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Information Technology

Acquisition of Goods and Services

Main Points

23.1 In auditing acquisition activities (procurement) for large information technology projects in the

government, we found that two recent acquisitions followed some essential elements of a procurement approach
and project management framework designed to improve large technology projects. The approach emphasizes the
benefits to be derived from a project, rather than focussing on a specific solution to a business problem. Although
both projects are still in the construction phase, they have progressed and delivered as planned. While full
implementation and deployment of the new systems are not assured, the results to date are encouraging.

23.2  We found, however, that the acquisition activities still spanned 18 months or more. The government
needs to improve the timeliness of those activities to adequately support its objective of putting government
on-line by 2004.

23.3  We also examined the acquisition process for the routine supply of microcomputers, equipment for local
area networks and software. We found that the government has yet to finish replacing its discontinued method of
supply for routine, low-volume purchases of software licences and software solution services. As a result, user
departments and agencies do not have a ready, prenegotiated means for low-value purchases of certain software
products and services.

23.4  We also found that the replacement method as developed thus far is inadequate, and there is still a risk
that the government will continue to acquire installed bases of software on a piecemeal and non-competitive basis.
Where user departments and agencies have done so, the government can become vulnerable to the filing of
complaints with the Canadian International Trade Tribunal in relation to contracts that extend the use of the
software to the entire department or involve department-wide maintenance and upgrade of the software.

23.5  Acquiring software licences and software solution services appropriately continues to be a challenge. The
government needs to consider a strategy for acquiring software as a technology investment.

Background and other observations

23.6  Our data analysis showed that the significant expenditures involved in the acquisition of information
technology (IT) goods and services have been on the rise. We estimated that in 1998-99, spending on IT
amounted to about $3.4 billion, including salary costs.

23.7  The method of supply for routine, low-volume purchases of microcomputers and products related to local
area networks has merit and adds value to the acquisition process. Nevertheless, in our view there are
opportunities for cost savings of about $10 million a year by taking more advantage of consolidated purchases.

23.8  Our audit looked at eight user departments and agencies. We conducted a test of their compliance with
the procurement authority delegated to them. We found a few minor deviations but no indication of blatant or
widespread misuse of delegated authority.

23.9  Recent determinations by the Canadian International Trade Tribunal (CITT) were the main reason for
changing the standing offer method of supply for routine, low-volume purchases of software licences and software
solution services. Moreover, even though CITT cases have been few, government users and the IT community
have indicated that they have generated intense scrutiny of all technology acquisitions in government in order to
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avoid potential complaints to the Tribunal. In our view, there is a need to better respect the government’s
contracting objectives — meeting operational requirements with due regard to value for money while also
respecting the principle of open and fair competition by complying with government regulations and trade
agreements.

The government is generally supportive of the recommendations contained in the chapter.
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Introduction 23.13 The contracting policy states:
The objective of government

Acquisitions are made in a highly procurement contracting is to acquire

complex environment goods and services and to carry out

construction in a manner that
enhances access, competition and
fairness and results in best value or, if
appropriate, the optimal balance of
overall benefits to the Crown and the
Canadian people.

23.10 The acquisition or procurement
of information technology (IT) goods and
services in the government is a large and
complex business. In recent years, the
government has made major investments
in information systems and technology to Policy statements further underscore the
support the delivery of programs and pre-eminence of operational requirements;
services to Canadians. Its acquisitions  the ability to withstand the test of public
range from small volumes of low-cost  scrutiny; support for industrial and

goods to large purchases for multi-year regional development and other
development projects that integrate IT  appropriate national objectives; and
goods and services from different compliance with the government’s
suppliers. obligations under trade agreements.

23.11 Unlike the private sector, the 23.14 At the user level, buying IT

government must follow many rules and goods and services can involve several ) )
regulations in its acquisitions, including groups of staff in a government Users sometimes find
its purchases of IT goods and services. department. The acquisition process themselves with
Principal among them are the contractinggenerally involves the users — program

policy, the Treasury Board Contracts managers with operational needs to be m&mblems whose

Directives, the Government Contracts ~— and those IT staff who have knowledgegolutions are difficult

Regulations (pursuant to ttrénancial of and expertise in technology matters as ..

Administration Actand the Supply well as those who may be affected directif© anticipate or fully

Manual. by the acquisition of a particular understand at the time
technological solution. It may also involve

23.12 The Treasury Board Secretariat igorporate services staff engaged in of procurement.

responsible for the government's materiel management or representing the

contracting policy. Public Works and department’s contracting authority. In

Government Services Canada (PWGSC) departments where operations are highly
acts as the contracting authority for most decentralized, additional groups may be
government acquisitions and is in charge involved.

of the Supply Manual — the procedural

manual for its supply activities. 23.15 The government’s procurement
Government acquisitions are also subjectenvironment, already complex and

to multilateral and federal-provincial tradeinvolving many stakeholders, is

agreements: thBlorth American Free complicated further in the field of

Trade AgreementheWorld Trade information technology. Information
Organization—Agreement on Governmenttechnology evolves at a very rapid pace.
Procurementand theAgreement on New products and technological solutions
Internal Trade The Canadian are constantly being developed. Users
International Trade Tribunal, an sometimes find themselves with problems

administrative tribunal, conducts inquirieswhose solutions are difficult to anticipate
into complaints by potential suppliers or fully understand at the time of

about government procurement actions, procurement. Moreover, current

where they are covered by the trade acquisitions often involve major
agreements. investments and can have significant
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implications for choices of technology in Observations and
the future. .
Recommendations

23.16 In this complex environment, the

government is challenged to meet : :
operational needs with a solution that Analyzmg Information TeChnOIOQy

provides best value while enhancing Expenditures in Government

access, competition and fairness in its IT
procurement activities. Government-wide data are not available

) 23.22 To better understand the
Focus of the audit acquisitions of IT goods and services, we
asked for information on IT expenditures
incurred by the government. From our
Sdiscussions with the Treasury Board
Secretariat and Public Works and
Government Services Canada, we learned
that data are not specifically coded as IT
expenditures and thus are not aggregated.

23'13 . _The audit focussed on the While the Secretariat annually reports on
acquisition process and activities for Iarge[Otal contracting in government, no

IT projects and for the routine supply of . .
. . reporting on government-wide IT
microcomputers, equipment for local area L . . .
cquisitions is available. (The subject of

networks, and software. As it is discusse o :
L contract reporting is addressed in Chapter
in this chapter, the process starts when .

29 of this Report.)

users identify an operational need and
ends when a contract has been awarded 523 23  |n the absence of such

and any challenges to the award have begfiormation, we set out to analyze IT
resolved. expenditures government-wide and by
department as well as by type of goods
23.19 _We analyzed data on IT and services acquired. Our analysis also
expenditures to understand the extent ang, . ,ded a general estimation of payroll

the nature of IT acquisitions in costs in support of IT development and
government. We reviewed the processes qoarations. The analysis spanned four

methodology and tools that have been s q| years, from 1995-96 to 1998-99.
established to facilitate IT procurement

activities, and we looked at procurement 23.24 Based on expenditure data from
cases that demonstrated their use. the Public Accounts of Canada, we
estimated a rough order of magnitude for

23.20 We conducted interviews at the |T-related expenditures other than payroll
Treasury Board Secretariat, PWGSC, theby using selective codes of economic

Canadian International Trade Tribunal an@pject. To estimate IT-related payroll
eight departments and agencies, where W&penditures, we used portions of salary
also examined cases of IT acquisitions tognd employee benefit costs, by pay
support and illustrate potential issues. Weg|assification, from data provided by the
examined several IT acquisitions that hadpplic Service Commission. We also
resulted in challenges before the Canadiagbught input from the Treasury Board
International Trade Tribunal. Secretariat in making our estimates.

23.17 The objective of our audit was to
assess the extent to which IT acquisition
in the federal government meet policy
objectives while giving due regard to
efficiency and economy.

23.21 Further information about the 23.25 Our estimation was conservative
audit objective, scope and criteria can bein nature. For example, we did not attempt
found at the end of the chapterAbout to include expenditures coded for

the Audit. specialized work such as constructing

23-8
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satellites or other highly sophisticated
equipment, like weaponry systems.

23.26 Our analysis confirmed that IT

expenditures are significant and rising.

Exhibit 23.1 shows that IT expenditures
increased from almost $3 billion in

Information Technology: Acquisition of Goods and Sevices

services. However, because departments
and agencies were inconsistent in the way
they applied economic object codes and
coded their expenditures for large IT
projects, it was not feasible to complete
that analysis in a meaningful way.

1995-96 to about $3.4 billion in 1998—99,Procuring Large Information

or by almost 14 percent. During the samer
period, spending on IT as a proportion of

total budgetary expenditures for
government operations increased from
8.6 percent to 10.1 percent.

23.27 Our analysis also showed that
four departments, each with annual IT
spending of more than $100 million,

accounted for about 60 percent of the tota},pported by our audits of government

expenditures on IT in the government.

echnology Projects

23.29 Large projects to develop
information systems as business solutions
often meet with failure to varying degrees Information
from not meeting business needs fully to h

o : i nol
not delivering and implementing the technology
systems on time, to incurring excessive expenditures are
costs. This general observation was significant and rising.

systems under development that we

Departments and agencies with moderatgeported to Parliament in 1995, 1996 and

IT expenditures (from $25 million to

1997.

$100 million a year) accounted for almost
30 percent of the total. Exhibit 23.2 show23.30 Past research has shown that

IT expenditures of departments and

there are a number of major factors that

agencies by category of large, moderate eause projects to fail. The acquisition
small amount spent in the past four yearsphase and the related procurement

In summary, about 20 departments with

activities are one such factor. At that time,

the highest spending on IT accounted forthe process of procurement for large IT

roughly 90 percent of the government's
total IT expenditures.

23.28 We also set out to analyze IT

projects typically resulted in multi-year,
fixed-price contracting. The contracts
would include detailed specifications and
requirements, and the lowest bidder, based

expenditures by type of purchase, such asn a combined evaluation of technical
hardware, software, professional servicesmerits and price, would be awarded the

and telecommunication products and contract.
($ millions) Percent Exhibit 23.1
3,600 _ —
3,397 20 Information Technology Expenditures
3.000 _ 2,982 3,079 3,081 Are Significant and Rising
— 16
2,400 —
— 12 Payroll costy |
1,800 —
, —u
- '—-—/
— - Non-payroll cost
1,200 — 8 pay =
IT expenditures as a percentafje ™
600 — - 4 of total budgetary expenditures
for government operations
0 — —
1995-96 199697 1997-98 1998-99 0

Source: Receiver General and Public Service Commission
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New framework and approach
developed to improve results

23.31 In 1996, PWGSC undertook to

project is delivered in phases that provide
“off-ramps” — opportunities to halt the
project, if appropriate. Compensation is
based on performance, usually at the

develop a new procurement methOdOk)gycompletion of defined tasks. In addition,

that would address some of the

shortcomings of the existing approach to

large and complex IT acquisitions. The
Department collaborated with the
Treasury Board Secretariat,

BDP supports clear accountability by all
parties to the contract, and sound project
management disciplines that include
rigorous identification and management of
risk. Since its development, the approach

representatives of user departments and has been recommended for use in

agencies, and industry associations
representing suppliers. In March 1997,

PWGSC released the second version of

the Benefits Driven Procurement (BDP)

approach as a solution for the acquisition

phase of large IT projects.

procurements for large and complex IT
projects.

23.33 The BDP approach is fully
consistent with the Enhanced
Management Framework (EMF) for

23.32 The BDP approach emphasizes managing large IT development projects.
the results and benefits to be derived fronThe Treasury Board Secretariat developed

a project, rather than emphasizing a
specific solution to a business problem.
Thus, it focusses on making a strong
business case. Instead of the detailed
specifications and requirements of a
solution, the approach highlights the

the EMF in 1995 to address weaknesses
that we had identified in our audits of
systems under development. The elements
of BDP, such as the requirement for a
strong business case with periodic updates
and the emphasis on up-front planning, are

benefits that the solution will provide. Thealso key elements of the Framework.

Exhibit 23.2

Number of Departments and Agencies

(percentage of total IT expenditures)

Spending on Information
Technology by Departments and
Agencies

4 (62%)

Il $100,000,000 or more

13 (28%)
1995-96

[ ] between $25,000,000 and $100,000,000

[ ] below $25,000,000

4 (63%)

63 (10%)

14 (27%)
1997-98

Source: Receiver General

66 (10%)

4 (62%

4 (62%)

61 (8%)

15 (30%)
1996-97

62 (8%)

15 (30%)
1998-99

23-10
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Few projects are available for review phase. The Year 2000 omnibus contract

but new concepts are being used has been cited as an example of another
procurement strategy. We conducted a

23.34 With the development of the limited review of that procurement.

EMF and the BDP approach, we would
expect current acquisitions for large IT  23.38 The Export and Import Controls
projects to apply their essential elements.System (EICS) project at Foreign Affairs

and International Trade was designed to
23.35 We set out to identify large IT ~ support the Department’s control over
acquisitions made in the past few years irexport and import activities under the
order to select a sample for review. Export and Import Permits Aclt was
However, meetings with officials of the intended to replace two existing systems
Treasury Board Secretariat, PWGSC andthat were becoming obsolete, and to
the selected user departments revealed provide interfaces with key stakeholders
that except for two major initiatives, few in industry and in other government
large IT projects have been launched in entities.
recent years.

23.39 National Defence had earlier
23.36 The Year 2000 computer problemmade a number of attempts to optimize
was a top priority of the government for the availability of its equipment and
most of 1998 and 1999. Most systems  weaponry systems. The Materiel
development work was deferred in favourAcquisition and Support Information

of remediation and testing of System (MASIS) project in its current
non-compliant systems and devices, form is aimed at optimizing their
especially those considered availability throughout their life cycle. It

mission-critical. As a prudent measure, is meant to provide an integrated
most departments, even after putting environment for Canada’s Air, Land and
compliant systems in place, resisted Marine Forces and the Department’s
making changes in their systems to avoidadministrative units, to replace the
any risk that their computer environment separate information systems that have
would be non-compliant for Year 2000 as managed and supported the military
a result. At the same time, departments equipment and weaponry systems of each
and agencies were also converting their Force.
financial systems or implementing new
systems to meet the requirements of the 23.40 The “Year 2000 omnibus
government’s Financial Information contract” was an initiative to ensure the
Strategy by its 2001 deadline. We have availability of skilled technical resources
audited the Strategy in the past and will bier Year 2000 remediation, testing and
conducting more audits of it in the future.implementation work. Under the

initiative, seven contracts were awarded
23.37 We focussed this audit on large and they formed a supply arrangement for
IT projects that are using the concepts andepartments and agencies. The
elements of the newly developed approadrrangement guaranteed an overall
and framework. Aside from IT work minimum business volume to the
related to Year 2000 and the Financial suppliers. The initiative initially applied
Information Strategy, very few large IT  only to work on systems that support
projects have been undertaken in the lastgovernment-wide mission-critical
two years. Nevertheless, we identified twdunctions. It was later extended to cover
recent large IT acquisitions — Export andsystems that support departmental
Import Controls System and Materiel mission-critical functions. The supply
Acquisition and Support Information arrangement was established for work on
System — and reviewed their acquisition all mission-critical systems.

Report of the Auditor General of Canada — December 2000 23-11
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23.41 The two IT projects are in BDP approach provides checkpoints for
various stages of implementation. The deciding whether the benefits accruing to
Year 2000 contracts expired in June 2000end users can no longer justify a further
Exhibit 23.3 summarizes the acquisition investment of resources. Both projects
phase for the two projects and provides used a phased approach with successive
selected information on the Year 2000 off-ramps. In addition, both departments
contracts. used the first phase of the project to
develop the strategy for the business
23.42 Developing a business caskne solution and to define the development
business case is a cornerstone of and construction phase of the project.
successful implementation of large, Both projects emphasized the overall
complex IT projects. Developing a strongbenefits to be achieved, rather than
business case is at the core of the Benefitiefining detailed specifications and
Driven Procurement (BDP) approach andrequirements at the outset.
is a key element of the Enhanced
Management Framework (EMF). Both IT 23.46  For the EICS project, the

The business caseisa  projects we looked at developed Department contracted with a consulting
comprehensive business cases. firm to help prepare the request for

cornerstone of proposals, including evaluation criteria.

successful 23.43 The business case for the Export The project itself involved a definition

. . and Import Controls System (EICS) phase and a construction phase. The

implementation of project identified the desired outcomes contract for the definition phase ended in

large, complex IT and benefits that the project was to January 2000 with the successful

roiccts deliver. It related those benefits to the ~ completion of formal system

proj ) mandate of Foreign Affairs and requirements. The contract for the
International Trade and to the program construction phase contains many tasks
direction of the Export and Import that are used as checkpoints, providing

Controls Bureau. The business case alsoadditional opportunities for either party to
contained an analysis of several potentialexit the contract if desired. Full

solutions to the business problem, deployment of the project is expected in

including their long-term costing April 2001.

implications. The rationale for the

recommended solution was also 23.47 For the MASIS project, National

documented. Defence began the formal acquisition
process by releasing a draft request for

23.44 The Materiel Acquisition and proposal. The final request for proposal

Support Information System (MASIS)  contained minimal functional

project was supported by a business casespecifications and it was expected that the

that described the re-engineering IT industry would provide the solution.

challenge and the benefits of integrating The contract for the first phase involved

information systems maintained at the not only developing an overall system

time by separate Forces and design and implementation plan but also

administrative units. The business case replacing an obsolete system at the

has been reviewed as the project has  Department’s workshop depot in Montreal

developed, and adjustments have been Wwith at least 30 percent of the

made as appropriate. All “off-ramp” functionality planned for the new system.

decisions, new tasks and changes in scopée contract for the second phase deals

are governed by the business case. It is with the construction and delivery of the

also the basis for assessing performancefull system. Deployment of the overall
system involves incremental rollouts with

23.45 Using a phased approactBy off-ramps, and is expected to be

breaking a project down into phases, the completed by June 2004.

23-12 Report of the Auditor General of Canada — December 2000
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Exhibit 23.3

Acquisition Phase of Two Large Information Technology Projects and the Year 2000 Supply Arrangement - Summary

Materiel Acquisition and
Support Information System

Export/Import
Controls System

Year 2000 Supply
Arrangement

* Integrated information systern
designed to enable the Navy,
Army and Air Force to
maintain and support their
equipment and weapon
systems more effectively

Based on commercial softwal
and industry’s best business
practices in materiel
acquisition and support
processes

* Expected cost $109.3 million

Milestone Activity

* Control system to support the
control aspects of trade
agreements, quota allocation
policy and ministerial permit
issuance

* Interfaces with exporters,

e importers, Customs brokers,
and Canada Customs and
Revenue Agency

¢ Expected cost $6 million

* Professional services contracts
made available to departments
for the provision of Year 2000
remedial solutions for
mission—critical systems

* Set up with 7 firms to speed
up and facilitate the provision
of needed IT professional
services

* Budgeted for a minimum
$100 million

Recommendation to develop a
joint solution for all the Forces

October 24, 1994

Request for proposal (for
pilot project)

March 1996
(bids later rejected)

Further consultations with
industry and other countries

July to December 1996

Decision to use Benefits
Driven Procurement approach

January 19, 1997

Fall 1997

Fall 1997

Letter of interest or draft reque
for proposal, posted on MERX

5t  March 1998

December 4, 1998

October 3, 1997

Request for proposal
Closing date

June 26, 1998
August 4, 1998

January 27, 1999
March 17, 1999

November 7, 1997
January 7, 1998

Supply arrangement contracts
awarded to 7 firms

First call-ups
Completion

Early March 1998

June 1998
June 30, 2000

1st phase contract awarded:
Initial solution
Definition phase

December 11, 1998

May 25, 1999

Completion

June 30, 2000

January 18, 2000

2nd phase contract awarded:
Full functionality solution
Construction phase

June 30, 2000

December 24, 1999

(Planned)

Incremental rollouts with
off-ramps

Final deployment

until April 1, 2004

April 1, 2001

Source: Department of Foreign Affairs and International Trade; National Defence; Public Works
and Government Services Canada.
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23.48 Establishing governance and  23.52 The Integrated Project

getting senior-level sponsorshipSenior Management Office for EICS involves
sponsorship and appropriate governance departmental officials with participants
are key ingredients in successfully from the contractor firm. It is chaired by
implementing large IT projects. We foundthe project authority from the Export and
aspects of both in the two projects that wémport Controls Bureau, and a senior
reviewed. Moreover, there has been no official in the Department’s Information
turnover among the several senior officialManagement and Technology Bureau is

who are responsible for the projects. also a member. Each month, the Office
_ updates a detailed risk analysis of the
23.49 The Director General of the project and reviews the updated analysis

Export and Import Controls Bureau has to determine whether changes or
served as the senior sponsor for the EICSdditional actions are warranted. The
project since the beginning. The project igontractor firm receives payment upon the

guided by a steering committee, successful completion of authorized tasks
comprising senior depart_mental officials by the target dates. The contract also
and a senior representative of the contains provisions for avoiding or

contractor firm. The respective roles and resolving disputes.
responsibilities of the Department and the

contractor are stated in each of the two 23:53 In the case of MASIS, the
contracts. requirement to use an integrated project

team was stipulated in the Statement of
23.50 For MASIS, the sponsor is a Work for each phase of the project. In
senior official of National Defence’s addition to providing for flexibility and
Materiel Comptrollership and Business quick action, the integrated team approach
Management Directorate. The project IS expected to increase efficiency, improve
manager is a senior officer of the Materiefommunication and streamline
Group and has been in that capacity sinc&anagement oversight. Like EICS, the
1996. Internally, the project team reports MASIS request for proposal stated that a

to the MASIS Senior Review Board, risk management plan was a requirement.
which consists of senior staff from all ~ Each phase of the project was broken
three Forces, Defence Information down into a series of subprojects with

Servicesy LOgiStiCS, and Engineering_ An defined tasks. Payments are SUbjeCt to the
Executive MASIS Steering Committee ~ successful completion of pre-authorized

oversees the project_ The Steering tasks. In addition to remedy ClaUSGS, the
Committee includes senior officials of all MASIS contracts provide for incentive
stakeholders — National Defence, conditions to be negotiated for superior
PWGSC and the contractor firm. performance.

23.51 Managing the project and Outcomes are not definitive but results

related risks. Although it has not been  to date are encouraging

identified as a key element of the BDP 2354 Both EICS and MASIS are

approach and the Enhanced Managemen&urrently in the construction phase.
Framework, an integrated team has beenAIthough full implementation and

used to mar(;aglget eacr; ?jf the_ tWtO projects deployment are not assured, both projects
we reviewed. ‘niegrated projec have progressed and delivered as planned.
management teams comprise staff of the ,, July 2000, they had met expectations

department_ and consultants from the .,_on schedule and stayed within budgeted
contractor firm. Use of the teams prowde%ostS

for flexibility and speed in making
changes to advance the project or to 23.55 The first-phase contracts for the
mitigate risks. EICS and MASIS projects were

23-14
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successfully completed and formed the 23.58 In our view, the emphasis on
basis for the work under the second-phaskont-end planning was an essential
contracts. The deployment of EICS is  element in the positive outcome of the two
expected in April 2001, as planned. For projects to date. Its merit goes beyond
MASIS, by September 1999 the serving as guidance and recommended
first-phase contract had provided systemsprocedure. It ought to be required as a
capability for 30 percent of functional general practice in procuring and
requirements at the Department’s developing large IT projects. The
workshop depot in Montreal. With front-end planning included:

incremental rollouts, full deployment of

the project is expected by June 2004, « focussing on business needs, defined

in terms of program mandate and business
outcomes, and not on the solution;

23.56 The nature of the Year 2000 - breaking the project down into
contracts differed from that of the two  phases and tasks;

systems development projects. Its purpose
was to ensure the availability of skilled ’
technical resources. It did so using a
supply arrangement that featured a .
guaranteed minimum of $100 million in - establishing a governance structure; emphasis on front-end
contract work among the seven successfand planning was an

bidders. Through the supply arrangement, involving PWGSC earlv in the . \
a user department could select directly developmentgof an appropr?/ate essential element in

f_rom the seven prequalified_c_ontractor procurement strategy. the positive outcome
firms and have PWGSC solicit work plans .

from them. By June 2000, when it ended,23.59  The Treasury Board Secretariat of the two projects to
the supply arrangement had met and Public Works and Government date.

expectations in providing skilled contract Services Canada should analyze the

resources. The full guarantee had been experience of recent acquisitions and

exercised and there had been virtually nospecify the practices that they will

obtaining the commitment and
ongoing involvement of senior

management; In our view, the

system failures. We also noted an generally require of user departments
important benefit — it provided a and agencies in large information
streamlined procurement process for technology projects.

contracting technical resources and Government’s responsefreasury Board

allowed for their rapid deployment. The gecretariat and Public Works and

application of this supply arrangement  Goyernment Services Canada support the

was unique. Yet it serves as an example recommendation. We will continue to

that could be adz_ipt_ed to benefit future support the application of appropriate

procurement activities. Enhanced Management Framework and
Benefits Driven Procurement practices to

_— I inf tion technol jects.
23.57 Our examination of the two large arge information technology projects

IT projects showed that many essential Challenges remain in future
elements of the Benefits Driven procurement for large projects
Procurement approach and the Enhance
Management Framework can work and
produce results. Analyzing experience

%3.60 We have noted some positive
aspects of using the new procurement
approach and the project management

from two projects is not sufficiently f K H h . that
conclusive, and both projects have yet to ramework. However, there are issues tha
still need to be addressed.

be completed to demonstrate full success:
However, experience in both EICS and 23.61 Technology advances at a rapid
MASIS to date has been encouraging. pace. New products with ever-increasing
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The longer it takes to
acquire, develop and
implement
technological
solutions, the higher is
the risk that the
business needs will
change and the
solutions become less
beneficial and

processing speed and capacity are 23.65 Year 2000 remediation was a
constantly evolving. Moreover, the unique project. The goal was to ensure
workplace changes continually, along withthat critical functions and operations
program requirements and operational would continue upon the arrival of 2000
needs. The longer it takes to acquire, and beyond. There was a degree of
develop and implement technological commonality in the resource requirements
solutions, the higher is the risk that the of user departments and agencies. That
business needs will change and the commonality facilitated the structuring of
solutions become less beneficial and the supply arrangement. In large IT
relevant. Long phases of acquisition and projects, there is no expectation of a
implementation also increase the risk thanatural tendency toward commonality.
the acquired technology will become The challenge remains to define
obsolete by the time it is deployed. categories of technical resources for
Consequently, acquisition activities that purposes of establishing a supply
require shorter time spans will add arrangement.

significant value to projects. 23.66 Another unique factor in the

Year 2000 contracts was the cost. Since
23.62 We reviewed the chronology of the purpose of the contract was to assure
activities of the two large projects and  availability, successful bidders had to
analyzed the time span of the acquisition guarantee that they would make technical
activities. We found that they spanned resources available if and when called
periods exceeding 18 months. The EICS upon. To retain staff who were in
project needs were first analyzed in 1997 simultaneous demand worldwide, the rates
and the first phase contract was awardedof compensation and incentives had to
in late May 1999. Prior to adopting the reflect the North American marketplace
BDP approach, the need for MASIS had for Year 2000 work. Consequently,
been identified and attempts had been contract rates were set at a premium and
made to develop it as early as 1994. The contractor firms were guaranteed a
MASIS project in its current form was minimum of $100 million in work. As the
initiated in 1996 and its first-phase government extends this procurement

relevant. contract was awarded in December 1998strategy to other acquisitions, rate
negotiation will become an important
. . factor in controlling costs and providin
23.63 The IT industry claims that 9 P g
: . value for money.
processing speed doubles in 18 months,
and it defines a Web year as three 23.67 Recent experience with
calendar months. Development and acquisitions for large IT projects has been
deployment of large IT projects are not promising. However, the time entailed in
expected to match this pace of change. the acquisition phase could become an
However, the government still needs to impediment to the successful
find ways to reduce the time span of its implementation of technology solutions
acquisition activities in large IT projects. that meet business requirements. The
government needs to build upon the BDP
L approach to improve its acquisition
23.64 In reviewing the procurement PprO: mp d
) activities, using the procurement process
strategy for the Year 2000 omnibus
) : to advance and support large IT
contract, we noted that it provided an L
. : acquisitions.
instrument for rapid deployment of
contract resources, and its experience ca@3.68 The government should work
benefit future procurement. But there are with the information technology
related factors that need to be consideredndustry to further develop its
when replicating this method of supply. procurement approach for large,
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complex technology projects in away  them with routine supplies. The NMSOs
that will improve its acquisition are arranged without requisitions from
activities, particularly their timeliness. users. Regional standing offers are also

, used to satisfy needs within a specific
Government's responsei/e support the  geographic area. Furthermore, there are

recommendation and agree that we shoulggiviqual standing offers used to meet the

work with industry to facilitate timely needs of a single department or agency.
procurement for large and complex

projects. We are currently doing so in Method of supply of microcomputers
pursuit of an optimal procurement strategyand products related to local area

for the Government On-Line (GOL) networks has been established to
requirements. provide value for money

. 23.72 Public Works and Government
Acquiring Software, Services Canada has arranged national
Microcomputers and Equipment  master standing offers for routine,
for Local Area Networks low-volume purchases of microcomputers

and LAN-related products, including .
23.69 Standing offers are a procuremendesktop and notebook computers and Standing offers are
instrument used by PWGSC that allows servers. The standing offers are awarded awarded competitively
user departments and agencies to order competitively to suppliers that meet .
directly from suppliers. They provide a technical and benchmarking requirementst.o suppliers that meet
means to acquire goods and services at In order to qualify, the supplier must also technical and
prenegotiated prices that remain in effectoffer a product at a price within a defined .
for a specified period of time. Standing range of the average price submitted by benchmarking
offers are the preferred method for other suppliers for products in the same requirements.
routine, low-volume supply of commercialcategory.

off-the-shelf software, microcomputers 23.73 In general, a user department can

aC:Nequment for local area networks issue a call-up for desktop and notebook
( S). computers directly to a specific NMSO

23.70  Within the limits of delegated ~ Supplier, up to a maximum of $40,000.
authority, user departments and agenciesThe limit for servers is $100,000 per
can issue call-ups against a standing offef@ll-up. Information on existing NMSOs is
with a specific supplier, requesting the ~ updated regularly on the PWGSC Web
exact quantities of goods and services théjf€, under its Computer Acquisition
require. Generally, when a call-up is madéuide. The site is open to public access to
against a standing offer, there is no furthepncourage competition among suppliers.

negotiation of price and the supplieris 2374 The NMSOs for desktop

obliged to meet the call-up requirement. computers are the most heavily used. On a
To allow for the rapidly changing biweekly basis, PWGSC assesses products
environment, a supplier is permitted to  and identifies those that offer the lowest
substitute listed products with improved Oggst in each of the desktop categories,
upgraded versions, provided they meet Olhased on a combined evaluation of

exceed benchmarking requirements and technical merits and price. The products
are offered at the same or lower prices. jith the lowest evaluated costs are posted
on the Department’'s Web site. To

23.71 There are several different types encourage the use of those products,

of sta_ndlng offer. The n_atlonal master PWGSC raises their call-up limit from
standing offer (NMSO) is the most $40.000 to $100.000

common. The NMSOs are arranged by ' e

PWGSC to meet common needs of 23.75 Standing offers are arranged to
departments and agencies and to provideaccommodate routine, low-volume

Report of the Auditor General of Canada — December 2000 23-17



Information Technology: Acquisition of Goods and Sevices

Exhibit 23.4

Low-Volume Purchases Dominate

purchases. To support larger-volume
purchases, PWGSC provides user
departments and agencies with an option
to issue a request for volume discount

the RVD process was available for
obtaining volume discounts, most
microcomputers and LAN-related
products purchased in the last two years

(RVD) to NMSO suppliers on their listed were acquired through departments’

prices. The RVDs can be used for
purchases up to $10 million. They are
processed on a competitive basis and ar
thus an alternative to the traditional

competition that involves issuing requests

for proposals.

23.76 In our view, the arrangement of
standing offers as a method of supply for
microcomputers and LAN-related

call-ups.

3.78 We reviewed information from
ublic Works and Government Services
Canada on purchases of microcomputers
and LAN-related products in 1998-99 and

1999-2000. We noted that on average,
RVD procurements accounted for around
25 percent of about $200 million in total
annual acquisitions of those products. The

products has merit, and the technical anddata indicate that call-ups on NMSOs

benchmarking requirements add value to
the acquisition process.

Opportunities exist for more cost
savings

23.77 Call-ups on an NMSO are
intended for low-volume purchases. In

exercising a call-up, a department usuall)fs)

purchases the NMSO product at the
specified price. That price has been set
within a competitive price range but
usually at a premium, because of the low
purchase volume anticipated. Although

Analysis of fourth quarter data from four sample departments

(Percentages represent the proportion of purchases that were

low-volume)

Canada Customs a

n
Revenue AgencD (849%)

Department of Fisherie
and Ocean

|(67%)

Human Resource

\ (37%)

Development Canad

National Archives of Canadg(loo%)

0

| | | |
2,000 4,000 6,000
($ thousands)

Source: Departmental data on 1999-2000 acquisitions of microcomputers

and local area network products.

were widely used; they accounted for
about 45 percent of purchases of the
products. The remaining purchases were
made using requests for proposals or
through unchallenged advance contract
award notices (ACANS). Moreover, about
65 percent of all microcomputer/LAN
roducts that were purchased using
tanding offers were acquired in the last
three months of the fiscal year. An
analysis of fourth-quarter data from four
sample departments confirmed that
low-volume purchases dominate (see
Exhibit 23.4). We analyzed a sample of
RVD transactions processed by PWGSC in
1999-2000 and found that savings from
volume discounts averaged about

17 percent.

23.79 Some users expressed the
concern that RVDs may take a long time.
However, in a small sample of RVD
acquisitions made in 1999-2000,
procurement averaged four weeks — a
significant advantage over the traditional
competitive process using requests for
proposals. Other users who had
reservations about using RVDs cited their
preference for retaining sole control or
their concern that PWGSC might lack
flexibility.

23.80 We recognize that RvD
procurement may not always be feasible,
and there are occasions when simple
call-ups are appropriate and provide the
best value. However, increasing the use of

23-18
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RVD procurement could lead to cost 23.85 Departments and agencies, in | . h f
savings in the neighbourhood of co-operation with Public Works and ncreasing the use o
$10 million every year. Government Services Canada, should  requests for volume

strive to consolidate purchases of di ntin
23.81 For expediency, departments andmicrocomputers and LAN-related Iscount!

agencies use acquisition cards and local products to take advantage of procurement could
purchase orders for purchases under ~ opportunities for additional cost Lo
$5,000. The PWGSC data do not include Savings. Further, Public Works and lead to cost savings in
those purchases, and their extent is not Government Services Canada and user  the neighbourhood of
known. In smaller or highly decentralized departments should consider other -

departments, such purchases can repres@fions to provide enhanced flexibility $10 million every year.
a significant portion of the department’s to meet the government's business

total procurement. Some of those needs.

purchases could represent another sourc

. Government's responsaie support the
of cost savings.

recommendation in general.

23.82 Added savings or faster Standing offer arrangements for
turnaround times can also be achieved b¥:ommercial software licences and

using other forms of standing offer. Three
of the eight user departments that we
selected for case review have
requisitioned their own standing offers. 23.86 As well as purchasing

solutions were discontinued as a result
of bid challenges

National individual standing offers microcomputers and LAN-related

(NISOs) are arranged by PWGSC after it products, user departments and agencies

receives funded requisitions from a were using NMSOs to purchase

department. That department can then ussommercial off-the-shelf software

them throughout Canada. products directly from suppliers, subject
to the authorized limits. Those limits were

23.83 The Department of Foreign $40,000 for software licences and $50,000

Affairs and International Trade (DFAIT) for software solutions involving services.
used NISOs to address its requirement foPurchases above the limits were processed
maintenance services at missions arounddy PWGSC. In addition to using call-ups,
the world and to shorten the procurementdepartments and agencies made direct
period. In reviewing its data, we found  purchases using acquisition cards, local
that by using NISOs, the Department purchase orders and sole-source contracts.

short_ened th_e_procurement period for 23.87 The NMSO method of supply
certain acquisitions to two weeks. )
: . was established to meet ad hoc needs for
National Defence achieved up to o o )
. o : imited quantities. It was considered an

39 percent savings with its omnibus NISO,,. .
which exoired in Julv 1999. DEAIT had efficient procurement method and was

P y 1999, widely used. During 1998-99, PWGSC

|ssu_ed six NISOs by August .200(.); eprocessed a total of about $200 million in
National Defence was experiencing som :
software purchases, of which about

delay in replacing the expired omnibus $120 million involved NMSO

NISO but was continuing its efforts. transactions. In mid—1999, there were 65

) ) NMSOs in effect with software vendors.
23.84 The national master standing

offer as a method of supply is well suited 23.88 The NMSOs were awarded to
to acquiring commodities like desktop andoftware vendors without competition.

laptop computers. Nevertheless, we The criteria, unlike those of NMSOs for
believe that additional efforts can be madmicrocomputers and LAN-related
to ensure value for money. products, were based solely on previous
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volumes of business and did not involve licences. Within the first class, the
technical specifications or pricing. Using Department proposed three options, two of
this and other non-competitive methods ofvhich addressed standing offer

supply, over time departments could buildarrangements for software. The first was
up a substantial investment in certain  for PWGSC to introduce departmental
software products acquired piecemeal anthdividual standing offers (DISOs),

on a non-competitive basis. This could allowing it to control all software

become a significant procurement acquisitions. The second option involved
problem if a department needed to extendhegotiating standing offers or supply
the use of the software to the entire arrangements, and providing special

department, or when it needed to procurecontracting authorities to user departments
department-wide maintenance services and agencies to acquire software, subject
and software upgrades. to preset terms and conditions that

o included requirements for reporting.
23.89 In recent years, potential bidders

have Successfu”y Cha”enged the 23.91 PWGSC aCknOWledged that the
government’s solicitation to upgrade second option would be hampered by the
existing installed bases of software. After difficulty of obtaining appropriate

those cases, PWGSC limited the use of tigformation on all software orders placed
software NMSOs in an attempt to better by user departments and agencies. In late
control software acquisitions and guard August 1999, PWGSC began arranging
against establishing other installed basesP!SOs for software licences as a method
of software acquired piecemeal. In Augusto replace the discontinued NMSOs. A
1997, the Department and the Treasury framework for procuring software

Board Secretariat introduced an interim solutions and services would follow. At
measure that limited the use of software the time, the Department expected to
NMSOs to the purchase of 10 licences orcomplete arrangements for software

the addition of 10 users per call-up. In  DISOs by the fall of 1999.

June 1999, PWGSC announced that all 655 g, Through open solicitation of

of the existing NMSOs would be vendor interest as well as approaching
discontinued by 31 August 1999. (More  \enqors directly, PWGSC identified 39

information about those bid challenges gty are vendors who qualified under
and their ramifications can be found in criteria that included the value and

this chapter under Addr_essin_g Bid volume of past sales to the government. It
Challenges and Resolving Disputes.) started negotiating with the vendors in

September 1999 and awarded the first

The procurement instrument for DISO in December 1999. At June 2000,
replacing software standing offers DISOs had been arranged with 18 of the
experienced delays and did not provide 39 qualifying vendors. As we concluded
an adequate solution the audit in July 2000, the Department had

made some progress but some negotiation
2.3'90 _In July 1999, PWGSC released Afiles were inzfcti\?e. In late Septemt?er
discussion paper to the government User ;. ‘b\ysc advised us that 22 DISOs
commumty and vendors on procurement had been established. It indicated that the
options for software products and delays were due in part to the difficulties

solutions. The paper discussed the . di - d
Department’s strategy for procuring experienced In negotiating terms an
P conditions with vendors.

software. It included three classes of

software procurement: purchases 23.93 During the intervening period,
involving sole-source or limited tenderinggespecially between August and December
purchases using request for proposals, ari®99, user departments and agencies were
the transfer of Crown-owned software  left with no replacement for a ready
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procurement instrument for routine systems were not fully in place for
low-volume purchases, one that had beerdepartment-wide purchases and it was not
used for 60 percent of the government’s evident that the necessary changes would
total software acquisitions. A set of draft be initiated or completed soon. Without an
operating instructions to support a effective asset management system, the
framework for procurement of software departments will not have control over the
solutions and services was developed anad hoc acquisition of software. Moreover,
released for consultation in March 2000. we noted that DISO call-ups by PWGSC
As we completed our audit, the frameworkan be handled by two separate divisions
had not been finalized. The Department or by regional staff, and there is no
informed us that the process was stalled co-ordination among them. In our view,
due to some unresolved policy issues thathe Department has not put in place a
extended beyond procurement. method of supply that guards adequately

against the future accumulation of an
23.94 With the DISO arrangements, it installed software base acquired on a  In our view, the
was envisioned that PWGSC would iecemeal basis without competition. This
control all software standing offer call-upsslas a key reason for abandoﬁing the Department has not
in the government. This would allow it to software NMSO as a method of supply.  put in place a method
monitor and analyze the overall demand
in the government and to guard against ti#8.97 Software acquisitions have been of supply that guards
piecemeal, non-competitive acquisition oftreated like those of any commodity. In adequately against the
installed software bases. reality, software products are much more .

than typical goods. The products are not future accumulation of
23.95 As PWGSC negotiated software interchangeable and they are upgraded an installed software
DISOs, it realized the extent of the continually. The pricing of software is .
additional resources it would need to based on the number of users rather than base acquired on a
control and administer all call-ups. As a the number of physical goods. The markepjecemeal basis,
result, the Department obtained approvalis extremely competitive and involves

to delegate call-up authority to many players. without competition.
departments and agencies. Under that

delegated authority, they can issue 23.98 More significantly, software

call-ups for up to $40,000 in software  products often have far-reaching

products and $100,000 in software implications for an organization. They

solution services. Before they receive themust be integrated with other technology
authority, departments and agencies musproducts in order to function. Maintenance
accept the terms and conditions set by and upgrade costs are usually substantial.
PWGSC. Among other conditions, Software products have a direct impact on
PWGSC requires the user department to users, and the costs associated with

be accountable for asset management anghanges, such as training needs and lost
for any litigation costs resulting from productivity, are high. Software 3
inappropriate use of DISOs. At July 2000 procurements are more akin to acquiring a
only 13 departments had requested the relationship that includes a life cycle than
delegation of authority and accepted the to purchasing a readily replaceable

terms and conditions. The 13 departmentsommodity. In cases where software
accounted for about seven percent of totgdroducts form part of the IT infrastructure

software acquisitions in 1998-99. or an enterprise-wide installed base,
consideration could be given to treating

23.96 We noted that PWGSC has no them as large IT projects and subjecting
plan to monitor user departments’ their purchase to the same rigour and
compliance with the conditions. In two of discipline. In our view, the government
the departments we selected for case  needs to consider a strategy for acquiring
review, we found that asset managementsoftware as an IT investment.
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Our review found no
indication of
widespread
non-compliance with
or misuse of delegated
authority.

23.99 The government should develop general limit on authority delegated to

a new strategy, specifically targeting departments for acquiring goods is $5,000.
software products and services, that PWGSC, the contracting authority for all
mitigates the risk of establishing an goods, delegated this authority to

installed base of software acquired departments and agencies. Under specific
piecemeal and non-competitively. In methods of supply, other delegated limits
particular, consideration should be apply. The government’s contracting

given to long-term, life-cycle policy also provides for special and

management of software products that exceptional limits on contracts, including
form part of a department’s technology contracts for emergency situations.
infrastructure or a department-wide

installed base. 23.102 For this audit, we selected a

small sample of acquisitions to assess
Government'’s responsaie support the  compliance with the delegated authority
recommendation, with the caveat and with the requirement to use
indicated by several departments that thecompetitive tenders, where applicable.

severity and urgency in addressing 23.103 We selected the acquisitions from

software procuremen_t IS understated. those made by the eight departments and
Software is a strategic investment and L .
agencies in our audit sample. They

gfﬁ?; \}\?ayt/)eit nv?/grs]azgceqdui?z dSUVT/Z’ Jveiﬁ?\:glrissrepresent a cross-section of government
. ) organizations with large, moderate and
with PWGSC and other stakeholders to 9 9

| f k that add small IT budgets. Their IT spending
evolve a framework that addresses averaged about $1.4 billon or 60 percent
software procurement issues and

. . of the government’s total IT expenditures
recognizes the differences between .
listic busi runities t | in the past four years. The sample of about
realistic business opportunities 1o replace g, purchased items was selected from the
installed software and other situations in

. - departments’ accounting or procurement
which renewal by means of acquiring P gorp

dditional i des is th Irecords and included 1999-2000
aadditional icences or upgrades 1 the on )écquisitions of services, hardware and
feasible option.

software.
Complying With Delegated 23.104 Aside from a few minor
Authority deviations, we found no misuse of the

authority delegated to the eight

23.100 Authority to enter into contracts departments and agencies. The small
has been delegated to departments and Sa@mple was designed only as a test to
agencies through Acts and regulations asdetermine if further analysis and review
well as Treasury Board directives. by the government would be warranted. It
Departmental contracts with values abovevas not intended to provide a statistical
the delegated limits have to be processed-onclusion on government-wide

by PWGSC and may require Treasury compliance with delegated authority. Our

Board approval. Notwithstanding the review found no indication of widespread
delegation of their authority, ministers ~ Non-compliance with or misuse of
remain accountable for procurement ~ delegated authority.

decisions and the outcomes.
Addressing Bid Challenges and
23.101 The delegated limits for goods Resolving Disputes
and for services are different. They also
vary with the way the goods or services 23.105 The government’s contracting
are acquired. In general, contracts let  policy makes direct reference to trade
using MERX, an open electronic bidding agreements and the requirement to comply
system, have a higher delegated limit. Theith them. In general, under tiNorth
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American Free Trade Agreemesnid the
World Trade Organization—Agreement on
Government Procuremenguppliers from
countries that are signatories to those
agreements are to be given an equal
opportunity to compete with Canadian
suppliers for contracts involving defined
classes of goods and services. Similarly,
comply with theAgreement on Internal
Trade the government is obligated to

Information Technology: Acquisition of Goods and Sevices

associated timeframe. Suppliers may also
take the dispute directly to the Federal
Court of Canada for a judicial review.

23.108 We analyzed CITT data on
challenges to technology contracts over
the five years ended at December 1999.

t'[)he Tribunal received a total of 43

complaints in that period, 24 of which
reached the inquiry stage. Those 24 cases

grant all Canadian suppliers equal accesdepresent less than 0.5 percent of the total

to contracts for certain goods and servic

23.106 Public Works and Government

Services Canada specifies integrity as theyolume of complaints and those involving

governing principle for its supply
activities. Its Supply Manual states,
“PWGSC supply activities will be open,
fair and honest.” The Department
facilitates open access to information on
the government’s procurement activities
through its Contracts Canada initiative.
The initiative supports supplier awarenes
and registration and provides historical
information on contracting. It provides an
overview of the government’s processes
for making purchases and resolving
disputes. For example, it describes
MERX, the government’s electronic open
bidding system, and the Contract Claims
Resolution Board, a departmental proces
to resolve disputes with contractors. Its
Contracts History database provides
public access to data on contracting bac
to April 1997. It also provides information

e

é:omplaints over the five-year period. We

value of contracts that the government
awarded each year for IT goods and
services. Exhibit 23.6 shows the total

Tribunal cases that
reached the inquiry
stage over the past
five years represent
less than 0.5 percent
of the total value of
contracts that the
government awarded

IT contracts from 1995 to 1999.

Several key cases involved procurement
of software licences

23.109 We reviewed the Tribunal’s
determinations of technology-related

noted that many complaints were
dismissed before reaching the inquiry
phase because they were outside the
jurisdiction of the CITT, since the
challenged procurement was not covered each year for
by the t_rade_ agreements. Most complalnts,mformation
dealt with circumstances that were
pecific to the contracts being challengedtechnology goods and
owever, we found that several key cases .
from 1997 to 1999 involved similar issues,serwces'
all related to the procurement of software
icences.

on the trade agreements and the Canadiar; 110 \We examined the CITT's

International Trade Tribunal.

Few contracts have been challenged

determinations in four such cases. In each
case, the user department was acquiring
additional licences or upgrades for
software already implemented in its

23.107 The trade agreements require thaf¢ormation systems. Three were

the government maintain an independent
authority to consider complaints from
potential suppliers about designated
contracts. The Canadian International
Trade Tribunal (CITT), an administrative
tribunal, has been established as that
authority. Potential suppliers can file a
complaint with the Tribunal against a
contract that is designated under the trad
agreements. Exhibit 23.5 shows the key

sole-source contracts under the
international trade agreements provisions
on limited tendering; the fourth contract
used open competition.

23.111 The international trade
agreements place a restriction on limited
tendering to prevent it from being used to
avoid the maximum possible competition,
to discriminate among suppliers, or to

activities in a contract challenge and theiprotect domestic suppliers. Limited
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tendering can be used only under certainthe government could not prove it had met
circumstances and conditions, as definedthe conditions for limited tendering.

by the trade agreements. The Tribunal haSonsequently, the Tribunal determined
determined that if a sole-source contract ihat an open, competitive procurement
challenged, the onus is on the governmergrocess should have been used. Moreover,

to prove that limited tendering was
justified.

23.112 In the three cases involving

in one of the three cases, the Tribunal
determined that PWGSC could not impute
the cost of converting the installed
software as a basis for awarding a

sole-source contracts, the CITT found thasole-source contract. The Tribunal stated

Exhibit 23.5

The Contract Challenge Process at the Canadian International Trade Tribunal

optional

Contract Challenge

v

Supplier to
government entity

not satisfied

File complaint with CITT

\
¥ satisfied

Challenge withdrawn

Review complaint
Review jurisdiction meets
criteria

Timeline
(in working days)

determined invalid

:

Inquiry started
Parties notified
Postponement order
Notices published

Y
Government Institution
Report (GIR)

CITT sends response
(GIR) to supplier

Y

Supplier comment on GIR

|
'

Preliminary investigation
report prepared and
distributed

Government and supplier
comment on report

Record reviewed by
Tribunal

!

Tribunal makes
determination

Source: Canadian International Trade Tribunal (CITT)

'

Challenge dismissed

8to 12

25

32

40 to 55

62

90
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that conversion and training costs ought tdetermined that the government had

be determined through an open provided insufficient information for
competition. potential suppliers to be able to include a
23.113 The fourth case involved an Openproper estimate of conversion cos_ts in
competition for a department-wide their proposal_s and had there_by biased the
software licence to upgrade or replace th@rocu_rement n favqur of thg incumbent
software installed in that department — SuPPlier. In evaluating the bids, the
software that had been acquired without 90vernment had also allowed for
competition. As part of the process, the discounting conversion costs to help
government had provided information to restore competition. However, the
potential bidders so they could estimate Tribunal was not convinced that this was
the level of effort and the costs involved adequate to restore competition when the
in converting the existing installed base tdanstalled base had not been acquired in
the use of their products. The CITT accordance with the trade agreements.

Exhibit 23.6

Complaints Filed With the Canadian International Trade Tribunal, 1995 to 1999

[ ]Total [ ] Technology-related

Number of Complaints Number of Inquiries

60— 60—

50— ] - ] 50—

40— 1 — 40—

30— 30—

20— 20—

10— 10— HT

1R iR IR =R s . LLL
1999 1998 1997 1996 1995 1999 1998 1997 1996 1995

Over a five-year period, 43 technology complaints

Hardware \ \

Software | |

Professional Services ]
Systems Integratiof ]

Telecommunications|:|

R P U N
0 2 4 6 8 10 12 14 16

Number of technology-related complaints

Source: Canadian International Trade Tribunal
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We found that the
purchases in
1999-2000 were
almost exclusively
non-competitive.

Although we did not
specifically verify the
information,
representatives of
user departments and
the IT community
expressed concern
that the preoccupation
with avoiding
complaints to the
Tribunal has led to
excessive caution in
the procurement
process.

The cases have significant implications
for the government

for that type of software procurement is
complex and involves many issues,

. including defining and evaluating

23.114 In the one case we examined that,, ersion costs. In our view, acquiring
used a competitive process, the existing ,qgitional licences or upgrading software

softw_are In fche depa_rtment had been . for use across a department continues to
acquired using a series of call-ups againsf, 5 challenge for the government.

the national master standing offer with the

same supplier over several years. 23.118 The government should develop

a strategy to address the implications of
23.115 As noted in paragraph 23.89, installed bases of software acquired
PWGSC modified the call-up limits and piecemeal and non-competitively and, in
subsequently discontinued all NMSOs forparticular, address the issue of
software licences to avoid the future conversion costs for infrastructure and
development of an installed base of enterprise-wide software products.

software prqqucts acquired pie_cemeal ang%overnment’s responsaéiVe support the
non-competitively. However, this type of recommendation. with the caveat

!nstalled software base potentially exists indicated by several departments that the
in other departments.

severity and urgency in addressing
23.116 We analyzed data in the software procurement is understated. We

Contracts Canada database for the past Will work with PWGSC and other
three fiscal years to assess the extent to stakeholders to evolve a framework that

which software licences had been acquiredfldresses software procurement issues.

piecemeal and non-competitively. Our 23,119 The recent CITT cases are well
analysis of nine major software vendors known within the government IT

showed that a large majority of software procurement community. Many

purchases from A_p_ril 1997 to March Zooogovernment officials we interviewed

were non-competitive. We found that the yegard the Tribunal determinations and the
purchases in 1999-2000 were almost  pyrogpect of facing CITT complaints with
exclusively non-competitive; this apprehension. Once the Tribunal accepts a
represents well over 95 percent of the totghallenge to a contract, the government is
purchases from those nine vendors. required to furnish a Government
Moreover we found that since April 1997, |nstitution Report within 25 days (see

only one user department has acquired itgypibit 23.5). This involves both PWGSC
installed base of enterprise-wide officeé  and the user department, and the level of
automation software on a competitive  effort required to prepare the Report is
basis. viewed by them as intensive and
laborious. Although not specifically
verified by us, representatives of user

software or purchase additional licences departmeorllts and thfh”; ;:)mmunlty i
only if certain narrowly defined conditionsSXPressea concern hat the preoccupation

are met. Those conditions cover softwareWIth avmdmg_complal_nts _to the CITT has
ed to excessive caution in the

products that were initially procured undel .
the provisions of the trade agreements. procurement process, a_dfj!”g to an already
Thus, the use of sole-source contracts forJong and complex acquisition phase.

a department-wide upgrade of a software23.120 The Tribunal is the Canadian
product, or for acquiring additional mechanism for meeting obligations under
licences to extend the use of a software the trade agreements. It fosters open
product to the entire department, can be competition in government procurement.
vulnerable to CITT complaints from As an appeal mechanism, it ought to be
potential bidders. A competitive process viewed as an essential part of the overall

23.117 The trade agreements permit the
use of limited tendering to upgrade
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framework of government procurement flexible and have not adequately respected
and not as something to be avoided at alltheir operational needs.

costs.

23.123 Compliance with government
regulations and trade agreements ought to
be observed at all times. Meeting
operational requirements and respecting

23.121 Under the Government Contracts
Regulations and the trade agreements,

open competition subject to exclusions is " ;
the norm for government contracting. competition are both important and ought

. . to be given due consideration in all
Where exclusions are used, contracting s vt Meeti tional
ought to be subject to appropriate scruting?CqUISI lon activities. Vieeting operationa

to ensure compliance with legislation. It i eqw_rg:_nents ,I[S .tthe ra(|)son dthetrf) Of.
important that user departments and acquisttion activities. nce the business

agencies guard against the possibility of needs have bee_r_1 identified, the principle
of open competition needs to be respected.

favouring a particular vendor and the Fosteri tition th h tional
solution it offers. Experience shows that a ostering competition through operationa

; : . . and control procedures and meetin
bias can arise from early expenmentatlono erational Pe uirements are not m%tuall
with specific sets of tools or from P q y

premature determination of exclusive. It is important to meet

department-wide standards. Involving operational requirements In a timely

PWGSC early in the procurement cycle fashion Wr']t:] dule regard t? Va!{lrj]e for_ -
could help to ensure and support open money while aiso respecting the principie

Competition_ of open competition.

23.124 In acquiring information
23.122 Determinations rendered by the technology goods and services,

CITT provide an interpretation of departments and agencies should place
provisions contained in the trade greater emphasis on open competition
agreements. In some instances, the as soon as is practical after identifying

circumstances surrounding a case and théheir business needs. They should seek
resulting determination are complex and the advice of Public Works and

are subject to varying interpretations,  Government Services Canada as early
particularly by those not accustomed to as possible to develop an appropriate

reading them. In light of recent CITT procurement strategy. Public Works
determinations, PWGSC has been and Government Services Canada
developing a software procurement should work with user departments and
strategy to address the issues (see agencies to improve its supply activities,
paragraph 23.90). However, there has  in order to ensure the pre-eminence of
been no explicit guidance to its operational requirements with due

procurement staff on the effect of those regard to value for money, and to
cases in applying day-to-day operating ensure adherence to the principle of
procedures. If intense scrutiny were to beopen competition by complying with

applied indiscriminately at a detailed regulations and the trade agreements.
procedural level, it could become

unmanageable and counterproductive, Government’s responsaile support the
especially given the rapid pace of recommendation. We agree that a
technological change, the aggressivenesgrocurement strategy should be an

of the marketplace, and evolving businesintegral part of any business and

needs. During the audit, representatives operational strategy and that operational
from user departments indicated that sindenperatives, as a matter of contracting
the promulgation of recent CITT policy, need to be reinforced as a
determinations, PWGSC supply activitiesfundamental underlying objective of
have generally become lengthier and lesgprocurement.
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The Government
On-Line initiative
underscores the
importance and the
urgency of resolving
the issues.

Looking Ahead to Government 23.129 We found that recent acquisitions

On-Line for large IT projects followed some
essential elements of the new procurement

23.125 The 1997 Speech from the approach and project management

Throne noted the need to connect framework. Although the new systems

Canadians in order to support a knowleddtve Yet to be fully developed and
economy. The Speech from the Throne irdeployed, results to date are encouraging.
fall 1999 went further, setting the goal of e noted, however, that the time span of
being known around the world by 2004 agProcurement activities is still long.

the government most connected to its

citizens. In early 2000, the government 23.130 The GOL target date is just three
laid out its strategy for Government years away. If procurement activities for
On-Line (GOL), an initiative to make the large projects continue to take 18 months
government a model user of Internet or more, user departments and vendors

technology by 2004. will be left with less than 18 months to
o develop and implement IT solutions to
23.126 The GOL initiative is support GOL. Aspects of the Year 2000

unprecedented in its scope. Like the Yearomnibus contract could benefit future IT
2000 computer problem, GOL imposes a acquisitions, but certain issues would need
common deadline on all major to be addressed to ensure that the resulting

departments and agencies and affects allprocurement instrument would obtain the
programs and operations. But it is much pest value for money spent.

more far-reaching, because it deals with

:)hus[n?ss r?—englfneenr_lg and_trr?ay 'n(;/0|vez3.131 We noted that several recent
€ Integration of services within an determinations by the Canadian

outside the government. International Trade Tribunal (CITT) have

23.127 To meet this challenge had a profound effect on government

government procurement activities need gocurement activities. A Iong-gtandmg
work on acquiring the necessary IT goodgnethOd of supply f_or software licences
and services on a timely basis to support 2d software solution services was
on-line access by the public and modified and then dls_con'qnuegl, and a
interaction with it by 2004. The GOL replacement method is still being
initiative underscores the importance anddeveloped. There are also unresolved

the urgency of resolving the issues we issues concerning installed bases of
have identified in this chapter software that exist in many departments.

Furthermore, representatives from user
departments indicated that the government
Conclusion has subjected all procurement activities to
intense scrutiny to avoid the filing of
23.128 Our data analysis showed that th@0ssible complaints with the CITT,
government has made significant resulting in additional time and effort for
acquisitions of information technology ~ an already long and complex procurement
(IT) goods and services. Over time, IT ~ Process.
expenditures have increased both in total
and as a proportion of the government’s 23.132 These issues need to be resolved
operating expenditures. Spending on IT as soon as possible to adequately meet
will increase as large development government contracting objectives and to
projects that were deferred because of pave the way for developing and
Year 2000 remediation are continued andimplementing the information systems and
the new Government On-Line (GOL) technology infrastructure needed to put
initiative is carried out. the government on-line by 2004.
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% About the Audit

Objective and Scope

The objective of this audit was to assess the extent to which information technology (IT) acquisitions in
government meet policy objectives while paying due regard to efficiency and economy.

The audit covered procurement activities for large IT projects and routine supply of microcomputers,
equipment for local area networks, and software, starting with the needs identification phase and ending with
the contract award and any related challenges. We did not include activities such as accepting delivery of the
goods and services and developing and implementing the IT solutions.

We analyzed IT expenditures since 1995-96, and interviewed officials and staff of the Treasury Board
Secretariat, Public Works and Government Services Canada, the Canadian International Trade Tribunal and a
cross-section of user departments and agencies. We met officials in the Secretariat to discuss its policy role
and its initiative to reform procurement activities and make them more responsive to the government’s
business needs. We also reviewed a number of acquisition cases in the eight user departments selected for our
audit.

The selection of user departments and agencies provided a portfolio of entities with varying levels of IT
expenditures. They are as follows:

* National Defence;

* Canada Customs and Revenue Agency;

* Human Resources Development Canada;

* Department of Foreign Affairs and International Trade;
* Fisheries and Oceans;

* Correctional Service Canada;

* Reqgistry of the Federal Court of Canada; and

¢ National Archives of Canada.

Criteria

The following general criteria were used in the audit:

* The acquisition of IT goods and services in the federal government should be responsive to the
government’s business needs while paying due regard to efficiency and economy. Acquisitions should
meet other contracting policy objectives such as respecting the principles of competitiveness, fairness and
transparency.

* Large and complex IT solutions should be acquired to achieve best value by using procurement methods
that encompass essential elements of established frameworks such as Benefits Driven Procurement and
the Enhanced Management Framework.
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Procurement methods and tools should be developed and used to ensure best value in the routine supply
of microcomputers, network components, commercial off-the-shelf software and IT services.

Government-wide licences should be acquired to provide common IT solutions at best value while
supporting competitiveness.

The government should have initiatives in place to heighten awareness of IT purchasing opportunities
and available procurement vehicles for providing best value and promoting accessibility.

The delegation of authority to departments and agencies to acquire IT goods and services should be
appropriate and documented, and properly complied with.

IT goods and services should be acquired in accordance with trade agreements, and challenges should be
properly addressed.

Audit Team

Assistant Auditor General: Douglas Timmins
Principal: Nancy Cheng
Directors: Guy Dumas, Greg Boyd, Tony Brigandi, Richard Brisebois and Maria Wisniowski

Dev Bohara
Alain Soubliere
Peter Taylor
June Wylie

For information, please contact Nancy Cheng.
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