99-708 Administrative Costs 1998-99 Chargeable to the CPP Account
ARC Briefing Note

Audit Objective

The purpose of the audit is to express an opinion on whether PWGSC has fairly represented the
administrative costs chargeable to the CPP based on the statement of costs prov1ded by the
A351stant Deputy Minister of Government Operational Serv1ce

| Babkground

The Canada Pension Plan (CPP) is administered by the Department of Human Resources
Development (HRD). PWGSC provides assistance to the CPP through the development,
maintenance and operation of computer systems, the payment of benefits and the production of
management information statistics. The charges for these services are collectively referred to as
"administrative costs", and are recovered from the CPP on a quarterly basis. Therefore, these
charges are not absorbed through the appropriation, and are not subject to vote by Parliament.

An annual audit is required in accordance with the provisions of the Memorandum of
Understanding between HRD and PWGSC.

Audit Results

The audit resulted in the provision of the attached auditors' report (opinion) by Ernst & Young,
Chartered Accountants

. Public Works and Government Services Canada ' 1
Audit and Review Branch ' 2000-02-01
Protected
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AUDITORS' REPORT - .

To the Dlrector General Aud1t and Rev1ew Branch
Publlc Works and Government Serv1ces Canada

We have audxted the Financial Report of Admxmstratlve Costs Chargeable to the-

Canada Pension Plan Account by Public Works and Government Services

~ Canada for. the year ended March 31, 1999. This financial report .is -the.
responsibility of Public Works.and Government Services. Our responsibility is to -

Aexpress an opunon on this ﬁnanmal report based on 1 our audlt

We conducted our audit in accordance w1th generally accepted audmng standards.

Those standards require that we plan and perform an audit to obtain reasonable - _
- assurance whether the financial report is free of material misstatement. ‘An audit.

- includes exammmg, on a ‘test basis, evidence . supporting the amounts and -~

‘disclosures in the financial report. An audit -also .includes.. assessing the

accounting ' principles used and -significant: éstimates- made. by management ‘as’

well as evaluatmg the overall financial report. presentauon

" In our opmlon ‘this financial report presents fairly, in all matenal respects the

administrative costs chargeable to the Canada Pension Plan Account by. Public

- Works and Govefiitient Services Canada for the year ended March-31, 1999 in .
agreement with the Memorandum of Understanding between Human Resources

Development Canada, formerly National Health and Welfare, and Public ‘Works
and Government Services Canada, formerly Supply and Serv1ces Canada dated
September 1990. e

The F1nanc1a1 Report of the precedmg year was audlted by another firm of o
Chartered Accountants _ o L

Ottawa, Canada, - _ . '

December 17,1999. = : , : Chartered Accountants'?' '

EIERNST& YOUNG




Publlc Works and Government Servnces Canada

' FINANCIAL REPORT OF ADMINISTRATIVE COSTS e
CCHARGEABLE TO THE CANADA PENSION PLAN

ACCOUNT
Year ended March 31
Year ended
-March 31
. . : - Increase
1999 - 1998 (decrease) -~ - ..
3 - 38 _$ %
Direct costs 4,464,800 . 6,617,700 - (2,152,900) T 2325
Indirect costs .- 2,265,400 1,786,300 479,100 . 26.8
Electronic Data Processing costs 6,437,500 5,817,500 620,000 10.7
Management costs =~ - T 31,400 - 48,100 = - (16,700) -~ -34.7
‘Cheque reconciliation costs 1,194,100 1,097,800 96,300 . 8.8
Accommodation costs 470,500 491,200 - (20,700) 42 -
Government services . 746,500. 553,300 . 193,200 . - - - 349 -
Total administration costs 15,610,200 4 16,411,900 : (80-_1',7_-_00) =49
Amount invoiced to the Canada ' “ -
Pension Plan Account | 15,459,600 16,699,100
Undgr (over) charge ) " 150,600 © (287,200)
See accompanying notes -
Appl;oved by _.
.. IC. Stobbe :

_ADM Goveminent Operatlonal Services




Public Works and Government Services Canada
Financial Report of Administrative Costs :
Chargeable to the Canada Pensmn PIan Account

SCHEDULE ANALYSIS OF VARIANCES

March 31, 1999

1. DIRECT COSTS

Year ended
March 31
- ‘ - : . .. Increase - T
S . 1999 .1998 . (decrease) :
) ] - 3 : $ : $ P .
Salaries _ o ‘ ’ T— 53,600 - (53,600). --100
‘Postage © 4,269,100 6,245,200  (i,976,100) - 316
Cheqgues and envelopes 195,700 -- - 318,900 (123,200) - -38.6
Total direct costs . 4,464,800 6,617,700 ~ (2,152,900) -325.
Salaries

‘As a result of the standardization of the payment product process dlrect salanes are no longer ’
segregated by payment product . )

. Postage

- The decrease in postage costs is due to the following: an increase in the use of Diréct Deposit, -
which decreased post&e-costs by $828,400; a decrease in mailings of Presumptive. Application
Kits, reducing costs by $82,400; and a decrease in mailings of T4s, reducmg costs'by $1,257,800. - -
These decreases are partxally offset by the following: an increase in mailings of Contributor

. Information Packages, increasing costs by $92,100; and an increase in ‘mailings of Intematlonal;'

Agreements, mcreasmg costs by $100,400.

Cheques-and envelopes

The decrease in expendxtures for cheques and envelopes can be attributed to the followmg ‘a
decrease in the price of envelopes from $15.89 to $12.63 per 1000 envelopes ‘which decreased
. costs by $50,500;- and decrease in the volume of chequés and envelopes used, due to an increasé
in the use of Direct Deposit, which decreased. costs by $75,700. This is partially offset by an

increase in the price of cheques from $7.49 to $7.80 per 1000 cheques, which mcreased costs by J

$3,000.




Public Works and Government Services Canada
Financial Report of Administrative Costs '
- Chargeable to the Canada Pension Plan Account

SCHEDULE - ANALYSIS OF VARIANCES

March 31, 1999

2. INDIRECT COSTS

Indlrect costs represent operatmg ‘costs of the respons:ble sites carrying out CPP activities. Since. -

processes for a certain number of .payment applications have been standardized, costs-are no -

longer segregated by payment product. ‘Consequently, the methodology used to allocatc indirect -
costs is a process costmg base and is consistent with the prior year.

.The increase of $479 000 is explamed by the foIlowmg

 Significant changes to the departmental chart of accounts were made in 1997-98 realigning the -
responsability center codes. - This had led to-a misclassification of expenditures, between some .
responsibility centers, which resulted in the incorrect exclusion of some operating costs. - As a _
result, indirect costs in 1997-98 were understated’ by $460.000. The inclusion of these costs'in
1997-98 would have raised- indirect costs to $2,246, 300 an amount which is. comparable to the-_ -
1998-99 actual expenditures. . .

3. ELECTRONIC DATA PROCESSING [“EDP”] COSTS - ‘
' GOVERNMENT TELECOMZMUNICATIONS AND INFORMATICS
SERVICES

Year ended
‘March31 .
. - - Increase
1999 1998 (decrease)
s s 8 %
Micrographics 17400 - 26200 ° @800) - - 336 . -
Telecommunications 156,100 . 156,200 - (100) - -~ 0.1
Computer operations - 6,264,000 _.5,635100- - 628900 - ~11.2 - _
_Total EDP costs . 6,437,500 5,817,500 . 620,000 . 107 S
Telecommunications ' ' | '
Costs have temained very stable from the previous year.
2




, Pubhc Works and Government Services Canada :

Financial Report of Administrative Costs.
Chargeable to the Canada Pension Plan Account-

SCHEDULE ANALYSIS OF VARIANCES

March 31, 1999

Comput_er operations

Computer 'operations consist of Government Telecommunications and Informatic Services,

" including processing and regional computer printing and operatmg costs. . The increase in-

computer operatlons can be atributed to the following: an.increase in processing and: storage.
workloads increasing costs by $729,000; and a specxal billing of $180,000 for Y2K testirig on

income Security Program Applications. The increase is offset by a decrease in prmtmg costs of 7' L

$280,100 due to'the transfer of T4s prmtmg to Canada Post Corporanon

4. MANAGEMENT COSTS

The decrease in management costs of $16 700 is mamly due to-a reducuon in, the cost for the. -
external audlt : :

- 5. CHEQUE RECONCILIATION COSTS

The increase of $96, 300 ini cheque reeonciliation cOsts is explained by: ‘an increase of 573 857
CPP payments being reconciled which increases costs by $29,100; and an increase m salaries and-"
other operatmg expendltures related to cheque reconcxhatlon by $67, 200. :

6. ACCQMMODATION COSTS

The decrease of $20,700 is explained by savings resulting from consolidation of :data centres and
conducting a more efficient use'of space available in the responsible sites across the country.

7. GOVERNMENT SERVICES

-'I'he increase of $l93 200 can be explained by: an increase in salanes, causing the costs for the . '

Employee Benefits Plan [EBP] and -Health Insurance: Plan [HCC] to increase by $60,700; and a - '
combmed increase of 4. 9% in the EBP and HCC rate causmg an increase of $132 500. . ’




