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1. INTRODUCTION

ReviewBackground

Inthesummerof 1994,theDND Directorateof SpecialExaminationsandInquiries(DSEI)
begananexaminationinto allegationsof conflictof interestwithin theCanadianPatrolFrigate
(CPF)ProjectManagementOffice (PMO). Subsequently,additionalconcernsandissueswere
raisedthatincluded;conflict of interest,humanresourcemanagement,non-performanceby
contractors,weaknessesin contractmanagementaswell asin nationalandindustrialsecurity.
Manyofthe concernsfocusedon activities,processesandmanagementpracticesassociatedwith
the $90Msub-projectfor theacquisitionoftheCombatSystemsTrainer(CST). Theseconcerns
hadimplicationsfor bothDND andPWGSC. Asthedifferentallegations,concernsand
complaintswereraised,differentreviewagenciesandmandatesbecameinvolved.

While this examinationwasin progress,certainissuesinvolving theCST werereportedin
November1994 mediacoverage.Furthercoverageoccurredin February1995whenCTV’s W5
Programaireda segmentthatwaslargelycritical ofthemanagementoftheCPFProjectandof
theperformanceoftheFrigates. In April 1995,theActing DeputyMinisterDND, with the
concurrenceoftheDeputyMinisterPWGSC,directedthatthe scopeof independentreview
activitybeexpandedto includevalue-for-moneyandprobityconsiderationsforthewhole CPF
Project. Additional issueswereraisedoverthenextmonths.

ThemagnitudeandcomplexityoftheReviewcannotbe overstated.It hasencompasseddiverse
issues,manyofwhicharedepartmentalin scope,aswell asprojectactivitiesthathavetaken
placeoverthecourseofmanyyears. Themajortopicsandtheagenciesinvolved in theReview
areasdepictedin Exhibit 1.1.
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Exhibit 1.1 — Review Rolesand Organization

Area of Review Review Organization
CPF Cost and Capability
Comparison

DND/Chief of Review Services (CRS)

CPF Contract Management
Framework

DND/CRS & PWGSC/Director General Audit and
Review (DGAR)

Combat Systems Trainer Contract
Management

Coopers & Lybrand under a contract jointly managed by
DND/CRS & PWGSC/DGAR

Conflict of Interest DND/CRS & PWGSC/DGAR
Security of Information DND Security and Military Police and PWGSC Internal

Affairs/Industrial/Corporate Security
Human Resources Management DND Directorate of Civilian Personnel (Material) and

PWGSC Staff Relations, Compensation and Systems
Directorate

TheoverallmanagementandcoordinationoftheReviewhasoccurredat two levels. An
InterdepartmentalCPFReviewSteeringCommittee,consistingofDND/CRSand
PWGSC/DGAR,oversawtheReview. At theworkinglevel aninterdepartmentalgroupof
representativesfrom DND, PWGSCanddepartmentalSecurityandHumanResourcesstaffs,met
onaregularbasisto exchangeinformationandto co-ordinatetheiractivities.

ReviewReports

TheresultsoftheCPFReviewarecontainedin severalindividual reportsasfollows:

• InterdepartmentalReviewoftheCPFContractManagementFramework.(preparedby DND
& PWGSC Reviewstaffs).

• CPFCostandCapabilityComparison. (preparedby DND ReviewStaff).

• ReviewofCSTContractManagement.(preparedby Coopers& Lybrand).

• InterdepartmentalReviewofConvictoflnterest. (DND & PWGSC).

• HumanResourceMana~’ement.Allegations/complaintsinvolving humanresource
managementissueswereraisedagainstseniorpersonnelin the CPFPMO. Thesehavebeen
investigatedandreportedby appropriateauthoritiesin accordancewith applicabledepartmental
policies. Theworkwascoordinatedwith, butnotoverseenby, otherelementsoftheCPF
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Review. As weunderstand,only onesuchallegation,involving thedistributionofa
memorandumin oniy oneofficial language,hasbeenfounded.

• InterdepartmentalReviewofSecurity. (DND & PWGSC)

SpecificReviewresultsarepresentedin theseindividualreports. Thisreportpresentstheresults
ofthereviewoftheCombatSystemsTrainerContractManagementPractices.

CPF Project Background

Project Initiation

TheCPFProjectwastheculminationofaprocessinitiatedin the late 1 960sthatwasintendedto
replacetheageingsteam-driveSt. Laurentclassof destroyers.Major planningstepsto achieve
thisgoalbeganin November1977. A Requestfor Proposal(RFP)wasreleasedto industryin
1978andfive contendersrespondedprovidingtheirpreliminarydesignsin a fundedcompetitive
definitionphase.

Thecontractto build six newFrigateswasawardedto theprimecontractorin July 1983. The
designandintegrationoftheFrigates’combatandcontrolsystemswassubcontractedto anew
Canadianfirm. In addition,a subcontractwasawardedto buildthreeofthefirst six Frigates.
TheCPFcontractwassubsequentlyamendedin 1987 to includetheconstructionofanadditional
six Frigates- all built by theprimecontractor- for atotal of 12.

Project Magnitude

TheCPFProjectis the largestdefencecapitalprocurementeverundertakenby DND. Thetotal
projectfundingapprovedby TreasuryBoard(TB) was$1O.436B(forecastedBY$), with a
fundingtime line from 1983 to 1998. Theaccommodateactualescalationrates,thetotalbudget
wassubsequentlyadjustedbythe CPFPMO to approximately$9.37B. TheProjectinvolvedtwo
phases:thefirst, approvedby TB in 1983,authorizedtheconstructionofsix Frigatesto replace
theSt. Laurentclassof destroyer- for aprojectcostof$5.435B- with the lastship to be
deliveredin 1992;the second,approvedin December1987,authorizedtheconstructionofsix
moreFrigatesandadditionalfundingof$4.982B. Thelastshipwascontractedto bedeliveredin
1996.
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Project Responsibilities

In orderto allocateaccountabilityandresponsibilityforthemanagementoftheCPF,an
interdepartmentalMemorandumofUnderstanding(MOU) waspreparedin 1983with the
agreementofthethreedepartmentsinvolved,namelyDND, PWGSC(DSS)andIndustry
Canada.DND, astheleadorclientdepartment,wasresponsiblefor securingtheProjectend
resultsandfor overallmanagement.PWGSC,asthecontractingauthority,wasresponsiblefor
providingcontractingadviceandassistancewhileensuringthatall CPFprocurementactivities
werecarriedout in accordancewith establishedgovernmentalregulationsandpolicies. Industry
Canadawasresponsibleforensuringthatthe industrialbenefitsexpectedfrom theprogramwere
realized. Integrationandcoordinationofthedepartmentalinputswasaccomplishedby the
establishmentofa SeniorReviewBoard(SRB),which servedto providedirectionandguidance
throughoutthelife oftheProject.

Responsibilityfor thedelivery ofthe 12 Frigateswasborneby theprimecontractor,thebuilder
of nineoftheFrigates.A primarysubcontractorin thefirst phaseoftheCPFcontractbuilt three
Frigates.Anotherprimarysubcontractorwasresponsiblefor systemsintegrationandcombat
systemsdevelopmentfor all 12 Frigates.

The Combat SystemsTrainer Project

TheCombatSystemsTrainer(CST) projectis oneoftheprojectswithin theCanadianPatrol
Frigate(CPF)Program.Theprimarysubcontractorresponsiblefor systemintegrationonihe
Frigateswascontracted(underseparatecontract)to betheprimecontractoron theCSTProject.
Its overallpurposewasto design,developandproducecomputer-basedtrainersforthe
maintenanceandoperationofthecombatsystemsonboardthefrigates.A numberofallegations
havebeenraisedregardingcertaincontractingpracticesfollowed on theprojectaswell aswith
respectto theoverallmanagementoftheproject.Accordingly,aCPFReviewInterdepartmental
SteeringCommitteeconsistingofmembersfrom DND andPWGSC— with theOffice ofthe
Auditor General(OAG)presentin amonitoringcapacity— wascreatedto overseethe
examinationofthe allegations.Coopers& Lybrandwascontractedto examinethemeritofthe
allegationsrelatedto theCSTProject.
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Objective and Scopeof the Reviewof the CST Contract Management
Practices

Theoverallobjectiveofthis reviewwasto assessthemeritof 15 specificallegationsmade
regardingcertaincontractingpracticesfollowed on theCSTprojectaswell aswith respectto the
overallmanagementoftheproject.DuringthePreliminaryAssessmentPhaseofourwork,
additionalissueswereidentifiedthatwarrantedfurtherexamination.Theallegationsandissues
wereexaminedfrom thenumberofperspectivesincluding:

• ContractingPractices— includinganexaminationofwhethercontractingpracticeswerein
compliancewith departmentalandCentralAgencyregulationsandwhethertheywere
effectivein protectingtheinterestsofthe Crown.

• Valuefor Money— includinganassessmentasto whetheraspectsoftheCSTproject
detractedfrom theCrownreceivingvaluefor money.

• SafeguardingofIntellectualProperty— includinganassessmentofthemeasurestakenby
theCrownandtheprimecontractorto protectintellectualpropertyrelatedto theCST project.

• Industrial RegionalBenefits(IRBs) — includinganassessmentoftheprocessesfollowedto
monitortheachievementoftheIRB commitmentsmadein the 1991 TB Submissionandan
examinationofwhetherthesecommitmentshavebeenachieved.

Thescopeofthe Reviewincludedanexaminationofthecontractmanagementpractices
surroundingthe following CST contracts:

• theoriginalCSTcontractdatedMay 1991,throughto thecompletionofthe Operations
RoomTeamTrainer(ORTT) RequirementsValidationPhase(RVP);

• theMaintenanceProceduresTrainer(MPT) interimcontractdated June1993;

• theORTTinterim contractdatedJune1993;

• theMPTprototypephasecontractdatedNovember1993;and

• therevisedCST contractfor theORTTdatedNovember1993.
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Approach and Methodology

Our assessmentsregardingthemerit ofthe individual allegationsweremadeaftercareful
considerationofthesequenceofprojectevents,andexaminationofthe evidencegatheredfrom
project-relateddocumentationmaintainedby IndustryCanada,PWGSC,DND andtheprime
contractorandinterviewswith individualsdirectlyinvolved in theproject.A numberofspecific
measuresweretakenby thereviewteamto ensurethattheallegationswereassessedin a fair and
comprehensivemanner.

• Considerableeffortwasmadeto understandthenatureoftheproject,aswell assignificant
projecteventsandtherationalefor decisionsmadein themanagementofthe contract.

• Whenpossible,interviewswereconductedwith individualsnamedin theallegationsin order
to ensurethat abalancedperspectivewasobtained.

• TheReviewwentbeyondanassessmentofthespecificfactspresentedandconsidered
whetherthegeneralthemesoftheallegationshadmerit.

A draft ofthereportwasissuedto theprojectauthoritiesfrom DND, PWGSCandtheprime
contractor,andthis final versionofthereportreflectsthosecommentswhich wereconsideredby
thereviewteamto constitutecorrectionor clarification.

6



2. OVERVIEW OF THE COMBAT
SYSTEMS TRAINER PROJECT

Overview

TheCSTprojectis amulti-year,multi-million dollarprojectwhichhasinvolvedthedesignand
developmentofcomputer-basedtrainersfor themaintenanceandoperationofthecombat
systemson boardthefrigates. Major projectson this scaleare inherentlyrisky, andthe
managementofsuchinitiativesis acontinuousexercisein themanagementofthis risk. The
projectmanagementteamis constantlychallengedto takechangingcircumstancesand
unforeseenobstaclesinto consideration,andmakedecisionswhich, in theirjudgement,further
theoverall goalsoftheproject. TheCSTprojectis no exception,andthroughoutthe life ofthe
project,managementhasbeenfacedwith difficult choices.A balancedassessmentofcontracting
practicesmusttakethis contextinto account.

TheCSTprojectwasapprovedby TreasuryBoardin April 1991, andon 2 May 1991 a$90
million contractwasawardedto theprimecontractor.As thedeveloperandintegratorofthe
CPFcombatsystems,theprimecontractorwasconsideredto havethe specificandunique
expertiserequiredto carryoutthe CSTwork, andasaresultwasawardedthe CST contractona
solesourcebasis.Thetermsoftheestablishedthattheprimecontractwould haveTotal Systems
Responsibility(TSR), whichessentiallymeansthatthe contractorwouldbe responsiblefor
managingandconductingall phasesoftheproject.

Theoriginal CSTcontractconsistedoftwo distinctcomponents:theMaintenanceProcedure
Trainer(MPT) andthe OperationsRoomTeamTrainer(ORTT). A separateStatementofWork
(SOW)existedfor eachcomponent.UndertheMPT component,theprimecontractorwasto
design,developandproducecomputer-basedtrainersforthemaintenanceofthecombatsystems
for a firm fixedpriceof$18.791M. Thepurposewasto eliminatemuchofthetime spent
trainingonthe actualCPFequipment.TheMPT wasplannedto consistoffoursuitesof nine
traineecomputerworkstationsconnectedthrougha localareanetwork. Thespecificationfor
this workwasnot precise,andit wasrecognizedthattherewouldbeaneedto refinethe
specificationthroughthedevelopmentofaprototype.Work undertheMPT SOWwasto be
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substantiallycompletedby October1993.TheMPT SOWwassubcontracted— with the
Crown’s approval— for $9.8M.

TherequirementsfortheORTTportionofthecontracthadnot beendefinedin 1991. In May
1991,theCrownenteredinto acost-reimbursablecontractwith theprime contractorto complete
aninitial RequirementValidationPhase(RVP) oftheORTT. A fixed-pricecontractfor the
designandimplementationoftheORTT wasto benegotiatedoncetherequirementswere
completed.TheORTTRVP hadestimatedmilestonepaymentsof $3,502,788andwasto be
completedby March 1992.Oneofthe initial keytasksofthis phasewasthecompletionofthe
ObjectiveMediaAnalysisReport(OMAR) — areportto identify thetraining requirementsto be
addressedwithin theORTT.

In August1992,the ORTTRVPportionoftheCST contractwasamendedto a firm fixed-price
contractof$7,974,600,with adeliverydateofApril 1993.The contractchangewasinitiatedto
addressthereality thatthe initial scheduleforthisphaseof theworkwasno longerconsideredto
beachievable.As well, bythis time it wasconsideredappropriateto establishafixed pricefor
theRVP, asthescopeofworkhadbeenrefinedsufficientlyto allowbothpartiesto acceptsuch
an arrangement.Thecontractchangealsoadjustedmilestonesto alignwith thenewpriceand
schedule.

In early1993,a seniorlevel reviewoftheprojectsconcludedthat bothprojectswere
experiencingdifficulties. Thejoint managementgroupconsideredthreeoptions:

• continuingtheprojectasit wascurrentlycontracted.This wasnot consideredto befeasible
or likely to succeed;

• terminationoftheproject. This optionwouldhavemeantthattheobjectivesoftheproject
wouldnothavebeenfulfilled, anyvaluegeneratedthroughthecoststhathadbeenincurredto
datewouldhavebeenlost, andtherewould likely havebeenterminationcosts.As well, the
PMObelievedthat terminationoftheCST contractmayhavehadadverseeffectsonthe
deliveryofthefrigates; or

• restructurethework andcreateanewcontractwhichwouldallowtheobjectivesofthe
projectto besatisfiedthrougharealisticworkplanandwithin theexistingbudgetceiling.

Thedecisiontakenatthattime wasto endeavourto restructurethecontractin orderto allow the
work to proceed.A ShowCauseletterwasissuedto theprimecontractoron 3 March 1993. On
20 April 1993theprimecontractorsubmittedaWork AroundPlan(WAP). TheCrownaccepted
theWAP, butconcludedthat detailedStatementsofWork (SOW) neededto be developed.In
orderto providefundingwhich wouldallow forthedevelopmentofrevisedSOWs,interim
contractswereestablished.In June1993,separateinterim contractswereissuedfor theMPT and
ORTTconcurrentwith the suspensionoftheCSTcontract. During theinterimcontractperiod,
two importantdecisionsweremadeby theCPFPMO regardingthescopeoftheCSTproject.
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First, adecisionwasmadethatmaintenancetrainerswouldbebuilt for atotal of 12 combat
systems. Second,in responseto a MARCOM trainingpolicy revisionwhich mandatedNaval
CombatOperationsTrainer(NCOT)to be responsiblefor Level 1 and2 training, theORTTwas
definedto includeoniy Level 3 and4 training. Someofthework to beperformedbytheprime
contractorundertheMPT interim contractwassubcontractedto aCanadianfirm, who in turn
subcontractedworkto aU.S. firm.

In November1993the suspensionorderon theoriginal CSTcontractwasrescindedandan
amendmentto the CSTcontractwasapproved.This amendmentremovedtheMPT SOWfrom
theCST contractandincreasedthevalueoftheORTTRVPfrom afixedpriceof$7,974,600to a
fixedpriceof$10,481,939,plusapricenot to exceed$1 .5M forproofofconceptwork. The
completiondatewasalsoamendedfrom April 1993 to November1994.ThisnewCST contract
also includedseveral“off ramps”in the eventthattheprimecontractorwasunableto perform.

At thesametime, asecondcontractwasestablishedfor theMPT. This contract,awardedto the
primecontractor,establishedafirm fixedpriceof$11,784,428.Thescopeofthenewcontract
— orwhatis referredto asthe “restructured”MPT contract— wasreducedsignificantlyto
includethedevelopmentof a singleprototypetrainerfor oneofthecombatsystems theHull
MountedSonarSimulator(HMSS). SomeoftheworkundertheMPT SOWwassubcontracted
by theprimecontractor,with theCrown’s approval,to aCanadianfirm which in turn
subcontractedwork to aU.S. firm. As with thenewCST contract,therestructuredMPT contract
also included“off ramps”.

Includedin theORTTandMPT contractamountswasafinancialsettlementtotalling
$7,244,692.From May 1, 1991 throughto April 30, 1993 theprimecontractorincurredcostsof
approximately$8.86M,which it wasunableto recoveraccordingto themilestonebilling
schedulespecifiedin theoriginal CSTcontract.Althoughworkhadcontinuedagainstthe
originalSOW,milestoneswhich wouldhaveallowedpaymentsto bemadehadnotbeen
achieved. In orderto bringtheoriginalcontractto closure,thesettlementpaymentwas
negotiatedto compensatethecontractorfor theworkwhichhadcontinuedasthecontracting
difficultieswereaddressed.

In December1994aprototypeMPT forthe HMSSwasdeliveredto the Crownandaccepted.
Sincethattime,atotal offive MPT trainershavebeendelivered. All work performedunderthe
MPT sincetheFall of 1993hasbeenperformedto theCrown’s satisfactionandin accordance
with thecontract.

In June1995 theRVP of theORTTwascompleted,andthePreliminaryDesignPhasehas
subsequentlybeencompleted.At thetime ofcompletionoffieldwork for thereview,thecostof
theORTTcomponentwas $12.1M. To September1995 thetotalcostofthe CSTprojectwas
$25.6Mandit wasanticipatedthattheprojectwouldbecompletedwithin the$90Mbudget.

9



In summary,thisprojecthasbeenfraughtwith difficulties, andthecontractmanagement
challengeshavenot beentrivial. In reviewingthe decisionstakenby managementalongtheway,
it is importantto considerthe circumstancesatthetime.

Exhibit 2.1 onthefollowing pageprovidesasummaryofkeyprojectevents.
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Exhibit 2.1 - Summaryof Project Events

Date Project Event
1987 Approval of SRPII

In 1987, construction of an additional six frigates was approved through the SRPII project. $ 102 M
was set aside for CST training. This figure also included approximately $9M for marine systems
training.

1989 BT Study Completed

A studywas initiated in 1988, referred to as the Behavioural Team Study to analyze. training
requirements. The guidelines and assessments presented in this study led to the approval of the OST
project by the CPF Interdepartmental Senior ReviewBoard in January 1990.

1990 Approval of the OST Project

The Interdepartmental SeniorReview Board approved the CST project in 1990

Proposal Submission

A proposal wassubmitted by The Prime contractor in August 1990.

1991

Access to Information Act

S. 69(1 )(g)re(a)(c)

Contract Award to The Prime Contractor

On Ma 2,1991 a contract was awarded to The Prime contractor.

Exhibit 2-1
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Date Project Event
Subcontract

On May 8, 1991, The Prime contractor entered into an agreement with a subcontractor to subcontract
work to be performed under the MPT component of the work. The value of the subcontract was $9.8
million.

On Site Management Team Established

The crown installed an On-Site-Management team at The Prime contractor’s headquarters. This was
to facilitate the review and acceptance of project deliverables. This team was to reduce the time
required to complete technical reviews and provide technical advice to The Prime contractor.

Contract Change Proposals (CCP)

cST cc~ 1001 was raised to realign the project milestones and allowThe Prime contractor to bill for

work completed.
Contract Slippage

By the fall of 1991, significant slippage had occurred under both the MPT and ORTT portion of the
~ST contract.
Reduction to Subcontract

On March 27,1992 The Prime contractor issued a Show cause letter to the Subcontractor. On June
8, 1992 the Prime contractor agreed to reduce the scope and value of the work to be performed by
the subcontractor. The overall scope of the prime contract remained unchanged.

Contract Change Proposals

cc~ 1003 was raised in order to realign milestones to allow The Prime contractor to bill for work

completed.

Final MPT Payment

By September 1992, The Prime contractor had reached a point where they could no longer meetany
deliverables to trigger milestone payments under the MPT.

On Site Management Team

In December of 1992, the On Site Management team was removed from The Prime contractor
facilities.

Exhibit 2-1

1991
(cont’d)

1992
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Date Project Event
1993 New Management Personnel

The following changes are made within the crown: PM CPF, Senior Procurement Director for the
CPF, PM MPT and PM ORTT. Within The Prime contractor, Vice President, Naval Operations and
PM CST programme.

Senior Management Review

In February 1993, a detailed review of the CST project status was conducted. Senior managers from
both the PMO and The Prime contractor were present. Both the PMO and The Prime contractor
concluded that the existing statement ofwork was no longer feasible. The crown informed The Prime
Contractor that a Work Around Plan would be required.

Show Cause Letter

A Show Cause letter was issued by the Crown to The Prime Contractor on March 3, 1993 requesting a

Work Around Plan (WAP) be submitted by The Prime Contractor within 30 days.
Work Around Plan

The Prime Contractor presented a WAP to the Crown in April 1993 for both the MPT and ORTT. The
Crown concluded that the WAP presented by The Prime Contractor was the most viable approach to
completing the CST contract. The WAP proposed significant changes to the technical approach to the
work, including the use of an authoring system which by this time was licensed to a Canadian
company. Therefore, the original contract was suspended and interim contracts put in place to fund
the necessary WAP activities and contract change activities.

Involvement of Canadian Subcontractor

On May 14,1993 The Prime Contractor entered into a partnering agreement with a Canadian firm for
the MPT interim contract.

Interim Contracts

Separate interim contracts for the ORTT and MPT were put in place in June 1993. The interim
contracts defined the revised scope of work, and the related financial arrangements. The contract limit
for the ORTT was $800,000 to be billed on a cost reimbursable basis. The contract limit for the MPT
contract was $900,000 also to be billed on a cost reimbursable basis. The terms and conditions of
both interim contracts allowedThe Prime Contractor to recover costs incurred between May 1, 1993
and the date of the interim contract.

On July 16, 1993 The Prime Contractor issued a Purchase Order for $393,000 to the Canadian
Subcontractor for work to be completed under the MPT interim contract.

Exhibit 2-1
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Date Project Event
1993 Scoping of the MPT and ORTT

(cont’d)
Prior to the commencement of the interim contracts, The Prime Contractor was instructed by the PM
CPF to limit the scope of ORTT to Level 3 and 4 training. The Prime Contractor was also instructed
that 12 courseware modules would be developed under the MPT portion ofthe project, reflecting the
recommendations ofajoint PMO CPF MARCOM study conducted in July 1994.

The Restructured Contracts

In November 1993, CCP 6003 was approved and signed by the Crown and The Prime Contractor.

Key features of this CCP were:
• MPT and ORTT were split into separatecontracts;

• the MPT contract was reduced in scope to produce a prototype forone of the combat sub
systems. The contract price was also reduced to $11.8 million;

• the ORTT contract was increased to $11.98 million;

• a settlement of past unrecovered costs for an amount of $7.2 million. Payment of these costs was
prorated over the new payment schedule. Awaiver was signed by the Crown and The Prime

Contractor with respect to activities relating to the first contract.

1994 Submission of Proposals

Proposals were received from the Canadian Subcontractor and a U.S. firm to carry out the
development of the Surface Simulation Engine.

Termination of the U.S. Subcontractor by the Canadian Subcontractor

In April of 1994, the Canadian Subcontractor terminated the U.S Subcontractor and repossessed all
MPT work from the U.S. to their offices in Canada.
Termination of the Canadian Subcontractor by The Prime Contractor

On August 19, 1994, Canadian Subcontractor locked out The Prime Contractor from their facilities.
August 22,1994 The Prime Contractor terminated their agreement with The Canadian Subcontractor
and seized the MPT equipment and software on September 18, 1994 underthe authority of a court
order. At this time, the prototype was still incomplete. Three financial claims made by The Canadian
Subcontractor subsequent to their termination were rejected by the Crown.

Finalization and Acceptance of MPT Prototype

The Prime Contractor completed work on the prototype, and a certificate of acceptance was issued by

the Crown on December 7, 1994.

Exhibit 2-1
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Date Project Event
1995

Acess to Information Act
S. 69(1)(g)re(a)

Exhibit 2-1
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3. SUMMARY OF KEY FINDINGS

Resultsof the Examination of Allegations

As indicatedin section1 ofthis report,akeyobjectiveofthereviewwasto examine15
allegationsthatweremaderegardingcontractmanagenrentpravticesfortheCST. Exhibit 3.1 on
thefollowing pageprovidesan overviewoftheresultsofthis examination.

As shownin the summarychart,only Allegationno. 10, which suggeststhat oneofthesub-
contractorsdid notbring addedvalueto theproject,wasfoundto havesomemerit. A major
considerationin this contractingdecisionwastheneedto meettheCanadianContentprovisions
ofthecontract ThePMO acknowledgesthatat thetime thattheprimecontractorenteredinto an
agreementwith the specificsub-contractor,it wasclearthatthesub-contractordid not have
relevantexperienceandwouldbe significantlychallengedto performthework. Thisprovedto
bethecase,anddifficultieswereindeedencountered.Whentheprimecontractorseizedthe
prototypewhichwasproducedbythesub-contractor,a further3 monthsofworkwererequiredto
maketheproductfunctional.

In spiteofthesedifficulties,theultimateproductofthis workwasdeliveredontime in
accordancewith theamendedcontract.

Appendix 1 providesthedetailsofthedispositionofeachofthe 15 allegations.

Key Findings

Thekeyfindingswhich resultedfrom theexaminationofissueswhichcameto light throughthe
explorationofthespecific allegationsarepresentedbelow.
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Scopeand Costof the CST Project

TheCSTprojectandin particular theMPTportion hasundergonesign~ficantdescopingduring
contractrevisions.

Thefollowing matterswerenotedin ourreviewoftheMPTcomponentoftheproject:

• therehasbeena significantreductionin thescopeoftheMPT componentofthe CSTproject
(from trainingon all combatsystemsto 12 namedsystems);and

• thecostofthedevelopingcomputerbasedtraining forthemaintenanceofthecombatsystems
exceededtheoriginal fixed contractualamountof$18.79million.

Furtherdetailsareprovidedbelowundereachoftheaboveheadings.

Descopingof theMPT Component

TheCPFPMO hasstatedthattheNavywill receiveall ofthetrainingmaterialthatit requires
from theproject.However,contractuallytheMPThasundergonemajordescoping.This
conclusionis basedon thefollowing facts:

• the selectedbasisofpaymentfor theMPTportionofthecontractis afirm fixedpriceof
$ 18.791 million. Firm fixedpricecontractingrequiresawell definedscope;

• the original CST contractstatedthatpurposeoftheMPT componentwas“...to teachthe
ships’ personnelthemaintenanceproceduresfor theCPFcombatsystems”.Section3 ofthe
MPT SystemSpecificationindicatesthatthe CPFCombatSystemsconsistof37 sensor,
weaponnavigation,communicationandcommandandcontrolsystems. Contractually,the
primecontractorwasrequiredto developtrainingfor themaintenanceofthe37 combat
systems. As theprojectprogressed,this numberwasreducedto 12; and

• documentsgeneratedby numberofmembersofthePMO duringthecourseoftheproject
referto descopingtheprojectastheoptionselectedwhenthecontractwasrestructured.

CostoftheMPT ComponentoftheCSTProject

ThecostoftheMPT componentoftheCSTprojectwasinitially negotiatedwith thevendor
(nameremoved26 April 2000)for afirm fixedcostof$18.791million. At thetime ofour
original reviewthis amounthadnotyet beenexceeded,but approximately$15.7million had
beenspentfor thedevelopmentoffourMPTtrainers.Sincethattime theremainingeighttrainers
havebeencontractedforandthecostoftheMPTportionoftheCST projectis approximately
$23 million.

12



Transparency of Contract & Project Changes

Wefoundthetransparencyofcontractandproject.changeson theCSTprojectto bepoor,
particularlyin theareasof changesin scope(discussedin theprevioussection) andpayments
resultingfrom contractrestructuring.Furthermore,PWGSChasexceededits approvalauthority
onanumberofoccasionsthroughoutthe CSTprojectincludingwhenit negotiatedandpaida
$7.2million financialsettlementto theprimecontractor.

In 1993,theCrownagreedto a$7.2 million financialsettlementwith theprimecontractor.
Paymentofthis settlementamountwasmadeundertherestructuredNovember1993CST
contracts.Accordingly,thescopeofthis reviewincludedanassessmentofwhether:

• theeventssurroundingthefinancialsettlementandrestructuringoftheCSTcontractwere
disclosedto seniorfederalgovernmentofficials; and,

• PWGSCasthecontractingauthorityfor theCSTprojecthadtheauthorityto negotiateand
paythis settlement.

Thedetailedfindingsareoutlinedbelow.

Disclosure

Althoughin 1993PWGSChelddiscussionswith TreasuryBoardSecretariat(PBS)officials
regardingtheneedto seekTB approval, documentaryevidencedoesnotsupporta conclusion
that thePMOdisclosedall necessarydetailsregardingthefinancialsettlementandthe
restructuredcontractsto enableTBStofully understandtheimplicationsofthevarious
contractualactions. Weareoftheopinionthatthecontractchangesreflecta sign~fi cantchange
from theoriginal intentoftheprojectandTreasuryBoardMinistersshouldhavebeenmade
aware ofthesechangesandgiventheopportunityto re-visit their original decision.

In 1991 thePMO wasgiventhe authorityto contractwith thePrimeContractorfor thesupplyof
maintenanceprocedurestrainersandanoperationsroomtrainer.Thetotal costwasto be $90
million dollars,consistingofa firm priceof$18.791million fortheMPT with mostofthe
remainingbalancebeingallocatedto the ORTT.Boththe Crownandtheprimecontractorhave
statedthatsignificantproblemswereencounteredin thefirst two yearsofthecontract.The
decisionby thePMO in 1993 to continuewith theCST projecthadsignificantimplications
including:

• negotiationofafinancial settlementof$7.2million to bepaidto thePrimeContractor;

• thePrimeContractorwasrelievedofits contractualobligationto delivertheMPTfor afirm
priceof$18.791million andto delivertheORTTRYP fora firm priceof$7.974million; and
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• continuationof aprojectwhichwasexceedingtimecommitmentsandnotproducing
deliverablesrequiredunderthemilestoneplan.

Access to Information Act

S. 69(1)(g) re(a)

In 1995,abriefingnotewaspreparedby thePMO to theMinisterof PWGSC.Thepurposeof the
briefingwasto providebackgroundinformationon statementsmadeby thepressregardingthe
descopingoftheCSTproject.We foundthattheinformationprovidedwasnotcomplete.For
example:

Access to Information Act S. 69(1)(g)re(c)
• it wasreportedthatThePrimeContractorincurreda $2.5million lossundertheoriginal

contract.ThePrimeContractor’slosswasin fact$1.6 million; and

• a statementwasmadethattheMPTcontracthadnot beendescopedandthatpartofthework
thatwasto havebeenperformedunderthecontractwasto determinewhichof the37 systems
weresuitedto computerbasedtraining.As indicatedin an earlierobservation,theMPT was
contractuallydescoped.

Wehavealsoreviewedtheminutesfor themeetingsoftheSeniorProcurementAdvisory
Committeethatwereheldfrom late 1992 through1994.No referencewasmadein theseminutes
to thefinancialsettlementorthe implicationsof renegotiatingtheCSTcontract.
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Authority

Thefinancial settlementnegotiatedwithThePrimeContractorwasapprovedbythePWGSC
contractingauthority(SeniorDirector level). However,theamountexceededthedepartment’s
approvalauthorityassetout in Directive 6001AnnexA ofthePWGSCSupplyPolicyManual.
Furthermore,other instanceswerenotedwhereapprovalauthoritieswereexceeded.(Notethat
all referencesto PWGSCpolicy refer to policiesin effectatthetimetheactionsweretaken.)

In 1993,two significanteventstookplacewith respectto theCSTcontract.First, CCP6003was
approvedby thePWGSCcontractingauthorityfor theCST. This amendmentdeletedtheMPT
workscopefrom theoriginal CSTcontractandessentiallymadeit into acontractfortheORTT
RVP for afirm fixed priceof $11,981,939.CCP6003alsogaveapprovalfor $2,681,935in
paymentsto thePrimeContractorfor costsit hadincurredin completingtheORTJ’RVP
deliverableswhichit hadbeenunableto recoveraccordingto theoriginal methodof payment.

Second,anewcontractfor an MPT PrototypePhasewasestablishedfor afirm fixedpriceof
$11,784,428.Includedin thiscontractpricewas$4,562,757million in paymentsforcosts
incurredby thePrimeContractorin completingtheMPT deliverableswhichit hadbeenunable
to recoveraccordingto themilestonebilling scheduleincludedin theoriginalcontract.

CCP6003amendingtheoriginalcontractinto an ORTTcontractandthenewMPTcontractwere
approvedbythePWGSCcontractingauthority(SeniorDirectorlevel) for theCSTproject.
However,in ouropinion,TreasuryBoardapprovalshouldhavebeensoughtastheindividual
valueof theMPT andORTTfinancialsettlementsexceededdepartmentalcontractinglimits for
amendmentsto non-competitivecontracts.

Thedetailsto supportthis conclusionareoutlinedbelowunderseparateheadingsfor theMPT
andORTh

ORTT Financial Settlement

Access to Information Act S. 69(1)(g)re(a)(c). In 1993 when CCP 6003 increasedtheRVPto
a firm priceof $11,981,939,thecontractingauthority(SeniorDirectorlevel)approvedtheCCP.

However,in August 1992,CCP6002wasapprovedwhichchangedthebasisof paymentofthe
ORfl RVP from costreimbursableto afirm fixedpriceof $7.974million. As outlinedin
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Exhibit 3.2below,CCP6003increasedthevalueofafirm fixedpricecontractby $2,507,339
withoutincreasingtheworkscope.

Exhibit 3.2 - Increasein Costof ORTT RYP

Contract Component Amount
ORTTContractValueafterCCP6003 $11,981,939
less:proofof conceptworknotpreviously
included(increasedscopefrom original)

($1,500,000)

Firm priceafterCCP6003 $10,481,939
Firm priceafterCCP6002 7,974,600
Increase $2,570,339

Thecontractingauthority(SeniorDirector level) did nothavetheapprovalauthorityto approve
CCP6003for thefollowing reasons:

• Directive6001AnnexB Appendix 1 ofthe SupplyPolicyManualindicatedthatthe
maximumamendmentvaluethat couldbeapproveddepartmentallyatthattimewas
$1,000,000fornon-competitivecontracts. Thevalueofthesettlementportionalone
exceededthis amount.

• Directive6001AnnexA oftheSupplyPolicy Manualstatesthatif additionalrisk or liability
is transferredto the Crown,thecontractamendmentshallbeauthorizedat orabovethe
original approvallevel (which in this casewastheTBS).

MPT Financial Settlement

InNovember1993,anewcontractwasissuedto thePrimeContractorona non-competitive
basisfor theMPT PrototypePhase.The contractwasissuedfor afirm fixedpriceof
$11,784,428.Includedin this amountwaspaymentof$4,562,757relatingto theMPT financial
settlement.Thecontractingauthoritydid not seekTreasuryBoardapprovalforthis paymenton
thebasisthattheamountofthenewcontractwaswithin the $18.791 million approvedby
TreasuryBoard. We do notagreewith this assertion.

Thefactthatthefinancialsettlementcouldbepaidwithin theoriginal dollarvalueapprovedby
TreasuryBoardis not relevant. Whatis relevantis that additionalpaymentsof$4,562,757were
approvedby PWGSCwithoutany increasein thescopeofthework to beperformed.Treasury
Boardapprovalshouldhavebeensoughtasthevalueofthefinancial settlementexceeded
departmentalcontractinglimits for amendmentsto non-competitivecontracts.In addition,since
theCrownwasincreasingafirm pricecontractwithout increasingthescopeofwork, additional
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risk or liability wastransferredto theCrownwhich,in accordancewithpolicy, requires
authorizationatorabovetheoriginalapprovallevel (in this caseTB).

Other Findings

DuringourreviewofthecontractingpracticessurroundingtheCSTproject,otherinstanceswere
notedwherePWGSCexceededits approvalauthority. Thedetailedfindingsareoutlinedbelow.

ApprovalofCCP6002

CCP6002approvedat SeniorDirectorlevel shouldhavebeenapprovedby theDeputyMinister
in accordancewith Directive6001 AnnexA Para.8 ofthe PWGSCSupplyPolicy Manualwhich
statesthat if thecontractwasapprovedby TreasuryBoard,anamendmentto providefor firm
ratesto replaceapriceto benegotiatedmustbeapprovedbythe DeputyMinister.

SlippageofFirm DelivetyDates- ORTT

Underthetermsoftheoriginal CSTcontract,theRequirementsValidationPhasewasto be
completedwithin 10 monthsofthecontractawarddate(May 1, 1991)andtheentireORTTwas
to bedeliveredcompletedwithin 48 monthsofthecontractawarddate.In 1993,seniormanagers
within thePMO participatedin a detailedreviewoftheORTT project.Thereviewconcluded
thatsignificantproblemsexistedwithin theORTTandultimatelyconcludedthatthework
neededto berestructured.CCP6003 wasapprovedattheSeniorDirectorleveland,asidefrom
increasingthe costoftheRVP, it alsoextendedthedeliverydateof theRVPto 59 monthsafter
thecontractawarddate.Thescopeofthework to be performedunderthefixedpriceportionof
theRVPphasewasnot increased.

Directive6001 AnnexA oftheSupplyPolicy Manualstatesthatif acontractamendmentresults
in additionalrisk to the Crownthentheamendmentmustbeapprovedator abovetheoriginal
contractapprovallevel, in this caseTreasuryBoard.Oneoftheexamplescitedofincreasedrisk
is slippage,by thecontractor,offirm deliverydates.Therefore,the slippagein theORTT RVP
delivery dateswassufficient causeto seekTreasuryBoardapprovalin 1993. Thisapprovalwas
notsought.

ApprovaloftheNewMPTPrototypePhaseContract

In November1993,anewcontractwasapprovedatthe SeniorDirectorlevel within PWGSCfor
afirm fixedpriceof $11,784,428.TreasuryBoardapprovalofthecontractwasnot soughtonthe
basisthatthe amountofthecontractwasstill within the$18,791,709approvedby Treasury
Boardin 1991.However,in ouropinionTreasuryBoardapprovalwasrequiredforthe following
reasons:
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• theoriginalTreasuryBoardSubmissiongaveapprovalto enterinto acontractwith thePrime
Contractor.ThenewMPT contractwaslaterdescribedasanadministrativechangenot
requiringTreasuryBoardapproval.This statementsuggeststhatnothingmateriallychanged
otherthanthefactthattheMPT wassplit awayfromthe CSTcontract.However,in reality
muchdid change.For example,theMPT wasoriginally to becompletedby October1993.
Underthenewagreement,asingleprototypesystemwasto bedeliveredby December1994.
Thecontractingapproachchangedfrom a singleproductioncontractto aprototypephase
contractandproductionphasecontracts.Furthermore,thenewMPT contractrelievedthe
PrimeContractorofacontractualobligationto delivertheMPT for afirm priceof$18.791
million. Clearly, theMPT Prototypecontractwasanewcontractthatwasissuedto thePrime
Contractoronasole sourcedbasisandexceededthedepartment’sapprovalauthorityfor non-
competitivecontracts.

Payments

Duringthepreliminaryassessmentphaseofthis reviewit wasnotedthatnotall ofthe
deliverablesrequiredundertheoriginal CSTcontractweresubmittedin final byThePrime
Contractor.Therefore,thescopeofthis reviewincludedanassessmentofthejustification for
makingmilestonepaymentsundertheoriginal, interim andrestructuredCST contracts.Material
discrepanciesin thepaymentsareanotedduringthefield workhavesincebeenclarifiedbythe
PMO.

Value for Money

A numberoffactorson theCSTprojectdetractedfrom theCrown receivingvaluefor money.

Thescopeofthis reviewofcontractpracticesontheCST projectdid not includeavaluefor
moneyaudit butdid requirecommentson thosefactorswhichmayhavedetractedfrom the
Crownreceivingfull valuefor moneyfrom theproject. Duringthereviewanumberofthese
factorswereidentifiedby thereviewteam,membersofthePMO andmembersofthePrime
Contractor’sstaff.Themajorfactorsare:

• Theuseofafixedpricecontractingstrategyonaprojectthatwaswhatmanyconsiderto be
developmentalin natureresultedin disagreementsbetweentheContractor,theCrownand
membersoftheProjectTeam. Fixedpricecontractinglimits risk whenthescopeand
requirementareclear.ThescopeandrequirementsoftheCST projectwerenotclearatthe
timeofcontracting.
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• IndustrialRegionalBenefitsrequirementsresultedin subcontractingto firms whichwerenot
themostqualified.

• Theuseofa TotalSystemRequirementcontractwith afull On-siteManagementTeam,
raisingthepossibilityofsubstantialdirectionby theCrownandinterferenceclaimsby the
contractor.

• Theadditionof settlementcoststo milestonepaymentsin ongoingcontracts,although
ensuringthecontractorcontinuedwork, led to subcontractorsandothersaccusingthePMO
ofpayingthePrimeContractorexcessivesumsfor whatwasbeingdeliveredunderthe
contracts.

• Thepaymentofmultiplemarkupsonthehardwareprocuredfor theproject.
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APPENDIX 1

DISPOSITION OF ALLEGATIONS



Allegation #1: Training Material

The trainingmaterialdevelopedby (nameremoved- theprimecontractor)didnotmatchthe
equipmenton boardtheship.

Conclusion

This allegationdoesnothaveanymerit. Thescopeofourexaminationofthis allegationfocused
onwhethertrainingmaterialdeliveredunderthe CSTcontractsmatchedtheequipmentonboard
theship. At thetime ofourfieldwork, this wasfoundto bethecase. Themaintenanceprocedure
trainerfortheHull MountedSonarSystemhadbeendeliveredto andfully acceptedby the
Crown.

Appendix1
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Allegation #2: Validity of PaymentsMade

MPTContractualPaymentsofapproximately$4 million were madeto (nameremoved- the
primecontractor)in theabsenceoftheCrownreceivingcontracteddeliverables.

Conclusion

This allegationhasno merit. Ourreviewconsistedofanexaminationofthepaymentsmadefor
thecontracteddeliverablesproducedthroughoutthelife oftheMPT contract.No material
discrepancieswereidentified.

Appendix 1
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Allegation #3: Funding of Contract ChangeProposals

(Nameremoved- theprimecontractor)billed$200,000for thepreparationofa Contract
ChangeProposalwhichhadbeenpreparedby theProjectManagementOffice (PMO)ofthe
CanadianPatrolFrigate (CPF) Project. (Nameremoved- a memberofthePMO) refusedto
authorizebut (nameremoved- a moreseniormemberofthePMO)finally authorizedpayment.
When(nameremoved- thefirst memberofthePMOreferredto above)sawtheinvoicehe
refusedto approveitforpaymentbecausehe, on behalfoftheCrownhadpreparedthe CCP.

Conclusion

Thisallegationhasno merit. Ourreviewconsistedofanexaminationofall contractchange
proposalsundertheoriginal CSTcontract,the interim contractsandtherestructuredcontracts.
Wedid not find evidenceto substantiatetheclaim thatamemberofthePMO preparedaCCPfor
whichtheprime contractorsubsequentlybilled theCrown.

Appendix1
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Allegation #4: Selectionof the Authoring Tool

After theCrownfound(nameremoved- theprimecontractor)in defaultafter thefirst work
around, (nameremoved- theprimecontractor)waspermittedto continuewith thecontract
providedthatit contractedwith (nameremoved- a specificsub-contractor).

Conclusion:

This allegationhasno merit. Ourreviewindicatedthat anyinfluencethattheCrownmayhave
hadin theselectionofauthoringtoolswasin thecourseofjoint efforts to find suitabletoolsand
expertiseto bringto theproject. Therewerenot manyalternativesatthetime, andthejoint
projectteamconcludedthattheauthoringsystemandthecompanythatcreatedit werenecessary
to allow theprojectto proceed.

Furthermore,theprimecontractorwasnot foundin defaultduringtheCSTproject.

Appendix 1
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Allegation #5: Selectionof Subcontractors

(Nameremoved- theprimecontractor)stayedwith theMPTafter theceaseworkorderbecause
it wastheonlywaytheycouldrecovertheir $11 million. ThePMCPFinsistedthatthecontract
be arrangedbetween(nameremoved- theprimecontractor)and(nameremoved- specificsub-
contractors)raising thepossibilitythat in theabsenceofthisoccurringtheprojectwouldbe
cancelled.TheprimarythrustoftheMPTprojectwasto ensurethat (nameremoved- theprime
contractor)receivedpaymentwith secondaryconsiderationasto constructingaprototypethat
wouldwork

Conclusion:

We assumethatthis allegationis intendedto suggestthattheCrownwasfavouringacontractor,
andinfluencedtheselectionofsub-contractors.This allegationhasno merit.

Thereis noevidenceoftheCrownfavouringa contractor.TheCrownconsideredterminating
thecontractin June,1993. However,ratherthandealingwith potentialclaims,afinancial
settlementwasreachedwhich costtheprimecontractor$1.6million in unrecoveredcosts.As
indicatedin Allegation#4, theallegationregardingCrowninfluenceof theselectionofsub-
contractorsis unsubstantiated.

Appendix 1

Page5



Allegation #6: MOU betweenSub-Contractors

(Nameremoved- asoftwarevendor)hadinitiatedanagreementwith (nameremoved- asub-
contractor)whereby(nameremoved- thesub-contractor)wouldbeexclusivedistributor ofthe
(nameremoved- thesoftwarevendor)productsin Canada.Subsequently,thePMMPTadvised
(nameremoved- thesoftwarevendor) thatanyworkon theMPTprojectfollowing thecease
workorderwouldbe directedto them.Thisresultedin (nameremoved- thesoftware vendor)re-
negotiatingtheMOUwith (nameremoved- thesub-contractor)andchargingthe(nameremoved
- thesub-contractor)$500,000for theexecutionoftheagreement.

Conclusion

Thisallegationis without merit. Thereis no evidenceto supporttheallegationsthatthesoftware
vendorwasableto re-negotiateits MOU with thesub-contractorasaresultofany actionstaken
bythe Crown.
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Allegation #7: Ratio of Canadiansto Americans

(Nameremoved- theprimecontractor)heldtheCombatSystemsTrainer contractfor thework
to beperformedin Canada.ByJune1993theratio ofCanadiansto Americanson theproject
was1.8.

Conclusion:

Weassumethatthis allegationimpliesthattheprimecontractordid notprovidesufficient
CanadianContentto theproject.

Thisallegationhasno merit. During thesummerof 1993,theratioof Canadiansto Americans
wasin factabout7:1. Theratio ofCanadiansto Americanswasalsoreviewedunderboththe
MPT componentoftheoriginalCST contractandtherestructuredMPT contract.At nopointwas
theratiocloseto 1:8.
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Allegation #8: Increaseto Contract Value

Afterfinalizationofcontractamendment#4for theMPT, (nameremoved- theprimecontractor)
complainedto (nameremoved- a seniorPWGSCofficial) thatan additional$1.8 million was
required (Nameremoved- theseniorPWGSCofficial referredto above)instructed(name
removed- a seniorPWGSCmemberofthePMO) to havethecontractvalueincreased(Name
removed- theseniorPWGSCofficial) is allegedto be closelyinvolvedwith (nameremoved- a
seniorofficial with theprimecontractor), (nameremoved- theseniormemberofthePMO
referredto above),(nameremoved- a representativeofPWGSC)and(nameremoved- another
seniorofficial of theprimecontractor).

Conclusion:

Thisallegationdoesnot havemerit. Thisallegationimpliesthat theprimecontractorwasableto
secureadditional fundingfor theCSTprojectbecauseofpersonalrelationshipsthatexisted
betweenseniorexecutiveswithin theprimecontractnr,DND andPWGSC.Thereis no evidence
thatthedecisionto amendthecontractwasinfluencedby personalrelationships.
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Allegation #9: Safeguardingof Intellectual Property

PWGSCandPMOCPFnotsafeguardingintellectualpropertybeingdevelopedfor theCrown
undertheCPFcontracts.

Conclusion:

This allegationdoesnothaveanymerit. Our examinationofthis allegationincludedan
assessmentoftheappropriatenessofthemeasurestakenby PWGSCandthePMO to protectits
intellectualpropertycreatedundertheCST projectandto avoidclaimsagainsttheCrownby
thirdpartiesforunapproveduseoftheirproducts.Thescopeofourexaminationincludedboth
theoriginalCST contractandtherestructuredcontracts.We foundclearevidencethat
appropriatestepsweretakento protectintellectualproperty.
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Allegation #10: Value Added of a Specific Sub-Contractor

Concernsthat (nameremoved- aspec~flcsub-contractor)didnotbring valueaddedfeaturesto
theproject.

Conclusion:

This allegationhasmerit.

DetailedFindings:

A majorconsiderationin this contractingdecisionwastheneedto meettheCanadianContent
provisionsofthecontract ThePMO acknowledgesthat atthetimethattheprimecontractor
enteredinto anagreementwith thespecificsub-contractor,it wasclearthatthesub-contractordid
nothaverelevantexperienceandwouldbe significantlychallengedto performthework. This
provedto bethecase,anddifficulties wereindeedencountered.Whentheprimecontractor
seizedtheprototypewhichwasproducedby thesub-contractor,a further3 monthsofwork were
requiredto maketheproductfunctional.

In spiteofthesedifficulties, theultimateproductofthisworkwasdeliveredon time.
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Allegation #11: IV & V Contract

TheIV & VcontractwasdirectedbythePMMPTto aforeigncompanyseekingto establisha
Canadiancompany.(December1993)

Conclusion:

Thisallegationhasno merit. It is truethat acontractwasdirectedbythePM MPT to aforeign
company,but this transactionwasconductedin full compliancewith all relevantprocurement
policies. Whetherornot theforeigncompanyintendedto establishCanadianoperationsatthe
time thatthecontractwasawardedis notknownandis not relevant,asthereis no legislativeor
policy reasonfor this to be disallowed.
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Allegation #12: Ownership of the SurfaceSimulation Engine

ThePMMPTand (nameremoved- a sub-contractor)produceda surfacesimulationengine
(SSE)with a workingspecificationprototype.Thesub-contractorpresentedtheworkas its own
whereas(nameremoved- an individual) andthePMMPTbothclaimedtheyhadconceptualized
theprocess.(May1994).

Conclusion:

Weassumethatthis allegationis intendedto imply that asaconsequenceofwork carriedouton
this project,aprivatesectorentityhasretainedsomethingofcommercialvalue.

This allegationdoesnothaveany merit. Theprovisionsof Article J15oftheMPT restructured
contractestablishesownershipwith theCrownofall intellectualpropertycreatedunderthe
contract.All ofthepartiesidentifiedin this allegationwereeitheremployeesor contractorsofthe
CrownundertheMPTprojectwhentheSSEwasconceptualized.Accordingto theprovisionsof
Article Ji5, any intellectualpropertycreatedundertheprojectbelongsto theCrown.Therefore,
the issueofwho conceptualizedtheSSEis irrelevant.
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Allegation #13:Paymentsto The Prime Contractor

(Nameremoved- arepresentativeofthePMO) told (nameremoved- an individual) that ~f the
primecontractorfired (nameremoved- an individual), (nameremoved- therepresentativeofthe
PMO)wouldcancelall theprimecontractor’sCPFcontracts.TheCrownandtheprime
contractorhadconsistentlyknownthattherewasaproblemwith theCST,but the$700kmonthly
wasbeingusedto keeptheprimecontractoropenin Montreal.

Conclusion:

This allegationhasno merit. Thebilling schedulenegotiatedundertherestructuredcontractdid
providepaymentsofroughly$700,000permonth. However,ourreviewoftheprimecontractor’s
auditedfinancialstatementsfor the1991, 1992, 1993and1994 fiscal yearsindicatethat
throughoutthecontractperiod,theprimecontractorwasaprofitablecompanywith apositive
cashflow.
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Allegation #14: Paymentsto Subcontractors

TheprimecontractorarrangedcontractsbetweenDND and (nameremoved- theprime
contractor)andtheir subcontractorsin sucha mannerthattheywereable to bill andcollect
fundsfromDND butnotpaytheir subcontractors.(Nameremoved- theprimecontractor)had
usedthisarrangementto put23 subcontractorsoutofbusinesssothattheprimecontractor
couldobtaincontrol ofthesecompany’ssoftwareproducts.

Conclusion:

Thisallegationdoesnothaveany merit. Therewerefourmajorsubcontractorsto theprime
ContractorundertheCSTproject. Thecontractsnegotiatedbetweentheprimecontractorandits
subcontractorsdid notput its subcontractorsat adisadvantagerelativeto theprimecontractor’s
contractwith theCrown. Noneofthe subcontractorsownedanyrelevantproprietarysoftware
products.Therefore,weconcludedthattheprimecontractorcouldnothavegainedcontrolof its
subcontractorsproducts.

It shouldbenotedthatthepartymakingthis allegationrefusedourrequestto meetwith usto
providefurtherdetails.
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Allegation #15: Sub-Contractor Complianceto Intellectual Property Clauses

Sub-contractors’compliancewith contract,andinparticular intellectualpropertywasnot
determined.

Conclusion:

Thisallegationdoesnot haveany merit. Thereis clearevidencethat subcontractorsfully
compliedwith intellectualpropertyrights.
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