The Canadian Portable Contribution Consortium Inc.


Report to

the Audit 

Committee of


the Board

of Directors


E

r  55 Metcalfe Street, Suite 1600
Ottawa, ON K1P 6L5
r Phone: (613) 232-1511

February 8, 1999
To The Members of 

Canadian Portable Contribution Consortium Inc.
Dear Members:

This report outlines the scope of the work, our team and what we see as the key considerations affecting the 1998 audit. Our meetings with your representatives has provide a forum to validate our understanding of these issues as well as to confirm your current year expectations.

The enclosed summarizes the planning phase of our audit of the financial statements of the Central Funds. Our current year plan is designed to be responsive to current initiatives of the Consortium members and the Central Funds Administrator (the “CFA”), recognizing changes in the organization, maximize audit efficiency and effectiveness, and reflect statutory and regulatory requirements, as well as requests of management.

Our audit process will continuously enhance our understanding of the Central Funds’ business, the risks it faces, and the processes through which its leadership seeks to manage them. Driven by value defined in your terms, your current audit will combine a perspective with an increasing focus on the effects of the CRTC regulated telecommunication industry, the settlement process for the Local Exchange Carriers (“LECs”) and the Consortium’s current and emerging business needs. This audit will provide the objectivity and independence that you, the LECs, the CFA, and the CRTC expect. 

If you have any questions or comments regarding this plan our any other matters, please feel free to contact David Boomer at (613) 598-4354.

Yours truly,



David J. Boomer/

Mylene Levac-Wolf
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Audit Process
Overview

A Year in the Life of an Ernst & Young Client















A process focused on continuous improvement

and exceeding client expectations.
Audit Process Overview

The accompanying graphic illustrates our evolving audit process.

Co-Develop Expectations

In setting mutual expectations, we agree on: 1) understanding the Consortium’s needs; 2) providing useful deliverables; and 3) measuring the value of our relationship.  This meeting with the Audit Committee allows us to validate and extend this agreement.

Drivers

Audit risk is influenced by business risk. Our audit begins with understanding factors which could affect the Central Funds’ business conditions and risk, including stakeholder needs, industry trends, evolving standards and other developments.

Business Risks

We monitor key issues and changes in the business environment to understand the Central Funds’ business risks. Through this understanding, we consider the affects of any identified business risks on our combined (inherent and control) risk assessments and on the nature, extent and timing of our audit procedures.

Methodology

With an understanding of current and emerging business risks, we establish a “portfolio” of audit procedures. These include: core compliance procedures; analysis of processes that manage and control business risk; and procedures necessitated by events that occur throughout the year. The mix and emphasis evolves as the business evolves.

Focus

Our primary deliverable is assurance as described in our opinion on the Central Funds’ financial statements.  Respecting the talents of CFA, and the process and controls they employ, our objective is to be objective, efficient and provide a real-time view of the business.

Client Satisfaction

We monitor our success in meeting the Consortium’s needs and expectations through our client satisfaction improvement process.

Value 

The goal of a traditional audit is to render an opinion on the Company’s financial statements.  Our goal is to deliver our opinion as well as on your expectations and to be measured against these expectations.

Identified Business Risks — 1998 Audit

The Consortium members face a steady stream of magnified and new business issues. As a result, the Central Funds will experience changing needs, and other factors that will continually transform the operating environments. We consider the affects of any identified business risks on our combined (inherent and control) risk assessments and on the nature, extent, and timing of our audit procedures.  Business risks that may have audit implications, and may affect our choice of audit procedures and emphasis are as follows:

Internal/External Factors
Business Implication
1998 Audit Implication






Industry Issue

Regulatory Changes
The Central Funds’ operations may be affected by changes in CRTC regulations.
Impact on reporting process for the CFA and the Consortium members
Monitoring requirements to ensure the required objectives are met.

Business Issue

Control audit of CFA
Validation of controls
Reliability of source data and funds as well as the CFAs’ controls to ensure such reliability.
Internal control review.

Conversion audit of  new CFA
Validation of converted data as well as consistency of business processes,  reports and control objectives
Verification of converted data, reliability of source data and funds. Validating the CFAs’ controls to ensure the reliability of the settlement process.
Internal control review.

Computer system reliance and Year 2000 compliance
CFA and member compliance
Continued security of date and reliability of system into year 2000.
Consideration  of computer systems environment.

Requirements of incumbent auditors of the members
Consistency of reports and control objectives
Reliability of source data and the LECs’ controls to ensure such reliability
Communication with the incumbent auditors, requirements and over ride reviews by E&Y.

Technical Issue

Regulatory and accounting reporting requirements
Reporting and disclosure formats to be defined
Meeting regulatory requirements yet ensuring confidentiality of individual member information.
To define reporting requirements, format, deadlines and accounting principles.

Taxation changes
Effect of  commodity tax rules on the settlements.
Cash flow issues on GST for each member.
To review status of commodity tax implications.
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Audit Plan
Audit Plan

Planning for the audit is developed in cooperation with the Consortium and the CFA.  It is a balanced effort, which gives full recognition to 1998 initiatives, existing internal controls, as well as an understanding of how the influences of stakeholders, regulations, and business risks affect the Central Funds. We will continue to meet with you throughout the year to review current developments and challenge the continuing appropriateness of the plan. Any significant changes to the plan will be promptly communicated and reviewed with the CPCC Audit Committee.

Our Approach 

We have designed our audits to:

· Express an opinion on the financial statements of the Central Funds supported by a 5805 report on financial information for the period from January 1, 1998 to March 26, 1999 from each LEC.

· Review and provide recommendations over the internal controls of the CFA.

· Provide advice with respect to statutory, accounting and taxation matters affecting the Central Funds.

· Define a standard summary of control objectives to be used by each of the incumbent auditors in connection with the compliance audits (a section 5900 report).  A recommendation was put forward and agreed to at the February 5, 1999 CPCC Board meeting that each LECs’ incumbent auditor shall conduct a compliance audit under the section 5900 report only in the first year of each LEC’s participation in the Fund. (See Appendix B and C for further details)
Areas of Audit Emphasis

During our preparation for planning for this years audit, we identified the issues and risks associated with the operations of the CFA.  The principal areas of audit emphasis are as follows:

· Understanding the contractual arrangements with respect to the Central Funds. 
· Identifying and testing internal controls over routine data processes to assess computer system controls, controls over data and the control over the calculation on the settlements and flow of funds.
· Performing analytical procedures that evaluate key business relationships as seen through the eyes of the LECs and the Central Fund Administrator.  One of the key controls is the use of “sanity check” procedures by the CFA.  To ensure that the settlements within the Funds are reasonable we will review the variances in minutes, circuits and residential NAS, the handling of late payment, should they occur, interest charges and interest income.  The impact of these factors to the appropriate LECs is also a critical cash flow factor that we will review and verify as part of the audits with respect to the Central Funds and their administration. 

· Obtaining sufficient reliance from the incumbent auditors of each of the LECs’ over the source data through a CICA 5805 report on the underlying source data provided by the LEC to the CFA in the Carrier Input Reports. with selected reviews to be conducted with respect to the work performed by the other auditors.

Audit Scope Definitions
Statutory audit procedures are full scope audit procedures performed in accordance with generally accepted auditing standards. A statutory audit requires the issuance of a stand-alone report on the entity under audit. Additionally, the audit procedures are performed using a materiality threshold.  Materiality is defined as the tolerance for error in the financial statements by the users.  For organizations such as the Central Funds materiality is usually based on the flow of funds through the settlement process. 

Audit procedures to be performed, include the following characteristics:

· Assess internal controls and the risk of material misstatement.
· Identify business and financial risks to organization and perform risk assessment.
· Review information systems and consider impact on control environment. Consideration of progress toward achieving Year 2000 compliance.

· Perform substantive tests of the inputs and calculations and tests of controls over the funds, the systems and the underlying process.

· Perform overall analytical review of financial results.

· Analyzing unusual variances from monthly information, from budget and applying other analytical review procedures.

· Obtain section 5805 reports from incumbent auditors.

· Conduct over ride reviews of the 5805 reports conducted by the incumbent auditors.

· As well as performing any other procedures deemed necessary in the circumstances.

Timetable for the1999Audit

The following timetable highlights those major activities that are key elements of our audit plan:

Activities
O
N
D
J
F
M
A
M
J
J
A
S

Understanding Internal/External Factors













Planning meet with Consortium Audit Committee and CFA personnel regarding operating, accounting and reporting matters




X






















Meet to understand expectations and objectives




X






















Risk Assessments













Update our understanding of the CFA’s systems and develop overall audit plan




X






















Perform risk assessments and develop customized audit approach




X






















Portfolio of Procedures



























Internal control review of CFA





X







Annual audit of the Central Funds and the CFA







X





Review of LEC 5805 audits for January 1, 1998 to March 26, 1999







X



















Deliverables













Complete audit of the Central Funds and examination of audited financial statements 








X


















Update Audit Committee on audit results

(exclusive of the LEC’s external auditors’ reports)








X


















Issue final management letter and reports








X
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Accounting Issues
Accounting Developments

The following summarizes new accounting developments which will affect the CPCC and the Central Funds. The full extent to the  financial statement presentation and disclosure will need to be reviewed with the CFA.
· Financial Instruments - The new Handbook section is a two phase project.  The first phase dealt with presentation of debt and equity, disclosures and off-setting.  The second phase, not yet finalized, will deal with the recognition of assets and liabilities, measurement, and hedging.  Under the first pronouncement the presentation of the funds flowing through the Central Funds will be considered.  Given that there is a legal right of off-set the funds could be shown on a net basis yet the information may be of greater value if shown on a gross basis.  We will review this with you further.

· Statement of  Cash Flows - A statement of cash flows will be required for the Fund.   The main change to current practice is that the statement of cash flows would exclude all non-cash transactions, non-cash items would be disclosed in a note instead although it is anticipated that the Central Funds will not have such items.

· Year 2000 - As of June 1998 the CICA has issued a guideline which requires all entities to disclose the impact and readiness for the year 2000 with respect to their internal systems.  The financial statements for the Fund will require such disclosure.
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Team
Our Team Serving You

From listening to the marketplace, we know that great value is placed on having a superior service team distinguished by relevant credentials and continuity of service.  The following is a summary of the team members that we participate in working with the Consortium to meet your needs:

David J. Boomer, C.A., Audit Partner - Settlement Funds

David is the Audit Partner assigned to the engagement to co-ordinate the audits with the selected CFA.  He is responsible for providing audit and business advisory services to a wide variety of clients in our Ottawa office, with specific emphasis in the high-technology industry.  David was involved as the auditor for the start-up audit of the Ontario Telephone Association Settlement Fund. 

Mylene Levac-Wolf, C.A., Audit Principal - Settlement Funds

Mylene is the Audit Principal assigned to the engagement.  She is responsible for providing audit and advisory services to a wide variety of clients in our Ottawa office.  Mylene will coordinate services in both official languages as necessary.

Chris Anderson, C.A.(NZ), C.I.S.A., C.M.A., Partner, Information Systems Assurance & Advisory Services

Chris has extensive management and execution experience with attest-related information system audit work for small and large clients, including the evaluation of controls in complex computer environments and advising on control requirements and procedures.  He has trained staff on practical and theoretical aspects of information system auditing, and reviewed and supervised audit staff on the review, evaluation and verification of internal controls in client computer based systems.  Chris has designed computer assisted audit techniques, using generalized audit software on audit engagements, and has experience in EDP consulting assignments concerning information system security, management and pre and post-implementation reviews.

Chris has provided audit, security and general consulting services to telecommunication industry clients since 1988.  In 1997, Chris led a two day internal workshop for senior financial and information systems auditors working in the telecommunication industry in North America to identify industry issues and share best practices to manage risk and deliver audit services.

Ken MacLeod, Principal, Information Systems Assurance & Advisory Services

Ken has extensive management and execution experience with attest-related information system audit work for telecommunication clients, including the evaluation of controls in complex computer environments and advising on control requirements and procedures.  Ken will bring this experience in co-ordinating the reporting and related defining of common control objectives for the start-up and compliance audits should we be engaged to do so. 
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Appendix A
Engagement Letter

David J. Boomer, C.A.

Direct Dial: 613 598-4354

Internet E-mail Address:  david.j.boomer@ca.eyi.com
February 8, 1999

PRIVATE & CONFIDENTIAL

Mr. Donald McDonald

Canadian Portable Contribution Consortium Inc. 

c/o Steven Whitehead


Johnston & Buchan


Barristers & Solicitors


Suite 1700


275 Slater Street


Ottawa ON K1P 5H9

Dear Mr. McDonald :

We are pleased to act as auditors of the Central Funds of the Canadian Portable Contribution Consortium Inc. (“CPCC”).  It is our practice to annually confirm our understanding of the terms of our engagement as your auditors.
Our partner, David Boomer, will be responsible for coordinating and managing all our services to your company, including planning and coordinating the audit.  David will draw upon the expertise of other partners in our Firm as necessary.
Our objective is to audit the financial statements of the Central Funds in respect of the period from January 1,1998 to the date of transition to the Permanent CFA ( anticipated to be March 31, 1999), to meet your statutory obligation and to report there on to your shareholders.  Our report will state whether, in our opinion, your financial statements are fairly presented, in all material respects, in accordance with generally accepted accounting principles.  The nature of our report will be governed by our audit findings.  In the event that our findings cause us to believe that a reservation of our opinion might be required, we will discuss such findings with you.
To form a basis for our opinion, we will conduct our audit in accordance with generally accepted auditing standards.  We will perform our audit to obtain reasonable assurance that the financial statements are free from material misstatement.  We obtain this assurance by testing balances and transactions, and by examining evidence supporting the amounts and disclosures in the financial statements, assessing significant estimates made by management, and assessing the accounting principles and their application.  The extent of our testing depends on the extent to which we decide to rely on controls.  Our decision to rely on controls is based on a review of your internal control environment, gaining an understanding of the flow of each significant transaction type through the accounting system, and identifying controls that have been established to prevent and detect errors in the accounting records and the financial statements.  We will evaluate and test only those controls on which we intend to rely in performing our audit.  As a result, there will be internal controls that are important to the overall operations of the company that are not included in our audit program.  Of course, while conducting our audit we will be alert for significant control weaknesses.  We will advise you concerning any significant weaknesses in internal control that come to our attention.
It is not possible to obtain absolute assurance that the financial statements are free from material misstatement, whether caused by fraud or error.  This is because of the limitations in the audit process.  For example, an audit will not usually detect fraud involving forged documents or collusion among several employees or between employees and suppliers or customers.  The prevention and detection of fraud or error rests with the management of the company.  However, if we do discover fraud or significant error(s) we will report immediately to you.
The responsibility for providing the financial information necessary to prepare the financial statements and the provision of adequate disclosure is that of the Central Fund Administrator.  These responsibilities include the maintenance of adequate records and internal controls, the selection and application of accounting policies and the safeguarding of assets of the Central Funds.  However, we would be pleased to advise and assist you in identifying opportunities for improvement in certain of the controls, in preparing the financial statements, or in any other related matters.

An audit of financial statements conducted in accordance with generally accepted auditing standards is not designed to detect whether an entity’s systems are year 2000 compliant.  Accordingly, our audit will consider the Year 2000 Issue only to the extent of our responsibility to detect material misstatements in the financial statements under audit.  Further we have no responsibility with regards to CFA’s or LEC’s efforts to make its systems, or other systems, such as those of the vendors, service providers, or any other third parties, year 2000 compliant, or to provide assurance on whether the CFA or LEC’s have addressed or will be able to address all of the affected systems on a timely basis.  These are the responsibilities of management of the CFA and LEC’s.  However, we may communicate matters arising from the Year 2000 Issue that come to our attention during our audit which we believe may be of interest to you.
As part of our audit, we will need to obtain a letter of representation from a Director of CPCC and the Central Fund Administrator.  This letter confirms representations made to us orally during our audit as well as representations which are implicit in the records.

Furthermore, we have been engaged to provide assistance in co-ordinating and defining the standard control objectives to be used by the Local Exchange Carriers and their incumbent auditors for the annual compliance audits.

Our fees, which we will bill as work progresses, are based on a number of factors including time charges, complexity, and the value of our services plus direct out-of-pocket expenses and applicable federal and provincial taxes.  Individual hourly rates vary according to the degree of responsibility involved and the experience and skill required.  Our fees are based on our proposal which has been accepted by the Canadian Portable Contribution Consortium Inc.  Our time and fee estimates take into account the agreed upon level of preparation and assistance from the Central Fund Administrator, the Local Exchange Carriers and their incumbent auditors; we will advise you on a timely basis should this not be provided or should any other circumstances arise which cause actual time to exceed that estimated.
We encourage you to evaluate the services you receive from us and to inform us of any concerns so we may serve you better in the future.  We very much appreciate the opportunity to act as the auditors of the Central Funds of the Canadian Portable Contribution Consortium Inc. and would be pleased to furnish any additional information you may request concerning our responsibilities and functions.  Please let us know immediately if you have any concerns about the terms of engagement as described in this letter.
Yours very truly,



David J. Boomer:as

The arrangements described above are acceptable for us.

By   :
 

Date:
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Appendix B
Audit Requirements

David J. Boomer, C.A.

Direct Dial: 613 598-4354

Internet E-mail Address:  David.J.Boomer@ca.eyi.com
January 12, 1999
private and confidential
Canadian Portable Contribution Consortium Inc.


c/o Steven Whitehead


Johnston & Buchan


Barristers & Solicitors


Suite 1700


275 Slater Street


Ottawa ON K1P 5H9

Re:
Local Competition Telecom Decision CRTC 97-8

Central Fund Administration Agreement

As the selected auditor of the Central Funds, Ernst & Young is required to conduct an annual audit of the Central Funds Administrator and the Central Funds.  The requirement for the audit of the Central Funds is defined in general terms in section 4.07 (e) of the Central Fund Administration Agreement:

4.07 (e)
Annual Report respecting Central Fund

“The Auditor appointed for the Term Period shall conduct an audit, in such detail and in such manner as the Auditor shall in its professional judgement deem necessary, of the Central Fund on an annual basis, within ninety (90) days of the end of the first year of the Term Period and for the one year period then ended and within ninety (90) days of the end of each year thereafter and for the one year period then ended.”

In order for Ernst & Young to provide an opinion on the Central Funds it is necessary to obtain audit assurance with respect to the source data as provided by the Local Exchange Carriers (“LECs”).  The required assurance may only be achieved through an audit of financial information as contemplated in section 5805 of the Canadian Institute of Chartered Accountants handbook.

Having given due consideration to the Board’s requirements and the principles of cost effectiveness, it is our recommendation that each of the LEC’s auditors conduct an audit of the Carrier Input reports submitted by the LECs covering the fiscal period in accordance with the Canadian Institute of Chartered Accountants handbook section 5805.  As well, to obtain sufficient assurance in connection with the issuance of our audit report on the Central Funds we will need to review the work performed by the LECs auditors on a selected basis in connection with the 5805 reports in accordance with section 6930 of the Canadian Institute of Chartered Accountants handbook.

In the CRTC letter of August 17, 1998 (File 96-2376) the Commission directed that compliance audits be conducted annually by the LEC’s external auditor and that a standard audit plan be prepared with input from all of the consortium members. 

The requirement of a compliance audit is defined in general terms in section 4.03(c) of the Central Fund Administration Agreement.

4.03 (c)
Compliance Audit

“Each such Compliance Audit shall include at a minimum  (i) random or specific sampling or testing of data and information provided by such LEC to the CFA hereunder during the period from the date of this Agreement (in the case of the first such Compliance Audit) or from the date of the last such Compliance Audit (in the case of subsequent Compliance Audits), (ii) a review of the control mechanisms utilized by such LEC to record and verify information required to be recorded by such LEC hereunder and identification of any deficiencies therein, (iii) such other testing, sampling or verifications as the Auditor may, in its professional judgment, consider necessary or appropriate in the circumstances.”

The final results of this audit are to be submitted to the Central Fund Administrator and the CRTC. 

Such a compliance audit is defined in section 5900 of the CICA handbook.  It is our opinion that a Section 5900 report would relate solely to internal controls associated with the control objectives and would not assist us in verifying the source data which will be required to be able to provide an opinion on the Central Funds.  Moreover our experience has shown us that the first time a company undergoes a compliance audit, control deficiencies are usually found, making it impossible to issue a clean opinion.  In the case of the LECs who are unable to provide a clean 5900 report in the first year, we would anticipate that the risk of any material misstatement would be appropriately assessed through the work performed in connection with the 5805 report. 

The Audit Plan for the Central Funds has been prepared in the context of these requirements.  As a recommendation, we would submit that the Consortium may wish to review these requirements  given that once a clean 5900 report is achieved, as at a point in time, it may be more appropriate and cost effective to continue the review of the controls as required under a 5805 report, although done with far less rigor, and simply remove the requirement for the 5900 report.

Yours sincerely,



David J. Boomer

Partner

Ernst & Young LLP

Appendix C
Incumbent Auditors’ Reporting Requirements

The incumbent auditors you will be required to provide the following reports:

· a section 5805 report on the annual financial information of the LEC as submitted in the form of the Carrier Input Report to the CFA; and

· a compliance audits of the LECs as a section 5900 report to be conduced only in the first year of the LEC’s participation in the Central Fund.

The regular compliance audits (to be performed only in the first year of each LEC’s participation in the Fund, as a 5900 report) and the 5805 report for the reporting periods will be issued to the Central Fund Administrator and the CRTC.  Ernst & Young, as the Auditor of the Central Funds will conduct selected reviews of the incumbent auditors’ working papers supporting the 5805 report, in accordance with section 6930 of the CICA handbook. The 5805 report will be required to cover the term of the Interim CFA, which is anticipated to be January 1, 1998 to March 26, 1999.  The second reporting period will be March 27, 1999 to December 31, 1999 with subsequent years to be on a calendar year basis.

Further guidance will be provided in due course to give direction and ensure consistency amongst the various auditors with respect to the 5900 report. In defining the standard control objectives, we will be looking for feed back from the CPCC Board as directed by the CRTC in its letter of August 17, 1998.  We recommend that the Board members consult internally and with their own incumbent auditors with respect to the definition of the control objectives. All comments or questions may be directed to Ken MacLeod of Ernst & Young at (902) 421-3228; by fax at (902) 420-0503 or e-mail at ken.macleod@ca.eyi.com.

Required Reports
Due Dates
1) 5805 report

    for January 1, 1998 to March 26, 1999
June 4, 1999

2) 5900 report
Control objectives to be issued


shortly. Reports are to be issued by


each LEC auditor prior to


year end
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