i TORONTO STARF REPORT

Pilot Project Between the City of Toronto, the Toronto
Community Housing Corporation, and the Oxford Group

Date: March 30, 2009

To: Government Management Committee

Dave Wallace, Chief Information Officer, Information & Technology
From: Division
Phyllis Berck, Director, Toronto Office of Partnerships

Wards: All

Reference
Number:

SUMMARY

The Toronto Office of Partnerships (TOP) received an unsolicited proposal in 2008 from
a private company (the Oxford Group) to establish and maintain, at no cost to the City,
internet-ready computers that can be freely accessed by the public in City facilities. This
initiative, caled the Wired Canada Program (WCP), is financed by corporate
sponsorships. Specificaly, each of the 1,000 public access computers will exhibit up to
30 corporate “launch icons’ on their respective screensavers. Users will have the option
to either access the websites of these sponsors via the displayed icons or to bypass the
corporate icons atogether and directly connect to the internet.

In the near future, as part of its Dark Fibre Agreement, the City of Toronto will have
access to four stands of unlit or unactivated (dark) fibre to be used only for public policy
purposes.

It is proposed that a pilot project be conducted at a Toronto Community Housing
Corporation (TCHC) site in a priority neighbourhood, utilizing the Oxford Group’'s
computer hardware and software, and the City’ s dark fibre network capacity. The purpose
of the pilot project is to ascertain the implementation and operational issues associated
with the establishment of this type of facility prior to expanding the initiative City-wide.

Upon successful completion of the pilot project, the intent would be to proceed with afull

deployment of all 1,000 computers into various community centres and community
housing sites throughout the City.
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RECOMMENDATIONS

It is recommended that:

1. Council authorize the Toronto Office of Partnerships, in conjunction with Parks,
Forestry and Recreation and the Toronto Community Housing Corporation, to
prepare the necessary documentation for the Purchasing and Materials Management
Division to apply the Swiss Chalenge procedure to the Wired Canada Program
proposal;

2. Council approve in principle the proposed pilot project, involving the City’s
Information and Technology Division, the Toronto Community Housing
Corporation and the Oxford Group; and

3. The Information and Technology Division and the Toronto Community Housing
Corporation report back to Government Management Committee on the results of
the pilot project.

Financial Impact

With respect to financia risks, all costs associated with the proposal are to be borne by
the Oxford Group. Project costsinclude, but are not limited to, the computers themselves,
as well as printers, furniture, and high-speed internet subscriptions. The Oxford Group
will also be responsible for setting up and maintaining all hardware and software. In
addition, to further mitigate liability concerns, the proponent is also responsible for
ensuring adequate general and property insurance coverage.

The pilot project will have no net impact on the 2009 or future operating budgets of the
Information and Technology Division. The operating impact is limited to the resource
efforts associated with activating the fibre as well as networking planning and
connectivity. Any incremental costswill be absorbed by the Division.

Should the pilot prove to be successful, the resulting full implementation of the Wired
Canada Program is projected to produce incremental revenues of $585,000 for the City
over theinitial 5-year term. This amount reflects an average annual payment of $117,000
to the City. While the revenues are to be assigned to Parks, Forestry and Recreation as
well as to the Toronto Community Housing Corporation for their own operational
requirements, the final allocation will depend on the actual placement of the computers.

The Deputy City Manager and Chief Financial Officer have reviewed this report and
agree with the financial impact information.
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ISSUE BACKGROUND

In January 2008, the Toronto Office of Partnerships developed the Process for Receiving
and Reviewing Unsolicited Quotations and Proposals. This protocol, which
supplements the Council-approved Unsolicited Quotations or Proposals Palicy,
established a framework through which external organizations seeking to do business
with the City, outside of the conventional procurement system, are given an opportunity
to have their ideas presented and evaluated.

Soon after the protocol was formally adopted, a private firm (the Oxford Group)
submitted a proposal for consideration in early 2008. The company’s plan is to place, as
part of a wider trans-Canada initiative called the Wired Canada Program, a thousand
internet-ready computers in City venues. In return for the free use of City space, the
desktop computers would be freely available for use by Toronto residents, subject to
relevant City codes and policies (Appendix #1).

The Wired Canada Program (WCP) is fully funded through corporate sponsorships and,
as such, there is no cost to the City. The public access computers feature icons of private
and public organizations that sponsor the Program. The desktop screensavers will display
up to 30 different organizational icons, each of which will alow users to directly access
the websites of the sponsoring company. There is, however, no requirement for the user
to “click on” any icon in order to operate the computer. A user isfreeto by-passall of the
icons and simply activate any of the computers various applications (i.e. Internet
Explorer, MS Office, etc.).

The premise of the WCP is therefore similar to that of a free website whose operation is
financed by the display of banner ads. While the visitor to the website may chose to click
through to the home page of the sponsoring firm via its banner ad, the user is not
mandated to do so in order to browse the very website which features the ad. Instead of
banner ads that fund the running of a particular website, the WCP places the “launch
icons” of sponsors on its desktops to fund the free use of the computers themselves.

In the Fall 2008, Councillor Minnan-Wong raised the possibility with Dave Wallace,
ClIO, of having a wireless project for the priority neighbourhoods similar to what was
being implemented in the City of San Francisco.

At the same time, the sale of Toronto Hydro Telecom Inc. enabled the Mayor and
Council to direct the unactivated fibre strands to be used only for public policy purposes.

COMMENTS

After carefully evaluating the proposal, and after further refining its content, the Wired
Canada Program has been deemed by the Toronto Office of Partnerships, as well as
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Parks, Forestry and Recreation (PF&R) and TCHC, to be in the public interest.
Moreover, the proposed pilot project will allow the Oxford Group and the I& T Division
to demonstrate the technical and operational viability of its proposal (proof of concept)
and to “work out any kinks’ prior to rolling out the Program across the City.

It is therefore recommended that Council approve the initiative in principle for the
following reasons:

The Need for Broadband Access

In today’s wired world, access to broadband internet is no longer a luxury, but a
necessity. Communities cannot be competitive in a global, technologically-driven
economy if its citizens do not have broadband access.

Despite initial efforts, Canada continues to lose ground on the information super
highway. As of December 2007, Canada had 8.6 million broadband subscribers (or
about 26.6 per 100 inhabitants). This was only sufficient to rank it 10th among the 30
developed countries that make up the Organization for Economic Co-operation and
Development. In the OECD's previous survey six months earlier (June 2007), Canada
ranked ninth, whilein 2002 it placed second only behind South Korea.

The decline is ominous because high-speed internet access is now as integra to a
community’ s competitive advantage as roads and other physical infrastructure. While
factors such as education, age, gender, and place of access have typically influenced
Internet usage, income is arguably the biggest barrier to broadband access. Low
income households simply can not afford the cost of a computer and the monthly
internet subscription charges. Not surprisingly, they are most vulnerable to being shut
out of today’ s digital economy.

The Wired Canada Program, by giving Torontonians free access to internet-ready
computers in public facilities, helps to address this need, especidly in the City’s
priority neighbourhoods, where the Program is scheduled to be rolled-out first.

. Limited Risk

One of the primary benefits of having the proposed pilot project isto, on atrial basis,
identify and subsequently reduce the potential technical and operational risks and
uncertainty associated with the Wired Canada Program before its full-scale
deployment.

To ensure that the workstations are used in accordance with all applicable City
policies and protocols, the desktops will incorporate adequate monitoring controls,
such as commercial filtering software, so asto block access to inappropriate sites.

The respective Division Heads must also approve al sponsors involved in the
Program. This right to vet all sponsors will allow either Parks, Forestry and
Recreation and/or the Toronto Community Housing Corporation to decline any
sponsor who represents a reputational risk to the City and whose activities are
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deemed to be contrary to the values of the City. For example, ineligible sponsors
include, but are not limited to, tobacco manufacturers, liquor distributors and arms
manufacturers.

[11. Pilot Project
Although the Wired Canada Program is a partnership between the City and a private
sector operator (the Oxford Group), the initiative will continue to be positioned as a
temporary venture, even after the successful conclusion of the proposed pilot project.
This will alow both parties to continuously monitor the value and feasibility of the
initiative and make adjustments as required.

Portraying the whole Wired Canada Program as a project will also serve to mitigate
public expectations. It will be made clear from the outset that the City does not have
the resource capacity to maintain the Program on its own and that the initiative will
only continue if the Oxford Group can sustain its viability.

V. Project Feasibility
Before proceeding with an unsolicited proposal, it must first be deemed to be viable
by the City. The pilot project will help demonstrate the technical and operational
viahbility of the Program. While the financial success of this, or any new, initiative
cannot be guaranteed, it is TOP's opinion that the business plan that has been
developed is a conservative one and that the Oxford Group’s idea can potentially be
converted into a profitable and sustainable business enterprise.

A. Budget Analysis

For instance, although the planned budget includes all anticipated costs (including
some corporate expenditures that are common to the Canada-wide Program) and a
conservative revenue stream, the Program is expected to achieve profitability in only
its second year (Appendix #2 & #3). The net income to be generated will allow the
proponent to make payments to the City averaging $117,000 per annum over the first
five years of the Program.

B. An Innovative Marketing Concept

In addition, while the prospect of securing the requisite 30 sponsors may be a
chalenge in the current fiscal climate, the WCP's vaue proposition is quite
compelling. Compared with other forms of advertising (television commercials, print
marketing, internet banner ads), the WCP represents a cost effective promotional tool.
Moreover, with consumers increasingly inundated (and immune to) conventional
advertising, organizations are looking for creative ways to effectively break through
advertising clutter in order to either re-capture the attention of their audience or to
gain new customers. Marketing in an unusual way or unique place is a proven method
for businesses to rise above the din of a market saturated with media messages and to
build brand awareness. The WCP, with its desktop launch icons and its placement in
high-traffic City facilities, denotes a new non-intrusive marketing platform through
which organizations may reach consumers.
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C. Corporate Social Responsibility

In crowded marketplaces, companies strive for a unique selling proposition which can
separate them from the competition in the minds of consumers. In this regard,
Corproate Social Responsibility (CSR) can play a role in building customer loyalty
based on distinctive ethical values.

Corporate socia responsibility is a concept whereby organizations consider the
interests of society by taking responsibility for the impact of their activities on
customers, suppliers, employees, shareholders, communities and other stakeholders,
as well as the environment. This obligation is seen to extend beyond the statutory
obligation to comply with legislation and sees organizations voluntarily taking further
steps to improve the quality of life for employees and their families as well as for the
local community and society at large.

Businesses are an integral part of communities in which they operate. Accordingly,
firms typically put a CSR approach in place for more than just economic reason. In
many cases, it is also due to moral principles. a belief that it is the “right thing to do”
and concern for the welfare of present and future generations is what spurs many
firms to consider their social responsibilities. Recognizing that business can not
succeed in societies that are failing, the WCP represents an opportunity for Corporate
Canada to not only build trust and goodwill with the its various constituents, but to
contribute to the very fabric of City life. By sponsoring the use of free computers and
broadband access in priority neighbourhoods, participating organizations will be
conspiculously demonstrating their commitment to enhancing the prosperity of
Toronto’ s diverse communities and the qualifty of life of its residents.

V. Swiss Challenge
The Unsolicited Quotations or Proposals Policy requires that al eligible unsolicited
proposals be subject, upon Council approval, to the Swiss Challenge, a specialized
procurement process that is distinct from the City’ s typical RFQ/RFP procedure.

The Swiss Challenge process involves seeking competing counter proposals to the
original submission. Once the process closes, the counter proposals are reviewed and
the highest evaluated proposal is selected. If it is determined that the highest
evaluated counter proposal is superior to the origina submission, the origina
proponent will have the opportunity to match or improve on the selected competing
proposal. If, within 30 days, the original proponent elects to meet the terms of the
successful counter proposal, it will be recommended for the award of the contract.
The relevant Divisions will then be responsible for working with the proponent to
implement the initiative while keeping the TOP apprised of developments and
outcomes.
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Hence, in order to proceed with the initiative and to ensure that the City receives best
overall value, it is recommended that Council authorize the application of the Swiss
Challenge to the WCP proposal while the proposed pilot project is underway.

The value in carrying out the Swiss Challenge process and the pilot project
congruently is that it will reduce the otherwise significant time lag that would occur
between the conclusion of the pilot project and the subsequent deployment of the
remaining computers. Since the WCP is the first unsolicited proposal to undergo the
Swiss Challenge process, it is difficult to ascertain the length of time that the process
will require from start to finish. However, if the City’ s regular procurement processis
any indication, the Swiss Challenge process in its entirety will take many months. By
executing the two simultaneously, the expectation is that the pilot project will occur
this summer or fall and that the corresponding Swiss Challenge process will be
concluded soon after. This will alow the WCP to be rolled out across the City
without undue delay.

In al, the success of the proposed pilot project and the subsequent full roll out of the
WCP will promote the City’ s socio-economic agenda by facilitating broadband access
for al of Toronto's citizens, wherever they may be located in the City. This
achievement will help the City attain its stated objective of becoming “the most
connected City in the world”.

Related Resour ces:

The Unsolicited Quotationsor Proposals Policy is available at:

available at: \http://www.toronto.ca/top/pdf/policy.pdf

The Procedure for Conducting a Swiss Challenge Request for Proposal is available

at: http://www .toronto.ca/top/pdf/swiss-chall enge-procedure.pdf

CONTACT

Phyllis Berck, Director Dave Wallace, Chief Information Officer
Toronto Office of Partnerships Information & Technology Division

Tel: 416-392-6119 Tel: 416-392-8421

Fax: 416-392-6118 Fax: 416-696-4244

Email: pberck@toronto.ca Email: dwwallace@toronto.ca
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SIGNATURE

Phyllis Berck, Director Dave Wallace, Chief Information Officer
Toronto Office of Partnerships Information & Technology Division
ATTACHMENTS

Appendix #1 — Wired Canada (Toronto) Business Plan
Appendix #2 — Wired Canada (Toronto) Budget Notes
Appendix #3 — Wired Canada (Toronto) Budget & Cash Flow
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