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DEFENCE PROCUREMENT ORGANIZATIONS:
A GLOBAL COMPARISON

1 INTRODUCTION

The surge in global military spending in the context of an unpredictable and volatile
international security environment since the terrorist attacks of 11 September 2001
has led governments around the world to pay close attention to the issue of defence
procurement. This paper examines some of the different defence procurement
organizations now in place in the industrialized world, including in Canada.

Since those attacks, global military spending has grown significantly, from

US$839 billion in 2001 to US$1,747 billion in 2013.% A large proportion of this
money has been used to acquire new weapon systems and military equipment,
including artillery, small arms, automotive and armoured vehicles, military aircraft and
helicopters, warships and submarines, and a wide range of other defence products.
Global arms sales and trading have also increased. Total arms sales of the world’s
top 100 largest arms-producing companies increased by 51% between 2002 and
2012,3 standing at US$395 billion at the start of 2013.* The volume of international
arms transfers was 14% higher between 2009 and 2013 than it was in the period
2004 to 2008.°

In many countries, the volume of and increase in military spending have generated
considerable interest in defence procurement issues in government, industrial, and
military circles, as well as with the media and the general public. In addition, growing
concerns about problems and delays encountered with major defence procurement
projects in a number of countries have added to the interest in reviewing defence
procurement organizations and processes.

Several different models of defence procurement exist around the world. Each
country operates its own distinct military acquisition processes, which tend to be
tailored to meet the specific needs and requirements of its armed services but also
reflect its economy and defence industrial base. In recent years, several
governments have implemented measures to reform and streamline their national
defence procurement organizations and processes to better manage and accelerate
their acquisition of defence materiel.

The following section of this paper provides a general overview of the defence
procurement process in Canada. The next section discusses the different models of
defence procurement organizations in certain industrialized countries, namely the
United States, the United Kingdom, Australia, France, India, Sweden, South Africa
and Switzerland. Many of the countries appearing in this paper, including Canada, are
among the world’s largest military spenders.® The subsequent section looks at recent
defence procurement reforms in Canada, Australia, the United Kingdom and the
United States and highlights some of the existing defence procurement challenges
for these countries. That section will demonstrate, in particular, how different defence
procurement models around the world face similar issues when it comes to acquiring
major weapon systems and military equipment for their country’s armed forces.
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2 THE CANADIAN DEFENCE PROCUREMENT SYSTEM

Canadian defence procurement is a complex process involving several federal
government departments and agencies, notably the Department of National Defence
(DND), Public Works and Government Services Canada (PWGSC), Industry Canada
and the Treasury Board of Canada Secretariat.” Each department and agency is
responsible for different stages of the defence procurement process. This multi-
departmental approach to defence procurement is unique to Canada.

2.1 THE DEPARTMENTS OF NATIONAL DEFENCE AND
PuBLICc WORKS AND GOVERNMENT SERVICES

Although PWGSC is the federal government's central procurement organization®
and has “exclusive authority” under the Defence Production Act to purchase defence
products required by DND,® the two departments 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.”*® New weapon systems and military equipment are generally the
types of defence products procured to military specifications.

However, although DND and PWGSC are jointly engaged in every phase of the
defence procurement process, each has distinct “lead” responsibilities. PWGSC, for
example, has overall responsibility for the development of the procurement plans, the
solicitation and evaluation of bids, the contracting process, and the administration of
contracts.** DND has overall responsibility for, among other things, the definition of
operational and technical requirements, the development of the procurement
instruments (requisition), the inspection and selection of defence products, and
post-delivery appraisals.*? In other words, DND decides what it requires in terms of
defence products, but responsibility for contracting and acquiring those products
rests with PWGSC.

2.2 INDUSTRY CANADA

Industry Canada is responsible for the coordination and administration of the federal
government’s new Industrial and Technological Benefits (ITB) program. Introduced
with the Defence Procurement Strategy in February 2014, ITBs will replace the
Industrial and Regional Benefits (IRB) policy, which had been in place since 1986.
ITBs will allow the federal government to use defence procurement contracts to
leverage industrial and economic benefits for the Canadian defence industry and to
generate economic activity across Canada. Under an ITB plan, for example,
domestic and foreign companies bidding for defence contracts will be measured by
“rated and weighted” Value Propositions that “favour actions that lead to improved
economic outcomes” for Canada through “investments that strengthen Canadian
KICs [Key Industrial Capabilities],” that “support enhanced productivity in Canadian
firms,” and that promote “industrial and technological high-value activities.” Moreover,
foreign contractors will still be required to make business investments in the Canadian
economy in an amount equal to 100% of the contract value, just as they did previously
under the IRB policy.*® ITBs will be a requirement for each defence procurement
project.
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2.3 TREASURY BOARD OF CANADA SECRETARIAT

The Treasury Board of Canada Secretariat is responsible, among other things, for
the federal government’s overall procurement policies, directives and guidelines, the
approval of preliminary funding for major capital projects that have been accepted by
Cabinet, and financial oversight of those projects.**

2.4 OTHER FEDERAL GOVERNMENT DEPARTMENTS AND AGENCIES

Other federal government departments and agencies are involved in different stages
of the defence procurement process, such as the Privy Council Office, Finance
Canada, and Foreign Affairs, Trade and Development Canada.®®

2.5 GOVERNANCE AND ACCOUNTABILITY

No single department or minister is in charge of Canada’s multi-departmental
defence procurement system. However, with the introduction of the Defence
Procurement Strategy in February 2014, a Defence Procurement Secretariat was
created within PWGSC to oversee the defence procurement system and to
coordinate the implementation of the strategy across the multiple federal government
departments involved in the process. This Secretariat reports to a Deputy Ministers
Governance Committee (DMGC), chaired by PWGSC, which consists of deputy
ministers from DND, Industry Canada, Foreign Affairs, Trade and Development
Canada, and Fisheries and Oceans Canada, acting as the “key decision-making
body” for defence procurement. The DMGC in turn provides guidance on defence
procurement matters to a Working Group of Ministers, chaired by the PWGSC
minister, which includes the ministers of National Defence, Industry, Foreign Affairs,
Trade and Development, and Fisheries and Oceans. This Working Group of
Ministers was established “to ensure shared accountability in defence procurements”
and “act as the forum for discussion, advice and to resolve issues in the
implementation of major procurement projects.”*®

3 DEFENCE PROCUREMENT IN OTHER COUNTRIES

The multi-departmental defence procurement model that currently exists in Canada
is unique; most countries use different approaches to defence procurement. These
other defence procurement models can be divided into three broad categories:

e procurement by individual armed services;

e procurement by centralized government organizations; and

e procurement by independent civilian corporations.

These different procurement models are described in the sections below.
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3.1 INDIVIDUAL ARMED SERVICES

In several countries, the individual armed services (army, navy, and air force) are
responsible for acquiring the weapon systems and military equipment they require.
Each armed service thus operates its own procurement process. In most cases, the
procurement actions of the individual armed services are supervised by the country’s
defence department. The development and management of the defence
procurement policies and regulations used by the armed services often originate
from the defence department. Nevertheless, this system allows the individual armed
services to have almost complete control over their respective defence procurement
actions. The United States uses this decentralized defence procurement model.

3.1.1 UNITED STATES

The defence procurement process in the United States is managed by the
Department of Defense (DOD). It is a complex system that involves several
organizations within the DOD. The Office of the Under Secretary of Defense for
Acquisition, Technology and Logistics is responsible for the oversight of the
procurement activities of the various segments of the DOD.*’

Each individual armed service (U.S. Army, U.S. Navy, U.S. Air Force, U.S. Marine
Corps, and U.S. Coast Guard) executes its own defence procurement and is
supported by distinct procurement offices. The Office of the Assistant Secretary of
the Navy for Research, Development and Acquisition, for example, is responsible for
U.S. Navy and U.S. Marine Corps procurement functions and programs; the Office of
the Assistant Secretary of the Army for Acquisition, Logistics and Technology is
responsible for those of the U.S. Army; the Office of the Assistant Secretary of the
Air Force for Acquisition is responsible for those of the U.S. Air Force; and the
United States Coast Guard Acquisition Directorate is responsible for those of

the U.S. Coast Guard. Each of these offices, in turn, operates a range of
sub-organizations that specialize in specific fields of procurement, such as research
and development, the acquisition of weapon systems and military equipment, the
acquirement of infrastructures, the purchase of commercial products, and the
provision of support services.*®

A number of DOD agencies also act as purchasing organizations. One of the most
important is the Defense Logistics Agency, which is responsible for furnishing many of
the supplies and services used by U.S. military forces, including food, fuel, medical
supplies, and spare parts.*® Other DOD agencies involved in defence procurement
include the Defense Advanced Research Projects Agency (DARPA), which is the central
research and development agency for the DOD, as well as the National Security
Agency (NSA), which conducts intelligence, cryptology and information security.

In all, DOD comprises some 22 different acquisition organizations.** In 2011, more
than 136,000 military and civilian personnel worked in defence procurement within
the different armed services and agencies of the DOD.?

LIBRARY OF PARLIAMENT 4 PUBLICATION NO. 2014-82-E



DEFENCE PROCUREMENT ORGANIZATIONS: A GLOBAL COMPARISON

3.1.2 OTHER COUNTRIES

Chile,® Mexico®* and Nigeria®® are examples of other countries where responsibility
for defence procurement rests with the armed services.

3.2 CENTRALIZED GOVERNMENT ORGANIZATIONS

Many countries have established centralized government organizations to control
their defence procurement process. These entities are responsible for acquiring all of
the weapon systems and military equipment required by their country’s armed forces.
Most of these organizations operate within the purview of their country’s defence
department, although they generally remain independent of the military and have
their own budgets. In certain cases, however, these procurement organizations
function as independent government departments or agencies. The United Kingdom,
Australia, France and India are among the countries that conduct defence
procurement through a single government organization.

3.2.1 UNITED KINGDOM

Defence procurement in the United Kingdom is administered by a single agency
known as Defence Equipment and Support (DE&S). The organization defines itself
as a “bespoke trading entity, an arm’s length body of the Ministry of Defence.”®
DE&S was created in April 2007 through the merger of two Ministry of Defence
organizations: the Defence Procurement Agency and the Defence Logistics
Organisation. The aim of the merger was to create a new integrated procurement
and support organization. DE&S is headed by a Chief of Defence Materiel and is
overseen by the Minister for Defence Equipment, Support and Technology. DE&S
employs approximately 12,500 people.?’

3.2.2 AUSTRALIA

The Defence Materiel Organisation (DMO) is the Australian government agency
responsible for defence procurement. It was formed in 2000 and is part of the
Australian Department of Defence. In July 2005, the DMO became a prescribed
agency under Australia’s Financial Management and Accountability Act. Although still
part of the Department of Defence portfolio, the DMO gained greater autonomy, as
well as control over its own resources and staff, when it received prescribed agency
status. The organization is responsible for the purchasing, through-life support and
disposal of all the weapon systems and military equipment used by the Australian
Defence Force. The DMO employs about 7,000 people.?®

3.2.3 FRANCE

A single government organization is responsible for defence procurement in France.
Created in 1961, it is known as the Direction Générale de I'Armement (DGA). The
DGA is the central procurement agency of the Ministére de la Défense et des
Anciens Combattants. It is responsible for the acquisition of all weapon systems and
military equipment destined for France’s armed forces, from conception to delivery.
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It is also responsible for promoting French defence industry export sales. The DGA
employs more than 10,500 people.?

3.2.4 INDIA

The procurement of defence products in India is administered by a central
government organization known as the Defence Acquisition Council (DAC), which
was established in 2001. The DAC oversees the entire procurement process for the
Indian armed services and is part of India’s Ministry of Defence. Decisions taken by
the DAC are implemented by three boards: the Defence Procurement Board, the
Defence Production Board, and the Defence Research and Development Board. Of
the three DAC boards, the Defence Procurement Board is the only body that deals
specifically with defence procurement for the armed forces. The two other boards
deal with matters pertaining to defence production as well as defence research and
development in India. The Defence Procurement Board’s functions are governed by
India’s Defence Procurement Procedure, which was updated in 2013.%

3.2.5 OTHER COUNTRIES

Several additional countries conduct defence procurement through single government
departments or agencies, including Brazil,** China,* Denmark,* Germany,* Italy,*
South Korea,* and Spain.?’ Japan also plans to establish a separate defence
procurement agency, to be modelled on France’s DGA.*® Russia, on the other hand,
is moving away from a separate defence procurement organization model. In
September 2014, the Russian government announced it was disbanding its two
centralized defence procurement agencies (Rosoboronzakaz and
Rosoboronpostavka) and concentrating the procurement process within the Russian
Ministry of Defence.*

3.3 INDEPENDENT CIVILIAN CORPORATIONS

In some countries, responsibility for defence procurement is contracted to civilian
organizations that are either state-owned or part of the private sector. Such is the
case in Sweden, Switzerland and South Africa.

3.3.1 SwWEDEN

In Sweden, the Forsvarets materielverk (Swedish Defence Materiel Administration),
or FMV, was established in 1968 as “an independent, civil authority” that “answers to
the [Swedish] government.” FMV deals directly with the Férsvarsdepartementet, the
Swedish Department of Defence, and provides the Swedish armed forces with the
weapon systems and military equipment they require. It also provides procurement
services to the Swedish Coast Guard, the Swedish Emergency Management Agency
and the Swedish Police. FMV also assists the Swedish defence industry in the
promotion of exports and represents the Swedish government in international matters
related to defence procurement and materiel cooperation.*’ The organization is led
by a board of directors that is directly accountable to the Swedish government. The
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board meets five times per year, and daily operations are led by a director general.**
FMV has a workforce of about 3,000 employees.*?

3.3.2 SWITZERLAND

In Switzerland, defence procurement is undertaken by an independent procurement
organization known as Armasuisse, which operates outside the scope and
responsibility of the Swiss armed forces. The organization reports directly to the
Swiss Department of Defence, Civil Protection and Sports (DDPS). The origin of
Armasuisse dates back to 1968 when the Swiss government decided to centralize
defence procurement under a single government organization: the Gruppe fir
Rustungsdienste (Defence Procurement Agency), or GRD. The system was set up
after technical problems and massive cost overruns were encountered with some
major weapon systems acquired by the Swiss armed forces in the 1960s. The Swiss
government concluded that the country’s armed services — which up to that time had
purchased all defence materiel themselves — could no longer properly manage the
acquisition of complex and sophisticated modern weapon systems.** The GRD was
reorganized into Armasuisse in 2000. The main reason for the reorganization was
the fusion in 1999 of several government-owned armament factories formerly
managed by the GRD into a new state-owned defence technology company known
as RUAG (Rustungs Unternehemen Aktiengesellschaft). Armasuisse employs about
1,000 people.**

3.3.3 SOuUTH AFRICA

In South Africa, defence procurement is administered by a state-owned civilian
company known as the Armaments Corporation of South Africa Ltd. (ARMSCOR).
Created in 1948, ARMSCOR is managed and controlled by a board of directors that
operates under the leadership of a chairman who, in turn, is directly accountable to
the Minister of Defence and Military Veterans.”> ARMSCOR is mainly responsible for
the acquisition, maintenance and disposal of defence materiel for the South African
National Defence Force and the Department of Defence and Military Veterans as
well as for any South African government departments and agencies requiring similar
services (for example, the South African Police Service).*® ARMSCOR employs over
1,300 people.*’

4 DEFENCE PROCUREMENT REFORMS

The surge in global defence spending over the past 15 years has placed significant
pressure on the defence procurement systems of the world’s top military spending
countries. In most cases, defence procurement systems have been unable to
effectively respond to rising military demand or to avoid bureaucratic challenges,
political influence, technological difficulties, cost overruns, and delays with the
delivery of new weapon systems and military equipment. In many countries, these
problems have generated public criticism and a desire to reform defence
procurement systems in order maximize efficiency, accelerate product delivery time,
reduce expenses and provide better oversight.
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4.1 CANADA

In Canada, DND and PWGSC have implemented a number of initiatives in recent
years to improve defence procurement processes and reduce acquisition cycle
times.“® The federal government also launched a National Shipbuilding Procurement
Strategy in June 2010 and a Defence Procurement Strategy in February 2014 to
streamline and enhance the efficiency of the defence procurement system, increase
accountability and leverage greater industrial and economic benefits from defence
contracts.*® Although there has been debate in recent years on whether Canada
should centralize defence procurement under a single federal government
department or agency, the federal government decided to retain the current multi-
departmental system, which it committed to reform with its Defence Procurement
Strategy in 2014.

Like Canada, many other countries have implemented, or are in the process of
initiating, various defence procurement reforms. Australia, the United Kingdom and
the United States are cases in point.>

4.2 AUSTRALIA

Australia has implemented several defence procurement reviews and reforms in
recent years.>! One of the most recent reviews was commissioned by the Australian
government in 2008 and looked at the DMO and the country’s defence procurement
system. The review made 46 recommendations to improve the DMO and the
efficiency and cost-effectiveness of the acquisition process. One recommendation
was that the DMO be separated from the Department of Defence and become an
independent executive agency of the Australian government. The aim of this
recommendation was to provide the DMO with greater control over its resources and
activities and to ensure better accountability and transparency. The Australian
government accepted 42 of the 46 recommendations in 2009. However, it refused to
accept that the DMO be made an executive agency on the grounds that doing so
would not result in a more efficient organization, would likely affect Department of
Defence operations, and would potentially entail significant costs.>? By 2012, most of
the accepted reforms had been implemented.>® Additional reforms have since been
introduced to further improve the defence procurement process, strengthen project
management accountability and reporting, identify problems early on, and minimize
risks.>*

However, despite these reforms, concerns with the defence procurement systems
continue to be raised. In 2013, for example, the Australian National Audit Office
(ANAO) reported average schedule “slippage” on the order of 36% (or 957 months,
the cumulative number of months of slippage) on the 29 largest defence procurement
projects in fiscal year 2012—-2013. ANAO also reported a cumulative total budget
increase of 15.5% (A$6.5 billion) for these major projects over the years.*® In another
2013 report, the ANAO made a number of recommendations to strengthen the
effectiveness of the defence procurement system, improve transparency, enhance
accountability, and report progress on reforms.>®
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4.3 UNITED KINGDOM

In the United Kingdom, a number of defence procurement reforms have been
implemented in recent years, resulting in the establishment of the DE&S in 2007 and
numerous changes to processes and oversight mechanisms.*’

Despite the introduction of reforms, however, issues with the defence procurement
system continue to be reported. In 2009 and 2010, for example, reports of the House
of Commons Defence Committee and the National Audit Office noted significant
delays and cost overruns with existing British defence procurement projects. The
reports also drew attention to a major funding gap between equipment ordered and
the ability to pay for it. The funding gap was estimated to be between £6 billion and
£36 billion.*®

In 2009, the Ministry of Defence ordered an independent study of the British defence
procurement system. The study identified a number of problems with the system and
found that individual defence procurement projects faced, on average, delays of five
years, which translated into additional costs of between £900 million and £2.2 hillion
each year. The study made several recommendations to enhance the defence
procurement process and improve skills, efficiency, project management and
transparency. One of the recommendations was that DE&S cease to be part of the
Ministry of Defence and be transformed into a Government Owned and Contractor
Operated (GOCO) company.* The Ministry of Defence accepted most of the
recommendations in 2010, but rejected the GOCO proposal.®°

Since then, problems have persisted, despite reforms and some improvements to the
defence procurement system.®! For instance, in 2014, the National Audit Office
reported that the cost of the 11 largest defence procurement projects rose by about
£708 million, and delays in the forecast time to complete these projects increased by
17 months in fiscal year 2012-2013.%?

New reform measures are under consideration or being implemented.®® In 2014, the
DE&S was reformed,®® and the Defence Reform Act 2014 gave the Secretary of
State the option to make arrangements “for a commercial organisation to provide
defence procurement services under contract with a ... GOCO company in future
should ministers decide the model offers the best value for money.”®

4.4 UNITED STATES

The U.S. government has also initiated a number of reforms to improve its defence
procurement system over the past decade or s0.°® These reforms include introducing
legislative changes to reform the defence procurement system and redrafting
defence procurement policies and rules and regulations to achieve greater
accountability, efficiency and effectiveness. The U.S. has also launched new
initiatives to improve the overall performance of the defence procurement process,
including new policies and measures to eliminate unproductive practices and
bureaucratic processes, achieve greater efficiency and productivity, increase
competition, control project costs, reduce delivery times and enhance the quality and
professionalism of the workforce.®’
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However, assessments of the success of defence procurement reforms in the U.S.
remain mixed. A 2014 Government Accountability Office (GAO) report, for example,
noted that despite the introduction of reforms, many of the DOD’s major defence
procurement programs still face significant cost growth and schedule delays.®®

5 CONCLUSION

Several different models of defence procurement systems exist throughout the
industrialized world. Most countries choose approaches to defence procurement and
generally customize their military acquisition processes to meet the specific needs
and requirements of their armed forces. With its decentralized, multi-departmental
model, Canada is unique in its approach to defence procurement. Most industrial
countries have opted for other systems, namely procurement by individual armed
services; procurement by centralized government organizations; and procurement by
independent civilian corporations.

However, despite their differences and the introduction of defence procurement
reforms in recent years, most defence procurement systems, no matter the model,
continue to face similar challenges and criticism. Most have been unable to avoid
bureaucratic hurdles, political influence, cost overruns, and delays with the delivery
of major projects. All industrialized countries, including Canada and its closest allies,
have encountered difficulties with their defence procurement systems.

In sum, challenges continue to plague defence procurement practices throughout the
industrialized world, regardless of the systems in place. No existing model seems to
be a solution to the challenges associated with defence procurement in the

21 century, challenges that include the growing complexity and rising cost of major
weapon systems and of global supply chains.®
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