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SENATOR EUGENE J. BEDELL (Chairman): This public hearing of the Special
Senate Committee on State Hiring Practices is now in session. Seated at the table
to my far left is the Committee Counsel, David Zolkin. Next to him is Senator
Vreeland. To my immediate left is Senator Davenport. To my right is Senator Fay.
Senator Hirkala is in the building and will be here shortly. I am the Chairman,
Senator Bedell.

The first of those scheduled to testify today is Mr. John P. Callahan,
Director of the Division of State Auditing, Office of Fiscal Affairs.

JOHN P. CALLAHAN: Good morning, Senators. My name is John P.
Callahan and I am the Director of the Division of State Auditing. I have with me
James Dolan, who is the Technical Director of the Audit Program.

I have come prepared with a statement so that I may respond to the subject
matter of this Committee, from the State auditing perspective.

This division, which functions both under the Constitution and the
statutes, performs a comprehensive post-audit of each department and agency of the
Executive Branch. This audit includes an independent verification of all revenues,
expenditures, and special purpose funds. Also, the internal control procedures of
all agencies are reviewed by the division, as well as testing the adherence of an
agency to State law, policies, and regulations governing fiscal transactions.

By law, the State Auditor reports the results of each audit to the Governor,
the Legislature, and to the Executive Director of the Office of Fiscal Affairs.

In our commitment to the Legislature to perform this comprehensive post-
audit of all departments and agencies, which we schedule to be concluded during
this current fiscal year, I would add that thus far we have audited well over 100
departments and agencies and will complete this project as planned during this current
year.

For each audit we have a standard program which includes what we refer to
as a payroll audit. The purpose of this payroll audit is to determine that employees
are being paid in accordance with State payroll procedures - as enumerated in the
statutes, Civil Service Rules and accounting policies: that employees are physicially
present - measurement of the quality of their work is outside the scope of our
audit; that there is an adequate internal control, such as time records, approvals
and adherence to work rules; that records pertaining to leave time are accurately
recorded and accurately controlled:; and that payroll charges to appropriations are
accurate.

The payroll audit includes a review of a 23-point internal control
questionnaire to determine the degree of accounting and organizational control
exercised over payrolls. Inclﬁded in these,poiﬁts are such areas as: who authorizes
employment; who authorizes initial rates of pay: who authorizes subsequent changes
in rates of pay:; how are pay rates determined; do personnel records show rates
for pay; who prepares the payrolls; does the preparation of payroll include check of
original time records, check against employment and rate cards, check against
production records if pay is on a piecemeal basis; the methods of computing and
recording overtime; is an internal audit made of the payrolls: are pay advances
made; and are there safeguards against continuation on payrolls of names of
individuals discharged or otherwise not entitled to pay?

We also examine whether payrolls, by pay period, are/listed to ascertain
if fluctuations exist in either regular or overtime payments. Significant fluctuations,
if any, are investigated. One payroll in the auditing year is selected for detailed



checking as to payroll makeup, such as food in lieu of cash. From four payrolls within
the year, an audit sample is selected for a detailed checking to time sheets, CS-21's
(which are the appointing forms), proper authorizations and posting to leave records.
From one pay period, there is a distribution of the checks to ascertain that the
person is physically present. If the employee is not present to receive his or her
check, the reasons for the absence are ascertained.

However, I must point out that no matter how thorough our payroll audit procedure
is, that it must be dependent upon proper management control being exercised by those
who authorize the payroll, including the certifying officer, Budget and Accounting,
Civil Service, and whoever else must authorize additions, deletions and changes.
Furthermore, ours is necessarily a sample:; and by that I mean that the examination
is of a part of an entire population by an auditor to determine any particular
characteristic of that population. With the use of scientific statistical sampling,
the auditor can give an objective opinion of his sampling results that apply to the
condition of the population he examines and a known precision or reliability of the
sample results.

The auditor uses statistical sampling as a tool and as an aspect and a variety
of verification, examinations and tests which are undertaken during the audit. The
statistical sample may be used for different purposes, depending on the type of
audit. Since we are independent outside auditors, our primary concern is the confidence
that our conclusions are a fair representation of the financial position and statement
of an agency. However, an internal auditor - and this is why we do recommend internal
auditors in the Executive Branch - may be more concerned with the improper use of an
accounting system and the possibility of error contained within a 100 percent review
of that system. Therefore, the sample would have a high degree of reliability in catching
discrepancies involving numerous employees, but individual exceptions would not
necessarily be caught. And this system, I might add, is used by most of the states I
am familiar with and independent public accountants.

Furthermore, there is always a possibility of collusion between the approver of
the payroll or time records and the individual. An example given by Mrs. Fox in last
Thursday's testimony illustrates why an investigator or detective is required in many
cases to determine such abuse.

Another area which is part of our current audit program is the review of the
classification as to whether an individual is an employee or is an independent
contractor or consultant. The importance of this area cannot be stressed too much
since the Federal Income Tax Regulations require the withholding of taxes and F.I.C.A.
contributions of employees and the payment of the employer's share of F.I.C.A.
Furthermore, employees are entitled to certain benefits suéh as life insurance and
retirement annuities, if qualified. Also, if an individual is injured, and is improperly
classified as an independent contractor or consultant, then he or she may not be entitled
to workmen's compensation. As was pointed out by Mr. Druz, Civil Service rules are not
applicable with respect to independent contractors.

Examples of possible consequences of incorrect classification as to whether the
individual is an independent contractor or employee is that the employer may be liable
for retroactive payment of F.I.C.A. payments for both employer/employee contributions or
for the employer's share, depending upon the circumstances. In this regard, according
to Federal tax regulations - and this is a very important aspect - if the relationship
of employer and employee exists, the designation or description of the relationship by
the parties as anything other than that of employer and employee is immaterial. Thus,
if such relationship exists, it is of no consequence that the employee is designated as



a partner, co-vendor, agent, independent contractor, or the like.

Furthermore, the employer may also be liable for any taxes not withﬁeld and not paid

by the taxpayer. Also, an employee, improperly classified as an independent contractor,

may not be entitled to State insurance benefits, including any contributory portion. The

criteria for employer-employee relationship,in general, state that if an individual is

subject to the control or direction of another merely as a result to be accomplished by

the work and not as a means and method of accomplishing the result, he is an independent

contractor. However, unless it can be clearly shown that the employer-employee relation-

ship does not exist - I say does
exists, and the individual shall
expanded our audits in this area
many cases may be scanty, but an
contractors to determine whether

not ~ it shall be assumed that such a relationship
be considered to be an employee. We have recently
to include not only a review of the paper work, which in
interview with individuals who are hired as independent
they meet the criteria of independent contractors.

However, it would appear that the inquiry of this Commission takes in broader

questions, and I would like to spend the next few moments in that area. In the past
four years, my observation of having visited more than 100 departments and agencies is

the primary necessity for greater emphasis on management principles and practices

at all levels of government. It

would seem to me that the first act of any governor,

present or past, would be to establish an office of management and productivity reporting

directly to him, which would cut
insure, among other things, that

through all of his departments. This office would
the top person in each department or division would

have both an understanding and background in management. It is very difficult for a

competent manager at a lower level to be totally effective if his or her boss does not

really have an understanding and

grasp in this area - a total lack of communication.

Sound management at all levels would be concerned with the appropriate utilization

of manpower for the manager's materials are human talents, including his own. The

core of his job is to accomplish

grand purposes through human efforts. Those who manage

others need a knowledge and appreciation of motivation which requires a deep under-

standing of human beings; and individuals who are under civil service, which I am not,

are just as human as unclassified employees and are governed by the same levels of

motivation. This evaluation would also include a determination of current career

employees to determine if the skills are available already for senior positions, rather

than an immediate turn to the outside. This does not mean, however, that there is

not a turning to the outside for

a senior position if that is what is required.

However, it should be accomplished under the principles of sound management. I can

probably use as the best example

the auditing when I came in. I saw that we had many

very bright and hard-working career employees, some with employment records of up to

30 years in State government, all being classified employees. What was necessary was

proper motivation of these employees and the proper senior technical management to

assist that. Therefore, three senior technical CPA's were brought in this area. How-

ever, the senior management positions of my staff were filled with career employees.

In_ that particular case, both methods were used very effectively.

Also, the implementation of

sound management principles and practices would

dictate that each department would set into motion the planning, controlling, and

action phases of good management.

phases of good management. This

basis of "what are the needs I should be meeting,

I repeat that: planning, controlling, and action
would include the preparation of the budget on the

" and start from scratch or zero-based

budgeting, as it is called, rather than taking the current as for granted. This does

not mean just filling out the right forms, but rather a substantive review and

imaginative approach - and, of course, a responsible budget-review cycle at all levels.
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I would imagine certain agencies and departments are performing this.

In the area of controlling, it is necessary to establish a realistic project control
system to meet your goals. When I first came to State government, someone said to
me, "Jack, you must understand Rome wasn't built in a day." I said, "That is true,
but it wasn't built in 10,000 years either." There is a proper median between a day
and 10,000 years and that is what we must be approaching. There is an old saying,

"If you don't know where you are going, any road will lead you there." In many cases,
I see that happening. There is not the objective setting of goals and then the means
to meet those particular goals.

Sound management requires the introduction of systems: general systems, EDP
systems, as well as systems of productivity measurement. It does not only include work
measurement or quantity output. Sometimes people think in terms of productivity
measurement, just going down and seeing how many pieces of paper a clerk is putting
out. But the much broader facet, in my judgment, is the quality of work and the
responsiveness in fulfilling the stated goals and objectives for the benefit of the
taxpayer. There are many studies and training sessions being conducted in numerous
states in this area, so that a wealth of material is present. This does not mean that
New Jersey workers are not hard-working people. Our observations for the most part
are that they work hard and are basically intelligent. But with the changing environment
and the complexities of government, it is necessary that the skills be constructively
ubgraded and techniques modernized. For example, someone who may have been an effective
bookkeeper for many years, with the changing in accounting systems, it is more important
that he become an accounting systems specialist. He can provide greater service to
his agency rather than continuing along with his skills as a bookkeeper.

Of course, this gets into the area that Ken Bragg alluded to; and that is training -
training at all levels, particularly middle management. I think in-house training is
a good example and not just sending people off to places to take courses.

In auditing, the most significant contribution to the professional development of
our staff comes in the form of on-the-job training. Based on our experience, better
than 95 percent of our training falls into this category. Recognizing the importance
of this training media (and likewise recognizing our obligation to perform quality
audits of minimum cost) we have tried to encapsulate the on-the-job training needs
into our total audit program concept.

We have first attempted to equip our supervisors with the necessary tools to
enable them to do an adequate job of supervision and training of their subordinates.
This is the "train the trainer" concept. Toward this end, we have given specific
courses designed to enhance the supervisor's skills in these areas. In addition, we
maintain a close technical oversight of all audits. In this manner, our technical
staff is able to identify weaknesses.

We also provide technical performance evaluation. And, lastly, in our scheduling
process, we try to provide the broadest range of assignments. This is all necessary.

From a broader point of view, however, management training schemes seldom leave
room for the gradual process of learning. Consequently, there are many people - some
in high positions - who are deficient in even an elementary understanding of the
importance of human relations. And when ill-prepared persons have to deal with areas -
in which they are weak, for instance, accounting methods and sophisticated management
information systems, their lack of human skills is even more crucial than their lack
of quantitative ones. The gaps in their training place continual stress on all their
subordinates.

In summary, I have attempted to point out the importance of management principles
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and practices which are not only applicable in industry, from where I came, but
applicable for effective government as well.

I thank you for this opportunity to make this statement.

SENATOR BEDELL: Senator Fay, do you have any questions?

SENATOR FAY: Not at this moment.

SENATOR BEDELL: Senator Vreeland.

SENATOR VREELAND: Just a couple, Mr. Chairman.

You mentioned internal audits and outside audits. You said - and I think I am
quoting you correctly - that your department. does the outside audit - right? I
think you said that you felt, for example, any division or any department of the
State ought to have its own audit. Is that what you are really inferring?

MR. CALLAHAN: No, what I said was essentially that we are representing the
Legislature and that we would perform the audit of all State government over a three-
year period. This certainly is required, but what further is required is a group within
a department - it need not necessarily be every department, depending upon the size,
and some of this can be centrally located, for example, within the Treasury Department -
that would perform these hundred percent checks. Some of this is going on in State
government, but I feel it needs to be accelerated.

SENATOR VREELAND: Why wouldn't that be part of your function as the State
Auditor's Office, to have these people, if that is what you think ought to be, in
certain departments? Why wouldn't that be your r?sponsibility to see that they are
there to do that in the departments where you think it is necessary? ’

MR. CALLAHAN: You mean to have the general‘audits under us, functionally working
for us?

SENATOR VREELAND: Right.

MR. CALLAHAN: I think essentially what is required, Senator, is for us to do
the broad program and for us to maybe set the standards for what the internal auditor
should be. I think that auditor, reporting directly to the commissioner, can be
much more effective in that particular environment; and I think that is more in keeping
with the general statutes and the Constitution as I currently understand them.

SENATOR VREELAND: And not report to you.

MR. CALLAHAN: Not report to us - the internal auditors.

SENATOR VREELAND: The other question I had: You said that there should be
sound management at the top.

MR. CALLAHAN: Yes.

SENATOR VREELAND: This is a must. Now when you talk about  "top", are you
talking about department heads?

MR. CALLAHAN: I am starting at department heads. .

SENATOR VREELAND: 1Isn't it a fact though in our system of government that we
have, which is the democratic way, that many times a department head could be a
political appointment, couldn't he?

MR. CALLAHAN: He could be, yes.

SENATOR VREELAND: And it would be difficult to do what you are saying.

You know, it might not happén that way because the political appointee might not be
that well versed in sound management principles.

MR. CALLAHAN: I think it is a basic injustice not only to the employees in that
department but to the individual himself, to take an individual who has had no experience
in management and all of a sudden to make him in charge of a thousand or fifteen or
twenty thousand people. It would be similar to a major division of General Motors

taking someone without the particular experience and making him manager of a major



division. I think that is really not in the best interest of government or the taxpayers
as a whole to have that type of a system. I think it is absolutely essential for a
person to manage a large department to properly understand the principles and concepts

of good management. ’

SENATOR VREELAND: I don't think there is any question that what you are saying is
fine. But what I am saying is that it could happen and probably does, not necessarily
in any administration, but because that is the system of our government under which
we operate.

MR. CALLAHAN: Yes. I think that an individual can certainly be sensitive to
the policy needs of a particular administration and be very, very skilled in such
areas as health, as an example, but that that person can also be a very good manager.
I think this gets back to the recruitment of individuals to serve in the administration.
It should be required that these individuals have this type background as well as a
knowledge of the substantive area, and also be sensitive to the policy and demands of
the particular party in administration. I think it all can be done, Senator, and that
one is not mutually exclusive, by sound recruiting.

SENATOR VREELAND: Thank you, Mr. Chairman.

SENATOR BEDELL: Mr. Zolkin.

MR. ZOLKIN: I just have one question. Mr. Callahan, when you spoke in terms of
the payroll audit, looking for discrepancies, etc., did you also look at the payroll
with the thought of the rules of the Civil Service Department, relating to hiring,
being complied with?

MR. DOLAN: Yes, sir.

MR. ZOLKIN: So that when you have done your audit, you would know based upon
your audit whether a person has been hired properly from a list, whether a person has
been hired as a Project Specialist, etc.?

MR. DOLAN: We would not know 100 percent. We would know for those that we have
tested and we would have an opinion as to the soundness of the system. It does not
mean that an individual could not have been hired improperly. But we would know that
there were no wholesale exceptions to civil service rules.

MR. ZOLKIN: Along that line, if a person is hired as a Project Specialist or as
a Consultant, any one of those particular kinds of functions, would you also verify
that it is from a funded program, either federally or otherwise?

MR. DOLAN: We do check where the charge ultimately goes.

MR. ZOLKIN: So that in your office, if an audit was made of a department, you
would have a list of the Project Specialists and from where they have been paid
ultimately?

MR. DOLAN: We would have a list for those that we have tested.

MR. ZOLKIN: Spot testing?

MR. DOLAN: Yes, it is. It is statistical testing.

SENATOR BEDELL: Senator Fay.

SENATOR FAY: In your audit are the categories broken down to classified and
unclassified?

MR. DOLAN: Not in our audit. Each of the individuals on the State payroll,
Senator, is classified or unclassified. We do go back on a test basis and review the
personnel files so that we do know whether they are classified or unclassified for
those in our population that we are testing.

SENATOR FAY: In this audit, do they spell out and define their Project Specialists,
as to exactly what projects they are specializing in?



MR. DOLAN: Only in the broad category of the program as it appears in the budget.
In other words, it may tell you that the employee is working on federal project X, but
it would not tell you what specifically he is doing within that project.

SENATOR FAY: Are Consultants so defined in the audit? Are the per diem payments
for Consultants identified in the audit?

MR. DOLAN: Again the consulting category is a category of accounts which the
State uses. Again, on a test basis, we will go in and test the payments through the
paper work and through the job which is being accomplished. And recently, we have begun
even interviewing them.

There are two classification of Consultants, if I may explain, Senator: one,
the nationally-recognized consultants, mainly your public¢ accountant firms, or Booz,
Allan, Hamilton, and some others; second, you have individuals generally drawn,because
of specific skills, quite frequently from the colleges and universities. We generally
will limit our tests to the paper work and a review of the report which emanates from
the nationally-recognized ones. We would not conduct interviews with them. We would
conduct interviews on a test basis with individuals to make sure that they fit the
categories.

SENATOR FAY: With Project Specialists and Consultants, is there any definition -
is there any .indication within the audit that they are working full time for the
State or that they do have other employment besides the Consultant fee or besides
the salary that has been arrived at for the Project Specialists? Is that within
the audit, that they are working full time for the State?

MR. DOLAN: Some Project Specialists do not work full time. There is a class-
ification called "per diem," where they are paid on a day basis.

SENATOR FAY: Do you know how this per diem rate is arrived at? With the
nationally~-recognized groups, I don't think there is any question that they have
a going rate and that's it. But in the other category of Consultants where we
find $100 a day or $150 a day or $72 a day, just how is this per diem rate arrived at?

MR. DOLAN: The audit would not get into that, Senator. Basically we would take
the approvals of the rates as they appear on the documents; and, if they were properly
approved, we would accept them.

SENATOR FAY: In the extraordinary account of the budget, does the audit go
into that to break it down so there is a spelling out of the lump sum that we find
in the budget under extraordinary accounts?

MR. DOLAN: No, Senator, the audit, itself, is concerned with the revenues and
expenditures. I think what you are asking is: Do we analyze each of these particular
accounts? No, we do not. We would ascertain, again on a test basis, that that which
is charged to extraordinary or to any other account is a proper charge to that account.

MR, CALLAHAN: I might add, Senator, our budget review function does that.

SENATOR FAY: Yes. Last week, the testimony brought out that under provisional
employees there were quite a few abuses of the law or a lagging behind with regard to
provisional employees under the State classified. Would the audit note that or would
budget review? That would be budget review's responsibility. It would not be your
responsibility to tell the commissioner or to tell the department head, "no, you are
still paying people and possibly violating the law in doing so."

MR. CALLAHAN: That would be budget review, Senator. But I might add that
what we do in the course of an audit is make any observations through either our
budget review or program analysis functions in these particular areas in the course of an
audit. ‘

MR. DOLAN: I might add, Senator, on that: In our audit of Civil Service, we did



note the need that they had for increased automation and a review of their manpower
in order to bring them up to date in this particular area. So that was covered.

. SENATOR FAY: For example, in the audit, when you fecognize people being moved
from Consultants to Project Specialists to provisional employees, would this strike
you?

MR. DOLAN: Not necessarily.

SENATOR FAY: Possibly would you recognize avoiding or trying to out-flank or
go around civil service in some of these appointments?

MR. DOLAN: My answer would be again that we would look to insure that the
procedures and policies as set up by the Executive Branch were being following. If,
indeed, we had those proper approvals by -properly-authorized people, we would accept
those. We would not look upon that as going around the system, so it would not be
an audit exception.

SENATOR FAY: Because I noted in the testimony last week from the Office of
Fiscal Affairs the implication that there has been, if not a breaking of the law, an
avoiding of the law, and the using of categories that did not meet the criteria.

This was in a report handed in, in January, and I am just wondering now that it is
December whether any correctiors or any changes have been made within the year.

MR. CALLAHAN: I can check that out in terms of our Division of Program Analysis
or Budget Review, whoever it was that made those particular statements. I would
add that in terms of internal control, if we notice flagrant violations, we would
certainly report this as part of the internal control. But, essentially it has been
said that in the review of past paper work, it is very difficult to define that matter.

MR. DOLAN: If I may, Senator, there are two other things: The Executive has
issued a circular letter 75-1, by the Division of Budget and Accounting, which defines
the guidelines for hiring Consultants. In addition to that, in their chart of
accounts, they specify the criteria for the classification of employees. These are
both procedures against which we audit. They are one of the criteria when we are
in these areas.

MR. CALLAHAN: We will make copies of these available for the Committee.

SENATOR FAY: Not only this Committee, but the Appropriations Committee would
absolutely need these kinds of reports when considering'appropriation requests.

Thank you very much.

MR. CALLAHAN: Thank you, Senator.

SENATOR BEDELL: I have no further questions.

Mr. Callahan and Mr. Dolan, I want to thank you for giving us your time today.
The Committee will quite possibly be calling you back at a future public hearing to
document some further information.

MR. CALLAHAN: We will be available, Senator. Thank you very much.

SENATOR BEDELL: I would like to get into the record at this point something
I have neglected to say: and, that is, if any taxpayer, any citizen or any public
employee wants to testify or has information he feels will be useful to this Com-~
mittee, we would be very desirous if he will so advise us. Mr. James Carroll is
our Legislative Aide and requests for appearances before the Committee or submission
of documentation should be directed to him. Mr. Carroll is the gentleman immediately
behind me at this time. Jim, what is the telephone number?

MR. CARROLL: 292-5526.

SENATOR BEDELL: I would like to call upon a former colleague of most of us
at this table, who has since gone on to greater things, our Commissioner of Institutions
and Agencies, the Honorable Ann Klein.



Might I say something, Mrs. Klein, before you commence your remarks. I noted
this morning in the paper - not that I am partial to any one paper, but I happened
to buy the Star Ledger - that you said the reason you had a press conference pre-
ceding your testimony before this Committee was that you weren't informed you were
coming before this Committee until three o'clock Tuesday, so the paper said. I place
no margin for error on your part, but I did speak to someone in your department
concerning your appearance or a surrogate's appearance before this Committee today.
We did not have you scheduled originally. We did not intend to call you at this time.
I was given to understand by the representative of your department that your depart-
ment did want to testify or that, because of the obvious heat, shall we say, from the
media that you were going to have to have a press conference to respond. At that
point, I said we would be delighted to take your department up today. So I was a
little disappointed to learn of your press conference yesterday because, had we known
it was going to take place, we in all probability would not have called you at this

time.

ANN KLETIN: I am very sorry, Senator Bedell, because the message that I
got was that - and it obviously was a misunderstanding - you weren't certain whether
you would be able to and that is when we decided to. If it was different than that,
I really am sorry: but that is what I understood.

SENATOR BEDELL: I did not speak to you directly.

COMM'R KLEIN: I know. I did try to call but ---

SENATOR BEDELL: I will say at this point that we will be calling you or someone
in your department back at subsequent hearings as questions may develop.

COMM'R KLEIN: Sure. We are'at your disposal.

SENATOR BEDELL: Thank you very much. You may proceed. Thank you again.

COMM'R KLEIN: I suppose in a way I feel responsible for all of you sitting here
and holding these hearings because it was our division that was, as I said yesterday,
rather improperly blasted in the papers on the basis that we had some people who formerly
worked in New York working in the Division of Youth and Family Services.

As a result of that, we have really done a very careful and complete analysis of
the employment in our department and in the division because you can respond to a charge
of facts. For instance, there werel6 people hired in the Division in the last 20 months
from New York City or with previous experience in New York City. That is a fact and you
can respond to that. But what you can't respond to is the kind of innuendos that
somehow this was involved with all kinds of strange machinations and cronyism and all
that. You have to have a much more complete analysis in order to respond to that kind
of thing.

We forwarded to you a full report that was done by DYFS at our request = I think
you all have it at this point - which responds point by point to all of the charges
that were made in the paper and which satisfies me completely in terms of answering
those charges. In addition, we prepared a summary of that report because it is a
very lengthy report, and I think you have that also.

I know that you said in your letter to us that you wanted to know what our
personnel practices are in the department and it is very important. We have a very
large department. We have almost 20,000 employees. We are probably the largest hirer
in the State because of all of the institutions that we run. Our policies are -- my
policies are: First of all, you want to, whenerxr possible, promote within the depart-
ment and within the State government people who have experience and who have given years of
service to the State. Secondly, I think it is very important that we do whatever we

can in terms of affirmative action to promote and to hire women and minorities into
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our State government and we have a very, very excellent record in our department in the
last 20 months in this regard. But perhaps the most important thing is that this is really
very important business, State government, and I know now that I am in the Executive side
that the picture you have of it when you are on the Legislative side and the picture

you have when you are on the Executive side are not identical. You see the problems

of making things work once you are in a position where you think you have a good deal

of control and power and ability to move. But there are all kinds of things that make

it very difficult to achieve the things that you want to achieve in a short period

of time.

So I think it is perhaps most important that we try, whenever possible, to always
have the idea of quality performance and the best people that you can have in the jobs.
Now I have nine division directors that report directly to me who are in uncut
classified slots who have a lot of responsibilities and substantial salaries in terms

of New Jersey standards. Of those nine, four are still there who were there when I
came and five are people whom I have appointed. I think that it is important fo note
the appointments that I made. In the Division of Public Welfare, for instance, there
was an Acting Director, Mr. Thomas Riti, who had been Acting Director for quite a
while previous to my coming, who has been in the civil service system for many years.
He came right up through the Bureau of Children's Services in the Division of Public
Welfare. He became a deputy and then was Acting Director. I waited a few months to
evaluate his performance and the way he was handling that division and decided that
there was no reason why he should not have the title and the salary and everything
that goes with being Director, and I appointed him to be Director. That was one of
the appointments I made.

Dr. Rotov was the Deputy Director of Mental Health when I came into the
department and Dr. Weinberg was the Director. dr. Weinberg had been sort of drafted
and dragged into the slot by Commissioner Clifford and really was anxious to return to
the hospital to be Director of Trenton State Hospital from whence he had come.
Eventually I was unable to persuade him to give it a little more time. That's a very,
very tough job, Director of Mental Health. And you may not know, but that position
was vacant for five years in New Jersey. I can remember speaking to Commissioner
Clifford when he was Commissioner and saying, "Can't we find somebody to fill that
slot of Director of Mental Health?" He said that they were recruiting all over the
country, Canada, etc., and they just couldn't get anybody to come and take that job.
Well, in the period of time I was there, I had an opportunity to see Dr. Rotov and
the kind of work that he did and to look at his credentials, which are absolutely
impeccable. He has everything you would possibly want in the way of professional
credentials, having written professional papers, being highly respected by his
profession, with some 30 years of experience, I think, in the division right up through
the hospital, and yet a man with enormous capabilities, intelligent, and a capacity
to seize new ideas and move forward. And I saw no reason why he shouldn't be the
Director of the Division of Mental Health and I appointed him.

I would like to say in these appointments, I never had any concern about what
their political affiliations were or any previous kind of activities that had to do
with any campaigns or anything like that. I dare say some of them are Republicans,

I'm sorry to say. But we were looking for qualified people and to promote whenever
possible.

I did replace the Director of Medical Assistance and, in replacing that person,
there was a young man in the department when I came who had been an assistant to

Commissioner Clifford. 1In a very short time, I was extremely impressed with his
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administrative ability, his knowledge of the system, his experience both in health and in
the department, and his ability to be a leader and to deal with people and to articulate

to the public the problems of the department. So when that vacancy occurred, I appointed
him to that position. I never knew him previously. He is a New Jerseyite, I believe.

There was one position that I went outside for and that was for the Division of
Youth and Family Services, and I would like to explain why. Now I don't happen to think
there is anything wrong with going outside to hire people because I think a lot of
people who live in New Jersey work in government either in New York City or in Philadelphia,
and we are sort of a metropolitan area. The advantage we have when those people WOrk
in New York is that New York pays their salaries and we collect the commuter tax.

But, basically, it never really had occurred to me that anybody would take exception to
the idea that in looking for people that you would look as far as was necessary to
find what you felt would be a person who could handle the job.

Now DYFS is a tough division. It is bigger probably than almost any of the depart-
ments of government in terms of its numbers of employees and certainly its budget
and the complexity of its programs. When I first came into the department, it was
very difficult to evaluate exactly what was going on managerially in that division
because in our department every division sort of operated as a separate little empire.
And I didn't have the budget staff and the planning staff that I now have so that I can
have some kind of a managerial overview &f the division. That simply did not exist
in the department. They really were separate departments with somebody who acted as
a buffer, I guess, between the Governor and the five divisions, but who actually had
no capacity to look into those divisiomsor evaluate what they were doing. But I knew
that this was a division that had started as a Bureau of Children's Services and had
mainly over the last 75 years been responsible for adoptions and for foster placement,
‘and that most of their work actually did consist of foster placement. All of a sudden,
two years ago, this was made a division of our department and it was given all kinds
of major new responsibilities. All of the day care activities which had been over in
the Department of Education for so many years were moved into this division. In
addition to that, the JINS legislation was passed. I came into office in January.

The JINS legislation was to be effective March lst and there wasn't any planning or
advanced notice of that implementation. The only thing the division was planning to
do that I could see was to turn the State Home for Girls into a JINS facility and
that seemed to me to be counter-indicated by the law and the intention of the law.
All I could see is that we would end up,instead of having 50 girls in the State Home
for Girls, having five or six hundred kids in the State Home for Girls. So I dis-
approved of that.

In addition to that, soon after I came in, the Dodd law was passed, which gave
us enormous responsibility in terms of intervening and treating child abuse and
neglect.

The day care programs had gotten started in New Jersey, but I was looking at a
situation where New Jersey had available to it $88 million of federal money to spend
for day care, homemaker transportation and all kindsof other social services and so
far the department and the division had only been able to rev itself up to use half
of that money.

I had two major things I wanted to do: Number one, I wanted to get for New Jersey
this social service money because having been a social worker and having worked in
the field, I knew the needs out there. And I felt it was just terrible that, with the
tremendous needs of day care and for all of these things, we weren't using the
federal moneys that were available to us. So tHat was a major thrust.
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I had a couple of other things that I wanted to be done. I wanted to be sure that
we had a thorough track on the kids that were in foster homes, that there were not kids
being lost and left in foster homes forever, and I wanted to get a handle on that and
get as many of those children who could be made available placed for adoption or at
least to know that they were not available for adoption.

A third major thrust I had was that I was concerned about the management. I know
how scarce our tools are in terms of both management people and hardware with which to
manage very complex agencies. I don't think you realize it until you get in. I felt
with t he thousands of contracts that we were writing with day care facilities and
foster homes and payments for residential treatment, and with an expansion of that
service anticipated, that we really had to have the experience of someone who had
run a large agency. For that reason, I looked and I brought Mr. Kagen into the depart-
ment, even though he had worked in New York. He méved to New Jersey and has been living
here ever since he was employed here.

I think it is really outrageous to imply some of the things that have been implied
about the fact that this simple thing was done. I must point out to you that 20 months
ago, we really didn't think of New York as being some kind of a fbreign,threatening power
or that there was something ---

SENATOR FAY: What things were implied?

COMM'R KLEIN: Pardon me?

SENATOR FAY: What implications are you talking about?

COMM'R KLEIN: I think that you have read the articles, Senator.

SENATOR FAY: Yes.

COMM'R KLEIN: I think if it were not for those articles, you would not be holding

these hearings. The implications were terrible. I can show you some of the hate mail

I have received as a result of those articles. I don't even want to say what those
implications were. I think they are very, very crystal clear. I would be glad to
give you some of the mail.

SENATOR FAY: I don't find them crystal clear. When you say "implications", it
is a generalization. I wish you would be more specific.

COMM'R KLEIN: Well, all right. It was said that I created a haven for New York
people in an emergency when they were losing their jobs. If you want to read Franklin
Gregory's article from Thanksgiving Day, his letter to Abraham Beame saying, "Don't
worry, Mayor Beame, Ann Klein in the Department of I and A is going to help you.

We are going to bail you out of your troubles." Those are the implications. That
is what I mean and that is why I am here to say that our decisions on hiring have
always been based on what we think will help us do the best job for New Jersey.

I think those articles were cruel. I think they were unfair to the people
that have tried to help us.

I want to get on to the next thing because a lot was made out of the fact that
sixteen people came into the division over a two-year period to work on special
projects and to, in some cases, get permanent assignments. You have to look at it
in perspective. The division was a rapidly-growing division. They hired almost
a thousand people into unclassified or provisional slots during that period, and
these were sixteen people out of a thousand. I gagve you the records of all of the
provisional positions and all of the unclassified positions, the Project Specialists,
Consultants, everything that we have in our entire department, so that you can have
it at your disposal and look at it and understand what the kinds of people are that
fill these positions.
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I have heard you asking before about $100 a day. Lawyers are expensive - they
are expensive. First of all, the department never was given any positions to hire
lawyers. In fact, there was a feeling you should only use the A.G.'s.

SENATOR FAY: The only hundred-dollar-a-day Consultants are lawyers?

COMM'R KLEIN: Some of them are lawyers.

SENATOR FAY: How many?

COMM'R KLEIN: Well, I'd have to ---

SENATOR FAY: Are there other people hired for a hundred dollars a day who are not
lawyers?

COMM'R KLEIN: Mr. Kagen can answer that. What do you have? I don't have a
list.

MR. KAGEN: Would you like me to break down the hundred-dollar ones?

COMM'R KLEIN: Yes, I think you should.

SENATOR BEDELL: Pardon me, but I don't want at this point to interrupt the train
of thought that we have. I would like you to continue with your statement and allow
the Committee to ask questions later.

COMM'R KLEIN: All I can say is that the report that we gave you has attached
to it all of the resumes of all of the people who were brought in. Nobody has ever said
that anybody who was brought in was not fully qualified. Nobody had been fired from a
job or was brought in hem as a refuge. These were people that were recruited. I
will tell you that if I went to another state to take a job, there are people in my
department, people in this government, that I would want to take with me, people
that I knew, not personally knew, but knew of, people whose capabilities were known to
me, that I would feel would help me to do a job.

Recently I lost one of my best employees to Illinois, a terrific fellow from
Middlesex County. He was hired to be an assistant to the Budget Director out in Illinois.
He took with him another employee from my department, which I think was a tremendous loss.
This is the way life is. If you are dealing with these complex jobs of running a
department such as this, you have got to have available to you, whenever possible,
people that you have some reason to be able to depend upon to do the job.

I think it was absolutely normal that if you hired somebody who had experience in
a huge agency in New York and if you came in and found the kind of managerial problems
that were facing that division, you would not be able to move fast enough to get some
help. 1In doing that, there is absolutely nothing irregular, nothing wrong, about
using the available slots and positions that are made available to you through civil
service and through personnel practices in the government. If you want that not to
exist, if you want there only to be civil service slots bfrtﬁaf—zﬁéreiéhdﬁiﬁﬁ%t Be”55§"
per diem Consultants and that everybody has to be brought in as full time and paid
18 percent fringe benefits and be kept for a year, instead of using them for three days or
five days or three months or whatever, then that is to be legislated. But, frankly,

I think we get more back for the buck out of being able to hire some of these Consultants
on a per diem, and we have a lot of them in our department in all kinds of professional
positions: doctors and dentists and everything else. You should look at that. We could
not hire those people to work in the prisons and some of the other institutions if we
had to go out and try and hire them for the $27,000 a year that we start a doctor in ~
New Jersey, and I don't even think it is that high.

We have to look at the total perspective of the thing and not get carried away
by the kinds of innuendos that were made. I think I have probably spoken too long.

I would be happy to try to answer your questions. I don't know if I can answer them all.
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SENATOR BEDELL: Senator Fay.

SENATOR FAY: I will wait.

SENATOR BEDELL: Mr. Zolkin.

MR. ZOLKIN: I would rather defer questioning at all until I have had the
opportunity to digest some of the documents that have been submitted.

SENATOR BEDELL: Senator Vreeland.

SENATOR VREELAND: Thank you, Mr. Chairman. I think, as Mrs. Klein points out,
the reason we are here - and I don't think there is any question about it - is because
of the articles.

It is a fact of life, I think, that Mr. Kagen came from New York from some sort of
a program that was discontinued. Isn't that so? I think that is so because, at least,
the paper says that. The paper says this agency was "a unit in New York City's Health
Services administration, which currently is being dismantled as one of the moves in
an effort to keep the city from drowning in a sea of red ink."

COMM'R KLEIN: What is the date of that? That is a very recent article. It
certainly was not disbanded at the time he came.

SENATOR VREELAND: But it is true, isn't it?

COMM'R KLEIN: It certainly was not disbanded at the time he came here. He
was Director of the agency. That was some 18 months ago. Now that was an $85 or
$87 million drug addiction program that dealt with about 30,000 people in about 300
centers. It was a large agency, yes. I don't know whether New York has had to disband
it. I haven't heard that they have.

MR. KAGEN: I don't know what they are doing with the administration of the
agency, but I can tell you that the contracts, the $85 million in services that are
provided to over 30,000 individuals,are not being disbanded, although, I imagine,
in two years there have been some cuts and changes in the size and scope of the
program up and down.

SENATOR VREELAND: Well, I think that the question we are faced with is:

Did you make an effort to hire people in New Jersey to fill these jobs that you felt
were necessary to be filled in order to have an efficient operation in the Division
of Youth and Family Services? Let's just take that division.

COMM'R KLEIN: I tell you when I place my confidence in a Director - and that
is true throughout the divisions - I do not tell them whom to hire. 1In fact, you can
ask any division director in my department. I have never told them whom to hire.

They are in charge and I holu them responsible for the job that they do, and that

means that I have to give them the leeway to do the hiring of the personnel and
everything else in their department. They are limited in what they can do. Most of

the slots in most of the departments are civil service promotional slots, but they all have
numbers of non-classified slots. I think you would find the same thing true at the
division level, that they do not tell the hospitals whomto hire - that the hospitals

do their recruiting because the director of that hospital has to be responsible for

the management. And if you tie him up or if you telf him whom he has to hire, you

are not going to be able to hold him responsible.

Now, I think that is a kind of refreshing thing. And I will tell you that I
was a little bit surprised whén I got into the Executive Branch because I was used
to the Legislative Branch. I really didn't know what kinds of hiring there would be
in government, what kinds of pressures there might be, political pressures, etc. And
I am really happy to tell you that there have been very few legislators or very few

even to influence the hiring practices or to get anybody a job or put them in.
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That doesn't mean it has never happened, but it has very seldom happened. Therefore,
I feel as though, if you put somebody in charge, they are responsible for running
that department or that division or that agency, and you have got to let them do

the hiring. So I didn't do it.

SENATOR VREELAND: -~- which was the case with Mr. Kagen. In other words, he
brought people in from New York on his own, I gather.

COMM'R KLEIN: Mr. Kagen, in order to put anybody on his payroll,had to go through
the whole process of getting approval from Civil Service for the hiring, getting
approval from the Budget Bureau, his BB-10's had to be signed and sent in. I mean, he
can't just go in and take somebody and put him on the payroll. There has to be a
job description. There has to be a resume. There has to be a justification for the
job. There has to be a justification for the salary. It is not a simple process.
And, even when you are hiring unclassified people and you don't have to go to lists
and so forth, it still takes a considerable amount of time to get people on board.

SENATOR VREELAND: Weren't most of these people unclassified? According to
the information we have, they were unclassified. They are not under civil service.
Isn't that true?

COMM'R KLEIN: But, as I say, even with that, you have ---

MR. KAGEN: May I answer that?

COMM'R KLEIN: Yes, please.

MR. KAGEN: I thought perhaps it would be useful to tell you some of the numbers
that are involved in Project Specialists and per-diem Consultants in the division.
WouldAthatibemﬁélpfﬁl?

SENATOR BEDELL: Mr. Kagen, are you dgoing to testify,yourself?

COMM'R KLEIN: As you wish.

SENATOR BEDELL: Then I would prefer to wait and have questions directed
to you after you have testified yourself, if that is all right with you, Commissioner.

COMM'R KLEIN: If you prefer that.

SENATOR BEDELL: I would rather just stay with you for the time being.

COMM'R KLEIN: Okay. I will just say that there were sixteen that we have
been able to identify, out of a thousand hired, almost a thousand, 997 provisional
appointments, that had any kind of experience in New York. 1In a couple of cases --
in one case, for instance, the person had not worked in New York since 1968, but the person
was still listed as a former New York employee by the newspaper. Threé of them
worked as Consultants on special short-term projects, completed the job and terminated
their employment. Five additional consultants are working on projects and will
complete their assignments and will terminate their employment at that time. Five
are now in full-time, classified titles. And when tests come up for those titles,
they will have to compete in those tests along with others who are interested.

Three are awaiting the establishment of such classified titles. I have gone over a
list of how long it takes from the time you ask for a title to be classified until
you get it classified. And it can range anywhere from five months or six months

to two years before you finally get to the place where the test is available. That is
what has happened. Of those three that are awaiting classified positions, two are

in Project Specialists'slots and one is a Consultant.

SENATOR VREELAND: Mr. Chairman, may I go on?

SENATOR BEDELL: Certainly.

SENATOR VREELAND: Mrs. Klein, I think you said since you have been here you have
had a thousand additions to your ---

COMM'R KLEIN: --— to DYFS staff.
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SENATOR VREELAND: Right. Out of that 1,000, how many were unclassified?

Now we know - at least Bill Druz from Civil Service told us - that there are 126
project specialists in your Department.

COMMISSIONER KLEIN: First I want to say that out of those 997, some of them were
turnover positions. There is quite a high turnover in State Government. You have to
realize the fact that in 20 months we went from using half of our Federal funds of
$44 million to all of our Federal funds of $88 million which, naturally, created
the need for more positions.

SENATOR VREELAND: That created the need for more project specialists, because
you were using more Federal funds? Is that what really happened?

COMMISSIONER KLEIN: Well, to tell you the truth, I am not an expert on these
personnel matters but it is true that a lot of the things that we do, such as social
services planning, setting up projects, etc., would require somebody not on a permanent
basis but someone who is a project specialist.

As I understand it, there are certain criteria for filling project specialist
slots. I think I have it in this report if you will wait until I turn to it.

But, the fact is, the number of unclassified people in our Department has actually‘—
the percentages - declined in the 20 months I have been there. I mean, we have a far
less percentage of unclassified positions than we had 20 months ago.

What is this?

MR. MULCAHY: This is the break-down of the 997.

COMMISSIONER KLEIN: Oh, of the 997, 861 are classified, 52 are unclassified, and
there are 84 consultants - per diem consultants. This is a list, by the way, of the
Department consultants. This list does not include the--

We have a total number of 221 consultants in the rest of the Department. I can -
give it to you briefly: 115 physicians, 29 psychologists, 20 péYchiatrists, 5
dentists, 6 podiatrists, 4 optometrists, 8 medical technicians, 6 physiotherapists,

1l chiropractor. It might be intéresting to note that 2 of them reside in New
York and 9 in Pennsylvania and 1 in Delaware. I have it broken down by Division.
I would be happy to give that to you.

SENATOR VREELAND: I don't think that the Committee is so much concerned with
the fact that in the competitive competing for jobs at State Government level - which,
of course, would be Civil Service - people come from New York, they come from Pennsylvania,
and when they get into that classification of competition I don't think there is any
question but that is perfectly alright; it is the legal way to do it. I think that
what we are concerned with“is - and, of course, this is as a result of the newspaper
articles - that these are unclassified positions and whether or not there are people
in New Jersey who could well fill those positions. I think that is the important thing
we are concerned with.

I know this because we read it and I happen to know Mr. Schenck - or did know him -
when he headed Youth and Family Services, as you knew him, I am sure, in Morris County
from the Denville Boys Home. I knew him very well up there. And he was fired, as
I understand it - at least I read that - and then he was hired by the Treasurer, Mr.
Leone, at more money, evidentally, than he was getting.

I don't question that. I think you probably gave a reason. You had your reason
for doing that. But Mr. Kagen was brought in, as I understand it, to fill his position.
Is that true?

COMMISSIONER KLEIN: Yes. I have testified to that. By the way, Mr. Schenck
had the right to title within State Government because he had been in the Civil Service
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system before he took this position as Director of Youth and Family Services. So, he
could go back to a former title.

SENATOR VREELAND: He could go back to what ?

COMMISSIONER KLEIN: To a former title. He retains his tenure rights in the
system. :

SENATOR VREELAND: Yes, but he was relieved of his duties as head of the Youth
and Family Service Division, isn't that true?

COMMISSIONER KLEIN: That's true. We discussed, in the Division, the direction
that he thought of going in and I decided that I wanted another Director. I am
responsible for what goes on in that Division. I don't think anybody feels that a
person in the position of Commissioner should not be able to appoint people that they
feel they want to.

SENATOR VREELAND: I agree. I don't think there is any question about that.

I don't question that.

COMMISSIONER KLEIN: I don't think I have abused that and that is the point I
wanted to make earlier.

SENATOR VREELAND: I think that our question is, was there someone in New Jersey
who could have taken over that position? I think that is basically our question.

COMMISSIONER KLEIN: Well, I have no question that perhaps after a long-time
search we would have found someone. I can't possibly deny that that is true but I do
have to tell you that there aren't too many people in New Jersey that have ever had
that size of a responsibility.

If you look at the State Budget and the way the Departments are broken down, you
will see that a Division of that magnitude, a very complex Division and one that has
to deal with the Federal Government all the time, is not a simple job to run and most
of the people-- You know, we have hired people from other Departments of State Govern-
ment. We have hired quite a few from the Department of Higher Education because it is
the only Department that is sort of comparable to ours in its size and complexity.

We can't raid them for everybody that they have but we have gotten some very competent
people out of that Department.

I must say to you, Mr. Vreeland, that it never occurred to me, two years ago,
that that would even be a question because it simply did not exist as a question at
that time. It only became a question about two months ago. I would have found nothing
wrong with hiring somebody from any State who I felt had the credentials to do the job.
I would not have felt that I could not hire somebody from out of State until I had
for six months, or seven months, exhausted every possibility in the State. That never
was even a consideration in anybody's mind at that time. I don't think it should be a
consideration at this time. We are not an island. We are not an insular little
country someplace. We are part of the United States. We bring people in to our
State. We want people to come into our State. Many times in the past, New Jersey
has not-provided the educational opportunity for people. We had to import many people
for professional and managerial jobs. I am sure that all of our industries in New
Jersey recruit from all over the country.

Government is just as important as running a pharmaceutical company. If the
Legislature feels that cabinet members and people in departments, etc., should only
be selected from people within the State, then they have to enunciate that. I think
that would be a mistake. I am sure that the predecessors in my job came from outside
the State. I know that was one of the things in Governor Cahill's mind - that they might
have to recruit a person for this job from out of State. It is a tough job.
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SENATOR VREELAND: I agree. I have no further questions at this time.
SENATOR BEDELL: Senator Davenport?
(no questions)

Senator Hirkala?

SENATOR HIRKALA: Commissioner, when you were about to appoint the Director of
the Division of Youth and Family Services, did you advertise for applicants?

COMMISSIONER KLEIN: No.

SENATOR HIRKALA: Did anyone recommend Mr. Kagen to you for this position?

COMMISSIONER KLEIN: Yes. As a matter of fact, Mr. Kagen had come, originally,
to apply for a job as Deputy of the Department and I interviewed him for that job.

SENATOR HIRKALA: In your statement you said you had interviewed New Jersey
residents for the position. Do you recall how many you interviewed?

COMMISSIONER KLEIN: Not very many because we moved very rapidly. I don't know,
perhaps three or four.

SENATOR HIRKALA: Are you satisfied that your Department is doing all it can
to insure that Civil Service Rules and Regulations are being complied with and that
promotional opportunities for career employees are being followed?

COMMISSIONER KLEIN: Absolutely.

SENATOR HIRKALA: Are there any project specialists on the payroll who do not
work full time for the State of New Jersey? :

COMMISSIONER KLEIN: Not that I know of, no. Oh, wait a minute, do we have any
physicians as project specialists?

MR. MULCAHY: They are listed as consultants.

COMMISSIONER KLEIN: Oh, okay. No, they would be consultants.

SENATOR HIRKALA: In regard to consultants, how many of them work full time; how
many are on a part time basis; how many are on a per diem basis?

COMMISSIONER KLEIN: We are going to give you a complete list of every consultant
in the Department, what they get paid, how much time they work, and what they do.

SENATOR HIRKALA: That would be very helpful. ‘

Commissioner, the last thing I want to get to is your statement yesterday, in which--
I want to read from the last statement: "For heaven's sake, let's start paying attention
to what is important.” I believe several members of the committee take that as an
implication that you feel the work of this committee is not important and I would 