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17 July 2014 
 
Committee Secretary 
Senate Economics Legislation Committee 
PO Box 6100 
Parliament House 
CANBERRA  ACT  2600 
 
Attention: Dr Kathleen Dermody 
 
Thank you for your email dated 14 July 2014 regarding the Senate Economics References Committee 
Inquiry into the future of Australia's naval ship building industry, in which you sought a submission 
from the Australian Industry & Defence Network (AIDN). I’m pleased to be able to provide a 
submission to Part I of the inquiry, which is attached. 
 
The Australian Industry & Defence Network Inc is the peak industry association for small-to-medium 
enterprises (SMEs) wishing to do business in the Defence and Security sectors. Established in 1995, 
AIDN represents the interests of Australian SMEs in the defence and security industry sectors by 
advocacy, representation and member services. 
  
AIDN is made up of State and Territory chapters with a combined membership in excess of 800 
principal SME companies. Its chapter structures are optimised to reflect the nature of the defence and 
security industries in each State and Territory, which ensures that its national direction is informed by 
a full range of industry views. 
 
Representatives of the AIDN are willing to attend hearings related to this inquiry. 
 
Should you need any additional information, I invite you to contact Sue Smith, Executive Officer, 
AIDN. 
 
Yours sincerely 
 
 
 
Alan Rankins 
AIDN President 
 

Future of Australia’s naval shipbuilding industry
Submission 7



2 

 
 
 

Australian Industry & Defence Network Inc (AIDN) 
 

Submission to the  
 

Senate Economics References Committee 
 

on the  
 

Inquiry into the future of Australia's naval ship building industry 
Part 1 

 
17 July 2014 

 
 
Introduction 
 
The Australian Industry & Defence Network (AIDN) welcomes the opportunity to make a 
submission to the Senate Economics References Committee on its inquiry the future of 
Australia's naval ship building industry. 
 
The inquiry is appropriate and timely, noting that it provides an opportunity to offer 
constructive views on the state of, and additional measures to improve, support to Australian 
Defence related small and medium enterprises (SMEs) within the naval ship building sector. 
 
Preamble 
 
Naval shipbuilding is an important contributor to the Australian economy. It directly employs 
some 6,000 people, and indirectly nearly 15,000 people. The industry makes a contribution to 
the Australian economy of between (conservatively) $1.5 billion up to around $2.3 billion 
(based on total multipliers) per annum. 
 
Around 7,400 full time equivalent (FTE) jobs across Australia can be attributed to the 
production of naval vessels by the five largest prime contractors in the industry. In addition, up 
to 7,560 FTE jobs can be can be attributed to the activities associated with through life 
support of naval vessels. Thus, the total FTE jobs generated across Australia – and including 

Future of Australia’s naval shipbuilding industry
Submission 7



3 

direct employees, contractors and other flow-on jobs – is nearly 15,000. Because this is 
based on the sample of the five large contractors only it is a conservative estimate. 
Of the potential $2.3 billion contribution from naval shipbuilding and through life support to the 
economy, the majority comes from the production side ($1.3 billion); however, the contribution 
from TLS is still highly significant ($975 million). 
 
Supporting the prime contractors for each major naval shipbuilding project is an extensive 
network of suppliers, especially small to medium enterprises (SMEs). Historically, the level of 
Australian industry involvement in naval shipbuilding has been high; approximately 70 per 
cent of the total contract value of the ANZAC, Minehunter and Collins programs was met by 
Australian industry. For the ANZAC and Minehunter projects there was also a high level of 
Small to Medium Sized Enterprise (SME) involvement (approximately 90 per cent in each 
instance). Although in recent ship builds i.e. AWD & LHD this figure will not be as high due to 
contractual issues around using overseas suppliers. 
 
Australian SMEs are finding it much more difficult to be involved in ship building projects in 
Australia because more often than not the Defence Department’s Value for Money (VFM) 
criteria only considers the short term acquisition costs and this drives procurement often to an 
overseas supplier.  A more holistic “Whole of Life” VFM criteria would ensure a more realistic 
appraisal of competing bids.  In addition, the administrative processes to procure internally via 
the Foreign Military Sales (FMS) process is so streamlined when compared to the overly 
bureaucratic and risk averse process of procurement direct in country, hard-working public 
servants will, naturally, take the easier path.   
 
Successive Governments have championed a healthy Australian defence industry, including 
the need to foster essential in-country industry capabilities for defence self-reliance. AIDN 
welcomes this as an ongoing, desirable policy commitment but sees little progress or 
adherence to the current Industry Policy in a practical sense, noting this government has yet 
to finalise its industry policy and signs are encouraging. 
 
As one AIDN member pointed out: ‘Like most industry members, I was absolutely shocked by 
the latest Federal Government announcement on the purchase of replenishment ships 
excluding any Australian industry participation. 
 
From my perspective, this is absolutely appalling and most likely another low point in the 
future of the Australian Defence Industry. 
 
After many months of industry consultation in regards to the unsustainable workload of 
Australian ship yards this outcome was a kick in the guts from the Government. Only recently 
the Government said that it will not be pressured in regards to an announcement awaiting the 
release of the Defence White Paper scheduled for next year. 
The reasons given (lack of competitiveness) for this decision are also not credible given that 
one of the ship yards, ASC is government owned. Not only has the government the 
responsibility to address the issues at ASC but over the last few years, it has actively 
undermined attempts by the industry to rationalise the number of companies building ships in 
Australia. As an example, Tenix prior to selling their ship building assets approached the 
Government with the intent of buying ASC. This was declined and Tenix sold those assets to 
BAE Systems. 
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The other reason given is that Australia lacks the industry capability and capacity to build 
these ships. This is another wrong statement as we have world leading ship designers and 
builders such as Austal who are currently designing and building ships for the US Navy.’ 
 
Response to Part 1 Inquiry Points  
 
(a) The reasons for the Government's decision in June 2014 to exclude Australian-based 

defence industry from tendering for the replacement of HMAS Success and HMAS 
Sirius, and instead have a restricted tender for Spanish and South Korean 
shipbuilders. 

 
AIDN response: The reasons for this decision can only be provided by DMO. 

 
(b) The capacity of Australian shipbuilding to carry out, in part or in full, the construction 

and fit-out of two auxiliary ships to replace the Navy's HMAS Success and HMAS 
Sirius. 
 
AIDN response: Over the last year there has been considerable discussion around the 
‘valley of death’ for naval ship building with the completion of the block builds for AWD, 
and the completion of the LHDs, which will all be completed in 2016.  AIDN has 
regularly promulgated that there should be a continuous ship build primarily motivated 
by recognition that this approach could improve the throughput economies of local 
build and, in particular, could eliminate the substantial ramp up/ramp down costs 
associated with local batch building. 
 
The current gap between projects (AWD & LHD) may force every major Australian 
naval shipbuilding company, with the exception of ASC, to ‘start ramping down 
production’ and with considerable job losses. Industry representatives have raised 
concern that there will be considerable loss of skills, talent and industrial capability as a 
result. In some extreme instances the period of low demand may force the closure of 
infrastructure and facilities supporting the industry. 
Important also here is the fact that volatile demands for shipbuilding can work against 
the capacity of Australia to sustain the full range of SMEs that might be commercially 
viable, and competitive, under a continuous build model that supports greater 
confidence in continuing demand for key services. 
It is essential for Australia’s sovereignty that we maintain some form of ship building 
and repair capacity in Australia.  
 

(c) The role of the Department of Finance and/or Department of Treasury and/or 
Department of Defence, the Finance Minister and/or the Treasurer and/or the Defence 
Minister, in the Government's decision to exclude Australian defence industry from 
tendering for the auxiliary ship replacement project. 

 
AIDN response:  As mentioned previously Defence/DMO’s Value for Money (VFM) 
criteria only considers the short term acquisition costs and this drives procurement 
often to an overseas supplier.  A more holistic “Whole of Life” VFM criteria would 
ensure a more realistic appraisal of competing bids. Department of Finance and 
Department of Treasury also need to recognise the economic values for VFM. 
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(d) The feasibility of including Australian industry participants in the tender process for the 
replacement auxiliary ships. 

 
AIDN response:  It is essential for the ship building industry that Australian industry 
participants are given the opportunity to tender. Because their tenders will be over 
$20M they will also have to include an Australian Industry Capability plan, which 
should also be enforced over the life of the project, if an Australian company is the 
successful tenderer.  
The Minister for Finance recently commented on Professor Winter’s report to 
Government: ‘Now the main problems with the project (AWD) as we have inherited it is 
that there were problems with the initial program plan, there were problems with 
inadequate government oversight, there were problems with the alliance structure 
which seemed incapable to manage issues if and as they arose and there were also 
problems with the performance and capabilities of ASC and major subcontractors. As 
the Government, we are totally committed to ensure that this program is put back on 
track, that it is delivered in the most cost effective way possible, which is why we have 
decided to adopt the recommendations made by the Winter Review in principle while 
we now proceed with working through some of that detail.’ 
Currently the Australian naval ship building industry is not a level playing field.  
AIDN recommends that the Winter Review should be released to industry so that they 
are aware of the implications of recommendations made by Prof Winter. 
 

(e) The management and performance of DMO that contributed to the Government's 
decision to exclude Australian industry from tendering for the replacement auxiliary 
ships. 

 
AIDN response:  The reasons for this decision can only be provided by DMO. 
  

(f) Any related matters. 
 

AIDN response:  We will provide more information for Part 2 of this inquiry. 
 

Conclusion 
 
Due to the very short time frame for responses to Part 1 of this inquiry we have provided 
some input. However, we fully intend to make a more formal/detailed submission to Part 2 
‘Broader inquiry into the future of Australia's shipbuilding industry’. 
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Attachment A – Gary Stewart & Lean Design Australia submission 
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