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October 17, 2013

Members of the Audit Committee, Sub Committee of City Council
City of Toronto

Dear Members of the Audit Committee:

PricewaterhouseCoopers LLP (PwC or we) are pleased to present our audit plan for the 2013 audit of the
consolidated financial statements of the City of Toronto (the City) prepared in accordance with Canadian
generally accepted accounting principles(Canadian GAAP) established by the Public Sector Accounting
Board (PSAB) of the Canadian Institute of Chartered Accountants (CICA).

This document summarizes our audit plan including our view on audit risks, the nature, extent and timing
of our audit work as well as our proposed fees and the terms of our engagement.

We value your feedback and we hope that this document will facilitate two-way communication with you
on the risks identified and our audit approach. We welcome any suggestions and observations you may
have and look forward to discussing the contents of this audit plan with you at our upcoming meeting on
October 31, 2013.

Yours very truly,

Cathy Russell
Partner
Audit and Assurance Group

cc: Mr. J. Pennachetti, City Manager
Mr. R. Rossini, Deputy City Manager & Chief Financial Officer
Mr. J. Griffiths, Auditor General

itapia002
PwC
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The matters raised in this and other reports that will flow from the audit are only those that have come to our attention arising from or relevant to
our audit that we believe need to be brought to your attention. They are not a comprehensive record of all the matters arising and, in particular,
we cannot be held responsible for reporting all risks in your business or all internal control weaknesses. This report has been prepared solely for
your use and should not be quoted in whole or in part without our prior written consent. No responsibility to any third party is accepted, as the
report has not been prepared for, and is not intended for, any other purpose.
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1. Executive summary

We have prepared the attached document to provide you with the opportunity to review, comment on and approve
our audit plan for the audit of the 2013 City of Toronto consolidated financial statements (the financial statements).

This audit plan includes the required communications between an auditor and Audit Committee as required by
Canadian generally accepted auditing standards (Canadian GAAS).

Below, we highlight key areas for discussion, including new matters or changes from the prior year’s audit plan to
facilitate your review. We would be pleased to answer any questions you might have at our upcoming meeting.

Discussion item Summary For further
reference

Client service team  Cathy Russell is your engagement leader and Brooke Jutzi is
your engagement senior manager. The senior members of
our team are consistent with the prior years.

Page 2

Service deliverables  The scope of our services consists of the audit of the
consolidated financial statements of the City for the year
ending December 31, 2013.

Page 3

Timing  Our audit will be performed between October 2013 and June
2014.

 Planning : September – October 2013
 Interim visits: October – December 2013
 Year-end visit: April – June 2014

Page 4

Audit approach  Our audit approach will consist of a combination of key
controls reliance and substantive detail testing.

 Consistent with Canadian GAAS, we will also implement a
level of unpredictability into our procedures each year.

Page 6

Risk analysis  The areas of significant audit focus are consistent with the
prior year, including:
o Revenue recognition, for certain revenue streams
o Significant accounting estimates
o Consolidation process
o Management override of controls

 Should we become aware of any additional matters of
significant audit focus, we will report matters to you in our
year-end report.

Page 7

Materiality  We have calculated materiality (based on the current budget)
and have determined a preliminary materiality of $102
million (2012 - $94 million).

 Unadjusted and adjusted items over $5.1 million (2012 - $4.7
million) will be reported to the Audit Committee.

Page 10

Fraud risk  We are required to discuss fraud risk annually with the Audit
Committee.

 In planning our audit, we have considered the risk of fraud,
management’s processes for mitigating the risk, and the
Audit Committee’s oversight processes.

Page 10

2013 audit fees  Our audit fee for the City for the 2013 year, as outlined in our
response to proposal No. 9171-09-7137 dated
December 1, 2009 (the RFP), is $315,310 (2012 - $295,140)

Page 13
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2. Your team

a. Your client service team

Your client service team comprises the following individuals:

Name Role Phone
number

Email address

Cathy Russell Engagement leader 416 815 5291 cathy.russell@ca.pwc.com

Brooke Jutzi Engagement senior manager 416 814 5793 brooke.jutzi@ca.pwc.com

Emanuel Mascoll Engagement manager 416 687 8547 emanuel.g.mascoll@ca.pwc.com

Dibyendu Dhar Information technology partner 416 815 5043 dibyendu.dhar@ca.pwc.com

Mario Chasse Employee benefits specialist 416 365 8822 mario.chasse@ca.pwc.com

Brenda Lee-Kennedy Tax specialist 416 218 1452 brenda.lee-kennedy@ca.pwc.com

We have also assigned a quality review partner, who is independent of the audit team and whose responsibilities
include ensuring that we deliver a quality audit.
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3. Scope of our services

a. Our audit objectives

As the City’s auditor, our primary responsibility is to form and express an opinion on the City’s consolidated
financial statements as at December 31, 2013 and for the year then ending prepared in accordance with Canadian
GAAP (for the Public Sector). The financial statements are prepared by management with the oversight of those
charged with governance (the Audit Committee).

An audit of the financial statements does not relieve management or the Audit Committee of its responsibilities. We
will conduct our audit in accordance with Canadian GAAS. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

In addition, we are committed to being a trusted advisor to management and to the Audit Committee. Where
appropriate, we will discuss industry standards, provide management our views and insights and also advise
management of other services we feel could be helpful–at all times staying within the realm of our independence
rules.

b. Engagement terms

Our engagement letter dated November 1, 2010 sets out the terms and conditions for our engagement as the
independent auditor of the City and certain of the City’s Agencies and Corporations (A&C’s) for the years ended
December 31, 2010 through to 2014. A copy of this letter has been included in Appendix A of our audit plan for your
reference. In addition, we have included in Appendix A our annual letter confirming that the terms of this
engagement remain in force for the current year.

In addition, our engagement letter outlines our responsibilities as the auditor and the responsibilities of
management.
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4. When will we do the audit?

a. Audit timeline

Working with management, we have developed the following project timeline, which is consistent with the City’s
reporting requirements.

Audit planning

Presentation of audit plan to the Audit Committee October 31, 2013

Audit

Planning

Interim audit field work

September - October 2013

October - December 2013

Year-end audit field work April - June 2014

Clearance meeting with management and PwC May 2014*

Year-end Audit Committee meeting1 June 27, 2014

Finalization of consolidated financial statements July 2014

1 At the year-end Audit Committee meeting, we will provide to the Audit Committee our draft audit opinion, key
findings (particularly, regarding significant estimates, transactions, accounting policies and disclosures), any
significant deficiencies identified in internal controls and a confirmation of our independence.

*Tentatively scheduled with management for May 2014 subject to the finalization of the year-end Audit Committee
meeting date.

b. Project management

A well-executed audit requires good project management from both the City and PwC.

Working with management, we have developed the following process to ensure information is flowing and that
issues are dealt with on a timely basis:

i. Issues meetings

 We will hold regular meetings with key management throughout the year to discuss potential issues
affecting the City and to develop plans for the resolution of key accounting issues.

 We will share elements of our assessment of significant risks with management and the Audit Committee to
avoid surprises and obtain your feedback.

 We will maintain an ongoing register of matters that require further effort and will regularly monitor
progress on these matters.
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ii. Communications

We will use the information from the issues meetings, along with our other cumulative knowledge of the City, to
develop a detailed list of documents that we will need from the City to complete the audit. This document will list
those responsible and the expected delivery dates agreed to by management.

We have asked management to appoint an “Audit Champion” to be our key contact. This person is responsible for
managing the flow of information and audit requests to ensure both of our organizations are being as efficient as
possible and that the audit is not disruptive.

Mike St. Amant, Director of Accounting Services, has been selected by management as the City’s Audit Champion.

We will hold periodic meetings with management during the audit to discuss the status of our audit procedures. As
part of these meetings, we will provide a detailed list of outstanding items and will highlight any items that require
more urgent attention and follow up. We will work closely with management to resolve outstanding audit
information requests and issues in a timely manner and obtain agreement with management on additional audit
services provided, if any, during the audit.

Once we have completed our audit and have mailed our report the results and findings of the audit will be discussed
at the Audit Committee meeting.

Our Audit Service Guideline has been discussed with management and outlines our audit services and what may be
considered additional services subject to additional billings. All additional audit and accounting related services
will be communicated to both management and the Audit Committee. A copy of this guideline is included in
Appendix B of our audit plan for your reference.

iii. Continuous improvement

After the audit, we will debrief with management and obtain feedback on how the audit went and what
improvements can be made to the process. We would also welcome feedback from the Audit Committee. These
improvements will be documented and reflected in next year’s audit plan.
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5. How will we do the audit?

a. Our audit approach

Our audit approach is designed to allow us to execute a quality and efficient audit. We do this by:

i. gaining an understanding of the City - focusing on new developments and key business issues affecting the City
as well as management’s monitoring of controls and business processes. Our audit procedures will include tests
of controls within the payroll, purchases/payables/payments, revenue and receivables, information technology,
and certain other processes as well as substantive tests of significant account balances and transactions;

ii. identifying significant audit risks, sharing our perspectives, obtaining your feedback and ensuring our audit is
tailored to these risks;

iii. making use of our network of internal employee benefits, insurance, and information systems specialists, who
will be integrated into our team to assist in our audit;

iv. using external specialists1 to assist with obtaining sufficient and appropriate audit evidence over certain
account balances and transactions. Specifically, we will rely on the following specialists:

 external actuaries to provide actuarial calculations to account for the employee benefits (pension and
other), accident claims and insurance related liabilities; and

 Municipal Property Assessment Corporation (MPAC) to provide the assessment of properties used in
determining property taxation revenue for the year.

v. using well-reasoned professional judgment, especially in areas that are subjective or require estimates; and

vi. leveraging reliance where possible on the City’s internal controls and information technology and data systems,
internal audit, and the Auditor General's office. Our approach will, therefore, include a mixture of key controls
reliance, substantive analytics and detailed testing.

Our understanding of the organization also drives our assessment of materiality and the identification of audit
risks. Throughout the audit, we scale our work based on the size of an account balance, its complexity and its
impact on the consolidated financial statements.

There are other auditors for various boards and agencies for the City, which are included in the City's consolidated
accounts. With the exception of the Toronto Hydro Corporation, which is audited by KPMG LLP, these entities are
insignificant individually and in aggregate and, as such, we will not be placing reliance on the work of other
auditors for these smaller entities for purposes of the consolidated financial statements. For the Toronto Hydro
Corporation, we plan to execute additional audit procedures to obtain sufficient and appropriate audit evidence for
purposes of the consolidated audit of the City.

1
When we rely on others, we are required by our professional standards to perform certain audit procedures (i.e. evaluate their objectivity,

professional qualifications and reputation, understand significant assumptions, perform tests over the data used and evaluate the specialists
findings) and evaluate the results to determine if the specialists work, can provide audit evidence.
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b. Risk analysis

Significant risks are those risks of material misstatement that, in our judgment, require special audit consideration.
We have identified the following significant audit risks and other risks, including business risks with a potential
audit impact, as part of our planning process.

These risks were identified based on discussions with management, our knowledge of the business and current
developments in your industry and the economy.

They are the most important risks from our perspective. We request your input on the following significant risks
and whether there are any other areas of concern that the Audit Committee has identified.

Risk area
(including key judgments
and estimates)

Management’s response Our audit approach

Revenue recognition

The City has a number of revenue
streams that require significant
management judgment to be
exercised in determining when
funds from the obligatory reserve
fund should be recognized as
revenue. These include:
 funding transfers from other

governments; and
 revenue from development

charges.

The City has established revenue
recognition accounting policies in
accordance with the accounting
standards for the Public Sector.

In addition, the City has processes,
controls and other procedures in
place to ensure that revenue is
appropriately measured and
recognized, including monitoring
the activity within deferred revenue
accounts and obligatory reserve
funds during the year.

 Update our understanding of
management processes and
internal controls surrounding
revenue recognition and assess
the accounting policies adopted
by the City for recognizing
revenue and ensure that this is
in accordance with Canadian
GAAP for the Public Sector.

 Perform substantive tests of
detail on revenue streams where
the risk of misstatement in
revenue recognition is
considered to be most pervasive.

 Test the controls in place over
management's review of the
obligatory reserve fund and
perform substantive testing on
the activity (i.e. amounts
received and disbursed) during
the year.

Significant accounting
estimates

The preparation of the City's
financial statements requires the
use of accounting estimates that
are subject to management
judgment in the following
significant areas:
 employee benefits (pension

and other);
 environmental liabilities

(including closure and post-
closure costs for active and
inactive landfill sites); and

Management has processes and
controls in place for formulating
these estimates.

Where applicable, management has
engaged external consultants to
assist in the determination of
significant accounting estimates. In
particular, we understand the City
has contracted external specialists
to assist with the valuation of

 Meet with non-financial
management responsible for
establishing these provisions to
understand the key assumptions
and validate and benchmark
these estimates against our own
expectations. Test management's
calculations supporting data and
assumptions used in these
calculations.

 Incorporate internal specialists
into our engagement team (e.g.
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Risk area
(including key judgments
and estimates)

Management’s response Our audit approach

 contingent liabilities
(including provisions for
property and personal
liability claims (covering both
self-insured and insured
liabilities).

certain employee benefits and
certain other contingent liabilities
(accident claims).

pension and insurance) to assess
the appropriateness of the
methodology and accounting
estimates applied.

 Assess the competency and
objectivity of consultants
engaged by the entity.

 For employee benefit
arrangements, we will assess
whether any plan changes as a
result of new or amended
collective bargaining agreements
or agreements with non-
unionized employees have been
appropriately considered in the
actuarial valuations. We will also
perform testing over the source
data used in the employee
benefit calculations.

 For contingent liabilities, we will
obtain independent legal
confirmation letters from
external counsel relating to the
status of claims and discuss
significant claims with internal
legal counsel and management.

Consolidation process

The City's organizational
structure is complex as there are
many individual legal entities
which are included in the
consolidated accounts of the City.
In addition, the consolidation
process is manual and requires
top-level adjustments to conform
to the accounting policies of the
City under Canadian GAAP for
the Public Sector.

Management performs a detailed
review of the consolidation
schedules to ensure that all entities
are appropriately included and
accounted for in accordance with
the City's accounting policies under
Canadian GAAP for the Public
Sector.

 Test the consolidation process
including testing of significant
manual journal entries and
adjustments and comparing the
consolidation information for
the significant subsidiaries to the
source accounting records or
financial statements of the
respective A&C.

 The PwC City audit team will
keep in close communication
with the PwC A&C teams to
ensure that accounting
differences and issues raised by
the A&C audit teams and
management are identified,
discussed and resolved in a
timely manner and are
appropriately included in the
consolidation of the City accounts.



City of Toronto Audit plan for the year ending December 31, 2013

PwC 9

Risk area
(including key judgments
and estimates)

Management’s response Our audit approach

Management override of
Controls

Canadian GAAS requires that
management override of controls
be considered a key audit risk.

Appropriate segregation of duties
has been established in order to
mitigate the risk of management
override of controls.

The City has policies and
procedures in place to prevent and
deter fraud including the review
(and reporting) of the whistle
blower hotline and review and
approval over manual journal
entries.

 Assess the control environment
and segregation of duties and
access parameters established in
SAP mitigating this risk.

 Review whistle blower reports for
issues that may have a material
impact to the consolidated
financial statements.

 Test significant and non- standard
manual journal entries made
during the year.

 Introduce an element of
unpredictability into our audit
through our sample selections for
audit testing.

Other business risks

As part of our planning process, we review and consider other business risks. These risks were identified based on
preliminary planning discussions with management, our knowledge of planned IT system projects. During the
audit, we are required to review IT project’s scope, implementation controls, data conversion controls, application
security and business process controls as well as reporting integrity controls.

System implementation risk areas Our role in the systems project

• Systems implementations may experience delays and
other challenges related to project governance, project
management, vendor management and its overall
readiness.

• Potentially significant reputational risk and financial
loss if a multi-million dollar investment in systems fails
to deliver the business benefits.

• Risk of incomplete and inaccurate data conversion
from legacy system. This can significantly impact both
successful go-live and post-go live transaction
processing integrity.

• Risk of missing opportunities for automation of
processes and controls.

• Risk of inappropriate access if security and access
controls are not properly designed.

• Risk of integrity in the numerous reports and interfaces
with other systems.

• In our capacity as auditors, certain audit
required activities need to be performed to
assess the impact of IT System changes on
the financial audit.

• Early involvement in the Systems project will
help us identify issues/gaps earlier in the
process to minimize rework and additional
effort needed post go-live.

• PwC will leverage from its specialized
Systems controls methodologies, tools and
knowledgebase to assess the Systems
implementation project.

• Leveraging off the work required for the
financial audit, PwC can additionally provide
value added assistance with process
optimization, go-live readiness, data quality
and business process design and related
controls beyond audit requirement.
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c. Materiality

Misstatements, including omissions, are considered to be material if they (individually or in aggregate with other
misstatements) could reasonably be expected to influence the economic decisions of users, taken on the basis of the
financial statements.

Judgments about materiality are made in light of surrounding circumstances and are affected by the size or nature
of a misstatement, or a combination of both.

We have set our preliminary materiality for the audit as follows:

Basis Amount Prior year’s amount

Overall materiality1: 1% of total budgeted
expenditures

$102 million $94 million

Unadjusted and adjusted
items in excess of this
amount will be reported
to the Audit Committee

5% of overall materiality $5.1 million $4.7 million

1Our materiality calculation is based on current forecasted results; should there be a significant change, we will
communicate changes to the Audit Committee at year-end.

d. Discussion on fraud risk

Canadian GAAS requires us to discuss fraud risk annually with the Audit Committee. We understand that part of
your governance role is also to consider the fraud risks facing the City and the responses to those risks.

Question 1:

Required discussion  Through our planning process (and prior years’ audits), we have developed
an understanding of your oversight processes including:
o Whistle-blower hotline review
o Code of conduct
o Audit Committee (and other) charters
o Discussion at Audit Committee meetings and our attendance at those

meetings
o Presentations by management, including business performance

reviews
o Review of related party transactions
o Consideration of tone at the top
o Internal audit
o Auditor’s General Office
o Organization wide online fraud training

 Are there any new processes or changes to the above that we should be
aware of?
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Question 2:

Required discussion  We are not aware of any fraud at the current time.

 We would like to ask whether you aware of instances of actual, suspected or
alleged fraud affecting the entity?

An auditor’s responsibilities for detecting fraud

We are responsible for planning and performing the audit to obtain reasonable assurance that the financial
statements are free of material misstatements, whether caused by error or fraud.

The likelihood of not detecting a material misstatement resulting from fraud is higher than the likelihood of not
detecting a material misstatement resulting from error, because fraud may involve collusion as well as sophisticated
and carefully organized schemes designed to conceal it.

During our audit, we will perform the following procedures in order to fulfill our responsibilities:
 inquiries of management, the Audit Committee and others related to any knowledge of fraud or suspected

fraud;
 perform disaggregated analytical procedures, primarily over revenue, and consider unusual or unexpected

relationships identified in planning the audit;
 incorporate an element of unpredictability in the selection of the nature, timing and extent of our audit

procedures; and
 perform additional required procedures to address the risk of management’s override of controls, including:

 evaluating internal controls designed to prevent and detect fraud;
 examine journal entries and other adjustments for evidence of the possibility of material misstatement

due to fraud;
 review accounting estimates for biases that could result in material misstatement due to fraud, (including

a retrospective review of significant prior years’ estimates); and
 evaluate the business rationale of significant unusual transactions.

We would be pleased to discuss any other procedures or suggestions the Audit Committee may have.
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6. Where will we do the audit?

Consolidated audit process

Our consolidated City and A&C engagement teams are under the direction of Cathy Russell.

In this capacity, she is responsible for the overall quality of the delivery of our audit services, as well as the
consistent application of our audit methodology.

While PwC performs audits of many A&Cs, for the purposes of the consolidated audit we will focus on the audits of
the significant entities included in the consolidated financial statements of the City (i.e. the City, TTC, TCHC and
Toronto Hydro). This will result in audit coverage of greater than 90% of the City's consolidated assets and
expenses for the 2013 year.

We have taken the following steps to ensure the overall quality of the audit engagement:

a. issued formal instructions to the local A&C audit teams leveraging the work of the individual A&C audits;

b. arranged for continuous communication throughout our engagement team between the City and A&C
audit teams;

c. arranged for debriefing conference calls with management and respective local A&C audit teams to
review results and findings of work performed; and

d. planned adherence to engagement timelines in order to meet your reporting objectives.
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7. Our fees

In accordance with the RFP covering the five year contract period for the years ended December 31, 2010
through 2014. Our fee for the 2013 audit of the consolidated financial statements of the City is $315,310.
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8. Upcoming changes to accounting standards

As part of our commitment to quality service, we now draw your attention to new and emerging accounting,
auditing and regulatory developments together with their assessed impact on the City’s financial reporting:

a. Government transfers

A revised Section PS 3410 was issued in February 2011 and is effective for fiscal years beginning on or after
April 1, 2012. The new standard may be applied prospectively or retroactively. The objective of this project was
to provide additional guidance and clarification to Section PS 3410, Government Transfers and to address
application and interpretation issues raised by the government community.

An organization will need to consider the impact of the revised standard on:

 The appropriate accounting for multi-year funding provided by governments to outside organizations
 When the transfer has been authorized
 The degree to which stipulations imposed by a transferring government create a liability that must be

recognized by the recipient government
 Timing of revenue recognition for capital transfers

Impact to the City: This standard is effective for the City for fiscal 2013. The City will need to consider the
accounting for grants received from other governments, particularly those that span more than one year. Under
the new standard, the criteria for recognition of deferred contributions have changed and current arrangements
will need to be evaluated. In addition, the City will need to determine if on transition they will apply the
standard prospectively or retroactively.

b. Tax revenue

A new Section PS 3510, Tax Revenue is effective for periods beginning on or after April 1, 2012. This standard
establishes how to account for and report tax revenue in government financial statements.

Certain aspects of the standard include:
 It includes guidance that distinguishes tax concessions from transfers made through a tax system;
 Regarding the attribution of tax revenue, the standard requires the government that imposes a tax to

recognize the related revenue except in the case of purely flow-through arrangements;
 It requires that any expenses incurred in relation to a tax transaction, such as administrative costs or

commissions on tax collection, be separately recognized in expenses and not netted against tax revenue.

c. Liability for contaminated sites

Section PS 3260, Liability for Contaminated Sites is effective for periods beginning on or after April 1, 2014,
although earlier adoption is encouraged. This standard provides specific guidance on how an organization
accounts for a liability associated with the remediation of a contaminated site. It may be adopted prospectively
or retroactively.

The main features are:
 A liability for remediation of a contaminated site is recognized when contamination exceeds an existing

environmental standard, the organization is either directly responsible or accepts responsibility for the
contamination, the organization expects that future economic benefits will be given up and can make a
reasonable estimate of the amount of the liability.
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 The liability is measured at the organization’s best estimate of the amount required to remediate the
contaminated site. When cash flows to settle the liability are expected to occur over several years then a
discounted cash flow technique is usually the best method to estimate the liability.

 Enhanced disclosures over remediation liabilities are required.

Impact to the City: The City will need to consider the impact of the changes noted above on their entities
with significant liabilities in this area, such as the TTC.

d. Financial instruments and financial statement presentation

Section PS 3450, Financial Instruments is effective for government organizations (for fiscal years beginning on
or after April 1, 2012) and is effective for governments for periods beginning on or after April 15, 2015. This
section provides guidance on the recognition, measurement, presentation and disclosure of financial
instruments. Derivatives and portfolio investments that are equity instruments quoted in an active market are
measured at fair value. Other financial instruments may be elected as measured at fair value under certain
conditions.

Concurrent with the adoption of Section PS 3450 organizations must adopt Section PS 1201, Financial
Statement Presentation (replacing Section PS 1200) and Section PS 2601, Foreign Currency Translation
(replacing PS 2600). These new standards require presentation of a new primary statement – the statement of
remeasurement gains and losses – reporting various unrealized gains and losses and may also change the
accounting for long-term foreign currency monetary items.

Impact to the City: The most significant impact to the City will be the presentation of the change in fair value
of derivative financial instruments for its purchase of electricity and natural gas as well as the change in fair
value on the interest rate swaps at TCHC. The change in fair value will now be recognized in the statement of
remeasurement gains and losses and no longer in the consolidated statement of operations and accumulated
surplus.

In addition, there will be an impact on the City’s investments which are currently being recorded at cost, and
will need to be recorded at fair value with the change in the fair value being recognized in the statement of
remeasurement gains and losses.

e. Other projects

Other significant projects that are in progress by the Public Sector Accounting Board:

 Related Parties – In September 2012, PSAB issued an exposure draft proposing a new PSA Handbook
Section for Related Party Transactions. The exposure draft included guidance on the identification of
related parties as well as the recognition and measurement of related party transactions. The Board has
considered responses to the exposure draft and will be issuing a re-exposure draft with revised guidance to
address concerns over key management personnel and measurement of related party transactions. The re-
exposure draft is expected in June 2013 with a view to a final standard by the end of 2013. Our audit
national public sector leader is the chair of the PSAB task force on this project.

 Restructurings – Restructurings may take many forms including amalgamations, transfers and
reorganizations. This project aims to create a standard to define restructuring transactions and provide
guidance on the recognition and measurement of assets and liabilities subject to restructuring as well as
accounting for restructuring costs. A statement of principles was issued in February 2013, which proposes
that restructurings involve the transfer of an integrated set of assets, liabilities and related responsibilities
without the exchange of significant consideration based on the fair values of assets and liabilities
transferred. Restructuring transactions are to be measured based on carrying values with limited
adjustments. An exposure draft for a new standard is expected in early 2014.
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 Assets – The objective of this project is to provide a standard that addresses the basic concepts and
definition of assets, similar to the standard that already exists for liabilities (Section PS 3200). The first
step in this project is a statement of principles that will define the essential characteristics of assets,
contingent assets and contractual rights, provide recognition and derecognition criteria for assets and
contingent assets, provide guidance on the measurement of assets and contingent assets (including
impairments) and consider disclosure requirements. A draft statement of principles is expected in 2013.

 Revenues – This project is to develop additional principles for revenue recognition principles that apply to
sources of revenue other than government transfers and tax revenue. It is a wide-reaching project seeking
to address recognition, measurement and presentation of revenues that are common in the public sector.
PSAB is currently working on a statement of principles, expected to be issued before the end of 2013.

 Asset Retirement Obligations – This project will introduce guidance on accounting for asset retirement
obligations into the PSA Handbook. The project is in early stages with a statement of principles expected
before the end of 2013. A partner from our National Office sits on the PSAB task force for this project.

The City will need to monitor these projects for future impact on their own financial reporting.
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October 17, 2013

Mr. Jeffrey Griffiths
Auditor General
City of Toronto
Metro Hall
55 John Street, 9th Floor
Toronto, ON M5V 3C6

Dear Mr. Griffiths:

We wish to confirm that the terms and conditions of our engagement letter dated November 1, 2010
relating to the audit of the consolidated financial statements of the City of Toronto and its major agencies,
boards, commissions (the City) for the years ending December 31, 2010, 2011, 2012, 2013 and 2014,
continue to remain in effect for the year ending December 31, 2013. We have summarized each of the
engagements included in the Request for Proposal 9171-09-7137 dated December 1, 2009 as follows:

Engagement

1. Consolidated Financial Statements of the City
of Toronto

Financial statement audit (CAS 700) in accordance
with Canadian Generally Accepted Accounting
Principles as issued by the Public Sector Accounting
Board (Public Sector Accounting Standards).

2. Consolidated Financial Statements of the City
of Toronto Trust Funds

Financial statement audit (CAS 700) in accordance
with a specified basis of accounting (as disclosed in
the notes to the financial statements).

3. City of Toronto Sinking Funds Financial statement audit (CAS 700) in accordance
with a specified basis of accounting (as disclosed in
the notes to the financial statements).

4. City of Toronto – Report on Compliance with
Investment Policy

Specified audit procedures in accordance Canadian
Institute of Chartered Accountants Section 9100 –
Reports on the Results of Applying Specified
Auditing Procedures to Financial Information (a
separate engagement letter was issued outlining the
procedures).

5. City of Toronto – Report on Compliance with
Agreement for the Transfer of Federal Gas Tax
Revenue and Annual Expenditure Report

Audit of expenditures in accordance with Canadian
Institute of Chartered Accountants section 5815,
Special Reports on Compliance with Agreements,
Statutes and Regulations, in accordance with the
provisions of the related agreement.
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Engagement

6. City of Toronto – Report on Compliance with
the Building Canada Fund Contribution
Agreement for the Toronto-York Spadina
Subway Extension and Report on accounts,
records, claims and expenditures incurred
under this Agreement

Audit of expenditures in accordance with Canadian
Institute of Chartered Accountants section 5815,
Special Reports on Compliance with Agreements,
Statutes and Regulations, in accordance with the
provisions of the related agreement.

7. Long-term Care Homes and Services –
Residents’ Interest Trust Fund

Not applicable - This engagement is no longer
required.

8. Long-term Care Homes – Annual
Reconciliation Reports (10 as listed below):

(a) Bendal Acres;

(b) Carefree Lodge;

(c) Castleview Wychwood Towers;

(d) Cummer Lodge;

(e) Fudger House;

(f) Kipling Acres;

(g) Lakeshore Lodge;

(h) Seven Oaks;

(i) True Davidson Acres; and

(j) Wesburn Manor

Audit of reconciliation reports (CAS 805) in
accordance with the provisions of the related
agreements.

9. The Toronto Track and Field Centre –
Statement of Operating Costs

Not applicable - This engagement is no longer
required.

10. Toronto Community Housing Corporation:

(a) Toronto Community Housing
Corporation; and

(b) Housing Services Inc.

(a) Financial statement audit (CAS 700) in
accordance with Public Sector Accounting
Standards for Not-for-Profit Organizations

(b) Financial statement audit (CAS 700) in
accordance with Public Sector Accounting
Standards for Not-for-Profit Organizations

11. Toronto Economic Development Corporation Financial statement audit (CAS 700) in accordance
with International Financial Reporting Standards
(IFRS)
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Engagement

12. Toronto Parking Authority:

(a) Toronto Parking Authority; and

(b) Toronto Parking Authority Carpark No.
161 – St. Clair-Yonge Garage –
Statement of Operations.

(a) Financial statement audit (CAS 700) in
accordance with IFRS

(b) Audit of Statement of Operations in
accordance with IFRS

13. Toronto Police Services Board Special Fund –
Section 9110 Report

Specified audit procedures in accordance with
Canadian Institute of Chartered Accountants
Section 9110 – Agreed Upon Procedures Regarding
Internal Control Over Financial Reporting (a
separate engagement letter was issued outlining the
procedures).

14. Toronto Public Health – Specified procedures
in connection with various Settlements of
Toronto Public Health programs (7 as listed
below):

(a) Toronto Board of Health Cost Shared
Programs;

(b) Settlement of AIDS Bureau Program and
Statement of Revenue & Expenditures –
Toronto Public Health – AIDS Bureau
Program;

(c) Blind Low Vision;

(d) Healthy Babies Healthy Children
Program;

(e) Infant Hearing Program;

(f) Preschool Speech and Language
Program; and

(g) Smoke Free Ontario (if applicable)

Specified audit procedures in accordance with
Canadian Institute of Chartered Accountants
Section 9100 – Reports on the Results of Applying
Specified Auditing Procedures to Financial
Information (a separate engagement letter was
issued outlining the procedures).

g) Not applicable - This engagement is no longer
required

15. Toronto Public Library Board Audit of the financial statements (CAS 700) in
accordance with Public Sector Accounting
Standards.

16. Toronto Public Library Foundation Audit of the financial statements (CAS 700) in
accordance with Public Sector Accounting
Standards for Not-for-Profit Organizations.
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Engagement

17. Consolidated Financial Statements of the
Board of Governors of Exhibition Place

Audit of the financial statements (CAS 700) in
accordance with Public Sector Accounting
Standards.

18. Canadian National Exhibition Association Not applicable - This engagement is no longer
required.

19. Canadian National Exhibition Foundation Not applicable - This engagement is no longer
required.

20. The Sony Centre for the Performing Arts Audit of the financial statements (CAS 700) in
accordance with Public Sector Accounting
Standards for Not-for-Profit Organizations.

21. St. Lawrence Centre for the Arts Audit of the financial statements (CAS 700) in
accordance with Public Sector Accounting
Standards for Not-for-Profit Organizations.

22. Toronto Centre for the Arts Audit of the financial statements (CAS 700) in
accordance with Public Sector Accounting
Standards for Not-for-Profit Organizations.

23. Board of Management of the Toronto Zoo Financial statement audit (CAS 700) in accordance
with Public Sector Accounting Standards for Not-
for-Profit Organizations.

24. Consolidated Financial Statements for the
Toronto Transit Commission

Audit of the financial statements (CAS 700) in
accordance with Public Sector Accounting
Standards.

25. Toronto Coach Terminal Inc. Not applicable - This engagement is no longer
required.

26. TTC Insurance Company Limited Audit of the financial statements (CAS 700) in
accordance with Public Sector Accounting
Standards.

27. The Pension Fund of the Corporation of the
City of York Employee Pension Plan

Financial statement audit (CAS 700) in accordance
with Canadian Generally Accepted Accounting
Principles for Pension Plans.

28. The Fund of the Metropolitan Toronto
Pension Plan

Financial statement audit (CAS 700) in accordance
with Canadian Generally Accepted Accounting
Principles for Pension Plans.
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Engagement

29. The Fund of the Metropolitan Toronto Police
Benefit Fund

Financial statement audit (CAS 700) in accordance
with Canadian Generally Accepted Accounting
Principles for Pension Plans.

30. The Fund of the Toronto Civic Employees’
Pension and Benefit Fund

Financial statement audit (CAS 700) in accordance
with Canadian Generally Accepted Accounting
Principles for Pension Plans.

31. The Fund of the Toronto Fire Department
Superannuation and Benefit Fund

Financial statement audit (CAS 700) in accordance
with Canadian Generally Accepted Accounting
Principles for Pension Plans.

32. Toronto Transit Commission Pension Fund
Society

Financial statement audit (CAS 700) in accordance
with Canadian Generally Accepted Accounting
Principles for Pension Plans.

33. Toronto Transit Commission Sick Benefit
Association

Financial statement audit (CAS 700) in accordance
with Canadian Generally Accepted Accounting
Principles for Pension Plans.

Yours truly,

Chartered Professional Accountants

itapia002
PwC
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Audit Service Guideline

Our commitment to you and expectations of the City

Audit

readiness and

monitoring of

audit

progress

We will provide a detailed listing of audit informa

agree with management upfront the required dates to provide the

requested information.

We will agree with you the start dates of

audit fieldwork. A completed tria

management year-end closi

agreed to upfront with management.

We will hold periodic meetings

be agreed upfront) to discuss the status of the audit. As part of

these meetings, we will provide

and will highlight any items that require

follow up.

Significant

accounting

and reporting

matters

We will hold meetings with key staff at the City as part of the audit

planning process to understand significant developments

changes for the current year

accounting and audit implications.

For significant new developments that have an accounting, reporting

and/or auditing impact, management will prepare a position paper,

in a format as outlined in our summary of audit information

requests, summarizing the issue, the techn

supporting management’s position

Financial

statement

review

Year-end financial statements and note

and reviewed by management and

accordance with the timelines as outlined in our audit information

request listing.

We will review two versions of the financial statements

provide our comments, including any suggestions for change to

management, on the first version and will review a second version

the financial statements for any

initial review.

Audit

Committee

/Board

meetings

We will attend one meeting at year

audit report (summarizing our key audit findings) to

and discuss any comments or revisions suggested by management.

In addition, we will attend

present our audit plan and

annual general meeting (if applicable)

Audit Service Guideline

and expectations of the City Additional

We will provide a detailed listing of audit information requests and

upfront the required dates to provide the

ree with you the start dates of our interim and year-end

completed trial balance that includes all

end closing entries will be provided at a date

agreed to upfront with management.

hold periodic meetings with management (dates and times to

to discuss the status of the audit. As part of

tings, we will provide a detailed list of outstanding items

any items that require more urgent attention and

Delays in receiving requested

information that results in idle

staff time or

any changes to the trial balance

subsequent to the

date that results in additional

audit testing

separately.

We will hold meetings with key staff at the City as part of the audit

planning process to understand significant developments and

changes for the current year and share with you our views on the

accounting and audit implications.

developments that have an accounting, reporting

or auditing impact, management will prepare a position paper,

utlined in our summary of audit information

requests, summarizing the issue, the technical analysis/research

supporting management’s position and the impact to the City.

Time incurred to

management’s position paper and

resolve significant accoun

matters

In addition, time incurred to

quantify and perform

audit procedures

validate

separately.

tatements and note disclosures will be prepared

by management and provided to us for our review in

accordance with the timelines as outlined in our audit information

We will review two versions of the financial statements. We will

, including any suggestions for change to

the first version and will review a second version of

the financial statements for any changes made as a result of our

Significant revisions to the

financial statements

writing of note disclosures or

pervasive mathematical errors

and/or internal inconsistencies)

and reviewing multiple versions of

the financial statements (i.e. more

than two versions) will be billed

separately.

We will attend one meeting at year-end to present our draft year-end

audit report (summarizing our key audit findings) to management

discuss any comments or revisions suggested by management.

e will attend two audit committee/board meetings to

audit plan and final year-end audit report and the

annual general meeting (if applicable).

Additional meetings

Audit Committee / Board

additional

clearance meetings

management

separately.

Additional audit services

elays in receiving requested

information that results in idle

staff time or staffing changes or

any changes to the trial balance

subsequent to the agreed upon

that results in additional

audit testing will be billed

separately.

ime incurred to review

gement’s position paper and

resolve significant accounting

matters will be billed separately.

In addition, time incurred to

quantify and perform additional

procedures, as necessary, to

validate adjustments will be billed

separately.

Significant revisions to the

financial statements (i.e. re-

writing of note disclosures or

pervasive mathematical errors

or internal inconsistencies)

and reviewing multiple versions of

the financial statements (i.e. more

than two versions) will be billed

separately.

Additional meetings with the

Audit Committee / Board and

additional drafting sessions or

clearance meetings with

management will be billed

separately.
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