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SECRETARY OF THE DEPARTMENT OF DEFENCE, NICK WARNER:
Chair, I will cover three issues in my opening statement:  Defence’s Strategic Reform Program; the Special Forces’ pay issue; and allegations that Defence personnel improperly accessed the Minister for Defence’s IT systems.
When I spoke to the committee in February I said Defence was eagerly awaiting the release of the first White Paper in a decade. 

Not just because it would provide the strategic assessment to 2030 and advice on the ADF needed to protect Australia in the future.

And not just because it would consolidate 12 months of comprehensive internal and external reviews, audits and scrutiny and thousands of hours of research and analysis by hundreds of people at every level across the organisation. 

We were eagerly awaiting the release of the White Paper because it would signal the start of long overdue and significant, deep, strategic, holistic reform to every part of Defence – and through it drive savings that would be reinvested into current and future capability. 

As I’ve said in previous statements to this committee and in public speeches, Defence has much strength. 

But it also has a significant weakness: its broken backbone, which has hampered so much of Defence’s work in recent years due to antiquated and duplicated processes, policies and systems, and inefficiency and ineffectiveness. 

The White Paper’s Strategic Reform program will fix the broken backbone – and much more.  

This morning I’d like to give the committee a better understanding of:

· the process that led to the development of the reform program

· the program itself, and 

· how we’ll deliver it. 

We started the development of the White Paper by examining the foundations of our defence policy and our strategic outlook to 2030. 


This involved the review and analysis of a comprehensive suite of intelligence assessments, and a re-evaluation of the threats and risks that matter most for defence planning purposes. It also involved an examination of our strategic interests, as well as the role played by our alliances and international defence relationships in enhancing our security. 

A comprehensive Force Structure Review took the framework of strategic interests and defence policy settings and identified the principal tasks required of the ADF. The Force Structure Review then evaluated the ADF’s ability to achieve the principal tasks, determined the joint capabilities needed to undertake these tasks and developed an appropriate force structure to deliver these joint capabilities.
The critical support functions required by this force were also carefully examined through a detailed set of reviews and studies, including eight internal “companion reviews”, a review of the intelligence capability and the procurement and sustainment review, undertaken by David Mortimer. These reviews delivered two critical outcomes:

· they identified the requirement for significant remediation to much of our support infrastructure ‘backbone’; this was incorporated into the White Paper as a number of defence business and budget priorities;

· secondly, they identified significant reform opportunities related to shortfalls in our business processes and practices and in our cost estimation and budget provisioning; these reforms have been incorporated into the Strategic Reform Program, and appropriate budget provisions have been made. 

The Defence Budget Audit also played a significant role in informing the Strategic Reform Program. The audit reinforced the fact that the reform activities in which Defence has been engaged over many years needed to be continued, consolidated and intensified. 

The Strategic Reform Program brings together the work of the audit and all these reviews and has been subsumed into a comprehensive whole-of-Defence plan. This plan is described in The Strategic Reform Program: Delivering Force 2030 - a detailed 30-page booklet that we plan to print in the near future and which, with permission Chair, I would like to table. 

The Strategic Reform Program will focus on 15 key areas or reform streams, some of which will deliver savings through sustainable reform.  While other reforms will not deliver quantifiable savings they will increase the efficiency and effectiveness of Defence. 

The reform will generate savings of $20 billion over the next ten years, which has been earmarked for reinvestment in current and future military capabilities and the remediation of our “broken backbone”.  

The savings will be delivered through a number of reform streams. 

· The workforce and shared services reform stream, which will civilianise some military positions in support services, convert contractors to APS positions and introduce a leaner and more effective business model for back office functions such as human resources and finance. The reform in this stream will deliver about $3.3 billion in savings.


· The logistics reform stream will rationalise Defence’s storage and distribution network and deliver about $320 million in savings.


· The reform to non-equipment procurement will target 23 categories of support service expenditure, such as travel, training and catering and introduce better buying and contracting practices and changes in demand and usage practices. The reform in this stream will deliver $4.5 billion in savings. 


· The smart maintenance reform stream will increase the productivity and availability of 100 capability platforms, impose commercial discipline on procurement and sustainment processes and increase the efficiency of the maintenance and management of military equipment – and deliver $4.4 billion of savings in the process. 


· The reform to our inventory management will reduce the size of inventory holdings, introduce smarter buying, increase productivity and eliminate waste – and deliver $700 million in savings. 


· The Reserves reform stream will involve the development of a plan to ensure we make the most effective use of part-time members. We’ll also assess how part-time members can support prolonged operations, and whether capability elements can transition from the full time force. This reform stream will see $380 million in savings. 


· And finally, ICT reform will consolidate 200 data centres to less than 10, create a single enterprise architecture and standardise Defence’s ICT environment. The reform to this area will deliver $1.9 billion in savings. 

In addition, savings from other categories previously identified under the Minister’s savings program will free up $5.1 billion over the next decade.  

Most of the $5.1 billion will come from a general belt tightening exercise, much of which has already occurred through our zero-based budgeting exercise that identified the funding required to meet existing business needs and allocated any remaining funds for White Paper initiatives.   

Additional savings were also achieved by reprioritising equipment and facilities investment programs and forgoing lower priority administrative activities. We also allowed for ongoing productivity flowing from the initial implementation of the Strategic Reform Program.

The Strategic Reform Program is about much more than just finding savings. 

It’s about improving the way we work.

It’s about making our processes more efficient and our governance more effective. 

It’s about more robust costing methods and responsive systems. 

The reform program will also improve the efficiency and effectiveness of the Defence Organisation through the following further eight reform streams. 

· An Output Focused Budget Management model will provide the Services and Groups with greater authority to manage their budgets and non financial inputs.  This model will improve accountability and allow for better management of resources. 

· Internal governance and business process reforms in the management of the Defence Estate will ensure facilities requirements to support new capability are integrated into our capability development processes, and better value for money is achieved.  The Government has agreed to five key principles that will guide further consolidation of the Defence estate over time. At this point the Government has made no decisions about specific base rationalisations.

· A number of governance and business process improvements, including the formation of an external Advisory Board and the development of Technology Roadmaps, will enable the delivery of a more cost-effective Science and Technology capability.

· Reform of the Intelligence Capability will bring the ICT capabilities of the three intelligence agencies under single management and consolidate the separate two HR areas one.

· The Strategic Planning reform stream will implement a strategy-led force planning process that includes better alignment between the Defence corporate and budget management frameworks. The reforms will ensure the translation of strategic requirements into military capability specifications and procurement priorities. 

· Reforms to Capability Development will increase the rigour in requirements setting, ensuring that capability requirements are not greater than required through a strengthened link between strategic guidance and capability development. These reforms will also improve processes across capability decision-making, provide better quality long term cost forecasts and improve the risk management of projects.

· Procurement and Sustainment reforms that flow from the response to the Mortimer Review cover the complete life-cycle of capability systems. These reforms follow two themes:

· imposing commercial discipline on Defence procurement and sustainment processes; and 

· making the DMO more business-like. 

· The Preparedness and Personnel and Operating Cost reforms are designed to provide Government with greater transparency of preparedness and operating costs, as well as provide better estimates of the Net Personnel and Operating Costs for major projects.  The reforms will deliver greater confidence in adjusting preparedness and budgets to suit changing geo-strategic and economic circumstances.

The reform program will lead to increased job opportunities in some areas, and will eliminate some roles in others. 

But the additional people needed to meet the capability goals of the White Paper will more than offset any decrease in jobs associated with reform.  

The net result will be about 3000 more military jobs and 300 more civilian jobs over the next 10 years. Wherever possible, Defence will redeploy and retrain people whose roles will be restructured because of reform. 

In agreeing to this complex and far reaching program of reform in late April this year the Government recognised that these are long term reforms that will take three to five years to implement and has agreed to allow some flexibility in the way Defence achieves the savings target.  It is worth explaining, for those that have not been involved in the development of such reform programs, that the target is underpinned in the main by high level benchmarking and extrapolation analysis undertaken by the Audit. 

As the detailed planning and implementation of the program proceeds over the next six months, more savings will be found in some areas and less in others.  

What will not change is Defence’s commitment to meeting the overall savings target of $20 billion over the next decade. In fact, we’re striving to overachieve on it wherever we can.

A Defence Strategic Reform Advisory Board will provide external scrutiny and governance of the Strategic Reform Program and will be chaired by an independent, private sector professional who has introduced large and complex reform in other organisations. 

The Secretaries of the Departments of PM&C, Treasury and Finance and Deregulation will also sit on the board, along with CDF, CEO DMO and me. The board will report to the Minister each quarter who will in turn advise the NSC of Cabinet on an annual basis. 

At the portfolio level, the CDF and I will lead the reform program.

But accountability for implementation will be devolved to line leaders who will be guided by clear performance measures and milestones.  

Individual accountabilities will also be clearly laid out in Joint Directives issued by the CDF and me. 

The Deputy Secretary of Strategic Reform and Governance will be responsible and accountable for high-level integration, coordination and oversight of the program.  

And the Defence Committee will monitor overall progress on reform while the Defence Audit and Risk Committee, with its independent chair, will be an important source of advice on risk mitigation. 

The Government committed to sustainable funding arrangements for the Defence budget in future years, which will provide greater certainty for planning and real funding growth to meet the ever increasing costs of the military equipment needed to defend Australia. 

Defence’s leaders realise that our current and future strategic and capability needs will only be achieved from the Strategic Reform Program savings coupled with sustainable funding arrangements.

They also realise that the future of the ADF and the future of Defence depends on the successful and complete implementation of the reform program. 

Special Forces Pay

Let me now turn to the Special Forces pay issue, which earlier this year shone a spotlight on Defence’s outdated systems and poor process and reminded us, and in a very public way, of the need for reform. 

I will leave it to the Acting Chief of Army to discuss the details of Army’s actions to remediate soldiers’ pay, but want to reinforce that a great deal of work has been done in the Department over the past few months.

At the heart of this matter is a broad challenge concerning Defence’s management of pay, highlighted by the KPMG report commissioned by the Minister. 

The report made five recommendations.  Defence should:

· monitor and manage the Special Forces debt cases until specific fixes are in place;

· initiate a “comprehensive, centralised control framework” to ensure clear accountabilities and a single point of responsibility for pay;

· implement a more complete testing environment for ADF pay;

· ensure no person is adversely impacted by Defence Force Remuneration Tribunal determinations that have retrospective effect;

· and finally, develop a pay strategy that simplifies allowance structures and pay systems within 3 to 5 years and that these be supported by IT systems reform and simplified administration.

So, what went wrong?  Let me emphasise here that I’m speaking also for my diarchy partner, and indeed the whole of Defence.  It was a failure both of systems and process.  Accountabilities were jumbled, although CDF and I have the ultimate accountability.  The Special Forces Commanders should have had a more precise grasp of the formal skill and competency attainments of their people; Army should have factored this into their calculation of the shift from allowances to pay; People Strategies and Policy Group should have held and exercised a clear mandate to oversee the case for the Defence Force Remuneration Tribunal; the Chief Information Officer Group’s systems did not allow for information to be flexibly shared; and the Defence Support Group’s processes required intensive manual intervention because the pay system automatically commenced debt recovery action.

The KPMG report found that there wasn’t enough communication between different areas in Defence to ensure that, at each point of the pay process, assumptions were tested, handovers of responsibilities were clear and problems identified and fixed. 

And here I want to provide some example.


In developing the case to go before the Defence Force Remuneration Tribunal in March 2007, as the Chief of Army made clear at the last hearing, we did not seek an assurance that there would be no adverse pay outcomes for our people.  Because the case rolled into salary amounts of money previously paid as allowances, Army assumed no person would be worse off from the Tribunal's decision.  At that time PSP did not have a formal quality assurance role regarding decisions on pay cases made in the Services.  In future it is intended that this will be introduced.

In line with KPMG’s recommendation, Defence will now take care to ensure that future cases presented to the Tribunal will always seek its agreement to include non-reduction provisions in pay determination decisions affecting any category of ADF members.  

You will recall that Army also assumed that the vast majority of affected individuals would have formally attained the proficiencies needed to satisfy requirements for the higher salaries, but that was not the case.  

This situation was further complicated by Defence’s complex ICT systems and the failure of these different systems to allow the easy aggregation of data from different sources.  

These same systems then automatically triggered debt recovery actions - which is what the systems are designed to do. 

But this happened in the absence of adequate communications across the breadth of Defence to build a shared understanding about the pay problem, so there was no active intervention to prevent the debt recovery.

The CDF and I have accepted each of the five recommendations from the KPMG report. Defence is implementing them and we’re providing progress reports to our Ministers. 

We have already replaced the mainframe computer that supports ADFPAY and this will enable us to introduce a more complete testing environment for the ADF pay system.

We also have plans to replace key human resource and payroll systems. We want to get this right, so we will devote nine months up front to diagnostics work, shared services design and an integrated IT design to support shared services. 

In the interim, Defence will improve the performance of our existing human resource and payroll systems at a cost of $11 million to ensure efficient processing times and availability. This will happen in July. 

We are also reforming and simplifying the ADF allowance structures and building a controls framework for payroll responsibilities across the organisation.  

We are doing this by:

· articulating a remuneration strategy that will clearly set out the future state of the ADF and APS benefits packages;

· stabilizing our human resources and payroll systems so they remain effective and maintainable;

· introducing business process reform into human resource and payroll administration before introducing new capability; and

· simplifying and modernising ADF remuneration.

These are complex tasks and will take up to three years to fix.  

CDF and I are confident we have the right approach, but we can’t guarantee there won’t be more problems as we proceed to reform our systems and processes – despite all our efforts.

For example, implementing the plan for the Graded Other Rank Pay Scales (GORPS) within Navy and Air Force has been very successful, with around 18,000 members placed into the 10 Grade pay structure.   The planning process together with implementation under a project methodology has worked well.  Navy members were paid on 16 April and Air Force on 14 May.

The Army plan for GORPS is twice as big and is currently two weeks away from implementation.  Anomalies are expected at this point in the process and we are in the final stages of using our assurance system to deal with them.  Part of this assurance system required all soldiers to print their Salary Variation Authority (SVA) for pay period 

14 or 28 May.  These SVA’s were compared with the soldier’s GORPS SVA available from 1 June for the pay day on 11 June.  Any identifiable changes that could not be explained were to be reported through the soldiers’ chain of command.  Two expert teams are in place to fix any problems.  Our goal is to identify and fix pay anomalies early so people get their correct pay on 11 June.  Issues that cannot be manually fixed by 11 June will be fixed by pay day on 25 June.  If any anomalies are identified, I can say that members will not be financially disadvantaged.  Extensive communications have been developed and issued to ensure all soldiers understand the situation and the route to corrective action if the assurance process highlights an anomaly.

Alleged Defence Investigation

The report of the Inspector General of Intelligence and Security (IGIS), Mr Ian Carnell, was released this morning.  The report looked into allegations that an individual or individuals employed by the DSD may have improperly accessed information technology equipment used by the Minister for Defence.

Mr Carnell’s investigation also covered the potential roles of the other Defence intelligence agencies.  

Under the Inspector-General of Intelligence and Security Act 1986 Mr Carnell has substantial powers which are akin to those that would be available to a Royal Commission.

Mr Carnell has undertaken this task in his customary thorough and detailed way.  I am, of course, very pleased that his report has found no basis to any allegations about DSD.

Given the public interest in this issue, I think it is important to report Mr Carnell’s four findings to the Committee.

· First, there is no evidence or indication which might raise suspicion that there has been an official or legally sanctioned investigation by DSD of the Minister for Defence.

· Second, there is no evidence or indication which might raise suspicion that any DSD officer(s) attempted or were part of an unofficial investigation.

· Third, the DSD has not accessed any of the personal information which has been disclosed in the media, as part of its information security role or other legitimate activities.

· And IGIS’s fourth finding; nothing was seen in the course of this inquiry which suggests that the conclusions drawn in the general Defence inquiry are incorrect in respect of those other parts of Defence which fall within my legislative jurisdiction, namely DIO or DIGO.

Significantly, Mr Carnell concluded that “… the allegations against the Minister could have been formulated without there having been unauthorised access to the Minister’s computing facilities”.

In short the IGIS report supports the findings of the Defence investigation that I released last week.

With regard to Defence’s own review of this matter I want to formally state to the Committee that:

· Defence, including DSD, did not undertake any investigation of the Minister for Defence.

· Defence, including DSD, did not undertake any investigation of Ms Liu.

· Defence, including DSD, did not infiltrate the information technology systems or personal communications of the Minister for Defence, 

his staff or Ms Liu.

· In the course of undertaking its information security function DSD did not access any information relating to the Minister for Defence’s relationship with Ms Liu.

· No official from Defence’s security and intelligence areas raised any concerns, either with senior officers in Defence or with other parts of Government, about the Minister for Defence’s relationship with Ms Liu.

The Defence investigation was complete and thorough and involved 1721 people from across Defence.  1368 statutory declarations were signed by Defence officers, including senior officers in the Defence intelligence and security areas, which state that no officer undertook the activities alleged in the media articles or had any knowledge of anyone else doing so.

The investigation also found no information to support speculation in the media that an investigation of the Minister for Defence, or of Ms Liu, may have been carried out by ‘rogue individuals’ in the department, including in DSD.

In fact the investigation confirmed that no Defence investigative authority or intelligence agency was aware of Ms Liu or her relationship with the Minister before the media articles on 26 March.

None of the people involved in the investigation indicated any awareness of Ms Liu, and searches of the Defence intelligence and security databases revealed no reference to the Ms Liu who was the subject of the media articles.

As I said at the time these allegations were first raised I have complete confidence in Defence’s intelligence and security community. 

They are professionally, personally and morally committed to Australia’s security and work tirelessly to preserve and protect our national interests. 
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