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Executive Summary

The Commission examined certain aspects of public employee pension and
benefit programs and found abuse, manipulation and excessive expenditures that cost
New Jersey taxpayers substantial sums of money every year. Questionable practices
were detected in every region of the state, among municipalities, school districts,
community colleges and independent authorities. The abuses have been sustained over
the years by a system lacking in adequate oversight and accountability and by a loophole-
ridden statutory framework that licenses potentially inappropriate conduct by public

officials.

The investigation revealed numerous instances in which public pensions have
been improperly or unjustifiably inflated through a wide variety of strategems to boost
the final salaries, job titles and terms of service upon which such pensions are based.
Unreasonably large amounts of sick leave and vacation time are awarded to many public
employees, who sometimes are solely responsible for keeping track of how much they
use. At retirement, they are allowed to cash in unused leave for excessive lump-sum
payments — frequently in amounts substantially greater than the equivalent of one full
year’s salary. In some cases, the benefit packages also contain an array of non-monetary
perks, such as free toll-road passes routinely given to employees and retirees of the New

Jersey Highway Authority, operator of the Garden State Parkway. Lucrative separation-



of-employment agreements, commonly called “buyouts” or “golden parachutes,” have
been negotiated in the absence of explicit statutory authority as inducements for the
resignation or early retirement of municipal, school and county college personnel.
Moreover, a wide array of part-time government employieekiding professionals and

other independent contractors, collect fees in addition to regular salaries that qualify them
for pensions and other benefits at taxpayer expense. In some instances, they serve as

salaried employees of more than one governmental entity.

Much of what was unearthed during the course of this investigation revolves
around arrangements crafted quietly, often in secret, between individuals or groups of
employees and their supervisors. In many instances, these arrangements are implemented
through negotiated labor contracts, early-retirement programs and even official
ordinances.Throughout this process, however, the paying public often is left
uninformed. Municipal officials and departing employees may enter into agreements
whose long-term budgetary impact can exert considerable pressure upon property taxes,
but rarely, if at all, are taxpayers even notified of the terms of those agreements. Local
government retirees may be provided with exaggerated pensions, but rarely, if at all, is
the public informed of the drain that such excessive payments make on New Jersey’s
Public Employee Retirement System (PERS) and Police and Firemen’s Retirement
System (PFRS) funds. Citizens also are largely uninformed regarding the standards and
formulas used in calculating special pension and benefit awards. For example, while

retiring state government employees are limited by law to what they can be paid for



accumulated unused sick leave, alump sum no greater than $15,000, no such ceiling is
required at the county and municipal levels, or anong school districts, community

colleges and independent state authorities.

During its investigation, the Commission examined the pension and benefit
records and policies involving employees of 17 municipalities, six school digtricts, two
counties, two community colleges and two independent authorities. Although this mix
represents arelatively small sampling of the total number of governmental entities in
New Jersey, the Commission took pains to inject balance and perspective by including
entities of varying size from regions throughout the state. A chart detailing the findings
relative to each governmental entity examined by the Commission appears in the

Appendix to this report.

The Commission notes that government at all levelsin recent years has been
admonished to cut waste and fully utilize limited resources. That is the context in which
the findings of this investigation, along with a series of recommendations for systemic

reform, are presented.

The Commission emphasizes that although some of the scenarios described in this
report involve manipulation and perhaps even fraud, others involve entirely legal
conduct. Inthose instances, criticism is not directed at the individuals who took

advantage of systems that beg to be manipulated, but rather at the systems themselves, or



at public officials who place short-term political expediency ahead of long-term fiscal

integrity.

This report is not intended to evaluate the motive, rationale, or purported
justification for any public entity’s entering into a separation agreement described in this
report. The Commission recognizes, of course, that governing bodies often believe that a
generous buyout is preferable to expensive protracted litigation. That view, however,
often fails to take into account the issue of whether individuals in high-ranking, policy-
sensitive positions should enjoy the kind of tenure that makes their removal almost
impossible. Even though there may be occasional cases in which buyouts are used as an
understandable last-resort by frustrated public officials, tenure for public employees like
chiefs of police and municipal clerks invites mischief, not only by individuals hoping to
enhance their retirement packages by creating tension with elected officials, but also by

elected officials themselves when they seek a cover for blatant favoritism.
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PENSION AND BENEFIT MANIPULATION

Most public employees in New Jersey qualify for retirement benefits under one of
the following pension plans, depending upon the nature of employment: the Public
Employees Retirement System (PERS), which covers most municipal, county and state
government workers; the Police and Firemen’s Retirement System (PFRS), for law
enforcement and fire safety personnel; and the Teachers Pension and Annuity Fund
(TPAF), for public school teachers. Under each system, the amount paid to each retiree
is governed by rules that take into account a number of factors, including primarily the
length of employment service and the level of annual salary. Generally, the longer the
term of service and the higher the salary, the greater the pension bayout.

The Commission found a pattern, particularly at the municipal level, in which
guestionable or patently improper steps have been taken to provide retiring employees
with inflated and overly-generous pensions. In many cases, this has been achieved by
padding pre-retirement salaries with substantial pay raises in the final year or two of
service — occasionally even when employees were on paid leave and no longer active.
In order to avoid scrutiny by state pension regulators, such raises typically have been

calculated to fall just below a threshold amount — 15 percent of a given annual salary —

! The findings of thisreport primarily involve the PERS and PFRS systems. The typical PERS pension is

calculated by dividing years of service by 60, then multiplying the product by the final average salary,

which is the average of the three highest years’ salaries. PFRS members, meanwhile, can begin to collect
pension benefits as early as age 55. Those with 30 or more years of service receive a pension equal to 70
percent of their final year’s salary, plus 1 percent for each year of service over 30; those with 25-29 years
receive 65 percent, plus 1 percent for each year over 25; and those with up to 25 years reweta an a
allowance equal to 2 percent of their final average salary for each year of service.



which, pursuant to regulations, will trigger a formal inquiry. Another standard ploy

involves the improper inclusion in base salaries of lump-sum payments for accumulated
unused sick leave and/or vacation time. In arelated scheme, accumulated sick leave and
vacation time have been used improperly to lengthen the pensionable terms of service for
various employees. The manipulation takes other formsaswell. In at least one instance,

the Commission found evidence that an employee’s job title was changed for no other
reason than to boost the final salary and thereby sweeten her pension.

Often, these enhanced retirement packages take the form of written agreements
negotiated with select employees either to reward them for their years of service or to
induce them to accept early retirement. In some cases, municipal officials have persisted
in carrying out such schemes even after having been admonished by the State Division of
Pensions and Benefits that such practices contravene state law.

Following are representative examples of pension and benefit manipulation

discovered by the Commission:

City of Englewood

Generous pay raises in the final 12 to 15 months before retirement substantially
boosted the pensionable salaries of two ranking municipal employees, who also collected
large payouts to cover accumulated unused sick leave and vacation time as well as an
additional perk of long-term employment with the city — severance pay. In one instance,

these retirement sweeteners were coupled with a special post-employment consulting



contract that cost local taxpayers an additional sum of more than $80,000 after the
employee had left the payroll of this Bergen County community.

The most lucrative arrangement was reserved for an individual who doubled as
city manager and clerk and retired in March 1994 on a pensionable salary of $107,106.
Just 15 months earlier, this employee’s salary had been $85,226. But under the terms of
a pre-retirement contract that took effect in January 1993, he was put on track to receive
incremental raises totaling nearly $22,000 — more than 20 percent overall — by the time
he left municipal service to enter the pension system. The contract also paid him an
additional $3,500 per year for using his own car on city business, plus 20 cents per mile
reimbursement for travel beyond a 25-mile radius of the city limits. At retirement, two
additional forms of compensation were awarded to this employee. He collected more
than $79,000 for unused sick and vacation time and for severance considerations, payable
over three years. (Under Englewood’s personnel policy, unclassified employees — those
outside any municipal collective bargaining agreement — who were hired prior to
November 1, 1975, are entitled to one week of severance pay for every year of
employment. At retirement, such employees are eligible to receive four additional bonus
weeks of severance.) The payout at retirement in this case came on top of more than
$45,000 worth of sick leave, vacation time and severance allowances that this employee,
under another provision of the city’s personnel policy, had already cashed in long before
retirement. Moreover, on April 1, 1994 — the day after he retired — a new contract took

effect in which the city agreed to retain him as a part-time consultant during an



administrative transition. Over the next 11 months, he was paid nearly $80,000,

including more than $7,400 to cover the cogt of aleased vehicle.

* * *

In another instance, Englewood’s former fire chief collected nearly $30,000 in
pay raises during his last three years of employment with the city, including a $21,000
increase during his last 12 months, bringing his final salary to $99,072 at retirement on
December 1, 1995. The Division of Pensions and Benefits ultimately reduced this
amount for pension purposes to $96,072 by excluding a $3,000 stipend that was not
authorized by the city’s salary ordinance. Still, the employee’s pensionable salary
remained substantially inflated because it impermissibly included holiday pay.

In addition, this employee at retirement collected a lump-sum cash award of
nearly $95,000 for accumulated unused sick and vacation time and severance
considerations. The sum included payment for 34 unused vacation days carried forward
from previous years, an apparent violation of Englewood’s personnel policies. Moreover,
the Commission questions the accuracy and propriety of this cash award because it was

based, in part, upon unverified sick leave records kept solely by the employee.

* * *

In other retirement agreements, Englewood officials paid off employee loans and
related obligations at taxpayer expense.

In one case, an employee received two city checks totaling nearly $26,000 three

weeks before he retired in March 1994. One check was used to pay off the balance of a

loan the employee had taken through the state pension plan. Since he also had an unpaid



balance on a payment plan to purchase pensionable service credit for previous

employment, the second check enabled him to catch up so that he would be eligible for

retirement benefits covering his full term of service of nearly 30 years. Although these

payments were not added to the employee’s base salary for pension purposes, Englewood
officials did treat the full amount as additional pay within the scope of the city’s regular
salary ordinance. At retirement, this employee separately collected a lump sum of more
than $44,000 for accumulated unused sick and vacation leave and severance
considerations. That was in addition to nearly $21,000 he had received earlier in his
career by cashing in unused leave and severance while still employed.

In another instance, a retiring employee received more than $12,000 from the city
to satisfy outstanding pension and credit union loans. Again, the city took the
guestionable position that the payments were additional salary that fell within the scope
of the municipal salary ordinance. Separately, this employee was paid $20,000 at
retirement for unused sick and vacation leave and severance. That payment was in
addition to more than $44,500 he had received by cashing in leave and severance while

still employed.

Wall Township

In the five years since he left office in 1993 at age 49, the former police chief of
this Monmouth County community has received an annual Police and Firemen’s
Retirement System (PFRS) pension of more than $53,000. The Commission’s review of

documents and circumstances surrounding his departure revealed that the pension was



improperly inflated at taxpayer expense and that this was done under the terms of a deal
in which he agreed to retire in exchange for avoiding possible criminal charges.

The precipitating event was an investigation in 1993 by the Monmouth County
Prosecutor’s Office into allegations of malfeasance in the aftermath of a drunken driving
arrest involving a politically-connected local businessman. The Prosecutor announced at
the time that evidence in the case had been destroyed and that a cover-up had been
initiated, but he decided not to seek criminal charges on the condition that the
businessman defendant plead guilty and that the police chief retire immediately. As a
result, the chief was allowed to take advantage of a local ordinance authorizing the
township to commit up to $15,000 in taxpayer funds to purchase additional pension credit
for sworn police officers. In this instance, township officials agreed to contribute
$14,500. Atthe time, the chief's accumulated pensionable service was 22 %2 years, a
term which would have qualified him under PFRS for an annual pension equal to 45
percent of his final salary of $83,088, or $41,544. By purchasing an additional 30
months — using a combination of his own funds and the township’s contribution — he
was able to expand his service credit to 25 years, thus qualifying for a 65 percent pension
worth more than $53,000 a year.

If the former chief were to continue to collect his current pension annually for 25
years, the cumulative cost of the inflated portion (more than $11,400 per year), along
with cost-of-living adjustments and lost investment earnings to the pension system,

would total almost $850,000.

10



Borough of Ship Bottom

When municipal officials quietly crafted a lucrative early-retirement package for
the then-chief of police in 1992, they rationalized it among themselves on the grounds
that his departure eventually would produce substantial budgetary savings for taxpayers
in this Ocean County community. In fact, this secret pension deal, which more than
doubled the former chief's pension, cost local taxpayers more than $131,500 and set the
stage for similar special treatment accorded at least two other retiring Borough
employees.

The centerpiece of the buyout involved expanding the former chief's pensionable
term of public service. Although he had served in law enforcement for 32 years at the
time of his official retirement in June 1993, his pension eligibility was limited to 15 years
because, until 1978, he had elected to stay out of the state pension plan. For his projected
retirement livelihood, this pension-credit gap presented a substantial problem. Under the
law, 15 years’ service would have limited the pension to less than one-third of his annual
salary. On the other hand, 25 years or more of service would more than double his
retirement income, bringing it to 65 percent of his final salary under the Police and
Firemen’s Retirement System (PFRS). Taking note of this, and as an inducement for the
employee to retire, Borough officials agreed to pay him a lump sum sufficient to
purchase nearly 12 years’ worth of additional pension credits — more than enough to
achieve the 65 percent threshold. As a result, in December 1992, he was awarded
$120,000. The sum included slightly more than $75,000 to cover the calculated cost of

the pension-credit purchase, plus some $44,000 to cover the employee’s state and federal

11



income tax and Social Security obligations on the full amount. In January 1993,
however, it was determined that the pension-credit purchase estimate had been
miscalculated and that the employee owed an additional sum of nearly $6,900. The
Borough agreed to pick up this additional cost, plus the appropriate tax and Social
Security add-ons, with a second lump sum award of $11,500. Total cost to local
taxpayers: $131,500.

This arrangement enabled the employee to retire on June 1, 1993 with an annual
pension more than double what it would have been under normal circumstances. The
purchase of additional service credit guaranteed him an annual PFRS pension of more
than $37,500, or $3,129 per month, based upon a certified final salary of $56,116.62.
Had the pension been calculated based solely upon his actual earned service credit of 15
years, the pension would have been less than $17,000 per year, or about $1,400 per
month.

The retirement agreement further stipulated this employee would receive medical
benefits at taxpayer expense for the rest of his life, including prescription, dental and
vision coverage. The Borough possessed no legal authority to offer such benefits.

This deal also raises questions about whether Borough officials knowingly
violated the terms of their own municipal salary ordinance. Ship Bottom Ordinance 90-2
set amaximum permissible salary of $90,000 for the position of police chief. The Wage
and Earnings Statement issued for the former chief in 1992, which included the payment
for additional pension credits, showed a salary of $178,708.60, an amount more than

$88,000 greater than the top allowable range limit.

12



As noted earlier, this buyout was justified ostensibly on the theory it would
effectuate considerable budgetary savings by leaving vacant a ranking position within the
local police department. However, on May 25, 1993, just one week prior to the effective
date of the employee’s retirement, he was replaced. The Borough entered into an
employment contract for the promotion of a new police chief at an annual salary of
$50,013.04.

This retirement agreement was related to similar, though somewhat less lucrative,
retirement agreements for two other employeé&sone instance, another ranking police
officer agreed in 1992 to retire with 25 years of service in exchange for converting sick,
vacation, holiday and personal time into 13 months of terminal leave, which essentially
enables an employee to remain on the public payroll until the effective date of retirement,
even though he is no longer working. This amount included all of his annual sick leave
even though the contract in force at the time allowed him to be compensated for only half
of that time. The Borough also agreed to provide his family with full health coverage
until the year 2006, again with no underlying ordinance authorizing such benefits. When
the Borough's Superintendent of Water and Sewer heard of the deals being negotiated
with police personnel, he sought similar treatment covering his retirement three years
later. Under the terms of a separate retirement agreement, Borough officials provided

both him and his wife with lifelong health benefiscondary to Medicare.

* * *

Minutes of closed executive sessions of the Borough governing body reflect an

effort to craft a strategy aimed at concealing the terms of these retirement agreements

13



from the general public. Council members were advised by the Borough solicitor that in

the event questions were raised, they should reply that “we must respect the privacy
rights of individuals employed by the Borough of Ship Bottom.” They were alternatively
instructed to state that “individual contracts between a municipality and an employee are
confidential according to law.” The Council was further told that if a member of the
public persisted in trying to obtain information about the retirement agreements, such an

individual could seek judicial redress “and then it would be determined by the court.”

Borough of Bradley Beach

Several top municipal officials in this Monmouth County community were given
substantial pay raises in the final two years of employment, resulting in higher final
salaries upon which their pensions were based. At the same time, accumulated sick and
vacation time was used improperly to lengthen the pensionable terms of service.

Central to this type of scheme is the conversion of accrued sick and vacation time
into terminal leave. The duration of such paid leave can be substantial. For example, one
longtime Bradley Beach employee went out on terminal leave on January 2, 1991 and
continued to collect regular paychecks for nearly two years until his retirement became
effective on December 1, 1992. He did so by drawing on a mix of 324 unused sick days,
142 vacation days, a handful of personal days and 41 “bonus” days granted by the
borough as a reward for using a minimum of sick time during his employment. This
employee thus was able to expand his pensionable years of service by 23 months, to a

total of 26 years and nine months. He also retired with a larger final salary upon which to

14



base his pension. That was possible because, during his nearly two years’ of terminal
leave, the borough granted him two separate 7 percent pay raises, boosting his salary
from $63,779 at the end of 1990 to more than $73,000 at the time of actual retirement.
An examination of borough records revealed that similar arrangements involving
substantial pay raises during extended terminal leave were crafted for other top Borough

employees before retirement.

Village of South Orange

A select group of 11 police officers in this Essex County community were
provided with inflated pensions as a result of retirement inducement agreements that
called for the improper addition to base salaries of lump sums representing unused
vacation time. At retirement, these individuals also were granted terminal leave in the
form of substantial cash payouts — in at least one instance, in an amount even greater
than called for in the retirement agreenferfturther, village officials crafted a special
post-retirement health-benefits plan for which eligibility was restricted to these officers,
along with three firefighters, and their families. In offering such retirement incentives,
the village operated beyond the scope of its legal authority. Moreover, the exclusive
nature of the health insurance package directly contravened state law. Rather than
requiring the selected police officers to follow the usual course with accumulated

vacation time, that is, either to use it up or cash it in at retirement, the negotiated

% The Village of South Orange defines terminal |eave as severance pay.
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retirement deals enabled them to add its full value to their base pay for pension purposes.

This substantially impacted their retirement earnings because their salaries escalated in

the months before leaving public employment. (In the Police and Firemen’s Retirement
System (PFRS), pension amounts are calculated based upon the final year’s salary.) In
one instance, the vacation conversion boosted an officer’s final salary by more than
$7,300 to nearly $85,000 in the months immediately prior to retirement, thus affording an
annual pension some $6,300 higher than it should have been. This individual retired in
June 1997 with an additional perk at taxpayer expense: a lump-sum check for more than
$18,100, representing the value of 90 days worth of terminal leave. Under the terms of
his retirement agreement, the terminal leave entitlement should have been capped at 30
days.

An additional incentive involved exclusive health-care benefits whereby township
officials agreed to reimburse each of the 11 officers, along with three retiring firefighters,
for enrolling in the State Health Benefits Program at a cost to local taxpayers of between
$1,500 to $7,700 annually, depending on the level of coverage. In each instance, the
township agreed to continue this benefit, or the cash value thereof, until the retirees, most
of whom left the payroll in their early- to mid-50s, reached the age of 65. If a retiree
were to die before that age, other family members covered through the plan would
continue to receive coverage until that date. The township has no authority to offer such
a reimbursement program, however, because it does not, as a governmental entity,

participate in the State Health Benefits Program. Moreover, if it did participate in that

16



program, it would be required to offer the same benefits to all classes of township

employees.

City of South Amboy

In 1996, the City Council provided four ranking municipal police officersin this
Middlesex County community with retirement agreements that inflated their pensions
through the conversion of accumulated sick leave into retroactive salary increases. When
state pension regulators questioned the propriety of such arrangements, they were ignored
by local officials.

Three of the retirement agreements called for unused sick days valued at $9,000
to be converted into alongevity benefit to be paid retroactively. In each instance, this
provision, together with other factors such as routine longevity raises awarded under
terms of the city’s regular police contract, resulted in pensionable salaries that were some
$20,000 higher than those to which the officers would normally have been entitled. On
October 22, 1996, the Division of Pensions contacted city officials to request, among
other items, a three-year salary history for the three officers, a detailed explanation of
each $9,000 longevity payment and a sworn affidavit stating that the salaries reported
were not in anticipation of retirement. When the Division received no response, it took
action that resulted in a substantial lowering of the officers’ final certified salaries and a
fair and proper calculation of their pensions.

In the fourth instance, which has been referred to the Division by the

Commission, $15,000 worth of accumulated sick time was converted and paid

17



retroactively, boosting the officer’s base salary to more than $95,000. While the increase
overall clearly would have amounted to a pay raise in excess of 15 percent during the
final year of employment, and normally trigger Division of Pensions scrutiny, that trigger
was circumvented because the payments were categorized as retroactive and spread out,

on paper, over a period of three years.

Marlboro Township

An examination of municipal records in this Monmouth County community
revealed a variety of costly, individually negotiated retirement agreements, including one
in which the former police chief was awarded an excessive payout for unused sick leave
at retirement that improperly inflated his salary for pension purposes. In another
instance, a township employee’s job title was altered and enhanced for no other reason
than to boost her annual pension. The key element of the police chief's retirement
agreement, which became effective July 1, 1995, involved a series of pay raises in which
his salary was increased, incrementally and retroactively, by more than 15 percent over a
three year period between 1993 and 1995. The raises were designed to compensate this
employee for selling back to the township a portion of his accumulated unused sick leave.
Memos obtained by the Commission leave little doubt as to the ultimate goal of this
exercise. Inone, the employee directed that one of the incremental raises take effect by a
specified time “so that | would get credit with the pension board” for a certain salary

level. The result of this scheme was a final pensionable salary of $97,212, an amount

18



nearly $12,000 higher than it should have been. Based upon the inflated salary base, this
retiree is collecting an annual pension overpayment of more than $7,800.

The retirement package also contained a provision for lump-sum payments for
accumulated sick leave at retirement whereby the township governing body agreed to pay
the former chief $52,000 in two separate installments for that portion of unused sick
leave not included in the negotiated pay-raise provisions. The Commission questionsthe
accuracy and propriety of these payments because they were based upon unverified sick
leave records kept solely by the employee.

Under the terms of a separate arrangement, the chief also became eligible at
retirement for extended health insurance at local taxpayer expense based upon the
adoption of a special ordinance tailored specifically for him and three other non-union
retirees. The exclusive ordinance provided the four with full health benefits until age 65.
In the event of death, each retiree’s spouse would continue to receive the benefit until the

date of the retiree’s 5birthday.

A subsequent retirement agreement negotiated by Marlboro officials illustrates
the impact that a deliberate job-title change, in addition to a retroactive pay raise, can
have on an employee’s pensionable income.

The deal involved a clerk/typist who retired in July 1996 at a salary of more than
$44,500, an amount nearly $14,000 higher than her annual pay of $30,600 just two years
earlier. A two-step process produced that result. First, in August 1995, less than a year

before retirement, the employee was given a provisional appointment to the position of
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administrative secretary. This not only removed her from the ranks of unionized workers
subject to the constraints of the township’s collective bargaining agreement, but it also
provided her with a new base salary of $38,288. Moreover, township records reflect that,
on paper, the appointment actually was to be considered effective as of eight months
earlier, on January 1, 1995. At the same time, the employee was granted a $5,000 raise,
also retroactive to January 1, 1995. This ploy appears to have been undertaken to
circumvent regulatory scrutiny of pay raises exceeding 15 percent in the final 12 months
of employment. The employee herself stated as much in a letter to township officials
during her negotiations, saying “the reason for having to work half a year into 1996 is so
that a review by the Board of Trustees of PERS can be avoided, hopefully.” It is also
apparent that the job-title enhancement was part of a deliberate scheme to create a
position for this employee for no other reason than to boost her pensionable salary and
remove her from the constraints of the township’s overall contract with unionized
employees.

A review of state and municipal personnel records raises serious questions about
whether Marlboro officials ever intended to create the administrative secretary’s position
for any substantive reason other than to enhance this employee’s retirement package. On
June 4, 1996, which was less than one month before she retired, Marlboro officials sent a
letter to the state Department of Personnel stating that the job title of administrative

secretary was being eliminated.
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Voorhees Township

The former municipal clerk of this Camden County community retired in June
1996 with a substantially inflated pension based upon the terms of a privately negotiated
retirement agreement that boosted her final pensionable salary by more than $19,000. In
order to make the overall pay increase appear legitimate, township officials manipulated
the employee’s membership in the Voorhees Township Municipal Employees
Association, a local collective bargaining unit.

The retirement agreement called for back-to-back raises of 28 percent in each of
the final two years of the former clerk’'s employment. In 1995, her salary jumped from
$41,664 to $53,332. In 1996, an additional raise of nearly $15,000 brought her final
annual salary to $68,262. Since she remained employed for just the first six months of
that year, her base pay was calculated to include half of that second annual raise, for a
final pensionable salary of $60,796. In order to legitimize the awarding of these raises,
however, a major obstacle had to be overcome: the terms of the township’s contract with
the Voorhees Municipal Employees Association. As a member of this bargaining unit,
the clerk was bound by a contract that called for combined raises of no more than 6.5
percent each for 1995 and 1996. The retirement agreement thus was structured to include
a specific provision that eliminated the position of municipal clerk from the Association’s
ranks. In a letter to the state Public Employment Relations Commission requesting the
change, attorneys for both the township and the bargaining unit reasoned that “the title of

Township Clerk rightfully belongs outside the unit as it is a position wherein confidential
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matters of the management would by necessity preclude them [sic] from belonging to the

unit.”

Galloway Township

Privately negotiated retirement deals in this Atlantic County community enabled a
pair of top local officials to collect inflated pensions based upon the improper conversion
of accumulated sick leave into pay raises that boosted their final salaries just before
leaving the township’s employ. In each case, deliberate steps were taken to avoid an
inquiry by state pension regulators.

In one instance, the former police chief was awarded a $10,000 raise in lieu of
collecting payment for a portion of his unused sick leave at retirement on May 1, 1997.
The net effect was a final base salary of nearly $78,000, resulting in an annual pension
some $6,500 higher than it legitimately should have been. To minimize the prospect of
regulatory scrutiny, the raise was calculated to fall just below the 15 percent threshold
and made retroactive to 1996. In a memo prepared during negotiations over the package,
the chief argued that the leave/raise trade-off would work to the benefit of both himself
and the community. “In short,” he stated, “l can realize a $10,000 salary increase in the
last 12 months of my career for pension purposes and it will not cost the Township any
additional money.” The impact on the state-funded Police and Firemen’s Retirement
System (PFRS), however, is another matter. If this employee continues to collect his

pension for 20 years, the cumulative cost of the inflated portion ($6,500 per year), along
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with cost-of-living adjustments and lost investment earnings for the pension system, will
total more than $300,000.

In the second case, the improper conversion of unused sick leave into base pay
enabled the township’s former tax collector not only to retire with an inflated pensionable
salary but also to expand her pensionable term of service without actually working during
her final year of employment. In December 1994, in exchange for agreeing not to cash in
a portion of unused sick leave at retirement, the employee was awarded a 14.5 percent
pay raise, barely one-half of a percentage point below the 15 percent threshold for
regulatory scrutiny. The raise boosted her final salary by more than $4,800 to $38,136.
At the same time, she was placed on terminal leave until her effective retirement in
December 1995. This was in violation of township rules, which restricted the use of
terminal leave to retiring police officers. It nonetheless allowed her to remain on the
township payroll at the higher salary level for one additional year even though she no

longer was actually working.

Howell Township

Under a municipal ordinance adopted explicitly on behalf of the former police
chief of this Monmouth County community, his final pensionable salary was boosted by
nearly $20,000, from $60,000 to $79,350, through the improper conversion of
accumulated sick leave into base pay. The chief retired effective December 31, 1993.

Even after the Division of Pensions and Benefits determined that the terms of the

ordinance were in violation of state law, nothing changed. Local officials adopted a
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resolution manipulating the wording of the agreement, characterizing the entire sum as an
extension of salary and deleting any reference to payment for sick leave. The
Commission found nothing in the official record to indicate that the Division undertook a

follow-up review to determine the legitimacy of the amended agreement.

City and School District of Vineland

Contracts negotiated with city and school district employees in this Cumberland
County municipality contain specific provisions which, contrary to state law, allow
prospective retirees to qualify for inflated pensions by converting unused sick leave into
base salary.

Under provisions added to the school district pact in 1992, eligible employees
can fold atotal of up to $20,000 worth of accumulated sick leave into their base salaries
for pension purposes in the final two years of employment. The conversion must occur
beginning with the 23" year of employment and is authorized only to the extent that it
causes the total salary to increase, together with regular pay raises, by no more than 12
percent annually. According to district records, atotal of 13 employees since 1992 have
exercised this conversion option and retired. The value of sick leave added to the base
salaries of these employees ranged from $4,493 to $19,183, with the average conversion
approximately $10,900. Overall, nearly $167,000 in sick time has been converted and
added to the pensionable base pay of retiring district employees through this program.

Supervisory employees of the City of Vineland may qualify for a similar

provision as part of their contract effective beginning 1997. City officialstold the
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Commission that, as of September 1, 1998, one individual had taken advantage of the
provision, converting $6,375 worth of accumulated sick leave into base salary before
retirement. The Commission was informed that two other city employees currently are
converting sick leave into base salary in anticipation of retirement, while an additional
eight municipal supervisory personnel have expressed an interest in exercising the
conversion option as soon as they achieve the threshold level of 23 years of service.
The city also has a contractual provision that alows police and fire personnel to
convert, after 22 years of service, 85 percent of an employee’s holiday pay into base
salary. The terms of that provision recently were reviewed by the Division of Pensions’
Police and Firemen’'s Pension Board and deemed to be impermissible under state pension

regulations.
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EXCESSIVE FRINGE BENEFITS

The Commission found that it is common at various levels of government in New
Jersey to provide public employees, both before and after retirement, with certain fringe
benefits at taxpayer expense that can only be characterized as unreasonably generous.

Much of the excess, as indicated in the preceding section of this report, revolves around
excessive allowances for sick leave and vacation time. Also, because there presently is
no statutory mechanism that applies beyond state government to require moderation and
consistency in this regard, the scope of benefits offered by other public entities is prone to
wild and costly extremes.

A state employee, for example, is limited to 12 days of vacation per year through
the 10" year of service, up to amaximum of 25 days after 20 years. The Commission
found numerous instances in which non-state public employees received significantly
greater levels of paid vacation time — in the case of one community’s employees, as
many as 58 days off per year.

Similarly, while state workers are limited to a maximum of 15 paid sick days
annually, no such cap applies at the municipal, school district, county, community college
or authority level. As for accumulated sick leave, no state employee can collect more
than $15,000 for unused sick leave, regardless of how much has been accumulated during

his or her career, and such lump-sum payments can be collected only at refirement.

% The formula underlying the state’s policy limits payment for accumulated sick leave to a lump sum
representing one-half of the employee’s unused sick days, calculated at the employee’s current salary, up to
a maximum of $15,000.
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Among most public entities other than state government, however, no such payment cap
exists for accumulated sick leave, and many workers can collect the lump-sum payments
prior to, and &, resignation.

Moreover, many public employees beyond the confines of state government are
entitled to pay increases geared solely to their length of service — so-called “longevity”
raises — and to various other financial perks, including severance pay upon resignation
or retirement.

Following are representative examples of excessive employment benefits

uncovered by the Commission:

New Jersey Highway Authority

Retiring employees of this entity, operator of the Garden State Parkway, are
eligible to receive lucrative payments for unused sick leave and vacation time under the
terms of the Authority’s collective bargaining agreements. Between January 1994 and
February 1997, the total payout to retirees for these purposes exceeded $3.1 million. The
Commission examined the individual records of 37 Authority employees who retired
during this period and found that they were paid a combined sum exceeding $1.71
million — $1.53 million for accumulated sick leave and $182,515 for unused vacation
time. In one-third of those 37 cases, the value of individual lump-sum payments
amounted to more than the equivalent of a full year’s salary.

Under the terms of the Authority’s collective bargaining agreements, employees

are granted 15 sick days per year. At retirement, they are entitled to payment for a
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maximum of 300 days of sick leave, or approximately 14 months’ worth of working days,

at their current rate of pay. (Administrative and managerial employees not covered by
collective bargaining agreements are entitled to payment for 100 percent of accumulated
unused sick leave at retirement.) Additionally, any employee who resigns or is laid off is
entitled to receive 50 percent of the value of all accumulated sick leave after five years’
service and 100 percent of the value after 10 years’ service. Of the 37 Authority retirees
whose files were reviewed, 35 cashed in on these contract provisions. Three people, each
with more than 30 years’ service, accumulated the maximum allowable number of sick
days (300), resulting in the following payments, shown here in comparison to their final

annual salaries:

SALARY SICK LEAVE PAYMENT
$73,842.96........ciniinnnn. $85,415.41
$70,259.04........cciiinnnn. $84,934.78
$56,145.12........cciiinnn. $64,821.20

Of the remaining 32 retirees, 11 received payments in excess of $50,000 each.
The average for the entire group was $43,717. Examples include one individual who
retired after 14 years and 11 months of service at a salary of $84,041 and received a
lump-sum payment of $47,434 for accumulated sick leave. Another employee who
retired after 13 years and eight months at a salary of $61,048 received a payment of
$35,925.

The Commission also found that these payments are impacted in other ways. As

a matter of policy, the Authority routinely credits employees with a full year’s worth of
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sick leave and vacation time after the first full month of the year. Seventeen of the 37
retirees whose records were examined scheduled their retirements to begin on February 1.
This enabled them to take advantage of this policy even though they had worked only one
month during that year.

Highway Authority employees and retirees also are entitled to receive, as a matter
of policy, freetoll passes each year for travel on the Garden State Parkway. The passes

are issued based upon length of employment, according to the following schedule:

PARKWAY TOLL PASSES

Oneto1l0years.................. 100 per year
10to15vyears..........c..ccuveee. 150 per year
15 years or more................. 200 per year

Retirees continue to receive Parkway passes each year for the rest of their lives
based upon the length of service prior to retirement. Terminated employees and those
who resign forfeit eligibility for passes. Although the value of the passes ranges from $35
to $70 annually per employee, thousands of individuals currently benefit from this
extraordinary perk.

Contractual provisions also entitle Highway Authority employees to participate in
an unusual program that rewards them with compensatory time off, whether thetime is
actually earned or not.

Even though the Authority’s unionized employees qualify for additional pay for

overtime work at a rate of 1 %2 times the regular wage, they also begin each calendar year
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with a “bank” of compensatory time in recognition of a number of potential eventualities,
such as loss of break or lunch time, cleaning up or time spent relieving each other
between shifts. This special time off may be used or cashed in, if the employee so

chooses.

The schedule of such compensatory time is as follows:

Toll collection supervisors with up to 14 years of service receive 10 days per
year. Those with 15 or more years receive 11 days. In each instance, they
may cash in the value of up to 10 days per year.

» Communications supervisors receive seven days per year.

* Toll collectors, maintenance and utility personnel with up to four years on the
payroll receive three days; with between five and 10 years, four days; and
with more than 10 years, five days. The employee has the option to cash in
any or all of these days during the year.

* Crew supervisors and equipment trainers receive five days per year.

* Technical personnel receive one day per year.

New Jersey Turnpike Authority

By contract, employees of the Turnpike Authority are eligible to receive up to
eight weeks of vacation per year, plus extra “personal days” off, depending upon length
of employment. They are entitled to convert a portion of their annual sick and vacation

leave into cash. They are rewarded with annual bonuses for receiving a favorable
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performance evaluation. They qualify for automatic longevity raises of up to 7 percent

per year, over and above regular contractual salary adjustments, simply for being

employed for a certain period of time. Moreover, the surviving spouses and dependents

of deceased retirees qualify for special extended health-care coverage at the Authority’s

expense.

Key benefits are as follows:

Vacation

* Employees hired prior to June 1980 are entitled annually to eight weeks (40
days) after 30 years. Those hired after that point qualify for a maximum of six
weeks (30 days) after 30 years. Each year, all employees may cash in any
unused vacation time over 15 days, or “bank” them to cash in at retirement at
their current annual salary. A full annual vacation allowance is awarded in

the year of retirement even if the employee retires on January 1.

Personal Leave
Beyond vacation, Turnpike Authority employees receive additional time off with
no strings attached:
» Toll collectors receive six personal days per year. Combined with the
maximum vacation allowance, a toll collector with more than 30 years of
service would qualify for more than 9 ¥2 weeks (46 days) off. Most other

employees receive five personal days each year.
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Sick Leave

= All employees are granted 15 days per year. During the first five years of
employment, however, all employees may elect to convert up to five days per
year into cash. Starting with the sixth year, they may convert up to 10 days
into cash.

* All employees below the management level are entitled at retirement to
collect alump sum for all accumulated unused sick leave payable at their
current salary rate. Management employees are limited to alump sum no

greater than $15,000.

Extended Health Insurance
Surviving spouses and dependents of deceased retired Turnpike Authority
employees are entitled to receive free health insurance coverage for certain periods of
time based upon the following schedule:
» For survivors of retirees with less than 10 years of service, one full year of
coverage or until spouse remarries.
* For those with 10 to 14 years of service, two full years of coverage or until
Spouse remarries.
* For those with 15 to 19 years of service, five full years of coverage or until

Spouse remarries.
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* For those with 20 or more years of service, 10 full years of coverage or until
Spouse remarries.
Continuing eligibility for extended health benefits must be re-certified annually by the

surviving spouse.

Performance Evaluation Bonus
All employees below the level of management are entitled each year to alump-

sum bonus payment of $350 for a favorable annual performance evaluation.

L ongevity Pay Raises

Employees annually receive pay raises, beyond contractual salary adjustments,
based solely upon length of employment, according to the following schedule:

* Employeeswith 10to 14 years. 4 percent

* Employeeswith 15to 29 years. 6 percent

=  Employeeswith 30 or more years: 7 percent.

Brookdale Community College

During the summer of 1994, the administration of this Monmouth County-based
community college embarked on a two-phase program to reduce staff by offering
employee incentives for early retirement and/or resignation. During the first phase, from

July 1, 1994 through June 30, 1995, employees who agreed to leave were paid for 50
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percent of the value of their accumulated unused sick leave, up to a maximum equivalent

of one full year’s salary. During the second phase, from July 1, 1995 through June 30,
1997, those leaving the payroll received 100 percent of the value of unused sick leave, up
to a maximum of one year’s salary. The departing employees also were compensated for
the balance of their unused vacation time, up to a maximum of 44 days.

Personnel records show that 81 individuals took advantage of this program and
received more than $2.9 million in payments spread over a three-year period. The bulk
of that payout, nearly $2.5 million, was for unused sick leave. Individual payments
ranged from a low of $903 to a high of $118,838, while the average payment was
$35,802. Twenty-four of the participants received amounts at least equal to one full
year’s salary. Thirty of the 81 each were paid at least $50,000, and 15 received $75,000
or more.

Although such incentive programs purportedly are designed to effect long-term
budgetary savings, the Commission questions whether the terms of the offer in this
instance were so lucrative as to defeat or seriously impede that goal. The Commission’s
concern is heightened by the fact that the state’s entire system of publicly-subsidized
higher education, including community colleges, has fallen under increasing fiscal

pressure in recent years.

Edison Township

Contracts negotiated with 11 separate employee bargaining units have guaranteed

that municipal workers in this Middlesex County community receive one of the most
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lucrative public-employee benefit packages available in New Jersey. Although local
officials have taken steps designed ostensibly to control such expenses in the short run,
including a $4.1 million bonding plan adopted in 1995 to buy back accumulated sick
leave in the police department, one effect of this borrowing has been to saddle taxpayers
with yet additional costs far into the future.

Here is a summary of the provisions of key benefit programs offered, by category,

to Edison employees:

Vacation

* Fire Department personnel receive a minimum of 16 days of paid vacation in
the first year of employment, up to a maximum of 48 days (9 % weeks, or
more than two months) after 21 years or more of service.

* Police are eligible for a minimum of 14 days in the first year, up to a
maximum of 42 days after 21 years or more on the payroll.

= All other employees hired prior to January 1, 1994 receive up to 20 days after
11 years, plus one additional day for every subsequent year of service. For
example, a typical employee with 25 years would receive 34 vacation days.
Those hired after January 1, 1994, however, are limited to a maximum of 25
days overall.

At retirement, all township employees qualify for lump-sum payments as

compensation for up to one year’s worth of accumulated unused vacation time.
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retirement. The main inducement was a standing offer to pay each participant for the
value of unused sick leave, calculated at double the rate of pay up to a maximum of 150
days. The plan was restricted to those aged 55 or older with 20 or more years of service
inthe district. Normally, retirement incentive programs remain in effect for a period no
longer than ayear or two. In Toms River, however, the offer of double pay for cashing in
accumulated sick leave continued for six years, through June 30, 1997, with individual
payouts spread out over three-, four- and five-year periods. The final cost to local
taxpayers represented a substantial portion of the overall $8.5 million worth of
accumulated sick leave paid to all district retirees between 1991 and 1997. Moreover, the
Commission discovered instances in which the terms of the offer were unfairly
manipulated to benefit select employees.
Of the approximately 255 district employees who retired between 1991 and 1997,
164 took advantage of the incentive plan. Individual payouts ranged from a high of more
than $147,000 to alow of $962. The average payout per retiree was nearly $52,000. A
total of 55 retirees received between $75,000 and $125,000, with approximately 76
collecting payouts in amounts that exceeded their final annual salaries. The double-pay
aspect had an appreciable affect on the program’s ultimate cost. For example, the
recipient of the highest payout for 150 days of accrued sick time, $147,092.19, would
under normal circumstances have received only half that amount, or $73,546.
Although the plan called for the payouts to be spread over a period of several
years or more, at least one employee, an assistant superintendent, was granted a special

exemption from this rule. Upon his retirement in July 1995, he received the full lump
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sum, $140,177.69. In another instance, a district school supervisor was allowed to
participate in the plan even though she had only 15 years of accumulated employment
service in the district, five less than the program’s rules specified. Upon retirement, she

was awarded $74,207.72 to be paid out over five years.

North Bergen Township

A half dozen deputy fire chiefs in this Hudson County community were offered a
confidential package that included payments totaling $480,000, plus pay raises, as an
inducement for early retirement. The arrangement called for each of the six retirees to
receive a lump-sum gift of $23,000, plus payment for accumulated unused sick time, in
exchange for leaving the township’s service no later than August 1, 1996. In addition,
the agreement guaranteed pay increases of 6 percent, providing final pensionable salaries
that ranged from more than $104,000 to more than $107,000. In order to keep the terms
of the agreement beyond the reach of public scrutiny, it contained the following clause:
“This agreement is deemed by the parties to be confidential. Accordingly, the terms shall
not be disclosed to any third party, except as may be required by law or court order.”

Nevertheless, the terms of the agreement were disclosed to the media by the retirees.
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BENEFITSFOR PART-TIME EMPLOYEES

The Public Employees Retirement System (PERS), which mandates enrollment
and contribution by full and part-time employees earning an annual salary of $1,500 or
more,* credits every year of employment with the same value when calculating a pension
benefit. Thus, for example, an individual may serve for many years in a part-time
position at amodest salary, but use each of those years as a multiplier against a larger
“final average salary” that can be achieved by serving three years in a higher-paying full-
time position. As a result, depending on the disparity in one’s salaries over a lifetime, the
pension benefit at retirement may be grossly disproportionate to the contributions that
have been made on the recipient’s behalf and can constitute a drain on the assets of the
pension fund.

Many of the beneficiaries of this generous formula are part-time elected or
appointed officials, including the members of this Commission, who serve in positions
that are distinct from their regular employment, and which positions often place
restrictions on that employment. Others are professionals, such as engineers, architects,
physicians and attorneys, who work on a part-time basis for municipalities, school
districts, community colleges and other public entities, but who are subject to no other
employment restrictions.

During its investigation, the Commission discovered that a significant percentage

4 Only part-time eected officials have an option not to enroll.



of the public entities in its sample retain professionals who are, legally but anomalously,
both employees and independent contractors. Like other part-time employees, these
professionals receive salaries that qualify them for pension enrollment, as well as
possibly other fringe benefits. Often, the salaries are relatively small, covering only basic
services, such as attendance at monthly meetings or reviewing certain categories of
documents.®> At the same time, however, the professionals submit vouchers for work in
excess of that required by their employment contracts. Mot often, the vouchering is
done through firms with which the professionals are associated, and the actual services
are frequently performed by othersin the firm. Typically, the voucher billings far exceed
the salaries received by the individuals. ©

Some individuals hold similar positions with a number of public entities
simultaneously and are permitted by the pension law to add the several salaries together
to achieve a total that may be the “final average salary” on which their pensions will be
calculated. Salaries received from concurrent service as part-time elected or appointed
officials can push the total even higher. This tacking, which the law permits, can result in
huge public pensions for services that were actually performed in the course of private
professional practice. And, even after “retiring” and while collecting a pension, an

individual can continue to perform the same professional services for public entities on a

> The Commission did not attempt to determine whether all the work required under each employment
contract was, in fact, performed by theindividual receiving the salary.

®  Part-time professionals may also be dligible for payments from escrow funds deposited by devel opers or
other applicants for municipal approvals.



fee-only basis,” or simply designate another member of his or her firm to receive the
salary.®

The practice of paying salaries to part-time professionals has become more
common in recent years, as municipalities, school districts and other public entities try to
keep public spending down. Instead of paying for al services on an hourly basis, they
have found that they can save money by awarding a salary for specified basic services.
Professionals are willing to accept what may be discounted compensation for these
limited services, not only because the salaries entitle them to pension enroliment and
perhaps other benefits like medical insurance, but also because the salaries open the door
to billings for additional services.

The table on the following pages contains data pertaining to examples of the kinds

of arrangements described above that were identified by the Commission.

" See Hiering v. PERS 197 N.J. Super. 14, 19 (App. Div. 1984).
8 Normally, a PERS pensioner must forfeit his benefitsif hereturnsto aformer position or earns more than
$10,000 annually from any PERS-dligible position.
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Referrals and Recommendations

The Commission refers the findings of its investigation to the state Division of
Pensions and Benefits for whatever action is deemed appropriate. The Commission also
urges every governmental entity in New Jersey to review this report in the hope that
current widespread abuses will be curtailed and corrected, and future ones avoided.

Additionally, the Commission makes the following recommendations for

systemic reforms related to key issues raised during this investigation:

1. Local Government Employment Practices

The magnitude of pension and benefit abuse detailed in this report, particularly at
the municipal level, reveals a profound gap in New Jersey’s framework for ensuring
responsible and prudent local governance: The state lacks a comprehensive statute that
explicitly addresses the employment practices of local and county governments. All too
often, the broad discretion exercised to set the terms of employment, including salaries,
pay raises, vacation, sick leave and retirement-related arrangements, for local public
employees has produced an array of costly and sometimes inequitable benefit and
pension packages. The Commission therefore urges the Legislature to conduct a
comprehensive review of local government employment practices in order to establish
reasonable standards that will protect both the livelihood of the local public-employee

work force and the integrity of the public treasury.
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2. Pension Information and Guidelines

In order to ensure that all public employers are thoroughly familiar with the rules
governing participation in the various state pension plans, the Division of Pensions and
Benefits should prepare a simple informational booklet outlining which types of pension
arrangements are allowed and which are proscribed both by regulation and law. The
booklet should be disseminated to the appropriate officials in every participating
governmental entity in the state.

In addition, the documents now used by municipalities and other public entities to
certify a retiring employee’s final salary and years of service should be enhanced to
include a checklist delineating common violations of the pension rules.

The Commission is aware that the Division currently is considering the
distribution of a periodic newsletter detailing actual violations, as well as their attendant
sanctions. Such a publication would be an excellent source of information for all

governmental entities participating in the various state pension plans.

3. Resourcesfor Better Pension Oversight

The depth and range of abuses of the pension rules has rendered the Division of
Pensions and Benefits, as presently constituted, incapable of providing adequate
oversight to detect and address violations. Accordingly, the Division should be provided
with budgetary resources sufficient to establish an internal investigative unit capable of

conducting random audits.
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4. Penalties

Intentional violations of pension standards and rules should be made punishable
by appropriate civil penalties. Additionally, pension certification forms should
incorporate a signed statement attesting, under penalty of perjury, to the truthfulness of

the information contained therein.

5. Pensionsand Part-Time Employees

The Commission urges the Legislature to enact measures to prevent schemes by
which “final average salaries” are deliberately inflated in order to boost public pensions.
The Legislature also should scrutinize that aspect of the system which allows pension
eligibility for persons who, on a part-time basis, provide to any public entity services in a
profession in which they maintain a private practice, to ensure that the eligibility is in the

public interest.

6. Public’s Right to Know

All public employers should be required by law to reveal to the public the
complete terms of any and all buyout, separation-of-employment, early retirement or
related agreements negotiated with an individual employee or a group of employees.
Further, the Open Public Meetings Act should be amended to require that the terms of
such agreements are disclosed on the public record.

Additionally, all components of employee compensation in general should be

presented accurately and made readily available for public inspection. Thisis
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particularly crucial in the area of longevity raises, which are used by many municipalities
to reward employees strictly for length of service. Such raises boost salaries in the same
fashion as standard pay increases but often are treated separately and minimized in terms

of their overall budgetary impact.

7. Early Retirement Liability

Any governmental entity which takes action to encourage an employee to retire
earlier than predicted by state actuarial tables, thus creating an additional cost to the
pension system, should be held liable for that cost, as determined by the Division of

Pensions and Benefits.

8. Pension Calculation Limits

No compensation other than base pay should be used in determining the final
pensionable salary of any public employee. All governmental entities should be provided
with acomplete list of the types of compensation that are disallowed for pension
calculation purposes, and be required to certify that none have been included in totals

submitted to the Division of Pensions and Benefits.

9. Compensation Limits
Because no public employee should receive any compensation except for work
actually performed, the state should enact legislation prohibiting any form of severance

pay or terminal leave.
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10. Benefit Limits

Participation in any of the various state pension plans should be conditioned upon
the acceptance by all governmental entities of the basic benefit standards and policies
maintained for employees at the state level. Statutesto implement this recommendation
should contain grandfathering language to recognize the enforceability of conflicting
provisions in collective bargaining agreements and the validity of ordinances in effect at

the time of enactment.

Sck Leave:

*  Public employees at al levels should be limited to no more that 15 paid sick
days per year. At retirement, payment for accumulated sick leave should be
limited to a lump sum representing 50 percent of an employee’s unused sick
leave, calculated at the current salary, up to $15,000. Alternatively, if a
governmental entity wishes to reimburse a retiring employee for any greater
portion of accumulated sick leave, the payment should be calculated on a last-
in, first-out basis, taking into account the salary in effect at the time each day
of sick leave was accrued.

» As with state employees, no public employee at any other level of government
should be permitted to “cash in” accumulated unused sick leave at any time

prior to retirement, including in the event of resignation.
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Vacation:
*  Public employees at al levels should adhere to the state limit of a maximum
of 25 paid vacation days per year after 20 years of continuous service. No
more than one annual entitlement of vacation time should be carried forward
from one year to the next. Upon retirement, no public employee should be
entitled to a lump-sum payment greater than the value of one previous year’s

worth of accumulated vacation.

11. Budgeting and Accountability

All governmental entities, particularly at the municipal level, should be required
to compute the total value of accumulated employee sick leave and vacation time and,
within five years, to budget for that amount on an annual basis.

In order to ensure accountability, each municipality should establish a centralized
record-keeping mechanism for tracking the accumulation and use of sick and vacation
leave. No individual employee should be permitted to be the sole recorder of his or her

own leave time.

The SCI's investigation was conducted by Chief Investigative Accountant Joseph A.
Becht and Investigative Accountants Michael R. Czyzyk and Christine F. Klagholz
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