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ACTION ITEM  
 
  
 
 
RECOMMENDATION 
 
It is recommended that the Audit Committee: 
 

1) Approve the draft consolidated financial statements of the Toronto Transit Commission, 
which include the results of TTC’s subsidiaries, for the year ended December 31, 2013; 
and 
 

2) Approve the forwarding of the consolidated financial statements to the May 28, 2014 
Board meeting for formal approval and then to the City Council after the report is reviewed 
by the Audit Committee of the City of Toronto on June 27, 2014. 

 
 
BACKGROUND 
 
The mandate and responsibilities of the Audit Committee include a requirement to “...review the 
annual Financial Statements and consider whether they are complete and consistent with 
information known to Committee members...”.  
 
 
DISCUSSION 
 
The draft consolidated financial statements of the Toronto Transit Commission for the year ended 
December 31, 2013 have been prepared by Management.  They have been audited by 
PricewaterhouseCoopers LLP (“PWC”), as indicated by the draft Auditor’s Report (or ‘Opinion’) 
included with the attached statements.  The Auditor’s Report provides an opinion that the 
consolidated financial statements present fairly, in all material respects, the financial position of 
the TTC in accordance with Canadian Public Sector Accounting Standards (PSAS).  After the 
financial statements are approved by the Audit Committee and PWC completes its file 
documentation, the draft unqualified opinion will be finalized on PWC letterhead.   
 
 
Key Components of the Consolidated Financial Statements  
The attached consolidated financial statements consist of five main statements and 19 notes that 
provide context to the numbers that are presented on the statements. The five statements 
presented are:  
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1) Consolidated Statement of Financial Position 
The Consolidated Statement of Financial Position is considered to be the equivalent of 
the private sector’s balance sheet. This statement focuses on the TTC’s assets (financial 
and non-financial) and liabilities. The difference between the liabilities and financial 
assets is the Commission’s net debt, which represents the net amount that will be 
funded from future revenue.  
 

2) Consolidated Statement of Operations and Accumulated Surplus 
The Consolidated Statement of Operations and Accumulated Surplus is considered to 
be the equivalent of the private sector’s Statement of Income and Retained Earnings. It 
provides a summary of the revenues and expenses for the year.  

 
3) Consolidated Statement of Remeasurement Gains and Losses (New for 2013) 

The Consolidated Statement of Remeasurement Gains and Losses outlines the changes 
in fair value of financial instruments designated to the fair value category (i.e. 
derivatives) and, of these financial instruments measured at fair value, the amounts 
settled and reclassified to the Statement of Operations.  This statement is a new PSAS 
requirement which became effective for TTC, as an Other Government Organization, 
effective with the fiscal year beginning January 1, 2013. 
 

4) Consolidated Statement of Change in Net Debt 
This statement outlines the items that have caused a change to the net debt amount that 
is presented on the Consolidated Statement of Financial Position.  
 

5) Consolidated Statement of Cash Flows  
This statement outlines the key cash inflows and outflows to explain the change in the 
cash balance on a year over year basis.  
 
 

Reduced Operating Subsidy Requirements for the Year 
 
It is important to note that the accounting surplus presented on the consolidated financial 
statements is unrelated to the 2013 operating budgets reduced subsidy requirements (i.e. non-
required budgeted subsidy). The TTC had reduced operating subsidy requirements of $46.0M for 
conventional transit and $1.7M for Wheel-Trans. This represented the amount by which the 
operating subsidy available from the City of Toronto exceeded the amount that was actually 
required and used by the TTC. This is summarized as follows: 
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$ Millions TTC Conventional 

Transit 
Wheel-Trans Total 

2013 Operating Expenses1 1,485.1 100.8 1,585.9 
2013 Operating Revenue 1,120.1 5.7 1,125.8 
Current Operating Subsidy Required 365.0 95.1 460.1 
Current Operating Subsidy Available 411.0 96.8 507.8 
Reduced Operating Subsidy Requirement  46.0 1.7 47.7 
 
The budget for operating subsidy on the consolidated statement of operations is $536.8M and the 
actual operating subsidy recognized is $467.7M (refer to page 6 of the attached financial 
statements). The difference between these amounts and the information presented in the table 
above relate to the portion of environmental expenses funded through capital subsidy, write-down 
of capital projects as well as accident claims and employee benefits that are funded through the 
long-term receivables. These expenses were $21.4M under budget.  
 
Accounting Surplus – As Reported in the Consolidated Financial Statements 
 
The accounting surplus for the year as reported in the Consolidated Statement of Operations is 
comprised of the following items:  
 
Item $ Millions 
Capital subsidy revenue            1,054.5   
Depreciation expense for assets that were funded through capital subsidy              (289.9) 
Entities under the control of TTC                   0.2 
Other expenses funded through capital subsidy                (31.0) 
Total               733.8 
 
Explanations for the components of the accounting surplus are as follows:  
 
Capital Subsidy Revenue and Depreciation Expense: $764.6M (net) 
Capital subsidies are used to acquire or construct capital assets. Under PSAS, these subsidies 
must be recognized as revenue, in the year that the TTC qualified for the funding (i.e. the year in 
which the capital asset was acquired or constructed). In 2013, the TTC recognized $1,054.5M in 
capital subsidy revenue.  
 
The cost of these capital assets, however, is not immediately recorded as an expense as the 
                     
1 When compared to the amount reported on the Consolidated Statement of Operations, 
this amount excludes: depreciation related to subsidized capital assets; environmental 
expenses funded through capital subsidy; write-down of capital projects previously 
funded through capital subsidy and the costs of certain employee post-retirement 
benefits and accident claims that are funded through the long-term receivable but 
includes the City’s Special Costs (details can be found on the Consolidated Financial 
Statements Schedule at the end of the Financial Statements). 
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assets will serve the TTC for several years. Instead, a depreciation expense is recorded in the 
Consolidated Statement of Operations over several years as the assets are used and gradually 
wear out. In 2013, the TTC recorded $289.9M of depreciation expense which is an estimate of the 
decline in value of TTC’s assets in 2013 due to age and use.  
 
The difference between the capital subsidy revenue ($1,054.5M) noted above and the 
depreciation expense for subsidized assets ($289.9M), is the source of $764.6M of the accounting 
surplus, however this amount does not represent surplus funds. The full $1,054.5M was spent on 
the capital assets acquired or constructed this year.  
 
Typically, operating budget reports do not include the capital subsidy revenue or the depreciation 
expense for the related assets because these subsidies are incorporated into the capital budget 
process and because depreciation expense is an accounting expense that is not linked to any 
cash requirement.  
 
Entities Under the Control of TTC: ($0.2M) (net surplus) 
Budgets and periodic financial reports are presented separately for the TTC conventional transit 
system, Wheel-Trans operations, Toronto Coach Terminal Inc., TTC Insurance Company Ltd. and 
the TTC Sick Benefit Association. However PSAS requires these financial statements to be 
presented on a consolidated (i.e. combined) basis. Therefore the results for all entities controlled 
by the TTC are reported in aggregate. As a result, the $0.2K surplus reported by the Toronto 
Coach Terminal Inc. is reported in these consolidated financial statements and form part of the 
TTC’s consolidated surplus for the year.   
 
Other Expenses Funded Through Capital Subsidy: ($31.0M)  
The Conventional Transit Service expenses include $2.5M of environmental expenses that were 
funded through the capital subsidy noted above and $28.5M in write-down of capital projects that 
were funded through capital subsidy in the year originally acquired or constructed.   
 
The above information provides some context to the amount presented in the attached 
consolidated financial statements. Both staff and PWC auditors would be pleased to answer any 
further questions that you may have about the financial statements for 2013. 
 
 - - - - - - - - - - - - 
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