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Court Revenne Study

Enabling Authority

The Court Revenue Study was authorized by Part 1B, Section 72.92 of the 2000-
2001 Appropriations Act as follows:

72.92 (GP: Court Revenue Study) The Senate Finance Committee and the House Ways
and Means Committee are directed to coordinate a panel to study statutory provisions for
the distribution of revenue generated by the State's vartous courts, The purpose of the
panel is to assess the effectiveness of existing processes and consider alternative methods
of accounting for and distributing court fines and fees. In conducting this study, the
panel may determine the amounts of court revenues distributed to various entities,
however it 1s not the purpose of the panel to recommend changes to the existing
distribution shares. The panel shall consist of the following members: one from the
Senate Finance Committee, one from the House Ways and Means Commuttee, one
Governor's appointee, one from the State Treasurer's Office, one from the Division of
Court Administration, one from the State Auditor's Office, one from the Association of
Counties, and one from the Municipal Association. Staff suppert shall be provided by the
Senate Finance Committee, the House Ways and Means Commuittee, and the Division of
Court Administration. The panel shall submit a report to the Governor, the Chairman of
the Senate Finance Committee, and the Chairman of the House Ways and Means
Committee

Members of Court Revenue Study Committee

Senator David L. Thomas, Chairman
Representative Harry B. (Chip) Limehouse
Ms. Paige Parsons (State Treasurer’s Office)
Mr. Gary M. Cannon (Municipal Association)
Ms, Rosalyn W, Frierson (Court Administration)
Mr. Dale M. Rhodes (Governor's appointment)
Ms. Barbara A. Scott (Association of Counties)
Mr. Thomas L. Wagner (State Auditor)
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Introduction

Throughout South Carolina’s court system, persons who initiate legal action or
who are convicted of an offense make payments to courts as required by the South
Carolina Code of Laws, These payments are collected by the different courts of the State
and utilized for a variety of purposes. Although there is no consolidated reporting
requirement for the collection of court fines and fees, it is estimated that $125 million a
vear is collected by the State’s courts.

The revenue generated by our courts is distributed to many different entities based
on legal statutes. OFf the total revenue generated by court fines and fees, approximately
half is related to the individual fine or fee levied and the other half is related to an
“assessment” that is added to individual fines. The current rate for the assessment is
100%; L.e., when a person s required to pay a fine as the result of a violation of law, the
person must also pay an amount that equals the fine as an administrative assessment.
While revenue from fines is generally retained by local governmental entities, the
revenues produced by the assessment on lines is divided amone many entities. including
local governments. the state sovernment. and individual state agencies. Attachment 1
shows the current assessment distribution by type and percentage, for each type of court.
As can be seen by reviewing Attachment 1, the distribution of assessment revenues is
complex. Attachment 2 is a flow chart that attempts to describe the collection and
distribution of court revenues at the state level.

Of the estimated $125 million in court revenues collected in FY 2000,
approximately 550 million was remitted to state government and individual state
agencies. Attachment 3 shows actual and estimated dollar amounts received by the
various courts in FY 2000. By extrapolation, the total amounts retained locally are
estimated. While this chart presents estimates of local court revenues, the amounts
shown for the state are actual figures therefore the overall estimates should be reasonably
accurate.

Because of the significant amount of revenue generated by the state’s court
system, it is important that adequate accountability for the collection and distribution of
court revenue be assured. Unfortunately, over the past several years, a number of
concerns have arisen regarding the amounts collected and how those amounts are
distributed. Although there is limited factual evidence showing a problem with
accountability, sufficient concern existed to compel the Governor to write local
governments in June of 2000, stating that **...court assessment revenue 1s not being
accurately collected or remitted™ (Attachment 4). Prior to the Governor’s letter, several
audits of local governments were initiated by a group of state agencies under the auspices
of the State Auditor's Office. Some of the comments contained in the reports of those
audits are as follows:

|4




Conrt Revenne Study

- “Neither the County Treasurer nor the General Sessions Court administrator
have formal policies and procedures pertaming Lo the collection and
distribution of ¢ourt fines and assessments”

- “Clerk of Court collections for fines and fees that should have been turned
over to the Treasurer on a monthly basis had not been turned over for fifteen
months”

- "An incorrect assessment rate was used to calculate the amount to remit to the
State Treasurer.”

- “The County Treasurer did not properly report general sessions court
assessment collections”

As aresult of the concerns expressed by a variety of persons and organizations
regarding the collection and distribution of court revenues, Proviso 72.92 of the FY 200()-
2001 Appropriation Act was adopted. During FY 2000-2001, the Court Revenue Study
Committee created by Proviso 72.92 met to receive testimony and initiate inquiries
necessary to reach a consensus regarding the level of accountability for court revenue
collections and to prepare related recommendations to the State Legislature.

Recent History of Court Revenue System

Section 36 of Part 1l of the 1994-95 Appropriation Act significantly changed the
methad by which court revenues are distributed after being collected by the state’s courts.
Priorto January 1, 1995, when the new law went into effect, various fees were levied
upon convicted individuals in a process that was confusing and difficult to administer.
Ower a period of years, many unique surcharges were attached to different offenses for
the purpose of supporting governmental programs related to those offenses. This practice
created an extremely complicated and extensive array of fees and charges that local
courts had to understand and comply with. To add to this problem, annual changes to the
fee array were common.

The new law was designed to simplify the distribution process without changing
any actual revenue flows. Instead of a list of special add-on fees and charges that must
then be forwarded to particular governmental entities, the new law established an
administrative “assessment” which was added to the basic court fine or fee, The idea was
that local financial entities would only have to make a single caleulation instead of
tracking multiple specific fees and charges. The amount generated by the assessment
percentage was then to be forwarded to the State Treasurer’s Office where appropriate
distributions were made to the different benefiting governmental entities.
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The new law also directs the State Auditor to periodically examine the books of
the various courts and local financial entities to ensure accountability for these funds.
Prior to the enactment of the 1995 law, different state agencies that received court
revenues were allowed to conduct their own audits. When the new law was debated, the
State Auditor’s Office estimated that it would require $1.4 million to implement the audit
requirements contained in the law. However, this funding was never provided and the
State Auditor has been unable to initiate the audit program. Since 1993, other audit
requirements related to the collection and distribution of court revenues have been
incorporated into statutes. These new audit requirements will be discussed in a separate
chapter of this report.

In the 1997 session of the General Assembly, the Victims' Bill of Rights Act 141
revised the 1995 assessment rates to their current format, This act increased the
assessment rate in General Sessions Court and Magistrate Court to 100% of the fine, with
the local government retaining 38% and 12% respectively for victims” programs. The
intent of these changes was that by increasing the assessment rates, the victims”™ bill could
be funded and the changes would be revenue neutral to the state agencies receiving
assessment revenues.

In the 1998 session of the General Assembly, Act 343 included additional
surcharges, the requirement for a legislative report by the State Auditor, and an extension
of a “hold harmless” provision (intended to assure that state agency assessment revenues
would not decline) first enacted in 1997, Additional changes approved in 1998 raised the
assessment rates for municipal court to 74% of a fine and directed that some of the
additional revenue created by that increase go to purchase law enforcement video
cameras.

In the 2000 session of the General Assembly, a permanent proviso (Part 1 of the
Appropriation Act) was adopted that again increased the assessment in municipal court.
This time the assessment was raised to 100% of a fine, which placed the municipal
court’s assessment rate at the same level as that of magistrates” court and general sessions
court. The increased revenue produced by the higher assessment was used to fund the
Governor's Task Force on Litter and to offset local government’s share of operating costs
associated with a juvenile detention facility located in Columbia.

Correlating Court Revenue and Offense History

One basis for the concerns expressed by various entities regarding observed
revenue trends was the apparent variance between rapidly increasing court activity and
the amount of funding submitted to the State Treasurer. In an effort to determine whether
recorded changes in court offense activity could be linked to revenue generation, the
Study Committee initiated a statistical analysis of information maintained by the State
Treasurer’s Office and South Carolina Court Administration. The analysis covered the
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maost recent hive-year period. Lhe methodology of the analysis was to correlate the
historical pattern of individual court revenue collections against total cases disposed for
the same jurisdictions for the same period of time. The premise of the analysis was that
as the number of cases disposed by courts increased, there would be a statistically
significant and proportional increase in revenues generated by thase courts.

After a considerable amount of work was completed using regression analysis, the
Study Committee concluded that there was no meaningful correlation between court
offense history and court revenue. In some jurisdictions, revenues increased far in excess
of what might be expected based on changes in offense history. In other jurisdictions, the
reverse was true. Based upon this analysis. the Study Committee concluded that the
assumption of a direct and proportional link between court offense history and court
revenue is not valid.

During an extended discussion, Study Committee members offered two possible
reasons for the apparent incongruity between court offense history and court revenues.
First, some judges may be reluctant to fine individuals the same amount when they know
that assessment rates are continuing to increase. The effect of the assessment increases
over the past several vears has been to increase the total amount that defendants must
pay. Some judges may feel that the rates have become too high and, within their legal
flexibility, have acted to reduce the impact of the higher assessments by lowering the
related fine. A second possibility is that although actual fine/assessment penalties levied
by judges may well have increased with the passage of higher assessment percentages,
the ability of the courts to collect those fine/assessments has deteriorated. In other words,
as defendants incur a higher fine/assessment total, the actual collection rate as a
percentage of the fine/assessment total has decreased.

Audit Requirements Related to Court Revenues

The South Carolina Code of Laws contains several statutes that address audit
requirements related to the collection, distribution, and reporting of court revenues,
Following is a listing of relevant Code sections:

Section 14-1-206 (E) To ensure that fines and assessments imposed pursuant to
this section and Section 14-1-209(A) are properly collectad and remitted to the State
Treasurer, the annual independent external audit required to be performed for each
county pursuant to Section 4-9-150 must include a review of the accounting controls over
the collection. reporting, and distribution of fines and assessments from the point of
collection to the point of distribution and a supplementary schedule detailing all fines and
assessments collected by the clerk of court for the court of general sessions (emphasis
added), the amount remitted to the county treasurer, and the amount remitted to the State

Treasurer.
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(1) 1o the extent that records are made avarlable in the format determined pursuant to
subsection (E)(4), the supplementary schedule must include the following elements: (a)
all fines collected by the clerk of court for the court of veneral sessions (emphasis added);
{b) All assessments collected by the clerk of court for the court of peneral sessions
(emphasis added); (c) the amount of fines retained by the county treasurer; (d) the amount
of assessments retained by the county treasurer; (e) the total funds, by source, allocated to
vietim services activities, how those funds were expended, and any balances carried
forward.

(2) The supplementary schedule must be included in the external auditor's report by an
“in relation to™ paragraph as required by generally accepted auditing standards when
information accompanies the basic financial statements in auditor submitted documents.
(3) Within thirty days of issuance of the audited financial statement, the county must
submit to the State Treasurer a copy of the audited financial statement and a statement of
the actual cost associated with the preparation of the supplemental schedule required in
this subsection. Upon submission to the State Treasurer, the county may retain and pay
from the fines and assessments collected pursuant to this section the actual expense
charged by the external auditor for the preparation of the supplemental schedule required
in this subsection, not to exceed one thousand dollars each year.

(4) The clerk of court and county treasurer shall keep records of fines and assessments
required to be reviewed pursuant to this subsection in the format determined by the
county council and make those records available for review.

Section 14-1-207 (E) and Section 14-1-208 (E) contain identical wording to that
of Section 14-1-206 (E) above except that 207 refers to magistrate’s court and 208 refers
to municipal court.

Section 14-1-211 (D) To ensure that surcharges imposed pursuant to this section
are properly collected and remitted to the city or county treasurer, the annual independent
external audit required to be performed for each municipality pursuant to Section 3-7-24()
and each county pursuant to Section 4-9-150 must include a review of the accounting
contrels aver the collection, reporting, and distribution of surcharges from the point of
collection to the point of distribution and a supplementary schedule detailing all
surcharges collected at the court level, and the amount remitted to the municipality or
county.

{ 1) The supplementary schedule must include the following elements: (a) all surcharges
collected by the clerk of court for the general sessions, magistrate’s, or municipal court;
{b) the amount of surcharges retained by the city or county treasurer pursuant to this
section; (c) the amount of funds allocated to victim services by fund source; and (d) how
those funds were expended, and any carry forward balances.

(2) The supplementary schedule must be included in the external auditors report by an “in
relation to” paragraph as required by generally accepted auditing standards when
information accompanies the basic financial statements inn auditor submitted documents.
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In an effort to determine compliance with the above audit related statutes, the
Study Committee dirccted that audit reports submitted by local financial entities to the
State Treasurer’s Office be reviewed. In July of 2001, Committee staff met with
representatives of the State Treasurer’s Office to review audit reports that covered the
fiscal year 1999-2000, which ended June 30, 2000. It is noteworthy that the review was
conducted a full year after the close of the fiscal vear to which the audits under review
applied.

Across South Carolina, there are approximately 300 “local financial entities” that
are required to comply with the audit statutes deseribed above. These include county and
municipal entities. As of July 2001, the State Treasurer had reccived approximately 175
of the required reports. Of the audit reports received by the State Treasurer, less than 100
mcluded the required supplemental schedule related to court revenues. Although some
relatively small percentage of municipal entities do not have any court activity to report.
it appears that less than half of the required supplemental schedules for fiscal vear 1999-
2000 had been submitted to the State Treasurer’s Office more than twelve months after
the close of that fiscal vear.

An examination of the audit reports that were submitted with the required
supplemental schedule showed that the usefulness of the supplemental schedules varied.
In the case of some local entities, the supplemental schedule appeared complete and
contained information that could be used to cross check court revenue amounts actually
forwarded to the State Treasurer’s Office duning the audit year. In other cases, the
supplementary schedule was little more than a narrative comment and could not be used
to reconcile funds sent to the Slate Treasurer’s Office. In general, staff of the State
Treasurer’s Office felt the supplemental schedules that were submitted provided a degree
of assurance with regard to overall accountability of the court revenue system. Available
supplemental schedules were being examined and utilized by the State Treasurer's Office
in an attempt to verily that court revenues were being correctly reported,

Conclusion and Recommendations

The Study Committee found no reliable statistical evidence that local financial
entities are deliberately withholding court revenues that, by statute, should be forwarded
to the State Treasurer. The consensus among the various professionals who presented
information to the Study Commuttes was that local officials were attempting to comply
with complex and changing statutory requirements, While the amount of court revenue
has not risen 1n a predictable linear fashion. the Study Committee does not consider this
one factor acceptable evidence to prove a systemic problem.
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The Study Committee did find that required statutory audit requirements related
to the collection and distribution of court revenues were not being followed consistently
by local entities. While this apparent failure may be the result of misunderstanding,
sufficient time has passed since the passage of the relevant statutes for compliance to be
at a much higher level. The Study Committee believes that current audit requirements
are reasonable and, if followed, should provide the basis for adequate accountability in
the court revenue system. The Study Committee also noted that there is no specific
assigned responsibility among relevant state authorities regarding the review of supplied
local audits and any necessary follow-up actions.

In order to increase compliance and clarify responsibility, the Study Committes
makes the following recommendations,

(1) Additional training should be offered to local entities regarding statutory
requirements related to the collection, allocation, and audit of court revenues,
The Association of Counties, the Municipal Association, and the Judicial
Department should coordinate this training. This training should be offered at
lease once a year immediately following completion of the legislative session.

{2) The existing audit requirements related to court revenue collection and
distribution should be reviewed and modified as necessary to ensure that
information provided in each supplemental schedule is sufficiently complete
and detailed to allow the State Treasurer's Office a basis for reconciliation
against actual revenue receipts. If a reconciliation by the State Treasurer's
Office indicates a variance in revenue actually submitted compared to the
amount reported based on year-end audit information, the involved local
entities revenues for the current fiscal vear should be adjusted accordingly. It
should be noted that this adjustment could be in either direction: i.e., if the
reconciliation shows that a local entity submitted too much revenue, the
excess should be refunded from the current years' court revenue stremm and if
the reconciliation shows that a local entity submitted too little revenue, the
entity’s current year Aide to Subdivision account should be reduced
accordingly.

(2) Because the Committee recommends that reconeiliation and oversight
responsibilities of the State Treasurer's Office be increased, consideration
should be given to allocating a reasonable amount of the court revenue stream
to the State Treasurer’s Office as reimbursement for incurred costs associated
with this effort.

The existing audit requirements related to court revenue collections and
distribution should be modified to incorporate a required review of all
submitted supplemental schedules by the State Auditor’s Office. The purpose
of this review would be to determine if each local entity’s supplied audit

—
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(6)

mformation substantially complies with statutory requirements. When a
determination by the State Auditor is made that substantial compliance has
not been achieved, the State Auditor should have a statutory mandate to
conduct follow-up audits as necessary to reasonably determine the basis for
non-compliance. Reports of necessary follow-up audits should be supplied to
appropriate executive and legislative branch authorities. The State Auditor's
Oftfice should be authorized to present invoices to the State Treasurer for the
actual costs incurred in the required review of submitted supplemental
schedules and for any subsequent follow-up audits. The State Auditor's
Office should be authorized to outsource/contract with a CPA or CPA firm to
perform any of these tasks that lack of staffing would not permit the State
Auditor’s Office to perform in-house.

The existing audit requirements related to court revenue collections and
distribution should be modified to require that, upon certification by the State
Auditor pursuant to a follow-up audit, any shortage in court revenue
collections that should have been forwarded to the State Treasurer must be
made up by a levy against the current years' Aide to Subdivision funding for
the involved entity. Conversely, if it is determined that a local entity
transfetred more to the State Treasurer than should have been transferred, the
excess amount should be refunded out of the current years’ court revenue
stream.

The existing audit requirements related to court revenue collections and
distribution should be modified to incorporate a required submission date.
The Study Committee believes six months following the close of a fiscal year
is a reasonable cut off date for submission of required audit information. In
unusual circumstances, the State Auditor should be given authority to extend
this deadline as needed.

The Study Committee recommends that existing statutes requiring the State
Auditor to undertake comprehensive audits of local financial entities for the
purpose of verifying that court revenues are correctly accounted for should be
removed from the Code of Laws. The Study Commiittee believes that the cost
to undertake this level of auditing by state authorities would be excessive and
that other existing statutory audit requirements related to required local
independent audits, modified as noted above, would provide adequate
accountability for the court revenue system in South Carolina.




Attachment |
Distribution to Agencies by type of Fine or Assessment (10-1-2000)

Cireuit/Family Court Fines, Fees (other than filing fees) 14-1-205
30% retained by county/44% sent to STO, State’s portion distributed as follows:

72.93%, General Fund
16.73% Mental Health for treatment of drug addicts in addiction centers
10.34% State Office of Victims Assistance, Victim's Compensation Fund

Circuit/Family Court Filing Fees 14-1-204
44% retained by county/56% sent to STO. State’s portion distributed as follows:

45.03% General Fund

10.33% Mental Health for treatment of drug addicts in addiction centers
6.38% State Office of Victims Assistance, Victim's Compensation Fund

38.26% Delense of Indigents Fund, Commission on Indigent Defense

DUI $12 Assessments (General Sessions, Magistrate, and Municipal) 14-1-211

100% sent to STO. Distributed as follows;
84.00% Disabilities and Special Needs for Head and Spinal Cord Injuries Family Support
16.00% DHEC for Emergency Medical Services - Aid to Counties

DUL $100 Surcharge (General Sessions, Magistrate, and Municipal) 14-1-211
100% sent to STO. Distributed as follows:
100.00% MUSC for Spinal cord mjury research

Other Fines Remitted to STO
Body Piercing Violation $2500, 100% to DHEC for enforcement of body piercing laws 14-1-211

Public Defender 325 Application Fees, 100% to Office of Indigent Defense 17-3-30

Bond Estreatment 25% to STO for General Fund 17-15-260 (25% to Solicitor, 50% to County or
25/25 1o County and Municipality if munieipality originated the case)

Assessiments - General Sessions (Assessments = 100% of lines imposed) 14-1-206
38% retamed by county/62% sent to STO. State’s portion distributed as follows:

47.17% Probation, Pardon & Parole, shock incarceration program
16.52% Department of Public Safety, eriminal justice training
S0% Department of Public Safety, Law Enforcement Hall of Fame
16.21% Olfice of Indigent Defense
13.26% State Office of Victim Assistance
5.34% General Fund
1.00% Attorney General's Oflice, support to counties (death penalty)

Assessments - Magistrate's Court (Assessments = 100% of fines imposed) 14-1-207
12% retained by counly/88% senl 1o STO. Stale’s portion distributed as follows:

35.12% Probation, Pardon & Parole, shock incarceration program
22.49% Department of Public Salely, eriminal justice training
063% Department of Publie Salety, Law Enforcement Hall of Fame
11.38% Office of Indigent Delense
20,42% State Office of Victim Assistance
8.94% General Fund
1.00% Altorney General’s Office, support to counties (death penally)

Assessments - Municipal Court (Assessments = 100% of fines imposed) 14-1-208
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Attachment 4

(Bffice of the Gouernor

wim HopoEs Pasrt Jrrice Sox L1229
GOVERNGR CoOLUMBIA 22811

June 20, 2000

Dear:

| am writing to ask for your assistance in addrassing a critical situation facing our state's criminal justice system. Many
integral criminal justice programs are suffering because 2 key source of funding, court assessment ravenue, i not baing
acourately collected or remitted. You are in a Jositicn to help ensure that the law is complied with and those programs
are properly funded

General sessions, magistrate, and mumicipal courds are regquired by law to imposs assessmenis on cout iines.
Assessments fund a varisty of programs, ranging from law enforcement training o victim assistance. Specifically, court
assessment monays support  probation agents and restitution centers of the Depariment of Probation, Parcle 2nd
Pardon Saervices: the Criminal Justice Academy of the Department of Syblic Saiety; the Cifice of ingigent Defense; e
State Office of Yictim Assisiance: drug rehabilitation offorts by the Department of Mental Health; state and local law
anforeament videotaping squioment through SLED: the Geaneral Funa of the State; and assisiance fto counties for
complex sriminal litigation.

Current projections through Apnl 2000 place revenues [rom court assessments al 32.62 million below last fiseal year and
=550 thousand below the BY 1586-37 level, despite the fact that the number of convictions has remaned constant.
Since 1997, the amcunt ramitted from gensral sessions couns has dropped 40,38 percant. That decrease is having &
dramatic impact upon the ability of state agenties 1o provide necessary services 1o counties, municipalitizs, and citzens,
Secausa of their considerable reliance upon court assessmant funds for general operations, two State agancias in
sarticular are axpariencing substantal hardships from the revenue reduction. More than one-third of the Deparment of
Brobaticn, Parole, and Pardon Services' total agency budget, and 100 percent of the Criminal Justice Academy's budgat
are comarised of cour assessmeant funds. LIS imperative that our 'aw enforoement professionals receive the most
advancad and complete training possible o prepare tmem 1o oropery serve, protect, and defend the citizéns of our state.

We cannot affard to sit idly by and allow this situation 1o continue. Last year, we atternpted to improve the cgileclion
nrocess Oy lecislatively strengthening audit requirsments. While a step in the right direction, the measure nas not reaped
the benafits expected. Officials directly invelved with or respensibia for the oversight of the collaction and remittance of
court assessment revenuas must cocperale and coortingais atfors to solve our dilemma, We must see to it that the Jaw
is complied with s that assessments are accurately assessed and accounted for and mporiant programs  are
adequately funded.

| urge you !o assist me in ensuring that court assessment revenues are accurately and timaiy collected anc remitied as
required by 5.C, Code 514-3-200, &t al. By doing your part lo guaranies shess junds are ramitted progerfy, the Siaie will
ne able 1o provide the people and local governments of this State the levei of services they deserve anc dsmana. [
welcome your thoughts and suggestions on now 1o pest achigve thal chjective.

Thark vou for the sarvice that you arovide. If ] can ever o of sssistance io you, please lesl free 1o contact ma.

Sinceraly,

.f fJ S /4/;1-—,;:_%‘_24_/

Jim Hodges




