












EXECUTIVE SUMMARY

In accordance with the City Auditor's amended 1996-97 Audit Workplan, we

initiated an ongoing audit of the City of San Jose's Cash Funds. In January 1997 the City

Auditor recommended amending his 1996-97 Audit Workplan to add regular reviews of

these fund types. In February 1997 the Finance Committee approved the addition. As a

result, a series of cash funds audits was initiated in 1997-98. In June 1998, the City

Auditor released the first cash funds audit, "An Audit ofthe Department ofParks,

Recreation, and Neighborhood Services Petty Cash and Change Funds." The second

Cash Funds audit focuses on the City of San Jose Police Department Cash Funds.

Specifically, we audited the Police Department's Petty Cash, Confidential, and Flash

Funds. We conducted this audit in accordance with generally accepted government

auditing standards and limited our work to those areas specified in the Scope and

Methodology section of this report.

The City Auditor's Office thanks the employees in the Police Department

Administration Bureau's Fiscal Unit, and the Bureau of Investigations and Special

Investigations, who gave their time, information, and cooperation for this audit.

FINDING I

THE POLICE DEPARTMENT CAN IMPROVE COMPLIANCE
WITH POLICIES AND PROCEDURES OVER THEIR PETTY

CASH, CONFIDENTIAL, AND FLASH FUNDS

Our review revealed that the City of San Jose Police Department (SJPD) generally

has good internal controls in place over their Petty Cash, Confidential, and Flash Funds.

The SJPD keeps funds in secure locations in locked or sealed receptacles in locked safes

and has written procedures for the use of these funds. However, our audit also found that

the SJPD can improve compliance with both Citywide and departmental procedures and

reduce excess Confidential Fund balances. Specifically, we found that

• The SJPD did not always submit petty cash receipts to the Fiscal Unit in a
timely manner;
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• The SJPD has not performed required audits of Confidential Fund or Flash
Fund records;

• The SJPD has not prepared required quarterly reports on the use of the
Confidential Fund;

• The SJPD did not deposit Confidential Fund checks for as long as 154 days;

• As of September 28, 1998 the Confidential Fund checkbook balance had
grown to $260,000;

• The $260,000 SJPD Confidential Fund Special Checking Account does not
earn interest; and

• As of September 28, 1998, the SJPD had over $110,500 cash on hand and the
SJPD had not used one cash fund containing over $11,500 for over a year.

. By submitting petty cash receipts in a timely manner the SJPD will achieve better

control over its Petty Cash Fund. In addition, by auditing and reporting on Confidential

and Flash Funds in accordance with Citywide and departmental procedures, the SJPD

will have added assurance that these funds are secure, used effectively, and for

appropriate purposes. Moreover, timely deposits of Confidential Fund checks will ensure

the safety of the City's cash assets arid guarantee the availability of funds. Final1y,

proper administration and monitoring of the Confidential Fund checkbook and all SJPD

Confidential cash funds will assure that these cash fund balances are maintained at the

levels necessary for the SJPD undercover operations expenditures.

RECOlVIMENDATIONS

We recommend that the SJPD:

Recommendation #1

Ensure that all petty cash receipts are submitted in a timely manner and contain all

required information and supervisory authorizations. (Priority 3)

Recommendation #2

Annually audit all Confidential Funds and Flash Funds on an irregular and

unannounced basis. (Priority 2)

Recommendation #3

Ensure that SJPD personnel follow prescribed petty cash procedures. (Priority 3)
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Recommendation #4

Submit quarterly reconciliations of the Confidential Fund to the Director of

Finance. (Priority 3)

Recommendation #5

Deposit Confidential Fund checks into the SJPD checking account in a timely

manner. (Priority 2)

We recommend that the Finance Department:

Recommendation #6

Evaluate the automatic transfer of Confidential Fund checks to the SJPD checking

account. (priority 2)

We also recommend that the SJPD:

Recommendation #7

Return $200,000 to the General Fund to reduce the SJPD Confidential Fund

Special Checking Account balance. (Priority 2)

Recommendation #8

Determine an appropriate amount for each unit's Confidential Fund, monitor and

report on Confidential Funds on an ongoing basis, and transfer any excess amounts to

other Confidential Funds on an as-needed basis. (Priority 3)
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CITY OF SAN JOSE-MEMORANDUM
TO Gerald Silva, City Auditor

SUBJECT Response To AUdit, Police Department
Petty Cash, Confidential, & Flash Funds

FROM William M. Lansdowne
Chief Of Police

DATE January 8, 1999

APPROVED DATE

ThePolice Department has reviewed the final draft report on An Audit Of The San Jose
Police Department Petty Cash, Confidential, And Flash Funds. We are generally in
agreement with the results and the recommendations of the report. We are pleased
that the recommendations and comments involve only occasional lapses in
documentation or procedure and that no misuse or loss of funds occurred. All of the
recommendations have either been implemented or will be within the next few months.
Specific responses are provided below.

Recommendation #1 :
Ensure that all petty cash receipts are submitted in a timely manner and contain all
required information and supervisory authorizations.

The Department concurs. We will be issuing a memorandum to all department
personnel directing them to submit requests for reimbursement within 30 days of the
original purchase. Exceptions to this new procedure could be made for special event or
long-term project purchases (e.g., Cinco de Mayo, Redistricting Project) with the
concurrence of the Deputy Chief ottheBureau of Administration. This order will also
remind employees to supply all of the information required on the form, including the
date of submittal and a program manager's signature . Although any lapses in
procedure pose concern, tile Department wishes to underscore the fact that out of
4,554 transactions, only three (3) lacked a supervisor's signature.

Recommendation #2:
Annually audit all Confidential Funds and Flash Funds on an irregular and unannounced
basis.

The Department agrees that the Fiscal Unit should conduct annual audits of these
funds. These audits were not undertaken by Fiscal due to substantial staffing shortages
in the unit coupled with the growth in responsibilities (e.g., contracts and grants). These
vacancies were just recently authorized and filled . Although the Fiscal Unit was unable
to audit these funds, program managers regularly conducted internal audits, some as
often as once a month.

RECEIVEu
JAN 1,. 1999
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Recommendation #3:
Ensure that SJPD Personnel follow prescribed petty cash procedures.

As a result of the audit, updated voucher completion instructions have been issued to all
NCI personnel in addition to training on proper log entries. The internal monthly audit
will focus on the types of exceptions noted by the auditor to insure that the corrective
action taken has been effective. Vice/Intelligence will insure that all monies are
recounted by the receiving officer when issued.

Recommendation #4:
Submit quarterly reconciliation reports of the Confidential Fund to the Director of
Finance.

The Department concurs and has submitted the two most current quarterly reports.

Recommendation #5:
Deposit Confidential Fund checks into the SJPD checking account in a timely manner.

The Department has established procedures to ensure that checks will be deposited
within three (3) working days.

Recommendation #6:
Evaluate the automatic transfer of Confidential Fund checks to the SJPD checking
account.

This procedure involves establishing a transfer mechanism with the bank and a charge
of $30 per transaction. If the Department finds that it cannot meet its newly established
deposit deadline of 3 working days, then electronic transfer is an alternative we will
consider.

Recommendation #7:
Return $200,000 to the General Fund to reduce the SJPD Confidential Fund Special
Checking Account Balance. .

The Department concurs with this recommendation and is working with the Manager's
Budget Office on this matter.

- Page 34-



Response To AUdit, Police Department
Petty Cash, Confidential, and Flash Funds
Page 3

Recommendation #E}:
Determine an appropriate amountfor each unit's Confidential Fund, monitorand report
on Confidential Funds on an ongoing basis, and transfer any excess amounts to other
Confidential Funds on an es-needed basis.

Fund administrators will be required to report annually to the Deputy Chief of the Bureau
of Administration, regarding the status of their funds. In addition, fund balances will be
reviewed quarterly by either the Assistant Chief of Police (Vice/Intelligence Funds) or
the Deputy Chief of the Bureau of Investigations.

In summary, the Department appreciates the effort of the Auditor's Office in preparing
this report. We feel the recommendations will assist us in making necessary
improvements in our procedures and cash supervision, and will further strengthen our
ability to safeguard City funds.

~;/2_A~_(L
WILLlA~~:A;~
Chief of Police
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