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October 2, 2019 
 
Sudhan Thomas, President and 
Members of the Board of Education 
Jersey City Public Schools 
346 Claremont Avenue 
Jersey City, New Jersey 07305 
 
Re: Findings on research and analysis of the Jersey City Agreements for Payments in Lieu of 
Tax (“PILOTs”) as part of the Operational Efficiency Audit 
 
Dear Mr. Sudhan and Members of the Board of Education 
 
Pursuant to the additional resolution and expansion of the scope of services of our request for proposal 
(“RFP”) and the final resolution authorizing by the Members of the Board of Education, PKF 
O’Connor Davies, LLP (the “Firm”) was retained to review documents, analyze available data and 
interview personnel as part of an Operational Efficiency Audit.  The purpose of the operational study 
was to review specifically identified areas and disciplines within the Jersey City Public Schools (the 
“District”) in order to determine whether the various departments are appropriately staffed to meet 
the service delivery, compliance and technology needs of the District and whether the various systems 
(Payroll, Budget, Personnel, Purchasing, Student Data and other areas) are meeting the current and 
foreseeable future needs of the District.  The RFP identified 13 key areas that were to be considered 
during our engagement.   
 
BACKGROUND: 
  
The State of New Jersey has reduced the funding and financial support for the District by 
approximately $75 million. 
 
The District is in need of additional funding sources to replace the reduction in State funding and 
support. 
 
The City of Jersey City has over many years granted payment in lieu of tax agreements (“PILOT 
agreements”) with various property owners wherein no tax is levied on the properties with PILOT 
agreements for the school tax of the City of Jersey City thereby creating a gap between education 
service requirements and related costs with no support by the property owners for the costs associated 
with education of students in Jersey City. 
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The District expanded the scope of services of the original contract to include additional audit 
procedures to audit the past and future PILOT abatements to determine if they are in compliance with 
the terms of the agreements and the additional tax due to the City of Jersey City if such agreements 
are in default.  Obviously, if PILOT Agreements were no longer valid, the properties’conversion to a 
regular tax levy would result in the Jersey City Board of Education’s entitlement to additional tax 
revenue, as well as reduce the tax burden on the citizens of Jersey City.   
 
 
 
Our procedures performed and the preliminary findings are as follows:  
 
PROCEDURES AND FINDINGS: 
 
We obtained the list of all Pilot Agreements in effect in Jersey City from the User Friendly Budget 
Report. There were 179 Pilot Agreements in total. The PILOT report lists the Project Name; 
assessed value of the land and improvements; the PILOT Billing, (payments pursuant to the PILOT 
Agreement formula) and the tax if the property was subject to the full tax assessment as other 
propertied are assessed in the City.  We then prepared a chart utilizing the PILOT report list and 
calculated the difference between the PILOT Billing and the fully assessed tax.  We sorted the 
PILOTs in ascending order of the difference between the PILOT amounts and the Full assessed tax 
as if applying the City’s regular tax rates to identify the properties with the largest differences 
between the PILOT billing and the fully assessed tax.  For the total of all of the 179 PILOT 
agreements the regular tax levy exceeds the PILOT billings by $65,442,000 per year. 
 
We selected to investigate the top 19 Jersey City properties under tax abatement programs 
(PILOTs) which represented the largest difference between the PILOT Billing and the fully 
assessed tax.  The said properties all share the characteristic that their PILOT agreement payment 
versus what their fully assessed tax payments; that their variance exceeded $1,000,000.  The 
variance for the top 19 properties selected indicated that the PILOT billing was below the fully 
assessed tax by $41,395,000 per year which represented 63% of the total variances for all 179 
PILOTs.   Generally, the Jersey City Board of Education would receive approximately 25% of the 
fully assessed tax on properties in Jersey City.  Therefore the potential lost school funding 
attributable to the top 19 PILOT‘s was $10,348,000 per year. 
 

  

http://www.pkfod.com/


 

 
PKF O’CONNOR DAVIES, LLP 
20 Commerce Drive, Suite 301, Cranford, NJ 07016  I  Tel: 908.272.6200  I  Fax: 908.272.2416  I  www.pkfod.com  

PKF O’Connor Davies, LLP is a member firm of the PKF International Limited network of legally independent firms and does not accept any responsibility or 
liability for the actions or inactions on the part of any other individual member firm or firms. 

 

Once we identified the properties with the largest variance we researched the exact address of the 
property as the name on the list did not always have the address and then made requests to the City 
for additional documents. 

 
An OPRA request was made for the PILOT agreements and auditor’s reports (a required report in 
all PILOT agreements) for years 2016, 2017 and 2018 on the said properties on May 8th 2019. The 
PILOT agreements were not sent until 6/28/2019, providing only 18 of the 19 agreements 
requested. The auditor’s report would follow several weeks later (7/23/19) providing 11 of the 18 
properties auditor’s reports. 
 
Out of the 11 auditor’s report, no reports included the 2018 financial information or auditor’s 
reports and only 7 out of the 11 had 2017 financial information in the auditor’s reports. All had the 
2016 financial and auditor’s reports. Jersey City was unable to provide any 2018 reports. Pursuant 
to the PILOT Agreement the audit reports are required to be filed with the City within 90 days after 
the close of the calendar or fiscal year end by each entity.  We visited the Tax collector’s office and 
inquired of the City personnel responsible for overseeing the collection of PILOT payments and 
they stated that they use the most recent auditor’s report on file and bill taxes based on that, and 
when they do finally receive the new auditor’s report then they reconcile the amounts. 
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Six out of the seven properties that Jersey City could not supply were tax abated condominium 
properties. And pursuant to those PILOT Agreements, their taxes are based on a percentage of 
project cost, as well as a percentage of condo sales. Jersey City could not provide information about 
condo sales, or project cost, which would be necessary for them to properly bill the 
developer/owner. 
 
One of the properties in our selection was Provost Square I Urban Renewal (The Morgan) at 160 
Morgan St a rental property, which the PILOT agreement states that the annual service charge is 
14% of rental revenue. There is no auditor’s report on file, so there is no way to know what the 
figure to bill pursuant to the agreement. 
 
 
According to market reports from Avison Young, Jersey City has seen vacancy rates drop and 
absorption rates to climb. This is an indicator that the Jersey City commercial real estate is strong, 
and would not require and tax abatement/incentivizing programs for developers. 
 
 
Our review of the audit reports revealed that  for GSJC 30 Hudson Urban Renewal, LLC property 
reported for 2016 Rental Income of $52 million and Expense reimbursements of $43 million for 
Total Revenue of $95 million. The Operating Expenses were reported as $43 million by the entity.  
Since the Reimbursed Expense Revenue for 2016 exceeded the total Operating Expenses of the 
entity for 2016, we recommend that the City perform its own audit of the books and records and 
leases of the subject property to determine if any of the Reimbursed Expense Revenue of $43 
million is actually revenue for use of the square footage of the retail and other tenants rather than 
the classified Reimbursed Expense.  Any revenue for use of the space for retail and other space 
would be included in the computation for the Annual Service Charges at 15%.  If the retail and 
other space users are paying reimbursed expenses in excess of the actual operating expenses for the 
space they use then the amounts paid in excess of the expenses should be reported as additional 
revenue subject to the Annual Service Charge of 15%.   
 
On August 19, 2019 we submitted a new OPRA request to the City to provide all 179 PILOT 
Agreements and audit reports for years 2016, 2017 and 2018.  
 
We visited Jersey City Hall on August 27, 2019 and met with personnel responsible for review of 
the collection of the PILOT payments regarding questions raised about the records and timeliness of 
billing changes due to audit reporting by the property owners.  
 
None of the documents requested in our August 19, 2019 letter were provided.   
 
We visited Jersey City Hall on September 5, 2019 to follow up on our August 19, 2019 OPRA 
request.  The Tax Collectors Office referred us to the City Clerk’s Office for answers as to when the 
documents would be provided.  The City Clerk’s Office referred us to the Legal Department.  We 
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went to the Legal Department to seek clarification about when the documents would be provided 
and how to possibly streamline the process and discussed that  a meeting might be beneficial to 
discuss the areas of concern and possibility of added revenues due the City pursuant to the PILOT 
Agreements and lack of compliance with reporting.  
 
At this Date we have not received the documents requested in our August 19, 2019 letter. 
 
As a result of the questions raised, and in order to ensure the accuracy of the preliminary areas of 
non-compliance, we recommend a meeting between representatives of the Jersey City School 
District and the City to discuss the issues and determine the accuracy of the PILOT Billings.   This 
meeting could resolve any outstanding questions or issues concerning compliance by the entities 
with their PILOT Agreements with the City.  
 
We thank you for the opportunity to assist you in this matter. 
 
 
Please do not hesitate to contact us if you have any questions or comments. 
 
 
Sincerely,   
 

 
____________________________________________       
Keith S. Balla, CPA, PSA, ABV, CFF, CGMA 
PKF O’Connor Davies, LLP      
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