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Review of the
Access.ca Pilot
Project, Phase II

1.0 EXECUTIVE SUMMARY

1 Background The audit of the Access.ca Pilot Project  was
undertaken as follow up to the Industry Canada
Audit and Evaluation Branch (AEB) September 2000
audit report of Selected Programs in the Information
Highway Applications Branch (IHAB). The Access.ca
pilot project is under the management and control of
the THAB of Industry Canada. On behalf of the AER,
Kroll Lindquist Avey (KLA) was engaged to undertake
an audit of the second phase (the demonstration
stage) of the Access.ca project.

The objectives of the audit of the pilot project were to
determine:
® whether  government contracting, transler
payment and other financial management policies
have been complied with;
¢ whether proper financial controls exist for the
management of the project; and
. whether management has reasonable assurance
that the program is well managed and 1s being

implemented in a tmely manner.
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1.2 Key Findings

April 2001

Many of the findings of the current audit are similar
in nature to the findings of the September 2000 AEB
audit, but app~ar to be more significant. In addition,
even though IHAB management has recently
undertaken procurement training, we noted an
irregularity in the contracting procedures, by a
certain [HAB member, contrary to the contracting
policy and regulations. Information regarding this
irregularity was provided to us by the Audit and
cvaluation tiranch. A summary of our findings is
outlined below.

1.2.1  Procurement Procoss Issuos

a) “Sole Source” Contracting

IHAB was advised, through its original provincial
contracting agent (CA), as well as through
representatives  of  other [Federal Government
departments, that there were concerns about the
process and procedures by which [HAB  was
procuring its suppliers. Notwithstanding that this
was the case, [HARB, in conjunction with another
Provincial Agency partner, utilized a new provincial
CA to facilitate the procurement of third party
suppliers on a “sele source” basis without using a
competitive process.  This allowed [HAB to proceed
quickly, without using federal contracting processes.

b))  Back Dating of Agreements

As noted above, IHAB and a Provincial Agency
partner utilized a new provincial CA to facilitate its
sole  source” procurement  after  the  original
provincial CA backed away from the arrangement on
March 10, 2000. The agreement between Industry
Canada and the new provincial CA was entered into
in late March or carly April 2000, but was “back
dated” to January 27, 2000 by all parties to the
agreement.  We were advised by THADB that this was
done to reflect the effective start date of work under
the contract.

[
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¢/ No Legal Review of Agreements by IC Legal Counsel

Funding agreements and intellectual property
agreements were entered into by Industry Canada
through IHAB without review by Industry Canada
legal counsel.  In addition, certain clauses which
appear to potentially put Industry Canada at nsk,
were added to, or eliminated from, the funding
agreements by IHAB management.

) Fees  New Provincial CA

For the fiscal year ending March 31, 2000, Industry
Canada paid a fee of at least $50,000 to the new
provincial CA for the facilitation of selecting suppliers
on a non-competitive basis, and to flow Industry
Canada funds to third party supplicrs selected by
IHAB.

e/ ltem Subsequent to Procurement Training

IHAB management undertook procurement trauning
subsequent to the September 2000 AEB audit of
IHAB. Nevertheless, in the late fall of 2000, contrary
to contracting policy and practices, the Director
Access.ca requested that an [THAB emplovee add a
name to a consulting firm draft proposal

1.2.2 Payment Under the Phaso Il Ageement

Agreements in place for the development of the
Access.ca application, set out a total of $2,447,960 to
be paid to two companies related to dehverables
established by the agreements. In March 2000, THAB
received invoices from the two third party supphers
totaling  $1,950,680 for dehverables, apparently
provided prior to March 31, 2000. The invoices
included as support for a portion of a $2,635,000
invoice received from the new provincial CA were
approved and set up as a PAYE for the Fiseal year
1999/2000. Given the timing of this review and the
technical/theoretical nature  of  the  dehverables
invoiced, we are unable to comment on whether the
deliverables invoiced by the two compames were
sufficient to meet the requirements of the agreements.
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We did note that the majority of IHAB members,
responsible for approving invoices from the two
companies stated that goods/services had been
received, however one [IHAIB  member thought
deliverables to be insufficient. This individual agreed
to approve the invoice for payment only after being
asked to be a “team player” by the Director. We have
been advised by [HAB Access.ca management that this
was taken out of context by the individual and that the
Access.ca Director had intended this as a team
building exercise.

In addition, we are unable to determine whether goods
and/or services relating to the remaining $684,320
($2,635,000 - $1,950,680) portion of the March 31,
2000 invoice from the new provincial CA were in fact
provided at March 31, 2000. In addition 1o the
facilitation fee (of at least $50,000) the new provincial
CA was to utilize these funds for specific provincial
projects.  We do note that the documentation in
support of the invoice suggest that certain
goods/services  were not to  be provided until
subsequent to March 31, 2000.

1.2.3 Teochnical Roview

Additional funds to be paid to the companies are
dependent on [HAB's acceptance of Internal and
oxternal Beta versions of the Access.ca application.
itHAB retained third party expertise to review Beta
releases  of the Access.ca  application  prior  to
acceptance of the Beta versions of the application by
IMAB.  The third party designed test procedures to
determine 1if the Beta versions of Access.ca complied
with the requirements of the contract between the new
provincial CA and the companies.




1.3Conclusion Regarding
Objoctives
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IHAB placed scope lhmitations on the third party
reviewer to the point that the third party reviewer
stated in their latest report they are unable to
comment on the status of the application as a whole.
We understand that lHAB intends to use this report as
the basis for acceptance of the Internal Beta version of
Access.ca, as well as for support to approve payment
of 75% of remaining funds available under the
agreement  of the new provincial CA  with the
companies. [HAB 1s apparently doing so without
assurance that the Beta version provided meets the
requirements of the contract.

While we are not in a pcsition to comment on the
appropriateness of scope limitations placed on the
third party by IHAB, we believe that in previous
reports functionality 1ssues detected by the third party
reviewer, combined with the scope hmitations directed
by IHAB, raise concerns regarding the current status
of the Access.ca application.

In relation to the objectives of this audit, we
conclude:

¢ The spirit of the Government contracting transfer
payment and other management policies has not
been followed for the project;

¢  Proper financial controls did not exist for the
project, and

¢ Given the current status of the project, concern
exists  whether management has reasonable
assurance that the project is being well managed
and i1s being implemented in A timely manner




2.0 INTRODUCTION

2.1 What is Access.ca?
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The Knowledge Economy Partnership (KEP)
originated in Junc 1996, when federal and provincial
government departments, together with the
Provincial Universities and Colleges, agreed to work
collaboratively to share information, resources and
expertise in the pursuit of common solutions to
current and future challenges. The mandate was to
strengthen the Provincial Agency’s ability to be a
leading participant in the emerging knowledge-based
economy.

Since its formation, we understand that 50 projects
have been initiated with funding from KEP - projects
designed to implement or employ state-of-the-art
information technology in service delivery to business,
industry and the general public. Included in these
projects are Access Provincial, Access.ca, Community
Access Program, and Connecting Canadians.

The goal of the Canadian government was to make
Canada the most connected nation in the world by
the year 2000, thereby contributing to a stronger
economy and a stronger Canada. However, through
research completed, it was discovered that Canada is
far removed from attaining this goal due to a lack of
Canadian web-sites, the small number of Canadian
small businesses using the Internet and the
availability of the Internet to all parts of Canadian
society.

In order to achieve its goal, the Canadian government
decided that a gateway to Canadian on-line
information/services was needed for all
citizens/sectors. And so Access.ca was created.

Access.ca was to be “a gateway to the Internet
providing all Canadians with easy to use personalized
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2.2 Who are the players In
Access.ca?
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access to a broad range of relevant Canadian
information, content, applications, products and
services including direct links to:

¢ The revamped federal government web site;

¢ Community information/services generated by
postal codes;

® Local businesses and related community
directories; and

'y Specialized Canadian content inrluding cultural,
educational, historical, and business.”

We understand that in the interest of keeping trial
costs down, it was decided to launch this program as a
pilot project 1in a province from July 28, 1999 to
October 31, 1999. This pilot project has now officially
concluded.

Phase 2 of the project, a national initiative,
www.Access.ca - a personal gateway to government
information and community content on the Internet for

all Canadians, is currently in development. Originally
it was to be completed by December 2000.

On March 29, 1999, an agreement effective March
24, 1999, was signed between IHAB. a Prcvincial
contracting agent and another government
department for the design and development of the
CAP (Community Access Program) Personal Portal
System. The onginal provincial CA then entered into
a sole source agreement with a company to provide
the software for the pilot project in the Province
which was apparently managed by the original
provincial CA and a Provincial Agency partner.

The original provincial CA is a federally incorporated
crown corporation established as a KEP initiative to
focus on cross-jurisdictional public sector IT needs,
including: analyzing requirements, business planning,




purchasing, contracting, asset licensing and managing
projects. The original provincial CA functions lhke a
brcker, providing public sector organizations with IT
information and management to supply the most
suitable products and service from private sector IT
companies. [HAB has advised that original provincial
CA was identified to IHAB by the other government
department and the Provincial Agency partner as the
appropriate agency to facilitate the agreement and
associated procurement activity.

We understand that the other government department,
because of its location, was to act as the laison
regarding the project and the movement of funds from
IHAB to the original provincial CA.

In the Fall of 1999, IHAB started communicating with
a third party supplier regarding the second phase of
Access.ca. Once again, IHAB intended to use the same
government department and the original provincial CA
as the agent, and to have thce onginal provincial CA
engage the third party suppliers selected by IHAB.
However, the government department and the original
provincial CA decided not to execute the second
agreement for reasons that were not formally conveyed
to IHAB. However, verbal concerns were raised with
IHAB Access.ca members in February 2000. The
Provincial Agency partner then identified another
Provincial agent - hereafter referred to as the “new
provincial CA”.

April 9, 2001 8




3.0 SCOPE OF OUR : < S anar ’ 3
REVIEW Durmg the C.og.rbe of our review, we carried out the
following activities:

. Conducted interviews of representatives from the

following organizations within Industry Canada:
¢ [HAB
. Finance
. Legal Services
¢ Materiel Management

¢ Conducted interviews of representatives from the
following other organizations:

¢  Treasury Board Secretariat - Canada
. Atlantic Canada Opportunities Agency
. Other government department

0 Original provincial CA

. Provincial Agency Partner

. Independent Technology Company retiuned by
IHAB

. Reviewed various documentation as provided by
the following organizations within Industry

Canada:
* IHAB
. Finance
. Legal Services
. Materiel Management
¢ Auait and Evaluation Branch

¢ Reviewed various documentation as provided by
the Independent Technology company retauned by
ITHAB.

April 9. 200 Q
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Our report summarizes our findings based on the
audit work completed to January 15, 2001. We
reserve the rnight to review and, if required, amend our
report in light of any additional information which
becomes known to us subsequent to this date.

10




4.0 DISCUSSION OF OUR
FINDINGS

4.1 Procurement Process

April 9, 2001

4.1.1 '"Sole Source” Contracting

The procurement of the goods and services for the first
phase of Access.ca, the provincial pilot project, was
done on behalf of IHAB through the original provincial
CA. We understand that one of the purposes of [HAB
using this agency was to facilitate the “sole source”
procurement of a third party supplier without the
competitive bidding process. Phase [ of Access.ca was
completed in the Fall of 1999.

In the Fall of 1999, the IHAB group was
communicating and negotiating with new third party
suppliers to undertake the demonstration stage of
Access.ca nationally and Access.ca for the province.
IHAB again intended to use the original provincial CA
ar an agent to facilitate the procurement of third party
suppliers on a “sole source” basis without competitive
bidding. However, the new Executive Director of the
original provincial CA had concerns regarding the
contracting process being undertaken. Specifically,
the Executive Director was concerned that the process
did not meet Federal Government contracting
regulations and that there could be North Amernican
Free Trade Agreement (NAFTA) challenges to the
process. The Executive Director voiced these concerns
in early February 2000 to: IHAB, one of the third party
suppliers and to the Treasury Board Secretanat
representative who was a Board Member of the original
provincial CA. This action resulted in the following:

. Changes were made to clauses in the ornginal
provincial CA agreement, as discussed 1n Section
4.1.3 below;
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. The other government department did not sign

the agreement for Phase Il. and

¢ The agreement with the oniginal provincial CA for

Access.ca Phase [] was not executed.

IHAB was officially informed by the original provincial
CA on March 10, 2000 that the agency considered the
Access.ca Phase |l agreement void, and that it was
dissolving the third party agreements. The Provincial
Agency Partner sought a new provincial CA to facilitate
the procurement of the third party suppliers on a non-
competitive basis.

4.1.2 Back Dating of Agreements

The 1nitial Access.ca Phase [l agreement between
Industry Canada, the other government department
and the onginal provincial CA was to be effective
January 27, 2000 and was signed on or about
February 10 or 11, 2000. However, due to the
concerns raised by the Executive Director of the
original provincial CA at this time, this agreement was
not executed by the other government department and
was voided by the original previncial CA on March 10,
2000. The provincial representatives subsequently
identified a new provincial CA which they believed
could facilitate procurement without a competitive
process. An agreement was then drawn up between
Industry Canada, a Provincial Agency partner, and the
new provincial CA. The agreement was effective
January 27, 2000 and the signature dates on the
agreement were all January 27, 2000.

We have been advised by IHAB staff that this “back
dating” to January 27, 2000 was to reflect that a
verbal agreement, between representatives of [HAB,
the orniginal provincial CA and the third party
suppliers, was 1n place by January 27, 2000, and
therefore the signing date used was January 27, 2000.




Apnl G 2001

However, the first page of the agreement with the new
provincial CA indicates “7his agreement (s effective this
27" day of January 2000.”

4.1.3 Nu Legal Review of Agreements by IC Legal Counsel

In terms of Access.ca Phase Il there were two types of
agreements entered into by Industry Canada through
IHAB - funding agreements and intellectual property
agreements.

Access ca — Funding Agreement

One set of agreements dealt with the funding of
Access.ca Phase I through the other government
department and the ornginal provincial CA, and then
after the non-execution of the agreement by the
original provincial CA, through the new provincial CA.
These set of agreements were not reviewed by Industry
Canada legal representatives prior to being signed.
Rather we have been advised by I[HAB management
that the agreements were apparently reviewed by the
other government department, the original provincial
CA and legal counsel from the new provincial CA.

Subsequently Industry Canada legal counsel
determined that the other government department
7al counsel did not review these agreements.

In addition, clauses were added to, and were also
deleted from the agreement without Industry Canada
legal review. Specifically. clauses 13 (1) and 14 were
added to non-executed agreement with the onginal
provincial CA, to apparently provide protection to this
agency from any challenges to the contracting process.
As well, the termination clause in the agreement was
eliminated by the DG, IHAB at the request of the third
party supplier.
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Intellectual Property Agreements

IHAB entered into intellectual preperty/revenue
sharing agreements regarding Access.ca directly with
the third party suppliers. [HAB management did not
seek advice from Industry Canada legal counsel in this
regard.

4.1.4 Fecs - New Pruvincial CA

Clause 4 of the agreement with the new provincial CA
provides for a $50,000 fee to be paid to the new
provincial CA for costs incurred in delivering a fully
functional Access.ca portal software. Through our
review of relevant documentation and discussions with
various individuals, virtually all administration and
co-ordination is done by IHAB staff. The new provincial
CA 1s the entity through which the funding flows, and
through which IHAB could select suppliers on a non-
competitive basis.

Imtially the Access.ca Director indicated that the
$50,000 had not yet been paid, and that he needed to
negotiate the amount with the new provincial CA.
Also, he agreed that he would have to get the new
provincial CA to substantiate the $50,000 of costs
incurred.

Subsequent to this discussion, KLA obtained
documentation which indicates that at least a $50,000
amount was included in the $2,635,000 March 31,
2000 invoice regarding the new provincial CA and that
there 1s no substantiation of the costs incurred. [HAB
then indicated that the Director’s comments were
made without knowledge of whether or not the
payment was made.
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4.1.5 Subsequeont Evont to Procurement Tralning

Durnng the course of our examination, we were advised
that THARB, specifically the Duector Access.ca, was
negotiating the “rollout of Access.ca” with a consulung
firm.  These negotiations appear to have occurred
between October to December, 2000, The Iirector
Access.ca indhcated that he had gore to a consulung
lirm because they are strong in procurement processes
and they were within the parameters of the contracung
policies and practices.

A review of this procurement adentificd that the
Director Access.ca requested that an THAB emplovee
add the name of a sell-emploved consultant te the
draft proposal from a consulung firm, apparently
without thew knowledge,

We have been advised  that semor management of
IHAB had taken procurement traming subsequent to
the AEB IHAB  audit. Specifically, the Director
Access.ca indicated that he had taken such triuning,
IHAB management recognuzes this arregularny to the
contracting procedures.




4.2 Payment Under the
Ageemoent
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Under the terms of the agreements between the new
provincial CA and two companies, the new provincial
CA was to pay to the companies a total of $2.020
milhon based on the following table:

Feb 29

TAGLE 1 |
Stagoe of Work (8) & Milestone Company
Dato (M) A Company Total
0
Fab 4 2000 | Contrac! sighature/procurng
dovelopman! onvironmant (5. M) S510K S$250K ST6OK

Dotailod dofiniion and

2000 documoentation of Softwate $325K S76K SA00K
componaents (3), Design
appravott (M)
March 31, Alpha Reloane of Software (8),
2000 Alpha Reloane approved (M) SAISK $76K S4 10K
Apni 30 Bota Roleasa (Internal) of
2000 Suftware ($). Bota approved (M) SI0UK S100K S400K
May 31 Bota Relvase (Extornal) of ’
2000 Softwara (S), Bota externat $50K SO $80K
approved (M)
tMay 1) Pilot Operations - operational
2000 to and tuchnical suppon () SOK SOK SOK
May 1
200
TOTAL $1,520K J $500K $2,020

All amounts noted above exclude apphicable taxes  In

addition,

*

two addenda were agreed to as follows:
$44,000, including taxes to Company A for the
cost of a Silverstream Application Server,
$179.680, including taxes to Company B for a
Ultrasceek server upgrade and a French language
mocle.
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Total approved funding for the two companes,
mcluding taxes was $2,447,960.

4.21 Invoices Received

On March 30, 2000, IHAB receved an imvoice totahing
$2,635,000 from the Provincial Agency partner.  The
$2,635,000 was apparently compnsed of the following:

¢ $1,331,000 related to Company A [$1,287,000
iterns to be provided by March 31, 2000 per table
1 abovelr sales taxes] +$44,000 related to the
above noted contract addendum,

¢ $019,680 related to Company B [$440,000 fitems
to be provided by March 31, 2000 per table |
abovel + sales taxes] + $179,680 related to the
above noted contract addendum, and

¢ $684,320 for other new provincial CA/Provincial
Agency partner mcurred costs

The THAB group received ivowces from Companies A
and B corresponding to the above noted amounts.
Various members of the [HAB group signed the
invorces indicating that the goods/services had in fact
been recewved.  In undertaking our review, we sought
confirmation that the goods/services ivoiced were in
fact received prior to March 31, 2000, In general the
IHAB members felt that the goods/services had been
receved,  though it was noted that given  the
technological/theoretical nature of the dehverables
was difficult to confirm that all requirements of the
contracts had been met by March 31, 2000. One
member of the HIAB group indicated to us that he had
reservations with regard to whether the deliverables
had in fact been recewved by March 31, 2000 e
indicated that he signed the invoices only after the
Dircctor  Access.ca program  ndicated  that  the
mdividual should be o “team player” and sign the
mvotce,




4.3 Technical Review
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4.2.2  Funding of Bota Version

The amounts related to the Beta version of Access.ca
were not invoiced at March 31, 2000, as the software
had not vet been delivered. IHAB contemplated
genecrating a  new Interdepartmental Letter of
Agreement (ILA) to cover the payment for the Beta
version after March 31, 2000. The payment regarding
the Beta version is discussed in Section 4.3 of this
report.

4.2.3 Conclusion

Given the timing of our review and the technological/
theoretical nature of the deliverables invoiced by these
companies at March 31, 2000, we are unable to
determine if goods/services (as invoiced), meeting all
requirements of the contract(s), were in fact receved
by March 31, 2000. We do note that at least one IHAB
member questioned whether the complete deliverables
have been received. This same individual approved
the invoice for payment only after receiving directions
tc do su 'y the Director Access.ca.

Amounts to be paid to the companies subsequent to
March 31, 2000 are based on IHAB’s acceptance of
the Internal Beta and External Beta releases of the
Access.ca application. [HAB contracted with a third
party technology company to review and test the
Internal and External Beta releases of the Access.ca
Application.

To date the third party technology company has issued
three interim reports and a draft interim report
regarding the results of its review of Internal Beta
relcases of the Access.ca Application.

In undertaking its reviews this company developed a
“Test Plan containing test procedures” designed to
confirm whether service definition, des yn

et o ety AR Y e,
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specifications and other requirements of the Access.ca
Application, (as required by the signed contracts and
the companies) have been met.  The results of
procedures are apparently captured by the third party
via “Test Observation Records” (“TORs”). The first
report dated July 25, 2000 and draft report dated
August 18, 2000 identified a significant number of
functionality issues as a result of their test
procedures.

In the August 18, 2000, draft report the third party
technologv company noted, “In testing to date, 203
Test Observation Reports (TORs) have been generated
and have an "open” status.,  Of these TORs, 111 have
been classified with “high” severity errors, 40 are
classified as “medium” severity and 52 are classified as
“low scverity”.”

4.3.1 Chango in Scapo of Testing

Subsequent to the release of their draft report of
August 18, 2000 the third party has modified the
scope of their review twice, based on direction recewved
from [HAB.

Third Report

At the time of undertaking their third review (report
dated September 27, 2000) IHAB had directed that
some 59 TORs issues identified would not be required
to be resolved until the undertaking of External Beta
version. In addition, [HAB directed that some 37 other
issues be deferred until some unspecified time and not
be included as part of the Internal Beta Test.

The third report indicated that the test procedures
undertaken, at the time of the third report, 1dentified
some 149 TORs, excluding the 96 TORs removed from
the Internal Beta testing based on directions from
IHIAB. In regard to the 149 TORs, the report stated




that the TORs include, “major critical elements which
render the site unstable and difficult to use. There
remain many issues that need to addressed to render
this site usable.”

In the “Overall Assessment” section of their report the
third party identified that the following major areas of
required functionality were found not to be present or

deficient:
i) Searching & K Server Integration
1) Channel Management
i11) ldentified Registration
1v) Input Validation
v) Initialization of Pages
vi) Mail and Calendar
vii) Security Administration Channel
viii) K Server Profile Manager
1X) K Site Manager
X) K Server Administration
xi) Cookie Management
Xil) French Language Elements
Xiii) Usability Test Results
Xiv) Session Management; and
Xv) Browser Errors

April 9, 2001
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Report Four

In undertaking their fourth review of the Access.ca
application, the third party technology company was
directed by IHAB to focus its testing and validation
exercise on the following five functional areas only:

1) Input Validation

11) Page Initialization

11) Selected French Language Elements
iv) Browser Compatibility; and

v) Channel Wizard Security

In their fourth report, dated January 10, 2001, the
third party company indicates that the above noted
scupe limitation restricts its observations to the above
noted five functional areas and therefore cdoes not
cover the entire scope of the application. As a result,
they are uanable to comment on the state of the
application as a whole.

4.3.2 Conclusion

IHAB retained outside expertise to assist |[HAB in
ensuring that it received Beta releases (Internal and
External) in accordance with the requirements of the
contracts between the new provincial CA and the two
companies. A third party technology company
developed test procedures to allow them to make this
determination. IHAB has on two occasions reduced
the scope of the review to the point where in their
fourth report, the third party company has stated that
they “cannot comment on the state of the application as
a whole”. We cannot comment on whether these
scope limitations are appropriate.
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We understand the IHAB intends to use the fourth,
third party report as the basis to release the majority
of funds (75%) available at the time of acceptance by
IHAB of the Internal Beta version of Access.ca
application. This raises a concern that [HAB is willing
to accept, and pay for, an Internal Beta version of the
Access.ca application which does not achieve the
requirements of the contract betwee - the new
provincial CA and the two companies.




5.0 RECOMMENDA-TIONS

. ie . . .
31 Technical Review Given the apparent uncertainty regarding the state

of the Access.ca Applicatien, we would recommend

undertaken.
52 Legal Counsel Review /. ) derstand that Industry Canada legal counsel
ai. currently reviewing the various IHAB funding
agreements. In addition, we recommend that IC
legal counsel review all intellectual property/revenue
sharing agreements entered into by I[HAB.

5.3 t ederal
Government

Contracting ; fec
Regulationa Access.ca pilot project as a program. We recommend

We unders.and that this plan is to “rol/ ouf the

that IHAB follow established Federal Government

that a complete technical assessment be
contacting practices for this “roll-oul.
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Review of the Access.ca Pilot Project - Phase I

Management Response and Action Plan
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Industry Canada - Review of the Access.ca Pilot Project - Phase 11
Management Response and Action Plan
April 9, 2001

GENERAL COMMENTS

Public Scrvice managers arc accountablc to senior management and Ministers, who in turn arc
accountable to Parliament and Canadians for achicving results in accordance with government
regulations, demonstrating duc diligence and determining value for money in the usc of public
funds. Public trust and confidence is maintained through the demonstration of public service
valucs and responsible and accountable stewardship of public funds.

An cffective internal audit function provides objective examinations ot evidence for the purposc of
providing independent assessments of risk management, management control frameworks,
practices and information used for decision making and reporting. Industry Canada sought to
verify that some of its more innovative and partnership-based programs were being managed in a
manner that would mcet the requirements for public accountability. Sclect:d programs managed
by the Information Highway Applications Branch (IHAB) were audited in 2000. The audit put in
place an action plan to address the comptrollership gaps that were identificd. One clement of this
action plan was a further audit of the Access.ca pilot project.

The objectives of the Access.ca audit were to determine:

S whether government contracting, transfer payments and other financial management
policics have been complied with;

S whether proper financial controls exist for the management of the project; and

S whether management has reasonable assurance that the program is well managed and is
being implemented in a timely manner.

The Access.ca audit covered the period from the Fall of 1999 to December 2000. Many of the
activitics exanined occurred during the same time period as those cxamined by the previous
IHAB audit (1998-99 and 1999-2000 for the review of grants and contributions and a 5 ycar
review of contracts from 1995 to 2000).

Connectedness, the Information Highway Applications Branch and Arcess.ca

Conncctedness is a foundation for a knowledge-based cconomy and socicty. Connccted citizens
arc better able to access the knowledge they need to develop their skills and acquire new ideas
that lecad to new and morc cftective ways of contributing to the cconomy and society. Networked
busincsses arc well positioned to take advantage of local and global opportunitics and innovations
that Icad to increascd productivity and prosperity. Through this competitive, knowledge-based
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advantage, Canada can be at the forefront of the development of new products and services and
cnhance its attraction for investment.

A significant part of Industry Canada’s Connccting Canadians initiative is delivered by the
Information Highway Applications Branch. The budget of this Branch is approximaicly $124
million in fiscal ycar 2000-2001. For the most part, IHAB's contribution programs arc largely
delivered through partnerships with other organizations, many of which arc voluntary
organizations or other levels of government,

The basic concept of Access.ca is to provide all Canadians with simple, casy-to-usc access 1o
personal community-based Catnadian content on the Internet. An individual wishing to build a
home, for example, could usc Access.ca io link to local information on obta wing a building
permit, and contacting builders and supplicrs in their community.

In the first phasc of Access.ca, the basic concept of providing citizens with a personai portal was
tested. The second phose of the project was to develop appropriate uscr-fricndly softwarc to
support the Access.ca conceept (approximately $4.7 million in 1999-2000, the year covered by the
audit). When the software has been fully developed, consideration will be given to a scrics of
additional ficld trials.

MANAGEMENT RESPONSE

¢ industry Canada (IC) accepts the findings, conclusions and recommendations of the audit
of the demonstration stage of the Access.ca project and has developed an action plan to

deal with the issues raised.

Management agrees that there were deficiencies in management practices as well as crrors
in judgement.

It is Industry Canada policy that contracts be awarded in accordance with applicable laws,
tradc agrecements and cstablished procurement policics and practices.

Ovcerpayments, if any, are being recovered.

There was no cvidence uncovered of any conduct by government officials that requires
further investigatian.

Management recognizes that subscquent to the completion of tri.ining on contracting
policics and practices, an employce of Access.ca attempted to arrange for a contractor’s
namce be added to a consultant’s draft proposal. This was an crror in judgment and was
stopped. Had the contract proceeded, it would have created a conflict of interest
situation,
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L4 Finally, to ensure public accountability, transparency and quality management in Industry
Canada, a follow-up compliance audit will be undertaken by the Fall 2001 by an
independent auditor.

ACCESS.CA ACTION PLAN

In addition to the measures included in the IHAB audit action plan (details on page 5), specific
measures have been undertaken to respond to the recommendations and findings of the Access.ca
audit.

Technical Assessment
Audit reccommendation — A complete technical assessment be undertaken.

Action — A technical assessment of the software has been conducted by officials of Industry
Canada’s Communications Research Centre, a leading-edge telecommunication, lcarning and
rescarch centre. The CRC technical team determined that the internal Beta release is unique and
leading edge design and could be considered for deployment and that value for money has been
received.

Intellectual Property/Revenue Sharing Agreements

Audit recommendation — IC legal counsel revicw all intellectual property/revenue sharing
agreements entered into by IHAB.

Action — As recommended by the auditors, IC legal counsel reviewea IHAB's Intellectual
Property/Revenue Sharing agreements. While the majority are problem-free, some deficiencies
were identified and will be corrected in futurc agreements as IHAB consults I1C legal counsel on
all ugrecements.

Release

Audit recommendation — Follow cstablished Federal Government contracting practices for the
rollout of Access.ca

Action - It is Industry Canada policy that contracts be awarded in accordance with applicable
laws, trade agreements and established procurement policies and practices  The Department will

tollow established Federal Government contracting practices before any Access.ca release.

In addition to responding to the specific recommendations of the Access.ca audit, the following
measures will also be undertaken:
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Recovery of Funds

¢

The Department is in the process of determining it tull value for money was received for
the fees paid to the provincial agency and will take steps to recover funds if required. As
part of the process of determining whether deliverables invoiced by the provincial agency
were sufficient to meet the requirements of the agreement, IHAB requested cost
justification for the facilitation tces from the provincial agency. ITHAB has engaged
independent auditors to review the claims to determine if full value for money was
reccived. If any overpayments are identified, recovery action will be taken,

Further Control Measures

L4

In addition to the current review by Legal Services of all IHAB agreements and contracts
over $5,000, co. ‘rols have been further strengthened . All Industry Canada sole source
contracts over $25,000, amendments bringing the total to $25,000 or other complex
contracts arc now subject to review by the Program and Services Board, Industry
Canada’s internal management board to ensure integrity in the O&M contracting function.

Instructions to Managers/Expectations

¢

All Industry Canada managers were advised on February 5, 2001 of the critical role that
they play to cnsure appropriate financial management controls are used in the decision-

making process and tae spending of public money. In addition, they were reminded of

their responsibility to act with probity, prudence and concern for valuc.

All IHAB managers, including Access.ca management, have received specific direction
with regards to management accountabilitics, responsibilitics and standards in the
management of IHAB programs.

All THAB employces were required to update their Conflict of Interest declarations, by
April 11, 2001 including the submission of a nil report.

Follow-up Audit

¢

AT P 2 T A s SR e o o8 Ao s oo

Finally, to cnsurc public accountability, transparency and quality management in Industry
Canada, a follow-up compliance audit of sclected IHAB programs, including Access.ca,
will be undertaken by Fall 2001.
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IHAB is currently implementing a twelve point action plan to address the recommendations of “he
carlier Septeinber 2000 audit. The IHAB action plan reinforces management accountability and
practices through control measures, training, monitoring, reporting and further review and audit
scrutiny. As part of IHAB, Access.ca will dircctly or indirectly benefit from these measures.

A summary of the IHAB action plan measurcs and their status follows.

ACTION iTEM

STATUS

Control measures

Financial, contracting and program authority
temporarily removed from Community Access
Program and VolNet program managers and
administrators until they received training to
rcinforce their responsibility and
accountability under the Financial
Administration Act and Trecasury Board policy
on transfer payments.

Done — CAP and VolNct managers and
administrators traincd.

All other IHAB managers, program officers
and administrators will be trained by Junc 22,
2001.

All IC managers advised on February 5, 2001
of their role to ensurc appropriate financial
management controls arc used in the decision-
making proccss and spending of public moncy
and remindcd of their responsibility to act
with probity, prudence and concern for value.

All IC sole source contracts over $25 000,
amendments bringing the total to $25,000 or
other complex contracts now subject to
review by the Progra and Services Board,
1C’s internal management board to cnsure
intcgrity in the O&M contracting function.
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ACTION ITEM

STATUS

IHAB to seck sign-off of Industry Canada
Legal Services on all IHAB agreements and
contracts over $5,000 before they are signed
by program managers.

Done and ongoing; will remain in cffect until
July 2001 at which point it will be reviewed.

IHAB dircctors engage in carly consultation
with Legal Scrvices and the Comptroller’s
Branch on proposed projccts and contracts.

Donc and ongoing on a file by filc basis.

In addition. a Solutions Committce comprised
of Legal, Comptroller, Program and Services
Branch and IHAB staft meet regularly to
resolve issucs as onc of the ways to cnsure
program intcgrity.

The hold-back percentage for all IHAB
programs will be 10%, as a minimum, in
accurdance with conventional departmental
practice.

Done and ongoing, unless otherwise approved
by the Program and Services Board.

Complete the staffing of a financial officer
position and a contracting officer position in
IHAB.

Done.

Training

All IHAB managers, program officers and
administrators to complcte training in
financial, contracting and program authority
to reinforce their responsibility and
accountability under the Financial
Administration Act and Treasury Board policy
on transter payments.

All individuals who lost signing authority have
been trained. Management of the Access.ca
program rcceived training in September and
October 2000.

All IHAB staff to be trained by Junc 22, 2001.

Page 6 of 9




Industry Canada - Review of the Access.ca Pilot Project - Phase 11
Management Response and Action Plan

April 9, 2001

ACTION ITEM

STATUS

Monitoring and Reporting

IHAB will establish a monitoring plan which
complics with the requirements of the

Treasury Board Policy on Transfer Payments.

Undcrway - I[HAB contracted with
Consulting and Audit Canada to complete a
monitoring plan. PSB reviewed the CAC
monitoring plan and IHAB's approach for
further work in this arca and agrees that
IHAB must develop an IHAB management
control framework as well as program specific
monitoring plans based on the risk profile of
cach IHAB program. Additional work to be
carried out, in a phased approach, by
Deeember 2001.

In addition, there will be a clear locus of
accountability in the organization for
monitoring control.

Review and Audit Scrutiny

A legal review will be initiated of IHAB
projeets, agreements and contracts.

Completed - The review confirmed many of
the findings of the September IHAB audit and
of the Access.ca audit on the inadequate
adherenec to requirements stipulated in
government policics and the appropriateness
of the contracting practices followed by
IHAB.

The legal review acknowledges that, since
September 2000, the steps taken to address
the findings of the Scptember THAB audit
have resulted in improvements to IHAB
projects, agreements and contracts.

There was no cvidence of any conduct by
vermment officials that requires turther
avestigation.
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ACTION ITEM

STATUS

IHAB will review all payments against claim.s
and identify any overpayments or
recimbursement of inchgible costs.

Underway - IHAB engaged an independent
auditor to review 23% of agreements. For
CAP, PSB has accepted the business case
presented by IHAB on value for money. For
greater certainty, 1t has been decided that
individual CAP sites will be audited on an in-
depth basis for both value for money and
proof that payments were made and to
improve further program design. No further
payment on these agreements will be made
until completion of this further audit.

In the casc of VolNet and Learnware,
discussions between the independent auditors
and the Department have revealed inconsistent
interpretations of the term “in-kind costs™
Steps are being taken to ensure that future
project authorizations and agreements contain
clear wording with respeet to chigible cost
categori~s in accordance with appheable
policies.

The audit of ConncetNB revealed that no
recoveries were required.

Audit and Evaluation Branch will iitiate an
internal audit of a sample of ITHAB pilot
projects, not covered by the scope of this
audit.

Completed - audit of Access.ca undertaken
action plan developed and being implemented
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ACTION ITEM

STATUS

IHAB will review their organizational design.

Completed - Deloitte Touche contracted to
comment on organization issucs, balance
between management and operations, and
how financial administration tunction should
be organized.

PSB recommended approval of the IHAB plan
for organizational design under the following
principles: the creation of strong centralized
program integrity function; detailed tramning of
staff on program intcgrity and control issucs;
reduction of span of control of DG to allow
for greater program integrity; and adequate
involvement of regional offices to ensure
cftective program monitoring.

Necessary organization changes will be
completed, including preparation of job
descriptions and classifications, staffing to be
undertaken as a priority.

IHAB wili nrepare an assessment of whether
it is using the appropriate instrument (grant,
contribution or contract) to deliver its
programs.

Completed - Assessment prepared by
Consulting and Audit Canada presented to
PSB. The main instrument to be used will be
the contribution instrument, which will be
adapted to matcis the risk profile of the
recipient, the nature of the reeetving entities
and principles of cost cffectiveness.
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