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SPEAKER: 
Minister for Defence, Senator John Faulkner
First let me acknowledge the traditional owners of this land, and pay my respects to their elders past and present.
Professor Fels, ladies and gentlemen, the first things that come to anyone’s mind when they hear “Defence Minister” are soldiers, sailors, airmen and women; are tanks, trucks, ships and planes; are military strategy, operational priorities, and national security.  These are vitally important aspects of my new responsibilities, and it must never be forgotten that the purpose of our defence bureaucracy is to support the efforts of the men and women of the Australian defence forces. 
But tonight, at this forum hosted by the Australia and New Zealand School of Government, I want to talk to you about a less exciting, but equally important part of my responsibilities as Minister for Defence.  I want to talk to you about governance and Defence.  About the complexities, the challenges, about some of the specific issues we face – and about the steps that Defence is taking to meet those challenges, to meet the reform objectives in the Defence White Paper, and to put into place the Strategic Reform Program. 
I have been Defence Minister for just over nine weeks.  So it is very early days. 
Ladies and gentlemen, let me state the obvious.  Defence is not a small portfolio.  And it is not an uncomplicated one.  
The Department has a budget of more than $25 billion per annum; civilian staff of nearly 15,000, not including the Defence Materiel Organisation staff of 7,500; and uniformed personnel of more than 55,000; 76,000 if you include the reserves. 
Alone of the portfolios, it is managed by a diarchy, with the Secretary of the Department and the Chief of the Defence Force operating side-by-side, and certainly in my brief experience, hand-in-hand. 
In 2008, the Ministers and Parliamentary Secretaries received 8944 pieces of correspondence and asked for 1886 pieces of advice from the Department; between them, they received 3959 briefs for action and 3041 briefs for advice, 112 cabinet briefs; and 3542 ministerial representations. Over the next year, I am expecting to take 30 submissions on major capability projects to the National Security Committee of the Cabinet.
Coping with the size and complexity of defence and the multiple demands it places on government is essentially a challenge of governance. It is a challenge which I share with the Department, the DMO, the ADF, and all of the agencies comprising this portfolio – the challenge of developing and implementing arrangements that will ensure Defence performs the tasks that Government sets, to the standard it expects; and conforms to all relevant laws, regulations, standards and community expectations.  
Balancing these needs can only be achieved by paying careful attention to the principles of good public sector governance. 
I can do no better than draw on the Australian Public Service Commission’s publication ‘Building Better Governance’, which describes the features of good governance as follows:

· Strong leadership, culture and communication

· Appropriate governance committee structures

· Clear accountability mechanisms (which I suggest includes transparency)

· Working effectively across organisational boundaries

· Comprehensive risk management, compliance and assurance systems

· Strategic planning, performance monitoring and evaluation; and

· Flexible and evolving principles-based systems.
Ladies and gentlemen, I do not think we have any governance challenges in Defence in the area of leadership. We have outstanding people of extraordinary capacity leading and working in defence today. They deal with the kind of challenges I am highlighting in this speech every single day, and I have absolute confidence in them.  
Today we have announced the appointment of a new Secretary of the Department. Nick Warner has done an outstanding job in Defence, and his leadership and skills will be of enormous value in ASIS, which operates at the cutting edge of our intelligence services. I welcome the appointment of Dr Ian Watt from the Department of Finance and Deregulation. His financial and management acumen makes him an excellent choice for a difficult job. 
Ladies and gentlemen, I know for a fact that Defence’s most senior leaders – civilian and military – are committed to, and working hard and collaboratively, to ensure the principles of good governance are put into practice. And real progress is being made. 
But those same senior leaders have also been the first to admit Defence continues to grapple with the task of reform.  
Ladies and gentlemen, Defence deals with long term issues, which don’t lend themselves readily to short-term solutions. It is a singular, perhaps unique problem Defence faces, that planning has to occur so far in advance. This creates long-term consequences that are not easy to resolve. 
In June 2008 the Secretary, Nick Warner, acknowledged in a very thoughtful and very frank speech to the Lowy Institute that longstanding problems in areas such as financial management, inventory, explosive ordnance and information systems pointed to “failings in the governance and accountability arrangements that we must get right if we are to perform to the highest level while also conforming with the law and Government policy.”  He referred to this as the “broken backbone” of Defence, which would only be fixed by “deep and sustained reform”.   
The Government’s vehicle for that deep and sustained reform, ladies and gentleman, is the Strategic Reform Program – ‘SRP’ for short – announced in the White Paper context in May this year. The SRP has three key elements which align well with the principles of good public sector governance I outlined earlier: improved accountability; improved Defence planning; and enhanced productivity. 
The SRP is a comprehensive program. It involves reforms to everything from the way Defence recruits, strategizes, plans, and delivers, to how it purchases general goods and services. 
The SRP is a long-term program. The Government is not interested in a ‘quick fix’, ‘slash and burn’ exercise. That’s why the first phase of the Strategic Reform Program, due to be completed by the end of this year, involves detailed implementation planning. Defence has always excelled at planning for military operations.  Our shared challenge here is to apply that same care, rigour and discipline to planning and executing the decade-long campaign of reform that is the SRP.  
And the SRP is a savings program that will generate approximately $20 billion in savings over the next ten years, savings which have been earmarked for reinvestment in current and future military capabilities, and remediation of the ‘broken backbone’ about which Nick Warner spoke so frankly in June last year. 
Ladies and gentlemen, I have always held the view that transparency is crucial to good governance. Transparency is essential to accountability. 

When I came into this portfolio I was aware that Defence had been criticised in the past for failing to provide enough openness and transparency.  I have found a great willingness across the Department, to embrace the Government’s reform agenda, and to look for areas in which transparency can be enhanced. 
At the departmental level, three key reforms, improving transparency both internally and externally, have been put in place.
First, a new position of Chief Audit Executive has been created to upgrade Defence’s internal audit function and ensure it works with leaders and managers to help them identify and address key risks. The strengthened Defence Audit and Risk Committee is a valuable source of robust and independent advice to Defence leaders on all aspects of governance. It provides strategic risk management advice, and maintains a close focus on the preparation of Defence’s financial statements, on the scope and conduct of audit and assurance activities and on compliance with legal and community obligations. 
The independence and capability of the Committee has been enhanced. Mr Paul Rizzo, who has a strong background in blue chip and public sector business management, was appointed the independent Chair of the Defence Audit Committee in February 2008. The Committee now comprises three external members (including the Chair) and two senior Defence representatives. Collectively, these members have a wide range of skills and experience in governance, enterprise risk management, strategic planning, business reform, financial management and auditing. 
Secondly, an ongoing budget remediation process is underway, planned for completion in the 2009-10 Additional Estimates. This will ensure complete and continuing alignment, in both a cash and accrual sense, in the Department’s budgeting and financial reporting. An external, independent quality assurance  is being undertaken as part of this activity.  This project will deliver greater transparency in financial information made available by Defence. 
Thirdly, the approval process for major projects has been reformed following the recommendations of the Mortimer review to better align acquisitions with strategic priorities.  Building on the two pass processes established by Kinnaird, a Defence Materiel Organisation gateway assessment is also being introduced to add high level peer review and risk assessment before new projects proceed to Government, and before final contracts are signed.  These reforms will enable Defence to:
· better manage and mitigate risk with thresholds for gateway assessments on quality and maturity of information; 

· better prioritise acquisitions; and

· deliver an accurate, transparent picture of those acquisitions to Government.
Another example comes from a very different area.  At the operational level, CDF, Angus Houston, held a media roundtable with a number of journalists on 21 July this year, to discuss the steps the ADF is taking to avoid civilian casualties, and provide more information to the public.  CDF committed to be as open and transparent about operations as is possible without compromising the security and safety of our deployed forces. In relation to civilian casualties, Defence will issue a public statement when a civilian casualty as a result of an action of ours has been confirmed or credibly alleged. 
Since becoming Defence Minister, I have taken three initiatives to improve transparency within the portfolio. 
On 1 July, I released the Public Defence Capability Plan 2009, which included more detailed information about particular proposals than past DCPs and, given its more realistic time frame, should provide a more reliable and more certain base for planning. This year’s Public DCP contains information on 110 projects or phases of projects, $60 billion worth.
I also announced a project to re-examine the way we provide defence planning information to industry and the public, including the value, the nature and the content of the Public DCP, with a view to providing not only more, but more useful, information.  
Thirdly, for the first time the Government released the Priority Industry Capabilities. These were previously unpublished– but now we have shared them with industry and the public. 
While these are all important steps, transparency and accountability are also questions of Departmental process and culture. And we are moving to address these as well. 
Ladies and gentlemen, you might know I have a particular interest in FOI. 

Defence has been criticised for not meeting Freedom of Information (FOI) deadlines 
In 2007-08, 67 % of federal government FOI responses were completed within the 30-day statutory deadline. Defence only met the deadline in 38 % of their responses for that financial year. That figure fell to 15 % in 2008-09. 
I accept that FOI will not always be an easy area for Defence to manage. Some issues are inherent in the complexity of the requests received. Some are associated with the sensitivity or classification of information. 
But Defence itself has identified its FOI performance as an issue and has taken structural steps to address it. On 9 June 2009, the Secretary and the CDF created a new branch to coordinate FOI matters, as well as records management and archives administration. 
Change in this area is also cultural.  Key steps undertaken by this new branch include improved communication, visibility and accountability for FOI requests within the senior levels of the Department, FOI training for decision makers and the development of a dedicated FOI database to monitor the progress of requests. Staff from this branch will also work through the FOI process with action areas to ensure that requests are processed as soon and as efficiently as possible. 
I believe that with these reforms Defence will be in a good position to deliver on FOI and transparency reforms, within the requirements of national security. 
This evening, let me practice what I preach.  I am going to be transparent about some of challenges we face.
Some of our challenges are “legacy” issues, some are not.  By saying “legacy issues” I am not seeking scapegoats or laying blame. Even if possible, such an exercise would be futile. 
Legacy or not, all of these issues are real, and all of them must be seen in their context. 
What Defence does is inherently difficult, and not just in terms of operations.  I’m talking about cutting edge science, complex systems integration, high technology engineering, intelligence analysis and strategic policy development.  There are risks.  There will be mistakes. Some of these will just be the result of managing complexity, not of poor administration or flawed processes. 
And some have real lessons to teach us about changes that need to be made, and reforms that must be put into place. 
Ladies and gentlemen, it is an open secret that Defence faces real problems with its own infrastructure.  Some of Defence’s ICT systems are antiquated and inadequate for Defence’s complex operational requirements as a result of being grossly under-funded for years.  Some of the department’s ICT systems are now too cumbersome, fragile, and costly to operate effectively. 
These factors cause major problems for Defence's administration and information management.  Perhaps the most recent high-profile example of this has been the well-publicised problems with the Defence pay systems.  These systems are out-of-date and under great stress.  This partly reflects the complexity of the allowances paid to serving personnel, and the frequency with which those allowances vary. By way of illustration, each fortnight, around $250 million is paid to around 100,000 ADF personnel and Defence staff, including compensation payments.  There are on average, 140,000 manual transactions associated with personnel administration every fortnight – 3.45 million every year. 
These shortcomings in HR processes have resulted in various pay issues across the ADF. The SAS pay issue is perhaps the most high profile, but Army’s ongoing audit of pay and competencies has identified other emerging issues. There are problems, for example, with the Flying Allowance, and with Army Reserve pay.  And inevitably there will be more problems to come before new systems are put in place. 
We are committed to investing up to $500 million in a new payroll system, underpinned by robust processes and training packages.  While no pay system can be guaranteed to be completely free of errors, we are determined to put in place processes to ensure any mistakes are identified quickly and handled appropriately. 
More broadly, reform and investment across Defence's ICT systems is central to the White Paper and is a high priority for the Government. The reforms will be incorporated under Defence's Strategic Reform Program. 
We are undertaking a number of initiatives in this area, including: 
· Bringing ICT capital expenditure together as a single portfolio across all areas of Defence; 

· Eliminating the need for multiple desktop workstations operating at different security classifications; 

· Replacing ageing equipment; 

· Consolidating Defence data centres.

· Improving interoperability with our key allies.

These steps are the start of ensuring a more streamlined, flexible and cost-effective ICT system for Defence.
Ladies and gentlemen, we also face challenges with specific projects or capabilities.  
The acquisition and sustainment of specialised military equipment can be complex and expensive. Defence has a sound practice of identifying any ‘Projects of Concern’, and I have asked my colleague, Greg Combet, Minister for Defence Personnel, Materiel and Science, to continue his personal oversight into major projects that have shown cost, schedule or capability problems. In the language of the tabloids, these are projects that are more expensive than we expected, later than we’d like, and not working as well as we need. 
Ladies and Gentlemen, the acquisition of capability will always be one of Defence’s biggest challenges. Acquiring the best tools for the men and women of the ADF to do the job we require of them often means committing to technology at the development phase, with all the potential rewards and inherent risks that implies. But it is important to remember that 83% of the over 200 Defence acquisition projects closed in the last ten years have been on – or below – their approved budget.  Let me stress that, because I very much doubt you’ll ever see it on the front page of a newspaper. Eighty-three percent of more than 200 projects within, or below, budget. But of course, in contrast, we get considerable press when things don’t go according to plan. 
Problems managing our submarine force, for example, have been widely reported on.  Poor submarine availability and insufficient crewing has led to a situation in which only three of our submarines can be routinely crewed.  And regrettably, in 2009, all of our submarines have spent part of the year awaiting scheduled and unscheduled repairs. 
A Navy review last year made 29 recommendations for urgent reforms in the way Navy manages the submarine force.
All of these reforms are being implemented. They include:
· Improving conditions for submariners; through initiatives such as a 25% increase in crew size;

· Generating a sustainable submarine workforce by stemming the numbers of crew leaving and placing submarine recruiting as the highest Defence Force recruiting priority;

· Growing the workforce to enable a fourth sustainable submarine crew by the end of 2011.

Again, these are all positive steps but we still have a long way to go. 
Compounding crewing problems are the difficulties that ASC and Defence have experienced managing submarine docking and maintenance schedules. 
Systematic changes are being made to meet our ongoing concerns about the submarine program. A proposed new Through-Life Support Agreement will be a complete revision of the existing agreement and involve new ways for Defence and ASC and other suppliers to work together. The new agreement will:
· Provide incentives to ASC to lower the cost of ownership to the Commonwealth through  lower submarine sustainment costs and superior performance,

· Aim to increase submarine availability, using a rolling program of submarine maintenance activity, and

· Provide for a shorter contract period, with extensions granted on the basis of satisfactory ASC performance.

Recently we have embarked on a collaborative review involving Navy, the DMO, and the ASC to improve working relations to enhance capability. 
Our goal is to have a sustainable force of at least three and sometimes four submarines crewed and available to meet the Government's short to medium term readiness requirements by the end of 2011.  At any given time, two submarines would be undergoing major overhauls or upgrades.  I can’t give you a guarantee, but I believe with the workforce and support measures I have outlined above, this goal is achievable. 
Ladies and gentlemen, Project AIR 5416 (Echidna) Phase 2A is another project we need to focus on.  In 2003 the then Government approved the project to provide Electronic Warfare Protection capabilities to a range of ADF fixed-wing aircraft and helicopters. One element of the project was the development of a new Australian ALR2002 Radar Warning Receiver.
In 2006 the Government agreed that a range of technical complexities and other matters would preclude fitting the ALR2002 to fixed wing aircraft and some helicopter types and agreed that the system should only be fitted to Black Hawk and Chinook helicopters. 
While the infra-red and ballistic protection elements have been fitted to our Chinooks for operations in Afghanistan, and are being fitted to some of our Black Hawks, it is likely that the full scope of this project will never be delivered. The ALR2002, of which Defence ordered 35 production units, has not yet been fitted to any operational aircraft. 
Trials and tests for the Black Hawk are still underway. But the Black Hawks will be replaced from 2012, which means we need to carefully consider the value for money of any further work.  At times, good governance will mean taking a tough decision – knowing when to draw the line or terminate a project. 
Defence will retain the flexibility to implement further EWSP upgrades to both Chinook and Black Hawk helicopters, should operational circumstances arise which require this. 
Also in the air capability area is Project ‘Wedgetail’. This is to provide six airborne early warning and command and control platforms to give the ADF enhanced surveillance, air defence and co-ordination capacity, at a cost of $4.089 billion. ‘Wedgetail’ is highly complex, at the leading edge of high technology, and it’s no surprise there have been difficulties along its development pathway. 
Nine years after contract signature in 2000 to acquire the ‘Wedgetail’ aircraft, we have yet to complete testing of the radar system, which is central to the ‘Wedgetail’ capability.  It seems likely at this point that initial delivery will involve a radar that will still not fully meet the contract specifications. 
While considerable progress has been made over the last six months, four significant issues remain:  
· System stability 

· Radar Performance 

· Electronic Support Measures 

· In-Service Support Contract

This project is, has been , and remains extremely complex. It’s fair to say it’s been around a very long time, and everyone involved is working very hard to bring it to fruition.

Ladies and gentlemen, another complex project is Vigilare, a $271m project that will replace the ground based Air Defence Command & Control systems for the RAAF. It will fuse data from a myriad of sensors and sources, such as the Jindalee Operational Radar Network, Airborne Early Warning and Control (AEW&C), microwave radars (both civil and military), tactical platforms such as fighter aircraft and ships, and intelligence products from both national and foreign sources. Vigilare is a software intensive endeavour that integrates over five million lines of code.
Again complexity has created delay. The project is running 42 months late, and our shared task here is to resolve some of the problems and move it forward faster. 

Boeing and DMO are working cooperatively together to achieve the earliest capability delivery, but expect another 6 months of delay.  
Ladies and gentlemen, Project Single LEAP 2 is designed to deliver over 3,000 additional living-in accommodation units around Australia, potentially under PPP arrangements. 
During the tender process external factors including the Global Financial Crisis have required further investigations to be undertaken by Defence to verify financing arrangements incorporated in tender responses and to ensure a value for money outcome.
This work is concluding and the Government is about to consider recommendations from Defence for the progression of the Project.  
The Department of Defence has continued to work with tendering consortia to ensure the project can progress once a Government decision has been finalised. Given the currency of this issue, I don’t want to delve any further into it at the moment. 
Ladies and gentlemen, the problems Defence has encountered in these projects of concern and areas of difficulty have a variety of causes.  Cutting-edge technology is more sophisticated and more complex than ever before, and the speed of change is accelerating.  If the ADF is to maintain a warfighting edge, it needs to take some risks, then manage those risks professionally and tightly.
But, ladies and gentlemen, while some of our problem areas can be attributed to technological complexity and external factors, others will be addressed through the SRP, through structural and cultural changes, and reforms in Defence governance. 
As I have indicated already, defence is undertaking a number of governance reforms to address the issues I have raised today. I think Defence has a developing “good news” story to tell in governance reform. Achievements and plans include:
· External oversight of the Department is improving, including through establishment of the Defence Strategic Reform Advisory Board.

· In its response to the Mortimer review, the Government is improving its capability development and procurement processes.

· Through the White Paper we have achieved a better alignment between government strategic planning and Defence capability developments.

· Defence will invest approximately $30bn over the next decade to remediate the Defence backbone and provide funding to critical areas such as ICT.

· Defence is implementing reforms that will impose commercial discipline on Defence procurement and sustainment as well as making the Defence Materiel Organisation more business-like.  A range of human resource management powers have been delegated to the CEO DMO and flexible salary arrangements will be used to attract the right staff.

· Improving the way Defence handles FOI requests.

Let me return again, ladies and gentlemen, to the three main aims of the Strategic Reform Program. 
First, improved accountability.  This government is committed to providing much greater visibility of Defence’s management of its $25 billion plus budget and ensuring accountability at every level for efficient and effective expenditure.  
Second, improved Defence planning.  This Government is committed to ensuring a clear line of sight between our strategic vision for defending Australia’s interests and every dollar spent in Defence – whether it be on major platforms or key support functions. 
Finally, enhanced productivity.  In the midst of the global financial crisis this Government is investing more in Australia’s defence because we are willing to take hard and sensible decisions to make Defence a cost-conscious organisation.
Ladies and gentlemen, successful governance, in any organisation, takes continual effort and great conscientiousness.  The principles of good governance may be straightforward, but the practice can be difficult and complex. And, when it works, it’s invisible.  Failures of governance, in contrast, are highly visible.  In the Defence portfolio, they can also be extremely expensive, not only in terms of millions or billions of dollars – but more importantly, in lives. 
I have had the good fortune to come into this portfolio at a time when all the hard work of the White Paper, the Pappas and Mortimer reviews and the companion reviews, has been completed. And I pay tribute to my predecessor, Joel Fitzgibbon, and to Nick Warner and Angus Houston, for their strong leadership in this regard. I have inherited a comprehensive reform agenda and a department and defence force committed to its implementation. 
I am determined to capitalise on their good work and good will.
I know that the people in this room tonight will be some of those keeping the sharpest eye on how we do.  I welcome that scrutiny.  
With all the challenges that I have touched on in this speech, you will not be surprised to hear that we will inevitably fall short of perfection.  And, ladies and gentlemen, new problems are sure to surface. 
But I am very confident that, as a result of all the good work that has been done, as a result of the commitment, hard work and resolve I have already seen in Defence across the board and at every level in just a few short weeks, we have the appropriate governance framework to meet these challenges and to strive for the very highest standards of governance in Defence. 
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