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. PROGRAM DELIVERY

This annex presents the results of the examination  and evaluation of the

program delivery system and the recommendations which flow from them.

OBJECTIVES

The purpose of our examination was to determine:

- how well the DIPP delivery system has performed in terms of effective-

ness, effigienpy, and coﬁtrol; and
~ what changes are.required to.optimize the delivery‘éf ﬁhe program.
METHODOLOGY
The Program Delivery Module used the following méthodology:

INTERNAL QUESTIONNAIRE

The purpose of the Internal Questionnaire was to assemble expert opinion from

the working levels of the Department, relating to their

(a) actual experience with the DIPP prograd, its purpose, its impact, the

departmental delivery system, and its efficiency;
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(b) perceptions of the program as to its civil/defence rationalé,, risk

elements, etc.

The target group ﬁas principally the officers, junior management, and advisors

within the ISB's and the advisory groups. Seventy questionnaires were sent

out, with forty returns divided 2/3 ISB's and 1/3 advisors.
INTERVIEWS

- The interviews were held to obtain similar information from managemént, with
more emphasis at the prograﬁ management level. The target group extended\to
the AbM level, with some overlap at the junidr management level.withvthe
Internal Questionnaire. Intervie@s were not restricted to ITC but included
those departments (DSS, DND,AMOSST) wﬁo have‘interest iq or_parﬁicipate in the

program.

COMPUTER FILES

Two sets of computer files were used:

(a) Financial Services Branch monthly financial- reports (status of contri—.

butions and loans, repayments, aged receivables, etc.). . This file

system is common to all departmental Grants, Loans and Contributions.

(b) Financial Services Branch file GC-154, the_DIPP program data base.

This file was established to accommodate project data for program data

aggregation and analysis.
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"The computer files were used to generate program/project profiles.

ISB FILE REVIEW

Project files were examined with three principal objectives in mind:
(a) Compliance with directives, goals, regulations;
(b) Quantitative analysis, e.g., delivery process timing;

(¢) Qualitative analysis, e.g., quality of project management as a whole/

variations of quality across the ITC system.

In addition, ITC contracted with the Bureau of Management Consultaunts to study

- the overall part of the program delivery system. Their report is on file with

the ITC DIPP Evaluation Coordinator.

STRUCTURE OF PRCGRAM DELIVERY ANNEX

The Annex is structured as follows:

~ Annex VII A describes the current delivery system in broad terms, the
operational characteristics of the system, and its performance with

regard to project processing times and documentation practices.

- Annex VII B focuses in detail on the major éhases of project counsidera-

tion in the current system.
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- Annex VII C discusses the management of the Program (in contrast to

individual projects).

~ Annex VII D deals with underlying themes and issues which cut across the

Program and the projects.
-~ Annex VII E contains recommended remedial actions.

There are two appendices to this annex. The first contains a complete listing
of DIPP projects included in the file review sample. The secoqd conﬁains a
deécription of - monitoring and control requirements by program component ¢to
demonstrate the importance of the monitoring and control function for each

component of DIPP.

, . .
L
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I — INTRODUCTION

In this part of the Annex on Program Delivery, we pdeide a étatement of the

official goals of DIPP and an overview of the DIPP ‘delivery system.

~Annex VII A also contains an analysis of two aspects of performance which

impinge on all stages of project management: documentation and processing

times.

I1 - OFFICIAL GOALS FOR DIPP

The June, 1977, Policy and Administrative Directive approved by:the Treasury

Board, contains the following statement which is still in effect:

OBJECTIVE

"The objective of the DIP Program is to develop and
sustain the technological capability of the Canadian:
defence dindustry for the purpose of generating
economically viable defence exports and related
civil exports arising from that capability:

(a) by supporting selected development projects;

(b) by paying one half of the cost of adcquisition of
new advanced equipment required for plant
modernization; and

(c) by supporting the establishment of productlon
capability and qualified sources for production
of component parts and materials.

In keeping with the Department's roles of promoting
export sales and viable industrial growth “and
efficiency, DIP Program resources are directed to
projects that serve the objectives of international
 defence development and production sharing arrange-
ments, and, in addition, to projects that support
industry sector strategic objectives and maximize
the - potential economic return on the resources
" employed.

'Defence Industry', for the purpose of the Program,
is defined as those companies or elements thereof
which have or which clearly demonstrate the intent
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to develop a defence-oriented capability or capacity
employing advanced management, engineering and tech-
nology directed to defence export sales and related
civil export sales which arise from that capability’
or capacity.”

A revised DIPP Directive was'drafted in September,vl979,.and has since been
amended. Certain changes have been proposed by the DIPP Office, some of which

appear to have Treasury Board Secretariat support. Their outcome will not be

known until after the publication of the DIPP Evaluation Report.

I11 - OVERVIEW OF THE DIPP DELIVERX~SYSTEH
STAGES

There are six major stages-to the complete delivery system. A summary over-

view is presented first. Exhibit 1, opposite, shows this graphically.

Stage 1: Project.InitiatiOn

Projects are identified as~being_éuitable_and eligibie fgf.submission. This

iniative can be taken by industry or by government.

Stage 2: Proposal Evaluation

This stage covers the preparation and evaluation of the formal proposal.

. These two activities are grouped together for dlSCUSSlOn because sometimes the

evaluation produces changes or modifications in a proposal

Stage>3: ‘ApproVal of Proposal

This stage includes a series of approvals necessary to enable a contract to be .

arranged. .It includes approvals from ITC and from other departments.
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(Page A-3 omitted)

Stage 4:; Contract Preparations

The approved projects become subject to a form agreement between the Crown and

the applicant. Two departments are involved in finalizing the contracts.

Stage 5: Execution of Project

The project has to be carried out by the recipient firm. under the terms of the
coutract. Monitoring the recipient's progress is important for contractual

and for general financial reasons. DIPP projects can extend from 1-10 years.

Stage 6: Follow-Up Activities

Several activities must be carried out after the completion of a project.
They arise: from the terms of the formal contract and from the general need for

proper project evaluation.

DURATION .OF STAGES

The duration of some projects funded under this program is short, e.g.; Source

Establishment projects, but most R&D projects extend over several years. The.

first four stages can take from six months . to a year, with the initiation

stage being the longest. The execution and follow-up stages can take several
years. Eventual payoffs can be prompt for some projects or long delayed if
ma jor research efforts are involved. Thus, the universe is not one of easily

comparable, homogeneous projects.

DIPP GASELOAD

At present, approximately 200 active DIPP projects are shared among 5 ISB's.
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and the Defence Programs Branch. The breakdown is given by program component

and by ISB in Exhibit 2, opposite.

CRITERIA FOR EVALUATION

The prime objective of the Program Delivery evaluation is to review the effec-~
tiveness of the system, inecluding its procedures, in delivering projects to
meet the program goals. A sgcondaryrcdncern ig the efficiency of the system.
It was expected that strengths and weakness would be identified from which an
imp;ovea system could be developed. The improved sysﬁem is expected to lead
to greater industrial iﬁpact, more effiéient use of scarce public resources,

and a better accounting of the expenditures of public funds.

'

 The six stages were examined in detall to establish wﬁether'projeéts could
become separated from DIPP goals, and, if they had, why they had deviated.

The detailed examination of the DIPP delivery system appears in Annex VII B.

Findings and the rationale for our recommendations are discussed. A summaryv'

of the recommended changes to the system is recordéd in Annex VII E.

CHECKS AND BALANCES

One overriding consideration permeates all the delivery system's operations:
the Department must provide, and be perceived to provide, proper étewardship
of public funds. It must  achieve this in a system which involves a matrix
organization in ITC and cqllaboration with other' departments. It must also

achieve this in its relationship with ITC's industrial clients.
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EXHIBIT 2
‘DIPP PROJECTS UNDER CbNTRACT, FEBRUARY 1980
’CAPITAL' SOURCE :

BRANCH ASSISTANRCE R ESTABLISHMENT R&D - TQ‘IALS
Chemicals : . ‘ 2 1 1 4
Electrical and Electronics 18 16 43 77
Machinery » 2 - - 2
Resource Industries : 8- 4 1 | 13
Transportation Industries 44 17 - 38 99
Deféncé’ Programs ‘ 1 - -2 3

ToTAL | 75 38 85 198

SOURCE: FSB Monthly Report GC-030,

Feb. 1980
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(Page A-6 omitted)

We recognize 1t would be possible to cut costs and speed up action by
extensive delegation of authority and by reducing project assessment and
review, thus reducing the checks and balances. We recognize that there are

limits to this philosophy for good and general public reasons.

These considerations were kept in mind during the examination of program

delivery.

v - DOCUMENTATIOﬁ'PRACTICES: REVIEW OF ISB FILES

OBJECTIVES AND SCOPE

‘A major component of the program delivery module was the review of the
documents in ISB files for a sample of DIPP brojects. The purpose of the file
review was to obtain an indication of the nature, characteristics, and
procedural steps of the project approval process and the monitoring and
control process. The review also revealed how well the various processing
stepé actually complied with the requirements set out in the administrative
directive. Other information soqght peftained to the quality of file documeﬁ—

tation, required processing times, and selected project characteristics.
METEODOLOGY

A random sample of DIPP projects was chosen for the ISB file review. The
sample was selected from the total population of projects épproved during the
fiscal period 1969-70 to 1978-79. As Exhibit 3, opposite, shows, 89 projects

were selected for the sample from a total population of 805 projects.
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SUMMARY STATISTICS FOR THE SAMPLE OF PROJECTS SELECTED FOR

FILE REVIEW AND THEYR RELATIONSHIP TO THE TOTAL DIPP PROJECT POPULATION, 1

" FOR THE PERIOD 1969-70 T0 1978-79

1 7otal- DIPP project population compriaes the

- - " "3 The bulk of
- $5,730,000.

1969 -70 to 1978 79. _

these 'figures wéé accounted for
Excluding -this project,
and- $133 000 average funds per project.,

_ No. of Projects. Fundé Authorized Ave. Funds -|Range in_Funds
Program Approved ' Authorized Authorized for
Elenent| Per Project Sample Projects

‘Total |Sample - Total Sample Total
Popu— jas % of _ Popu~- as Z of | - . Popu—
Sample| lation|Total | Sample lation j Total Sample }lation} High Low
000'5 000'5 0003 000'$ | 000'$ 1000'S
' CA 15 341 4.4 5,830(2)| 95,370 6.1 389(2)| 280 3,300 18.1
SE 16 188 8.5 7,726(3)] 91,910 8.4 483(3)| 489 | 5,730 5.7
R&D 58 276 |. 21.0- 80,145 349,060 23.0 1,382 {1,265 |13,300 32.0
TOTAL 89 805 1.1 93,701 536,340 ©17.5 1,053 666

projects approved during

1he largest,project in this group received $3.3 million.-
are $2,530,000 for total funds authorized and $181,000 average funds per project.

by one préject

the fiscal period.

Excluding this project, the figures

involving - total funds of
the figurea are $l 996,000 for total funds authorized
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V(Page A-8 omitted)

Two-thirds ‘of the sample consisted of R&D projects. The remaining sample

comprise 21 per cent of the total R&D projects approved during the ten-year

period. The corresponding proportions were much smaller for-the CA & SE

‘elements of the program: 4.4 and 8.5 per cent, respectively.

: per cent of this total was for R&D progects, six per cent was for CA projects,

~similar to those shown for;number of projects.’

The average amount of funds authorized per sample progect was much greater for

'the R&D progects than for the other two program elements This is con51stent>;

with “the characteristics of the ‘overall population. of DIPP progects- The

'projects was significantly affected by one large projectj excluding thehlarge‘

~'project in each case resulted in the average authorized funds being‘less than

$0.2 million: per project. There was also a wide range in the amount of funds

authorized per sample project, shown in Exhibit 3: - A complete list of the

end of Annex VII E.

projects were split almost evenly between ‘the other two elements of the -

program: 15 CA projects and 16 SE projects. The 58 sample R&D progects'

The selected projects inﬁolved authorized funds of $93.7 million.' Eighty—five
and the remalnlng eight per cent was for SE progects.. These authorized funds

comprised 17 5 per cent of the total for all projects approved during the ten~ -

year period. The corresponding relationships by program element were quite.

sample averages were $l.4 million for R&D ‘progects, $0.4 million for CA

projects, and $0.5 million for SE projects. Each of the latter two groups of .

DIPP progects included in the file review sample appears as Appendlx l ‘at the
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FILE IDENTIFICATION

Considerable difficulty.yas experienced in locating the apprbpriate files for
some of the projects which received DIPP assistanée du;ing tﬁe early 1970's,
due largely to departmental reprganizafions. In attempting to identify the
older files, it was discovefed that. the ISB quite often did not have a ;ecord
of the earlier Branch file numbers, nor of the FSB requisition file numbers.

The best course of action was first to identify a project by its FSB requisi-

tion number and then to obtain the earlier Branch filg number from FSB. inv

most cases, FSB was able to provide suéh information. A few project files had

been lost and/or destroyed after being sent to file storage.

To reduce the .problem of project file identification in the Ffuture, all
Departmental files for a given project should be assigned a common number),
such as the number assigned to a pfoject by the FSB #1-000 requisition number=-
ing systenm. The requisitioq number could then be used as a common cross-
referencé for préject files which are set up by the vgrious Branches such aé

Programs Branch. (DIPP Office), ISB, CAB, DPB and FSB.

QUALITY OF FILE DOCUMENTATION

The administrative directive oﬁ the DIP Program outlines the steps and docu-
mentation‘ required during the project approval and monitoring and control
processes. Exampleg.of suéh documents aré the project subﬁission, advisors'
comments, DIPP Committee minutes, TB submiésion, DOI85, contract agreement,
PRG minutes, and progress payment'claims. This material ser?es as an histori-
cal record of the project and provides an indication of how well the requiré;

ments of the directive have been adhered to.
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The file review exercise revealed that the completeness of file documentation

" varied a great deal. The variation was especially noticeabie between ISB's

.~ and between project officers. Statisties on. this topic are shown in

Exhibit 4, overleaf. The following specific observations on file documenta-

tion were made:

Industry Sector Branch

In generai, the E&E Branch's project files were relatively well documented in

comparison to other Branches such as TIB.

Advisor

.Fifty per cent of the Financial Advisors' reports were missing. The marketigg

report was missing in about one-fifth of the cases. In most cases in which an

advisor's report wds missing, there was still an indication in the file that'

the advisor's opinion had been obtained, usually in the form of a comment by

the project officer in his reporting on the approval pfocess.

Contract and Final Report

Almost . one-third of the project files (31 per cent) did not contain the

_ contract agreement. Another serious omission was the final management report

(sometimes referred to as the project status report) , i.e., the evaluation
report of the project following its completiom. One-half of the project files
did not contain this document. The extent of file ihcompleteness, especially

with regard to these two important documents, is uﬁacceptable.

DIPP Committee Recommendations

A relatively complete record was found of the appropriate Committee minutes.

This document Qas missing in only 13 per cent of the cases.
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STATISTICS ON FILE DOCUMENTATION FOR R&D PROJECTS

DIPP ' Final
_ Advisor Report 1 Committee Contract _Management
Item . Marketing - Financial Recommendation? Agreement - Report
Proportion of files
which did not contain
a copy of the .
document - per cent : 22 50 13 31 51
No. of observations ’ 36 28 54 55 45

1 1n the majority of cases, the concurrence or opinion of the advisor had been obtained but a copy of the.
"advisor's report was not on file. :

~ ‘ 2 The document in this case was a copy of the Committee minute which recommended the project.

I S SO
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(Page A-12 omitted)

Encumbrance Document

" The. file documentation was also deficient for several oﬁher documents, but

statistics were not compiled. 1In the case of the document usad to encumber
the funds, DOI85, there were instances in which the initiél DOI8B5 was notfon

file, but the subsequént amendments which altered the encumbrance by fiscal

.year were on file. The signatures on the ISB copy of this document generally

included those of the project officer, Branch director, and Deputy Minister.
Signatures.of the Comptroller, Minister, and FSB authorized officer generally

were absent. However, it could very well be that their signatures do appear

on other copies of the DOI85 such as the FSB copy.

Progress Payment Claims

The number of progress péyment:claims-varied considerably between projects

“from only a few to fifty or‘mbre.' The file documentation of these claiﬁs was

somewhat haphazard. In some instances, a complete set of the claims was on
'filé, and if the number of claims was considerable, a separate claims file had

sometimes been maintained. In many cases, however, the set of claims was not

complete. Only a limited number of the project files reviewed included a-

summary sheet. A sheet showing ‘claims data, listed in sequence, of the
amount, total to date, and outstanding balance of authbrized funds, should be

used for all projects to provide an up~to-date picture of project financing. -

PRG Minutes

PRG meetings generally were held at least twice yearly, although the'fréquency

© varied comnsidersably. Some of the relevant minutes and réportsiwere not on

file. As in the case of the progress claims, the maintenance’ of a PRG

chronology sheet would aid in monitoring projects.



A-14 CONFIDENTIAL

A particularly notable feature of the I1SB file documentation was the absence

of any follow-on reports dealing with measures of project success. The file

was closed on the completion of the project, and the last documént was usually

the final management report, if oné had been written. The files'contained no
reports dealing with production, employment, sales "and/or exports. Ihe
failure to record these mattérS' is a serious deficiency; Such daﬁa and
reports are éssential to evaluafing program effectiveness. This deficiency

should be corrected. The means of doing so are discussed later.

- IMPROVING DOCUMENTATION PRACTICES

A standardized historical summary sheet should be completed for 'each‘ DIPP
prqjectf It should contain .the ,vital statistics of a project and would
provide a convenient overview of the pféject. The form should contain basic
project identificatibn information and financial data,.including the planned
'expenditure péttern and a chronology of the principal approval prdcessing
opérations. The historical summary sheet should be kept at the front of the
project file with a progress payment claims record sheet and a similar sheet
to record monitoring and control activities. The maintenance of these.ﬁarious
summary sheets, or possibly a combined, single document, would ensure that
basic project data and information would aiways be readily available. it
would also greatly facilitate future program evaluations.-_ These records

should be standardized and used by all officers involved with DIPP projects.

A standardized project progress reporting form should also be completed at

regular intervals, e.g., quarterly or semi-annually. This dbcument would

briefly report on the present project status (technical and financial),
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problems areas and remedial action, proposed project changés ifﬁany, and a

review of the market position. Its use  should also be standard practiée for

" all DIPP project officers.

SUMMARY OF RECOMMENDATIONS

1. File documentation must be greatly improved to ensure that a complete set
of documents is maintained in the project file. Of particular concern are
such important documents as the contract agreement and the final»managemeﬁt’

or status report..

2. The var10us_file'numbering systems being used by the various Departmental
~ Branches for a particular project should incorporate cross-reférences to

facilitate the prompt identification of files.

3. A standardized summary form to record payment claims data should be used to -
provide a continuing, up~to-date picture of the financial status of a

project.

4, Similarly, a s;anda:dized form recording activities should be used to

assist in project monitoring.

5. A standardized historical summary sheet should be used for each project.
Possibly this'sheet'codld be incorporated with the forms. recommended in

items 3 and 4,
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PROCESSING TIMES FOR DIPP PROJECT APPROVALS

: Ave. time from date Range in Processing
No. of - of Company Application ) Standard Time
Observations to date of contract agreement Deviation| maximum minimum

CA

R&D

— number of calendar days -

15 . 241 87 448 152
16 324 . 174 730 82
32 377 144 657 87
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6. A standardized project progress reporting 'form should be completed at

specified intervals.~

V -~ PROJECT PROCESSING TIMES

A major concern to ITC and the companies in processing a project_application

is the length of time required to process the project to final approval. This

period includes - the time from initial company project application through to:

the DIPP~Committee recommendatiod and on to the preparation of the contract
agreement.' Opce itihas formulated an updertaking which. is potentially eligif
ble for DIPPgsupport,Vthe‘company wants to undertake the projectAWithout undue
delay. It wants a prompt decision‘on the eligibility of the'project for_Crown
assistance, and, if.the decision is favorable, it seeks to have the contract

agreement drawn up promptly.

- INITIAL APPLICATIONATO-CONTRACT AGREEMENT

Exhibit 5'~opposite, shows the average processlng times by progrmm element

from the time of” initial company-applicatlon to the date of contract agree-

ment in calendar days. For the largest group of. projects, R&D projects, the
average processing time for 32 projects was 377 days, or slightly mere than

one year. This figure compares with an average of 241 days, or eight months,

for CA projects and 324 days, or almost eleven months for SE projects. The

DIPP approval‘process-is time consuming, even for the CA projects which were

processed the most rapidly.
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As indicated, we took the starting point of the project proéessing to be the
date of the company's project’application.v Some variation prevailed between
projects as to this initial starting‘date. We did notﬂcouﬁt the time dev@ted
to any preliminary discussions. In cases Whefe a second application followed
the first after a lengthy delay, we used the date of the second application as
the starting point. 1In cases where there was no applicationjop file or any
date reference to such a document, the date of the ISB project submission ﬁas
used. Thus, there was some vériatibn'in the initial starting date of the
approval process between projects, but, on average, this was rélatiyely_minor

compared to the subsequent length of time for processing.

VARIATIONS IN PROCESSING TIMES

The statistics in Exhibit 5 indiéate the'high degree of variatiop in the

project processing times. Standard deviations and ranges in processing times

are shown by program element. The standard deviation for the R&D projects,

for example, was 144 days. That 1is, 1f the processing times for a random

sample of projects were examined, approximately two-thirds of the projects

would fall within the average of 377 calendar days + 1 standard deviation, and

95 per cent of the observations would fall within the average + 2 standard

deviations. The standard deviation in this case was almost fiﬁe months which

1s quite high in relation to the processing average of 12.5 months. The range

in the processing times shown for the R&D sample projects was also quite

large, from a maximum of 657 to a minimum of 87 days.

The SE element showed the greatest degree of variation in processing time,

‘ although it is redognized that the sample of projects was quite small for the.
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purpose of calculating standard deviations. In comparison to a processing

time average\of 324 days, the standard deviation was 174 days, and the range

in processingﬂtimé.was from a maximum of 730 days to a minimum of 82 days.
The variation for the sﬁall sémple of CA projects was subsﬁantially less, with
a standard deviation of 87 days in felationito a project average of 241 days.
All these figures indicate that, on average, the DIPP project app;oval procéés
is a lengthy and time consuminngperationvthat varies gfeaﬁly between pro-
jects.. This inefficiency of the program delivery system has:caused consider-
able'dissatisfaction amongst the client companiés, and alspecidl effort is
fequired fo achieve an oyerall improvement in this.aSpect of the delivery

system. It deserves high priority.

" Since R&D projects represented the largest portion of the sample of projects

examined, additional details on processing times were compiled and are shown
in Exhibit 6, overleaf. The total approval process from the time of project
application to contract agreement was divided into five steps, and processing

times and standard deviations were calculated for each operation.

INITTIAL APPLICATION TO DIPP COMMITTEE RECOMMENDATION (Step i)

The average time shown for Step 1 in.EXhibit 6, which éovers the time interval
from the date of the company's project application to the date of the DIPP
Committee recommendation, was 130 days. The activities included in thié étage
were the p:epération of the: project submission by the ISB> prqject .officer
(once approval had beén obtained from Branch manégemént to proqeed with the
project); ‘§btaining the advisors' opinion' and -concufrence o£ Vthe project;
obtaining ISB management's'final.épproval; for ééyiiér projects, obﬁaining the

recommendation of the appropriate advisory group such as the EAG; and,
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AVERAGE PROCESSING TIMES FOR R&D PROJECTS -

Standard
- No. of Average Number Deviation
Processing Operation Observations Jof Calendar Days |- days
1. From date of company's project
- application to date of DIPP
Committee recommendation 38 130 85
2. TFrom date of DIPP Committee
recommendation to date of DM/TB _ .
approval in principle 1 .45 v - 71 . 65
3. From date of DM/TB approval
- in principle to date of DOI85
encumbrance of funds 2 29 . 53 58
4. TFrom date of DOI85 to date of
ITC request to DSS for .
contractual action . 22 : 13 15
5. From date of ITC request for
contractual action to date
of contract agreement 25 " 110 64

1

2

NOTES: Average advisor response time

financial - 20 days
marketing ~ 28 days

Excluding six projects for which the DIPP Committee recommendation was
conditional and hence had a delaying effect on the next stage of approval,
the average processing time for step 2 was reduced from 71 to 51 days.

Excluding five projects mainly of a bid support type which experienced

processing delays until successful bids were realized, the average.

‘processing time for step 3 was reduced from 53 to 31 days.
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. (Page A-20 omitted)

finally, obtaining the recommendation of the DIPP Comnittee; A draft TB

submission was often prepared to go along with the pfoject submission. As the

figures indicate, these activities, which yield the required project informa-

tion and concurrences and finalize the submission for Committee acoepténce,l

have proven to Be time consuming tasks. The variation between projects was
also quite high, as indicated by a standard deviation of 85 days. 'The file

information showed ‘an average response time for the Financial “Advisor of 20

. days, and for the Marketing Advisor, 28 days.

DIPP COMMITTEE RECOMMENDATION TO DM/TB APPROVAL IN PRINCIPLE (Steﬁ 2) .

The next step in the processing operatiOn was to get DM/TB‘approval in princi-

ple. The average time recorded was 71 days, which is unexpectedly»iengthy. A

partiel"explanation was that the Committee recommendation for several of the

projects was conditional on certain things happenlng, such as. a more detailed~

marketing plan being developed by the company or the success of the company in

obtaining a related production contract. .

Lengthy delays of this kind at the TB apnronal level were shown for at least

six of the R&D projects. When these projects were exoluded from the tabula-

tion, the average time between. DIPP Committee recommendation and DM/TB

~approval was 51 days - still a fairly lengthy period. Apparently for projects

requiring TB approvel, lengthy "delays can occur simply because of a heavy

becklog of other items on the agenda which take precedence over DIPP project

proposals at the TB weekly meeting. Discussions should be held with the

Treasury Board Secretariat to permit normal sized projects to receive

"Routine” approval.
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APPROVAL IN PRINCiPLE TO ENCUMBRANCE OF FUNDS (Stép 3)

Following the appr6v31 in pfinciple of a project,‘it was then ﬁecessary ﬁo
obtain an encumbrance pf funds for the project. . The form used Qas the DOI 85
which required a series of signatures at the ISB, ADM, and FSB levels. A tab-
ulation of the associated datgs for the ISB and ADM signatures showed that it
took an. average of 40 days to have the DOI85 signed off at the "ISB level,
following project approval in principle, and another 13 days for signatufe at

the ADM 1¢vel.

Several lengthy delays were shown at the ISB level. Usually these were in
connection with bid support projects for which approval was delayed until the

company bid was declared successful. In one case a joiﬁt project was delayed

because approval was fequired for the foreign share of financiar support. The

unusual delays contributed to a high standard deviation of 58 days. Excludiﬁg
these special cases resulted in an average processing time of 31 days
(compared to the previous figure of 53 days) to have the DOI85 signed off at

the ISB and ADM levels.

ENCUMBRANCE TO REQUEST BY ITC TO DSS (Step 4)

The encumbrance of funds was followed by a request to DSS from the ITC project
officer to prepare the necessary contract agreement. The average time

interval for this action request was 13 days.
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ITC REQUEST TO CONTRACT AGREEMENT (Step 5)

The remaining element in the approval process was for the drafting; approval,

and signing of the contract agreement, undertaken by DSS. The average proées-'

sing time for the contract preparation was 110 days - or slightlyfmore than.

three and one-half months, with a standard deviation of 64 days.

The elapsed time for this operationm, which usually involves a standard gon¥

tract, has been a continual cause of complaint from the applicant companies.

A company is notified once the project submission has . received. approval- in
pfinciple. The company expects - that the last femaining épproval will gen-

erally be routine and éompieted quite promptly. This has not been the casé.

FACTORS PROMOTING DELAYS

Several factors were found to affect the time required for contract compie?

tion." The DIPP contract agreement‘differs fromjthé standard DSS prbcurement

" contract. Specific instructions apparently have not been given to DSS for

preparing DIPPfcont?act agreements. A set pf inétructions would be a,useful
gﬁide for thé’céntracting officer. No priority'ié~assignéd to.thé”contract
preparation - of DIPP projects, and this fask may be ﬁeid up indéfiniﬁel&b
because of bther DSS work. Occasionally the c&ntract has been‘delayed because
of_tpe absence of - the company's signing officer;,but such delays have been

infrequent.

‘In summary; the statistics in Exhibit 6 show that the beginning and completion

phases are primarily responsible for the lengthy timé interval required for
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DIPP projects to pass through the total approval process, i.e., Steps 1 and
S. Two other steps in the'épproval process also seem to be unacceptably time

consuming. These are the times required to obtain DM/TB approval in prineciple

and to obtain the encumbrance of funds. Althbugh they are shorter than steps .

1 and 5, they still appear to be unduly lengthy. In effect, these four stages
of approval comprise almost the total approval process; thus the entire
épproval process requifes close sérutiny to improve the efficiency of the
program delivery system. Appendix VII B contains a detailed anal&sis of the

approval process, in Section III.

The number of personnel involved in approving prdjects, both 'within 'and
outside the Department of Indusﬁry, Trade and Commerce, contributes to the
elapsed time. They include the applicant company, ISB project officer, ISB
maﬁagement, several advisors (an& at one time, also an. advisory committee),
DIPP Committee and secretariat, encumbrance approval officiais, Treasury
Board, énd DSS. Given this number of participants and the plethora of docu-
ments which they must approve, communication is difficult, even with good
channels. When the conditions are less than ideal, the approval process will

invariably be much slower.

IMPROVING THE EFFICIENCY OF PROCESSING

One approach.to speeding up the approval.process is to eliminaté or combine
certain phases and to confine the operaﬁions as much as possible to ITC. Some
moves in these directions have already taken place or are presently being
considered. The advisory committee groups which examined the project submis-

sions prior to DIPP Committeé considerations were disbanded some time ago. 1In
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addition, a revised draft Administrative Directive proposes -that the require~

" ment to obtain TB approval in principle be reduced from the present.level by

. delegating wider approval authorlty to ITC (to $5 million) The transfer of

the task of preparing the contract agreement from DSS to ITC is also being

'considered. These latter two proposals appear to'offer,considerable scope_for

shortening and tightening the approval ‘process and at the same time for

improving program efficiency.

The lack: of published.guidelines_for distribution to applicant companies is a

notable'weaknesa. The initial project review phase would probably be speeded

up,. and the time required for the submission to reach the DIPP Committee would
“be reduced if companles were provided with information on how to complete.

‘applications properly.

Changes recommended later ‘in the report to project and program management

should reduce project processing times considerably.
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I - INITIATION OF PROJECTS
The general outline of this section is shown on Exhibit 1, oppssite. It

covers the ISB discussions with industry, and the in-Branch approval to

proceed leading dp to the Project Submission to the DIPP Committeé.

ROLE OF 1SB OFFICER

- R e s e o e

The ISB. officer is the principal actor in the program delivery system. His
basic mandate is industrial developmenr. He performs several activities to

achieve this goal, and he must fulfil other branch‘requirements. The delivery

of ITC assistance programs is only one of his many activ1t1es, and all indus—.

trial assistance programs (aggregated) account for only 20% of total 1ISB work—
load. Since DIPP is'one of several ITC industrial assistance programs, there
is, in theory, further dilution, but  in practice DIPP is concentrated in two

ISBs: Transportation Industries Branch and Electrical and Eléectronics

Branch. They accounted for 95% of DIPP expenditures from 1969-1979.

The ISB's do not perceiﬁe themselves as serving DIPP; rather, DIPP is a tool

that serves them with specific application to high technology industry, both
for proddct develosment (R&D) and the creatiqn sf the necessary advaneed pro-
duction base (CA) to meke the R&D ﬁroddct. They Qiew'DIPP as serving those
Canadian industry sectors which must compete internatibnally with those coun-
tries whose governments are perceived to give siﬁilar or greater industrial

support. - While defence objectives are acknowledged, they generally are ranked
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(Page B-2 omitted)

behind the first two. Only 1in the Defence Programs Branch do the defence

objectives of DIPP rate ahead of the industrial development objectives.

We fognd ISB officers to be competent_and dedicated in their government’indus—
trial development and in their DIPP delivgry roles. Their - background is
generally technical, wifh fuffher skills developed in industry before joining
éovernment. They are an effective bridge between the government and indus-
try. Yet we encountered, within and without iTC,,some skepticism about their
role, their suitability, and their professidnalism, usually from those with
" little or no industrial or»fechnical experience. Our conclusion was that DIPP
has been better served than the ISB officers have always been givén credit
for. They have made efforts to protect the public purse, to screeﬁ projects
as well as they could within the existing system, and to reportyﬁo their
management. The e?idence is in the files, in the internal quéstionnairés, and

in interviews.

DIPP COMPANY UNRIVERSE

DIPP is- used ‘only by  some of the technologically advanced companies in

Canada. Since it 1s a defence export program, it 1s not surprising that only
certain companies see themselves as eligible. Other companies prefer the
steady commercial enviromment or dislike being involved with defence. . By
March 31, 1975, DIPP aggregated 755 projects from a universe of only 206
companies, or 3.6 projects per company, nearly all in high technolbgy develop—

ment or precision manufacturing.

2 d .
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The promotion of the'progfam is miﬁimél} No brochurés'existg the Policy aﬁd
Administrative Directive is classified as "Restricted"; the progfam.is péssive
rather than active. In spite of this, the program currently lacks the funds
even to meet existing application§£ A few promotional attempfs tp'widén thév
base have been made in the past, sucﬁ as Enterprisé"77, but apparentl& there

were few applicants, and most of them were ineligible.

On balance, DIPP appears to be well known among companies that are naturally
eligible, and - the universe would not significantly expand if substantial

promotion were undertaken.’

" SOURCE OF PROJECT IDEAS

DIfP projects are initiated pfinciPally through:
- Company unsolicited request (?QZ)
- ISB/Canadian gévernment initiative.(lS%) R
-~ Other govgrnmentg,-and joigt.projech with othe? governments (15%).

These estimates apply to R&D projects. Capital Assistance and Source Estab-

lishment projects are almost exclusively industry generated.

The kinds of ideas are also'diverse. Some are new’pfojecté initiated by the

company. A few are technology transfers derived from government laboratories

such as NRC or from parents of multinational enterprises as transfers to their
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Canadian subsidiaries (Litﬁon, CMC). Quite a number are follow-on projects or .

projects for repackaging core technology to meet customer needs.

PROCEDURES IN THE INITIATION STAGE

Development of an R&D idea to the stage of company application to ITC is

usually a matter of months but may take 1-2 years. The time taken is usually

related to company—perceived market opportunities. At first, contacts are

usually informal; correspondence, phone calls, and discussion will normally
involve ISB's and companies in no predetermined pattern. .With respect to CA
and SE, the time frame is generally a matter of weeks rather than months. In

some SE cases, bid closing dates may shorten this stage to a matter of days.

The two principal ISB'é, Electrical & Electronies, and Transportatiop
Industfies Branch, require the ofiginating officef-to get exﬁlicit manégemeqt
approval ‘at Division Chief or Director level before proceeding with a full
Company Application and its successor, the Project Proposal preparétion? for
thé DIPP Committee. The files showed that the average length of time from

receipt of company application to DIPP Committee is 4 months.

Before submitting a formai application, some companiés test their position-by
a preséntation to ITC personnel, then:follow up "with a formal application.
While the Directive requires an "Enquiry Report Form” to be completed for
potential submissions, this is rarely done. 1In a given year, perhaps half a

dozen may be 1ssued, whereas 70-90 projects are approved by the Committee. At

the ISB's, comprehensive records of enquiries are not kept until the project

firms up to the application stage.. The “Enquiry Report Form" should be

reviewed to cancel it or to rejuvenate it - probébly the former.
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There are two filtering stages at this point. The ISB officer acts .as the

primary filter and his management as a secondary'filter. The best estimates

of this filter effect indicate that, of 100 proposals informally diséussed, 33

‘are removed at the first level and a further 9 at the next. From then on, the

turndown rate is very low: of the femaining 58 projects submitted to the DIPP

Committee, perhaps 2 get turned down.

A major deficiency at thisAstage is the lack of published guidelines enabling

" the company to submit an application in line with program - requirements.

‘Guidelines would ensure consistency in company applications and would lighten

the task of the ISB officer in prepéring the submission. Thef shou;d specify
goals, eligibilit&, and applicatioﬁ requiremengs to meet the financial, téch—
nical,.and marketing criteria used by the advisors.and decision autﬁofiﬁies.

At .management levels, ﬁhere was concern over the quality of the initial
analys;s of the.finéncial,'tEChnical,‘and ﬁarketing aspects of the company
proposalf Inlgenérgl, ISB officers felt that the advisors are bfoughtvinto 

action at the appropriate time. The advisors felt that they are not bfought

" in early enough; they stated this could result in fast opinionsx being‘

presented rather than adequate analysis, with the quaiity iﬁéact being most

noticeable in R&D projects. .Advisdrs are>sometiﬁes brought in at the project
start, but thefe is no consistency from brancﬁ to branch. énd officer to
officer. .Where the advisors ére brought in at an early stage, theilr inputs

usually become part of the ISB management review.

 Advisors should be brought in eafly in the project initiation stage;‘particu—

larly in projects involving new technologies, companies new to DIFP, and R&D.
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For various reasoﬁs, discuésed later; there is little post-projec; and brogram
‘analysis and evaluation. (Soﬁé‘information was foﬁnd to be updated in the
Corpérate Submissions.) This has led to a general lack of knoﬁledge on the
options for investment and a cénséquent inability to use.concreté,'historical

data in assessing projects at the initiation stage.

QUALITY OF COMPANY APPLICATIONS

It was clear from the filé review that the quality of company'applications
varied from excellent to poor. A few of the excellent proposals'came from
small, irregular users, and . some of the poor proposals came from medium—size
regular DIPP users. In general, high quaiity was assoclated with regular DIPP
. user companies apd to thevISB sections with the most program familiarity. The
lack of consistency in the quality may be partly due to the lack of published
guidélines, the laék of familiarit? of some ISB sections with DIPP, and the

lack of a professional skill development program within the ISB's.

The real point of a company Application may not be so much to meet government
regulations as to ensure that the company itself makes the effort to anélyée

its project and risk and to develop a sound market strategy. ITC should

demand the evidence that is needed for sound business judgement. Consistent

application of this principle would ensure that the company rigorously

analyses 1ts own poéition for government—assisted projects and, . equally

important, for its company funded projects.




N

B-8 CONFIDENTIAL

STRENGTHS OF THE SYSTEM

There are several strengths in a syStem using a series of project imitiators,

in-house management checks, and providing the opportunity for extensive

'prepafatory discussion. 'They include the following factors:

(a) the initiators screen projects and act as a source of planned and
potential projects. The budget and forecasting process begins at this

" level;

(b) the preliminary discussions may save unnecessary work by companies and

facilitate faster processing of company applications;

(¢) early use of advisors can provide time for improved ana;ysis leading

to improved decision making.

WEAKNESSES OF THE SYSTEM

" . A number of weaknesses were reported during inﬁerviews and were noted in file

reviews and the internal questionnaire; some of these weaknesses pertain to

the system as a whole, but.they emerge most clearly in this phase.

(a) Program Delivery is not a dedicated activity, 1.e., ISB and DPB
officers have numerous other tasks so that a good deal of time and

some efficieﬁcy is sacrificed;-




(b)

(e)

(d)

(e)

(£)
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some personnel fall short in skills and experience. No formal
training programs were noted -to maintain professional skill levels or

to teach them to newcomers;

the system is "passivé"; it could benefit from more active information

dissemination:

project staff turnover in some sections is sufficiently high that the

malntenance of continuity and skills is difficﬁlt;

the goals and guidelines relating to DIPP are not always adequately
understood*, the rules are not consistently followed, and the goéls
may be lost sight of. These obsgrvations apply both within ITC and to
the companies (for example,.the lack of published guidelines and the

fact that the directive is a restricted dOCument)j

-past projects have generally not been analyzed or evaluated at the

program or industry sector level. Analyses, where they have been

"performed, have been limited in scope. Information obtained from past

’projects should form ome of the bases for on-going'operations.'

EVALUATION

The project. initiation phase is flexible, informal, and not well defined. It

operates through various means of communication. Nevertheless; it appears to

*# Tt is of interest that in at least one group of companies, the program is
seen as being aimed at job creation, not industrial development or economic
benefit. ' :
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effectively deliver a considerable number of projects for formal considera-

tion.

The project initiation phase can be improved in several ways. They include,

in order of importance:
(a) provision of written DIPP guidelines to applicant companies;
(b)  the earlier use of adviéors;'

(¢) provision of a training program for profeséional developﬁent to

maintain ‘and gnhance'the skills of program delivery officers. Such

skills would be equally useful in other departmental industrial

assistance programs;

(d) increased analysis -of the existing DIPP projects conducted and
“coordinated at industry sector levels to provide an iﬁproved base for
on~golng operational decisions. (This aspect of DIPP'operatibns is

addressed in several placés in this Annex.)

That the program delivery is not a dedicated activity, that the program is
passive.in application, and that there is staff turnover are facts that the

Department will have to live with for the time being. The fact of program

‘delivery not being a dédicated sysfem may be an‘advantage. Correction implies

a significant change of organization in the Depar;hent; the second item, its
passivity, may be partially amended, but with the present excess of planned

projects against funds, active promotion would only subject the Program to

~increased pressures.
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II - PROPOSAL EVALUATION

INTRODUCTION

The proposal evaluation -stage consists of collecting, analyzing, and evalu-

ating information related to a potential project. These steps are shown in

Exhibit 2, opposite, and commence once the ISB has decided to pursue a poten-

tial project. They continue, according to the file review, for an average of

‘The procedures are discussed in some detail because of the sensitivity shown
by management, officers, and companies to the impact of project"analysis.

Obligatory data collected and analyzed at this stége relate to:

(a)

(b)
(c)

(d)

(e)

'_4.months,‘until a formal DIPP Committee approval or rejection is made.v

the preparation or update by the ISB officer of the  company's
"Corporate Submission", which is an analysis of the operations and
financial structure of the applicant;

the financial implications of the proposal;

technological analysis of the propoéal;

marketing analysis of the propoéal;

analyéis of the'méchinery to be acquired under Capital Assisténée and

Source Establishment components.
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(Page B-12 omitted)

CORPORATE SUBMISSION

The purpose of the Corporate Submission is to provide a company's. past record,
an assessment of present capabilities, its financial position, forecasts, and
a corporate strategy against which projects can be measured. The DIPP

Directive provides 20 pages setting out the requirements that a Corporate

Submission must meet. Twenty-~five lines are devoted to marketing, and eight

1iﬁes to technology. Most of the requirements pertain to financial informa-—
tion. Two types of Corporate Submission requirements now exist:- the long
vefsion ‘as just described and used for most R&D projects, and a shorter
version. for small business, used primarily for Capital Assistaﬁce and Source

Establishment projects.

In general, ISB's approve of the concept of the Coiporate Submission, and ‘they
reject a document such as a Dun and Bradstreet report as "grossly inade-

quate”.,

There is, however, alﬁost universal ISB frustration with what they believe is
overemphasis on the historical financial analysis and on suspect forecasts
rather than an emphasis on the realities of operational requirements. As one
officer put it, where the company has beeh is not as important as where it is

and where it can go. The opinion was expressed that the short form is

adequate for all companies and that banks and other lending institutions; -

where innovation is an issue, require less information. Others, frequently
outside the ISB's, believe that the information request repreésents a minimum,
and they suggest reqdiring information as extensive as that for venture

capital.  The corporate submission does not include a description of - the
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capability of the company internal accounting system to allocate costs: this
shortcoming became apparent-during the file reviews, as a result of project

audits by Audit Services Bureau of DSS.

The ITC Corporate approach 1s considered to accent analysis of the corporation
at the expense of analysis of the project. (Corporations are somewhat easler
to analyze than some of the projects put forward.) Thus, only very sound

firms tend to be approved for DIPP. Within industry, there is a tendency to

" analyze the R&D project as an 1ndependent cost centre first, then to relate it

.to the corporation. The emphasis at ITC 1is thus the reverse.

We recommend using the short submission for all companies, with suitable

ad justments to be made by the Corporate Analysis Branch. They may include

. deeper probes into new or suspect companies, or they may reduce requirements

i for funding small amounts to “"repeater” companies. Analysis should be focused

on the project rather than the company; the project should then be examined in

its corporate context, as is done by the company'itself.

PROJECT FINANCIAL ANALYSIS AND ROLE OF THE FINANCIAL‘ADVISOR.

Project financial analysis' is- mandatory. The purposeu is to examine the

financial capacity of the applicant to execute his sharevof the'contract, to

..check eligibility, and to examine the contribution of the project to the

company sales forecasts and cash flows. The quality of the . estimate of thel
project s financ1al contribution to company cash flows is highly dependent on
the quality of the company sales forecast. " In many cases, ITC is skeptical of
.company sales forecasts  and assumptions sincei the .company is. believed to

ad just these to meet ITC criteria.
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Nevertheless, the function is capable of providing valid input to- analyses of

the economic benefits of projects. The dependence of financiai analysis on

" sound market analysis and real-world sales forecasts makes a quaiity market

advisory service imperati?e. When reliable sales data (and other benefits)
are.provided by the coﬁpany after the p;oject ends, they can be compared with
the forecasts and financial.analysis on the basis of which the projgét was
approved. Such comparisons canvthen be fed back to the  ISB and the DIPP

0ffice for project, industry sector, and program benmefit evaluation.

PROJECT TECHNOLOGY ANALYSIS AND ROLE OF TECHNICAL ADVISOR

Project technology analysis is obligatory. The company is examined to ensure
it has the technical capability to execute the project. This analysis is

applied principally to R&D projects.

The ISB is not obliggd to éo to any outside the Branch or Department for a
technology analysis. In many cases, this task is 'performed by the ISB
Officer. Ip some cases reference is made to Technology.BrancH, ITC, National
Research Council, Department of Cémmunications, or Transport Canada. There is
a feeling within the ISB's that since the ISB officers are mainly technically
trained, with industry background; their. capability is sufficient. This vie§
is not shared by technology specialists who fespect the ISB officers but point
out that the ISB officers do not have much opportunity to exercise their
technical skills. The specialists believe that the various responsibilities
of the ISB officers, thelr administrative workload, and resource shortages
make it .difficult for them to maintain or expand their téchnolbgy back-

.grounds. Thus, they believe, 1t becomes increasingly difficult for 1ISB
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officers to make well-founded technology assessments. They also commented on

the mandatory technology inputs by speclalist advisors in other countries with.

similar innovation programé;,such specialists complement, rather than replace,

the essential skills and industrial interface of the ISB project manager.

There is available to ITC an adequaté pool, within and without the Department,

. of technology specialists who cén independently analyze and advise on technol-

ogy aspects of projects.

PROJECT/INDUSTRIAL MARKET ANALYSIS AND ROLE OF THE MARKET ADVISOR

Project market analysis is obligatory, and the objéctive is to independently

examine and verify the target market in size, the extent of competition, and
the probability of achieving the forecast sales. Whdt is not so highly
emphasized is the strategy required by the company'to achieve its marketing

objectives.

In the context of DIPP, we specffically have in mind the practice of indué-
trial market analysis and . business planning. (A good. example is in
Annex VI B, in the section headed "Present Procurement Practices in Large

Companies”.)

The function of the U.S. Division, Defence Programs Branch, is to provide
market. advice. on all DIPP projects. Two levels of advisory service are
ﬁfovidédé a quick assessment 6f the high volume, low dollar Capital Assis-—
taﬁceland Sources Establishment projecté, by the U.S. Divisionj énd a more

detailed analysis of R&D projects by the Market Research and Analysis Division

(MRAD) of DPB, reporting through the U.S. Division.. R
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COMPARISON OF COMPANY AND DPB/MRAD SALES.
FORECASTS AT THE TIME OF PROJECT APPLICATION,
: FOR 15 R&D PROJECTS

Sales Forecast
Project i : -
Requisition No. : Company DPB/MRAD % Difference
-~ million § -
1-529 - 50.0 28.0 44.0
1-865 14.0 9.0 35.7
1-701 : - 60.0 41.0 31.7
1-924 : 24.3 17.8 26.7
1-750 25.0 25.0 -
1-850 1.6 1.6 -
1-477 12.7 5.4 57.5
1-515 33.0 12.5 . 62.1
1-408-15 9.8 7.8 20.4
1-595 3.0 1.7 43.3
1-408-12 6.8 2.6 61.8
1-647 11.2 8.0 28.6
1-495 41.3 28.9 30.0
1-307 7.0 3.5 50.0
TOTALS |  321.7 201.8 37.3
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_Although there may be some overlap between the types of éervice, wepbelieve

this division is appropriate for the work involved and the level .of funds

spent. Risk to the Crown for Capital Assistance and Source Establishment
projects 1is low. 1f Capitel Assistance-recipients fail to meet repayments,
the machinery is repossessed and transferred to other eligible recipients for

the outstanding payments. For Source Establishment.recipients,~payment is

"made only if the company wins the contract for which the contribution'is

approved. However, the fewer but larger R&D investments entail‘moterrisk to -
the Crown. Accordingly,'it is only prudent to conduct more detailed analyéis
on the high risk projects- and to get the company to optimize the benefits to

itself and to. the nation.

MARKET PROJECTIONS

-

When a company prepares a DlPP project proposal, almarket projection or fore- -
cast is to be included for the expected product(s) forthcoming from the

project. This progection is an important part of the information used to

evaluate the economic viability and also the eligibility of the project for

DIPP assistance. One of the eligibility criteria is_that the progect nust

" have a favorable ratio of expected sales to Crown assistance.»'The suggested

ratio is at least 10 1 but preferably closer to 20:1. In these circumstances,

it would be to the company's advantage to present an optimistic market

forecast.

It is part of the Marketing Adviéor's task to examine‘the'companyfs"market_

Afotecast and formulate an opinion on the velidity of the projection. In other

words, do the companies tend to overestimate the market potential? A compari-

son was made in Exhibit 3, opposite, between the company projection and that
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(Page B~18 omitted)

of the Marketing Advisor (as represented by DPB/MRAD) for 15 R&D projects of

the file sample. The results showed that the DPB/MRAD estimates were 37.3%'

less on average than the company forecasts. This outcome suggests that the -

company forecasts are overly optimistic or that the Departmental evaluations

are overly conservative (or possibly a combination of both).

Unfortunately, no actual sales data were obtained for these 15 projects either
through the company questionnaire survey or from the minl case studies. Thus,
no comparison could be made between the sales forecasts and the actual project

sales achieved.

INDUSTRIAL MARKET ANALYSIS IN THE DIPP CONTEXT

Although some companies have been identified as strong in marketing, Canadian
industrial marketing has ggnerally been found to be inadequate 1n all phaseé
of the DIPP evaluation. Ihis inadequacy has been reflected in external
(company) interﬁiews; inﬁernal ITC management Interviews, the internal
questioﬁnaire, the case studies, and the file reviews. Further, these other
components of the DIPP Evaluation Study have es;ablishea that market risk is

greater than technical risk or finamcial risk.

In 1972, an internal study* was made on PAIT innovation project failures.
This study documented modes of faillure: low failure values were aésigned to
finance and technology, and high fallure values were assigned to marketing.
Some of these problems are general and relate to all ITC innovation. Some

extracts are quoted.

* "A Study of PAIT Failures under PAIT 1", 1972, Office of Science & Technol-

0gy.
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"The marketing category was the main problem area.
Unsubstantiated estimates of sales growth, market
penetration, user requirements, transportation costs,
service networks, tariffs, trade policies, were

' commonplace ‘... In general, the companies' market
estimates have not been seriously challenged because
a company is expected to know the business ... Such.

estimates demand close - scrutiny by the Department
using all marketing expertise available ... Such high
estimates need some form of tangible. corroboration
from the company”. '

. These .PAIT statements imply that a number of problems can be corrected'by

improved preliminary analysis, implementation of an effective éhéllenge-

system, and attention to market strategy. The benefits would be more aqcuréte '
sales forecasts and products that are likely to sell - not a collec;ion of

Edsel or Bricklin automobiles.

STRUCTDRE OF THE MARKET ADVISOR SERVICE

Firét, no amount of market analysis will ever guarantee product success.
Market analysis minimizes the chance of something going wrong, better identi-
fies the risks, leading to preventive action, and permits an early staft to -

formalizing the market strategy to reach the objéctive,

Loﬁer_risk, high‘Qoiumé (40~60 per yéa?), low dolléf,~Capital Assiétaﬁde/
Source Establishment Projects aré'proceésedlréiativelyvéuickly\an& efficieﬁtly
by the U.S. Division of DPB. Thi'officers telephone, telex, and'ﬁrité ﬁo

Defence.Liaison_officers éﬁtside Canada, to the U.S. Department of Defense and
other procurement agengies, and even to the eventual customer, ﬁo determine

the realism of the applicant's forecast. Some high dollar projects are

occasionally submitted to the Market Research and Administration Division.'
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High risk, 1owvvolume (20-30 per year), high dollar, R&D pfojecté have usually
Been forwarded by the U.S. Division, ;r in soﬁe'cases bf the(ISB, to the
Market Research and Analysis Division for in-depth study. These are funéamen—
tally desk studies (MRAD spends around $16,000 pef year on information
systems), supplemented when possible by meetings with ISB'é, company personnel
and visits to the applicant's plant. According to one member of the Evalua-
tion Task Force involved with case studies, these ITC desk studies tended to
be closer to the project outcome.thah the company'forecast: this in itself is

a positive reflection on the quality of past MRAD inputs to ITC.

Where MRAD. studies have supported projects, even if subject to certain quali-
fications, theée results have been accepted. In the (féwer) cases .where
conclusions have been unfavourable, there is eyidence that some of these have
“bgen ignored. To ensure completeness and consistency of the marketing content
of company applications, MRAD established guidelines for use by ISB's entitled

"General Outline of a Marketing Plan". It has not been widely used.

We recommend that the Department consider relocating the Market Research part
of MRAD outside the Defence Programs Branch but still within the same ADM
sector where it can serve both the'Enterprise Development Prograﬁ'and DIPP.

Three factors lead us to this recommendation:

- In the internal questionnaire, the principal support for the MRAD

function came from the ISB's, not from Defence Programs Branch;

- MRAD can service industrial innovatioﬁ projects generally (DIPP and

Enterprise Development Program);
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- DIPP is supporting more and more civil related’technology}

PROJECT EQUIPMENT ANALYSIS AND THE RGLE OF THE MACHINERY ADVISOR

In Capital Assistance projects,.an anaiysia must be conducted of the proposed

capital equipment with respect to company need, the advanced‘nature of the

equipment, Canadian content, price, and "Matching Investment™.’ The service is

provided by the Machinery Advisor and is a function of the Machinery Branch;

Matching investment is a directive requirement for 1everage, in “that  the

recipient company must invest in its- modernizatlon program an amount equal to'

or greater than the_value-of the equipment received. Company matching invest—‘

ment may take the form of extra equipment, plant' modernization, or plant

_expansion. According to the internal questionnaire findings, this criterion

is most rigidly applied to 1arge companies, with some flexibility exercised

toward small business.

The Machinery -Advisor maintains a computer record of all maéhinery items

provided under the Program 'as new request are received, so the recorde are
checked for the applicant company's past history, and the Hachlnery Advisor's

analysis is-modifled by his past operational experience. We concur with this

practice. -

The major question regarding this input relates to the objective of Capital

Assistance.  The Machinery Advisor 1leans to an absolute idefinition of

 "advanced" machinery, and 'inl doing. S0, his interpretation appears to. be
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consistent with the directive. The ISB's lead toward a felative defini-

tion: in some cases they believe the term "advanced” should be related to the

general level of Canadian production and materials technology, and in this

interpretation, the ISB's may have a more effective criterion. It is
important that this point be resolved, as the future role of this advisor is

strongly affected by the outcome.

Because Aof a history of the Machinery Branch's coolness towards the DIPP
program. as an entity, because of its defence orientation, 'a éuggeétion was
made that the Machinery Advisor might be an iﬁdependent person from outside
the Department. While this suggestion has merit, an overall review of the

role and its establishment in the Machinery Branch should be conducted to

resolve the problem.

PREPARAIION OF THEVPROJECT SUBMISSION AND THE ROLE OF THE ISB OFFICER

Because the project is a facet of industrial development within the DIPP
criteria, the responsibility for the Project Submission lies with the ISB

Officer subject to his Director's approval.

The role of the project officer is to obtain the obligatory advisor inputs,
mesh them with the company application, obtain additional data as required,
and. write the Project Submission. Liai;ons are frequently established with
the DIPP Office. Experienced ISB officers tend to‘establish strong working
relationships with the Advisors, so that when the Project Proposal goes before
the DIPP Committee, there are few surprises. Should the Advisors méke

strongly adverse assessments, proposéls may be withdrawn; in some dinstances
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ISB's who believe that they have a strong case may proceed in the face-of an

adverse assessment, .i.e., theyfrejéct the Advisor inputs, since they will have

an opportunity to present their case directly to the DIPP Committee.

- One subset of R&D projects receives special treatment, namely the Joint

projects with other countries, specifically those with the U.S3. under the
Defence Development Sharihg Agreement. These are submitted for prior appréval
to the DIPP Committee for clearance in principle before the Project Submis-

sion.

A second subset, mainly Capital Assistance projects, receives speciél treat-
‘ment for "Prior Eligibility". 1In the past companies sometimes commenced work
"or ordered equipment without benefit of Crown Authority, and their.applica-

‘tions for DIPP assistance were made "after the fact". Such applications were

loosely defined and treated as retroactive. Retroactivity has also been

. applied to projects submitted to ISB's but which were delayed in processing at

the time»thé companies were réady to proceed.
Certain delays were attributable to:

(a) delay in receipt of informétion from U.S..military or prime contrac-

tors;

(b) 1ISB delays in receipt of such information from tﬁe companies as a

result of (é);
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(c) necessity of the cbmpany to submit to schedules and standards set by

U.S. or NATO agencies or contractors.

In the acquisition of capital equipment, 30 déy short‘term quotgtions, the
long lead time needed to obtain equipment, and the imposition of prime
contractor production schedules impose pressures forcing companies to act

quickly..

Today, the DIPP Committee no longer accepts projects im which the company has
acted unilaterally (for the reasons stated above) for retroactive funding.
Where such situations exist, the company can so advise ﬁhe. ISB's and 1is
permitted to submit a request for "Prior Eiigibility" to the DIPP Committee.
Thus’the company can proceed without delay, and when all information ié to
hand, the fo;mal Project Submission is preparedf At the DIPP Committee, the

formal Project Submission is then treated no differently than any other.

This procedure has reduced the submission of retroactive projects to the DIPP

Committee, at the cost of providing advance notice of intent. We concur with

this practice.

THE ISB OFFICER: THE "COMPOSITE MAN" VS. THE "PROJECT MANAGER™ CONCEPT

Early in DIPP history, the concept of the "Composite Man" prevailed. The ISB
Officer was expected to conduct financial, technical, and marketing analyses,
then monitor and control the project. There were fewer projects, more

resources, less technical sophistication, and ‘an ISB system more dedicated to
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assistance'projects‘énd>company development. Officers were selected for tech-

nical capability, training 'was pfovided in financial analysis, and the

Commerce Officer marketing module reinforced marketing skills. To a limited -

extent, this concept still exists, but since‘1970 it has been modified by a .

prbject management approach.

The "Project Manager" concept, used in some areas, still requires the ISB

" officer to have broad fimancial, technical, and marketing skills. "The in-

depth analyéis,' however, becomes the responéibility_ of _the-,sﬁecialist

advisors. The breadth of the Project Manager's training should allow him to

~ recognize adeduate advisor quality and to cbmpare advisors' inputs against

company application inputs. . The responsibility for the ultimate Project
Submission .still lies with the ISB Project Manager, but éssentiélly,} the
"Project Manager" embodies a.Departméntal:team'approach to project analysis

and monitoring and control.

We prefer the Project Manager tonéépt' for advanced technology industry

séctors}. It better recognizes ISB officer skills, workload and praﬁticé; the
existing resource shortages in ISB's§ and the availabilit& "of specialist
advisory resources for financial, technical and market analyses. It permits

R

the ISB officer to concentrate on - project management and establishes the

nucleus of éxteam which will later be .required for project monitpring,’cdn—

trol; and evaluation. According to the internal questiomnaire findings, this-

concept would be enhanced by a professiénal‘devélopment program with emphaéis

on project. management, market. analysis, and business 'plaﬁning. This “1is .

genefally consistent with' problems outlined in the sub-section entitled

"Industrial Market Analysis in the DIPP Context"..
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THE AFROSPACE, ELECTRONICS, AND GENERAL TECHROLOGY ADVISORY GROUPS

‘The current directive describes these groups as responsible for assuring
attractive market opportunities, préviding interdepartmental co-ordination,
reviewing corporate strategy, monitoring and control, and reporting. ISB and
Techﬁology Branch Offilcers noted that the Advisory Groups also reviewed

project technology.

The groups no longer exist because they were viewed as providing an extra
layer or review, and as having started to pre—empt DIPP Committee functlons.

Thus they became redundant.

We concur wlth the abandomment of these groups provided approprlate steps are
taken to ensure that the monitoring, control, and reporting functions contin-

. ue. Such steps do not appear to have been taken. Yet the major part of the

monitoring control, and reporting functions fall neatly within the concept of

project management using the team approach.

THE CONTRACT "STATEMENT OF WORK™ & PERFORMANCE INDICATORS

The Statement of Work (SOW) is the description of work to be performed by the

company during the contract. It originates in thils project evaluation phase

and forms part of the project submission. It is derived from the company-

application, perhaps modified through discussilon; later 1t becomes an attach-~

ment to the DSS contract. -




A good SOW identifies the technical; financial, marketing, ‘and time perfor-"
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mance indicators and standards for the project. Reporting and Project Review

Group controls need also to be specified. We believe that the SOW éan useful-

ly be expanded to play.a key and.cohtinuing role in project management. To do

this, it should specify:

(a)

(b)

(e)

technical performance -indicators and descriptions, including narra-

tive, bar charts, etc.i_The end targets need to be clearly identified;

financial perforhance indicators, contained perhaps in a rate-of-

spehding chart. 'This approach provideé two control features: budget

cash flow requirements, and a standard against which subsequent finan-

cial repofting can be measured. The chart shows whether spending is
accelerating or slowing down - each of which can be an indicator of

technical progress. It can contribute annually to program budget

- forecasts;

marketing performance indicators.- Key milestones will have been.

identified in the analysisAwith~regard to positioning the company in

its wultimate market. These milestones may include refining the

original market ' analysis, establishment of the sales and service

network, and a start to implementing strategy. In the process, market
shifts and ﬁroduct counfigurations may be better identified, providing

feedback for the technical development. As time goes by, market focus

should sharpen. A system should be established to record the economic

benefits of the project as and when they materialize;_
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(d) the frequency and format of feporting. Company progress repbrts

should examine and report on each of the above three areas and measure
and compare achievement against the,perfor@ance indicatoré. The form
of the final project .report sbould be ‘specified in similar terms;
howéver, a final revise& sales forecast and market strategy should be

included for the following five years;

(e) - Progress Review Group frequency and format. along similar lines;

(£f) the obligation to provide ITC with broject benefits data, -such as

sales, in a suitable form.

All this iﬁfdrmation is necessary to the company for its own benefit. ITC
should not demand information that is not necessary for.sudcessfuf project. .

completion; ITC should require what the company itself needs.

STRENGTHS OF THE SYSTEM

There are distinct strengths to a system in which the ISB Officer is required

to obtain extensive advisory assistance:

(a) Skilled, specialized personnel perform specializéd tasks better and
more efficiently than personnel who do such work only infrequently.
This is especially true of the technical, financial, machinery, and

marketing analyses;.




- (b)

()

(d)

(e)
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Technological knowledge 1s expanding so rapidly that ISB officers

cannot be’ expected to stay on top of it. The system is, in effect, an

admission of this fact;

Risks of major errors are minimized, and public investments are

protected;

Provided that the goals are uniformly understood, the goals of the
project,,becaﬁse of many people in the system, are less likely to be

overlﬁbked;

The project is thoroughly screened prior‘to reaching senior staff on

the DIPP Committee.

WEAKNESS OF THE SYSTEM

(D)

" There are some weaknesses in the system:

‘The qdality of advice depends on the competence of the. Advisor;

Organizatidnal éhanges can affect DIPP without appropriaté>adjustments
Being made to the system of 'delivéring- DIPP.  These  include ISB
reorganizations,. departmenﬁal resource Shif;s,l the collapse of the
three Advisory Groups td.thé DIPP Committee,_shifts in 6fficer work=

load emphasis;
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(¢) .The advisors are used -at the start of a project but. not during the

implementation stage when specialist analysié is needed for ensuring

the project stays on track.
EVALUATION

The objective of the Pfoposal Evaluation stage 1s ultimately the protection of
public fﬁndé. This is acﬁieve& by qptimizing project selecﬁion through rigor-
ous analysis of the benefits to tﬁe company and to the Department. The expec—
tation of certain ISB managers for the ISB_foicers to be omnis¢ient is too
great whén considering the type of highlteChnology_ptojects that are the core

of DIPP.

‘Given the matrix system within the Department and the évailabilify of special-
ist advisofy services, the obligation to use these advisory services. 1is
beneficial. They provide extra checks that ensure that DIPP objeétives are

kept in mind.

The Project Team Management approach should be exteanded to -optimize the
present matrix system ;nd to improve inter-branch collabofation. The 1ISB
project manager and the advisors should Be viewed as a Projeét Management Team
headed by the responsible ISB officer. The team's function would_ be td
analyze the project, ést;biish the SOW with performance indicators, then
monitor; control, énd evaluate the project implementation against the approved

standards. The team's effectiveness would be enhanced by professional devel-

opment training programs, by earlier use of Advisors, -and by a review of the-

terms of reference and reporting relationships (location) of the advisors.
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The existing procedure is time consuming, so tradeoffs must be considered. -
Expediting projects may save time and improve accountability but may lead to

more errors. Performing more detailed analyses takes more time and diffuses

accountability but may lead to better projects. I

I1I - THE APPROVAL PROCESS

The Appr&val process is the third stage of the DIPP Delivery System, and is
described in Exhibit 4, overleaf. .It starts at the DIPP Committee, and ends
with either Deputy-Minisﬁer or Treasury Board approval in principle. In the
past, the DIPP Committee>system had two tiers. The DIPP Committeg was the
seniof coﬁmittee, and was supported by three Technology Advisory éroupé

(aerospace, electronics, and general). These Technology Advisory Groups are

- described in the current DIPP directive, but they have been disbanded.

FUNCTION AND RESPONSIBILITY OF THE DIPP COMMITTEFR

According. to the directive, the DIPP Committee.is responsible for reviewing
’prOposals and submitting recommendations to the Deputy Minister . or to the
Treasury Board on the acceptability, terms, and conditions of- proposals._

Committee functions include:

. establishing guidelines for content of project submissions énd'company

progress reports;

. interpreting policy ‘and directives: advising and recommending policy to

the Deputy Mihister;
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(Page B-33 omitted)
. recommendinguprojects for approval;

. reviewing progess of projects and directing implementation of 'remedial

changes;
. authorizing amendments, except those within Treasury Board authority;

. monitoring the overall performancé~of DIPP to ensure compliance. with

directives, ITC policy, priorities, and budgets.

The DIPP Committee has four major functions: policy, project recommendation

for approval, program management, and project monitoring and control.. The

DIPP Committee is not - required to account for, or. report to, ITC Senior

Ménagement on thelpérformance’éf a program for which it has recom@ended for
appréQal and accumulated éxpenditure of $700 millioﬁ and an anﬁual expeﬁditure
of‘éround $50 million. Reporting is assigned to the Prograﬁ Branch, which
éu#mits an annual réporﬁ to the Minister. There is no specific directi;e
réquiremen; fdr an annﬁal report, adcounting for prograﬁ expénditures>.and'

benefits, to the departmeﬁtal Senior Management Committee.

Interviews with Committee members indicated that in practice the DIPP Commit-

tee has acted primarily as a project "approval mechanism for small-to-medium

size projects.. It has rejected very few of the projects submitted to it,

"although some members have recently been more critical of submissions. Major

prbjects were taken through an additional route of .ITC Senior Management
Committee, Treasufj‘Bdard, and'Cabinet.Submissions." DIPP Committee recom-

mendations for approval were, in practice, de facto -approvéls since the
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subsequent review by the Deputy Minister or Tfeasury Board has generally

appeared to be pro-forma.

Policy

Minor. policy issues, generally’relating‘to interpretation of'thé directive,
werevat times decided by the Committee and at times investigated by.a working
group chaired by a wember of the DIPP officer, with the outputs to be tabled
 before the Committee. 'At least six group reports were prepared, but the DIPP
Committee Minutes do not reflect their discussion or adoption. Major policy
issges appeaf to originate butside the DIPP Committee, within the Programs

Branch.

Decisions

Decisions were generally_ by consensus, without vote., A few contentious
projects resulted in votes at the direction of the'Chairman, While there have
been few project turn downs, neveftheless, the process does result in projects
belng withdrawn or sent back for furﬁher analysis. ’Since some of these may

not re-appear, the net result 1s an indirect turn-dowm.

Program Management

.Genérally these activities comprise a review of the montbly program.financial
status report prepared by the DIPP Secretariat. Discussions on program fore-
casts, adjustments, and perfo;mance records were not recorded in thé minutes.
Discussions on the status of Memoranda to Cabinet were minuted;- Directions
and warnings were  given to mémbers on budget limitations, -in 1978 and 1979,
which created the need to assign ériority to projeéts within allotment ceil-
ings. The minutes did not record the effects of these directions and

warnings.
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Monitoring and Control

Project -status reports and project finél:reports, were tabled énd approved
with little, if any,'e%amination. Approximafely 1 in 3 R&D reporés were
submitted and tabled; for Capital.Assistance/Source.Establishment projects,
aréund 1 in 14 was tabled. With respégt to project monitoring and control,
the gap left by the collapse of the’Advisory'Croups did not appear to ha&e

been fully closed by the DIPP Committee.

CONSTITUTIOﬂ OF THE DIPP COMMITTEE

'In the past, the DIPP Committee had high ranking members (SX—B), was compact
(3-4 voting members), and was well attended (mid—l960's,A87% attendance of

.ADM's).' The current membership, according to the 1977 Directive, comprises 8

voting members:

(a) ITC - ADM Enterprise Development, Chairman, (now ADM F&nance)
- Difectbr General, Office of Infernatioﬁal Erojects'i(Market
'Advisor) |
- Machinefy Advisor, Machinery ﬁranch
- Director Géﬁeral; Office of Sciencg and Technology

- Director Genmeral, ISB, (nominated by ADM Industry & Commerce)

(b) DND ~- ADM Materiel
- Chief, Research and Development
(e¢) DSS - Director General, Science Centre_
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In addition, acéording to the-minutes, two other ITC members were subsequently
included; the Director GeneralVCorporate Analysis Branch'(Finaﬁcial Advisor)
and the Director General Finance and Administration. This brought .the total

to 10 members.

Members may attend or send designates (ﬁsually subordinates) as replacement.
The latter alternativevhas been common over the past two or three years; the
average rank of'attendeés has deciined to SX-l or CO=4. The Advisors, who
have earlier commented on comﬁany'applications, now return as voting membéfs
in the project decision process.' Because of the prior consultations, there
are few surprises and féw ‘project turn downs. The minutes Vreflect the
frequency of Advisor/Members' comments on those aspects of the 1ISB Project
Submissions for whichvthey previOusiy had inputs as advisors. ' We gained ;he
impression that their participation provided continuous ‘challenge and a

measure of quality control.-
In the space of one year, each DIPP Committee member position appears to be
covered by as many as 3 persons, a strong contrast with the past attendance

record of ADM's in the 1960's.

ADMINISTRATION

The Division Chief of the DIPP Office acts as Secretary to.the DIPP Commit-
tee. Briefing books are conscientiously prepared for the members, with a

special briefing for the Chairmén.
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There were twovparallel "DIPP" meetings until early 1978: the DIPP Committee
for R&D.(the high dollar, low volume, projects);’ and the IMDE (Industry
Modernization Defence Ekports) Committee for Capigal Assiétance.and_Soufée
Establishment (the high volume; low dollar, projects). -Bo;h Committees Wefe
c0mbinea'into a éingle meeting in Apfil, 1978. The new DIPP Committee meeting

is divided into four parts: Administration and Financial Status; R&D; Capital

. Assistance and Source Establishment; and other business. Meetings are held

monthly, invariably start in the early afternoon, average 20 projects, and can

last till 7:00 p.m:

OBSERVATIONS ON COMMITTEE OPERATIONS

Several‘relevant‘points were made by‘observéfs of the Committee's operations,

including members themselves: .

- Documentation does not reach membefs in sufficient time to allow detailed‘

scrutiny.
-~ Non-ITC members have not entered into policy felated debates.

- The ISB officers are allowed to make oral presentations of material
already in the proposals, thus discouraging members from reading
proposals carefully prior to meetings and reducing time for questions and

discussion.

~ The majority of members are-supervisors of the authors of the proposals
(including‘the Advisors) and votes are seldo@ taken, thus it is difficult

to identify real responsibilities.
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- The agenda is sometimes too long.

- The Committee lacks dincisiveness, particularly when compared to the

industry-dominated Enterprise'DevelOpment Board and Panels.

- The Committee 1s considered to be only a recommendation-for—-approval
group, handling projects on a file-to-file basis without regard to wider
igssues. (This view 1s general and accounted for one member sending his

subordinates.)

~ The Committee‘givés only passing attention to budget, forecasts, opera-
tions, and policy issues. This has led some to suggest that the DIPP
Committee plays a less significant role in the.delivery/decision system

than was originally intended.

The sum of these observations indicates change from the original concept
through (a) diffusion of responsibilities, (b) weakening of accountability for

the prograﬁ, and (c) weakening of the key management decision  and control

mechanism of the DIPP delivery system. Whether this change has occurred'by

design or défault, there 1is no evidence of compensation or adjustment to

strengthen the system to accommodate the change.

OTHER COMMITTEE RESPONSIBILITIES

Of the Committee's other duties, the project/program monitoring activities are

the most gsignificant.
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Several years ago, ISB decisions and reorganizations resulted in the breakdown
of the 15 year old systems for collection of project monitoring and evaluation
data, and, in one branch, the collapse of the system for budgeting and fore-

casting data. As a result, the Department and the Committee no longer knew

how projects and the program were going. DIPP systems were not adjusted to.

compensate for the breakdown. Monitoring and evaluation data are still not

being collected.

When general government restraints were introduced two years ago, and it was

evident that project approvals were starting ‘to increase, ~the ‘Committee

discussed the need to assign priorities to projects. Warnings were voiced at

. later meetings and although it was agreed to defer the setting of priorities

to ISB's, priorities were not assigned t0’projects.
The foregoing indicates the DIPP Committee did not act strongly to manége the
program, and the lack of monitoring and control impaired its ability to

anticipate and fesolve foreseeable problems.

POST COMMITTEE APPROVALS:

The Deputy Minister, the Financial Services Branch; and sometimes the Treasury

Board, are all involved in post—committee approvals to meet the program
\

authorities and.the requirements of the Financial Administrationm Act. Accord-

ing to ﬁhe R&D file reviews, this stage lasts, on average, 137 days. Numerous’

sign-offs and checks are made at-varyihg points (anyﬁhere up‘to‘6‘on financial

‘encumbrance forms; 12 on Treasury Board submissions).
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The authors of the 1977 directive tried to simplify this process by designing

one document to serve both as the Treasury Board Submission and the Financial

Encumbrance (thebpresent encumbrance form is called a DOI85, and originated in
in the defunct Departﬁent of Industry). This was not accepted by TBS, and the

traditional two documents continue to be used today, sequentially, as before.

Up to 1970, all projects, no matter how small, were sent to TB. At that time,
the $2.million 50% Crown share delegation of authority was made to ITC; this

is .in .the process of being revised up to $5 million to match inflation. The

DIPP Office estimates that if the dollar ceiling is raised’ to $5 million, 95%

of projects might be approved within ITC. Further, the DIPP Office has in
mind that one document should serve the three functions of project submission,

the in-house Deputy Minister approval, and financial encumbrance.

We concur with the éonbept, recognizingvtha£ careful atténtion must be given
to its design. The SZ,balanﬁe of pfojects going to Treasury Board will still
require cbﬁveréidn to TBS format. Such projects wiil include those over $5
million, or those for which the Crown investment exﬁégds 50% of the contribu~
tion, or those for which special terms and conditions might apply, such as

joint projects with other nations.

After these checks and sign-offs, the project may be approved, funds may be

available, but the project is not in effect until a contract is issued. These-

closing steps ensure compliance, keep everyone informed who needs to know, and

" prepare for subsequent project implementation.

_\
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A COMPARISON OF R&D PROGRAM APPROVAL SYSTEMS:
THE ENTERPRISE DEVELOPMENT BOARD

The Enterprise Developmént Board (EDB) is the governing body for the Enter-

prise Develbpment Program (EDP), a parallel ITC prégram for R&D aséistance to
industry but with differing goals to DIPP.: Their committee structure is
commented on for the purpdses of simple comparison, spbject to the caveaﬁ-that
the EDB has noﬁ been examined to the same depth as DIPP. 'Fu?ther, since EDP
has components not found in DIPP, only that part comparablg to_R&D‘ié examined
(EDP has no less than_S Boards, Panels, and_ éub—Committees, plus numerous

Regional BOatdé)a

The EDB
The full Enterprise Developmen;'Board (16 meﬁbefs) is half industry, half

government in wmembership. The Chairman and Vice-Chairman must - be. from

industry; the government members. come from 7 federal departments (2 from

ITC). EDB functions are somewhat similaﬁ to DIPP. It deals ﬁith program .

managément and approval of large (greater than $2 million) R&D projects. The

operations of the EDB has the following characteristics:

_+ the industry Chairman of the EDB is able to devote a considérable amoﬁnt
of his‘time to Board and to other ITC matters, almost as if he were part

of government;

. emphasis of the EDB is on operational policy and apprbval of large

projects; the management of projécts is delegated downwards;.
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. the EDB appears to be more penetrating than the DIPP Committee in respect
'to'project examination. As businessmen, they may be‘very'familiar with
the in&ustrial impiications under discussion andvso do .not hesitate to
idebate them; for similar reasons, they may not payAas much attention'to

‘the bureaucratic briefing notes as do DIPP Committee members;

,.Vthere were no perceived advantages of the EDP Financial Management system:
over DIPf's. Budgeting and’ forecasting 'proceduresy appear_ similar in
‘approach. ' The lack of problems in EDP may well be due to the fact that
up till nom;'EDP funding has beeniopen—ended, and”they»have_not been able
~to spend the money'avaiiablefi The‘consequences of DIPP's 1979 financial
problems may have put DIPP ahead of‘EDP in addressing forecasting and

budgeting systems;

+ there is no comparable EDP function to the DIPP Marketing Ad#isor.‘ The
business experience of industryABoard and Panel members may yield intui-
:tive market apprec1ations, but the more organized ‘DIPP market assessments

by Defence Programs Branch and MRAD may be superior;

.haccording to information proVided ‘the EDP. Board ana Panel ‘appear to'us
to devote less attention to monitoring and control than “does DIPP, - in
:spite of our criticisms of the DIPP system. This may'be due to two
;reasons: _first, the historical requirements for, and execution of,
vsystematlc‘DIPP monitoring and control (the average DIPP ISB/Advisor has -
8 years' program experience), second, the added push of the Defence

Programs Branch/MRAD marketing services; -
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. conflict-of-interest within EDB is low. Although EDB includes industfy

managers who reviewkhighly confidential company business planning data,
the very'large.national base of companies (in terms of fhousands).apply—
" ing for EDP assistance ﬁas led to few cénflict—of—intereét cases. Where
this has happene&, the in&ustry EDB member has properly ‘disqualifiad
himself. DIPP, on the othér hand, draws its companies from -a very small
universe (arouﬁd 200;250)t If‘industry mahage:s'were on a DIPP QBoard"
like éDB, and came from a similar advanced technology industrial back~

ground, conflict-of-interest would probably occur mucﬁ more frequently.

Innovation Assistance Panel and Innovation Sub-Committee

The Innovation Assistance Panel is subordinate to the Enterprise Development

Board, and comprises eight‘(dne~half) of the EDB memberé,'vith the same, equal -

split of industry to‘gdvernment members. It is responsible for approval of .

smaller projebts- and  for administration of and amendments to the large

projécts._ The preéént industry chairmen of the Panel has his own business

‘interests and conseQuehtly does not devote quite as much time as does the EDP.

Chairman. While reporting is called  for in the program, it 1s left to the

ISB's, and we were advised that it was not provided to any significant extent.

There 1is a third'tiéf, the_Inndvation Sub-Committee which has the delégéted

. authority to .administer and amend Innovation Panel approved projects.

General EDB Practices

Further items of interest fegarding the EDB are:



(a)

(b)

(e)

(e)
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Authority is delegated to the EDB directly from Treasury Board, mnot.

through the Deputy Minister of ITC. When worthwhile projects appear
which fall outside the criteria of EDB, they may still be recommended
to Treasury Board for approval. While this may,be'appropriaté fbr
EDB, it may be less appropriate in the case of DIPP with its "all
government” composition. However, should DIPP have a Board like the

EDB, then the question is open to review.

The hierarchy of EDB saves important'matters for the senior Board,

which is as it should be.

- An briginal'function of the Innovation Assistance Panel was to screen
large projects for the full Board, prior to an ISB. project submis-

sion. The practice genérally ‘has ‘been abandoned, though specific

rulings may still be sought on specific principles. The reason for
ceasing this practice was that the Board kept asking for moré and more
detail until it was getting -essentially the full submission anyway.

One problem is the selection of members for Boards. It has been said

that the full EDB 1s well staffed; however, the selection of members

for regional boards has not always been as fortunate. A compromise

for DIPP might be to seek out ex~-private industry executives who now

work in government, or retired industry executives.

While-the.EDB is more dincisive and policy oriented, its management
attention to fdrecasting budgeting, monitoring, and confrol does not

have apparent advantages over DIPP.

Y .
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There is some question over the size of the EDB, at 16 members. Large
Boards tend to be cumbersome. DIPP has technically half that number;.

quality, not quantity,vshould be an aim.

The number of EDPvBoards; Panels, and Sub-Committees, coupled with
deéentralization. to Regional Boards, presents a span-of-contfol
problem; 'With DIPP, any structure should be simblified'as much as
possible, consistent with sound management and the protection of

public funds.

Should the DIPP commiftee Structure_be changed to something between,
say, its preéent structure and the Entérprise Developmedt Boara with a
governmeqt Chairman,Aconsideration should be given to both raﬁk and to
the competence of the Chairman. No matter how cémpetent an. indivi~
dual, 'a Chéirman_ of equal or superior rank ié demanded by bublic
service mores to attraét and retain Cbmmittee members 6f a bérticular

rank.

There is little doubt that a tiered strﬁcture with outside members as

in EDP brings strengﬁhS'to program management and should be examined

~in any re—organizatioﬁ proposals.

STRENGTHS OF THE SYSTEM

The following were seen to be strengths of the DIPP Committee system:




(a)

(b)

(c)
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An interdepartmental committee broadens ITC perspectives, in this case

in defence and technology. The original  two-tier committee allowed

one tier to concentrate on program management'and project approvals

and the other tier to concentrate on project selection and project

management.

The system by which advisors to the ISB's also sit on the Committee

ensures that the areas for which Advisors are responsible are

.considered in the Project Submissiouns.

The different Branches of the DIPP matrix, by virtue of their member-
ship of the Committee, have an opportunity to raise policy matters

peftaining to their Branches or areas.

WEAKNESSES OF THE SYSTEM

Several weaknesses were noted, some direct and others indirect:-

(a)

(b) -

Reduced attention to the overall management process, lack of exercise

~of membership prerogatives by the members, delegation of attendance to

subdrdinates; and lack of continuity of individual wembership, appear

to have led to a focus on the projects rather than on: the program.

Integration of the R&D Committee with the Capital Assistance and

Source Establishment Committee may have increased efficiency at the .

expense of effectiveness.
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(c) Elimination of the two tier system (the DIPP Committee supported by

speéialist sub-groups) appears to have caused the wider issues to be '

subordinated to matters of detail, leading to misdirected focﬁs.

(d) ‘Some members are in the position of being both advocates and judges.

EVALUATION

The observations on Committee operations listed earlier appeaf to be valid.
They were made by both committee members and observers, and the éQidence
obtained supports them. The dgcline of the Coémittéé from its intended role
to that of a prbject approval group has been cited as a reason-for the failure

of some of its senior members to attend. This change occurred gradually over

a 10 year time span. It 1is a cumulative side effect of numerous changes made

within the Department, much of it to optimize personnel, for which little or

.no compensation was made to strengthen the delivery system.

In any»restructuring, two key principles should be considered:A.

- simplicity of structure for committees and their inter—relétionships,

should more than one be chosen;

- a consolidation of responsibility and accountability within a single
group, which might be a matrix group or otherwise, with clearly defined

links to program users, administrators, and decision makers.
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Three options may be considered:

(a)

A two-tler system. A compact, senlor, DIPP Program Committee

comprised of'the principal ADM's, perhaps with others, would establish

.program policy, exercise program management, and review and approve
large projects. A compact, junior, Project committee comprised of the

‘principal Directors General would approve average sized projects,

administer large and small prdjects, and exercise monitoring and
control. The Project committee could, as once before, be split into
R&D and Capital. Assistance and Source Establishment. - They would

report to the Program committee, who would be accountable to and

_report to the ITC Senior Management Committee;' - This structure -is

- similar to- the Enterprise Development Board and EDP Innovatien Panel

(b)

relationship, without dindustry participation. It maintains the

present matrix system in ITC and preserves the checks and balances.

Delegation of DIPP to a single ADM resboﬂsibility.' Essentlally, this

system existed up to 1977 within the responsibility of the ADM
Industry and Commerce Developmeqt.' In such a system, a senior
official sensitive to industry, government, and high'technoloéy'would
be made accountable for DIPP. . He would chair a simplified DIPP
Committee and reﬁort to the ITC Senior Management Committee. -Account-
ability vw0u1d be imbroved, but the checks and Balances might .be

diminished. The advisors and the DIPP Office might remain in thelr

" present location. In this event, there would be a .division of

responsibilities at the present level. Alternatively, they might be
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transferred to the désignated ADM .area, in which event the checks and

balances ﬁight be further diminished.

(¢) A DIPP Board; similar to the Enterprise :Deveiopmeﬁt Board, with
industry and government membefé; We would suggest a small Board
similar to the senior DIPP Coﬁmittee'outlined‘in option (a);frgsponsi—
blg for. policy, ﬁanaggﬁent,. and Alarge projects, Awith a suppofting
juﬁior boafd whichAmight of-might nét be all government. -The.addition
of industry memﬁers would clearly bfihg industrial.incisivenesé to
decision-making, as in the EDP. On the othef haﬁd, the advanced tach- ;
nologyv aspects of DIPP and its small cohpany universe might, more
readiiy lead to confliét—of—interest situations such as have occasion;

ally occurred in EDP.

The prindipal intent 1s to re-focus management of ;he prograﬁ, improve

accountability,band to raise the profile of the DIP Progrém.within the Depart-—

"ment. We have recommended option (a) in our summary or recommended changes in-

Annex VII E.

1V — CONTRACT NEGOTIATIONS

" INTRODUCTION

Subsequent to Deputy Minister or Treasury Board Approval, and the'encumbrance
of funds consistent with requirements of. the Financial Administration Act,.the
Department of Supply and Services (DSS) becomes involved. . The .steps are

outlined in Exhibit 5, opposite;
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(Page B-51 omitted)

The DSS negotiates a contract Between the Crown and the recipient company
based on the speéific terms of an approved submission. For other assistance
programs to industry, ITC negotiates contracts directly with the recipient;

DIPP is'the,only exception, and the practice is based on historical precedent

when . DIPP's and DSS's joint predecessor was the Department of Defence

Production. DSS contract services are provided on a fee-for-service basis,
with annual costs now running at around $1 million. The work is executed in

DSS headquarters in Hull.

Services of DSS covered by the fee are:

(a) Issuance of contracts for DIPP projects, and the provision of

necessary contract officers to effect the service.

(b) Rate negotiations with the recipieﬁt to determine eligible labour and
overhead rates acceptable under the contract. DSS Standards of
performance are covered by documents such as DSS.1031 and DSS.1036,

which are provided to the company.

(¢) Verificétion of progress claims. for payment, against the DSS'

standards, with certification to ITC.

(d) inspection services of equipment provided to companies under the

Capital Assistance component.

(e) Attendance at Progress Review Groups during the project implementation

phase.

5
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(f) Assets Management, i.e., the repossession and storage of -capital

equipment items when recipients fail to meet payments.

(g) Provision of internal and final project audits by the Audit Services

Bureau, in accordance with DSS and Directive requirements and

standards.

(h) Acting on behalf of Canadian Commercial Corporation, contract execu-— 4

tion of joint projects with other nations.

DSS has contracteq.all DIPP projects except one, 1-828, Gulf Shawiﬁigan,'for a
value of $iQ39 million. 'This was approved by a Minister ana contracted.in-
house.by ITb with the recipient.

No DSS annual reports are provided to IfC to account for the value of the
servides rendered; howeﬁer, project reports, claims, and notiées of audits
completed are‘provided from time to time. ITC has ndt requesﬁed DSS'annual

reports in the past, but DSS advised us that they could be provided.

Enthusiasm for DIPP on the part of contractors was reported by DSS. In fact,

' DSS were themselves impressed by the program and intend to pattern one of

their new programs along the lines of DIPP.

WORK STEPS

‘Within DSS, there is a series of separate work steps necessary to execute the

contract and a series of approval steps that may include a second Treasury
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Board approval. Exhibit 5 sets these out in more detail. They follow the

standard route for all DSS contracts.

When the ISB officer recelves the approved Treasuf& Board Submission and
approved encumbrance of funds he sends a form, "Requisition for DSS Contract
Services" with the approved aocuments to the area of the ADM Scilence and
Engineering Procurement. Depending on the type of contract, the projects are

usually assigned as follows:
(a) R&D projects to the Director General Science Procurement

(b) Capital Assistance and Soufce Establishment to one of the Directors
General of the Product Centres.

A DSS officer is at present assigned to co-ordinate distribution of DIPP

projects in DSS and to act as liaison with ITC. DSS have indicated that they

would prefer to be informed of projects earlier, before the requisition, so

that they could prepare for the eventual contract. This does occur from time

to time even now.

The assigned DSS contract officer prepares a contract using the ITC project
submission, DIPP precedents, and DSS rules and regulatiomns. He will have
contact with ﬁhe company, sometimes through the ISB officer. The contract is
checked by his supervisor, thén by'the DSS quality control unit and themn by
the DSS legal advisor. It then moves to the DSS Contracts Authorization
Board. This body is analogous to the DIPP Committee, with its own approvai
rules and delegated authorities - which often have required a second DIPP

project submission, this time by DSS, to Treasury Board.
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The time from receipt of ITC request to receipt of authority to enter into-
contract 1is, according to DSS, around 60 days. -(Compare this with 110 days

for R&D projects, identified by sample file examination.) The contract is

then sent to the company for signature: the returns from the company may be

fast (usually larger firms) or slow (usually smaller firms). From time to
time, companies query the terms and conditions of contract - leading to delay,

particularly if significant changes occur, and have to be fepeated.

Completed contracts are sent to ITC, with copies retained in the ISB, DIPP

‘Office, and Financiai_Services Bfanch.

ITC has never been aware of the level of DSS person-year resources devoted to
DIPP contracts, principally because of the distribution of DIPP activity

across many DSS offices in'many Branches and because DSS has not been asked to

‘account for their annual billing for services rendered. DSS maintain computer

records of DIPP contracts and could have provided reports had ITC asked. We

did not have time to examine these records and cannot comment on the type of

reporting that could have been made.

Joinf Program Managément by DSS
ITC contracted.with DSS f0r project managementAserﬁices on the two Canadian

drone projects, the CL-89 and the CL-289. Thése are jointiﬁrojeéts with other .
nations, principally the UK and Germany (CL—-89), and Germany.(QL—ZSQ). These
services are paid for separately and amount to around $1 millioﬁ annually (the
origiﬁal contract was for érOund $5 milliom o§ér 5 vears). The CL-289 is a-
élOO million prbject§ Caﬁada pro§ides $§25 million cash; plusIOQerall project

management. .
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DEFICIENCIES

Considering that there have been 1,000 projects over 20 years, it i1s mot

surprising that certain deficlencies have been observed:

(a)

(b)

Delays in Contracting: Since 1970, there have been several ITC-ISB

studies 1listing contracts 1in which delays occurred. While these
studies were not independently verified during the DIPP Evaluation,
attention was paid during'the file examinations to contract times and
to reasons for delays. Of ;he total average time of 377 days for R&D
projects, from cﬁmpany application to contract i1ssuance, the average
time from ITC request for DSS contract services to contracf issuance

was 110 days. Delays fell dinto 3 categoriles: delays by ITC in

initiating the "Requisition for Contract Services" and the'provisidn.

of necessary documentation; delays by DSS in getting the contract
through their system, and delays by the company in the acéeptance of
contract terms and conditions or in being late in. returning the

contract.,

As indicated elsewhere in this report, rapid processing of contracts

is important because of the liquidity position of some companies, for .

whom the R&D commitment or tﬁe requisition of capital equipment may be

a significant problem.

Late Stage of ITC Advising DSS: DSS believes better service cam be

provided 1if they are advised of projects at an earlier stage than at

present, enabling them to assign a project officer ahead of formal
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(e)

(d)

(e)
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" receipt of the requisition. ITC noted that this was tried some time
ago, but the DSS response at the time was that the project might not

'be approved so a possibly unnecessary resource commitment should not

be. made. Today, howevér, DSS believes that ‘éarly warning would

improve their contribution, leading, for example, to a better State-

"ment of Work and to preparatory cdntract initiation. If a DSS/DIPP

contract cell were co-located with the DIPP Office in ITC, the collab-
oration would naturally increase, and these improvements would

probably occur without any formal system being introduced.

Lack of DSS Skills and Non-DIPP Standards: ITC believes® that not all

of its projects, some of which are commerciaily or;politicaily'sensi~

tive (especially joint projeéts) have alWays had a suitably éxpéri-
cnced DSS officer assigned to the job. Partly, it is said, this is
because there is no dedicated DIPP unit, and DSS musé assign sémeone
who.is available. WNot every DSS offiéer, ig is'alleged, is-familiar
witH DIPP ;nd may judge DIPP projects by.DSS (of non—DiPP) cri;eria

rather than accepting the role of providing simply  the contract

services. This point should be discussed with DSS.

Lack of PRG Continuity: Private industfy noted the lack of ¢ontinuity-
of ‘government officers during project execution. This criticism
applied to DSS as well as to ITC. Yet claims were sent to ITC for

payment.

Incompleteness: DSS occasionally omits to send copies of existing

contracts to ITC. In one project file reviewed, two amendments to

contract were missing from DIPP Office, ISB, and FSB <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>