Chapter 6


DEFENCE BUDGET AND RESOURCE MANAGEMENT

National Security Spending

The provision of national security has always required a whole-of-government approach that involved different government agencies (e.g., Australian Federal Police, Australian Security Intelligence Organisation) as well as Defence. However, the events of 9/11 have prompted most governments to increase spending on national security broadly defined. Over the past few years, a number of government agencies have been involved in the provision of national security in Australia of which Defence is by far the largest. These agencies include (ASPI, 2006a; p. 10):
· Australian Federal Police (AFP)

· Australian Agency for International Development (AusAID)

· Australian Secret Intelligence Service (ASIS)

· Australian Security Intelligence Organisation (ASIO)

· Department of Defence (DOD)

· Department of Foreign Affairs and Trade (DFAT-1)

· Department of Immigration and Multicultural Affairs (DIMA-1)

· Office of National Assessments (ONA).
Figure 6-1 shows Federal national security appropriations in the financial years 2005-06 and 2006-07 (in current Australian dollars) and 5-year increase (%) between 2002-02 and 2005-06.

	Agencies
	2005-06

A$ m
	2006-07

A$ m
	5-year Increase 

2001-02 to 2005-06

%

	Defence
	17,254
	19,001
	38.4

	AusAID
	1,596
	1,887
	1.8

	DIMA-1  
	907
	1,037
	25.1

	AFP
	968
	885
	69.3

	DFAT-1
	717
	740
	12.2

	ASIO
	187
	341
	393.6

	ASIS
	100
	131
	143.3

	ONA
	28
	28
	300.0

	Source: ASPI (2006a) Table 1.3.1; p.11


Figure 6-1. Federal National Security Appropriations 2001-02 to 2005-06

This chapter will focus on Defence appropriations and spending. In 2007-08, the Defence budget of A$21,999.1 million represented 2% of Gross Domestic Product (GDP) and 9.3% of Australian Government outlays (PBS, 2007). This also represented an increase of 47% in real terms since 1995-96. Over the past four years, defence spending was about 1.9% of GDP and between 8.6% and 8.9% of Commonwealth (government) outlays (about the same as spending on Education) (ASPI, 2006b). In 2000, the Government released the Defence White Paper in which it pledged to fund 3% real annual growth in defence spending between 2000-01 and 2010-11. In 2006, it decided to extend this 3% real growth in funding out to 2015-2016 (ibid.). 
Outcomes and Outputs Framework

In 1999, the Commonwealth introduced a performance and resource management (outcomes and outputs) framework that applies to all government agencies, including Defence. The main purpose of this framework is to set specific targets of service provision, measure performance and impacts/benefits that the government intends to deliver to the community through the work of a government agency. The Defence budget is set out according to this framework. The purpose of the output-outcome framework is to measure the productivity of Defence and the social relevance of its outputs, that is, not only what it does, given the resources provided for it by the government and, ultimately, the tax payer, but also how it is done and what it actually achieves. The output-outcome framework aims to provide: a better understanding of what Defence is required to produce and how the outputs produced contribute to the achievement of national security and other government (social) objectives; the full cost of defence capabilities; better information for the managers of Defence resources; and better communication lines to the Government and Parliament to report on priorities and achievements. The framework provides a management and accountability system that is underpinned by metrics of effectiveness in output production and input (resource) use, and which is robust enough and transparent enough to apply to large and complex organisations such as Defence.
Figure 6-2 contains a selection of concepts and vocabulary associated with the output/outcome framework.

2007-08 Outcomes

Until the 2003-04 budget, the government had set down only one outcome for Defence: “The defence of Australia and its national interests” (ASPI, 2006a; p.4). In essence, this outcome was Defence’s mission statement. It provided the rationale for the existence of the Australian Defence Force (ADF) and therefore the Defence Organisation. In 2007-08, the government has set down seven outcomes for Defence (PBS, 2007):

1. Command of Operations in Defence of Australia and its Interests;

2. Navy Capability for the Defence of Australia and its Interests;

3. Army Capability for the Defence of Australia and its Interests;

4. Air Force Capability for the Defence of Australia and its Interests;

5. Strategic Policy for the Defence of Australia and its Interests;

6. Intelligence for the Defence of Australia and its Interests; and

7. Superannuation and Housing Support Services for Current and Retired

Defence Personnel (mainly superannuation payments for current and former ADF personnel, and housing subsidy provided under the Defence Force (Home Loans Assistance) Act 1990).

The ADF and the Defence Organisation are structured and directed towards achieving these outcomes.
Outputs are the products or services that Defence produces on behalf of the government using departmental expenses. 

Outcomes are the desired results of outputs and administered items, i.e., impacts or benefits that the government intends to deliver to the community through the work of Defence.

Departmental Items are resources directly controlled by Defence, including salaries, allowances, military equipment and other costs associated, including out-sourced activities funded and controlled by Defence, with the operation of the Defence Organisation. These resources are used to produce outputs for the government (the Australian community).

Administered Items are resources administered by Defence on behalf of the Commonwealth including grants, subsidies and benefits. Such resources may be used to produce outputs by third party organisations.

Assets are future economic benefits expected to accrue to Defence as a result of past transactions or other past events. Assets are initially recognised at the cost of acquisition. They are periodically revalued to reflect their written-down current cost and, where appropriate, enhanced value of expected economic benefits.

Liabilities are future economic benefits foregone due to Defence’s obligations to other entities arising from past transactions or other past events.

Revenues are inflows or other enhancements, or savings in outflows, of future economic benefits, in the form of increases in assets or reductions in liabilities of Defence, other than those relating to contributions by the Commonwealth, that result in an increase in equity during the reporting period.

Expenses are losses of future economic benefits, in the form of reductions in assets or increases in liabilities of Defence, other than those relating to distributions to the Commonwealth, that result in a decrease in equity during the reporting period.

Equity Injection represents the additional contribution to Defence by the Commonwealth as its ‘equity owner’. It is determined on the basis of the amount additional to the Departmental Outcome Appropriation required to fund Defence up to the government-agreed level of global funding. The Equity Injection is not tied to any specific capital projects and, within the limits of Defence’s resource management discretion, it can be used for any purpose that increases the net assets of Defence. It is planned to use these funds for investment in new/replacement capital equipment or facilities.
Source: ASPI (2006a) and PBS (2007) 
Figure 6-2. The Output-outcome Management Framework: Concepts and Vocabulary

2007-08 Outputs

In 2007-08, to deliver the required outcomes, Defence is committed to produce 28 outputs, which are grouped to match the seven outcomes. (The seventh outcome comprises the results of activities/items administered by the Department of Defence on behalf of the Commonwealth, such as military superannuation schemes and the Defence Housing Authority.) Figure 6-3 shows the 2007-08 (budgeted) outputs and outcomes and their net costs (in earlier years these were referred to as ‘prices’).
The costing figures shown in Figure 6-3 provide a snapshot of the planned (budgeted) net cost of designated outputs. This provides a useful indication of relative (resource) importance of different outputs and outcomes. Over time, however, the continuous refinement of the output costing methodology, in particular in 2003-04 and 2004-05, has made it very difficult to interpret costing data between different financial years. This has caused the leading Australian expert on defence budgets to observe:

“Until such time as Defence’s Output costing methodology stabilises and a baseline of information accrues, the Output costs will represent little more than a highly artificial by-product of the Commonwealth’s budgeting framework. So it’s not surprising that, in reality, both Defence and the Department of Finance remain as focused as ever on the cost of inputs like personnel, facilities and logistics, with only scant regard to the notion of the overall cost of outputs” (ASPI, 2006a; p. 46). 

	 Outcome
	Output
	Cost A$ m.*

	1. Command of Operations in Defence of Australia and its Interests
	1.1 Command of Operations

1.2 Defence Force Military Operations and Exercises

1.3 Contribution to National Support Tasks
Sub-total
	427
1,130
20
1,577

	2. Navy Capability for the Defence of Australia and its Interests 
	2.1 Capability for Major Surface Combatant Operations

2.2 Capability for Naval Aviation Operations

2.3 Capability for Patrol Boat Operations

2.4 Capability for Submarine Operations

2.5 Capability for Afloat Support

2.6 Capability for Mine Warfare

2.7 Capability for Amphibious Lift

2.8 Capability for Hydrographic and Oceanographic Operation
Sub-total
	1,902

641
277
816
264
388
425
300
5,013

	3. Army Capability for the Defence of Australia and its Interests

	3.1 Capability for Special Operations

3.2 Capability for Medium Combined Arms Operations

3.3 Capability for Light Combined Arms Operations

3.4 Capability for Army Aviation Operations

3.5 Capability for Ground-based Air Defence

3.6 Capability for Combat Support Operations

3.7 Capability for Regional Surveillance

3.8 Capability for Operational Logistic Support to Land Forces

3.9 Capability for Motorised Combined Arms Operations

3.10 Capability for Protective Operations

Sub-total
	581
1,116
1,049
587
126
457
164
604
620
1,089
6,393

	4. Air Force Capability for the Defence of Australia and its Interests

	4.1 Capability for Air Combat Operations

4.2 Capability for Combat Support of Air Operations

4.3 Strategic Surveillance & Response Operations

4.4 Capability for Air Lift Operations

Sub-total 
	1,843
1,023
1,295
1,165
5,325

	5. Strategic Policy for the Defence of Australia and its Interests 
	5.1 International Policy, Activities & Engagement

5.2 Strategy Policy and Military Strategy

Sub-total
	223
80
303

	6. Intelligence for the Defence of Australia and its Interests
	6.1 Intelligence
Sub-total
	559
559

	
	Net Cost for Defence Departmental Outcomes
	19,170

	7. Superannuation and Housing Support Services for Current and Retired Defence Personnel
	7.1 Superannuation Support Services

7.2 Housing Assistance

7.3 Other Administered Revenues and Expenses

Sub-total
	2,069
-64

-1
2,004

	
	Total Cost for Defence Outcomes 
	21,174

	Note: * rounding errors so that sub-totals may not add up to totals
Source: PBS (2007), Table 5b; pp. 124-126


Figure 6-3. Budgeted Defence Outcomes, Outputs and Costs 2007-08
Also, as the Defence Organisation is structured into Groups, “These Groups and their executives are responsible for spending Defence’s money and doing its business” (ibid.; p.6). A Group may normally contribute to the achievement of more than one outcome (see below).

Cost of Defence Outcomes and Organisational Structure

At the time of writing (financial year 2006-07), the Defence Organisation is divided into 15 Defence Groups which are combined into three ‘Group Executives’ clusters (ASPI, 2006a):

· Output Executives Groups are mainly those that deliver Defence’s outputs to the government as ‘customer’;

· Owner Support Executives Groups are “responsible for protecting the government’s interest as the owner of Defence, including ensuring its long-term viability” (p. 7); and

· Enabling Executives Groups provide supporting business services to the other two types of groups (e.g., asset management).
Figure 6-4 shows budgeted Defence Groups contribution to the cost of the six Defence outcomes.

_____________________________________________________________________






   2006-07
  2006-07

(A$ million)
(% of total)

Output Executives

Command of Operations

 

         367 
       2.1

Navy





      3,145 
     18.4

Army 





      3,443                   20.2

Air Force 




      3,277                   19.2

Intelligence                



         362 
       2.1

Strategic Policy 




         127                     0.7

Sub-total 




    10,721  
     62.7
Owner Support Executives

Defence Personnel Executive 


         600                     3.5

Defence Science and Technology 


         328  
       1.9

Capability (VCDF in 2003-04) 


           48 
       0.3

Chief Finance Officer 



         340 
       2.0

Chief Information Officer 



         489                     2.9

Secretary/CDF Force 



           32
       0.2

Inspector General 



           13 
       0.1

Subtotal 




      1,850 
     10.9
Enabling Executives

Defence Materiel Organisation 



-
          -
Corporate Services and Infrastructure 

      2,424 
     14.2

Sub-total 




      2,424                   14.2
Portfolio 




      2,068                   12.1

TOTAL 




    17,063                 100.0

___________________________________________________________________________________
Source: ASPI (2006a), Table 1.2.2; p. 6.
___________________________________________________________________________________
Figure 6-4. Defence Group contributions to the cost of the Defence Outcomes

Figure 6-4 also shows that some 12% (A$2,068 million) of the total budgeted cost of Defence outcomes was retained in a Portfolio fund to be allocated later after the budget day (e.g., to fund future pay rises). In the above representation, the Defence Materiel Organisation (DMO) does not contribute directly to the cost of achieving Defence outcomes, as it is funded via purchaser-provider agreements with other Defence Groups, that is, “the Services now ‘buy’ equipment and sustainment from DMO and are funded to do so” (ibid.; p.6 – also see Chapter 7). 
Figure 6-5 shows the simplified and functionally better aligned Defence Group structure in the forthcoming financial year 2007-08. At the time of writing (May 2007), this organisational structure is already operational. Figure 6-5 has been arranged to show that the first four groups (rows in the figure) are functionally self-contained in that they each contribute to only one Defence outcome (All cost cells are located on the downward diagonal). The fifth group, Joint Logistics, supports the three Services and the Command of Operations Group. The next four groups support all Defence outcomes as ‘owner support’ and ‘enabling’ activities. As in Figure 6-4, provisional allocations and payments to the DMO (the operating element) are held at the Portfolio level (see note to Figure 6-5).

2007-08 Output-Outcome Framework 

To better align its outcomes and outputs with recent organisational changes, the Minister for Finance and Administration approved revisions to the output-outcome framework within Defence. As of 1 July 2007 (financial year 2007-08), Defence will report against three outcomes and provide 13 output groups and 56 outputs. As a part of the Defence Portfolio but a prescribed agency (see the following chapter), the DMO will separately report against one outcome and provide three outputs. This new framework is shown in Figure 6-6.

Defence Budget 
The Defence budget is Defence’s financial plan for the forthcoming financial year and a formal projection (forward estimates) of defence spending for subsequent years. Thus, the Australian 2007-08 Defence budget (see Figure 6-7) shows the planned expenditures for the financial year 2007-08 (Budget Estimate), forward estimates for years 2008-09 to 2010-11, previous forward estimates for 2007-08 (Previous Estimate) and the expected outcome (it is still an estimate) for the current financial year 2006-07 (Estimated Actual).   

Under Section 83 of the Australian Constitution, public monies cannot be spent unless authorised by an Act of Parliament, i.e., “under appropriation made by law”. A key role of the Portfolio Budget Statements is to inform Senators and Members of Parliament of the proposed allocation of resources to government outcomes by agencies within the portfolio (PBS, 2007; p. vii). This information serves to provide an explanation and justification for the portfolio budget, to enable Parliament to better understand proposed annual appropriations listed for the portfolio in the major appropriation bills that appear annually before Parliament, namely Appropriation Bills No. 1 and 2. When passed into law, Appropriation Bills No. 1 and 2 authorise expenditure of money on activities annually budgeted by the Government of the day and submitted to Parliament for approval. In essence, Bill No. 1 funds the annual government expenditure (the cost of outputs and outcomes produced for the government by ‘spending’ departments and agencies – Departmental Items; and the cost of items administered by designated agencies on behalf of the government – Administered Items). Bill No. 2 funds capital expenditure including grants to the States, that is it comprises annual appropriations for all capital funding such as equity injections (see below) and loans. The Portfolio Budget Statements are Budget related papers that are declared by the Appropriation Acts to be ‘relevant documents’ (op. cit.). Comprehensive information on all government decisions announced in the annual Budget is provided in Budget Paper No. 2 (e.g., Budget Paper No. 2, Budget Measures 2007-08). The Portfolio Budget Statements for Defence Portfolio are divided into three sections: Defence, Defence Materiel Organisation, and Defence Housing Australia.

Defence Budget 2007-08

Defence resourcing in 2007-08 Budget is summarised in Figure 6-7. Defence is budgeted to receive A$24.802 billion in total resourcing in 2007-08 comprising A$21.999 billion for Departmental funding and A$2.802 billion for Administered appropriations. Total Departmental Funding (item 7 in the figure) is the most common way of presenting the Defence budget and is consistent with the presentation of the Defence White Paper (PSB, 2007; p.21). 
In 2007-08, total departmental funding of $A21,999.1 million is provided from the following four sources (op. cit.):

· revenue from the Government for Defence outcomes (A$19,170.1m);

· an equity injection (A$2,062.8m);

· own-source revenue (A$709.2m); and

· net capital receipts (A$56.9m).

The 2007-08 Defence budget of $21,999.1 million is 10.6% higher than the forecast outcome for 2006-07 of $19,898.6 million.

Figure 6-7 shows that Defence receives funding in a number of different ways, and pays money back to government in several ways as well. ‘Revenue from Government for Outcomes’ (Output/Outcome Appropriation) represents the ‘price’ the government pays for Defence outcomes and outputs. In 2007–08 the government intends to appropriate A$19,170 million towards the price of the Defence outcomes and outputs. Defence also receives funds to invest in capital assets. This comes from the government’s ‘Equity Injection’ of A$2,063 million in 2007–08, which represents what the government intends to appropriate to supplement investment in specialist military equipment and real estate, vehicles and other equipment (op. cit.). 
	Defence Groups
	Outcome One
Command of Operations

A$'000
	Outcome Two
Navy Capability
A$'000
	Outcome Three
Army Capability

A$'000
	Outcome Four
Air Force Capability

A$'000
	Outcome Five
Strategic Policy
A$'000
	Outcome Six
Intelligence

A$'000 
	Total Defence Outcomes
A$'000

	Navy
	-
	2,656,103
	-
	-
	-
	-
	2,656,103

	Army
	-
	-
	3,749,717
	-
	-
	-
	3,749,717

	Air Force
	-
	-
	-
	2,988,413
	-
	-
	2,988,413

	Intelligence and Security
	-
	-
	-
	-
	-
	430,805
	430,805

	Joint Logistics Group
	3,193
	32,266
	183,952
	38,553
	
	-
	257,964

	Defence Science and Technology Organisation
	44,715
	95,236
	64,650
	123,743
	25,909
	27,204
	381,456

	Defence Executives
	243,162
	177,547
	343,576
	186,236
	222,959
	37,805
	1,211,286

	Chief Information Officer
	10,714
	137,198
	284,654
	181,438
	7,889
	10,208
	632,101

	Defence Support Group
	164,758
	831,713
	919,737
	840,870
	21,260
	40,644
	2,818,982

	Provisional Allocation /Payments to DMO*
	1,110,048
	1,082,602
	846,719
	965,867
	25,415
	12,649
	4,043,299

	Net Cost by Outcome
	1,576,590
	5,012,665
	6,393,005
	5,325,120
	303,430
	559,316
	19,170,126

	Note: * Provisional allocations and payments to the DMO (the operating element) are held at the Portfolio level and then allocated to Defence Groups and the DMO when implementation milestones are reached. Funds are also held centrally for the proposals that have yet to be approved and for pay increases that can be expected in the future. Funds are allocated to Groups when the proposals are approved and from the date of implementation of the pay increases.
Source: PBS (2007) Table 5.e; p.130)


Figure 6-5.  Group Contributions to Defence Outcomes
	Outcome
	Defence Output Groups and DMO Outputs
	Number of outputs

	DEFENCE

	1. Australia’s national interests are protected and advanced through the provision of military capabilities and the promotion of security and stability
	1.1 Defence Policy and Planning

1.2 Navy Capabilities

1.3 Army Capabilities

1.4 Air Force Capabilities

1.5 Intelligence Capabilities

1.6 Defence Support

1.7 Defence Science and Technology

1.8 Joint Logistics

1.9 Chief Information Officer

1.10 Superannuation and Housing Support Services for Current and Retired Defence Personnel and other Administered Items


	6

11

9

8

1

6

1

1

1

3

	2. Military operations and other tasks directed by the Government to achieve the desired results


	2.1 Operations Contributing to the Security of the Immediate Neighbourhood

2.2 Operations Supporting Wider Interests


	2

2

	3. Defence support to the Australian community and civilian authorities to achieve the desired results


	3.1 Defence Contribution to National Support Tasks in Australia


	5

	DMO

	1. Defence capabilities are supported through efficient and effective acquisition and through-life support of materiel
	1.1 Management of Capability Acquisition

1.2 Capability Sustainment

1.3 Policy Advice and Management Services
	1

1

1

	Source: PBS (2007), Figure 1.2; pp. 14-15




Figure 6-6. Defence Future Output-outcome Framework, 2007-08

Additional funding for the Outputs comes from Defence’s ‘Own-source Revenues’. In 2007-08, Defence has budgeted to raise A$709 million of ‘own source’ revenue which is made up of sale of goods and services and other revenue (op. cit.). Defence may also raise its own funds to invest in capital assets. This is shown as ‘Net Capital Receipts’, being the proceeds of sales of existing assets after capital withdrawal by government (ibid.). In 2007–08, Defence has budgeted to receive A$57 million in capital receipts from the sale of assets (mainly buildings and property). Defence may only retain a proportion of receipts from the sale of assets as the government may take a slice through a capital withdrawal. This is the mechanism through which the government as ‘owner’ of defence assets takes back some of its equity in Defence and is used when assets like property are sold (ASPI, 2006a).
	2006-07

Estimated

Actual

A$'000
	Funding Arrangements
	2007-08

Previous

Estimate (a)
A$'000
	2007-08

Budget Estimate

A$'000
	2008-09

Forward Estimate

A$'000
	2009-10

Forward Estimate

A$'000
	2010-11

Forward Estimate

A$'000

	 17,157,664 (b)

   1,998,277
	Departmental 

1. Revenue from Government for Outcomes 

2. Equity Injection


	17,885,333
2,211,529 
	19,170, 126
2,062,804
	19,065,666 

  3,403,841 


	19,286,597
4,430,996 


	19,707,273
4,550,650



	 19,155,941
	3. Total Revenue from Government (1+2)

	20,096,862 
	21,232,930
	22,469,507 


	23,717,593 


	24,257,923



	     685,050
       57,603
     742,653
	4. Own-Source Revenue (c)
5. Net Capital Receipts
6. Sub Total (4+5)
	648,042
56,919
704,961 
	709,226
56,919
766,145
	726,150
56,221
782,371
	742,979
39,011 

781,990
	763,998
37,658

801,656

	19,898,594


	7. Total Departmental Funding (3+6)
	20,801,823 
	21,999,075
	23,251,878 


	24,499,583 


	25,059,579



	  2,817,000


	Administered

8. Administered appropriations
	2,842,000 
	2,802,468
	2,935,854 


	3,042,915 


	3,159,693



	22,715,594


	Total Defence Resourcing (7+8)
	23,643,823 
	24,801,543
	26,187,732 


	27,542,498 


	28,219,272



	Notes

a. As reported in the Portfolio Additional Estimates Statements 2006-07 .
b. Excludes A$63.998m in accrued appropriation revenue.

c. ‘Own-source revenue’ excludes revenue from ‘assets now recognised’, ‘net gains from sales of assets’ and other gains.
Source: PBS (2007), Table 2.1, p. 20


Figure 6-7. Total Defence Resourcing

The 2007-08 Defence budget is to be increased by A$1.8 billion in 2007-08 and A$7.7 billion over the Budget and Forward Estimates period for new budget measures agreed by the Government (PBS, 2007; pp.21-24). These budget measures include, inter alia:
· a package of recruitment and retention initiatives that are designed to increase recruitment intakes and reduce military separation rates;
· an additional funding for Defence operations including the reimbursement of costs incurred in 2006-07 to expand Australia’s commitment to operations in Afghanistan, maintain a deployment of about 1,500 ADF personnel in Iraq, maintain the ADF presence in Timor-Leste, and for the continued surveillance of Australia’s northern approaches;

· a strengthening of Australia’s Defence intelligence and security capabilities;

the acquisition of 24 F/A-18F Block II Super Hornet multi role aircraft to ensure that Australia maintains its air combat capability edge during its transition to the F-35 Joint Strike Fighters over the next decade;

· additional logistics sustainment funding to ensure that the Australian Defence Force (ADF) is well prepared and able to respond to contingencies now and in the future;

· the personnel and operating costs of the four C-17 heavy airlift that the Government agreed to acquire in the 2006-07 Budget;

· investment in security measures to protect Defence personnel, key assets, facilities and infrastructure at Defence bases; and so on. 
Payments to DMO

The Defence Materiel Organisation (DMO) is responsible for equipping and sustaining the ADF through the acquisition of capital equipment assets and the sustainment of these assets to meet directed levels of preparedness (see Chapter 7). In the Portfolio Budget Statements, the DMO is represented as a budgetary entity separated but not entirely separate from Defence. That is, its budget is presented separately as Section Two of Defence PBS. However, given the purchaser-provider relationship between Defence and the DMO, Defence also budgets payments to the DMO. It is these payments that are considered below.
In 2007-08, Defence has budgeted to pay the DMO A$9.442 billion for the procurement of capital equipment (A$4.820 billion) and the sustainment of equipment (A$4.622 billion). Funding for procurement of capital equipment is provided under a suite of Materiel Acquisition Agreements (one agreement for each project) together with a service fee which covers the DMO project staffing including Professional Service Providers and associated overheads (PBS, 2007; p.48). Payments for sustainment of existing assets is provided under a suite of Materiel Sustainment Agreements (one agreement with each Capability Manager covering approximately 100 individual products), together with an associated service fee which covers systems program office staffing costs and associated overheads (ibid.; p. 48).

Figure 6-8 provides a summary of budgeted payments to the DMO in 2007-08 and over the Forward Estimates period. The DMO will be discussed in greater detail in the following chapter.
________________________________________________________________
Group/Item Description




Budget
  Forward  Forward Forward

Estimate  Estimate Estimate Estimate

2007-08    2008-09    2009-10   2010-11

    A$m 
      A$m
          A$m       A$m
_____________________________________________________________________

a. Major Capital Projects 




4,295.6  
   5,566.9      6,135.2    5,973.2

b. Acquisition Service Fee 



    348.0       375.3         397.1       405.9

1. Sub Total Major Capital Investment Projects 

 4,643.6    5,942.2      6,532.3    6,379.1

c. Navy Minor Projects 




      33.5         31.0           31.8         31.5

d. Army Minor Projects 




      62.2         68.2           70.4         71.4

e. Air Force Minor Projects 



      47.1 
        43.0           43.0         43.0

f. Chief Information Officer Minor Projects 


      12.9         13.0           13.6         13.9

g. Joint Logistics Minor Projects 



      20.8         20.9           21.2         21.7

2. Sub Total Minor Projects (c+d+e+f+g) (a) 

    176.5       176.1         180.0       181.5

_____________________________________________________________________

3. Total Acquisition (DMO Output 1) (1+2) 

 4,820.1 
  6,118.3       6,712.3    6,560.6
_____________________________________________________________________

h. Enhanced Land Force Sustainment Element 

    100.8        33.8              19.3       44.3

i. Navy Sustainment 




 1,330.3   1,222.1         1,191.7  1,217.4

j. Army Sustainment 




 1,273.2   1,059.4            902.1     875.8

k. Air Force Sustainment 




 1,099.4
  1,010.2           988.2      931.6

l. Chief Information Officer Sustainment 


      43.1        40.7             44.2        46.1

m. Operating costs for DCP (NPOC) 


    175.4 
     274.6           445.5      496.9

n. Super Hornets (Operating Costs) 



      42.5 
       59.4           120.7      159.2

o. Operating Costs for the C-17s 



      54.7 
       92.5           101.2      107.3

p. Additional funding for Lead In Fighter 


      29.0 
       23.6             25.1        28.0

q. Logistics Supplementation (new Budget Measure) 

    109.1 
     294.1           238.0      245.0

_____________________________________________________________________

4. Sub Total Sustainment Products 
(h+i+j+k+l+m+n+o+p+q) 



4,257.5 
  4,110.4       4,076.0    4,151.6
_____________________________________________________________________

5. Sustainment Service Fee 



   364.0 
     370.2          374.3       382.6

_____________________________________________________________________

6. Total Sustainment (DMO Output 2) (4+5) 

4,621.5 
  4,480.6       4,450.3    4,534.2
_____________________________________________________________________

7. Total Planned Payments to DMO (3+6) (b) 

9,441.6 
10,598.9     11,162.6  11,094.8
_____________________________________________________________________

Notes: 
a. Cross reference to Table 3.10

b. Cross reference to Section Two, Defence Material Organisation.

Source: PBS (2007), Table 2.15; p.49
_____________________________________________________________________
Figure 6-8. Total Payments to the DMO in 2007-08 and Forward Estimates 
Defence Workforce

In 2007-8, the total Defence workforce, excluding the DMO, is forecast to be 87, 864 (PBS, 2007; p. 109). This total comprises:

· Permanent Forces of

12,899 Navy personnel

26,126 Army personnel

13,480 Air Force personnel;

· Reserve Forces of 19,530;

· Australian Public Service (APS) civilian staff of 14,658; and

· Professional Service Providers - 1,171. 

In 2007-08, the total (including allowances and various on-cists) military employee expenses are forecasted to be A$6,021.3 million and civilian employee expenses A$1,283.3 million. The combined total is expected to reach A$7,304.6 million. This is expected to grow to reach A$8,666.0 in the 2010-11 Forward Estimate (PBS, 2007, Table 4.6; p.114). 

Given the small population of Australia and the booming job market in the mid-2000s, Defence has experienced recruitment problems in recent years. To address this issue, an additional A$1,016 million was allocated over 11 years in the 2006-07 Budget. A further A$2,071 million is allocated in 2007-08 Defence Budget over 10 years to stabilise, grow and maintain the Defence Force. 

Capital Investment Program
The Capital Investment Program is comprised of four elements (PBS, 2007; p 67):

· the Major Capital equipment Program which is also referred to as the Defence Capability Plan, which includes

· Unapproved Major Capital Equipment Program managed by the Chief of the Capability development Executive, and

· Approved Major Capital Equipment Program also managed by the Chief of the Capability development Executive;

· the Capital Facilities Program managed by the Deputy Secretary Defence Support Group;

· Other Capital Purchases that are managed by the Service Chiefs and Defence Group Heads; and
· Capital Receipts, which are also managed by the Service Chiefs and Defence Group Heads.

The Defence Capital Investment Program comprises both capital and operating funds. This is because it includes expenditure that is classified as capital (i.e., asset purchases) and operating costs which are incurred in developing and managing projects (PBS, 2006; 43). Figure 6-9 shows the 2007-08 Capital Investment Program including forward estimates.
Concluding Comments
As noted earlier, recent Defence budgets have produced significant real increases in Defence spending and the trend is expected to continue. This is a clear departure from the financial situation of the late 1990s when Defence allowed its commitments for new major capital equipment to accumulate to a level which was 160 per cent higher than the corresponding appropriations, placing defence in a financial situation which then Secretary of the Department, Dr Allan Hawke, described as “parlous” (Kausal and Markowski, 2000; p.I-31). 

The last three financial years have also seen significant progress in making Defence more financially accountable, and much better at physical resource management within the Organisation. The new output/outcome framework is better aligned with the organisational structure. It also provides a much more robust basis for decision making and resource allocation and re-allocation as government priorities change. It also offers more flexibility to accommodate the changing tempo of defence activity – a characteristic highly specific to Defence. These reforms will continue, and the financial framework of Defence will continue to mature in order to support its output production, the formation of new capabilities, and the sustainment and preparedness (readiness) of existing capabilities. 

	Group/Item Description 
	Budget Estimate
	Forward Estimates
	Forward Estimate
	Forward 
Estimate
	Total 

	
	2007-08 
	2008-09 
	2009-10 
	2010-11 

	
	       A$m                    A$m
	A$m
	A$m
	A$m

	Capital 
	467.2 
	1,320.1 
	2,314.7 
	3,648.4 
	7,750.4 

	Operating 
	45.3 
	61.6 
	301.5 
	250.4 
	658.8 

	Unapproved Major Capital Equipment Program 
	512.5 
	1,381.7 
	2,616.2 
	3,898.8 
	8,409.2 

	Capital 
	3,790.4 
	4,258.8 
	3,962.9 
	2,776.5 
	14,788.6 

	Operating 
	504.5 
	500.4 
	265.0 
	195.6 
	1,465.5 

	Approved Major Capital Equipment Program
	4,294.9 
	4,759.2 
	4,227.9 
	2,972.1 
	16,254.1 

	Sub total Major Capital Equipment 
	4,807.4 
	6,140.9 
	6,844.1 
	6,870.9 
	24,663.3 

	Capital 
	540.6 
	673.6 
	916.2 
	870.8 
	3,001.2 

	Operating 
	103.0 
	72.2 
	44.8 
	48.5 
	268.5 

	Sub total Capital Facilities 
	643.6 
	745.8 
	961.0 
	919.3 
	3,269.7 

	Other Capital
	768.8 
	694.0 
	671.9 
	537.7 
	2,672.4 

	Total Capital Component 
	5,567.0 
	6,946.5 
	7,865.7 
	7,833.4 
	28,212.6 

	Total Operating Component 
	652.8 
	634.2 
	611.3 
	494.5 
	2,392.8 

	Total Capital Investment Program 
	6,219.8 
	7,580.7 
	8,477.0 
	8,327.9 
	30,605.4 

	Net Capital Receipts
	-56.9 
	-56.2 
	-39.0 
	-37.7 
	-189.8 

	Total Capital 
	6,162.9 
	7,524.5 
	8,438.0 
	8,290.2 
	30,415.6 

	Source: PBS (2007), Table 3.1; p.68


Figure 6-9. 2007-08 Capital Investment Program and Forward Estimates















































































� The Australian Government’s financial year runs from 1 July to 30 June.
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