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Abstract 

The Australian Department of Defence manages major capital procurement as part 

of its requirements to build defence capability. Over three decades, reform programs 

have been implemented to resolve the failures within defence procurement and each 

of these reform programs has had mixed success. While processes and procedures 

are changed, there is little change in the performance of major procurement. 

This thesis posits institutional corruption as one possible reason for the poor 

procurement results that occur within the Australian Department of Defence. To 

determine if institutional corruption is the cause two case studies of major capital 

equipment projects were conducted to determine if there is a strategic influence, 

which undermines or corrupts major procurement projects. These case studies have 

shown that the formation of grey networks build a power imbalance, which is the 

strategic influence causing institutional corruption within the Australian Department 

of Defence’s procurement projects.   
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1. Introduction 

“…if I don’t want something to happen in Defence my tactic is to send it on 

whatever process we have designed, because that is an absolute guarantee that 

it will not succeed.” (Brown 2014, p.6) 

The opening quote from Air Marshal Brown, while delivered tongue in cheek in some 

respects, has an element of truth to it. His further observations on the matter 

indicated that the behaviour of personnel within Defence were the barrier to success 

not the system itself (Brown 2014). This commentary unknowingly hinted at a 

broader issue facing the Australian Department of Defence, one that still inhibits its 

ability to achieve results in certain endeavours.  That issue is the one of institutional 

corruption. 

When most people discuss corruption, it would be fair to assume that their thoughts 

immediately move towards bribery. The actions of a corrupt public official taking 

money from an unscrupulous citizen for their own purpose. However, corruption is 

much more than this simplistic view and while there may be some ‘traditional’ 

corruption present in the Australian context, the more insidious and dangerous 

corruption is the type that is not spoken of, nor recognized; that of institutional 

corruption. This is the type of corruption that perverts the internal workings of an 

agency through lawful means. This research will focus on this type of corruption, 

particularly in the context of military procurement for the Australian Defence Force 

(ADF) and its impact upon the capability of the ADF to undertake its role. A review of 

the literature shows that, while there has been significant research into defence 

procurement and corruption within defence organisations worldwide, there is little 

research into corruption that is not the traditional form. Many studies look closely at 

the issues of corruption in defence procurement but only one has been found that 

discusses institutional corruption, but not the cause of such corruption and how it 

may impact upon procurement outcomes and hence, on to military capability.  

Repeated audits by the Australian National Audit Office (ANAO) have highlighted 

deficiencies in the procurement and delivery into service of major capability 

equipment, which have according to the ANAO, been plagued by delays and cost 
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blow outs (Australian National Audit Office 2013b). The consistent advice in this 

space has focused on processes and procedures, structural weaknesses and training 

and recruitment of professional project officers (Australian National Audit Office 

2012a).  What appears to have been missing from this discussion is whether this 

failure could be due to an underlying issue of institutional corruption, whereby: 

“…there is a systemic and strategic influence which is legal, or even currently 

ethical, that undermines the institution’s effectiveness by diverting it from its 

purpose or weakening its ability to achieve its purpose, including, to the extent 

relevant to its purpose, weakening either the public’s trust in that institution or 

the institution’s inherent trustworthiness.” (Lessig 2009, p.2) 

The underlying strength of the military and public service elements of the Department 

is the strong sense of loyalty within the three military services, and the policy 

direction to work collegiately across the Australian Public Service (Beale 2011). This 

loyalty along with the internal systems of each service and the Australian Public 

Service leads to strong personal networks that produce effective results. These 

strong personal networks then produce a systemic and strategic influence, which is 

legal and supported. However, the development of this loyalty, the internal systems 

and personal networks may become narrowly focussed on the objectives of the 

individual military service or civilian group within Defence, leading to behaviours that 

may undermine the Department’s effectiveness by weakening its ability to achieve 

the broader governmental objectives. This may form part of the strategic influence of 

institutional corruption that will be considered in this thesis.  

Chapter 2 will outline the possible factors that may cause this institutional corruption, 

including power imbalances developed inside elements of Defence and such 

activities as networks that are built for legitimate purposes which may then be 

diverted from their true purpose by the dominant military or public service cultures. 

These legitimate networks can develop systems parallel to the Defence’s own 

internal systems. These parallel systems are then used to overcome the legitimate 

bureaucracy and processes that are considered blockers to progress, but in time 

create unhealthy relationships that pervert outcomes, and may become dark 

networks engaging in truly corrupt and illegal practices. The chapter will look at the 

typology and behaviours of what will be coined: grey networks. These grey networks 
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are indeed influence markets (Johnston 2005; Johnston 2010; Gliga 2014) that affect 

capability through providing undue internal influence on the process of procuring 

military equipment. The thesis will investigate whether grey networks work effectively 

together to ensure the protection of themselves and their own idea of what should 

happen at the expense of the ADF, Defence and national objectives.  

To understand the context that the thesis is considering, Chapter 4 will outline the 

structure of the Department of Defence, the procurement process and the issues that 

occur in the procurement process. Given the complexity of the Department of 

Defence, and the interaction between the department, industry and the government 

there is a need to understand the context of the department when considering the 

case studies.  This is not to say that the development of networks, groups or loyalties 

to groups within the Defence and beyond represents a bad outcome. When suitably 

employed, diligently supported and oversighted, and in the right context, these 

networks provide a powerful capability within themselves (Bryan et al. 2007).  Of note 

is that while this thesis focuses on the poor outcomes of defence procurement, this is 

only one activity of Defence. According to those personnel interviewed, in general 

procurement within the Defence is successful in most cases of the time.  Defence’s 

other activities, including operations are well planned and well executed, and do rely 

on the strength of networks (Australian National Audit Office 2001).  However, when 

these networks can produce poor outcomes and behave in a manner which may 

corrupt their official duties. If so then the results can and are spectacular, as will be 

outlined in the two case studies. 

What should be noted throughout this thesis is that the proposition is not that bad 

people are doing bad things for bad purposes. The proposition is that people are 

doing things for good reasons, and inadvertently creating bad outcomes. Air Marshall 

Brown’s (2014) comment above relate to this issue and this thesis will explore 

whether the Defence suffers from this ‘Institutional Corruption’ through the two cases 

studies on major Defence procurement in Chapters 5 and 6.  
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2. Institutional Corruption, Power Imbalances and Grey Networks 

2.1. Introduction 

In this chapter the thesis will concentrate on outlining why institutional corruption is 

the best theory to explain the poor outcomes in defence procurement. Lessig (2009) 

outlined succinctly that ethicists needed grow up and realise that not all bad 

outcomes come from bad people. Indeed, his view was that there had to be a 

realisation that any “…systems of incentives, or economies of influence, might 

advance or deter a collective objective.” (Lessig 2009, p.2). His view that actors 

within an agency may act with good intent but inadvertently divert the organisation 

from its intended outcome may well provide an answer to defence procurement 

issues (Lessig 2009).  Not all failures or compromises within a defence procurement 

process can be put down to bad behaviour. General corruption theories do not 

always explain the consistent difficulties that can deter a defence project from 

success.  

Research indicates there is evidence to support that there are mechanisms available 

that could explain how poor outcomes can occur from a financial, economic and 

sociological perspective. Much of the literature found on defence and corruption 

focussed on abuse of office or bribery, while Transparency International focused on 

typology of risks in defence procurement (Cover & Mustafa 2014). However, a review 

of the literature suggests that the problem would appear to be sociological in that it is 

the people within a defined system that are creating the poor outcomes, not the 

mechanical aspects of the procurement system or process itself. In addition, the only 

research that covers a situation whereby the outcomes are poor but there is no clear 

illegal influence on the process is Thompson’s and Lessig’s research into institutional 

corruption (Lessig 2008). If there is institutional corruption, there must be a strategic 

influence driving it, which itself must have a mechanism to facilitate its progress. In 

this literature review, there appears to be some suggestion that the strategic 

influence may well be power imbalances, with the facilitating mechanism being some 

form of network.  
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2.2. Behaviour versus Systems and Processes 

Going back to the quote of Air Marshall Brown (2014) at the introduction of this 

thesis, his view was that regardless of the system in place people will create barriers 

to success. In his interview and interviews with other senior Defence personnel, the 

department had a barrier that was consistent across all activities, and this was the 

behaviour of the people in the system. Therefore, to determine what creates the 

significant difficulties within defence procurement requires a review of the behaviours 

inside the processes not the processes themselves. Within Australia, multiple 

reviews into defence procurement have focussed on the systems and controls 

around the system in an effort to improve the performance of the Defence.  However, 

while these reviews regularly recommend improvements, subsequent Australian 

National Audit Office reports into capability development within Defence has shown 

that very few of them have been implemented (Australian National Audit Office 

2013a; Australian National Audit Office 2012a). Therefore, if the systems are not 

being improved, then it can only because the people in the system refuse to change. 

Therefore, the research needs to look beyond procurement systems and consider the 

behaviours of the people within a procurement system. 

There are several hypotheses that can be brought forward to determine what has 

created the circumstances within an organisation that has the lapses the Defence 

has suffered in procurement.  Passas (1999) argues that criminogenic asymmetry 

creates the corrupt behaviour and reducing the asymmetry in systems will resolve 

this problem (Duyne et al. 2014; Passas 1999). However, this only looking at 

structure and rules creating the behaviour rather than the behaviour itself.  Even with 

a perfect system people will deviate to achieve aims that are not in the best interest 

of the organisation, and hence the response that states that the system must be fixed 

does not deal with the entire problem. This is of importance if people within the 

system themselves refuse to change in line with a new system. Pfeffer and Salancik 

(1978) provide an alternate theory whereby organisations behave in a particular way 

because the struggle for limited resources creates concentrations of power and 

countervailing behaviour (Alam 1995) from those without power. This view is 

supported by Casciaro and Piskorski’s (2004) work on measuring power imbalances 

created by resource dependency and Allam’s (1995) work on countervailing actions. 



 

15 

 

Here they posit that power imbalances created by interorganizational dependencies 

become road blocks to achieving mergers and acquisition in private industry 

(Casciaro & Piskorski 2004; Benson 2016; Guo 2005). These are not illegal or 

unethical behaviours but behaviours that emerge when individuals, teams and 

organisations react to a threat to their survival, influence or autonomy (Pfeffer & 

Salancik 1978). Further work by Guo (2005) shows empirical evidence that 

organisations with high resource dependency are more likely to collaborate, until they 

are large enough to secure resources.  This research posits that information 

exchanges through interagency networks are required to support its activities when 

an organisation is small. Here is the first mention of networking theory and its 

interaction between resource dependency and networking behaviour.  There are 

discussions within this is about how formalised superior authority forces sub-

organisational units to collaborate with external agencies to achieve their directed 

aims (Guo 2005). Therefore, in this context there is growing development of a view of 

how the environment influences the connections between agencies, internal and 

external to any organisation.  Availability and security of resources, or the stability of 

the organisation (Guo 2005; Pfeffer & Salancik 1978; Burt et al. 2004) in regards to 

resources can have an influence on how an organisation behaves.  

Following this line of reasoning, the interaction between parties and the resource 

dependency between them will determine their freedom of action. In regards to the 

Defence situation there has been evidence that regulatory bodies as well the 

Australian Parliament have in succession been unable to resolve issues surrounding 

defence procurement. The conclusion from this is that while the Defence is reliant on 

government to provide resources, the size of the department as well as its influence 

in society ensures it is more difficult to manage (Pfeffer & Salancik 1978). Hence, 

when talking about behaviours the research needs to look further to provide for 

influences that go beyond structure and into other arenas. If there are governance 

systems in place that can control a process, there should be little evidence of poor 

behaviour. This is not true in the Defence case whereby there are significant failures 

in process and oversight (Australian National Audit Office 2008). In this regard 

though there should be some consideration that other influences are driving the 

behaviour. Ashforth and Lee (1990) discuss this issue as a defensive reaction rather 

than a proactive reaction to certain issues. The explanation is that personnel do not 
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plan to divert the outcome but do so in the belief their actions are for the good of their 

group. This defensive reaction relies on behaviour that ensure no interference in an 

organisation’s activities. One consideration could be given to Agnew’s (2001) 

commentary on Strain Theory, whereby objective strain produces countervailing 

actions by personnel within agency (Agnew 2001). In the case of the Defence, when 

faced with politicians requiring fast answers to complex problems, an intractable 

customer and service provider, strain theory may come to explain some elements of 

bad behaviour. However, the Defence has systematically ignored efforts to improve 

its performance and there is a view that there is systemic problem (Australian Senate 

2012). So, strain theory may explain some behaviours but not the systemic 

behaviours. More interesting is the theory put forward by Ulrich and Barney (1984) 

that in complex bureaucracies when governance systems become too costly a clan 

governance mechanism may emerge. Suffice to say the clan based mechanism is a 

normative process which socialises personnel within it to operate in a particular 

manner, a feature of military services (Heide 1994; Ulrich & Barney 1984).  

Before the thesis can look more closely at this issue of power imbalances and 

networks, it needs to take regard of corruption generally. In particular, corruption as a 

function of an abuse of office or abuse of trust.  

2.3. Corruption Defined 

Corruption is normally defined narrowly in terms to allow the use of condign power by 

law enforcement authorities.  For example, Australia formally defines corruption 

through the Australian Standards, which under the finance laws is legally binding 

upon Commonwealth government agencies, including departments of state. This 

definition is: 

“Dishonest activity in which a director, executive, manager, employee or 

contractor of an entity acts contrary to the interests of the entity and abuses 

his/her position of trust in order to achieve some personal gain or advantage 

for him or herself or for another person or entity. The concept of ‘corruption’ 

within this standard can also involve corrupt conduct by the entity, or a person 

purporting to act on behalf of and in the interests of the entity, in order to 
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secure some form of improper advantage for the entity either directly or 

indirectly.” 

(Standards Australia 2008, p.15) 

Breaking this down, the standard defines that it is an abuse of trust not only by those 

who are a part of the organisation, but also persons who are contracted to the 

organisation, and more importantly the entity itself. This definition is quite broad in 

that it determines that an entity itself can behave corruptly, which means that if the 

institution has a culture that leads to or is known to lead to corrupt acts then the entity 

itself is, by definition corrupt.  Sutherland’s (1940) research on the idea of direct or 

indirect ‘improper advantage’, whereby the  entity may act or have others act upon its 

behalf to gain an advantage that may not be for it, but may have delayed gratification 

or in support of some other goal (Sutherland 1940) may lead to the idea that an 

agency as a whole may act improperly but not for direct advantage.  This may well 

relate to groups or subgroups within an organisation. 

In the Australian context abuse of trust focuses on the trust that the position affords 

the owner or occupant of that position (Johnston 2005; van der Does de Willebois et 

al. 2011; Miller 2014). The idea that the advantage accrued by that individual may be 

legal or illegal is irrelevant in the context that the trust is broken, the reputation is 

besmirched and confidence in the leadership, position or authority is weakened by 

that abuse. This abuse of position does not necessarily mean that the occupant is 

accepting bribes or personal gain, but is acting in breach of the trust of the position to 

deliver an adverse outcome to the entity. Additionally, the impact may be wider than 

just the entity involved, spreading into the broader community. At a strategic level the 

abuse of position could be in the development of government level policy or contracts 

which can favour certain parties over another.  

This is supported by the anthropologist’s approach which pushes the boundary of this 

definition from purely illegal acts to contextual corruption, where the social reality of 

the situation and corruption may be illegal or illegal dependent on the legal 

framework in which it occurs (Torsello & Venard 2015). This reinforces the need for 

viewing a definition of corruption more broadly than systems and more on the social 

interaction of people within the system (Torsello 2011). 
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Therefore, if we reach back to the concept that whether the advantage accrued is 

legal or illegal being irrelevant, the definition of abuse of office provides a means to 

understand that corruption is more than bribery. Corruption in this context is about an 

adverse outcome for the entity the official is working as a part of and is responsible 

to, when taking action.  The process or outcome has been corrupted and produced 

an adverse result for the entity by the abuse of office – whether the actions are 

considered legal or not. The importance of this is the context in which the ADF and 

APS works, and the expectations of the Australian community. If it could be said that 

the laws are community expectations writ large (Clark 1942), the community 

expectations of the ADF and the APS are that those in positions of trust will not act 

contrary to the best interest of the ADF and Australian government and abuse their 

positions of trust in order to achieve some personal gain or advantage for themselves 

or for another person or entity (Standards Australia 2008; Lapalombara 1994). In 

saying that, while the general community may not understand this distinction, the 

entity obtaining the advantage may well be a military service or group within Defence 

and not the ADF or government, and this gaining an advantage may be contrary to 

the interests of the broader ADF and the government. In addition, the advantage 

gained may not be personal but agency specific, meaning while the agency achieves 

a positive outcome, key stakeholders do not. 

2.3.1. Corruption – an Alternate View 

The Australian approach is based on deviance from accepted public roles in pursuit 

of personal gain (Williams 1999).  Essentially viewing corruption as the interface 

between public and private arenas, where there is intersecting interest for agents 

involved (Heywood 1997; Rose-Ackerman 1996; McCusker 2006; OECD 2009; 

OECD 2014). This approach has some flaws in that it does not allow for the concept 

of blurring of public and private interests, nor clearly defining what a private interest 

may be even if it is the pursuit of public good. An alternate view to the Australian 

context is to move from the legal approach to William’s (1999) definition below. This 

social science approach removes the concept of public office and moves towards 

viewing corruption through the lens of the decision making process.  

“Corruption is an extra-legal institution used by individuals or groups to gain 

influence over the actions of the bureaucracy. As such, the existence of 
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corruption per se indicates only that these group participate in the decision 

making process to greater extent than would otherwise be the case.” (Williams 

1999, p.506) 

Therefore, this perspective leads to the question of whether this is a rent-seeking 

(Hasen et al. 2014) problem or a principal-agent (Grossman & Hart 1983) problem. 

The definition in the Australian standards is based on an approach to stopping rent 

seeking. However, in defining rent seeking as personal gain (Tollison 2012) how 

does impact upon a situation where the ‘personal’ gain is actually the capturing of 

rent for institutional purposes? Does the standard hold if there is no personal gain but 

the behaviour ensures deviancy from normal bureaucratic processes, and produces 

a result that is not in the best interest of the entity as a whole? In the case of military 

procurement, is it possible to define the activities of the Defence groups and services 

as rent-seeking? 

In addition, the assumption that only the agent behaves corruptly, hidden from the 

principal due to information asymmetry (Grossman & Hart 1983), is of interest here 

depending on who is the principal and who is the agent, and there may be some 

cases whereby the principal is corrupt and the agent is satisficing, not maximising the 

return (Williams 1999). In this situation, it may be both the principal and the agent 

who are undertaking some form of satisficing, the former to their political masters, 

and the latter to the principal. The differential being that the latter may well hide the 

fact that their satisficing is delivered through corrupt but legal behaviour. 

The final definition to review is that of deviancy, whereby there is a narrow definition 

with broad impact: 

“Corruption is behavior which deviates from the formal duties of a public role 

because of private-regarding (personal, close family, private clique) pecuniary 

or status gains; or violates rules against the exercise of certain types of 

private-regarding influence.' This includes such behavior as bribery (use of a 

reward to pervert the judgment of a person in a position of trust); nepotism 

(bestowal of patronage by reason of ascriptive relationship rather than merit); 

and misappropriation (illegal appropriation of public resources for private-

regarding uses).” (Nye 2013, p.419) 
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Hence, the idea of deviancy from the formal duties and accountable behaviours laid 

down in the rules and ethics of an organisation, can be defined as corrupt behaviour. 

Therefore, in the Defence, any behaviour that deviates from the formality of a 

position, could be seen as an abuse of office or corruption. The elegance of this 

argument is that this behaviour does not necessarily equate to unlawful or unethical 

behaviour. This is the preferred definition of this thesis as it is also supported by the 

anthropological approach. If this is the case, we then need to look more closely at 

other forms of corruption to capture fully the situation. In this case, institutional 

corruption  

2.4. Institutional Corruption 

Gliga (2014) considered the issue of institutional corruption in regards to defence 

procurement, stating it could be there but required further study. However, this 

conclusion came from looking at the United States defence procurement in light of 

the revolving door syndrome, with ex-military officers being hired by industry (Gliga 

2014). There was no view of the theory from an internal performance perspective. 

Developing the argument from the above there is a position whereby there is activity 

occurring while not illegal, is perverting the course of an activity, involves the 

principal and the agent, and is breaching the public trust in the public official’s 

position. In doing so the principal and their agent is gaining an improper advantage 

for themselves which creates a poor outcome for the stakeholder. The best theory 

that cover this situation is institutional corruption. The term institutional corruption 

was first coined by Dennis Thompson in 1995 to explain the concept of influence 

economies within the US Congress (Lessig 2008). The term itself intimates moving 

from individual behaviours within a system to the system itself creating the individual 

behaviours. Thompson left the term vague to engender that broadness of corruption 

not as an evil but as a system that delivers bad outcomes in its operations (Lessig 

2008), diverting the attention of decision makers from what is needed to what is 

wanted.  This would appear to be underpinned by the sociological approach, in that 

Thompson was taking a structuralist view of corruption as opposed to an agency 

view (Thompson 1995). His position would appear to be on the surface that the 

structure creates a recurring pattern or rules that limit the options of the participants, 

rather than actions of individuals is based on their capacity to make free choice 
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(Barker 2012). In this regard he is positing that the agents have no or limited control 

in their environment and must ‘play the game’. The question now is that: is this the 

same situation within the Defence? 

Lessig (2009) took the definition one step further with the following definition: 

“Institutional corruption is manifest when there is a systemic and strategic 

influence which is legal, or even currently ethical, that undermines the 

institution’s effectiveness by diverting it from its purpose or weakening its 

ability to achieve its purpose, including, to the extent relevant to its purpose, 

weakening either the public’s trust in that institution or the institution’s inherent 

trustworthiness.” (Lessig 2009, p.2)  

This definition needs to be held up against what is considered ‘standard’ corruption, 

where the benefit is directly personal, to an individual to promote another individual’s 

private interests.  As a starting point, Lessig echoes Thompson’s observation that in 

the context of political decision-making, “independence” doesn’t usually refer to 

choices made at random (Lessig 2011). Rather, a public official acts independently if 

her actions depend on the proper considerations – “independence,” Lessig 

concludes, is better described as “the proper dependence.”(Newhouse 2013). Lessig 

uses the term “dependence corruption” to refer to the state of an institution that 

deviates from its proper dependency due to an improper dependency (Lessig 2014). 

A dependency is thus one kind of influence that can give rise to institutional 

corruption. Breaking down Lessig’s definitions into their component parts and 

examining them together there are clear connections that show there is a lawful 

element to the behaviour of the systems that developed. The question that needs to 

be answered is whether the institutional corruption was created in the initial 

development of the institution or evolved over time. 

A further development of this definition indicates there is a strong correlation between 

fiduciary obligations and institutional corruption. Indeed, there is view that there is 

obligation upon an organisation which any diversion from is institutional corruption, if 

it relates not to individual behaviour but institutional behaviours. This concept of 

obligatory purpose (Newhouse 2013), reinforces the view that licit activities can be 

construed as corruptive if the overall obligatory purpose of the organisation is 
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perverted by actors within the organisation, regardless of what causes them to act in 

a particular way.  This leads the argument away from the systemic views of Passas, 

Duyne, and Burt to the behavioural aspects inside the system. However, the system 

itself cannot be ignored as this must support the behaviour. In acting out in the 

manner in which they do, individuals or groups must use certain mechanisms to do 

so, and this requires a review of the possibilities available. 

Hence, Lessig’s (2011) theory of institutional corruption is the more likely the theory 

that best suits the problems besetting the defence procurement process. In saying 

this there must therefore be a strategic influence that is diverting the organisation 

from its obligatory purpose, using a mechanism to facilitate its use.  The next parts of 

this chapter will focus on determining what the strategic influence could be and the 

possible mechanism to facilitate it. 

2.4.1. Power Imbalances 

Institutional corruption requires a strategic influence that diverts the organisation from 

it stated goals, with a mechanism to facilitate its use. From the above, the idea of an 

improper dependency (Lessig 2014) being a strategic influence leads to the theory of 

resource dependency. The development of an improper dependency can lead to a 

power imbalance within an organisation. In the case of the Defence, resource 

dependency appears to have some possible impact, in particular dependency on 

information.  

The definition of a power imbalance is: “… the difference between two actors’ 

dependencies or the ratio of the power of the more powerful actor to the power of the 

less powerful actor.” (Casciaro & Piskorski 2004, p.6). However, this issue is not as 

simple as a purely imbalanced power arrangement, and there is some connectivity to 

the network question. Theory has emerged that the more regular the interaction 

between actors within a network there is a greater move to a balancing out of the 

power between them (Lawler & Yoon 1996). This relational cohesion therefore 

ensures the parties can manage external resource dependencies better (Casciaro & 

Piskorski 2004).   

Going further on the idea of a power imbalances, Galbraith and Bartel (1983) outlined 

that this power is either given formally by the position involved or gained via 
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increasing influence.  The development of the power of an individual or group is not 

immediate but is built over time.  Therefore, it relies on several factors that go beyond 

just formal appointment (Galbraith & Bartel 1983) and these are important to 

understand in the Defence context.  Indeed, the Defence relies on developed power 

through a range of cultural and formalised processes that ensures an appropriate use 

of violent power that the ADF can wield. However, there may be times where the use 

of power and where it resides overcomes useful and appropriate control mechanisms 

that may have provided insight and warnings into impending problems.  This is 

particularly relevant to the Defence procurement process whereby small agencies, 

tasked with providing oversight and advice are regularly ignored by decision makers 

(Australian Senate 2012). 

Another theory that needs to be considered is that of power’s effect of on the 

behaviours of individuals.  There is suggestion that individuals with greater levels of 

power are more likely to be action orientated, more prone to break norms than less 

powerful individuals (Anderson & Brion 2014). In this regard, it would be expected 

that an individual within Defence with significant power, both intrinsic and positional, 

would be more likely to take risks, ignore the rules and warnings and take decisive 

action. Given the military’s predilection and social engineering to develop control over 

its members (Galbraith & Bartel 1983), it is hardly surprising that the loyalty given 

and deference to higher authority would provide a greater level of power, and hence 

more likelihood that a senior military leader will act with impunity. Indeed, this author 

during his employment within Defence has had occasion to witness and investigate 

this behaviour.  

Hence, melding the definition of a power imbalance, resource dependency and 

relationship cohesion, the factors to look for are: 

1. There must be interconnected personnel or interconnected groups of 

personnel. There must a series of nodes with ties, whether they be weak 

ties that allow the passage of information and data.   

2. One or several of these groups or systems of groups must have greater 

power than the others. In doing so there must be some resource 

dependency involved between groups or networks. 
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3. Actors within the networks may take unilateral action, without reference to 

advice, or outside the legitimate processes. 

4. The level of interaction becomes ingrained and unilateral action outside of 

the networks/groups is limited. This should be obvious of a period of time 

as personnel become familiar with and new personnel are inculcated into 

the relationship. 

5. They must be undertaking action to achieve legitimate purposes.  

A key risk to such an assessment though is that in detailing the factors there may 

become a view that any project that exhibits these factors is failing. There is no 

suggestion that this is the case. What is being suggested is that the presence of 

these factors may indicate that a project or a series of projects carry the risk of 

unforeseen negative outcomes. The presence of these factors indicates that there 

may be this strategic influence corrupting the process but failure must be dependent 

on other objective measures against the outcomes required of the project.  In many 

cases the project might be successful but exhibit institutional corruption. In cases, 

such as this the question is whether the institutional corruption causes an inefficiency 

in the process adding to the cost or reducing the outcome. 

2.4.2. Networks as a Power Imbalance Mechanism 

The connectivity between the strategic influence of power imbalances and networks 

is important. Networks are groups or actors in a system and therefore also incur 

power imbalances, whereby one network has greater resources or control of 

resources than another dependent network. In Defence there appears to be two 

elements working in the power imbalance space: the power of senior leadership 

within Defence to make unilateral decisions, based on intrinsic and positional power 

as well as teams who develop a network building situational power. Through the 

development of networks which can control information, a power imbalance occurs 

with the network fundamentally taking control of the progress of the project. This 

would then suggest that the network is a mechanism that facilitates power 

imbalances, and hence creates institutional corruption. 
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Social networks are fundamental to the activities of any organisation (Lauchs, Keast 

& Le 2011; McCarty & Molina 2013; Siciliano 2015), with most networks developed at 

a micro or personal level, followed by meso or organisational level; and finally the 

macro level at a more complex and usually societal level (Katz et al. 2004).  In this 

context, the development of micro and meso level networks is of interest to this 

thesis. Networks are formed by nodes (people/organisations) with a set of ties 

(informal or formal) which allow the passage of data relevant to that node (Chen et al. 

2007; Granovetter 1973).  In developing, these networks can occur randomly and 

indeed can be found to have disconnected nodes, which cannot be reached by any 

path by other nodes (Borgatti & Halgin 2011). This disconnection can occur before or 

after a network forms and this phenomenon is called percolation (Chen et al. 2007; 

Cohen 2014; Cohen & Havlin 2010) and relates to the robustness of the network. 

This is important when dealing with the increasing number of restructures within the 

Defence, which can disconnect formal networks and organisations from each other 

(Department of Defence 2015).  

To determine this the paper needs to review the development of dark or illicit 

networks, where there are clear indicators of the development of such network and 

how they develop.  Lauch’s et al (2011) commentary on police corruption has 

identified the development of social behaviour which overrides explicit written laws 

and codes of conduct of the police force.  This social behaviour then develops into 

organised corruption at the expense of the core role of the organisation (Lauchs, 

Keast & Yousefpour 2011). This organised corruption can emerge from private 

networks within the organisation which have developed their own norms and values, 

which in themselves may be contrary to the values and norms of the organisation 

(Granovetter 1992; Lauchs, Keast & Yousefpour 2011). In respect this does not 

mean that every private or personal network is corrupt or working against the 

organisation. Indeed, the power of personal networks within an organisation is that 

they can overcome barriers for that organisation in a positive and effective manner. 

The expectation for Australian Public Servants, especially in the senior executive 

service is that they will develop personal networks with the service to build capability 

and resolve whole of government problems (Australian Public Service Commission 

2012). Hence, a network based on appropriate social behaviour is not inherently bad 
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or corrupt. The question therefore is: when does such a network lose sight of its legal 

or moral obligations and move into dark or illicit network behaviour? 

The definition of a dark network is as follows: 

“We define dark networks as interdependent entities that use formal and 

informal ties to conduct licit or illicit activities and employ operational security 

measures and/or clandestine tradecraft techniques through varying degrees of 

overt, or more likely covert, activity to achieve their purpose.”  (Davis et al. 

2010, p.1) 

If we use the Davis definition, there is still one missing element.  A dark network uses 

these techniques to achieve its purpose but this purpose must be illegal or corrupt 

and therefore not in the best interest of society. Hence, my definition of a dark 

network for the purpose of the thesis is: A group or system of interconnected people 

that use formal and informal ties and employ operational security measures and/or 

clandestine tradecraft techniques through varying degrees of overt, or more likely 

covert, activity to conduct licit or illicit activities to achieve their illicit purposes. 

The construct of a dark network is such that they must overcome two challenges: 

securing themselves against the inherently hostile environment that they operate in 

(a law-abiding society) and coordinating their efforts to achieve outputs. These two 

challenges operate on six principles: 

1. Principle 1: Security. Prevention of illumination and interdiction of the network.  

2. Principle 2: Agility. Ability to adapt rapidly to changes in the environment. 

3. Principle 3: Resilience. Ability to recover from adversity. 

4. Principle 4: Direction Setting. Direction setting keeps members engaged in 

action that results in outputs.  

5. Principle 5: Control. Coordination and synchronization of the network’s 

activities 

6. Principle 6: Capacity. Development of necessary human, physical, and virtual 

infrastructure to coordinate activity.  
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(Davis et al. 2010, p.6) 

A dark network in design is similar to most business organisational structures in that 

it must have some coordinating function, must secure itself against risk and threats, 

while exploiting opportunities (Bakker et al. 2012). The difference is that the 

environment is completely hostile to the network, unlike business where there will be 

a range of hostile actors but also supporters, including the rule of law.  This leads to 

the question of whether these challenges are faced by legitimate networks, and if so 

do they use similar techniques and principles to achieve their outcomes? 

In discussing this theory, the definition of clandestine needs to be clarified. 

Clandestine activity is that activity that is done in an surreptitious manner, kept secret 

and out of sight (Sykes 1978).  This does not necessarily mean it is illegal or 

inappropriate but it has that connotation.  The key though is that the activity is not 

transparent to actors outside of the network. Also, the terms overt and covert indicate 

the same negative connotation for the outside observer of secrecy. The intent is to 

act in a covert manner which is not transparent to the actors outside of the network 

(Davis et al. 2010). However, the overt action is also intended to deceive as while the 

actions are overt, the intent is covert These factors are designed to ensure that the 

intended outcome is obscured to the point that any countervailing action by someone 

in authority is unable to be launched or launched effectively. 

Another point that should be highlighted around dark networks is the role of the 

broker in the network.  In the case of the Queensland Police Force, direct interaction 

between organised crime and serving police was not possible nor prudent (Lauchs, 

Keast & Le 2011; Lauchs, Keast & Yousefpour 2011). Therefore, to achieve the 

necessary tie between the nodes inside the Queensland Police, a broker was used. 

This broker was normally a low level criminal who police would be expected to 

interact with on a regular basis (Lauchs, Keast & Yousefpour 2011). This forms one 

of the techniques around security and coordination for dark networks in a non-virtual 

environment. The importance of such a technique though is that the use of such a 

Broker in legal networks is common as well. This should be borne in mind when 

considering other network systems, as to who provides the ties between disparate 

networks. In addition, Lauch’s et al (2011) also maintained that with bright networks 

there are markers that show the difference in characteristics with dark networks that 
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can be measured (Lauchs, Keast & Le 2011). Lauch’s et al also outlined the topology 

of bright and dark networks allowing for measurement of the density of such 

networks. This view on topology by types I in Table 1 below. This may also be a key 

determinant of how a network operates within Defence, in terms of where dark 

networks may operate. However, the legality of the intent of many of the actions 

identified leads to the conclusion that Dark Networks may not be operating, but some 

other issue is at play. This was explored somewhat by Banihashemi and Liu (2014) in 

which they discuss the construction industry and the social interactions in play. Here 

they posit that social structural capital is in play and it is designed to reduce 

behavioural uncertainty (Banihashemi & Liu 2014). Hence, Lauch’s et al discussion 

on topology of networks gives credence to the desire within networks to reduce 

uncertainty, if held against Guo’s and Banihashemi and Lui’s work.  

One element of the typology of a network is density, whereas Mariotti and Delbridge, 

(2012) define density of a network as: “characterized by embedded relationships 

(strong ties) facilitate the sharing of highly contextual and complex knowledge by 

developing trust and creating common values and norms.” (Mariotti & Delbridge 

2012, p.511). They also suggest that sparse networks have weaker ties and the 

facilitation of  knowledge sharing is also weak or difficult (Mariotti & Delbridge 2012). 

Hence, when talking about a dense network it is the strength of the ties and the 

ability to share knowledge that is the hallmark of such a network. In the case of 

Defence, any project team will be dense network, with embedded relationships which 

facilitate the sharing of knowledge within the network, with weakening ties the further 

up the leadership chain and across the department the network’s interactions occur. 

Hence, while the project team may be a dense network, the network of project team, 

military service and industry will be a less dense network, depending on behaviours 

and location. Of importance is that dense network become closed networks 

according to Burt (1992) where the flow of new ideas into the network is poor, there 

is the chance that this ‘closeness’ also stops information from leaking out. This would 

then suggest that dense networks have some efficiency issues when passing 

information relies on the relationship between contacts (Burt 1992; Burt et al. 2004). 

The suggestion here is that the dense network with a poor relationship or a 

conflictual relationship with its senior leadership would therefore be inefficient in 

passing information or knowledge. 
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Structure 

Network 
type  

Actors & 
organisation 

 Ties Topology Participation 

Bright Overt: 
efficiency as 
core 
outcome 

Distribution of 
tasks among 
actors is 
transparent & 
directional; 
clear 
boundaries; 
clear 
structure; 
smaller size 

Formal & 
informal; 
multiplex 
ties/exchanges 

Dense 
connections; 
centralised; 
meshed 
under- layer 
of connection 
(sub-network) 

Motivated by resources 
or professional norms 
& shared values; public 
interest 

Dark 
Clandestine: 
Secrecy over 
effectiveness 

Distribution of 
tasks & 
exchanges 
opaque & 
unidirectional; 
structure 
within 
organisation; 

Informal; 
unidirectional; 
single 
exchange 

Loose 
connections; 
decentralised; 
dispersed 
layered cells 

Motivated by self-
interest; relies on 
existing inter- 
personal/organisational 
network 

Table 1: Network Structures 

(Lauchs, Keast & Le 2011, p.9) 

And what about networks that work in a way the actors believe that their actions are 

in the best interest of their organisation, even though there is an adverse effect upon 

the larger organisation or government (Cosgrove & Whitaker 2013). The view could 

be taken that while these networks have not developed the social behaviours that 

would make them illicit, their behaviours are inherently corrupt. Their behaviours 

have developed over time both through cultural and leadership examples whereby 

their superiors expect them to deliver results. These results therefore become the 

reason for the existence of the network and accordingly work focusses on that 

objective. In touching the issue of senior leadership, these informal networks show 

similarities to grey (informal) markets where fraudulent actions are supported by the 

ruling government or elite (Amundsen 1999).  If there is no illegality or unethical 

behaviour underpinning the behaviour within Defence, there must be some other 

factor involved in the development of poor outcomes.  Network theory is telling us 

that this is a mechanism that can create issue, but what if those issues are created 

by legal actions.  Lauch’s et al (2011), Guo’s (2005), Banihashemi and Lui’s (2014) 
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approaches when melded together gives a view that possibly networks themselves 

are the mechanism that develops social structures and influences to create a certain 

set of behaviours.  If this is correct, then from the theory of dark networks come the 

concept of grey networks. They are similar in typology but grey network activities are 

in the main legal, and in some cases, they attempt to produce results that are in the 

best interest of their group/clan/family. In this hypothesis, I define grey networks as: 

A group or system of interconnected people that use informal ties and employ 

operational security measures and/or clandestine techniques through varying 

degrees of overt, or more likely covert, activity to conduct activities to achieve 

legitimate purposes. 

A grey network therefore, is the middle ground, whereby the network of informal 

members working in a formal setting may use their influence to disrupt or pervert the 

outcomes of a process, or engage in a legitimate but disruptive activity to achieve 

what they consider to be legitimate purposes. The conduct may be legal and 

defendable but not in the best interest of the organisation, and may pervert outcomes 

from a legitimate outcome. In addition, the decision, based on unethical conduct may 

well lead to waste, meaning that it was inefficient and possibly ineffective. The other 

example is whereby Defence personnel engage in a relationship with suppliers or 

contractors, but become so engaged that both parties become a part of an approach 

that corrupts the outcomes.  This is where these networks knowingly engage in a 

series of behaviours that present a single front to any external oversight. For the 

contractor, this allows them to operate with impunity transferring much of the risk to 

the Defence personnel. For the Defence personnel, this allows them the opportunity 

to present to oversight mechanisms the best possible picture of events, or to even 

ignore the oversight 

Within the Defence, networks form in several manners.  The most obvious are the 

informal networks that form during training, in particular officer training, followed by 

networks built through personal friendships over long periods of time. The more 

formal network systems are built inside the military services to deal with extant 

issues. In addition to military social networks, there is the development of the civilian 

equivalent in terms of teams of specialists and the senior executive service. The 

senior executive service, like its military counterparts are expected to network 
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throughout the organisation and the broader Australian Public Service to ensure 

whole of government goals are achieved (Beale 2011).  If Heide’s (1994) view is 

considered this is a clan system developed to normalise the behaviour of its 

constituent members.  

In addition, defence industry builds networks of actors based on their requirements to 

deliver to customers such as Defence. The best example of an industry network is 

the consortium brought together to win a contract in an environment where there is 

no single actor who could win the contract. Hence, if we break down the networks 

within the defence environment we would find networks within networks, each vying 

for either an output or resources to achieve their output. For example: The military 

services, the senior executive service, the groups within the Defence (supporting 

groups of activities designed to support the operations of the department), project 

teams with their financial, legal, military and technical experts all forming their own 

networks. Finally, weakly tied to these inter-related networks are similar constructs 

within defence industry, between divisions of labour, legal, technical and commercial 

experts, battling it out for supremacy with the sales division (Krackhardt & Hanson 

1993). 

Reflecting back on the original theory around institutional corruption, these networks 

once formed become the structures that limit the ability of the actors within it to act 

independently (Barker 2004). This creates a tension in the network and between 

networks as they differing structures and value chains create an imbalance. Once 

this occurs there is a suggestion that the networks now begin see other networks or 

groups as a treat and commence to operate in a manner that is designed to protect 

their network.   

The best example of this tension between each of the networks is articulated in the 

1988 study in to the TSR2 Light Bomber (Law & Callon 1988), where this tension 

between two military services (RAF and RN) vying for a decreasing defence budget 

while industry also has internal conflicts between their technology departments and 

commercial arms.  The development of networks in this case is studied by Law and 

Callon through the lens of a social-technical network.  The view though here was the 

network was developed by the RAF, believing the actors in the network existed. In 

this scenario, the RAF had “defined and distributed roles to actors from the Soviet 
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Union through the Royal Navy to the industrial firms whose participation would be 

necessary if the aircraft were ever to exist.” (Law & Callon 1988, p.287). In other 

words, the RAF had built a network to support the purchase of their new aircraft, 

even though the actors in the network were unaware of their role. Then the RAF 

worked with the actors they saw necessary to support their aims.  Though there were 

several competing networks, not just one network, all inter-related through a singular 

desire to pursue their own outcome.  In this case, the nodes that connected between 

the varying networks would have had weak ties (Granovetter 1973; Granovetter 

1983; Granovetter 1992), determining how well they interacted. In the case of the 

TR2 this would have been weak ties between itself and other stakeholders but strong 

between itself and the aviation industry. Wassermann and Faust (1995) outlined a 

view of cohesive sub-groups that operate with:  

“…dense, direct, reciprocated choice relations that enable members to share 

information, create solidarity, act collectively. Numerous direct contacts among 

all subgroup members, combined with few or no ties to outsiders, dispose a 

group toward homogeneity of thought, identity, and behavior.” (de Nooy 2009, 

p.1) 

This would mean that a grey network would have a dense construct with strong 

internal controls. The question now is whether this is being replicated within the 

Australian procurement context, and how can their presence be identified? What are 

the factors that determine the presence of such a network and how it develops? 

Also, there is a need to review such a network against the work of Lauch’s et al 

(2011) on topology of networks to determine if there are some outstanding features 

of such a network. If the hypothesis holds true, then the typology of Grey Networks 

will have the features of the bright and dark networks. Especially as a grey network 

within Defence should have the same density and actors as a bright network.  In 

reviewing this Table 2 below outlines the possible topology for grey networks.  

Hence, breaking down the definition of a grey network, the behaviours of such a 

network could be: 
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1. There must be interconnected personnel or interconnected groups of 

personnel. There must a series of nodes with ties, which are dense and 

that allow the passage of information and data within the network.   

2. These groups or systems of groups use operational or clandestine security 

measures as a defensive response (Ashforth 1990). The network or 

possibly system of networks use denial of information as a method of 

ensuring external parties cannot interfere with their operations.   

3. They use overt and covert activity. Their activity can be seen to be a 

completely overt and sensible set of behaviours to move the project 

forward as well as covert activities such as informal meetings with key 

stakeholders or industry. 

4. They must achieve legitimate purposes. The purpose of the above three 

points is to deliver an outcome that in the minds of the actors or nodes is 

purely legitimate and meets the obligatory purpose of their organisation. 

Structure 

Network type  Actors & 
organisation 

 Ties Topology Participation 

Grey 
Uncertain:  
Defensiveness 
over 
effectiveness 

Distribution of 
tasks among 
actors is 
opaque; 
unclear 
boundaries; 
clear 
structure: 
larger size 

Formal & 
informal; 
multiplex 
ties/exchanges 

Dense 
connections; 
centralised; 
meshed 
under- layer 
of connection 
(sub-network) 
in each major 
network.  
Loose 
connections; 
decentralised 
between 
differing 
networks. 

Motivated by self-
interest; relies on 
existing inter- 
personal/organisational 
network 

Table 2: Typology of Grey Networks 

The above indicates that there is a basis for the hypothesis that grey networks exist, 

that they work reasonably similarly as do dark networks, but with a legitimate goal in 

mind, and without the extreme illicit behaviours that go with dark networks. Bringing 
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this together then, a grey network should form in the following sequence, developing 

into an organisation which controls power over other elements of the organisation: 

1.  A team is formed for a project 

2. The team has a common goal and forms a network, which is a cohesive 
subgroup 

3. The network assesses risks and develops defence mechanisms against the 
risks. One of the risk is interference by the stakeholders and government.  

4. Rules are formed that are not transparent to the stakeholders to avoid 
control 

5. In the Defence context, the network has ownership of the funding line 

6. In the Defence context, the network has ownership of the interface with 
industry. 

7. Therefore, the network owns the money and the information, which means 
they have power over other networks 

8. The network begins to act unilaterally to ensure it achieves its goals  

One final point is that once formed with all its resources the network is not viewed as 
a network but as a team, hence its network-like characteristics are lost to the external 
observer, making it hard to determine if it is actually there at all (Law 1992). 

2.5. Conclusion 

Based on the literature review the main theory which could be used to explain the 

poor outcomes in defence procurement, particularly within the Defence is Lessig’s 

Theory of Institutional Corruption which stated is: 

“Institutional corruption is manifest when there is a systemic and strategic 

influence which is legal, or even currently ethical, that undermines the institution’s 

effectiveness by diverting it from its purpose or weakening its ability to achieve its 

purpose, including, to the extent relevant to its purpose, weakening either the 

public’s trust in that institution or the institution’s inherent trustworthiness.” (Lessig 

2009, p.2) 

Therefore, the main research question is: Does institutional corruption explain why 

some major procurement in the Defence continues to be plagued by poor outcomes?  

Accordingly, the research sub-questions arising from the main question are: 
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 Is there a systemic and strategic purpose-diverting influence that is causing 

these poor outcomes?  

 Is power imbalance the systemic or strategic purpose diverting influence? 

 Are grey networks the mechanism for creating the avenue for the influence? 

 

 

 

Flowing on from these questions, the proposition at this stage is: 

 Grey (informal) networks develop through the establishment of project teams 

to deliver a particular outcome; the networks then display defensive 

behaviours which may develop power imbalances which create institutional 

corruption. 

  



 

37 

 

3. Methodology 

3.1. Methodology 

This thesis will combine a deductive and inductive approach. Hypotheses will be 

tested deductively through a narrative case study approach and inductive. The 

approach will also be inductive as we allow data to emerge in order to nuance the 

original hypotheses. The hypotheses were first tested using an initial case study and 

modified and then tested in a second case study, and thus confirming or rejecting the 

theory (Inductive). (Blackstone 2012) 

3.2. Methods 

The method to be used was a comparative case study through a narrative approach. 

The researched used three of the six sources of evidence by Yin (Yin 2014, p.104) in 

his classic case study research. The three used were: documents, archival records, 

and interviews.  The use of direct observation, participant-observation, and physical 

artefacts is too demanding and unnecessary for this research (Yin 2014). 

For the comparative case studies, two procurement projects from the Defence were 

used. The basis for their selection was that they were projects that interfaced with 

industry, were undertaken by project teams formed separately to the military service 

requesting the capability, had two or more Australian National Audit Office audits 

conducted into them and they did not meet their original capability requirements or 

did so with difficulty and compromise.  The comparative case study will be developed 

in the following parts: 

 Literature Review:   

o Primary research: Nil 

o Secondary research: The thesis used a literature review which 

included determining the depth of the previous research and the 

enterprise level to which it pertains. This will then be used to develop 

the initial conceptual framework for the theory, and included 
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development of the specific factors to test the theory during the case 

studies. 

 First Case Study:  A case study into the Defence JP 2070 Project, which is 

the MU 90 Light Weight Torpedo procurement. The case study will determine 

the reasons for the failure of the project to achieve its initial objectives. From 

this narrative a further nuanced hypothesis is to be developed with the criteria 

and conditions for institutional corruption to be exhibited by other 

procurements. The case study used Australian National Audit Office reports 

into Project JP 2070 as well as interviews with key personnel inside the 

Defence.   

 Second case study: A case study in the Tiger Armed Reconnaissance 

Helicopter will the amended hypothesis using the criteria and conditions from 

the first case study. (Corlett 2014) 

3.3. Research Ethics 

Due to the nature of the projects being reviewed and to provide security to certain 

individuals, especially currently serving public servants, anonymity was provided to 

interviewees. Each interviewee was provided with the proposed questions prior to the 

interview and were informed the process was voluntary.  In addition, each 

interviewee was provided with a copy of the record of interviewee and a copy of their 

consent form. Interviewees were also provided with the opportunity if possible to 

provide feedback on the record of interview.  

In terms of personnel from the ANAO, permission to interview them was sought from 

the ANAO, who declined on their behalf stating that Australian law prohibited such 

activities for ANAO personnel. Ex-ANAO personnel were approached but all declined 

on the same basis.  Their views were therefore not sought or used in this thesis. 

In terms of access to sensitive information, although access was possible to gain, a 

decision to use only publicly accessible document was made. This meant that any 

dispute over information or its sensitivity could not be made as the information was 

already in the public domain.  This already removed any impediments on 

interviewees to speak. 
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3.4. Interviews 

In determining who should be interviewed the thesis identified senior leadership 

within the ADF and then Defence. However, the nature of the case studies meant 

that more junior personnel would be able to provide more detailed ideas around who 

or what was occurring in the projects.  In addition, given the length of time since the 

inception of the projects, gaining access to the original participants would be difficult. 

The decision was taken to interview three senior leaders involved at the strategic 

level, two internal to the Defence Material Organisation (DMO) and one external. The 

next decision was to interview the project director of at least one of the case studies, 

and a project director from one of the military services. This was to give an internal 

and an external view of the project. The next group to be interviewed would be 

external stakeholders, including DMO audit, Australian National Audit Office auditors 

and Prime Minister and Cabinet.  However, while the table of interviewees outline 

who was selected and agreed to in the end there were some difficulties obtaining 

access to personnel and this affected the interviews. What should be noted is that 

while it affected access, the behaviour of some personnel in the process of securing 

interviews actually indicated some basis for the hypothesis.  

For example, in conducting the research there was significant resistance from the JP 

2070 project team director and his supervisor to being interviewed.  Intervention from 

the Secretary of the Department of Defence in support of the interviews was gained 

but this was ineffective in changing the director’s resistance.  Other interviewees 

were more forthcoming and were balanced in their views of the project and the 

general situation within Defence procurement. More weight was given to senior 

personnel’s evidence on what occurred, including Air Marshall Brown the ex-Chief of 

Airforce who was peripherally involved in the project, on the basis that they had 

vested no interest and were more likely to have an objective view of the project.  Two 

personnel I discussed the project with, while not agreeing to be interviewed, provided 

additional information and highlighted areas of the evidence that bore greater fruit. 

Both did not agree to being interviewed on the basis that they were concerned about 

reprisal from the broader Australian Public Service.  I approached the lead auditors 

for the Australian National Audit Office reports into JP 2070, who both stated they 

could not be interviewed due to confidentiality clauses with Australian National Audit 
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Office.  Australian National Audit Office itself explain that they could not agree staff 

being interviewed on the basis that all information from Australian National Audit 

Office had to be transparent and open to public access which they felt this thesis 

would not allow.  

3.5. List of Interviewees 

Name Position 

Mr Warren King  Ex-CEO DMO 

Air Marshal Geoffrey Brown Ex Chief of Airforce 

Right Honourable Mr Kevin Andrews Ex-Minister for Defence 

Rear Admiral Anthony Dalton Head Joint Systems Division CASG 

Anonymous Unnamed agency 

Anonymous Central government agency 

Ms Michelle Vella Director Submarine Project 

Colonel James Murray Director Land Command Control 

and Communications Australian 

Army Headquarters 

Mr Tony Hindmarsh Ex First Assistant Secretary DMO 

3.6. Documentary Evidence 

The major data source for the case studies were the ANAO reports into the individual 

projects. Understanding the process of the ANAO reports makes them an invaluable 

source of data and in some cases assessments of the projects. Greater weight was 

given to the ANAO reports than other information as they are based on objective 

evidence given to the auditors by Defence.  Other data sources were annual reports, 

Australian senate inquiry reports, newspaper articles, and journal articles. I gave 

greater weight to senate inquiries on the basis that while they contained a political 
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element to them they had greater granularity on the subject being inquired into. 

Annual reports by Defence were given greater weight for factual data such as 

budgets but caution was used when assessing success of projects reported in such 

reports.  Newspaper articles were given a low weighting as they more often reported 

opinions. 

In terms of case studies, the main documents reviewed were: 

 Australian National Audit Office, Audit Report No.26, 2012–13, Remediation of 

the Lightweight Torpedo Replacement Project  

 Australian National Audit Office, Audit Report No.37, 2009–10, Lightweight 

Torpedo Replacement Project. 

 Australian National Audit Office Audit Report No.36 2005–06 Management of 

the Tiger Armed Reconnaissance Helicopter Project – Air 87   

 Australian National Audit Office Report No.11 2016–17 Performance Audit 

Tiger—Army’s Armed Reconnaissance Helicopter 
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4. The Australian Department of Defence Procurement Process 

4.1. The Department of Defence 

To understand the context to which this hypothesis applies, this thesis needs to 

outline the construct of the Department of Defence, how the ADF fits into that 

construct and how its procurement processes are legally applied.  In terms of 

developing this understanding it is important to note that Defence does not have one 

head but two, who form a diarchy responsible to the Minister for Defence for the 

operations and administration of the department.  This diarchy has been in existence 

since the 1970s and is led by the CDF, a military officer and the Secretary of 

Defence, an Australian Public Servant. The responsibilities are defined by the 

Minister of Defence and they are supported by a senior leadership group comprising 

military and civilian personnel. 

The department itself is broken into 14 groups: three military groups (Navy, Army, 

Airforce) and 11 civilian or non-service groups.  These are all vying for a piece of the 

budgetary pie, need an element of capability to succeed in their goals and each 

retain an element of a military and civilian workforce.  Any government in a 

constrained budgetary environment will be seeking the best outcome for the money 

spent so it is logical for any one of the groups seeking for a capability to be financed, 

to present the best option to Government.  

4.2. The Australian Defence Force 

Successive Australian governments’ defence policy has been predicated on the 

principle of self-reliance in the direct defence of Australia, while having the capability 

to support our allies (Department of Defence 2014). Accordingly, the mission of the 

ADF is to defend Australia and its national interests. In doing so, the ADF serves the 

Government of the day and is accountable to the Australian Commonwealth 

Parliament for efficiently and effectively carrying out the Government's defence policy 

(Department of Defence 2014). This is an obligatory purpose (Newhouse 2013) for 

which the ADF has no other reason for being and no latitude or authority to change. 

Agents within the ADF also exercise a fiduciary responsibility (Newhouse 2013), 

which is part of the ADF’s obligations to Government.  
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To achieve this mission and role, the ADF must deliver a range of military capabilities 

through the purchase of complex military equipment.  This procurement has been 

handled for the last ten years by a specialist purchasing organisation, (DMO) based 

on advice from a specialist military capability development organisation (CDG) on 

behalf of the three military services, and the Chief of the Defence Force. Repeated 

audits by the ANAO has highlighted deficiencies in the procurement and delivery into 

service of major capability equipment, which have been plagued by delays and cost 

blow outs. The consistent advice in this space has focused on processes and 

procedures, structural weaknesses and training and recruitment of professional 

project officers (Australian National Audit Office 2012a).  

4.3. Legal Framework 

The Defence is the largest procurer in the Commonwealth Government (Defence 

Material Organisation 2014), being bound by the legal framework developed and put 

in place by the Australian government. While the current framework is predicated on 

the requirements of the Public Governance, Performance and Accountability Act, 

2013, much of what is discussed in this paper is covered by its predecessor Act, the 

Financial Management and Accountability Act, 1997.  

The actual procurement process that interest this thesis is the major capital 

equipment aspect which requires a two-pass process (Defence Material Organisation 

2014). The two pass process has government, on advice from the Department of 

Defence approve projects in the following sequence: 

 “First Pass: Agreement to funding and a timetable for detailed analysis of 

realistic options 

 Second Pass: Agreement to fund a specific capability with a defined budget 

and schedule.” (Kinnaird et al. 2003, p.14) 

A copy of the framework for the capability lifecycle is at Appendix 1. 

All procurement within Defence is predicated on the Capability Lifecycle, This 

Lifecycle relates to the life of an equipment type and is considered in five phases:  
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 Needs Phase: The development of a statement of user needs addressing 

identified capability gaps. There is Government agreement to place an 

indicative budget provision in the Defence Capability Plan (DCP); 

 Requirements Phase: Projects in the DCP are developed into well-defined 

and costed solutions through the two-pass approval process; 

 Acquisition Phase: The approved capability solution is entered into service 

after the capability is transitioned from the acquisition authority to the 

capability Manager; 

 In-Service Phase: The Capability Managers (CM) operate, support and 

manage the capability solutions, supported by DMO and Join Logistics 

Command; and 

 Disposal Phase: Major systems and other materiel elements of the capability 

are withdrawn from service and disposed of or redeployed.(Defence Material 

Organisation 2014; Department of Defence 2006) 

The Defence procurement process is laid out in Figure 1 below. 

 

Figure 1 The Defence Procurement Process  

 (Defence Material Organisation 2016) 
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4.4. Issues with Defence Procurement 

Defence has, within the Australian context suffered some difficulties with 

procurement failures over a number of years (Australian Senate 2012). ANAO and 

the Australian senate have both conducted audits or inquiries into the issues 

plaguing defence procurement.  The issues are raised, problems illuminated and 

recommendations made but to no effect (Department of Defence 2015). The situation 

became apparent when the ANAO conducted an audit into capability development 

with a table which displayed the same issues raised over nearly two decades not 

being resolved (Australian National Audit Office 2013b). Similar recommendations 

had been made but capability development had not reformed. The ANAO analysis of 

these recommendations can be found at Appendix 2. Also of concern is the 

performance of Defence in following its own processes, with Capability Development 

Group (CDG) being unable to provide the necessary key project documents for 

around 50% of major procurement projects (Australian National Audit Office 2008). In 

addition, the majority of projects failed to adhere to the proper government processes 

to put submissions to the cabinet (The government’s senior leadership group), in 

particular not articulating risk and costs properly (Australian National Audit Office 

2008). 

Air Commodore (retired) Bushell’s (2010) view is that the failures are caused by the 

Australian Public Servants not the military. His considered view based on his written 

evidence to the Senate Committee on Procurement Procedures for Defence Capital 

Projects in 2010 is that the public servants working in Defence actually create an 

environment which is opaque, confusing, lacks accountability and is attempting to 

build empires (Bushell 2010). His view is that the Public Service is operating using 

resource dependency strategies (Casciaro & Piskorski 2004) at the expense of the 

military services. The view here is that when the military owned and developed its 

own capability under the military chiefs there was a clear line of accountability which 

gave direction to the development of a project, while under the current regime there 

are no clear lines of accountability. The Australian Senate Committee’s view is that 

the processes employed by Defence are best practice but are not complied with, 

there are no clear lines of accountability and Defence continues to suffer from self-

inflicted complexity problems (Australian Senate 2012).  Both arguments appear 
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close to the mark, but the committee made no distinction between the military or 

public service. 

Having said that there appears to also be evidence of organisational defence 

mechanisms to avoid change and paper over any issues that may become evident.  

The Australian National Audit Office report into Defence procurement clearly shows 

that Defence continues to be plagued by the same issues but does not change. The 

Government response to the Senate Committee’s report itself ignored several key 

aspects making claims that certain issues were covered by agreements. Agreements 

which the committee based on evidence stated were non-functioning. In reading the 

Government response, drafted by Defence, there is a general thrust that ‘defends’ 

the performance of Defence, while condemning the committee. A classic case of 

“Condemn the Condemners” (Anand et al. 2013) by stating the committee made 

errors and was internally inconsistent (Commonwealth of Australia 2012).  By 

focussing only on the recommendations, Defence was able to effectively avoid 

answering some of the more contentious issues such as projects failing to heed 

warnings of risks.  

This leads to what the Senate Committee called a conspiracy of optimism, where 

Defence industry and Defence personnel are convinced technology will come in 

earlier than expected (Australian Senate 2012).  Hence, independent agencies within 

Defence that critically analyse projects and technology and then present 

unacceptable risks for a technology to the project lead or group present a risk to that 

group’s achievement of their aim. Little wonder then that entire groups ignore these 

stated risks and presents to Government a project submission that may be 

fundamentally flawed from the inception. The reason they can ignore these small 

internal groups or teams is that the project teams control the information that is given 

to government.  

If we go back to how the Defence is structured and how the military works, both 

statements start to reflect the underpinning strategic influences and mechanisms that 

create the failures and poor outcomes.  Military personnel are posted every two years 

with their promotion based on performance over the posting cycle.  If they perform 

well, and deliver products required of the military services then they will be provided 

with a posting which furthers their career or promotion.  If they do not deliver, then 
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this may have a deleterious effect on their career.  Noting that that they are a part of 

decade long projects, with funding beyond their tenure, there is little incentive to 

engage in long-term planning or risk management when failure to deliver in-year has 

a greater risk. Public servants on the other hand remain with the project for much 

longer, and hence have a greater involvement and commitment to the outcome of 

that project. 

There is ample evidence that Defence has robust processes but they are routinely 

ignored or used solely as a checklist to develop plans and submissions (Australian 

National Audit Office 2008; Australian Senate 2012). These processes are regularly 

reviewed and with minor amendments continue but there remains significant failures 

in procurement within Defence that are not remediated (Australian Senate 2012). 

Therefore, the issue is not the systems being at fault, but the personnel within the 

systems that create the problems, and the question for this thesis is why is this so? 
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5. Case Study One: Procurement of Light Weight Torpedo MU 90 

5.1. Project Background 

A Defence analysis in the mid 1990 determined that a lightweight torpedo was the 

best capability for the Australian Navy (Australian National Audit Office 2009) and 

that the current Mark 46 light weight torpedo was not sufficient for the task. 

Accordingly, in 1998 Phase 1 of Joint Project 2070 Lightweight Anti‐submarine 

Warfare Torpedo (JP 2070) was approved by Government (Australian National Audit 

Office 2009). The original plan was to integrate the new light weight torpedo into new 

and existing ‘platforms’ such as the ANZAC class frigates, the Adelaide class guided 

missile frigates, the Seahawk and Sea Sprite helicopters and the P3 Orion 

aircraft(Australian National Audit Office 2009).  

Seventeen years later the replacement torpedo has yet to enter full service, the 

ANZAC class frigates are coming to the end of their life, being replaced in 2024. The 

Adelaide class guided missile frigates have left service. The P3 Orion will be 

replaced starting 2017 and completely out of service by 2021. The Sea Sprite 

helicopter project was cancelled and the Seahawk helicopters were removed from 

scope  (Australian National Audit Office 2009; Australian National Audit Office 

2012b).  This means that of the five platforms (aircraft and ships) the torpedo was 

being purchased for, only one is still in service and even that is for a limited time. So, 

how did this outcome occur, given that in the original analysis 17 years’ prior, the 

light weight torpedo was considered by the Department of Defence as the best 

capability for Australia and the current Mark 46 light weight torpedo was inadequate 

for Australia’s needs (Australian National Audit Office 2009).  To understand the 

situation there is a need to outline the actual progress of the project. The project for 

the replacement torpedo was named JP 2070 and came in three phases: Phase 1: 

Project Initiation, selection, capability analysis, and costing; Phase 2: Initial 

acquisition of torpedoes and integration of the torpedo onto the five nominated ADF 

platforms; and Phase 3: Acquisition of a larger quantity of torpedoes referred to as 

war stock, for use during armed conflict (Australian National Audit Office 2009). 

Phase 1 commenced in March 1998 with its approval by the Australian Government. 

At this point the approval was to undertake a Project Definition Study and invitations 



 

49 

 

to register interest and then requests for proposal were sent out to Defence industry. 

A Project Definition Study as stated in the Australian Defence Procurement Policy 

Manual: “… involves shortlisted respondents undertaking research and development 

activities to further refine their proposals prior to release of a Request for Tender.” 

(Defence Material Organisation 2014, p.4.9-1). Requests for proposals involve 

shortlisted consortia submitting detailed tenders with enough information to enable 

Value for Money comparisons to be made between the tenders.  Of interest is the 

decision to send out the request for proposal for the lightweight torpedo with the 

Project Definition Study evaluation criteria: 

 met the functional and other requirements laid down in the Statement of 

Requirement (SOR); 

 minimised the risk; 

 offered value for money; and 

 had the ability to provide the weapon under Phase 2. (Australian National 

Audit Office 2009) 

This indicates that Defence had decided to evaluate a proposal based on incomplete 

information and no definition of the project, but based on the actual weapon system.  

This was followed by a review which sole sourced (meaning Defence considered no 

other tenderer) the Project Definition Study to the very company building the torpedo, 

and sole sourced the torpedo purchase. A commentary by the Defence Source 

Selection Board (DSSB) actually noted that the Equipment Acquisition Strategy prior 

to the beginning of Phase 1: “... was too capability driven’ and directed that the RFP 

should seek a sufficiently broad set of data to permit the short‐listing of Project 

Definition Study contractors to extend beyond cost and capability 

considerations.”(Australian National Audit Office 2009, p.70) After making these 

decisions, Defence then decided to contract the project definition study under 

alliance arrangements. This was done to reduce risk and improve the integration 

while making sure there was Australian industry involvement in the project. The 

Project Definition Study was to give Defence a clear understanding of the options for 

the two acquisition phases of JP 2070. Certainly, this makes sense if there was an 
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approach to use a traditional alliance model for project management. However, this 

appears to not be the case, and indeed as the project developed control rested with 

Defence not the Alliance. This meant effectively that Defence carried all the risk from 

the beginning. 

In terms of the Alliance the DMO’s Weapons Project Governance Board 

acknowledged that the Djimindi Alliance was: “’a hybrid’ alliance and that it did not 

follow the general rules in that it commenced as an RFT, a sole‐source selection was 

made and then the Project converted to an Alliance.”(Australian National Audit Office 

2012b, p.105). Under the Australian Defence Procurement Policy Manual and DMO 

guidelines the project should have recommenced the process and released a new 

Request for Tender for an alliance arrangement (Defence Material Organisation 

2014) but did not do so.  The project team had failed to heed any guidance and 

therefore in what appears to be a drive to meet a new way of doing business, set the 

project up for failure. At this time, the senior decision makers in Defence were under 

the mistaken belief the torpedo was in service when it was only developmental 

(Australian National Audit Office 2009).  

By 2001 concern was now emerging both within the Alliance and Defence that the 

Alliance was not performing up to expectations, and there were cultural issues 

between Alliance partners.  To resolve the emerging issues Defence tendered for an 

Alliance Contract Facilitator to manage the Alliance relationships. This tender was a 

competitive tender, and its process took longer than the process to sole source a 

$250m purchase of the torpedos.   The Project Governance Board also stated it was 

finding it difficult to understand the Alliance’s process, but still agreed to a revised 

Alliance arrangement with the amalgamation of Phases 1 and 2 into a single phase. 

The Board stated that the torpedo was an in-service weapon and Defence informed 

the Minister of the day that the risk of the project was still low, as the weapon was in-

service (Australian National Audit Office 2009). The key question is why did the 

Project Governance Board make these statements and who was advising them? As 

later investigations discovered the project itself knew that the torpedo was in 

development not in-service. 

In June 2003, Management Audit Branch (the internal audit branch of Defence) 

concluded that there had been additional costs added due to the approach DMO took 
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to the project. From source documents, it would appear DMO took notice of the audit 

report and commissioned its own review which found:  

 Defence rushed into applying the project Alliance approach without due 

consideration or understanding, which led to many of the problems the project 

was suffering. 

 JP 2070 had not followed the recommended procurement process for project 

alliances as described in Defence’s recommended procurement guidelines for 

alliance contracting (‘Guidance on Alliance Contracting in the DMO’, version 

1.5, 2001).  

 There was a lack of full analysis and appreciation of the issues before 

deciding to accept an alliance approach. (Australian National Audit Office 

2009) 

The Australian National Audit Office in 2010 noted that there was no business case 

developed to support an alliance approach (Australian National Audit Office 2012b). 

Which meant that Defence went forward on an untried contracting arrangement 

without informing to itself why it was doing so and what were the risks it faced. Even 

though the commissioned review indicated there were policy and circumstances that 

may have rushed the decision, Defence had enough time from 1998 to 2003 to 

resolve any issues. Indeed, it was aware there were issues in 2001 but took eighteen 

months to determine what these issues were. 

In 2003, Defence admitted: 

“The project proceeded to Second Pass approval long before it was ready. In 

particular, there were no conceptual documents, FPS [Functional and 

Performance Specification(s)] or business case for any of the platforms…. 

“(Australian National Audit Office 2009, p.73) 

Yet in November 2003, Defence put forward and had approved by the government 

Phase 3 of JP 2070 (Australian National Audit Office 2009). Even knowing the 

difficulties that the project was undergoing and that there was no clear planning in 

place to support the project, and without any FPS or business cases for platforms, 
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Defence committed the Government to another $246m in expenditure. Once this was 

locked in then, and only then was Defence informed that the torpedo was 

developmental, not in service with other nations and there were technical and 

production issues.   This was followed through with a Business Due Diligence report 

and then a brief to the Chief of the Navy outlining that Defence may well have known 

the torpedo was developmental. Even though Defence was aware from March 2004 

that the torpedo was not in-service, it agreed to a purchase option for Phase 3 from 

the Alliance. A report stated that Defence had lost control of the project and 

assessment of this would indicate that Defence had become trapped by the members 

of the Alliance (Australian National Audit Office 2009). 

Finally, in December 2004, some nine months after the project became aware that 

the torpedo was not in-service, the project team informed the Defence Committee, 

the most senior committee within Defence, of this fact.  Hence, the Secretary of 

Defence, the person responsible for finances and purchasing within Defence was 

only informed about this issue nine month after it was apparent to the project 

leadership of the time. The Minister for Defence was informed in March 2005 another 

three months after the Defence Committee had been informed, that there was a 

greater risk that the project would fail due to technical issues but at this point there is 

little evidence that Defence told the Minister directly that the torpedo was not in-

service. 

5.2. Capability Issues 

Admiral Dalton (2016) stated that the torpedo was a good piece of technology and 

would meet its aims. When questioned on the fact it still had difficulties and the 

torpedo was still not in service, the answer was it was capable of being fired and was 

fitted to Navy platforms. While technically correct, the problem is that the MU 90 was 

supposed to have been able to be fired from surface and air assets (ships and 

aircraft), but now is only to be fired from ships. The torpedo being fired from aircraft is 

now from the USA, and was chosen because it could be integrated into the aircrafts’ 

software systems, while the MU 90 could not. In other words, Defence now has two 

different types of torpedoes in its inventory, increasing costs and requiring different 

logistics approaches. The MU 90 requires a larger recovery system than the US 
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counterpart (Australian National Audit Office 2012b).  If we go back to the stated 

aims of the project: 

 acquire a lightweight Anti-Submarine Warfare (ASW) torpedo for delivery from 

ships (ANZAC and FFG), maritime patrol aircraft (AP-3C) and helicopters 

(Seahawk and Seasprite) operated by the ADF.  

 Australian industry involvement: 

o Integration of the lightweight torpedo weapon system with existing and 

future ADF platform systems. 

o Manufacture of torpedo weapon system components.  

o Support/system centres.  

 Through-life Support (Australian National Audit Office 2009) 

Against the stated aims Defence has achieved integration into the ANZAC and FFG 

but had to purchase a whole new torpedo system to place in its aircraft. Hence, 

Defence has now had to pay additional costs for a different system to meet its 

capability requirements.  Added to this additional cost is the fact that Defence has 

now agreed to the following capability changes in Table 3 below for the MU 90.  

 

Requirement/Issue Basis of Request CDG determination 

Torpedo transmitter is not 

compatible with RAN 

ranges. 

Too expensive to upgrade 

torpedo. Recommend that 

future range upgrades 

consider integrating the 

MU90 acoustic transmitter. 

Permanent non-

compliance agreed. 

Recovery of TVE & PDT 

torpedoes possible up to 

sea state 5, whether by 

firing ship or recovery 

Firing ships no longer 

recover fired torpedoes 

(whether MU90 or Mk46): 

recovery done by 

Permanent non-

compliance agreed. 
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Requirement/Issue Basis of Request CDG determination 

vessel. (A) contractor. 

Recovery vessels used in 

the past for Mk46 are 

inadequate, MU90 requires 

larger vessel with a crane. 

Because fired torpedoes 

are recovered by lifting onto 

the ship using a crane, 

contractor unable to 

recover and lift torpedoes 

above sea state 3. 

Number of TVE torpedoes 

available for firing yearly 

and peak period (2 week) 

availability. 

Preparation and 

refurbishment of TVEs is 

very expensive 

(approximately $400 000 

per torpedo(B)) and time 

consuming (90 days’ notice 

to prepare, one week to 

conduct preparation, one 

month to refurbish once 

fired). 

Number required to be 

available reduced. 

Number of PDT torpedoes 

available yearly and peak 

period (2 week) availability. 

Annual availability number 

too difficult due to labour 

requirements. 

Number required to be 

available reduced. 

Air integration 

requirements. 

Air integration was 

removed from project 

scope by Government. 

Permanent non-

compliance agreed. 

Table 3: Capability Changes 

(Australian National Audit Office 2012b, p.100) 
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What should be noted in the process of agreeing to purchase a second torpedo type 

for aircraft, Defence still did not have appropriate levels of information on the second 

torpedo type. What is striking about this is that Capability Development Group 

stopped DMO from having DSTO undertake a study into the Mark 54 torpedo on the 

basis the study was out of DMO’s scope, as well as the study’s: “…purpose was 

unclear, and insufficient data existed on Mk54.” (Australian National Audit Office 

2012b, p.107)   

This analysis indicates quite clearly that Defence has not been able to achieve the 

capability requirements that the original JP 2070 project aimed to achieve. The 

project has been diverted from its original end-state and there has been a capability 

drop off and additional costs overall.  As Defence has stated that the two weapon 

systems are comparable in performance, we can assume that they are comparable in 

cost.  This means that we have doubled the cost of the torpedoes. This comparison 

is flawed though as the information provided to make such a comparison doesn’t hold 

true when face with the objective facts presented by CDG:  

“Until we gain access to classified Mk 54 performance data any comparative 

assessment would be nugatory at best, and not represent any considered 

Departmental position to allow a valid VFM [value for money] argument to be 

mounted. Equally, we do not hold accurate MU90 performance data against 

which to make an effective comparison.” (Australian National Audit Office 

2012b, p.107)   

However, Defence went to the government and stated that the Mark 54 and the MU 

90 were ‘comparable’. This leads to the question of what the comparison was, 

considering CDG stopped any comparison. However, the comparison that was 

requested came in September 2011, while the government approved the 

procurement in May 2011. Here there is evidence of the same behaviours within 

Defence as part of the remediation process for the MU 90 torpedo to not seek the 

ground truth or obfuscate issues for the sake of achieving the outcome. What did 

occur is that vital information was provided to the government after the opportunity to 

influence the outcome had passed. 
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5.3. Did JP 2070 Suffer from Institutional Corruption? 

Considering the entire problem as a collective whole against the intent of the actual 

original intent of the project, and the definition of institutional corruption the question 

is: was the organisation diverted from its purpose or its ability to achieve the purpose 

weakened. In this case, the purpose of the project was to procure a state of the art 

torpedo to replace the Mark 46 on the basis that the increasing technical capability of 

the other submarine forces in our region. There were cost overruns and poor 

outcomes as manifested by the reduced scope, failure to expend monies diverted 

from air integration into sea integration, and with test firing only just completed the 

move into service is not yet complete.  After 17 years and with an ‘alleged’ state of 

the art, “Off the Shelf” weapon only now coming online, the answer would be: Yes, 

the ability of the institution to achieve its purpose has been weakened.  In terms of 

capability, the Navy did not receive the capability it sought from DMO.  

We know now that there was a poor procurement outcome with failure to deliver the 

required capability, which therefore undermined overall ADF capability and in terms 

of the Senate report  (Australian Senate 2012), a loss of trust with the Department to 

manage procurement. This meets the criteria of corruption, but was it diversion from 

official duties?  (Nye 2013) The question now is: were these outcomes caused by a 

systemic and strategic purpose diverting influence?  To determine this there would 

need to be evidence of a power imbalance facilitated by grey networks.  In this case, 

based on the factors from the hypothesis this thesis will now determine if there is a 

power imbalance first, and then if so was this caused by grey networks. 

5.4. Strategic Influence - Power Imbalance    

To determine if the project suffered from institutional corruption caused by a power 

imbalance the thesis must assess whether a power imbalance existed. This requires 

a review of the factors outlined in the literature review.  

5.4.1. There must be interconnected personnel or interconnected groups of 

personnel.  

JP 2070 had several distinct groups working on it. From the beginning of the project 

there was Navy, the DMO, and Defence as distinct groups or networks. Once the 
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request for interest for Phase 1 was released and Phase 1 sole sourced to Thomson-

Marconi there was now a fourth network engaged in the process. Finally, the 

establishment of the Djimindi Alliance which should have been the ‘Broker’ between 

Defence and Defence Industry but instead became another network with weak ties 

and lack of power. Hence, there were three distinct networks operating: DMO, Navy 

and the industry consortium. In the case of DMO, this was a centrally controlled, 

dense network with formal ties that was operating independently and protecting itself.   

5.4.2. One or several of these groups or systems of groups must have greater 

power than the others.  

From the evidence available there were differing levels of power between agencies 

within Defence. Mr Warren King, Ex-CEO DMO stated that DMO was the smaller 

agency with little power when compared against the political sphere as well as 

Defence. His independent status as the CEO allowed him to provide advice, but the 

Department has the authority therefore to ignore his agency. In terms of resource 

dependency, DMO depended on Defence for a range of resources, both financial and 

human. Australian National Audit Office expressed the view not only in its audit of the 

JP 2070 project but in the audit of major projects and capability reform that the lack 

of an appropriately  trained workforce was a key factor in the errors made within the 

project (Australian National Audit Office 2013b; Australian National Audit Office 2008; 

Australian National Audit Office 2009; Australian National Audit Office 2012a).  Yet, 

considering this advice, DMO was underfunded for human resources and could not 

recruit based on cuts to its workforce as part of savings measures. DMO was reliant 

on the Department of Defence to provide the funding and positions to fill project 

positions, an act Defence did not fulfil.  This meant that DMO had a lesser power 

than the Department, and a resource dependency. However, this does not explain 

the efforts of the project to ignore direction, or engage in what is considered 

operational security measures to thwart management or interference in its activities. 

A counter view to this came from interviews with personnel who were external to 

DMO.  Colonel Murray (2016) stated that DMO used its control over information to 

“paint” the capability managers into corner. The view expressed was that DMO 

project teams would cease to provide information if things were not going well with 

the project, and only provide certain information when they could ensure that the 
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capability manager or the government could not react effectively. The example given 

was a situation where a project team provided advice that due to their inability to 

review engineering documents in time, the project schedule would be pushed back 

nine months. The advice was given one week before the scheduled delivery of the 

equipment. This meant essentially the capability managers could do nothing to 

mitigate against this action, and therefore the project schedule was pushed back. 

Discussion with a central agency of government also outlined that project teams 

would not provide sufficient information or bury information within documents to make 

it hard to make informed decisions. Mr. Hindmarsh, Ms Vella and Mr. Andrews 

concurred with this assessment of projects 

In terms of the JP 200 project this was evident in the issue around the ‘In-Service’ 

versus ‘In-Production’ confusion.  A confusion the project team did not clear up until it 

was much too late to resolve. Admiral Dalton stated that this situation occurred 

because the staff at the most junior level were so invested in their outcome that they 

would not spread bad news, while further up the chain of command there was a need 

to provide good news to external sources. There were clear signs that the DMO 

project team for JP 2070 deliberately operated as a closed network to sustain its own 

capital (information) (Lin 1999), with little regard for others within the system that 

could be seen as a threat to their project. 

5.4.3. Actors within the networks may take unilateral action, without reference 

to advice, or outside the legitimate processes. 

Within DMO though, the JP 2070 project team ignored or did not follow extant 

Defence guidance on alliance contracting. Also, the evidence was that decisions 

were made without reference to external advice outside of the project.  The decision 

by Director Undersea Weapons to propose the alliance arrangements, while the 

Head of Systems Acquisitions signed off on the proposal, without any of the key 

documentation required for the project, would suggest that the project was taking 

unilateral action.  The failure to either provide oversight, or stop the process early 

when there was no documentation, in addition to the consistent and persistent 

ignoring of recommendations to improve this situation, again indicates that the 

project team had the power to take these actions. The team had the power because 

the capability manager was dependent on one key resource the project team 
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controlled: information on the progress and status of the project, as well as industry 

information. A situation that according to some personnel interviewed has not 

changed to this day. 

Again, the move to secure Phase 3 of the project, even though there was no 

documentation that was required for a First or Second Pass decision, would indicate 

that the project had already made a unilateral decision to move to Phase 3. The 2009 

ANAO audit indicates that the project saw this as the best method of reducing the 

risk against delivery. However, the decision was taken by the very project team that 

created the risk in the first place by ignoring extant procedures. In making this ‘risk 

reduction’ decision, the project displayed the very behaviours it has displayed in the 

first decision to set up the alliance. Why this should be carefully considered is that, 

while there may have still been personnel still inside the project team who were there 

from the very beginning, the senior leadership would have changed. Hence, the 

same behaviour has been replicated by different senior leaders. This would indicate 

that they held enough individual power at that level which is a cultural issue that 

needs to be considered. 

The other area where an imbalance of power occurred was with the Djimindi Alliance 

itself. The normal alliance arrangements are that the members of the board hold the 

authority to make decisions to push the project forward to a successful conclusion. 

This was not the case with the Djimindi Alliance as Defence retained decision making 

over all aspects of the project. The Alliance could make recommendations but these 

were taken back to Defence for decision. Hence, it was not a proper alliance contract 

and the board had little or no authority.  Added to this was the ability for the project 

itself to make unilateral decisions using overt mechanisms and the Alliance was 

essentially had only one option and that was to withhold information itself from 

Defence, by withholding Intellectual Property. Thomson-Marconi was resistant to any 

release of intellectual property right and as late as 2012 Defence had not resolved 

background Intellectual Property issues (Australian National Audit Office 2012b). In 

this regard, while Defence had retained the right to make decisions on the project, at 

the expense of the Alliance, Alliance had control of the research that drove the 

torpedo.  

The project therefore had several power imbalances that have never been resolved: 
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1. Between Defence and DMO, where DMO controlled information and process 

but the capability manager (Navy) was responsible for delivery of a capability 

dependent on the delivery of a torpedo. 

2. The Djimindi Alliance, where DMO controlled all the decisions, but the 

Alliance, were responsible. 

3. Intellectual Property, where members of the Djimindi Alliance controlled fore 

and background Intellectual property but Defence was responsible for the risk, 

and the delivery of the project. 

Upon reviewing this situation one must wonder why the project even made it this far. 

5.4.4. The level of interaction becomes ingrained and unilateral action outside 

of the networks/groups is limited.  

There is evidence to suggest that network or group interaction became ingrained and 

unilateral action outside of the groups became limited.  Repeated commentary from 

Mr. Hindmarsh, Mr. King, Air Marshall Brown and the interviewee from the central 

agency (2016) showed that obtaining information from the project team was not 

possible. Mr. Hindmarsh stated that the project team refused to hand over 

information to the ANAO during their 2009 audit. The results were such that ANAO 

obtained information from other sources within Defence. This situation was similar to 

a range of behaviours within the project team, including failing to provide information 

about the fact that the torpedo was not off the shelf and seeking government 

approval for Phase 3, before informing them of this fact.  Failure to provide this 

information in a timely fashion ensured that unilateral action outside of the network or 

group was very limited. This fits with the view that the networks considered anyone 

outside of them to be a risk and they operated accordingly to stop any external 

unilateral action from occurring. 

5.4.5. They must be undertaking action to achieve legitimate purposes. 

There is no doubt that all parties involved in the project were behaving in a legitimate 

manner to achieve a legitimate purpose. The behaviour remains aimed at delivery of 

the torpedo, the stated aim of the project team. The issue now is that this delivery is 
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less capable than promised and contracted for, with Defence having to compromise 

capability and increased its costs with another weapons system. However, in the 

eyes of the project team this delivery of a reduced capability has been approved and 

hence they achieved the legitimate outcome they required.  

5.5. Grey Networks  

Based on the above narrative the question now is, was the mechanism for the spread 

of the strategic influence grey networks?  The determinants of this are laid out below: 

5.5.1. There must be interconnected personnel or interconnected groups of 

personnel.  

This is covered by the review of the power imbalances, but it is pertinent to note that 

from the outset the JP 2070 project team had displayed the following path: 

1. The project team was formed in 1998 to pursue the project aims. 

2. The project team developed an internal network with strong ties, central 

command and dense status, including the network with the alliance. The 

project team controlled access to the Djimindi Alliance. 

3. The Network assessed risks and developed defence mechanisms against 

the risks. This was evident from their defensive behaviours in regards to 

both Navy and ANAO requesting information and data. 

4. Rules were formed that were not transparent to the stakeholders and action 

occur that do not conform with these rules. The alliance decision making 

process was unclear and there were clearly issues arising from this alliance.   

5. The network had achieved ownership of the funding line and control over 

the flow of information to government and Defence. 

6. The network had achieved ownership of the interface with industry through 

the alliance. The project team controlled access to the Djimindi Alliance. 
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5.5.2. These groups or systems of groups use operational or clandestine 

security measures.  

There is evidence in the ANAO Performance Audit on JP 2070 in 2009 that there 

were efforts to deny information to senior management within Defence. While there is 

some weight to be given to the argument that some of the denial of information could 

be put down to a range of factors: incompetence, laziness, lack of training and poor 

management or leadership, the fact of the matter is that there was a denial of 

information. In the first instance this denial of information was the failure of the 

project team to inform anyone that the torpedo was developmental and not in service 

with the French and Italian navies. Both Australian National Audit Office reports 

indicate that information provided to senior management through reporting was poor 

and required remediation. However, in the period between the first ANAO report in 

2009 and the Audit into the remediation process in 2012 there was no improvement. 

The observations made in the ANAO audit are in Table 4. 

JP2070 Acquisition Overview Reports, 2010 and 2011 Observations 

Reporting frequently did not explain month-to-month changes in traffic light 

performance (for example ratings changing from red to amber or green, and vice-

versa). 

There were inconsistencies between traffic light reporting and narrative 

description/financial performance data. 

Reporting was frequently marred by basic errors, such as the same traffic lights 

reported inconsistently within the same report, incorrect information provided (such 

as the balance of the contingency budget); and reports identifying errors within the 

narrative descriptions but not amending the summary information. 

On occasions, no traffic light ratings were provided, resulting in missing trend 

information. 

There was poor documentation/record control; for instance many reports were 

marked as draft, and some had no clearance sign-off date (these problems were 

also evident in Project of Concern reporting on JP2070—see paragraph 3.12). 
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JP2070 Acquisition Overview Reports, 2010 and 2011 Observations 

While acknowledging that the brevity of the reports is part of the design, 

statements were made that did not provide the full picture, or explanations of 

events were not provided (two examples were discussion of a mobile target and 

the development of the torpedo trolley— see paragraph 4.28). 

On occasion, risks or upcoming events would be raised in consecutive reports but 

would not be discussed in the subsequent report, giving no indication whether a 

risk was resolved or an upcoming event was achieved. 

Table 4: ANAO Observations 

(Australian National Audit Office 2012b, p.64) 

Even though there are some aspects of this problem that could be put down to 

incompetence, laziness, lack of training and poor management or leadership, the fact 

that it is a consistent criticism of this project makes it appear to be a deliberate 

strategy.  However, whether this is a conscious strategy or not is hard to determine 

and may therefore be part of a cultural problem that sees achieving the aim 

overcoming transparency. All of the personnel interviewed stated that obtaining clear 

data from projects on an issue was difficult. The Mr. Andrews (2016) stated he felt 

when he was the minister that at times he was being deliberately given too much 

information to hide the real facts. This was supported by the interviewee (2016) from 

a central government agency who stated the same occurred in dealing with most 

projects. In this regard this fits well with this factor as the ex-Minister’s difficulty in 

obtaining a clear picture would have ensured he would have been unable to interfere 

with the projects operations. Colonel Murray (2016) stated that information when 

provided was given too late in the process to allow the capability manager (the chief 

of the military service) time to respond effectively to the decision or event 

implemented or caused by DMO. 

This comment is supported by findings by the Australian National Audit Office that 

some reports had not been provided to the Minister of Defence and one was 

provided to the Minister but DMO management was unaware it had been provided 

(Australian National Audit Office 2012b). In this inconsistent and what appears to be 
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uncontrolled space the leadership of DMO or the broader department, would have 

been hard pressed to interfere with the project’s operations.  Hence, on the balance 

of probabilities there is some evidence to support that the JP 2070 team used 

operational or clandestine security measures to protect the network’s operations. 

Again whether this was a conscious strategy or not remains to be determined 

(Australian National Audit Office 2012b). 

The next question is: did the industry partners engage in the same operational or 

clandestine security? This is a more difficult question to answer. There is some 

suggestion that there was some evidence of confusion over the status of the torpedo 

based on differing terms.  EuroTorp, the consortium developing the torpedo made the 

statement to the Australian National Audit Office that: 

“The terms "in production", "off the shelf', "entering in service" or "in service". 

EuroTorp reviewed the company files back to 1998 and are able to confirm to 

the Australian National Audit Office that EuroTorp has never used the 

foregoing terms, neither in the ITR response nor the RFP response. At all 

times the company used the term "in series production” for four of the World's 

Navies. EuroTorp have never concealed the status of the MU90. On no 

occasion were EuroTorp asked to clarify the perceived status of the MU90.” 

(Australian National Audit Office 2009, p.190)  

Therefore, there is no evidence to support the assertion that apart from normal 

commercial in confidence behaviour that the commercial partners engaged in 

misleading behaviour.  However, when reviewing the provision of information it has 

become apparent that the consortium engaged in the same tactics of denying 

information until it was too late to effectively remediate the problem. In October 2012 

Defence informed ANAO that they had yet to be provided with an Intellectual 

Property Schedule to review and assess. This schedule was to allow Defence access 

to the intellectual property of the Consortium. What is illuminating being that this is a 

schedule that should have been provided at the beginning of the project in 2000, not 

near the end of the project as Defence has now little ability to influence the delivery 

of foreground or access background intellectual property. 
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Stepping back to the lack of on the status of the torpedo, this lack of clarification in 

itself indicates that there may have been some confusion as to the status of the 

torpedo. Defence’s own internal audit area in December 200 stated that the MU 90 

was a proven torpedo (Australian National Audit Office 2009), another different term 

to in-series-production or in-service. The telling element though was that the 

documentation that went to Defence Source Selection Board and the delegate stated 

the torpedo was the only weapon in service.  Added to this in 2003 the then Minister 

of Defence was informed that it was in service.  DMO knew in 2004 that the torpedo 

was not in-service with any Navy. There are indications that the Chief of Navy was 

briefed in 2004 that the weapon was selected in 1999 as it had reached the proto-

type phase of development while the other tenderer’s weapons had not (Australian 

National Audit Office 2009). This insinuates that Defence knew at the time when the 

tender was sole sourced that the weapon was not in-service. However, once sole 

sourced there was then only two options: 

1. Admit that an error had been made; or 

2. Cover the error up and proceed with the project. 

All personnel interviewed stated Defence had no option embedded in its processes to 

stop a project once it had started, and Mr. Andrews, the ex-Minister for Defence 

stated that there was an underlying culture that said: “Well, we have it now, we have 

to make it work.”. This could lead to the conclusion that the project and the alliance 

would attempt to put the best light on the project to provide time to rectify issues 

before the matter came to light. Certainly, the sequence of events whereby the 

Defence Committee was made aware of the problem nine months after DMO 

discovered it, and then further three months until the then Minister for Defence was 

told would support this assumption. 

This denial of information is not just quarantined to official project reports. During the 

request for interviews this was the same approach taken by the JP 2070 Project 

Team with me. When initially approached the project director was quite happy to be 

interviewed. However, after several attempts to connect with the director in writing, 

he did not respond to requests for an interview. When finally spoken to on the 

telephone he responded that his branch head was going to decide. After six weeks of 
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no response, the project director explained that the branch head was thinking of 

refusing. To overcome this delay, permission was sought and then granted by the 

Secretary of the Department of Defence. When informed in writing of this approval, 

again there was no response. The Head of Joint Systems Division, the supervisor of 

the branch head was informed of the approval, he intervened and only then did the 

project director respond saying he would be interviewed but all other staff had 

declined.  When contacted by telephone to organise the interview, he then agreed 

but did not respond to any calendar requests. Finally, the project director of JP 2070 

agreed to be interviewed and then did not attend the interview. He denied ever been 

contacted on the day, and rang an hour after the meeting was supposed to start to 

ask what had happened. At this point he was informed that no more attempts to 

contact him would be made. This is the same behaviour several of the interviewees 

had also identified in their dealings with DMO project teams. 

What is also interesting is that the project director knew that there was a deadline of 

30 August 2016 to conduct the interviews. This was based on a flawed assumption 

by the student that the thesis had to be completed by 30 September 2016 to arrive in 

Vienna from Australia by 30 October 2016. As 30 August 2016 approached 

communication ceased completely.  Hence, a possible conclusion that could be 

reached was that the project director and his branch head were allowing the clock to 

run out.  There was no obligation on the behalf of the project director to be 

interviewed. Indeed, if at the very beginning he had said no, even without reason, this 

would have been put simply down to commercial sensitivities. However, what made it 

more likely to be avoidance and information denial was the initial acceptance of the 

proposed interview, then refusal to respond and finally not to attend but blame the 

student. On the balance of probabilities, the behaviour displayed during these 

requests were the exercise of operational security to protect the project from 

interference. 

5.5.3. They use overt and covert activity. 

Reaching back to the reporting, it would appear to the uninformed observer that the 

JP 2070 project was providing regular reporting on the status of the project, that 

things were moving forward and activities occurring. However, when delving deeper 

into this process there is no real information there to provide assurance that there is 
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any movement forward. Going right back the beginning of the project it is clear that 

unilateral action was taken, which appear on the surface to be supported by evidence 

and reason to achieve an outcome but once unpicked and observed in the total were 

wrong.   

The project was initiated with a request for an expression of interest, then followed 

with a request for tender.  The tender evaluation process was done in a manner 

which on the surface appears to be comprehensive but indeed was flawed in that 

Defence made an assumption about the weapon. That is Defence and DMO believed 

it was ‘Off the Shelf” when it was not, while the project knew it was not.  The 

evaluation process split into three teams dealing engineering and operations, 

logistics and Australian Industry involvement, and business and finances. Once 

selected the DMO considered an alliance arrangement. This seems eminently 

sensible on the surface but follow on reviews found that there was little paperwork, 

business cases or capability documents that could support the conclusions. This is 

not to say the decision was wrong, but there was no evidence to support the 

decision. On top of this, decisions were made quickly, especially with the alliance 

approach. In 1999, DMO sought legal advice and the same day it was received the 

Director of Undersea Weapons (the responsible for JP 2070) sought permission to 

use an alliance to manage the project. Eleven days later, the Head of Systems 

Acquisition approved the alliance approach.  Breaking this down, it would have been 

impossible to receive legal advice, read it and consider the implications and risks laid 

out in that advice and then prepare a detailed submission to send up for 

consideration. Even if the submission had been prepared and was waiting for the 

legal advice, more time than less than a full working day would be needed to 

consider it properly. Criticism was levelled at the project for failing to properly analyse 

the alliance arrangement. The reason for entering the alliance given to the Head of 

Systems Acquisition was:  

“…an Alliance contracting approach may be worthwhile pursuing, particularly 

in light of the integration risks associated with the project; and …the Alliance 

structure also has the potential to assist the Commonwealth in obtaining the 

platform OEMs [Original Equipment Manufacturers] co‐operation in the 



 

68 

 

release of their proprietary intellectual property for the Project...” (Australian 

National Audit Office 2009, p.93) 

In June 2003, Defence Internal Audit noted that:  

“Ideally the Alliance Participants should be selected first (based on their 

Alliancing skills, attitudes and experience) and then a technical solution is 

developed in conjunction with the CoA [Commonwealth of Australia]. It is 

important to note that the Djimindi Alliance was formed after an RFP process 

through which the weapon system solution was identified by the CoA. The fact 

that ET [EuroTorp] and TUS [Thales Underwater Systems] offered the 

technical solution confirmed their participation in the Alliance.” (Australian 

National Audit Office 2009, p.85) 

Hence, the project director at the time, more likely than not prepared the submission 

prior to receiving legal advice, rushed the submission through once the advice was 

provided, and based the submission on technical issues not the ability of the alliance 

to operate effectively. This leads to the conclusion that in the case of JP 2070, there 

were overt actions to achieve the outcome, that were in fact not sensible and could 

have been used to cover up the fact that the torpedo wanted had already been 

chosen. 

5.5.4. They must achieve legitimate purposes.  

The actions and operational security of the project was designed to achieve a 

legitimate purpose and that was to move the project forward and deliver a torpedo. 

The torpedo had been decided upon based on the fact it was the most developed, 

but using a check list approach, the project had already entered into a network tie 

with the alliance members to achieve the necessary outcome, that is an alliance 

arrangement. There is no suggestion nor evidence that the commercial partners in 

the alliance engaged in any untoward behaviour. The efforts of the Director of 

Undersea Weapons led to a situation where an unassessed proposal was put 

forward. This proposal based on a technical solution not an alliance solution, along 

with the misunderstanding of the weapons’ developmental status led to a project that 

did not achieve its purpose. 
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Every effort of the project, including the behaviours in not providing information or 

providing confusing and inconsistent behaviour was designed to allow the project to 

try and work with the Alliance partners or resolve issues. All interviewees stated that 

in their view, projects that were in trouble not due to ill-intent but due to the fact that 

the project wanted to succeed and try its best to do so, even in the face of 

overwhelming evidence it would not. 

5.6. Hypothesis Revision 

The case study outlines that the pervasive problem is the ability for the senior 

management and government to control the situation with the project team. Reaching 

back to the theory and the key indicators of a power imbalance, and assessing JP 

2070 against those indicators the following shows there was a strategic influence in 

that the project team for JP 2070 exhibited all the signs of being able to control 

information flowing to and from the project.  In doing so they built a resource 

dependency between senior management, the government and themselves based 

on information. 

In the natural development of the project team, an informal network forms that is 

focussed on the project deliverables not on the broader capability requirement.  This 

network is dense in nature, allows multilateral transfer of information within the 

network, but does not allow for information to leave the network. This ability to control 

information on the project process and decision making ensure that a resource 

dependency forms between the project and the capability manager. This resource 

dependency creates a power imbalance in favour of the project team, who can now 

control the schedule and delivery of outcomes. 

Hence, in terms of the hypothesis, the mechanism is the grey network.  The strategic 

influence which undermines the organisation’s effectiveness is the power imbalance 

that occurs between the procuring agency and the capability manager.  The grey 

network mechanism seems to be the main mechanism for the spread of the strategic 

influence and perpetration of institutional corruption. This would then suggest that the 

development of the networks themselves create the power imbalance. To confirm 

this hypothesis, a second case study will be undertaken. 
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A change to the factors though is that there is no need to determine if the power 

imbalance has a network connection as the imbalance only needs to exist, hence the 

new factors are: 

1. One or several of these groups or systems of groups must have greater 

power than the others. In doing so there must be some resource 

dependency involved between groups or networks. 

2. Actors within the networks may take unilateral action, without reference to 

advice, or outside the legitimate processes. 

3. The level of interaction becomes ingrained and unilateral action outside of 

the networks/groups is limited. This should be obvious of a period of time 

as personnel become familiar with and new personnel are inculcated into 

the relationship. 

4. They must be undertaking action to achieve legitimate purposes.  
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6. Case Study Two: Tiger Armed Reconnaissance Helicopter 

Project – Air 87 

6.1. Project Background 

The Tiger Armed Reconnaissance Helicopter was designed to give the Australian 

Army an all-weather reconnaissance and fire support platform to ground troops 

capability. As with the MU 90 project, the Air 87 project commenced in the late 

1990’s with a review that required a particular capability. The initial capability 

requirement laid down by the capability manager, the Australian Army was a 

significant boost to capability and there was a desire to de-risk the process by 

making the decision to purchase “off the Shelf” (Australian National Audit Office 

2005).  However, the program has delivered a lesser capability seven years later 

than planned, with 76 capability deficiencies, sixty of which are considered critical 

(Australian National Audit Office 2016).  In this time, the Australian Army pilots 

responsible for flying the aircraft refused to fly in it for safety reasons (McPhedran 

2012).  The project showed similar signs of poor planning and lack of documentation 

as that of the MU 90 torpedo. This included a range of deviances from normal 

processes that were hard to explain.  In this case, though there were definitive signs 

of conflict between the contractor and DMO, with DMO exhibiting efforts to deliver 

better outcomes. However, in many cases DMO did not exercise its full rights to bring 

the contractor to heel. 

The Tiger helicopter is a joint French/German development which started in the mid-

1980s and has only been sold in a small number world-wide.  The small size of the 

fleet has generated additional costs borne by the users.  The selection process for 

this aircraft did not follow its own tender evaluation plan and did not engage in the 

procurement requirement that the purchased aircraft should have commonality with 

other ADF equipment (Australian National Audit Office 2005).  In fact, the project did 

not develop or submit a source selection report, which should have occurred in 

accordance with extant DMO policies (Australian National Audit Office 2005). The 

project believed that the exclusion report, a report that outlined which tenderers did 

not meet the requirements of the tender, was sufficient (Australian National Audit 

Office 2016; Australian National Audit Office 2005). However, this left Defence, in 
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particular Army without a clear and transparent view of why the Tiger was purchased, 

except that it was the ‘last man standing’.  

Initial issues became obvious as two assumptions fail to realise. The first assumption 

was that the rate of staffing required by the project would be minimised by the French 

airworthiness certification of the aircraft and the second assumption being no 

increase in the through life support costs (Australian National Audit Office 2005).  

These were out of the projects control initially and therefore do not reflect badly on 

any outcome, as these were risks that were known and were realised. However, 

there were other actions well within the control of the project that show a reluctance 

to follow procedure and good governance that may have been the root cause of the 

projects lack of success. An example of poor governance in particular was the use of 

a draft procedure to accept aircraft (Australian National Audit Office 2005). This draft 

procedure itself was not followed given the circumstances around Aircraft 5, the first 

Australian built aircraft.  In this case, the first two French built aircraft using the draft 

procedures were accepted by DMO after consultation with the Army. The first 

Australian built aircraft using the same draft procedures, was accepted without 

consultation with Army. When this was queried, DMO told Army that their draft 

procedures said they did not have to consult. This aircraft required Army to fly three 

test flights to resolve deficiencies before Army could accept it (Australian National 

Audit Office 2005; Australian National Audit Office 2016). The question this raises is 

why did DMO consult on the French built aircraft, which did not require remediation to 

be accepted but did not consult on the Australian built aircraft which did require 

remediation?  The conclusion that could be reached is that the project team knew the 

aircraft would not be accepted by Army, and used their own system to ensure Army 

could not respond to the poor outcome.  Noting that Army did the remedial work, 

there is some substance to this argument. 

Where this becomes more interesting is that DMO had no authority to accept the first 

Australian built aircraft as its delegation as a subordinate airworthiness authority had 

expired some months before hand (Australian National Audit Office 2005). The 

acceptance was also made in the face of advice from the Defence Aircraft Research 

and Development Unit (ARDU), which said not to accept the first Australian built 

aircraft (Australian National Audit Office 2005; Australian National Audit Office 2016).  
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The behaviour in this case seems very odd, considering that DMO did consult with 

Army on the initial French built aircraft but ceased when the first Australian built 

aircraft was presented. This was a unilateral decision taken without consultation by 

personnel without the authority to make such a decision. Training was also delayed 

due to the failure to deliver the flight simulators. This failure stemmed from the need 

to continually change the software in the aircraft as testing discovered more issues. 

This was the contractors issue and one which Defence had the right to seek 

compensation.  DMO did so on behalf of Defence in some circumstances, while in 

others it accepted material instead. 

The original tender strategy was to purchase an ‘Off the Shelf’ system with 

commonality with other ADF systems. What was purchased was a system that “…at 

the time of contract signature, the gun system, the missile system, the electronic 

warfare system, the rocket system and associated ground support system had 

minimal commonality with any systems currently in use within the ADF” (Australian 

National Audit Office 2005, p.40). This is then different to the comment made by the 

DMO to the Australian National Audit Office that the system would “…will provide for 

interoperability between the ARH capability, and North Atlantic Treaty Organisation 

forces.” (Australian National Audit Office 2005, p.38). This was never the intended 

reason for purchasing the system, the reason was to have a de-risked project that 

procured an off-the-shelf system with commonality with other ADF weapon systems. 

Indeed, what was purchased was a developmental aircraft, not in service with any 

other nation and having little commonality with other ADF systems.  The question is 

why did this occur? 

The behaviour of the contractor was of interest as well in that having provided a 

tender submission with a fixed price for through-life-support, once into the contract 

there was an increase of 84% (Australian National Audit Office 2005; Australian 

National Audit Office 2016) which made the tender less competitive when placed 

against the other competitors. The tenderer stated that the advanced nature of the 

aircraft was such that through life support would not be as expensive as aircraft in 

service. When the cost increased occurred the contractor stated they did not know at 

the beginning of the contract how much through life support would cost (Australian 

National Audit Office 2005). These are two different statements, which the first 
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contradicts the second. DMO rejected this proposal and then even after repeated 

requests at the informal and formal level could not obtain new supply plan, repair 

parts delivery schedules and other plans until late in the development of the aircraft 

(Australian National Audit Office 2005). 

Software plans were also loose and not provided to DMO without serious implications 

for cost. In the main, the contractor in August 2003 stated that some aspects of the 

requirements of DMO for software were not in the original contract. DMO refuted this 

and when a revised software support management plan was delivered it did not 

indicate there were software support requirement more than those in the original 

statement of work. Hence, there was two stories being told by the contractor.  What 

can appear to be an ambit claim for additional costs, and when pushed back on, not 

spoken of again, and DMO has yet to accept the claim.   

The Tiger finally achieved it Final Operational Capability milestone in April 2016, 

three months after government decided to replace it in the mid-2020’s 

(Commonwealth of Australia 2016; Australian National Audit Office 2016). The final 

element of this process was to inform the Minister for Defence that it had achieved 

final operational capability with caveats, but not clearly explain what those caveats 

are. 

6.2. Capability Issues 

The Tiger ARH has not been on operations since the decision to purchase it was 

made. The helicopter has not deployed on operations in support of Australian troops. 

The Australian government has now made a public statement that the ARH will be 

replaced in the next ten years (Commonwealth of Australia 2016; Hartigan 2016; 

Australian National Audit Office 2016). The aircraft itself appears not to be ready for 

combat with the Army declaring it operational but in a non-permissive environment, 

noting that the briefing to the then minister for Defence did not explain what that term 

meant (Australian National Audit Office 2016). The Tiger has been accepted with 76 

capability deficiencies, 60 of which are critical. In accepting these deficiencies, 

Defence again did not follow their own processes, in that Defence did not seek the 

Minister of Defence’s approval to accept the capability with deficiencies (Australian 

National Audit Office 2016; Australian Aviation Online News 2016). The situation 
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became so bad with the actual performance of the helicopter that Army pilots’ 

refused to fly the aircraft, which was tantamount to a worker’s strike (McPhedran 

2012). 

With so many deficiencies and a drive to replace the aircraft earlier than expected it 

is irrefutable that the Tiger ARH did not meet the operational requirements as laid 

down in the original tender and project development documents.  Table 6 below 

outlines the capability gaps. 

Caveat Description Expected resolution (as 

at 14 April 2016) 

Electronic Warfare Self-

Protection System 

The system currently 

exhibits deficiencies. 

Airbus is currently 

developing an 

engineering solution, with 

an expected final delivery 

date of December 2016. 

Availability and rate of 

effort 

Tiger availability is likely 

to plateau at 50 per cent 

availability (four from eight 

aircraft per two 

squadrons). Tiger is 

currently expected to fly 

4500 hours during 2015–

16 and is unlikely to 

exceed 5400 hours in 

future years. 

Defence’s Final 

Operational Capability 

declaration stated that 

‘industry and Defence 

must continue to improve 

availability’. 

Identification Friend or 

Foe System (Mode 4) 

The system is 

experiencing technical 

and integration issues. 

June 2016. 

Communication and 

mission planning 

Limitations exist with 

voice and data 

communication and the 

Ground Mission 

Equipment will be 

replaced with a new Joint 
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Caveat Description Expected resolution (as 

at 14 April 2016) 

Ground Mission 

Equipment mission 

planning suite.  

Mission Planning System 

commencing mid-2017. 

Radio obsolescence 

expected to be resolved 

by the end of 2019. 

Missiles AGM-114M Hellfire 

missile is no longer 

manufactured by the 

original Equipment 

Manufacturer. 

The next generation 

Hellfire missile is not 

expected to be released 

into service until late 

2017. 

Ammunition  Availability issues. Stocks procured. 

Spare parts and 

consumables 

Supply constraints on 

breakdown spares and 

consumables. 

No resolution in the short 

to medium term identified. 

Class IX Fly Away Kits Each kit is designed to 

support a troop-level 

deployment in a field 

environment for 14 days. 

Defence currently has 

limited stocks. 

No current resolution 

identified.  

Support Engineering capacity 

within Defence and 

industry is constrained 

with the potential to affect 

capability. 

No current resolution 

identified. 

Table 5: Capability Gaps Tiger ARH 

(Australian National Audit Office 2016, p.29) 
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Noting that the project failed to deliver the capability required by Army, the next step 

is to see if there was a power imbalance facilitated by grey networks operating with 

this project, and hence institutional corruption. 

6.3. Did the Tiger ARH Suffer from Institutional Corruption? 

Was the organisation diverted from its purpose or its ability to achieve the purpose 

weakened? In this case, the purpose of the project was to procure a state of the art 

armed reconnaissance capability to support Army operations. There were cost 

overruns and poor outcomes as manifested by the caveat on operations, and the 

decision by government to replace the helicopter taken months before it achieved 

final operational capability.  In regards to the hypothesis the answer would be: Yes, 

the ability of the institution to achieve its purpose has been weakened.  In terms of 

capability, the Army did not receive the capability it sought from DMO.  

6.4. Strategic Influence - Power Imbalance 

6.4.1. One or several of these groups or systems of groups must have greater 

power than the others. 

From the audit reports and interviews it was very clear that DMO had a greater power 

over the progress of the project than the capability manager, the Australian Army.  

Army was dependent on DMO acquiring sufficient information, both technical and 

commercial to allow the Australian Army to determine if the aircraft was fit for 

purpose. The prime example was the failure to consult on the first Australian built 

aircraft and the general comments by ANAO on the fact that there was limited 

information on the progress of the project. However, more striking is the evidence 

provided to a senate committee which came to the conclusion that: “Evidence 

received by the committee shows a deliberate decision by the Defence Acquisition 

Organisation (DAO) not to advise the capability manager (and by extension it is 

assumed government) of this information.”(Australian Senate 2012, p.20). The 

conclusion by the senate committee was that the DAO preferred the undertakings of 

the manufacturer to the advice provided by the in-house ARDU pre-contract report 

(Australian Senate 2012; Australian National Audit Office 2016). However, the 

Australian Army had a resource dependency with DMO (formerly ADO) and the DMO 
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took advantage of that dependency to build a power imbalance.  The manufacturer 

also engaged in refusing to provide information to DMO, and it was clear this was 

done to develop a commercial advantage. Finally, there was clear reporting of 

lessons learnt that there was a lack of information being passed internally within 

Defence (Australian National Audit Office 2016). 

However, noting all the above, a more telling issue was the behaviour of the Tiger 

project team during the ANAO audit in 2005. Mr Tony Hindmarsh, the ex-Chief Audit 

Executive for DMO stated that during the audit process the ANAO informed him that 

the project director of the Tiger ARH was refusing to hand over information and 

access to documents. When he approached the project team they stated they were 

refusing to do so ‘in the best interests of DMO’. Mr Hindmarsh said this was a defined 

behaviour of defiance by DMO project teams he regular observed.  This was also 

evident in the case of project JP 2070.  His view was this occurred because the 

project teams had control over the finances and information required by senior 

decisions makers. He and others interviewed stated that there was a power 

imbalance between DMO and Army which was obvious within the Tiger ARH project. 

6.4.2. Actors within the networks may take unilateral action, without reference 

to advice, or outside the legitimate processes. 

DMO did take unilateral decisions and actions, ignoring legitimate processes to 

achieve an end. The clear example of this was the use of a draft procedure to accept 

aircraft delivered. This draft procedure was an internal to DMO document, not 

available to the capability manager (The Australian Army) and therefore became a 

surprise to the Australian Army when presented to it.  The decision by the Tiger 

project team to  prefer the manufacturer’s advice over the ARDU pre-contract advice 

on the risks with the aircraft without reference to the Australian Army was also a 

unilateral action(Australian National Audit Office 2005).  This continued throughout 

the contract whereby decisions were made without authority, including where DMO 

did not have the airworthiness powers to accept the first Australian built aircraft. 

Hence, the project was seen on several occasions to take unilateral action and 

ignore advice given by agencies within Defence.  
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6.4.3. The level of interaction becomes ingrained and unilateral action outside 

of the networks/groups is limited.  

As with the first case study there is evidence to suggest the level of interaction has 

become ingrained due to the lack of change in behaviour over the life of the project. 

Indeed, there is some suggestion from the ANAO reports that the project team 

became more ingrained with the Airbus team once they were collocated in Brisbane, 

while the project team’s superiors became the defenders of their behaviour. Again, 

Mr Hindmarsh concurs with the view that the project team had basically become 

ingrained with the contractor’s team where they when they collocated in Brisbane, 

Australia. This closeness of the two different parties led to a situation where there 

was a lack of transparency in the dealings between the project team and the 

contractors.   

6.4.4. They must be undertaking action to achieve legitimate purposes.  

There is no doubt that the project team was operating in good faith to deliver the 

helicopter as their prime goal. However, there remains doubt as the rationale for 

some of the behaviours. Discussions with Mr Hindmarsh (2016) indicated that in 

many cases the project teams would operate based on self-interest of individuals and 

possibly the entire project by ensuring that the true status of the project was not 

known, hence personnel would not be held to account for any failures caused by 

themselves or by their predecessors.  

6.5. Grey Networks 

6.5.1. There must be interconnected personnel or interconnected groups of 

personnel.  

There is a series of networks operating in this case.  The three major ones being 

DMO, the contractor, Airbus and Army. When breaking up these networks into their 

component parts it is clear that initially there was a strong network between Army 

and DMO with consultation on the delivery of the French built aircraft. However, once 

the Australian built aircraft came on line, the consultation ceased.  The project may 

have developed strong ties with the Australian based contract team, while sustaining 

weak ties with the France based group. This may be a natural occurrence as the 
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project moved forward and proximity of the project team and the contractor team 

strengthened ties. However, it does no explain the reduction in ties with Army.  

The development of the project team for this project is illuminating as well, given that 

it was an Army led project inside an Airforce led division of DMO. This meant that the 

majority of staff in the project team were Army and hence an even denser network 

with stronger ties were formed within the project. Mr Hindmarsh (2016) provided his 

view that there was a lack of oversight by the Airforce head of the aerospace division 

where the project resided due to the fact it was an Army project. This would have 

also assisted in developing a very strong network  

Finally, of interest is the fact that Major General Tony Fraser the Group Australia 

Pacific managing director for Airbus Australia, was also the Head Helicopter Systems 

Division within the then Defence Materiel Organisation where he oversaw the Tiger’s 

introduction into service (Hartigan 2016; Australian Aviation Online News 2016). 

There is no reason to suspect that his involvement is less than appropriate, but it 

clearly demonstrates the development of the network between himself and Airbus 

which must have occurred when he was the Head Helicopter Systems Division. In 

this he and his Army counterpart claim the aircraft will be ready to fly with some 

minor issues resolved by the end of the year. Yet Defence declared that this 

operational aircraft would be replaced in the next ten years, months prior. This raises 

the question of what the relationship was like during the general’s tenure as head of 

helicopter systems. 

6.5.2. These groups or systems of groups use operational or clandestine 

security measures.  

There is evidence that the project team within Defence undertook clandestine 

security measures to protect information and their operations. In particular, the team 

ceased consulting with the capability manager (Army) and indeed made unilateral 

decisions within the team to the detriment of Army.  The contractor engaged in 

similar behaviour around contract price at the very beginning and then subsequently 

during the life of the project.  The particular behaviour that could be cited is where the 

project team provided vague costs at the tender phase and then increasing these 

costs four year later. Added to the software plan issues which were not followed 
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through, there is a case that there were operational security measures and 

clandestine security measures being employed. The project team also behaved in a 

clandestine manner, avoiding providing Army with information it subsequently 

secured during the test flights to resolve the first Australian built aircraft’s 

deficiencies. Noting again that this behaviour is consistent with that observed by Mr 

Hindmarsh (2016) in their interaction with DMO project teams. The teams as 

networks would operate in a manner which assured little interference with their 

operations. Army was not aware of the lack of consultation nor the state of the 

aircraft until too late, and had to engage in their own mitigation process to fix them.   

In addition, DMO failed to inform the government that they were accepting the aircraft 

without the full capability requirements fulfilled. Defence processes demand that if the 

equipment is to be delivered without the full suite of capabilities, the department must 

seek government approval to do so (Australian National Audit Office 2016). In this 

case, the department accepted the final lesser operational capability without 

government approval and provided the government with a vague reason for doing so 

(Australian National Audit Office 2016). 

6.5.3. They use overt and covert activity.  

The project team used completely overt actions to deny access to information and 

sustain a power imbalance between themselves and the capability manager.  The 

lack of consultation ensured there remained a difference in the amount of information 

in the hands of the Army. This lack of transparency would ensure that Army had no 

ability to stop DMO from accepting the first Australian aircraft in time. The results for 

Army was additional effort to bring the aircraft to a point where it could be accepted 

by Army.  This was also supported by the refusal to hand information over to the 

ANAO in attempt to hide the progress of the project. The behaviour as outlined by Mr 

Hindmarsh clearly indicates that this was an overt method as opposed to a covert 

method.  Mr Hindmarsh remarked that like the MU 90 torpedo, this behaviour was a 

mix of defiance and avoidance.  There was also a range of reporting issues that 

created problems for Defence and the government, whereby the project team failed 

to provide proper information to its stakeholders 
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6.5.4. Their actions must achieve legitimate purposes. 

The actions of the project team for the Tiger ARH were designed to deliver the 

aircraft and could be considered a legitimate purpose. In the same vein as the JP 

2070 project there was no suggestion that the project engaged in behaviour that 

denied information for illicit purposes. In the main the behaviour was designed to 

ensure that external stakeholders could not interfere with the progress (or lack 

thereof) of the project.  The results of this behaviour were to deliver a piece of 

equipment that does not deliver the full suite of capabilities required by Defence, but 

met the needs of the project. Indeed, to have come so far to have the government 

decide to replace the aircraft prior to its final operational acceptance shows how 

tightly focussed the project team had become on a corrupted outcome.  
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7. Research Results 

The two case studies delivered results that indicated that there was a power 

imbalance within both procurement projects.  This power imbalance was developed 

through a resource dependency for the project’s stakeholders. This resource 

dependency was information required by key decisions makers within Defence and 

the government. Both cases studies showed there were grey networks working within 

the projects, having come into existence from the time the project teams were 

established. Once the teams were established they formed a clan like environment 

whereby anyone outside of the project team was considered a threat.  The basis for 

the power imbalance was the ability of the network to control information flowing from 

it. In both case studies the flow of information was such that the government and the 

Department of Defence were unaware of significant issues surrounding both projects 

until it was too late to effectively deal with the issues.   

Both cases highlighted that the projects had dense, centrally controlled networks, 

with information flowing only internally, with weak ties to other networks. These 

project networks displayed a topology like that of a bright network but displaying 

behaviours like dark networks. A review of the topology of both cases’ networks are 

in Table 7. The results indicate also that the topology of the networks generated the 

conditions for a power imbalance but this is only one aspect of the problem. Yes, the 

project teams formed networks that had financial and information control over the 

progress of the projects and yes, they engaged in covert and information security 

behaviour.  

However, the interviews indicated there were other aspects that needed to be 

considered other than just the project teams. In all interviews, there was a general 

view that the government of the day in the late 1990s had decided on a strategy of 

purchase from Europe for political reasons. There was also a political will to use 

innovative contracting models, according to Mr Hindmarsh, Air Marshall Brown, and 

Mr. King (2016). This may also have created the conditions upon which the projects 

faltered rather than institutional corruption. However, there may be some 

consideration that these political imperatives may have set the conditions for the 

development of the institutional corruption. 
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Network type: Grey Uncertain:  Defensiveness over effectiveness 

 Case Study 1 Case Study 2 

Actors & 

organisation 

Distribution of tasks 

among actors is 

opaque; unclear 

boundaries; clear 

structure: larger size 

Yes, the organisation and 

who is responsible for what 

element was not clear. This 

was due to the alliance 

construct  

Yes, the organisation 

and who is responsible 

for what element was 

not clear.   

Ties: Formal & 

informal; multiplex 

ties/exchanges 

Yes, there were formal ties 

between the project team and 

the consortium providing the 

capability through the 

Djimindi Alliance.  

There was formal connection 

with Navy or Airforce, but no 

informal connectivity.  

There were multiplex ties 

between various members of 

the Alliance, Defence, DMO 

and the government 

There were formal ties 

between the project 

team and the contractor, 

Airbus through a 

contract. There were 

formal ties between the 

project team and Army. 

There were no informal 

ties with Army in 

evidence, and the 

collocation of the project 

team with the contractor 

would have led to 

informal ties between 

these two entities. 

Topology: Dense 

connections; 

centralised; meshed 

under- layer of 

connection (sub-

network) in each major 

Yes, the project teams were 

highly centralised as most 

Defence project teams are, 

under a director with a strong 

chain of command structure 

above them. 

Yes, the project teams 

were highly centralised 

as most Defence project 

teams are, under a 

director with a strong 

chain of command 
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Network type: Grey Uncertain:  Defensiveness over effectiveness 

network.  Loose 

connections; 

decentralised between 

differing networks. 

There were loose 

connections both formal and 

informal with Navy and 

Airforce. 

There were loose 

connections to the contractor 

structure above them. 

There were loose 

connections both formal 

and informal with Army 

and a stronger 

connection with the 

contractor 

Participation: 

Motivated by self-

interest; relies on 

existing inter- 

personal/organisational 

network 

 

Yes, the project team was 

motivated by self-interest 

both from an individual and 

team perspective. All 

interviewees confirmed this 

aspect of the networks and 

indicated that they were 

overly committed to delivering 

the product. 

Yes, the project team 

was motivated by self-

interest both from an 

individual and team 

perspective. All 

interviewees confirmed 

this aspect of the 

networks and indicated 

that they were overly 

committed to delivering 

the product. 

Table 6: Network Analysis 
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8. Conclusion 

The purpose of this thesis was to answer the research question was: Does 

institutional corruption explain why some major procurement in the Defence 

continues to be plagued by poor outcomes? With the sub-questions being: 

 Is there a systemic and strategic purpose-diverting influence that is causing 

these poor outcomes?  

 Is power imbalance the systemic or strategic purpose diverting influence? 

 Are grey networks the mechanism for creating the avenue for the influence? 

In reviewing the results of the two case studies against the hypothesis there is 

evidence to support the hypothesis that Defence does suffer from institutional 

corruption, in that it has a strategic influence which is legal and ethical that weakens 

it from achieving its purpose.  The development of grey networks within projects and 

the broader department have been the mechanism for facilitating this situation.  The 

development of a resource dependency on project teams and the DMO by the 

department and the government have led to a situation whereby there is a power 

imbalance across Defence. This power imbalance ensures that while project teams 

can protect themselves from interference, the real outcome is reduced capability and 

therefore a weakening of the ADF’s obligatory purpose (Newhouse 2013), that of the 

direct defence of Australia and its national interests (Department of Defence 2014; 

Director Capability Operations and Plans 2005).  

From media sources and parliamentary reports there is also a clear indication that 

there has been a loss of trust in the organisation, so much so there is heightened 

scrutiny through the ANAO’s Major Projects Report, increased senate inquiries and 

finally, the development and implementation of the First Principles Review 

(Department of Defence 2015). This would also indicate weakening of the inherent 

trustworthiness of the institution. Hence in terms of the thesis questions: yes, 

Defence does suffer from institutional corruption, that it is caused by a series of 
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power imbalances which are facilitated by grey networks established within the 

Department.  

However, this is only one part of the equation, the questions that require further 

research are whether this concept is transferable to other enterprises, such as the 

private sector and non-government organisations and what can be done to respond 

to this phenomenon.  If this does indeed occur across other sectors of society, there 

may be some capability to deal with this phenomenon from a multi-disciplinary 

approach. 
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10. Appendices 

10.1. Appendix 1: Australian Department of Defence: Capability 

Lifecycle 

 

 

 

 

 

 

  

Figure 2: Capability Lifecycle Australia    

 (Kinnaird et al. 2003, p.14) 
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10.2. Appendix 2: Recurring themes in reviews of capability 

development in Defence 

 

Review 

April 2000 Aug. Sept. 2008 April Jan. 2011 

Theme  Defence 2003 Mortimer  2009   Black 
Governance, Kinnaird Review Pappas Review 

Acquisition and Review Review 
Support 

Turnover of capability 

development staff 
High turnover of capability development staff prevents the development of 

skills and experience necessary in such a complex and specialist area. 

    

Chronic and critical 

shortage of skills 

essential to develop 

robust major capability 

proposals. 

Cost estimation is a technical discipline and requires specialist skills. High 

levels of skill are critical to delivering capability and making accurate cost 

estimates that enable informed capability/cost decisions. CDG personnel (both 

cost estimators and Desk Officers—now known as ‘project managers’) have 

low average cost-estimating experience. Cost estimates must reflect whole-of- 

life costs. 

    

Initial entry of a 

project into the DCP 

warrants close 

attention. The DCP 

should be realistic, 

affordable, prioritised 

and consistent with 

government 

expectations. 

Underestimation of the cost of new equipment specified in the DCP and of the 

associated operating costs, and lack of prioritisation of DCP projects. Over- 

programming and over-planning, which include both including more projects in 

the DCP than Defence can afford and starting more projects than required, to 

accommodate potential schedule slippage in projects. 

    

Lack of independent 

scrutiny of proposals 

undermines quality. 

Absence of scrutiny of capital investment proposals to assess affordability, 

schedule risk and commercial aspects of acquisition by staff who are 

organisationally independent of the proposal sponsor. 

    

Technical risk is 

critical and should be 

clearly and consistently 

assessed and 

communicated to 

government. 

Technical risk is a major factor in the acquisition of new defence capabilities. It 

is the major cause of both post-approval project slippage and cost escalation. 

 

    

Acquisition decisions 

should be based on a 

comprehensive whole- 

of-life cost estimate. 

Understanding whole-of-life costs is essential to effective decision-making on 

capability options. Inadequate attention given to managing and costing 

defence capabilities on a whole-of-life basis results in funding shortfalls for 

ongoing operating, maintenance and support costs. 

    
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Review 

April 2000 Aug. Sept. 2008 April Jan. 2011 

Theme  Defence 2003 Mortimer  2009   Black 
Governance, Kinnaird Review Pappas Review 

Acquisition and Review Review 
Support 

Effective information 

systems that provide 

cost information for 

major capabilities. 

Defence systems cannot readily provide consistent, reliable or complete 

information of the operating cost of current capabilities. Incomplete cost 

information about current capabilities prevents Defence from making reliable 

fact-based estimates of future operating costs, and means estimates of those 

costs are based on general assumptions rather than reliable historical data on 

cost drivers. 

    

Rigorous analysis of 

costs and risks 

associated with 

requirements set 

beyond those of off- 

the-shelf equipment 

Requirements beyond off-the-shelf equipment generate what Mortimer 

described as 'disproportionately large increases to the cost, schedule and risk 

of projects' and therefore should be based on 'a rigorous cost-benefit analysis 

of additional capability sought against the cost and risk of doing so'. This 

analysis must be clearly communicated to government. Each and every 

decision to pursue a unique Australian solution needs to be made with a full 

understanding of not just the benefits but also the extra cost and risk of doing 

so. 

    

Committees and 

accountability. 
Too many committees with too many members; representational in nature 

rather than limited to those essential to provide informed advice to accountable 

decision-makers; features of committees result in dissipated accountability and 

responsibility; improved committee processes required. 

    

(Australian National Audit Office 2013a) 
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10.3. Appendix 3: Timeline Case Study One JP2070 Light Weight 

Torpedo 

(Amended from ANAO Audit Reports No.37 2009–10 and No.26 2012–13) 

Date Event 

Mid 1990 A Defence study concluded that a lightweight 

torpedo ‘was the most cost and operationally 

effective anti‐submarine warfare weapon in all 

situations’ (Australian National Audit Office 2009, 

p.11) . 

July 1997 Decision to acquire a new torpedo to replace Mark 

46 torpedoes 

February 1998 JP 2070 project established to acquire a 

replacement lightweight torpedo for the ADF 

March 1998 Phase 1 of Joint Project 2070 Lightweight Anti‐

Submarine Warfare Torpedo was approved by 

Government  

November 1998 Defence Equipment Acquisition Strategy approved 

for Phase 1 of JP 2070 

11 December 1998 Defence Source Selection Board (DSSB) endorsed 

the Equipment Acquisition Strategy for Phase 1 of 

JP 2070  

High‐level concern within Defence that the ‘strategy 

was too capability driven’ (Australian National Audit 

Office 2009, p.63) 

February 1999 Invitation to Register Interest (ITR) released 

9 April 1999 Release of a Request for Proposal (RFP) for JP 
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Date Event 

2070. 

9 July 1999 The RFP closed. Defence received four responses 

to the RFP  

July to October 1999 Evaluations conducted by three working groups  

27 October 1999 Agreement to the sole sourcing of the Project 

Definition Study, noted that the MU90 was the only 

in‐service weapon offered. 

November 1999 DSSB decides to use an innovative contracting 

strategies for Phase 1 of JP 2070 

2 December 1999 External legal advice received stating use of an 

alliance contracting process was sound.  

On the same day, the Director of Undersea 

Weapons Group sought approval to adopt an 

alliance contracting approach for Phase 1 of JP 

2070.  

13 December 1999 Head of System Acquisition (Maritime & Ground) 

approved an alliance contracting approach for 

Phase 1. The Alliance Agreement for the Project 

Definition Study was signed on 18 April 2000. 

JP 2070 the first Defence major capital equipment 

acquisition project to pilot alliance contracting. The 

alliance was known as the Djimindi Alliance.  

December 2000 Defence internal audit stated that the MU90 was a 

proven torpedo 

April 2001 Project Definition Study delivered 
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Date Event 

May 2001 The approved budget for Phase 2 has increased to 

$346.71 million 

October 2001 Meeting of the Project Djimindi Alliance Board, the 

alliance facilitators presented a number of 

observations of ‘things not working’ with the Djimindi 

Alliance. 

November 2001 Minute to Under Secretary of Defence Material 

recommended that approval of Phase 3 of JP 2070 

be brought forward, was that it would enhance the 

commercial alliance participants’ ability to meet the 

Australian Industry Involvement key performance 

indicator (KPI) for JP 2070 

1 November 2001 The Capability Options Document (COD), prepared 

with the assistance of the Alliance Team. DCIC 

approved a reduced statement of work for Phase 2. 

A minute was submitted to the then Under Secretary 

for Defence Materiel requesting that the year of 

decision for Phase 3 be brought forward from 2005‐

06 to 2000–01 

late 2001 Concerns about this company’s performance and its 

ability to meet contractual requirements during 

Phase 1 of JP 2070 led to competitive tendering for 

the role of alliance contract facilitator for Phase 2 of 

JP 2070.  

2002 Approved a proposal to bring forward government 

approval of Phase 3 of JP 2070 ‘in order to realize 

further savings in the overall costs associated with 
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Date Event 

the manufacturing component of the project’. Brief to 

the DMO’s Weapons Project Governance Board the 

DMO acknowledged that the Djimindi Alliance was 

a: 

’hybrid’ alliance and that it did not follow the 

general rules in that it commenced as an 

RFT, a sole‐source selection was made and 

then the Project converted to an 

Alliance.(Australian National Audit Office 

2009, p.87) 

May 2002 The Weapons Project Governance Board was 

advised in that: 

 it would be more expensive to make the 

weapons in Australia than Europe if less than 

a specified (classified) number of weapons 

were made; and 

 the Commonwealth would achieve a saving of 

two per cent per weapon if more than 500 

weapons were made. 

July 2002 Defence’s Weapons Project Governance Board had 

trouble understanding the Alliance, and raised 

concerns about interaction and integration across 

five platforms.  

September 2002   Project Governance Board stated that the torpedo 

was fully developed and in‐service with other navies. 

4 December 2002 Revised Alliance Agreement was signed and 

combined Phases 1 and 2 of JP 2070 into one 
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Date Event 

phase and a single agreement. 

January 2003 The then Minister was informed that the risk of 

Project failure was very low as the weapon was 

already in‐service with other nations. And: 

Determination of scope, costs and risks 

associated with the acquisition, integration 

into the proposed platforms and through‐life‐

support considerations for the preferred 

MU90 Impact LWT (Australian National Audit 

Office 2009, p.70). 

2003 Defence requested government to bring forward the 

decision on Phase 3 from an originally planned year 

of decision of 2005‐06 

June 2003 A Defence internal audit of JP 2070 found that: 

 Planning for JP 2070 is in process but is not 

yet sufficient for the efficient conduct of the 

project. 

 the level of achievement assigned against 

each of the KPIs included in the Alliance 

Agreement for the Phase 1 was subjective.  

 the Measures of Success for Phase 2 KPIs 

were still to be determined as at June 2003 

 many of the Phase 2 activities had not been 

achieved by the dates indicated in the 

agreement. 

mid‐2003 A DMO commissioned external review of the 
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Date Event 

alliance contracting approach found that:  

 “DMO seems to have been rushed by a 

combination of policy and circumstances into 

applying the project Alliance approach on the 

two pilot Alliance projects and the Industry 

Participants seemed similarly bound to 

conform with the change in contracting 

approach, without due consideration or 

understanding of the issues involved. 

Consequentially many problems were 

experienced that could have been mitigated 

or avoided had the pilot Alliance projects 

resulted from a structured procurement 

process”.(Australian National Audit Office 

2009, pp.90–91) 

 JP 2070 had not followed the procurement 

process for project alliances in accordance 

with ‘Guidance on Alliance Contracting in the 

DMO’, version 1.5, 2001.  

 there was a lack of full analysis and 

appreciation of the issues before deciding to 

adopt an alliance approach. 

26 November 2003 Phase 3 approved. 

2003 In 2003, the DMO acknowledged that: 

The project proceeded to Second Pass 

approval long before it was ready. In 

particular, there were no conceptual 

documents, FPS [Functional and 
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Date Event 

Performance Specification(s)] or business 

case for any of the platforms….” (Australian 

National Audit Office 2009, p.73) 

March 2004 Defence were informed that the MU90 was not in‐

service with any other nation and that there had 

been technical and production issues. 

June 2004 Business Due Diligence report stated: 

 Had concerns on inter‐project dependencies  

 Made no reference to misunderstandings 

surrounding the development status of the 

torpedo, and its effect on the risk profile of JP 

2070. 

 Found the project was not in a position to sign 

an acquisition agreement for integration 

JP 2070 Phase 2 was listed as a ‘Project of 

Concern’ 

June 2004 A brief to the June 2004 meeting of the Navy 

Capability Committee stated: 

“The ADF selected the MU90 because it far 

outperformed all other tenders during the 

formal tender evaluation process. At the time 

it was also the most developed torpedo 

offered in the tendering process and provided 

the greatest capability in shallow water. The 

other tenders [details removed] had not 

reached prototype development, while the 

MU90 was in the prototype phase and had 
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Date Event 

undergone test firing.” (Australian National 

Audit Office 2009, p.112) 

July 2004 DMO accepted the recommendation of the Alliance 

Team’s option for Phase 3 to partially build the 

torpedoes in Australia through an extension of the 

alliance arrangements  

December 2004 The 2004 Red Team Review of JP 2070 there had 

and continued to be a lack of key project 

documentation such as: 

 Equipment Acquisition Strategy (EAS),  

 Project Management Plan  

 Functional Performance Specification(s) 

December 2004 brief Defence Committee briefed that the MU90 torpedo 

was not off‐the‐shelf and had not been introduced 

into service in other countries 

February 2005, First torpedoes delivered. 

Due to the poor performance of the MU90 in sea 

trials in 2004, the French and Italian Governments 

established the Technical and Industrial Action Plan 

(TIAP) program. Acceptance processes for the 

MU90 torpedo by Australia were subject to the 

successful completion of the TIAP. 

March 2005 Exchange of correspondence in March 2005: 

 the Industrial Participants were not prepared 

to re-negotiate the Revised Alliance 
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Date Event 

Agreement for Phase 2 without an agreed 

course of action for implementing Phase 3 

under the alliance agreement 

 Minister for Defence informed that the 

torpedo was not in‐service with European 

navies, the risks were much greater and the 

poor outcomes of sea trials in Europe. 

4 April 2005 Negotiations for the Further Revised Alliance 

Agreement for JP 2070 commence 

July 2005 Continued absence of key capability definition 

documents  

Materiel Acquisition Agreement was signed for 

Phase 2 and 3 of JP 2070. 

July 2005 The TIAP had yet to be completed with technical 

failures 

The TIAP was an acceptance gate for the FRAA as 

a risk mitigation for the government 

August 2005 The contract for Phase 3 of JP 2070 executed   

Further Revised Alliance Agreement (FRAA) was 

signed in August 2005, without any torpedoes 

having been delivered under Phase 2. 

Defence advises the government that: 

 the torpedo had not been accepted by these 

services and remained subject to trials.   

 Minister advised reasons for advancing 
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Date Event 

Phase 3 to make a saving of approximately 

$11.2 million were no longer valid as there 

would be no savings 

April 2006 Technical and Industrial Action Plan (TIAP) achieves 

mixed success 

DMO issued a Notice of Default under the FRAA 

May 2006 TIAP trial suspended by the French and Italian 

Steering Group  

DMO rejects several claims for milestone payments  

Senior Defence personnel briefed that the TIAP 

program had been suspended  

July 2006 DMO suspends categories of milestone payments 

and asserts rights to terminate and recover $75 

million in payments if the TIAP did not achieve 

success in six months  

Minister was informed of this action.  

September 2006 The Alliance Board, which included a 

Commonwealth representative, agreed that the 

Commonwealth extends completion of the TIAP until 

March 2007 

December 2006 DMO informed the Chief of Navy that following eight 

successful firings out of 10, the French/Italian 

Steering Group had declared the program a success 

March 2007 The then Minister was informed that the TIAP had 

been declared a success 
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Date Event 

June 2007 Brief to senior officers in Defence that: 

 The remainder of the Phase 2 torpedoes 

were to undergo acceptance testing; and 

 Were scheduled for arrival in Australia in 

November 2007. 

July 2007 Defence’s acceptance of the torpedoes under Phase  

3 commenced 

2008 The Pappas Review identified JP 2070 was 

launched with unproven technology. 

March 2008 Super Seasprite removed from scope 

Jun 2008 First firing of an MU90 torpedo by an ANZAC class 

ship 

February 2009 Government agrees to: 

 remove all air platforms from the scope  

 release $29.5 million of air integration 

funding to cover other aspects of JP 2070. 

March 2009 DMO prepared a revised draft of the MAA.  

July 2009, CEO DMO wrote to the Chief of Navy outlining four 

options for proceeding with MU90 torpedo under 

Phase 3 in two configurations 

August 2009, Chief of Navy responded to the DMO minute 

accepting an option which involved accepting two‐

thirds of the torpedoes in Mark I configuration and 

the remainder in Mark II configuration.  
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Date Event 

November 2009, First firing of an MU90 torpedo by an FFG. 

February 2010 Defence advised the ANAO: 

“In late 1999 [the] JP 2070 [Project Office] 

was directed by the Defence Source 

Selection Report (DSSB) to investigate 

innovative contracting methodologies for the 

PDS Phase with the aim of continuing into the 

acquisition Phases. The DSSB was keen to 

explore alliance contracting and innovative 

contracting methodologies. The Project 

[Office] and the then DAO Contracting staff, 

utilising the external legal advisors developed 

a report [emphasis added] which included the 

Alliance contracting methodology to inform 

the DSSB consideration of this. 

Subsequently, the DSSB used this report as 

the basis deciding upon an Alliance concept 

for JP 2070.” (Australian National Audit Office 

2009, p.91) 

ANAO requested a copy of the report expecting the 

report would be a business case in support of the 

alliance approach including a cost/benefit analysis. 

The documentation supplied by DMO was a higher 

delegate submission and legal advice that did not 

specifically address benefits, risks or costs 

associated with adopting an alliance approach. 

March 2010 DMO provided ANAO with a copy of the Executive 

Summary of the Thomson Marconi Proposal from 

1999, to explain why Defence believed the torpedo 
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Date Event 

was in in‐service. The document stated that the 

torpedo was in series production but not in‐service 

with other navies. 

April 2010 Thales Australia and EuroTorp GEIE each informed 

the ANAO that they had not advised Defence that 

the torpedo was in-service instead informing the 

ANAO that they had advised that the torpedo was in 

series production for four of the world’s navies 

(Australian National Audit Office, 2009 p.67). 

(Australian National Audit Office 2009; Australian National Audit Office 2012b) 
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10.4. Appendix 4: Timeline Case Study Two Tiger ARH 

(Amended from ANAO Audit Reports No.36 2005–06 and No.11 2016–17) 

Actual Date Event 

February 1994 Defence Capability Proposal Endorsement 

September 1994  Defence endorse Equipment Acquisition Strategy for 

Air 87 Phase 1 Project Definition Study 

November 1995 Project Definition Study leads to approval of Major 

Capability Submission development 

September 1996 Draft Equipment Acquisition Strategy Approved 

November 1997 Decision to acquire two squadrons, price capped at 

AUS$1.2bn 

21 April 1998 Endorsed Equipment Acquisition Strategy Approved 

May 1998 Request for Proposals Issued 

August 1998 Request for Proposals Closed 

26 October 2000 $200 million Currency Exchange Rate Increase to 

Approved Project Funding 

18 November 

1999 

Revised Capability Summary Endorsement 

 Three of the six respondents to the RFP were 

selected to proceed to the next phase of tendering 

December 2000 Request for Tender Issued with a nominated price 

cap for the Project of $1.2 billion 

30 April 2001 Tenders Closed 
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Actual Date Event 

1 May 2001 Tender Evaluation Plan Approved 

15 June 2001 Tender Evaluation Board Recommendation No 

source selection report provided – first deviance from 

agreed processes. While DMO accepted this 

approach, it was not in accordance with the Tender 

Evaluation Plan 

August 2001 Project Approval by Government 

21 December 

2001 

Contract Signature (including a Through-Life-Support 

Contract) Value of $1.1 billion    

February 2002 Contract Effective Date 

September 2002 Software Management Plan conditionally approved to 

allow the design approval process to progress. 

However, serious deficiencies in the plan and DMO 

did not fully understand it.  

October 2002 Award of Authorized Engineering Organisation (AEO) 

Status 

April 2003 Project Office funded the purchase of Tactical Hellfire 

Missiles 

August 2003 Contractor advises DMO that: 

 that some of the software support requirements 

are not contained in the contracted statement 

of work  

 costs has risen from Base Date Contract Price 

of $4.03 million, to $15.53 million 
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Actual Date Event 

DMO notified the Contractor that: 

 required elements of supporting software are 

implicit in the existing statement of work 

requirements 

February 2004 Supply support plan delivered by contractor 

1 March 2004 DMO rejects contractor’s supply support plan and this 

is not resubmitted 

June 2004 Real Cost decrease of $4.5 million to fund the Skilling 

Australian Defence Industry program 

September 2004 Successful Hellfire Weapons Integration 

September 2004 Contractor submitted a revised cost estimate for 

through-life- support estimated to be an additional 84 

per cent per year. When considered against 

competitors in original tender, the Tiger helicopter is 

less competitive 

September 2004 Software Support Management Plan, did not indicate 

that there were software support requirements in 

excess of those articulated in the existing statement 

of work.  

December 2004 Contractual Acceptance Date of first aircraft using 

draft procedures 

Not Yet Achieved Training System Readiness (including simulators) 

1 March 2005 Annual Repair Parts Unit to be submitted to DMO by 

contractor and still not delivered by November 2005 
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Actual Date Event 

March 2005 Contractor’s Through-Life- Support Software 

Management Plan found to be deficient and not 

accepted 

May 2005 Defence Aircraft Research and Development Unit 

(ARDU) Test Team submits evaluation report – 

recommends DMO declines acceptance of aircraft 

due to deficiencies. 

June 2005 DMO accepts the first of the 18 Australian assembled 

aircraft using draft procedures. DMO had no authority 

to do so and did not liaise with capability manager. Of 

note they did so two days after receiving the report 

from ADRU. DMO had four days in which to do so 

and did not use them.  In addition, there were no 

records or documentation substantiating the decision 

by DMO 

June 2005 Project budget allocation of $1.96m excludes military 

base redevelopment 

July 2005 DMO rejects price increase on Through Life Support 

July 2005 ILS Delivery schedule submitted by contractor which 

DMO had not accepted as of November 2005 

September 2005 Army reports that: 

 first Australian built aircraft’s deficiencies 

exceeded those of the first two French built 

aircraft requiring three test serials to rectify the 

problem enough to accepted by Army 

 DMO was using a draft procedure to accept 
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Actual Date Event 

aircraft which allowed them not to consult with 

the capability manager  

 Army (the capability manager) outlined that 

with the French aircraft there was close 

consultation but with the Australian aircraft 

there was none.   

26 October 2005 Award of an Australian Military Type Certificate with 

limitations 

2012 A Defence internal report noted: 

“AusAero [Australian Aerospace - now Airbus] 

has not been effectively managing 

obsolescence for the [Tiger] program. A 

number of obsolescence cases have been 

presented to European customers years before 

the [Commonwealth] has been notified by 

[Airbus]. Current obsolescence cases which 

the [Commonwealth] believes are applicable to 

the [Tiger] are likely to be expensive to address 

as there are no longer a range of options 

available to treat each case. This is a direct 

result of time elapsed between announcement 

of the obsolescence by the [Original Equipment 

Manufacturer] to formal [Commonwealth] 

notification.”(Australian National Audit Office 

2016, p.51) 

2013 Acquisition contract for the Tiger system completed  

January 2014 Defence establishes Project Land 9000 Armed 

Reconnaissance Helicopter Capability Assurance 
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Actual Date Event 

Program to decide on replacing or upgrading Tiger. 

May 2014 Defence wrote to the Airbus Helicopters highlighting 

that: ‘Australia continues to be dissatisfied with the 

Tiger in terms of the support arrangements and the 

cost of ownership.’  (Australian National Audit Office 

2016, p.38) 

A strategic review was conducted by Defence 

December 2014 Viability Review Deed on the sustainment contract 

25 February 2016 Defence White Paper states Tiger to be replaced in 

mid-2020s (Commonwealth of Australia 2016) 

April 2016 Chief of Army declared Tiger had achieved the Final 

Operational Capability milestone 

14 April 2016 Minister for Defence informed that the Tiger had 

achieved final operation capability with operational 

caveats but did explain what those caveats were. 

(Australian National Audit Office 2005; Australian National Audit Office 2016) 
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