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Scope

Objectives

Methodol ogy

Department of Law and Public Safety
Divison of Criminal Justice
Seizure and Forfeiture Fund

We have completed an audit of Department of Law
and Public Safety, Division of Criminal Justice (DCJ),
Seizure and Forfeiture Fund for the period July 1,
1997 through June 30, 1999. Financial activities of
the fund are accounted for in the state’ sGeneral Fund.

Total expenditures of the fund were $3.0 million
during fiscal year 1998 and $8.9 million during fiscal
year 1999. The primary responsibility of thefundisto
administer the proceeds and property resulting from
seizures and forfeiture actions in accordance with
applicable laws, directives, guidelines and standard
operating procedures. Revenues of the fund totaled
$4.8 million during fiscal year 1998 and $5.6 million
during fiscal year 1999. The major components of
revenue wereforfeitures prosecuted by DCJ, forfeiture
shares from other law enforcement agencies, and
interest earned on seizuresand forfeituresheld in the
cash management fund.

The objectives of our audit wereto determinewhether
financia transactions were related to the agency's
programs, were reasonabl e and wererecorded properly
intheaccounting systems.

This audit was conducted pursuant to the State Audi-
tor'srepponsibilitiesasset forthin Article VI, Section
1, Paragraph 6 of the State Constitution and Title 52
of the New Jersey Statutes.

Our audit was conducted in accordance with Gover n-
ment Auditing Standards, issued by theComptroller
Generd of theUnited States.

In preparation for our testing, we studied legislation,
adminigrative code, circular letters promul gated by the
State Comptroller, and policies of the agency. Provi-
gonstha weconsi dered significant weredocumented,
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Conclusions

and compliancewith thoserequirementswasverified
by interview, observation, and through our samples of
financia transactions. We also read the budget mes-
sage, reviewed financid trends, and interviewed
agency personnel to obtain an understanding of the
programsand theinternal control.

A nonstatistical sampling approach was used. Our
samples of financid transactions were designed to
provideconclusionsabout thevalidity of transactions
as well asinternal control and compliance attributes.
Sampletransactionswerejudgmentally selected.

We found that the financial transactionsincluded in
our testing were rd ated to the agency'sprograms, were
reasonable and wererecorded properly inthe account-
ing systems. In making this determination, we noted
certain internal control weaknesses and matters of
compliance with laws and regulations meriting manage-
ment’ sattention.
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Accounting func-
tions should be

properly segregated.

Recommendation

Auditee’s Response

CJ should recon-

cile forfeiture
share information to
the amount of actual
receipts.

Segregation of Duties

The Seizure and Forfeiture Fund receives cash and
other vauablesthat are held in trust until court resolu-
tionoccurs. Twoindividualsare normally utilized to
segregate the dutiesin the accounting section for the
fund. During our field work, one of the individuals
was transferred to another division. The remaining
individual assumed all duties including depositing
cash, recording of transactions, reconciling bank
gatements, transferring fundswithin the cash manage-
ment fund (CMF) accountsandi nitiati ng di sbursement
of funds. An adequate system of internal control
requires these accounting functionsto be segregated to
reducetherisk of lossand inappropriate activity.

We recommend DCJ restore proper segregation of
dutiesto the Seizure and Forfeiture Fund.

The Department agreesthat theaccounting functions
lacked adequate segregation of dutiesfor the period of
timefollowing thetransfer of one of thetwo individu-
als performing those functions. However, that em-
ployee has since been replaced, and asaresult, proper
segregation of dutiesisrestored.

<K

Cash Receipts

Sometimes, seizures are made in conjunction with
other law enforcement agencies. When another law
enforcement agency prosecutestheseizure, FormA is
filed requesting a share of the forfeiture proceeds.
Upon forfeiture, the prosecuting authority calculates
thelevel of participation and determinestheforfeiture
share. Payments of the forfeituresharearedisbursed
from the prosecuting agency’ sfiscal unit and sent to
the Seizure and Forfeiture Fund. Notice of the final
forfeture share did not always accompany the payment
fromthefiscal unit. The Seizure and Forfeiture Fund
does not reconcile the final forfeiture share to the
payment received. Without areconciliation, manage-
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DIVISION OF CRIMINAL JUSTICE

SEIZURE AND FORFEITURE FUND
I

ment cannot determineif there are any amounts due or
if theamountsreceived are correct.

We obtained thefinal forfeiture sharesfrom prosecut-
ing agencies and reconciled themto thereceiptsfor the
audit period. Management was unaware that acheck
for $4,597 wasincorrectly deposited by DCJinto the
Safe and Secure Neighborhood Fund. Thisoccurred
because, although Form A requires checksto be made
payable to DCJ, further fund designation is not re-
quired to beincluded on the checks.

Recommendation Since management has corrected the erroneousdeposit
no further recommendation isneeded. However, we
recommend the DCJ obtain final forfeiture sharesfrom
the prosecuting agency and perform periodic reconcili-
ations to ensure accurate paymentsarereceived. We
further recommend that Form A berevised torequire
checksto include proper fund designation to reducethe
risk of incorrect deposit.

Auditee’s Response The Divison will beginto obtainfinal forfeitureshares
onaregular basisand will perform reconciliationson
a quarterly basis to ensure accurate payments are
received. Form A will beamended to providefurther
fund designation.
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Payments by Memo

TheDCJmust, on occasion, return fundsto theright-
ful owner. Insuch cases, afinal dispositionidentifies

I nternal control over which party shall receiveall or aportion of the previ-
the return of prop- oudy sazed funds. During fiscal year 1998, $66,000
erty to individuals of fundsseized at casinoswerereturned to therightful
should be strengthened. owner. Seizure and Forfeiture Program Standard

Operating Procedure (SOP) Number 2, attachment 1
Number 4 gateswithdrawal requestsareto be madein
memo form attaching appropriate documentation, and
indicating the account number, amount, name and
address. Checks shall be sent under the signature of
designated personnel of the Property Management
Office.

This SOP facilitates weak internal controls by not
defining appropriate documentation and not requiring
the Property Management Office to obtain proof of
final disposition prior to therelease of funds. Inour
testing of disbursements, we noted that the DCJ is
accepting forwarded e-mail and unsigned Deputy
Attorney General’ smemosasappropriatedocumenta-
tion for disbursement of funds. Acceptanceof e-mail
or unsigned memosfor authorization toreturn seized
fundsincreasestherisk of inappropriatetransactionsor
the disoursement of incorrect payments. Additionally,
these didoursementswere prepared ashold checksand
forwarded to theindividual that prepared the request
for disbursement, decreasing the effectiveness of
internal control.

Recommendation We recommend the DCJ revise the SOP to define
gppropriate documentation and to requirethe Property
Management Office to recel vethedocumentation prior
to the disoursement of funds. Wealso recommend the
payments be sent directly from the state accounting
systemtothe payee.
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I

Auditee’s Response The Department agrees that a revision to Standard
Operating Procedure (SOP) Number 2, attachment 1,
number 4 defining the types of “appropriatedocumenta-
tion” would help reduce the risk of inappropriate
transactions or the disbursement of incorrect payments.
The SOP will be revised to define appropriate docu-
mentation. Therevisionwill also requirethe Property
Management Office to recel vethedocumentation prior
tothedisbursement of funds.

<K
Fringe Benefits

Costs associated with operations of the Seizure and
Forfeiture Fund are paid by the fund’ sAsset Mainte-

CJ should reim- nance Acocount (AMA). Thesecostsincludesalariesof
burse the Interde- seven Divigon of Criminal Justice employeesand two
partmental Accounts Division of State Police troopers. During our review
for fringe benefits. of satefiscal year 1998 and 1999 AMA expenditures,

we noted that fringe benefitsfor these positionswere
not reimbursed to the Department of the Treasury
Interdepartmental Accountsfor FringeBenefit Recov-
eriesand Social Security Recoveriesfrom Federal and
Other Funds. We also noted that no waiver of reim-
bursement had been requested in accordance with
Treasury Circular Letter 96-16. Based on acalculation
made in accordance with Treasury Circular Letter
98-08 and 99-05 fringe benefits of $160,000 should
have been reimbursed to the Department of the Trea-
sury.

Recommendation We recommend the Seizure and Forfeiture Fund
reimburse the I nterdepartmental Accountsfor Fringe
Benefit Recoveriesand Social Security Recoveries
from Federal and Other Fundsfor the fringe benefits
and include these costsin future budgetary expendi-
turesor obtainthe necessary waivers.
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Auditee's Response A departmental decision was made to reimburse the
individual Direct State Services (DSS) accounts for
Asset Maintenance Account (AMA) sdaries aone
rdating toindividualsfrom the Divisionsof Criminal
Justice and State Police associated with the overall
operations of the Seizure and Forfeiture Fund. Factors
influencing this decision were the uncertainty as to
whether Treasury Circular L etters 96-16 and 98-08
(superseded by 99-05), applied inthisinstance and the
sizeable dollar amount, particularly that of the Divi-
sionof StatePolice.

The Department will follow the recommendation to
seek the necessary waiverson an annual basis.

<K
Hepatitis Inoculation Fund

The Seizure and Forfeiture Fund isrequired by P.L.
1993 ¢.227 (C.26:4-100.13 et, al.) to remit five

CJ should develop percent of all proceeds to the Hepatitis Inoculation

and implement a Fund a the Department of Health and Senior Services.
congistent calculation to Proceedsincludetheactual forfeitures, interest earned
ensure the applicable intheindividual seizureaccountsat thetimeof forfei-
amounts are trans ture and interest earned in the Attorney General Law
ferred to the Hepatitis Enforcement Forfeiture Account (A.G.L.E.FA.).
Inoculation Fund. However, the five percent calculation on theinterest

fromthe seizure accounts at thetime of forfeiturewas
not consistently performed. Additionally, theinterest
eanedinthe A.G.LE.F.A.wasnotincluded at all. As
aresult, $31,900 was not transferred to theHepatitis
Inoculation Fund for the 17 month period ending
November 1998.

Recommendation We recommend the DCJ develop and implement a
consstent calculation methodology to ensure the
required amounts are transferred to the Hepatitis
Inoculation Fund.
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- |

Auditee’s Response Prosecuting agenciesusetheterm “ proceeds’ torefer
to theamountsdirectly received asaresult of aforfei-
ture. Thegatuteinvolved, N.J.S.A. 2C:64-6, usesthe
term “proceeds’ and containsno languageinconsi stent
with the common understanding of this term in the
prosecutorial community which by analogy to finan-
cia terminology would be“principal” asopposed to
interest. 1t should dso be noted that the statuteissilent
astothetiming of the deposits. The Department does
agree that the issue is moot if deposits are made
immediately to the Hepatitis Inocul ation Fund and will
endeavor to do so when practicable. However, the
Department disagrees that the statutory term “pro-
ceeds” includesinterest earned inindividual accounts
or A.G.L.E.F.A. onadelayed deposit to the Hepatitis
Inoculation Fund.
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