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Department of Corrections
Southern State Correctional Facility

Scope Wehavecompleted anaudit of Department of Correc-
tions, Southern State Correctional Facility for the
period July 1, 1996 to November 30, 1997. Our audit
includedfinancial activitiesaccountedfor inthestate' s
General Fund and nonappropriated accounts.

Total appropriationexpendituresof thefacility are$43
million annually. The prime responsibility of Depart-
ment of Corrections, Southern State Correctional
Facility isproviding for the custody, discipline, train-
ing, and treatment of persons committed to state
correctional institutions.

Objectives Theobjectivesof our audit wereto determinewhether
financia transactions were related to the agency's
programs, werereasonableand wererecorded properly
in the accounting systems. We also tested for resolu-
tion of significant conditionsnotedin our prior report.

Thisaudit was conducted pursuant to the State Audi-
tor'sresponsibilitiesasset forthin Article V11, Section
1, Paragraph 6 of the State Constitution and Title 52
of theNew Jersey Statutes.

Methodol ogy Our audit was conducted in accordance with Govern-
ment Auditing Standards, issued by the Comptroller
General of theUnited States.

In preparation for our testing, we studied legislation,
administrativecode, circular | etterspromul gated by the
State Comptroller, and policies of the agency. Provi-
sionsthat we considered significant weredocumented
and compliance with those requirements was verified
by interview and observation and through our samples
of financid transactions. We aso read the budget
message, reviewed financia trends, and interviewed
agency personnel to obtain an understanding of the
programsand theinternal control structure.
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A nonstatistical sampling approach was used. Our
samples of financia transactions were designed to
provide conclusions about the validity of transactions
aswell asinternal control and compliance attributes.
Sampletransactionswerejudgmentally sel ected.

Toascertainthestatusof findingsincludedinour prior
report, weidentified correctiveaction, if any, taken by
the facility and walked through the system to deter-
mineif the corrective action was effective.

Conclusion We found that the financial transactions included in
our testingwererel ated to theagency'sprograms, were
reasonableand wererecorded properly intheaccount-
ing systems. In making this determination, we noted
certain interna control weaknesses and matters of
compliance with laws and regulations meriting manage-
ment’ s attention. We aso found that the agency has
not resolved the significant issues noted in our prior
report. Theseissueshavebeenupdated andrestatedin
our current report.
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Appropriations

urchases should be Theinternal control structure consistsof policiesand
based upon current proceduresestablishedto providereasonabl eassurance
needs and not available that transactionswill be properly recorded and re-
funds. ported, andthat assetsare safeguarded. Our review of

appropriation expenditures noted interna control
structureweaknesses. Wenoted that purchaserequest
formswerenot approved by supervisorsasrequired by
DOC policy. We noted that one individual prepared
the purchase request form, selected the vendor, and
signed thereceiving report in one department that had
material expenditures. Segregation of these duties
between two or more employeesreducestherisk that
an error or irregularity could go undetected.

Our testsdisclosed that building material expenditures
of $70,000 were commingled between generd and
dedicated accounts contrary to guidelines of the New
Jersey Comprehensive Financial System (NJCFS).
When brought to management’ sattention, it wasnoted
that the commingling of building materia purchases
between the genera and dedicated accounts was a
regular practice. Wealso observed that lumber prod-
ucts were being stockpiled at the facility to utilize
available appropriations.

Recommendation We recommend that the purchasing and receiving
functionsbeproperly segregated. Purchasesshouldbe
approved and based upon current needs rather than
availablefunds. An accounting should be made of the
commingled building material purchases and the
amount inappropriately charged to general accounts
should bereimbursed from thededicated account tothe
general statesurplus. Weal sorecommendthat expen-
dituresberecorded in compliancewith NJCFS guide-
lines.

Auditee’s Response We concur with your recommendation regarding the
segregation of dutiesto provide for stronger internal
control. Recent changes in Business Office taff
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workloads will now enable their participation in the
purchasing process. The Business Office will now
solicit bids and select vendors in lieu of Department
Heads. It hasawaysbeenthe policy of theinstitution
to approve purchases based upon need rather than
available funds. Institution management will bein a
better positionto monitor this policy as a result of
direct Business Officeinvolvement inthe procurement
process.

The issue of commingled funds between the general
and dedicated accounts has been reviewed with the
appropriate Institutional staff. The condition which
gave rise to the appearance of commingling was that
thesameindividual signed procurement documentsfor
two different programs. The Institution’s Industrial
Manager, who also served as the Institutional Work
Committee Chairman, ordered materials for both
ingtitutional useaswell asthelndustriesprogram. The
Business Manager will now approve al purchase
orders. Inventoriesof lumber and other materialswill
be separately maintained to clearly identify Institu-
tional use and Industries use. Expenditures will be
recorded in accordance with NJCFS guidelines.

<K
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Funds
he absence of finan- Severa funds are maintained by the facility for the
cial controls create benefit of the inmate population. The Welfare Fund
a risk that material er- and Inmate Store are bank accounts, while Southern
rors or improprieties State Industriesis a dedicated account within the
could occur and remain General Fund. A number of internal control weak-

undetected. nesseswerenoted.
Southern Statelndustries

Management has not established operating expecta-
tionsnor proceduresto periodically monitor operating
results. We also noted alack of segregation of duties
in areas of procurement, accounts payable, inventory
control and safeguarding of assets. Discussionswith
management disclosed that not all costs (salaries,
fringebenefits, and materia s) werecharged tothefund
resulting in a state subsidy of operations. Our tests
noted that products valued at $10,000 were given
away freeof chargeor exchangedfor trade agreements
sinceNovember 1994. Theaboveweaknessescreatea
risk that material errors or improprieties could occur
and remain undetected.

|nmate Store

The effectiveness of the interna control system is
guestionable dueto thelack of anindependent review
of inventory counts, which areused by management to
monitor theeffectivenessof operating results. Wea so
noted that operating costs (salaries and wages) are
charged to the General Fund rather than the Inmate
Store Fund and are not reflected inthe pricescharged.
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Wefare Fund

We noted alack of segregation of dutiesin determin-
ing the need for goods and services, vendor selection,
support for bids/quotes, and accounts payable initia
tion. Proper segregation of duties hel ps management
provide reasonable assurance that assets are safe-
guarded and objectivesare achieved.

Recommendation We recommend that management implement proce-
duresthat address segregation of dutiesand themeans
to effectively monitor operating results. Theseproce-
duresshould asoincluderecording all costsof opera-
tions to the dedicated account as required by state
guidelines.

Wefurther recommend that thefacility discontinuethe
practice of giving away assets of Southern State
Industriesfree of charge or exchanging themfor trade
agreements.

Auditee’s Response We are in agreement with your recommendation
regarding the need for segregation of duties and
establishing ameansto monitor theoperating resultsof
thevarious programs. It appearsthat the unexpected
growth of some of theindustry programs has contrib-
uted to the control weaknesses identified. Manage-
ment of Southern State Correctional Facility will
implement segregation of duties as recommended
through changesin Business Office staff assignments.
Quarterly financid statementswill be prepared and
compared with operating expectations to monitor
program effectiveness.

We are in the process of establishing dedicated ac-
counts in the NJCFS for the Inmate Store and will
charge the appropriate staff salaries to that account.
Further analysisof Southern Statelndustriesfinancial
operationswill beperformedto determinethefeasibil-
ity of charging staff saaries to the Southern State
Industriesaccount.
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The practice of donating products and entering into
tradeagreementsby Southern State I ndustrieshasbeen

discontinued.
W<
Payroll
pervisory review of The “Absence and Overtime Time Sheet” (Form
ime sheets is needed 0457), whichisasummary of time sheetsfor aunit, is
to ensure the accurate used asadataentry document for the Timeand Leave
processing of payroll. Record System (TALRS) by section timekeepers.

Followingthecloseof apay period, TALRSgenerates
verification reports showing the status of entered
transactions. Wenoted that Form 0457 wasgenerally
not verified by supervisorsasrequired by Department
of Correctionscommunication dated October 2, 1996.
Our tests noted pay-time variances and unsupported
entries in the verification reports for seven of twenty
employeestested inone unit. Thelack of supervisory
review isan interna control weakness which creates
the possibility of time manipulation.

Recommendation We recommend that management improve interna
controlsover timekeeping and leaverecordsby requir-
ing supervisory verification of the “Absence and
Overtime Time Sheet” (Form 0457) and comparison
withthe TALRSverification reports.

Auditee’s Response TheOperationsUnit of thel nstitution hasbeen advised
of the proper procedures for supervisory review of
“Absence & Overtime Time Sheets’ and comparison
with TALRS system reports. All operating unit
supervisors will aso be advised of the procedure to
review and verify timekeeping and leave records.

<K
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