INTERIM REPORT OF COMVITTEE

BY

N. J. Governor's Cormittee on Inadequate Pensions




20 West Front Street
914,90 Trenton, New Jersey
Py Cf,/c.& { November 28, 1956
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TO: The Members of the Legislature of New Jersey

?/Z. . Governorts Committee on Inadequate Pensions

FRQM 3 g George S« Pfaus, Seoretary,
SUBJECTs Interim Report of Commi ttee

Upon direction of Governor Robert Be Meyner, I have the honor to
transmit to you the attached copy of the Interim Report of the Governor's
Committee on Inadequate Pensionsa

The members of the committee are ag follows;

Carl Holdermen, Commissioner of Lebor end Industry, Choirmon;

Georée Me Borden, Secretary, Publio Employees! Retirement System;

Howard J. Devaney, Regional Director, Notional Council of Christions and
Jewis, and former President, Potrolmen's Benevolent Association;

M+ Joseph Duffy, County Clerk of Middlesex County;
Harry Jones, Vice President, Mutuel Benefit Life Insurance Coe;

William ¥, Kelly, Jr., Preasident of Civil Service Commission; PRQPER} Y QE
IVED

Jemes A. McFadden, Comptroller, Usvid Sornoff Leboratories; 195
: TR Of Slits Ligeapy,
Frederick M+ Raubinger, Commissioner of Education; YoEs and Higtory
ThEMYON

Harry Reichenstein; City Clerk of Newark;

Bernard Rifkin, International Representeative, United Automobile VWorkers,
AFL~CIO;

Steven E. Schanes, Director, Bureau of Public Employeecs?! Pensions;
John W. Tremburg, Commissioner of Institutions end Agencies;

George S, Pfous, Confidentisl Secretery to Commissioner Holdermen, Secretarye

Respectfully,
George S, Pfous, Secretary
GSP:ywo

ENcCs



20 West Front Street
Trenton, New Jersey
November 9, 1956

Hone Robert Be Meyner
State House
Trenton, New Jersey

Dear Governor Meyner:

On April 2, 19566 you appointed & committee to study the subject
of pensions poyoble to retired state, county end municipsl employees which,
by resson of the change in the cost-of-living since they retired "ore wholly
inadequate to meet current living standards ond costs”, It has been desig-
noted the Governor's Committee on Inadequate Pensions.

This committee has held threc meetings and seme exploratory work
has been done by s sub-committee under special instructions We are pleased
to present this interim report to you to show the direction of thinking of
the committee, together with some of the facts it has discovered, and to
obtain from you, either by conference or otherwise, such further instruction
es this information will premotes

These are the premises which the committee has adopted and the
facts that have been developed in connection therewith:

(1) The committee is concerned only with those persons who are,
in fact, pensioned, If no pension plen was in effect at the time an indi-
vidual retired, the committee is not expected to rewrite the work contract
as it then existed and create pensions where there had been no provision
for any.

(2) The committeg is concerned only with "former state, county
and municipal employeses, who retired after yesrs of faithful service". 1It,
therefore, has not considered that its problem includes o considerable
number of persons who are beneficiories (widows, children end others) of
former employees.
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(3) The committee has observed thet the pensioners under con-
sideration generally have not hod the benefit of Social Security coverage,
the payments under which heve been incressed a few times since 1937 to meet
exactly this kind of situation. (We say that they "generally" have not had
this coverage because there are some who haove hnd it; early retirement
privileges under some of our pension plans have ensbled some to retire at
on age when they could still obtein other employment under Social Securitys
Some of our pensioners may, in fact, still be working for other employerss)

(4) The committee undorstands thot the problem should be handled
in an over-all fashion, and should not be dealt with on on individual basis
akin to old age assistance with a means test and investigation of individual
cases. This, of course, precludes any attempt to discover in individual cases
whe ther they are working elsewhere, are in receipt of Social Security, have
earned a pension elsewhere, or have privatec means,

(86) Any plan that is suggested by the committee must stond the
test of reasonableness as to the State's ability to pasy ond as to the possi=-
bility of andoptions

After careful considerntion of thes¢ and other aspects of the
problem, your commitbtee concluded that its primory concern wos with those
on whom the impact of the increase in the cost of living was greeatest,
nomely those who had rctired on small pensionse Small pensions, however,
can come about by reason of o low solary scale as o bose for pension or by
regason of a short term of service. It does not sppear logical to allow the
seme adjustment to two pensioners drowing the some low pension if one come
obout by reason of maximum servicc under a low salary scale while the other
resulted from short service under a more favorable sslsry scoles However,
a sharp cut~off point in the period of scrvice that would be recognized
would mean that persons on one side of that point would receive no benefit
while those close on the other side would have a sizeable benefits Conse~
quently, your committee feels that a certoin period of years of service
should be fixed to merit the full emount of eny edjustment granted, and
terms of service shorter than this fixcd period should receive only pro
rata adjustment, such scaling down being preferable to an abrupt cut-offs

Your committee has also considered the relative position of
pensioners who contributed and those who did not contribute to the benefits
now being poid to theme In its desire to cut across detail ond reach e
practical answer, the committee hus concluded that this feoture of pension
plans cen be ignoreds There ore several reasons for this conclusion. (a)
Most if not 2ll of these old contributory plens provided for other collanteral
benefits (deoth, disability) in oddition to the cmployece's pensione. These
were guite wnluable benefits which were worth a very large share, if not all,
of the employee's contribution, so thot his contribution to pension is no
more thon nominale (b) If a careful onelysis of contributions is to be meode,
it will involve eoch pension plon seperately ond the relotive stotistics
as to death ond other benefits running back over 40 yeors. (c¢) The whole
subject would be bodly confused by the amountiof non~contributory defici t-
finnncing since found to be necessarye In concluding thet contributions
should be ignored, your committee is conscious that o cost-of-living nd-
justment would, in effect, be guaranteceing the purchosing power of the
employee's own sovings in the plon, o benefit enjoyed by no other taxpayer.
Also, your committee is owore that some plans have permitted voluntary
extra contributions by the employce to increase his retirement benefit,
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Such details could not be ignored if the possible adjustment were subston-
tiol; your committee is presently of the opinion, however, that the areo of
ony possible adjustment to be recommended will be sufficiently modest so
that it con be regorded as being independent of that portion of the benefit
that was purchased by the employeece

Out of the foregoing besic considerations, your committee has
evolved the thought thet only the first "x" dollars of pension should be
subject to any adjustment, and that the sdjustment so determined should
be allowed in full only if at least "y" yeors of service had been rendered;
for less than "y" yesrs of service the odjustment should be pro-roteds Inis
kind of aodjustment obviously favors the lower-psid persons who have become
the lower-paid pensioners, ond conforms to the trend in recent yeosrs of
salary adjusiments among the working public generallya

Without knowing what cost might be involved in its choice of "x"
dollars of pension to be adjusted, or "y" years of service for full credit,
your committee, nevertheless, decided to experiment vi th various formulass
The amount of pension to be exposed to odjustment varied from $480 onnually
to $1,200 snnuolly. The number of yeors for full credit of the adjustment
was set at either 25 years or 30 yenrs ond the computed adjustment was pro-
reted for shorter terms of service.

The sdjustment which the committee seems to fovor is besed on the
broad assumption that current soleries at any time ore reflective of the
cost-of-living index ot that times This is not literslly true, but it is
obout s good & guide as we haves For each possible yesr of retirement,
the average of the cost-of-living index in the five-year period ending thet
year was computeds This averoge reflects the foct that pensions are us-
ually based on some form of final averaoge selary. From these figures it
was possible to determine whot the percentoge increose in the originel sal-
ary base of the pensien should be to correspond to the cost-of-living changes
These percentage changes were then slso averaged in groups of five retire=~
ment yearse This last was done solely to minimize subsequent estimeting;
either these averages or the individual years! figures con be used in the
actual adjustment, whichever seems prefernble. These average percentoge
choanges were then applied to the actusl current pensiomnsas described in the
two preceding poragrephse

Under this approsach:

Pensioners Would get For which the ¥fhich, for 25
Retiring an Additional Maximun based Yearst! Service
in Years Payment of on $480 would be meens, per year

Prior to 1920 140% $672 $26 488

1920 - 1924 57 274 10496

1925 - 1929 53 PASTS 10.16

1930 - 1934 68 3286 13404

1935 - 1939 93 446 17.84

1940 - 1944 80 384 16436

1945 - 1949 41 197 7488

These percenteges may need some explanetion. The post war (World
War I) inecrease in the cost-of-living index (with its assumed effect on
salaries) couses the percentoges of the 1920's to be somewhat lower then
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others. Bchind these percentoges, of course, is the process of overaging
for five years prior to retirement. Thus, some of the influence of the
late 1920ts is present in the percentcge shown for 1930 - 1934. The worst
part of the depression, 1933-4, hes little effect on the percentoge shown
for thet period, but hos maerked effect on the percentage for 1935 - 1939.
People retiring in those years, of course, received pensions that reflected
the salary cuts they received during the depressions

The various combinstions of "x" dollors and "y" yeors (six com-
binotions in o0ll) were then opplied to oll present pensioncrs in three
systems, nomely, Teachers, Police snd Fire Consolidoted, ond State Employees
(including other thon State Employecs covered by that system)s These three
systems are belived to cover 90% of the totol problem, and, if the figures
oppliceble to them sre roised by sbout 10%, the result will be an estimate
of the total amount involveds Cards showing thc details for each pensioner
in the three systems were prepared end the results under six different pos-
sible adjustments were computed oand summarizeds In the toble below, the
results are summarized to show:

]

"x", the dollors of present pension on which the odjustment was

computed,

"y, the number of yecrs of service required for full credit

shorter terms being pro-roteds
Present Pension, the actual pension being pcid nowe
Adjustment, the computed adjustment related to "x" and "y".

Present Value, the implied funding required to set up this
adjustment on a 3% expected lifetime bosise

Present Present

txh Myt Pension Adjustment Value
& 600 25 years 48,214,000 $1,919,000 $16,000,000
600 ao " 8,214,000 1,852,000 15,500,000
480 25 8,214,000 1,544,000 12,900,000
900 25 " 8,214,000 2,826,000 23,700,000
300 30 " 8,214,000 2,734,000 22,800,000
1,200 30 " 8,214,000 3,528,000 29,500,000

Schedules giving more detoiled figurcs for each of the six plens
ore attoched, These schedules will show no edjustment for persons retiring
since 1949 The average odjustment foctor for persons retiring in 1950 +to
1954 would have becn only 8%, snd your committee believes that such ¢ low
figure should not be recognized; many scleried workers absorb that much
without commente In limiting the proposal to persons retiring prior to
1950, nearly half the existing pensioners, over 5,000 of them, were omitted.
This has had marked effect in controlling the total cost even though the
adjustment in sny individual cese would hove been quite smolle

At this point your committee looks for further instructions. It
has no idea whot smount might reasonobly be absorbed in the State's annual
budget to cover this propossl, but it should be pointed out that if any one
of these formulos should be odopted (or any one aimed at the same objective)
the first year's cost would be the greatest; decths osmong pensioners will
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assure steady annual reduction in the cost, although some cost would still
remoin even 30 years hences

Lacking the knowledge necessary to detcrmine what the State might
properly absorb, your committee is disposed toward the fomiulno that is based
on the first $480.00 of pension and 25 years of services This involves on
initial onnual cost of over §1,500,000 on the pension systems tested, and
the inclusion of other Stote law plons will raise this figure to about
$1,700,000, Even so, this plan of ndjustment, the lowest of 2ll six, is
perhaps as low as anything thot could attruct favorsble supportse Short of
this, the project might better be sbandoned.

There comes next the question of financing this costs The com-
mittee at this point shows no disposition to suggest that additionel pension
payments be funded, and the fact that we have computed the present volue
required for any funding is not to be interpreted os indicoting otherwises
There is always the possibility thot the trend of the cost-of-living may be
reversed, in which case the State moy wish to review its position, uond pen-
sioners, meanwhile, should not be led to believe that the additional peyments
are vesteds

Some consideration, however, will hove to be given to the monner
of meeting the cost even on & year to yeecr basise Some of the existing pen-
sions are being paid for wholly by the State; others are poid for wholly by
the municipolitye Not all municipalities hawve adopted pension plens even
under the permissive legislotion that hos existeds If the Stote were to bear
all of the cost of the additiontl payments, it scems clesr that toxpayers
in municipalities which heve refroined from odopting plons will be helping
to pay the cost of additional pensions to the former employees of municipol-
ities thet did adopt planse These toxpoyers, of course, are already psying
locally for the cost of a compensation pockoge thet has been put together
without inecluding a pension progroms

There olso exist some plons thot ore not o port of any State pro-
grom which were odopted by counties ond municipelities under permissive leg-
islation for which any favoroble action by the Stote in incressing pension
payments will carry strong implicetions. Since the adoption of these plans
in the first plece wos permissive, it does not seem oppropricte to force
these political units to toke sction parnllel to the States Probably the
proper solution would be in the form of legislotion permissive in form which
would merely moke it possible for them to teke parsllel action. This, of
courss, would create o distinction between municipalities who operote their
own plans and those who have employees in State plens in that it would be
permissive for one group and mondatory for the others It should also be
recognized thot one municipality may have one closs of employee under o local
plan and snother class under a State plane
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In view of the mony romifications that are involved, your com-

mittee respectfully suggests thot the
should be submitted to you and that o

facts thot it has developed thus fer
conference with you be arranged, ot

your convenience, in which the subject cen be discussed ond further instruc-

tions obtained,

Sincerely yours,

Governor's Committee on

TInodequote Pensions

B

Carl Holderman, Chairmen
George Me Borden

Howsrd Je Devaney

M+ Joseph Duffy

Harry Jones

Williom F. Kelly, Jre
James Ae McFodden
Frederick M. Roubinger
Horry Reichenstein
Bernerd kifkin

Stoven E. Schanes

John W, Tromburg

Geoorge S« Pfous, Seccretary

B Vi

George o. Pfous
Secretory
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SYSTEM 1 TEACHERS, 5 POLICE & FIRE, 7 PUBLIC EMPLOYEES
BASIS OF TEST 1 $600,00 25 YRS,

YEAR OF NUMBER OF PRESENT INCREASE ON VALUE OF
RETIREMENT  PENSIONERS PENSION TEST BASIS TNCREASE
1920-192) 22 16,673 6,346 31,409
1925-1929 79 87,719 23,874 121,06
1930-193L 325 1934515 128,668 71,104
19L0~19LL 818 1,312,175 359,138 2,863,104
1945-19L9 1,268 2,097,297 288,194 2,711,583
TOTAL 2,933 4,616,822 1,022,259 75911,393
1911~1919 10 7,680 6,384 39,114
1920-192} 31 32,848 8,958 53,681
1925-1929 S8 75,410 15,015 110,143
1930-193l 182 256,039 62,031 1190, 789
1935-1939 180 22,58l 90,127 733,197
1940-19LkL 1,003 1,412,199 LLé,L5h L,026,70L3
1945-1949 660 1,022,115 146,311 1,535,8L0
TOTAL 2,124  3,0L8,875 775,280 7,389,507
1925-1929 1 253 86 265
1930-193L 5 2,930 1,331 5,577
1935-1939 L7 17,2L6 6,186 31,394
19L0-19LL N 6L,U7h 21,659 123,940
19L5-19L9 529 466,578 92,232 616,716
TOTAL 615 548,481 121,95k 7775892
GRAND TOTAL 5,672 8,21L,178 1,919,033 16,078,792
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SYSTEM

BASIS Or TEST

YEAR OF
RETTIREMENT

1920-192L
1925-1929
1930-193L
1935-1939
19L0-19LL
1945-1949

TCTAL

1911-1919
19201921
1925-1929
1930~193L
19351939
1940194k
1945-19L9

TOTAL

1925-1929
1930-193L
19351939
19L0-194L
19L5-19L9

TOTAL

GRAND TOTAL

1 TEACHERS,

2 $600400

HUMBER OF
PENSTONERS

22
79
325
21
816
1,268

2,933

10
31

58
182
180
1,003
660

2,124

17
63
529

615

5,672

5 POLICE & FIRE,

30 YRS,

PRESERT
PERSION

16,673
87,719
493,515
609 ,1143
1,312,175
2,097,297

li461.6,322

7,680
32,848
75,410

256,039
242,58l
1,412,199
1,022,115

3,0L8,875

253
2,930
17,206
61,17k
166,578

SL8,L81

84211,178

7 PUBLIC ENPLOYEES

INCREASE ON

TEST BASIS

5,994
23,193
126,606
210,790
355266
275;14117

987,296

5,830
8,550
1l,151
58,956
87,878
137,969
142,261

755,6L5

't'?l
1,177
5,71k

19,L97
82,948

109,407

1,852,3L8

VALUE OF
INCREASE

29,000
115,979
698,813

1,h2L,h2L

2,74k, 301

2,587,103

75599,650

35,718
150,330
101,176
L57,077
707,592

11,321,536
1,481,6L8

75155,077

219
1,867
28,680
111,60k
55L,211

699,581

15,450,308



SYSTEM 1 TEACHERS, 5 POLICE & FIRE, 7 PUBLIC EMPLOYEES

BASIS OF TEST 3 $L80.0O 25 ¥RS.

YEAR OF NUMBER OF PRISENT INCREASE ON VALUE OF
RETIREMENT PENSIONERS PESION TEST BASIS TNCREASE
1920~192), 22 16,673 5,219 26,280
1925-1929 79 87,719 19,172 97,472
1930~193L 325 493,515 102,903 571,373
1935-1939 L2l 609 4Lih3 173,974 1,183,236
1940~19L4 818 1,312,175 289,042 2,305,18L
1945~1949 1,268 2,097,297 232,091 2,186,476
TOTAL 2,933 l,616,822 822,101 6,370,021
1911~1919 10 7,680 5,106 31,282
1920-192) 31 32,848 7,174 42,978
1925~1929 58 75,410 11,978 87,825
1930-1934 182 256,039 19,582 392,373
1935-1939 180 212,58l 72,103 586,527
194L0-~19L4 1,003 1,012,199 357,238 3,541,980
1945-19L9 660 1,022,115 117,098 1,228,950
TOTAL 2,12 3,048,875 620,279 5,911,915
1925-1929 1 253 86 265
1930-1934 5 2,930 1,170 l,901
1935~1939 17 17,2L6 5,201 26,386
194L0-194k 63 6L,L7L 17,972 103,052
TOTAL 615 548,481 101,281 648,197

GRAND TOTAL 5,672 8,214,178 1,543,961 12,930,133



e [l el el gt S5

~N TN TN~ -
e

SYSTEM

BASIS OF TEST

YEAR OF
RETIREMENT

1920-192);
1925-1929
1930-193L
1935~1939
1940-194L
1945-1949

TOTAL

1911-1919
1920~192L
1925-1929
1930-193L
1935~1939
1940-19L)
1945-19L9

TOTAL

1925-1929
1930-193L
19351939
19Lo-19LL
1945~1949

TOTAL

GRAND TOTAL

1 TEACHERS,

L $9004,00

NUMBER OF

PENSIONERS-

22
79
325
2l
818
1,268

2,933

10
31

58
182
180
1,003
660

2,12l

17
63
529
615

5,672

5 POLICE & FIRi,

25 YRS.

PRESENT
PENSION

16,673
87,719
193,515
609 ,L4L3
1,312,175
2,097,297

1,616,822

7,680
32,848
75,410

256,039
2L2,58L
1,012,199
1,022,115

3,048,875

253
2,930
6l,h7h
166,578

548,481
8,214,178

INCREASE ON

TEST BASIS

8,675
34,865
192,155
317,868
529,595
L25, 355

1,508,513

8,106
13,331
22,509
92,980

134,543
668,274
219,010

1,158,753

86
1,535
8,LL2

29,462
119,543

159,068
2,826,33

7 PUBLIC EMPLOYELS

VALUE OF
INCREASE

1,821
l7h,9OO
1,06k,782
2,141,227
4,211,838
3,998,093

11,635,661

L9,587
79,871
165,074
735,500
1509L,789
6,625,251
"25298,226

11,0L8,298

265
6,235
h2:697
166,551
802,270

1,018,018

23,701,971
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-5 SYSTEM 1 TEACHERS, 5 POLICE & FIRE, 7 PUBLIC EMPLOYEES
B BASIS OF TEST 5  $900400 30 YRS,
YELR OF NUMBER OF PRESENT INCRELSE ON VALUE OF
S B RET IRENFENT PRIISIONERS PENSION TEST BASIS INCREASE
15 1920-192L, 22 16,673 8,2h1 38,907
15 1925-1929 79 87,719 33,947 168,118
15 1930-193L 325 193,515 189,188 1,042,856
15 19351939 L21 609,113 310,927 2,086,838
15 19L0-19LhL 8L8 1,312,175 510,279 L,0L7,326
15 19L5-1949 1,268 2,097,297 407,320 3,818,493
TOTAL 2,933  L,616,822 1,L59,902 11,204,538
5 1911-1919 10 7,680 7,L80 15,388
5 1920-~192l 31 32,8L8 12,728 - Th,92h
5 1925-1929 58 75,410 21,2L0 151,901
5 1930-193L 182 256,039 88,410 685,381
5 1935-1939 180 2L2,58L 131,225 1,056,947
5 1940-19kL 1,003 1,412,199 655,621 6,168,351
5 19L5-19L9 660 1,022,115 213,197 2,220,502
TOTAL 2,12l  3,0L8,875 1,129,901 10,703,394
5 1925~1929 1 253 71 219
5 1930-193L 5 2,930 1,381 5,525
5 1935~1939 17 17,246 7,872 39,348
5 1940-19LL 63 61,L7L 26,618 150,499
5 19L45-1.949 529 166,578 108,362 726,705
TOTAL 615 5L8,L81 1hli,30L 9224296
GRAND TOTAL 5,672 8,214,178 2,734,107 22,830,228
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SYSTEM

BASTIS OF TEST

YEAR OF
RET IREMENT

1920-1924
1925-1929
1930-193L
1935-1939
19L0-194L
1945-19L9

TOTAL

1911-1919
1920-192,
1925-1929
1930-193L
1935~1939
19L0=19LL
1945-19L9

TOTLL

1925-1929
1930~193)
1935-1939
1940-19LL
19U5-1949

TCTIL

GRAND TOTAL

1 TEACHERS,

6  $1200.00

NUMBER OF
PENSIONERS

22

79
325
L21
818
1,268

2,933

10

31
182
180
1,003
660

2,124

17
529
615

5,672

5 POLICE & FIRE,

30 YRS,

PRESENT
PENSION

16,673
87,719
193,515
609,443
1,3123175
2,097,297

4,616,822

7,680
32,8L8
75,410

256,039
212,580
1,412,199
1,022,115

3,048,875

253
2,930
17,216

GLLTL

466,578
5L8,L81

8,21L,178

7 PUBLIC EMPLOYEES

INCRELSE ON

TEST BASIS

8,452
110,293
240,783
395,560
659,826
528,548

1,873,L62

7,620
1L,725
27,621

116,3L9
172,LL9
865,776
282,392

1,486,932

71
1,L3L
9,730

31,780
12,272

167,287

3,527,681

VALUE OF
INCREASE

394797
195,890
1,319,377
2,637,291
5,211,801
L,931,92L

1L, 336,080

L5,927
85,990
196,681
901,602
1,387,90k
8,516,242
2,940,719

14,105,068

219
5,696
18,592
177,991
836,086

1,068,584

29,509,732



