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The challenge

In 2010 the federal Government of Canada considered the
acquisition of the 35 “Next Generation Fighter” to replace
their aging fleet of CF18s. Delivery was anticipated for 2019.

In the 2012 Spring Report, the Canadian Auditor General
recommended the refinement of the Canadian program
estimates of the Joint Strike Fighters' full life cycle
costs. The Treasury Board Secretariat commissioned an
independent review by KPMG in Canada to develop a
Life Cycle Costing Framework that could be used by the
Department.

The approach

KPMG in Canada deployed an international team of

Life Cycle Costing experts. They assisted the Canadian
Government to attain greater confidence around the degree
of cost certainty of the program to replace the CF18s with
the 35 Joint Strike Fighter.

The KPMG Life Cycle Costing Framework developed to
support the independent review also needed to be used
and applied by officials within the Department of National
Defense, and at Ministerial level. KPMG in Canada took

a principle based approach to the development of the
Framework based on Canadian guidance and requirements.
These were underpinned by the incorporation of
international leading practices, which KPMG in Canada
drew from its support to comparable large-scale military
programs and other government initiatives in many other
countries.

KPMG in Canada drew on past experience to determine
an appropriate design. The design segmented the life of
the Joint Strike Fighter into key phases and sub-activities.
In taking this approach, the Canadian Department of
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Understanding the cost of delivering capability

National Defense was then able to apply Life Cycle Cost
analysis to any stage within the defined program phases,
allowing for changes, which more accurately reflected step
improvements in the fidelity of estimates and the inclusion
of actual data as it became available.

The results

The ultimate purpose of the development of the Life Cycle
Costing Framework was to inform robust decision-making
for the future of the Joint Strike Fighter Program.The

newly developed Life Cycle Costing Framework facilitates
accountability, traceability, transparency and consistency for
the Next Generation Fighter program in Canada. This, in turn
supports robust decision-making at Program, Departmental
and Ministerial levels.

‘ ‘ Due to the complex and sensitive
nature of the services requested,
KPMG established a local team
supported by international
specialists with extensive
experience in defense capital
acquisition/ procurement, life
cycle costing and integrated

logistic support.”
Ken Drover

Global Defense Lead Partner
Global Defense Network
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“ Guided by Government policies and international best practices, KPMG designed
a best-practices guide (the Framework) to inform the development of full life cycle
cost estimates for the Next Generation Fighter Capability (NGFC) program.”

Public Works and Government Services, Canada

Lessons learned

— Estimate and communicate the degree of uncertainty: Life Cycle Costing is fundamentally a forecasting activity and is
therefore imprecise and uncertain due to the unforseen impact of various potential future events. The level of uncertainty in
early project phases is significantly higher than the cost uncertainty level in later project phases.

— Understand what is being costed: Developing a clear understanding of the purpose of the Life Cycle Costing Framework is
a key design consideration as it supports the required information for decisionmaking. Projects must go back to the original
documentation and maintain awareness of what is being costed in order to avoid ‘group think'. Life Cycle Costing estimates
are driven by the decisions which are required to be made.

— Cost the project: Life cycle costing is a tool to inform better budgeting based on clearly documented assumptions. As
budgets and assumptions change there must be a clearly documented evidence trail of outputs, their impact on the LCC
model and its underlying assumptions.

— Independent cost estimation: Cost estimation must be completed independently, with impartiality, and must clearly
document all assumptions. The ‘Cost Estimator’ must have access to the same information as the program, but the cost
model developed must be designed independently.

— Understand cost certainty from the program’s outset: Application of independent advice from the program’s outset
facilitates an early understanding of cost certainty.
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