
 STAFF REPORT

December 19, 2003

To: Audit Committee

From: Auditor General

Subject: Supplementary Report to the Auditor General’s “Annual Report on the Status of
Fraud and Related Matters, Including the Operation of the Fraud & Waste Hotline
Program” (September 3, 2003).
          

Purpose:

To submit to the Audit Committee, a detailed breakdown of 8 investigations conducted by the
Auditor General's Office and of 114 complaints referred to City departments (previously
reported in the Auditor General's "Annual Report on the Status of Fraud and Related Matters,
Including the Operation of the Fraud & Waste Hotline Program", dated September 3, 2003), as
requested by the Audit Committee.

Financial Implications and Impact Statement:

Investigations conducted by the Auditor General (related to suspected fraud or irregular activity
involving City resources), as summarized in this report, have or may result in the recovery of
funds to the City.  In addition, recommendations made to management resulting from these
investigations, along with referrals made to departments to review and take appropriate action on
substantiated complaints, 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:

Reporting Incidents of Fraud or Other Irregularities – Fraud & Waste Hotline Program

Incidents of fraud or other improprieties are brought to the attention of the Auditor General by
City staff, suppliers, or the general public.  Suspected incidents of fraud or other irregularities
may be reported to the Auditor General directly by City staff, by mail or through an anonymous
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telephone Hotline (with 24-hour voice-mail) and a secure on-line form.  The Auditor General
may also identify incidents in the course of conducting audits.

The City of Toronto’s Fraud & Waste Hotline Program (the Hotline Program) is an ongoing
initiative operated by the Auditor General’s Office established as a centralized reporting program
for allegations of fraud, waste and other improprieties involving City resources (referred to as
complaints).  The operation of the Fraud & Waste Hotline Program includes the administration
of complaint intake, tracking of complaints and the disposition of complaints received.

Since we last reported in September 2003, the Hotline Program has now been expanded to permit
anonymous reporting of complaints on-line.  This on-line application not only provides an on-
line complaint form as a reporting vehicle, but it is also a database solution for managing all
complaints received by the Auditor General’s Office.

All complaints received, regardless of source, are dealt with in accordance with the Auditor
General’s audit mandate, audit procedures and the City's Policy on Fraud and Other Similar
Irregularities.

Annual Report on the Status of Fraud and Related Matters, Including the Operation of the Fraud
& Waste Hotline Program

The Auditor General’s “Annual Report on the Status of Fraud and Related Matters, Including the
Operation of the Fraud & Waste Hotline Program” was received by the Audit Committee (at its
meeting of September 16, 2003) with three additional recommendations, including that “the
Auditor General be requested to submit to the Audit Committee a detailed breakdown of the 8
investigations conducted by his office and of the 114 complaints referred to departments.”

City Council approved the Auditor General’s report, as submitted by the Audit Committee, at its
meetings of September 22, 23, 24 and 25, 2003.

This report represents the Auditor General’s detailed breakdown of the eight investigations and
114 complaints referred to departments, as requested by the Audit Committee in the foregoing
recommendation.

Comments:

Disposition of Complaints

The operation of the Fraud & Waste Hotline Program includes the administration of complaint
intake, tracking of complaints and the disposition of complaints received.  Complaints received
by the Auditor General’s Office may in turn result in no action, referrals to departments, referrals
to outside agencies or investigations being conducted.  In some cases, the initial disposition of a
matter may change, for example, from a referral to a department to an investigation following
preliminary enquiries or the receipt of additional information.  All complaints received are
screened by designated staff of the Auditor General’s Office and appropriately investigated in
accordance with internal protocols, procedures and guidelines.
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Investigations

While the Auditor General takes the lead role in conducting investigations, they are conducted in
consultation with appropriate City Legal, Human Resources and departmental staff.  As well,
investigations may be coordinated with departmental management staff having regard to the
nature of the allegations, management staff’s expertise and staff levels.  Management staff may
be asked to conduct the necessary steps and procedures to compile information as the lead in an
investigation, in consultation with the Auditor General’s Office, reporting back to the Auditor
General on any action taken.

In some cases, the services of outside investigators have been employed to conduct
investigations within a department, again having regard to the nature of the allegations and staff
levels.

Formal protocols are also currently being established with the City’s new Internal Audit
Division, Chief Administrative Office, with respect to that Division’s investigation of fraud (or
other irregularities) referred to them by the Auditor General’s Office.

Lastly, in cases where there is sufficient evidence, the Toronto Police Service is contacted.  My
office has worked co-operatively with the Toronto Police Service to ensure that evidence is
documented to a level that is sufficient to substantiate the laying of charges.  Where charges are
laid, staff from the Auditor General’s Office may appear as witnesses at court proceedings.

Referral to Departments

In certain cases, due to the nature of the allegations, complaints are referred to City departments
with a request that management conduct a review of the allegations and report back to the
Auditor General’s Office on any action taken within a set time frame.  In other less substantive
cases, the Auditor General may determine a response from management is not required.  All
requests for responses are tracked by the Auditor General’s Office and follow-up is conducted if
responses are outstanding.  Each response is reviewed by the Auditor General to ensure that
appropriate action has been taken.  In circumstances where the Auditor General is not satisfied
with the response, additional information or further action is requested.

Complaints referred to departments include such matters as allegations of unwarranted overtime,
allegations of inappropriate hiring practices, unauthorized personal use of City assets and
complaints regarding City services.

Senior staff, including the Commissioners, have worked co-operatively with the Auditor
General’s Office to address concerns brought to their attention.

Disposition of Complaints Received from September 1, 2002 through to August 31, 2003 –
8 Investigations and 114 Referrals to Departments

In our September 3, 2003 report entitled “Annual Report on the Status of Fraud and Related
Matters, Including the Operation of the Fraud & Waste Hotline Program”, we included the
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following table that provides a summary of the source and disposition of complaints received by
the Auditor General’s Office from September 1, 2002, through to August 31, 2003:

Source of Complaints
Fraud & Waste Hotline (telephone) 137
Letters 53
Other Sources (e.g., departmental contacts) 10
Total Complaints Received 200

Disposition of Complaints
No Action Taken
(Not enough information is provided to support allegations.) 66

Referral to Departments
(Requests to Management to review allegations and report to the Auditor General's
Office on actions taken by department.)

114

Investigations
(Includes ongoing investigations.) 8

Referrals to Outside Agencies
(City’s Social Services and Provincial/Federal agencies.) 10

Preliminary Enquiries Being Made 2
Total 200

The foregoing table indicates that of the 200 Complaints received by the Auditor General’s
Office, 8 resulted in investigations being conducted while 114 were referred to departments.

However, since we last reported in our September 3, 2003 report, the initial dispositions of six of
the foregoing complaints were changed from referrals to department to investigations.  These
investigations are on going and will be reported out in our 2004 annual report.

Details of the Eight Investigations Conducted

Details of the eight investigations indicated in the foregoing table are as follows (details of some
cases were previously provided in our September 3, 2003 report):

1. Irregular Purchasing Activities – Conflict of Interest

We previously reported the details of this investigation in our September 3, 2003 report.

An investigation was conducted to review a number of allegations received through the Fraud &
Waste Hotline, which included irregular purchasing activities by a Departmental Materials
Management Supervisor.

Our review of this matter indicated that the Supervisor had conducted himself in a manner which
compromised his objectivity with respect to a particular vendor (for example, by personally
completing the vendor’s request for proposal documents and depositing City cheques paid to the
vendor, on her behalf).  The investigation concluded that the Supervisor had breached the City’s
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Conflict of Interest Policy by directing purchases, totalling approximately $5,000, towards a
particular vendor.  The employee has been terminated.

2. Irregular Purchasing Activities

Additional written allegations were received regarding irregular purchasing activities by a
Departmental Materials Management Supervisor (related to allegations received in item one
above).  Our investigation conducted with respect to allegations involving the Supervisor’s
dealings with a second City vendor could not substantiate the allegations made.

3. Irregular Benefits Claim

Departmental management contacted the Auditor General's Office regarding allegations of an
irregular medical benefits claim by a City employee.  A Departmental review of the matter,
conducted in consultation with the City's benefits' provider, confirmed there had been no
irregular activity; however, an error in the enrolment process (which allows new dependants to
be added to an employee's benefit plan) had been corrected as a result of this review.

4. Irregular Conduct by Employee Directing Purchases to Particular Vendors

An investigation was conducted in regard to the alleged irregular conduct by Works and
Emergency Services’ employees directing homeowners to the services of particular vendors.

In one incident, it was alleged that a Works and Emergency Services’ inspector deliberately
misinformed a homeowner about the services provided by a named vendor (suggesting that the
vendor was not certified to provide the work) and instead directed the homeowner to two other
vendors.

Our investigation found no conclusive evidence to substantiate the allegation that the inspector
deliberately recommended the two vendors (to ensure that these companies received business
from the homeowner) or that the inspector benefited from providing the information.

In a second incident, it was alleged that two management employees (who were covering for
City inspectors during the labour disruption in July 2002) had responded to calls of a homeowner
by directing them to a particular vendor for services.

Our investigation found no conclusive evidence to substantiate the allegation that the inspectors
inappropriately recommended the particular vendor, as this company was one of two companies
contracted by the City to provide these services during the labour disruption.

5. Irregular Purchasing Activities

We previously reported the details of this investigation in our September 3, 2003 report.

An investigation was conducted to review a number of allegations made by the principal of a
company with respect to the procurement of services by a City department.
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Our review of the procurement of services for City events during 2002 and 2003 found no
evidence to support the allegations that:

- the contracts were awarded before a Request for Proposal was officially issued for these
services; and

- specifications (business arrangements) had been intentionally structured to favour one
particular supplier or to impose restrictions on the ability of other suppliers to respond.

 
However, as a result of the investigation, several recommendations were made to improve
processes and enhance controls over the procurement of these services within the division.

6. Obstruction of Justice – Court Services

We previously reported the details of this investigation in our September 3, 2003 report:

The Auditor General’s Office was advised by the Director of Court Services that the Toronto
Police Service had been contacted to investigate the disappearance of court documents.  The
employee was charged by the Toronto Police Service and the police investigation is continuing.
The employee has been terminated.

7. Irregular Pricing – Safety Footwear for City Employees

An investigation was conducted to review allegations brought to the Auditor General’s attention
regarding questionable pricing of safety footwear for City employees.  During the preliminary
stages of the investigation, we could not determine that irregular activities existed.  However, we
identified issues of concern with respect to the administration of the contract.  Consequently, it
was determined that this matter should be included as part of the Auditor General’s review of the
management of City contracts by departments (which was part of the 2002 Audit Work Plan).

Our report on this contract compliance review, dated September 4, 2003, relating to the supply of
safety footwear to City employees in various City departments, was adopted by Council at its
meeting of September 22, 23, 24 and 25, 2003.

8. Duplicate Payments – Works and Emergency Services

We previously reported the details of this investigation in our September 3, 2003 report.

Alleged irregularities in processing grant payments for sewer service line repair/replacement
were brought to the Auditor General’s attention by a Councillor.  The matter was brought to the
Councillor’s attention by a City of Toronto resident who also alleged that a Works and
Emergency Services’ employee had deliberately recommended a selected contractor to do the
required blocked sewer repair for him and his neighbours.
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Our investigation found no conclusive evidence to substantiate the allegation that the inspector
deliberately recommended the selected contractor to ensure that this firm received business from
these residents.  Our review, however, identified fundamental key control weaknesses in the
administration of the program and found three duplicate payments totalling $4,500 in our sample
review.  The matter was referred to Works and Emergency Services for immediate corrective
action.  We have been advised that controls have now been implemented in drain grant
administration procedures to prevent future duplicate or overpayments.

At the request of the Auditor General’s Office, Works and Emergency Services is conducting a
full review of the drain grant program and its approval process.  Based on source documents
reviewed to date, Works and Emergency Services has identified additional duplicate grant
payments totalling approximately $25,500.  Works and Emergency Services has advised us that
steps have been taken to recover these duplicate payments.

Details of the 114 Referrals to Departments

The 114 complaints we referred to departments within the report period (September 1, 2002
through to August 31, 2003) included the following City Departments, Agencies, Boards and
Commissions:

September 1, 2002 to August 31, 2003 Number of
Referrals

Chief Administrator’s Office 2
Community and Neighbourhood Services (includes 26 Social Services fraud) 37
Corporate Services 18
Economic Development Culture and Tourism 14
Finance 6
Toronto Police Service 6
Urban Development Services 2
Works and Emergency Services 25
Other (Guild Inn, Hummingbird Centre, Toronto Community Housing Corp) 4
Total 114

The nature of the foregoing complaints referred to departments are summarized as follows:

Nature of Complaints Referred to Departments
Irregular employee work
hours, excessive overtime

Includes allegations of late arrivals, early departures, long lunches and
excessive overtime.

Inappropriate use of
corporate time

Includes allegations of staff attending social events on corporate time.

Waste Includes allegations that gas prices too high for City fleet vehicles, plants in
City parks not being watered, issuance of duplicate tax notices and lights left
on in City garages.

Misuse of City funds and
resources

Includes allegations that City inappropriately pays utility deposits for clients in
arrears, Supervisor using funds for employee ‘thanking program’, misuse of
City computers and Councillor offices having excessive parking spaces.

Human Resource Includes allegations that employee promoted without job competition, unfair
termination and employee receiving special treatment.
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Loss of City Revenue Includes allegations that outgoing trucks not going through weigh scale at City
yard, employees inappropriately obtaining free City parking, City day care
losing money.

Conflict of Interest Includes allegations that City Inspector recommending private vendor for work
not required and employee contacting City vendor to receive free tickets.

Irregular purchasing Includes allegations that department obtains one quote and inappropriate
contract awards.

Irregular benefit claims Includes allegations that employees inappropriately claiming benefits.
Inappropriate waste
disposal

Includes allegations of inappropriate waste disposal or dumping.

Improper employee
conduct

Includes allegations of employees using donated clothing items for personal
use and drinking alcohol.

Miscellaneous Includes allegations of improper by-law enforcement, construction without
permit issuance, City vehicle idling and satellite dish installation by staff on to
City building.

Social Services All allegations of Social Services fraud are referred to Community and
Neighbourhood Services.

Toronto Community
Housing Corporation

Includes allegations that tenants not paying appropriate rent.

Toronto Police Service Includes allegations of inappropriate police conduct, telemarketing fraud and
concerns with police campaigns or projects.

Each of the above allegations were forwarded to the respective departments for follow-up.

Of the 114 complaints referred to departments, 6 substantiated cases resulted in disciplinary
action against employees.

Conclusions:

The Auditor General’s annual report on the status of fraud and related matters, including the
operation and activities of the Fraud & Waste Hotline Program, was received by the Audit
Committee with a request that the Auditor General submit a detailed breakdown of the 8
investigations conducted and 114 complaints referred to departments (as reported by the Auditor
General).

City Council approved the Auditor General’s report, as submitted by the Audit Committee, at its
meetings of September 22, 23, 24 and 25, 2003.

This report represents the Auditor General’s detailed breakdown of the 8 investigations and 114
complaints referred to departments, as requested by the Audit Committee.
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Contact:

Jeffrey Griffiths, Auditor General Carmelina Di Mondo, Audit Manager
Tel: (416) 392-8461; Fax: (416) 392-3754 Tel: (416) 397-7625; Fax: (416) 392-3754
e-mail: Jeff.Griffiths@toronto.ca e-mail:  cdimond@toronto.ca

Jeffrey Griffiths
Auditor General
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