
BOROUGH OF NORTH PLAINFIELD
COUNTY OF SOMERSET, NEW JERSEY
FOR YEAR ENDED DECEMBER 31, 2004

GENERAL COMMENTS

An audit of the financial accounts and transactions of the Borough of North Plainfield, County of
Somerset, New Jersey, for the year ended December 31, 2004, has been completed. The General
Comments are herewith set forth:

Scope of Audit

The audit covered the financial transactions of the Finance Department and the other various
offices and departments collecting fees within the Borough of North Plainfield, County of
Somerset, New Jersey.

The audit did not and could not determine the character of services rendered for which payment
had been made or for which reserves had been set up, nor could it determine the character, proper
price or quantity of materials supplied for which claims had been passed. These details were
necessarily covered by the internal review and control before approval of such claims by the
Governing Body. Cash on hand was counted and cash and investment balances were reconciled
with independent certifications obtained directly from the depositories. Revenues and receipts
were established and verified as to source and amount insofar as the records permitted.

REPORTABLE NONCOMPLIANCE

Technical Accounting Directives

As more fully discussed under "Compliance with technical Accounting Directives", the Borough
is required under regulations approved by the Local Finance Board, Department of Community
Affairs, State of New Jersey, to implement and maintain accounting systems for encumbrances
and fixed assets, and to maintain a general ledger summary of fund activity. Due to a
combination of personnel and systems issues, the Borough was not in compliance with these
requirements during 2004.

Surety Bond Coverage for Tax/Utility Collector

As more fully discussed under "Surety Bonds", the Borough failed to procure surety bond
coverage for its Tax/Utility Collector from the date of her employment in March, 2004 through
year end.

REPORTABLE CONDITIONS

Segregation of Duties - Tax/Sewer Utility Collector's Office

Individuals that have the responsibilities and function of cash collections are responsible for the
Tax/ Sewer Utility receivable subsidiary ledgers.

This condition is the result of staffing levels which require multiple tasks to be performed by the
same individual within the Tax/Sewer Utility Collector's Office.
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REPORTABLE CONDITIONS - (Cont'd.)

Segregation of Duties - Other Offices
and Officials Collecting Fees

Conditions exist whereby the same individual may collect, record and deposit/remit cash receipts
in the following offices/departments: Construction Code, Fire Prevention, Clerk, Police,
Recreation, Court, Public Works and Registrar of Vital Statistics/Board of Health.

This condition is the result of staffing levels which require multiple tasks to be performed by the
same individual within the respective offices and departments.

Appropriation Controls

As more fully described under "Purchase Order and Encumbrance System" and "Budget
Management" conditions exist which expose the Borough to the risk of overcommitments or
overexpenditures of available appropriation balances.

This condition is the result of several factors, including the use of confirming orders, the inability
to use blanket purchase orders when appropriate, and the limited reviews of cumulative
appropriation status reports to identify potential budget shortfalls for timely corrective actions.
Each of these causative factors has resulted, at least in part, from shortcomings in the existing
software ands/or the hardware and peripherals on which the software is run. During the period
under review, these conditions were exacerbated by delays in the approval of requisitions
submitted to the business administrator.

Public Contracts Law Controls

The Borough's needs for goods and services is not of a sufficient volume that the services of a
full time purchasing agent are required. The Borough's compliance with the provisions ofthe
Local Public Contracts Law have historically relied upon a knowledgeable Business
Administrator performing due diligence on all requisitions and identifying items which require
public bidding and/or the use of state contracts, as well as items which are excepted from the
public bidding requirements. Upon the identification of these items, the appropriate steps would
be taken to assure that contracts were awarded in accordance with the applicable statutory
provisions. The results of our audit suggest that during 2004, the level of administrative scrutiny
over contemplated purchases for compliance with the Contracts Law was significantly less than
that which was exercised in prior periods. As noted below, this resulted in numerous instances
wherein the Borough could not demonstrate compliance with the applicable statutory provisions
for its procurement function.

OTHER MATTERS

Contracts and Agreements Required
to be Advertised Per NJ.S.A. 40A:11-4

N.J.S.A. 40A:11-4 states "Every contract or agreement for the performance of any work or the
furnishing or hiring of any materials or supplies, the cost of the contract price whereof is to be
paid with or out of public funds not included within the terms of Section 3 of this act, shall be
made or awarded only after public advertising for bids and bidding therefore, except as is
provided otherwise in this act or specifically by any other law. No work, materials or supplies

-134 -



GENERAL COMMENTS

Contracts and Agreements Required
to be Advertised Per NJ.S.A. 40A:11-4 CCont'd.)

shall be undertaken, acquired or furnished for a sum exceeding in the aggregate of $17,500.00
except by contract or agreement".

The governing body of the Municipality has the responsibility of determining whether the
expenditures in any category will exceed $17,500.00 within the fiscal year and where question
arises as to whether any contract or agreement might result in violation of the statute, the
Borough Counsel's opinion should be sought before a commitment is made.

A test of the Borough's purchasing procedures indicates bids were requested by public advertising
for the following items as disclosed in the official minutes:

Restroom renovations at 93 Green Brook Road.

Contracts were awarded in 2004 through the Borough's participation in the Morris County
Cooperative Pricing Council for the following items as disclosed in the official minutes:

Road resurfacing, Categories I, II & III, and Traffic Striping on Roadways.

Purchases were also made through state approved vendors for various items which were
permitted under the statutes. However, the approval of the governing body was not sought as
required when the purchase exceeded the statutory bid threshold for the following item:

Fire Turnout Gear

A test of the Borough's minute records indicates that the approval of the governing body was not
sought in 2004 when the Borough planned to utilize state contracts for procurement of goods and
services. However, we did note that the Borough Council does annually approve the use of state
contracts as a procurement strategy.

Inasmuch as the system of records did not provide for an accumulation of payments for categories
for the performance of any work or the furnishing or hiring of any materials or supplies, the
results of such an accumulation could not reasonably be ascertained. Disbursements were
reviewed, however, to determine whether any clear cut violations existed.

The examination of expenditures revealed aggregate payments, in excess of $17,500.00 to
individuals or firms, "for the performance of any work or the furnishing or hiring of any materials
or supplies", with no advertisement or competitive bidding pursuant to NJ.S.A. 40A:11-4, and no
resolution awarding a contract pursuant to the statutory exceptions thereto, for the following
categories of goods and services:

Plumbing and Heating Services; Police Equipment; Tax and Assessment Computer Services

In addition, and although no payments had been made as of December 31, 2004, our audit also
revealed that substantive work had been performed by the vendor engaged by the Borough to
load, haul and dispose of leaves and other yard waste. A proposal on file with the Borough
indicates a cap of $50,000 for these services if the proposal is accepted. However, we are
unaware of any exception to the public bidding requirements of the Local Public Contracts Law
that would permit the Borough to accept the proposal in the absence of public bidding.
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Contracts and Agreements Required
to be Advertised Per NJ.S.A. 40A:11-4 CCont'd.)

Upon inquiry of the various officials responsible for the purchases of materials, supplies,
equipment, etc. for the Borough in relation to the Local Public Contracts Laws regarding the
solicitation of quotations when the cost is $2,625.00 or more, monitoring of change orders,
quantities and unit prices of contracts, procedures to assure compliance with statutory
requirements were not applied uniformly throughout the year.

The minutes indicate that resolutions were adopted and advertised authorizing the awarding of
contracts or agreements for "Professional Services" per NJ.S.A. 40A:1l-5. However, our audit
revealed one instance wherein a planning consultant was engaged and paid amounts that
exceeded $17,500.00 without the requisite professional services resolution being presented to the
governing body and with no public advertisement of the award of the contract.

Any interpretation as to possible violation ofNJ.S.A. 40A:1l-4 and NJ.A.C. 5:30-14 would be
in the province of the municipal solicitor.

It is recommended that the Borough maintain proof of compliance with the applicable provisions
of the Local Public Contracts Law for all contracts, agreements and commitments of Borough
Funds

Collection ofInterest on Delinquent Taxes and Assessments

The statutes provide the method for authorizing interest and the maximum rates to be charged for
the underpayment of taxes or assessments on or before the date when they would become
delinquent.

The governing body, on January 12,2004 adopted the following resolution authorizing interest to
be charged on delinquent taxes sewer user fees and assessments:

BE IT RESOLVED by the Council ofthe Borough of North Plainfield that
The Tax Collector is hereby authorized and directed to charge interest on delinquent tax,
assessment and sewer user accounts for calendar year 2004, as follows:

Eight percent (8%) on the first one thousand five hundred dollars ($1,500.00)
which is delinquent for a period in excess often (10) calendar days, which said
percentage shall be chargeable from the due date of payment; and

Eighteen percent (18%) on any amount in excess of one thousand five hundred
dollars ($1,500.00) which is delinquent for a period in excess often (10) calendar days,
which said percentage shall be chargeable from the due date of payment; and

Six percent (6%) yearly penalty on any tax delinquency, as defined by NJ.S.A.
54:4-67, which exceeds ten thousand dollars ($10,000.00), provided said delinquency has
not been paid prior to the end of the calendar year.

An examination of the Collector's records indicated that interest on delinquent accounts was
calculated in accordance with the foregoing resolution, with minor exceptions noted.
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Delinquent Taxes and Tax Title Liens

The Borough held a tax sale during 2004 and all delinquent items from 2003 were cleared at or
prior to the holding of the sale. Several prior period items under bankruptcy proceedings, dispute
or unidentified balances were excluded from the sale. The Tax Collector should continue to

review all disputed items to determine the status of delinquent accounts for proper disposition and
ensure that the tax sale is complete in all respects.

The following comparison is made of the number of tax title liens receivable on December 31 of
the last three years:

2004
2003
2002

Total Liens

9
9

9

Tax Liens

8
8
8

Sewer Liens

1
1
1

Verification of Delinquent Taxes and Other Charges

A test verification of delinquent charges and current payments was made in accordance with the
regulations of the Division of Local Government Services, including the mailing of verification
notices as follows:

Number Mailed

Payments of2004 Taxes
Delinquent Taxes
Tax Title Liens

Payments of Sewer Utility Charges
Delinquent Sewer Utility Charges

60
25
9

60
25

The result of the test, which was made as of February 28, 2005, revealed no irregularities for all
responses.
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Interfund Balances

The following interfunds appear on the various balance sheets and should be cleared by cash
transfers:

Current:
Due to State & Federal Grant Fund
Due to Public Assistance Fund
Due to Trust-Other Fund

Due to Sewer Utility Operating Fund
Due to General Capital Fund

Grant Fund:

Due to General Capital Fund
Animal Control Fund:

Due to Current Fund

Payroll Agency Fund:
Due to Current Fund
Due to Trust Other Fund

Sewer Utility Operating Fund:
Due to Trust Other Fund

Due to General Capital Fund
Sewer Utility Capital Fund:

Due to Current Fund

Due to Sewer Utility Operating Fund
Due to General Capital Fund

$91,012.08
70.00

146,132.35
326,111.92

1,366,607.76

87,947.25

3,988.49

3,517.42
5,992.29

101.52

524,055.56

100.00
221,669.46
926,087.26

The more material interfunds, in most cases, resulted from 2003 and 2004 operations and should
be cleared by cash transfer where feasible. It was noted that prior year interfund loans payable
were not cleared during 2004. Further, the proceeds from the issuance of Bond Anticipation
Notes in 2004 appears to have been used to finance cash flow deficits in the Current Fund.

It is recommended that interfund loans be cleared by cash transfer.

In the event that there is not sufficient cash on hand to clear the interfund balances, we strongly
suggest that an analysis of the causative factors, and a plan address these factors, be prepared by
management.

Investment ofIdle Funds

The Chief Financial Officer had most of the idle funds of the Borough invested in interest-bearing
investments or accounts pursuant to its banking services agreement. During 2004, based upon
continuing low interest rates and deductions from interest earnings for the costs of services
provided by the depository pursuant to the agreement, the Borough again recorded negligible
amounts of interest earnings as Non-Budget revenue.

In our previous audit, we strongly suggested that the Borough solicit additional proposals for
banking services to determine if a change in primary depository is indicated. We provided a
sample of a request for banking services proposal prepared by another client to serve as a possible
template for the Borough's RFP. To our knowledge, an RFP was never circulated in 2004.
During 2004, the Borough utilized the State of New Jersey Cash Management Fund as its primary
investment vehicle. However, rates offered by the CMF were generally equal to or in excess of
short term rates offered by banks. A resolution approving all authorized depositories was
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Investment ofIdle Funds (Cont'd.)

approved at reorganization. Pursuant to NJ.S.A. 40A:5-14, a formal cash management plan is
approved annually by the governing body. All bank balances investments held by the Borough
were directly confirmed as of December 31, 2004.

It is recommended that proposals for banking services be sought to assure that the costs of
banking services and the interest rates offered on idle Borough funds are fair and reasonable.

Payment of Claims

Claims were examined on a test basis for the year under review and they were found to be in
good order with only minor exceptions noted relating to missing certifications, approval
signatures, and supporting documentation. All bill lists are presented to Council for review and
approval prior to the disbursement of funds. Tests for compliance with these requirements
yielded no exceptions.

Purchase Order and Encumbrance System

The Borough utilized a purchase order system for its expenditures in connection with its
budgetary accounting system during the year under review. The accounting is processed on a
electronic data processing system for budgetary control. Tests of the system disclosed that a
significant number of payments were made through the use of confirming orders. The use of
confirming orders, which represent the recordation of encumbrances against appropriation
balances after the order date for the goods or services being purchased, weakens the system's
internal controls against overexpenditures as legal obligations to pay vendors are often incurred
prior to the determination of an available appropriation balance. The use of confirming orders
increased during 2004. Upon inquiry of various officials with departmental responsibilities for the
ordering of supplies and materials, delays in the approval of routine requisitions may have been
the catalyst for the abandonment of the requisition process. We also noted that, due to weaknesses
within the system, the Borough does not use blanket purchase orders to encumber estimated
annual expenditure totals for recurring costs, such as utilities, insurance and repairs. This fact,
when coupled with the limited report generation capabilities of the computer hardware and
peripherals, further exposes the Borough to the risk of overcommitments and/or
overexpenditures.

The Borough Council was presented with, and approved, an ordinance appropriation in
December, 2004 authorizing the acquisition of new computers, electronic equipment and
accounting software that will improve the submission and processing of requisitions. The new
systems became operative in the first half of 2005. The new system should eliminate the delays
that were experienced in 2004. This in turn should eliminate the use of confirming orders for all
except emergency purchases.

Prior years' outstanding encumbrances were reviewed at the close of the year, and adjustments
and cancellations were made where appropriate to reflect actual commitments outstanding for
budgetary control.

Monthly proofs of cash disbursements as reported in the computerized records to the general
ledger controls were performed during the year and for year end. We noted that, at various points
during the year, these reconciliations included adjustments for disbursements not yet posted to the
system. The failure to record disbursements, which included both payments to vendors and
payrolls, resulted from insufficient balances remaining in the computerized budgetary records.
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Purchase Order and Encumbrance Svstem (Cont'd.)

This condition developed due to a system feature that requires an administrative override to enter
a commitment in the system that would create an overcommitment of the budget line-item.
Unrecorded vendor payments were payments made on confirming orders in every instance.

There were overexpenditures reported for the 2004 general and utility budgets of the Borough.
These overexpenditures are directly attributable to the extensive use of confirming orders during
the year.

It is recommended:

That all commitments of Borough funds be made after the filing and approval of requisition
orders, and that blanket purchase orders be used to encumber estimated total annual costs for
goods and services that are provided on a recurring basis.

That the use of confirming orders to record commitments of Borough resources for budgetary
purposes after the fact be eliminated.

That all cash disbursements be recorded in the budgetary and general ledger records immediately
upon the processing and release of payment checks.

That overexpenditures of available appropriation balances be avoided in conformity with New
Jersey statutes.

Budget Management

During 2004, an emergency appropriation of$521,385.00 was required to fund the operations of
various departments for the month of December. Upon reviews with various departmental
officials, it was determined that the adopted budget for the year contained less appropriations than
had been requested, and that the reductions had not been communicated to them with a detailed
listing of personnel or expense items that had been eliminated in the administrative review
process. Sound budget management demands that each department and/or division be aware of
the final budget amounts and that personnel rosters and levels of service be adjusted based upon
the final appropriation amounts. In no circumstance should the implementation ofthe budget be
reliant on the availability of unspent appropriations in other departments that would allow for
transfers during the last two months of the budget cycle. It is essential that, prior to the adoption
of the budget, that a revised spending plan for each line-item be prepared that demonstrates that
personnel costs and other expenses are within the amounts appropriated.

It is recommended that a detailed budget for personnel and other expenses be prepared and
maintained on file for each line-item based upon the amount of the final budget appropriation,
and that departmental budget managers be formally advised of these detailed amounts.

Other Officials Collecting Fees

Our reviews of the records maintained for other officials collecting fees, which were designed to
determine that minimum levels of internal controls and accountability were met, that cash receipts
were deposited or turned over to the Treasurer's accounts within a 48 hour period as required by
NJ.S.A. 40A:5-15, that amounts charged were in accordance with the provisions of the Borough
Code and that monthly financial reports are being submitted to the Finance Department timely,
revealed the following exceptions:
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Other Officials Collecting Fees (Cont'd.)

The examination of the records maintained by various departments revealed exceptions relating to
the timely (within 48 hrs.) remittance of fees collected to the Borough Treasurer for the
following:

Registrar of Vital Statistics
Zoning Department
Construction Office

In each of the instances noted above, remittances were made within five business days.

We also noted that:

Numerous instances were noted where receipts collectedwere either miscategorized in the office's
receipts record or in the Treasurer's cash receipt record upon transfer.

That certain offices do not issue receipts for all moneys collected.

That the chronological "log" of construction office receipts was found to contain errors and
omissions.

Certain offices utilized receipt forms which are not prenumbered, which weakens controls over
the completeness of the records presented for audit.

It is recommended:

That all Officials collecting fees deposit or remit moneys collected to the Treasurer within 48
hours or receipt in accordance with N J .S.A 40A:5-15.

That all offices collecting fees issue prenumbered receipt form for all moneys collected.

That monthly reports of cash collections, by category, be required of every office collecting fees.

Surety Bonds

The "List of Officials", included as part of the Supplementary Data section of this report,
discloses the status of surety bond coverage's in effect at December 31,2004. A review of surety
bond coverage as at December 31, 2004, disclosed noncompliance with requirements, as
promulgated by the Local Finance Board, State of New Jersey, for items tested. Specifically, the
Borough failed to procure surety bond coverage for its Tax/Utility Collector from the date of her
employment in March, 2004 through year end. This omission creates an uninsured risk for the
Borough.

It is recommended that a specific Borough official be charged with the responsibility for
maintaining surety bond coverage in accordance with statutory requirements for the Tax/Utility
Collector and the Municipal Court.

Based upon the new provisions ofNJ .A.C. 5:30-8.3 and 8.4, local units are encouraged to utilize
new recommended amounts in lieu of the minimum amounts in order to provide a higher level of
security of public funds. The Borough's coverages meet the suggested levels of the revised
Administrative Code.
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Municipal Court

The financial records maintained by the Municipal Court during the period under review were
found to be in good condition. The examination of the general account indicated that deposits
were properly recorded and spread by receipt category, cash was reconciled monthly and
disbursements were made to the appropriate agencies on a timely basis. The examination ofthe
bail account's financial and supporting records maintained by the Municipal Court indicated
continued improvement in the completeness of the records. Monthly reconciliations were
performed. .

The processing of traffic and criminal cases entered on the State's on-line computer system was
found to be good.

A review of ticket control records indicted a continuing increase in the number of tickets which
had been assigned to police personnel for more than 180 days and remained unused and/or
unrecorded in the system. At January 9,2005, 1,221 tickets that had been assigned over 180 days
had not been recorded as issued or recalled. This represents approximately 14% of the tickets
assigned to officers during 2004. The prior audit indicated approximately 8% of assigned tickets
had not been recorded as issued or recalled. We find the continuing growth ofthe number of
issued tickets that remain unaccounted for to be a cause for concern. In the event that a recall is
not initiated in the near future and all tickets accounted for, the Administrative Office of the
Courts should be contacted to enforce such a recall.

Continued improvement was also noted in the maintenance and proof of the records relating to
the composition of Municipal Court deposits. Audit tests indicated that computerized cash
receipts records of cash and checks collected were in agreement with amounts appearing on bank
deposit slips.

It is recommended that the Municipal court recall all assigned tickets which have not been issued
for over 180 days.

Developer Escrow Accounting Law Amendments

As noted in previous reports, changes have been made in Chapter 55, Laws of 1995 relating to the
management of developer escrow funds effective September 17, 1995. The billing and reporting
requirements imposed on the Borough by this law change are significant.

We noted that cash receipt and disbursement records maintained for escrow fund transactions
continued to provide the necessary degree of detail, and that an appropriate and timely form of
escrow deposit accounting had been implemented both in-house and through the new escrow
bank account. During 2003, the Borough contacted its depository and began receiving copies of
the quarterly escrow statements required under the revisions to the Municipal Land Use Act
(NJ.S.A. 40:55D-53.1)
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Other Trust Funds

During 2004, continuing efforts were made to utilize the many bank accounts that make up the
general trusts funds for the purposes for which they were opened. However, we noted a
significant amount of intra-account loans within the general trust funds still remain from prior
years. To facilitate the maintenance of detailed financial records of trust funds, by function or
purpose, an analysis of the trust bank accounts should be conducted and intra-account transfers
made to match account balances with functions and purposes. Subsidiary controls should then be
established and proved monthly to bank account activity. As part of the 2004 and 2005 budget
process, the Borough adopted resolutions seeking Dedication by Rider status for all trust accounts
and funds.

Condition of Records - Finance Office

The condition of the financial records maintained by the Finance Department deteriorated during
2004. As more fully discussed in other sections of this report, the problems encountered during
the year resulted from a variety of causes including personnel, management and systems. The
need for the implementation of corrective actions became known with certainty in December,
2004 when shortfalls in the amounts budgeted for the year required the adoption of emergency
appropriation in the amount of$521,000.

The separation of responsibilities for general and financial administration from a single position
to those of a Business Administrator and Chief Financial Officer has effectively added an
additional layer of reviews and approvals for numerous functions. This alone will greatly
improve the Borough's internal controls over compliance with laws and regulations. The
acquisition of up-to-date computers and peripherals and the acquisition of new accounting
software with full encumbrance and general ledger capabilities will eliminate any
noncompliances caused by outdated or ineffective systems. Finally, the realignment of certain job
responsibilities within the Finance Department, coupled with an increase in the oversight and
managerial review of work performed, has improved the timeliness and accuracy of work product
in 2005. These actions have created a sound base for continuing improvement to the timeliness
and reliability of finance department records and budgetary reporting during 2005.

Inactive or Unsubstantiated Account Balances

We noted numerous inactive or unsubstantiated account balances that should be reviewed for

appropriate actions. These include:

Current Fund:
Demolition Liens Receivable
Other Accounts receivable

Unidentified Cash Receipts
Animal Control Fund:

State Registration fees Payable
General Trust:

Small Cities Receivable

Employee Benefits Trust Fund
General Capital Fund:

Reserve for Preliminary Engineering Expenses
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Inactive or Unsubstantiated Account Balances (Cont'd.)

Sewer Utility:
Other Accounts Receivable

Prepaid Sewer Rents
Unallocated Receipts (Capital)

186.27
72.66

100.00

The above accounts should be reviewed for a determination of their continuing validity.
Unneeded account balances should be cancelled by resolution of the governing body.

Account Balances Lacking Detailed Itemization

The balance sheets of the various funds include certain account balances at December 31,2004
which are not supported by a detailed supporting record which itemizes the account balance.
These accounts include:

Current Fund:

Reserve for Extra Duty Pay
General Trust:

Special Deposits
Premiums Received at Tax Sale

Deposits for Redemption of Tax Sale
Dedicated Revenues - Third Party Contracts for UCC & Fire Subcode

To assure the accuracy of the amounts reported in the financial statements, it is essential that
subsidiary records be maintained and proved, at a minimum annually, to the general ledger
control totals for all reserve and escrow accounts.

It is recommended that all reserve and escrow account subsidiary records be proved to general
ledger control totals at least annually.

Prospective Assessments Funded

There are several projects remaining on the books at December 31,2004 which were initiated
several years ago as local projects, meaning that the benefited property owners were to be
assessed for the project costs. These projects were bonded over ten years ago, and no substantive
work has been performed on these projects for at least six years, suggesting that the projects have
been completed. Accordingly, the Borough should either assess the properties or cancel the
prospective assessments.

Public Assistance Fund

The Borough has transferred its responsibilities for the provision of public assistance to Somerset
County. However, the Borough's records continue to include balances for a Public Assistance
Trust Fund. Unless a specific reason exists for the continued existence of this fund, we suggest
that the approval of the state be obtained to eliminate this fund and transfer any remaining assets
to the general account of the Borough.
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Payroll Fund

Audit testing of salaries and wages paid by the Borough revealed no exceptions to the amounts or
rates of pay for the items tested. However, we noted that numerous departmental timesheets
submitted to the payroll office for processing did not include the approving signatures of a
supervisor. We were unable to locate timesheets for four employees in each of the pay periods
tested.

It is recommended that timesheets be prepared, approved by supervisors and submitted to payroll
for all employees prior to the processing of payrolls.

Administration and Accounting for State & Federal Grants

The Borough operated various programs during 2004 which were funded in whole or in part by
State or Federal grant assistance. These programs often vary as to the application and approval
process, matching funds requirements, grant periods, required approvals for modification of
budgets and the timing and frequency offinancial reporting. A separate grant fund was
maintained to allow for the separate recording of grant activity. The examination of these grant
programs indicated that the Borough had expended grant funds during 2004 for the purposes
authorized and monitoring procedures appeared adequate to assure that grant objectives were met.
We noted discrepancies between grant appropriation balances and grant receivable balances
which suggests that requests for reimbursement of amounts expended may not have been filed
timely. We also noted several old grant accounts remain on the books long after the conclusions
of the underlying grant periods.

It is recommended that a full review of the status ofthe Borough's grant funded operations and
capital projected be conducted in order to reconcile spending to funding and identify items that
should be cancelled and/or returned to the funding agencies.

Condition of Records - Tax/Sewer Office

The condition of the records maintained by the Tax Collector were found to be in good condition.
Computerized real estate tax billings and billing adjustments were found to be in good order. The
2004 tax levy was proved to the billing records, and collection activity was proved to cash
receipts records on a monthly basis. The Tax Collector has had previous experience with the tax
and utility accounting software utilized by the Borough through an outside service bureau.

Sewer Utility Fund

The results of operation for the Sewer Utility Operating Fund are set forth in Exhibit "D-I " of this
report. Realized revenues amounted to $1,648,984.23 and expenditures amounted to
$1,625,180.53 resulting in an excess revenue of$23,803.70.

The calculation of "Self-Liquidating Purpose" utility operations per N.J.S.A. 40A:2-45 resulted in
a statutory excess for debt statement purposes of $105,406.08, which allows for the deduction of
Sewer Utility Debt in the calculation of statutory net debt of the Borough at December 31, 2004.
A reconciliation of the deficit in revenues from operations (Exhibit D-l) and the deficit in
revenues for debt statement purposes is included in the "Notes to Financial Statements".

The Sewer Utility computerized consumer accounts receivable are maintained on an outside
service bureau. The quality of this record was found to be in good order with only minor
reclassification adjustments necessary.
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Sewer Utility Fund (Cont'd.)

Tests of certificates of occupancy, connection permits and billing records indicated that
connection permit fees were being collected for new dwellings and that such dwellings were
billed for water consumption as required by the governing ordinance.

Compliance with Technical Accounting Directives

The Division of Loca! Government Services, Department of Community Affairs, State of New
Jersey has issued Technical Accounting Directives (TADs) which require New Jersey
municipalities to develop and maintain certain accounting systems and records to comply with the
statutory basis of accounting. The Local Finance Board, State of New Jersey, has codified these
TADs in the New Jersey Administrative Code, as follows:

NJ.A.C. 5:30 - 5.2 - Encumbrance Systems: This directive requires the development and
implementation of accounting systems, which can reflect the commitment of funds at the point of
commitment. The accounting systems in place during 2004 generally were compliant with this
directive. However, our reviews of purchasing and expenditure records indicated that
encumbrances were not always placed on the system at the earliest opportunity. Examples of
delayed encumbrance recognition include the recording of utility bills on a monthly basis rather
than based upon budgeted estimates, recording of billings from appointed professionals as
services are billed rather than as contracts are awarded, and recording encumbrances for unit
price contracts as orders are placed rather than based upon the stated maximums. Similarly, for
construction contracts, the tracking of contract balances is being performed by project engineers,
with encumbrances being recorded as payments are authorized. As previously noted in this
report, additional noncompliance was noted due to the use of confirming orders. The changes in
budgetary software, coupled with personnel changes which segregate responsibilities for the
authorization of purchases from the determination of availability offunds should result in a
significant improvement in compliance with this requirement in 2005.

It is recommended that the Borough complete the changes in progress to its systems and
operating procedures to allow for compliance with the provisions ofNJ.A.C. 5:30-5.2.

NJ.A.C. 5:30 - 5.6 - Accounting for Governmental Fixed Assets: This directive requires the
development and implementation of accounting systems which assign values to covered assets
and can track additions, retirements and transfers of inventoried assets. The Borough has not
complied with the stated objectives of this requirement.

It is recommended that the Borough establish procedures to allow for perpetual maintenance of
the Fixed Asset Accounting System for compliance with NJ.A.C. 5:30-5.6.

NJ.A.C. 5:30 - 5.7 - General Ledger Accounting System: This directive requires the
establishment and maintenance of a general ledger for, at least, the Current Fund. The Borough
had previously been in compliance with this directive, and had maintained a manual general
ledger record for the Current and Sewer Operating Funds. However, during 2004, this record was
not maintained timely, and numerous material journal entries, such as those to record the 2004
adopted budget and the property tax levy, were either omitted or were found to be incorrect. Upon
his appointment in 2005, the Acting CFO undertook a complete reconstruction ofthe 2004
Current Fund General Ledger. This manual record was found to be complete, and served as the
basis for the audit of the Current Fund. In addition, as part of the upgrades to the Borough's
accounting systems approved by the Council in December, 2004, an automated general ledger
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GENERAL COMMENTS

Compliance with Technical Accounting Directives (Cont'd.)

package was purchased and installed during 2005. The combination ofthe change in personnel
and the improved systems should permit compliance with this regulation prospectively.

It is recommended that the Borough complete the changes in progress to its systems and
operating procedures to allow for compliance with the provisions ofN.J.A.C. 5:30-5.7.

Compliance with Local Finance Notices

In accordance with Local Finance Notice No. CFO-IO, Uniform Construction Code, expenditure
records were tested for compliance with N.J.A.C. 5:23.17(c)2, and no exceptions were noted for
those items tested.

The minutes did not indicate that a corrective action plan for the Year 2003, pursuant to Local
Finance Notice No. 92-15 issued by the Division of Local Government Services, Department of
Community Affairs, State of New Jersey, had been prepared and filed within the statutory
deadline. However, based upon inquiry of Borough officials, it is our understanding that a
corrective action plan has been filed.

Status of Prior Year Recommendations

The current status of many of the recommendations made in the prior audit has been discussed in
the body of the current year's comments. Recommendations made in the prior report and
repeated in this report are labeled with as asterisk. Actions were taken during 2004 and the
period up to the date of this report to correct or eliminate the deficiencies cited in the prior report
for items not repeated herein.
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RECOMMENDATIONS

We recommend the following:

That the Borough maintain proof of compliance with the applicable provisions of the
Local Public Contracts Law for all contracts, agreements and commitments of Borough
Funds

That interfund loans be cleared by cash transfer.

That proposals for banking services be sought to assure that the costs of banking services
and the interest rates offered on idle Borough funds are fair and reasonable.

*

*

That all commitments of Borough funds be made after the filing and approval of
requisition orders, and that blanket purchase orders be used to encumber estimated total
annual costs for goods and services that are provided on a recurring basis.

That the use of confirming orders to record commitments of Borough resources for
budgetary purposes after the fact be eliminated.

That all cash disbursements be recorded in the budgetary and general ledger records
immediately upon the processing and release of payment checks.

That overexpenditures of available appropriation balances be avoided in conformity with
New Jersey statutes.

That a detailed budget for personnel and other expenses be prepared and maintained on
file for each line-item based upon the amount of the final budget appropriation, and that
departmental budget managers be formally advised of these detailed amounts.

That all Officials collecting fees deposit or remit moneys collected to the Treasurer
within 48 hours or receipt in accordance with NJ.S.A 40A:5-15.

That all offices collecting fees issue prenumbered receipt form for all moneys collected.

That monthly reports of cash collections, by category, be required of every office
collecting fees.

That a specific Borough official be charged with the responsibility for maintaining surety
bond coverage in accordance with statutory requirements for the TaxlUtility Collector
and the Municipal Court.

That the Municipal court recall all assigned tickets which have not been issued for over
180 days.

That the Borough upgrade its financial reporting systems to include automated cash
receipt/revenue reporting and an automated general ledger system for all funds aI'"
accounts.
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RECOMMENDATIONS

That the Borough complete the changes in progress to its systems and operating
procedures to allow for compliance with the provisions ofNJ.A.C. 5:30-5.2 relating to
the establishment of an encumbrance accounting system.

That the Borough establish procedures to allow for perpetual maintenance of the Fixed
Asset Accounting System for compliance with NJ.A.C. 5:30-5.6.

That the Borough complete the changes in progress to its systems and operating
procedures to allow for compliance with the provisions ofNJ.A.C. 5:30-5.7 relating to
the establishment of a general ledger accounting system.

That a full review of the status of the Borough's grant funded operations and capital
projected be conducted in order to reconcile spending to funding and identify items that
should be cancelled and/or returned to the funding agencies.

That all reserve and escrow account subsidiary records be proved to general ledger
control totals at least annually.

That timesheets be prepared, approved by supervisors and submitted to the payroll
supervisor for all employees prior to the processing of payrolls.

**********
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