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Committee met 09:03

CHAIR (Senator Ciccone): I declare open this meeting of the Senate Foreign Affairs, Defence and Trade
Legislation Committee. I begin by acknowledging the traditional custodians of the land on which we meet today
and pay my respects to their elders past, present and emerging, and I extend respect to all Aboriginal and Torres
Strait Islander people here today.

The committee is due to report to the Senate on Tuesday 27 June 2023, and it has a fixed date of 14 July 2023
as the date for the return of answers to questions taken on notice. The committee encourages senators to submit
written questions on notice by 16 June of this year to allow sufficient time to respond. The committee's
proceedings today will begin with the Department of Defence.

Under standing order 26, the committee must take all evidence in public session, and this includes answers to
questions on notice. I remind all witnesses that in giving evidence to the committee they are protected by
parliamentary privilege. It is unlawful for anyone to threaten or disadvantage a witness on account of evidence
given to a committee, and such action may be treated by the Senate as contempt. It is also contempt to give false
or misleading evidence.

The Senate has endorsed the following test of relevance of questions at estimates hearings. Any questions
going to the operations or financial position of the departments and agencies which are seeking funds in estimates
are relevant questions for the purposes of estimates hearings. I remind officers that the Senate has resolved that
there are no areas in connection with the expenditure of public funds where any person has a discretion to
withhold details or explanations from the parliament or its committees, unless the parliament has expressly
provided otherwise.

The Senate has resolved that an officer of a department of the Commonwealth shall not be asked to give
opinions on matters of policy, and shall be given reasonable opportunity to refer questions asked of the officer to
a superior officer or to a minister. This resolution does not preclude questions asking for explanations of policies
or factual questions about when and how policies were adopted. Witnesses are reminded of the Senate order
specifying the process by which a claim of public interest immunity should be raised, which will be incorporated
into the Hansard.

The extract read as follows—
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Public interest immunity claims
That the Senate—

(a) notes that ministers and officers have continued to refuse to provide information to Senate committees without properly
raising claims of public interest immunity as required by past resolutions of the Senate;

(b) reaffirms the principles of past resolutions of the Senate by this order, to provide ministers and officers with guidance
as to the proper process for raising public interest immunity claims and to consolidate those past resolutions of the Senate;

(c) orders that the following operate as an order of continuing effect:

) If:

(a) a Senate committee, or a senator in the course of proceedings of a committee, requests information or a document
from a Commonwealth department or agency; and

(b) an officer of the department or agency to whom the request is directed believes that it may not be in the public
interest to disclose the information or document to the committee, the officer shall state to the committee the ground on which
the officer believes that it may not be in the public interest to disclose the information or document to the committee, and
specify the harm to the public interest that could result from the disclosure of the information or document.

(2) If, after receiving the officer's statement under paragraph (1), the committee or the senator requests the officer to
refer the question of the disclosure of the information or document to a responsible minister, the officer shall refer that
question to the minister.

(3) If a minister, on a reference by an officer under paragraph (2), concludes that it would not be in the public interest to
disclose the information or document to the committee, the minister shall provide to the committee a statement of the ground
for that conclusion, specifying the harm to the public interest that could result from the disclosure of the information or
document.

(4) A minister, in a statement under paragraph (3), shall indicate whether the harm to the public interest that could result
from the disclosure of the information or document to the committee could result only from the publication of the information
or document by the committee, or could result, equally or in part, from the disclosure of the information or document to the
committee as in camera evidence.

(5) If, after considering a statement by a minister provided under paragraph (3), the committee concludes that the
statement does not sufficiently justify the withholding of the information or document from the committee, the committee
shall report the matter to the Senate.

(6) A decision by a committee not to report a matter to the Senate under paragraph (5) does not prevent a senator from
raising the matter in the Senate in accordance with other procedures of the Senate.

(7) A statement that information or a document is not published, or is confidential, or consists of advice to, or internal
deliberations of, government, in the absence of specification of the harm to the public interest that could result from the
disclosure of the information or document, is not a statement that meets the requirements of paragraph (1) or (4).

(8) If a minister concludes that a statement under paragraph (3) should more appropriately be made by the head of an
agency, by reason of the independence of that agency from ministerial direction or control, the minister shall inform the
committee of that conclusion and the reason for that conclusion, and shall refer the matter to the head of the agency, who shall
then be required to provide a statement in accordance with paragraph (3).

(d) requires the Procedure Committee to review the operation of this order and report to the Senate by 20 August 2009.
(13 May 2009 J.1941)
(Extract, Senate Standing Orders)

CHAIR: Iremind all senators that, as we continue our work implementing the Set the standard report, as chair
I will ensure that proceedings are conducted in an orderly, respectful and courteous manner.

Department of Defence
[09:06]

CHAIR: I welcome Senator the Hon. Jenny McAllister, who is representing the Minister for Defence; Mr
Greg Moriarty, Secretary to the Department of Defence; and officers of the department. Minister or Secretary, do
you have an opening statement that you would like to make this morning?

Senator McAllister: No, I don't, Chair.

CHAIR: Thank you. Mr Moriarty?

Mr Moriarty: I would like to make an opening statement. Last month, the government released the public
version of the Defence strategic review, the government's response to the review and the National defence
statement 2023. These documents set out a blueprint for Australia's strategic policy, defence planning and
resourcing over the coming decades against the backdrop of an increasingly challenging set of strategic
circumstances. War has returned to Europe as Russia persists in its illegal invasion of Ukraine, and we face the
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largest military build-up ever seen in the Indo-Pacific. The increasing risks of climate change, proliferation and
pandemics require greater, not less, global cooperation. This tougher strategic environment is driving the sense of
urgency with which Defence is now implementing government direction in response to the review.

In the month since the government's announcement, we have taken action against the six priority areas the
government has identified. We have established the Australian Strategic Capabilities Accelerator, and
commenced work on the independent analysis of naval surface combatant capability. We have established
governance mechanisms and held the first board meetings of the DSR Management Board on 1 May and the
External Policy Advisory panel on 10 May. We have appointed accountable officers in critical capability areas
such as guided weapons and explosive ordnance, and engaged our workforce through classified directions that
allocate accountabilities. We have commenced work on an inaugural national defence strategy to be released in
2024. This document will set out a holistic, comprehensive reform of defence policy, planning, capabilities and
resourcing, including reprioritisation of the Integrated Investment Program.

We have started delivering the optimal pathway for the acquisition of conventionally armed nuclear powered
submarines through the AUKUS partnership. We are securing land at Osborne North for the Future Submarine
Construction Yard. A trilateral governance body has been established to manage the trilateral program. We
continue to work with South Australia to establish the Skills and Training Academy, to train the workforce
required for submarine construction and shipbuilding. Four thousand Commonwealth funded places were
announced, as part of the federal budget, to grow the national workforce. On 1 July, the Australian Submarine
Agency will be established with responsibility and accountability for the management and oversight of Australia's
nuclear powered submarine program.

Responding to the DSR demands fundamental changes to the way we do business, to ensure we have an ADF
that is fit for purpose in an increasingly difficult strategic era. For example, the review identified that Defence's
acquisition processes are not suitable to deliver strategically relevant and accelerated capability to the ADF. We
have begun work to remove unnecessary barriers to acquisitions, to streamline strategically important projects and
low complexity procurements, making faster decisions in the delivery of defence projects and developing
practical solutions in close consultation with defence industry. To succeed, we need to overhaul our One Defence
Capability System, contracting frameworks and delivery approaches, including the consideration of delivering
minimum viable capability faster to the war fighter. These significant changes will require whole-of-government
engagement and the adoption of a different risk appetite. In parallel, Defence is producing a defence industry
development strategy that will direct our efforts on building the Australian industrial base. It will focus on
identifying what industry outcomes are critical to achieving the defence outcomes at speed. On 1 July, the
Advanced Strategic Capabilities Accelerator will begin work to drive innovation that rapidly creates new
capability for the ADF.

The government has identified investment in the growth and retention of a highly skilled defence work force as
a priority for immediate action. Our people remain our greatest strategic asset. We have to stabilise the current
workforce and set the conditions for growth. We have to recruit differently and address the size and shape of the
eligibility pool, especially in key technical and specialist trades. Our approach will address policy and personnel
management. It will involve a comprehensive strategic review of the ADF reserves, and it will involve
modernising and reflecting contemporary practices, including pay and conditions, education and ways of working.
We will not succeed by recruitment campaigns alone or by any individual initiative but only through
comprehensive reform that positions defence as an employer of choice.

Our culture is the foundation of our people capability. I acknowledge the ongoing reforms from the
Afghanistan inquiry and the critical work of the Royal Commission into Defence and Veteran Suicide. Our
cultural reform program continues. Additionally, defence is reducing contractor numbers and increasing our APS
workforce by reinvesting in our people and building long-term capabilities. By the end of 2024, Defence will
have reduced its contractor numbers by 2,000 or just over 20 per cent. Defence contributed $145 million in 2022-
23 to the whole-of-government savings measure to reduce expenditure on external labour, advertising, travel and
legal expenses, and $640 million over the forward estimates for 2023-24.

We are increasing the tempo of our activities and engagements with our Indo-Pacific neighbours. We are
investing in our defence relationships with like-minded and capable regional partners, notably Japan, India,
Singapore and the Republic of Korea. As an example, our reciprocal access agreement with Japan will enter into
force in the coming months when both countries complete their domestic processes. This agreement, Japan's first
with any country other than the United States, will enable us to conduct more complex activities that build
interoperability in each other's territories. At the same time, Defence is supporting the government's efforts to
stabilise relations with China. In March, Defence hosted the People's Liberation Army in Russell for the first
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defence dialogue since 2019. These talks were an opportunity to exchange views on regional security issues and
for us to underline our national interests directly to the PLA. Meanwhile, ADF vessels and aircraft have continued
to exercise Australia's rights under international law to freedom of navigation and overflight, including in the
south China Sea and in support of UNSC resolutions on North Korea's illegal nuclear weapons program.

Russia's brutal ongoing invasion of Ukraine continues to impact Australia. As the Defence strategic review
made clear, Defence must be able to contribute to the maintenance of the rules based order. It is currently under
threat in Europe, and we must play our part to make sure Russia does not succeed. The total value of military
assistance committed so far is over $500 million, making Australia one of the largest non-NATO contributors to
Ukraine. Under Operation Kudu, the ADF is delivering real capability to Ukraine's citizen soldiers, undertaking
training in the UK and enhancing the Ukrainian armed forces' ability to keep its defences strong. Defence is
working with the Ukraine government and our key NATO partners to assess what further support Australia can
provide which will have a timely and meaningful impact on the battlefield.

Defence continues to support humanitarian assistance and disaster relief support here in Australia and in the
region. In February, an ADF contingent deployed to New Zealand as part of the Australian whole-of-government
response to a request for assistance following Tropical Cyclone Gabrielle. The ADF also provided assistance to
flood-devastated communities in the Northern Territory and Western Australia. Following tropical cyclones Judy
and Kevin, Defence responded to a request for assistance from the government of Vanuatu. The ADF worked
alongside Ni-Vanuatu authorities and with our partners, including France and New Zealand, to deliver vital
humanitarian assistance and disaster relief, including the delivery of more than 100 tonnes of humanitarian aid.
Beyond the region, the ADF worked in close partnership with the Department of Foreign Affairs and Trade to
achieve the safe evacuation of 153 people, including 67 Australians and their family members, from Sudan after
fighting began on 15 April. I thank our partners, including the United Kingdom and Cyprus for their support and
cooperation in ensuring the success of this difficult mission.

This is a critical time. It is not business as usual for the department or the Australian Defence Force. We
remain focused on reorientating the organisation as the DSR directs, sharpening our focus and accelerating our
processes. This is a necessary and prudent response to our more challenging strategic environment.

I thank the committee for their indulgence and welcome questions.

Chair, I note that Admiral Mead is unavoidably delayed this morning but will be here by lunchtime. The head
of the Nuclear Powered Submarine Task Force is making every endeavour to be here at lunchtime.

CHAIR: Thank you very much for that, Secretary, and thank you for your opening statement. I might have a
few questions before I hand over to the opposition. In light of the Secretary's comments there, Chief of the
Defence Force, the Deputy Prime Minister and the foreign affairs minister have both spoken at length about how
we face the most challenging strategic circumstances since the end of World War II. The Defence strategic review
also featured a lot about the return of the major power competition to our region and the loss of strategic warning
time. Could you please explain what this means for our defence planning?

Gen. Campbell: The Defence strategic review picks up from the Defence strategic update of 2020, noting that
the concept of strategic warning time is no longer a valid basis for planning and, indeed, for preparing Defence
and the ADF for the conduct of operational activity. The idea of warning time is based on the idea that a threat
that might be posed to Australia or its national interests arises by a combination of material capability and
political intent. While intent can change rapidly, the material capability that needs to be established, trained,
developed and prepared takes a considerable period of time to do so. Historically, Australia has been located in a
part of the world where the kind of material capability necessary to contribute to a serious threat to Australia's
security hasn't been apparent or present. That is not necessarily the case anymore. We see, with the proliferation
of cyber capabilities and missile technologies, the scale of the military modernisation and build-up in the Indo-
Pacific and, in particular, with regard to the scale or build-up of the People's Liberation Army in China, that
material capability, as a component of considering defence planning, is no longer absent from our region.

Historically we would have said that there was perhaps a 10-year warning time for Australia to recognise a
change of capability and the potential for intent to evolve in ways inimical to Australia's interest, and we could
prepare in that time. That is not necessarily the case. Not specifically to any one nation, but the effects in the
cyber domain mean that Australia may be threatened in very serious and consequential ways. Equally, the variety
of nations now developing sophisticated and long-range missile systems is also the case. But the broadest and
most consequential conventional military build-up since the Second World War, over recent decades, is in the
People's Liberation Army, across all of the operating or war-fighting domains, of land, air, sea, space and cyber.
That build-up is consequential and it does, in combination with the other technologies I've described, mean that
the idea of a strategic warning time is no longer the assured basis for planning that it once was.
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CHAIR: On that, the DSR noted the efforts underway by many regional countries to modernise their
militaries. In particular, it mentioned that China's build-up was the largest that we've seen in the region since
World War II. Has China given any explanation or assurances as to why it is undertaking this build-up and
modernising its military?

Gen. Campbell: I'd start by saying that Australia does not critique any country for seeking its defence and for
preparing its military for such purposes. The scale of that capability is going to vary, subject to the resources,
capacities and security interests of each nation, but, where that scale is large, there is also a concomitant
responsibility to be offering the level of transparency, assurance or reassurance of the intent and purpose of that
capability. I think that is where we see that there has been some critique of an absence of transparency and of
assurance to the region with regard to the scale and intent of that build-up that you spoke of.

CHAIR: Indeed. I know they talk about a national defensive policy, but what about China's exercising its
capability around Taiwan in terms of what you just outlined?

Gen. Campbell: China has in recent years undertaken a range of very substantial exercise activities or
posturing activities that in some of those exercises centre on the island of Taiwan and could reasonably be
regarded as seeking to pressure Taiwan or to squeeze the government of Taiwan in terms of its sense of its
development and the aspirations of the people of Taiwan. Now, of course, Australia is committed to a one-China
policy, but the manner in which some of those exercises have been undertaken can increase regional tensions,
particularly between the island of Taiwan and the People's Liberation Army in those exercises. We would not
wish to see issues being resolved through either conflict or miscalculation and misadventure but rather by
considered diplomatic engagement and a peaceful resolution of disputes.

CHAIR: Let me finish on this note. Does the nature of the build-up—the capability type and the numbers, for
example—align with the stated defensive purpose that China claims: having a defensive national defence policy?

Gen. Campbell: 1 will offer you some of the figures, but I think it's really a matter for others to determine
whether that satisfies or is seen as reassuring for the purposes of defence policy. The PLA Navy, the People's
Liberation Army Navy, has approximately 355 ships and about 58 submarines. It's grown since the turn of the
century from a force of about 210 ships to 350 now, moving, it is estimated to about 440 ships by 2030. It is today
the navy with the largest number of ships in the world. It's not the most powerful or most capable, but it is a very
consequential force and it is continuing to grow. Similarly, it has in its forces a wide range of ground-launched
ballistic missile systems, estimated at approximately 1,250 such systems across cruise, ballistic and hypersonic
weapons. It's got the third largest air force in the world, with more than 2,000 aircraft and a growing number of
them fourth and 4'4 generation, with some early fifth generation aircraft. So this is a considerably sized force. It
also has in recent years substantially increased the number of military or dual-purpose related satellite systems
that it employs, and it has a large cyber capability.

What we have seen in the last 20 or so years is a very significant change in scale, in technological
sophistication and in the comprehensiveness across all five of those domains: land, air, sea, space and cyber. In
some areas such as hypersonic weapons, they are extremely advanced. In some such as space they are moving
from approximately 60 dual-use systems to now over 300 dual-use systems in space. As I say, it is a very large
navy and one that is certainly very active. Its budget—the budget for the Chinese defence capability—has been
increasing each year over the last 28 years. Now, that mirrors the growth of China, so that would be expected. It's
at about US $290 billion declared today. That's the declared budget. And it has been continuing to grow. With it,
as [ said earlier, we don't necessarily see the same expression of transparency and assurance that might normally
have been expected of such a significant growth over such a rapid period of time.

CHAIR: Thank you very much for that comprehensive response. Senator Birmingham, you have the call.

Senator BIRMINGHAM: Thank you for your presence here today and thank you, as always, for your
service. You rightly outlined in your introductory remarks, as have the Prime Minister, the minister and others,
the most challenging set of strategic circumstances that we face. The DSR clearly puts a sense of urgency behind
the messages it delivers for how defence needs to respond. As you've rightly highlighted, CDF, there is a loss of
warning time that drives that sense of urgency. Why is it, then, that in currency-adjusted terms the defence budget
is going backwards rather than forwards given such urgency?

Senator McAllister: I think you are referring to reports in today's paper. Is that correct?

Senator BIRMINGHAM: Media reports simply validate what basic readings of the budget papers ever since
they were released have highlighted.

Senator McAllister: You've stepped through some of the advice that's been provided to government in
relation to our strategic circumstances, and you will know that the government has accepted the advice contained
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in the strategic review and set about establishing arrangements for implementation. They include maintaining the
growth in funding for defence that was established under the previous government over the forward estimates and
planning to grow the funding available to defence over the decade. When we compare it to the March 2022
budget, we see the defence funding is projected to be higher in each year over the forward estimates, and the
budget is prepared consistent with the way all budgets are prepared, having regard to a range of factors and
variables. I don't know if officials have something them may wish to add. Mr Groves may have something to say.

Senator BIRMINGHAM: In going there, has Defence received additional funding for currency adjustments
and fluctuations?

Mr Groves: Yes, we do under normal no-win, no-loss arrangements. We received supplementation at the May
budget.

Senator BIRMINGHAM: You've received supplementation there. When that supplementation is taken into
account—and it's just there, as you say, under no-win, no-loss arrangements to make sure that, as the Australian
dollar is valued at different levels, Defence is no worse off as a result of those fluctuations. When you strip that
away, isn't ASPI right that this year's defence budget provides $1' billion less to Defence over the next three
years than the budget last March?

Mr Groves: The calculations are correct if you are comparing it back to the March 2022-23 budget. I would
point out that there have been a number of reductions to the defence budget that occurred in the May budget
which were transfers to other agencies to support defence capabilities. They contributed to the $1% billion
reduction if you're excluding the foreign-exchange adjustments.

Senator BIRMINGHAM: So the $1% billion is correct in terms of comparison with the last coalition budget
last March and this first proper Labor budget this May. We've seen a $1% billion reduction in terms of what is
directly there for Defence to spend when you strip aside those currency adjustments.

Mr Moriarty: When Defence contributes to other government departments to help us pursue the nuclear
powered submarine enterprise, that is directly contributing to a Defence outcome.

Senator BIRMINGHAM: We'll step through where some of those redirections of the defence budget are
going, no doubt, during the course of the next two days to understand how they're contributing and how else
Defence is being used to prop up the budgets of other departments across the government.

Senator McAllister: Senator Birmingham, I don't think characterising the evidence of Mr Moriarty in that
way is helpful. Officials are happy to answer questions about the way that the defence budget is structured. Your
language doesn't reflect the very transparent and clear way that the government has gone about setting the optimal
pathway to acquiring submarines. When we came to government, no such pathway was in place. The work has
been done in the period since the election to establish the optimal pathway—and, yes, it does involve other parts
of government. I don't think it does justice to that work to characterise it in the way you just did now. But I'll
allow Mr Moriarty to continue his evidence.

Senator BIRMINGHAM: Senator McAllister, your government has laid out its budget. It has received the
Defence strategic review, lauded by the Prime Minister and ministers as the most important document. That
makes clear, does it not, that there is a sense of urgency about how Defence needs to respond. And yet, in the very
first budget statement since this was released, the government has handed down a budget that has less money,
$1% billion less, this year and over the next three years compared with what was forecast 12 months ago. How is
that responding with a sense of urgency in terms of the investments that Defence need to deliver upon the DSR?

Senator McAllister: Let me answer this in two ways. In the first instance, it is just unequivocally the case
that, compared to the March 2022 budget, the funding provided is projected to be higher in each year over the
forward estimates. It is also true that over the medium term the provision for Defence is expected to grow further
again, reflecting the circumstances that you are alluding to. Now, these arrangements are steps taken by our
government. They weren't steps taken by your government, and, indeed, reasonably recently Mr Taylor—

Senator BIRMINGHAM: Sorry, Senator, the only increases you're talking about in the defence budget—
Senator McAllister: May I continue my answer?

CHAIR: Order! Senators, please don't shout over each other. Senator Birmingham, if you could allow the
minister to at least provide a response, and then I'll hand the call back to you.

Senator McAllister: Relatively recently, as I understand it, Mr Taylor, the shadow Treasurer, indicated that
he considers that Defence ought to pursue its measures within the envelope established by your government—that
he thought that that was adequate. Our government has confirmed the growth trajectory that was established for
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Defence, and in the forward estimates, and indicated that over the medium term we expect that that budget will
grow further again.

The second point that I sought to make in response to your question is that we are focused also on quality.
There were a range of problems that we inherited from your government, in particular in relation to capability
acquisition, where a range of commitments were made and there was limited transparency about how they would
be paid for. Nor was there sufficient focus on the means by which those capabilities were being acquired, and
those are structural issues that this government is seeking to address. Mr Moriarty may have more to add.

Mr Moriarty: No, Senator—just to elaborate on that point. When Defence make a contribution to a
department such as the Department of Foreign Affairs and Trade, where they are directly helping us negotiate
international agreements, when they are engaging in some of the important work that we're doing with the
International Atomic Energy Agency, I believe that that work is deliberately and directly contributing to a very
clear defence outcome.

Senator BIRMINGHAM: It's important work, Mr Moriarty, but it doesn't step away from the reality that
what your department and what the ADF have to respond to in the next couple of years is a reducing budget
relative to what had previously been forecast. Senator McAllister, you talk about maintaining the growth
trajectory. That was a growth trajectory set by the previous government, wasn't it?

Senator McAllister: I've been very clear about it. The government's position is to maintain the growth
trajectory over the forward estimates that was set by the previous government, and then to grow it again over the
medium term in recognition of the challenges before. But it is not simply about quantum; it is also about
transparency and quality, because your government overprogrammed the infrastructure program for Defence. It
was due to reach 32 per cent overprogramming by 2024-25. We are working through the steps that are necessary
to put some transparency and clarity around the priority capabilities for Defence and to remedy the challenges that
have been experienced in recent times in terms of acquisition of capability.

Senator BIRMINGHAM: Mr Groves, perhaps at this stage you could detail for us the reductions, which you
highlighted in your answer before, that have occurred in this budget, relative to the March 2022-23 budget.

Mr Groves: Just to go back to what we're comparing—the ASPI report made a comparison of the three years
from 2023-24 to 2025-26 in their analysis. Going back to March 2022-23, the budget for Defence only—so this
was only for the Department of Defence, not the portfolio—was $154 billion. At the May 2023-24 budget, it had
increased to $156.5 billion in nominal terms. The adjustments that ASPI then did involved looking at what were
the foreign exchange adjustments. With the deterioration in the Aussie dollar over the period in question, between
the March 2022-23 budget and the May 2023-24 budget, the Defence budget received a further $4 billion of
foreign exchange adjustments under no-win no-loss arrangements. That then took the $156.5 billion for the May
2023-24 budget down to $152.5 billion over that three-year period.

As [ said, there were a couple of major adjustments that did impact the Defence budget, as Secretary Moriarty
just alluded to. There was around $267 million worth of funding that was transferred to other agencies out of the
Defence appropriation. Unfortunately, these are slightly different periods; I've got forward estimates numbers
here. That was $267 million over the four years of the estimates. There was a further $764 million that was
transferred to the Australian Signals Directorate out of the Defence appropriation. That was to support approved
funding that was moving out of the IIP for the Australian Signals Directorate to deliver those particular projects
on behalf of Defence. The third major adjustment was in relation to the savings that Secretary Moriarty referred to
in his opening statement. They were whole-of-government savings associated with external labour, advertising
travel and legal. That was a further $632 million over the forward estimates period as a reduction in Defence
appropriation. They were the major adjustments. There were other smaller ones, which I can go through if you
wish.

Senator BIRMINGHAM: Thank you. Against that, over the forward estimates period, how much extra has
Defence received in terms of funding for additional capability?

Mr Groves: For additional capability, there has been no additional funding. I'd have to check back on the
earlier budget, but, in the May 2023-24 budget, there were certainly new priorities identified as part of the
Defence strategic review, which required a reprioritisation within the Defence budget. That is being performed.
So additional capability has been allowed for within the Defence budget, but there is no increased appropriation to
do that over the forward estimates. As the minister alluded to, there was also funding that has been programmed
into the contingency reserve beyond the forward estimates period, over the medium term, to increase Defence
funding as well by the end of the decade to just over 2.3 per cent of GDP.
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Mr Moriarty: Senator, if I could add: the government, in response to the DSR, has directed us to do some
very rigorous reprioritisation to establish a methodical and comprehensive process for assessment of current plans
and activities to ensure alignment with the strategic intent. That will be considered in the context of the 2024
National Defence Strategy. Decisions will be made to cancel and reprioritise defence projects or activities that are
no longer suited or are no longer of such a priority to us, as outlined in the review. That will involve reprioritising
some planned investments while maintaining the overall level of defence funding. I think Mr Marles and the
Prime Minister have been very clear that defence needs to take a very rigorous look at its capability plans. We
will be very significantly reworking the integrated investment plan over the coming months to bring forward a
completely reworked IIP, in the context of the National Defence Strategy, in early 2024.

Senator BIRMINGHAM: Thanks, Secretary. As I'm sure you would expect, but to make sure that you and
officials are ready, there is no doubt we will be wanting to unpack in some detail that reprioritisation you just
spoke of, and to understand, as far as we can, all of the different areas of so-called reprioritisation that are being
pursued and decisions that have been made to scale back funding in different areas. But, staying where we were,
Mr Groves has just been clear: no additional funding provided over the forward estimates for additional
capability. Is there any additional funding provided over the forward estimates to support additional sustainment
activities or costs?

Mr Groves: Only to the extent that we received additional funding for our major operations. They are also
funded under no-win no-loss arrangements. For instance, for Operation Accordion we received an extra $117
million for 2023-24. For Operation Resolute we received an additional $77.5 million for 2023-24.

Senator BIRMINGHAM: And those are the standard adjustments that occur in terms of no-wins no-losses,
as you indicated there.

Senator FAWCETT: Could I ask a supplementary. Mr Groves, the question was about sustainment, not
operations. The budget makes it quite clear that there's a particular spending line for sustainment. Could you
clarify: is there any new funding for sustainment of major capabilities or infrastructure?

Mr Groves: I'd probably say that the sustainment budget has increased for this budget. Not associated with
additional funding, but probably reprioritisations within the defence budget overall, as we're dealing with some
particular pressures both in the estate, to a lesser extent ICT, and around some elements of military sustainment.

Senator FAWCETT: But, just to be clear, the sustainment budget is not your no-win no-loss operational
supplementation—I think $10 million is the threshold defence receives that funding?

Mr Groves: For no-win no-loss—that's correct.

Senator BIRMINGHAM: Thanks, Senator Fawcett. So, outside of normal no-win no-loss arrangements,
nothing extra for sustainment and nothing extra for capability. Over the forward estimates, what extra has been
provided for personnel?

Mr Groves: As part of both the budget and the DSR, additional funding was allocated within the defence
budget for a particular measure associated with our recruitment and retention initiatives. In relation to ADF
personnel, we received—I'm trying to find the number—just under $200 million over the forward estimates.

Senator BIRMINGHAM: This was from within existing resources?
Mr Groves: That's correct. That was within existing resources.

Senator BIRMINGHAM: Again, this was no additional funding to defence for personnel but a further
reprioritisation. You've indicated some reprioritisation in personnel for that measure. You just indicated to
Senator Fawcett some reprioritisation into a likely increased sustainment budget, as well as the funding going to
other departments as outlined before. This is clearly coming at significant cost from capability or elsewhere
within your existing budget.

Mr Groves: Just to correct my evidence: the funding for the recruitment and retention package was $397
million over the forward estimates. To go to your question: yes, that is all being reprioritised within the defence
budget at the moment. There was no additional funding for that workforce measure.

Senator BIRMINGHAM: Secretary, how does this align with the strategy that you spoke about in your
introductory statement, that we are seeing a situation where, in this year's budget, you've got no additional
funding for capability, sustainment or personnel aside from some internal shifts around. You're being made to
send more than $600 million off to whole-of-government savings measures. All of that is against a context in
which it's clear that there is a loss of warning time for potential conflict and a sense of urgency, as your Defence
strategic review indicates. How can you deliver upon the urgency of the DSR when you're not getting the
additional resources to meet that?
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Mr Moriarty: The government expects us to do the rigorous reprioritisation work so that we have the ADF
optimised to the challenges that we are most likely to expect. That rigorous reprioritisation process will take
place. We received very strong guidance from the government around the areas that it wishes us to focus on, and
additional money has been directed to those priority areas. I could perhaps ask my colleague Mr Hamilton to
expand on those. We are very committed to delivering against the priorities the government has set for us, and
that will require some tough choices and some acceleration of capability. Some other capabilities will be cut or
deprioritised. That work is already underway.

Mr Hamilton: The secretary is correct. The government's response to the DSR is a mix of activities it has
directed us to implement as a matter of urgency. That includes six key capability priorities, which you may be
familiar with, but, in brief: more money for increased long range strike capability; additional money for our
guided weapons and explosive ordinance enterprise; additional funding and a more focused effort on innovation,
working with industry to deliver asymmetric advantage to our defence capabilities; as the CFO has outlined,
additional funding for a new people retention initiative; additional funding for our northern bases, as well as more
funding for our international engagement; and, of course, AUKUS submarine activity.

We are progressing on those as a matter of urgency. As the secretary alluded to in his opening statement, we
have taken some initial steps to put in place the structures within defence to implement those priorities. The
government has also directed us to take a rigorous and comprehensive approach to defence planning to make sure
that it delivers the intent of the strategic review. That's the process that the secretary mentioned to deliver the
National Defence Strategy in 2024. We have also started that process so we're in a position to deliver that
government commitment. Inevitably, there are some capabilities that will be found no longer suited to our
strategic circumstances. We will look to reprioritise those towards priorities that the government has directed, and
that's a process that, again, we've already embarked on.

Senator BIRMINGHAM: What planning did defence undertake on the premise that the combination of the
AUKUS announcement and the DSR release would result in a net increase in defence budgets?

Mr Hamilton: In relation to the DSR, we were very conscious that this was a truly independent review. We
did not commence detailed planning in anticipation of any particular outcomes. The two independent leads took
their roles very seriously. We are now in the process of responding to the government's direction, after receipt of
that review.

Senator BIRMINGHAM: Defence did no planning in relation to the presumption that moving ahead with
AUKUS and those plans that defence was intimately involved with, and moving ahead with the DSR—noting that
you received the draft of it last year and so had time to consider its findings. With the urgency and scale in those
significant documents, surely you were doing planning that would have been based on the premise that there was
additional resourcing to help deliver on that?

Mr Moriarty: We rely on the funding envelope that the government sets for us and, of course, we would only
make planning assumptions when the government has given us an indication as to what that will be. The
government has given us an indication about what our funding line will be over the forward estimates, and we
understand it will increase beyond that. It's the appropriate role of the department to work out and to put options
to government on what priorities we can seek to acquire within the funding envelope that the government gives
us.

Senator BIRMINGHAM: Mr Groves, what impact is inflation having on the defence budget?

Mr Groves: We're seeing impacts across the board. Both workforce and supplier expenses are increasing. It
depends on the category of expenditure that you're looking at. But, yes, we're feeling the increased pressure from
inflation across all parts of the defence budget, just like every other part of the Australian economy.

Senator BIRMINGHAM: s inflation having a faster and greater impact than any change to your budget?

Mr Groves: We're seeing pressures in the building industry, especially on building works in the north.
Concrete prices are high and steel prices are high, so we're certainly seeing those pressures. Obviously we do buy
a bit of capability overseas, so pressures in those market places—both for their own workforce and supplier
costs—flow through. Just like anybody else who's managing their normal day-to-day budget, we have to make
trade-offs within that. As the secretary said, we live within the funding envelope that we've been provided with by
government. At times, that means that we have to look at what we can reduce from a capability perspective to
deal with those one-off inflation impacts that we're seeing.

Senator BIRMINGHAM: They're not really one-off impacts, though. Most of these then set a new baseline,
and you have to accommodate from there. Is Defence's purchasing power increasing or decreasing?
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Mr Groves: Overall our funding is increasing and has been set since the 2016 white paper, growing at
between five and seven per cent per year. That certainly was a model or an arrangement that was good when
inflation wasn't as high as it is. We're seeing that, at the moment, that is impacting on our buying power.

Senator BIRMINGHAM: Given the near doubling of inflation, do you have more or less purchasing power
in this year's budget compared with what was forecast in last year's budget?

Mr Groves: I'd have to do the analysis. I haven't really done it. I know that we're getting hit with pressure
across our sustainment and acquisition budgets, but particularly sustainment. Parts and workforce are all costing a
lot more. To that extent we are seeing those pressures.

Senator BIRMINGHAM: Those pressures are real. So you're being asked to do a lot more in terms of what
the Defence strategic review sets out. There are demands on Defence to do a lot more. You've then got the added
pressures of additional inflation reducing purchasing power relative to what it would have otherwise been. Yet
we're still facing no additional support in terms of what you can do for capability, for sustainment and for
personnel. This is a deeply concerning situation, isn't it? Surely, against that backdrop, Defence's capability over
the next couple of years to do what the government says it needs to do is actually being reduced.

Senator McAllister: A number of things here. I am a little surprised by this line of questioning, given it was
only very recently, on 7 May, that your shadow Treasurer said:

We've said that the Defence budget should be within the envelope that's already been established and that money should be
used well.

I had understood the opposition's position was that the Defence budget should be contained within the envelope
established. But it seems from your line of questioning that you have a different view, and I know Mr Hastie has a
different view.

More generally, in terms of the approach we take to the budget, the Defence budget will grow in size and
quality under the life of this government. We are interested in transparency and indeed honesty about what is
possible within the funding envelope being provided. The officials have provided advice to you about
reprioritisation and clarity in terms of the IIP and other investments being made; we want to be upfront about that.
The previous government overprogrammed significantly, making announcements which were never provisioned
for. That is not the approach we are taking. In response to the Defence strategic review there has been an
indication provided about areas of priority and reprioritisation; some of those have already been alluded to in
evidence. There will be ongoing work to further refine investment priorities, aligned with the strategic review's
advice about our strategic circumstances and the government's response to that. We've been quite upfront about
this. We consider that having a direct conversation with the Australian people about it is better than the approach
taken by your government.

Senator BIRMINGHAM: 1 don't accept that characterisation. Our government was very clear about
increased investment, particularly the increased investment that got the Defence budget up to this benchmark of
two per cent of GDP.

CHAIR: Thank you, Senator Birmingham; that was your last question.

Senator SHOEBRIDGE: Thanks, everybody, for your attendance today. Because it's the May estimates
sessions, we may as well start with PwC; I think it's compulsory! Secretary, how many current contracts does
Defence have with PwC?

Mr Moriarty: I'll get the associate secretary, who's been following this issue closely, to give you a precise
answer.

Mr Yannopoulos: There are 54 active contracts.

Senator SHOEBRIDGE: A list provided to me by the incredibly competent Parliamentary Library research
had 51 contracts as at 17 May. Have there been any entered into in the last bit?

Mr Yannopoulos: I'm not aware of any that have been entered into since 17 May.

Senator SHOEBRIDGE: How many did you say there are?

Mr Yannopoulos: There are 54.

Senator SHOEBRIDGE: What's the current contract value of the 547

Mr Yannopoulos: The current contract value is $223,299,943.56.

Senator SHOEBRIDGE: More than $223 million of contracts between Defence and PwC?

Mr Yannopoulos: That's correct.

Senator SHOEBRIDGE: That's an extraordinarily large amount of contracting with PwC, isn't it?
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Mr Yannopoulos: It is a large number.

Senator SHOEBRIDGE: My numbers show me that Defence is far and away the biggest client of PwC—
some eight times more in value of contract between Defence and PwC than any other government department.
Can you explain why there is such an extensive contractual relationship with just this one consultancy?

Mr Yannopoulos: We use a range of external consultancies to deliver capability programs for the ADF. We
are the largest project delivery organisation in the Commonwealth. We are on a significant recapitalisation of the
ADF, and we use external labour as well as a significant APS and ADF workforce to deliver on those outcomes.

Senator SHOEBRIDGE: PwC have been circling like vultures to get these contracts, haven't they? That's
what's happening; you can literally see them circling to suck money off Defence, can't you?

Senator McAllister: 1 appreciate your interest in using relatively colourful language to describe these
circumstances, but I'm not sure it's fair to put that to Mr Yannopoulos. Perhaps you can think about a more factual
basis on which to ask him these questions.

Senator SHOEBRIDGE: More 'Dracula at the blood bank', do you think, Minister?

Senator McAllister: Your language is up to you, but I think the official cannot provide—if we are to use the
standing orders to describe my proposition, it's that the standing orders don't allow officials to offer opinions
about matters of policy. You are really now inviting the official to offer you an opinion.

CHAIR: Thanks for clarifying that, Minister. Senator Shoebridge, I draw your attention to the opening
statement I made this morning about the standing orders.

Senator SHOEBRIDGE: Yes. So the explanation for why Defence's contracting with PwC is eight times
greater than the next government agency is that you have a lot on?

Mr Yannopoulos: [ think I said a little bit more than that. We embarked on a very large delivery program
through the Integrated Investment Program.

Senator SHOEBRIDGE: What have you done since the PwC scandal broke to test the integrity of this very
extensive relationship between Defence and PwC?

Mr Yannopoulos: We have identified all the active contracts with PwC and attained assurance from them—
most recently, again, yesterday to the secretary from the CEO and to me from the Defence lead partner—that,
over the last 10 years of work that PricewaterhouseCoopers has done for Defence, none of the individuals named
have ever done any work for Defence.

Senator SHOEBRIDGE: When you say 'none of the individuals named', who are you referring to?

Mr Yannopoulos: They're not in the public domain. On the 54 individuals that have been reported upon, PwC
have offered, in writing, assurance to us that none of those names have ever worked on any Defence business.

Senator SHOEBRIDGE: I assume that assurance in writing happened recently.

Mr Yannopoulos: Yes; we had assurance last week and assurance again yesterday.

Senator SHOEBRIDGE: Can you provide the committee, today, with the correspondence you sent to PwC
and the correspondence you have received from PwC?

Mr Yannopoulos: Let me take that on notice, but I believe, yes, I can do that.

Senator SHOEBRIDGE: Did PwC provide you with the list of 54 names?

Mr Yannopoulos: No, they did not.

Senator SHOEBRIDGE: So you're taking them at their word.

Mr Yannopoulos: I have letters from the current CEO and our lead Defence partner assuring us that they have
done that work.

Senator SHOEBRIDGE: You're taking them at their word, with no separate verification. You're just trusting
what PwC tell you; is that right?

Mr Yannopoulos: I'm accepting their assurance at this stage.

Senator SHOEBRIDGE: Secretary, how can you possibly accept the word of PwC, and their blanket
assurance, when we know they have repeatedly breached confidentiality obligations with the Commonwealth and
repeatedly acted in a grossly unethical fashion? Did you know that Defence had just accepted PwC's word?

Mr Moriarty: | was aware PwC had given some undertakings to the government and to the Commonwealth. |
believe the Commonwealth entities are working through with PwC future arrangements and also reviewing past
practices. Our department are methodically working through what we currently have in terms of ongoing work
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with PwC; we're looking at past contracts. I believe appropriate work is underway to establish the nature of the
relationship we have with PwC. When we get formal correspondence from very senior people in PwC who are
trying to deal with this issue—I accept there have been some very significant and very appalling breaches of
public trust, and probably of the law, but we are working through this methodically. We are seeking to do it as a
Commonwealth, as an Australian public service, and we have a direction from government on how we should
move forward.

Senator SHOEBRIDGE: Secretary, are you seriously saying that representations from senior people at PwC
are sufficient? The fact that it was a senior person from PwC who gave you the representation is some sort of
indication that we can trust it—is that seriously your evidence?

Mr Moriarty: No, what I'm saying is that a number of actions are being undertaken, have been undertaken
and will be undertaken. I'm suggesting those assurances have been received. They are part of a range of matters
that we are dealing with, as we are dealing with it, as an Australian public service, to find an appropriate way
forward. The correspondence we get from PwC seniors is not insignificant, but there are these other range of
measures that we are taking to deal with this matter.

Senator SHOEBRIDGE: Secretary, the chief executive officer of PwC, the most senior executive officer of
PwC in Australia, has had to resign because of his involvement in the scandal, and you are telling this committee
that you have confidence in a blanket assurance from yet another senior official in PwC?

Mr Moriarty: That's not what I told the committee, Senator.

Senator SHOEBRIDGE: Well, why haven't you asked for the list of 54 names so that Defence can do its own
integrity checks, rather than rely on a blanket assurance from a firm that has proven to be deceitful and unethical.
Why haven't you done your job?

Mr Moriarty: Senator, we are working through a range of measures to assure ourselves about the nature of
our relationship with PwC and the integrity of the work that we have done with them. That work will take time.
We've received some correspondence from PwC. It's being taken into account, but it's only one of a number of
actions and measures we are taking, as we are taking across the Commonwealth.

Senator SHOEBRIDGE: Mr Yannopoulos, why didn't you do the most obvious integrity test and ask for a
list from PwC of the 54 officials we know have been involved in this scandal so Defence could make its own
checks? Why didn't you do that basic integrity test?

Mr Yannopoulos: We are working with the firm and taking their assurances at this stage.

Senator SHOEBRIDGE: That is an incredible answer to be given, given we know how deeply unethical this
firm is. You have more than $220 million worth of contracts with this firm, they've been proven to be unethical
and your first set of tests is to accept their assurances.

Senator McAllister: Senator, if I may, you've asked a similar version of this question to officials on a few
occasions, and I think the thrust of your question is, 'What did you do, and do you consider it sufficient?" What's
been described is this: Defence have sought some reassurances, and they are undergoing a process to evaluate the
nature of the work that's been done and the best means to secure any work that is outstanding in terms of the
contracts that are on foot. They've given you evidence that the assurances they received are just one part of that. I
know that you know from other estimates sessions there is work going on in other parts of government to manage
some of the more particular circumstances that have been very well ventilated. It's not reasonable to characterise
the actions of officials as being merely seeking this one assurance, which you've done in repeated questions. They
have given you evidence that they have taken this step and it is one amongst a number being taken both by the
department but also more generally across the government.

Senator SHOEBRIDGE: Minister, on behalf the government are you satisfied with Defence getting that
blanket assurance from PwC and not asking the most obvious question, which is, 'Give us the list of the 54 names
so we can check ourselves'? Are you satisfied with what you've just heard from Defence officials?

Senator McAllister: Defence have indicated they are taking steps to assure themselves of the circumstances.
They have indicated to you some of the things they have done to date and that this work is ongoing. Yes, I'm
satisfied with that.

Senator SHOEBRIDGE: Mr Moriarty, do you think it might be a good idea to get the list of 54 names from
PwC so you can do your own checks? Do you think that might be a good idea?

Mr Moriarty: I think we will work through this in a methodical way.

Senator SHOEBRIDGE: No, that doesn't answer my question. Do you think it might be a good idea to
check, rather than rely upon PwC's blanket assurance, given how grossly unethical they are?
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CHAIR: Senator Shoebridge, I just have to remind you again that, while you may not appreciate the answer
given, the secretary, as are all the other witnesses, is entitled to provide you with an answer. Whether you like it
or not, that is the answer, and the official has already provided an answer to that question. Could I ask you to
move along to other questions, please?

Senator SHOEBRIDGE: Why haven't you asked for the 54 names? What is restraining you?

Mr Moriarty: We are working through this in a methodical way. We are continuing to engage with the
company. There will be further information provided by the company. There will be further questions asked by
Defence. But we are seeking to do this in a whole-of-government way. We have some guidance from the
government, we have some guidance from the Public Service from the most relevant departments and we are
approaching that in a methodical way.

Senator SHOEBRIDGE: When it comes to PwC, Defence is like the gorilla here, and you haven't even asked
the most basic question. You are far and away PwC's biggest client. Is it that you don't want to upset them? Is that
it? You don't want to upset them, because you've got such a deep commercial and professional relationship with
PwC?

Senator LAMBIE: Are you going to let them police themselves, like you do with the military?
Senator SHOEBRIDGE: Secretary, is it because of the close relationship—
Senator LAMBIE: It comes down to national security. Release the names.

CHAIR: Senator Lambie and Senator Shoebridge, the secretary has provided a response. I ask you to move
along. It is against standing orders to ask repetitive questions on the same matter, so please move along.

Senator SHOEBRIDGE: Is it because you don't want to upset them, Secretary?

Mr Moriarty: No, Senator.

Senator LAMBIE: Why is it? Can we have an explanation? Why do you not want to provide those names?

CHAIR: Senator Lambie—

Senator LAMBIE: 1 was just wondering—

CHAIR: [ understand that, but Senator Shoebridge has the call. You will have the call very soon.

Senator LAMBIE: If you have look at the standing orders, we just want to know why, and I think that is a
fair question under standing orders: why?

CHAIR: Senator Lambie, interjections are disorderly, and you will have the call very soon.

Senator LAMBIE: Someone's not answering the question when you can't get the reason why.

Senator SHOEBRIDGE: Can we go through the contracts that you have with PwC and see if you're satisfied
sharing defence secrets with them. There is an $8.4 million contract for a data-sharing project. What defence
secrets have you given PwC for that data-sharing project?

Mr Yannopoulos: Do you have the contract number there, Senator?
Senator SHOEBRIDGE: I do: CN3800058.
Mr Moriarty: IfI could, a data project wouldn't necessarily involve secrets or secret information.

Senator SHOEBRIDGE: Giving an $8.4 million contract to PwC for data sharing and analytics solutions—
and T might say PwC are good at contract negotiations, because it went up from $3.1 million to $8.4 million
recently—you are saying doesn't involve any sharing of confidential information?

Mr Moriarty: No, what [ am saying is that data issues don't necessarily involve classified information. There
is a wealth of information in the department that does not go to issues of national security classification.

Senator SHOEBRIDGE: [ am surprised you have to pay PwC for data sharing. They normally do it free off
their own bat. But you are paying $8.4 million in this case. What confidential information is PwC getting as part
of that contract?

Mr Yannopoulos: PwC are working with us on what's called the Data Sharing and Analytics Solution. It is a
four-stage project, delivered under the Productivity Commission's A better way to support veterans report. It is
assisting us in exchanging information between the Department of Defence and the Department of Veterans'
Affairs. The contract began on 26 July 2021, and we are currently in stage 3, which commenced in July last year.

Senator SHOEBRIDGE: What about the $19 million IT contract for something called project services?

Mr Yannopoulos: Could you give me the contract number so I can find it?
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Senator SHOEBRIDGE: CN3794965. Again, I'll note for the record, it's another good contract squeeze from
PwC. It went up from $6.4 million originally to $19.2 million.

Mr Yannopoulos: They are assisting us in project management services over a large ICT project—ICT 2022-
22 which is the upgrade of our Defence secret network.

CHAIR: Senator Shoebridge, I need to hand the call over. I'll have to return to you. Senator Lambie, you have
the call.

Senator LAMBIE: I'll go into that question. Are we paying an accounting firm to do tech? Is that what you're
telling me? Are we paying an accounting firm to do ICT?

Mr Yannopoulos: No, they are assisting us in project management services—in scheduling, in status
management and in risk. They're not doing the technical work. They are assisting us in running that program.

Senator LAMBIE: Doesn't the risk in that come from technical, though, not from accountants? I'm a bit
confused about why you're using them. Can you go back a step and explain to me what the $8.4 million was
between Veterans' Affairs and Defence?

Mr Yannopoulos: Do you want me to do that first?

Senator LAMBIE: Yes.

Mr Yannopoulos: It's the development of a joint Defence and DVA data sharing and analytics solution to be
delivered across four stages. Stage 1 was the scoping of it, understanding Defence's current data capability and
refining the wellbeing framework. Stage 2, which concluded in June of last year, focused on planning the
implementation approach for the DSAS, and further developing the wellbeing framework through consultation
across the department. Stage 3, which commenced in July of last year, is still ongoing and focuses on
management of privacy and consent, delivery of an ICT solution and the consent management system for DSAS,
adoption of DSAS analytics capability and preparation of integrated tailored analytics products. That is where
we're at with that project.

Senator LAMBIE: Can you pass all those stages over to the committee so we can have a look at exactly what
those stages look like in larger form so we can get some more detail?

Mr Yannopoulos: Yes, that would be fine.
Senator LAMBIE: Thank you. I have some questions now for the Chief of Army.
Lt Gen. Stuart: Good morning.

Senator LAMBIE: Have you heard of the Leahy law? Does that ring a bell to you? Do you know what that's
about?

Lt Gen. Stuart: Yes, I'm aware of it. It's a United States law.

Senator LAMBIE: Does it prohibit US forces from working with war criminals? Is that your understanding?
It's a law that requires the US Department of Defence money not to be used for any training equipment or other
assistance for a foreign unit if the secretary of defence has credible information that the unit has committed gross
violations of human rights. Does that ring a bell to you?

Lt Gen. Stuart: Broadly speaking, yes.

Senator LAMBIE: Can you tell me whether or not the US government ever approached the army to discuss
any soldiers or units being involved in war crimes or gross violations of human rights?

Lt Gen. Stuart: Are you speaking about whilst in the Middle East, or more broadly?

Senator LAMBIE: The Middle East.

Lt Gen. Stuart: I'm not aware of any approaches while we were operating in the Middle East. I'm aware of

the Leahy law as it applied to where United States forces were able to operate and the partner forces they were
able to operate with, and I am aware of that because we were working with the United States.

Senator LAMBIE: Do you know whether the Department of Defence has been more broadly approached,
apart from what you have just told me, by the US government in relation to this law?

Lt Gen. Stuart: I'm not aware, no.

Senator LAMBIE: Your predecessor, General Rick Burr, seems to think the US government did. Are you
aware that General Rick Burr wrote some letters to some soldiers in about February last year where he referred to
the Leahy law, a law of United States of America, as a reason for these soldiers to no longer serve in the
Australian Special Air Services Regiment?

Lt Gen. Stuart: I'm not, but I can take that on notice.
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Senator LAMBIE: Do you know anything about that, General Campbell? You can feel free to say, because |
have quite a few questions on this law.

Gen. Campbell: I'd have to take it on notice.

Senator LAMBIE: I[s that because you don't know about the law or is that because it's Rick Burr and you
need to go and speak to him?

Gen. Campbell: A combination of I'd have to talk to the General, I'd have to refer to correspondence and I'd
just have to brush up on the Leahy law.

Senator LAMBIE: Can you tell me if part or all of that United States law is being used to sack Australian
soldiers?

Gen. Campbell: I would have to take that on notice.

Senator LAMBIE: You're the CDF, surely you must know whether or not that law is there to sack soldiers
and if the military is using that law to remove them.

Gen. Campbell: We operate under Australian law, so I'm going to have to take this on notice.

Senator LAMBIE: Do you know if any deals were done in 2018-19 where that law was chucked in? And I'll
go back to my original question. The law was created to make sure it prohibits US forces from working with war
criminals, so was this law used as more of a push on those who have been accused of war crimes? Was this
another reason? Was that used as part of that reasoning?

Gen. Campbell: Senator, [ don't know that that is the case. I have to take it on notice.
Senator LAMBIE: Minister McAllister, have you ever heard of this law?
Senator McAllister: Senator Lambie, I am not briefed on this piece of US legislation.

Senator LAMBIE: Okay. One of the characteristics of this law is that it relies on credible information, so
have any of these soldiers been given an opportunity to defend themselves or have their names cleared—that is,
the ones accused of war crimes?

Gen. Campbell: As I said, because I have to take it on notice I can't offer you a reply to that question.
Senator LAMBIE: When do you think you'll be able to get back to me with that information?
Gen. Campbell: I think this will take a little while.

Senator LAMBIE: Does anybody in this room know whether there was anything done with this Leahy law
with the United States when the former government was in charge, and whether or not that has had any effect on
what is going on now with the war crimes?

CHAIR: Senator Lambie, I think the CDF has made it clear that it will be taking that matter on notice. He has
until 14 July to provide a response to the Senate committee, as I stated earlier this morning in my opening
remarks.

Senator Shoebridge interjecting—
CHAIR: Senator Shoebridge, Senator Lambie has the call.

Senator LAMBIE: Do you think I would be able to have someone in here tomorrow to answer these
questions on the Leahy law?

Gen. Campbell: 1 doubt it, because it will require us to be very clear in our own background and also, if there
is a connection, to be very clear with regard to US interests.

Senator LAMBIE: This is the interest of Australian soldiers. There's no-one in Defence legal here today that
can explain this law? Seriously, somebody must have an answer. It just feels like we're doing a bit of tap-dancing
here. So nobody knows what happened with this law under the former government? That's what [ want to know, if
it's in place. If it's in place and we have picked it up and we are bowing to the US, that would be putting pressure
on people who have been accused of war crimes who have not been dealt with through the court system yet, and
that, to me, is going to be a problem.

I do have some questions regarding the publishing of soldiers' names after they have been charged with war
crimes, and I will also be taking this up with the Attorney-General's office. General, regarding the names of
soldiers that have been accused of war crimes—a serious crime that has significant implications for those
accused, even when they are found to be not guilty—what is your department doing in working towards
protecting the identities of accused soldiers from being published in the press? Has the Defence Force done
anything? Has it spoken to the Attorney-General's office, raised any concerns? Is there any correspondence
running around where the Department of Defence or the military has written to the AG about their concerns about
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these people's names going out, the family consequences that it has? If these accused end up in jail, obviously
that's going to cause a risk to their lives if they end up in jail. Has Defence written or done anything to protect
those soldiers or fought for them to have their names removed out of the public arena?

Gen. Campbell: Defence has a particular identity status system for certain individuals doing certain particular
roles within particular capabilities—most generally in our Special Operations Command. That protected identity
status is active only while those persons are undertaking those duties. It is not active for the wider employment of
individuals in the Australian Defence Force, and it is not active when they no longer serve in the Australian
Defence Force. In that circumstance, they are treated as all other Australian citizens when they find themselves
charged by a relevant authority. We have not sought to treat them in a different fashion or to request they be
treated in a different fashion. They are Australian citizens being treated equally under the law.

Senator LAMBIE: With all due respect, they are very different to other citizens—that's the first thing. Other
citizens do not join the SAS or commandos and go over there and fight and put their lives on the line. They also
don't come back here and put their families at risk while the media is putting their names and faces out
everywhere. They've got family out there that can be put at risk, especially if terrorist attacks start again. Who do
you think is first on their agenda, let alone if they end up in jail? There are sympathisers for Islam out there. All
I'm asking is one question: have you gone in to bat to stop their names being released? I don't need the rest of the
walffle; I just want to know when did Defence go in there to bat for their own soldiers?

Gen. Campbell: Senator, this will be a matter for the Attorney-General.

Senator LAMBIE: Have you been into bat for your soldiers, Chief of Defence Force? That's what I want to
know! Who has done that, to stop these names from being released? Has anybody made an effort?

Gen. Campbell: As I understand it, under Australian law persons who are charged and brought before courts
are named in court proceedings lists.

Senator LAMBIE: There are concerns out there for doing that. I'm asking you whether Defence wrote their
concerns down and tackled this issue. That's what I'm asking you.

Gen. Campbell: Senator, | am unaware of the nature of the concerns that you are claiming with regard to the
circumstances of someone finding themselves in an Australian prison, if that were to be the case.

Senator LAMBIE: Maybe it's because you still have terrorists locked up there and there are terrorist cells.
Who do think they're going to go for first? Seriously, you don't get that? Come on!

CHAIR: This is your last question, Senator Lambie.

Senator LAMBIE: Last but not least, why is the protected identity status—apart from what rubbish you just
gave me, because you haven't been into fight for them or got them changed—not being honoured? Why is the
identity status of these special forces soldiers not being honoured? Or, still, why isn't the military out there
fighting for them to make sure that their protected identity status stays that way, even when they lose Defence?
You've got a problem out there; people don't want to join, and it's no wonder. Nobody in the military right now
wants to go to the SAS or commandos, and they're our top fighters. We need them in there. But why would you
join when you're in uniform, knowing very well that you may end up in this episode? You've got nobody, not
even the military, out there fighting for you to make sure your name stays under the woodwork, especially when
you've got children and a family. I can only imagine what you'd say if one of those kids or wives was taken out
because of that, in this country. Only a small risk—nothing to worry about? Seriously!

CHAIR: Thank you, Senator Lambie. CDF, I'll just go back to your earlier responses to my questions this
morning regarding the PLA's navy and the numbers you gave me, the 355 ships and 58 submarines. Just to be
clear, in terms of those in service in the PLA, are they, from your understanding, the current numbers that are
currently serving the PLA's navy fleet? Are there any numbers to do with coastguard, for instance, or other fleets?

Gen. Campbell: That's a very good point. The PLA navy is the, as we would understand it, military navy of
the People's Republic of China. They also have a significant coastguard of 700 vessels and a maritime militia that
includes vessels that are often 50 metres and about 500 tonnes—fishing-vessel-like fleets. These number in the
many hundreds and operate through, in particular, the South China Sea and East China Sea area. They are, on
occasions, called upon to progress the People's Republic of China national interest with regard to asserting
sovereignty claims and so forth. They do practise—and we see examples of this in the maritime militia—many
multiples of these vessels rafting up as obstacles or moving into positions around features in the South China Sea.
The navy, the coastguard and the maritime militia provide a tiered capacity for different forms of response against
what is a wider spectrum of action than a traditional navy or coastguard would encompass.

CHAIR: Do you have any projections of what those numbers might be over the next five or so years?
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Gen. Campbell: I'm uncertain in terms of projections, beyond that we would expect to see the maritime
militia continue to grow to some degree. In terms of the coastguard, while it may grow, it's more likely that its
capabilities will improve progressively as older vessels are retired and new ones enter into service, as with the
PLA navy itself.

CHAIR: Do you have an understanding of what types of ships we're talking about?

Gen. Campbell: In terms of the coast guard, we're talking about cutters and patrol vessels—so varying from a
corvette and a frigate, 3'4 thousand tonnes, down to a patrol boat of some hundreds of tonnes. The maritime
militia vessels are often various forms of converted and, in some cases, reinforced fishing-vessel sized ships.

Mr Moriarty: If I could add to that, with the size of vessels the CDF is talking about there, they are
substantial ships. Given that we know that they are part of the PLA broad command and control structure, they
are additional assets that the PLA Navy has available to pursue its interests in areas where they operate. So, in
addition to the answer that General Campbell gave earlier this morning about the PLA Navy capability, we
believe that with their coast guard there are an additional several hundred vessels of quite substantial size and
capability that are a net addition to the ability of the PLAN to assert its interests where it seeks to do so.

CHAIR: I was just about to ask—it's fair to say we're largely talking about very modern type vessels here—
about, particularly, the new capabilities. I'm assuming they've got the latest weapon platforms included as part of
these vessels?

Gen. Campbell: The PLAN has been rapidly modernising, not just in terms of the numbers of vessels but also
in the capabilities those vessels have. In those vessels, you see advanced surface-to-air and surface-to-surface
missile systems and developing capabilities in radar and in operating with a fleet effect—so manoeuvring as a
fleet. Of course, as with any modern military, the navy is supported by air and space systems, and also cyber
effects. I mentioned those ground launched forms of missile systems—cruise, hypersonic, ballistic missile
systems. You need to see this more as a web of effect, each supporting the other, but very advanced and
increasingly so.

CHAIR: So it's fair to say you're seeing a trend in their naval build-up beyond just the increase in the size;
they're building different types of ships but also with more advanced capabilities. Is that a fair statement?

Gen. Campbell: That's correct. This would be and should be expected. They have a very comprehensive
effort across all forms of warfare to develop both quantity and quality.

CHAIR: In terms of the 58 submarines that you're aware of, does this include nuclear powered subs?

Gen. Campbell: It does. It includes six ballistic missile submarines and also six attack submarines, both
nuclear. The remaining 46, also, are either diesel-electric or various forms of air-independent propulsion. What
we are seeing is some of the older submarines going out of service and, progressively, the PLAN starting to bring
into service more advanced diesel-electric for local work, and attack submarines and ballistic missile submarines
for strategic purposes.

CHAIR: So, to be clear, for all the criticism from the People's Republic of China of Australia's decision to
acquire these nuclear powered subs, they have their own nuclear powered subs and ballistic missile submarine
capabilities as well, which obviously can launch nuclear armed warheads.

Gen. Campbell: That's correct. The public estimate currently is that China has around 400 nuclear armed
missile systems and that it is progressively building out through 2035 to perhaps 2040 to see it be a nuclear
weapons power of about 1,500 intercontinental ballistic missile systems. That would be something akin to the
systems the Russian Federation and the United States hold. They also have, in a variety of their other missile
technologies, the capacity for nuclear weapons to be deployed.

CHAIR: How does this compare with around 10 or 20 years ago?

Gen. Campbell: Let's say 20 years ago, they were pretty static, at about 150 to 200 nuclear missile systems
and didn't have the variety of systems or the numbers that that they are now building to.

CHAIR: In terms of the numbers you gave me earlier, roughly how many of those subs could be at sea—that
is, at station—at any one time, from your assessment?

Gen. Campbell: There's a degree of classification in that question, but I would just say that some submarines
will be and should expect to be in a maintenance cycle, some submarines in a work-up cycle and some
submarines operating operationally.

CHAIR: Okay. I'll ask this last question, and then I'll hand over to the opposition. How far could these subs
travel from mainland China, particularly in terms of our context here in Australia?
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Gen. Campbell: The nuclear powered submarines, the attack submarines in particular but any nuclear
powered submarine, can operate for very extended periods of time. The limiting capacity in nuclear powered
submarines is typically either the amount of food or the wellbeing of the crew that would see the length of time
and the distance travelled. They would have moved quickly underwater, and nuclear power is essentially
nominally unlimited in terms of the length of the patrol. Diesel-electric needs to be much more carefully managed
in terms of distance, time and duration.

CHAIR: Thank you very much.

Senator BIRMINGHAM: Thanks, Chair, for that line of questioning—an important and salient reminder of
the unprecedented military build-up in our region and the criticality of how Australia responds to it. As part of
that response, on 9 May the Albanese government—the Deputy Prime Minister—announced investment of $19
billion in response to the Defence strategic review. How much of that $19 billion was additional funding to
Defence to pursue investment?

Mr Hamilton: That $19 billion included around $12 billion of funding that was already allocated to those six
priorities. The residual funding: the government directed that Defence identify lower-priority activities from
within the Defence budget that would be redirected to these new priorities better suited to our strategic
circumstances.

Senator BIRMINGHAM: Thanks, Mr Hamilton. I think that was a way of saying none' in terms of the $19
billion—none of it is additional funding that is new flowing into Defence; it is either funding that was already
allocated. And you're saying $12 billion of the $19 billion was actually already allocated to the priorities that the
defence minister announced. Is that correct?

Mr Hamilton: That's correct.

Senator BIRMINGHAM: So, that includes, for example, the $6 billion that was allocated to the attack-class
program now being dedicated to the nuclear powered submarine program under the AUKUS agreement?

Mr Hamilton: I'll just confirm that with the CFO, but my understanding is that that's correct.

Mr Groves: That's correct.

Senator BIRMINGHAM: Thank you. The defence minister's statement indicated $7.8 billion of
reprioritisation within the Defence IIP. Is that correct?

Mr Hamilton: That's correct.

Senator BIRMINGHAM: So that gives us, broadly speaking, the $19 billion. Can we just step through,

firstly, the $12 billion that was already in the budget? We understand $6 billion of that was for the submarine
program as a pre-existing allocation. Where do we get the other $6 billion from?

Mr Groves: The break-up is that there was $6 billion for submarines, which you've mentioned; $3.6 billion
for northern bases; $0.6 billion for innovation; and $1.6 billion across strike and guided weapons explosive
ordnance.

Senator BIRMINGHAM: Thank you. For the $7.8 billion of reprioritisation, can we step through what that
has come from to go in the DPM's announcement as to where it's going to? Where is it coming from? Where are
the cuts lying for that $7.8 billion?

Mr Groves: If can do the second part first, around where it is going to, the $7.8—

Senator BIRMINGHAM: Well, we're going to find out where it's going to.

Mr Groves: Of the $7.8 billion, there is an additional $2.5 billion for strike and guided weapons explosive
ordnance; $0.3 billion extra for innovation; $0.9 billion for the people retention initiative; $0.2 billion for northern
bases; $0.9 billion for regional engagement; and $3 billion additional for submarines.

Senator BIRMINGHAM: Thank you. Now the part that we were asking for, Mr Groves.

Mr Groves: At a high level it was $6 billion, but I'll leave it to the vice chief to talk about where the savings
were identified.

Vice Adm. Johnston: Good morning. The $6 billion that was reprioritised comprised seven projects that were
cancelled, seven that were deferred in time and 37 that were rescoped. By that I mean that the intended delivery
within those projects was changed, with a reduction in order to harvest the funding from them.

Senator BIRMINGHAM: Thank you. Can I firstly just clarify an inconsistency there. The defence minister's
statement says:

These immediate priorities will be delivered within Defence's existing resourcing, including through an initial $7.8 billion
reprioritisation of the Defence Integrated Investment Program.
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You're talking about $6 billion, so where's the delta of $1.8 billion?

Vice Adm. Johnston: The additional $1.8 billion we will reprioritise as we do the work of returning with the
National Defence Strategy over the next few months.

Senator BIRMINGHAM: So the $1.8 billion that are as yet undetermined are actually cuts still to come?
Vice Adm. Johnston: For reprioritising, yes.

Senator BIRMINGHAM: Right. This funding is just within the forward estimates period, isn't it—the next
four years?

Vice Adm. Johnston: That's correct.

Senator BIRMINGHAM: Thank you. Can we detail the seven projects that have been cancelled and their
contribution to the $6 billion?

Vice Adm. Johnston: A small number of the 51 projects that I mentioned are classified, but, of the
unclassified ones, the cancelled projects were the Fishermans Bend wind tunnels and propulsion laboratories; the
Puckapunyal combined arms museum; the RAAF Williams, Point Cook redevelopment and relocation; the RAAF
Williams, Laverton redevelopment; a simplification of compensation structures; and the additional Protected
Mobile Fires, which is the second regiment of the self-propelled howitzers.

Senator BIRMINGHAM: Thank you. And the seven that have been deferred?

Vice Adm. Johnston: The delays: Irwin Barracks redevelopment and Leeuwin Barracks relocation; a Russell
Offices midterm refresh—

Senator BIRMINGHAM: Sorry to interrupt, Vice Chief. Is it possible, as you're going through each of the
deferrals, to indicate when they have been deferred to or how long the deferral is?

Vice Adm. Johnston: I don't have that data, Senator. I'd have to take that on notice to give it to you. I just
have the names of the projects.

Senator BIRMINGHAM: Okay. Finish the list of the deferrals—and, yes, please, could you take that on
notice.

Vice Adm. Johnston: There is the Russell offices midterm refresh, Borneo Barracks redevelopment,
Randwick Barracks redevelopment, Kokoda Barracks refresh, and a garrison estate management system.

Senator BIRMINGHAM: And rescoping?

Vice Adm. Johnston: You would like me to read them all out? There's the Sydney living-in accommodation;
Shoalwater Bay training ground midterm refresh; Victoria Barracks Melbourne redevelopment; RAAF Richmond
redevelopment; Victoria Barracks, Sydney, redevelopment; general ranges and training areas; Gallipoli Barracks
midterm refresh; Simpson Barracks, Watsonia, redevelopment; RAAF East Sale refresh; Puckapunyal
redevelopment; ADF reserves and cadets project; RAAF Pearce midterm refresh; an applications and ICT
applications program of work; some consolidation workforce planning tools; air mission training system; Lead-In
Fighter Capability Assurance Program redevelopment; joint terminal attack controller training; a deployable
defence air-traffic management and control system; the infantry fighting vehicles, Land 400 phase 3; mortar
ammunition replacement; and maritime uncrewed aerial systems continuous redevelopment. They were rescoping
of those projects.

Senator BIRMINGHAM: Can we break down across those three different categories, as you've divided
them, in terms of the $6 billion of savings over the forward estimates, how much relates to the cancelled projects,
how much to the deferred projects and how much from rescoping?

Vice Adm. Johnston: I'll take that on notice.

Senator BIRMINGHAM: Have you got any indication?
Vice Adm. Johnston: No.

Senator BIRMINGHAM: What are the biggest contributors?

Vice Adm. Johnston: Some of the large ones are Land 400 phase 3, the infantry fighting vehicles, with the
reduction in the number of vehicles; and the second regiment of the self-propelled howitzers. They're examples of
some of the larger quantums.

Senator BIRMINGHAM: And what's the order of magnitude for those?
Vice Adm. Johnston: I'd take that on notice.

Senator BIRMINGHAM: Surely there's somebody here who can help us with what the magnitudes of those
big project rescoping or variations are.
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Vice Adm. Johnston: Elements like the infantry fighting vehicles are subject to renegotiation of the tenders,
so it is going to take us some time to have confidence about what those numbers will be.

Senator BIRMINGHAM: How quickly does the extra $1.8 billion have to be landed?
Vice Adm. Johnston: As part of the return for the National Defence Strategy next year.
Senator BIRMINGHAM: As part of the return?

Vice Adm. Johnston: The work we will do in redeveloping the Integrated Investment Program—that will be
part of the outcomes that we'll accommodate within that work.

Mr Hamilton: Senator, as I mentioned this morning, we will need to undertake a comprehensive review
across all aspects of defence planning, including the Integrated Investment Program, to make sure that our
activities are aligned with the strategic intent of the DSR. The work that the vice chief is referring to will form
part of that. It is likely that there will be more activities identified that are no longer suited to our circumstances,
as the secretary and I mentioned this morning. That work has commenced and will be completed as part of the
2024 National Defence Strategy.

Senator McAllister: If [ may, as a consequence of receiving the review, the government has identified some
early priorities where it is clear that we need to and intend to make additional investments, and room has been
found in the defence budget for those investments to take place. You've just been stepped through some of the
ways that that reprioritisation has occurred. I will remind you that we're really clear about how we approach
budgeting in the Defence area. There is a significant change in our strategic environment. It requires us to use our
resources well. The challenge is, of course, that we inherited a defence IIP that was overprogrammed—32 per
cent in the next financial year. We also had the circumstance where your government made very significant
commitments without ever explicitly provisioning funding for them within the Defence budget. We are working
to resolve those things. It's better to be up front about where our priorities lie and where we will invest than to
pretend—as, regrettably, your government did—that all of these things may be done without explicit funding.

Senator BIRMINGHAM: Let's take your political comments there. We've just heard that $7.8 billion has
been added to the investment program. Is that correct?

Senator McAllister: We've indicated that—

Senator BIRMINGHAM: No. That's a pretty factual question. Have we just heard that $7.8 billion has been
added to the investment program?

Senator McAllister: There's a range of things which require investment: $19 billion to implement the findings
of the review.

Senator BIRMINGHAM: Right; $19 billion, $12 billion of which was already there. So $7.8 billion of
additional expenditure—that's what Mr Hamilton told us, isn't it?

Mr Hamilton: Correct.
Senator McAllister: And reprioritised from within the existing funding envelope.

Senator BIRMINGHAM: And $6 billion that has been reprioritised. So aren't you now overprogrammed by a
further $1.8 billion until you identify what those savings will be? You're coming in here and giving a lecture
about overprogramming, but haven't you actually taken it even further in the decisions that the government has
taken? And it doesn't yet know where the money is coming from?

Senator McAllister: The government has been very clear that we do expect Defence to work through the 1P
and resolve the issues that we've been discussing. This is staged work. The Defence strategic review was done in
an unusually short period of time compared to how white papers might ordinarily proceed. That was because we
thought to make early adjustments to the expenditure priorities for Defence to meet our strategic circumstances.
There is no sense in which that work is complete. The Defence strategic review provides a long-term framework
for us to consider our strategic priorities, and Defence is working through implementation.

CHAIR: Thank you, Minister. On that note, we will suspend very briefly.
Proceedings suspended from 11:01 to 11:15
CHAIR: For the next iteration of today's proceedings, Senator Birmingham, I'll return the call to you.

Senator BIRMINGHAM: Can I confirm what the process is over the next 12 months to identify the further
$1.8 billion in savings out of the ITP?
Senator McAllister: I think the short story is that these are decisions to be taken in the context of developing

the defence strategy which is to be released next year, but I will ask Mr Hamilton to step you through some
further detail.
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Mr Hamilton: I might hand to the vice chief as well. That's correct. As is often the case following high-level
government direction in relation to a new strategy, we will go through the process of looking at our arrangements
within the Defence portfolio, including our capability plans to make sure that they will meet the circumstances set
out by the government and meet the government's new direction in relation to what it is that the organisation
needs to do.

Very briefly, we, at a high level, have been told that we need to develop a future force that can hold adversaries
at risk further from Australia's shores. We need to maximise the deterrence, denial and response options for the
government. The Navy must have increased lethality. Army must have more manoeuvre capability in the littoral
environments and a longer-range strike capability. Air Force must be positioned to provide air support for joint
operations in our north through a range of capabilities. We must also develop our cyber and space capabilities. All
those high-level strategic directions are things that will now guide the process within Defence to make sure our
plans are aligned with those. The way we do that within Defence is through, on the capital side, looking at our
Integrated Investment Program, which is the role of the vice-chief.

Vice Adm. Johnston: Mr Hamilton has done a great job of outlining the process. The strategic review gives
us a very clear expectation of what the maritime, land, air, space and cyber domains are required to deliver. It
adds perspective of time epochs and urgency earlier. We will take the current Integrated Investment Program,
which is a plan for the decade, and recalibrate it around the priorities the strategic review has outlined for us. We
will determine those capabilities that are now a lower priority and may then become either deferred or cancelled
in order to harvest both the workforce and the funding we will need to deliver the capabilities in those areas the
strategic review has emphasised. That will be part of the process we'll work through. Some of that will be
underpinned by some scenario analysis, testing of some of the capabilities and drawing out options for how we
might deliver against them, and then we will compile that in the advice we provide to government.

Senator BIRMINGHAM: Is $1.8 billion the ceiling of additional savings you're looking for out of the IIP, or
are you looking for even more?

Vice Adm. Johnston: In order to prioritise all the investments we are expecting, we will look further to take
money from those lower priorities and place it into the enhanced defence capabilities that the strategic review
indicates. The review talks about our targeting function, which has intelligence inputs into it and a requirement to
distribute information. We need to make sure we've got sufficient funding to deliver the types of enabling
capabilities that underpin some of the harder-edge combat capabilities.

Senator BIRMINGHAM: You're looking for potentially even more than $1.8 billion. How feasible is that
over the forward estimates horizon, given the extent to which programs are committed to during that time frame
and the long lead times that exist?

Vice Adm. Johnston: The initial DSR judgements around those immediate capability priorities—the six that
Mr Hamilton has referred to—have the $7.8 billion against them in addition to the $12 billion of money available
in those programs. We will look at whether there is further flexibility within the forward estimates to emphasise
other priorities, but that's the work that is ahead of us.

Senator BIRMINGHAM: While we're on budgeting—and I know we'll come to details around AUKUS
later, when Vice Admiral Mead is with us: the government announced in relation to AUKUS the medium-term
cost of $58 billion, $24 billion of which, it said, will be offset from the existing provisions for the Attack class; is
that correct?

Mr Groves: I think that's correct but I'll just check.

Senator BIRMINGHAM: Whilst you're checking there: is the remaining $34 billion provisioned within the
budget?

Mr Groves: We have included it in the Defence internal budget. It will be part of what we'll be looking at as
part of the reprioritisation—how we manage that within the overall IIP. But it is loaded at this point, and part of
the additional funding the government has put into the contingency reserve to help Defence over the back end of
the decade will certainly help in managing those pressures.

Senator BIRMINGHAM: When you say it's built into the Defence internal budget, how is the Defence
internal budget reflected in the actual budget forecasts of government?

Mr Groves: We have loaded into the IIP the nuclear powered submarine program; that's reflected as a new
program within the Defence PBS but it's also within our internal system. It has been loaded within the IIP.

Senator BIRMINGHAM: Is it funded for by government? You've added it into the Defence internal budget
and you've put it up against the IIP. Has that extended the degree of overprogramming at this stage?
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Mr Groves: As I said, the additional funding that's been placed in the contingency reserve was very important
for us, to help with our planning over the decade and to know what planning parameters we were budgeting to, as
we work towards the exercise the VCDF was just outlining around how we do the major reprioritisation of the
IIP, to manage it both within the forward estimates and over the decade.

Senator BIRMINGHAM: Does that mean there's adequate funding in the commitments the government has
provided already? If not, what is the scale of additional reprioritisations beyond the $1.8 billion we've been
talking about in the forward estimates period that's necessary to meet at least the currently known commitments
over the medium term?

Mr Groves: The additional funding that was placed in the contingency reserve will be a major assistance in
managing the Defence budget over that decade.

Senator BIRMINGHAM: That's not really answering my question as to whether that's adequate or not. If it's
not adequate, what is the further scale of reprioritisation that's necessary?

Mr Groves: It's probably fair to say we still need to do a fair bit of work with the DSR. All that's been costed
and allowed for at the moment are those six priority areas Mr Hamilton went through. There are still other
components within the recommendations within the DSR that we need to work through as part of the review of
the Integrated Investment Program and coming back with the 2024 National Defence Strategy.

Senator BIRMINGHAM: In terms of when we get the 2024 National Defence Strategy: that will occur in
time for next year's budget?

Mr Hamilton: I think the timing of the National Defence Strategy will be a matter for the government. We are
working through not just those six priorities but all the adjustments we think we might need to make to our plans
to inform its development. A future budget will be a matter for the government in the context of that budget.

Senator BIRMINGHAM: Surely, if the further $1.8 billion in cuts to the IIP just over the forward estimates
period is relying upon that strategy being finalised, it's pretty essential to have that settled ahead of next year's
budget—or else we'll be repeating this conversation but with one less year available to identify and meet those
reductions.

Mr Hamilton: The government has provided us with its strategic policy settings through its response to the
Defence strategic review. That provides us with the strategic basis on which we will have a look at our investment
plans, to make sure they are suited to that strategic policy. As the vice-chief has outlined, we're working through
that methodically now. It's probably too early to predetermine what the outcomes might be, but there will be
potentially new capabilities we might want to pursue. There might be capabilities we have been pursuing for some
time that are no longer suited to circumstances. We might need to talk to industry. We would need to then work
through with government the decisions it might want to make in that context. In answer to your question: I think
we have the information we need now to commence the work to deliver the 2024 National Defence Strategy next
year.

Senator BIRMINGHAM: [ want to bring us right back to the year ahead. In the October budget the military
equipment acquisition program's predicted expenditure for 2023-24 was some $13.46 billion. This figure, in the
May budget, has fallen, in terms of military equipment acquisition, to $12.36 billion. It's a decline of more than $1
billion in terms of what is being projected for acquisition expenditure just over the next 12-month period. Why is
there that decline, and what programs, what acquisitions, are directly delivering that decline?

Mr Groves: In 2023-24 the acquisition program was reduced by a few major categories. Around $550 million
of that reduction was to do with the creation of the nuclear powered submarine program and the funding that
moved out of acquisition into other areas to support that program. They went into other parts of the Defence
budget or were caught up as part of the funding that went to other agencies. The reduction came out of
acquisition. There was $108 million for transfers to the Australian Signals Directorate out of the Defence budget
in 2023-24 to fund projects that they're undertaking from the Integrated Investment Program. There was a further
$257 million that was taken out of the acquisition program to support components of two specific initiatives
related to DSR. One was around the recruitment initiative. That was funding that moved from acquisition to
workforce to fund that in 2023-24. That was $185 million. There was also another $70 million moved out to
support the Pacific engagement component of DSR. The rest was a range of minor within budget adjustments
within Defence, offset by an increase in foreign exchange.

Senator BIRMINGHAM: Aren't we just robbing Peter to pay Paul at that stage, if some of that reduction in
acquisition expenditure is so that it can go into workforce retention programs?
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Senator McAllister: Perhaps I'll go through the chair. It is challenging for officials to respond to very
colourful language, and verges on asking them for opinions about certain quite political propositions. I think the
official has been quite helpful in providing information that Senator Birmingham is requesting.

CHAIR: I'll move the call around. Senator Shoebridge, you have the call.

Senator SHOEBRIDGE: I might just go back to some discussions about PwC and contracts. Secretary, in the
last round when I was asking you questions, I was asking you about the $19 million IT contract—I gave the
contract reference then—which PwC has. Can you explain why it went up from $6.4 million to, more recently,
$19.2 million? Why did it go up by $13 million?

Mr Keefe: That particular contract is for the provision of project management services for the project that Mr
Yannopoulos mentioned previously. That increase was as a result of the project extending. It went longer, and
was an approved extension in the scope of that particular project.

Senator SHOEBRIDGE: Just to be clear, this is the Defence Secret Network that PwC is project managing?
Is that right?

Mr Keefe: They are providing project management services to the department for that particular project, yes.

Senator SHOEBRIDGE: Was I wrong when I said they're project managing it?

Mr Keefe: They're not project managing it independently. That is part of the role that we would perform, and
they provide us with additional resources to help us do that.

Senator SHOEBRIDGE: Let's be clear: the Defence Secret Network is the secret network under which
defence personnel can share information amongst themselves. Is that right, Secretary?

Mr Moriarty: Yes, it's an internal network. It also allows us to communicate with other entities, the
Department of Foreign Affairs and Trade, for example, and other government agencies have connections on that
network.

Senator SHOEBRIDGE: [I'm assuming that, for that reason, it must have a high level of confidentiality and
integrity. Is that right?

Mr Moriarty: It has the appropriate wraparounds that you would expect for a network that is handling secret
level material.

Senator SHOEBRIDGE: And you have not sought confirmation from PwC about the 54 people who have
been named in the emails? You've not sought to get their names to see if they're working on the Defence Secret
Network? You haven't done that?

Mr Moriarty: I think I provided an answer before. There are a number of things that the department's doing in
relation to this PwC matter. There are some things that the department is pursuing very appropriately. We're
engaging with the department. We've had some engagements to date. There will be additional engagements in the
days and weeks to come. We are taking government direction about the broad approach that the government
wishes to adopt in relation to PwC, and we are also taking the lead from the Department of Finance, which is
playing a central role in relation to this matter.

Senator SHOEBRIDGE: How many PwC staff are co-located on Defence premises for the contract on the
Defence Secret Network?

Mr Keefe: I don't have that detail with me. I'll need to take that on notice.
Senator SHOEBRIDGE: Are you managing that contract?
Mr Keefe: Yes, I am.

Senator SHOEBRIDGE: Well, you must know that there are PwC staff embedded in Defence on the
contract?

Mr Keefe: That is correct, yes.
Senator SHOEBRIDGE: How many have you been dealing with?

Mr Keefe: Personally, I don't deal with the full range of that part of the chief information officer group, but I
can certainly get that number for you.

Senator SHOEBRIDGE: Just tell me how many you deal with who are embedded.
Mr Keefe: One or two would be all I would deal with.
Senator SHOEBRIDGE: Is it one or two?
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Mr Keefe: It varies depending on what the topic is. But, for myself, I would typically deal with the lead
partner on those types of activities.

Senator SHOEBRIDGE: Secretary, do you feel comfortable having PwC staff embedded in the Defence
department, having that kind of access to the Defence Secret Network? Are you comfortable with that?

Mr Moriarty: We are working through, methodically, how we are going to look at the existing work we have
with PwC. We're going to look at some historical work. We will, as part of a whole-of-government effort, come
up with an approach to future dealings with the company. I am confident that all of the areas of the department are
taking this matter very seriously and are approaching it with proper rigour.

Senator SHOEBRIDGE: What separate integrity tests have you done for the PwC staff who have access to
the Defence Secret Network and work on the management of the Defence Secret Network? What additional
integrity tests have you done since this scandal broke?

Mr Keefe: We would ensure that the PwC staff that would have access to those things hold appropriate
security clearances to access that level of information.

Senator SHOEBRIDGE: I'm assuming you would have checked they had security clearances before the
scandal broke?

Mr Keefe: Correct.

Senator SHOEBRIDGE: So that's not new. Do I understand from that that the correct answer is that you've
done nothing fresh, nothing new? Is that the correct answer?

Mr Keefe: I have not undertaken any further assurances beyond the normal ones that we would undertake
prior to anyone having access to our secret networks.

Senator SHOEBRIDGE: What kind of access do they have to the secret network?

Mr Keefe: For this particular contract, it would be around project-management-type information to assist us in
managing the conduct of the activity. That would be the main type of information that they would be able to
access.

Senator SHOEBRIDGE: They'd have information about the nature of the programming, the extent to which
it's resilient from external attacks and the way in which it works, wouldn't they? You'd need that information to do
the project management work, wouldn't you?

Mr Keefe: They would have access to standard project management activities. I would need to check any
other information, but that is the predominant role that we've engaged PwC for. In terms of the technical aspects
of that project, that is undertaken by other firms.

Senator SHOEBRIDGE: And no additional checks since the scandal broke—none?
Mr Keefe: I have not undertaken any, no.

Senator SHOEBRIDGE: Secretary, are you satisfied about there having been no additional checks at all of
the PwC staff that are embedded in Defence and working on Defence Secret Network. There have been no
additional integrity checks since the scandal broke. Are you satisfied with that?

Mr Moriarty: We are working through this methodically. We are—
Senator SHOEBRIDGE: Glacial. You're working through it glacially. You haven't even done basic integrity
tests, Secretary. It's not methodical; it's glacial. That's a better description, isn't it?

Mr Moriarty: That's your word. I am working through it with my colleagues. We are doing this, nested in a
whole-of-government approach that is driven by a broad government policy setting. We will continue to engage
with PwC. We have engaged with PwC. That work is quite intense, and it is ongoing.

Senator SHOEBRIDGE: What about the $3.6 million contract for 'cyber workforce and cyber college
support' that you've given to PwC? What's that for? It's contract No. 3909438. If it assists, it's in the Information
Warfare Division—again, maybe something that PwC can give you insights into.

Mr Yannopoulos: We're just getting the relevant official to come to the table.

Senator SHOEBRIDGE: TI'll start with the obvious question. What on earth are you doing, letting PwC into
the Information Warfare Division of Defence? What on earth are you doing, leaving them there?

Mr Yannopoulos: They are providing labour hire support in learning design and development, workforce
management and analysis, and mitigation—to our own capacity gaps in the Commonwealth workforce.

Senator SHOEBRIDGE: They're providing staff?
Mr Yannopoulos: They're providing people.
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Senator SHOEBRIDGE: How many PwC staff are embedded in the Information Warfare Division under that
$3.6 million contract?

Lt Gen. Frewen: In my area there is a group now known as the Cyber Warfare Division. It was formerly
known as the Information Warfare Division. We currently have contracts with PwC. The number of personnel
currently employed by PwC is seven to eight, depending on the tasks.

Senator SHOEBRIDGE: You say 'contracts'. How many contracts?
Lt Gen. Frewen: In Cyber Warfare Division, we have a single contract. There are other areas within my

group where we have PwC contracts. This single contract is in relation to workforce. It is workforce, as you've
indicated, related to, among other things, the establishment of the defence cyber warfare college.

Senator SHOEBRIDGE: Since the PwC scandal broke, what additional checks have you done, Lieutenant
General, to check the integrity of the PwC staff who are embedded in the Cyber Warfare Division? And, if you
have anything to add, General Campbell, please feel free.

Lt Gen. Frewen: We're approaching this as a department, and I have not personally done any integrity checks
in relation to this contract.

Senator SHOEBRIDGE: Outside of you personally, has Defence done any single additional integrity check
of the seven to eight PwC staff that are as we speak embedded in the Cyber Warfare Division of Defence? Have
you done anything?

Mr Moriarty: I outlined for the committee the approach that the department is taking to these things.

Senator SHOEBRIDGE: You haven't even washed them against a list of names. You haven't even asked for
the list of names to wash them against the list of names—have you?

CHAIR: Last question, Senator Shoebridge.

Mr Moriarty: I've outlined the department's approach. If you want to ask what steps are being taken in
relation to each project, what ['ve sought to do is provide the committee with an overview of the approach that the
department is taking. It is methodical, it is already engaging with PwC and it will continue to engage with PwC to
delve more into these matters. We are also nesting in a whole-of-government approach that's being led by the
Department of Finance and in response to broad government directions.

Senator SHOEBRIDGE: You need to get rid of the nest; that's the problem.

CHAIR: I'll hand over the call to Senator Lambie.

Senator LAMBIE: I have some questions for the CDF regarding the Freedom of Information request No.
548/223 that was put to the department earlier this year?

Gen. Campbell: I'll just have to pull up the relevant details.

Senator LAMBIE: While you're doing that, I'd like to table a letter that I have from the Clerk of the Senate to
the committee.

CHAIR: Could I please have a look at it before we do that?

Senator LAMBIE: Absolutely.

CHAIR: We will suspend for two minutes. I just want to have a proper read of this.

Proceedings suspended from 11:46 to 11:48

CHAIR: I might officially kick off again. What was the question that you were seeking to clarify?

Gen. Campbell: I just wanted to clarify the FOI number that Senator Lambie wished to speak to me about.

Senator LAMBIE: It's information request 548-2223. Do you have that FOI request?

Gen. Campbell: I am aware of the FOI request.

Senator LAMBIE: Great. Just so the committee is aware of it, the FOI request sought access to some 17
letters sent to service personnel in November last year asking them to consider reviewing a medal they received
for service in Afghanistan. The department's response to the FOI confirmed the existence of the letters and cited
legal professional privilege as a reason to not discuss the letters. Please note that the legal professional privilege is
generally waived once you send the letter. I'm not at all sure how that is going to stack up with the Information
Commissioner. First of all, I want you to consider that point in trying to use legal professional privilege because
I'm telling you that, from the letter that I've got, it does not stack up. That excuse is now off the table. You were

asked to bring copies of those letters to this hearing today. Have you got the copies of those 17 letters here today
to table for the committee?
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Gen. Campbell: I do not.
Senator LAMBIE: Why not?

Gen. Campbell: Because, in terms of respect both for privacy under the requirements of the Privacy Act and
for the integrity of the process that is underway, I have not brought those documents and do not propose to be
releasing those documents.

Senator LAMBIE: Are we tabling that document with the advice that I have had?

CHAIR: We're just waiting for that to be circulated. As is the case, officials may also seek a PII claim, and it
is their right to do that as well as to take matters on notice.

Senator LAMBIE: We have been very clear about redacting names out of those letters, and I can assure you
that's the only thing you'll need to redact out of those letters.

Gen. Campbell: Could I ask for some clarification. You mentioned 17 letters, and I am unclear as to which
letters you might be referring to.

Senator LAMBIE: You know exactly which letters I'm referring to. I'm referring to the ones that you wrote
out to certain hierarchy out there, asking them to give their medals back. You've just asked for another seven. You
can disagree with me, but you've just asked for another seven. You've sent out another seven letters in the last few
weeks asking seven other hierarchy out there to give back their awards. Now we're up to—17 and seven—24.
We're up to 24 letters that I'm now chasing that can have their names redacted. I want to see the context of those
letters.

Gen. Campbell: I take it that you're speaking to letters with regard to the question of command accountability
and the recommendation from the Brereton report that a review be undertaken into decorations awarded to certain
command persons during their service in Afghanistan.

Senator LAMBIE: That's right. The Distinguished Service Cross is what I'm asking about.

Gen. Campbell: In that regard, irrespective of the number, for reasons of privacy and the integrity of the
process of undertaking this consideration—which, as you will appreciate, is very serious and quite complex—I
have not released those letters.

Senator LAMBIE: You're happy to stand there and do nothing about those boys with their faces out there that
have been accused of war crimes, but you're worried about 24 of those top commanding officers out there that
have been asked to bring back theirs—to hand back in their distinguished crosses. You're more worried about
their names being released out there, are you? I could just about tell you what their names are, and I could list
them here today, seriously.

Gen. Campbell: I'd like to make it very clear that Defence has in no way released individual names with
regard to any aspect of considerations arising from the Brereton inquiry. While I don't agree with the number that
you are proposing, in terms of numbers of letters and so forth, my point remains that I will not release them.

Senator LAMBIE: 1 don't think it's going to come down to you to release those letters because I'm going to
fight you every single step of the way. It's going to get even worse for the Senate when I stop it every hour for
two weeks straight until I get those letters with the names redacted. There is absolutely no reason in law for you
not to redact those letters. The only reason would be, I'll put it to you right now, that every single one of those
letters has been altered slightly. Every single one of those letters has slightly different wording in it because, if
they pass in those letters to myself or to somebody in the media, you would be able to pinpoint which person
passed that letter in. I'll put that to you today.

CHAIR: Thank you, Senator Lambie.

Senator LAMBIE: Is that why you've done those letters differently? I want to know if that is why every
single one of those letters was written slightly differently. Was it so you could pinpoint who gave them to me or
to the media if they were to pass them in?

Gen. Campbell: Any letter written to a member of the Defence Force or the Defence organisation is written
with particularity to their own individual circumstances, and that has been the case through this process.

Senator LAMBIE: No.
CHAIR: Last question, Senator Lambie.

Senator LAMBIE: I don't believe that is the case whatsoever. Once again, I'm asking you, without me going
any further today, what time are you giving me those letters today, redacted and with the names out of them?

Gen. Campbell: Unless directed otherwise by the government, I am not releasing those letters—
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Senator LAMBIE: When is the government going to release those letters?

Gen. Campbell: for the integrity of the process and for the privacy of the individuals.

Senator LAMBIE: The only integrity right now is your integrity, which is right up there on the Richter scale,
I can assure you.

CHAIR: Thank you, Senator Lambie.

Senator LAMBIE: I'm asking once again—Minister, when are those letters going to arrive here?

CHAIR: I think the minister was just about to provide you with a response, Senator Lambie.

Senator LAMBIE: Or we're going to have a hard few weeks in the Senate, I can assure you. We can stop it
every hour every morning.

CHAIR: Thank you, Senator Lambie. Minister.

Senator McAllister: Thanks, Chair. I will take the question on notice, Senator Lambie. You've heard and, I
think, received written advice from General Campbell about his policy advice in relation to those letters and
whether or not they are suitable for release. We'll take it on notice and consider his advice and the matters that
you've raised here and come to a decision about what information may be provided.

Senator LAMBIE: Thank you. The Clerk of the Senate has also written in support of that.

Senator McAllister: I note the Clerk's advice, and of course we would consider the Senate standing orders in
any subsequent decision as well.

CHAIR: Thank you. Senator White, I'll hand over the call to you now.

Senator WHITE: Thanks. I have some questions about the Defence budget. The Defence strategic review
found at paragraph 13.3 on page 95:

Since the 2016 Defence White Paper, Defence funding over the planning decade from 2022-2023 to 2031-2032 was reduced.
It goes on to talk about what the figures are. There was $3.6 billion for REDSPICE to 2025-26, there was $2.7
billion transferred to other agencies and there was $12.2 billion through a strategic reserve adjustment, which was

$9 billion, and efficiency dividends at $3.2 billion. You've had questions this morning, I think, from Senator
Birmingham about transfers. Is it fair to say that this isn't the first time that transfers have happened?

Mr Groves: There are adjustments being done all the time to the Defence budget. What was outlined there in
the DSR report was some of the larger adjustments that had been done since, I think, the 2016 white paper.

Senator WHITE: Those were done under the former government, weren't they?
Mr Groves: Yes. It was during the term of the other government.

Senator WHITE: So it's not unusual. Anyone who would be suggesting that this is something out of the box
and out of the ordinary would be misrepresenting history.

Mr Groves: No. There are adjustments being done all the time. It keeps me employed.

Senator WHITE: Well, that's a reason to do it, isn't it? There was, or was there not, $2.7 billion transferred to
other agencies since the 2006 Defence white paper? Is that right?

Mr Groves: Yes, that is correct. Some of those were transferred to the Australian Signals Directorate, which
became a separate agency. There was funding to ANI, Australian Space Agency. They were a couple of the major
ones.

Senator WHITE: There was a $12.2 billion strategic reserve adjustment. What was that about?

Mr Groves: The $12.2 billion was a combination of what was called a strategic reserve adjustment, which
went back to the 2017-18 budget, and that was around $9 billion, so that was a reduction in the overall Defence
funding over that period. Then the balance of the $12.2 billion was made up of efficiency dividends that were
ongoing in nature, either conventional efficiency dividends or those relating to contractors and consultants that
were also done as part of the 2017-18 budget.

Senator WHITE: So for those watching at home—I am sure there are thousands of people—do you want to
explain what 'efficiency dividends' mean? My understanding, and there might be a more official way of
describing these, is it is a bureaucratic word for 'savings measures', isn't it?

Mr Groves: It is a reduction to our appropriation.

Senator WHITE: I knew there would be a better phrase—a reduction to the appropriation—so a savings
measure. There was $3.2 billion in efficiency dividends from Defence under the former government, wasn't there?
Am I right in saying that?
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Mr Groves: Yes, they were the two I just outlined. The efficiency dividend was a conventional one that was
applied across whole-of-government and the other one was a specific one going back to the 2017-18 budget that
was an ongoing in nature related to contractors and consultants.

Senator WHITE: On my maths, which is not my strong suit, it is about $18.5 billion pulled by the former
government out of Defence. Is that right?

Mr Groves: That is about right.
Senator WHITE: The DSR goes on to state at paragraph 13.4 on page 95:
Between the 2020 Defence Strategic Update and the commencement of this Review, measures were announced which

resulted in excess of $42 billion in additional Defence spending over the planning decade, without the provision of any
additional allocation in the Commonwealth Budget.

It then goes on to highlight what these announcements were—$7.9 billion further spending for REDSPICE
beyond 2025 to 2026; $32.2 billion for the establishment of the GWEO Enterprise; and $1.9 billion to achieve
AUKUS Pillar II advanced capabilities. To be clear, these are announcements made by the former government
without sufficient money to fund them. Am I correct in asserting that?

Mr Groves: [ would categorise them as they were announcements made by the previous government. We
within Defence were tracking what the cost pressures of those particular measures looked like over the decade.
We have costed those and they were provided to the DSR. The DSR used them within their report.

Senator WHITE: So you have costed them and looked at them. Let me go back. There wasn't money to fund
them, though, was there?

Mr Groves: Across all three of those initiatives that you mentioned, no, there was no additional funding
provided to Defence, even though elements of the GWEO Enterprise there was funding already as part of the
Defence budget caught up with that. But what was identified were the additional pressures as we were
establishing what we called the GWEO Enterprise.

Senator WHITE: I am troubled by that. I think that given their importance to Defence of these particular
announcements more generally. What has been the impact on Defence in not having the money to fund these
announcements?

Mr Groves: Most of those are still being worked through. Obviously, the government funded the REDSPICE
component over the forward estimates that were ending in 2024-25, 1 believe, or maybe 2025-26 That was funded
from within the Defence budget and was transferred over to ASD. GWEO—they were cost estimates that we were
tracking for that and that was protect provided to the DSR. It is fair to say we are still working through what the
full size and scope of the guided weapons enterprise looks like. I guess they were estimates that we were tracking.
There is no immediate effect of those. Likewise, the REDSPICE component doesn't start until beyond 2025-26.
AUKUS Pillar II was announced. We are still working with partners to work out what the components in the
funding are. The 1.94 that was an additional pressure we were tracking at the time we gave it to the DSR.

Senator WHITE: [ hear what you are saying. You might be being brave. Maybe that's the thing you do in
Defence—be brave. But isn't it true that the Integrated Investment Program is going to be overstretched because
of this?

Mr Groves: [ would say that the Integrated Investment Program has always been overstretched. It is a

constant juggle to reprioritise, deal with issues around whether we can get the project delivered on time, make
space for new capabilities as they arise. It is a bit of a constant juggling act, I would say.

Senator WHITE: What is the current level of over programming of the Integrated Investment Program?
Mr Groves: It is certainly well above the 20 per cent that was recommended as part of the Defence white

paper in 2016. It will get addressed as part of the work that we mentioned earlier around the reprioritisation of the
IIP to support the National Defence Strategy in 2024.

Senator WHITE: And that is the nub of it, isn't it? In 2016, 20 per cent was what was recommended. These
announcements and the overstretching have gone beyond what had been an anticipated, haven't they, under the
former government?

Mr Groves: It is certainly currently higher than what we would like. The reprioritisation work will need to
bring that down.

Senator WHITE: Again, putting it in layperson's terms, you basically don't have the money to pay for one-
third of what you plan to spend on capability acquisitions. Is that correct?
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Mr Groves: In layman's terms, yes. Likewise, for the five years I have been in Defence, we've been managing
maybe not as high but certainly levels of over programming. It is a thing that we constantly do within Defence
around managing programming, managing the IIP in total.

Senator WHITE: Don't take this as a criticism of you. It is not a criticism of how you are managing what the
direction is. But it is fair to say that you have not had the appropriate level of resourcing committed in recent
years, isn't it?

Mr Moriarty: The government funds Defence. It balances it along with a whole range of other capabilities.
Mr Marles and members of this national security committee of cabinet made it very clear to us they expect us to
do the rigorous prioritisation work which is necessary to deliver the most important capabilities within the budget
envelope.

Senator WHITE: That was going to be my final point, really. Really hard decisions need to be made about
where Defence spends its money, isn't it, given what you've inherited and how it's been managed in the past?

Mr Moriarty: That is correct, and that is the work that the government has directed us to do as we do a
complete rework of the IIP over the coming months to land in the context of this strategic document that the
government is intending to produce early next year.

CHAIR: Before I hand over to Senator Paterson, we are just trying to identify the individual who has joined
us remotely. We are just trying to get broadcasting to see if they can be removed or at least understand if it is a
senator who has joined us. Please bear with us. I will hand over the call to Senator Paterson in the meantime.

Senator PATERSON: I have a couple of follow-up questions from some earlier evidence given this morning,
and then I'll move to my substantive matters. On that final point in the exchange between Senator White and you,
Mr Moriarty, Senator White said hard decisions have to be made, and I think you characterised it similarly in
earlier evidence this morning about hard choices in relation to the DSR in particular. One of the reasons why
those hard choices or difficult decisions have had to be made is that an artificial constraint has been imposed on
defence out of the DSR, which is no new money. Had the government provided more money in DSR, fewer of
those tough choices or hard decisions would have been needed to be made, wouldn't they?

Senator McAllister: Senator Paterson, again, I reiterate my surprise at this line of questioning from coalition
senators. | had understood that your shadow Treasurer had indicated his view that defence should make its
investments within the funding envelope provided. You are welcome to continue, of course, but it is an unusual
line of questioning given that public position.

Senator PATERSON: Thanks, Minister. Mr Moriarty?

Mr Moriarty: The government has asked us to do some reprioritisation over the forward estimates. We have
done some of that work. We will continue to do so. The government has also indicated that, beyond the forward
estimates, it is going to make provision for an increase in the defence budget.

Senator PATERSON: We look forward to that happening. But, I mean, I've heard all the evidence from other
officials this morning about the very bleak strategic environment that we face. It's true, isn't it, that, because a
constraint has been imposed, of no extra funding is available within the forward estimates for the DSR, more hard
choices and hard decisions have to be made? You are trying to prioritise some capabilities over others. You
wouldn't have needed to do all of those things had more funding been made available, would you?

Mr Moriarty: That is correct. But I think the government appropriately asks us to look at what the DSR
determined in terms of the key priorities it wishes the ADF to address and for us to make sure that the priority
investments we're going to make are aligned with those new priorities within the DSR. That means that there will
be some scope for projects to be cancelled or to be rescoped to free up funds to address those key priorities that
the government has identified.

Senator PATERSON: Thank you. Moving on to some answers in the exchange with Senator Birmingham
earlier, I think it was you, Mr Groves, talking about transfers to ASD as part of the IIP. I took down two numbers,
$764 million and $108 million. I want to confirm: one of those was related to the forward estimates and one was
related to a single financial year, I assume?

Mr Groves: Correct.

Senator PATERSON: Were those transfers part of funding REDSPICE, or were they part of other
components of ASD's—

Mr Groves: They were part of other capabilities.
Senator PATERSON: What can you tell us about it in this forum?
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Mr Groves: I don't have the detail on which projects, and they may be classified. I don't have it.
Senator PATERSON: Could you come back to me on notice on that?
Mr Groves: Yes.

Senator PATERSON: Thank you. You also mentioned $77.5 million for Operation Resolute. What's the
reason for that funding?

Mr Groves: That's additional funding that we get under no-win no-loss arrangements to support Operation
Sovereign Borders.

Senator PATERSON: So it's not of reflection of greater demand on the ADF in relation to border protection
operations?

Mr Groves: Yes, it does reflect that. Where there are additional costs that we incur in supporting Operation
Resolute, we can seek them and get them as no-win no-loss funding. That happens every budget update
depending on the level of activity that's happening around that operation, or any of our major operations.

Senator PATERSON: Perhaps on notice could you break down what components make up that $77.5
million?
Mr Groves: Yes.

Senator PATERSON: Thank you. Finally, to you, CDF, in relation to some follow-up questions. I was
listening carefully to your exchange with the chair earlier about the strategic environment in the Indo-Pacific. I
noted your comment that one of the reasons why we are concerned about the military build-up in China is the lack
of reassurance about their intentions about that capability. That's an argument that the Deputy Prime Minister has
made a couple of times as well, including in his Shangri-La address last year. I'm trying to reconcile that in my
mind with the other comment you made in exchange with the chair that, when planning our own capability, what
we need to consider is the capabilities of our potential adversaries, not their intent, because, as you observed
correctly, their intent can change very quickly but their capability only changes over time. What possible
reassurances could the People's Republic of China provide us that would put your mind at ease about our own
strategic environment?

Gen. Campbell: 1 would be more comfortable if the Indo-Pacific were characterised as a region in which
disputes were resolved peacefully. The question of the future of the island of Taiwan would be one where I would
prefer to see all parties regarded as a matter for peaceful resolution. I would be more comfortable if a range of
artificial features in the South China Sea were not developed in the way that they have been. I would be more
comfortable if the range of multilateral claims to the South China Sea were progressed through Pacific settlement
mechanisms rather than for any one party claim it all unilaterally. There are some examples where I think a
different approach wouldn't make just me individually more comfortable or more assured but the region.

Senator PATERSON: I would agree with that. All of those changes would be welcome, although perhaps not
very likely. Nonetheless, to return to the question: if China continued to acquire new and expanded military
capability at the rate that it has in recent years, but materially toned down its rhetoric in relation to Taiwan or
other matters in the region, what would that mean for Australia? Would we continue to have to plan according to
their capability, or would we be planning according to their intent?

Gen. Campbell: We don't plan singularly for one nation's capability, but we do recognise the scale of
capability that the PLA reflect and, indeed, the advances in capability we see elsewhere in the region. But
certainly the PLA is, geographically, the largest military capability in the Indo-Pacific region. That is a point well
considered when we're looking at our own capability development and the areas of prioritisation of capability
development. In terms of making a contribution, as one nation seeking to contribute to the security of a
community of nations, we are, as has often been said, secure when the community in which we live here in the
Indo-Pacific is and feels secure and vice versa.

Senator PATERSON: The reason why I ask that question is that there are some voices in public debate who
observe that there has been a subtle change in the rhetoric coming from the PRC, and that they are presenting a
more benign face in recent years compared to a few years ago—so they argue—and, therefore, some of the
investment that this government is making and the previous government made may not be necessary. I just want
to make sure that wasn't your view, and I think you made it clear that it's not.

Senator BIRMINGHAM: CDF, related to this area of consideration, can I seek your response, assessment
and any concerns about the news this morning that China has refused a request from the United States for a
meeting between Defence Secretary Austin and new Chinese Defence Minister Li in the margins of the Shangri-
La Dialogue. Does that type of refusal to engage make it harder to manage risks?
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Gen. Campbell: I'm a believer that talking is a very good thing. But you are asking me a question with regard
to the decisions of two political leaders, and I'm not in a position appropriately, due to my duties, to respond
directly to that.

Mr Moriarty: Butif I could: the Australian government has called on China to improve its dialogue with the
United States. Our ministers have talked about the need for reassurance, the need for guardrails and other terms. It
is therefore inconsistent with our desire for the PLA to not agree to a conversation in Singapore with a
counterpart. We've encouraged those meetings. We believe that they should take place more often and that the
building-up of a sense of confidence between the United States and China is important. I think the government
would be disappointed that the Chinese defence minister or the Chinese authorities have not agreed to a meeting
in Singapore.

Senator BIRMINGHAM: Because those sorts of minister-to-minister discussions could help to establish the
guardrails that can then better help to manage risk, avoid miscalculation et cetera.

Mr Moriarty: They are important in terms of confidence building, the development of guardrails and the
establishment of connections that would allow an accident, crisis or a miscalculation to be better managed.

Senator BIRMINGHAM: Thank you.

Senator PATERSON: [ want to move now to AUKUS—in particular, the regulatory barriers to the success of
AUKUS. I have some questions, following the recent bilateral meeting between the President of the United States
and our Prime Minister, in relation to the proposed amendments to title III of the Defense Production Act and
consideration of Australia being made a domestic source. Are there relevant officials who can assist with that?

Mr Jeffrey: With your question around the Defense Production Act, obviously Defence welcomes that
announcement by our leaders in Hiroshima a week or so ago. The Defense Production Act is essentially the way
in which the US President ensures himself the timely delivery of private sector resources for national defence
purposes. Designating Australia as a domestic source will help expand opportunities for Australian industry to
participate in US government procurement of tenders and avenues to provide and apply US funding allocations
made under the Defense Production Act. These allocations are made by the US government against determined
priorities, and they will include things like critical minerals and advanced technologies. We think that this will be
a contribution to the broader regulatory work that we are doing with the United States, and the United Kingdom,
of course, around ensuring that we can move AUKUS projects through quickly.

Senator PATERSON: Do they have any implications, though, for the sharing of intellectual property, for
example, that's currently resident in the United States that will need to move to Australia as part of either pillar 1
or pillar 2 of AUKUS, or is it really more about that kind of critical minerals piece and the US government
spending on their own defence priorities?

Mr Jeffrey: It's more the latter and less the former. The designation under the act doesn't exempt Australia or
the United Kingdom from the requirement to observe US regulations in relation to controlled technologies. Any
acquisition or co-development would still need to be cognisant of US protective security requirements.

Senator PATERSON: [ imagine it doesn't go any way towards addressing our concerns about the ITAR
system and the restrictions that imposes?

Mr Jeffrey: As I said, ITAR is the International Traffic in Arms Regulations. This is part of the US protective
security regime. That regulation is important because its objective is to prevent the proliferation of controlled
technologies and weapon systems. That's a national interest for Australia. It also aims to preserve and protect the
US capability edge. That's also a national interest for us. But, within AUKUS more broadly, what we need to do is
ensure that we can create an environment that allows us to navigate these important protective security systems so
that we can move at pace and at speed, and that's the content of our discussions with the United States.

Senator PATERSON: No, I do understand that, but ITAR is one of many quite significant regulatory barriers
that have been identified by a range of commentators—defence industry et cetera—as an obstacle to the
successful achievement of AUKUS, and I'm particularly concerned about its impact on pillar 2. The TORPEDO
Act has been proposed by a couple of US senators, Senators Hagerty and Risch. What advice do you have for us
about the potential impact of the TORPEDO Act for AUKUS?

Mr Jeffrey: The TORPEDO Act has been introduced, as you said, by the US Senate foreign relations
committee. It's objective, as far as I have been briefed on it, is to improve the barriers to technology transfer and
information sharing that relates to AUKUS partners. That's a key objective of the government, and it's fair to say
that harmonisation of these barriers is important to ensuring that AUKUS pillars 1 and 2 are fully effective. Many
of the reforms proposed under the TORPEDO Act are ones that would significantly improve, in my view, that
transfer of information and allow us also to ensure that, as we build a system that allows us to share more freely,
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we also ensure that we're not diminishing very important controls around those technologies and their
proliferation. Obviously, it's important to underline that this is a US system. It's important for the US system to
determine how best it can interact with AUKUS partners, but we're in active discussion with our US and UK
colleagues on how we ensure that.

Senator PATERSON: There were some comments attributed in a Bloomberg article recently to an Australian
defence official at our embassy in DC that talked about the barriers to US sharing of sensitive information and
technology as a death by a thousand cuts. It talked about a 'permafrost layer of middle management' in the US
defence establishment, and that the nuclear submarines are hopefully going to be a battering ram to clear through
those obstacles. That seems to reflect to me pretty widespread concern that our progress on AUKUS can't proceed
effectively without dealing with these issues. They are a major barrier, aren't they?

Mr Moriarty: It is complex and it does take time. I wouldn't describe it as death by a thousand cuts. We work
constructively with our US partners to find a way. We work with defence industry to find a way, but I think the
US administration and the Congress are aware of the need to make further improvements, to streamline and to do
some of these reforms that will facilitate AUKUS. It is challenging, but we're working through it constructively
with our US partners.

Senator PATERSON: Yes. I take Mr Jeffrey's point that the United States is a sovereign country and how
they resolve these issues are a matter for them, but we also have to have an ask. We have to have our pitch, what
is our preferred pathway. From my recent visits to the US, there doesn't seem to be a consensus of what that
pathway is, and that doesn't seem to have changed in the last 18 months or so. Are we closer to settling what our
request of our US friends is on how to get through this?

Mr Jeffrey: I think we are making progress. You are right to say that this has been a longstanding issue, and
it's also quite complex. I think it's incorrect and unhelpful to describe the issue as a layer of permafrost officials.
Actually, we have excellent relationships with all the key US officials in the Pentagon and the state department in
particular. They really do an excellent job, and what they're doing is implementing their regulations. They have to
do that by law, so we have great respect and esteem for how our US colleagues conduct their responsibilities as
they're required to do.

There is, however, broad strategic agreement on what the objective is, that in a more competitive and contested
world, allies acting alone is not going to cut it. We've got to be able to combine our resources more effectively
and pool our strengths such that we can deliver an effect greater than any one country alone. That is, ultimately,
the core objective of the projects we have under AUKUS. Everyone recognises that, in order to do that, we need
to engage in reform of how our systems operate so that they can operate seamlessly and at speed. The question of
how you best do that is not an easy one. It's a complex one. It has to involve multiple different pieces of
legislation and regulations. But I think we are making progress towards it. I engage constantly with US
counterparts, as does the secretary, and many parts of the Australian and US defence systems. But there's no silver
bullet here. It does take some time to work at it. But, as you've heard from US Senate and House members, they're
keen to work on it, the administration's keen to work on it, and that's what we're doing with them.

Mr Moriarty: And if I could: the Prime Minister has raised this issue in his interactions with the President of
the United States. Mr Marles has raised it on several occasions, and Mr Conroy, the Minister for Defence
Industry. So, it is an important priority for the government, as well as at officials level.

Senator PATERSON: Yes. I don't doubt that at all. I'm sure there is an enormous amount of work happening
behind the scenes to resolve this. But Mr Jeffrey, when you say we're making progress, that's not readily apparent
to people outside the system. It's not obvious—that we have things we can point to that demonstrate the progress
that's been made. So, what can you say to give reassurance to people that every effort is being made and genuine
progress is being made and we will see the fruits of that soon?

Mr Jeffrey: I'd point to the hearings the United States Congress has had. I think it was in late April or early
May that the House Foreign Affairs Committee had a hearing where Australia and the United Kingdom were
present and were asked to present against the agenda under AUKUS and how we would take that forward. The
TORPEDO Act that you mentioned, put forward by the Senate Foreign Relations Committee, is another positive
sign. The other positive sign I think is the level of interaction at the political level, as the secretary has mentioned,
and at official level on this issue. There's just a lot more dialogue and intensity of that dialogue on that issue than
there has been in previous years. So, I would offer that to you, Senator, as a sign of progress. But I take your
point: it's easy to overpromise here and underdeliver, and our objective is to do the opposite.

Senator McAllister: Just to round out the answer from Mr Jeffrey, from the government's perspective the
momentum is very encouraging. Some of this contact has occurred at ministerial level. Much of it has occurred
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between officials. I think, though, as the official has been explaining, the government would recognise that there
are genuine complexities and big regulatory structures at both ends of this transfer that will need to be adjusted to
enable a seamless transfer of technology, and we don't seek to underestimate the complexity of that task. It is why
the momentum and the level of contact that's occurring between the systems is important.

Senator PATERSON: Have we settled our view that legislative change is necessary, that this cannot be done
by regulatory means only—it cannot be done by executive orders, for example?

Mr Jeffrey: Again, I think it's unhelpful for me as an Australian official to propose to a US system the best
way to manage this. What we do is that we articulate what we think the challenges are and how we want to work
more effectively. We talk about the effect that we want. But we want to give the US system space to determine
how to best achieve those effects in their system.

Senator LAMBIE: [inaudible]

Senator PATERSON: I'm not sure that they're as sensitive as you might be worried that they are, Mr Jeffrey.
I think it's a pretty robust system; these views are pretty candidly expressed in DC all the time, and there are
members of congress who are very open on the record about their concerns about this and how debilitating it
would be to AUKUS if we don't solve it. I don't think they would mind at all if you said, "Yes, we think some
legislative change would