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The result of this work does not constitute an audit of the Combat 
System Engineering Support (CSES) contract.  Rather, this report 
was prepared to follow up on the progress in implementing the 
Management Action Plan (MAP) that resulted from the October 
2006 CSES audit. 
 
Inventory values in this report are the reported value from the 
Canadian Forces Supply System and may not represent the actual 
value of the inventory. 
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Acronyms and Abbreviations 
 
 
ADM(Mat) Assistant Deputy Minister (Materiel) 

AERMS Audit and Evaluation Recommendation Management System 

CFSS Canadian Forces Supply System 

CRS Chief Review Services 

CSES Combat System Engineering Support 

CSI ISS Combat System Integration In-Service Support 

DGMEPM Director General Maritime Equipment Program Management 

DMSS Director Maritime Ship and Support 

DND Department of National Defence 

FY Fiscal Year 

MAP Management Action Plan 

NDHQ National Defence Headquarters 

ORAC Operational Requirements Analysis Cell 

RMP Risk Management Plan 

SCA Supply Customer Account 

TA Technical Authority 
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Introduction 
 
In keeping with the Treasury Board Policy on Internal Audit1 which must be fully implemented 
across government by 1 April 2009, Chief Review Services (CRS) is required to undertake audit 
follow-ups to assess the implementation status of management action plans (MAP) developed in 
response to previous CRS audit recommendations. 
 
In October 2006,2 CRS completed an audit of the Combat System Engineering Support (CSES) 
contract.  The contract was initially a $44-million competitively tendered four-year contract that 
started in July 2000.  By exercising the four option years the contract was extended to 
31 March 2008, with a ceiling price of $134.4 million.  A further 12-month contract extension to 
March 2009 was necessary due to delays in awarding the follow-on Combat System Integration 
In-Service Support (CSI ISS) contract.  The current contract value is $152.1 million.  The CSES 
contract provides combat system engineering and integration services for the Navy’s 12 Halifax- 
class ships, three Iroquois-class ships, simulation trainers and system support facilities at Halifax 
and Esquimalt. 
 
Methodology 
 
This follow-up is not a subsequent audit of the same issues.  Rather, it is a review of evidence 
that demonstrates that the MAPs have been implemented.  The following methods were used to 
verify the progress of the MAPs: 
 

• Interviewed Director General Maritime Equipment Program Management (DGMEPM) 
contract management staff and other National Defence Headquarters (NDHQ) staff; 

• Examined contract documentation and vendor reports; and 
• Analyzed databases – Canadian Forces Supply System (CFSS) and Audit and Evaluation 

Recommendation Management System (AERMS). 
 
Overall Assessment 
 
While a number of improvements have been made in control of vendor-held Department of 
National Defence (DND) inventory, warranty extension and vendor risk reporting, there has been 
limited progress made in addressing some of the primary concerns and recommendations that 
were raised in the October 2006 audit. In the case of labour charges, better contract provisions 
and oversight could have prevented some …………………………………………………..  
…………… in fiscal years (FY) 2006/07 and 2007/08, respectively.  As for measuring vendor  
performance, …………………………………………………………………………………  
………………………………………………………………………………………………..  
…………. in the follow-on contract. 
 

                                                 
1 Policy on Internal Audit http://www.tbs-sct.gc.ca/pubs_pol/dcgpubs/ia-vi/ia-vi_e.asp.  
2 Internal Audit:  Combat System Engineering Support Contract.  
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MAP Implementation Progress 
 
Cost Escalation 
 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
……………………………………… 
 
Core work is defined in the contract as work up to and including the first 150,000 annual hours 
to be charged at a lower average labour rate than the non-core work rate (work in excess of 
150,000 annual hours).  ……………………………………………………………………… 
……………………………………………………………………………………………….. 
……………………………………………………………………………….  For FY 2008/09 the  
vendor has agreed to convert some non-core tasks to core work and approve 150,000 hours of 
core tasks prior to approving non-core tasks, which will be monitored by the DND Technical 
Authority (TA). 
 
In addition, the terms and conditions of the current contract do not facilitate entry-level positions 
and training plans for new hires, …………………………………………………………………  
…………………………………………………….. 
 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
………………. unique skill sets required to maintain aging command and control systems. 
 
Under the current CSES contract, the Director Maritime Ship and Support (DMSS) has 
recognized that it is not possible to change the vendor’s labour structure.  Therefore, the new CSI 
ISS contract will have one rate per category of personnel (e.g., engineers).  ………………….. 
……………………………………………………………………………………………….. 
…….. 
 
Vendor Reporting 
 
Vendor reporting requirements were waived due to the excessive paper volume of the reports.  
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
electronic version of the monthly progress report starting in October 2008. 
 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
……………………………….. 
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Certification of Payments 
 
It was recommended that the rigour of payment certification be improved …………… 
………………………….  The contract managers have completed the necessary expenditure 
management training to apply greater certification rigour.  ……………………………………… 
………………………………….. 
 
Since two separate Audit Services Canada audits concluded that the vendor time recording 
system is reliable, it was reasonable for DND not to exercise the contract’s DND time 
verification clause. 
 
Quality Assurance/Warranty 
 
……………………………………………………………………………………………….. 
………………………………………a review of staffing at Operational Requirements Analysis 
Cell (ORAC) and DMSS Detachments be completed. 
 
The DMSS detachments that provide oversight of the vendor’s work conducted a review and 
could find no corrective work that would qualify under warranty.  DMSS found that new 
versions of software are rarely used at sea by ships within the 90-day warranty period due to lead 
times for shore-based training.  The follow-on CSI ISS contract is expected to have a warranty 
provision for 12 months. 
 
ORAC and DMSS Detachments are now staffed at 80 and 92 percent, respectively—an 
improvement since the time of audit where staffing was at 73 and 75 percent, respectively. 
 
Risk Management 
 
At the time of audit, DND contract managers did not require the vendor to report on contract 
risks as stipulated in the contract.  Since October 2006, vendor risk reporting has improved and 
DND has specified the vendor’s risk management requirements for the follow-on contract. 
 
There were also several Navy contracts amounting to $566 million that did not benefit from 
formal risk management plans (RMP).  According to ADM(Mat)’s Knowledge Network, all 
business processes are required to include risk management practices.  New Navy business rules 
will be approved in August 2008 and will require RMPs for all high-value contracts greater than 
$30 million. 
 
Material Asset Management  
 
It was recommended that all procured material be recorded as DND inventory ……………… 
……………………………………………………………………………………………….. 
………………………………………. 
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DMSS detachments are now recording receipt of inventory utilized by the vendor.  ……………. 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
……………………………………………………………………………………………….. 
Documentation for the loan and SCA information has been forwarded to ADM(Mat), …………  
……………………………………………………….. 
 
Concentration of Authority 
 
It was recommended that the TA’s duties be delegated to others to ensure that individuals 
authorizing the work to proceed were not the same individuals certifying that the work was 
completed. 
 
The TA is no longer the Office of Primary Interest for any tasks, thus segregating duties as 
recommended. 
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