INTRODUCTION

The State Commission of Investigation was created in 1968 to fulfill aunique, multi-faceted
mission of vital importance to the citizens of New Jersey: to attack organized crime and political
corruption; to root out waste, fraud and abuse of taxpayer dollars; to shed light on mattersthat threaten
public peace, justice and safety; and to recommend appropriate reformsand improvementsin lawsand
in the operations of government. The Commission wasgiven an extraordinary mandate: to pursuethis

all within aframework untainted by political intrusion or favoritism.

Twenty-seven yearslater, thisfundamental investigatory and fact-finding mission — aswell as

the need for an independent, nonpolitical entity to carry it out— remainsno lessvital.

During 1994, the Commission extended itsrecord of exemplary public service with aseries of
investigations and reportsthat exposed negligence, misconduct, misuse of public fundsand evidence of

criminal wrongdoing at various|evelsof government in New Jersey.

A Commission probeof irregularitiesat Marlboro State Psychiatric Hospital revealed atableau
of waste, thievery and corruption in which the squandering of taxpayer money — estimated at morethan
$2 million overall — had become the institutional version of business as usual. The report of the
Commission’ sfindings, including recommendationsfor personnel disciplinary sanctions, criminal inves-
tigationsand greater oversight and accountability of taxpayer dollars, spurred reform actionsby at least

two cabinet-level agencies, the departments of Human Servicesand Treasury.

On another front, in pursuit of acomprehensive and unprecedented statewide assault on local
government corruption first launched in 1992, the Commission during 1994 detailed wide-ranging evi-

dence of fraud and taxpayer abuseinthe Borough of Jamesburg, Middlesex County, and in Ocean



County’ s Point Pleasant School District. 1naddition to providing the foundation for appropriate per-
sonnel changes, criminal prosecutions and governmental reforms at the grass-rootslevel, these cases
exemplified the Commission’ sultimate valueto New Jerseyans. In each instance, theinvestigations
were undertaken after local taxpayers, having been rebuffed in their search for redressand investigative
assistance elsewherein government, approached the Commission asalast resort — and got results. The
Commission’ seffortsin thisareawereformally memorialized in official resolutions of support enacted

by the governing boards of the Borough of Jamesburg and the Township of Manchester.

The past year also was highlighted by the positive resol ution of anumber of statutory reforms

and prosecutorial actionsrecommended by earlier Commission investigations.

In October, for example, lessthan ayear after Commission hearings produced the framework for
an attack on the del eterious effects of money laundering — and within months of aJuly 1994 Commis-
sion report — the L egislature enacted and Governor Whitman signed into |law a measure making the
practice of money laundering an explicit crimeunder statelaw. Within weeksof the bill-signing, the new
statute was employed by prosecutors agai nst suspects charged with participating in the money-launder-

ing underworld.

Building on the Commission’ sgroundbreaking assessment of criminal street gangsin New Jer-
sey, the Governor in 1994 expanded into abureau the Division of Criminal Justice’' s Office of Juvenile
Justice. The new bureau was charged with further implementation of the Division’s Youth Gang Initia-
tive, which responded to the Commission’ s June 1993 public hearing on criminal street gangs. The
Commission’ ssurvey regarding criminal street gangswasthefirst attempt to quantify the problemon a
statewide basi s, determining that more than 700 gangs operated within the state. After forming a Street
Gang Unit initsIntelligence Services Section in response to the Commission’ sgang project, the State

Police produced in July 1994 a“ Strategic Assessment of Criminal Street Gangsin New Jersey.”



InaMarch 17, 1994 executive order, Governor Whitman listed the Commission’ sreport, Crimi-

nal Street Gangs, which was published in February 1994, asan important resource to be utilized by her

Advisory Council on Juvenile Justice. The Council’ sFinal Report, dated December 30, 1994, included
many recommendations similar to those contained in the Commission’ sreport. The Council’ sreport
pointed out expanded activity in 1994 by the Division of Criminal Justice, State Police, county prosecu-

torsand the Department of Correctionsto addressthe problem of youth gangs.

Also, the Commission’ s probe of fraud and abusein New Jersey Transit’ s$5 million bus subsidy
program cameto fruition in December when fiveindividualsentered guilty pleasin state Superior Court.
The defendants al so agreed to pay more than $750,000 in restitution to the taxpayers. The 1992 report
of the Commission’ sinvestigation had previously resulted in awiderange of operational reformsunder-

takeninternally by NJ Transit officials.

In sum, 1994 proved to be one of the most productive yearsin the Commission’ sentire history
— despitefiscal constraintsthat have reduced itsannual appropriation from $2.8 millionto $1.9 million
and itsstaff from 45 to 29 employeesover the past fiveyears. Based upon ademonstrable and continu-
ing record of accomplishment in theface of thischallengeto“do morewithless,” thisbody canlay claim
to an impressive statement of fact that eludes other elements of government: The State Commission of

Investigation has saved taxpayersfar more money than they have ever invested in its operations.

HISTORY

The Commission was established in 1968 after extensive research and public hearings by the
Joint Legislative Committee to Study Crime and the System of Criminal Justice in New Jersey (the
“Forsythe Committee”). That panel was directed by the L egislatureto find waysto correct aserious

and intensifying problem involving organized crime and political corruption. The panel’s final report,



which confirmed acrisisin crime control, attributed the expanding activities of organized crimein New
Jersey to “failure... inthe system itself, official corruption, or both.” Asaresult, sweeping recommen-

dationsfor improving various areas of the state’ scriminal justice system were proposed.

Two of the most significant recommendationswerefor the creation of anew criminal justice unit
within the executive branch and the establishment of anindependent State Commission of Investigation.
The Forsythe Committee envisioned the proposed criminal justice unit and the Commission of Investi-
gation as complementary agenciesin the fight against crime and corruption. Thecriminal justice unit
wasto be alarge organization with extensive personnel, empowered to coordinate and conduct criminal
investigations and prosecutions throughout the state. The Commission of Investigation wasto be a
relatively small but expert body that would conduct fact-finding investigations, bring the factsto the
public’ sattention, refer itsfindingsto appropriate law enforcement agenciesfor possible prosecution
and make recommendations to the Governor and the Legislature for improvements in laws and the

operations of government.

Asthe Forsythe Committee stated initsfinal report, thiswould not be “a " crime commission’
alone. Therearemany occasionswhen hard-hitting, expert fact-finding is needed without involving the
criminal processor implying criminal violationsare under investigation.... ThisCommission will provide

asignificant, independent "watchdog’ for the entire system of administering criminal justicein New

Asaresult of the Forsythe Committee’ srecommendations, the Division of Criminal Justicein
the Department of Law and Public Safety and the State Commission of Investigation, structured asan
independent agency of the Legislature, were created. New lawswere designed — effectively so— to

prevent conflict and duplication among the functions of the Commission and the prosecutorial authori



tiesof the State. The Commission hastheresponsibility to expose wrongdoing or governmental laxness
by fact-finding investigations and to recommend new laws and other remediesto protect theintegrity of
the governmental process. The Division of Criminal Justice and other prosecutorial agencies havethe
responsibility to seek indictmentsor file other charges of violations of law and to bring the violatorsto

justice, where appropriate.

The bill creating the Commission established an initial term beginning January 1, 1969, and
ending December 31, 1974. The Legislature extended theterm of the SCI for five-year periodson four
subsequent occasions: in 1973 for aterm expiring December 31, 1979; in 1979 for aterm expiring
December 31, 1984; in 1984 for aterm expiring December 31, 1989, and in 1989 for aterm expiring on
December 31, 1994. On Dec. 28, 1994, |egidation took effect extending the Commission’ sterm through
June 30, 1996, pending the outcome of areview by aspecial committee appointed by the Governor and

leadersof the Legidature.

The unique and complementary role of the SCI was noted in two earlier comprehensive and
impartial analyses of the Commission’ srecord and performance— in 1975 by the Governor’ s Commit-
teeto Evaluatethe SCI and again in 1983 by the State Commission of Investigation Review Committee.
Both reports stated that the SCI performs a valuable function and strongly concluded that thereisa
continuing need for the Commission’ swork. The 1983 review panel said itsadvocacy of the Commis-
sion was reinforced by the views of top law enforcement officials throughout the state that the SCI
“continuesto serve asan important adjunct to New Jersey’ scriminal justice system.” Today, asthen, the

agency continuesto effectively play that role.



OPERATIONS

To eliminate even the appearance of political influence in the Commission’ s operations, no more
than two of the four Commissioners may be of the same political party, and they derive from three
separate appointing authorities. Two Commissioners are appointed by the Governor and one each by
the President of the Senate and the Speaker of the Assembly. It thus may be said the Commission by law
isbipartisan and, by concern and action, isnonpartisan. Thiscentral construct providesthe Commission
with the integrity and the independent stature necessary to perform its job in a credible fashion, espe-

cially where politically-charged or otherwise sensitive investigations are concerned.

The Commission isinvested with the duty and power to conduct investigationsin
connection with:
(@) Thefaithful execution and effective enforcement of laws of the state, with particular
reference but not limited to organized crime and racketeering;
(b) Theconduct of public officersand public employees, and of officers and employees

of public corporations and authorities;
(c) Any matter concerning the public peace, public safety and public justice.

The enabling statute provides further that the Commission shall, by direction of the Governor or
by concurrent resolution of the Legislature, conduct investigations and otherwise assist in connection
with the removal of public officers and in the making of recommendations to the Governor and the
L egislature with respect to changesin existing law required for more effective enforcement. The Com-
mission is al'so empowered to investigate the management or affairs of any department, board, bureau,

commission, authority or other agency created by the state, or to which the state is a party.

The statute assigns to the Commission a wide range of responsibilities and powers. It may

conduct public and private hearings, compel testimony and the production of other evidence by sub-



poenaand grant limited immunity from prosecution to witnesses. Since the Commission doesnot have
prosecutorial functions, it isrequired to refer information of possible criminality to the Attorney Gen-
eral. The Commission has done this repeatedly in the past and continues to do so in keeping with a

primary goal of fostering cooperation involving law enforcement agenciesat all levelsof government.

Oneof the Commission’ sprimary responsibilities, when it uncoversirregularities, improprieties,
misconduct or corruption, isto bring its findings to the attention of the public with the objective of
promoting remediesand reforms. The Commission choosesthe format for its public actions based on
the complexity of the subject and the clarity, accuracy and thoroughness with which the facts can be

presented. The Commission has proceeded by way of public hearings, apublic report or both.

Inits proceedings, witnesses appearing before the Commission are protected by the New Jersey
Code of Fair Procedure, the requirements of which were incorporated in the Commission’ s enabling
statutein 1979. Constitutionally required due processis provided under the provisions of that code, and
the courts have upheld the integrity and fairness of the Commission’ sinvestigative procedures. For
example, all witnesses are offered the right to be represented by counsel when appearing before the

Commissionin public or private hearings.

Additionally, any individual who may be adversely affected by the testimony or other evidence
presented in apublic report or hearing by the Commission isgiven an opportunity to respond by making
a statement under oath relevant to the testimony or other evidence. Such statements, subject to a
determination of relevancy, areincorporated in the records of the Commission’ s public proceedings.
Before undertaking apublic action, the Commission has always been careful to evaluateinvestigative
datain privatein keeping with its obligation to avoid unnecessary stigmaand embarrassment to indi-

viduals.



The Commission emphasizesthat indictments and convictionswhich may result from referral of
criminal mattersto other agenciesare not the only test of the efficacy of itspublic actions. At least as
important isthe deterrent effect deriving from the Commission’ svery existence aswell asthe corrective
statutory and regulatory reforms spurred by the Commission’ sarousal of public and legislativeinterest.
A prime example involved the enactment of legislation in the wake of 21992 Commission probe of a
massive, mob-inspired schemeto evade taxes on motor fuels. According to the state Division of Taxa-
tion, that statutory change alone has enabled the stateto recover an estimated $22 million annually in tax

revenues.

The Commission takes particular pridein thisand in numerous other investigations and reports
that have similarly resulted in taxpayer savings and in improved laws and governmental operations

throughout its existence.



INVESTIGATIONS, HEARINGS AND REPORTS - 1994

Organized Crime: Money Laundering

Over the past decade, the Commission repeatedly has highlighted concern over the deleterious
effectsof money laundering— particularly inthe absence of astatelaw that would makethispracticea
crimein New Jersey. The Commission first called for amoney laundering control statutein its 1988
report on the check-cashing industry. Money laundering was also addressed in subsequent Commission
investigationsinto Afro-lineal organized crime (1991), motor fuel tax evasion (1992) and organized

crime control of bars(1992).

In July 1994, the Commission issued a comprehensive report following public hearings con-
venedin late 1993 to put adirect and explicit focus on money laundering. The picturethat emerged was
adisturbing one. Witnesses, including arange of state and federal law enforcement officials, repeatedly
pointed out that New Jersey — by virtue of its geographic location asacorridor state, itsairports and
seaports, itsclose proximity to New Y ork City and Philadelphia, its popul ation density and its casinos—
isparticularly vulnerableto thisenormousfinancial criminal enterprise. Numerousand ingeniousmeans

and methods of concealing thisillicit cash stream were exposed in detail.



Witnesses al so told the Commission that substantial New Jersey incomeisavoiding taxation at
both the federal and state levelsand that theimpact on New Jersey’ seconomy issignificant. Thedollar
amountsinvolved in money laundering are staggering. Several witnesses estimated that, on anational
scale, money laundering involved as much as$150 billion per year, with between $1 billion and $2 billion

passing through New Jersey alone.

Conclusions and Recommendations

As aresult of its findings, the Commission concluded that New Jersey should enact a state
statute explicitly outlawing money laundering to provide authorities with a new basis to attack the

financia facilitation of crime.

On October 27, 1994, following overwhelming approval by the Senate and A ssembly, Governor
Whitman signed | egid ation embodying the Commission’ scentral recommendations. Among other things,
the measure makesthe laundering of amounts of $75,000 or more acrime of the second degree, punish-
able by fiveto 10 yearsin prison. The laundering of small amounts is a crime of the third degree,
carrying a penalty of threeto five yearsin prison. The law also prohibits any financial transaction
involving property known to have been derived from criminal activity, with the intent of promoting
criminal activity or with the knowledge that the transaction is designed to disguise ownership or to avoid

acurrency transaction reporting requirement under state or federal law.
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Initsfinal report, however, the Commission had a so noted that no money laundering statutory
schemewould be complete without true reform of the kinds of financial machinery, such asthe check-
cashing industry, that fostersmoney laundering in thefirst place. New Jersey’ sweak regulation of non-
bank financial institutions, like check cashers and money remitters, continues to permit this state to

serve asahaven for such activities.

The Commission recommended that check cashers be prohibited from cashing checks made
payableto other than anatural person, thereby eliminating any checks payableto businessentities, trade
names, etc. They should also be prohibited from cashing checksin excess of aspecific dollar amount,
except for government and insurance checks. Moreover, any business cashing ahigh dollar amount of
checksasasecondary part of its business should be subject to record-keeping provisionswhether or not
afeeischarged. Legidativehearingsshould determinewhen such provisionswould be applicable, with

aview toward minimizing the burden placed on legitimate businesses.

These key reform provisions, which had been recommended during the Commission’ sgarment
and check-cashing investigations, were not enacted into law when the Check Cashers Regulatory Act
was passed in January 1994. Inlate 1993, they were deleted by |egid ative committee from the pending
bill due, in part, to pressure from lobbyists representing the check-cashing industry. The commission

continuesto urge the passage of these safeguards.

Organized Crime: Medical Provider Contracts

The Commission examined questionabl e circumstances and evidence of mob intrusion surrounding

theaward of various health-care service and supply contractsto institutionsin Passaic and Essex coun-
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ties. Thefindingswere detailed in separate November 1994 |etters to Passaic County Freeholder Direc-

tor John C. Morley and Essex County Freeholder Director Sara B. Bost.

Inmid-1992, officials of Preakness Hospital in Passaic County became aware, through newspa-
per reports, that James Y acenda had been publicly identified by the Commission as being involved in
enterprisesthat served asfrontsfor the Taccetta faction of the L ucchese organized crime group operat-
inginNew Jersey. The Preakness officialsreported to the Commission that in November 1991 Preakness
had awarded a two-year, no-bid Medicare Part B provider contract to American Home Medical Ser-
vices, Inc., acompany directed by Yacenda. Unknown to Preakness officials, the Commission had
already commenced inquiries concerning Y acenda’ s activities, as well as those of the other American

Home Medical director, Louis A. Garruto, and Martin Taccetta, a member of the Lucchese group.

Offering his services as an unpaid consultant, and misrepresenting to Preakness officials and
others that he was a registered pharmacist, Garruto, on March 5, 1991, entered into a no-bid contract
with Preakness to recommend third-party providers of supplies and services to its patients. When he
was engaged as a consultant, Garruto’ s 1985 federal conviction for participating in aschemeto defraud

drug companiesin New Y ork was unknown to Preakness officials.

Shortly before resigning as a consultant in late 1991 or early 1992, Garruto secured a contract
for hisand Y acenda’ s corporation, American Home Medical, to become Preakness Medicare Part B
provider. This obvious conflict was overlooked by Preakness officials — most notably by Donald R.
Kowal, then-president of the Preakness Board of Managers and the person most responsible for engag-
ing Garruto as a consultant and contracting with American Home Medical. Minutes of hospital board

meetingsdid not reflect that it approved either Garruto’ s consultant contract or the contract with American

12



Home Medical. Indeed, two audio cassettes of Board meetings, which might have shed light on the
approval process, were blank. The Commission was unableto obtain asatisfactory explanation for the

condition of the cassettes.

The Commission pointed out that competitive bidding of professional service contractslessens
the opportunitiesfor abuses of the kind encountered in thisinvestigation. The Commission had previ-
ously urged the L egislature to consider eliminating or modifying the professional servicesexemption
from lawsrequiring bidding on public contracts. At present, however, nothing precludeslocal govern-
mentsfrom conducting their own assessments of benefits derivablefrom competitive bidding for such

contractsand implementing appropriate procedures.

In a separate letter to Essex County Freeholder Director Bost, the Commission reported on
similar no-bid contractsto provide pharmaceutical servicesand unit-dose medicationsto patients at the
Essex County Hospital Center, Jail, Jail Annex and Geriatric Center. Thefirmsinvolved were American
HomeMedical Services, Inc., and American Preferred Prescription Services, Inc., both tied to Yacenda
and Garruto. Originally submitted by the County Executive and approved by the Board of Freeholders
on May 26, 1993, and scheduled to start on June 1, 1993, the contracts were amended on June 16, 1993
to bein effect from August 1, 1993 through July 1994. Later, they were extended to February 1995.

On January 29, 1992, American Home M edical had paid $500 for an advertisement honoring
then-County Executive ThomasJ. D’ Alessio inthe 1992 Anniversary Ball program. On February 6,
1992, American Home had paid $5,000 to the “ Anniversary Ball Committee” to purchase a 10-ticket
tablefor areception honoring D’ Alessio at the Parsippany Hilton on February 22,1992, A Statement of
Certain Political Contributions, signed by LouisA. Garruto, then-President of the two corporations, and

appended to the contract proposal, listed the $500 contribution but not the one for $5,000.
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American Home Medical and American Preferred Prescription replaced Automated Pharmaceu-
tical Services, which had contracted to supply pharmaceuticalsto patients of thefour county facilities
for theprevious 12 years. Inearly 1993, D’ Alessio’ s office recommended American HomeMedical and
American Preferred Prescription to Essex County purchasing officials. When acomparison of proposal
costsrevealed that Automated Pharmaceutical’ s proposal wasin excess of $100,000 lessthan American
Home' sproposal, American Home M edical and American Preferred Prescription reduced their price by
approximately $106,000. Althoughtheir pricewasstill higher than thefinal price offered by Automated
Pharmaceutical, and they were new and largely unproven firms, American Home and American Pre-

ferred were awarded the contracts.

The Commission confirmed that Garruto had been convicted in federal court in 1985 for partici-
pating in aschemeto defraud drug companiesin New York. The Commission did not encounter evi-
dence of any similar schemeinvolving Garruto’ scompanies and Essex County’ sfacilities. However,
Yacenda, the original Vice President of American Home Medical, was publicly identified by the Com-
mission as being involved in enterprisesthat served asfrontsfor the Taccettafaction of the Lucchese

organized crime group.

Aspointed out in theletter to the Passaic County Freeholder Director regarding Garruto, Yacenda,
Martin Taccettaand American Home Medical, competitive bidding of professional service contracts
lessensthe opportunitiesfor these types of abuses.

L ocal Government Corruption: Borough of Jamesburg

In September 1992, the Commission issued areport detailing New Jersey’ s continuing experi-

encewith corruption inlocal government, school districts and public authorities. At that time, the
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Commission announced itsintention to launch continuing attacks against corruption at thelocal level
and against the conditions which sustain and encourageit. Restoration of the public’s confidencein
local governance and elimination of asubstantial waste of public money werethe stated goals of this

initiative.

The Commission launched such an investigation into the governmental operations of the Bor-
ough of Jamesburg, Middlesex County, in February 1993 after receiving citizen complaints alleging
political corruption and taxpayer abuse at the hands of key municipal officials. Numerousresidentswho
approached the Commission said they did so as a last resort after being rebuffed in their search for

redress and investigative help from other government agencies.

The subsequent 21-month probe confirmed the worst of their complaints— and much more.
The Commission, in areport issued in November 1994, reported that it had uncovered a systemic
pattern of official misconduct, nepotism and abuse of the public trust so pervasivein thiscommunity as
to cause local budgetary hardships and jeopardize the local police department’ s ability to financeits

operations.

Substantial sums of taxpayer money were wasted, or stolen outright. Developers reaped tax
breaksand other favorsin exchangefor kickbacks. Political patronage undermined the police department’s
budget. State election and campaign-financelawswereviolated routinely. Accumulated sick leave and
compensatory timewere abused to the detriment of local taxpayers. Underlying and facilitating all of
thiswasan utter lack of proper and effective mechanismsto ensure accountability and internal control,
the very absence of which made Jamesburg an easy mark for abuse by unscrupulous and overbearing

individual sintent on using public officefor personal gain.
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Major Findings

KICKBACKS/CONFLICTSOF INTEREST/FRAUD

* The son of Jamesburg Tax Assessor and Planning Board member Carmen “ Pep” Pirre, An-
thony Pirre, was placed on the payroll of two local land developers as a*“ security guard” as part of a

possiblekickback arrangement involving the Beaver Brook Run and Quarry Cove development projects.

* At least one-third of the more than $150,000 paid to Anthony Pirre between 1986 and 1992 by
the developers of Beaver Brook Run and Quarry Cove wastraced to Carmen Pirre. Thisarrangement

coincided with tax and Planning Board decisions favoring both devel opers.

* Anthony Pirrea so wasemployed by the Middlesex County Parks Department. Whileon paid
leave from the department for injuries purportedly suffered on thejob there, he continued to bill and be
paid for supplying private security serviceto thetwo developers. Investigatorsfound evidence, how-

ever, to suggest that Anthony Pirre actually performed little or no servicein thissecurity capacity.

CAMPAIGN AND ELECTION IMPROPRIETIES

* The Jamesburg Democratic Party organization — of which Carmen Pirre served as both
chairman and treasurer — failed to file periodic campaign-finance reportsfor one of itstwo fund-raising

accountswith the state Election Law Enforcement Commission (ELEC), asrequired by law.

* Between 1991-93, more than half of $11,620 deposited into the Jamesburg Democratic

organization’ stwo accounts— atotal of $6,634 — found itsway into Carmen Pirre’ s personal control.
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* Political contributionswere collected from local business ownersand used as*“ street money”
to pay campaign workers, some of whom also were paid with bottles of liquor. Witnesses told the
Commission that Carmen Pirre paid them as much as $200 cash apiecein exchangefor political activities

at electiontime.

PATRONAGE VERSUSFISCAL RESPONSIBILITY

* Municipal officials, including Police Chief Victor Knowles, agreed to delay the purchase of a
needed police patrol car in order to reserve fundsfor the hiring of Mayor Joseph Tonkery’ sgrandson,
Robert Tonkery, asaprobationary police officer. Although Tonkery washired, the car was purchased

anyway, triggering afiscal crisis.

ABUSE OF ACCUMULATED SICK/COMPENSATORY LEAVE

* A review of Borough records and the testimony of various witnesses demonstrated that the
untimely hiring of Tonkery’ sgrandson coincided with paymentsto two retiring police officersfor large
amounts of accumulated |eave time— paymentsthat caused additional pressure on the police depart-

ment budget.

* The paymentsfor accumul ated leave were made even though there were no official recordson
filewith the Borough to corroborate the claims. Borough employeestold the Commission of ahaphaz-
ard record-keeping system. Asone member of the Borough Council testified, “...everybody comesin

after working...for 30 yearswith their little black book.”
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Conclusions and Recommendations

In the wake of the Commission’ sreport, evidence of possible criminal violationswasreferred to
multiple agencies, including the Office of the Attorney General, the Election Law Enforcement Com-

mission, the Department of Community Affairsand the Department of Treasury.

The Commission also recommended that Carmen Pirre be removed as Tax Assessor and Plan-
ning Board member. Within weeks of the report’ srelease, Pirre agreed to retire from both Borough

posts.

Noting that political cronyism, nepotism and no-show political positions have no legitimate
place in government, especially in an era of scarce public dollars, the Commission also called for a
complete review of duties, responsibilities and salaries of local public employees by the Jamesburg
Borough Council. Other recommendationsincluded callsfor open, competitive criteriafor the hiring of
police officers, proceduresfor the tracking use and accumulation of compensatory time and apolicy to

govern accumulated leave time by local public employeesin Jamesburg, aswell asin other locations.

The State of New Jersey’ spolicy of limiting payment for accumulated sick leaveto alump-sum
representing one-half of the employee’ sunused sick leave, calculated at the employee’ scurrent salary,
up to $15,000, may serve as a guide, along with policies limiting the accumulation of vacation and
compensatory time. Such policiesareimportant because Governmental Accounting Standardscall for
the measurement of accrued compensation timeto beincluded intheliabilities of state andlocal govern-
mental entities. Funds should bereserved annually based on anticipated (future) compensated absences

for which employeeswill be paid. Otherwise, thefiscal burden on any public body could prove stagger-

ing.
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During the course of itsinvestigation, the Commission |earned that the Department of Commu-
nity Affairsisdrafting legislation on this subject. The Commission urged that such legislation bere-

viewed and carried forward in light of the findings and recommendations of itsreport.

Local Government Corruption: Point Pleasant School District

Alerted by complaintsfrom citizenswithin the community, the Commission latein 1992 launched
aninvestigation intoirregularitiesinvolving the Point Pleasant School Districtin Ocean County. The
Commission focused primarily on questionablefinancial practicesrelated to the operations of the Point
Pleasant Community School and theterms of a separation-of-employment agreement between the school
district and aformer superintendent of schools. A report detailing the findings and recommendations of

the Commission wasissued in August 1994.

Major Findings

THE COMMUNITY SCHOOL

* Thousands of dollarsin taxpayer fundswere diverted by akey school district employee —
Community School Director Vito Dellegrippo — between 1988-92. The schemeinvolved falsified ex-
pense reports and improper disbursements and was facilitated by sloppy record-keeping and by the
inability or unwillingness of other top district officialsto rectify the situation. Thefinancial |osses suf-
fered by the Community School asaresult of thisactivity forced the district to shift resourcesfrom other

programssuch aschild care.
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* Check-writing and spending authority for the Community School operations becamelargely
concentrated in the hands of asingleindividual, Dellegrippo, who wasrequired to justify hisactionsto
no one. Moreover, the Board of Education and top administratorsfailed to apply basic oversight toolsto

monitor Dellegrippo’ sactivities.

* Despite repeated warnings from the school district’s outside auditors that the Community
School’ sfinancial recordswerereplete with irregularities, the Board of Education and school adminis-
tration took no remedial action over aperiod of at least five years. Had the Board and administrators
heeded the auditors' recommendations, which should have served as“red flags,” much of theimproper

activity which the Commission detected at the Community School could have been avoided.

SEPARATION AGREEMENT/SUPERINTENDENT OF SCHOOLS

The Commission found that upon hisretirement in 1987, Point Pleasant School District Super-
intendent Dr. Lawrence DeBelliswas presented by the Board of Education with acompensation pack-
age worth more than $260,000, the public school version of acorporate “ golden parachute” — all at
taxpayer expense. Thiswasnot acontract buy-out; it wasagift. Viewed inthe context of an erawhen
taxpayersand elected officialsalike are scraping to account for every last dollar availableto cover the

cost of educating children, theterms of the DeBellis separation agreement are truly compelling.
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Thetermsincluded “ consulting fees” amounting to more than $220,000, even though no con-
sulting was performed; a $15,000 annuity; a $30,000 single premium whole life insurance policy; a
health benefits package and accumul ated sick and vacation time purchased in afashion more generous
than that afforded other employees of the school district; and an account, funded by the separation

agreement, for DeBellis’ granddaughter’ s college education.

The separation-of -employment pact also provided DeBelliswith aspecial farewell perk: aMis-

sissippi River steamboat trip valued at more than $5,000.

Conclusions and Recommendations

Whilethe specific circumstancesin Point Pleasant may be unique to one community, the Com-
mission nonethel ess believesthe situation thereis symptomatic of awider problem. Municipal govern-
ments and school districts across New Jersey are vulnerable to some of the same types of abuses —
abusesthat spring from lax governance and lack of vigilance. The Commission took the opportunity to
reiterate acentral admonition contained in earlier reports. Responsible elected and appointed officials
hold apublic trust, and have an obligation to the taxpayers of this state to watch local governmentsin

action and to rai se questions about mattersthat appear out of the ordinary.

Based upon evidence devel oped by the Commission that there may have been amisappropria-

tion of Community School funds, the matter wasreferred for possible criminal prosecution to the Office

21



of the Attorney General. The Commission also recommended that the financial operations of the Com-
munity School beimmediately transferred to the Office of the Business Administrator/Board Secretary,
and that, in addition to taking control of the financial operations of the Community School, the Board
set up its accounts and recordkeeping to reveal to the taxpayers of Point Pleasant the true costs of

programs.

The Commission suggested that a state |law be enacted to require that any school district that
failsto implement arecommendation contained in itsannual audit, or in acorrective action plan filed
after the audit, publish aresolutioninlocal newspapers stating the reasonsfor itsfailureto do so. In
addition, each school board should be required to give an audit or finance committee the responsibility
to answer guestions and address problemsraised by theindependent auditor. These recommendations

are consistent with those made by the Commission in its September 1992 report, Local Government

Corruption, at page 85. To the Commission’ sknowledge, billsimplementing such recommendations

have not yet been introduced in the Legislature.

Moreover, it was also suggested that standards should be established by the State to provide
local boards of education with uniform guidelinesasto the appropriateness of expenditureswhen public
fundsareinvolved, and boards of education and municipalities should have in place amechanism to
track all accumulation and use of sick and vacation time. There should be no question asto thetime

entitlements of employees.

Local Government Corruption: River Vale Recreation Department

Responding to complaintsfrom anumber of residents of River Vae Township, Bergen County,
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the Commission examined the Township’s Recreation Department and the operation of some of its

youth sports programs.

InaMay 26, 1994 letter to Township Administrator Roy S. Blumenthal, the Commission re-
ported that sloppy and inappropriate record-keeping and accounting practices had produced circum-
stancesinwhich it wasimpossibleto trace some $1,300 in cash missing from the Recreation Department’ s
accounts. The Commission was not able to determine how much of the cash collected during 1991 and
1992 was not deposited in proper accounts, nor wasit ableto identify services or goods which the cash
could have purchased. It was suggested that the cash might have been used to pay umpire fees. How-
ever, umpireswere on the Township payroll with taxes and withhol dings deducted from paychecks, and
the Commission found no documents referring to cash payments or supplements to umpires or anyone
else. JamesV. Commerford, who served as part-time Township recreation director for 12 yearsprior to
hisresignation on January 31, 1994, either failed to make proper disposition of the money or negligently

failed to arrange for its proper disposition, the Commission concluded.

To correct the systemic deficiencies which allowed this situation to get out of control, the Com-
mission recommended establishment of a Township Board of Recreation Commissioners and the estab-
lishment of revolving fund accounts with receipts dedicated to specific recreational needs. Noting the
lack of sufficient safeguardsand controlsover the receipt and transmittal of registration fees, the Com-
mission also recommended an independent reconciliation of departmental receipts with source docu-
ments. Regarding purchasing functions, the Commission recommended that ordering, approval and

verification of goods and services be segregated in order to deter misappropriation of assets.
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Waste, Fraud and Abuse: Marlboro Psychiatric Hospital

Marlboro State Psychiatric Hospital was targeted for scrutiny in mid-1993 when Commission
staff, visiting the institution in the course of an unrelated probe, noticed what appeared to be excessive
stockpiling of chemicals and other materials at the Hospital’s sewage treatment plant. Upon further
investigation, the stockpile was found not only to be excessive but aso to contain numerous substances
purchased at taxpayer expense that were completely unnecessary for the safe and efficient operation of
thetreatment facility. Evidence of bribery and pay-offsinvolving Hospital personnel was subsequently

uncovered in an examination of how and why the chemical purchases were consummated.

A 15-month probe ultimately uncovered awide range of irregularities and questionable activities

at Marlboro dating from the late 1980s to the present.

The results of the investigation, embodied in an October 1994 Commission report, revealed a
tableau of waste, fraud, thievery and corruption in which the squandering of taxpayer dollars virtually
had become business as usual at this institution. Some employees were found to have stolen with
abandon. Vendors cheated and manipulated state service and supply contracts. Patient program funds

were looted. Personnel rules, such asthose governing sick leave, were abused.

Marlboro Psychiatric Hospital, one of seven state-run psychiatricinstitutionsin New Jersey, servesan average
of 780 adult patients per day with astaff of 1,157 employeesand atotal budget of $55.5 million for Fiscal
Year 1995.
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The Commission found this pattern of abuseto befacilitated by pervasive lack of internal con-
trol and oversight. Senior Hospital officialswererepeatedly found to have exhibited lax supervision and
poor judgment, allowing multiple abusesto flourish either by directly participating in them or by simply
turning ablind eye. A policeforce maintained by the state Department of Human Services (DHS) and
ostensibly empowered to investigate alleged crimes at the Hospital wastreated instead aslittle more

than an unit of unarmed security guards.

The Key Findings

PURCHASING ABUSES

* Thousands of dollarsworth of chemicals, cleansers and other substanceswere purchased in
excessive amounts at taxpayer expense even though, in numerousinstances, therewas no usefor them
in such quantitiesin the operation of the Hospital. During one six-year period, the taxpayersfooted the
bill for nearly $150,000 worth of chemicalsthat werelater determined to have been completely unnec-

essary for the safe and efficient operation of the Hospital’ s sewage plant.

* A salesrepresentativefor one major supplier, State Chemical Co. of Cleveland, Ohio, offered

cash and other inducementsto Hospital personnel.
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* When Hospital administrators became aware of these apparent bribe offers, no action was

taken to suspend or even scrutinizethefirm’ scontracts.

STATECONTRACT MANIPULATION

* A State contract designed to provide the Hospital with sewage treatment chemicalswas used

illegally to thefinancial benefit of apolitically-connected M onmouth County firm, Stacot Distributors,

Inc.

* Stacot’sowner, Frank Abate, isaformer M arlboro councilman and acurrent member of the
Western Monmouth Utilities Authority. The contract was steered to Stacot by the Hospital’ s chief

maintenance officer, Richard Gann, with no oversight or review by top Hospital officials.

WIDESPREAD THEFT

* Between July 1989 and the spring of 1994, property valued at more than $201,000 was
reported stolen from Marlboro Psychiatric Hospital. Therange and scope of the missing items, includ-
ing property owned by patientsaswell asby the Hospital, is so extensive that it could be characterized
asalaundry list for pillaging and included computers, copying machines, V CRs, tape recorders, furni-

ture, cameras, books, art work and awide variety of food.
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* A notably high level of theft occurred in the Hospital’ s maintenance department, which for
years had been run as a personal fiefdom accruing to the benefit of some members of a family of
longstanding Hospital employees — the Gann family — who were held accountable to no one. Asa
result, the maintenance department had earned a reputation such that Hospital personnel commonly
refer toit as“the Marlboro mart.” Scoresof itemslarge and small — from cases of work gloves and
hand toolsto electric drillsto floor jacks, truck tires and a snowblower — have disappeared from the
department’ s warehouse, garages and work areas in recent years. Inventory control practices were

virtually nonexistent.

* |nat least one case, lumber and apower tool from the maintenance yard were used by Hospital

employeesto construct adeck at the home of the Hospital’ s safety director.

* Despite policeinvestigationsinto reported Hospital thefts, few resulted in actual arrestsand
prosecution. Police employed on the Hospital grounds by the State Department of Human Services
complained that probesinto allegations of employeeinvolvement in theftswere closed “ administratively”

by police supervisorsand Hospital officialson several occasions.

MISAPPROPRIATION OF PATIENT ACTIVITY FUNDS

* A program designed to assist patientsin their transition from the Hospital to the surrounding
community wastransformed into aslush fund for the personal entertainment and enjoyment of Hospital
employees.
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* Commission investigators determined in many instances that as a result of atotal lack of
accountability, employees dipped into the fund, which totaled some $1.4 million between 1989 and
1994, to purchase delivered food and restaurant meals for their own benefit. A review of Hospital
recordsturned up numerous discrepanciesin which purchase orders designated for patient recreation
actually contained items of questionable value under the program, such as nail polish, garden hose and

compact discs.

* Several supervisorsof Hospital cottages where patients are housed expressed frustration over
the difficulty of maintaining an inventory of the types of items purchased under this program. They
alluded to apervasive attitude that Hospital employeeswere entitled to satisfy personal needs, including
the purchase of food and other items, at the expense of patients and taxpayers. Thisthievery had been

facilitated throughout the yearsby a“code of silence” among fellow employeesto overlook such pilfering.

EMPLOYEE ABUSE OF SICK LEAVE/INJURY POLICY (SLI)

* L ax managerial supervision of thesick leave/injury (SL1) policy, which alows state employees

togoonleaveupto oneyear with full pay for illnessor injury purportedly suffered on thejob, led to the

expenditure of thousands of taxpayer dollarsto cover questionable claims.

* |Inone case examined in detail by the Commission, aHospital maintenance department/power

plant employee, Russell Gann, filed repeated claimsfor injuries purportedly suffered whileonthejob. In
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one instance, Gann was awarded more than $14,000 and was out of work for nearly one year after
claiming he suffered injuriesto hisankleand arm in afall in the Hospital’ sboiler room. Immediately
prior to his report of thisincident, Gann had engaged in a month-long freelance demolition job to
remove some 40 tons of scrap steel from another facility, but no scrutiny by Hospital officialswasgiven
to hisclaim to determineif therewasalink between the off-duty scrap-removal work and hisinjury. In
another instance, Gann took ajob plowing snow while collecting SLI pay for an alleged respiratory

condition, the cause of which was never officially established.

Conclusions and Recommendations

The Commission concluded that the findings of itsinvestigation of Marlboro State Psychiatric
Hospital should serve astheimpetusfor substantivereform. Thetarget of that reform, however, should
not be limited to asingle state hospital. Similar opportunitiesfor the same types of waste, fraud and

abuse exist within the entire range of New Jersey’ s publicly-funded institutions.

Evidence uncovered by the Commission of purchasing abuses, bribery, manipulation of state
contracts, widespread theft and employee abuse of sick leave/injury (SL1) wasreferred to the Office of
the Attorney General for criminal investigation. Theimproper activitiesof arelatively few employees
had the effect of tarnishing the reputation and impugning the efforts of the numerous M arlboro employees

who do their jobswell and who wererightfully outraged by the abusesrevealed.
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The Commission recommended immedi ate steps be taken to seek disciplinary action against
Marlboro Psychiatric Hospital employeeswho have caused and perpetuated waste, fraud and abuse at
that institution, either through overt actions or willful negligence. These personnel include Hospital
Maintenance Supervisor Richard Gann, power plant engineer Russell Gann, Chief Engineer William
Woolley, Director of Plant Services Albert Yodakis, Fiscal Officer Jeremiah Mahony and Safety Director

Michael Corbett. Thisrecommendation isbeing pursued by the Department of Human Services.

The Commission further recommended proceedingsto determine whether State Chemical Co.
should be debarred and disqualified asavendor to the State of New Jersey asresult of the actions of its
salesrepresentativein the securing of supply contractswith Marlboro Psychiatric Hospital. Debarment
should also be considered asapenalty for Stacot Chemical Co. based upon the Commission’ sfindings
that thisfirm sold unnecessary chemicalsto the Hospital and did so in apparent violation of State contract
rules. Atthe sametime, contractsin place at Marlboro and at other institutions should be examined
closely to determinewhether they are being used in compliance with rules established by the New Jersey

State Division of Purchase and Property.

Finally, the Commission recommended immediate effortsto establish aviable system of internal
fiscal, administrative, personnel and contract oversight controlswithin Marlboro Psychiatric Hospital.
Even arudimentary oversight structure would be animprovement at thisinstitution. Inthewake of the
Commission’ sreport, the Department of Human Services dispatched a special management team to
Marlboroto scrutinizeinternal controlsto ensurethat taxpayer money isexpended in the most effective

and efficient way possible.
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The Commission’ sfindingsin the matter of Marlboro’ s“ Budgeted Program Supplies and Patient
Activities Fund” suggested a program so riddled with abuse that its primary purpose — to provide
patients with worthwhile, community-related activities — was thoroughly undermined. During the
course of theinvestigation, the Hospital’ s A cting Chief Executive Officer announced that he was cutting
use of thisprogram at Marlboro by 50 percent, and introducing controlsto prevent future abuses of the

kind revealed by the Commission.

Injury and illness claims submitted by public employees, particularly at stateinstitutionssuch as
Marlboro Psychiatric Hospital and el sewherein government, should be subjected to at least aminimum
of scrutiny. Basic questions must be asked by management on aroutine basisto verify the exact nature
and cause of agiven employee’sillnessor injury. Follow-up checks should also become a matter of
routine to determine whether employees on paid leave from government are conducting their affairs
withintherulesgoverning SLI. Employees should be made aware of the appropriate use of sick/injury

leave, particularly inreferenceto theillegality of taking other jobswhile on taxpayer-financed leave.

Waste, Fraud and Abuse:

Nursing Home Certificates of Need

At therequest of then-Assemblyman Harold L. Colburn, Jr., chairman of the Assembly Health
and Human Services Committee, the Commission reviewed the state Department of Health’ scertificate
of need program asit related to specific nursing homes. The Commission also examined the efficacy of

the executive branch policy on blind trustsin insulating the program from the potential for abuse by
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unscrupulous public officials having interestsin nursing homes.

InaFebruary 25, 1994 |etter to Colburn, the Commission reported finding no systematic abuse
or corruption in the certificate of need process, but raised questions about one episode involving a
ranking official of Governor Florio’ sadministration. Specifically, the Commission wastold by former
Commissioner of Health Frances Dunston that in November 1991 she rescinded the termination of the
certificate of need of aBerkeley Township nursing home asaresult of atelephone conversation with
BrendaBacon, then-chief of Management and Planning for the Florio administration. Although Bacon
did not hold adirect financial interest in thefacility, the Atlantic Shore Extended Care Center, shewasa
10% partner with its corporate owner in another project. Bacon denied that she interfered in any

manner inthe process.

Despitethe paucity of evidence establishing apattern of abuseinvolving the certificate of need
process, the Commission nonethel ess concluded that thismatter underscorestheimportance of government
officials’ maintaining the highest standards of personal integrity and avoiding even the appearance of
impropriety or conflict of interest in the performance of their dutiesand responsibilities. One measure
that servesto eliminate actual or potential conflicts by isolating public officialsfrom investmentsthat
may influence their decisionsisthe establishment of blind trusts. Early in 1994, Governor Whitman
issued Executive Order No. 2, setting forth actual requirements and criteria designed to make blind

trusts more effectivein preventing conflicts or the appearances of them.

32



In order to ensure the consistent application of blind trustsfrom administration to administration
in New Jersey, the Commission recommended that the requirements of Governor Whitman’ sexecutive
order beincorporated in the state’ s Conflicts of Interest Law. Codification would better apprise both
the public and its representatives of the proper design of such trusts and who isrequired to establish

them.
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