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EMTCABINET - IN - CONFIDENCEC°PY N°- 57 CABINET MEMORANDUM JH°°/0131ESTABLISHMENT OF THE AUSTRALIAN STRATEGIC POLICY INSTITUTEDEPARTMENT(S): Department of
DefenceDEPARTMENT’S EXECUTIVE SUMMARYPURPOSE: To outline establishment of the Australian Strategic Policy Institute (ASPI), as awholly Commonwealth owned Company Limited by Guarantee.KEY
ISSUES:Establishment of the ASPI will satisfy a 1998 Coalition Defence Policy election commitment.The ASPI will provide a centre of expertise of direct value to government by providingindependent policy relevant
research and analysis that will enhance the quality of policymaking on Defence and strategic issues.The credibility of the ASPI will be substantially determined by the reality and appearance ofthe independence of its
operation and outputs from Government.To ensure independence, it is propose that the ASPI be established as a whollyCommonwealth owned Company limited by Guarantee under the Corporations Law of theAustralian
Capital Territory. It will be managed by a Governing Board of eight to tenmembers and will have additional accountability and reporting responsibilities under theCommonwealth Authorities and Companies Act 1997.The
ASPI will be fundedvia a grant from Defence, managed through a funding agreement.The conclusions contained in this memorandum will not signicantly affect regional and ruralservices and jobs.CONSULTATION: PM&C,
Treasury, DoFA, DFAT. There is general agreement - seeAttachment A.FINANCIAL IMPLICATIONS: Annual funding of $2.1m has been programmed and willbe met from within the existing Defence budget.Fiscal balance
($m) Underlying cash balance (Sm) Operating balance / Net assets ($m)01999/00 0 02000/01 0 0O2001/02OOC2002/03OOO2003/04OCOThis document is the property of the Australian Government and is not to be
copied or reproducedCABINET - IN - CONFIDENCEJHOO/0131 57 Bill Burdorf’MC/CABNET - 11/04/2000 17:50; 13



CABINET - IN - CONFIDENCECONCLUSIONSMinisters may wish to consider:(a) establishment of the Australian Strategic Policy Institute (ASPI) as an independent,non-partisan entity to provide research and public
education on Australian strategicand defence policy issues;(b) that the ASPI will be established as a wholly Cormnonwealth owned Company limitedby Guarantee, managed by a Goveming Board;(c) that the Goveming
Board will be structured, with regard to appropriate gender anddiversity requirements, to consist of:(i) an independent Chairman of signicant public standing, to be appointed by theMinister for Defence in consultation with
the Prime Minister;(ii) a nominee of the Prime Minister, envisaged as most probably a current or retiredmember of Parliament;(iii)a nominee of the Leader of the Opposition, envisaged as most probably a currentor retired
member of Parliament; ' (iv)Secretary of the Department of the Prime Minister and Cabinet ex-ofcio;(v) Secretary of the Department of Defence-ex-ioicio;(vi) Chief of the Defence Force ex-oicio; and(vii)two to four members
representing a range of backgrounds including business andthe media, to be appointed by the Minister for Defence in consultation with thePrime Minister;._and  ' I(d) that Defence recommends that the Goveming Board and
Chief Executive Ofcer ofthe ASPI not beideelared holders of Public Ofce for the purpose of RemunerationTribunal involvement;Ministers may wish to note that:(a) funding of between $2 million and $3 million per annum will
be provided by Defencefrom within existing appropriations, managed through a 7 year funding agreementbetween Defence and the ASPI;(b) independence will be a central issue in detennining the reputation and credibility
ofthe outputs of the ASPI;(c) the ASPI will be nancially accountable to Government under the CommonwealthAuthorities and Companies Act (CAC Act) I997 and through a funding agreement withthe Department of
Defence; andThis document is the property of the Australian Government and is not to be copied or reproducedCABINET - IN - CONFIDENCEJHOO/0131 57 Bill Burdorf/PMC/CABNET- 11/04/2000 17150113 2 of 12



CABINET - IN - CONFIDENCE(d) the ASPI Board will be encouraged to seek supplementary sources of income outsidethat provided from Defence and when appropriate to move from budget support to apayment for
services arrangment with Defence.This document is the property of the Australian Government and is not to be copied or reproducedCABINET - IN - CONFIDENCEJHO0/0131 57 Bill Burdorf/PMC/CABNET- 11/04/2000
17;50;13 3 of 12



CABINET - IN - CONFIDENCEBACKGROUNDIn June 1998, the then Minister for Defence, the Hon Ian McLach1an AO armounced theGovemment’s intention to establish an Institute of Strategic Policy. This intention
wasembodied as an election commitment in the Coalition Defence Policy Building CombatCapability, for the 1998 General Election. That document stated that the Govemment wouldestablish a new Institute of Strategic
Policy as a way of promoting greater public debate andresearch on defence and security issues in Australia.2. There are two key reasons to establish an independent institute to study strategicpolicy. The rst is to encourage
development of altemate sources of advice to Governmenton key strategic and defence policy issues. The principles of contestability have been centralto our Govermnent’s philosophy and practice of public administration,
but these principleshave not yet been effectively implemented in relation to defence and strategic policy, despitethe vital national interests and signicant sums of money that are at stake. The Govemmenthas found in
relation to the COLLINS Class Submarine project for instance, and moregenerally in relation to the White Paper process, that there are almost no sources of altemativeinfonnation or analysis on key issues in defence policy,
including the critical questions of ourcapability needs and how they can best be satised. The ASPI will be charged with providingan altemative source of expertise on such issues.3. Second, public debate of defence policy is
inhibited by a poor understanding of thechoices and issues involved. The ASPI will be tasked to contribute an informed andindependent voice‘ to public discussion on these issues.4. These roles will take some time to
develop, but there are signicant advantages tolaunching the ASPI now, at a time when public interest in defence issues is high. It isintended that the foundation of ASPI should be seen as a long-tenn investment by
theGovermnent in good strategic and defence policy, and as such it ts in well with the WhitePaper process. The proposal has been well received in the media. Institutes of this sort havealso been established in the United
States.This document is the property of the Australian Government and is not to be copied or reproducedCABINET - IN - CONFIDENCE11100/0131 57 Bill Burdorf/PMC/CABNET- 11/04/2000 17=50¢13 4 of 12



ICABINET - IN - CONFIDENCE5. It is intended that the ASPI’s research should be tightly focussed on strategic policyissues relevant to Australia, including:(a) the impact of global and regional development on Australia’s
security;(b) the extent and nature of our security interests;(c) the role and value of our alliances and other security arrangements;(d) the ways in which Australia might use anned force to support its interests;(e) options for
the development of Australia’s military capabilities; and(t) consideration of realistic resource constraints on Australia’s options.6. It is proposed that the ASPI would publish a series of papers on specic issues,arrange
workshops and conferences to draw on expertise outside Government, and undertakespecic studies contracted by the Government and other customers. The ASPI would also beavailable by mutual arrangement to support
Commonwealth Departments other than Defencein providing infonnation, analysis or reports on strategic and defence issues. It is envisagedthat the ASPI would also undertake a range of activities to encourage and
develop strategicpolicy studies in Universities and other institutes.7. The Institute staff would be expected to contribute to public debate on defence issues,within guidelines, which would ensure that that role remained
essentially non-partisan. Theproposed composition of the Board is intended to ensure that the ASPI will carefully observethe need to avoid being drawn into partisan debates.ISSUESIndependence and the Proposed
Institute Structure8. It is clear that independence will be a central issue in detennining the reputation andcredibility of the ASPI in meeting the purposes set out above. The advice of the AustralianGovernment Solicitor has
been sought on the most appropriate legal structure to achieveindependence while meeting proper accountability. The Australian Govemment Solicitorrecommends establishment of the ASPI as a wholly Commonwealth
owned company limitedby guarantee, to be managed by a Goveming Board. The Commonwealth will be the solemember of the company, and would be responsible for the appointment of all directors (boardmembers).This
document is the property of the Australian Government and is not to be copied or reproducedCABINET - IN - CONFIDENCEIH00/0131 57 Bill Burdorf/PMC/CABNET- 11/04/2000 17;50¢13 5 of 12



CABINET - IN - CONFIDENCE9. Various corporate structures were considered but deemed less appropriate in meetingthe aims of the ASPI than the option presented by a company limited by guarantee. Acompany limited
by shares would be an inappropriate vehicle for the ASPI, as its activitieswill not be commercial, and it is not intended that it will be required to raise capital ordistribute prots to members. An incorporated association
presents an appropriate model toprovide legal capacity and autonomy to the ASPI given its likely scale, and non-commercialactivity, however, this structure would impose less safeguards and accountability.
Further,incorporated associations are most suited where bodies carry on activities only within anindividual state or territory, a potential impediment to the opportunity for national operationof the APSI in the future. A statutory
authority would require a legislative approachumiecessary for the scale and nature of the ASPI. Operating the Institute within theDepartment was also considered, but rejected on the basis of the perception and operation
ofthe ASPI as independent from Govemment. For the same reason, establishing the ASPI as anExecutive Agency by an instrument of the Public Service Act I999 was also rejected.10. A company limited by guarantee
typically operates as a non-prot institution, andCommonwealth membership of companies limited by guarantee usually applies in thosevehicles where there is involvement or membership by other groups, for instance
StateGovemments or peak private sector bodies. This is the case in the following companies withCommonwealth membership: The Australian Foundation for Culture and the Humanities Ltd,Open Leaming Technology
Corporation Ltd, Co-operation Cuniculum Corporation, NationalAccreditation Authority for Translators and Interpreters Ltd, National Prescribing ServiceLtd, and the Australian ‘Housing and Urban Research Institute Ltd.11.
Sole Commonwealth membership or ownership is less common, but nonethelessconsidered the most appropriate option of ASPI membership for two reasons. First, plarmedfunding will initially only be provided to the ASPI
by the Commonwealth, via Defence.Second, this structure will not preclude expanded membership as the ASPI develops andpursues altemate sources of funding and growth.Accountability12. In addition to the normal
Corporations Law statutory obligations, as a Commonwealthowned company the ASPI would have accountability and reporting requirements under theThis document is the property of the Australian Govemment and is not
to be copied or reproducedCABINET - IN - CONFIDENCEmoo/0131 57 Bill Burdorf/PMC/CABNET- 11/04/2000 17:50:13 6 of 12



CABINET - IN - CONFIDENCECommonwealth Authorities and Companies Act 1997 (CAC Act). This includes requirementsto observe the general policies of the Government, as notied by the responsible Minister, toprepare
budget estimates and annual reports and notication of signicant events to theresponsible Minister, and to keep the responsible Minister and Finance Minister informed ofactivities, as well as audit arrangements with the
Auditor-General.Board Structurel3. Under the proposed ASPI structure, the Governing Board would be responsible for allaspects of the Institute’s management within the accountability framework outlined above. Itwould
include between eight and ten members, to be drawn from the senior level of thebureaucracy, industry and academia, with regard to appropriate gender and other diversityrequirements. This would include an independent
Chairman of signicant public standing, tobe appointed by the Minister of Defence in conjunction with the Prime Minister; a nominee ofthe Prime Minister, envisaged as most probably a current or retired member of
Parliament; anominee of the Leader of the Opposition, likewise envisaged as most probably a current orretired member of Parliament; the Secretary of the Department of the Prime Minister andCabinet ex-ofcio; the
Secretary of the Department of Defence ex-ofcio; Chief of theDefence Force ex-ofcio; and two to four additional members to be selected from a range ofbackgrounds including business and the media to be appointed by the
Minister in conjunctionwith the Prime Minister. It is intended that the Chief Executive Ofcer (CEO) will Q be aBoard member. A gI4. The Remuneration Tribunal Act 1973 allows the Tribunal to inquire into anddetermine the
remuneration to be paid to holders of ‘public ofce’. Advice received from theAustralian Government Solicitor suggests that based on the proposed structure of the ASPI,the Remuneration Tribunal would not have a role in
setting the remuneration of Boardmembers of the ASPI unless their appointment was specied as a public ofce by theMinister for Finance and Administration. Similarly, the CEO of the ASPI will not be theholder of a public
ofce for the purpose of section 7 of the Remuneration Tribunal Act 1973,unless the position is specically declared a public ofce. Given the non-prot making natureof the ASPI and the importance of independence of the
ASPI, it is recommended that theASPI Board members and CEO not be declared holders of Public Ofce.This document is the property of the Australian Government and is not to be copied or reproducedCABINET - IN -
CONFIDENCEJH00/0131 57 Bill Burdorf/PMC/CABNET- 11/04/2000 17;50=13 7 of 12



CABINET - IN - CONFIDENCE15. The Minister for Defence has approached suitably qualied people to join theproposed Goveming Board. In December, following consultation with the Prime Minister,Professor Robert
O’Neill AO was invited to serve as the inaugural Chairman, and Dr J.Roland Williams CBE was also invited to join the Board. Professor O’Neill is currently theChichele Professor of the History of War and Fellow of All Souls
College, Oxford Universityand the Chairman and fonner Director of the International Institute of Strategic Studies. Hehas a long history of involvement in Australian Defence and Strategic issues, both in theAustralian Army
including service in the Vietnam War, and as the Head of the Strategic andDefence Studies Centre at ANU. He is very enthusiastic about the proposal to establish anAustralian Strategic Policy Institute. Dr Williams is the
former Chairman and CEO of ShellAustralia, and will bring valuable strategic and business insight to the board. He is Chairmanof the Institution for Chemical Engineers, Chairman of the Advisory Council to the Centre
forEnergy and Resources Law, University of Melboume and President of the Business /Highereducation round table.16. Professor O’Neill met in February with Dr Williams, the Chief of the Defence Forceand the then acting
Secretary of Defence to hold preliminary discussions on a range of issuesinvolved in the establishment of the ASPI. This included consideration of the appointment ofa suitable CEO. Interviews were held of an short list of
candidates derived from an executivesearch conducted by Morgan and  in late 1999. The candidates were Dr Ross Babbage,Corporate Executive Strategic Analysis with ADI Ltd; Dr Peter Edwards, an HonoraryProfessor at
Deakin University; Dr Grant Wardlaw, former Director of the Ofce of StrategicCrime Assessments in the Attorney-General’s Department; and Mr Hugh White, DeputySecretary Strategy in the Department of Defence. While
the selection committee have apreferred candidate from that process, no appointment will be made by the Board untilestablishment of the ASPI is complete.Staffing17. In line with the requirements of independence and the
proposed company structure ofthe ASPI, stafng of the Institute, including the selection and appointment of a CEO, will bethe responsibility of the Board. A research staff equivalent of up to eight full time analysts
isenvisaged, with a focus on using short tenn and other exible employment arrangementsThis document is the propeny of the Australian Govermnent and is not to be copied or reproducedCABINET - IN -
CONFIDENCEJHO0/0131 57 BillBurdorf/PMC/CABNET- 11/04/20001750113 8 of 12



CABINET - IN - CONFIDENCEdesigned to maximise the efcient use of resources and to suit the ongoing research programof the Institute.Funding Arrangements18. Defence has programmed funding for the ASPI of $1.7
million in the current nancialyear, rising to $2.1 million per armum from 2000-01 to 2003-04. An increase up to a limit of$3.0 million could be considered if demand for the ASPI's work increased and the results ofits work
were to warrant it. All proposed funding for the ASPI would be met from withinexisting budget allocations for Defence. In line with the proposed structure, it is intended thatDefence would enter into a Funding Agreement with
the ASPI.19. The Australian Govemment Solicitor will be asked to advise and draft an appropriatefunding agreement, to be implemented as the ASPI is established as a company. Specically,the Funding Agreement will
detail obligations on the part of the ASPI and Defence as thesponsor organisation, and include conditions such as:(a) the amount and timing of funding; f(b) intellectual property ownership;(0) reporting requirements to the
sponsor organisation and Govermnent;(d) mechanisms to review the Institute’s operation;(e) arrangements if the ASPI were to be dissolved;(f) methods of negotiating research priorities;(g) mechanisms for dispute
resolution;(h) insurance requirements; and(i) transfer and ownership of assets provided by Defence.20. In addition, the ASPI will be strongly encouraged to seek funds from additionalsources. In time, Defence would expect
to be able to move from direct budget funding to theASPI, to a payment for services arrangement with Defence.11 April 2000This document is the property of the Australian Government and is not to be copied or
reproducedCABINET - IN - CONFIDENCEJH00/0131 57 Bill Burdorf/PMC/CABNET- 11/04/2000 17;50=13 9 of 12



CABINET - IN - CONFIDENCEATTACHMENT ACOORDINATION COMMENTSPrime Minister and CabinetThe Department of the Prime Minister and Cabinet (PM&C) supports the establishment of theAustralian Strategic
Policy Institute (ASPI) proposed in Conclusion 1(a) of the Memorandum,as an independent source of research and analysis on defence and strategic policy matters.PM&C believes that, of the options presented in
paragraph 9 of the Memorandum, anincorporated association or a company limited by guarantee both present potentially viablestructures for the proposed Institute. On balance, PM&C would be inclined to support
theestablishment of the ASPI as an incorporated association in the rst instance, given the scaleof its proposed activities and that it would operate initially only in the ACT. This would stillallow the ASPI to become a company
limited by guarantee -at a later stage, should such astructure be necessary to support its activities.Irrespective of the legal structure chosen for the ASPI, the organisation would, at leastinitially, be wholly owned and funded
by the Commonwealth. With respect to Conclusionl(d), therefore, and consistent with existing practice, PM&C believes that the Minister forDefence should seek the views" of the" Remuneration Tribunal in detennining the
remunerationof the Chairman, Members of the Governing Board and the Chief Executive Ofcer (CEO).PM&C considers that the positions of Chairman and Members of the Governing Board, aswell as the CEO position, are
signicant Government appointments. Accordingly, PM&C isof the view that these appointments should be brought to Cabinet for approval.PM&C has no difculties with the proposed structure of the Governing Board at
Conclusionl(c), although we believe the participation of the Secretary of the Department of ForeignAffairs and Trade would provide additional balance to the Board, given the need toencompass the intersection of strategic
and foreign policy issues.PM&C agrees that the independence of the ASPI will be important in determining thereputation and credibility of its outputs (Conclusion 2(b)). The ASPI's public prole and itsThis document is the
property of the Australian Government and is not to be copied or reproducedCABINET - IN - CONFIDENCEmoo/0131 57 Bill Burdorf/PMC/CABNET- 11/04/2000 17.5013 10 of 12



VCABINET - IN - CONFIDENCEATTACHMENT Aapproach to the appointment of permanent staff will have an important bearing on extemalperceptions of its independence. In this regard, PM&C considers that it would be
mostdesirable for the inaugural CEO of the Institute to be drawn from outside the existing Defenceframework.TreasugjTreasury supports the recommendations in the Memorandum. We note that, if it was decidedto
implement legislation affecting the proposed company’s operations in a way that impactedon the effect, scope or operation of the Corporations Law, the Treasury would need to beadvised so that the Commonwealth could
consult with the States and Northem Territory asrequired by the Corporations Agreement.Finance and AdministrationThe Department of Finance and Administration strongly supports the proposal to establish theAustralian
Strategic Policy Institute. DOFA also notes that the proposal will have nilnancial implications.Foreign Affairs and TradeThe Department of Foreign Affairs and Trade supports in principle the development of anInstitute
capable of highly professional, expert analysis of strategic issues tightly focused onissues of direct concern to govermnent. The Department supports the proposal that fundingfor the Australian Strategic Policy Institute be
met from existing Department of Defencebudget allocations.The Department notes that the Memorandum suggests some ambiguity in the role of theInstitute between an aim to create an independent instrument of public
education on strategicissues and an aim to create a new source of strategic advice for government able to enhancepolicy making. The Department does not consider that the latter aim is necessarily best suitedby complete
independence from government. The Department suggests that the arrangementsfor the Institute would benet from some further consideration, to include consultation by theThis document is the property of the Australian
Government and is not to be copied or reproducedCABINET - IN - CONFIDENCEJH00/0131 57 Bill Burdorf/PMC/CABNET- 11/04/2000 17150113 11 of 12



CABINET - IN - CONFIDENCEATTACHMENT ADepartment of Defence with other government departments with a role in national securityand strategic policy making.The Department understands that, though not covered
in the Memorandum, the Minister forDefence intends that the Secretary of the Department of Foreign Affairs and Trade will be anex-ofcio member of the Board of the proposed Institute. Such an Institute will by its
naturebecome part of the national foreign policy debate and its product will inuence regionalperceptions of Australia's strategic thinking. The presence on the Board of the Secretary ofthis Department would be a crucial
source of advice on issues raised. Furthermore, theDepartment sees the establishment of the proposed Institute as an opportunity to promoteconvergence between foreign policy and strategic thinking through ensuring that
global andregional trends in political and trade relations are properly factored into assessments ofAustralia's strategic and security outlook. The presence of the Secretary of this Departmenton the Board would contribute to
such a balance in the strategic Work of the Institute.This document is the property of the Australian Govermnent and is not to be copied or reproducedCABINET - IN - CONFIDENCEJH00/0131 57 Bill
Burdorf/PMC/CABNET- 11/04/2000 17150113 12 of 12


