§@% STAFF REPORT
- 7 A ACTION REQUIRED

Draft Financial Statements of TTC Insurance Company Limited for the
Year Ended December 31, 2016

Date: June 15, 2017

To: TTC Insurance Company Limited Board of Directors
From: Chief Executive Officer

Summary

The TTC Insurance Company Limited’s (TTCICL) financial statements present
TTCICL’s 2016 financial results and financial position as of December 31, 2016.

Recommendations

It is recommended that the board of directors

1. Approve the attached financial statements of TTC Insurance Company Limited
for the year ended December 31, 2016, and

2. Approve the forwarding of the approved financial statements to the shareholders
on June 15, 2017 for information; and to the City Manager, in accordance with the
May 8, 2012 City Council Directive’.

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

The Chief Financial & Administration Officer has reviewed this report and agrees with
the financial impact information.

Accessibility/Equity Matters
There are no accessibility or equity issues associated with this report.

! See Item 1 at:
http://app.toronto.ca/tmmis/viewAgendaltemHistory.do?item=2012.EX19.13
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Decision History

TTC Insurance Company Limited’s By-Law No. 1 states that the affairs of the company
shall be managed by the board of directors. It is the responsibility of the board of
directors to review and approve the financial statements for the Company.

Issue Background
Financial statements for the Company are prepared annually for review and approval by
the board of directors.

Comments
Formal approval of these financial statements should be signified by the signatures of two
directors on the Statement of Financial Position.

Contact

Vincent Rodo

President, TTC Insurance Company Limited
Phone: 416-393-3914

Email: Vincent.rodo@ttc.ca

Attachments
Draft Financial Statements for TTC Insurance Company Limited for the Year Ended
December 31, 2016.
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February 21, 2017

Independent Auditor's Report
To the Board of Directors and Shareholder of TTC Insurance Company Limited

We have audited the aceompanying financial statements of TTC Insurance Company Limited, which
comprise the statement of financial pesition as at December 31, 2016 and the statements of operations and
accumulated surplus and cash flows for the year then ended, and the related notes, which comprise a
summary of significant accounting pelicies and other explanatory information,

Management's responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in
aceordance with Canadian public sector accounting standards, and for such internal control as
management determines is netessary to enable the preparaticn of financia] statements that are free from
material misstatement, whether due to frand or error,

Auditor's responsibility

Crur responsibility is to express an opinion on these financial statements based on our sudit, We eonducted
our audit in accordance with Canadian generally accepted auditing standards. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain reasenable assurance
about whether the financial statements are free from material misstatement.

An audit invelves performing procedures to obtain audit evidence abeut the amounts and diselosures in
the finanelal statements, The procedures selected depend on the auditer's judgment, including the
assessment of the risks of material misstatement of the financial stalements, whether due to fraed or
error, In making these risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the finaneial statements in order to design audit 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 ineludes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimales made by management, as well as evaluating the
overall presentation of the financial statements.

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

PricewaterbouseCoopers LLF
Pwt” Tower, 18 York Steeef, Suite 2600, Torento, Ontarie,Canada Mgl oBa
T: #0416 863 1133, F: 41 416 365 8215
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Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of

TTC Insurance Company Limited as at December 31, 2016 and the results of its operations, and its eash
flows for the year then ended in accordance with Canadian public sector accounting standards.

W@wr LLP

Chartered Professional Accountants Licensed Public Accountants



TTC INSURANCE COMPANY LIMITED

Staternent of Financial Position
As at December 31

2018 2015
{3) (F)

FINANCIAL ASSETS
Cash and cash eguivalents (note 4) 3,200,000 2,900,000
Interest Receivabla 2721 2457
Indemnity receivable from the

Toronto Transit Commission (note 3¢ and B) 174,648,000 182,212,000
Total Financial Assets 177,748,721 185,114,457
LIABILITIES
Accounts Payable 2,721 2 457
Insurance Liabilities (note 5) 174,546,000 162,212,000
Advance from Toronto Coach Terminal Inc. (note 8, 7 and 10) 3,100,000 2,800,000
Total Liabilities 177,648,721 185,014 457
Nat Assets 100,000 100,000
‘Accumulated Surplus {nofe &) 100,000 100,000

See aooompanying notes to the inancial statements

On behalf of the Board:

Director

Director




TTC INSURANCE COMPANY LIMITED

Statement of Operations and Accumulated Surplus
Year ended December 31

2016 Budgst 2018 2015
%) (%) ()
REVENLUE
Premium from the
Toronte Transit Commission 2 2 2
Interest income 30,500 20,581 35,600
Total Revenue 30,502 30,583 35,611
EXPENSES
Aszessmant fee 1o the
Financial Services Commission of Ontario 1,000 1,000 1,000
Managemant faa to the
Toronto Transit Commission {note 10) 29,502 29,583 34,611
Total Expenses 30,502 30,583 35681
Surplus for the Year - = -
Accumulated Surplus - Beginning of Year 100,000 100,000 100,000
Accumulated Surplus - End of Year 100,000 100,000 100,000

See accompanylng nates to the fnancial statements



TTC INSURANCE COMPANY LIMITED

Statement of Cash Flows
Year ended December 31

2016 2015
i) (5)

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from bank interest and premium 30,319 36,905
Cash paid for management fes (29,319) {35,9085)
Cash paid for Financial Services Commission assessment {1,000) (1,000)
Met cash flow from operating aclivities = .
CASH FLOWS FROM FINANCING ACTIVITIES
Advance/{Repayment) fromfte Toronto Coach Termimal Ing 300,000 (500,000)
Increase/(Decrease) in cash and cash eguivalents during year 300,000 (500,000)
Cash and cash equivalents, beginning of the year 2,900,000 3,400,000
Cash and cash equivalents, end of the year 3,200,000 2,900,000

Sea accompanying notes to the financial statements



TTC INSURANCE COMPANY LIMITED

Netes to Financial Statemernts, page 1

ear ended Decamber 31, 2016

i NATURE OF OPERATIONS

TTC Insurance Company Limited {the "Company™) was incorporated on March 9, 1934 under
the Ontario Corporaticns Act and is a subsidiary of Toronto Coach Terminal Inc. {(*"TCTI®), with
itz ultimate paremt company being the Toronto Transit Commission (the "TTC"). The TTC is
one of the agencies, boards and commissions of the City of Toronto (the "City™).

The Company provides insurance coverage for compulsory automobile parsenal injury and
accident benefit claims for the TTC.

2 SIGNIFICANT ACCOUNTING POLICIES

(a}

(b}

el

Basis of Presentation

These financial statements are prepared in accordance with the Public Sector
Accounting Standards {PSAS). As a gowernment crganization, the Company uses
PSAS a5 it does not have public debt or equity instruments, its assets are not held in a
fiduciary capacity and the Company does not have commercial type-operations. Also,
PSAS meets the needs of the Company’s financial statament users as PSAS is alsa
used by the TTC and its parent, TCTI.

In 2011, the Company elected to early adopt PS5 3450 Financial Instruments. In
aocordance with PSS 1160 Generally Accepted Accounting Principles, and in the
absence of specific guidance under PSAS, the guidance from IFRS 4, Insurance
Contracts, was used for the measurerment and presentation of insurance liabilities.

The Company follows the recommendations of Section PS 1201 - Financial Statement
Presentation, Financial statement presentation for assets and liabilities is based on the
concapt of net debt. A Statement of Change in Met Debt has not been presented as
the Company does not have any non-finarcial assets and does not generate a surplus
or deficit. Therefare, the presentation of a Statement of Change in Net Debt would not
provide any information that could not be obtained from the Statement of Financial
Pasition er the Statemert of Operations and Accurmulated Surplus. Since the Company
holds all investments in the form of cash and cash equivalents, & Statement of
Remeasurement Gaing and Losses has not been presented.

Measurament Uncertainty

Insurance liabilities are subject to messurement uncertainty, The recognized emounts of
such items are based on the Company's best information and judgment. Estimates and
other judgments are continuously evaluated based on management’s experience and
expectations sbout future evemts, Any variastion in the ulimate insurance liability
incurred will be offser by a corresponding change in the indemnity receivabla and
recognized in the current penod,

Cash and Cash Equivalents

Cash and Cash equivalents consist of funds on deposit with a chartered bank or monay
market instruments, such as treasury bills and bankers' acceptances, which are readily
canvertible to cash an short notice,



TTC INSURANCE COMPANY LIMITED

Notes to Financial Statements, page 2

Year ended December 31, 2016

1d}
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Insurance Contracts

Insurance contracts are those contracts that transfer significant insurance risk at the
inception of the contract. Insurance risk arises when the Company agrees to
compensate a policyholder if a specified uncertain future evemt adversely affects the
palicyholder, Significant risk is defined as the possibility of having to pay significantly
mare in a scenario where the insured event occurs than when it does not eccur. Due
to the indemnity agreement received from the TTC (see note 3), the contract issued by
the Company does not in substance transfer any nsurance nisk.  Accordingly, the
contract s recorded on the Statement of Financial Position and not reflected on the
Statement of Operations and Accumulatad Surplus.

Insurance Liabilities

Insurance liabilities reflect an actuarial assessment of the automobile claims liability on
the basis mandated by the Financial Services Commission of Ontarlo. When a claim is
reported, a case reserve is established by adjusters and lawyers amployed by the TTC.
The lighility includes an actuarially estimated prowesion for clams incurred but net yat
reported and internal and extermal adjustment expenses. Claims provisions are first
discounted to reflect the time value of money and provisions for adverse deviations are
added in accordance with accepted actuarial practice and the requirements of tha
Financial Services Commission of Ontario.

Revenue Recognition
Interest earned from funds on depesit is recorded as intarest income on an accrual
basis.

Income Taxes

Pursuant 1o section 149(1)ld] of the Incoma Tax Act (Canada), the Company is
exempt from federal income tax, As a result, ne 1ax provigion has been recorded in
these financial statements,

3. LICENSE AND INDEMNITY RECEIVABLE

The Company recaived a leense on July 12, 1994 from the Ontario Insurance Commission,
now ingorparated into the Finencial Services Commission of Omario, in order to transact tha
business of automobile insurance in the Province of Ontario. The Company initiated such
transactions on July 30, 1394, By Provincial Order in Council dated July & 1894, the
Company was granted the sald license subject to the follewing conditions:

(al

=13

(c)

(dl

the Company maintain, in aggregate, a paid-up capital and unimpaired surplus of not less
then §100,000;

thee Company limit exclusively its underwriting te the automobile insurance risks of tha
TTC under the Compulsory Automobile Insurance Act or any successor thereta;

the indemnity agreement between the TTC and the Company, whereby the Company is
to be reimbursed by the TTC for all curent and future costs and expenditures including
all claims undes the policies, continue and be in full force and effect; and

the complete and full guarantes of the TTC's Kabilities and obligations under the
indemnity sgreement which the Company has received from the City remains in ful
force and effect.



TTC INSURANCE COMPANY LIMITED

Naotes to Financial Statements, page 3

Year ended Decemnber 31, 2018

Ag a result of the indemnity agreement and the City guarantee, the Company has negligible
imsurance risk, as any change in the Company's insurance liabilittes would be offset by a
corresponding change in the balance of the indemnity receivable. For this reason, disclosures
on specific insurance risks have not been made.

CASH AND CASH EQUIVALENTS

Pursuant to the guarentee agresment with the City described in note 3(d]l, the Company is
regquared ta maintain cash or securities available for payment of current liabilities equal to the
greatar of 350,000 or one month's claims and operating expenses (all self-insured retention
payments are processed through the TTC). The cash and cash eguivalents amount restricted
for this purpose at December 31, 2076 is approximately 3,100,000 (2016 - §2,900,0001.

INSURANCE LIABILITIES

Insurance liabilities are established to reflect all liabilities sssociated with the insurance
policies at the balance sheet date. The ultimate cost of these liabilities will vary from the
best estimate mada by managament for 8 variety of reasons, including additional information
with respect to the facts and croumstances of the claims incurred.

Case Reserves

Insurance ligbilities are based an the case reserves set by claims adjusters for each individual
claim. These specialists apply their knowledge and expertise, after taking available
information regarding the circumstances of the claim into eccount, to set individusl case
reserve estimates, The Company bases swch estimates on the facts avallable at the time the
resarves are astablished.

Incurred But Not Reported

An ncurred but not reported provision “IBNRT is then added to the case reserves as
uncertainty exists on reported claims, because, for exemple, full information on case files
may not be available at the valuation date, or losses have been incurred but are not yet
reported. Therafore, the Company relies upon historical information and statistical models, to
estimate the IBNR lability, The Company also uses reported claims trends, claims severity,
exposure growth and other factors in estimating its IBNR reserve. The time required to learn
of and settle claims is an important consideration in establishing the Company’s reserves.
The Company revises these raserves as additional information becomes available.

Time Value of Money and Provision for Adverse Deviation

The provision is discounted to take into eccount the time value of money and & provision for
adverse deviation “PEAD® s added, as recommended by standard sctuarisl practice.
Azsumptions regarding the anticipatad timing of future payments and an appropriate
discourmt rate are made by management. As uncertainty exists with respect to the
determination af these discounted estimates, an explicit PFAD is made for potential claimsa
development. A PFAD iz selected besed on guidance developad by the Canadian Institute of
Actuaries.



TTC INSURANCE COMPANY LIMITED

Motes to Financial Statements, page 4

Wear ended December 31, 2016

The following table summarizes the effects of the time value of monoy and PFADs on the
insurance liabilities and claims adjustment costs,

Unpaid claims and | Undiscounted | Time Value Discounted PFAD Discounted
claims adjustment of Money | |before PFAD)]

costs ($000s]:

As at December 163,830 {4,745) 169,085 | 15,461 174 546
31, 2016

As et Decermber 171,027 (4,912) 166,118 | 16,097 182,212
31, 2015

As at December 31, 2016, the interest rate used to determing the time value of money was
1.0% (December 31, 2015 = 1.0%) and reflected the market yield, basad on the yield of
Ontario bonds with a similar duration until maturity,

Measurement Uncertainty and Assumption Sensitivity

Significant measurement uncertainty exists with respect to the undiscounted and discounted
balances ac a significant number of agaumptions are necessary (o determine such estimates
as described sbove, Final claim payments may differ from the computed provisions,
particularly whan payments may not occur for sewveral years. Any such adjustments 1o the
pravision will be reflected in the results for the year during which the adjustments are made.

Given the diversity and number of the assumptions involved, quantifying the individual
assumptions that are more likely than others to have a8 significant impact on the
measurgmeant of the Company’s insurance liabilities is impractical.

Claims Development

The Company completes an annual avaluation of the adequacy of unpaid claims and claims
adjustment costs at the end of each financial wear. This evaluation includes a re-
estimation of the liabilty for unpaid claims and claims adjustment costs relsting 1o each
preceding financial year comparad to the lisbility that was originally established, The results
of this comparison and the changes in the unpaid claims and claims adjustment costs for
the years ended Decembar 31, 2016 and 2015 were as follows:

2016 2015
Insurance liabilities, beginning of year 182,212,000 155,419,000
MNet claims and claims adjustment costs
Incurred related to current year 41,001,000 44 817,000
Incurred related to prior years 117,080,000 7.516,000
Settled related to current year [2,018.000) (1.984.000)
Settled related to prior years {28,658,000) 123,566,000
Insurance liabilities. end of year 174,546,000 182,212,000

Based on the indemnity agreement described in note 3(c), there is no net impact on the
Company as a result of the claims developsnent as any adverse claims development, would be
offset by an incresse in the indemnity receivable. Az & result, a claims development table i not
presented in these financial statements,



TTC INSURANCE COMPANY LIMITED

HNotes to Financial Statements, page 5

Year ended Decembar 31, 2016

10.

FINANCIAL INSTRUMENTS

The majoer financial instruments held by the Company are an indemnity receivable from the
TTC and an advance from TCTl. The indemnity receivable from the TTC comespends with
the insurance liabilities. This receivable arose from the indemnity agreement described in note
3(c). The payment of this receivable by the TTC is also covered by 8 seperats gusrantes
agreement issued by the City. The Company considers the carrying value of the indemnity
receivable and the amortized cost of the advance from TCTI to be approximately eguivalent
to their fair value, The maturity of the Indemnity Receivable from the TTC is directly linked
ta the maturity of Company’s insurance liabilitics, resulting in the Company having negligible
liquidity and interest risk. The Company hae low credit risk due 1o the guarantee agresment
between the City and the Company and does not face marker risk, or currency rigk.

All other financial assets and liabilities such as cash and cash equivalents, interest recelvable
and accounts payable are short-termn i nature and the carrying values of these financial
instruments approximate ther far value. The credit risk on cash and cash equivalents is
considered negligible as it is readily convertible to cash on short notice.

ADVANCE FROM TORONTO COACH TERMINAL INC.

The advance from TCTI is measured at cost and is due on demand, unsecured and non-
intarest bearing.

ACCUMULATED SURPLUS

The accumulated surplus consists of 1,000 comman shares with a par value of $100 each.

INSURANCE LEVELS

The Company provides the minimum limits of insurance, as required by the various municipal,
provincial and federal statutes, and are fully recowverable from the TTC, The TTC has
purchased excess insurance to cover claims in excess of $5,000,000, excluding no-fault
claims.

RELATED PARTY TRANSACTIONS

The TTC provides all management and administrative asrvices necessary to support the
operations of the Company. Related party transactions are recorded at the exchange amaount,
The expense incurred for the year for these services was $29,5B83 {2015 - §34,611] and this
has been reflected in the staternent of operations and accumulated surplus,

In addition, the Company received 5$300,000 from TCT! during the period (2015 - repaid
5500,000)], increasing the total advance as of December 31, 2016 to §3,100,000 (2015 -
£2,800,000), as described in note 7.



TTC INSURANCE COMPANY LIMITED

Notas to Financial Statements, page 6

Year ended December 31, 2016

M.

CONTINGEMCIES

The Company i a party to a number of legal proceedings in the ordinary course of its
business. While there exists an inherent difficulty in predicting the outcome of such
matters, based on current knowledge and consultation with legal counsel, management does
not expaect that the outcome of any of these matters, individually or in aggregate, would
have a material adverse impact on the Company's financial position. In management's
opinion, the Company has made adequate provision for all claims and legal proceadings.
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