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SYNOPSIS 

 
 
Chief Review Services (CRS) was requested by Chief of Staff Materiel (COS Mat) to review 
PWGSC Revenue Dependency services and charges to DND for project/contract management 
support.  COS Mat expressed concern over the size and growth of DND funding for these 
services.  Revenue Dependency charges for 2000/01 totalled $14.6M.  A 2001/02 draft budget 
was submitted by PWGSC for $20.2M. 
 
CRS contracted with KPMG to conduct this review.  After KPMG initiated the review, it became 
clear that PWGSC was not in complete agreement with the review objectives.  PWGSC proved 
reluctant to permit full and necessary access to its staff and the two departments were unable to 
reach a timely resolution of this issue.  Accordingly, CRS, in conjunction with COS Mat, agreed 
to terminate the review. 
 
While CRS did not complete its analysis, COS Mat asked CRS to provide its views based on the 
work completed.  Principal concerns raised in the report relate to: the amount and growth of 
PWGSC charges for Major Project Service Line (MPSL) project/contract management support; 
whether the provision of acquisition services for large projects should be funded through 
PWGSC appropriations, vice DND reimbursement (i.e., given a previous $84M baseline transfer 
from DND); and the real value/benefits to DND of the services involved. 
 
The report noted that what was originally conceived as a collaborative arrangement relative to 
MPSL has become fragmented.  It needs to be revisited, assessed for relevance and situated in 
the larger context.  This latter consideration points to the advantages of developing an improved 
definition/understanding of project management roles, responsibilities, requirements, service 
standards, funding and budgetary mechanisms, as well as monitoring and dispute resolution 
requirements. 
 
COS ADM(Mat) responded to this report by immediately negotiating a $400,000 reduction in 
payments to PWGSC.  Additionally, COS Mat has written PWGSC requesting that the two 
departments jointly review the MPSL with a view to further reducing costs. 
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REVIEW OBJECTIVES 
 
1. The main objectives of this review, as agreed by COS Mat, were to: 
 

a. Audit and report on the 2000/01 PWGSC charges for contractual/project 
management services, with a view to providing an assurance that DND is paying 
the appropriate rates for the services rendered and that PWGSC is being 
reimbursed according to acceptable Revenue Dependency standards. 
 

b. Review and report on the value/benefits to DND of the project management 
services performed by PWGSC for DND.  Consider whether these services meet 
the requirements of DND and whether they improve PWGSC’s performance in 
meeting DND requirements. 

 
 
BACKGROUND 
 
REVENUE DEPENDENCY 
 
2. Currently, DND provides full cost recovery (i.e., Revenue Dependency charges) to 
PWGSC for selected procurement and project management services, primarily related to capital 
acquisitions.  The services provided can be grouped into three categories: 
 

a. Procurement services related to DND Major Crown Projects (MCPs).  MCP 
procurement services are provided on a mandatory basis by PWGSC as a 
Common Service Organization.  (Services in the amount of $6.2M were provided 
by PWGSC and charged to DND in 2000/01.) 
 

b. Procurement and project advisory services related to DND Major Capital projects 
and complex O&M projects, and procurement planning work for unapproved 
DND projects.  PWGSC has legislated (and exclusive) responsibility for the 
procurement of all goods and services.  DND can only acquire goods within 
delegated authorities from the Minister of Public Works and Government 
Services.  (Services in the amount of $2.7M were provided by PWGSC and 
charged to DND in 2000/01.) 
 

c. Project management services in support of all DND projects.  These services 
provide optional planning and project management assistance to DND and 
PWGSC contracting and project management officers.  (Services in the amount of 
$5.6M were provided by PWGSC and charged to DND in 2000/01.) 
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FUNDING 
 
3. PWGSC provides mandatory acquisition services to departments and agencies of the 
Government of Canada in the procurement of goods and services.  Prior to fiscal year 1992/93, 
these services were provided on a fee-for-service basis.  That is, in accordance with an agreed 
pricing formula, PWGSC would charge departments for these services based on the workload 
incurred.  Beginning in fiscal year1992/93, PWGSC (then Supply and Services Canada) 
converted from this fee-for-service basis to annual appropriation for certain mandatory services.  
The only service line that was to continue to be subject to Revenue Dependency charges was the 
Major Crown Project (MCP) Service Line (MCPSL).  For all other service lines, DND made a 
$84.2M baseline funding transfer to PWGSC for the provision of acquisition and traffic 
management services. 
 
MAJOR PROJECT SERVICE LINE (MPSL) CREATION AND SERVICES 
 
4. In 1996, PWGSC created the Major Project Service Line (MPSL) to augment the services 
provided to MCPs.  The MPSL was to offer the use of shared and matrixed resources.  By 
centralizing certain contracting services, PWGSC hoped to reduce costs and to facilitate 
integration and project management support.  MPSL was also expected to provide management 
continuity for both DND and the contracting authorities, and to provide DND with a single point 
of contact.  Standardized reporting, enhanced knowledge sharing, and centralized, structured 
billing were also identified as benefits. 
 
5. The services to be provided by the MPSL included: 
 

• procurement management services; 
• project management support; 
• early project participation, often prior to Treasury Board approval; 
• the management of project close-outs; 
• the provision of functional specialists to identified projects; and 
• the sharing of resources across projects (i.e., planning, cost/schedule performance 

management; risk identification and assessment; data management; training). 
 
6. The introduction of the MPSL also introduced PWGSC revenue dependency charges to 
other-than-mandatory MCP projects.  PWGSC discussed the concept in 1995 with ADM(Mat) 
who was in agreement with its creation.  There was recognition that some high-value capital and 
O&M projects (but non-MCPs) required an additional level of sophistication and resource that 
would not otherwise be provided through the normal PWGSC acquisition service line.  An MOU 
was signed in 1996 between PWGSC and DND confirming the arrangement.  According to draft 
documentation from that time, projects requiring MPSL resources were to be determined jointly 
through the application of “MPSL Criteria” to projects in DND’s Long Term Capital Equipment  
and Information Management plans.  Budget estimates were to be submitted annually to DND 
for the provision of these services.  We found no formal criteria for the joint determination of 
high-value/O&M projects requiring MPSL resources. 
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MANAGEMENT ISSUES 
 
7. We identified three main issues that need to be resolved as follows.  In order of priority 
they are: 
 

a. the amount and growth of PWGSC charges for MPSL project management 
support, and in certain areas, whether DND requires these services; 
 

b. whether the provision of acquisition services for large capital/O&M projects 
should be funded through PWGSC appropriations rather than through DND 
reimbursement, given the previous DND transfer of baseline funding; and 
 

c. the value/benefits of services provided by PWGSC to DND. 
 
8. A lesser concern pertains to charges for MCP projects.  These charges are directly visible 
to DND project managers and are easily negotiable beforehand and at the time of service.  
However, DND staff wanted confirmation that the amounts billed by PWGSC to DND were 
based on acceptable revenue dependency policies. 
 
MAJOR PROJECT SERVICE LINE (MPSL) CHARGES 
 
9. KPMG analysis (Table 1) shows that, since its implementation, the costs of MPSL 
services have increased 107.8 per cent, while total Revenue Dependency charges (of which 
MPSL is a component) increased by only 21.5 per cent. 
 

Table 1 - MPSL Cost Increases 
 

 
 
 
 
Fiscal Year 

 
 
 

MPSL 
Charges ($M) 

 
 
 

Per Cent Change 
from Prior Year 

 
 

Revenue 
Dependency 

Charges ($M) 

 
 

MPSL Costs as 
Per Cent of Total 

RD Charges 
1997/98 2.68 - 11.91 22.5 
1998/99 3.89 45.1 12.73 30.6 
1999/00 4.00  2.8 11.64 34.4 
2000/01 
Per Cent Increase 
Since 1997/98 

5.57 
 

39.3 
107.8 per cent 

14.47 38.5 
21.5 per cent 
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10. KPMG noted that the MPSL services provided by PWGSC were not readily visible to 
DND project managers because the services were usually off-set and of an indirect nature.  DND 
non-MCP project managers have refused to accept charges for these services against their project 
budgets.  COS Mat has allocated these charges against a central ADM(Mat) budget account.  The 
ADM(Mat) Comptroller considers that there is little information with which to validate charges 
for these services.  Additionally, ADM(Mat) project staff have questioned whether these services 
are being provided for DND benefit or as part of a broader PWGSC mandate and whether some 
of the services are duplicated within DND. 
 
11. The program and project management services (i.e., Performance Measurement, Standard 
Reporting, Information Technology, Knowledge Management, Project Services, Project Support, 
Costing, and Security) provided through the MPSL appear to be optional services under the 
Common Services Policy1.  These services are management services not procurement services.  
From a DND perspective, these services could be contracted for/negotiated with any qualified 
supplier, including PWGSC.  In this case, the service delivery agent, PWGSC, has been setting 
the requirements for the MPSL services, rather than the paying client, DND.  PWGSC feels they 
have a direct responsibility, under their acquisition mandate, to ensure these services are 
available.  However, PWGSC has been unwilling to shoulder a portion of the costs.  DND has 
been paying for these services but has not reviewed its own requirements for these services. 
 
PROVISION OF NON-MCP ACQUISITION SERVICES 
 
12. PWGSC charges for the provision of Non-MCP acquisition services.  These services 
could be provided by PWGSC to DND at no cost, as these are legislated mandatory services to 
departments.  However, there has been a long-standing (albeit dated) agreement between DND 
and PWGSC that both departments would benefit from additional professional management for 
these types of projects and that DND would be prepared to pay for this increased level of service.  
At issue is defining the normal level of PWGSC service, whether the normal service is sufficient 
to manage these types of projects, and the extent to which DND is willing to pay for this 
additional service.  A negotiated arrangement, based on defining normal PWGSC acquisition 
services, is required. 
 
VALUE/BENEFITS TO DND OF SERVICES PROVIDED BY PWGSC 
 
13. As per paragraph 1b, we were asked to consider whether the services provided by 
PWGSC satisfied DND's requirements.  We did not complete our review in this area.  
Nevertheless, we can state that there is a lack of clarity between the departments concerning 
what these services are intended to produce, and for whom.  As noted above, although DND pays 
for the services, PWGSC defines the services to be performed. 
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organizations mandatory/non-discretionary.  PWGSC is designated the mandatory common service provider for 
planning and managing the procurement aspects of Major Crown Projects.  Additionally, section 9 of the 
Department of Public Works and Government Services Act gives the Minister of Public Works and Government 
Services exclusive responsibility for the procurement of all goods and services not otherwise delegated.  This is also 
a mandatory service. 
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REVENUE DEPENDENCY CHARGES FROM PWGSC 
 
14. CRS was asked to give an opinion on whether charges for services paid by DND were in 
accordance with Revenue Dependency standards.  KPMG has reported that, to the extent that 
they could review, charges as billed represent the actual costs incurred by PWGSC.  The main 
issue outstanding concerned the appropriateness of the overhead rate of 33.5 per cent charged by 
PWGSC on salaries and employee benefits.  This was unresolved at the termination of the 
review. 
 
 
CONCLUSIONS 
 
15. The respective responsibilities of the acquisition authority, PWGSC, and the client, DND, 
are not clear in the area of project/contract management.  DND has not clearly identified to 
PWGSC their requirements for project management.  The project management activities of both 
departments do not appear synchronized.  Insufficient, attention has been paid to maintaining a 
collaborative arrangement between the departments.  An accountability framework that defines 
requirements, responsibilities, funding and budget mechanisms, monitoring and dispute 
resolution processes would be beneficial. 
 
 
RECOMMENDATIONS 
 
16. ADM(Mat) should work in conjunction with PWGSC to establish a reasonable 
accountability model and revised MOU that will ensure an effective collaborative relationship 
between the departments.  Key issues that need be addressed are: 
 

a. defining/affirming mandatory and optional acquisition services provided by 
PWGSC; 
 

b. defining DND and PWGSC program/project management requirements; 
 

c. Defining the requirement for a MPSL; 
 

d. formula for sharing of departmental resources; 
 

e. defining an annual budgetary process; 
 

f. defining a performance measurement framework; 
 

g. defining criteria for determining those projects requiring more rigorous oversight 
and annually determining the specific projects subject to Revenue Dependency; 
and 
 

h. ensuring an independent study is periodically conducted to assess the 
effectiveness of the MPSL in meeting DND and PWGSC objectives. 
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17. In addition, ADM(Mat) should re-address the issue of allocating MPSL costs to specific 
projects.  As a first step, ADM(Mat) should study the applicability of the various services offered 
by MPSL and the level of direct project support provided.  At a minimum, it would seem 
appropriate that MPSL service lines providing direct project support be allocated to individual 
projects.  We would recommend that discussions be commenced with DND project managers 
early in project delivery to identify their concerns in regard to the allocation of these costs. 
 
 
MANAGEMENT ACTION 
 
18. COS ADM(Mat) responded to this report by immediately negotiating a $400,000 
reduction in payments to PWGSC.  Additionally, COS Mat has written PWGSC requesting that 
the two departments jointly review the MPSL with a view to further reducing costs. 
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