: STAFF REPORT
- 7 A ACTION REQUIRED

Draft Consolidated Financial Statements of Toronto Transit
Commission for the Year Ended December 31, 2016

Date: May 29, 2017

To: TTC Audit & Risk Management Committee
From: Chief Executive Officer

Summary

The TTC is required to prepare annual financial statements, to arrange for them to be
audited by external auditors and, to forward them to the City.

TTC’s 2016 consolidated financial statements present TTC’s 2016 financial results and
financial position as of December 31, 2016.

Recommendations

It is recommended that the Audit & Risk Management Committee
1. Approve the report; and

2. Approve forwarding a copy of the approved consolidated financial statements of
the TTC to the TTC Board and then to the City Clerk for appropriate handling.

Implementation Points

This report must be approved at the May 29, 2017 TTC Audit & Risk Management
Committee Meeting to ensure timely submission to the June 15, 2017 TTC Board
Meeting and then 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.
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Decision History
TTC’s Corporate Policy 6.2.0 Financial Reporting to the Board, paragraph 4.1 states that
annual audited financial statements must be included in the TTC’s Annual Report.

Furthermore, at its meeting on November 12, 2015, the TTC Audit & Risk Management
Committee approved that the terms of reference of the Audit & Risk Management
Committee which includes a requirement to “review with management and the external
auditors the annual financial statements, and consider whether they are complete, consistent
with information known to Committee members, and reflect appropriate accounting
principles” as set out in item 2 at:

http://www.ttc.ca/About_the TTC/Commission_reports_and_information/Committee_m
eetings/Audit_Risk_Management/2015/November_12/Agenda/index.jsp

Comments

The draft consolidated financial statements of the Toronto Transit Commission for the year
ended December 31, 2016 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 & Risk
Management Committee and Board, 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 18 notes
that provide context to the numbers that are presented on the statements. The five
statements presented are:

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 TTC’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.

Draft Consolidated Financial Statements of TTC for the Year-Ended December 31, 2016 2


http://www.ttc.ca/About_the_TTC/Commission_reports_and_information/Committee_meetings/Audit_Risk_Management/2015/November_12/Agenda/index.jsp
http://www.ttc.ca/About_the_TTC/Commission_reports_and_information/Committee_meetings/Audit_Risk_Management/2015/November_12/Agenda/index.jsp

3) Consolidated Statement of Remeasurement Gains and Losses

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.

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.

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, which are explained further starting on

page 4:

Item $ Millions
Capital subsidy revenue 1,094.2
Depreciation expense for assets that were funded through capital subsidy (350.4)
Other expenses funded through capital subsidy (4.2)
Entities under the control of TTC 0.3
Rounding 0.1
Total 740.0
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Reconciliation of Accounting Surplus in Consolidated Financial Statements to
Reduced Operating Subsidy Requirement

The following table reconciles the accounting surplus to the reduced operating subsidy
requirement.

$ Millions 2016
Surplus per Consolidated Financial Statements 740.0
Adjustments for Non-Operating:

Capital Subsidy Revenue Net of Amortization (743.8)

Other Expenses funded through Capital Subsidy 4.2
Other Entities Under Control of TTC 0.3)
Rounding (0.2)
Subtotal 0.0
Operating Subsidy Revenue per Financial Statements (637.2)
City Special Costs (3.7)
Adjustments for Future Recoverable Amounts:

Post-Retirement Benefits 42.3

Accident Claims (5.8)
Rounding 0.1
Operating Subsidy Required (604.3)
Operating Subsidy Available 610.3
Reduced Operating Subsidy Requirement 6.0

Explanations for the components of the accounting surplus are as follows:

1) Capital Subsidy Revenue and Depreciation Expense: $743.8M (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 2016, the TTC
recognized $1,094.2M in capital subsidy revenue.

The cost of these capital assets, however, is not immediately recorded as an expense as the
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 2016, the TTC recorded $350.4M of depreciation expense which is
an estimate of the decline in value of TTC’s assets in 2016 due to age and use.

The difference between the capital subsidy revenue of $1,094.2M noted above and the
depreciation expense for subsidized assets of $350.4M, is the source of $743.8M of the
accounting surplus, however this amount does not represent surplus funds. The full
$1,094.2M was spent on the capital assets acquired or constructed this year.
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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.

2) Other Expenses Funded Through Capital Subsidy: $4.2M
Other expenses include environmental expenses and the write-down of capital projects both
of which were funded through capital subsidy.

3) Entities Under the Control of TTC: $0.3M (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, an
additional $0.3M *surplus forms part of the TTC’s consolidated surplus for the year.

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 2016 operating budgets reduced subsidy requirements (i.e.
budget surplus). The TTC had reduced operating subsidy requirements of $7.7M for
conventional transit and a budget deficit of ($1.7M) for Wheel-Trans. The net amount of
$6.0M 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 in the table:

$ Millions TTC Wheel- Total
Conventional Trans
Transit
2016 Operating Expenses® 1,682.1 125.5 1,807.6
2016 Operating Revenue 1,196.2 7.1 1,203.3
Current Operating Subsidy Required 485.9 118.4 604.3
Current Operating Subsidy Available 493.6 116.7 610.3
Reduced Operating Subsidy Requirement 7.7 (1.7) 6.0

! Net of intercompany eliminations

2 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; 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 and Capital from
Current (details can be found on the Consolidated Financial Statements Schedule at the end of the Financial
Statements).
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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 2016.

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

Attachments
Draft TTC Consolidated Financial Statements for the Year-Ended December 31, 2016
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May @@, 2017
Independent Auditor’s Report

To the Members of the Board of
the Toronto Transit Commission

We have andited the accompanying consolidated financial statements of the Toronto Transit
Commission, which comprise the consolidated statement of financial position as at December 31,
2016 and the consolidated statement of operations and accumulated surplus, remeasurement
gainz and losses, net debt and cash flows for the year then ended, and the related notes, which
comprise a summary of significant accounting policies and other explanatory information.

Management's responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consclidated
financial statements in accordance with Canadian public sector accounting standards, and for
such internal control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to frand
O eITOr.

Anditor's responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our andit. We conducted our audit in accordance with Canadian generally accepted anditing
standards. Those standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance about whether the consclidated financial
statements are free from material misstatement.

An andit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
anditor's judgment, including 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 consolidated financial statements in order to design andit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriatensss
of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial
statements.

We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to
provide a basis for our audit opinion.
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Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Toronto Transit Commission as at December 31, 2016 and the results of
its operations, remeasurement gains and losses, net debt and cash flows for the year then ended
in accordance with Canadian public sector accounting standards.

Other matter

The accompanying consolidated financial statements schedule as at and for the year ended
December 31, 2016 is presented as supplementary information only and is not a required part of
the basic consolidated financial statements. The information in this schedule has been subject to
audit procedures only to the extent necessary to express an opinion on the consolidated financial
statements of the Toronto Transit Commission.

DRAFT

Chartered Professional Accountants, Licensed Public Accountants

PricewaterhouseCoopers LLP
Pw( Tower, 18 York Street, Suite 2600, Toronto, Ontario, Canada M5J oB=2
T +1.16 863 1133, Fr +1 016 265 J215 www.pwe.com,ca

“Pei” mfento PrioresterhouseCocpen LU, an Ontaric limited labity pertrenhiz.
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Consolidated Statement of Financial Position
As at

5000s

December 31, 2016

December 31, 2015

Financial Assets

Cash and Cash Equivalents (note 4) 130,190 93,021
Subsidies Receivable (note 5) 1,122,922 1,180,129
Accounts Receivable 81,298 93,170
Portfolio Investments (note 6) 2,264 2,259
Derivatives (note 7) 3,094 -
Total Financial Assets 1,339,768 1,368,579
Liabilities
Accounts Payable and Accrued Liabilities 681,151 744,045
Deferred Passenger Revenue 84,380 89,770
Unsettled Accident Claims (note 8) 192,253 198,023
Employee Future Benefits (note 9) 633,403 581,326
Environmental Liabilities (note 10) 5,332 5,703
Derivatives (note 7) - 18,410
Total Liabilities 1,596,519 1,637,281
Net Debt (256,751) (268,702)
Non-Financial Assets
Tangible Capital Assets (note 11) 9,983,559 9,238,897
Spare Parts and Supplies Inventory 139,116 138,795
Prepaid Expense 7,006 2,962
Total Mon-Financial Assets 10,129,681 9,380,154
Accumulated Surplus 9,872,930 9,111,452
Accumulated Surplus is comprised of:
Accumulated Operating Surplus (note 12) 9 869,836 9,129,862
Accumulated Remeasurement Gain / (Losses) 3,094 (18,410)
9,872,930 9,111,452

See accompanying notes to the consolidated financial statements

Approved:

Commissioner

Commissioner
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Consolidated Statement of Operations and Accumulated Surplus

For the year ended December 31

S000s 2016 Budget 2016 2015
{note 16)
Operating Revenue
Passenger Services 1,182 254 1,133,572 1,115,051
Advertising 27,975 28,005 26,168
Qutside City Services 16,320 16,540 17,176
Property Rental 21,569 21,529 22,629
Miscellaneous 1,973 4,359 5,577
Total Operating Revenue 1,250,001 1,204,405 1,186,601
Subsidy Revenue
Operating Subsidies (note 13) 659,828 637,193 649,853
Capital Subsidies (note 14) 1,967,599 1,094,240 1,449 355
Total Subsidy Revenue 2,627,427 1,731,433 2,099,208
Total Revenue 3,877,518 2,935,838 3,285,809
EXPENSES
Comventional Transit Service 2,123 622 2,056,863 1962 4582
Wheel-Trans 135,759 138,296 130,187
Other Functions 564 700 694
Total Expenses (note 15) 2,259,945 2,195,864 2,093,363
Surplus for the year 1,617,573 739,974 1,192,446
Accumulated surplus, beginning of the year 9,129,862 7,937,416
Accumulated surplus, end of the year 9,869,836 9,129,862

See accompanying notes to the consolidated financial statements
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Consolidated Statement of Remeasurement Gains and Losses
For the year ended December 31

5000s 2016 2015
Accumulated Remeasurement Gains / (Losses), (18,410) [17,037)
beginning of the year

Unrealized gains / (losses) in the current year (note 7) 7,162 (17,110)
Amounts reclassified to Statement of Operations 14,342 15,737
Accumulated Remeasurement Gains [ (Losses), end of the year 3,094 (18,410)

See accompanying notes to the consolidated financial statements
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Consolidated Statement of Net Debt
For the year ended December 31

S000s 2016 Budget 2016 Actual 2015 Actual
{note 16)

surplus for the year 1,617,573 739,974 1,192 446
Change in capital assets

Acquisitions (1,997,377) (1,124,014) (1,488,396)
Amortization 384 447 379,101 301,565
Disposals - - -
Write-downs - 251 522
Total Change in Capital Assets (1,612,930) (744,662) (1,186,809)
Change in Spare Parts and Supplies - (821) (14,731)
Change in Prepaid Expenses - {4,044) (1,445)
Change in remeasurement gains / (losses) - 21,504 (1,373)
for the year

Change in Net Debt 4543 11,951 (11,912)
Net Debt, beginning of the year (268,702) {256,790)
MNet Debt, end of the year (256,751) |268,702)

See accompanying notes to the consolidated financial statements
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Consolidated Statement of Cash Flows
For the year ended December 31

5000s 2016 2015

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from passenger services 1,128,182 1,126,631
Operating subsidies received 604,500 584, 783
MNon-passenger revenue received 76,945 65,574
Cash paid for wages, salaries and benefits (1,259,584) (1,235,573)
Cash paid to suppliers (450,261) (2443, 024)
Cash paid for accident claims (34,318) (29,599)
Cash (used in)/ provided by operating activities 65,464 68,792

CASH FLOWS FROM CAPITAL ACTIVITIES

Capital asset acquisitions (1,212,855) (1,316,592)
Capital asset disposal proceeds 117 424
Capital subsidies received 1,184 443 1,254,082
Cash (used in)/ provided by capital activities (28,295) (62,086)
Increase (decrease) in cash and cash equivalents, during the year 37,169 6,706
Cash and cash equivalents, beginning of the year 93,021 86,315
Cash and cash equivalents, end of the year 130,190 93,021

See accompanying notes to the consolidated financial statements
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Notes to the Consolidated Financial Statements

for the Year Ended December 31, 2016
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NATURE OF OPERATIONS

The Toronte Transit Commission (the “TTC") was established on January 1, 1954 to consolidate and
co-ordinate all forms of local transportation within the City of Toronto (the “City”), except railways and taxis.
As outlined in the City of Toronmto Act (2006), the TTC shall plan for the future development of local
passenger transportation so as to best serve its inhabitants and the City, and City Council is not entitled to
exercise a power related to local transportation, except as it relates to the Toronto Islands. However, from a
funding perspective, the TTC functions as one of the agencies and commissions of the City and is dependent
upon the City for both operating and capital subsidies (notes 13 and 14). The TTC also operates Wheel-
Trans, a paratransit service for people with disabilities (which is also subsidized by the City), the Toronto
Coach Terminal Inc. and its subsidiary, the TTC Insurance Company Limited. As the TTC Sick Benefit
Association is controlled by the TTC, its results are also consolidated. The TTC, which is not subject to
incorme and capital taxes, receives an 11.24% rebate for the Harmonized Sales Tax, and receives exemption
from certain property taxes.

SIGNIFICANT ACCOUNTING POLICIES
a. Basis of Presentation

These consolidated financial statements are prepared by the TTC in accordance with the standards
applicable for other government organizations found in the Chartered Professional Accountants (CPA)
Public Sector Accounting Handbook.

b. Basis of Consolidation

The consclidated financial statements include the operations of Wheel-Trans and the financial results of
the TTC's subsidiaries, the Toronto Coach Terminal Inc. (“TCTI") and TCTI's subsidiary, TTC Insurance
Company Limited (the “Insurance Co.”). The results of the TTC Sick Benefit Association (“SBA”), which is
controlled by the TTC, have also been consolidated. In 2016, TTC's subsidiary, the Toronto Transit
Infrastructure Limited was dissolved.

t. Measurement Uncertainty

The preparation of the consolidated financial statements in conformity with public sector accounting
standards requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenue and expenses during the reporting period.
Specifically, future employee benefits are subject to the assumptions described in note 9 and other
contingencies are described in note 18a. Also, management makes their best estimate on the fair value
of certain pension investments described in note 9 as the final audited fair values are not available at
the time of preparation of the financial statements. Amortization expense is based on the asset lives
described in note 2h and accident claims liabilities are subject to assumptions on discount rates and
amounts reserved for incurred, but not reported claims as described in note & Deferred revenue is
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based on estimated value of fare media sold, but not yet used before year end. Actual results could
differ from the amounts estimated.

d. Subsidy Revenue

Operating subsidies are authorized by the City after the TTC's operating budget has been approved.
Operating subsidy revenue is recognized by the TTC in the period to the extent that net operating costs
are incurred. Capital subsidies are recognized in revenue when the City authorizes the capital subsidy
and the cost is incurred. The eligibility criteria and related stipulations must also have been met except
when and to the extent that the transfer gives rise to an obligation that meets the definition of a
liability, which can be influenced by a number of factors, including stipulations of the transfer.

e. Operating Revenue and Deferred Passenger Revenue

Operating revenue from passenger services is recognized when cash, tickets, tokens and Presto cards
are used by the passenger to secure a ride. Revenue from passes is recognized in the period in which
they are valid. An estimate of tickets and tokens sold which will be used after the year end and an
estimate of passes sold but only valid after year end are included in deferred passenger revenue. All
other revenue is recognized when the services have been provided.

f. Cash and Cash Equivalents

Cash and cash eguivalents consist of cash on hand and funds on deposit with a major finandial institution.
g. Spare Parts and Supplies Inventory

Spare parts are valued at weighted-average cost, net of allowance for ocbsolete and excess parts.
h. Tangible Capital Assets and Amortization

Tangible capital assets are recorded at cost less accumulated amortization. In addition to direct costs
attributable to capital projects, the TTC capitalizes certain internal costs, which are directly related to
the acquisition, construction, betterment, or development of those related capital assets. Amortization
is calculated using the straight-line method, based on the estimated useful lives of major assets,

as follows:
Asset Years
Subways 20-65
Buildings & Structures 20-40
Rolling Stock 6-30
Buses 318
Trackwork 15-30
Other Equipment 5-26
Traction Power Distribution System 24-25
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Capital assets are amortized from the date that they enter service. One-half year of the amortization
expense is recorded in the year of acquisition and assets under construction are not depreciated until
the asset is substantially complete and available for productive use. Land purchased directly by the City,
for the TTC's use, is accounted for in the City's records.

Portfolio Investments

Portfolio investments consist of bonds that are recorded at cost. Discounts or premiums on investments
are amortized on an effective interest rate method until maturity of the investment to which this item is
related. Investment income is reported as revenue in the period earned.

Unsettled Accident Claims

The TTC has a self-insurance program for automobile and general liability claims. Estimated costs to
settle automobile and general liability claims are actuarially determined, based on available loss
information and projections of the present value of estimated future expenditures developed from the
TTC's historical experience. The provision for estimated future expenditures includes expected internal
and external adjustment expenses, an estimate of claims incurred, but not reported and a provision for
adverse deviations.

Employee Future Benefit Plans

The TTC's employee benefits plans incdude post-employment plans (workplace safety and insurance
benefit plan and long term disability benefit plan), post-retirement plans (medical and dental benefits)
and pension plans.

The costs of the post-employment benefit plans are recognized when the event that obligates the TTC
occurs. Costs include projected future income replacement payments, health care continuation costs,
taxes and fees paid to independent administrators, calculated on a present value basis.

The costs and obligations of the post-retirement benefit plans and pension plans are calculated
using the projected benefits prorated on service method and management’s best estimates of
retirement ages of employees, future salary levels, expected health care cost escalations, and plan
investment performance.

The net asset or liability related to each employee future benefit plan reflects the year-end difference
between the value of the accrued benefit obligation and the value of the plan assets (if funded), net of
unamortized gains and losses and the valuation allowance. Plan assets are valued using year-end fair
market values.

Accrued benefit obligations and costs are determined using discount rates that are consistent with the
City's long-term borrowing rates for the post-employment and post-retirement plans. For the TTC's
funded pension plans, the discount rate is the plan’s expected rate of return on plan assets.
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Actuarial gains and losses arise from changes in actuarial assumptions or when actual experience differs
from what was assumed. For post-employment benefit plans, the net actuarial gain or loss is deferred
and amortized on a straight-line basis over the average expected period during which benefits will be
paid unless there is a related plan amendment or curtailment. For workplace safety insurance benefits,
the amortization period is 10 years (December 31, 2015 — 10 years) and for long-term disability benefits,
the amortization period is 12.1 years (December 31, 2015 — 13.1 years). The amaortization of the
gain/loss begins in the year after the actuarial gain/loss arises.

A post-retirement benefit plan actuarial gain or loss is deferred and amortized owver the expected
average remaining service life of the employees unless there is a plan amendment or curtailment.
The amortization period for the pension plan is 135 years {December 31, 2015 — 13.3 years), for the
post-retirement medical and post-retirement dental plans the amortization peried is 138 years
(December 31, 2015 — 13.8 years) and for the supplemental funded pension plan, the amortization
period is 6.5 years (December 31, 2015 — 6.0 years). The amortization of the actuarial gain or loss begins
in the year after the gain or loss arises for all post-retirement plans except the TTC pension plan.
Amortization begins in the year of the actuarial gain or loss for the TTC pension plan. This policy is
expected to reduce the long term expense volatility that results from the accounting requirement to
defer and amortize actuarial losses.

Past service costs arising from a plan amendment or plan initiation are recognized in the period of a plan
amendment. Prior service costs or gains are offset by net actuarial gains or losses, if any, as of the end of
the calendar year in which the prior service costs or gains arise. Unamortized amounts that remain after
offsetting with prior period service costs or gains continue to be amortized in their original amount.
Also, unamortized actuarial gains or losses related to settled or curtailed plans are recognized in the
period of the plan settlement or curtailment.

I.  Environmental Liabilities

An environmental liability is recognized when a site has been identified as being non-compliant with
environmental legislation, the TTC accepts responsibility, it is expected that future economic benefits
will be given up and a reasonable estimate of costs can be determined. The estimated amounts of future
costs are reviewed regularly, based on available information and governing legislation.

m. Financial Instruments

The TTC has designated its financial instruments as follows:
i) Cashand Cash Equivalents (note 4)
i) Subsidies Receivable from the City of Toronto (note 5)
iiiy Accounts Receivable
iw) Portfolio Investments, in bonds (note 6)
v) Accounts Payable and certain Accrued Liabilities
vi) Financial Derivatives (note 7)

Cash and Cash Equivalents are recorded at cost which approximates fair market value. Financial
Derivatives are recorded at fair value. All other financial instruments are recorded at amortized cost.
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The fair values of the Accounts Receivable, operating and capital portions of the Subsidies Receivable
and Accounts Payable and Accrued Liabilities approximate their carrying values due to the relatively
short time period to maturity of these instruments. The fair value of the other recoverable amounts
within Subsidies Receivable from the City of Toronto cannot be determined since there are no fixed
terms of repayment. The fair value of Portfolio Investments is described in note 6.

P53450, Financial Instruments, requires disclosure of a three-level hierarchy for fair value measurement
based on the transparency of inputs to the valuation of a financial asset or financial liability as at the
financial statement date. The three levels are defined as follows:

Level 1 —fair value is based on quoted market prices in markets for identical financial assets or financial
liabilities. Level 1 financial assets generally include equity investments traded in an active market.

Level 2 — fair value is based on observable inputs, either directly or indirectly, other than quoted prices
included within Level 1.

Level 3 — fair value is based on non-observable market data inputs.

TTC's financial derivatives are the only financial instruments recorded at fair value and they are
classified as Level 2.

FINANCIAL RISK MANAGEMENT
Credit Risk

Credit risk is the risk of loss due to a counterparty’s inability to meet its obligations. As at December 31,
2016, TTC's credit risk exposure consists mainly of the carrying amounts of Cash and Cash Equivalents,
Portfolio Investments, Accounts Receivable and Subsidies Receivable.

Cash and Cash Equivalents and Portfolic Investments are invested with the City of Toronto or a major
financial institution and are therefore assessed as low risk.

Of TTC's total Accounts Receivable, $19.5 million is past due (December 31, 2015 — 5172 million).
Although past due, the 519.5 million is deemed collectible and has the following aging:

1-30 days past due: 50.1 million (December 31, 2015 — 532 million)

31-60 days past due: 52 2 million (December 31, 2015 — 50.1 million)

6190 days past due: 0.5 million (December 31, 2015 — 50.4 million)
94+ days past due: $16.7 million (December 31, 2015 — $13.5 million)

Approximately 77% of TTC's Accounts Receivable is due from the City of Toronto, other municipal, provincial
and federal governments and organizations controlled by themn (December 31, 2015 — 76%). 100% of
Subsidies Receivable are due from the City of Toronto (December 31, 2015 — 100%). Impairment risk on

receivables from these governments and government organizations is low.
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Credit risk is further lowered as TTC's best practice is to obtain an advance deposit or letter of credit when
entering a significant agreement with a non-government entity. Furthermore, past due receivables are
routinely monitored and subject to collection action.

To assess and manage its exposure to credit risk, TTC reviews and reports impairment balances annually.
TTC therefore believes that its credit risk is low and there are no notable concentrations of risk.

Currency Risk

Currency risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate
because of changes in cumrency or foreign exchange rates. The TTC has limited foreign currency risk with
respect to its financial instruments as substantially all of TTC's financial assets and financial liabilities are
denominated in Canadian dollars. The TTC is exposed to some foreign currency risk as some contracts for
the future purchase of supplies and capital assets are denominated in U.S. dollars. As of the balance sheet
date, TTC has $1.8 million in U.5. dollar financial liabilities (December 31, 2015 — $5.0 million), which is more
than offset by TTC's U.S. dollar cash balance of 4.2 million (December 31, 2015 — $5.4 million). Therefore
TTC's currency risk is low and there are no notable concentrations of risk.

Liquidity Risk

Liquidity risk is the risk that the TTC will encounter difficulty in meeting obligations assocdiated with its
financial liabilities and other contractual obligations. TTC's accounts payables and accrued liabilities amount
to $681.2 million (December 31, 2015 — 57440 million) and, excluding non-financial liabilities, 5212 4 million
is due within one year or less (December 31, 2015 — $208 .9 million). The TTC has a combination of cash on
hand and receivables from governments and government organizations, including the City of Toronto, as
described above within the statement of credit risk, which will be sufficient to satisfy these liabilities.
Construction holdbacks of $95.6 million (December 31, 2015 — $176.7 million) are also excluded from the
5212 4 million {December 31, 2015 — 52089 million) due within a year; however, they are fully recoverable
from the City of Toronto as referred to in note 5. Therefore TTC's liquidity risk is low and there are no
notable concentrations of risk.

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates. TTC's interest rate risk is low as the TTC does not hold debt and
all portfolio investments have fived interest rates (note &) and will be held to maturity.

Other Price Risk

The TTC is exposed to fuel price risk arising from fluctuations in fuel costs. To manage its exposure to fuel
prices, TTC enters into fuel swap contracts with finandial institutions (note 7).
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4. CASH AND CASH EQUIVALENTS

In connection with the City guarantee referred to in note 8, the TTC Insurance Company Limited, is required
to maintain cash or securities available for payment of accident claims liabilities equal to one month’s claims
and operating expenses (all self-insured retention payments are processed through the TTC). The cash and
cash equivalents amount restricted for this purpose is approximately 531 million as at December 31, 2016
(December 31, 2015 — 52.6 million).

5. SUBSIDIES RECEIVABLE

Subsidies from the City of Toronto consist of operating subsidies as described in note 13 and capital
subsidies as described in note 14. Subsidies receivable as at December 31 comprise the following amounts,
all of which are due from the City of Toronto:

5000s 2016 2015

Subsidies to be collected within one year

Capital Subsidy Receivable 376,042 378,697
Operating Subsidy Receivable 85,310 89,146
Total subsidies to be collected within one year 461,352 467,843

Other recoverable amounts

Employee Benefits 323,882 281,583
Accident Claims Expenses 80,418 86,188
Construction Related 254 621 341,740
Future Environmental Costs (note 10) 2,649 2,775
Total Other Recoverable amounts 661,570 712,286
Total Subsidies Receivable 1,122,922 1,180,129

The TTC expects to collect the capital and operating subsidy receivable within one year.

The amount related to non-cash employee benefits and accident claim expenses represents the delayed
payment of operating subsidy for the non-cash portion of these expenses.

Subsidy receivable related to construction will be collected in the year the wendors are paid.
Subsidy receivable for future environmental costs will be collected in the year in which the related work
is performed.
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6. PORTFOLIO INVESTMENTS

Portfolio investments as at December 31 consist of the following:

5000s 2016 2015
Municipality of Metropelitan Toronto Bond (2.45%; February 6, 2025 maturity) 2,264 2,259
Total Portfolio Investments 2,264 2,259

At December 31, 2016, the fair value of the bonds is $2.3 million (December 31, 2015 — $2.3 million).
7. FMNANCIAL DERIVATIVES

TTC's financial derivatives consist of heating fuel swaps with financial institutions which help manage TTC's
exposure to fluctuating fuel prices by setting a fixed price for a future purchase of a fixed quantity of fuel.
Heating fuel swaps are used because they are an cpenly traded commodity that most dlosely relates to the
diesel fuel consumed by TTC. The TTC does not purchase or hold any derivative financial instrument for
speculative purposes. Several derivative agreements were in place and used throughout the year and
continue to exist as of December 31, 2016. Derivative instruments are reguired to be measured at fair value
on initial recognition and changes in the fair value of the derivative instruments are recognized in the
statement of remeasurement gains and losses. As of December 31, 2016 the accumulated remeasurement
gains from these fuel swaps are $3.1 million (December 31, 2015 — accumulated remeasurement losses
518 4 million). The derivative contracts are included in the statement of financial position on a present value
basis. The fair value of these contract are primarily derived using the quoted price of heating oil on the New
York Mercantile Exchange (NYMEX) as of December 31, 2016. As of December 31, 2016, approximately 59 5%
of 2017's diesel fuel requirement has been hedged using the fuel swap agreements (December 31, 2015 — 86.0%:).

8. UNSETTLED ACCIDENT CLAIMS

The TTC Insurance Company Limited (“Insurance Co.”) was established in 1994 in order to provide insurance
coverage for compulsory automobile personal injury and accident benefit cdaims for the TTC. At
December 31, 2016, 51745 million (December 31, 2015 — $182_2 million) of the unsettled accident claims
liability is related to the Insurance Co.'s payable for all automabile claims incurred. This partion of the TTC's
accident claim liability is guaranteed by the City. The TTC has purchased insurance from third-party insurers
to cover tort claims in excess of $5.0 million on any one accident. The remainder of the unsettled accident
claims liability, $17.7 million, (December 31, 2015 — 515.8 million) relates to general liability claims of
521.5 million (December 31, 2015 — 520.0 million), less $3