SECTION 3

MANAGEMENT &
ACCOUNTABILITY




CHAPTER 4
People management

The goal for the DMO is to ensure that the size, shape, skills and culture of the
workforce meet the business requirements of the organisation, so that the DMO
becomes more business-like, accountable and outcome driven.

The achievements of DMO staff during
2007-08 were significant. They met the
challenges of increased budget allocation,
ongoing operational deployments, and
increasingly large and complex project
delivery in a work environment
characterised by key skill shortages and
ongoing scrutiny by the Government, the
media and the community. The DMO
continued to emphasise the importance of
professionalising, reprioritising work,
improving business practices, leading
project and sustainment reform, and
improving working relationships with
industry.

The DMO’s people
strategy

In 2007-08, the DMOQ’s strategy to address
workforce challenges focused on building
organisational capability and productivity
through effective attraction, retention
and professionalisation. The DMO
enhanced the attractiveness and the
effectiveness of its employment offer
through targeted employment branding,
and by offering competitive workplace
conditions and an investment in learning.

PERFORMANCE AGAINST
PEOPLE PRIORITIES

Priority 1—Continuing to establish and improve industry recognised and accredited programs to
professionalise the workforce in project management, engineering and technical professions,

commerce and business, and logistics.

progressed to certification.

The DMO continued to work in partnership with peak professional bodies to provide certification
and professional recognition programs for DMO job families. Over the year, 140 personnel have

Progress has been made to professionalise materiel logisticians. New units of competency have
been developed and are currently proceeding through national endorsement. A suite of
vocational qualifications based on the competencies has been developed and accredited. The
qualifications, along with the new practitioner and introductory training courses, provide a
framework to professionalise the DMO and Defence industry materiel logistics workforce.

Professionalisation of the procurement and contracting workforce has been a priority and will
continue to be so into 2008-09. A training roadmap has been developed and the population of it
has commenced. A suite of contract risk modules have been developed, advanced negotiation
skills training introduced, and Australian Defence Contracting template training reintroduced.
The focus has been on addressing the high risk areas first.
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Priority 2—Continuing to invest in the leadership skills and managerial abilities of the DMO’s

executive, managers and supervisors.

The DMO leadership programs have been designed to develop professionalism, leadership
capability and exemplary standards of behaviour. The highly successful Catalyst and Gateway
courses, introduced in 2006, have been redesigned and combined into a comprehensive
leadership program that includes precursor development centres and ongoing coaching and
mentoring support. Over 2007-2008, 182 staff from APS 5 to Executive Level 2 and military
equivalents participated on Catalyst and Gateway, and 246 attended the Compass and Executive
Compass development centres

The Velocity leadership program for high performers was introduced in 2008. It targeted 20
high-potential managers and provided enhanced leadership development for future executives.

The development of project managers to undertake leadership of the most complex projects
remained a focus. The Project Simulation in February 2008, run in conjunction with Boeing,
provided continuing development for extant complex project managers. The Executive Masters
in Complex Project Management was offered for the first time in 2008, with 16 Defence
participants in the first cohort. The program was developed by the DMO in partnership with the
Queensland University of Technology. The program has been accredited by the College of
Complex Project Management.

Priority 3—Strengthening performance assessment and management policies and practise to

support the goal of greater accountability of staff at all levels.

The DMO has reinforced its culture of managing poor performance and rewarding and

encouraging good performance by:

= identifying and managing poor performance through individual Employee Performance Agreements.
Managers who rate an employee as not effective or partially effective have been supported through
professional human resources guidance and direction. The numbers of staff rated as ineffective or
partially effective (approximately 2 per cent) increased slightly, indicating that poor performance is not
being tolerated and is being actively managed.

« education programs to remind staff, supervisors and managers within the DMO of their performance
obligations. This includes the inclusion of a performance management presentation and group discussions
on DMO leadership programs.

= effective performance was rewarded through bonuses paid under Australian Workplace Agreements,
reward and recognitions schemes including CEO Commendations, Divisional and Branch awards and
Australian Day medallions, and pay progression at performance assessment time.

Priority 4—Refining innovative workforce planning and forecasting techniques and capabilities to

better align the DMO’s workforce with the demands of the Defence Capability Plan.

The DMO Workforce Plan 2007-2012 was developed in 2007-08. It identified eight key themes
that will affect the DMO’s workforce now and into the future, as well as the risk analysis and risk
mitigators against each theme. Workforce decision making and initiatives over the year have
been driven by these mitigating actions. The mitigating actions undertaken include refinement
of the workforce planning and forecast modelling techniques to align the workforce with the
Defence Capability Plan, analysis of workforce requirements against structures and functional
requirements at business unit level.

Priority 5—Further developing programs to target skills gaps in the DMO’s workforce, including
remuneration incentives to retain highly skilled staff and older workers, refinement of the
existing materiel graduate and Cadetship schemes, and implementation of the new DMO
Traineeship scheme and tertiary scholarship scheme.

The DMO has run several programs to attract vocational and tertiary students and graduates in
critical skills shortage disciplines. These programs include the Materiel Vocational Employment
Scheme (MVES), the Materiel Cadetship Scheme (MCS) and the Materiel Graduate Scheme (MGS).
The MVES was introduced in 2008, while the successful MCS and MGS were refocused on critical
skill groups, particularly engineers. Marketing for these programs have very successful with
applications increasing by over 40 per cent in 2008. Retention rates remain high, with 80 per
cent of graduates retained since 2004.

The DMO continues to establish its profile as a preferred employer. Marketing strategies include
attending university career fairs and events, such as the national careers forum which involves
participants from all university and graduate employers, and profiling the DMO in key education,
school and university publications.
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Priority 6—Implementing a new strategic recruitment capability and bolder DMO employment
branding to improve the success rate of recruitment actions for highly skilled workers,

especially for project management, engineering and commercial roles.

In 2007-08 the DMO has expanded the strategic recruitment capability, including
implementation of university partnering and sponsorship arrangements. This service includes
improved profiling, employment branding, more innovative attraction and recruitment
strategies, and the provision of an internal recruitment consultancy service. Advertisements
reflect the DMO's focus on professional development, work/life balance and career
opportunities, and new people-focused imagery.

Priority 7—Implementing the DMO’s workplace health and safety strategic plan to better guide

initiatives and activities to reduce time off work due to injur illness.

The DMO Safety Strategic Plan was endorsed by the Executive in 2007-08. It presents a
comprehensive plan to coordinate and report against all safety initiatives and reflects the DMO's
commitment to safety. Key features of the plan are outlined later in this chapter.

PEOPLE NUMBERS: STAFFING,
BY AVERAGE STRENGTH

This section provides information on of 7,512. This was a consequence of the
average staffing levels for 2007-08 and significant growth in projects and funds
compares personnel numbers with under management and the use of

estimates for the year. The DMO average alternative labour, including Reservists, to
workforce strength in 2007-08 was 7,253—  meet the shortfall in the ADF permanent
that is, 259 below the projected estimate workforce.

Table 4.1 DMO Average Funded Strength/Full Time Equivalent

2006-07 2007-08  2007-08 2007-08 2007-08
Actual Budget Revised  Actual \jariation[®!

estimate estimate

APS

Senior Executives 29 32 37 32 -5 -14
Senior Officers 1,225 1,339 1,440 1,388 -52 -4
Other APS Staff 3,697 3,741 4,050 3,884 -166 -4
Sub-total APs[1] 4,951 5,112 5,527 5,304 -223 -21
Backfilling of ADF Vacancies - 165 - - - -
Sub-total Aps[i] 4,951 5,277 5,527 5,304 -223 -4
PSP Workforcel2 298 301 263 181 -82 -31
Sub-total APS/PSP 5,249 5,578 5,790 5,485 -305 -5
NAVY

Star Ranked Officers 7 6 6 8 2 33
Senior Officers 50 47 48 54 6 13
Junior Officers 97 136 139 93 -46 -33
Other Ranks 127 156 157 122 -35 -22
Sub-total Permanent Navy!S! 281 345 350 277 -73 -21
Reserve Forcesl4] 113 110 110 171 61 55
Sub-total Navy 394 455 460 448 -75 -16

70 DEFENCE ANNUAL REPORT 2007-08 VOLUME 2



CHAPTER 4 PEOPLE MANAGEMENT

Table 4.1 DMO Average Funded Strength/Full Time Equivalent

2006-07 2007-08  2007-08 2007-08 2007-08
Actual Budget Revised  Actual \jgriationl®!

estimate estimate

ARMY

Star Ranked Officers 7 6 6 6 - -
Senior Officers 43 47 49 45 -4 -8
Junior Officers 167 210 204 167 -37 -18
Other Ranks 172 219 216 168 -48 -22
Sub-total Permanent Army![S! 389 482 475 386 -89 -19
Reserve Forces4] 86 75 75 111 36 48
Sub-total Army 475 557 550 497 -53 -10
AIR FORCE

Star Ranked Officers 8 8 9 8 -1 -11
Senior Officers 79 79 92 87 -5 -5
Junior Officers 356 414 458 369 -89 -19
Other Ranks 320 350 357 330 -27 -8
Sub-total Permanent Air Forcel®] 763 851 916 794 -122 -13
Reserve Forces[4] 50 50 50 29 -21 -42
Sub-total Air Force 813 901 966 823 -143 -15
Sub-total Permanent ADF 1,433 1,678 1,741 1,457 -284 -16
Workforce

Expected ADF Shortfalls - -165 -254 - 254 -
Sub-total actual Permanent ADF 1,433 1,513 1,487 1,457 -30 -2
Workforce

Sub-total Reserve Workforce 249 235 235 311 76 32
Sub-total APS/PSP 5,249 5,578 5,790 5,485 -305 -5
Total DMO Workforce 6,931 7,326 7,512 7,253 -259 -3
NOTES
1. Staffing numbers for APS are based on average full-time equivalent and include ongoing and non-ongoing

personnel.

2. Professional Service Providers are individuals under contract filling line positions.

3. Staffing numbers for Permanent Forces are based on average funded strengths and includes Reservists
undertaking full-time service. Reservists undertaking full-time service, as at 30 June 2008, were 39
(comprising Navy 27, Army 7 and Air Force 5).

4. Reserve strength represents Reservists who undertook paid service.
5. 2007-08 full-time equivalent Average compared to the projected estimate.
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Australian Public Service
staffing

The APS full-time equivalent average
strength for 2007-08 was 5,304, which is
223 below the projected estimate of
5,527. This reflects modest growth from
2006-07 in line with forecasts, to meet
the DMO’s increasing workload and is
offset by a corresponding decrease in the
military and contractor workforces.

Professional Service Providers

As part of its total workforce, the DMO
engages Professional Service Providers
(PSPs) to fill APS line positions due to an
inability to recruit or retain civilian staff
with these skills. PSPs are not DMO
employees but are employed under
contractual arrangements. The PSP
full-time equivalent average strength for
2007-08 was 181, which is 82 below
projected estimate of 263.

Permanent military staffing—
military workforce agreements

The CEO DMO and the Service Chiefs
recognise that the posting of military
personnel into the DMO benefits both the
DMO and the Services, by supporting the
DMO’s understanding of the operational
environment, bringing in specialist
military skills, and allowing for Service
interests to be represented within the
DMO’s internal processes. Individual
military workforce agreements were
established between the CEO DMO and
the three Service Chiefs on 1 July 2005,
and were renegotiated during 2007-08.
The agreements govern the employment
of military personnel within the DMO and
address a range of matters, including:

e command and control of military
personnel

e establishment and management of
military positions

« selection and employment of military
personnel

« performance of military personnel
= tenure of military personnel

* career management and professional
development

e associated funding arrangements.

The agreements are subordinate to the
principles established in the Defence
Policy for Military Staffing in the DMO,
approved by the Minister for Defence on
21 July 2004. The policy was reviewed for
its effectiveness during February to May
2007 and recommendations to amend
some aspects of the policy were
subsequently approved by the Minister on
9 August 2007.

The permanent ADF average strength in
DMO for 2007-08 was 1,457, against the
Chief Financial Officer Defence guidance
of 1,763. This shortfall reflects the low
permanent military staff numbers across
the three Services, particularly in critical
employment categories. The DMO has
employed reservists and alternative
civilian labour in vacant military
positions, in line with the Policy, where
personnel with the necessary skills and
experience can be found.

ADF Reservists

The number of Reservists who rendered
paid service with the DMO during 2007-08
was 311, which equated to 13,129 reserve
days, or an average of 42 days per
Reservist. This was an increase of 1,508
reserve days on 2006-07. The increased
achievement is due primarily to the
implementation of the DMO Reserve
Employment Scheme which commenced in
October 2007. The scheme included a
targeted communication and marketing
strategy to increase the use of reservists
in DMO, to assist in backfilling over 254
permanent military vacancies.

72

DEFENCE ANNUAL REPORT 2007-08 VOLUME 2



CHAPTER 4 PEOPLE MANAGEMENT

Employee expenses
APS employees

The actual result for employee expenses
in 2007-08 was $459.0m.

Table 4.2 Explanation of Variations in Employees Expenses

2007-08
Budget
estimatel]
($7000)
436,124

Salaries, Allowances,
Superannuation and Leave
Liability

2007-08
Revised
estimatel?
($°000)
444,701

2007-08
Actual
result
($7000)

458,992

Variation %

Variation[®!
($7000)

14,291

Total Employee Expenses 436,124

444,701

458,992 14,291 3.21

NOTES

1. The budget estimate for 2007-08 was published in the Portfolio Budget Statements 2007-08.
2. The revised estimate for 2007-08 was published in the Portfolio Additional Estimates Statements 2007-08.
3. The variation is between the actual result as disclosed in the 2007-08 financial statements and the revised

estimate.

Permanent military staff

Permanent military members allocated to
the DMO are provided on a fee-for-service
basis, with Defence being the principal
employer. The fee for service is reflected
in the price agreed with Defence, and
those expenses are funded from suppliers’
expenses.

Reserve staff

The Services provide the DMO with a
number of reserve days under a free-of-
charge understanding, with any
requirement above the agreed level being
purchased from suppliers’ expenses under
contractual arrangements.

Professional service providers

The DMO spent $49.2m on Professional
Service Providers, which was funded from
suppliers’ expenses under contractual
arrangements.

Actual staffing

At 30 June 2008, the DMO had 5,606 APS
employees and 1,586 permanent military
members. The number of APS personnel
recorded as employees includes full-time,
part-time, ongoing and non-ongoing, and
unpaid employees. This was 472 more
personnel than at 30 June 2007 and
represents an overall increase of
approximately four per cent.

Table 4.3 DMO Personnel Comparison as at 30 June 2007 and 30 June 2008[1]

APS Navy Army Air Force Total
Permanent APS/AFS 2006-07 5,265 281 388 783 6,716
APS Separations 537 - - - 537
APS Additions 781 - - - 781
Military Staffing Variation - 71 21 42 134
Variation 376 71 21 42 510
Total 2007-08 5,641 352 409 825 7,226

NOTE

1. Figures are actual staff numbers as at 30 June 2007 and 30 June 2008. They include paid and unpaid staff but

exclude locally engaged civilians overseas.
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Gender & employment category

Table 4.4 shows APS personnel and DMO
permanent forces by gender and
employment category as at 30 June 2007
and 30 June 2008.

Table 4.4 DMO APS Personnel and Permanent Military Forces by Gender and
Employment Rank/Level

As at 30 June 2007 As at 30 June 2008[]

APS Women Y% Men % Women % Men Y%
CEO-DMO - - 1 - - - 1 -
SES 6 - 22 - 6 - 25 -
Executive 277 16 1086 22 319 16 1,189 23
Level

Other APS 1,336 7 2,540 51 1,487 76 2,611 50
APS Total 1,619 93 3,649 73 1,812 92 3,827 73
Navy Total 32 2 249 5 47 2 305 6
Army Total 19 1 369 7 26 1 383 7
Air Force 72 4 711 14 80 4 745 14
Total

ADF Total 123 7 1,329 27 153 8 1,433 27
Total 1,742 100 4,978 100 1,965 100 5,260 100

Table 4.5 APS Personnel by Gender and Category as at 30 June 2008

Category Gender Full-time Part-time Total
Ongoing employees Male 3,709 7 3,716

Female 1,744 14 1,758
Non-ongoing Male 111 - 111
employees Female 54 - 54
Total Male 3,820 7 3,827
Total Female 1,798 14 1,812
Total APS Personnel 5,618 21 5,639

Senior management
Table 4.6 Military Star Ranked Officers as at 30 June 2008[]

Total Star Rank!4 2007-08 Promotions!®] 2007-08 Separations#]

Service Men Women Total Women  Total Women  Total

2-Star Navy 1 - 1 1 - 1 1 - 1

Army 1 - 1 - - - - - -

Air Force 3 - 3 - - - - - -

1-Star Navy 7 - 7 1 - 1 - - -

Army 5 - 5 1 - 1 1 - 1

Air Force 6 - 6 1 - 1 - - -

Total 23 - 23 4 - 4 1 - 2
NOTES

1. There are no 3-Star officers in the DMO.

2. Officers on acting or higher duties are not included.

3. Promotions include those officers promoted between levels.

4. Separations include only those officers who have separated from the DMO.
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Table 4.7 APS Senior Executive Service (SES) As at 30 June 2008[11[2]

Total SES 2007-08 Engagementsl®] 2007-08 Separations!“]

Women Total Men  Women Total Men Women  Total
SES 3] 1 4 - 1 1 - - -
(Band 3)
SES 7 2 9 2 1 3 1 1 2
(Band 2)
SES 16 3 19 1 1 2 - 2 2
(Band 1)
Total 26 6 32 3 3 6 1 3 4
NOTES

1. Figures in this table show actual staff numbers at their substantive level and officers on higher duties
pending permanent filling action.

2. Gains and losses do not reflect movement of officers between levels.

3. Engagement figures include new engagements, promotions and transfers from other agencies for ongoing
employees only.

4. Separation figures include resignations and redundancies, and promotions and transfers to other
departments for ongoing employees only.

Staff employment locations
Table 4.8 Distribution of APS and Military Personnel by Employment Location As at
30 June 2008421

State
CEO-DMO - - - - - - - 1 - 1
SES - 2 - - - - - 28 1 31
Executive 211 359 65 63 43 - 8 724 35 1,508
Level
APS 1,201 1306 279 145 170 - 33 953 11 4,098
Total APS 1,412 1,667 344 208 213 - 41 1,706 47 5,638
Navy!®] 165 12 19 16 83 - 5] 42 10 352
Armyl5] 12 224 96 7 - - 1 59 10 409
Air Eorcel®] 273 124 52 117 1 - - 164 94 825
Total 1,862 2,027 511 348 297 - 47 1,971 161 7,224
NOTES

1. Figures in the table show actual staff numbers as at 30 June 2008, include personnel who are on unpaid
leave and does not reflect the DMO’s average funded strengths.

2. APS levels include information technology, professional, technical, trade/physical, officers full-time, part-
time, ongoing, and non-ongoing personnel.

3. ACT includes personnel located at Jervis Bay.
4. Overseas figures represent personnel posted for long and short-term duty as at 30 June 2008.

5. Permanent Forces figures include paid, unpaid members and Reserves on continuous full-time service.
Personnel are shown in the location from which they are administered.
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Recruitment

The DMO recruited 781 members—504 in new personnel compared with 2006-07.
men and 277 women—in the 12 months to The overall recruiting achievement for
30 June 2008. This amounts to an increase 2007-08 was 15 per cent.

Table 4.9 DMO APS Recruitment 2006-07 and 2007-08

2006-07111 NSW VIC QLD SA WA TAS NT ACT 0/S  Total

SES - 1 - - - - - 2 - 3

Executive 13 36 11 9 1 - - 61 1 132

Level

APS 165 163 39 23 27 - 8 252 - 677

Total 178 200 50 32 28 - 8 315 1 812

2007-08[21

SES - - - - - - - 6 - 6

Executive 13 22 7 9 3 - - 47 2 103

Level

APS 141 196 43 14 22 - 7 249 - 672

Total 154 218 50 23 25 - 7 302 2 781
NOTES

1. Figures show actual staff numbers as at 30 June 2007.
2. Figures show actual staff numbers as at 30 June 2008.

Separations

In the 12 months to 30 June 2008, 537 (10
per cent) APS employees separated from
the DMO. This figure is a slight decrease
on the 2006-07 result of 550 (11 per cent).

Table 4.10 APS Separations 2006-07 and 2007-08!1]

Voluntary!?  Involuntary3  Resignation/  Transfersl®! Total
Retirementl“]

2006-07
SES - - 2 - 2
Executive Level 13 5 76 23 117
Other Staff 136 19 261 15 431
Total APS 149 24 339 38 550
2007-08
SES - - 1 3 4
Executive Level - 8 122 21 146
Other Staff 1 28 325 33 387
Total APS 1 31 448 57 537
NOTES

1. Figures in the table show actual staff numbers as at 30 June 2008.

2. Voluntary figures include voluntary redundancies (due to Commercial Support Program, Defence Reform
Program or program initiated). Non-effective personnel (personnel on maternity leave and leave without
pay) are not included.

3. ‘Involuntary’ include abandonment (forfeit), breach of conduct, death, invalidity retirement, involuntary
redundancies, lack of qualifications, non performance and term probation.

4. Resignation / Retirement include completion of non-ongoing employment, resignation and retirement.
5. Transfers include transfers/promotions to other agencies.
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Occupational Health and
Safety

During 2007-08, the DMO focused on the

following occupational health and safety

initiatives:

= The DMO Safety Strategic Plan was
developed in consultation with
Division representatives and endorsed
by the Executive. It aligns to the
Defence OHS Strategy and
incorporates the development of an
integrated OHS Management System as
a key objective. Development of the
safety management system will be
finalised in 2008-09. Achievement of
progress against the strategy will be
monitored by the DMO Executive and
Safety Council.

* Workshops with key stakeholders
identified DMO safety risks and
developed mitigation strategies which
will be implemented in 2008-09.

= In accordance with government
regulatory requirements, the DMO has
been managing an identification and
substitution program to remove
chrysotile asbestos from its inventory
holdings by the end of 2010. The
number of exemptions has been
significantly reduced.

« A program of annual health and safety
systems audits has been conducted
and action plans are being developed
to address areas requiring attention.
The audit schedule will be revised to
focus on areas of high risk.

Notification and reporting of
incidents

Under the Occupational Health and Safety
Act 1991 the DMO is required to provide
annual statistics on any accidents or
dangerous occurrences that arose out of
the conduct of undertakings by the

department or authority and that
required the giving of notice under
section 68 of the Act.

Table 4.11 Incident Reports 2005-2008

2005-06 2006-07 2007-08

Required to report to Comcare

Deaths - 1

Serious Personal 20 16

Injury[

Dangerous 31 46 30
Occurrences!?

Incapacity®! 2 9 5
Total Reports 58 72 44
to Comcare

NOTES

1. Serious Personal Injury is defined as an injury or
disease in a person caused by a work-related
incident for which the person needs to be given
emergency treatment by a registered medical
practitioner, treated in hospital as a casualty
without being admitted to hospital.

2. A dangerous occurrence is a near miss event that
could have, but did not result in incapacity,
serious personal injury or fatality.

3. Incapacity in being unable to perform work for 30
or more consecutive days or shifts.

Investigations by Comcare

Table 4.12 provides details of Comcare
investigations and notices issued in
relation to health and safety matters from
2005-06 to 2007-08.

Table 4.12 DMO—Investigations by
Comcare 2005 to 2008

2005-06 2006-07 2007-08

Planned - 1 -
investigation

Targeted - - 1
investigations

Reactive 2 - -
investigations

Whole of agency - - -
investigations
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Notices issued by Comcare
investigators

Table 4.13 Comcare Notices Issued to
DMO 2005 to 2008

2005-06 2006-07 2007-08

Improvement = = =

notices

Prohibition - - 2
notices

“Do Not Disturb” 1 - -
notices!!

Letter of - - -

statutory
obligation

Removal or - - -
plant or sample

Total 1 - 2

NOTE

1. Issued for a specific period of time to remove a
threat to the health or safety of personnel.

Commonwealth Disability
Strategy

The department’s performance in
implementing the Commonwealth
Disability Strategy is discussed in Volume
1 of this report.

The DMO safety awards

In October 2007, Mr Len Brown received
an Award for Best Solution to an Identified
Workplace Health and Safety Issue. He
was instrumental in improving safety
through the redesign of existing outboard
propeller protection and the introduction
of modified training regimes. Mr George
Bettiol also received an award for Best
Individual Contribution to Health and
Safety. He developed and refined a
standard operating procedure and
accompanying training package to
improve land materiel safety
management.

Complaints handling

All DMO personnel have the right to work
in an environment free of harassment and
discrimination and are obliged to treat
others fairly and inclusively. Commanders
and managers across the DMO are
responsible for promoting this ethos in
their workplaces and for managing
complaints about unacceptable behaviour
sensitively, seriously and expeditiously.
Unacceptable behaviour in the DMO is
managed in accordance with two policy
instructions—Defence Instructions
(General) Personnel 35-3 and 35-4 of 11
February 2004.

Complaints about unacceptable behaviour
that arise in the DMO are reported to the
Defence Fairness and Resolution Branch,
which manages a database of reported
claims. The reporting of claims increased
by an average of 22 per cent a year from
2005-06 to 2007-08 (see Table 4.14). The
reasons for the increase in reporting are:

* anincreased awareness of what
constitutes unacceptable behaviour

* mandatory training in the last three
years that has emphasised the process
for making and managing a complaint

= greater confidence that managers will
address complaints

« awell-established equity adviser
network in the DMO, providing advice
and assistance to staff and managers
in the reporting and management of
unacceptable behaviour complaints

= inclusion of mandatory training as a
measurable criterion in Employee
Performance Agreements.

Table 4.14 Reported unacceptable behaviour complaints 2005-2008

Reported Unacceptable Behaviour Complaints

2005-06 2006-07 2007-08
33 37 50
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Alternative dispute resolution

The DMO engages closely with the
Alternative Resolution and Equity
Directorate of the Defence Fairness and
Resolution Branch.

The DMO strongly encourages the use of
alternative dispute resolution as a way of
resolving workplace conflict and seeks
assistance from the directorate in relation
to mediation issues as required.

Redress of grievance and
review of actions

The Complaint Resolution Agency is
responsible to the Chief of the Defence
Force and the Secretary of Defence for
providing independent investigation,
review and handling of internal
complaints. Data for 2007-08 is reported
in Volume 1 of this report.

Defence whistleblower scheme

The Inspector General Division manages
the Defence Whistleblower Scheme on
behalf of the department. Any complaints
involving DMO staff are referred by the
Inspector General to the DMO for
investigation and action. The DMO
considers all allegations seriously and has
instigated misconduct action against
employees where whistleblower
allegations have been proven. To
encourage employees to come forth with
complaints of inappropriate and poor
practices, the scheme allows employees
to lodge complaints anonymously, without
fear of reprisal.

Performance pay

All Senior Executive Service (SES)
employees in the DMO are covered by
individual Australian Workplace
Agreements. Performance pay, in the form
of performance bonuses for sustained high
levels of performance, is available to
some SES employees covered by the DMO
Australian Workplace Agreements. During
2007-08, eight SES employees within the
DMO received performance pay.

Non-senior executive staff

Performance-related pay was available to
non-SES staff under the Defence
Collective Agreement (DeCA) 2006-2009.
The current agreement was signed in June
2006 and came into effect on 1 July 2006
The DeCA covers the civilian workforce of
the DMO. It has a nominal expiry date of
30 June 2009; however, Defence is
currently undertaking internal
consultation with key stakeholders to
commence negotiations for a replacement
agreement. The agreement provides a
competitive pay arrangement to ensure
that Defence salaries remain competitive
with other public sector agencies.

Subject to performance, employees may
be entitled to progress to a higher pay
point within the salary band for their
classification. This salary advancement is
not considered performance pay. During
2007-08, salary advancement within an
employee’s pay band was 3.8 per cent or,
for an employee at the top of a pay band
(or on a retained pay point), a lump-sum
payment of the greater of $500 or one per
cent of the employee’s rate of pay
(adjusted for part-time hours, if
applicable).

Salary advancement in the form of 3.8 per
cent is not considered performance pay,
but the lump-sum payment made to
employees at the top of the pay band,
which does not affect the employee’s
nominal salary, is considered performance

pay.

Performance Agreements

Individuals covered by Australian
workplace agreements may have access to
performance-based pay in the form of
performance bonuses. At 30 June 2008, 54
DMO non-Senior Executive Service
employees were covered by individual
Australian Workplace Agreements and 2
DMO non-Senior Executive Service
employees were covered by Section 24
Determinations.
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Table 4.15 Performance Pay 2007-08[1]

Level of staff Staff eligible

Number of staff

Amount paid ($)

Average payment

APS 1-5 -
APS 6

Executive Level 1

Executive Level 2 46
Non-SES AWAs 52
SES AWAs -

NOTE

paid (%)
1 7,315 7,315
24,564 12,282

22 225,904 10,268
25 257,783 10,311

8 146,566 18,321

1. The data in this table represents employees who were paid performance pay at any point during the

financial year 2007-08.

Non-operational training

The DMO Institute is managed by Human
Resources Branch and has the aim of
professionalising the DMO workforce and
encouraging lifelong learning. The
institute is responsible for the design,
development and administration of
training courses that are aligned to the
DMO job families. It offers a range of
targeted practitioner, vocational, tertiary
and postgraduate education and training
programs. Current training programs
include Leadership Development, Business
Acumen, Writing for Results, and
specialist practitioner courses.

The DMO’s strategic aim is to expand the
range of competency based development
opportunities available to DMO staff to
ensure that the workforce has the
necessary knowledge and skills, and the
ability to apply that knowledge and skill

to the standard required in the
workplace. It also enhances recruitment
and retention opportunities by providing
nationally recognised qualifications.

The DMO Leadership Development
Programs seek to provide improved
leadership capability for the DMO. The
programs are currently targeted at
Executive Levels 1 and 2 (and military
equivalent) and APS 5 and 6 (and military
equivalent) staff, and are based on the
DMO Leadership Capability Framework.
The programs recognise that good
leadership is essential at all levels within
the DMO and seek to provide participants
with the necessary skills and abilities to
be effective leaders and achieve high-
level business outcomes.

Table 4.16 DMO—Non-Operational Training 2007-08[]

Type of Training

Total Student Days Number of Students

Leadership Programs

Leadership Coaching & Development
Centresl?

Catalyst

Gateway

Sub-Total Leadership
Practitioner Courses

Business Acument]

Writing for Results[]

Diploma of Project Management!®]

302 267
335 67
580 116
1,217 450
1,305 435
196 196
1,035 207
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Table 4.16 DMO—Non-Operational Training 2007-08[]

Type of Training Total Student Days Number of Students
Fundamentals of Project Management[®] 616 308
DMO Scheduling 434 217
Open Plan Professional 438 146
Open Plan Professional Advanced 86 43
Work Breakdown Structure 209 209
Whole of Life Costing 96 32
Earned Value Management - Introduction 105 105
Earned Value Management - Practitioners 57 19
Materiel Logistics Introduction Coursel®] 572 286
Materiel Logistics Practitioners Coursel®! 810 81
Graduate Certificate in Project Management 610 89
Graduate Certificate in Value Chain 296 a7
Management[®]

Graduate Certificate in Engineering 248 39
Management[©]

Graduate Certificate in Accounting and 141 a7
Financial Management

Contract Risk Training (Module 1) 208 104
Contract Risk Training (Module 2) 91 91
Contract Risk Training (Module 3) 89 89
Contract Risk Training (Module 4) 170 85
ASDEFCON Complex Volume 1 258 258
ASDEFCON Support 64 16
Advanced Negotiating Skills 36 12
Foreign Military Sales 400 80
Quality and Environment Management 64 32
System - Administration

Quality and Environment Management 56 111
System - Introduction

Materiel Financial Management Overview 292 146
Materiel Financial Management Overview - 114 114
Recall

Materiel Financial Management Practitioners 580 116
Sub-total Practitioners Course 9,676 3,760
Total 10,893 4,210
NOTES

1. The data represents courses run over fiscal year and by individual modules.

2. DMO specific leadership programs are Catalyst—targeted at EL 1-2/Military (E) staff, and Gateway—targeted
at APS 5-6/Military (E) staff. The programs are delivered by Mt Eliza School for Executive Education and are
linked to the Employee Performance Agreement. All leadership programs have pre-requisite development
centres and are aligned with the DMO Leadership Capability Framework.

3. Business Acumen for Leaders targeted at EL1-2/Military (E) and Business Acumen for Practitioners targeted
at APS 5-6/Military (E) and is linked to the Employee Performance Agreement.

4. Writing for Results for Managers targeted at EL 1-2/Military (E) and Writing for Results for Practitioners
targeted at APS 5-6/Military (E).

5. The professional education framework for project management is aligned to the ACAT and Certified
Practicing Project Manager frameworks.

6. The professional education solution for logistics is based on two separate streams with a total education
initiative for each stream from Diploma to a Masters Level, the streams are Acquisition Logistics Engineering
stream and In-Service or Supply Chain logistics stream.
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The DMO Institute Training Attendance

Established in November 2006, the DMO The DMO Institute has developed
Institute is a strategic alliance between numerous new courses in 2007-08 and
the DMO and Deakin Prime, the program attendance has met or exceeded
commercial arm of Deakin University. The  the target in all cases.

DMO Institute aligns corporate education  apje 4.17 lists the courses offered for
and training with the business objectives each job family by the DMO Institute in

of the DMO and offers practitioner, - 2007-08 and compares actual attendance
vocational and postgraduate education. against targets.

Table 4.17 DMO—Training Attendance 2007-08

Job family Target Target Actual Reason for variation
audience (E) 2007-08 2007-08

equivalent

Project Management

Scheduling APS 5 -EL2/ 100 217 |Initiatives to upskill new and
Military (E) existing schedulers have
resulted in good attendance at
Workforce Breakdown
Structure, Open Plan
Professional, and scheduling

courses.
Open Plan Professional - APS 5 - EL2/ 100 189
Software schedule tool for Military (E)
use in projects
Work Breakdown Structure APS 5 - EL2/ 100 209
- a baseline project Military (E)
management course
Earned Value Management APS 5 - EL2/ - 105 Targets not previously included.
- Introduction Military (E)
Earned Value Management APS 5-EL2/ - 19 New Course.
- Practitioners Military (E)
Diploma of Project APS 5 - EL2/ 100 207 High demand for the Project
Management Military (E) Diploma as it counts as
recognition towards project
management certification..
Project Management APS 5 -EL2/ 200 308
Fundamentals Military (E)
Graduate Certificate in APS 5 - EL2/ 100 89
Project Management Military (E)
Total Project 700 1,343
Management Job Family
Engineering
Graduate Certificate in APS 5 - EL2/ 50 39 Students deferrals.
Engineering Management  Military (E)
Total Engineering Job 50 39
Family
Logistics
Materiel Logistics APS 5 — 200 286
Introduction Course EL2/Military
(E)
Materiel Logistics APS 5 — 200 81 A high need course but annual
Practitioners Course EL2/Military target is too optimistic.
(E)
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Table 4.17 DMO—Training Attendance 2007-08
Job Family

Target
audience (E)
Equivalent

Target
2007-08

Actual
2007-08

Reason for variation

Whole of Life Cycle 32 New course.
Costing
Graduate Certificate in APS 5 — 50 47
Value Chain Management EL2/Military
(E)
Total Logistics Job Family 450 446
Commercial & Business
Writing for Results - APS 5 -6/ 800 165 Annual target was overly
Practitioners/Managers Military (E) & optimistic. Course will be
EL1/EL2 marketed for next year.
Contract Risk Training APS 5 - EL2/ - 104 New Course.
Module 1 Military (E)
Contract Risk Training APS 5 - EL2/ - 91 New Course.
Module 2 Military (E)
Contract Risk Training APS 5 - EL2/ - 89 New Course.
Module 3 Military (E)
Contract Risk Training APS 5 - EL2/ - 85 New Course.
Module 4 Military (E)
ASDEFCON Complex APS 5 -EL2/ - 258 Targets not previously included.
Volume 1 Military (E)
ASDEFCON Support APS 5 - EL2/ - 16 New Course.
Military (E)
Advanced Negotiations APS 5 -EL2/ - 12 New Course.
Skills Military (E)
Quality and Environmental APS5 - EL2/ 200 143 Attendance well up, target
Management System - Military (E) optimistic.
Covers the DMO standard
business processes
Materiel Financial APS 5 -EL2/ - 146 New Course.
Management Overview Military (E)
Materiel Financial APS 5 - EL2/ - 116 Targets not previously included.
Management Practitioners Military (E)
Graduate Certificate APS 5 -EL2/ 50 47
Accounting & Financial Military (E)
Management
Business Acumen APS 5 - EL2/ 500 435 Fluctuates due to timing
Military (E) throughout the year.
Catalyst Leadership EL1-2/Military 200 67 Program redesign resulted in
Program (E) cancellation of some courses.
Attendance is peaking again.
Gateway Leadership APS 5-6/ 200 116
Program Military (E)
Coaching for Performance EL1-2/Military 40 31 Course runs only when
(®) requested.
Total Commercial & 1,990 1,921
Business Job Family
Total all Job Families 3,190 3,749
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Graduate development programs

Graduates are recruited to the DMO in They are recruited in the streams of
engineering and non-engineering Engineering, Finance and Accounting,
disciplines. In 2007, 81 graduates began Logistics, Information Technology, Legal
work in the DMO as part of the Materiel and Contracting and Procurement and
Graduate Scheme; this was almost double complete three six-month rotations in the
the 2006 intake and was a response to organisation.

organisational demand.

Table 4.18 The DMO Graduate Program - Recruitment Numbers 2005 to 2008

Graduate Program Actual 2005 Actual 2006 Actual 2007 Actual 2008
Engineering Stream 18 19 38 27
Commercial Stream 15 25 43 21
Total 33 44 81 48
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CHAPTER 5
Materiel reform

The DMO’s six key themes have become the underlying values that the DMO
work from to effect cultural change, become more business-like, and to
improve the efficiency and effectiveness of the DMO. These are outlined in
Chapter 2, Business Improvement on page 8.

The DMO has continued to focus on
improving its acquisition and sustainment
core business and ensuring the effective
implementation of enhancements to its
business processes and systems.

Strategic Priorities

A standardised approach to schedule
management to reduce slippage in
major projects

In an effort to overcome the acute
shortage of professional schedulers
available in the market place, the DMO
has designed and implemented a
competency-based Scheduling Career
Pathway. The learning and development
underpinning the scheduling career
pathway has been aligned to the Diploma
of Project Management and scheduling
workplace competencies. At three career
points of the framework, schedulers can
apply for a nationally accredited
qualification in Project Management. The
first intake of 13 trainee schedulers
graduated in May 2008. This will go a long
way toward augmenting scheduling skills
and resources in the DMO.

The DMO has developed a standard set of
milestones that it has incorporated across
all its acquisition projects to monitor
schedule performance. This initiative will
enable project performance to be
measured consistently using a common
set of project acquisition-phase
milestones.

The DMO has introduced a standard
scheduling tool called “‘Open Plan

Professional’. This tool is also widely used
across Defence industry. Furthermore, a
schedule analysis and review tool has
been developed to assess the level of
compliance of DMO’s acquisition project
schedules against best scheduling
practice. Reports generated by the tool
are used to inform senior management on
schedule development during project
governance reviews.

Improved cost estimation and budget
forecasting through the development of
robust analytical, predictive and
modelling tools

The DMO continues to work with the
Capability Development Group to ensure
that costs for new major projects are
based on the best available processes and
sources using the most suitable cost
analysis tools. Recent cost estimation
activity has focused on supporting
investment analysis for the upcoming
Defence White Paper. Of the 236 major
projects completed over the last 10 years,
on average these projects were
completed within 96 per cent of their
approved project budgets. The DMO has
also undertaken analysis of the historical
trends in the cost of weapons systems to
inform the development of estimates for
future capability.

Predicting through-life support costs is a
more complex undertaking but essential
to minimising the cost of ownership. The
DMO has committed to a goal of $200m a
year savings over the next 10 years in
sustainment of the ADF’s current
inventory of warfighting assets. In-year
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expenditure performance and prediction
of expenditure in outer years still remains
less than satisfactory due to schedule
slippages on the delivery of major
projects and work is progressing to
develop predictive modeling tools to
assist in analysing areas where budget
forecasting can be improved.

Enhanced Internal and External
Contract Management

The DMO seeks to review and improve
Defence- and DMO-wide procurement
processes in order to comply with higher
level legislation and procurement policy
and provide best practice advice to
contracting officers and industry. Key
achievements during 2007-08 include:

* agreement with industry
representatives on a set of broad
contracting principles that will be
used by industry and the DMO when
considering changes to Defence
contracting templates

« release of a new version of the key
contracting template ASDEFCON
(Strategic Materiel)

* acomprehensive reorganisation
effective from July 2008 of the DMO’s
procurement and contracting job
family to improve internal contracting
efficiency and effectiveness

 commencement of a number of
reviews of contracting policy and
practice including revision of the
Defence Procurement Policy Manual

* consultation with industry to:

- review and revise the Defence
approach to liability and
intellectual property

- further improve the ASDEFCON
suite of tendering and contracting
templates, and

- develop two new ASDEFCON
templates

ASDEFCON (Shortform Goods)

ASDEFCON (Shortform
Services).

The new templates will assist Defence and
Industry to better manage arrangements

for low-value low-risk goods and services
respectively.

These and other reforms will continue
throughout 2008-09.

Integrated workforce planning,
including more effective management
of the workforce as a whole and a
review of military staffing policy
During 2007-08, the DMO progressed a
whole-of-DMO approach to workforce
planning so that the DMO has the
workforce it needs to achieve and sustain
its business outcomes. The DMO
Workforce Planning Capability Maturity
Model was introduced in 2007 and
provides a benchmarking tool to drive
workforce analysis and planning. The
Military Workforce Agreements between
the DMO and the three Services have been
renegotiated, with the reiteration of
alternative labour arrangements for
military vacancies and the continuation of
the contestable filling of key project
management roles. A Reservist Talent Pool
has been created to increase the
availability of reservists with specific skill
sets to offset military vacancies.

Broadened workforce
professionalisation to build on the
significant achievements to date in
attracting, developing and retaining
skilled people

The DMO has continued to develop
professionalisation programs to ensure
that its workforce has the requisite skills
and knowledge to deliver business
outcomes. The DMO job families are now
supported by skilling and development
frameworks of vocational, tertiary and
postgraduate programs. In 2007-08 the
focus has been on developing a materiel
logistics framework, with new national
competencies and qualifications
developed and accredited. Other key
activities have focused on the
procurement and contracting job family
through a suite of contract risk modules
and an advanced negotiation program.
The current and future need for project
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managers to manage the most complex
acquisition and sustainment projects has
seen the introduction in 2007-08 of the
Executive Masters in Complex Project
Management. This program, developed by
the Queensland University of Technology
and launched in January 2008, aims to
accelerate development in anticipation of
future skill needs. The requirement for
skilled personnel has been addressed
through continuation of the DMO’s
successful graduate and cadet programs,
and the introduction of vocational trainee
programs. The latter has targeted
trainees in critical skills areas of
scheduling, technical disciplines and
logistics.
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Governance,
management &
accountability

During 2007-08, the DMO continued to focus on planning, stewardship,
performance management, reporting, assurance and audit activities. The DMO
has established a governance environment that reflects its objective of
becoming more business-like.

ACCOUNTABILITY &
FINANCIAL MANAGEMENT

Under the FMA Act, the CEO DMO is The financial statements for 2007-08 are
directly responsible for managing the summarised in Chapter Two and

affairs of the DMO in a way that promotes reproduced in Appendix 12 of this volume.
proper use of the Commonwealth The CEO DMO and the Chief Finance

resources for which the DMO is
responsible.

Officer DMO concluded that they could
attest that the overall statements were
true and fairly stated.

Figure 6.1 The DMO’s customers in 2007-08

Minister for Defence
The Hon Joel Fitzgibbon MP

SMimslerr[grpliefenC; Parliamentary Secretary Parliamentary Secretary
Tn:msn?armn rSsnnt;'v:den Defence Procurement Defence Support
WP The Hon Greg Combet MP The Hon Mike Kelly MP
Secretary Chief of the Defence Force
Mr Hick Warner ACM Angus Houston

Vice Chief of the
Defence Force
LTGEN Ken Gillespie

Chief Capability
Development
VADM Matthew Tripovich

Chief of Joint Operations
LTGEN David Hurley

Chief of Navy
WADM Russ Shalders
I

Chief of Army Chief of Air Force
LTGEN Peter Leahy fted AIRMRSHL Geoff Shepherd
P
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RELATIONSHIP WITH DEFENCE

The close relationship between the DMO
and Defence is formalised through a suite
of agreements covering acquisition,
sustainment, military workforce, and
shared services. During 2007-08, progress
was made in the maturing of both the
agreements themselves and the
understanding by both organisations on
the way the agreements contribute to
better outcomes. Improved business
practices and behaviours are now
consolidating in support of these output-
focused agreements. Notably, a pricing
and cost monitoring methodology has
been substantially refined to enhance the
fidelity of monthly reporting. The
responsibilities for data collection and
reporting have been clarified and refined.
Business rules governing resource

GOVERNANCE

Defence Procurement
Advisory Board

The creation of the Defence Procurement
Advisory Board arose from a
recommendation of the Defence
Procurement Review. The primary roles of
the Board are to:

= monitor the implementation of the
recommendations of the Defence
Procurement Review

« provide advice and support to the
Secretary of Defence and the CEO DMO
on strategic issues relating to the
direction and management of the
DMO.

The Board is accountable to the Ministers
for Defence and Finance and
Deregulation, and reports to the
Government on the implementation of all
Defence Procurement Review
recommendations.

In 2007-08, the Board met four times.

The Defence Procurement Advisory Board
has been the primary external advice

flexibility and limitations are now
embedded, and performance reporting is
facilitating a more balanced appreciation
of financial and service-level
achievement. Importantly, processes and
mechanisms for efficiently adjusting the
agreements in response to changing
requirements have been standardised
across the two organisations.

The coming year will see further work on
the various agreements to enhance the
communication of customer
requirements, the understanding of
pricing of services, including service fee
structure, and the refinement of
performance metrics.

For more information refer to Appendix 4,
Purchase-Provider Arrangements.

body to DMO. In May 2008, the
Government instigated a Defence
Procurement and Sustainment Review
and, as a result, the Board has not met
since March 2008.

Materiel Information
Management Stakeholder
Group

During 2007-08, the Materiel Information
Management Stakeholder Group (MIMSG)
met five times; however, pending the
review of the Information Management
(IM) environment and the completion of
the Information Management Strategy,
further meetings of the group were
deferred. Following a review of the DMO
Executive committee structure in early
2008, the MIMSG was disbanded and a new
DMO Executive IM sub-committee was
formed. It is chaired by an SES Band Three
officer and membership comprises SES
Band Two officers.

The new IM sub-committee is responsible
for the oversight of the current
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information management environment. It
is also charged with responsibility for
strategic investments across the IT/IM
environment including the determination
of priorities for acquisition and
sustainment of information management
capability.

Remuneration Committee

All variations to standardised employment
arrangements are considered by the DMO
Remuneration Committee, which
comprises the CEO DMO, General
Managers Corporate, Programs and
Systems.

Gate Reviews

The DMO has implemented a program of
Gate Reviews to examine projects at nine
key milestones, or ‘gates’, across the life
of a project. The review board for the
DMO's most complex high-value

projects comprises its three General
Managers, DMO executives and senior
representatives from the Services and
Capability Development Group. The
projects selected for review at a
particular gate will be based on a risk
assessment.

Projects of Concern

The vast majority of the DMO’s major
projects are executed as planned.
However, there are several projects that
appear to have considerable cost and/or
schedule challenges.

The DMO has established a new regime of
intense management for these troubled
projects, known as the ‘Projects of
Concern’. These projects are subject to
frequent scrutiny on their progress
towards remediation. If remediation is
unlikely within an acceptable timeframe
and risk profile, then cancellation will be
seriously considered by Government.

Defence is committed to working with
industry to resolve the outstanding issues
associated with these projects and to
ensure that the ADF receives high quality
equipment.

General Manager Programs, within the
DMO, has responsibility for performing the
intense management and coordination of
the additional advice to Government on
the Projects of Concern.

INTERNAL MANAGEMENT

Business Model

Progress was made during 2007-08 on
several initiatives aimed at enhancing the
effectiveness of the DMO's business
policies, processes and information
management system. The DMO Quality
Management System, which supports the
DMO business process structure,
continued to be developed and improved
throughout the year. Certification against
the International Quality Management
Standard AS/NZS 1S09001:2000 was
achieved for the DMO's finance,
personnel, procurement, legal services
and industry engagement processes.

Integration of the executive and
corporate layers of the DMO quality
management system with the DMO
Systems Divisions and major programs has
commenced and will continue during
2008-09.

The strengthening of performance
management and reporting continued.
Performance indicators have been
identified to monitor performance across
the DMO outputs and key enabling
functions. The performance indicators are
being trialed, along with updated
acquisition and sustainment performance
reports.
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Business & Information
Management

In 2007-08, the DMO conducted a review
of current business information
requirements and developed a draft
information management strategy. This
strategy is intended to direct an
organisational focus on information as an
asset and provide a basis for a forward
work plan of information and
communications technology (ICT)
investments to support the core DMO
acquisition and sustainment business.
Initial emphasis is on reform of the
financial management systems and
standardisation of ICT sustainment
processes to support existing and
intended ICT investments.

During 2007-08 action was taken to
improve the availability and stability of
key information management systems,
including those systems that support
monthly corporate reporting for the DMO.
In addition, a significant upgrade to
information systems supporting project
management activities for major projects
was successfully implemented across the
DMO offices in Australia.

Business Plan Review

In 2007-08 the DMO Business Plan Review
was used on a monthly basis by the DMO
Executive Group to communicate the
organisation’s objectives, priorities, key
activities and performance with DMO staff
around Australia. The review has proven a
valuable tool for fostering and promoting
cultural change, emphasising the values,
attributes, behaviours and workplace
activities that are the most important for
achieving organisational success.
Approximately 5,500 DMO staff attended
the Business Plan Review presentations in
2007-08. Staff who cannot attend may
access the CEO DMO presentations on the
DMO intranet a few days after each
presentation.

Ethics Awareness & Fraud
Control

The DMO maintains consistency with
Defence policy on ethics awareness and
fraud control; this is facilitated by a
Shared Services Agreement with the
Inspector General Division. Under the
agreement, the Inspector General Division
investigates misconduct and fraud for the
DMO. The DMO statistics for incidents and
investigations are in Volume 1 of this
report.

In 2007-08, the Inspector General Division
provided training on ethics awareness,
investigation of complaints of misconduct
and fraud, and guidance on fraud and risk
management policy. The training on fraud
and ethics awareness included face-to-
face sessions on an ‘as required basis’, a
fraud and ethics ‘road show’ that visited
major regional centres, and online
interactive packages and training videos.

The DMO is required to complete an
agency-wide fraud risk assessment and
update its fraud control plan every two
years. In October 2007, the DMO Fraud
Control Plan was completed and approved
by CEO DMO in accordance with Section
45 of the Financial Management and
Accountability Act 1997 and the
Commonwealth Fraud Control Guidelines
2002.

The risk assessment for the Fraud Control
Plan was based on the Australian and New
Zealand Risk Management Standard (AS/
NZS 4360:2004) and is consistent with the
Defence Fraud Control Planning
procedures.

To ensure identified fraud treatments are
implemented, the DMO conducts biannual
progress reporting to the DMO Executive
and the Materiel Audit Committee. The
report advises of progress in
implementation of mitigation controls and
their effectiveness at reducing the level
of fraud risk.
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Business Continuity
Management

Defence policy requires that the DMO
have a comprehensive and effective
program of business continuity
management to ensure the continuity of
critical Defence processes in all

RISK

The Government and Defence expect the
DMO to manage a high level of risk—
prudent, not reckless risk. The DMO must
meet the Government’s policy
requirement of maintaining requisite
support and a technology edge for the
ADF within the risk framework. Risks must
be accepted only after calculated and
sensible assessments, mitigated where
practicable, and in all cases, carefully
monitored and appropriately managed.

Risk Areas

The DMO’s business involves risk
management at a range of levels.
Individual projects, including those
documented in Chapter Three, must
manage specific risks relating to the
delivery of required capability within
approved cost and schedule. More
broadly, the DMO’s leadership team must
manage risks to the overall performance
of the organisation, as outlined below.

Government decisions on new
equipment

The DMO is reliant on advice from
Defence and central agencies, and
approval from Government, for the
acquisition of materiel. Delays in project
approvals can contribute to delays in
delivery of the capability.

Estimates Risks

Estimating the cost of acquiring and
supporting highly complex and evolving
military equipment, much of it at the

circumstances. In addressing this
requirement, the current DMO Business
Continuity Plan is currently undergoing a
comprehensive review and DMO continues
to refine its Business Continuity
management framework through ongoing
testing and staff awareness initiatives
throughout 2008-09.

forefront of new technology, is a difficult
and imprecise task. Cost is a highly
problematic, but important,
consideration when assessing capability
options. All capability enhancements are
delivered in an environment of budget
constraints, and robust cost estimates are
critical to support informed choices on
capability options. Robust costings for
whole of life costs are difficult to
achieve. Important considerations are
long lead times for key decisions, changes
in technology, and changes in the
strategic environment.

Supplier delivery schedules

A significant risk for the DMO to achieve
its budgeted level of acquisition and
sustainment activity lies in the ability of
its suppliers to deliver on schedule.

Industry skill shortages could limit both
our ability and that of our suppliers to
deliver expected outcomes. Strong
economic growth and expansion in
industries which compete for skilled
engineering and contract management
staff, materials and supplies are causing a
shortage in these services and
commodities. These limits on supply can
cause delays in completion of projects
and also put upward pressure on costs in
both acquisition projects and sustainment
activities. In addition, many of the DMO
projects involve the acquisition and
integration of complex equipment, and or
evolving technologies. This makes robust
schedule estimation a challenging task.
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Foreign Exchange

The DMO has limited financial risks to
international acquisitions. The DMO
operates in a no-win no-loss foreign
exchange environment where the
Government manages foreign exchange

fluctuations centrallyl!.

Apart from the DMO’s direct appropriation
for Output 1.3 (Provision of Policy Advice
and Management Services), all price and
exchange adjustments are managed in
Defence’s appropriations. This ensures
that the DMO adjustments are captured in
Defence’s budget estimates, and ensures
all capital approvals are fully adjusted for

ASSURANCE

Materiel Audit Committee

The Materiel Audit Committee (MAC) is
the DMO’s pre-eminent external
independent governance and assurance
body. MAC’s primary objective is to assist
CEO DMO in discharging his
responsibilities under the Financial
Management and Accountability Act 1997
and related legislation. The committee
achieves this by monitoring and advising
on risk management, financial
management, internal controls, audit and
legislative compliance matters in the
DMO.

In 2007-08, the MAC comprised five
external members: Ms Jennifer Clark, Mr
David Lawler, Mr Graeme Lawless,
Professor David Karpin and Mr John Meert.
The Chief Audit Executive DMO, Chief
Finance Officer DMO and the Defence
Inspector General attended as advisers.
Representatives of the Australian National
Audit Office (ANAO) attended as
observers. In 2007-08 the MAC met on
nine occasions. MAC’s highest priorities
included:

price and exchange movements according
to the formula supplied by Government.

Risk Management

Risk management is integral to the DMO
governance framework. During 2007-08,
the DMO continued to manage risks
according to the risk management
framework, including six monthly reports
to the DMO Executive and the Materiel
Audit Committee on implementation of
the DMO Enterprise Risk Management
Plan.

For further information refer to Appendix
2, Internal Audit and Risk Management
Arrangements.

e assurance on the controls framework
underpinning the production of the
2007-08 financial statements

* Department of Finance and
Deregulation Certificate of
Compliance

= management accounting

 endorsement of the DMO’s 2007-09
Fraud Control Plan

« endorsement of the DMO’s 2007-08
Audit Work Program.

The MAC also continues to work in
conjunction with the Defence Audit
Committee to oversee matters of shared
importance to the DMO and Defence.

Materiel Assurance Boards

The DMO has five Materiel Assurance
Boards. Each Board provides independent
assurance regarding the management of
major projects and sustainment
programs. The Boards highlight
remediation options to the CEO DMO, the
DMO General Managers and the relevant
Division Head.

1. To assist General Government Sector entities in managing foreign exchange risk, the Department of Finance
and Deregulation has published the Australian Government Foreign Exchange Risk Management Guidelines.
Further information on the guidelines is available at www.finance.gov.au/finframework/

foreign_exchange.htm.
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The Boards advise on:

« the adequacy of the governance
framework including controls, policy,
processes and procedures for each
project and/or sustainment and/or
key DMO activity reviewed

* managing risks and issues, particularly
those relating to schedule, cost,
capability, sustainability and ability to
achieve activity outcomes

= addressing systemic issues arising
within a division or across the DMO.

Probity Advice

The DMO engages external probity
advisers to provide independent
monitoring of the DMO’s procurement and
contracting processes, to ensure that they
are conducted in accordance with
identified probity principles.

Inspector General

Internal audit services were provided to
the DMO by Defence under a Shared
Services Agreement. The Defence
Inspector General finalised 13 audit
reports, relating specifically to the DMO,
during 2007-08. Further information is
provided in Appendix 2 in this volume.

External Audit & Scrutiny

External audit for the DMO was
undertaken by the Australian National
Audit Office (ANAO). The ANAO tabled
three performance audit reports, relating
specifically to the DMO, during 2007-08.
Further information is provided in
Appendix 3 in this volume.

The DMO, in consultation with the ANAO,
is currently piloting the development of a
report to Parliament, modelled on the
United Kingdom’s Ministry of Defence
Major Projects Report developed for the
British House of Commons. The report,
known as the ‘Major Projects Report’
(MPR), will include an overview of the
DMO and its acquisition processes, and
Project Data Summary Sheets (PDSS)
covering each project reviewed by the
ANAO. Each PDSS provides project status
data covering cost, schedule and
capability performance. In future years,
each project’s emerging trends will also
be included. The ANAO will review the
projects covered by the MPR to enable
the Auditor-General to provide an
Independent Auditor’s Assurance Report
on the status of the DMO’s Major Projects
as presented by the MPR. The first MPR is
to be tabled in Parliament in November
2008.
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Enabling our business
INDUSTRY ENGAGEMENT

Defence industry initiatives that have
been implemented in 2007-08 focused on
maximising Australian industry’s ability to
competitively supply and support the ADF
by ensuring that Australian companies are
given every opportunity to compete for
Defence work and on defining those
capabilities that must be produced in
Australia. The major initiatives are
discussed below.

« The Australian Industry Capability
Program helps competitive Australian .
companies to access the global supply
chains of large defence companies.
Defence purchases have been used to
leverage access to global supply chains
for internationally competitive
Australian companies. All tender
responses over $50m now include -
plans that maximise opportunities for
Australian industry participation
where cost effective.

« Identification of the industry
capabilities that are deemed essential
for national security or confer a
strategic advantage by being available
locally continued. Input from industry
was included under the Rapid
Prototyping, Development and
Evaluation Program. Identification of -
the important industry capabilities are
expected to be advised with the
release of the new Defence White
Paper and the next public version of
the Defence Capability Plan.

« In late June 2008, the Defence and
Industry ePortal was launched. It
includes an Industry Capability
Information System where Australian
(and New Zealand) companies can

register their details on a database
that is searchable by Defence, as well
as by local and overseas companies
looking for suppliers. The ePortal also
incorporates a bulletin board where
Defence and registered stakeholders
will be able to post information about
upcoming defence tenders and other
business opportunities. The ePortal
capacity will be expanded during the
upcoming year.

The Defence Export Unit was
established in December 2007 to help
Australian defence companies to take
their products and services to the
international market and therefore
strengthen the commercial viability of
Australian industry.

The Capability and Technology
Demonstrator Extension Program was
established to enhance innovation by
assisting selected companies with
successful Capability and Technology
Demonstrator projects to transition
their technology demonstrator into a
product that will enhance ADF
capability. Funding of $10m over five
years has been allocated to the
program.

The Defence Materials Technology
Centre (DMTC) was established at
Swinburne University to develop high-
technology materials for use in future
ships, aircraft and combat vehicles
that are not currently being addressed
by Australian defence industry. It is a
cooperative effort funded by
Government ($30m), universities and
industry ($52m). The DMTC is the first
to be established under the Defence
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Future Capability Technology Centres
program funded through the DMO and
modelled on the successful
Cooperative Research Centres
program.

Continuing to increase the flexibility
of the Skilling Australia’s Defence
Industry program to encourage
participation, especially by defence
small to medium-sized enterprises. A
Joint Defence and Industry Training
Task Force reported and a number of
recommendations from the Task Force
are currently being implemented.

Other industry engagement activities in
2007-08 include:

The annual Defence + Industry (D+)
Conference—the major industry
engagement activity for Defence and
the DMO. The 2007 D+l Conference
was held at the Adelaide Convention
Centre in July 2007 and attracted over
1,650 registered delegates from
Defence and industry (plus over 300
DMO, Defence and ADF members), and
for the first time incorporated a Trade
Exhibition, in which over 110 defence
international and Australian
companies and organisations
participated. The D+ Conference
included presentations and workshops
by Government, Defence/DMO and
industry speakers covering defence
industry policies, programs and
performance, as well as information
on future acquisition projects and
business opportunities.

Following the D+l Conference,
briefings were held in state capitals
and regional cities to provide
information on local defence business
opportunities and how to do business
with Defence. They were aimed
mostly at informing small to medium
sized enterprises and attracted about
1,500 delegates.

A number of project-specific briefings
were also held to inform companies
about the range of work likely to
become available in the future.

Briefings by major programs such as
the Air Warfare Destroyer and the
Ampbhibious Ships projects were held
around Australia to elicit information
on regional industry capabilities and
to inform local companies about
potential opportunities and how to
engage with the major suppliers.

Negotiations were held with BAE
Systems once the company was
announced as the successful bidder for
Tenix’s defence businesses. A deed
was signed with BAE Systems prior to
sale completion to ensure that access
to foreign technology would not be
compromised and that the transaction
would not increase cost or risk for
Defence in current or planned
contracts. The deed also prevents
BAE/Tenix from buying ASC Pty Ltd, to
maintain competition in Australian
naval shipbuilding. Liaison with BAE
Systems continues in relation to the
progress of post-acquisition
restructuring and integration.

In January 2008, a senior DMO officer
began a 12-month secondment to a
defence company, the first under a
new Defence and Industry Exchange
program. The program has been
established to increase the
knowledge, understanding and
experience of middle-level managers
and professional staff in the DMO and
private industry through exchanges
and secondments.

Consultations also occur regularly with
various industry associations at the
national, state and local level,
including the Australian Industry
Group Defence Council, Australian
Business Defence Industry Unit,
Australian Industry and Defence
Network and Australian Defence
Information and Electronic Systems
Association. Industry are also engaged
via other programs such as the Rapid
Prototyping, Development and
Evaluation program, the Capability
and Technology Demonstrator
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program and Capability and
Technology Demonstrator Extension
program, and the Capability
Development Advisory Forum and its
subsidiary Environmental Working
Groups.

e The DMO Business Access Offices
(BAOs) were renamed from the DMO
Regional Offices, and continue to be

an important part of Defence’s
commitment to an effective
relationship with industry. The BAOs
provide vital information to
metropolitan and regional businesses
and assists them in accessing points of
contact and information about the
Department of Defence.

CONTRACT & PROCUREMENT

MANAGEMENT

Procurement Improvement Objectives

The DMO has been working to improve and
streamline its procurement activities
through establishing the Procurement
Improvement Working Group. This process
seeks to review and continually improve
Defence wide procurement processes in
order to comply with higher level
legislation and procurement policy and
provide simplified best practice advice to
contracting officers. A number of its
activities follow.

Limitation of Liability Review

A joint Defence industry-DMO working
group has been established to review the
process of considering limitation of
liability in Defence contracts. The aim is
to provide a standardised approach for
both Defence and Industry on how a risk
assessment, and in turn consideration of a
liability cap, should be assessed. A
discussion paper has been released and is
currently being finalised. A series of
subgroups will also meet to review
particular aspects of liability policy.

Intellectual Property Review

In response to the Government’s new
Commonwealth Statement of Intellectual
Property Principles, Defence has released
an updated Intellectual Property Policy.
Further consultation on its
implementation across Defence is also
planned.

Renewal of the stakeholder
consultation network

The DMO has been working to develop a
Defence-wide consultation network of
procurement policy stakeholders. This is
currently being used to provide a range of
information updates on new procurement
policy as well as requesting advice to
develop new products.

The Branch also intends to establish four
forums to better progress consultation
and the procurement reform initiatives.
These forums include a:

« Contracting Professionalisation forum
= DMO Procurement Network
« Defence Procurement Network

= Defence Industry Procurement
Network.

Australian Industry Groups consultation
and agreed principles

In November 2007, the DMO and the
Australian Industry Group reached
agreement on a set of seven broad
contracting principles:

= Risks should be allocated to the party
best able to manage those risks. To
achieve this, each party should take
responsibility for its actions (including
the actions of its agents,
subcontractors and third party
contractors).

= All contract terms need to be certain,
not capable of being changed except
by mutual agreement, and should
reflect the entire agreement of the
parties.
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The contract terms should reflect both
the Australian Government’s
requirement for value for money and
industry’s (including small to medium
enterprises) need for commercially
realistic terms, recognising the nature
of contracting with the Australian
Government.

The contract terms should not allow a
party to undermine fundamentally the
essential bargain between the parties
through the exercise of a unilateral
discretion.

The contract terms should provide for
appropriate rights and obligations of
the Australian Government and
industry (including small to medium
enterprises) in relation to the
protection, ownership and usage of
intellectual property.

Generally, any issue arising under the
contract should be able to be referred
to a dispute resolution process. This
process should be clear, balanced and
efficient.

e The contract terms should be
reasonably capable of being agreed
and administered without undue
burden.

These principles underpin the DMO’s
commitment to working with Defence
industry to improve tendering activities
and provide greater clarity about Defence
capability requirements.

Procurement Forms Review

The DMO has also been updating a range
of low value procurement forms and has
developed two new contracting templates
to streamline the procurement of low
value goods and services.

Contracting Restructure and Job Family
Professionalisation

The DMO is committed to providing an
improved procurement and contracting
function and is currently working to
create a Contracting Job Family as a basis
for the continuing professionalisation and
certification of its contracting officers.
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