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Robert P. Cesca
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SUBJECT: Audited Annual Financial Statements of the
Department of the Treasury Forfeiture Fund
for Fiscal Year 1993

ACTION FORCING EVENT:

The Chief Financial Officers (CFO) Act of 1990, (P.L. 101-576)
requires that the Treasury Department's Inspector General
distribute a copy of each annual CFO Act-mandated audit report to
you so that the report may be included in the Treasury
Department's Annual Management Report which will be sent to the
Office of Management and Budget (OMB) by the Chief Financial
Officer.

RECOMMENDATION

Please transmit the attached annual audited financial statements
to Assistant Secretary for Management George Mufioz.

Agree Let's Discuss

BACKGROUND/ANALYSIS:

The attached Department of the Treasury Forfeiture Fund (the
Fund) Annual Financial Statements for Fiscal Year 1993, were
subjected to an audit by an independent public accountant (IPA)
under the auspices of the CFO Act of 1990. The Office of
Inspector General contracted for this audit. Accompanying the
financial statements are reports (opinions) by the IPA on the
Fund's financial statements, its internal control structure, and
its compliance with laws and regulations for the year ended
September 30, 1993. The IPA rendered an unqualified opinion on
the financial statements.

The IPA's report on internal controls cited the following five
material weaknesses in the Fund's internal control structure:

(1) the Fund's accounting records are primarily maintained on the
cash basis of accounting, rather than on the accrual basis;
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(2) the Fund's general ledger does not record all balances and
transactions that are contained in the financial statements;

(3) the value of forfeited property is not recorded in the
general ledger and forfeited property is not recorded in the
subsidiary system in a timely manner; (4) forfeited property is
not recorded in the subsidiary system during the year at its net
realizable value; and (5) the Fund has not fully developed
specific performance indicators to report the progress toward
achieving the Fund's goals and objectives.

The IPA's report on compliance cited the following material
instance of noncompliance with applicable laws and regulations:
the Budget and Accounting Procedures Act of 1950, Section 3512,
"Executive Agency's Accounting System" requires federal agencies
to establish an internal control structure which ensures the
safeqguarding of assets and the proper recording of revenues and
expenditures. As summarized in the preceding paragraph, the
Fund's internal control structure contains certain material
weaknesses which result in noncompliance with this Act.

The IPA will also issue a management letter which will discuss
various issues for the attention of management that were
identified during the audit, but are not required to be included
in the audit reports. A copy of the management letter is not
required to be sent to OMB.

Attachment: Tab A: Audited Annual Financial Statements of the
Department of the Treasury Forfeiture Fund
for Fiscal Year 1993
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Department of the Treasury Forfeiture Fund
Overview
Year Ended September 30, 1993

Initial Year Highlights

As the initial year for the Department of the Treasury Forfeiture Fund (the Treasury Forfeiture
Fund, or the Fund), much was accomplished in developing the infrastructure of the new Fund while
also continuing the ongoing operations of the Fund. The Treasury Forfeiture Fund was created
through enactment of Section 638 of Public Law 102-393 in 1992. The new Fund succeeds the
Customs Forfeiture Fund and is similar to the Department of Justice Assets Forfeiture Fund. All
fiscal year 1992 and 1991 amounts presented in this Overview are those previously reported for the
Customs Forfeiture Fund. Accordingly, references to the "Fund" for fiscal year 1993 refer to the
Treasury Forfeiture Fund and references to the "Fund" for fiscal years 1992 and 1991 refer to the
Customs Forfeiture Fund. This overview discusses the ongoing operations of the Fund and the
initiatives underway to prepare the Fund for managing the asset forfeiture activities of the
Department of the Treasury (Treasury) law enforcement organizations.

In response to Section 638 of P.L. 102-393, Treasury created an oversight office through Treasury
Order 102-14. As with the development of any new operation, there were numerous activities to
undertake before becoming fully operational. Much was accomplished over a short period and
there is now a centralized location for the asset accountability for all Treasury bureaus.

In addition to establishing this oversight office, the following are some of the more significant
highlights for fiscal year 1993:

* Fund received unqualified opinion on financial statements

* $73 million in forfeited assets were shared with other federal, state, and local law
enforcement agencies or foreign governments

* Uncontested seizures of monetary instruments or proceeds over $100,000 that were not
deposited in the Fund within 120 days of the seizure date decreased from $17 million in
fiscal year 1992 to $7 million in fiscal year 1993

* Total assets of the Fund at year end were $143 million, up $13 million from the
beginning of the year

* Revenue from forfeited currency and other monetary instruments was $113 million
during fiscal year 1993, down from $123 million in fiscal year 1992

* Revenue from net payments in lieu of forfeiture increased in fiscal year 1993 to $22
million from $10 million in fiscal year 1992

* Non-discretionary expenses decreased in fiscal year 1993 to $51 million from $69
million in fiscal year 1992

* Authorized retained capital was established to authorized level of $50 million
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Profile and Purpose of the Department of the Treasury Forfeiture Fund

Before 1984, investigative organizations paid expenses related to the seizure and forfeiture of
property from their appropriated funds. If seized property was forfeited and sold, costs of the
seizure and forfeiture could be deducted from the proceeds of the sale of the property. If the
property was not forfeited, or the costs exceeded whatever proceeds were realized from the
property, seizing organizations were forced to absorb excess costs. As a result, investigative
organizations suffered. Confronted with inadequate funds, agencies found it difficult to properly
manage and maintain seized property. To address these concerns and provide resources for seizure
and forfeiture operations, the Comprehensive Crime Control Act of 1984 created the Assets
Forfeiture Fund (AFF) within the Department of Justice (Justice) and the Customs Forfeiture Fund
within the U.S. Customs Service (Customs). Treasury law enforcement organizations other than
Customs, (Bureau of Alcohol, Tobacco and Firearms (ATF); Criminal Investigation Division of
Internal Revenue Service (IRS CID); and U.S. Secret Service (USSS)) participated in the AFF.

Statutes pertaining to forfeiture funds were amended again in October 1992 through the enactment
of Section 638 of P.L. 102-393, which created a new Treasury Forfeiture Fund. After October 1,
1992, Customs and the U.S. Coast Guard (USCG) continued to make deposits into the Fund. In
addition to Customs, Treasury law enforcement organizations that previously had deposited their
forfeitures into the Justice AFF, began making deposits into the Fund in October 1993. The
Treasury Forfeiture Fund was created to consolidate all Treasury law enforcement organizations
under a forfeiture fund program administered by the Treasury Department. Throughout fiscal year
1993, the Treasury law enforcement organizations other than Customs, continued to fully
participate in the Justice AFF, although they also received a limited amount of monies from the
Fund. As part of the consolidation effort, two additional Treasury organizations participate in the
Fund: the Financial Crimes Enforcement Network (FinCEN) and the Federal Law Enforcement
Training Center (FLETC). The following diagram depicts the Treasury law enforcement
organizations (and the USCG) participating in the Fund. The USCG, which historically
participated in the Customs Forfeiture Fund, continues to be a participant in the Fund.

Treasury Forfeiture Fund Participants in Fiscal Year 1994

Internal Revenue
Service

Bureau of Alcohol,
Tobacco and Firearms

Financial Crimes
Enforcement Network

Department of the Treasury

Federal Law Enforcement Forfeiture Fund

Training Center

United States
Customs Service

United States
Secret Service

United States
Coast Guard



The Treasury asset forfeiture program has four primary goals:

* Punish and deter criminal activity by depriving criminals of property used in or acquired
through illegal activities

» Be cognizant of the due process rights of all persons

» Enhance cooperation among foreign, federal, state, and local law enforcement agencies
through the equitable sharing of assets forfeited

* Produce revenues to enhance the forfeiture program and strengthen law enforcement

As was the Customs Forfeiture Fund, the Treasury Forfeiture Fund was established as a special
fund of Treasury. Special funds consist of separate receipt and expenditure accounts and are used
to report collections that are earmarked by law for a specific purpose. The Fund has two accounts
for paying expenses: a permanent indefinite appropriation and an annual appropriation. The
permanent indefinite appropriation is available for costs specifically related to the seizure and
forfeiture process, or to expenses tied to a specific seizure. The annual appropriation is enacted in
the Treasury Appropriations Act and represents a Congressional limitation on the use of the

r proceeds of seized and forfeited assets for purposes only generally relating to the forfeiture
i program. In addition, beginning in fiscal year 1995, any excess unobligated amounts remaining in
the Fund at the end of the prior fiscal year constitute the so-called Super Surplus. The Super
. Surplus is available to the Secretary of the Treasury without fiscal year limitation, for any law
§ enforcement activity of a federal agency. Certain deposits from the net proceeds of forfeitures

resulting from joint investigations with other federal agencies are transferred to the Fund under the
authority of Section 9703(b)(5). These deposits are available to the Secretary of the Treasury,
without further action by Congress, for federal law enforcement related purposes of Treasury law
enforcement organizations.

- Customs is the executive agent for the Fund. An executive agent is a bureau office designated to
: manage the operation of a particular program to minimize duplication of effort among the Treasury
bureaus. Customs provides accounting, financial services, auditing, and seized property policy
direction on behalf of the Fund.

The primary sources of revenue for the
Fund are forfeited cash, proceeds of forfeited
monetary instruments, and proceeds
Jrom the sale of forfeited assets.

o
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The primary sources of revenue for the Fund are forfeited cash, proceeds of forfeited monetary
instruments, and proceeds from the sale of forfeited property. In addition, the Fund participates in
reverse asset sharing whereby a federal, state, or local law enforcement agency or a foreign
government transfers currency or monetary instruments or proceeds from the sale of forfeited
property to the Fund when a Treasury bureau participates in a joint seizure operation. The Fund
includes only assets that are forfeited. Seized assets and assets in the various stages of forfeiture
are reflected in the financial statements of the individual organizations.

To encourage the participation of state and local law enforcement agencies in Treasury law
enforcement operations, forfeited property or currency may be shared on a proportional basis with
the state and local agencies who provide direct or indirect assistance. In addition, forfeited property
or currency may be shared with any federal agency or foreign country that has participated in the
investigation. This activity is called asset sharing. The total assets shared with state, local, and
federal agencies and foreign countries totaled approximately $73 million during fiscal year 1993.

i
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The Fund's approach fo
seized property management

Property held for sale represents a significant future source of revenue to the Fund. Customs, as the
executive agent for the Treasury Forfeiture Fund and the administrator of the national seized
property contract (the national seized property contractor is EG&G Dynatrend or EG&G), is
responsible for the acceptance, storage, maintenance, and disposition of seized and forfeited assets.
It has been determined that having a national seized property contractor, such as EG&G, to store,
maintain, and sell forfeited property is both cost and operationally effective. By having these
functions performed by the private sector, the bureaus' personnel can concentrate on their prime
areas of responsibility.

The Fund's management monitors the operation of EG&G through utilization of Customs'
Headquarters staff, regional Fines, Penalties & Forfeiture program managers, and 102 Seized
Property Custodians/Specialists. These personnel oversee the property management and disposal
operations for assets seized and consigned to the contractor by participating Treasury law
enforcement organizations. EG&G's compliance with the contract is monitored through regular
visits to its warehouses and auction sales locations. Follow-up procedures exist to monitor
correction of any noted deviation from the contract. Also, the contract contains performance
indicators that govern the ultimate compensation paid for services rendered by EG&G.

To maximize operational efficiency, Customs established 102 Seized Property Custodian (SPC)
and Seized Property Specialist (SPS) positions in the 44 Customs District/Area offices. These
positions oversee the field operations of EG&G and the storage and disposal of property not
consigned to the contractor, such as narcotics, currency, and firearms. During fiscal year 1993,
these SPC/SPSs expanded their role to include the oversight of the Treasury law enforcement
organizations' seized assets that were transferred to EG&G.

In addition, the Fund utilizes EG&G's Seized Property Management System and the Customs
Property Tracking System automated databases to track property status from seizure to disposition
for all seized and forfeited items. At the end of fiscal year 1993, Customs performed an on-site
inventory at all locations holding $50,000 or more of the Fund's forfeited property. The results of
the inventory were compared to information maintained in the referenced systems and
discrepancies were resolved.

Increased coordination between the SPC/SPSs and EG&G resulted in the average time from
determination of disposition to actual disposal being decreased by 9 percent from 36.6 days to 33.3
days. As a result, there was less of a chance for forfeited assets to lose their value from the time of
seizure to their ultimate disposition. This helped preserve value for both the alleged offender and
the federal government.

Fund expenses

Generally, all personnel and administrative expenses associated with the Fund are paid from the
permanent indefinite appropriation. Other authorized Fund expenses that are paid from the
permanent indefinite appropriation include:

* Expenses of seizure, (including investigative costs leading to a seizure, or the costs of
forfeiture and sale, such as expenses of detention, inventory, security, maintenance,
advertisement, or disposal of property, and certain costs taxed by the court)

» Contract services, (including the employment of outside contractors, and
reimbursement of any federal, state, or local agency for seizure-related tasks)

* Awards of compensation to informers under section 619 of the Tariff Act of 1930

* Satisfaction of valid liens and mortgages against forfeited property

v
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Remission and mitigation amounts authorized by law

Claims of parties of interest to property disposed under section 612(b) of the Tariff
Act of 1930

Equitable sharing payments made to federal, state, and local law enforcement
agencies and foreign countries

Services of experts and consultants needed to carry out duties related to seizure and
forfeiture

At the discretion of the Secretary of the Treasury, the annual appropriation may be used to pay for:

Awards for information leading to civil or criminal forfeitures involving Treasury law
enforcement organizations

Purchases of evidence or information with respect to violations of laws enforced or
administered by Treasury law enforcement organizations

Costs for publicizing awards available under section 619 of the Tariff Act of 1930
Equipment for Treasury vessels, vehicles, or aircraft available to assist in law
enforcement functions, as well as other seizure- and forfeiture-related equipment,
including laboratory, protective, and communications equipment, and the costs of their
operation and maintenance

Equipment for state or local law enforcement agency's vessels, vehicles, or aircraft to
enable assistance in joint law enforcement operations with a Treasury law enforcement
organization :

Expenses incurred by state and local law enforcement organizations during joint
operations with Treasury law enforcement organizations (including overtime
salaries, travel, fuel, training, equipment, and other similar costs)

Reimbursement of private persons for expenses incurred in joint investigations and
undercover operations with Treasury law enforcement organizations

Training of foreign law enforcement personnel with respect to Treasury seizure and
forfeiture activities

Necessary and direct seizure and forfeiture expenses for automated data processing
systems, training, printing, as well as contracting for services related to identifying
forfeitable assets, processing and accounting for forfeitures, and storing, maintaining,
protecting, and destroying controlled substances

Fund Transition

I-’reparations were made for fiscal year 1994, to
incorporate all forfeiture activities of Treasury law
enforcement organizations into the Fund

As previously stated, under Section 638 of P.L. 102-393 Treasury established an oversight office to
manage the ongoing operations of the Treasury Forfeiture Fund and to integrate the Treasury law
enforcement organizations' forfeiture activities into the Fund. In order to obtain a consistent
management and policy focus, and to enhance fiscal controls over the Treasury Forfeiture Fund,
financial management plans were developed and implemented for all Treasury law enforcement
organizations. Some of the achievements to date include:

Participating Treasury bureaus were briefed on the newly created Treasury Forfeiture
Fund in order to understand its impact on their operations in fiscal year 1994. One
liaison from each Treasury law enforcement organization was assigned to the Fund's
oversight office to assist in the transition stage and encourage cooperation between the
bureaus within the Fund.

Memoranda of Understandings (MOUs) were written and implemented to effect the
procedures for custodial responsibilities related to seized property.
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* The following publications were produced to provide for the uniform application of
Treasury policies:

Secretary of the Treasury's Guidelines for Seized and Forfeited Property

Department of the Treasury Guide to Equitable Sharing for Foreign Countries, and
Federal, State and Local Law Enforcement A gencies

Department of the Treasury Policy Directives, related to asset forfeiture
* A staffing plan, space plan, and equipment requirements were developed.

* Reverse asset sharing records were reconciled for Customs: procedures were developed
for ATF, IRS CID, and USSS; and a more efficient computer database for tracking
requests and actual revenue was designed.

* A budget process was developed for each participating Treasury law enforcement
organization to estimate revenue to be deposited into the Fund and expenses to be paid
or reimbursed from the Fund. A financial plan was devised to differentiate expenses by
each authorized category under mandatory and discretionary appropriations. An MOU
was established with each law enforcement organization to identify the conditions under
which expenses can be paid from the Fund. These initiatives provide management with
the capability to better control obligations and monitor the financial status of the Fund.

As previously stated, the major change in the Fund from fiscal year 1993 to fiscal year 1994 will be
the full participation of the non-Customs Treasury law enforcement organizations, which include
ATF, IRS CID, and USSS. These Treasury enforcement organizations previously participated in
the Department of Justice Assets Forfeiture Fund and will be full participants to the Fund in fiscal
year 1994. In addition, FinCEN and FLETC will participate in the Fund. Although not readily
determinable, it is anticipated the revenues, expenses, and assets of the Fund will significantly
increase in fiscal year 1994 as a result of the inclusion of the forfeiture activities of the additional
Treasury bureaus.

Program Performance

Many of the seizure-related performance indicators that will be reported in the Annual Financial
Report of Customs also apply to the Treasury Forfeiture Fund as Customs is the executive agent for
the Fund. All fiscal year 1992 and 1991 amounts presented are for those previously reported for the
Customs Forfeiture Fund. Accordingly, references to the "Fund" for fiscal year 1993 refer to the
Treasury Forfeiture Fund and for fiscal years 1992 and 1991 refer to the Customs Forfeiture Fund.
Following is discussion of several performance indicators specifically related to the Fund.

Asset sharing continued as a program emphasis

vi
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One goal of the Fund is to share assets with state and local law enforcement agencies and other
federal agencies and foreign governments. A comparison (in millions) of assets shared to assets
forfeited follows:

1993 1992 1991

Currency and monetary instruments:

Assets forfeited $ 107 121 191

Assets shared 65 77 93

Assets shared as % of assets forfeited 61% 64% 49%
Property and net proceeds from sales of forfeited property:

Assets forfeited $18 18 28

Assets shared 8 10 18

Assets shared as % of assets forfeited 44 % 56% 64%

As shown, the Fund continues its focus of improving intergovernmental cooperation by sharing
proceeds with state and local governments. Over half of the assets forfeited during the year are
shared.

The following charts illustrate the distribution of assets shared between state and local law
enforcement agencies, other federal agencies, and foreign countries.

1993 1992 1991

92.0% 85.5% 86.4%
1.7% 0.2%
1.0%

7.0% 12.8% 13.4%

[ State and local agencies M Foreign countries [ Other federal agencies

“Transfer of funds from the contractor

To maximize the monies available to fulfill the goals of the Fund, during fiscal year 1992, Customs
executed a contract with EG&G to transfer monies from the sale of property at the five largest sale
sites to the Fund via wire transfer. At the remaining sites, the monies are to be transferred within
five working days from receipt. Based on information provided by the contractor, during fiscal
years 1993 and 1992, 93 percent and 98 percent, respectively, of sales revenue was transferred to
the Fund within the time parameters specified.

vil
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Improved timeliness of deposits of
uncontested seizures into the Fund

31 U.S.C. 9703(f)(2)(E) requires the Secretary of the Treasury to report annually to Congress
uncontested seizures of currency or proceeds of monetary instruments over $100,000 that were not
deposited in the Treasury Forfeiture Fund within 120 days of the seizure date. The following
comparative summary shows the dollar value of uncontested seizures over $100,000 that were not
deposited in the Fund within the specified period.

199 1992 1991
Uncontested seizures over $100,000
(in millions) $7 17 85
Total number of cases 25 41 173

The summary shows a continual decrease in the number of uncontested seizures over $100,000 that
were not deposited in the Fund within 120 days of the seizure date from 1991 to 1993. This is due
to the Customs district offices' ability to electronically communicate that monies can be deposited
with the Customs’ National Finance Center rather than waiting for the paperwork to be processed.
In addition, determination that the seizures are not needed for evidence has been expedited.
However, in many cases the seizures are needed for evidence in criminal proceedings and as a
result, while the seizures have been forfeited, the monies are still being held as evidence. Delays in
transferring the monies also occur due to the time required to convert monetary instruments to cash.

Payments in lieu of forfeiture
grew due to increased emphasis

To minimize the expenses related to the forfeiture process, as well as protect the rights of the
violator, an increased emphasis has been placed on payments in lieu of forfeiture. In certain
violations, if the violator waives the right to due process, the individual can make a payment in lieu
of forfeiting the property. As a result, payments in lieu of forfeitures, net of refunds, were $22
million, $10 million and $17 million for fiscal years 1993, 1992, and 1991, respectively.

As Fund management continues to refine its performance measures, it will identify and develop
additional performance measures specific to the operations of the new Fund.

Financial Highlights

The following analysis seeks to assist the reader in understanding the accompanying financial
statements. All fiscal year 1992 and 1991 amounts presented are for those previously reported for
the Customs Forfeiture Fund. Accordingly, references to the "Fund" for fiscal year 1993 refer to
the Treasury Forfeiture Fund and for fiscal years 1992 and 1991 refer to the Customs Forfeiture
Fund.

viii



Revenue and financing sources

A comparison of revenues and financing sources (in millions) for the past three fiscal years follows:

1993 1992 1991
Forfeited currency and monetary instruments $113 123 191
Forfeited property 18 18 28
Payments in lieu of forfeiture 22 10 17
Use of authorized retained capital 0 15 0
Other miscellaneous _3 4 2
$156 m 28
% of Total
Revenues and

Financing Sources

80% -

70% A

60% A

50% 4

40% -

30% A

20% A

10% A .

0% A 1 : } | l I —
Forfeited Forfeited Payments in Use of Other
currency and property lieu of authorized miscellaneous
monetary forfeiture retained capital

instruments

W1993 001992 M 1991

The Fund's primary source of revenue is forfeited currency and monetary instruments. For
fiscal year 1993, revenue from forfeited currency and monetary instruments totaled $113 million, or
72 percent of total revenues and financing sources, versus $123 million, or 72 percent of total
revenues and financing sources in fiscal year 1992. This includes revenues from participating with
other law enforcement organizations (reverse asset sharing) of $6 million, or 4 percent, versus $2
million, or 1 percent of total revenues and financing sources in fiscal year 1992. In addition, the
Fund receives revenue from the sale of forfeited property. The net revenue from the sale of
forfeited property (net of mortgages and claims) for fiscal years 1993 and 1992 was $18 million.
This represented 12 percent and 11 percent of total revenues and financing sources in fiscal years
1993 and 1992, respectively. The net revenue does not reflect the cost of related contractor and
sales expenses. The third type of revenue received by the Fund is payments received in lieu of
forfeiture totaling $22 million, or 14 percent of total revenues and financing sources in fiscal year
1993. This represents a significant increase from $10 million, or 6 percent of total revenues and
financing sources in fiscal year 1992. During fiscal year 1993, an increased emphasis was placed
on negotiating payments in lieu of forfeiting the violator's property. During fiscal year 1992, the
Fund utilized the authorized retained capital carried over from previous fiscal years to fund
current year operations. Other miscellaneous revenues are from investment income and sales of
subscriptions to the catalogs for sales of forfeited property.

X
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The revenues from forfeiture are directly related to the seizure activity and subsequent forfeiture
proceedings -- both administrative and judicial. In any given year, there is no direct relationship
between the costs incurred for seizure activities and the assets ultimately forfeited into the Fund.
Additionally, in many instances, the assets obtained as a result of the seizure, such as illegal
weapons, drugs, and counterfeit merchandise, are destroyed and thus do not result in any revenue to
the Fund. Therefore, the content of the seizure can have a significant impact on the amount of
revenue recognized in the Fund.

Allocation of revenues

A comparison of allocation of revenues (in millions) for the past three fiscal years follows:

1993 1992 1991
Addition to authorized retained capital $20 0 0
Treasury general fund 1 0 80
State and local agencies 67 75 95
Foreign countries 1 1 0
Other federal agencies 5 11 _15

$94 87 190

Much of the revenue collected is distributed to state and local law enforcement agencies, foreign
governments, and other federal agencies. For fiscal year 1993, distributions to other federal
agencies, state and local agencies, and foreign countries totaled $73 million, or 47 percent of total
revenues and financing sources. This represents a $13 million decrease from the previous fiscal
year and is directly related to the decrease in forfeited assets available for distribution.

$73 million were shared with other federal,
state, and local law enforcement agencies
or foreign governments

For fiscal year 1993, the Fund had excess of revenue over expenses and distributions of $21
million, reflected as an addition to authorized retained capital and a distribution to the Treasury
general fund. For fiscal year 1992, current year expenses and distributions exceeded revenue by
$15 million. As a result, the Fund utilized the authorized retained capital carried over from
previous fiscal years; this is reflected as a financing source. Consequently, allocations to the
Treasury general fund as shown on the Statement of Operations for fiscal year 1992 are zero.

Operating expenses

After allocation of revenues, the remaining net revenues support the law enforcement activities of
the Fund and pay for the storage of seized and forfeited property and sales expenses associated with
the disposition of forfeited property. A comparative summary of operating expenses (in millions)
of the Fund follows:

1993 1992 1991
Contractors and sales $23 23 19
Purchases of evidence and information 14 33 13
Other case related 10 7 4
Payroll costs 6 6 2
Property purchased for Customs use 7 7 6
Other 2 1 4

$62 83 43
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Operating expenses decreased $21 million

The decrease in operating expenses in fiscal year 1993 is primarily due to the decrease in purchases
of evidence and information. Contractors and sales expenses correspond to the amount of seized
and forfeited property both held and sold during the year. Even though seized property is not
included in the Fund's financial statements until the property is forfeited, the associated cost of
maintaining and storing the seized property is an allowable expense of the Fund. Contractors and
sales expenses remained constant in fiscal year 1993 after an increase in fiscal year 1992 primarily
due to a change in the type (or category) of seized and forfeited property held by the contractor.
For example, during fiscal years 1993 and 1992, there was a significant increase over fiscal year
1991 in seized real property (especially commercial operating properties), which is more costly to
maintain. There was also an increase in the number of auction sales held for forfeited property
during both fiscal years 1993 and 1992, which resulted in higher sales expenses. Purchases of
evidence and information expenses are affected by the amount of payments made during the year
without any direct correlation to the amount of revenue from forfeitures ultimately received in the
Fund. Many of the payments are related to seizures of drugs and drug paraphernalia, which do not
result in revenue to the Fund. During fiscal year 1992, in response to increased emphasis on
security and maintenance of seized and forfeited property, approximately 80 new full-time seized
property custodians were added, accounting for the majority of the increase in payroll expenses
over 1991. Included in other operating costs in the summary is interest expense, specialized
contract services, expenses incurred in joint operations and other program management. Interest
expense related to the Prompt Payment Act of 1988 was $7,000, $3.000 and $6,000 for fiscal years
1993, 1992, and 1991, respectively. Interest was paid on 175 (or 2 percent) of the 7,517 invoices:;
135 (or 2 percent) of the 7,648 invoices; and 90 (2 percent) of the 4,387 invoices processed during
fiscal years 1993, 1992 and 1991, respectively. While the amount of interest paid in the current
fiscal year increased, primarily due to an accounting system conversion, Fund management
continues to focus on paying bills in a timely manner in compliance with the requirements of the
Prompt Payment Act.

X1



Assets

A summary of the assets (in millions) of the Fund as of September 30, 1993, as compared with
September 30, 1992 and 1991 follows:

1993 1992 1991

Undistributed funds and Fund balances
with Treasury and cash $122 85 97
Receivables 8 23 61
Forfeited property 9 11 28
Investigative and travel advances 4 11 21
$ 143 13 207

Receivables decreased signiﬁcantly due to more
timely deposits into the Fund

s
o AT

The balance of the undistributed funds and Fund balances with Treasury and cash fluctuates
based on the timing of receipts for deposits of forfeited currency into the Fund and payments of
forfeited currency shared with local, state, and federal law enforcement agencies and foreign
governments. A large percentage of receivables represents currency that has been forfeited but not

yet been deposited into the Fund. (At the time of seizure, the currency is deposited into a Customs
] suspense account.) The decrease in the receivable balance at year end is due to more timely
deposits of forfeited currency into the Fund and an overall decrease in forfeiture activity. The value
of forfeited property has decreased approximately $2 million, or 18 percent, over the prior year
due to an increased emphasis in timely disposition of the forfeited property and the volume of
forfeitures of seized property. As discussed earlier, an increased emphasis was placed on
negotiating payments in lieu of seizing and forfeiting the violator's property. Investigative and
travel advances at September 30, 1993, decreased approximately $7 million, or 64 percent, from
the prior fiscal year end as recoverable advances are no longer recorded in the Fund. Only those
advances that are anticipated to resultiin an expense to the Fund (i.e., payments for information and
evidence) are now recorded in the Fund. Advances are reflected in the Fund when the monies are
provided to the agents. In addition, at the end of fiscal year 1992, an allowance was recorded for
advances spent for their intended purposes before year end, but the supporting documentation
evidencing the intended uses had not been received by the date the fiscal year 1992 financial
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5 statements were issued. During fiscal year 1993, the supporting documentation was received. In
il fiscal year 1993, no such allowance was necessary.
21 Liabilities and net position

A summary of the liabilities and net position (in millions) of the Fund as of September 30, 1993, as
compared with September 30, 1992 and 1991 follows:

1993 1992 1991
Distribution payable to Treasury
general fund $ 22 52 89
Other distributions 33 36 37
- Mortgages and claims payable 2 1 1
: Deferred revenue 6 9 25
Accounts payable 11 8 4
Net position 69 24 S1
1 $143 130 207
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Net position increased $45 million

At the end of fiscal year 1993, and at the end of each fiscal year thereafter, the Secretary of the
Treasury is authorized to retain in the Fund up to $50 million of the unobligated balance of the
Fund, or, if the Secretary determines a greater amount is necessary for asset specific expenses, an
amount equal to not more than 10 percent of the total obligations from the Fund in the preceding
fiscal year. Prior to the enactment of Section 638 of P.L. 102-393, the Customs Forfeiture Fund
was required to transfer all unobligated amounts over $15 million. For purposes of these financial
statements, unobligated amounts are defined as total assets less total liabilities (excluding
distribution payable to Treasury general fund) and less unliquidated obligations and reserve for
advances. Therefore, the decrease in the distribution payable to Treasury general fund reflects
the increased amount the Fund is allowed to retain as well as the overall decrease in activities of the
Fund for the year. The actual cash distributed to the Treasury at the end of any fiscal year is
determined on a budgetary basis which differs from the amount shown as distributions payable in
the financial statements. Other distributions represent asset sharing of forfeited currency or
property or transfers of forfeited property approved before the end of the fiscal year, but not yet
physically transferred. Revenue from the forfeiture of property is deferred until the property is sold
or transferred. Accordingly, the decrease in deferred revenue parallels the decrease in forfeited
property held for sale. While the other Treasury law enforcement organizations will not begin
making deposits into the Fund until fiscal year 1994, the Fund began paying certain expenses
related to seizure activities of those bureaus in fiscal year 1993. At the end of fiscal year 1993, the
Fund owed approximately $3 million to the other Treasury bureaus related to these expenses,
accounting for the increase in accounts payable. The net position of the Fund has increased
approximately $45 million, or 188 percent, from the prior year. As discussed earlier, approximately
$50 million of the increase is due to the Fund's addition to the authorized retained capital. This was
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