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BACKGROUND
We evaluated controls over selected personnel and fiscal practices at three
municipalities: the Township of Hillside, the City of Perth Amboy and
Gloucester City.
The Township of Hillside, with a population of 21,404, is located in Union
County. The Township is governed under the Faulkner Act/Mayor-Council
form of government by a mayor who is elected for a four-year term and a sevenmember Township Council. According to payroll data provided by the
Township, it employed 281 employees in 2011 and paid those employees’
salaries and other compensation totaling approximately $18.6 million.
The City of Perth Amboy, with a population of 50,814, is located in Middlesex
County.

The City is governed under the New Jersey Optional Municipal

Charter Law (Mayor-Council Plan B). The Mayor serves as the chief executive
and administrative officer of the city and is elected for a four-year term. The
City Council is a five-member body, elected to staggered four-year terms.
According to payroll data provided by the City, it employed 500 employees in
2011 and paid those employees’ salaries and other compensation totaling
approximately $27.3 million.
Gloucester City, with a population of 11,456, is located in Camden County.
Gloucester City is governed by an elected Mayor and Common Council. The
Mayor serves a four-year elected term and members of council serve three-year
staggered terms. According to payroll data provided by the City, it employed
186 employees in 2011 and paid those employees’ salaries and other
compensation totaling approximately $8.4 million.
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AUDIT OBJECTIVE, SCOPE AND METHODOLOGY
The objective of our performance audit was to evaluate controls over selected
personnel and fiscal practices at the three audited municipalities. Our audit
covered the period from January 1, 2010 to December 8, 2014.
Specifically, at each of the municipalities, we reviewed:
•

personnel practices including the use of extended sick leave and payouts
during both employment and upon retirement, and the provision of
unemployment benefits; and,

•

bonding practices, focusing on project financing, timing and status.

To accomplish our objective, we interviewed relevant municipal personnel and
reviewed collective bargaining agreements (CBAs), employment contracts,
municipal ordinances, policies and procedures, and payroll and benefit
payments.
We also reviewed annual debt statements, bond ordinances and respective
spending activity. Our review of bond activity at each of the three
municipalities revealed no significant exceptions for the period tested.
This audit was performed pursuant to the State Comptroller’s authority set forth
in N.J.S.A. 52:15C-1 et seq.

We conducted this performance audit in

accordance with generally accepted government auditing standards.

Those

standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objective.

We believe that the evidence

obtained provides a reasonable basis for our findings and conclusions based on
our audit objective.
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SUMMARY OF AUDIT RESULTS
Our audit identified excessive costs and other areas of concern in each of the
municipalities we reviewed. For example, in the area of employee salaries and
compensation, at each of the three audited municipalities, significant nonperformance based longevity payments totaling nearly $2.5 million were
awarded to employees in 2011. These payments were in addition to employees’
annual promotional and cost-of-living increases.
Time accrual policies contributed to these municipalities paying their
employees nearly $2.6 million of severance payments for accumulated sick,
vacation and compensatory time as well as additional severance payments based
on length of service. We found individual payouts exceeding $152,000 from
Hillside, $164,000 from Perth Amboy and $42,000 from Gloucester City, all
contributing to the financial burdens being placed on local taxpayers.
In addition, we found 41 school crossing guards at the three municipalities who
were paid a total of approximately $17,000 in unemployment benefits while
working. A lack of review by the municipalities allowed these payments to
occur.
Overall, we noted that the three municipalities paid unemployment benefits
totaling approximately $240,000 to school crossing guards during the period
reviewed. According to the New Jersey Department of Labor and Workforce
Development, approximately $7 million in unemployment benefits is being paid
statewide to school crossing guards on an annual basis. We note that there has
been significant debate regarding the ability of school crossing guards to collect
such unemployment during school breaks and legislation has been previously
introduced to remove this entitlement from certain seasonal employees,
including school crossing guards.
We make a series of recommendations to address the weaknesses we identified.
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AUDIT FINDINGS AND RECOMMENDATIONS
Employee Benefit Payments
Time accrual policies have contributed to increased employee compensation
and large severance payments. Further, in all three of the municipalities we
reviewed, school crossing guards filed unemployment claims while working.

Substantial payouts are adding significant costs to payroll expenses at each of
the three audited municipalities, burdening the municipalities’ budgets and
resulting in significant increases to the salaries of certain employees.
Annual Longevity Payments
At all three of the municipalities we reviewed, we found that, in accordance
with their CBAs, certain employees received non-performance based longevity
increases to their base salary in addition to their promotional and cost-of-living
increases. Our review identified such longevity payments ranging from 2 to 16
percent of employees’ salaries in 2011.
Table 1
Municipality
Township of Hillside
City of Perth Amboy
Gloucester City
Total

Total Amount of
Longevity Payments 2011
$ 1,185,119
$ 1,120,001
$ 152,412
$ 2,457,532

Percentage Range of
Longevity Payments
2% - 16%
2% - 14.25%
2% - 7%

The longevity payments set forth in Table 1 were calculated by the auditees.
In Hillside, the Police Chief and Fire Chief each received longevity payments of
more than $25,000 in 2011, while in Perth Amboy the municipal clerk received
a longevity payment of $16,580 in 2011.
Gloucester City’s cumulative longevity payments are significantly smaller than
those of the two other municipalities because Gloucester City had eliminated
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longevity awards for most of its employees prior to the commencement of our
audit.
We further found that in Perth Amboy, annual wage increases are manually
determined on paper “payroll cards.” The type of pay increase is not labeled on
the card (e.g., longevity, promotional, etc.), and no calculations or formulas on
which the increase is determined are documented or shown on the cards. This
process, including the unavailability of electronic records, makes it difficult and
time consuming to verify calculations and leaves room for errors on the part of
municipal employees. Additionally, if the cards are lost or destroyed it would
take considerable effort to reconstruct the amounts owed to the employees.
Severance Payments and Compensatory Time
We also reviewed severance payments made by the municipalities to determine
if the amount of each lump sum payment was accurate and if the payment was
in compliance with the applicable CBA or municipal ordinance.

These

payments, totaling nearly $2.6 million, included payouts for accumulated sick,
vacation and compensatory time as well as terminal leave pay based on length
of service. Table 2 shows the amounts paid for the period January 1, 2010 to
December 31, 2011 at each municipality we reviewed:
Table 2
Benefit Type
Compensatory Time
Vacation Time
Sick Time
Terminal Leave Pay
Other
Total Payouts
Number of
Employees Paid
Average Payout
per Employee

Perth Amboy
$90,691
$265,373
$585,942
$0
$9,616
$951,622

Gloucester
City
$0
$28,521
$190,047
$0
$0
$218,568

30

25

15

$46,311

$38,065

$14,571

Hillside
$285,818
$419,927
$102,592
$457,453
$123,548
$1,389,338

A significant portion of these payments were attributable to the municipality not
establishing caps on the allowable amount of payouts upon retirement.
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In Hillside, we specifically noted the following:
•

Of the 30 employees who received severance payouts, 15 employees
exceeded $50,000. In 2011, one employee received a severance payment
of $152,305.

•

Of the $1,389,338 in severance payouts, nearly $300,000 was attributed
to accumulated compensatory time.

Upon retirement, most Hillside employees are entitled to terminal leave pay.
This pay is equal to between one to three day’s pay for each year of service.
Of the $1,389,338 in Hillside’s severance payouts, $457,453 was attributed to
terminal leave pay.
In Perth Amboy, of the $951,622 in severance payouts, $585,942 was attributed
to accumulated sick time payouts. The large amount of sick time payments is
attributable, in part, to the majority of Perth Amboy’s CBAs allowing sick time
payouts up to 150 and 200 days. One employee received a total severance
payment of $164,265 of which $111,555 was attributed to sick time
accumulation. If Perth Amboy had adopted the State limit of $15,000 on sick
time payouts, the municipality would have saved $375,102 in such payouts
during 2010 and 2011.
We also identified severance payments for accumulated sick, personal or
vacation time in excess of the allowable limits prescribed by their respective
CBAs in Perth Amboy. The overpayments totaled approximately $37,000.
Like Perth Amboy, most of Gloucester City’s severance payments resulted from
accrued sick time. Specifically, of the $218,568 in severance paid during the
audit period, $190,047 was attributed to accumulated sick time payouts. The
largest payout to one individual for accumulated sick time was approximately
$45,000.
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Perth Amboy and Gloucester City have taken steps to reduce and/or eliminate
some of these benefit payments since our audit began. For example, Perth
Amboy has eliminated longevity payments for all new hires in five of their eight
CBAs. Similarly, Gloucester City has eliminated longevity payments in six of
their seven CBAs.
Unemployment Benefits
During 2010 and 2011, school crossing guards received unemployment benefits
of approximately $95,000 from Hillside; $124,000 from Perth Amboy; and
$25,000 from Gloucester City. The municipalities pay 100 percent of the
unemployment benefits.
In all three municipalities, we identified school crossing guards who collected
unemployment benefits for time periods during which they were working. All
three municipalities paid these benefits without comparing the timesheet records
of these employees to their weekly unemployment claims.

Specifically, we

identified:
•

16 school crossing guards in Hillside were paid a total of approximately
$3,400 in unemployment benefits for time periods during which they
were working.

•

24 school crossing guards in Perth Amboy were paid a total of
approximately $12,600 in unemployment benefits for time periods
during which they were working.

•

1 school crossing guard in Gloucester City was paid approximately
$1,200 in unemployment benefits for time periods during which she was
working.

We have referred these instances of improper collection of unemployment
benefits to the Department of Labor and Workforce Development for review.
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Perth Amboy has informed us that they are investigating those payments and
has already received credits of over $5,000.
We also considered the issue of school crossing guards collecting
unemployment benefits during school breaks. State law provides that school
district employees are not eligible for unemployment benefits during school
breaks in accordance with N.J.A.C. 12:17-12.4.

However, school crossing

guards are not school district employees. State law requires that school crossing
guards be appointed by the municipal chief of police or other chief law
enforcement officer and shall be under the supervision and direction of such law
enforcement officer in accordance with N.J.S.A. 40A:9-154.1. Because school
crossing guards are employed by the police department of their respective
municipality, they are entitled to receive unemployment benefits during school
breaks, including both summer months and holidays.
In February 2012, legislation was introduced but not enacted that would have
prohibited school crossing guards from receiving unemployment insurance
during the summer or other school breaks, so long as there was reasonable
assurance that they would be rehired.
According to the New Jersey Department of Labor and Workforce
Development, approximately $7 million in unemployment benefits is being paid
statewide to school crossing guards on an annual basis, all funded by the
respective municipality.
Recommendations
1. In future CBA negotiations, Hillside, Perth Amboy and Gloucester City
should seek to reduce or eliminate annual longevity payments to their
employees.
2. Perth Amboy should eliminate its current use of paper payroll cards and
consider using an electronic form of payroll records or other method that
will ensure proper calculations and record retention.
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3. Perth Amboy should establish controls to ensure that severance payments do
not exceed allowable limits as prescribed by its CBAs.
4. In future CBA negotiations, Hillside, Perth Amboy and Gloucester City
should seek to reduce cash payouts to employees upon separation.
5. Hillside, Perth Amboy and Gloucester City should implement procedures to
ensure proper review of unemployment claims and verify employment
information concerning crossing guards to ensure that crossing guards are
not receiving unemployment benefits for periods when they are working.
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Business Administration
Hillside’s failure to hire a Business Administrator violates State Statute and
results in an organizational weakness.

The function of a Business Administrator (BA) is to supervise all Township
administrative functions and enforce all Township policies. In Hillside, the BA
is a required position pursuant to N.J.S.A. 40:69A-44. This law provides that
“the department of administration shall be headed by a director who shall be
known and designated as business administrator.” In addition to State law,
Hillside has an ordinance requiring that a BA head the Department of
Administration and Finance.
According to Hillside, the Township has never had a Business Administrator.
In fact, the Township has not had a BA as required since it changed its form of
government to the Mayor-Council form in 1997. Hillside’s failure to hire a BA
is a violation of both State law and its own ordinance, and may result in a lack
of oversight and enforcement of Township policies.
Recommendation
6. Hillside should hire a Business Administrator in accordance with N.J.S.A
40:69A-44.
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REPORTING REQUIREMENTS

We provided a draft copy of this report to officials from the Township of Hillside, the
City of Perth Amboy and Gloucester City for their review and comment.

Their

comments were considered in preparing our final report and are attached as Appendix
A. An audit response is not required, and Gloucester City chose not to provide a
written response.
We note that in their audit responses the municipalities indicated that some of our
recommendations have already been implemented. For example, Hillside stated that
they have hired a part-time Business Administrator and Perth Amboy indicated that
they have eliminated paper payroll cards.
The Office of the State Comptroller is required by statute to monitor the
implementation of our recommendations. To meet this requirement and in accordance
with N.J.A.C. 17:44-2.8(a), following the distribution of the final audit report, the
Township of Hillside, the City of Perth Amboy and Gloucester City shall report to the
Office of the State Comptroller within 90 days the corrective action taken or underway
to implement the recommendations contained in the report and, if not implemented, the
reason therefor.
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