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Defence is to introduce a number of changes to the way it manages its finances which will impose greater accountability and responsibility on its senior leaders and middle management, both civilian and military. 

Defence’s Annual Report 2003-04, tabled today, confirms that while the “cash” and revenue side of the Defence house is in good shape, most quantities of specialist military equipment and all explosive ordnance are properly recorded and a number of successful operations have been carried out, Defence has serious shortcomings in some of its financial record keeping and data management. 

The Secretary of the Department of Defence, Mr Richard Smith, said that as a result, he had not been able to conclude on the financial statements as a whole. The Auditor General has advised that he has come to the same conclusion.

“Defence’s financial management reforms clearly have to be accelerated. In the last two years, budget management practices have improved within Defence, and have yielded good results in regard to the cash operations of Defence.

“A number of changes to the way Defence manages its finances will now be introduced or accelerated, measures that are more focussed on the categories of assets and liabilities directly relevant to accrual-based accounting.

“They follow two years of intensive work by Defence and the Australian National Audit Office (ANAO).

“That work has now given us a clear picture of the nature and depth of our financial challenges. It has also stimulated the development of financial tools that will enable us to get on top of our problems.”

The changes include:

· The introduction of a new stringent financial controls framework;

· The establishment of clearer lines of financial accountability in Defence’s organisational structure;

· Pre-emptive cross checks and reconciliations;

· Management scrutiny through performance reporting to ‘get it right’ at source; 

· Monthly provision of group balance sheets; and

· The introduction of ‘self certification’ including at the most senior level.

The Department will also conduct a review of staffing levels in its financial management domain with the aim of strengthening those areas. 

Mr Smith said that the flaws in Defence’s financial management and controls could be traced to the challenges Defence has faced in getting to grips with new accounting standards and audit expectations. 

“Defence recognises that it needs to meet increasing community standards as they relate to audit and financial management. The measures described here will help Defence meet the raised expectations,” Mr Smith said.
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