2018 MUNICIPAL ELECTION COMPLIANCE
TO: AUDIT COMMITTEE
MEETING ON OCTOBER 23, 2020

CATHY SAUNDERS

FROM: CITY CLERK

AUDITOR’S REPORT — COMPLIANCE AUDIT OF MAYORAL
SUBJECT: CANDIDATE PAUL PAOLATTO FOR THE 2018 CITY OF LONDON
MUNICIPAL ELECTION

RECOMMENDATION

That, the following actions be taken with respect to the Auditor's Report regarding 2018
Mayoral Candidate Paul Paolatto:

a) that the attached Auditor's Report of William Molson, CPA, CA (Appendix “A”)
dated September 30, 2020 entitled “Municipal Election Compliance Audit of the
Campaign Finances of Candidate Paul Paolatto”, BE RECEIVED; and

b) the City Clerk BE ADVISED pursuant to section 88.33(17) of the Municipal
Elections Act, 1996, of the 2018 Municipal Election Compliance Audit Committee
decision after considering the Auditor’'s Report noted in a) above, as to whether a legal
proceeding should be commenced against 2018 Mayoral Candidate Paul Paolatto for
an apparent contravention.

PREVIOUS REPORTS PERTINENT TO THIS MATTER

Compliance Audit Committee — May 3, 2019 — Selection of an Auditor to conduct
Compliance Audit under the Municipal Elections Act, 1996.

Compliance Audit Committee — May 17, 2019 — Appointment of an external auditor for
conducting Compliance audits of 2018 municipal election campaign finances.

BACKGROUND

The 2018 Municipal Election Compliance Audit Committee (the “Committee”) is
established pursuant to the Municipal Elections Act, 1996 (the “Act”). Pursuant to
Section 88.33(7) of the Act, the Committee shall consider applications by electors for an
audit of candidates’ or registered third party advertisers’ election campaign finances.

At its’ meeting held May 3, 2019, after reviewing the documentation submitted and
hearing oral submissions from Lincoln McCardle (the “Applicant”), the Committee
granted an application for a compliance audit of the election campaign finances of Paul
Paolatto (the “Candidate”) with respect to the Candidate’s 2018 City of London mayoral
campaign.

Pursuant to Section 88.33(10) of the Act, the Committee was required to appoint an
Auditor to conduct the compliance audit. The Committee appointed William Molson,
CPA, CA (the “Auditor”), at its meeting on May 17, 2019. At this meeting, the Committee
further directed and authorized the City Clerk to take the necessary actions to negotiate
a contract with the Auditor to carry out compliance audits in response to the decisions of
the 2018 Municipal Election Compliance Audit Committee.



The Auditor was retained as directed and has completed the compliance audit. The
Auditor provided a copy of the compliance audit report (the “Auditor's Report”) to the
Applicant, the Candidate, and to the City Clerk’'s Office on September 30, 2020. The
City Clerk submitted the Auditor’s report to the Committee on October 1, 2020 within 10
days of receiving it, as required by Section 88.33(14) of the Act. Accordingly, the 30-day
timeline under Section 88.33(17) of the Act for the Committee to consider and decide
this matter expires on October 30, 2020.

Attached as Appendix “A” to this report is the Auditor's Report, dated September 30,
2020, prepared pursuant to Section 88.33(12) of the Act, for the Committee’s
consideration.

DISCUSSION

The determination to commence a legal proceeding against the Candidate rests entirely
with the Committee and, as such, this report does not comment on or make any
recommendations pertaining to the appended Auditor's Report.

The Act requires that the Committee consider the Auditor’'s Report and, if the Report
concludes that the Candidate appears to have contravened a provision of the Act
relating to election campaign finances, the Committee shall decide whether to
commence a legal proceeding against the Candidate for the apparent contravention.

Should the Committee decide to commence legal proceedings against the Candidate,
the City Clerk shall carry out the required steps to implement the Committee’s decision,
pursuant to Section 88.37(6) of the Act. Where a decision by the Compliance Audit
Committee to commence legal proceedings has been made, best practice for
municipalities is to appoint an independent, external prosecutor to represent the
Committee in the matter.

Once the prosecutor has been retained, they will be required to review the records
related to this matter, and use their professional discretion to determine whether or not
to initiate legal action. The prosecutor must exercise their decision impartially and must
take into consideration things such as public interest and reasonable prospect of
conviction based on the available evidence and circumstances of the matter.

FINANCIAL IMPLICATIONS

In accordance with Section 88.33(16) the City of London shall pay the Auditor’s costs of
performing the audit. Should the Committee decide to commence legal proceedings, the
City shall be responsible for the prosecutor’s costs, in accordance with Section 88.37(7)
of the Act. In accordance with the Municipal Election Compliance Audit Committee
Terms of Reference, costs will be funded from the Elections Reserve.

CONCLUSION

Next Steps of 2018 Municipal Election Compliance Audit Committee:

Upon receiving the Auditor’'s Report, the 2018 Municipal Election Compliance Audit
Committee is directed under the Act to undertake the following:

88.33(17) The committee shall consider the report within 30 days after receiving it and,
if the report concludes that the candidate appears to have contravened a provision of
the Act relating to election campaign finances, the committee shall decide whether to
commence a legal proceeding against the candidate for the apparent contravention.
2016, c. 15, s. 63.



88.33(18) The decision of the committee under subsection (17), and brief written
reasons for the decision, shall be given to the candidate, the clerk with whom the
candidate filed his or her nomination, the secretary of the local board, if applicable, and
the applicant. 2016, c. 15, s. 63.

Note: The 30-day timeline under the Municipal Elections Act, 1996 for the Committee to
consider and decide this matter expires on October 30, 2020.

PREPARED BY: RECOMMENDED BY:
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MANAGER, LICENSING AND ELECTIONS || MANAGER, LICENSING AND ELECTIONS

RECOMMENDED BY:

CATHARINE SAUNDERS
CITY CLERK
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Municipal Election Compliance Audit
The City of London
Candidate Paul Paolatto — Election of October 22, 2018

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH THE
REQUIREMENTS OF THE MUNICIPAL ELECTIONS ACT, 1996

To:

Paul Paolatto, Candidate;
Cathy Saunders, City Clerk of the City of London;
Lincoln John McCardle, Applicant.

1. Summary of findings

1.1.

1.2.

1.3.

1.4.

L.5.

The Candidate complied with the requirements of the Municipal Elections Act, 1996 (‘the
Act’) with respect to the issues raised by Lincoln McCardle (“McCardle” or “the
Applicant”), as set out in section 4 below.

The Candidate apparently contravened the Act in respect of certain requirements, as set out
in section 5 below. Certain contributions and certain campaign expenses were incorrectly
calculated and reported.

The Candidate exceeded the limit on contributions that he was entitled to make to his own
campaign for the office of Mayor, by $693.33.

The Candidate’s records were organized, well maintained, and generally consistent with the
requirements of the Act. The Candidate cooperated fully with the compliance audit process.

Appendix A provides a copy of the Financial Statement as filed, and as adjusted by the
findings in this report, in summary form.

2. Introduction and background, including list of issues identified by Applicant

2.1.

2.2.
2.3.

2.4.

Paul Paolatto (“Paolatto” or “the Candidate™) filed his nomination for election as Mayor on
May 1, 2018 in the election to be held October 22, 2018.

Paolatto was not elected as Mayor in that election.

Paolatto filed the Financial Statement for the campaign period from May 1, 2018 to
December 31, 2018 on March 28, 2019 and attested that to the best of his knowledge, it was
true and correct.

Paolatto’s Financial Statement reported Total Campaign Income' of $91,403.34, Expenses
subject to general spending limit, of $91,402.67, and Expenses not subject to spending
limits, of $2,260.00, with a resulting Deficit for the campaign of $2,259.33. Paolatto’s
Spending limit - General (i.e. the maximum amount of qualifying expenses that he was
permitted to incur) was $223,931.25.

!'In this report certain terms may be italicized as a means of emphasizing that the item is specifically
identified in the Financial Statement or the Act.

William Molson CPA, CA
September 30, 2020 2
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Candidate Paul Paolatto — Election of October 22, 2018

2.5. McCardle submitted to the City of London an application for a compliance audit on April 3,
2019 setting forth the grounds for believing that Paolatto had contravened the Act in respect
of election campaign finances. The Application cited sections 88.24 and 88.22, which
govern the determination of the campaign period, and the duties of a candidate, respectively.
Specifically, the Applicant alleged that:

2.5.1. Paolatto had “a lengthy and expensive ‘pre-campaign campaign’ prior to his
nomination as a candidate on May 1, 2018 that included, but was not limited to: billboards,
a website, social media and bu[s] shelter ads”;

2.5.2. Paolatto had incurred campaign expenses, such as registration of the web domain
“PaolattoforMayor.com”, and purchased signs and promotional T-shirts, prior to his
nomination as a candidate on May 1, 2018.

2.6. The Municipal Election Compliance Audit Committee of the City of London determined
that a compliance audit in respect of the municipal election campaign finances of Paolatto
be carried out and on May 17, 2019 appointed William Molson CPA, CA to do so in
accordance with subsection 88.33(10) of the Act. Appendix B provides a summary of the
auditor’s credentials.

3. Audit approach and procedures, and certain implications

3.1. In accordance with subsection 88.33(12) of the Act the objective of my compliance audit is
to conduct an audit and report “any apparent contravention by the candidate”.

3.2. My audit procedures included the following: a review of the Financial Statement as filed
with the Clerk’s Office; ongoing review of the Act, the 2018 Candidates’ Guide for Ontario
Municipal and School Board Elections?, and “London Votes — Candidate Information
Package — 2018 Municipal Election”; consultation with subject-matter experts; interviews
and examination of documents and financial and other records provided by the Applicant,
the Candidate, and other persons where considered potentially to have information relevant
to the audit; ongoing email and telephone exchanges with the above; public information;
and preparation of my report.

3.3. Significantly, item 3.1 above means that the scope of my engagement is to audit and report
not only with regard to the specific issues identified by the Applicant, but also with regard
to any other apparent contravention which might come to my attention during the audit.
Consequently, as is the present case, it is possible to conclude and report that while the
Candidate did not apparently contravene the Act as alleged by the Applicant, other apparent
contraventions had taken place. Further, it is important to recognize that any such apparent
contraventions may subsequently be determined not to be actual contraventions.

In so doing, it is important to apply the term “apparent” consistently throughout the report
and with a clear definition of the word in mind. Relevant modern definitions of the word
“apparent” include that which is evident, plain, clear, or obvious, and also that which
appears to the senses or mind, as distinct from though not necessarily opposed to, what
really is the case.

2 This guide “is a plain language guide for candidates and voters [that] does not have the force of law”.
Jackson v. Vaughan (City), 2009 CarswellOnt 1490, [2009] 0.J. NO. 1057, 176 A.C.W.S. (3d) 384, 59 M.P.L.R.
(4th) 55 at para 14.

William Molson CPA, CA
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4. Findings with respect to issues identified by Applicant
4.1. Promotional activities prior to May 31, 2018

4.1.1. In 2017 Paolatto began activities to promote public awareness and discussion of
civic issues that he thought important to residents of the City of London. This included “The
Paolatto Report”, an internet blog.? Paolatto considered this to be an effective means of
“getting ideas out” and estimated that he has written approximately 50 blog posts since its
commencement.

4.1.2. Paolatto states that he met with the City Clerk’s Office of the City of London to
proactively seek clarity regarding specific provisions of the Act, and share his intention to
initiate and advertise an online blog. Paolatto’s understanding from that meeting was that
advertising a blog or other digital property was not in contravention of the Act, provided
there was no reference to a particular candidacy.

4.1.3. In October, 2017 Paolatto rented three billboards for the month, and a number of
bus shelter ads, to promote the blog. These costs have been estimated at approximately
$9,000 and were not included in the Financial Statement filed. One or more complaints were
received that this might be considered “campaigning” for public office and hence reflect the
incurring of “campaign expenses” outside of the election campaign period. This program
was discontinued approximately six months prior to May 1, 2018, and its discontinuation
connotes no admission of propriety, nor do I consider this to be an indication of an apparent
contravention.

4.1.4. Also in October, 2017 Paolatto appeared on the Radio 980AM Craig Needles
Show and was reported to have expressed an intention to run for the office of Mayor in
2018. Global News in October, 2017 reported that Paolatto, as well as the incumbent
Mayor* and Mr. Cheng, “intends to run” for the office of Mayor.

4.1.5. Paolatto obtained a legal opinion, dated April 25, 2018 regarding his promotion
of the blog, which opinion reads in part:

“Expenditures promoting your blog are not campaign expenses.

“Expenses associated with the promotion of the Paolatto Report do not
represent costs incurred wholly or partly for the purpose of an election
campaign. Your intention for the blog is to share with the public your views on
matters of public interest and to stimulate discussion.

“The purpose of the [Municipal Elections] Act is not to make discussion or
debate about matters of public interest the exclusive domain of candidates or to
prohibit such discussions from taking place outside the campaign period.”

4.1.6. Paolatto met with the City Clerk’s Office prior to May 1, 2018 to discuss the blog
The Paolatto Report. On January 19, 2018 the City Clerk wrote to Paolatto regarding his
“recent activity as a potential candidate for the 2018 City of London Municipal Election.”

3A blog is a regularly updated website or web page, typically one run by an individual or small group, that is
written in an informal or conversational style.
4 The incumbent mayor did not subsequently run for the office of Mayor in 2018.

William Molson CPA, CA
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This letter set out section 88.24 of the Act, which establishes the start and end of a campaign
period, and section 88.20, which limits the incurring of candidate’s expenses to the
campaign period, and did not discuss what constitutes a campaign expense or reference The
Paolatto Report.

4.1.7. The question here is whether Paolatto incurred expenses under the Act, as defined
in subsection 88.19(1), prematurely. Subsection 88.20(2) prohibits the incurring of an
expense by a person or under the person’s direction, outside his campaign period, which in
Paolatto’s case began May 1, 2018.

4.1.8. The determination of whether in publishing the blog posts, Paolatto incurred any
expense, and if so, whether the content of the blog, and the billboard promotion was
“wholly or in part for use in his or her election campaign”, involves a consideration of
whether these activities were intended to promote, or had the effect of promoting, his
election, or were to promote discussion of matters of public interest.

4.1.9. This consideration involves the weighing of a number of factors, including but
not necessarily limited to, the nature and use intended of the particular expense; their
relevance and proximity to the Candidate’s campaign period; the clarity of the
circumstances; and the relation of the particular activities to the purpose of the Act.

4.1.10.  Incumbents and media personalities have a pre-existing public profile which may
be created or enhanced by their positions on matters of public concern. I do not think that
the Act intends to deny persons who may or may not aspire to public office, the opportunity
to engage in profile-building or to promote public discussion of matters of civic interest.

4.1.11.  While there was likely a benefit to Paolatto in his subsequent election campaign
commencing in May 2018, from the promotion of The Paolatto Report blog and associated
media and other attention arising, Paolatto himself did not make reference to his subsequent
campaign or specifically promote his subsequent candidacy. The evidence is that Paolatto
was diligent in acquiring an understanding of the provisions of the Act and was careful to
comply with it. The activities in question ceased approximately six months prior to the
campaign period. Of particular importance is a recognition that, as expressed by legal
counsel at 4.1.5 above, “The purpose of the Act is not to make discussion or debate about
matters of public interest the exclusive domain of candidates or to prohibit such discussions
from taking place outside the campaign period.”

4.1.12.  Accordingly, I do not conclude that these activities prior to May 1, 2018
apparently contravene the Act.

4.2. Promotional activities prior to May 31, 2018 — Sections 88.3 through 88.7

4.2.1. The Compliance Audit Committee in its May 3, 2019 Notice of Decision, which
directed that a compliance audit be carried out, at paragraph 7 of the Reasons suggested that
the definition of election campaign advertisement found at subsection 88.3(1) of the Act,
should have some application to Paolatto’s activities before he filed his nomination as a
candidate. The definition of election campaign advertisement is very broad and includes
advertisements in any broadcast, print or other electronic medium.

The Act at sections 88.3 through 88.7 sets out rules regarding election campaign
advertisements. These rules are in addition to the more general rules at sections 88.19 and
88.20 which regulate expenditures by “persons”. However, the rules at sections 88.3

William Molson CPA, CA
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through 88.7, are applicable to and limited to “candidate[s]”, and are intended to set out the
regime applicable to third-party advertisers. The term “candidate” is defined in section 1(1)
as “a person who has been nominated under section 33”. Paolatto was not a candidate prior
to May 1, 2018 and accordingly the rules at sections 88.3 through 88.7 do not apply to his
activities prior to that date, nor is it the intention of the Act that they should. I have
obtained legal advice from outside counsel considered expert in the application of the Act,
and this advice confirms this conclusion.

4.3. Facebook pages prior to May 1, 2018

4.3.1. Materials provided by the Applicant include several Facebook printscreens from
September 12, 2017 onward entitled “Paul Paolatto for Mayor”, as evidence of Paolatto
specifically campaigning for the office of Mayor.

4.3.2. My enquiries indicated that the name of a Facebook page can be changed with
retroactive effect. Paolatto stated that he had been careful to effect such name changes only
after his nomination as candidate.

4.3.3. Accordingly no apparent contravention is found.

4.4. Registration of the web domain “PaolattoforMayvor.com” and purchase of signs and
promotional T-shirts prior to May 1, 2018

4.4.1. Certain expenses related to the campaign launch event on May 2, 2018 were
incurred immediately prior to registration on May 1, 2018 (see table below). While it may
be difficult to find either fault or significant strategic advantage in holding an entirely
appropriate event with campaign paraphernalia at hand immediately upon filing a
nomination, the Act in its plain language prohibits the incurring of such expenses until the
nomination has been filed, at subsections 88.20(1) and (2).

Invoice date Expense item Paid from the | Reported in Financial Cost ($)
campaign? Statement?
April 27,2018 | Registration of Web Yes Yes 23.65
domain
April 30,2018 | 15 T-shirts Yes Yes 237.30
May 1, 2018 Signs Yes Yes 221.50
Total 482.45

4.4.2. The incurring of these expenses, the timing, and their full and frank disclosure
indicate no effort to hide their occurrence, nor do they suggest an understanding that the
approach taken by Paolatto was anything less than proper. Nevertheless, my role requires
me to evaluate whether this constitutes an “apparent contravention”, and I have sought and
obtained legal advice in this respect. It is my understanding from that advice that it is not
sufficient simply to apply statutory language literally in all cases. Rather, it is appropriate to
look at the entire context, and consider adapting a literal interpretation in order to take into
account the scheme and purpose of the Act and the Legislature’s intention regarding its
finance provisions. I see those purposes as including public accountability, transparency and
the establishment of a level playing field between candidates.

William Molson CPA, CA
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4.4.3. Specifically regarding the requirements that no one other than a candidate is to
incur an election expense and that a candidate may not incur such an expense outside of the
election period, I would see transparency and competitive fairness as the primary intentions
at play. Although there may be arguments to be made to the contrary, I am of the view that
there is no lack of transparency or unfair advantage obtained in incurring and then reporting
purchases made immediately before a nomination is filed where the goods and services
purchased are put to no use at all until the campaign period has commenced. This result is
consistent with the generally accepted accounting treatment of such amounts which is to
consider the expense to occur in the period of actual use. Accordingly, while it is
conceivable that a contravention occurred, it is by no means apparent to me that this is
necessarily the appropriate legal conclusion in the present circumstances, and therefore I do
not find there to be an apparent contravention of the Act arising from these expenses for the
website, T-shirts and signs.

5. Other findings

5.1

5.2.

Income and Expenses — Understatement of income and expense

5.1.1. In September $6,500 was paid by cheque from the campaign bank to the
Candidate.

5.1.2. In the books of account, this $6,500 payment was recorded as a reduction of the
contributions that the Candidate had previously made to his campaign, and as a reduction of
the total advertising expense by the same amount. As a result, contributions reported in the
Financial Statement were reduced by $6,500 and reported expenses were reduced by the
same amount.

5.1.3. The Act contains no provision that might permit a campaign contribution made
by the candidate to be returned to him prior to the election. It only permits a return of
candidate contributions to the candidate under subsection 88.31(6) where, after the
campaign period has ended (on December 31, 2018) the candidate has a surplus.

5.14. Based on discussion with the Candidate, the intention was to reimburse the
Candidate for expenses incurred to date by way of credit card, and fund anticipated charges
from Google for advertising. As of the date of the cheque, expenses incurred by credit card
and not yet reimbursed totalled $5,605.34. Charges from Google in the following weeks
totalled an additional $7,500.

5.1.5. Subsection 88.25(1) requires that a Financial Statement be filed “in the prescribed
form” and subsection 92(1) makes it an offence to file a Financial Statement that is
incorrect. The understatement of income and advertising expense is therefore an apparent
contravention of the Act. This had no impact on the deficit reported.

Income and Expenses — Understatement of income and expense

5.2.1. During the course of the campaign, Paolatto made use of his personal cellphone.
This has not been accounted for in the Financial Statement. Based on discussion, a value of
$30 per month has been estimated as appropriate.

5.2.2. This omission is an apparent contravention of subsection 92(1) of the Act.
Expenses, and Contributions from the candidate, were under-reported by $180. This had no
impact on the deficit reported.

William Molson CPA, CA
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5.3

54.

5.5.

Income and Expenses — Overstatement of Income and Expense

5.3.1. In the course of ongoing discussion with the City Clerk’s Office prior to his
nomination, Paolatto incurred $2,900 in costs to obtain professional legal advice concerning
the application of the Acf to his activities, in particular The Paolatto Report. These costs
were paid from the Campaign account and reported as an expense.

53.2. These costs relate to Paolatto’s efforts to ensure that his pre-nomination activities
were in compliance with the requirements of the Act. In my opinion, they do not constitute
an expense within the meaning of section 88.19.

5.3.3. The argument may be made that the amount paid was by default reimbursement
of other costs incurred by the Candidate. Accordingly, Contributions from the candidate,
and Expenses were over-stated by $2,900, which is an apparent contravention of the Act.
This had no impact on the deficit reported.

Contributions from the candidate — In excess of limit

54.1. It has been determined above that certain adjustments to the total amount of
Contributions from the candidate reported in the Financial Statement are appropriate;
specifically, increases of $6,500 (the cheque referred to in 5.1 above) and $180 (the cell
phone usage referred to in 5.2 above) are in order, as well as a decrease of $2,900 (legal fees
discussed in 5.3 above), for a net increase of $3,780, making the candidate’s total
contributions to his campaign equal $25,693.

5.4.2. Paragraph 88.9.1(1)(b) provides that a candidate and his or her spouse may not
contribute more than $25,000 to his or her campaign. Paolatto exceeded this maximum by
$693, which is an apparent contravention of the Act.

Income and Expenses — Misallocated Contributions

5.5.1. The books of account providing the basis for the preparation of the Financial
Statement appear to have been constructed by accounting for expenses paid directly from
the bank; adding other expenses incurred by personal credit card; and adding expenses not
yet accounted for. My review of the records indicated that there was no duplication of
expenses.

5.5.2. While there is a requirement at paragraph 88.22(1)(d) that payments for campaign
expenses are to be made from the campaign accounts, many suppliers of services require
immediate payment otherwise than by cheque, and use of credit cards is accepted on the
understanding that the candidate should be promptly reimbursed from the campaign
account. Similarly, as a matter of convenience, candidates and others may pay for expenses,
such as office and other such supplies, by other means on the understanding that they are to
be promptly reimbursed from the campaign bank account. As an alternative, the person may
choose to make a “gift in kind” of the goods and services purchased, in which case the
transaction value is recorded both as a contribution and as an expense.

5.5.3. The Financial Statement filed reported all contributions from the Candidate as
being Contributions in money. However, based on my review of the financial records, and
taking into account the adjustments made at 5.1 ($6,500 cheque), 5.2 (cell phone) and 5.3

William Molson CPA, CA
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5.6.

5.7.

5.8

(legal fees) above, it appears that Contributions in money totalled $11,610.10 and
Contributions in goods and services from candidate totalled $14,082.23.

5.54. The incorrect disclosure of the nature of these contributions in the Financial
Statement filed is an apparent contravention of the Act. Subject to the adjustments at 5.1, 5.2
and 5.3 above, it otherwise has no impact on reported total contributions or the deficit.

Income and Expenses — Misallocated Expenses

5.6.1. The prescribed Financial Statement separates Expenses into those subject to the
general spending limit, those subject to the spending limit for parties and other expressions
of appreciation and those not subject to spending limits. The purpose of this separation is to
ensure that a campaign does not exceed set spending levels, and to promote a level playing
field.

5.6.2. Where the expenses incurred on a campaign are substantially below the limits, it
is not uncommon for all expenses other than the audit fee to be reported as subject to the
general spending limit, leaving the audit fee alone as not subject to spending limits. This is
not in accordance with the reporting requirements of the Act, which separates expenses into
these three categories.

5.6.3. The Financial Statement filed by the Candidate reported all expenses, other than
the audit fee, as subject to the general spending limit.

5.6.4. Of the expenses reported as subject to the general spending limit, the following
reallocations were found to be appropriate:

$240.00 in Bank charges to not subject to spending limits

$391.93 in Other — Rent to not subject to spending limits

$266.75 in Other — Meals to Other — Vehicle expenses

$766.66 in Other — Meals to subject to the spending limit for parties and
other expressions of appreciation

5.6.5. The incorrect disclosure in the Financial Statement filed is an apparent
contravention of the Act. It otherwise has no impact on reported total expenses or the deficit.

Income and Expenses — Trivial adjustments

5.7.1. Based on my procedures, further trivial adjustments of less than $3 in aggregate
were necessary to bring the Financial statements into apparent conformity with the
requirements of the Act.

Compliance with other requirements at Section 88.22

5.8.1. Subsection 88.22(1) sets out a number of duties that a candidate is required to
observe with respect to the financial management of the campaign.

5.8.2. In the course of my procedures, it was noted that where campaign expenses were
paid by electronic transfer directly from the campaign bank, and information evidently
originating from the related receipts was recorded in the records, in a number of instances
the underlying receipts themselves for smaller miscellaneous amounts were not kept. This is
an apparent contravention of the Act. Nothing came to my attention that would suggest that
information had not been recorded correctly.

William Molson CPA, CA
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5.8.3. As well, the candidate did not issue contribution receipts to himself relating to
monetary and non-monetary contributions, as required by paragraph 88.22(f). This is an
apparent contravention of the Act.

6. Treatment of Surplus (or Deficit) for the Campaign

Section 6.1 below provides a general discussion of selected significant changes in the Act
from 2006 onwards. Section 6.2 discusses the application of this framework to the
Candidate’s Financial Statement.

6.1. Evolving legislation

6.1.1. The Surplus or Deficit of a particular campaign is calculated by deducting the
sum of total expenses and amounts properly returned® to the candidate, from total revenues.
As well, for the 2018 election a transitional rule also allowed the deduction of any deficit
from a previous campaign for the same office. The disposition of the surplus or deficit is
subject to various rules including those set out in the table below. There have been
significant changes over the past decade and consistent treatments of the surplus or deficit in
financial statements as actually filed have not yet emerged.

2006 2010 2014 2018 2022
Definition of Surplus or 79 79 79 88.31(1)
Deficit
Can a Deficit be carried Yes Yes Yes No Not
forward to the next election? anticipated
Can a Deficit be carried Yes 79(3) | Yes 79(3) | Yes 79(3) Yes 88.31(10) Not
forward from the previous transitional rule anticipated
election?
Is there a limit on No No No Yes 88.20(9) Anticipated
Expressions of
appreciation?6

> These being the return of contributions permitted under subsection 88.31(6).

6 Prior to the 2018 election, there was no separate spending limit for parties and other expressions of
appreciation. This limit was introduced for the 2018 election to address an issue arising as a consequence of
new rules first applicable in 2010. Prior to the 2010 election, surplus funds from a particular campaign were
paid to and held in trust by the City Clerk, and returned to the candidate if he or she ran for the same office in
a subsequent election. This allowed successively successful candidates to build up substantial “war chests” of
funds for future use, which was perceived as conferring an unfair advantage upon incumbents. Accordingly,
starting in 2010 surplus funds were payable to the City Clerk and were not made available for subsequent
campaigns.

In apparent response, some candidates in the 2010 and 2014 election cycle held large parties and
events after polling day or made gratuitous payments to third parties after polling day, thereby incurring
correspondingly large expenses that were not subject to spending limits but reduced the calculated surplus
and hence the amount otherwise payable to the City Clerk. In response to the view that this outcome was not
in keeping with legislative intent, a separate spending limit for parties and other expressions of appreciation
was introduced at subsection 88.20(9) and first applicable to the 2018 election. Amendments were made at
the same time to the regulations under the Act setting that limit as 10% of the general spending limit.

William Molson CPA, CA
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Who gets the Surplus? City Clerk | City Clerk | City Clerk” | City Clerk”

holds in holds in

trust’ trust”
Are Surplus monies Yes 79(8) | No No No Not
available for the next anticipated
election?

The above table presents the information in general form. References are to the legislation in force at
December 31 of that year. For application to a specific situation, reference should be made to the
specific legislative requirement as the above treatments may be subject to additional considerations.

If the result of the above calculation at 6.1.1 is greater than zero, there is a surplus, which
is paid to the City Clerk upon filing the Financial Statement; by implication, once all the
bills for the campaign are paid, and any permitted amounts are returned to the candidate,
the funds remaining in the bank are enough, but not more than enough, to pay the City
Clerk.® Up to and including the 2018 election, candidates were permitted to use a current
surplus to repay themselves for deficits arising in a previous campaign for the same office,
and deduct that from the amount payable to the City Clerk, but under current legislation
this will not be the case in future.

If the calculated result at 6.1.1 is less than zero, there is a deficit; by implication, the funds
remaining in the bank are not enough to cover remaining accounts payable from the
campaign.

In some instances, historically, where the candidate had already paid the suppliers, a
candidate might prefer to account for a deficit as a contribution in kind from the candidate,
and the Financial Statement would show a surplus or deficit of Nil. In other instances,
where a candidate intended to run in the following election and anticipated being able to
repay himself the current deficit from a subsequent campaign for the same office, the
deficit was reported as such. The financial statement for the subsequent election would
incorporate the previously reported deficit and deduct this amount from any surplus
amounts otherwise payable to the City Clerk, as described above.

Where the supplier of the goods and services had not been paid, the liabilities would be
considered the responsibility of the candidate to pay; and could potentially be considered
to be contributions from the supplier, with related contraventions of the Act arising.
Discussion of these issues is beyond the scope of the current report.

7 Portions of the surplus may be returned to a candidate in special circumstances, for example, where there
are costs associated with a compliance audit (section 88.32).

8 A vexatious issue in attempting to apply these provisions correctly arises from the fact that the campaign
bank may remain open for some months after December 31 while bills are paid, amounts (if any) are
returned to the candidate, and the audit completed, and during this period bank charges will likely continue
to apply. Historically, some candidates cover this amount personally on the basis that it is beyond the
delineated scope of the Act, while others will accrue an amount as at December 31 to cover these anticipated
costs. The second treatment is not clearly consistent with legislative requirements.
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6.1.2. For completeness of discussion, it is noted that under the new rules applicable to
the 2018 election, candidates are no longer able to carry deficits forward to a subsequent
campaign. As a result, while in previous campaigns an excess of expenses over revenues
would commonly be reported as a deficit in order to facilitate its carry-forward to and
recovery from a subsequent election campaign, this reasoning no longer applies.

6.2. Deficit reported by the Candidate

6.2.1. After giving effect to the adjustments identified above, the deficit calculated is
$2,260, being the cost of the audit only.

6.2.2. Paragraph 88.19(3)3 specifically includes audit fees in the definition of campaign
expenses. Although subsection 88.20(2) prohibits a candidate from incurring expenses
outside his campaign period, subsection 88.20(3) carves out an exception that explicitly
permits audit expenses to be incurred after the campaign period has ended.

6.2.3. Since the audit necessarily takes place after the campaign period has ended, the
logic behind this exception is clear. It follows, therefore, that since the candidate cannot
accept contributions after the end of the campaign period (in this case December 31), and
there is no requirement to retain a reserve in the campaign account to pay for a mandatory
audit, it must be possible for a candidate to pay for that audit despite a lack of remaining
campaign funds from which to do so. Accordingly, the payment of the audit expense by the
candidate should not be considered a contribution governed by section 88.8 and 88.9.1.

6.2.4. I would therefore conclude that it was proper for the Candidate to calculate a
deficit that is essentially equal to the audit expense, and that the Candidate properly reported
the Deficit for his campaign.

7. Restrictions and limitations

7.1.1. This report was prepared for the City of London regarding the election finances
of Paul Paolatto in the election held October 22, 2018, as requested by the Municipal
Election Compliance Audit Committee of the City of London. This report is not to be used
for any other purpose and I disclaim any responsibility for losses or damages incurred as a
result of the use of this report for any other purpose.

7.1.2. I am under no obligation to review or revise the contents of this report in light of
information that becomes known to me after the date of this report, although I reserve the
right to do so.

Respectfully submitted

Withem Mifson € A4 , 25

Chartered Professional Accountant, Licensed Public Accountant
Licence # 1-18660
September 30, 2020

Toronto, Ontario

William Molson CPA, CA
September 30, 2020 12



Municipal Election Compliance Audit
The City of London
Candidate Paul Paolatto — Election of October 22, 2018

APPENDIX A

AMOUNTS REPORTED IN FINANCIAL STATEMENT (as Filed and as Adjusted)

INCOME
Contributions in money from Candidate 21,913.33 | 5.1.2,5.2.2,5.3.3, 11,611.10
5.5.3
Contributions in goods and services from Candidate - 5.3.3,5.53 14,082.23
21,913.33 25,693.33
Contributions from all others 69,490.01 69,490.01
91,403.34 95,183.34
EXPENSES
Expenses subject to general limit
Advertising 34,62541 | 5.1.2 41,125.41
Brochures/flyers 17,795.16 17,795.16
Signs 13,038.35 | 5.7.1 13,038.00
Meetings Hosted 2,057.81 2,057.81
Office expenses until voting day 4,806.14 | 5.7.1 4,807.16
Phone and/or internet expenses until voting day 3,356.39 | 5.2.1 3,527.68
Salaries, benefits until voting day 5,000.00 5,000.00
Bank charges until voting day 1,608.93 | 5.6.4 1,368.93
Other — Legal advice 2,900.00 -
Other — Vehicle expenses 628.90 | 5.6.4 895.65
Other — Rent 4,050.00 | 5.6.4 3,658.07
Other - Meals 1,535.58 | 5.6.4 502.17
91,402.67 93,776.04
Expenses subject to spending limit for parties and
other expressions of appreciation
Volunteer appreciation meals after close of polls - 5.6.4 766.66
Expenses not subject to spending limits
Audit 2,260.00 2,260.00
Phone and/or internet expenses after voting day - 521 8.71
Bank charges after voting day - 5.6.4 240.00
Other — Rent after voting day - 5.6.4 391.93
2,260.00 2,900.64
93,662.67 97,443.34
DEFICIT FOR THE CAMPAIGN (2,259.33) (2,260.00)
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APPENDIX B
AUDITOR’S CREDENTIALS

William Molson CPA, CA

Will Molson is a licensed public accountant providing assurance and business advisory
services primarily to not-for-profit organizations. His professional experience spans more
than 30 years including 15 years in a large firm environment servicing small, medium and
large domestic and international clients. He has significant experience in election audits,
conducting government tax audits and managing tax appeals. He has audited
approximately 500 election and riding association returns at the federal, provincial and
municipal level, including 100 municipal returns.

Will is a Chartered Professional Accountant, Certified Public Accountant (Illinois), and
Certified Management Accountant, and holds a Master’s in Business Administration and a
Certificate in Dispute Resolution (University of Toronto).

Will is a member of the Public Accountants Council for the Province of Ontario; the
Chartered Professional Accountants of Canada, Federal Elections Task Force Advisory
Committee; the C.D. Howe Institute; and is past Chair of the Public Accounting Licensing
Board of the Institute Chartered Professional Accountants of Ontario.
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