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MINISTER FOR DEFENCE
THE HON DR BRENDAN NELSON MP

~ APR 20i26
Mr Tony SmithMP
Chairman
JointCommitteeofPublicAccountsandAudit
Parliament[louse
CANBERRA ACT 2600

Dear

0117November2005,theJointCommitteeofPublicAccountsandAudit tabled
Report404,whichdetailsthefindings oftheCommittee’sexaminationof
11 performanceauditsby theAustralianNationalAudit Office. This reportfocusedon
two Audit Reportsofparticularrelevanceto Defence:

• No 5’(Managementof theStandardDefenceSupplySystemUpgrade);and
• No21 (Defence’sFinancialStatements2003-04)of2004-05

TheCommitteemadea total ofeightrecommendationsto wbichDefenceis requiredto
respond.An ExecutiveMinute containingtheresponseto Recommendation29 has
alreadybeenforwardedto theCommittee. I encloseDefence’sresponseto the
remainingrec in anExecutiveMinute.

BRENDAN NELSON
End

Parliament House, Canberra ACT 2600 Tel: (02) 6277 7800 Fax: (02) 6273 4118
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Australian Government

Departmentof Defence

EXECUTIVE MINUTE
on

JOINT COMMITTEE OF PUBLIC ACCOUNTS AND AUDIT
REPORT No.404

ReviewofAuditor-General’sReporL~2003-2004Third & Fourth Quarters; and
First & SecondQuarters of2004-200S

General comments

TheJCPAAReport404 examined11 perfonnaneeauditsby theAustralianNational
Audit Office. Two ofthesereportswereofparticularrelevanceto Defence:Nos 5
and21. ThesereportslookedatthemanagementoftheStandardDefenceSupply
SystemUpgradeandDefence’sFinancialStatements2003-04.TheCommitteemade
atotal ofeightrecommendationsto whichDefenceis requiredto respond.An
executiveminutecontainingtheresponseto Recoimnendation29 hasalreadybeen
forwardedto theCommittee.

Defence’sresponsesto theremainingsevenreconjxnendationsaresetoutbelow.

Recommendation24 paragraph8.38

The Committeerecommendsthat all Defenceinformation systemprojects be
subject to the appropriate levels of cabinet, ministerial or departmental
approval, asperDefence~ own internalprocurementguidelinesand the2003
Kinnaird review

Whereprojectmanagersfail to ensurethat theirprojectreceivestheadequate
levels of cabinet, ministerial or departmentalapproval, disciplinary action
shouldbeundertakenby Defence

In consultationwith theChiefFinanceOfficer Group,theChiefInformationOfficer
on 15 February2006 issuedprojectapprovalguidelinesfor informationsystems
projectsmanagedwithin theChiefInformationOfficer Group. Theseguidelines
requireappropriatelevelsof cabinet,ministerialanddepartmentalapprovalin
accordancewith Defence’sin-houseprocurementguidelinesand,whererelevant,the
Government’sdecisionson therecommendationsoftheKinnairdreview.

Theguidelinesprovidecleardirectionon the approvalprocessandthelevel
ofapprovalrequiredbasedon theestimatedcostoftheproject Theprojectapproval
documenthasto bephysicallysignedandappropriatelyfiled. Any amendmentsto the
projectwill requireanewprojectapprovaldocumentto be signed.

Theguidelinesdetailresponsibilityandaccountabilityrequirements.Administrative
ordisciplinarysanctionsareavailableundertheAustralianPublicServiceCodeof
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Conduct,DefenceInstructionsortheDefenceForceDisciplineAct1982as
appropriatefor anyproceduralbreaches.

Theseguidelineswill be included,togetherwith guidelineson DefenceCapability
Planprojects,capitalfacilities projectsandminorcapitalequipmentprojects,in an
instructionsoonto beissuedby theChiefFinanceOfficer.

RecommejidationZ5 paragraph8.39

The Committeerecommendsthat the DepartmentofDefenceand theDefence
Materiel Organisation institute a formal policy which excludesexternal
contractorsfrom beingappointedasproject managersfor IT systems. Any
performancebonusespaid to project managersmust be directly linked to
projectmilestonesbeingmeton-timeandon-budget

.

TheDefenceMaterielOrganisationhasestablisheda formalpolicy whichexcludes
externalcontractorsfrom beingappointedasprojectmanagers.As therearecurrently
severalexternalserviceprovidersinprojectmanagerroles,theDefenceMateriel
Organisationis in theprocessofrecruitingAustralianPublicServicestaffto replace
them. Theprojectmanagementskill-sethasbeenremovedfrom thelist ofskills
whichprojectscanacquirefrom externalserviceprovidersthroughtheDefence
MaterielOrganisationstandingoffer panel.

TheChiefInformationOfficer Group,within theDepartmentofDefence,ensuresthat
its informationtechnologyprojectsaremanagedby AustralianPublicServicestaff
wherepossible. Within projectmanagementteams,if therequiredskills or
experiencecannotbesourcedfrom AustralianPublicServicerecruitmentaction,then
externalserviceprovidersmaybeengagedto meeta staffingshortfalL Like the
DefenceMaterialOrganisation,theChiefInformationOfficerGroupis movingto
replaceexternalserviceproviderswith AustralianPublicServicestaff. In respectof
externalcontractsfor deliveryofinformationtechnologysystems,theChief
InformationGroupdoesnot includeprojectmanagementfunctionsaspartofsuch
contracts.

With regardto performancebonusespaidto projectmanagers,AustralianWorkplace
Agreementsfor DefenceMaterielOrganisationprojectmanagersmayincludea
performancebonuscomponentwhich is directlydependenton deliveryon-timeand
on-cost- It shouldbenotedthat themajorityofstaffarenoton AustralianWorkplace
Agreementsandarenot in receiptofperformancebonuses.TheDefenceMateriel
Organisationexpectsto transitionmoreprojectmanagersto AustralianWorkplace
Agreementsoverthecomingyear

TheDefenceMaterielOrganisationagreesthatmilestoneachievementsshouldbethe
primarygoal in mostcases,butcouldnot agreeto abonussystemthatrelatessolelyto
bonusesfor on-time,on-costdelivery For example,projectswhich arealreadyin
troubleneedavarietyof incentivesfor aneworreplacementprojectmanagerto
maxiiniseagoodrecoveryoutcome.Sometimesweneedto incentivisequalityand
capabilityobjectives.Wemayalsowantto incentiviseworkforceskilling, meeting
corporategoals,industrydevelopmentactivitiesorprogresswith financial
remediation.
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TheChiefInformationOfficer Groupwithin theDepartmentofDefencedoesnot
currentlypayperformancebonusestoprojectmanagers.

Recommendation26 paragraph 8.60

The Committeerecommendsthat Defencecontinuewith its plannedrollout of
RadioFrequencyPortableData Entry Terminals(handheldscanners)for use
with theSDSSsystemin warehouses-

1-fowever.this rollout mustonly be undertakenwhenDefenceis confidentthat
the systemcan adequatelysupport the new technology, to ensurethat the
systemis notcircumventedbecauseofusers‘frustrationsatslowprocessing.

D~fencemustalso ensurethat adequatetraining is providedto all personnel
who will be using thescanners.

Defencewill continueto rollout thereplacementPortableDataEntryTerminals(hand
heldscanners)aspartof a largerupgradeofthehardwareand softwareusedto
manageDefencewarehousefunctions. Theperformanceof thenewsystemhasbeen
successfullytestedthroughatrial attheDefenceNationalSupplyandDistribution
Centre. Conversionand sustainmenttrainingwill beprovidedto all Commonwealth
employeesandcivilian contractors.In addition,newbusinesspoliciesand
procedures,to beapprovedby theJointLogistics CommandandthethreeServices,
will reinforcethis change.

Defenceprovidesan updateagainstthe16 remediationplansin thePortfolio Budget
Statements,Portfolio Additional EstimatesStatementsandtheAnnual Report.
Defenceis availableto reportto theConTimitteeeverysixmonthsagainstthe
milestonesof theremediationplans,if require&

Recommendation28 paragraph9.41

The CommitteerecommendsthatDefenceoutline to the Committeeits plan to
ensurethat theJulian dateproblemassociatedwith theSDSSprogram will be
fixedprior to May 2007. Defence~ report to the committeeshouldincludea
projectplan, costings,milestones,anddetailsoftheprojectmanagementteam

.

Project Methodology - TheMincom MIMS version4 software,whichformsthecore
oftheStandardDefenceSupplySystem(SDSS),hasa datelimitation issuethatwill
causesignificantproblemsif not remediatedby 18 May2007. A projecthasbeen
establishedto developandimplementasolutionto this issue(knowncolloquiallyas
theJuliandateissue). Thesolutionrequirestheapplicationofacodechangeto

Recommendation27 paragraph 935

The Committeerecommendsthat the Departmentof Defencereport to this
Committeeeverysixmonthsagainstthemilestonesofthe14 remediationplans
outlinedin the 2005-06Portfolio BudgetStatements. Thesereports are to
continueuntil theendofthe41stParliament.
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Defence’sSDSSsystemaccompanied.byafull conversionoftheSDSSdatabase.
Thecostto Defencefor theremediationoftheJuliandateproblemwill beS800,000~

Theprojectmanageris anArmy captainworkingfor MaterielInformationSystems
Branchin theDefenceMaterielOrganisation.Theprojectteamcompri~esstafffrom
theMateriel InformationSystemsBranch,theChiefInformationOfficer Groupand
Mincom.

Undertheprojectmanager’sdirection~Mincom is contractedto deliver,at its own
expense,thecodefix anddataconversionscripts;to developatestand
implementationstrategy;to work withDefenceto testandvalidatethesolutionand
the dataconversionin Defence’stestenvironments;and,uponcompletionofthe
conversion,to supplyvalidation andpostimplementationsupport. This teamgives
the optimalcombinationoftechnicalandbusinessinputinto theproject. Defence’s
ManagementAudit BranchandtheAustralianNationalAudit Officehavebeen
engagedto provideanassuranceoverviewoftheproject.

Project Milestones- Thekeymilestonesareasfollows:

a. ProjectInitiation - Completed5 December2005

b. Mincom to delivercodeto Defence- Completed5 December2005

c. Initial planningstudy- Completed9 December2005.

d. Two full testconversions- Completed19 January2006.

e Formaluseracceptancetesting— Completed28 February2006.

f. Conversioncomplete- Due22 April 2006.

g. Projectcompletion- 29 May2006.

Recommendation30 paragraph 9.60

The Committeerecommendsthat Defenceand the ANAO conduct ongoing
consultationsto discussareasofdisagreementsuchaspricingwithin theSDSS
syStem. Defenceshould aim to resolvethe issue ofpricing of itemswithin
SDSSbyJune2006.

Frequentdiscussionsareheldwith theAustralianNationalAudit Office on arangeof
issues,includingissuesimpactingonpricingwithin theStandardDefenceSupply
System(SDSS)System. This includesformalmeetingsat theseniorlevel and
extensiveconsultationattheworkinglevel.

Detailedworkwascaniedout in 2004-05to stratiI~inventorypricesandseek
statisticallyvalidatedprices,orto find surrogatepricingsourceswhereoriginal
recordswereunavailableorpriceconfidencelevelswerenot achieved.Forgeneral
storesinventory,no reliablesurrogatepricingdatabasewasidentifiedthat wouldbe
acceptedby theauditors. This wasdueto theageofcertainstockandSDSSprocess
control weaknessesthatlimited theconfidencethatcouldbeplacedonpricedata
generally.
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Defencerecognisesthatfurtherwork to cleanseexistingpricedatamaybenugatoryif
doneaheadoftheimplementationof SDSSsystemandprocesscontrols,andit will
notbepossibleto resolveinventorypricing issuesby June2006. Work is progressing
towardsachievingreliableSDSScontrolsthatareacceptableto theAustralian
NationalAudit Officeby June2006.

Theinventorystratificationworkconductedduring2004-05revealedthat it maynot
bepossibleto reliablypricesomelegacyitemsatall, andsomelegacyitemsmayneed
to beacceptedasanongoing(and graduallydeclining)uncertainty.

ThenewAustralianEquivalentto InternationalFinancialReportingStandards
(AEIFRS) requirementfor inventoryto bevaluedatthe lesserofpurchasecostand
currentreplacementcostaddssignificantnewchallengesfor bothdatacollectionand
informationsystemrecordingofprices. Planningfor aSDSSreplacementsystemhas
commencedandthis is addressingtheneedfor AEWRS complianceon inventory
prwing.

As aresultoftheongoinglegacyitem issueandtheneedfor anAEIERS coxnpliant
inventorysystem,theresolutionofinventorypricinguncertaintieswill bealonger
termissue.

Recommendation31 paragraph 9.68

TheCommitteerecommendsthatfor ProjectJP2077:
- the project must be managedfrom within the Defence Materiel

Organisation;
- all appropriatecabinet-level,ministerial-levelanddepartmentalapprovals

mustbesoughtprior to implementationofvariousphasesoftheproject;
- theprojectmustincludedefinedprojectmilestones;
- no project managementbonuspaymentsare to be made to any DM0

personnelif theprojectmilestonesarenotmeton-time,andon-budget;
- there must be continuedinput from on-the-groundusersof the logistics

system;and
- theproject mustincludesufficientupgradesto the technologicalhardware

supportingthenew logisticssystemto ensurethat it will run efficiently.

ThevariousphasesofJP2077arebeingconductedundertheDefenceCapabilityLife
CycleManagementframework. A key requirementunderthis frameworkis First and
SecondPassconsiderationof capabilityproposalsprior to implementationofvarious
phases.Cabinet-level,ministerial-levelandDefenceseniorcommitteeapprovalsare
obtainedaspartofthisprocess.A projectteamhasbeenestablishedwithin the
DefenceMaterielOrganisationwhich will continueto managetheimplementationof
3P2077.

All JP2077capabilityproposalspresentedto Governmentfor SecondPass
considerationwill includeanAcquisition BusinessCasewhichprovidesschedule
informationforkeyprojectmilestones.

TheChiefExecutiveOfficer oftheDefenceMaterielOrganisationis thedelegatefor
thepaymentofanyperformancebonuseswithin theDefenceMateriel Organisation.
Performancebonusesmaybepaidunderthetermsof anindividual workplace
agreement.

6



05/05 ‘06 11:20 FAX +61 3 9724 9220 TONY SMATH MP I~j 012

±61397249220

Therewill be continuedinputfrom on-the-groundusersofthelogisticssystemvia a
comprehensiveuserengagementprocess.A dedicatedstakeholdermanagementcell
hasbeenembeddedin theprojectandincludesServiceLiaisonOfficerswho will
engagethefull spectrumofkeystakeholdersandusercommunityrepresentatives.

JP2077Phase2B.l includestheupgradeoftheStandardDefenceSupplySystem
(SDSS)throughtheacquisitionof Mincom’s Ellipse software.Theprojectwill
acquireadditionalinformationtechnologyhardwareandinfrastructureto ensurethat
thesystemwill runefficiently.

R.C. SMITH
Secretary
DepartmentofDefence
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