INTRODUCTION

In October, 1991, the State Commission of In-
vestigation received ananonymousletter containing
allegations concerning New Jersey Transit
Corporation’ sBusSubsidy Program. A nine- month
investigation by this Commission uncovered evi-
denceof several milliondollarsworth of fraudinthe
relatively small $5million program.

Openingtwodaysof publichearingsonJuly 22,
1992, Commission ChairmanJamesR. Zazzali said:

We have found ... that the family that con-
trolledtwo of these[ subsidized] buscompa-
nies—Monmouth BusLinesof Asbury Park
and Middlesex Metro of East Brunswick —
padded the payrolls of both with family
member sand other swhodidnotwork. Some
of thesepeopledidn’ tevenknowtheir names
wer e on the payrolls, and checksissued in
their names wer e endorsed and cashed by
others.

Variouspersonal or household expenseswere
bought for family members, yet charged to
the bus companies. These included home
additions, garagedoor openers, decks, ap-
pliances and many other such items. Ven-
dorswereinstructed to bill the bus compa-
niesfor thepurchases. Thefamily maidwas
also paid with public funds.

Used NJT vehicles such as buses and cars
wer e sold by one bus company asthe agent
for NJT, which kept inadequate records of
how many or which vehiclesweresold. Ve-
hiclesintended to beresold wereappraised
assalvage, somevehicleswerestripped for
partsbefore saleand the parts

sold separately, somerelatively newvehicles
ingood conditionweresold asjunkers. And
thereisalitany of other irregularities that
tookplace....

And at the conclusion of the public hearings,
ChairmanZazzali said, “ Theschemewasnot all that
complicated. Take one greedy family, add some
gullible, inattentivemanagers, andit waspretty easy
pickings.”

New Jersey Transit Corporation wascreatedin
1979 in response to awidespread recognition that
thestate needed acoordinated system of masstrans-
portation in order to keep from becoming strangu-
lated by vehicular traffic. Itwas, after all, infinitely
cheaper to move groups of people by bus or train
than to build enough highways so that each com-
muter could drive hisown vehicleto the centers of
commerce.

Initially, NJT wasinvolved only inbustranspor-
tation by acquiring some of the state’ s largest bus
companies. Over theyears, it acquired moreof the
smaller firmsasthey began to have financial diffi-
culty, andit begantosubsidizeothers, especially in
areasof thestatewhereitwasclearly unprofitableto
operatecommercial busservice. Intheearly 1980s,
facing the loss of federally funded railroadsin the
state, NJT expanded in that direction aswell. The
agency now has an annual budget of nearly $800
million.

By most accounts, theagency hasbeenreasona-
bly successful inprovidingmoderately pricedtrans-
portation, acquiring and maintai ning modern equip-



ment and expanding to meet the changing needs of
commuters. Andasidefromtheethical problemsof
aformer executivedirector, theagency hasbeenfree
from scandal sinceitscreation.

With this background, it was all the more re-
markablethat NJT failedfor yearstouncover amajor
abuse of fundsinthe Bus Subsidy Program, asmall
part of itstotal operation. Not only did the agency
fail to detect the abuse on its own, but when it
received unsolicited information from outsidersit
failedtofollow up and, evenworse, endangeredthe
saf ety of one of those sources.

The Bus Subsidy Program is the remnant of a
program begun in the 1970s which at one time
subsidizedasmany as25 carriers. Atthetimeof the
investigation, it provided atotal of $5milliontojust
five bus companies; Middlesex Metro and Mon-
mouth Bustogether werereceiving approximately
80 percent of thesefunds. Becausethefivecompa-
nies were subsidized to the extent of their losses,
NJT’ sauditswereimportant becausethey wereused
todeterminetheamount andvalidity of subsidiesto
thesecarriers. Duringthe public hearing, Commis-
sioner William T. Cahill, Jr. repeatedly questioned
the wisdom of such subsidies, saying the system
seemsto” reward mismanagement.”

In 1986, NJT began its Contracting Out Pro-
gram, another program under which other carriers
bidtoprovidebusserviceoncertainroutesinvarious
areasof thestate. Thesecarriersalsoreceiveaidbut
are not subsidized to the extent of their losses as
thoseintheBusSubsidy Program. Under all theaid
programs, many buscompaniesin New Jersey, in-
cluding those in the Bus Subsidy Program and the
Contracting Out Program, get assistanceintheform
of buses, support vehicles, computers and other
equipment. These variousforms of assistance are
financed by both thefederal and stategovernments.

All thebusassistanceprogramsareadministered
by NJT’s Department of Private Carrier Affairs,
headed during the period under investigation by
Deputy Assistant Executive Director Ronald L.

Reisner. Reisner reported to Albert R. Hasbrouck,
I11, Assistant ExecutiveDirector inchargeof Corpo-
rate Affairs. Bothmenareattorneys. LisaDeGrace,
thebuscontract administrator, worked directly un-
der Reisner and wastheday-to-day contact withthe
buscompanies.

OnOctober 9, 1991, thisCommissionreceiveda
copy of ananonymous, handwrittenletter containing
allegationsof financial misconduct involving state
subsidy monies on the part of Monmouth Busand
Middlesex M etro, two companiescontrolled by 73-
year-old Howard P. Farrelly of Dover Township,
Ocean County. Theletter had beenaddressedtothe
State Department of Transportation, as well asto
other parties. The Commission does not know
whether NJT ever received a copy of this letter
althoughtheinvestigationreveal ed that theagency
didreceiveseveral other communicationscontaining
similar information. It was this document that
prompted the Commission’ sinvestigation.

The allegationsin the letter included: Payroll
padding by putting Farrelly family relativeson the
payroll asno-show employees; personal expensesof
the Farrellys, including the cost of a housekeeper,
being paid by the companies under the guise of
businessexpenses; limousinetripsto Atlantic City
casinos on weekends, and high living generally.
Sinceinflated business expenseswerereflected as
increased | ossesand, becausethetwo Farrelly com-
paniesweresubsidized by NJT totheextent of their
losses, thetaxpayersof New Jersey werepayingthe
cost of thefinancial misconduct.

In itsinvestigation, the Commission went be-
yond the allegations in the anonymous letter. It
subpoenaed 33 witnesses to testify in executive
session, 23 of whomtestifiedinthepublichearing. It
issued 97 subpoenas for documents from NJT,
Middlesex M etroand Monmouth BusLinesandthe
three other subsidized companies, aswell asfrom
dozens of vendors and others with whom the two



Farrelly companiesdid business.

Theinvestigationwashampered becausethebus
companies routinely destroyed records older than
threeyears, withtheknowledgeand approval of NJT
officials. Despite this handicap, the investigation

verified theaccuracy of most of theallegationsand
also developed additional information impugning
someof NJT’ soperating procedures. TheCommis-
sion also determined that some of the misconduct
had been goingonsince1979.



I
FAMILYBENEFITS

Payroll Padding

Totheextent that subsidized buscompaniespad
their payrolls, their expenses(and subsequent | 0sses)
areinflated andtheir subsidiesfrom NJT increased
accordingly.

Several witnesses, including someemployeesat
the Farrelly companiesand other carriers, told this
Commission that running a bus company requires
littlein the way of a management staff. All that is
needed, accordingtothesewitnesses, isa dispatcher
to get the buseswherethey should be and amainte-
nance shop to keep them running.

Lisa DeGrace said, however, that NJT had no
guidelinesasto how many officersabus company
should haveonitspayroll. Shetestified:

Typically these officers [ from bus compa-
nies| have been on the payroll since the
beginning, whichwould bearound 1979, so
it has been set up sincethebeginning.... It
is historical....

Sheconceded therewasnomodel that NJT coulduse
to compare one carrier with another. But she said
that officersare expected towork for their salaries.

Commission | nvestigativeAccountant Michael
R. Czyzyk testified that relatives of the Farrelly
family and ghost employeesat M onmouth Busand
Middlesex Metro collected salariestotalling more
than$800,000inthe51 monthsfrom January 1, 1988
and March 31, 1992. (Exhibit C-98.) Thisamount
doesnot includethe cost of variousfringe
benefits.

Theghost, or no-show, employeeswereidenti-

fiedby Commission Senior Special Agent Richard S.
Hutchinsoninhisopeningoverview of theinvestiga-
tionduringthepublichearing. Most wererelatives
of theFarrelly family, someof whomtestified under
grantsof immunity from prosecution.

Regardless of what the corporate documents
may indicatepertai ning to ownership of Monmouth
BusLinesandMiddlesex Metro, thereisnoquestion
that it was Howard Farrelly who ran them both. It
washethat NJT officialsdealt with, and all employ-
ees acknowledged that he was the boss and the
dominant presenceinthebusinesses.

AlthoughHoward’ swife, PaulineVirginiaFar-
relly,islistedincorporatepapersasthepresidentand
soledirector of Monmouth Bus, shehad not worked
thereforyears. LisaDeGracehad never met her, and
the Commission established that the signatureson
the subsidy contracts were not hers, even though
Howard certifiedthat shesigned thecontracts. Nev-
ertheless, between January 1, 1988 and March 31,
1992, shereceived atotal of $206,390insalary and
eXpenses.

Keith Farrelly, the older son of Howard and
Virginia, was anofficer of Monmouth BusLinesbut
rarely cametowork. Most of histimewhen hewas
there was spent repairing and restoring cars and
trucks he bought and sold. Eventually his father
rented a separate garageto get Keith’ swork out of
thecompany garage. Between January 1, 1988 and
March 31, 1992, he collected $197,099 in salary
fromMonmouth Bus. Keith’sfirstwifeHelenwas
carried on the books as a bus company employee
until their divorce. Keith’ ssecondwife, listedonthe
books of Monmouth Bus as abusdriver under her
maiden name, Elizabeth Silk, was issued checks
totalling $37,180. Some of those checkswere en-



dorsed by her, someby Howard Farrelly and someby
others. The proceedswent to Howard.

Kerry Farrelly, theyounger son of Howard and
Virginia, is listed as vice president of Middlesex
Metro and used to work there about half time.
Between January 1, 1988 and March 31, 1992, he
collected$194,184 insalary. HisformerwifeMar-
garettoldtheCommissionthat shelearned after their
divorce that she had been listed asabusdriver for
Middlesex Metro and, later, asaspotter. Shetesti-
fiedthat shenever workedfor thecompany and never
collectedany money. Theinvestigationdetermined
that Kerry had her checksendorsed by others, then
depositedtheminhisownaccount. They amounted
t0 $48,320 over four years. After hisdivorcefrom
Margaret, Kerry used thechecksto pay hisalimony.

Inacertificationfiledinthedivorceproceedings
between Kerry and Margaret Farrelly, he had to
explainthe schemefor making the paymentsto his
wife:

Sincel amonly allowed by the Statetoearn
acertainsalaryeachyear, [ Margaret] and
| have, for many years, added [ her] asan
“ employee” sothat our incomeisalittlebit
higher. Thisisthe only way that we could
make ends meet .... This little bit of extra
money has always gone right back into the
household to pay for the two mortgages,
utility bills, etc.... In any event, since the
plaintiff isdivorcing me, we may no longer
be ableto continuethispractice....

Kelly Farrelly Casiero, daughter and youngest
child of Howard and VirginiaFarrelly, wason the
payroll of both bus companies at the same time,
under her maiden nameat M onmouth and her mar-
ried nameat Middlesex, although shenever worked
at either company. At Monmouth, shewaslisted as
asupervisor; atMiddlesex, shewaslisted asadriver
and sometimesasadispatcher. Between January 1,
1988, and March 31, 1992, shewaspaid $153,795.
Inacertificationfiled inthedivorce between Kelly
and her husband ThomasCasiero, shestated:

Theincomewhichwasbeing paidtomefrom
Middlesex BusLineswas put into a savings
account by my father in order to provide us
with a protected fund beyond our reach.
Thus, whenwe put adeck andjacuzzi onthe
back of the house, the work was paid from
that fund. If need be, my father can account
for every penny that went into the account
and that wastaken fromtheaccount. Upon
our separ ation, however, myfather and| felt
it best to terminate that payroll account
becauseweexpected thedefendant [ Thomas
Casiero] to be foolish enough to make an
issueof incomethat wasactually benefitting
him. Rather than have the bus line be
subjected to criticism, the best thing to do
wassimplytodiscontinuethatincome. Asa
result, | do not, and never will inthefuture,
receivethatincome.

Helen Suppa, asister of VirginiaFarrelly, was
listed as an employee and was paid $64,290 but no
one at either company had ever heard of her. Her
husband Rinaldoistheowner of record of Middlesex
Metro athough his duties amounted to little more
than part-time dispatcher, spotter and “gofer” for
Howard. Hereceived $27,610. NJT had never heard
of Rinaldo Suppa.

Florence Saldutti, another sister of Virginia
Farrelly, workedintheofficeof Monmouth Busbut
her exact duties are unclear. She was listed as a
dispatcher, buscleaner and supervisor andwaspaid
$64,290. Theinvestigationindicatedthat shekepta
second set of booksfor Howard Farrelly.

Sources at both bus companies have told the
Commissionstaff that Farrelly family memberspad-
ded the company payrollswiththe namesof others
and that therewere even dead personslisted onthe
payroll overtheyears. Kerry, infact, listedthewife
of abuscompany employeeonthebooksand cashed
her paychecksfor himself, unbeknownst totheem-
ployeeor hiswife. VirginiaFarrelly’ selderly mother
was listed as an employee in order to qualify for
health benefitsandlifeinsurance.



Other Benefits

NJT not only subsidized thetwo buscompanies
but also the life-style of the Farrellys. Asidefrom
many family membersbeing no-show employees,
theextended Farrelly family received other material
benefitsfromthebuscompanies. Theinvestigation
revealed that historically Howard Farrelly wasthe
person primarily responsible for the schemes by
whichhe, hischildrenandtheir spouseswereableto
livelavishly. Witnessestold the Commission that
typically what onefamily got atitshome, all or most
of theother Farrelly familiesreceived aswell.

Elizabeth Silk Farrelly, Keith’'s second wife,
testified at the public hearingunder agrant of immu-
nity from prosecutionthat billsfor itemsat her home
such asaburglar alarm system were paid by Mon-
mouth Bus. Shealso said that company employees
duringtheir work day did choresat her homesuchas
cleaning the dog pen, mowing thelawn and raking
leaves. Her automobileinsurancewasal so paid by
thecompany, shesaid.

Margaret Farrelly testified, alsowithimmunity,
that anindividual retirement account paid with bus
company funds was established in her name. Bus
company employees, also on company time, per-
formed servicesat her home, including refinishing
the basement and building a large outdoor shed.
Company funds were used to pay for household
supplies, paint, wallpaper, lights, electric garage
door openers, furniture, new sidewalks, alawn sprin-
kler system and other suchitems. Shealsotestified
that she had gasoline credit cards from Middlesex
Metro for her personal use, that her personally
owned automobiles were repaired at the bus com-
pany garage, that her personal auto insurance was
paid by the bus company and that she had NJT
vehiclesavailableto her for her personal use.

In the certification filed in connection with her
divorcefromKerry, shestated:

...[H] e[Kerry] alsohasacompanygascard
and has, for many year s, embezzled money

fromthebuscompany. Hesellsbuspartson
thesidefor cash, sellsgasolinefromthebus
company and pocketsthemoney, and always
hasthousandsof dollarsof cashavailableto
himeachmonth.... 1 askthatl ... beallowed
to continued| sic] to usethecompany gaso-
linecard .... | further ask that the checks
made out to me from Monmouth and
Middlesex BusCompaniesbeturnedover to
me each week by the defendant .... Even
though | am never seeing the money, at the
endof theyear | will receiveaW-2and | will
haveto pay incometax on these monies.

... | never worked during our marriage, yet
wealwayshadtheluxury of having aclean-
inglady cometoour house.... Kerry...now
claims that he no longer can use the com-
pany car, which hasall of itsexpensespaid
by the bus company, for personal use. This
isanoutright lie, since we have been using
that car for our personal usefor thelast 11
years.... Our car insurance has been paid
for by thebuscompanyfor thepast 11 years.
[Howard Farrelly] hasnever had any prob-
lem with us using the company credit card
for gas.... | havehad acompany gascredit
cardfor thepast 10years.... Thedefendant,
ontheother hand, setshisown hours, comes
and goes as he pleases at the bus company,
and whether heisthereor not, hegetspaid.

Christine F. Klagholz, Commission Systems
Analystand aformer investigativeaccountant, testi-
fied that members of the Farrelly family received
other goods and servicesthat were paid for by the
two bus companies. For instance, Kerry’s Video
Shoppe, an Ocean County businessthen owned by
Kerry Farrelly, received a$600 security systemin
1989. Kerry also received dining room furniture
costing nearly $1,800, andwall paperingand painting
that cost $1,200. Kelly Casiero received acentral
vacuum system installed in her home at a cost of
$1,145, aswell asapressure-treated wood deck and
acedar closet, whichwerebuiltwithmaterialswhich
cost $1,568.



Keith, whowasrestoring carsat theM onmouth
Busgarage, billed the purchaseof many auto partsto
the buscompany. The manager of an Asbury Park
auto partsstorewhichwastheprincipal supplier for
Monmouth Bus testified that he sold parts to the
company for, among other vehicles, a Corvette, a
Cadillac El Dorado, a Cadillac Seville, a Datsun
sportscar, aCamaro, a Thunderbird and aLincoln
Continental. Thewitnesssaid K eith purchased about
$2,500 worth of partsfrom hisstore each month.

Zina Owens, in testimony confirming that of
others, told the Commissionthat shehad worked as
ahousekeeper, baby sitter and cook for Howard and
VirginiaFarrelly threedaysaweek. Shetestifiedthat
she also worked one day a week each for Kelly
Farrelly Casieroand Kerry Farrelly. Sheacknowl-
edged that she knew she had been listed as a bus
cleaner for Monmouth Bus and received payroll
checksfromthecompany although shesaidshenever
worked for the company and did not even know
whereit waslocated. Owenstestified that shealso
received checks, issuedinher sister’ sname, fromthe
buscompany to pay for her personal servicestothe

Farrellys.

WhiletheFarrelly family profited from abuse of
the state subsidies, some employeesof thetwo bus
companies benefitted as well. These employees
would buy appliances, tires and other goods at
discount through selected vendorswho then billed
thebuscompanies, sometimesby phony invoiceto
conceal thetrue nature of the purchase. Thegoods
wereusually paidforininstallmentsby theemploy-
eespaying Keithor Kerry incash on paydays.



INTER-COUNTY TRANSIT

In March, 1980, Howard Farrelly created an
entity calledInter-County Transit, Inc. Itwasformed
five months after Monmouth BusLinesand in the
sameyear asNew Jersey Transit. The Commission
guestioned the purposeof thiscompany early inthe
investigation.

ThomasCasiero, theestranged husband of Kelly
Farrelly Casiero, testified that when he worked at
Monmouth Bus, hewasawarethat Howard Farrelly
kept asecond set of books. Based onthat testimony
aswell asinformationfrom other sources, thisCom-
mission has concluded that the records of Inter-
County areM onmouth Bus' s* second set of books”
— booksnever audited by NJT. Thecorporationis
ashell or paper entity Farrelly used todivert monies
due to NJT. Itissimply achecking account into
which Farrelly deposited theproceedsfromvarious
guestionableactivitiesand fromwhichhetook funds,
largely for thepersonal useof himself and hisfamily.

InvestigativeAccountant Michael Czyzyk sum-
marizedtheCommission’ sfindingsinhistestimony:

...Inter-County Transit, Inc. wasusedtore-
classify recel ptsthat wer eobtained fromthe
subsidized companies or [revenue] dueto
subsidized companiesandtheywerediverted
for his personal use. It was basically to
divertandlaunder money.

In his written statement, Czyzyk noted that
Farrelly used I nter-County “to siphon moniesfrom
the two subsidized bus companies ... by creating
invoicesfor thesaleof partsand suppliestothetwo
companies....”
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Inter-County, which listed the same address as
Monmouth Bus, had no physical assets, noemploy-
ees, noinventory, no purchaseinvoicesandnosales
invoices. Y etwhen Farrelly neededto generatecash,
recordsof histwo buscompaniesreflected that parts
and supplies were purchased from Inter-County.
Suchtransactions, however, weretotally fictitious.

Asanexample, Commission Specia Agent Rob-
ert Diszler testified that invoices and billings of
Middlesex M etro and M onmouth Bus showed that
these companiesbought transmissionsor transmis-
sionpartsfromInter-County on 25 occasionsover a
three-year period. However, Diszler comparedthese
purchaserecordswithdaily defect cardsfilled out by
the bus drivers after each shift and with quarterly
maintenance reports filled out by mechanics and
submitted to NJT. The defect cardsindicated that
during the three-year period Middlesex Metro re-
placed only three transmissions and one engine;
Monmouth replaced but one transmission. The
Commission concludesthat theinvoicesandbillings
of 25 transmission repairsareamong thosefraudu-
lent transactionsbilled by Inter-County totheMid-
dlesex and Monmouth bus companies and reim-
bursedthrough subsidiesfrom NJT. Proceedsfrom
such“transactions” aswell asfrom salesof various
vehiclesor partsweredepositedinto theaccountsof
Inter-County.

Another method by which Farrelly bilked NJT
wastotakevehicleswhich should havebeensoldfor
theagency, declarethemworthlessby falsifyingan
appraisal or not having an appraisal done, stripping
them of useful partsand selling those partsto other
buscompaniesor to private parties, including some



of hisown employees. Farrelly even sold hulks of
stripped busesto scrapdeaers. Thesesaleswerenot
always reported to NJT but the proceeds were re-
ceived either in cash or in checksmadeout to Inter-
County or to other accountscontrolled by Farrelly.
M oreover, thecannibalizing of thevehicleswasdone
attheFarrelly garages, therent of whichwaspaid by
NJT, using buscompany employeeswhosesalaries
werealsosubsidized by NJT. Senior Special Agent
Hutchinsontestifiedthat Farrelly “ranwhat | would
call abuschop shop at thetwo subsidized facilities,
using subsidized employeesof that company.” And
the proceeds of that “chop shop” went to Howard
Farrelly, frequently through I nter-County, Hutchinson
testified.

James Keelen, owner of a small private bus
company, testified at the public hearing that he had
bought 20 or more used NJT buses from Howard
Farrelly over thepastthreetofiveyears. Hesaid he
learnedthroughthegrapevinethat Farrelly had buses
and partsfor sale. Keelen said that beforeheheard
of Farrelly hehadtriedtogetinformationfromNJT
about salesof their used busesbut receivedlittlehelp.

Keelentestifiedthat hepaid Farrelly anaverage
of $2,500 per bus but that the buses were actually
worth between $5,000 and $10,000. He said when-
ever he bought buses, Farrelly instructed him to
make checks payable to asmany asthree different
entitiesinoneday — Middlesex M etro, Monmouth
Bus and Inter-County. Keelen said he was aso
instructed to make some checks payable to cash.
K eelen testified that he also bought many new and
used bus parts from Farrelly at prices well below
what they would have commanded on alegitimate
market.

Accountant Czyzyk testified that between Janu-
ary, 1987, and March, 1992, Inter-County records
reflected recei ptsof $179,890 from MonmouthBus
and Middlesex Metro for the purchase of parts,
suppliesandrent. Non-affiliated entitiespaid I nter-
County $396,866 for used buses and parts, all of
which were really the property of NJT; another
$33,660 camefrom several unidentified sources. A
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total of $610,416 in varioustransactionswent into
the books of Inter-County Transit. Exhibit C-96
showsthat between May, 1988, and March, 1992,
Inter-County paid Middlesex Metro $205,000 for
the sale of buses, of which only $201,862 was
remitted to NJT. The remaining $408,554 was
funnelled to Howard and Kerry Farrelly and their
familiesandfor other purposes.

AlthoughFarrelly invoked hisFifth Amendment
privilege not to testify at the Commission’ s public
hearing, hisaccountant represented tothe Commis-
sionthat NJT hadinstructed himto uselnter-County
as a depository for the proceeds of all bus sales.
However, all correspondencebetweenFarrelly and
NJT indicates that Middlesex Metro, not Inter-
County, istherepresentativeentity intheunwritten
agreement.

Bus Contract Administrator Lisa DeGrace, a
former NJT auditor, said that shewasawareof Inter-
County. Shetestified, “Itisoneof Howard' scom-
panies. It is the part or repair business, to my
understanding.” She said she did not know Inter-
County wasselling used NJT vehiclesand also did
not know whereit got theengines, transmissionsand
other partsit wasselling.

Farrelly even billed the rental of part of the
garageat Monmouth BustoNJT, claimingheleased
itfromInter-County. Farrelly wasthereforeleasing
tohimself thesameproperty already paidfor onceby
NJT. Thegarageused by Middlesex M etrowasco-
owned by Farrelly and Sidney Kuchin, owner of
Plainfield Transit, another subsidized buscompany.
All rent and capital improvements at both garages
werepaidfor by NJT.

In May, 1990, aMiddlesex Metro buswasin-
volved in amajor accident. Theinsurance carrier
appraisedthedamageat $21,143 andissued acheck
to Middlesex Metro to cover the damage, less the
deductibleamount fromtheinsurancepolicy. After
the check had been deposited, Middlesex Metro
contracted with S & W Auto Body Inc., of South



Rivertorepairthebus. In August, 1990, Middlesex
Metropaid S& W $21,408. S& W then paid I nter-
County $15,000that it claimedwasthecost of parts
neededtorepair thebus. The$15,000, however, was
notrecordedin|nter-County booksasasal eof parts
but rather as a repayment of loans to Kerry and
Howard Farrelly. The Commissionhasconcluded,
based on documents, testimony and sourceinforma-
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tion, that thebuswasactually repaired at Middl esex
Metro by state subsidized employees, notwithstand-
ing S& W owner L ouisWisniewski’ sinsistencethat
his company did the work. The Commission has
found other instances in which Middlesex Metro
contractedwithS& W Auto Body toperformrepairs
tovehicles, with partsfromthebuscompany inven-
tory beingsimilarly “ purchased” fromInter-County.



Oneof NJT’ sgreatest breakdownswasthefail -
ure of its auditing staff to perform certain basic
fundamental proceduresthat should havefound some
of thefraud allegedin several anonymouscommuni-
cations. Indeed, Commission Assistant Director
Helen K. Gardiner, a Certified Public Accountant
and former investigative accountant, testified that
theNJT auditors“failedtomeet atleast six generally
accepted auditing standards.”

Generally accepted auditing standardsarerecog-
nizedby al professional auditors. They aremeasures
of quality, and concern judgment in the way an
auditor conducts the audit and performs auditing
procedures. Thesestandardsincludesuchthingsas
obtaining enough evidenceto supporttheaudit con-
clusions, and appropriate planning and supervision
of theaudit.

Gardiner said that shereviewed the NJT audits
for thefiscal yearswhich ended in 1989, 1990 and
1991 aswell astheworkpapersfor thoseaudits. She
testified:

Inmy opinion, theauditswereall deficient.
The audit deficiencies led the auditors to
draw conclusionswhich arenot valid. The
most serious deficiency was in the 1991
audit. That year the auditorshad received
an anonymous letter which described ir-
regularities and management fraud at the
bus companies. Even after receiving this
letter full of such allegations, the auditors
failed to takelogical audit stepsto address
theallegations.

In addressing theissue of ghost employees, for
instance, NJT auditorsconducted acontrolled pay-
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out whereby eachemployeewasrequiredto produce
adriver licenseor other form of identification
andsignfor hispaycheck. Under thisprocedure, all
thoselisted onthepayroll would haveto appear and
identify themselves properly before they could be
paid. However, at theend of theworkday onwhich
the payout was conducted, when the NJT auditors
leftfor theday, they left behind thesignature sheets
and paycheckswithbuscompany officials, thevery
peopleunder investigationfor payroll padding. Asa
result, theauditorswereunableto verify theidenti-
ties or the signatures of those “employees’ who
signedfor their checksafter theauditorshadleft. In
fact, Elizabeth Silk Farrelly and Margaret Farrelly
testifiedthat what purportedto betheir signatureson
thepayout sheetswereforgeries.

Gardiner testified that the 1991 payroll audit was
“theworst exampleof audit deficiency.”

Theideahereisfor theauditor toget all the
paychecksanddistributethemtothe payees,
seeing and documenting theidentification of
the worker who is getting the check. Since
theanonymousl etter saidthat somepeople,
including family members, were paid but
didn’ twork, thiswasan especiallyimportant
audit procedurethat year ....

The audit work papers for the Monmouth
Bus audit didn’t even list the names of the
employees. Literally, all they didwasto get
some 23 employeesto signtheir namesona
piece of paper. Therewas no control over
thisprocedure.... Thewhole purpose of the
payout wasdefeated.



Theauditof MiddlesexMetrolisted 57 names,
butincludesonly 24 signatures. Thereisno
explanationfor thelack of signaturesfor the
rest of the names..... Inthe audits| exam-
ined, at the very point where they should
have tightened procedures because of the
allegations, the NJT auditors, in fact, re-
laxed them.

Gardiner noted that payout audits conducted inthe
early 1980sproperly listed thenamesof empl oyees,
signaturesanddriver licenseinformation.

NJT auditors admitted that in attempting to
investigate 18 specificallegationsinananonymous
letter of May, 1991, they compared checks and
invoices but did not check with any vendors, even
those companiesthat werespecifically namedinthe
letter, to verify invoices that could have reflected
improper expenditures.

NJT AuditDirector Michael Fucilli defended his
staff’ sfailureto substantiatetheanonymousallega-
tions:

Thisletter insinuates[ that] withinthecom-
pany fraud is hidden. It isnot documented
onthecompanybooks. Itishidden.... there
isapointwhereanauditor hasalimitation.
We are not policemen. We do not have
subpoena rights. | cannot grant a person
immunity. As an auditor walking into a
vendor, and | wasgoing to vendor sof other
fraud casesquestioning vendor s, thevendor
would talk to me in my face and lie to me.
And | have seen where an officer hasques-
tioned the samevendor and that person has
admitted something different than they told
me. A person is not going to incriminate
themselvesto theauditor ....

However, Special Agent Diszler, discussingthe
“repairs’ of transmissions, enginesand other partsof
buses, said, “Based on theinvoices and billings, it
appeared that Middlesex and Monmouth Buswere
using a tremendous amount of transmissions and
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engines. However, an examination of the defect
cardsand other evidencedid not support any of these
repairs.” Inotherwords, Diszler said, asimplepaper
check of the bus company records would have re-
vea ed many questionabl etransactionsand purchases
without even the need for interviews, areasonable
step giventheallegationsintheanonymousletter.

Commission SystemsAnalystKlagholztestified
about another scam devised by theFarrellys:

Insomeinstances, [theFarrellys] generated
invoi ceswhich appeared to befor goodsor
servicesprovidedtothebuscompany when,
in fact, they were for home projects for the
Farrellys. Inother instances, invoiceswere
generatedfor workthat wasnever performed,
andtheninother instances, invoicesrepre-
sented per sonal itemswhichwerebilled di-
rectly to the bus company.

In yet another scheme, a fuel supplier who
suppliedmorethanahalf milliondollarsworth of fuel
to both bus companiesgenerated inflated invoices
and kicked back part of theamount to Farrelly.

Commenting on NJT’s review of some such
invoices, Assistant Director Gardiner testified:

Theauditorsdidnot reviewenoughinvoices.
Although they did statistical sampling, they
used the wrong table and did not select
enough disbursements. 1n 1991, they only
reviewed 77 disbur sementsfor onebuscom-
pany and 78 disbur sementsfor theother out
of atotal ... of about 1,000 di sbur sementsfor
each company.

In a different audit, the auditors examined
invoiceswhich looked phony. They should
have questioned them. The auditors also
reviewed checksissued in payment of these
invoices. Thesechecksweredepositedinthe
buscompany bank accounts.... Theyinclude
depositsof checkspayableto a construction
company, to Inter-County Transit and to



HowardFarrellyhimself. Theywereclearly
an indication that the expenses were not
valid. Thisshould haveraisedaredflagto
theauditors. Theauditorsfailedtomaintain
anattitudeof professional skepticism. There
wer e many other exampleswherethe audi-
torsshould haverecognized that something
waswrong....

Forinstance, notonly didHoward Farrelly order
hisrecords destroyed after three years, he also de-
stroyed bank deposit slips monthly for histwo bus
companiesaswell asfor Inter-County. Thedeposit
slipsareespecially important for auditorsof acash
businesslikeabuscompany becausethey wouldhave
reflected theelementsof each deposit, whichwould
haveincluded theamount of cashaswell asalisting
of individual checkswith identifiers. But no NJT
audit even mentioned thelack of deposit slips.

TheCommission establishedthat, withtheaudit
trail thusdestroyed, Farrelly usedthebuscompanies
daily receiptsto cashvariouschecks, includingsome
he received from the sale of parts or other items.
Thus, thestate’ sdaily receiptswereusedtolaunder
theill-gotten gainsof theFarrellys.

SystemsAnalyst Klagholz testified that checks
totalling $8,830 made payable to a construction
company purportedtobeinManahawkinwererede-
positedinto buscompany accounts. When Commis-
sion staff attempted to serve a subpoena on that
constructioncompany they foundthat it hadleft New
Jersey approximately 10 years ago and moved to
Florida. The owner of the company told Commis-
sioninvestigatorsinaninterview that hehadbuilta
house for Howard Farrelly in 1979 and had done
someconstructionwork ononeof hisson’ shomesin
early 1980 but had done no work in the state since
1980 or 1981. When shown theinvoicesonwhich
thecheckswerebased, hesaid hiscompany had not
usedthat letterheadinabout 10years. Theinvoices
date from 1986 to the present. Theinvoiceswere
obviously phony and the checkswere simply an-
other scheme to take cash out of the daily bus
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receipts.

Gardiner wasal so asked about alack of follow-
up by NJT auditors in subsequent years. She re-
sponded:

In the 1989 audit of Monmouth Bus, some
concern had been raised about the lack of
maintenance records for support service
vehicles. An audit finding that year re-
quiredHowardFarrellytomaintainrecords
in subsequent years. Not only were no
records maintained after that audit, but the
subsequent auditor did not followup onthat
finding.

Counsel Gaal asked NJT audit chief Fucilli about
theallegationsintheanonymousletter:

Q. Theseallegations, iftheyaretrue, areof
acriminal nature, arethey not?
A. Definitely.

Q. Isthereany mechanismat NJT to refer
suchallegationsifitwasbeyondyour ability
toinvestigateit—refer them, let’ ssay, tothe
office of the Attor ney General or the prose-
cutor’ soffice?

A. Yes, | couldhavereferred—I would have
to. | did not because [those offices] were
copied on [the anonymous] letter and |
thought | would becontactedinthefutureif
therewasanyinterest....

Fucilli also testified that NJT receives many
anonymous letters and tips. “We chase down as
many as we can. Again, we are not in the police
department business. Wedo audits.” Several days
after theconclusionof thepublichearing, Fucilliwas
dismissed by theNJT Board of Directors.



V

THEWHISTLEBLOWERS

ThisCommissionlearnedthat New Jersey Tran-
sit had received at | east three anonymouswarnings
that therewere problemswiththeFarrelly buscom-
panies, but all thewarningsweremishandled.

Thefirst warning was atelephone call from an
Asbury Park Pressreporter asking about reports of
financial misconduct at MonmouthBus. Thesecond
warningwascontainedinaletter, foundin NJT files
by Commissionagents, detailing at | east 18 separate
all egationsof mismanagement or misapplication of
statefundsat thebuscompanies. Thethirdwarning
came in a telephone call from a bus mechanic at
Middlesex Metrowhotold the Commissionthat he
spokedirectly with Deputy Assistant ExecutiveDi-
rector Reisner.

Another possible warning was an anonymous
letter addressed to the State Department of Trans-
portation dated September 27,1991 (Exhibit C-78)
from a person who signed the document “a con-
cernedbystander.” Thiscorrespondentwrotethat he
overheard conversationsinthe Ocean County Court
House regarding misapplication of state subsidy
monies at both bus companies. The conversations
were apparently related to a divorce proceeding
between Kelly Farrelly Casiero and her husband
Thomas, whichwasreferredtoearlierinthisreport.
A copy of that letter was sent to the Commission,
resultinginthisinvestigation. Whether theoriginal
was received by the Department and, if so, for-
warded to NJT, could not be established.

Thetelephonecall fromthe Asbury Park Press
reporter, thefirst warning, came sometimein 1990.
NotesfoundinNJT files(Exhibit C-38) showed that
thereporter had received an anonymoustel ephone
call alleging employeethefts, druguseby employ-
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ees, padding of payroll and cannibalizing of buseson
company timeat Monmouth Bus. Assistant Execu-
tiveDirector Albert Hasbrouck, Reisner’ ssupervi-
sor, directed two members of his staff to gather
informationsoNJT’ spublicinformationofficer could
respondtothereporter. But thestaff memberswere
alsodirectedtocheck withHoward Farrelly himself
as to the accuracy of the allegations. In public
hearingtestimony beforethisCommission, Hasbrouck
said hedid not believeheforwarded theinformation
to NJT’ s internal audit staff for investigation. In
executivesessiontwoweeksearlier, Hasbrouck had
no memory of theincident at all.

DuringtheCommission’ sinvestigation, thestaff
foundin NJT’ sfilesthe second warning, adetailed
letter (Exhibit C-37) received on May 15, 1991,
alleging 18 separateinstances of misapplication of
subsidy money at both Monmouth Bus and Mid-
dlesex Metro. This letter was referred by NJT
ExecutiveDirector Shirley DelL iberotoHasbrouck
andtoReisner,whoreferreditimmediately toInter-
nal Audit Director Michael Fucilli. But Reisner also
sent acopy toHoward Farrelly. Asked by Counsel
Charlotte Gaal why he sent the letter to Farrelly,
Reisner responded:

It was an automatic response. It was a
complaint about the company. | was ex-
tremely concerned and | wanted to get his
reaction.

Q. Well, thisismorethanjustacomplaintas
| read it. [It contains] allegations of a
criminal nature.

A. Thatistrue. Itisalso an anonymous
letter. It [was] thefirst such letter | ever
received about hiscompany. Hiscompany



[had] run quality service and | was con-
cerned and | took those two steps immedi-
ately.

Q. Didit occur [to you that] by discussing
thematter and communicating the contents
of the letter to Farrelly, who in essence
would betheobject of theinvestigation, you
ran therisk of destruction of records, tam-
pering withwitnessesand so forth?

A. It did not occur.

Audit Director Fucilli testified that hewas dis-
turbed when helearned that Reisner had sent acopy
of theletter to Farrelly. Fucilli said heexpressed his
strong concernto Reisner. But Reisner testifiedthat
hedid not recall suchadiscussion.

Assistant Executive Director Hasbrouck, inhis
executive session testimony, conceded that he too
might have sent a copy of the letter to Farrelly
although hedidnotremember specifically. Hasbrouck
alsosaidhedidnotfollow upwith anyoneregarding
theallegationsintheletter.

ThethirdwarningalsocameinMay, 1991, when
Middlesex Metro bus mechanic John
Baumlin, whowasthe union shop steward, phoned
Reisner with allegationsabout theftsat thecompany,
employees' buyingtools, partsand fuel from com-
pany stock, the sale of NJT subsidized bus partsto
other garages, no-show employees on the payraoll,
work being donein the Middlesex garage on other
companies busesusing Middlesex stock and Mid-
dlesex employees, andtheFarrellys’ pocketing pay-
ments for repairs. Baumlintestifiedthat hewent so
far asto giveReisner thenamesof someof theghost
employees.

Baumlintestifiedthat hedid notidentify himself
by nameinitialy nor didhewishtodo so. Buthesaid
that Reisner pressed him, insisting that hecould not
actunlessBaumlinwaswillingtocomeforwardwith
evidenceor information and that hecould not act on
amereanonymoustelephonecall. Althoughreluc-
tantandfearingrecrimination, Baumlinsaid heeven-
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tually gaveReisner hisname. Baumlinalso saidthat
Reisner told himthat hehad had numeroussuchcalls
beforeandthat noneof thosecallerswouldgivetheir
name. Baumlin said that once he gave his name,
Reisner promised himthat hisidentity would bekept
confidential.

When hewent towork at Middlesex Metro the
next day, however, someone “from the state” was
already theremeetingwithKerry Farrelly. Afterthe
meeting, which lasted the better part of the day,
Baumlinsaid, Kerry confronted him, angrily asked
himif hewas“wired” and demanded to know what
hehadtold“thestate.” BaumlinsaidKerry knew he
had spoken with Reisner because Kerry used
Reisner’ sname.

Immediately following the confrontation, the
shop supervisor demoted Baumlinfrommechanicto
head buscleaner andthreatenedthat if hestepped out
of linehewould befired. And from that point on,
Baumlin said, Kerry Farrelly and his other bosses
harassed himand madehislifemiserable.

Baumlin also testified about a second call he
made to Reisner, in May, 1992, in which he ex-
pressed concernabout job security for employeesat
Middlesex Metro in light of this Commission’s
investigation. He said that in that call Reisner told
him heremembered hiscall of ayear earlier.

Inthe public hearing, Reisner was asked about
thesecallsby Counsel Gaal:

Q. Doyouremember hiscalling last year?
A. I haveno specificrecollectionof that call.

Q. Doyourecall the second call?
A. | do recall having recollection of that
secondcall.

Q. Youhavenorecollectionof thefirstcall?
A. I didn’tsay | havenorecollection. | have
nospecificrecollection.



COMMISSIONER KENNETH D. MERIN:
What isthedifferencebetween* norecollec-
tion” and“ no specificrecollection” ?

A. Itisnot unusual that suchacall may have
been received, but | have no specific recol-
lection of a conver sation with him.

CHAIRMAN ZAZZALI: Let's go back.
Baumlin had two telephone calls with you.
Pursuanttothat, immediately hewasthreat-
ened with hisjob the next day. | repeat the
guestion. Isn’'tit fair to assume that some-
one, let’s forget Reisner, that someone at
New Jersey Transit blew the whistle on the
whistleblower? Can’tyou agreetothat?

Chairman Zazzali asked Reisner about thewis-
dom of hisalerting Farrelly to thefact that Baumlin
had called:

A. | can’'trespond to that specific question.

Q. Isityour understanding at this pointin
time, based on everything that you heardin
twodays| of publichearingtestimony], that
you or someoneat New Jersey Transit blew
thewhistleon thewhistleblower ?

A. I wouldn’t characterizeit asthat. Tothe
contrary, on receipt of thisMay ' 91 letter,
thefirstthing | did wastorefer itand | took
all steps that | thought | could. | didn’t
consider [the May 1992] call [as coming
from a] whistleblower. The letter came a
year before. Therewasan ongoinginvesti-
gationwhich| wasfully awar e of and coop-
eratingwithandthiswasacall largely about
jobsecurity.
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That wasnot theintent of my call that | made
inMay of'92, and if such athing occurred,
itwaswrong.

CHAIRMAN ZAZZALIl: Of courseit was.

In response to questioning by Commissioner
Barry H. Evenchick, Reisner conceded that, despite
what he told Baumlin about needing to know his
identity beforehecouldinvestigatetheallegations,
hedid nothing withtheinformation except to passit
ontoFarrelly.

Shortly after the July public hearing, Reisner
took apaidleave of absence, which NJT character-
ized asvoluntary, and subsequently resigned. Lisa
DeGraceresignedin December, 1992.



\"A
BUREAUCRATICFAILURES

AlthoughthisCommissionfoundnoinstancesof
corruptionor venality onthepart of any New Jersey
Transit executive or employee, theinvestigation of
NJT’ sBus Subsidy Program did reveal asituation
symptomaticof theworsekind of bureaucraticiner-
tia. It found managerswhowerenotalert. Itfound
auditorswho, either because of their ownincompe-
tenceor becausethey werediscouragedfromdoing
so, failedto ask themost basi c questionsin searching
out fraud. It found docile administrators who re-
ceived communicationsregarding potential fraudon
the part of one carrier but, instead of exerting in-
creased oversight, conducted businessasusual and,
evenworse, alertedthecarrier. Seemingly everyone
ignored warning flags that were raised on several
occasions. The Commission must ask the obvious
guestion: Wasanyonemindingthestore?

Albert Hasbrouck, Ronald Reisner and Lisa
DeGrace dll testified that for four years they were
unaware Howard Farrelly was selling support ve-
hicles such as automobiles and trucks. Y et Jack
Rossiter, the retired NJT official who reported to
Hasbrouck through Reisner, testified that at |east
DeGrace and Reisner had to have known Farrelly
wasselling such vehiclesbecausethey receivedthe
annual submissionsand checksfromFarrelly, unless
they werenot even reading thereports.

One exchange between Rossiter and Counsel
Gaal atthepublichearingisilluminating:

GAAL: Did[Reisner] know that carswere
being soldby Howard[Farrelly] ?

ROSSITER: Of coursehedid.

GAAL: Why do you say “ of course?”
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ROSS TER: Because hewasthere.
GAAL: Everyday?
ROSS TER: Everyday.

GAAL: Any question in your mind about
that?

ROSSTER: Unless he slept, he couldn’t
have slept all themyears.

Rossiter also testified that when he worked for
Reisner, thetwo had specific discussionsabout some
of the vehicles Farrelly was selling. Moreover,
Reisner or Hasbrouck actually signed thetitlesand
turned them over to Farrelly whenever he sold a
vehicle.

The Commission finds it curious that Reisner
denied any recollection of aconversation between
himself andMichael Fucilli, theagency’ schief audi-
tor, in which Fucilli said he chastised Reisner for
sending Farrelly a copy of the anonymous letter
alleging improprieties at his bus companies.
Reisner said he also had no recollection of thefirst
telephonecall from John Baumlin, thebusmechanic
fromMiddlesex Metro, who alerted Reisnerin 1990
to the same kinds of conduct. Either Reisner’s
memory or hiscandor issuspect.

Rossiter testified that when his brother-in-law
wanted anew truck, Rossiter called Farrelly andtold
him hewas sending someoneover for thispurpose;
in testimony, he denied that he told Farrelly the
personwashisbrother-in-law. Y et Farrelly simply
gave a vehicle, worth $7,550 wholesale, to the
brother-in-law. If Rossiter’ stestimony istruthful,
Farrelly gave a vehicle to a mere acquaintance of



Rossiter. If Rossiter lied, Farrelly gave athing of
valuetotherelativeof astateofficial responsiblefor
regulating hisbusiness. Thequestion of Rossiter’s
truthfulnessaside, theCommissionbelievesthat this
one act by Farrelly is a significant indication that
something was seriously amiss in the regulatory
atmosphere at the Department of Private Carrier
Affairs.

Although Ronald Reisner, asthedirect supervi-
sor of the Department, had day-to-day responsibility
for oversight of theBusSubsidy Programand other
assistance to private bus carriers, his immediate
supervisor, Assistant Executive Director Albert
Hasbrouck, must share the responsibility for not
mindingthat store.

Hasbrouck testified that it was he who desig-
nated Farrelly in 1988 asthe agent to sell used NJT
busesin order to, as he put it, “maximize the rev-
enues’ for NJT. And he said he insisted that each
vehiclebe appraised before sale so that the agency
would get afair price. Y et Hasbrouck, an attorney
who had been an assistant county prosecutor and a
deputy attorney general, admitted that:

» Therewas no written contract with Farrelly
regarding the sale of more than 200 used NJT
vehicles. Hasbrouck testified that he* assumed” that
Jack Rossiter would havetaken careof such details
includingthepreparation of acontract. But Rossiter,
whoretiredin December, 1990, deniedreceivingany
suchinstruction.

» Theissue of payment for Farrelly’s services
“never cameup.” Hasbrouck said if theissue had
arisen, “1 would have agreedto pay him something,
justlikewepay auctioneers.” Later, hesaidFarrelly
“didn’t ask [for payment] so | anticipated that he
wouldn’'t be[paid.]” At best, Hasbrouck had to be
terribly naivetobelievethat Farrelly wasperforming
thisservicefreeof charge.

* NJT did not have its own records of which

vehiclesFarrelly soldbut had onlythosedocuments
sent in by Farrelly himself. Hasbrouck conceded
there should have been suchrecords, but offered no
reason why it never occurred to him to addressthe
issuebeforetheCommissionraisedit.

» Hasbrouck did not know that Farrelly was
selling vehiclesother than buses. Andhecould not
identify who at NJT had authorized this or give a
reasonwhy Reisner and LisaDeGraceknew nothing
about it.

» Hasbrouckdid not followupwiththeagency’s
auditorsor anyoneelseto determinethevalidity of
accusations contained in anonymous communica-
tions alleging diversion of subsidy monies at the
Farrelly companies. Inanother profession of almost
incredible naivete, he said he assumed that if there
was anything of substance to the allegations, the
auditorswouldhavepickeditupinthenormal course
of their work.

* Althoughhe“ mighthave’ sent Farrellyacopy
of oneanonymousletter, Hasbrouck did not specifi-
callyremember doing so. Further displayingalack of
sophisticationinconsistent with histraining, experi-
enceandlevel of responsibility, Hasbrouck testified
that he had been dealing with Farrelly for years,
saying,“...beforeall of this, our relationship... could
only be characterized asagood one. He provided
guality service, andwhenever weneeded hishelp, he
wasalwaystherefor us....” Hasbrouck also said:

I’ll tell youwhy | didit, if | did. | had done
businesswith Mr. Farrelly for a number of
years. | didtrusthim. | thought hewassharp
enough to know that thiskind of stuff would
endanger our relationshipandthat couldn’t
possiblybeinhisbestinterest or hisfamily's
bestinterest, andthat hecouldn’ t havebeen
involved, andthatifitwasgoingon, hecould
have stoppedit.

» Hasbrouck knew that Farrelly wasretaining
the proceeds of vehicle sales for months before



remitting themto NJT but claimed he believed that
Farrelly paidinterest on thefunds. Hasbrouck did
not articulate the basis for his “belief,” and the
Commission’ sinvestigationdeterminedthat Farrelly
was depositing the proceeds of vehicle sales into
interest bearing accounts of Inter-County Transit,
keepingtheinterestfor himself. Theonlyinteresthe
paid NJT wasfor theshort period of amonth or two
when he transferred funds from Inter-County to
Middlesex Metro preparatory to remitting them to
NJT. Moreover, Hasbrouck testified that it was a
fairly deliberate decision not to collect thesefunds
fromFarrelly until after theend of eachfiscal yearin
order to conceal them from NJT fiscal staff. Hedid
this, he said, to avoid his department’ s losing the
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fundsto another department withintheagency.

* AlthoughHasbrouck claimedtohaveinsisted
that Farrelly obtain appraisals on vehicles before
selling them, of more than 200 vehicles sold, ap-
praisals were obtained for only 131. Farrelly was
able to substantially ignore the asserted appraisal
requirement because Hasbrouck neither followed-
uponthematter personally nor directed anyoneelse
to do so.



RECOMMENDATIONS

Shortly beforethisreport was completed, New
Jersey Transit, at the request of this Commission,
providedasummary of action it hastakensincethe
public hearingtoremedy theproblemsfoundduring
theinvestigation. Theagency’ sresponseisreprinted
hereverbatim.

NJTRANST
SUMMARY OF MAJOR PRIVATE CARRIER
ACTIVITIES
August, 1992 through February, 1993

Terminated all contractual relationships
with:

—Monmouth BusLines, Inc.

—Middlesex Metro, Inc.

* Enteredintotwoshorttermoperatingagree-
ments (90 days) for the operation of Monmouth
County service (Jersey Shore Transportation) and
Middlesex County service (Suburban Management
Corp.) to facilitate the termination of contractual
relationswith Monmouth BusLines, Inc. and Mid-
dlesex Metro, Inc.

* Terminated employment of the Director of
Internal Audit[Michael Fucilli].

» Asdirected by the Audit Committee of the
Board, Coopersand Lybrand (amajor independent
accounting firm) conducted areview of thelnter nal
Audit Department’s procedures, organizational
structure and staff skill levels and a new Auditor
General was hired to head the Internal Audit De-
partment.

Asdirected by ExecutiveDirector andled by
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the Chief Financial Officer, an internal investiga-
tion of the Private Carrier Affairsgroup was com-
pleted and reported to the Board of Directors.

» Accepted resignation of Senior Director of
PrivateCarrier Affairs[ Ronald Reisner].

* Reduced the responsibilities of the AED -
CorporateAffairs[ Albert Hasbrouck*].

» ThePrivateCarrier Affairsgroupwasplaced
under the direction of the Deputy Chief Financial
Officer withreporting responsibility directlytothe
Executive Director. Weekly status reporting was
instituted by the Executive Director.

* Revised the Request for Proposal (RFP)
documentation and RFP evaluation processto en-
surethat theonly carriersconsidered for award of
competitivelybid contractsarethecarriersmeeting
minimumtechnical qualificationrequirements.

* Implemented an RFP evaluation process
that utilizesstaff expertisein Scheduling and Plan-
ning, Maintenanceand Quality Assurance, Finance,
Operationsand MBE/WBE [ Minority BusinessEn-
terprise/Women BusinessEnterpriseg] .

* Developed maintenance standardsand NJ
TRANSI T quality control program, including peri-
odicsitereviewsby NJTRANS T Quality Assurance
inspectors.

**Hasbrouck is no longer an Assistant Executive Director and has
been removed as a member of NJT's executive management team;
heisnow Senior Director of Corporate Affairs. Additionally, a
quality control unit which formerly reported to Hasbrouck has

been disbanded and its functions redistributed within the agency.



Revised the revenue collection process to
assure tighter control over NJ TRANSIT revenue
and timely deposit of funds.

* Revised contract termsto clarify contrac-
tors' responsibilitiesand NJ TRANS T compliance
oversight.

* ldentifiedincomplete compliancedocumen-
tation(i.e., evidenceof insurance, vehicleregistra-
tion, etc.) and obtai ned sufficient documentation or
reclaimedthevehicle.

* As of January 2, 1993, the Bus Subsidy
Program has been eliminated. Entered into con-
tractual relationship based onfixed price competi-
tive proposalsfor thefollowing serviceareas:

—Monmouth County (TCT Transit Serv-
ices)

—Plainfield & Middlesex County (Central
Jersey Transit)

—WarrenCounty (DelawareRiver Coaches)

—SalemCounty (SalemCounty Community
Transit)

* Institutedregular PrivateCarrier Advisory
Committee meetings between the Executive Direc-
tor, NJ TRANSIT staff and privatecarriers.

* ImplementedaBusretirement programwhich
requiresthereturn of all busesto NJ TRANSIT for
auction.

* Implemented PCCIP equipment retirement
programwhichrequiresthereturn of all non-reve-
nue vehiclesand/or equipment to NJ TRANSIT for
auction.

* Initiated an annual bus, non-revenue ve-
hicle and equipment certification process which
requiresan executive of thecarrier to certifytothe
continued use and existence of all assets provided
through NJ TRANSIT programs and provides a
basisfor siteexaminations.

After applyingthenew NJ TRANS T mainte-
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nance and quality standards and providing area-
sonable period for correction, terminated the con-
tract for service with County Bus Lines, Inc. in
Bergen County.

* Instituted a review of the PCCIP for the
purpose of combining the PCCIP with the Bus
Allocation Programto simplify both programsand
to closely tie the federal funds received for the
private carrier Section 15 statisticsto the benefits
they get fromNJ TRANSIT.

* Began an investigation into the Elderly &
Handicapped (E&H) program for the purpose of
verifyingamountspaidtoprivatecarriersandrelat-
ing this figure to the current number of E&H
passenger stheyarecarrying.

* Assumed responsibility for the continued
operations of certain Hudson County local and
inter stateroutesoper ated by Hudson BusCompany
and/or affiliatesduetotheir petitiontothe DOT to
discontinueservice. ConductedanRFP processand
will selectacarrier tooperateserviceunder athree
year contract.

In the opinion of the Commission, NJT has
moved aggressively tocorrectitsproblemsand even
anticipated most of the Commission’s potential
recommendations.

Several other problemsremainto beaddressed.
Themost significant isthe manner inwhich NJT’ s
Department of Private Carrier Affairsdealt withthe
three anonymous warnings of irregularities at the
Farrelly buscompanies. Inhistestimony, Assistant
Executive Director Hasbrouck admitted that there
wasno established procedurefor dealingwithallega-
tions of misconduct, anonymousor otherwise, that
might bereceived by theagency. TheCommission
believes that, in the absence of such procedures,
simply forwarding complaining letters to internal
auditors, whether competent or not, isclearly insuf-
ficient. Andforwardingor reportingtheallegations
totheir subject isabsolutely intolerable.



Moveover, as noted earlier in this report, the
letter that prompted thisCommission’ sinvestigation
wasacopy of onepurportedto havebeen senttothe
Department of Transportation, the Attorney General
and elsewhere. While the Commission could not
establishwhether those other copieswereinfact sent
or received, it isimportant to emphasize that any
agency of government receivingallegationsof crimi-
nality hasan obligationto bringthemtotheattention
of law enforcement officials. Key officialsinall state
agenciesmust bemadeawareof theseobligations.

Suchnotificationwould not necessarily preclude
internal auditsor other investigativesteps, especialy
inadepartment suchasTransportation, whichisthe
only agency of stategovernment having aninspector
general atthistime. Thepointisthat seriousallega-
tions must be pursued seriously. Contrary to the
professed belief of atleast someNJT officials,anony-
mousallegationsare not necessarily lessworthy of
attentionthanthosemadeby someonewhosignshis
name.

I nthisconnection, the Commission repeatsthe
recommendation madeinits 1992 report on Local
Government Corruption regarding creation of in-
spectors general in certain departments of state
government:

Officesof Inspector General (1G) shouldbe
created by statute in departments respon-
sible for the distribution and oversight of
large amounts of public funds which are
expendedatthelocal level. TheCommission
agrees with Attorney General Robert Del
Tufo’ scall for thestatutory creation of such
officesin six departments: Education, Hu-
man Services, Transportation, Community
Affairs, Treasuryand Health. Presently, the
Department of Transportation has an In-
spector General appointed by and respon-
sible solely to the Commissioner of Trans-
portation.
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Each1G should haveameasureof independ-
enceandreporttotheAttorney General, as
well astherelevant department head. This
wouldfacilitatethereferral of criminal mat-
tersfor prosecution. Theimplementing leg-
islation should mandatethesel ection of IGs
without regardfor political affiliation. They
shouldalso bequalified by education, expe-
rience and professional certificationinthe
fields of accounting, auditing, financial
analysis, law, management, analysis, public
administration, investigation or criminal
justiceadministration.

Implementation of thisrecommendationwouldbea
major step in preventing the kind of fraud that
occurredinthiscase.

On another matter, this Commission believes
that NJT and other stateagenciesthat financecapital
assistance as part of agovernment contract should
recoup some of their investment in the event of
cancellation of such contracts. Inthiscase, NJT has
abeneficia interestinall of theequipmentat Farrelly’s
two bus companies and has also paid for improve-
mentsto thetwo garagesused by thecompanies. In
addition to obtaining titleto all its equipment NJT
should also attempt to recover the value of those
improvements.

Before its public hearing, the Commission re-
ferredtheinformationgathered duringitsinvestiga-
tion to the Attorney General for consideration of
possiblecriminal charges.



CONCLUSION

TheCommissionbelievesthatitsinvestigation of
NJT’ sBusSubsidy Program hasreveal ed an aberra-
tioninwhat isan otherwise well-run organization.
That such anaberration could exist there, however,
should serveasawarning to executivesin
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all publicand quasi-publicentities. Thewarningis
that bureaucratic complacency caninvitefraudand
abuse. Managersat all level sof government should
takecareful heed.

Thisinvestigationwasdirected by Commission
Counsel Charlotte K. Gaal and was conducted by
Senior Special Agent RichardJ. Hutchinson, Inves-
tigative Accountant Michael R. Czyzyk, Special
AgentsRobert Diszler, DennisMcGuiganand Wil -
liam P. Rooney, Assistant Director Helen K. Gar-
diner and Systems Analyst ChristineF. Klagholz



