million per annum,
with three more activities to be let. Overall projected annual savings
currently resulting from Tier 1 and Tier 2 contracts are claimed to be
approximately $79 million. Some Defence and industry sources have
indicated that by the end of the CSP implementation phase, annual
savings of $200 million will be likely. The release of these funds for
other defence priorities such as personnel and capital equipment
procurement will not finance all of the initiatives proposed by the 1987
'White Paper but should go some way toward funding a number of the
more imperative capabilities.
'While the CSP's budgetary successes seem assured, there are a number
of externally-sourced criticisms that threaten to undermine the
credibility of the Program and perhaps its functioning as well. This
paper identified five major areas of criticisms.
of the Defence Force, Admiral ~ e a u m o n t ,
F morale has suffered
of the implementation of the Force
upport Program.

F skill base is being
Secondly, there have been claims that the
depleted by the tendering of support functions to industry. It is
argued that even though civilians may be able to perform many of
the ADF support functions in peacetime, they could not be
expected to fulfil these functions in a combat zone. In time of
conflict it is argued that the Defence Force will need to perform its
own support requirements.
Thirdly, industrial unrest has resulted from some of the decisions
made under the CSP. The Public Sector Union has noted that it
is opposed to the CSP and argues that the Program should be
halted until a full inquiry into the impact of the CSP on the
workforce can be conducted.
Fourthly, it is alleged in some quarters that the awarding of some
CSP contracts to 'foreign' companies is not only depriving
Australian industry of Defence business but that the participation
of these 'external' companies will in some way compromise
ustralia's defence posture.

e &fen

mem'd S

to be little more than in
consideration.
If the Department of Defence is seen to address the above criticisms of
the CSP, there is likely to be greater support for its Commercial
upport initiative. Not only will the sympathetic treatment of external
concerns result in better pub relations for Defence, which was a
central theme of the Wri
port, but it is likely to encourage a
wider field of tenderers and thus improve the efficiency and the
savings under the CSP,
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