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PricewaterhouseCoopers LLP Audit Results Report on the Toronto
Transit Commission Consolidated Financial Statements for the Year
Ended December 31, 2016

Date: June 15, 2017

To: TTC Board

From: Chief Executive Officer
Summary

This report from the TTC’s external auditors, PricewaterhouseCoopers LLP (PwC)
outlines the findings from the audit of the TTC’s consolidated financial statements for the
year ended December 31, 2016.

Recommendations

It is recommended that the Board
1. Receive the report; and

2. Approve forwarding a copy of the report to the City Clerk for appropriate
handling.

Implementation Points

The Board’s Audit & Risk Management Committee has received PwC’s Audit Results
Report on the audit of TTC Consolidated Financial Statements for the year ended
December 31, 2016 at its meeting on May 29, 2017.

This report must be received at the June 15, 2017 Board Meeting to ensure timely
submission to the June 27, 2017 Audit Committee Meeting of the City of Toronto.

Financial Summary
There are no financial implications resulting from the adoption of this report.

Accessibility/Equity Matters
This report and its recommendations have no accessibility or equity issues or impacts.

PwC Audit Results Report on the TTC Consolidated Financial Statements for the Year-Ended
December 31, 2016 1



Decision History

The City of Toronto Act requires the city auditor (PwC) to annually audit the accounts
and transactions of the City and its local boards and to express an opinion on their
financial statements.

Comments

The consolidated financial statements of the TTC for the year ended December 31, 2016
were prepared by management. They were audited by PwC in accordance with the plan
approved by the Audit & Risk Management Committee at its October 19, 2016 meeting as
set out in item 1 at:

http://www.ttc.ca/About_the TTC/Commission_reports and_information/Committee_mee
tings/Audit_Risk Management/2016/October19/Agenda/index.jsp

The attached report was prepared by PwC and it includes their comments on the significant
accounting, auditing and reporting matters which are summarized on pages 1-4.

PwC proposes to issue an unqualified Independent Auditor’s Report (or “clean opinion”)
on the 2016 consolidated financial statements (see Appendix A) once the outstanding items
noted on page 1 have been completed.

Both staff and PwC would be pleased to answer any questions that you may have about the
report or audit in general.

Contact
Michael Roche, Head of Finance
Tel: (416) 393-3654, E-mail: Michael.Roche@ttc.ca

Attachments
Audit Results Report from PwC LLP — Year-Ended December 31, 2016
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May 24, 2047

Members of the Audit and Risk Management
Committes of the Toronto Transit Commission
1000 Yonge Streel

Toronto, ON MaS 1Z2

Dear Members of the Audit and Risk Managenient Committee:

We have substantially completed our audit of the consolidated financial statements of the Toronto Transit
Commission (TTC) for the year ended December 31, 2016, prepared in accordance with Canadian
generally aceepted accounting principles (Canadian GAAP) established by the Public Sectur Accounting
Board (PSAE) of The Chartered Professional Accountants of Canada (CPA Canada) (referred to as the
financial statements). We propose to issue an mqualified report on those financial statements, pendin

resolution of putstanding items outlined on page i, Our draft auditor's report is Included ns !tp]rr_nﬂhk.

We prepared the secompanying roport to asslst you im yoor review of the financial statements. It includes
an update on the status of our worl, as well g a discussion on the significant aceounting and finanelal
reporting matters dealt with during the audit process.

We will review the key elements of this report st the upeoming meeting and disouss our findings with you.
We would like to express our sincere thanks 1o the management and stafl who have assdsted us in carrying

out our work, and we look forward to pur mee-ding on May 2o, zo1y. If vou have any questions or concems
prior to the Audit and Risk Mansgement Committee meeting, please do not hesitate to contact me in
advance.

Yours very truly,
Cathy Russell
Partner
Assuranee

e Mr V. Rodo, Chief Financlal nnd Administration Officer
Mr. M, Roche, Head of Finanee and Treasurer

|

| PricewaterhouseCoopers LLP
PaoC Tomer, 18 York Street, Sulte 8600, Toronta, Dutarie, Canada MsJ 0Bz
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Communications to the Audit and Risk Management

Committee

Key matters for discussion

Comnnents

Status of the audit PricewaterhouseCoopers LLF (Pwl or we ) have substantially
completed cur audit of the consolidated financial statements (the
financinl strtements).

Significant sutelanding items at time of mailing include the

following:

«  Receiptof signed management representation letter;

. Wﬁm:nhﬂlmﬁmm&mw
and internal legal counse]

. dewnfﬂeﬁmmlm nid

+  Subsequent events procedures to the date of our auditor’s report.

Significant accounting, auditing

and reporting matters discussed

with management

Significant accounting estimates In prepuring the financial statements there were a number of

significant eccounting estimates that requived manngement
judgment:

+  Post-employment and post-retirement benefits
{pension and other)
= Discount rates and other actuaria] sssumptions such as
mortality rates and retirement age are incorporated in the
valuation of these obligations.

» Contingent Tiahilities (unsettled aceident clnims)
= The measurement of the unsettled accident claims lability
ses a num ber of estimates and actuarial assumptions.

¢ Other significant provisions
= Thefinancisl statements include various other significant
provisions which are based on manngement judgement and

PwC work performed:
»  Post-employment and post-retirement benefits
=  Weexmined the third party sctuarial valuations of the

TTC Pension Fund and emplayee future benefit obligations at
year-end with the assistance of our PwC aetuarinl specialists
to assess the appropriatensss of the assumptions and
methodology used to record the pension and employes future
benefit liabilities. There were no lssues identified as a result
of our testing.

« Contingent liabilities {(unsettled accident claims)
= We gtilized our PwC actuarial specialists in order to assess
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ey matters for discussion

Cammments

the regsonableness of the pssumptions and methodology wsed
by the TTC in recarding the unsettled aceldent elaims
ltabity. We further tested the aceurney and completeness of
the data used in the caleulation and our speelalists
independently projected a reserve eatimate which was
compared to the estimate recorded by the TTC. No significant
differences were noted.

«  Orther significant provisions
= Wetested gignificant provigions by inquiring with
regarding

maragement

reviewing documentation, and where applicable
mnﬂspmlhﬂ:hmhd Wuhn‘; Al

PwCinl as 0 assess the

rmndﬂ:lgnd’tbempﬂnm.ndﬂhdﬂnﬂuﬂdh

the TTC in reconding certsin other provisions. There were no

issues identified as a result of our testing.

Conclusion:
«  Based on our audit work performed, we have concluded that the
accounting estimates ineluded in the finaneial
slatements are consistently conservative and supportable within
an aceeptable range.

Management override of eontrols
Canadinn Anditing Standard require that
the risk of material misstatement due to
management override of controls be
considered a significant risk on every
audit engagement.

Managemert has implemented internal controls to snsure thit
appropriate segregation of duties have heen established at the TTC in
order to mitigate the dsk of management override of eontrols.

The TTC has policies in place to prevent and deteet frand, including a
eode-of-conduct, an internal audit department, an integrity hotline
for employees and & process to review and approvi manaal journal
entries.

Pw( work performedd:
In completing our andit, we are responsible for maintaining
professional scepticism throughoot our sudit engagement,

considering the potential for management override of controls.

»  We reviswed the quarterly fraud investigation reparts and the call
log of the City Whistle-blower hotling and TTC integrity hotline.
Further, we held discussions with management, internal legal
counsel and the Staff Sergeant of Speclal Investigations. No
significant items were noted in this review other than previously
commirticated.

«  We performed audit work on a sample of significant non-
standard journal entries,

+  We obtsined documentation to support the entrles selectod and
pnsured that all were appropristely approved.

+  Weinocrporeted unpredictable procedures into our wudit
approach.

Conclusion:
Based on our work performed, we found no cireumstances that
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evidenced inappropriate menagement override of contrals,
The TIC has proeesses, controls and other procedures n place to

Risk of fraud in revenne

recognition

Canadian Auditing Standerds assume a
rebuttable presumption, that there is n
significant risk of fraud in revenue
recognition in all businesses.

ensure that revenue is appropriately measured and recognized.

1‘\\{! work performed:
Updated our understanding of management’s processs and
internal controls surrounding revenue recognition.

. nmmﬁmmmdmm for capital and

journal entries and did not identify any entries for testing.
»  Tested significant reveriee streams through substaotive analytical
procedises and tests of controls and detail.

Conclusion:
Based on the results of our testing to date, we noted no issues with
regard to revenie recognition.

Revenue recognition from PRESTO

As revenue derived from FRESTO devices has Increased significantly
in 2016 andis expected to replace tickets, token and passes in the
coming yeans, we performed the following procedures:

»  Performed an independent assessment of eertain business
eortrals at TTC related to revenue generated through PRESTO
system;

«  Obtained the serdee anditor's report for Metroling and Accenture
covering controls over revenue relevant for the TTC; and

+  Obtained confirmation from Metroling for PRESTO revenues,

Conelusion:
Rased on the results of our testing, no issues were noted in the
reporting of revenues from PRESTO in the draft financial statements.

Fraud and illegal acts

No Mwungmmw. or emplovees with a

role in internal contrel or that would cause a material
mhum:mutoﬂhecmad:d:mdﬁn-dll statements and no illegal
acts enme Te gur attention =s a result of our audit procedures.

Wi wish to reconfirm that the Audit and Risk Mansgement
Committee is not aware of any known, suspected or alleged incidents
of fraud or illegal acts not previously discussed with us

Any matters involving known or
suspected non-compliance with
laws or regulations

Mo Instances of known or suspected non-complinnee with [nws or
regulations :ame to our attention as a result of our sudit procedures,

We wish to reconfirm whether the Audit and Risk Management
Committee s aware of any known or suspected ineldents of non-
complinnce with laws or regulations.
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Key muatters for disoussion Comments

Summary of unadjusted items Crr final materiality was $36.0 million, which is lower than our
plenning materiality of $536.6 million previously communicated in the
Audit and Risk Management Committee,

As n result of our audits, we identified unadjusted items with an effect
of a $2.9 million understaternent of surplus uf Peveiie Gve sapenses
for the Toronto Transit Commission.

The above tnadjusted items are immaterial 1o the consolidated
financial st:iements taken as a whole,

Please eee Appendix B for details of the unadjusted misstatements.

Internal control recommendations | We have nosignificant internal control deficiencles to reporl. We
have noted -wo internal control recommendations as reported in

Appendix C

Independence We confirm our independence with respeet to the company in our
annual independence letter, which Is attached ns Appendix E to this
report.

Other information in documents Onee it is completed, we will read the TTC Annual Report and

eontaining audited financial conaider whether the content or manner of presentation is materially

infarmation consistent with the finaneial information covered by our auditor's
repart,

Subsequent events ‘We have not been made aware of any subsequent events which would

Impact the financial statements other than those disclosed. We will
eomplete our subsaquent events proeedures to the date of our audit
optnion,

‘Wi wish to confirm whether the Audit and Risk Ma
Committer is aware of any subsequent events which would impart
the finsncial staterments other than those disclosed.

The matiers @ised m this and cifier repans 1al el flow fom ihe sullt e onfy Ehose Tat have oo 1 Guf @ltenion ansing from o reievant
2 g Uit Ehal wee boliee: needd 10 be Bigught 15 yout sRenlicn. They ¥e not 3 comprehonsive recond of sl (he maten ardsing ard, in
parscular, we cannck be heid nesporsiie for QOMng all fisks in your buss orall coninl wesk L= o i
shoidd enly ba ke in coniext of the ARancil statomaris as & whole, 88 we 00 ot Mean (0 sxpress an oinkan on any nied dual iem o
acoounling estimate. This report has been prepared aclely for your use. it was not prepared for, and i mol inberadéd for, any afhar pumpose. Na
piher perann of enlity shal place sny feliios UEOn I JcCuracy of canpisléensss of statamants made harein, PwC Boos not assurme
rasporsiiity 1o any thied party, and, in n0 aeent, Shall FwG have any labiity for damoges. costs or losses sufferad by fston of any miance
upo e candemis of ihis repart by any peracn OF enlily olher Than you
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Independent Auditor's Report
To the Members of the Roard of the Toronte Transit Commission

We have andited the sccompanying consolidated financial statements of the Toronto Transit Commission,
which comprise the consolidated statetnent of financial position as at December 31, 2016 and the
consolidated statements of operations and acenmulated surplus, remeasurement gaing and lnsses, net debt
and cash flows for the year then ended, and the related notes, which comprise a summary of significant
aceounting policies and other explanatory information.

Management's responsibility for the consolidated financial statements

Management is respongible for the preparation and fair presentation of these consolidated finaneial
statements in pecordanee with Canadian public sector accounting standards, and for such internnl control
a8 management determines [s necessary to enable the preparation of consolidated finunclal statements
that are free from material misstutement, whether due to frawd or error,

Auditor's responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordanee with Canadian generally ancepted auditing standards. Those

standards require that we comply with ethical requirements and plan and perform the audit to obtain
assuranee about whether the consclidated financial statements are free from material

An audit involves parfarming procedures 1o oltsin andit evidenes shoor the smoonts and disclosures in
the consolidated financial sistements. The procedures selected depend on the auditor's

inchuding the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the anditor considers internal control
relevant to the entity's preparation and fair presentation of the consolidsted financial statements in order
to design audit procedures that ate appropriate in the cireumstances, but not for the purpose of expressing
an opinion on the effectivencss of the entity’s internal control. An audit alse includes evaluating the
appropriateness of accounting policles used and the reasonableness of accounting estimates made by
management, s well as evalunting the overall presentation of the consolidated financlal statements.

We believe that the audit evidence we have ohtained in our andit is sufficient and appropriste to provide a
basts for our audit opinion.

: Pricenwaterhouselnopers LLP
Pasl” Toaver, 18 York Street, Swite 2600, Toronto, Omtario, Conoda MsJ oz
T: +a 426 BEF 1138 F- 40 i 365 Bais wene puc.oomy’oa
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opinion
In ouir opinion, the consolidated fingncial stat=ments present fairly, in all material respects, the financial

position of the Toronte Transit Commission as at Diecember 91, 2016 and the results of its operations,
remeasurement gains and losses, net debt and cash flows for the year then ended in aceordance with
Canadian public sector acepunting standards,

Other matter

The accompanying consolidated financial state ments schedule as at and for the year ended

December 31, 2016 is presented as supplementary information only and is not & required part of the basic
consolidated financial statements, The information in this schedule kas been subject to andit procedures

only to the extent necessary to express an opinion on the consolidated finaneial statements of the Toronto

Transit Commizsion.

Chartered Professional Accountants, Licensed Public Accountants
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Appendix B: Summary of unadjusted items
a. Unadjusted items

As 8 mesult of our sudit, we noted the following items with an impact on the liclated of financial

position and idated ent of sperationd and sccumulated curplus.

WGN Curerend Year | Finaneial Liahilities Nan- ng
Surplus Aasets Over/fUneer) | Finaneial Accumulated
Ouver/ {(Ower)/ Under | Stated Assely Surphis
(Under) Steted (Over)) Under | Over/{Under)
Stated Stated Stated

#1 —Amortization

expense recorded in

the current year

relating to prior

years

Dr. Accumulated $2,855.500

surplus

Cr. Amortization ($2,855.500)

expanse

Total ($2,855,500) | &- $- $- $2,855,500

A result of our audit, we conelude that the above unaljusted items are immaterial - indiddually and in total - to
the consolidated financial statements taken as o whole.
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Appendix C: Internal control recommendations

Supervisor review of cash collection sverage/shortage reports is not performed (n a syfficient
level af detail to deteer omissions of information

Observation

Supervisor review of cash collection overage/shortage reports is not detafled enough to detect emissions in
documentation. In addition to this, it was noted that in one instance, a new emplovee was not provided with the
appropriate level of training to ensure that they understond their requirement to ensure this review was performed
by & supervisor.

I

Lack of detailed supervisor review provides opportunity for breakdowns in controls as well as errors being
undetected which may have an impact on the finandial ind operating resulis.
Recommendation

Supervisars should perform a detalled review of preparation of cash overage/shortage reports to ensure that all
aspects of the contral are operating effectively.

Management response

Area supervisors will complete detalled reviews of overage/shortage reports and investigations, This will include
reviewing anomalies brought forward by staff and ensuring that staff is diligently investignting issues that arise and
that all cequired documentation is provided, In addition, training has been arganized for newer stalf 1o ensure that
they are properly trained and possess the skillset needed to complete their assigned dutles,

Segregation of duties within inventory IES application:

Observation

Management has designed the inventory business procsss such that store supervisors nre responsible for the end to
end activities in the Inveniory process, including activites to perform good receipts/goods issue, enter/change
inventory, post inventory differences, and scrap inventery in [FS application ete. As such, (he role is designed to
allow supervisors or any users assigned with this rele tc perform the above sctivities.

Imiplication

Without properly segrogating the duties of snter/shang inventory and post inventory differences, this allows users.
to post unauthorized transactions related to missing inventory pares. Also, this allows a single individual to
potentially under-report inventory records in 1FS and fraudulently removing physical parts from the warchouses.

Recommendation
Management should consider re-designing the role for iore supervisors based on their job responsibilities and
remave broad sceess from their IFS roles.

Managemenl response

M&P Inventory Management hos determined that Store Supervisors haue IFS access comparative to their avea of
vesponsibilities. All inventory related transuctions performed in IFS are in the history logs and capture the User 1D
that performed the transaetion. M&P ls committed to rin reports against the history logs to enaure that there are
no fraudulent transactions created, We will ensure the historical log reports are run on e frequent basis and
properly reviewed by pur menagement, In addition, M&ET has requested IT 1o appropristely limit Bupervisors access
with the intent of ensuring a proper segregation of duties, to avoid any opportunity for framd.


http:acth1L.es
http:dutlc.11

Tormonso Transd Commissicn 2016 Year-and repoit 1o iha Audil and Riek Management Commiliss

|
Appendix D: Management representation letler



Cliend Ledterhood

My rfi, @017

Ms. Cathy Russell, Partner
PricewaterhouseCoopers LLP
PwC Tower

18 York Street, Suite 2600
Toronto, ON MaJ oBz

Desr Ms. Russell:

We are providing this letter in connection with your sudit of the consolidated financial statements of
Toronto Transit Commission and its subsidiaries (tozether, TTC) as al December 91, 2016 and for the year
then ended for the purpose of expressing an opinion as to whether such consolidated financlal stalements
present fairly, in all material respects, the consolidated financial position, consolidated results of
aperations, consolidated remeasurement gains and losses, consolidated changes [n net debt and
consolidated cash flows of TTC in aceordaner with Cinadiam public sector accounting standards.

A. Management's responsibilities
We have fulfilled our respangibilities, as et aurt in the terms of the audit engagement letter dated

November 30, 2015, In particular, we confirm to you that:

= Weare responsible for the preparation and fair presentation of the consolidated finanelal
statements in accordance with Canadian public sector accounting standands;

= Weare responsible for designing, implementing and maintaining an effective system of Internal
control over financial reportlog to enable the preparation and fair presentation of the
consolidated financial statements that are free from material misstatement, whether due to frawd
arerror, In this regard, we are responsible ‘or establishing policies and procedures that pertain
to the maintenance of aceounting systems ind records, the authorization of receipts and
dishursements, the sufeguarding of assets and for reporting Ananclal information;

. rdi.wmmmmmmmwmnmnnmdmawdinthmdlh

engagement;
s All transactions have been recorded in the accounting records and are reflected in the
eomanlidated financial dalements.

We canfirm the following representations:

B. Preparation of consolidated financial statements
The consolidated financial statements inchede all disclosures necessary for fair presentation in
accordance with Canadian public sevtor accounting standards and disclosures otherwise required to
be included therein by the laws and regulations to which TTC is subject.

We have appropriately reconelled our books and records (e.g. general ledger accounts) under the
consolidated fi statements to their related supporting information (e.g. suh or t

party data). All related reconeiling ltems considered to be materdal were identified and included on
the reconeiliations and were appropristely adjusted in the consolidated financial statements, There
were no matertal unreconeiled dilforences or material general ledger suspense ateount fems that
should have been adjusted or reclnssified 1o another account balance, There were o material general
ledger suspense account ftems written off to a belance sheet account, which should have been written
off to a profit and loss account and vice versa. Al consolidating entries hava mwmm
All inter-governmental unlt accounts have been diminated or appropristely nind eonsidered
for disclosure in the consolidated financial statements.


http:standa:.rd
http:reporti.ng
http:ttattmen.tl

F.

Accounting policies

We confirm that we have reviewed TTC's accounting policies and, having regard to the possible
alternative polivies, our selection and application of acepunting policies and estimation technigues
used for the preparation and presentation of the consalidated financial statements is appropriate in
the TTC's particular circumstances to present fairly in all material respects its financial position,
results of operations, remeasurement gains and losses and cash flows in accordanes with Canadian
public sector accounting standards.

Internal controls over financial reporting
We have designed disclosure controls and procedures to ensure material information relating to the
TTC, including its consolidated subsidiaries is made known to us by others within those entities,

We have designed internal eontrol over financial reporting to provide reasonable assurance regarding
the reliahility of Anancial reporting and the preparation of the consalidated financial statements for
external purposes in aceordanee with Canadian public sector accounting standards.

We have not identified any significant deficienzies in the design or operation of diselosure controls
and procedures and internal control over financial reporting as at December 31, 2016,

Minutes
All matters requiring diselosure to or approval of the Board of Directors or the sharehelders have
been bronght before them at appropriate meetings and are reflected in the minutes.

Completeness of transactions

All contractual arrangements entered into by TTC with third parties have been properly reflected in
the aceounting records orfand, where material {or potentially material) to the consolidated financial
statements, hove been diselosed to you. We hare complied with all aspects of contractual agreements
that could hawve a material effect on the consolidated financial statements in the event of non-
compliance. There are no side agreements or cther arrangements (either written or oral) undisclosed
1o you.

Fraud

»  We have disclosed to vou:

#  The results of our assessment of the risk that the consolidated financial statements may be
materially misstated as a result of frand;

s All information in relation to fraud or suspected frand of which we are aware affecting TTC
involving management, employees whe have significant roles in internal control or athers where
the fraud could have a material effect on the conselidated financial statements; and

»  All information in relation to any allegations of fraud, or suspected freud, affecting TTC's
congolidated financial statements, commanicated by employees, former employees, analysts,
regulators or others,

Disclosure of information

*»  Wehave provided you with:

«  Acpess to all information of which we are aware that is relevant to the preparation of the
consolidated finanelal statements, such as records, dorumentation and other matters including:

*  Contracts and related data;

«  Information regarding signifieant transactions and arrangements that are outside the normal
course of business;

o Minutes of the meetings of management and of the board; including confidential minutes.

»  Additional information that you have requested from us for the purpose of the audit; and

s Unrestricted aceess to persons within theentity from whom you determined it necessary ta
phtain audit evidenee.

Except far the allegations of the employes benefit frand diseussed in the minutes of the November 12,
2015, meeting of the Audit and Risk Management Committee, we have no knowledge of any
allegations of fraud or suspected fraud affecting the company received in communications from
employees, former employees, analysta, regulators, short sellers, or others.
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L. Compliance with laws and regulations
We have disclosed to you all aspects of laws, mgalations and contractual agreements that may nffect
the eonsolidated finanelal statements, including actual or suspeeted non-complianes with laws and
regulations whose effects should be considered when preparing financial statements,

We are not aware of any [legal or possibly illega’ acts committed by TTC's directors, officers or
emplovees acting an TTC's behalf.

J.  Accounting estimates and fair value measurements
Significant assumptions used by TTC in making accounting estimates, including fuir value accounting
estimates, are reasonable,

For recorded or disclosed amounts in the consoldated financial statements that incorporate fair value
measurements, we conlirm that:

»  The measurement methods are appiropriate and consistently applied;

. Themlﬁnuuuumhmunﬂhdﬂmfmrwht mmummmuplum our best

. mwtmmmﬂhMIbhmmwww
in the consolidated financial statements; ard

= The significant sssumptions vsed in determining fair value measirements are consistent with
TTC's planned courses of action. We have o plans or intentions that have not been diselosed to
you, which may materially affect the recorded or disclosed fair values of assets or Habilities.

Significant estimates and measurement uneertainties known to management that are required to
be diselosed in aecordanee with CPA Canada Public Sector Aceaumting Handbook Sectlon P8
2130, Measurement Uncertalnty, have been appropristely diselosed.

K. Related parties
We confirm that we have disclosed Lo you the identity of TTC's related parties as defined by Canadian
Anditing Standard 550, and all the velated party relationships and trangactions,

The identity of, lﬂl&umhin balances and transictions with related pariies have “‘Ernperh'

mrﬂeﬂandlduqumiy disclosed in the consolidated financial statements, as rogquined by CAS 550.
Thelunimhmdpuﬁesmmhdmlhhlumnmdkﬂm describes the
entities under TTC s contral and other entities usder common umholwllhth'l'ﬂ.‘ whom
significant transactions cocur.

L. Going coneern
We have no plans or intentions that may materially alier the carrying value or classification of assets
and lisbilities reflected in the consolidated financial staterments (e.g. to dispose of the business or to
cease operalions).

M. Assets and lisbilities
We have satisfactory tithe or control over all assats, All liens or encumbrances on TTC's aasets and
assets pledged as collateral, to the extent material, have been disclosed in the notes to the
consalidated financial statements.

We have recorded or diselosed, os appropriate, all Kahilities, in aceordance with Canadinn public
sector aceounting standands, All labilities and contingemcies, inclading those assoclated with
guarantees, whether written or oral, under which TIC is contingently lable in aceordange with the
CPA Caneda Public Sestor Accounting Handbeok Section PS 3300, Contingent Liabilitles, have been
diselosed to vou and are appropriately reflected in the consolidated Anancia) statements.
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N.

0.

Litigation and elaims

All known actual or possible litgatlon and claims, which existed at the statement of lnancial position

date ar exist now, have hean disclosed to you and accoumted for and disclosed in accordancs with
public seetor acevunting standards, whether or not they have been discussed with

counsel, The significant assumptions used in determining our best estimate for elnims are reasonahle

and have been applied consistently, No subsequent event requires adjustment to any accounting

estimate for claims ineluded in the consolidated financial statements.

Misstatements detected during the audit

Certain representations in this letter are described as being limited to those matters that are material.
Items are also considered materdal, regardless of size, if they imwolve an omission or misstatement of
accounting information that, in light of surrouncing circumstances, makes it probable that the
judgment of a reasonable person relying on the information would have been changed or influsneed
by the amission or misstatement.

We confirm that the consolidated financial statements are free of material misstatements, inchading
R

‘The effects of the uncorrected misstatements in the consolidated financial statements, as summarized

in the accompanying sehedule (Appendix B), are immaterial, both Individually and in the aggregate,
to the consolidated financial statements taken a: a whobe, We confirm that we are not aware of any
uncorreeted misstatements other than those inchided in Appendix B.

There are no adjusted misstatements in the financial statermnents.

Events after balanes sheet date

We have identified all events that oecurred between the statement of financial position date and the
date of this letter that may require sdjustment of, or diselosure in, the consoliduted finanelal
statements, and have effectod such ndjustment or disclosure.

Cash and banks
nmhnnhudmmmmnm.mmmmmmmgmmm.mkmn

and bank indebledness of

Al eash balances are under the contral of TTC, free from assignment or other charges, and
unrestricted as to use, except as disclosed Lo you

The amount shown for cash on hand or in bank accounts exchedes trust or other amounts, which are
not the property o TIC

Arrzngements with finaneclal hdllmhnmmhhmwu&wmw
involving restri on cash b limes of tredit, or similar arrangements have been properiy
disclosed

All cash and bank accounts and all other properties and assets of TTC are included in the liddated
financial statements &8 at December 31, 2016,

Aceounts receivable
All amounts recebvable by TTC were recorded in the books and records,

Amounts receivable amountead 10 $81,208,000 and are considered to be fully collectible, An
apprapriate allowance has been made in the acesunts for potentisl uncollectible accounts,

Amounts receivable are not sulject to discount except for normal cash and volume discounts which
are appropristely provided for.

All receivables were free from hypothecation or sssignment as security for advances to TTC, exeept as
hereunder stated.
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T.

Portfolio investments and other financial assets
All securities and other financial assets that were ovmed by TTC were recorded in the necounts,

All ineome earned on the financial assets has been recorded in the accounts, and any inlerest Ineome
has been acerued vsing the effective interest sate method.

We are not aware of any objective evidence of impairment that would result in the recognition of an
impairment loss on any financial asset.

There his been no activity in any dormant or inactive subsidiaries, business enterprises, partnerships,
joint venhires or other participations, except as disclosed to vow

Inventory
hmmmmmamlummwmmmn the lower of cost or net
mﬂndlumimrlll dnmaged, wholly or partially obsolete, or unussble inventories (o their
estimated selling price less estimated cost 1o sell Inventory guantities at the balance sheet date were

ined from physical counts or from TTCs perpetual inventory records, which have been
adjusted on the basis of physical inventories taken by competent employees at year-end. Liabilities for
amounts unpaid are recorded for all items incluced in inventories o balanee sheat dates.

A provision has been made to reduce excess or obsolete inventories held for resale to their eastimated
net realizable value.

There have been no events conditions or changes in eircumstances that indicate inventory held for
consumption will no longer be used or consumed in TTC's operations.

Tangible capital assels
All charges to tangilile capital asset aecounts represented the actual enst of additlons to tnglble
capital assets,

Mo significant tangible capital asset additions were charged to repaivs and maintenance or other
expense aooounts,

Book values of tangible capitil assets sold, destroyed, abandoned or otherwise disposed of have been
dliminated from the accounts.

i waed by TTC i o ematic basis their eatimated
mummmgm:ldﬂrmmn ztduptdlﬂun“ mﬂ?mmummn;mmﬂmu:mm of the
previous dale.

All lease agreements covering sssets beased by of from TTC have been disclosed o you and classified
a5 leased tangible capital azsets or operating leases.

There have been no events, conditions or changes In circumstances that indicate that a tangible
capital asset no longer contributes to TTC's abiliy te provide goods and services or that the value of
future economic benefits assoclated with the tangible capital asset is less than its net book value. We
believe that the carrying amount of TTC's long-lhved tangible capital assets is fully recoverable in
accordance with CPA Canada Public Sector Acctunting Handbook PS 3150.

Deferred revenue
Al material amounts of deferred revenue were appropriately recorded in the books snd records.

; Mmmmth:ueﬂh post-employment benefits, compensated absences and

termination benefi

All arrangements mmﬂdu retirement benefits, post-employment benefits, eompensuted nheences
mmmmtmhmﬁanunimnﬁdmmlndmmwﬂihthcmﬂﬂvﬂmﬁnn
ag required.




The actuarial valuations Ineorporate management's best estimates, as detailed in note g of the
consolidated financial statements,

The actuarial assumptions end methods used to measure labilities and costs for finenclal sceounting
purpases for pension and other post-retirement benefits are appropriste in the clreumstinees,

The TTC doss not plan ta make frequent amendments to the pension or other post-retivement benefit
plans.

All changes to the plan and mumqﬂuy«ywpndﬂ:e plan's performanee sinee the laat actuarial
valuation have been reviewed and sonsidered indetermining the pension plan expense and the
mmmwhad'mudpmdmhumﬁtsmdmdpmdm plan assets where
latest actuarial veluation for sccounting purposes is not at the balance shect date.

TTCs actuaries have been provided with all information required to complete their valuation as at
January 1, 2016 and their extrapolation to Decersher 31, 2016.

We confirm that the estrapolations ane accurate and include the proper reflection of the effects of
dungﬁmdm ocourring subsequent 10 the most recent valuation that had a material effect on

The employee fature benefit costs, assets and obligations have been determined, sceounted for and
diselased in aecordanee with CPA Canada Public Sector Accounting Handbook PS 3250, Retirement
Benetits and CPA Canada Publie Sector Accountng Handbook PS 3255, Post-employment Benefits,
Compensated Absences and Termination Benefis,

The significant aceounting policies that TTC has adaptes in applying CPA Canada Publie Sector
Accounting Handbook Beetlon P8 4250 and CPA Canada Public Sector Accounting Handhook Section
PS5 7255 are accurately and completely disclosed in the notes to the consolidated financiul tatementy.

Each of the best estimate assumptions used reflects management's judgment of the most likely
auteames of future eventy,

The best estimate assumptions used are, as a whole, internally consistent, and consistent with the
asset valuation method adopted.

The discount rate used to determine the sccrued benefit oblizetion was determined by reference to
the City of Toronto’s borrowing rate using assumptions that are internally consistent with other
mﬂmmmdhlﬂuMJMWMq%mdﬂmm

The assumptions included in the actuarial valuadon are those that management Instructed Mercer
and Aon Hewitt to use in computing amounts to be used by management in determining pension
costs and obligations and in making required disclosures in the ahove-named consolidated financial
statements, in secordance with CPA Canada Putlc Sector Accounting Handbook Section P8 3250. In
arriving at these assumptions, management hasobtained the advice of the above mentioned
mmﬂmmnmmhmmmmmmmnnﬂ responsibility
for them.

The sourece data and plan provisions provided to the actuary for preperation of the actuarial valuation
are aceurate and complete,

The disclosure of the TTC's shure of the 1isks and benefits under joint defined benefit plang, the totul
financial status of any joint plans, significant poicies nnd a deseription of the unlque nature and
terms of any joint plans are acenrate and complete.

All changes to plan provisions or events scrurring subsequent to the date of the actuarial valuation
anwd up to the date of this letter have been consicered in the determination of pension costs and
obligaticns and as such have been communieated to you as well as to the actuary.
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X.

Environmental matters
There are no Habilitics or contingencles arlsing fom environmental matters that have not already
been disclosed to the auditar,

Liahilities or contingencies related to environmental matters have been recognlzed, measured and
disclosed, as appropriate, in the consolidated financial statements,

We have considered the effect of environmental matters and the carrying value of the relevant assets
is recognized, measured and disclosed, a8 appropriate, in the consolidated financial statements.

All eommitments related 1o environmental matters have been measured and disclosed, as appropriate
in the consolidated financial sistements.

Consolidations

We confirm that the TTC has 100% ownership of the Toronto Coach Terminal Ine. and the Toronto
Transit Commission Insurance Company Limited. Accordingly, they are controlled entithes of the
TTC. The Toronto Transit Commission Sick Benefit Assoclation is also controlled by the TTC. Wealso
confirm that there is insignificant activity in the Toronto Transit Commission Sick Benefit
Assoclation.

Use of a specialist

We assume mpmnﬂllly for the &rﬂ.ﬂp of specialists in evaluating the employee benefit ahli,pﬂon
and have adequately considered the qualifications of the specialists in determining the amounts and
disclosures used in the consolidated Anancial stetements and underlying aecounting reeords, We did
not give or ciuse any instrections o be glven to specialists with respect to the valiies or imounts
derived in an attempt to biss thelr work, and weare not otherwise aware of any matters that have hind
an impact on the independence or objectivity of : he specialists,

. Derivative financial instruments

The TTC has recognized, and recorded at falr vilie, all embedded derivative instnoments that are
required to be separated from thelr host contracss, in accordance with CPA Canada Public Sector
Apeounting Handbook Section P8 3450, Financial Instruments.

The TTC has recognized and recorded at fuir valee all non-financial derfvatives that are ineluded
within the scope af CPA Canada Public Sectur Accourting Handbook Section PS g450, Financial
[nstruments.

We confirm that our objectives with respect to derivative financial instruments are for hedging
Purposes.

We confirm that the:

*  The records reflect all transactions involving derfvative financial instruments; and
s Theassumptions and mhw-mnmmmm:ml:dmmm finaneial
instruments are reasonable,

All transactions involving derivative financtal instraments have been eondueted at arm's length and at
fair values,

We have disclosed to you the terms of transactions involving derivative financial instruments,
There are no side agreements associated with amy derivative financial instroments.

BE. General

Memmpmpﬂall.nmmmntl ons eompleted, in process, or contemplated that would
result in the suspension or termination ufmynﬂlﬂialpartnfmnupulban

Information relative to any matters handled on behalf of TTC by any legal counsel, including all
comespondence and other files, has been made svailsble to yoo.
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0. Government transfers
We have disclosed all significant terms and agreements in respect of transfers reoetved from
governments.

Transfers without eligibility criteria or stipulatioss have been recognized as revenue once the transfer
has been authorized.

Transfers with eligilality criteria but without stipulations have been recognized as revenue once the
teanafer has been authorized and all eligibility eriteria have been met.

Transfers with or without eligibility criteria but with stipulations have been recognized as revenue in
the yenr the transfer has been authorized and all eligibility eriteria have bean mel, exeept when, and to
the extent that, the transfer gives rise to an obl n that meets the definition of a lability for the
reolplent government in accordinee with CPA Public Sector Accounting Handbook P5 3200,
Liabilities,

DD, Budgetary data
We have included budgetary data in our consolicated financil statements, which is relevant to the

users of the consolidated financial statements and consistent with that originally planned and
approved. Planned results were presented for the same scope of activities and on a basis consistent
with that used for actual resalis.

Yours truly,

Toronto Transit Commission

Mr. Andy Byford, Chief Executive Officer

Mr. Vineent Rodo, Chief Finanrial & Administration Officer

Mr. Michael Roche, Head of Finance & Treasurer

Maz. Jennifer Imbrogno, Director - Capital Ascounting

Ms. Sharon Tippett, Manager — Financial Statements

Mas. Nancy Thai, Supervisor — Accounting Polley & Flnancial Reporting
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Appendix A - List of related parties

+ ity of Toronto
Toronto Coach Terminal Inc,
+  Toeronte Transit Commission Insurance Company Limited
The TTE Sick Benefit Association
The TTC Pensian Fund Soristy
Toronto Waterfront Revitalization Corporation (TWTRC)
+  Toronts Hydro Corporation
+  Toronto Parking Authority



Appendix B: Summary of unadjusted items

Ag aresult of our audit, we noted the following ttems with an impact on the consolidated stitement of

financial position and consolidated statement of opeations and accumulated surplus,

Description Current Year | Finaneinl | Liabilities | Norn- Operning
Surp Anzets Overf Fineneial | Accumulated
Overy/ (Dver)/ (Under) Assels Surplus
(Undder) Uil Siulosd (Oueily Dvery
Stated Stated Under {Under)

Stated Stated

#1 — Amortization

expense reconded

in the current year $2.855.500

relating 1o prior (%2855 500)

years

Dr. Accummulated

surplus

Cr. Amortization

m )

Total (82,855.500) | 8- - & $2,855, 500

As a result of our audit, we eonelude that the above inadjusted items are immaterial = individunally and in
total - to the consolidated financial statéments taken as a whaole.
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May 24, 2007

Members of the Audit and Ritk Management Committee of the
Toronto Transit Commission

1900 Yonge Street

Toronto, ON M4S 1%z

Dear Members of the Audit and Risk Management Committee:

We have been engaged to audit the consolidated financial statements of the Toronto Transit Commissicn
(the TTC) for the year ended December 51, 20.6.

Canadian generally aceepted auditing standards require that we communicate at least annually with you
regarding all relationships between the TTC, its management and us that may reasonably be thought to
bear on our Independence,

In determining which relationships ta report, these standards require us to consider The Rules of
Professional Conduet of the Charterad Professonal Accountants of Ontario and applicable leglslation
covering such mattery ns:

holding a financial interest, either directly or indirectly, in a client;

serving as an officer or director of n client;

performance of management funclions for an assurance client;

personal or busines relstionships of immediate family, close relatives, partners or retired poartners,
elther directly or indirectly, with a dient or its management;

economic dependence on a client;

long association of sendor personnel with a listed entity aundit client;

Audit and Risk Management Committee approval of services to a listed entity audit client; and
provision of services in addition to the audit engagement.

We have prepared the following comments to ‘acilitate our discussion with you regarding independence
matters arising since May 11, 2016, the date ofour last letter.

We ore not aware of any relationships between the TTC or its management ani
PricewaterhouseCoopers LLP that may reasonably be thought to bear on our Independence that have
ocourred from Muay 11, 2016 to May 24, 2017

g

=g

W hereby conflrm that we are (ndependent with respect to the TTC within the meaning of The Rules of
Professional Conduet of the Chartered Professional Aceountants of Ontario as of May 19, 2017.

PriceyaterhouseCsopers LLP
Prol™ Towver, 18 York Street, Sulle 2800, Toronte, Ontaria, Canoda M55 aB2
T: 47 416 BEF 1158, Fr +1 416 365 8xis,
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This report is intended solely for the use of the Audit and Risk Management Committee, the Board of
Directors, management and others within the TTC and should not be used for any other purpose,

We look forward to diseussing with you the matters addressed in this letter at our upcoming meeting on
May 2g, 2017,

Yours very truly,

Chartered Professional Accountants
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