LIBRARY oF PARLIAMENT
BIBLIOTHEQUE pu PARLEMENT

A
i

Emmmm%ﬂ

THE EVOLUTION OF DEFENCE PROCUREMENT
IN CANADA: A HUNDRED-YEAR HISTORY

Publication No. 2020-54-E
14 December 2020
Martin Auger

Parliamentary Information and Research Service



AUTHORSHIP

14 December 2020 Martin Auger Economics, Resources
and International Affairs Division

ABOUT THIS PUBLICATION

Library of Parliament Background Papers provide in-depth studies of policy issues. They feature
historical background, current information and references, often anticipating the emergence of the
issues they examine. They are prepared by the Parliamentary Information and Research Service,
which carries out research for and provides information and analysis to parliamentarians and
Senate and House of Commons committees and parliamentary associations in an objective,
impartial manner.

This publication was prepared as part of the Library of Parliament’s research publications
program, which includes a set of publications, introduced in March 2020, addressing the COVID-19

pandemic. Please note that, because of the pandemic, all Library of Parliament publications will be
released as time and resources permit.

© Library of Parliament, Ottawa, Canada, 2020

The Evolution of Defence Procurement in Canada: A Hundred-Year History
(Background Paper)

Publication No. 2020-54-E

Ce document est également publi€ en frangais.



CONTENTS

EXECUTIVE SUMMARY

1 INTRODUGCTION. ...tttk ettt e et eemb e et e e e nb e e e nbeesnbeeanneennes
2 THE FIRST WORLD WAR, 1914—1918 ...ttt
2.1 Procurement by the Armed Forces (1914—1915) .......viiiiiiiiiie e
2.2 The War Purchasing Commission (1915—1919) ...
2.3 The Imperial Munitions Board (1915—=1919) ......ueiiiiiieee e
3 THE INTERWAR YEARS, 19191939 ... ittt
3.1 Return to Pre-war Procurement Practices (1919—-1939) ........cooviiiiiiiiiice e
3.2 The Defence Purchasing Board (1939)........ooiiiiiiiiii e
4 THE SECOND WORLD WAR, 1939—1945 ... .ot
41 The War Supply Board (1939—1940)......cccuiiiiiiieiiiiee et
4.2 The Department of Munitions and Supply (1940—1945)..........cooiiiiiiiiiee e
5 THE IMMEDIATE POST-WAR YEARS, 1945-1950.......cccciciiiiiiiiiiie e
5.1 The Department of Reconstruction and Supply (1945—1948) ........c.coeviiiiiiiiiee e
5.2 Decentralization and Transition (1948—1950) .........oiiiiiiriiiiee e
6 THE KOREAN WAR AND THE COLD WAR, 1950—1991 ..ottt
6.1 War and Rearmament (1950—1951).....ccoiiiiiiiii e
6.2 The Department of Defence Production (1951—1969).........ccccoiiiiiiiiiiiiiiieee e
6.2.1 The Early YEars (1951—=1960) .......cceiieireiiiieeeeiee e eiee e ettt e e reeee e seeeeeaeee e e sneeeeesneeeeeaneneeeenneeas
6.2.2 The Glassco Commission (1960—1963) ........ccuuriiiiieeiiiieie e e e e e e
6.2.3 Expanded Mandate into Civilian Procurement (1963—1968) ...........coccoeeiiiiieiniiii e 8
6.3 A Multi-departmental Approach to Defence Procurement (1969—1991).......ccccceiiiiiiiiiiennnenn. 8
6.3.1 The Department of SUPPlY @nd SEIVICES.......coicueiiiiiiieeiie e 8
6.3.2 The Department of National Defence (Materiel Group)............cooccveeiieeiiiiciiiiiee e 8
6.3.3 INAUSTIY CANAAA.........ciiiiiii ettt e et e e st e e e e 9

m LIBRARY oF PARLIAMENT i



7.1

7.2

7.3

7.4

8.1

8.2
8.2.1
8.2.2
8.2.3

8.3

8.4

DEFENCE PROCUREMENT SINCE THE COLD WAR (1991-2020) ......ccceeivieiieeiiieenineens 10
The Department of National Defence,

and Public Services and Procurement Canada.............ccceoviieiiiiiiiiiiiiieeieee e 10
Innovation, Science and Economic Development Canada............ccccceeeeeeeiiiciiiieee e e, 1
Treasury Board of Canada Secretariat............ccccveeiiiiiiiiiiiiiie e 11
Other Federal Departments and AQENCIES ...........cceiieiiiiie i 11
REFORMING DEFENCE PROCUREMENT IN CANADA . .....ccoi ittt 12
The Challenges of the 2158 CENLUNY.........cooiuiiiuieiece ettt 12
The Defence Procurement Strategy of 2014 .........oocieiiiiiiiii e 13
The Origins of the Srat@gy .......ocvuiie i e e e e 13
The Strategy and Its Key INtiatives.........ooueviiiiiii e 13
Governance and ACCOUNTADIIITY..........oeeiiiiiiiiii e 14
Defence Procurement Reforms (2014—2019) .....ccvvviiiiiiiiiiie e 15
Defence Procurement Since the 2019 Federal General Election.............c.cccoooiiiiiiiiiis 17
CONCLUSION ...ttt ettt e et et eea bt e et e enb e e et e e snb e e anbeesnbeeanteennnis 18

m LIBRARY oF PARLIAMENT i



EXECUTIVE SUMMARY

In Canada, defence procurement currently involves several federal departments and
agencies, including the Department of National Defence; Public Services and
Procurement Canada; Innovation, Science and Economic Development Canada; and
the Treasury Board of Canada Secretariat. Each department or agency is responsible
for different stages of the defence procurement process.

That said, over time, Canada has had various defence procurement processes, each
with its own challenges and successes. To date, these processes have included
procurement by individual armed services (army, navy and air force), by centralized
federal departments or agencies and by Crown corporations.

During the 20™ century, the general trend in Canada in times of war or national
emergency was to centralize defence procurement in a single federal department with
its own Cabinet minister in order to improve control and coordination when acquiring
defence products. For example, this approach was used during the Second World War
with the Department of Munitions and Supply (1940-1945) and the early stages of
the Cold War with the Department of Defence Production (1951-1969).

For about the last 50 years, Canada has had a decentralized, multi-departmental
approach to defence procurement. Since 1969, the process has involved several
federal departments and agencies with specific roles and responsibilities. Introduced
at a time of significant organizational change within the federal government, this
process was originally established with the goals of maximizing the use of resources,
achieving better administrative efficiency and realizing significant cost savings.

Over time, Canada’s defence procurement process has become more complex and
bureaucratic as additional federal departments and agencies have become involved.
Despite delays, cost overruns and other challenges encountered with defence
procurement projects over the past 20 years, the federal government has retained the
current decentralized, multi-departmental process.

While a number of reform measures have been introduced in recent years to improve
Canada’s defence procurement process, some commentators remain concerned about
governance and accountability. They maintain that both could be improved if Canada
were to centralize defence procurement in a single federal organization, as it did on
several occasions before 1969.
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In 2019, the federal government announced its intention to create Defence
Procurement Canada as a centralized procurement entity and mandated the ministers
of the Department of National Defence, Public Services and Procurement Canada and
the Department of Fisheries and Oceans to bring forward “analyses and options” for
its creation. While no timelines were established and several questions remain to be
answered, one thing is certain: the creation of Defence Procurement Canada would
mark a significant shift in the way defence procurement occurs in Canada, ending
more than five decades of decentralized, multi-departmental defence procurement.

Regardless of the federal government’s future approach to defence procurement, it is
likely that the billions of dollars spent to procure defence products and services will
continue to attract significant political, media and public attention. As a result, calls
for reform of Canada’s defence procurement process are likely to be ongoing.
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2.1

THE EVOLUTION OF DEFENCE PROCUREMENT
IN CANADA: A HUNDRED-YEAR HISTORY

INTRODUCTION

In Canada, defence procurement involves several federal departments and agencies:
the Department of National Defence (DND); Public Services and Procurement
Canada (PSPC); Innovation, Science and Economic Development Canada (ISED);
and the Treasury Board of Canada Secretariat (TBS). Each department and agency is
responsible for different stages of the defence procurement process.

This paper examines the evolution of defence procurement in Canada by focusing on
two questions:

e  When did Canada adopt its multi-departmental approach to defence procurement,
which is unique from a global perspective,' and why did it choose to do so?

e How did defence procurement occur in Canada before the adoption of this
approach, and what lessons can be learned from those past experiences for the
future of Canadian defence procurement?

THE FIRST WORLD WAR, 1914-1918

PROCUREMENT BY THE ARMED FORCES (1914-1915)

When the United Kingdom declared war on Germany and its allies on behalf of
Canada and the rest of the British Empire on 4 August 1914, Canada’s army and navy
were conducting procurement independently. In particular, the Department of Militia
and Defence was responsible for Canadian Army purchases, and the Department of
Naval Service for those of the Royal Canadian Navy (RCN).?

The early months of the war revealed some deficiencies in the defence procurement
process. For example, there was no effective coordination of armed forces purchases;
significant variations existed in the prices paid for specific defence products; no
federal control was in place for domestic defence production; and numerous cases of
individual and corporate profiteering from defence contracts came to light. These
deficiencies prompted the government of then prime minister Robert Borden to set up
the Royal Commission on War Supplies to investigate defence procurement and
production irregularities. Established in June 1915, the Royal Commission’s findings
were made public in 1917.°
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Difficulties were also encountered with the Shell Committee, an independent
committee comprising several Canadian businessmen. Established by the federal
government in September 1914, the Shell Committee had the mandate to coordinate
the domestic manufacture of munitions for the British government. However, the
Shell Committee experienced administrative problems and production inefficiencies
and delays. It was dissolved in November 1915 because of its involvement in a
corruption scandal.*

THE WAR PURCHASING COMMISSION (1915-1919)

In May 1915, to establish better control over contracts, expedite war production and
avoid profiteering, the Borden government centralized the procurement process under
a single organization: the War Purchasing Commission, which was responsible to the
Privy Council. It was appointed to oversee all Canadian war purchases and all
contracts placed by international allies with companies and industries across Canada,
with one exception: those of the British government that fell within the scope of the
Shell Committee and its successor, the Imperial Munitions Board (IMB).

The creation of the War Purchasing Commission allowed Canada’s federal
government to control and coordinate defence procurement and domestic war-related
production more effectively and efficiently.’

THE IMPERIAL MUNITIONS BOARD (1915-1919)

In November 1915, the Shell Committee was replaced by the IMB, which was
directly responsible to the British Ministry of Munitions. It coordinated all British
government orders in Canada for foodstuffs, strategic raw materials and
manufactured products, including war materiel, and significantly expanded Canadian
war production.

The IMB completely reorganized the Canadian industrial war effort and operated a
network of “national factories” designed to provide any products that private
companies were unable to produce. When the war ended in November 1918, more
than 675 factories across Canada had worked on IMB contracts. Defence products
manufactured in Canada during the war included artillery shells, small arms
ammunition, explosives, rifles, armoured cars, military aircraft, warships and
submarines.®
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THE INTERWAR YEARS, 1919-1939

RETURN TO PRE-WAR PROCUREMENT PRACTICES (1919-1939)

Canada’s centralized system of procurement and war production that had been set up
during the First World War was abandoned in 1919 with the dissolution of the

War Purchasing Commission and the IMB. The Department of Militia and Defence
and the Department of Naval Service again became responsible for Canadian Army
and RCN procurement respectively. The Air Board, which was established in 1919
and renamed the Royal Canadian Air Force (RCAF) in 1924, was also responsible for
its own purchases.’

In 1923, the National Defence Act came into force, amalgamating the Department of
Militia and Defence, the Department of Naval Service and the Air Board into the
Department of National Defence (DND). The amalgamation occurred with a view to
improving cost-effectiveness and defence policy coordination in Canada. Although
the establishment of DND brought Canada’s army, navy and air force together under
a single minister, the three armed services remained separate and independent legal
entities, with their own chiefs of staff, headquarters, budgets, human resources and
procurement practices.®

THE DEFENCE PURCHASING BOARD (1939)

In 1938, allegations of corruption by the government of then prime minister

William Lyon Mackenzie King over a contract to a Canadian company for production
of a light machine gun resulted in the appointment of the Royal Commission on the
Bren Machine Gun Contract to investigate the allegations. Although the Royal
Commission found no evidence of corruption, its 1939 report recommended that
future defence contracts be administered by a centralized federal procurement
organization. It was believed that such an organization would result in improved cost-
effectiveness and greater administrative efficiency, and would prevent profiteering
from defence contracts.’

In agreeing with the Royal Commission, the Mackenzie King government decided to
establish a centralized defence procurement agency to oversee Canadian armed forces
contracts, as well as orders placed by allied governments with Canadian companies
and industries. In June 1939, Parliament passed the Defence Purchases, Profits
Control and Financing Act, thereby creating the Defence Purchasing Board. The
Board, which began operations on 14 July 1939 and reported to the Minister of
Finance, was given exclusive powers over all contracts placed in Canada for defence
products. Its main responsibilities were to coordinate defence procurement and to
control the profits and costs of defence contracts.'”
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THE SECOND WORLD WAR, 1939-1945

THE WAR SUPPLY BOARD (1939-1940)

When Canada declared war on Germany on 10 September 1939, the Mackenzie King
government decided to further centralize defence procurement and production,
creating a separate federal department with its own minister and wider powers than
the pre-war Defence Purchasing Board. The Department of Munitions and Supply
Act, which was passed on 12 September 1939, provided for the eventual
establishment — as deemed necessary — of a Department of Munitions and Supply that
would direct the purchase, production and distribution of defence products. '

In the interim, on 15 September 1939, an order in council created the War Supply
Board, which was responsible to the Minister of Finance; it replaced the Defence
Purchasing Board on 1 November 1939. The War Supply Board’s powers, which
were relatively broader, included the mobilization and organization of Canadian
industry for the war effort. It was also empowered to coordinate all defence contracts
placed by the British and French governments in Canada. On 23 November 1939,
responsibility for the War Supply Board was transferred to the Minister of Transport.'?

THE DEPARTMENT OF MUNITIONS AND SUPPLY (1940-1945)

Through an order in council, the Department of Munitions and Supply was officially
established on 9 April 1940, taking over the activities of the War Supply Board.
Headed by the Minister of Munitions and Supply, it had the authority to mobilize,
control and regulate all matters of defence production and supply in Canada; act

as the purchasing agent for the Canadian armed services; and coordinate all
contracts placed by allied governments and militaries with Canadian companies and
industries. It also managed 28 Crown companies engaged in various aspects of
defence production. 3

Under the leadership, control and coordination of the Department of Munitions and
Supply, Canada produced a wide range of goods during the Second World War,
including foodstuffs, raw materials, sophisticated weapon systems, military
equipment and other manufactured products. By the end of the war, Canada was the
world’s fourth-largest producer of war materiel and supplies, after the United States,
the United Kingdom and the Soviet Union.'* In particular, among other products,
Canada manufactured the following defence products between 1939 and 1945:

e 4,453 warships and merchant ships, and 4,200 small boats;

e 16,418 military aircraft;

e 42,966 guns and mountings, and thousands of other pieces of artillery and
associated equipment;
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e 50,663 tanks and other types of armoured fighting vehicles (wheeled and tracked);
e 815,729 military trucks and other types of automotive transport vehicles;

e 1,767,392 rifles, machine guns, sub-machine guns, pistols and other types of
small arms;

e 197,343,000 artillery shells, bombs, grenades and other projectiles; and

e 4,638,409,000 rounds of small arms ammunition. >

In addition, during that period, Canada produced more than 4 billion pounds of
chemicals and explosives, and more than 13.7 million pyrotechnics. Other defence
products manufactured in Canada included uniforms, personal accoutrements, radars,
sonars, radios and various other types of communications systems, specialized
instruments and electrical equipment, sighting and optical devices, and medical
supplies. Canada was also involved in atomic research, chemical and biological
weaponry, aircraft jet propulsion, rocketry, and other specialized fields of defence
research and development. '®

During the war, about 30% of Canadian war production was allocated to Canada’s
armed forces, with the remaining 70% exported to allied countries, including
Australia, China, France, New Zealand, the Soviet Union, the United Kingdom and
the United States.!”

THE IMMEDIATE POST-WAR YEARS, 1945-1950

THE DEPARTMENT OF RECONSTRUCTION AND SUPPLY (1945-1948)

When the Second World War ended on 2 September 1945, the federal government
shifted its attention to post-war reconstruction efforts and to the conversion of
Canadian industry from war to peacetime production. In December 1945, the
Mackenzie King government merged the Department of Munitions and Supply with
the Department of Reconstruction to form the Department of Reconstruction and
Supply. Established through the Department of Reconstruction and Supply Act, the
department assumed responsibility for both defence procurement and defence
production in Canada.'®

DECENTRALIZATION AND TRANSITION (1948-1950)

Given the significant post-war reductions in defence spending, Canada’s federal
government felt that having an entire department responsible for defence procurement
and production in Canada was no longer required. The result was the decentralization
of responsibility for defence procurement and production.
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In April 1948, responsibility for defence production was transferred to the Industrial
Defence Board, which was established in that month to administer all matters relating
to Canada’s defence industrial planning and preparedness. Originally attached to
DND, the Industrial Defence Board operated under the authority of the Department of
Trade and Commerce after March 1949."

Responsibility for defence procurement was transferred to the Canadian Commercial
Corporation, a federal Crown corporation, in November—December 1948. Established
in 1946 to coordinate the export sales of Canadian defence products to foreign
governments, the Canadian Commercial Corporation operated under the authority of
the Department of Trade and Commerce.?’

THE KOREAN WAR AND THE COLD WAR, 1950-1991

WAR AND REARMAMENT (1950-1951)

Deteriorating diplomatic relations with the Soviet Union and the outbreak of the

Cold War in the second half of the 1940s, the creation of the North Atlantic Treaty
Organization (NATO) in 1949, and the beginning of the Korean War in 1950
prompted Canada’s federal government to increase defence budgets and to order new
weapon systems and defence equipment for Canada’s armed forces. In 1950, the
government of then prime minister Louis St. Laurent introduced the Defence Supplies
Act, which provided the Minister of Trade and Commerce with basic powers to carry
out defence procurement functions in Canada.?!

THE DEPARTMENT OF DEFENCE PRODUCTION (1951-1969)

The Early Years (1951-1960)

In 1951, the St. Laurent government launched a major rearmament program designed
to strengthen Canada’s armed forces in response to intensification of the Korean War
and growing tensions with the Soviet Union. To implement that program, the
government decided to centralize defence procurement and industrial preparedness in
a single federal department, as had occurred during the Second World War with the
Department of Munitions and Supply. On 1 April 1951, the Defence Supplies Act was
replaced by the Defence Production Act, which established the Department of
Defence Production (DDP). The Defence Production Act was “modelled in large
measure on the Department of Munitions and Supply Act,” which had established the
Department of Munitions and Supply a decade earlier.*

Headed by the Minister of Defence Production, the DDP took over responsibility for
defence procurement from the Department of Trade and Commerce and for defence
industrial preparedness and production from the Industrial Defence Board. The DDP
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was responsible for procuring all goods and services required by DND and the armed
forces. In addition, it had a mandate to ensure that Canada had the production
capacity and materials needed to support the government’s rearmament program.

In particular, the DDP was responsible for encouraging the design, development and

production in Canada of weapon systems and defence equipment in order to maintain
a technologically advanced domestic defence industrial base. Among other activities,
it oversaw the domestic production of the following types of defence products:

e warships and other types of naval ships;

e military aircraft and engines;

e artillery guns, mortars, torpedoes, missiles, rockets and other types of armaments;
e military trucks and other types of automotive vehicles;

o rifles, machine guns, sub-machine guns and other types of small arms;

o artillery shells, bombs, depth charges, grenades and other projectiles;

e small arms ammunition; and

e radars, sonars, radios and other types of electronics equipment.

Through the Canadian Commercial Corporation, the DDP was also responsible for
the export of Canadian defence products to NATO member states and other allied
countries. Altogether, the DDP was responsible for seven Crown corporations,
including the Canadian Commercial Corporation.*

Originally, the DDP was intended to remain operational only for the duration of the
Korean War. However, intensifying Cold War tensions with the Soviet Union
coupled with the Canadian armed forces’ continued demand for new defence
products prompted the St. Laurent government to retain the DDP after the

Korean War ended in 1953. In the late 1950s and early 1960s, the DDP was given
responsibilities for, among other things, defence development and production sharing
with the United States, and armament research, development and production
cooperation within NATO.*

The Glassco Commission (1960—1963)

In September 1960, the government of then prime minister John Diefenbaker
appointed the Royal Commission on Government Organization, headed by

J. Grant Glassco (the Glassco Commission). The Glassco Commission had the
mandate “to inquire and report upon the organization and methods of operation of the
departments and agencies of the Government of Canada,” and to recommend changes
that would “best promote efficiency, economy and improved service in the dispatch
of public business.”?* In its 1962 report, the Glassco Commission found that the
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“purchasing operations of the federal public service [were] dispersed and
uncoordinated,” and that each department and agency “purchase[d] for its own
account” and “establishe[d] its own machinery and rules.” %

The Glassco Commission recommended that the federal government should establish
“a central purchasing agency ... to serve all departments and agencies (civilian and
military) of the federal government.” It believed that pooling procurement resources
would reduce duplication of work, maximize the use of personnel, infrastructure and
equipment, and allow bulk purchasing on behalf of all federal departments and
agencies, thereby resulting in significant cost savings.*’

Expanded Mandate into Civilian Procurement (1963—1968)

Canada’s federal government agreed in principle with the Glassco Commission’s
recommendations.”® In September 1963, as an interim measure, it designated the
DDP as “the central purchasing agency for the federal government as a whole to
serve all departments, both civil and military,” and extended its responsibilities to
include “the area of civil supply.”?

In 1965, the government of then prime minister Lester B. Pearson said that it
intended to replace the DDP with a new department responsible for all federal
procurement, both civilian and military.*® In July 1968, the government of then
prime minister Pierre Elliott Trudeau announced the creation of the Department of
Supply and Services (DSS).?! The DDP served as the basis for the DSS, to which
were added certain responsibilities from other federal departments.>?

A MULTI-DEPARTMENTAL APPROACH TO DEFENCE PROCUREMENT (1969-1991)

The Department of Supply and Services

The Government Organization Act, which officially established the DSS, was passed
on 1 April 1969. The DDP was disbanded, and its functions, including its powers
under the Defence Production Act, were transferred to the DSS. The DSS was
responsible for planning, acquiring and supplying the goods and services required by
all federal departments and agencies, including DND and the armed forces.*

The Department of National Defence (Materiel Group)

The Glassco Commission’s recommendations resulted in a period of reform and
reorganization for DND and the armed forces. It had recommended several
consolidation and cost-saving measures designed to eliminate the duplication of
resources between the three armed services (army, navy and air force) and to enhance
accountability and efficiency through improved management and integration of
Canada’s defence organization.**
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The first stage of reorganization occurred with unification of the armed forces.

On 1 August 1964, amendments to the National Defence Act replaced the

three Chiefs of Staff (Chief of the General Staff, Chief of the Naval Staff

and Chief of the Air Staff) with the Chief of the Defence Staff, and

effectively integrated the army, navy and air force headquarters into a

single Canadian Forces Headquarters. Furthermore, on 1 February 1968,

the Canadian Forces Reorganization Act merged Canada’s three armed services
(the Canadian Army, the RCN and the RCAF) into a single, unified military entity
known as the Canadian Armed Forces (CAF). The Canadian Army, the RCN and
the RCAF thus ceased to exist as separate legal entities and became environmental
commands within an integrated CAF structure.*

The second stage of reorganization involved a restructuring of DND. In March 1972,
the Trudeau government announced that the civilian and military elements of DND
and Canadian Forces Headquarters would be integrated into a new National Defence
Headquarters (NDHQ). Under the NDHQ organizational structure, the roles and
responsibilities of civilian and military officials were redistributed, giving public
servants significantly more power and influence in managing the defence portfolio.*¢
To provide a focal point of accountability for defence procurement, all DND and
CAF responsibilities for defence procurement and the full life cycle of armed forces
equipment were centralized under a civilian Assistant Deputy Minister (Materiel)
accountable to the Deputy Minister of National Defence.

Under the leadership of the Assistant Deputy Minister (Materiel), the Materiel Group
worked in close partnership with the DSS on all defence procurement projects, with
DND and the DSS each responsible for specific aspects of the defence procurement
process. For example, DND was responsible for all technical aspects relating to the
defence products and services required, while the DSS was responsible for all matters
relating to the issuance and implementation of contracts.*’

Industry Canada

Industry Canada became involved in the defence procurement process in 1986, when
the government of then prime minister Brian Mulroney introduced an Industrial and
Regional Benefits Policy (IRB Policy) designed to use defence procurement projects
for two purposes: to leverage long-term industrial and regional development benefits,
and to generate economic activity within Canada.

Industry Canada was responsible for administering and coordinating the IRB Policy
in collaboration with regional development agencies, and it worked closely with
DND and the DSS on defence procurement contracts.*® Under the IRB Policy,
contractors were required to make business investments in Canada’s economy in an
amount equal to 100% of the contract’s value.
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DEFENCE PROCUREMENT SINCE THE COLD WAR (1991-2020)

By the end of the Cold War in 1991, Canada had a multi-departmental approach to
defence procurement that involved three federal departments: DND, the DSS and
Industry Canada.** With one exception, this approach has remained largely the same
since the Cold War. In June 1993, the government of then prime minister

Kim Campbell merged the DSS with the Department of Public Works to form
Public Works and Government Services Canada (PWGSC).*

The Department of Public Works and Government Services Act, which was passed
in 1996, established PWGSC as “a common service agency ... providing
departments, boards, and agencies of the Government of Canada with services in
support of their programs,” which included the “acquisition and provision of articles,
supplies, machinery, equipment, and other materiel.”*! Responsibility for defence
procurement under the Defence Production Act was transferred from the DSS

to PWGSC.*

Today, Canadian defence procurement still involves a number of federal departments
and agencies: DND, PWGSC (renamed Public Services and Procurement Canada, or
PSPC, on 4 November 2015), Industry Canada (renamed Innovation, Science and
Economic Development Canada, or ISED, on 4 November 2015), and the Treasury
Board of Canada Secretariat.*> Each department or agency is responsible for different
stages of Canada’s defence procurement process.**

THE DEPARTMENT OF NATIONAL DEFENCE,
AND PUBLIC SERVICES AND PROCUREMENT CANADA

Although the Defence Production Act provides PSPC with the “exclusive authority”
to purchase the defence products required by DND,* the two departments have a
“partnering relationship” within the defence procurement process and have agreed to
a “division of responsibilities” for the “acquisition of goods and services” and for the
“quality assurance of materiel and services, as it applies to military specifications,
acquired on behalf of DND.” *® However, this division of responsibilities does not apply
to “materiel and services to non-military specifications,” such as the acquisition of office
supplies and civilian-type products. New weapon systems and military equipment are
generally the types of defence products procured to military specifications.*’

PSPC’s Supply Manual outlines the various roles and responsibilities of DND and
PSPC in the defence procurement process. Although both departments are engaged in
most phases of the process, each has distinct lead responsibilities within it.

PSPC is the lead department responsible for: developing the procurement plan and
strategy; soliciting and evaluating bids; coordinating industry engagement; and
preparing, awarding, administering and closing contracts.*® Among other activities,
DND is the lead department responsible for: defining operational requirements;
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developing specifications; preparing the procurement instrument; providing technical
expertise; conducting acceptance trials and tests relating to the delivery of the
materiel or services procured; and managing the integration of the newly acquired
weapon systems and military equipment into the armed forces.*

INNOVATION, SCIENCE AND ECONOMIC DEVELOPMENT CANADA

ISED continues to be responsible for the IRB Policy, and for coordinating and
administering the Industrial and Technological Benefits Policy (ITB Policy) that was
introduced in February 2014 as part of the Defence Procurement Strategy. Although
the ITB Policy replaced the IRB Policy, the latter continues to apply to contracts
signed before February 2014.%°

Like the IRB Policy, the ITB Policy allows the federal government to use defence
procurement contracts to leverage industrial and economic benefits for Canada.
Contractors are still required to make business investments in Canada’s economy in
an amount equal to 100% of the contract’s value.

The main difference between the IRB Policy and the ITB Policy is a shift in focus
from investments in regions to investments in technologies that are strategic for
Canada and its defence industry. Companies bidding for defence contracts are now
rated and weighted based on the value of the expected industrial and technological
benefits, or their “value proposition.” Bidders’ value propositions are evaluated and
scored based on their plans in five areas: investing in Canada’s defence industry;
providing work to Canadian suppliers; undertaking research and development in
Canada; promoting exports from Canada; and fostering skills development and
training for Canada’s workforce. Bidders are also encouraged to provide gender and
diversity plans, and to focus investments in certain “key industrial capabilities” that
have been pre-identified by PSPC.>!

TREASURY BOARD OF CANADA SECRETARIAT

Among other activities, TBS is responsible for developing the federal government’s
overall procurement policies, directives and guidelines; approving preliminary
funding for major capital projects that have been accepted by Cabinet; and
conducting financial oversight of those projects.>?

OTHER FEDERAL DEPARTMENTS AND AGENCIES

The various stages of Canada’s defence procurement process can also involve other
federal departments and agencies, such as the Privy Council Office, the Department
of Finance, the Department of Foreign Affairs, Trade and Development (renamed
Global Affairs Canada on 4 November 2015), and the Department of Fisheries and
Oceans, which is responsible for the Canadian Coast Guard.>*
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REFORMING DEFENCE PROCUREMENT IN CANADA

THE CHALLENGES OF THE 215T CENTURY

Since the 11 September 2001 terrorist attacks in the United States, Canada’s federal
government has invested billions of dollars in defence procurement projects designed
to strengthen the CAF and to replace some of its aging weapon systems and military
equipment. Projects for new military aircraft (fixed-wing and rotary-wing), warships,
automotive and armoured vehicles (wheeled and tracked), artillery systems, small
arms, ammunition and various other defence products have been launched over

the past 20 years. With the CAF engaged almost continuously in wars in
Afghanistan (2001-2014), Libya (2011), and Iraq and Syria (since 2014), as

well as in the international campaign against terrorism (since 2001), the demand

in Canada for new weaponry and defence equipment has been high.>*

The emergence of new international security challenges and threats in recent years
has also led Canada to continue to invest in the CAF’s recapitalization. In particular,
the resurgence of Russia as an aggressive and revisionist military power, and the
country’s illegal annexation of Crimea and aggression against Ukraine since 2014,
have prompted Canada and its NATO allies to reinvest in collective defence and
deterrence. Consequently, NATO member states have been reinvesting in their
militaries and rebuilding capabilities, such as heavily mechanized ground forces, air
defences and anti-submarine warfare technologies, that had been downsized since the
end of the Cold War. NATO has also adopted assurance and deterrence measures that
are meant to strengthen its eastern and southern flanks with Russia and to reassure its
member states in Central and Eastern Europe. Since 2014, the CAF has been
contributing army, navy and air force personnel and assets to NATO assurance and
deterrence measures in Central and Eastern Europe, as well as providing military
assistance to Ukraine.

The resumption of Russian long-range bomber aviation activities in the Arctic and
North Atlantic regions in recent years, among other things, has prompted Canada and
the United States to invest in the modernization of the North American Aerospace
Defense Command (NORAD). In 2017, Canada also made a commitment to
re-engage in United Nations (UN) peace operations, deploying CAF contingents to
Mali (2018-2019), Uganda (2019-2020) and other unstable regions of the world.>
Canada’s NATO, NORAD and UN commitments, as well as the CAF’s continued
participation in various military operations worldwide, have generated a continuous
demand for new weapons and defence equipment in Canada.*

While many of Canada’s defence products have been acquired in a timely and
efficient manner,>’ some high-profile defence procurement projects have experienced
delays, cost overruns and other difficulties.® In particular, a number of reports
released by the Auditor General of Canada® and the Office of the Parliamentary
Budget Officer® have identified issues with the procurement process and the
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estimated costs associated with certain key defence procurement projects. These
issues have attracted significant political, media and public attention®' and raised
concerns about the overall efficiency and effectiveness of Canada’s multi-
departmental defence procurement system,®® prompting some to call for reform.®

In recent years, several initiatives have been implemented with the goal of improving
Canada’s defence procurement process and reducing the time taken to acquire
defence products.®* As well, a National Shipbuilding Strategy was launched in

June 2010% and a Defence Procurement Strategy in February 2014 in an effort to
streamline and enhance the efficiency of the defence procurement system, increase
accountability, and leverage greater industrial, economic and technological benefits
from defence contracts.®

Whether Canada should centralize defence procurement under a

single federal department or agency has been debated over the past 20 years,®’
especially while the country was engaged in the war in Afghanistan from 2001

to 2014.%® However, the government of then prime minister Stephen Harper decided
to retain the existing multi-departmental approach, which it committed to reform
under its Defence Procurement Strategy. %’

THE DEFENCE PROCUREMENT STRATEGY OF 2014

The Origins of the Strategy

Between 2009 and 2013, the Harper government commissioned a number of
independent studies on ways to improve defence procurement in Canada.”®

In the 2011 federal budget, it made a commitment to “improving military
procurement,” and to developing “a procurement strategy, in consultation with
industry, to maximize job creation, support Canadian manufacturing capabilities and
innovation and bolster economic growth in Canada.””!

The Strategy and Its Key Initiatives

In February 2014, the Harper government released its Defence Procurement Strategy
in an effort to reform and improve Canada’s defence procurement process.’> The
strategy’s three key objectives are to deliver the right equipment to the CAF in a
timely manner; to streamline and modernize the defence procurement process and
ensure coordinated decision making; and to leverage defence equipment purchases to
create jobs and economic growth in Canada.”
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The strategy contains several initiatives under each of the three objectives, including
the following:

e Have DND publish an annual Defence Acquisition Guide outlining its defence
procurement priorities. The first guide was released in June 2014. The Defence
Acquisition Guide was replaced by the Defence Capabilities Blueprint in 2018.7

e Establish, within DND, an Independent Review Panel for Defence Acquisition
with a mandate to validate requirements for defence procurement projects valued
at more than $100 million and provide independent, third-party advice to the
Minister of National Defence and DND’s Deputy Minister. The panel was
established in May 2015.

e Increase progressively, from $25,000 to $5 million, DND’s delegated contracting
authority to procure defence goods and supplies independently from PSPC.”
DND’s contracting authority was initially raised to $400,000 in 2016 (Phase 1),7¢
then to $1 million in 2018 (Phase 2),”” and finally to $5 million in 2019
(Phase 3).7

e Replace the IRB Policy with the ITB Policy, which rates and weights a bidder’s
value proposition when assessing bids for defence procurement. The replacement
occurred in December 2014 alongside the release of Industry Canada’s Value
Proposition Guide.

e Identify and use Key Industrial Capabilities. The 16 Key Industrial Capabilities
that have been identified represent areas of emerging technology and established
domestic industrial capabilities that, when leveraged, could increase the
competitiveness of Canadian companies in global markets.

e Implement an export strategy to support Canadian defence industry sales to
foreign countries and participation in global supply chains.

e Establish an independent, third-party Defence Analytics Institute to provide
expert analysis to support the objectives of the Defence Procurement Strategy and
its evaluation. An interim Defence Analytics Institute was announced in
February 2014.7

Governance and Accountability

As part of the Defence Procurement Strategy, a new governance and accountability
framework was introduced “to ensure streamlined and coordinated decision-making
for defence procurements.” " In 2014, a Defence Procurement Strategy Secretariat
was created within PSPC to oversee the defence procurement process and to
coordinate the strategy’s implementation across the multiple federal departments
involved in the process.®!
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The Defence Procurement Strategy Secretariat reports to the Deputy Ministers
Governance Committee (DMGC), which acts as the key decision-making body for
defence procurement. It is chaired by PSPC and comprises deputy ministers from
four departments: DND, ISED, Global Affairs Canada, and the Department of
Fisheries and Oceans, which is responsible for the Canadian Coast Guard.**

The DMGC provides the Working Group of Ministers with guidance about defence
procurement. The Working Group, which is chaired by the Minister of Public
Services and Procurement, comprises the ministers from DND, ISED, Global Affairs
Canada, and the Department of Fisheries and Oceans. It was established to “ensure
shared accountability in defence procurements” and “act as the forum for discussion,
advice and ... resolv[ing] issues in the implementation of major procurement
projects.”®

DEFENCE PROCUREMENT REFORMS (2014-2019)

Since 2015, the government of Prime Minister Justin Trudeau has expressed a desire
to improve defence procurement in Canada. In addition to continuing to implement
the Defence Procurement Strategy introduced by the Harper government in 2014, the
Trudeau government has identified actions that could be taken to “help streamline
defence procurement and build on recent measures to improve procurement across
government.” Those actions are outlined in Strong, Secure, Engaged, the Trudeau
government’s defence policy that was released in 2017.%* New initiatives introduced
in Strong, Secure, Engaged include the following:

e Reduce project development and approval times in DND by at least 50% for
low-risk and low-complexity projects through improved internal coordination,
increased delegation and strengthened approval processes.

e Work with partners to increase DND’s contracting authorities for goods up to
$5 million, so that more than 80% of defence procurement contracts are managed
by DND.

e Use procurement to incentivize Canadian research and development in key and
emerging technological areas.

e Enhance the transparency and timeliness of communication to Canada’s defence
industry associations, including by instituting meetings between DND and the
industry through the Defence Industry Advisory Group and other fora.

e Strengthen the capacity to manage the acquisition of and support for complex
military capabilities, including through hiring new procurement specialists
and enhancing training and professional accreditation for defence
procurement personnel.
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e Provide Canadians with regular updates on major defence projects and
programs in order to increase transparency, communicate challenges and
measure performance, including by publishing a DND investment plan for
defence materiel.

e Ensure that Canadian environmental standards are respected in all
procurement projects. ™

Since 2017, the Trudeau government has implemented several of the initiatives
discussed in Strong, Secure, Engaged. For example, in May 2018, DND published a
Defence Investment Plan, which provides the public with an update on progress
concerning the management and funding of defence procurement and infrastructure
projects and contracts; it also informs Canada’s defence industry about future
investment opportunities.®® Defence Investment Plans will be published every

three years, with annual updates designed to inform Canadians about progress in
delivering the various projects.®’

As well, in November 2018, PSPC launched an 18-month pilot project that involves
“a risk-based approach to approving contracts for defence procurements.” This
project, which is intended to accelerate the delivery of equipment to the CAF, allows
PSPC to execute low-risk, low-complexity contracts on behalf of DND without
seeking the approval of the TBS.%®

In May 2019, the Trudeau government increased DND’s delegated authority for
competitive services contracts from $1 million to $5 million. According to PSPC,
DND’s new delegated authority “is expected to provide increased efficiency in the
purchase of goods and services of lower value and complexity.” DND has
characterized this change as “a significant step in streamlining the procurement
process,” allowing it “to handle over 80% of contracts in-house.” DND manages
more than 12,000 contracts annually.”

While many observers believe that the introduction of the Defence Procurement
Strategy and the defence procurement initiatives in Strong, Secure, Engaged are
positive developments, some support additional reforms. For example, some
commentators maintain that more human and financial resources are needed to
continue streamlining and otherwise improving the defence procurement process.
In their view, many defence procurement projects are still experiencing schedule
delays and cost overruns. Some commentators also believe that measures should be
introduced to bring greater agility to the defence procurement process so that it can
keep pace with rapid technological changes.”"
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In addition, according to some observers, there should be greater transparency and
closer cooperation between the government and Canada’s defence industry, as well as
improved communication and outreach with the public. A December 2019 report
published by the Canadian Global Affairs Institute states:

[There] is a growing disconnect between [defence] procurement
practitioners in government and everyone else paying attention about
how well our procurement system functions. People working on
procurement ... generally believe that the system works far better than
those outside it perceive. ... The views of those not working in the area,
and for most in industry, are far more negative, ranging from the
rejoinder that procurement is broken, to simply too bureaucratic, too
cumbersome and too slow.”?

In addition, some commentators have proposed changes aimed at improving the
National Shipbuilding Strategy.”

Finally, many observers argue that the Defence Procurement Strategy does not
address issues arising from the multiplicity of ministerial points of authority and
accountability in Canada’s current multi-departmental defence procurement process.
While the strategy created such new coordinating entities as the Defence Procurement
Strategy Secretariat, the DMGC and the Working Group of Ministers, there remain
challenges associated with having several federal departments and agencies
accountable for various aspects of defence procurement. A number of commentators
maintain that the new coordinating entities created under the Defence Procurement
Strategy have added bureaucratic layers to a process that is already complex, thereby
further complicating the defence procurement process. Other observers believe that
additional defence procurement reforms are needed, and that the defence procurement
process should be centralized under a single federal department or agency with sole
responsibility for acquiring defence products and services. In their view, the result
would be improved accountability, governance and efficiency.’*

DEFENCE PROCUREMENT SINCE THE 2019 FEDERAL GENERAL ELECTION

In the fall 2019 federal general election campaign, both the Liberal Party of
Canada (LPC) and the Conservative Party of Canada (CPC) pledged to reform
Canada’s defence procurement process.”

The LPC’s proposal involved centralizing defence procurement under a

single government organization — Defence Procurement Canada — to “ensure that
Canada’s biggest and most complex defence procurement projects are delivered on
time and with greater transparency to Parliament.” *°
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The CPC proposed to “de-politicize” defence procurement by having the House of
Commons Standing Committee on National Defence “solicit advice and input on the
future direction of procurement for our military so that no party plays politics with
our procurement,” and by creating a Cabinet Committee on Defence Procurement and
a Defence Procurement Secretariat within the Privy Council Office “to ensure that
priority projects are progressing on time and budget.”*’

The mandate letters that Prime Minister Trudeau provided to three ministers —

the Minister of National Defence, the Minister of Public Services and Procurement,
and the Minister of Fisheries, Oceans and the Canadian Coast Guard —

on 13 December 2019 directed those ministers to support each other in “bringing
forward analyses and options for the creation of Defence Procurement Canada.”*® No
timeline was given for the ministers’ “analyses and options” regarding the creation of
Defence Procurement Canada. As well, no information was publicly available about
the possible structure of that organization, its mandate, and its human, financial and
material resources.

That said, centralizing defence procurement under a single government organization
would be a significant change in the way that defence procurement occurs in Canada,
and would end 50 years of decentralized, multi-departmental defence procurement.

CONCLUSION

Throughout history, Canada has had various defence procurement models, each with
its own challenges and successes. To date, these models have included procurement
by individual armed services, centralized federal departments or agencies and federal
Crown corporations. During the 20" century, the general trend in times of war or
national emergency was the centralization of defence procurement under a

single federal department or agency in order to improve control and coordination
when acquiring defence products.

However, for about the last 50 years, Canada has had a multi-departmental approach
to defence procurement. Since 1969, the country’s defence procurement process has
involved several federal departments and agencies with specific roles and
responsibilities. Introduced at a time of significant organizational changes within the
federal government, this defence procurement process was originally set up with the
goals of maximizing the use of resources, achieving better administrative efficiency
and realizing significant cost savings.

Over time, Canada’s defence procurement process has become more complex and
bureaucratic as additional federal departments and agencies have become involved.
Despite delays, cost overruns and other challenges encountered with defence
procurement projects over the past 20 years, Canada’s federal government has
remained committed to the current multi-departmental model.
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Although several observers believe that the Defence Procurement Strategy will
improve defence procurement in Canada in the long run, public concerns exist about
governance and accountability. Some commentators maintain that accountability and
efficiency could be improved if Canada were to centralize defence procurement under
a single federal organization, as it did on several occasions before 1969.
Nevertheless, the creation of Defence Procurement Canada would mark a significant
shift in the way defence procurement occurs in Canada, ending more than

five decades of multi-departmental defence procurement.

Regardless of the federal government’s future approach to defence procurement, it is
likely that the billions of dollars allocated for the procurement of defence products
and services will continue to attract significant political, media and public attention
for years to come. As such, calls for reform of the defence procurement process are
likely to be ongoing.”
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Fall 2011, 2011; OAG, Acquisition of Military Helicopters, Chapter 6 in Report of the Auditor General of
Canada - Fall 2010, 2010; OAG, Acquiring Military Vehicles for Use in Afghanistan, Chapter 5 in Report of
the Auditor General of Canada — Fall 2009, 2009; and OAG, National Defence — Upgrading the

CF-18 Fighter Aircraft, Chapter 3 in Report of the Auditor General of Canada — November 2004, 2004.

60. For example, see Office of the Parliamentary Budget Officer [PBO], The Joint Support Ship Program and
the MV Asterix: A Fiscal Analysis, 17 November 2020; PBO, The Cost of Canada’s Surface Combatants:
2019 Update, 21 June 2019; PBO, Fiscal Analysis of the Interim F-18 Aircraft, 28 February 2019; PBO,
The Cost of Canada’s Surface Combatants, 1 June 2017; PBO, Budget Analysis for the Acquisition of a
Class of Arctic/Offshore Patrol Ships, 28 October 2014; PBO, Feasibility of Budget for Acquisition of
Two Joint Support Ships, 28 February 2013; PBO, Labour Sensitivity Analysis for the Acquisition of
Two Joint Support Ships, 11 December 2013; PBO, Comparing PBO and DND Cost Estimates on
Canada’s Proposed Acquisition of the F-35 Joint Strike Fighter: Some Preliminary Questions and Answers
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Acquisition of the F-35 Lightning Il Joint Strike Fighter, 10 March 2011.
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defence procurement projects in Canada between 2000 and 2020; authors include Michael Byers,

Ken Hanson, Peter Hayden, Sharon Hobson, Aaron Plamondon, David Pugliese and Martin Shadwick.
Examples of magazines and periodicals that have published articles on the topic include Canadian

Air Force Journal, Canadian Army Journal, Canadian Defence Review, Canadian Foreign Policy Journal,
Canadian Military Journal, Canadian Naval Review, Esprit de Corps, Frontline Defence, Jane’s Defence
Weekly, Jane’s International Defence Review, Royal Canadian Air Force Journal and Vanguard Canada.
Also see Jay Ballard, The F-35 and Canada: A Fighter Pilot’s View, Centre for International and Defence
Policy, Queen’s University, 2014; Rob Burroughs, Canada’s Quest for New Submarines, Vimy Paper,
Conference of Defence Association [CDA] Institute, February 2015; Michael Byers, Smart Defence: A Plan
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Stuck in a Rut: Harper Government Overrides Canadian Army, Insists on Buying Outdated Equipment,
CCPA, September 2013; Michael Byers and Stewart Webb, That Sinking Feeling: Canada’s Submarine
Program Springs a Leak, CCPA, June 2013; Michael Byers and Stewart Webb, Titanic Blunder:
Arctic/Offshore Patrol Ships on Course for Disaster, CCPA, April 2013; Michael Byers and Stewart Webb,
“The Worst Procurement in the History of Canada”: Solving the Maritime Helicopter Crisis, CCPA,
February 2013; Michael Byers and Stewart Webb, Search and Replace: The Case for a Made-in-Canada
Fixed-Wing Search and Rescue Fleet, CCPA, June 2012; Matthew Fisher, The MV Asterix Delivers:
Canada’s Supply Ship Impresses at Sea, CGAI, July 2018; Matthew Fisher, Canada Looks to the Past for
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For example, as early as 2003, the Minister of National Defence’s Advisory Committee on Administrative
Efficiency reported that “the current split in mandate between DND and Public Works and Government
Services Canada [PWGSC] for the acquisition of goods and services results in the inefficient use of
government resources” because “there is substantial duplication of effort or functional overlap” between
the two departments. It concluded that “the business of procuring military materiel is so big and unique
in terms of value, complexity and volume as to warrant a dedicated procurement agency or division.”
The Advisory Committee believed that

the split accountability for the procurement of military unique requirements is fundamentally
wrong. It weakens accountability and creates inefficiency by requiring [DND and PWGSC]
to work on the acquisition of the same good and services. The Committee recognizes that
there is a definite benefit to a common procurement organization for common goods and
services; this is PWGSC'’s specialty. However, the acquisition of specialized military
equipment is unique to DND, large in scope and complex in nature. Therefore,
accountability, responsibility and authority for that activity should, more logically, be
assigned to a single agency. Such a move would eliminate the current high costs
of maintaining up-to-date knowledge levels in two groups of personnel assigned to
executing similar aspects of a shared task. ... The Committee believes that these unique
procurement needs would best and most efficiently be done by the user of the equipment
or services, that is, DND.

See DND, Achieving Administrative Efficiency: Report to the Minister of National Defence by the Advisory
Committee on Administrative Efficiency, 21 August 2003, pp. 28-32.

Three years later, in 2006, DND’s Chief Review Services [CRS] came to a similar conclusion to that made
by the Advisory Committee in its audit of the “capital equipment acquisition process.” The CRS reported a
“duplication of effort” between DND and PWGSC with regard to contracting, and suggested that a

“single agency, with contracting authority” should be selected to provide “a single point of accountability”; it
proposed that this single point of accountability should be DND’s Materiel Group, which is headed by the
Assistant Deputy Minister (Materiel), or ADM (Mat). The CRS explained, “This single agency ... could be
the ADM (Mat) organization as part of its mandate as a special operating agency.” In particular, the CRS
recommended that DND “continue discussions with PWGSC and the TBS to place the contracting function
with [DND] to remove duplication between departments.” See DND, Perspectives on the Capital
Equipment Acquisition Process, Chief Review Services, June 2006, pp. 13-14, 22.

For examples of calls for reform made before the release of Canada’s Defence Procurement Strategy

in 2014, see Ron Buck, “Blue Ribbon Panel for Defence Procurement,” Frontline Defence, Vol. 10, No. 2,
2013, pp. 8-9; Ross Fetterly, “Shaping Future Procurement Strategies through Canadian Defence
Procurement Reform,” in National Approaches to Shipbuilding and Ship Procurement, Chapter 3 in
Douglas L. Bland, ed., School of Policy Studies, Queen’s University, 2010; Richard Gimblett and

Paul Manson, eds., Creating an Acquisition Model that Delivers, Vimy Paper 1, CDA Institute, April 2006;
Plamondon (2008); Plamondon (2010); Ken Pole, “Who gets a ‘say’ in Defence Procurement?,” Frontline
Defence, Vol. 8, No. 4, 2011, pp. 8-9; David Pugliese, “Wading Through a Bureaucratic Quagmire:
Solutions for an Inefficient Procurement System,” Esprit de Corps, Vol. 20, No. 1, February 2013, pp. 8—
12, 61; David Pugliese, “The State of Procurement: Defining the Quagmire,” Esprit de Corps, Vol. 19,
No. 12, January 2013, pp. 8-12, 45; Dan Ross, “Is Defence Procurement broken, or is this normal?,”
Frontline Defence, Vol. 10, No. 6, 2013, pp. 8-9; Martin Shadwick, “Procurement and the Perfect Storm,”
Canadian Military Journal, Vol. 14, No. 1, Winter 2013, pp. 64—67; Martin Shadwick, “Recapitalizing the
Forces,” Canadian Military Journal, Vol. 10, No. 1, 2009, pp. 87—-89; Craig Stone, Canadian-Australian
Opportunities for Defence Procurement and Industry Cooperation, Centre for International Governance
Innovation, January 2014; Craig Stone, Prioritizing Defence Industry Capabilities: Lessons for Canada
from Australia, CDFAI, January 2014; Craig Stone, “Canada Needs a Defence Industrial Policy,”
International Journal, Vol. 63, No. 2, Spring 2008, pp. 341-357; Williams (2006); NDDN, Procurement and
Associated Processes, Second Report, 2™ Session, 39" Parliament, February 2008; and House of
Commons, Standing Committee on National Defence and Veterans Affairs, Procurement Study,

June 2000.

See PSPC, Defence Procurement Strategy; and Williams (2006), pp. 95-96, 159-160.

From 2010 to 2016, the National Shipbuilding Strategy was known as the National Shipbuilding
Procurement Strategy.
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See Martin Auger, The Evolution of Defence Procurement in Canada, Publication no. 2016-09-E,
Parliamentary Information and Research Service, Library of Parliament, Ottawa, 4 February 2016;
Martin Auger, Canada’s Defence Procurement Strategy, HillNotes, Library of Parliament,

25 February 2016; Martin Auger, National Shipbuilding Procurement Strategy: An Update, HillNotes,
Library of Parliament, 2 July 2015; Martin Auger, The National Shipbuilding Procurement Strateqy:

A Five-Year Assessment, Publication no. 2015-35-E, Parliamentary Information and Research Service,
Library of Parliament, Ottawa, 15 June 2015; Auger (2020); Auger (2014); PSPC, Defence Procurement
Strategy; and PSPC, National Shipbuilding Strategy.

Supporters of this option argue that Canada’s current multi-departmental defence procurement process

is too bureaucratic and slow to respond to military requirements, has inefficiencies and duplicates work.
They maintain that a simpler process with a clearer line of ministerial responsibility could be achieved

with a single government organization controlling defence procurement. For example, see Williams (2006),
pp. 5, 74-94. Those who oppose centralizing defence procurement under a single government organization
suggest that this approach would not resolve the challenges with the current process or with the acquisition
of complex and sophisticated weapon systems and defence products; challenges include schedule delays
and cost overruns. In their view, the current process could be reformed but does not need to be completely
overhauled through the creation of a new defence procurement organization. For example, see J. C. Stone,
A Separate Defence Procurement Agency: Will it Actually Make a Difference?, CDFAI and Canadian
International Council, Calgary and Ottawa, February 2012, pp. 2—15.

During the war in Afghanistan, Canada did not centralize defence procurement under a

single government organization, as it had done during the First World War, the Second World War and
the Korean War. However, delays, cost overruns and other problems encountered with certain defence
procurement projects raised concerns about the efficiency and effectiveness of Canada’s multi-
departmental defence procurement process, which appeared to be incapable of rapidly procuring urgently
needed weaponry and military equipment for the Canadian armed forces (CAF) under wartime conditions.
For example, on 9 March 2009, the Chief of the Land Staff told the Standing Senate Committee on
National Security and Defence that “it is quite tough to fight a war with a peacetime process in place,”
explaining that the war in Afghanistan was wearing out the army’s equipment faster than replacement
items could be supplied through Canada’s existing defence procurement processes. The Chief of the Air
Staff and the Chief of the Maritime Staff shared similar concerns. See Senate, Standing Committee on
National Security and Defence, Evidence, 2™ Session, 40" Parliament, 9 March 2009. Such concerns
prompted public discussions about reforming defence procurement processes. While DND and PWGSC
introduced new measures to reduce acquisition cycle times and accelerate the delivery of defence
procurement projects as the war progressed, some commentators held the view that more ambitious
defence procurement reforms should be implemented to further improve Canada’s multi-departmental
procurement process. However, there were disagreements about the types of reforms needed. While
some believed that the federal government should abandon the multi-departmental model and centralize
defence procurement under a single government organization, others felt differently about the issue.

For example, in 2010, two former DND Assistant Deputy Ministers (Materiel) — Alan Williams and

Pierre Lagueux — debated the centralization question in the Hill Times. While Williams recommended that
the federal government place responsibility and accountability for defence procurement in a newly created
organization called Defence Procurement Canada under the statutory authority of DND, as he had
proposed in his 2006 book entitied Reinventing Canadian Defence Procurement: A View from the Inside,
Lagueux believed that the current system could be significantly improved without the creation of a new
organization. The defence procurement centralization debate remained unresolved when the CAF mission
in Afghanistan ended in 2014. See Pierre Lagueux, “Military Procurement: It's Complex — Get Used to It!”
Frontline Defence, Vol. 7, No. 1, January—February 2010, p. 6; Pierre Lagueux, “DND should focus on
improving current procurement process,” Hill Times, 5 April 2010; Pierre Lagueux, “Fixing defence
procurement: here we go again,” Hill Times, 22 March 2010; Bea Vongdouangchanh, “There should be
one single minister in charge of defence procurement, says former ADM,” Hill Times, 31 May 2010; Alan
Williams, “In business of defence procurement, procurement strategy a critical component,” Hill Times,

12 April 2010; and Alan Williams, “Establishing a single point of accountability will improve defence
procurement process,” Hill Times, 29 March 2010.
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In September 2009, the Harper government commissioned the Canadian Association of Defence

and Security Industries (CADSI), which represents more than 900 Canadian companies, to conduct
“Government of Canada consultations with the defence and security industry on factors that affect the
military procurement process.” The CADSI was asked to make recommendations to the federal
government on ways to improve Canada’s defence procurement process and align it with domestic
industrial objectives in order to produce a better return on investment. The consultations lasted 13 weeks.
The CADSI submitted its report to the federal government in December 2009, and the report was publicly
released in March 2010. See Government of Canada, “Minister Paradis announces consultations on
military procurement,” News release, 4 September 2009; and CADSI, “CADSI Calls for a Defence
Industrial Strategy to Optimize Job Creation in Canada,” News release, 10 March 2010.

One of the report’s key recommendations was that the “Government [of Canada should] strengthen defence
procurement governance” by “creating a single point of accountability at the Cabinet level responsible for
both defence equipment and the defence industrial base.” The CADSI argued that “Canada is unique ...

in managing its defence procurements through multiple federal departments,” and that “the absence of

a single Ministerial point of accountability within Government slows and adds costs to the procurement
process and weakens the Government’s ability to defend Canada’s national interest and achieve a strong
economic return on investment.” The CADSI identified at least three options available to implement this
recommendation, and suggested the following:

Create a separate defence procurement agency reporting through a single Minister;
[clonsolidate procurement, industrial, contracting and trade mandates into one new
department, like a Defence Production Department, reporting to a Minister; or [clombine
the responsibilities for defence equipment and Canada’s defence industrial base under
one existing entity.

See CADSI, Canada’s Defence Industry: A Vital Partner Supporting Canada’s Economic and National
Interests — Industry Engagement on the Opportunities and Challenges Facing the Defence Industry
and Military Procurement, Ottawa, December 2009, pp. vi, 1, 15 and 18.

A DND review team examined the CADSI’s report, including its recommendations, for the

federal government. The Ottawa Citizen obtained a copy of the review team’s report under the

Access to Information Act and, in July 2011, reported that “the review team concurred with many of the
recommendations put forward by CADSI in its report,” including the recommendation that there should be a
single point of accountability for defence procurement in Canada. The review team purportedly concluded
that “a Defence Procurement Agency is the most appropriate option, and offers a model agency for
Government/industry consideration.” However, the government decided not to centralize defence
procurement under a single organization. In July 2011, a spokesperson for then prime minister Harper told
the CBC that “there [were] no plans to create another bureaucracy or more red tape in Ottawa.” See
David Pugliese, “Report Calls for Defence Procurement Agency,” Ottawa Citizen, 4 July 2011; and

Laura Payton, “New federal procurement agency not in the cards,” CBC News, 5 July 2011.

See CADSI, Canada’s Defence Industry (2009); CADSI, Improving Canadian Defence Procurement:
Feedback from Industry Consultations on the Opportunities and Challenges Facing the Defence Industry
and Military Procurement, Ottawa, November 2009; Government of Canada, Innovation Canada: A Call to
Action — Special Report on Procurement, Expert Panel on Research and Development, ISED, Ottawa,
October 2011; David Emerson, Beyond the Horizon: Canada’s Interests and Future in Aerospace —
Volume 1, Ottawa, November 2012; David Emerson, Reaching Higher: Canada’s Interests and Future

in Space — Volume 2, Ottawa, November 2012; and Tom Jenkins, Canada First: Leveraging Defence
Procurement Through Key Industrial Capabilities, Ottawa, February 2013.

Department of Finance, The Next Phase of Canada’s Economic Action Plan: A Low-Tax Plan for Jobs and
Growth, Budget 2011, 6 June 2011, p. 85.

Government of Canada, “Leveraging Defence Procurement to Create Jobs and Economic Growth
in Canada,” News release, 17 March 2014.

PSPC, Defence Procurement Strategy.
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The Defence Capabilities Blueprint provides information, including funding ranges and timelines, about
approximately 240 major defence procurement and infrastructure projects valued at more than $5 million
and in-service support contracts valued at more than $20 million. See DND, Defence Capabilities Blueprint.

Under the Defence Production Act, the Minister of PSPC has the

exclusive authority to buy or otherwise acquire defence supplies and construct defence
projects required by the Department of National Defence, except: (a) defence projects to
be constructed by persons in the employ of Her Majesty; and (b) such defence supplies or
defence projects as the Minister of National Defence or any other Minister designated by
the Governor in Council may procure and construct at the request of the Minister.

See Defence Production Act. In 2014, DND’s delegated contracting authority to procure defence goods
and supplies independently from PSPC (then known as PWGSC) was limited to $25,000; PSPC handled
all DND contracts valued at more than $25,000. Under the Defence Procurement Strategy, DND'’s
“authorities to independently contract” were progressively increased to $400,000 and then “phased up”

to $1 million and then to $5 million “once functioning well.” See PSPC, Supporting Industry to Better
Leverage Defence Procurement, 16 April 2015. According to PSPC, increasing DND’s contracting
authority under the Defence Procurement Strategy will “provide the Minister of National Defence with
increased authority to proceed with the purchase of goods, under conditions set by the Minister” of PSPC,
and “is expected to provide increased efficiency in the purchase of goods of lower value and complexity by
reducing the transaction overhead cost of working between two departments.”

See PSPC, “Increased authority for National Defence to purchase defence supplies,” Defence
Procurement Strategy.

DND, Readiness Assessment for Defence Procurement Strateqy — Increased Contracting Authorities
(Phases 2 and 3(a)), Final report, Assistant Deputy Minister (Review Services), December 2017, pp. 4-5.

Jody Thomas, Deputy Minister of National Defence, National Defence Response to Recommendations 4,
7 and 8, as promised in the Government Response to the Twenty-Ninth Report of the Standing Committee
on Public Accounts, entitled Report 7, Operating and Maintenance Support for Military Equipment —
National Defence, of the Fall 2016 Reports of the Auditor General of Canada, 30 April 2018, p. 5.

PSPC, Defence Procurement Strategy.

See PSPC, Defence Procurement Strategy; PSPC (2015); Government of Canada, “Canada Launches
Third-Party Oversight of Defence Procurement,” News release, 1 June 2015; Government of Canada,
Independent Review Panel for Defence Acquisition; Government of Canada, Independent Review Panel
for Defence Acquisition (IRPDA); Government of Canada, Terms of Reference for the Independent Review
Panel for Defence Acquisition; Government of Canada, “Minister Finley Announces the Establishment of
an Interim Defence Analytics Institute,” News release, 19 February 2014; and Government of Canada,
“Government of Canada Unveils Value Proposition Guide,” News release, 19 December 2014.

PSPC, Defence Procurement Strategy.

PSPC, “Streamlined and coordinated decision-making,” Defence Procurement Strategy.

Ibid.

Ibid.

DND, Strong, Secure, Engaged: Canada’s Defence Policy, 2017, p. 74.
DND, Strong, Secure, Engaged (2017), pp. 75, 112.

See DND, Defence Investment Plan 2018, 2018, p. 5; and PSPC, Defence Procurement Strategy.
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PSPC said that,

normally, PSPC is required to seek Treasury Board ... approval for all defence contracts
above its contracting limits, regardless of the risk and complexity of a particular contract.
Those limits are: $40 million for goods and $20 million for services procured through
competitive procurements and $2 million for goods and $3 million for services procured
through non-competitive procurements.

However, under the pilot project, “procurements considered low risk and low or medium complexity will be
recommended for approval within PSPC.” PSPC noted that it will “work in partnership” with DND and the
TBS to “assess contract risk and complexity,” and that this assessment will include consideration of a
number of factors, such as “the number of business rules, the size of the procurement or contract, supplier
history and the impact of trade agreements.” According to PSPC, “procurements considered higher risk
and complexity will continue to require [TBS] approval, where the dollar value of the contract exceeds
PSPC’s contracting limits.” See PSPC, Backgrounder: Piloting a streamlined approval process for defence
procurements; PSPC, Defence Procurement Strategy; and PSPC, Risk-based pilot project.

PSPC, Defence Procurement Strategy.
DND (2019), p. 13.

For example, see Alastair Allan, “Joint Venture Option Visibility for Managing Major Defence Projects,”
Frontline Defence, Vol. 11, No. 4, 2014, pp. 12-13; Charles Davies, Competition in Defence Procurement:
The Popular Choice, But Not Always the Right One, Vimy Paper 26, CDA Institute, December 2015;
Charles Davies, Canada’s Defence Procurement Strateqy: An End or a Beginning?, Vimy Paper 20,

CDA Institute, September 2014, pp. 11-13; Alyssa M. Gagné, “RCAF Procurement: Canadianization is
Not the Best Fit for Canada,” Royal Canadian Air Force Journal, Vol. 8, No. 3, Summer 2019, pp. 24-35;
Vern Kakoschke, Financing Capital Assets: The Missing Link in Defence Procurement, CGAI,

February 2020; Jon Mack, “Defence Procurement — Is it Broken?,” Frontline Defence, Vol. 16, No. 2, 2019,
pp. 10-11; lan MacMillan, “I'll Make the List, You Go to the Store: Dividing Labor in Canadian Defence
Purchases,” Canadian Foreign Policy Journal, Vol. 23, No. 2, 2017, pp. 146—157; Kim Richard Nossal,
Charlie Foxtrot: Fixing Defence Procurement in Canada, Dundurn Press, Toronto, 2016; Dave Perry,
“Canada is Making Real Procurement Progress, but Still Falling Short of Strong, Secure, Engaged,”
Canadian Naval Review, Vol. 14, No. 3, 2019, pp. 35-36. David Perry, Fixing Procurement, CGAl,

July 2016; Dave Perry, Putting the ‘Armed’ Back into the Canadian Armed Forces: Improving Defence
Procurement in Canada, Vimy Paper, CDA Institute, January 2015; William Richardson et al., Toward
Agile Procurement for National Defence: Matching the Pace of Technological Change, CGAI, June 2020;
Sven Tommi Rebien, Canada’s New Defence Procurement Strateqy: Has the Pendulum Swung Too Far?,
CDFAI, April 2014; Martin Shadwick, “Prescriptions for Defence,” Canadian Military Journal, Vol. 15, No. 4,
Autumn 2015, pp. 59-65; Sloan (2014); J. Craig Stone, “Improving the Acquisition Process in Canada,”
SPP Research Papers, School of Public Policy, University of Calgary, Vol. 8, No. 16, April 2015;

J. Craig Stone, Implementing the Defence Procurement Strateqy: Is It Working?, CGAI, July 2016; Senate,
Standing Committee on National Finance, First Interim Report on Defence Procurement: Summary of
Evidence, 1% Session, 42" Parliament, June 2019; and Vern Kakoschke and Marcia Mills, Financing
Defence Procurement in Canada: Where is the Oversight?, CGAI, December 2020.
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For example, see Michael Byers, Onto the Rocks: With disaster looming, National Shipbuilding Strategy
needs urgent change of course, Department of Political Science, UBC, December 2017; Hugues Canuel,
“On the Rise of the Materialists and the Decline of Naval Thought in the RCN,” Canadian Naval Review,
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Strateqy: Charting the Course, Maritime Security Occasional Paper No. 17, Centre for Foreign Policy
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Vol. 11, No. 2, 2014, pp. 12-15.

Perry (2019), The Defence Procurement Outlook for Canada’s 43 Parliament, p. 1.
Liberal Party of Canada, Forward: A Real Plan for the Middle Class, 2019 Electoral Platform, 2019, p. 71.

Conservative Party of Canada, Andrew Scheer’s Plan for You to Get Ahead, 2019 Electoral Platform, 2019,
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13 December 2019; Justin Trudeau, Prime Minister of Canada, Minister of National Defence Mandate
Letter, 13 December 2019; and Justin Trudeau, Prime Minister of Canada, Minister of Fisheries, Oceans
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The federal government is moving forward with some of the most expensive and complex defence
procurement projects in Canadian history, and the evolution of those projects will likely attract significant
political, media and public attention in the coming years. For example, at an estimated cost of between
$56 billion and $60 billion, the Canadian Surface Combatant project is at present the most expensive
defence procurement project in the country’s history. The project will replace the Royal Canadian Navy's
fleet of destroyers and frigates with 15 new warships. The second most expensive project is

the Future Fighter Capability project, which will replace the Royal Canadian Air Force’s fleet of

CF-18 jet fighters with 88 new advanced fighter aircraft at an estimated cost of between $15 billion and
$19 billion. See DND, Canadian surface combatant and Future fighter capability project.
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