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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.
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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, 2017

Members of the Audit and Risk Management
Committee of the Toronto Transit Commission
1900 Yonge Street

Toronto, ON*M4S 172

Dear Members of the Audit and Risk Management 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 accepted accounting principles (Canadian GAAP) established by the Public Sector Accounting
Board (PSAB) of The Chartered Professional Accountants of Canada (CPA Canada) (referred to as the
financial statements). We propose to issue an unqualified report on those financial statements, pending
resolution of outstanding items outlined on page 1. Our draft auditor's report is included as Appendix A.

We prepared the accompanying, report to assist you in your review of the financial statements. It includes
an update on the status of our work as well asa discussion onthe significant accounting and financial
reporting matters dealt with during the audit process.

‘We will review the key elements of this report at the upcoming meeting and discuss our findings with you.

‘We would like to express our sincere thanks to the management and staff who have assisted us in carrying
out our work, and we look forward to our meeting on May 29, 2017. If you have any questions or concerns
prior to the Audit and Risk Management Committee meeting, please do not hesitate to contact mein
advance.

Yours very truly,

%W@M LP

Cathy Russell
Partner
Assurance

¢.c.: Mr. V.Rodo, Chief Financial and Administration Officer
Mr. M. Roche, Head of Finance and Treasurer

© PriccusterhouseCoopers LLP
PwC Tower, 18 York Street, Suite 2600, Toronto, Onturio, Canada M5/ 082
T: 41416 863 1233, F: +1 416 365 8215, Www puc£om/oa
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I
Communications to the Audit and Risk Management

Committee

Key mutters for discussion Connments

Status of the sudit PricewaterbouseCoopers LLI (PwC or we) have substantialty
completed cur audit of the consolidated financial statements (the
financial stetcments).

Significant outstanding items at time of mailing include the
following:

»  Receipt of signed management representation letter;

+ Receiptof responsc to legal confirmation letters from external
and internal legal counsel;

« Board approval of the financial statements; and

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

Significant accounting, anditing
and reporting matters discussed
with management

Significant accounting estimates In preparing the financial statements there were a number of
significant zccounting estimates that required management
judgment:

» DPost-employment and post-retirement benefits
(pension and other)
- Discaunt rates and other actuarial assumptions such as
mortality rates and retirementage are incorporated in the
valuation of these obligations.

+ Contingent liahilities (unsettled accident claims)
~ Themeasurement of the unsettled accident claims liability
uses 2 number of estimates and actuarial assumptions.

+ Other significant provisions
- Thefinancial statements include various other significant
provisians which are based on management judgement and
hissorical experience.

PwC werk performed:
« Post-employment and post-retirement benelits
-  Weexamined the third party actuarial valuations of the

TTC Pension Fund and employee future benefit obligations at
yea~-end with the assistance of our PwCactuarial specialists
to assess the appropriateness of the assumptions and
methodology used to record the pension and employee future
benefit liabilitics. There were no issues identified as a result
of our testing.

+ Contingeat Habilities (unsettled accident claims)
- Weutilized our PwC actuaiial specialists in order to asscss
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Key matters for discussion

Comments

the reasenableness of the assumptions and methodology wsed
by the TTC in recording the unsettled aecident elaims
liabdlity, We further tested the aceurncy and eompleteness of
the data used in the ealeulation and our speeinlists
independerntly projected a reserve estimate which was
compared to the estimate recorded by the TTC. No significant
differences were noted,

+  Other significamt provisiens
- We tested significant provisions by inquiring with

managememnt regarding estimates and methods used,
reviewing supporting documentation, and where applicable
reviewing settlements after year-end. We also engaged cur
Pw( internal specialists as required to assess the
reasonability of the assumptions and methodology used by
the TTC in recording certain 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
significant aceounting estimates inchided in the financial
statements are consistently conservative and supportable within
an acceptable range.

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

Management has implemented internal controls te ensure that
appropriate segregation of duties have heen established at the TTC in
order to mitigate the risk of management override of controls.

The TTC has policies in place to prevent and detect fraud, including a
eode-of-conduct, an internal audit department, an integrity hotline
for employess and a process to review and approve manual journal
entries.

Pwil work performed:

In completing our audit, we are responsible for maintaining
professional seepticism theoughout our audit engagement,
eonsidering the potential for management override of controls,

+  We reviewed the quarterly frand investigation reports and the call
log of the City Whistle-blower hotline and TTC integrity hotline.
Further, we held diseussions with management, internal legal
counsel and the Staff Sergeant of Special Investigations. No
signifieant items were noted in this review other than previously
communicated.

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

+  We obtained documentation to support the entries selected and
ensured that all were appropriately approved.

+  Weincorporated unpredictable procedures into our audit
approach.

Conelusion:
Based on our work performed, we found ne circumstances that
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Key matters for discussion

Cominents

evidenced inappropriate management override of controls,

Risk of fraud in revenne
recognition

Canadian Auditing Standards assume a
rebuttable presumption, that there is a
significant risk of fraud in revenue
regognition in all businesses.

The TTC has processes, controls and other procedures in place to
ensure that revenue is appropriately measured and recognized.

Pl work performed:

«  Updated our understanding of managerment’s processes and
internal controls surrounding revenue recognition.

«  Toobtain confirmations from the City of Toromto for capital and
operating subsidies recelved during the year.

«  Performed sudit work over significant non-standard revenue
journal entries and did not identify any entries for testing.

+  Tested significant revenue streams through substantive analytical
precedures and tests of econtrols and detail.

Conelusion:
Based on the results of our testing to date, we noted no issues with
regard to revenue recogniti on.

Revenue recognition from PRESTO

As revenue derfved from PRESTO devices has increased significantly
in 2016 and is expected to replace tiekets, token and passes in the
coming yerrs, we performed the following procedures:

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

+  (Obtained the service anditor's report for Metroling and Accenture
covering controls over revenue relevant for the TTC; and

»  Obtained confirmation from Metrolink for PRESTO revennes,

Conclusion:
Based 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

Mo fraud involving senior management, or employees with a
significant role in internal control or that would esuse a material
misstatement of the eonsolidated financlal statements and no illegal
acts eame to our attention as a result of our audit procedures.

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

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

e instances of known or s ugpected non-compliance with laws or
regulations esme to our attention as a result of our audit procedures,

We wish to reconfirm whether the Audit and Risk Management
Committes is aware of any known or suspected incidents of non-
eomplianee with laws or regulations.
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ey matters for discussion

Comments

Summary of unadjusted items

Our final materiality was $36.0 million, which is lower than ou
planning materiality of $36.6 million previously communicated in the
Audit and Risk Management Committee,

As a result of our audits, we identified unadjusted items with an effect
of a $2.9 millien understatement of surplus of revenue over expenses
for the Toronto Transit Commission.

The above unadjusted items are immaterial to the consolidated
financial statements taken az a whole.

Please see Appendix B for details of the unadjusted misstatements.

Internal control recommendations

We have no significant internal control defieiencies to report. We
have noted two internal control recommendations as reported in

Appendix €,

Independence

We eonfirm our independence with respect to the company in our
annual independemce letter, which is attached as Appendix E to this
report.

Other information in documents
containing audited financial
information

Once it is completed, we will read the TTC Annual Report and
consider whether the content or manner of presentation is materially
eongistent with the finaneial information covered by our auditor's
repart,

Subsequent events

We have not been made aware of any subsequent events which would
irmnpaet the financial statements other than those disclosed. We will
complete our subsequent events procedures to the date of our audit
opinismn.

We wish to confirm whether the Andit and Risk Management
Committes is aware of any subsequent events which would impact
the financial statements other than those disclosed.

The matars raised in ks and slher regorts that will flow from Ihe audit are only those that have come W ouUr BTEon aising fram o relevant
10 gur gudll that we belimue need ta be Brought 10 your adertion. They are nat & -comprehensive recond of all the mattars arsing and, in
paticular, we cannot be hald respansible for reporting all risks in your business of all Intemal confral weaknessas. Commants and conclusions
shaulid only be taken in contexd of the inancial statemants as & whole, 88 we 00 N0 MEan o express an cainion cn any indwi dual item or
accaunting estimata. This report has been prapared salely far your use. It was nol prepared far, and i nol inlerded for, any other purpoas. Na
stfer peracn ar enlity shal place any rskance upan tha accuracy or cumpislensss of stataments made herein. PwC does nol assume
respansibiity 10 any thind party, and, in na evant, shal Pwe have any liabiity for demages, costs or losses suffened by raasan of any refance
upon the cantents of this report by any pereen of enlity other than you
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May (red, 2017
Independent Auditor's Report.
To the members of the Board ofthe Toronto Transit Commission

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

Management's responsibility for the consolidated financial statements

Management isresponsible for the preparation and fair presentation of theseconsolidated financial
statements in accordance with Canadian public sector accounting standards, and for such internal control
as management determines is necessaryto enable the preparation ofconsolidated financial statements
that are free from material misstatement,whetherdue tofraud or error.

Auditor's responsibility

Our responsibility is to expressan opinion onthose consolidated financial statements based on our audit.
We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that, we comply with ethicalrequirements and perform the audit to obtain

reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

An audit involves performingprocedures to obtain auditevidence abouttheamounts and disclosures in

the consolidated financial statements. The procedures selected depend on the auditor'sjudgment,
including the assessment ofthe risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those riskassessments, the auditor considers internal control
relevant to the entity's preparation andfair presentation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose ofexpressing
an opinion on the effectiveness of the entity's internal control. An audit also includesevaluating the
appropriateness ofaccounting 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 auditissufficient and appropriate to provide a
basis for our audit opinion.

PricewaterhoutseCoopers LLP
PwC Tower, 18 York Strect, Suite 2600, Toronto, Ontarfe, Conada M5/ 0B2
T: 42 416 863 1133, F: 41 416 365 8215, www.puccom/oa
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Opinion

In ouropinion, the consolidated financial statements present fairly,in all material respects, the financial
position ofthe Toronto TransitCommissionas atDecember 31,2016 and the results ofits operations,
remeasurement gains and losses, net debtand cash flows for the year then ended in accordance with
Canadian public sector accounting standards.

Other matter

The accompanying consolidated financialstatements schedule as at and for the year ended

December 31,2016 is presentedas supplementary information only and isnota required part ofthe basic
consolidated financial statements. The information in thisschedulehas been subject to auditprocedures
only to the extent necessaryto express anopinionon the consolidated financial statements ofthe Toronto

Transit Commission.

Chartered Professional Accountants, Licensed Public Accountants
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Appendix B: Summary ofunadjusted items

a. Unadjusted items

As result of our audit, we noted the following items withan impact on the consolidated statement of financial
positionand consolidated statement ofoperationsand accumulated surplus

Description Qurrent Year | Nnancial Liabilities Non- Opening
Surplus Assels Over/(Under) | Finuncial Accumulated
Over/ (Over)/Under | Stated Assels Surplus
(L'nder) Stated (Over)/ Under | Quer/(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)

expense !

Total (82,855,500) | $- 8- 8- 82,855,500

As resultofour audit,we conclude that the aboveunadjusted items areimmaterial - individually and in total to
the consolidated financial statements taken as awhole.
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Appendix C: Internal control recommendations

Supervisor review of cash collection overage/shortage reports is not performed in a sufficient
level of detail to detect omissions of information

Observation

Supervisor review of cash collection overage /shortage reportsis not detailed enough to detect omissions in
documentation. In addition to this, it was noted thatin one instance, a new employee was not provided withthe
appropriate level oftraining to ensure that they understood their requirement toensure this reviewwas
performed by asupervisor.

Implication
Lack of detailed supervisor review provides opportunity for breakdowns in controls as well as errorsbeing
undetected which may have an impacton the financialand operating results.

Recommendation
Supervisors should perform adetailed review of preparation of cash overage/shortage reports to ensure that all
aspects ofthe control are operating effectively.

Management response

Area supervisors will complete detailed reviews of overage/shortage reports and investigations. Thiswill include
reviewinganomalies brought forward by staffand ensuring that staffis diligently investigating issues that arise and
thatall required documentationis provided. Ill addition, training hasbeen organized for newer staffto ensure that
they are properly trained and possess the skillset neededto complete their assigned duties.

Segregation of duties within inventory IFS application

Observation

Managementhas designed the inventory business process such that store supervisors are responsiblefor the end
to end activities in the inventory process, including activities to perform good receipts/goodsissue, enter/change
inventory, post inventory differences, and scrap inventory in IFS application etc.As such, the role is designed to
allow supervisors or any users assigned with this role to perform the above activities.

Implication

Without properly segregating duties ofenter/change inventoryand postinventory differences, this allows users to
post unauthorized transactions related to missinginventory parts. Also, this allows a single individual to
potentiallyunder-report inventoryrecordsin IFS and fraudulently removingphysical parts from the warehouses.

Recommendation
Managementshould consider re-designing therole for store supervisors based ontheirjob responsibilities and
remove broad access from their IFSroles.

Management response

M&P Inventory Management has determined that Store Supervisors have IFS access comparative to their area of
responsibilities. All inventoryrelated transactions performed in IFSare in the historylogs and capture the User ID
that performed the transaction. M&Pis committed to run reports against the historylogs to ensure that there are
no fraudulent cransactions created. We will ensure the historical log reports are run on a frequent basis and
properly reviewed by our management. In addition, M&P has requested IT to appropriately limit Supervisors access
withthe intent of ensuring a proper segregationof duties, to avoid any opportunity for fraud.

PwC
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Appendix D: Management representation letter
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Client Letterhead

May @@. 2017

Ms. Cathy Russell, Partner
PricewaterhouseCoopers LLP
PwC Tower

18 YorkStreet, Suite 2600
Toronto, OK MSJ 0B2

Dear Ms. Russell:

Weareprovidingthisletter in connectionwithyour audit ofthe consolidated financial statements of
Toronto Transit Commission and its subsidiaries (together, TTC) as at December 31,2016 and for the year
then ended for the purpose of expressing an opinion as to whether such consolidated financial statements
present fairly, in all material respects, the consolidated financial position, consolidated results of
operations, consolidated remeasurement gainsand losses,consolidated changes in net debt and
consolidated cash flows of TTC in accordance with Canadian public sector accounting standards.

A. Management's responsibilities
We havefulfilled our responsibilities, asset outinthe terms of the audit engagement letter dated
November30,2015. In particular, we confirm toyouthat:

= Weareresponsible for the preparation and fair presentation of the consolidated financial
statements in accordance with Canadian public sector accounting standards;

« Weareresponsible for designing,implementing and maintaining an effective system of internal
control over financial reporting to enable the preparation and fair presentation ofthe
consolidated financial statements that are free from material misstatement, whether due to fraud
or error. In this regard, we are responsible for establishing polices and and proceduresthat pertain
to the maintenance ofaccounting systems and records, the authorization of receipts and
disbursements, the safeguarding of assets and forreporting financial information;

» Wehaveprovidedyou with all relevant informationand access, as agreed in the terms of the
audit engagement; and

« Alltransactionshavebeen recorded in theaccountingrecords and are reflectedin the
consolidated financial statements.

We confirm the following representations:

B. Preparation ofconsolidated financial statement
The consolidated financial statements include all disclosures necessary for fair presentation in
accordance with Canadian publicsector accounting standards and disclosures otherwiserequired to
beincluded thereinbythe laws and regulationsto whichTTCis subject.

We have appropriately reconciled our booksandrecords (e.g. generalledger accounts) underlying the
consolidated financial statements to their related supporting information (e.g. subledger or third
partydata).Allrelated reconcilingitems considered to be material wereidentified andincludedon
thereconciliationsand wereappropriately adjustedin the consolidated financialstatements. There
were no material unreconciled differences or material general ledger suspense account items that
should have been adjusted or reclassified to another account balance. There were no material general
ledger suspense account items written off to a balance sheet account, which should have been written
offto a profit and loss account and vice versa. All consolidating entries have been properly recorded. All
inter-governmental unit accounts havebeen eliminated or appropriately measured and considered for
disclosure in the consolidated financial statements.
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Accounting policies
We confirm that we havereviewedTTC's accounting policies and, having regard to the possible
alternative policies, our selection and application of accounting policies and estimation techniques
used for the preparation and presentation of the consolidated financial statements is appropriate in
the TTC's particular circumstances to present fairly in all material respectsitsfinancial position,
result of operations, remeasurementgains and losses and cash flows in accordance with Canadian
public sectoraccounting standards.

Internal controls over financial reporting
Wehave designed disclosure controls and procedures to ensure material informationrelatingto the
TTC, including its consolidated subsidiaries ismade known to us by others within those entities.

We have designed internal control over financial reporting to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of the consolidated financial statements for
external purposes in accordance with Canadian publicsector accounting standards.

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

Minutes
Allmatters requiring disclosure to or approvalof the Board of Directorsor the shareholders have
been brought before them at appropriate meetings and are reflected in the minutes.

Completeness of transactions

Allcontractual arrangements entered into by TTCwith third parties have been properly reflectedin
the accounting records or/and, where material(or potentially material) to the consolidated financial
statements, have been disclosed to you. We have complied with all aspects ofcontractual agreements
that could have a material effect on the consolidated financial statements in the event of non-
compliance. There arenosideagreements or other arrangements (either written or oral) undisclosed
to you.

Fraud

*  Wehave disclosed to you:

*  The results of our assessment ofthe riskthat the consolidated financial statements may be
materially misstated as a result of fraud;

*  Allinformation inrelation to fraud or suspected fraud of which weare aware affecting TTC
involving management, employees who have significant roles in internal control or otherswhere
thefraud could have a material effect on the consolidated financial statements; and

. All information in relation to any allegations of fraud, or suspected fraud, affecting TTC's
consolidated financial statements, communicated by employees, former employees,analysts,
regulatorsor others.

Disclosure ofinformation

*  Wehave provided you with:

*  Accesstoallinformation of whichwe are aware that is relevant to the preparation of the
consolidated financial statements, such as records, documentation and othermatters including:

. Contracts and related data;

* Information regarding significant transactions and arrangements that are outside the normal
course ofbusiness;

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

*  Additional information thatyou have requested from us for the purpose ofthe audit; and

*  Unrestricted access topersons withintheentity fromwhomyoudetermined it neccessary to
obtain audit evidence.

Except for the allegations of the employee benefit fraud discussed in the minutes of the November 12,
2015, meeting of the Audit and Risk Management Committee, we have no knowledge of any
allegations offraud or suspected fraud affectingthe company received in communications from
employees, former employees, analysts, regulators, short sellers, or others.
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Compliance with laws and regulations

We have disclosed to you allaspects oflaws, regulationsand contractual agreements that may affect
the consolidated financial statements, includingactual or suspected non-compliance with laws and
regulations whose effects should be considered when preparing financial statements,

We are notaware of anyillegal or possiblyillegalacts committed by TTC's directors, officers or
employees acting on TTC's behalf.

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

For recorded or disclosed amounts in the consolidated financial statements that incorporate fair value

measurements, we confirm that:

» Themeasurementmethods are appropriate and consistently applied;

» Thesignificant assumptions used in determining fair value measurements represent our best
estimates,are reasonable and have been consistently applied;

« Nosubsequent event requiresadjustment to the accountingestimates and disclosuresincluded
in the consolidated financial statements; and

« Thesignificantassumptions used in determining fair value measurements are consistent with
TTC's planned courses of action. We have no plans or intentions that have not been disclosed to
you, which may materially affectthe recorded ordisclosed fair, values ofassets or liabilities.

Significant estimates and measurement uncertainties known to management that are
required to be disclosed in accordance with CPA Canada Public Sector Accounting Handbook
Section PS 2130, Measurement Uncertainty, have been appropriately disclosed.

Relatedparties

We confirm that we have disclosed toyou the identity of TTC's related parties as defined by Canadian
Auditing Standard 550, and all therelated party relationships and transactions.

The identity of, relationship, balances and transactions with related parties have been properly
recorded and adequately disclosed in the consolidated financial statements.as required by CAS 550.
The list of related parties attached to this letter as AppendixA accurately and completely describes the
entities under TTC's control and other entities under common control with the TTC with whom
significant transactions occur.

Going concern

Wehave no plans or intentions that maymaterially alter the carrying value or classification of assets
and liabilitiesreflectedin the consolidated financial statements (e.g. to dispose of the business or to
cease operations).

Assets and liabilities

Wehave satisfactorytitle or control over all assets. All liens or encumbrances on TTC's assetsand
assets pledged as collateral, to theextent material, have been disclosed in the notes to the
consolidated financial statements.

We have recorded or disclosed, as appropriate, all liabilities, in accordance with Canadian public
sector accounting standards. All liabilities and contingencies, including those associatedwith
guarantees, whether written or oral,under which TTCis contingently liable in accordance with the CPA
Canada Public Sector Accounting Handbook Section PS 3300, Contingent Liabilities, have been
disclosed to you and areappropriately reflected in the consolidated financial statements.




N.Litigation and claims
All known actual or possible litigation and claims, which existed at the statement of financial position
date or exist now, have been disclosed to you and accounted for and disclosed in accordance with
Canadian public sector accounting standards, whether or notthey have been discussed withlegal
counsel. The significant assumptions used in determining our best estimate for claims arereasonable
and have been applied consistently. No subsequent event requires adjustment to any accounting
estimate for claims included in the consolidated financial statements.

0.Misstatements detected during the audit
Certain representations inthis letter are described as being limited to those matters that are material.
Items are also considered material, regardless of size, ifthey involve anomission ormisstatement of
accounting information that, inlight of surrounding circumstances, makes it probable that the
judgment of a reasonable person relying on the information would have been changed or influenced
by the omission or misstatement.

We confirm that the consolidated financial statements are free of material misstatements including
omissions.

The effects of the uncorrected misstatements in the consolidated financial statements, as summarized
in the accompanying schedule (Appendix B), are immaterial, both individually and in the aggregate,
to the consolidated financial statements taken as a whole. We confirm that we are not aware ofany
uncorrected misstatements other than those included in Appendix B.

There are no adjusted misstatements in the financial statements.

Pa Events after balance sheet date
We have identified all events that occurred between the statement of financial position date and the
date of this letter that may require adjustment of, or disclosure in, the consolidated financial
statements, and have effected such adjustment or disclosure.

a3 Cashand banks
The books and records properly reflect and record all transactions affecting cash funds, bank accounts
and bank indebtedness of TTC.
All cash balances are under the control of TTC, free from assignment or other charges, and
unrestricted as to use, except as disclosed to you
The amount shown for cash on hand or in bank accounts excludes trust or other amounts, which are not
the property of TTC.
Arrangements with financial institutions involving compensating balances or other arrangements
involving restrictions on cash balances, lines of credit, or similar arrangements have been properly
disclosed.
All cash and bank accounts and all other properties and assets of TTC are included in the consolidated
financial statements as at December 31, 2016.

Ko Accounts receivable
All amounts receivable by TTCwere recorded in the books and records.

Amounts receivable amounted to $81,298,000 andare considered to be fully collectible. An
appropriate allowance has been made in the accounts for potential uncollectible accounts.

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

All receivables were free from hypothecation or assignment as security for advances to TTC, except
ashereunder stated.
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Portfolioinvestments and other financial assets
All securities and other financial assets that were owned by TTC were recorded in the accounts.
Allincome earned on thefinancial assets has been recorded inthe accounts, and anyinterestincome has
beenaccruedusing the effective interestratemethod.
We arenotaware of any objective evidence of impairment that would result in the recognitionofan
impairment loss on anyfinancial asset.
There has been no activity inany dormant or inactive subsidiaries, business enterprises, partnerships,
joint ventures or other participations, except asdisclosedtoyou.

Inventory
Inventories recordedin the consolidated financialstatements are statedat the lower cost or net
realizable value, cost being determined onthe basis of weighted average cost, with due provision
recorded to reduceall damaged, wholly or partially obsolete, or unusable inventories to their
estimated sellingpriceless estimated cost to sell. Inventory quantitiesat the balance sheet date were
determined from physical countsor from TTC's perpetual inventoryrecords, which havebeen adjusted
on thebasisofphysical inventories taken bycompetent employees atyear-end. Liabilities for amounts
unpaid are recordedforall Items included in inventories at balance sheet dates.
A provision has been made to reduce excess or obsolete inventories held forresaleto their estimated
net realizablevalue.
There have been noevents conditions or changesin circumstances that indicate inventory held for
consumptionwill no longer be used or consumed in TTC's operations.

Tangible capital assets
Allcharges to tangible capital asset accounts represented the actual cost ofadditions to tangible capital
assets.
No significanttangible capital asset additions were charged to repairs and maintenanceor other
expense accounts.
Book values of tangible capital assets sold, destroyed, abandoned or otherwise disposedof have been
eliminatedfrom the accounts.
Tangible capital assets owned by TTCare being depreciated on a systematicbasis over their estimated
useful lives, and the provision for depreciation was calculated on a basis consistent with that ofthe
previous date.
All leaseagreements covering assetsleased byor from TTChave beendisclosed to you and classified as
leased tangible capital assets or operating leases.
There have been no events, conditions or changes in circumstances thatindicate that a tangible capital
asset nolonger contributesto TTC's ability to provide goods and services or thatthe value of future
economic, benefits associated with the tangible capital asset is less than its netbookvalue. We believe
that the carrying amount of TTC's long-lived tangible capital assets is fully recoverable in accordance
with CPA Canada PublicSector Accounting Handbook PS3150.

Deferredrevenue
All material amounts ofdeferredrevenue were appropriately recorded in the books and records.

Retirementbenefits, post-employment benefits. compensated absences and
termination benefits
Allarrangements to provide retirement benefits, post-employment benefits, compensated absences
and terl_nil:‘ation benefits have been identified to you and have been included in the actuarial valuation
as required.




The actuarial valuations incorporate management's best estimates, as detailed in note 9 of the
consolidated financial statements.

The actuarial assumptions and methods used to measure liabilities and costs for financial accounting
purposes for pension and other post-retirement benefits are appropriate in the circumstances.

The TTC does not plan to make frequent amendments to the pension or other post-retirement benefit
plans.

All changes to the plan and the employee group and the plan's performance since the last actuarial
valuation have been reviewed and considered in determining the pension plan expense and the
estimated actuarial present, value of accrued pension benefits and value of pension plan assets where
latest actuarial valuation for accounting purposes is not at the balance sheet date.

TTC’s actuaries have been provided with all information required to complete their valuation as at
January 1, 2016 and their extrapolation to December 31, 2016.

We confirm that the extrapolations are accurate and include the proper reflection of the effects of
changes and events occurring subsequent to the most recent valuation that had a material effect on
the extrapolation.

The employee future benefit costs, assets and obligations have been determined, accounted for and
disclosed in accordance with CPA Canada Public Sector Accounting Handbook PS 3250, Retirement
Benefits and CPA Canada Public Sector Accounting Handbook PS 3255, Post-employment Benefits,
Compensated Absences and Termination Benefits.

The significant accounting policies that TTC has adopted in applying CPA Canada Public Sector
Accounting Handbook Section PS 3250 and CPA Canada Public Sector Accounting Handbook Section
PS 3255 are accurately and completely disclosed in the notes to the consolidated financial statements.
Each of the best estimate assumptions used reflects management's judgment of the most likely
outcomes of future events.

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 accrued benefit obligation was determined by reference to
the City of Toronto's borrowing rate using assumptions that are internally consistent with other
actuarial assumptions used in the calculation of the accrued benefit obligation and plan assets.

The assumptions included in the actuarial valuation 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 above-named consolidated financial

statements, in accordance with CPA Canada Public Sector Accounting Handbook Section PS 3250. In

arriving at these assumptions, management has obtained the advice of the above mentioned

}:onslllllting actuaries who assisted in reaching best estimates, but has retained the final responsibility
or them.

The source data and plan provisions provided to the actuary for preparation of the actuarial
valuation are accurate and complete.

The disclosure of the TTC's share of the risks and benefits under joint defined benefit plans, the total
financial status of any joint plans, significant policies and a description of the unique nature and
terms of any joint plans are accurate and complete.

All changes to plan provisions or events occurring subsequent to the date of the actuarial valuation
and up to the date-of this letter have been considered in the determination of pension costs and
obligations and as such have been communicated to you as well as to the actuary.



X. Environmental matters
There are no liabilities or contingencies arising from environmental matters that have not already
been disclosed to the auditor.

Liabilities or contingencies related to environmental matters have been recognized, 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, as appropriate, in the consolidated financial statements.

All commitments related to environmental matters have been measured and disclosed, as appropriate
in the consolidated financial statements.

Y. Consolidations
We confirm that the TTC has 100% ownership of the Toronto Coach Terminal Inc. and the Toronto
Transit Commission Insurance Company Limited. Accordingly, they are controlled entities of the TTC.
The Toronto Transit Commission Sick Benefit Association is also controlled by the TTC. We also
confirm that there is insignificant activity in the Toronto Transit Commission Sick Benefit Association.

Z. Use or a specialist
We assume responsibility for the findings of specialists in evaluating the employee benefit obligation
and have adequately considered the qualifications of the specialists in determining the amounts and
disclosures used in the consolidated financial statements and underlying accounting records. We did
not give or cause any instructions to be given to specialists with respect to the values or amounts
derived in an attempt to bias their work, and we are not otherwise aware of any matters that have had
an impact on the independence or objectivity of the specialists.

AA. Derivative financial Instruments
T?le?’[tc has recognized, and recorded at fair value, all embedded derivative instruments that are

required to be separated from their host contracts, in accordance with CPA Canada Public Sector
Accounting Handbook Section PS 3450, Financial Instruments.

The TTC has recognized and recorded at fair value all non-financial derivatives that are included
within the scope of CPA Canada Public Sector Accounting Handbook Section PS 3450, Financial
Instruments.

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 derivative financial instruments; and
« The assumptions and methodologies used in the valuation models applied to derivative
financial instruments are reasonable.

All transactions involving derivative financial instruments have been conducted 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 any derivative financial instruments.

BB.General
There are no proposals, arrangements or actions completed, inprocess, or contemplated that would
result in the suspension, ortermination ofany material part of TTC's operations.

Information relative to any matters handled on behalf of TTC by any legal counsel, including all
correspondence and other files, has been made available to you.




CC. Governmenttransfers
We have disclosed all significant terms and agreements in respect of transfers received from
governments.

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

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

Transfers with or without eligibility criteria but with stipulations have been recognized as revenue in
the year the transfer has been authorized and all eligibility criteria have been met, except when, and to
the extent that, the transfer gives rise to an obligation that meets the definition of a liability for the
recipient government in accordance with CPA Canada Public Sector Accounting Handbook PS 3200,
Liabilities.

DD. Budgetarydata
We have included budgetary data in our consolidated financial 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 results.

Yours truly,

Toronto Transit Commission

Mr.Andy Byford, Chief Executive Officer

Mr. Vincent Rodo, Chief Financial & Administration Officer

Mr. Michael Roche,Head of Finance&.Treasurer

Ms.Jennifer Imbrogno, Director - Capital Accounting

Ms. Sharon Tippctt, Manager - Financial Statements

Ms. Nancy Thai, Supervisor- Accounting Policy & Financial Reporting



Appendix A List- of related parties

.

City of Toronto

Toronto CoachTerminal Inc.

Toronto Transit Commission Insurance Company Limited
The TTC Sick Benefit Association

The TTC Pension Fund Society

Toronlo Waterfront Revitalization Corporation (TWRC)
Toronto Hydro Corporation

Toronto Parking Authority



Appendix B: Summary of unadjusted items

As aresult of our audit, we noted the following item with an impact on the consolidated statement of
financial position and consolidated statement of operations and accumulated surplus.

Description Qurrent Year | Financial Liubilities | Non- Opening
Surplus Asscts Over/ Financial | Accunudated
Over/ (Over)/ (Undear) Assels Surplus
(Under) Urler Stateed (Over)/ Over/
Stated Stated Under (Under)

Stated Stated

#1 - Amortization

expense recorded

in the current ycar $2,855,500

relating to prior ($2,855.500)

years

Dr. Accumulated

surplus

Cr. Amortization

expense

Total (82,855,500) | 9- $- 8- $2,855,500

As aresult of our audit, we conclude that the above unadjusted items are immaterial - individually and in

total - to the consolidated financial statements taken as a whole.
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May 24, 2017

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

1000 Yonge Street

Toronto, ON M45 1Z2

Dear Members of the Audit and Risk Management Commitbes:

We have been engaged to audit the consolidated financial statements of the Toronto Transit Commission
(the TTC) for the year ended December 51, 2016.

Canadian generally accepted 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 to report, these standards pequire us to consider The Rules of
Professional Conduct of the Chartered Professional Accountants of Ontario and applicable legislation
covering such matters as:

helding a financial interest, efther directly or indirectly, in a client;

serving as an officer or director of a client;

performanee of management functions for an assurance client;

personal or business relationships of immediate family, close relatives, partners or retired partners,
cither directly or indireetly, with a ¢lient or its management;

ceonomic dependence on a client;

long association of senior personnel with a listed entity audit client;

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

RpEs

Fm oo

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

We are not aware of any relationships between the TTC or its management and
PricewaterhouseCoopers LLP that may reasonably be thought to bear on our Independence that have
ceeurred from May 11, 2006 to May 24, 2017,

We herelry confirm that we are independent with respect to the TTC within the meaning of The Rules of
Professional Conduet of the Chartered Professional Aecountants of Ontario as of May 19, 2007

Pricewaterhouseloopers LLP
Pro® Tower, 18 Vork Street, Suite 2600, Toronte, Ontaris, Canoda MgT 0Bz
T 41 416 B6Z 1193, F: +1 416 365 S215, W0, RAc.com,/ea

s rerlers o F LLP, an Oriliric | labdity porinenship.
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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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