
 STAFF REPORT

September 4, 2002

To: Audit Committee

From: City Auditor

Subject: Annual Report on the Status of Fraud and Related Matters
          

Purpose:

To respond to the request of the Audit Committee that the “City Auditor submit to the Audit
Committee an annual report on the status of fraud and related matters.”

Financial Implications and Impact Statement:

There are no financial implications resulting from the adoption of this report.  However, the
investigations conducted by the City Auditor that are summarized in this report have or may
result in the recovery of funds to the City.  In addition, recommendations made to management
resulting from the investigations should minimize the risk of fraudulent activities and other
improprieties, thereby mitigating potential losses to the City.

Recommendation:

It is recommended that this report be received for information.

Background:

This report represents the City Auditor’s annual report to the Audit Committee on the status of
fraud and related matters.  Since our last report in June 2001, my office has continued to conduct
a number of forensic audits.  These forensic audits have involved the investigation and collection
of evidence related to suspected fraudulent activity perpetrated by City employees and, in some
cases, by external third parties.

Currently, incidents of fraud or other improprieties are brought to the attention of the City
Auditor by City staff, suppliers or the general public.  Incidents of fraud or suspected fraud are
reported to the City Auditor directly by City management, by mail or through the anonymous
fraud hotline (operated by the City Auditor’s Office since March 1, 2002, on a six-month pilot
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project basis).  The City Auditor may also identify incidents of fraud in the course of conducting
audits.

While the City Auditor takes the lead role in conducting these investigations, they are conducted
in consultation with appropriate City Legal, Human Resources and departmental staff.  In all
cases, where there is sufficient evidence, the Toronto Police Service are contacted.  My office
has worked co-operatively with the Toronto Police Service in order to ensure that evidence is
documented to a level that is sufficient to substantiate the laying of charges.  Where charges have
been laid, Audit staff have appeared as witnesses at court proceedings.

Comments:

Summarized below is the status of fraud investigations conducted by my office in the last year,
followed by the status of those investigations previously reported to the Audit Committee, in
June 2001, that are still outstanding or have recently been closed.

Status of Investigations

The status of investigations conducted by the City Auditor, over the last year, is provided below:

1. Workplace Safety and Insurance Board Claims

A City employee on long-term disability, formerly with Works & Emergency Services, is
alleged to have been observed performing physical work that draw into question the
validity of his disability claim.  This allegation was reported by a caller to the City’s
Fraud/Waste Hotline.  Audit Services is coordinating the investigation with the
Workplace Safety and Insurance Board (WSIB).  It is expected this investigation may not
be completed for several months due to case backlogs at WSIB.  If this allegation is valid,
estimated potential future loss to the City (until the employee retires) is approximately
$160,000, based on the current level of disability payment.

2. Excessive Overtime

A City Works and Emergency Services’ employee is alleged to have submitted false
overtime hours for the past eighteen months.  This allegation was reported by a caller to
the City’s Fraud/Waste Hotline.  Our review determined that this employee had recorded
significant overtime in both 2001 and 2002.  Our investigation found there had been no
authorization of this employee’s timesheet submission, and a lack of supervisory review
and control by his supervisor.  Appropriate action will be taken with respect to this matter
and proper controls have now been implemented.

Audit Services is continuing the investigation, in consultation with departmental staff and
the City’s Human Resources and Legal Divisions, to determine if there is sufficient
evidence to support criminal charges of fraud.  This employee has been reassigned to
another position, pending the completion of our investigation.
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3. Permit Fraud/Misappropriation of Funds

Irregularities in permit issuances by an employee in the Economic Development, Culture
and Tourism Department were brought to the City Auditor’s attention by senior
management in the department.  The matter was brought to management’s attention by
another employee.  Our investigation confirmed that the employee used his access
privileges to the computerized permit booking system to apply reduced rates to ice time
for his hockey group.  Further, the employee tentatively booked and subsequently
cancelled the contracts without making payments to the City, despite the usage of ice
time and the collection of monies from the other hockey players.

Records were available to substantiate fraudulent activities dating back to February 2000
and approximately $9,000 was misappropriated.  This investigation has been completed
and senior management has been advised of our findings.  The matter has been referred to
the Toronto Police Service to proceed with appropriate criminal charges.  The employee
has since been terminated.

4. Misappropriation of Funds

The City Auditor’s office provides audit services to the Canadian National Exhibition
Association (CNEA) on an annual basis.  In carrying out our audit during the 2001
Canadian National Exhibition Fair, we discovered that an employee working in the
Parking Services area had reproduced parking tickets, sold them and retained cash in the
amount of $1,275 for his personal use.  The CNEA has recovered the money, the Toronto
Police Service has investigated the matter, and the employee has been dismissed.  Audit
Services has made recommendations to CNEA management to modify their system of
internal controls, in order to minimize the risk of similar occurrences.

5. Misappropriation of Funds

Audit staff was advised by the Director of Court Services that the Toronto Police Service
had been contacted to investigate a suspected cashier fraud.  The employee was
suspended without pay, pending completion of the Toronto Police Service investigation.

The initial incident revolved around a customer who had paid a $4,448.75 fine in cash to
the City and was subsequently advised by the Ministry of Transportation that his license
was still under suspension.  The cashier claimed she had refunded the money.

A subsequent incident surfaced when a second customer also complained that they had
paid $4,400 in fines and could not renew their license at the Ministry because the records
indicated that fines were outstanding.  Court Services staff found three additional
irregular transactions for $11,000, bringing the total cash losses to approximately
$20,000.  Based on victim statements and other evidence, the employee was terminated.
The Toronto Police Service investigation is continuing and charges are pending.  Court
Services have now implemented procedural changes respecting the authorization of all
refunds, which now require approval of the Senior Clerk and/or the supervisor.
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Status of Investigations Previously Reported

The status of investigations conducted by the City Auditor, previously reported to the Audit
Committee in June 2001, that are still outstanding or have recently been concluded, are as
follows:

1. Misappropriation of Funds

The outcome of a case involving the misappropriation of cash in early 2000 at a City
arena has now been concluded with the City employee being convicted and ordered to
pay restitution as part of his sentence.  The employee has been terminated.

2. Misappropriation of Funds

The City Auditor continues to work with the Toronto Police Service on a suspected fraud
at a City arena, operated by a Committee of Management.  This fraud was identified by
Audit staff and involved the misappropriation of approximately $100,000 from 1998 to
2000.  The employee has been terminated and formally charged by the Toronto Police
Service.  Court proceedings are continuing and Audit staff will provide evidence during
these proceedings.

3. Misappropriation of Funds

In early 2001, we were contacted by a regional police service in connection with an
investigation that they were conducting.  In conducting its investigation, the regional
police service encountered certain irregularities related to a City of Toronto cheque.

During Audit Service’s staff follow-up of this matter, a number of concerns were
identified which indicated that City Works and Emergency Services staff may have been
authorizing the issuance of inappropriate cheques in late 1999 and early 2000 to third
parties.  A review was conducted and we identified the source of the authorization of
these cheques.  The amount in question was determined to be in the range of $125,000.
Detailed evidence was forwarded to the Toronto Police Service to support the laying of
charges.  Court proceedings have concluded with respect to one City employee, since
terminated, who was ordered to pay the City approximately $50,000 in restitution.

Two other individuals (who are not City employees) have been implicated in this matter
and criminal proceedings have been scheduled in the fall of this year, at which time Audit
staff will be required to provide evidence.  The Toronto Police Service investigation
continues in this matter with respect to a fourth suspect (also not a City employee).

Conclusions:

Since amalgamation, the City Auditor has reviewed and made recommendations for improved
internal controls through the completion of regular and forensic audits.  The City Auditor has
reported on the results of completed investigations to the respective Commissioners.  These
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reports include recommendations to improve internal controls to minimize the recurrence of such
incidents.  Recommendations have been implemented or are in the process of implementation.
The Chief Administrative Officer and the Chair of the Audit Committee have been kept informed
of all instances of employee fraud.

The primary responsibility for maintaining appropriate internal controls to prevent and detect
fraud remains with departmental management.  In particular, appropriate and adequate
supervision is an important component of administrative internal control.

Various initiatives have been undertaken to minimize the risk of fraudulent activity in the City,
specifically:

- City Council approved the establishment of a policy on fraud entitled “Fraud and Other
Similar Irregularities” (the Fraud Policy), on April 23, 2001.  This policy provides
specific guidelines for dealing with fraud and formalizes the responsibility of City
employees and officials to report suspected fraudulent activity and other improprieties;
and

- at the request of City Council, the City Auditor established a fraud/waste hotline (the
Hotline) as a six-month pilot project to facilitate the reporting of incidents of fraud, waste
and other improprieties involving City resources.  The Hotline, administered by the City
Auditor’s office, became operational on March 1, 2002.

Recent communication efforts have focussed on making staff and outside parties aware that the
City of Toronto has a management strategy for promoting accountability and ethical business
practices, which includes a formal fraud policy and a fraud/waste hotline.  My office continues to
work with the Chief Administrative Officer and department leads to increase the level of
awareness among City employees with respect to the identification and reporting of fraud and
other improprieties.

Contact:

Tony Veneziano, Director, Audit Services Carmelina Di Mondo, Audit Project Manager
Tel:  (416) 392-8353;  Fax:  (416) 392-3754 Tel:  (416) 397-7624;  Fax:  (416) 392-3754
e-mail:  tvenezia@city.toronto.on.ca  e-mail:  cdimond@city.toronto.on.ca

Jeffrey Griffiths
City Auditor
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