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SENATOR WESLEY L. LANCE (THE CHAIRMAN)~ This hearing 

is on the general subject of what, if anything, the State 

Legislature can do to assist local school districts in the 

'present period of high interest rates insofar as school con-

struction bonds are concerned. 

This hearing is held pursuant to Senate Concurrent 

nesolution No* 2, passed in 1957, which set up a Legislative 

Commission of six members, three from each Houseo The hearing 

is not restricted to bills already introduced ln the 1957 
Legislature; in other words, the door is wlde open to discuss 

the whole general subj~ct of interest rates for school district 

bonds. There are many sub~cts which would not be of interest 

today at this particular hearing, such as school construction 

costs, additional state aid, all of which are i~terestlng 

topics, but we are trying to restrict ourselves specifically 

to the interest rate problema 

Notices have been sent to varlous orgaDlzations through-

out the State, asking that they present their v!ews on two 

points: (1) should the Legislature try to do anythJ.ng, and 

(2) what are your suggestions? This Commission realizes that 

this problem is national in scope, that inter8st rates are 

not only high in New Jersey but in all of the other states, 

that they are nigh in Canada, and perhaps it is an inter-

national problem with interest rates being high in Englando 

The Commission also realizes that all interest rates 

are high, not merely school bonds, but all types of borrowingo 

We are all familiar with the story of Canute, the Dane, who 
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told the sea to stop but, nevertheless, the waves kept right on 

coming, and this Commission well realizes that we here in 

New Jersey cannot affect, at the legislative level, the business 

cycle, which is natl0nal or even international. However, it 

is possible that within our own limited jurisdiction there are 

some things which the State Legislature might consider, we 

well realizlng that our abillty in this line would be of a 

limited nature. 

Before starting the hearing, I would like to say that 

the Commission recognizes the great service that the bond 

dealers and the investment bankers have rendered and are 

rendering to the school districts and taxpayers of this State~ 

Some three hundred or four hundred bond dealers who have 

their offices in New Jersey and in New York City, and Philadel-

phia, to a lesser degree, are the purchasers of New Jersey 

school bonds~ These bond dealers, we,know, do n0t create 

interest rates - rather their bid~~ only reflect current 

market conditionso These bond dealers and investment bankers 
( 

render invaluable service to New Jersey school districts in 

providing an efficient, quick, and satisfactory market fsr 

this type of secur1ty9 If this Commission finds that the 

New Jersey Legislature can do nothing, it will say soe We 

certainly are not going to seek, as a substitute for con-

structive thought, any whipping boy and say, '1W~ll, it's the 

fault of a certain industry that rates are higha" We realize 

that bond dealers and investment bankers rnake it possible 

for the school bonds of even the smallest school district in 

New Jersey t@ be marketed as far away as California and 
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Canada, and that this industry performs a very valuable service. 

We will ask all the witnesses to take the chair which is 

reserved for them in the fronto Be sure that you tal~ into 

the microphone because we are hooked up to a dictaphone setup. 

There will be transcripts of this hearing. We have already had 

requests for some thirty or forty c0pies of this transcripto 

We will call first up0n the representative Qf the 

Commissioner of Education. Will each of you start your remarks 

by saying who you are and whom you represent, if you do 

represent an organization or grGup. 

MR. KENNETH F o WOODBURY: Senator Lance, members of the 

Commission, ladies and gentlemen: My name is Kenneth Fo Woodbury 

and I am Assistant Commissioner of Education, in charge of the 

Division of Business and Finance of the Department 0f Education. 

It is my purpose this m0rning to bring you a certain 

bit of infGrmation which may serve as a backdrop or a background 

of facts for this hearinQo 

The school districts in the State of New Jersey continue 

t0 face two very serious problems: a shortage of teachers 

and a shortage of adequate school housing facilitieso This 

shortage of sch0ol facilities has recently been further 
I 

aggravated by the tight money situation which prevails in 

our countryo New Jersey beards of education have made great 

effort t0 cope with the acute shortage of school buildings 

during the years since the close of World War II. In 

capital outlay, they have spent to June 30, 1956, more than 

four hundred and twelve million dollarso Nearly 0ne hundred 

million dollars ef this amQunt was expended in the school 
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year 1955-56, and we bel~eve that an equal or greater sum will n~e 

expended during the :current fiscal year and probably f(!)r ea'ch 

of the next five fiscal yearsQ More than two school distr!~ts 
I 

out of every five have been forced to exceed their statutory 

borrowing 1 imi ts· from both the scheG 1 dis tr !ct and the munic i-

pal i ty in order to finance school censtructione This, as most 

of you know, can be done only with the permission of the 

Commissioner of Educati0n and the State L0cal Government B0ard, 

with the subsequent approval of the electorate. 

Since 1947, the Commissioner of Education and the Local 

Government Board have approved extensions of credit of 

approximately three hundred artd fifteen million dollars, with 
'i'-

e ighty-s !x million dollars mf such approval occurring in the 

calendar year of 1956. The net school debt has increased from 

a post-war low 0f one hundred and thirteen million dollars 

on June 30, 1947, to four hundred and f0rty-seven million 

dollars on June 30, 19560 Debt service payments, largely 

financed through !@cal property taxes to amortize bands and 

pay interest 0n bonded debt of the school districts, have 

increased from twelve and a half million dollars in 1946-47 
t0 twenty-six million dollars in 1955-56. 

Enrollments in the public schools of New Jersey are 

increasing at a rate 0f approximately forty thousand pupils 
' 

a year, a rate of growth which will probably continue for 

at least another decadeo 

On June 30, 1950, the average daily enrollment was 

six hundred and twenty-nine thousand and 0n June 30, 1956, 
this had increased to eight hundred and thirty-one thousand 
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and on September 28 of the current school year, when we obtained 

enrollment statistics fer the apportle:mment of state funds, it 

had increased to eight hundred and eighty-three thousande The 

public sch00l enr@llment will exceed 0ne million pupils by 

Live blrths have increased fr0m 97,414 in 1949 to 
Vl 

120,969 in 1955, a.nd it was estimated at 121,000 in 1956e 

As blrth rates and enrollments contirrne to mc,untJ) the d1str1cts 

will have to face the need for ex?anded hlgh sch0O1 faci11tieso 

As the population wave begins to reach the secondary sch~ols, 

we find that many of our school districts have been forced 

into building new high scho0l facilities and the creation of 

new regi0nal high school districts because existing high 

sch0ols are unable to accommodate pupils from our rap1dly 

growlng areas. 

Fhre years ago we ha-de elght regional high school 

districtso Today we have tv.renty-fiveo In ten years the 

secondary schools will need to enrol! f!ve pupils for every 

three now enrolledo Wlth the increase in enrollment and 

the cost of education 9 the need for lncreasee state 

partlclpation was very evident in 1954G There were enacted 

into law a new state aid program for current expense operatlon 

based upon the ability of the school distrlcts to provide a 

two hundred thousand dollar foundatlon'.:;program supported by 

a local contribution of ftve mllls per dollar on the full 

value of real estate, plus 25 per cent of the non-propecty 

shared taxeso Prior to the adoption of this new programs, 

the direct state a ld for current expense ope rat; or: ar11ounted 
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to approximately twenty-seven m!111on dollars, while ln 1955-56, 

under the new statute, the direct aid had increased to sixty-

two and one-half million dollarso Our budgetary estimate for 

1957-58 is seventy-one m111ion dollarso 

Early in 1956, there was enacted into law a new state 

school building aid program which set up a potential capital 

foundatlon program of $30 per pupil J) supported by a local 

contribution of one-half mill per dollar on the' full value of 

real estateQ This capital program may be used to pay debt 

service, capital outlay, or particip~te in capital reserve 

fundso For the year 1956-57, local school budgets were 

already proposed so that the initial appropriation by the 

State of approximately ten milllon six hundred and fifty 

thousand dollars was applied tc the reductlon of local 

school taxese Our budget estimate f0r 1957-58 !s thirteen 

mlllion flve hundred twenty-four thousand five hundred 

eighty-eight dollars ($13~524~588), or nearly eighty-five 

million dollars direct aid for both current expense and 

capital aid programo In spite of this increased state 

participation in the problem of adequately financing 

the necessary school ho~slng facllities 9 this problem 

continued to plague our school districts particularly in 

the latter part of 1956~ as interest charges on school 

construction ~unds increased as a result of again what we 

mi@tlt call the tight money situationo As credit tightened 

and we became increasingly concerned about the problem of 

finding markets for the lar~ num~er of school bonds which 

must be sold in the future 9 CommissiGner Frederlck Mo Raubinger 
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app0inted a committee of prominent lay citizens to help the 

Department prepare a state brochure setting forth the general 

advantages of New Jersey school b0nds and to recommend other 

steps which might improve the marketability of such bondso 

It is my hope that this review of some of the problems 

of our districts in New Jersey may be of s0rne value to you as 

you review the proposed legislation this morningo 

Thank you very muche 

SENATOR LANCE: Assistant Commissioner, is it my under-

standing that school bonds will be authorized at the rate of a 

hundred million dollars per year for perhaps the next five years, 

as a prediction? 

MRo WOODBURY: I thin~ that 1 s a low prediction. I 

think it will be beyend thato I think it may gQ to a hundred 

and twenty or a hundred and tw·enty-fi ve mi 11 ion a yearo 

SENATOR LANCE: Do you have the figures for ~chool bond 

auth0rizations for 1946-47 with you7 

lvffi. WOODBURY: 1946-477 I wouldnYt try to give those 

out of my memorys Perhaps Mro Kilpatrick has the table hereo 

IVfRe EDWARD W o KILPATRICK~ 

around five milliono 

I think they werej) rottghly 11 

MR. WOODBURY~ The last figure I have he:re was 19.500 

SENATOR LANCE: I will ask Mro Kilpatrick to take the 

microphoneo Mro Kilpatrick, will you identify yourselfi 

MRe KILPATRICK: My name ls Edward Kllpatrlcko I am 

Director Gf Business Services in the Department of Educati@no 

The capital expenditures which weuld represent the proceeds 

of b@nd issues in 1946-47 were three millionG 
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SENATOR LANCE: N0w will you give it to us for 1950-51? 

MRo KILPATRICK: About $31,000,000o 

SENATOR LANCE: And 1953-54? 

MRo KILPATRICK: Fifty-slx milliono 

SENATOR LANCE: And 1955-56? 

IVIRo KILPATRICK: A hundred milliono 

SENATOR LANCE: A.nd your contemplated figure f0r the next 

school fiscal year? 

MR. KILPATRICK: Well 9 it will be a minimum of a hundred and 

it could be a hundred and twenty mill!ono The first half of the 

year, if the extensions of credit are any indication-- we had the 

most applications for extension of cred1t that we have ever had and 

in the period from September to December 31; january and February 

haven't been as heavy but I belleve that is because that's the 

time that the school distrlcts are interested in budgets and 

annual electi0nso Our calendars are picking up againo 

SENATOR LANCEi Just one final word on state aid: 

State ald has multiplied how many times s!nce 9 let us say 9 

the 1954 programs and subsequent ones have been adopted? 

lVIRo KILPATRICK: Nearly th:ree timeso 

SENATOR LANCE: Almost triple? 

MRo KILPATRICK: Yeso 

SENA.TOR LANCE~ Thank you S© mucho 

At this tlme I would like to introduce some of the 

members of the Commission~ on my extreme right is Assemblyman 

Thuring of Hudson County, who has been connected with various 

z0ning boards there in an offlcia1 capacity; next to him is 

Senator Lynch of Middlesex Ceunty, who has served as Mayor 0f 

New Brunsw1ck., whlch is in a Chapter 6 D1strlct, and as Mayor 
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he appolnted members of the school b0ard under that form 0f 

government during his period as Mayor; next to me is 

Assemblyman Barkalow of Monmouth County, who has served as 

attorney for several school boards and several municipalities 

in Monmouth County and he is Chairman of the Education Com-

mlttee in the House 0f Assembly and als© Secretary of the 

Freehold Townshlp Board 0f Education; on n~, left ls Assemblyman 

Deamer of Bergen County, who has over the past 20 years served 

as attorney for various school b0ards and va:ri0us municipal-

ities in Bergen County, and he .is Chair•man of the State 51 County 

and Municipal Government Committee in the House 0f Assemblyo 

I will ask Mr0 Watts to testify nexto 

IVOR WAT T Sg Mro Chair~an and members 

of the Commission: My name is Ivor Ro Wattso I am from 

Nutley, New Jersey and I represent the State Federation of 

District B0ards of Educati®n and am also a member @f the 

Nutley Board ©f Educationo 

Mro Chairman, we had hoped by this date to have 

assembled certain information and facts which we kne\!11 you 

w0uld be interested in0 However, time has m,t permitted us 

to complete certain studies whlch we are maklng nor to 

ascertain from the many local distrlct boa:rd:s G,f education 

their views in relatlon to thls proposed legislation or 

other matters akin to ita. You will recognize, I thlnkp that 

the boards 0f education meet al 1 ove:r this State from 

practically the first Monday to the last Friday and it takes 

alm0st a full month to have completed the cycle and t0 have 

obtained information frem local boards, so we do not as yet 

have a sufficient sample t0 certain questions ,~1ich have been 
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asked 0f them to c©mplete our reporto Therefore, I w~uld like, 

with your permission, at a later date tQ submit additional 

written information which may be useful. 

F0r present purposes, theugh, certain comments may be 

made in relatien t0 these pr0p0sed bills. N0w, Senate Bill 3 

and Senate Bill 4 relate to prospective auth0rlty to be 

granted to local boards of education under whJch they may 

issue callable sch00l bonds having a premium featureo Since 

this is permissive legislation in effect, and generally 

permissive legislation is not objectionable, there cannot, 

in my opinion, be obj!ction on that scoree There are several 

problems, however, incidental to the issuance and admin-

istration of premium callable bonds which perplex us a great 
t 

dealo For instance, the crux of the basis of a decision t0 

-issue callable scho01 bGnds with premium features is a 

decision based an forecasting, if y@u willo What will 

happen in the bond market tw0 years, five years, ten years 

hence? Also concerned is a correct analysls of the l0cal 

communityo Now, a number of facters enter into this type 

of crystal-balling over which lecal boards of education have 

no c0ntrolo In a given local board of educati0n y@u may have 
-i 

an engineer~ a housewife or tw0, members of the community 

having varied vocational er training backgroundso Very few 

will be bankers and fewer still will be economists, and yet 

the decisiQn to issue premium bonds in an effort t0 hold off 

permanent financing unt.fl a lower interest rate ·vrere available 

must fall on these peQple - geed, sincere honest people - and 

there is some question in the minds of some 0f us that a local 

dlstrict, even with advice, can make a decision which will 
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prove to be truly beneficial to tha community. Under pre'sent 

conditions, present·law, l understand, callable bonds may·be 

issued but not with premium features. The premium feature, 

of course, is a device to cushion the interest rate and assure 

the investo~ that, for a period of time specified, he will ~t 

least get a premium in the refunding operation. 

Another feature which concerns us a little bit is~the 

possibility that l·ocal boards of education., faced with a 

permissive alternative here, may ask for bids on two types~of 

bonds - the normal term bond, which is presently used in the 

majority of cases, and the callable bond with the premium 

feature. 

SENATOR LANCE: You mean, normal serial bonds? 

MR. WATTS: Serial bonds, yes, sire, , 

SENATOR LANCE: Not term b0nds1 

IVIR. WATTS: Not term bonds; I'm sorryo 

In order forrii~ them to find (l)Ut and weigh this prospective 

advantage, this of itself, and mast school districts parti~ipate 

in this way and I think normal curiosity in many cases would 

indicate that they would ask for bids on both bases, WGuld of 

course require additional effort on the part of the bond 

dealer in making his bid, for he also must analyze the future 

in terms of that district and in terms of the economy. When 

bond dealers under present conditions are offered many 

opportunities to Invest in schoel district, in municipals, in 

state, county and in private issues, as is true all over the 

ceuntry, th!s may have an effect on a serious approach t0 

arriving at a 1justifiable bid 0n beth bases; in 0ther words, if 
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they have the opportunity to, in so many hours in the day and 

so many nights in which they can appear and make their bids~-
if 

there is competition, in effect, and/it is easier and more 

straightforward tQ bid on Community A than C0mrnunity B, 

Community A may get the nod, so far as their effort to secure 

that issue is concerned, 

Now, we are studying this matter further and, as has 

been alluded to here, a committee of school board members, 

bond dealers and investment counsel©rs and state officials 

is studying this overall problem to see wherein they may 

conclude that certain improvements in efficiency can be 

brought ab0ut. 

NGw, Senate Bill 5 relates to the creation or the 

authorization of the creation of a debt of fifty million 

dollars of state bonds which, under the porvislons, could 

be used to purchase school district obligations where school 

districts were unable to buy above funds at a satisfactory 

interest rate. I would like to go back here for a minute 

or two and point out that about a year ago the State 

Federation did support a bill which would do approximately 

that which Senate 5 will do, but where funds were to be 

secured in a different manner0 Therefore, in principal, 

we feel that Senate 5 is probably a step in the right 

directisn. The question, however, comes up as to the 

qualifications of districts to borrow from the state fund 

and this presumes, I think, a c0mpan!0n bill which would 

set up these qualifications and the circumstances under which 
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money would be loaned:or applicati0ns would be made for money 

from the State Fundo We woulcl expect that the companion bill 

, would require that seri0us effort be made on the local level 

to impr0ve the credit standing of the individual community, 

and we think this is Qne area in which communities may, without 

benefit of further legislatign~ improve their credit standinge 

Not all communities, but we think that s0me are hiding their 

lights under bushels and that by a proper presentation of 

their financial picture of the stability of the community 

they may be able to convince investment rating services that 

theirating 0f their community warrants an improvement~ We 

have seen evidence 0f this ln the last year or two and we think 

other communitles could well and may well study this matter to 

see if they cannot impr0ve the credit standing on a technical 

basis wlth these investment ratlng serviceso We also presume 

that after attempts at bGrrowing from normal private saurces, 

whlch may result in an unsatisfactory rate 1 then a l0cal 

district may apply for a 10an of money under thls pr0p0sed 

state fundo If these requirewents are not embGdied in a 

companion measure, it is c~nce!vable that school distrlcts 

could take the line of least resistance and apply irmnediately 

for money from this fund rather than lmpr0ve their local 

credit standing and rather than attempt to secure private 

buyingo This would make the fifty million dollar am0unt, 

as large as it may s0und 9 extremely small in the final analysis. 

So that every effort should be made to require the local 

districts to do their utmost to improve their ratingo 

There is als0 a questi~n which is 9 I think, germane 
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here and that is the 0ne which ratatts to the possib!lity 0f 

having some of the stateJs,surylus funds, n0w handled by 

the State Investment Council, used as investment in local 

school district bonds. This as an alternative to, perhaps, 

s-.5 orpperhap$ with s-.5. There a~ many ramificatiGns• to 

this and I am sure others may aptak of it this merning. But 

the State does have a stake in the local districts. As a 

matter of fact, the entire state's credit, not only the state 

government but other lscal districts; that stake is seriously 

affected by any weakness on the part er Qne or more local 

communities. Wear~ in a competitive bQnd buyers' market; 

we are c0mpeting with 47 other states, we are competing with 

counties, we are cempetlng with sch0el districts all ever 

the country, and anything that tends to degrade in any way 

the credit standing ef our stJte or cur communities puts us 

in an unfav0rable light in competition with other states 

and other communities. 

The effect of what !s happening here- well, I m!ght 

say relative to the c~ed!t standing as indicated by Moody's 

~r Standard and Poor's Investment Service, it is intere$ting 

to note that among the districts Which have Meody 1 s ratings 

in New Je~sey, there are 240 - th!~ includes counties, 

municipals and sch~ol districts and certain other governmental 

or quasi-governmental authorities - only one district is 

rated three A or Tr!pJe.:A\.by MGody 1s, and this of course is 

, the State of New Jerseye In additi$n thereto, there is 

the State Highway Aut~~rity bend, which is guaranteed by the 
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State, which has the same rating as the State. Now, among the 

other ratings, only 22 schael distrlcts have a double A rating. 

This is not in effect a reflection on the stability or financial 

integrity of the cemmunity but rather sn Meody 1 s requirement, 

for instance, of not rating a community that does n0t haye at 

least $600,000 of outstanding bonds, or ,on Standard and P0or 1 s 

where assigned ratings are issued to communities on having 

a million dollars of 0utstanding bonds, but it is ~nteresting 

to note that only 22 of the 240 having a rating are double A, 

and others are A or BAA and B~ As of last night, and this 

I think illustrates the point, a community in this list having 

a AA rating, in February 1954 issued $735,OOO of bonds~at 

2-1/4 per cent. In February 1955, they sold $1,830,000 in 

bonds at 2.35. Last night, this c0mmunity opened bids, and 

these are 30 year issues, --these two pric,,r enes - opened bids 

on a 2O-year issue of $200,000, and the rate was 3 per cent. 

So here, with a shorter period of 20 years as cempared to 30, 
we have gone up in interest rate three-quarters of a per cent 

in 3 years and seven-tenths of a per cent in two years, with 

a deuble A rating. The c0mmunity was satisfied with its 

rating; I am n®t complaining, and this is not the type of 

c0mmunity that this legislation is designed to affect, because 

it, with a double A rating, can b~rrow pretty close to what 

the Stat~•s ability would be. But it illustrates the climb 

even for the1 double A-rated communities. 

Now, the National State Bank recently issued a review 

of New Jersey municipal bond';market and in it are some 

interesting illustrations of this problemo It points out that 
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in January of 1956, one of our larger•cities rated A sold an 

issue of b0nds at 2.7 per cent, a~d another large city, in 

csmparisen, with an A rating, sold an issue late in 1956 at 

3.6, so here you have about nine-tenths of a point rise. 

Subsequently, in late 1956, another larger city with a d0uble 

A rating s0ld an issue at 3-1/2 per cent. ' A school district 

in the southern part of our State with a BAA rating, in early 

March of 1956, s0ld an issue having a coupon rate of 2.95; 
I 

early in December of 1956, the s~me district some more ponds 

at three and seven-eighths. This of course can be repeated 

in a number of cases. I understand there are some that are 

close to five per cent now, if not at five. This statement 

points out that in 1956, as in 1955, the demands an~ require-

ments fer additional new scho0l facilities accounted for the 

greater part of the borrowing, which was $66,000,000 ef the 

$111,000,000 borrowed fer school building purposes. Of this 

t0tal, $25,000,000 was borrowed by Chapter 6 Districts and 

$26,000,000 by 53 boards operating under Chapter 7, with 

another thirteen and a half million by seven regional 

districts under Chapter 8q Of particular interest they note, 

of the growing volume of regional high school district bond 

issues, in 1955 there was closet© five m!i'lion by three 

districts and seven districts in 1956 borrowed this thirteen 

million dollars, so that that is an area in which the b0nd 

investment people are very much interested. 

This raises an interesting question: In the organiza-

tion of a regional aigh school district or consolidated school 
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district, many times a name is chosen f0r the district which 

obviously has local merit, ls pleasant sounding, and yet the 

name does not appear ©n the map, and the investor lo0king into 

this matter can't find a geographical entity which represents 

this thing. This is very hard to explain, especially 0n the 

telephone by a Newark bond dealer talking to an investor in 

Wisconsin. What is a region~! district? These are some of 

the things that that coIImlittee is trying to work out and 

help t0 present a picture to bring the light out from under 

and expose it for what it is worth. 

I would, in conclusion, Mr. Chairman, like to thank 

you and this Commission and other members 0f the Legislature 

for the censtructive effort whiGh you are making to help 

local districts in some of their most perplexing problems. 

It is genuinely appreciated and we certainly want to offer 

whatever cooperation we can to meet the end that you are 

aiming at. Thank you, sir. 

SENATOR LANCE: Mr. Watts, your organization represents 

the great bulk of the school districts? 

lVIR. WATTS: By law, we represent them all - five hundred 

and fifty odd, or seventy odd, whatever the number is, that's 

right. 

SENATOR LANCE: Thank you very much. 

I might say on the pending bills, S-2, S-3 and S-4, that 

they are bills which permit school districts, counties and 

municipalities to issue new bonds for future borrowings which 

would be callable at a premium. The point is that school 

districts, counties, and I believe municipalities, already 

17 
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have the rlght to issue new bonds callable at par, in their 

discretiono This would give them a third option, callable 

at a premium. S-5 is the $50,000,000 bill which needs a 

companion bill, as already has been pointed out, and the 

companion bill would have to decide which school districts 

(1) are permitted to sell, their bonds to the State and (2) 

what int~rest rate they should pay, which are two problems of 

considerable d~fficulty to put in writing, I presume. I might 

ask the representative of the Commissioner of Education: 

Has your Department ever made up a list of all the municipal-

ities in New Jersey, stating how much true value per public 

school pupil of wealth there is in the some 550 municipalities 

in New Jersey? 

MR. WOODBURY: Mr. Chairman, we publish an audit 

report, a report we cal 1 our '-Blue Book,'' each year, and the 

, answer to this particular question appears at the end of 

or in the statistics for each district; in other words, the 

wealth per pupil. 

SENATOR LANCE: But is that wealth per pupil put on 

a true value basis or is it put on an assessment basis? 

MR. WOODBURY: On a true value basis. 

SENATOR LA.NCE: We have a representative from the 

School Board of East Brunswick Township. 

First, I would like to say that on my extreme left 

is the sixth member of this Legislative Commission, Senator 

Crane of Union Countyo He has been a trustee of a private 

sc~ool, Pingree, and also a trustee of a Junior college, 

Union Junior College. He is editor and pubiisher of the 
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WILLIAM R. CLARK: Mr11 Chairman, my name is W,i 11 tam 

Clark and I am a representative of the School Board of East 

Brunswick, and we are a rapidly-growing community and we have 

some of the problems wh!bh Mr. Watts mentioned. One of our 

biggest problems is the marketing of bonds and the prospective 

interest rates on bonds. We are now well over our bonding 

capacity as laid down by law and although we have not had a 

rating by any rating services to date, we will need one 

shortly. From information we have been able to get from 

various advisers and ban~s, people we have been able to 

contact, probably the_best that we can hope for is a BAA 

rating, with a greatly possibility that our rating will be 

at a BA level. Our community is growing, as I mentioned; 

we have taken all steps that are available to us to improve 

our financial status; however, the growth still keeps ahead 

of us, and we can see a building program going on for 

schools for the next five or six yearso We now have over 

two million of bonds to market; we will try to get another 

million and a half of bonds within the next few months to 

complete a high school. The most direct effect from the 

interest rate, again from what we can determine- we can 

expect a rate better than four per cent on our bonds. We 

feel that a difference of even one per cent in our interest 

rate would help us to a great extent and would save us 

upwards of thirty thousand dollars a yearo It is the 

feeling of our school board that we dannot get a desirable 

rate on our own, and we would like the Legislature to set up 
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a state marketing system for school bonds and to guarantee 

school bondse We feel that this measure would accomplish 

two things: It would give economy in marketing these bonds,, 

A$ Mro Watts mentioned,~ the normal school board does not 

have any bonding experts and, therefore, in order to present 

the bonding issue in a desirable light, we have to hire 

outside consultants and go to a great deal of extra expense, 

and still sometimes it is not a hundred per cent satisfactory. 

We also feel that with the backing of the state credit 

ratings our interest rates would be a great deal lower and 

would save us a considerable amount of moneyo As I mentioned, 

at the present time a one per cent change in our rate would 

save us over thirty thousand dollars a year, which equals 

practically all of the construction aid we get from the State 

now<» 

That's all, Mro Chairmano 

SENATOR LANCEt 

that you contemplate? 

What is the amount of the new issue 

lVIRo CLARK: We have now three lssueso We have an 

$833,000 issue, a million and a half issue, which we have 

not marketed because of the status of the market at this 

time; we have that under temporary financing with local 

bankso The funny thing Is that they can take us under 

temporary financing, but at the time we get a BA rating, lf 

we do come up with such a rating, they will be limited as 

to the amount of money or the bonds they can takee We are 

also hoping to finish our high school., which we have 

authority to start; we haven't authority to finish the last 
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section of it, and that will be another million and a half 

dollars of bondingo 

SENATOR LANCE: What does that all total? 

lVIRo CLARK: Three million eight hundred and thirty-

three thousand dollars ($3,833,000)o 
SENATOR LANCE: What maturities do you contemplate? 

Twenty-five years? 

MRo CLARK: Twenty-five yearso 

SENATOR LANCE: I think this example points up very 

well what we are talking about here in dollars and cents. 

Assuming that this school district has total bonds 

to sell of approximately four milllon dollars, and assuming 

those are serial bonds which run 24 years, and assuming they 

could cut one per cent, that would be $40,000 the first year, 

and since the issue is a serial one running 24 years, lf 

you divide it by two you would get twelve, and multiplying 

twelve years times forty thousand, you would come to an 

answer of $480,000, which is not the correct mathematical 

way to do it I know, but it is accurate enough for our 

purposes or to state it in one sentence: If a school 

district which is golng to sell four million dollars worth 

of bonds could cut the interest rate 1 per cent and those 

bonds are serial bonds, amortized in equal annual install-

ments over 2L~ years, the saving would be almost one-half 

ml 11 ion dollars to the taxpayers of the townshlp during 

the life of those bondso 

Thank you very mucho 

Are there any other representatives of local school 
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boards here? 

J O H N HAGEN: My name ls John Hagen and I am 

Secretary of the South Plainfield Board of Educationo 

I haven't come prepared particularly because we only 

learned of this meeting yesterday, but I can give you a 

quick picture of the situation in South Plainfield. 

We have at the present time three issues which we are 

paying on: one goes back 30 years, and the rate on that 

issue was 4o 75~ In 1949, we floatei~"
1

$300,000, on which the 

interest rate is two and a half per cent, and then in 1953, 

we planned and have since built a high school on which we 

floated an issue of $1,650,000, and the interest rate paid 

at that time., which precedes my tenure at .the school.,, was 

four and a half per cento These are 20-year serial bondso 

At the time of that sale, I believe there was just one 

bidder presenta We had a cross-section of the cornmunlty 

represented on the board and I don 1 t be11eve there were any 

particular financial experts, but the fact remains that we 

'are now paying off on that issue, and we have this year a 

budget of not quite a million and a half, and eighty thousand 

dollars or in excess of eighty thousand dollars is being 

spent ln interest, which has been quite a problem so far 

as raising the taxes is conce:rned this yeaTo Ou.r budget 

passed but it did not pass with anythlng like the over-

whelmlng majority that we had in previous yearso 

Our situation now is thisg We have been authorized 

to build an elementary school and we need at leasL two 
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additional ones, at an estimate· cost of $825,000o Last year 

we put in the budget in capital outlay $100,000, wlth the 

idea of beginning a system of a little closer to a pay-as-you-go 
school 

basis; in 0ther words, with this $825,ooo,/we already have 

a $100,000 availableo Now we are ready, we think April 1st or 

thereafter,to market $725,000 in bonds, and we are ln many 

ways in the same position as the school district about which 

you just heard testimony. We have a BA ratinge From what we 

can gather, it is going to be very diff1cult to get itrevised 

to a better rating, and our enrollment is up, we are going to 

need more schools., and this high rate _of inte .rest is just 

something that is going to cut into 0ur budget and make it 

very difficult to set up the kind of program that we feel is 

needed in South Plainfieldo 

SENATOR LANCE: Your municlpallty is in Middlesex? 

MRo HA.GEN: Yes, siro It is just over the line; we 

brush Plainfield in Union Countyo 

SENATOR LYNCH: Mro Chalrman,- I received ln this 

morn1ngts mail your letter, Mre O•Hagen, setting forth 

recommendations made by you:r Board of Education meeting 

by way of a resolutiono If 1 may, I would like to read 

into the record the suggestions made by your Board of 

Education., 

MRo HAGENg Yes, sir, thnk you very much. And if 

I can extend on it in any way, 1 will be very happy to do 

SENATOR LYNCH~ The following suggestions were made 

to relieve the financial stress~ (1) legislation permitting 
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school districts to market thelr bonds to the State of New Jersey so 

that Lhe rate of about 3 per cent interest rather than' four to 

five per cent may be secured; 

(2) Legislation permitting or establishing channels 

for school districts to sell their bonds for the teachers 

pension and annuity system at a fair rate of interest; 

(3) Legislation equalizing financial opportunities of 

Chapter 7 Districts with Chapter 8 or regional districts~ 

MR. HAGEN: ! believe the first two are more or less 

self-explanatory. 

SENATOR LYNCH: Yes, they are, sir, but I wanted to 

put into the record the recommendations of your boarde 

MRe HAGEN: Thank you. 

SENATOR LANCE: Are there any other representatives 

of District Boards, or some counties have their own 

Federationso 

If there are any, will you please come down front 

and take the microphone, please. 

-24-



.J 

KENNETH V. MYERS: 

[l,iy NAME IS l<ENNETH V. MYERS AND I RES I DE AT Q,UAf<E!1TOINN, 

IN HUt-JTERD ON COUt'HY. I AM THE SECRETARY OF THE HUNTERDON COUNTY 

SCHOOL BOARDS ASSOCIATION. I HAVE ALSO BEEN SECRETARY OF THE 

FRANKLIN TOWNSHIP SCHOOL BOARD IN HUNTERDON COUNTY, AND TREASURER 

OF THE COUNTY OF HUNTERDON FOR THE PAST SEVERAL YEARS. 

THE COMMISSION WHICH IS HOLDING THIS HEARING TODAY, HAS 

ASKED FOR SUGGESTIONS AS TO WHAT CAN BE DONE TO ASSIST SCHOOL DIS-

TRICTS WHICH ARE FORCED TO SELL BONDS IN THE PRESENT LEVEL OF HIGH 

INTEREST RATES. THE STATE FEDERATION OF DISTRICT BOARDS OF EDUCA-

TION HAS INVITED INTERESTED BOARDS TO SEND REPRESENTATIVES TO THIS 

HEARING. 1 APPEAR AS A RESULT OF THIS SUGGESTION AND ALSO AT THE 

REQUEST OF THE HUNTERDON COUNTY SCHOOL BOARDS ASSOCIATION~ 

IT WOULD APPEAR TO ME THAT ONE OF THE THINGS WHICH COULD 

BE DONE IS SOMETHING WHICH LIES WITHIN THE DISCRETIOt'l OF THE LOCAL 

BOARDS OF EDUCATION THEMSELVES. I REFER TO THE POSSIBILITY OF SELL-

ING SCHOOL BOND ISSUES SO THAT THEY P11GHT BE CALLED IN AT SOME FUTURE 

TI ~ff AND RE;SOLD IN AN ECONOl\11 C PER I OD WHEN I NT ERE ST Fl.ATES r.1 ! GHl CON-

CEIVABLY BE LOWER THAN THEIR PRESENT HIGH LEVELS. 

IT IS MY INFO~MATION THAT SCHOOL BOARDS ALREADY HAVE THC 

STATUTORY AUTHOR I TY IN NEW JERSEY TO SELL BOi'WS, CALLA OLE ~I.._fA.£L! 

BILLS HAVE DEEN INTRODUCED IN THE STATE LEGISLATUR~ THIS YEAR (SENATE 

DILLS AND 4) WHICH WOULD GIVE STATUTORY AUTHOD!TY TO LOCAL 

SCHOOL BOARDS TO SELL NE\/'/ ISSUES, CALLABLE ~T A PREl,1 I U",1. THESE BILLS 
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HAVE ALTTEADY PASSED THE SENATE AND NOW AWAIT ACTION iN THE HO~SE 

OF ASSEMBLY WHEN THE LEGISLATURE RETURNS ON f\1ARCH L(-TH. 

BORROWERS GIVE LITTLE THOUGHT TO THE ISSUANCE OF CALLABLE 

BONDS IN PERIODS OF LOW OR "NORMAL" INTEREST RATES AND IN FACT MANY 

ECONOMISTS ADVISE AGAINST THE 1SSUANCE OF CALLABLE BONDS WHEN INTER-

EST RATES ARE LOW OR NORMAL. HOWEVER, IN LEVELS OF HIGH INTEREST 

RATES, IT JS REASONABLE TO EXPECT THAT SCHOOL BOARDS W1LL INQUIRE AS 

TO THE INSERTION OF THE CALLABLE FEATURE IN ITS NEW ISSUES. ONE OF 

THE BEST TEXT BOOK TREATMENTS ON THIS SUBJECT WHICH HAS COME TO HY 

ATTENTION IS "THE CALL FEATURE IN MUNICIPAL BONDS" WHICH WAS PUB-

LISHED BY THE MUNICIPAL FINANCE OFFICERS' ASSOCIATION OF THE UNHED 

STATES AND CANADA IN 1938. THIS LITTLE BOOK OF I 18 PAGES SUMMARIZES 

ITS CONCLUSIONS AT THE BEGINNING OF THE TREATISE IN THREE OR FOUR 

PAGES. 

PERMJT ME TO PRESENT TO YOU SUCH OF THE NINETEEN "SUMMARY 

OF FIND INGSn AS WOULD APPEAR TO BE OF 11\lTEFtf'ST IN THE STATE OF NEW 

JERSEY ALMOST TWENTY YEARS AFTER THIS BOOK ORIGINALLY APPEARED: 

1$ USE OF THE CALL FEATURE IN GOVERf\lMENT OBL,GATlONS !S 

NOT AN EXPERIM~NT. THE FEDERAL COVERNMENT AND 

MANY STATE ANO FOREIGN GOVERNMENTS (N/\T10NAL 51 

PROV I NC I AL _, AND f AUN I C I PAL ) HAVE MADE EXT E f,I S 1 VE 

USE OF THE CALLABLE BOND. 

2. THE EX PER I ENCE OF AMER I CAN Af,1[J CAl'!AD !Af\l t1ilJN IC!-

PAL IT I ES WITH THE CALLABLE BOND HAS BEEN LIMiTED$ 

OF ALL AMERICAN MUN~CIPAL ISSUES FOR THE B7 YEAR 

PERIOD FROM !920 TO 1936 INCLUS1VE, ONLY 5.2 PEn 

CENT CONTAINED THE OPT!ONAL FEATURE. 

-26-
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STATES, HOWEVER, MUNICIPALITIES HAVE HAD A SUF-

FICIENT HISTORY WITH CALLABLES TO FURNISH A 

BASIS FOR JUDGMENT. 

3. THE CALL FEATURE HAS BEEN USED MORE EXTENSIVELY 

IN PRIVATE CORPORATE BONDS THAN IN MUNICIPALS. 
I 

ALTHOUGH THE VOLUME OF STATE ANO MUNICIPAL 

OUTSTAl\lD ING IS\ GREATER THAN Al\lY Of\lE CLASS OF 

PRIVATE CORPORATE BONDS, EACH rAAJOR CLASS or THE 

LATTER (RAILROAD, INDUSTRIAL, AND PUBLIC UTILITY) 

HAS EFFECTED MUCH MORE SUBSTANTIAL SAVINGS BY 

CALLS AND REFUNDINGSo CORPORATE BONDS ARE USUALLY 

CALLABLE AT A PRE~11UM, AND IN THE GREAT MAJORITY 

OF CASES ARE SINKING FUND OR TERM BONDS. NON-

CALLABLE SERIAL ISSUES, ON THE OTHER HAND, ARE THE 

MOST POPULAR TYPE OF LONG-TERH MUNICIPAL OOLIGA-

TION. 

)~. CITIES THAT EXERCISED THEIR CALL PRIVILEGES DURING 

1934, 1935., 19?j6 AND 1937, AND REFU1' 1DEC V'/ ITH ~mms 

AT LOWER RATES OF INTEREST, HAVE REDUCED TH~lq 

INTEREST CHARGES SUBSTANTIALLY. TO ARRIVE AT NET 

SAVINGS FRm,11 GROSS SAV 1NCS (I• E. THE D IFFEREf\lCE 

IN I f\lTEf-tEST RATES BETWEEN THE BONDS CALLED MID 

THE NEW 11.EF"UNDING BONDS) DEDUCTIOl\lS MUST OE MADE 

' FOR: ANY PREMIUM PAID, COST OF CALL NOTICES, RE-

FUNDING EXPENSES, AND ANY ADDITIONAL l~JITtAL IN-

TEREST RATE NECESSARY BECAUSE OF THE OPTIONAL 

CLAUSE. 
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5 • THE T 1 ME ELEMENT MUST BE CONSIDERED IN CALCULAT I ~1C 

GROSS SAVINGS AND ADDITIONAL INTEREST COSTS. A 

CITY MAY HAVE PAID ONE-HALF OF I PER CENT HIGHER 

INTEREST FOR t5 YEARS; WHEREAS ITS ANNUAL SAVINGS 

OF I PER CENT WERE FOR AN UNEXPIRED MATURITY OF 

ONLY 10 YEArzs. 

6. A MUNICIPALITY DOES NOT ALWAYS HAVE TO PAY A HIGHER 

INTEREST RATE ON THE OPTIONAL BOND. GENERALLY, ON 

CALLABLES ISSUED DURING THE PERIOD FROM 1920 TO 

1929 INCLUSIVC, THE ADDITIONAL INTEREST RATE NECES-

SITATED WAS LESS THAN ONE-EIGHTH OF I PER C~NT PEH 

AN[\JU!d o 

7. INSERTION OF A PREMIUL'1 CALL PRICE IN MUNICIPAL 

BONDS SHOULD LESSENJ OR PE'RHAPS SOMET lf1ES REDUCE 

TO ZERO, THE HIGHER I NT ERE ST RATE 1//H I CH THE f,fLJN IC I -

PAL I TY USUALLY HAS TO PAY FOR THE CALL FEATURE. A 

PREfllUM HAS TO BE PAID ONLY IF THE BONDS ARE CALLED. 

THI~ SHOULD BC CONTRASTED WITH THE CERTAINTY OF PAY-

MENT OF THE HIGHER INTEREST RATE, ~H~THER THE CALL 

IS EVER EXERCISED OR NOT, WHEN THE BONDS ARE CALLABLE 

AT PAR. 

8. TH IS STUDY DOES NOT PROVE THAT A f,1UN IC I PAL ITV ':J ! LL 

GAIN BY ISSUfNG CALLABLES AT ANY STAGE OF THC BUSJNCSS 

CYCLE, OR BY CALLING FOR f-lEDEMPTION AT ANY STATE. 

THE DATA ON ADDITIONAL INTEREST COST COVER A P~f1l0D OF . 
GCNEn.AL HIGH INTEREST F1ATES; THE DATA O~J Gfl.OSS SAV 11\JGS 

C3 Y REFUND I I\! GS A RE F' 0 r?. T i-1 E PE f1 I OD FRO 11 
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INCLUSIVE, YEARS ·OF ALMOST UNPRECEDENiED LOW I NT ER--

EST RATES. HOWEVER, EVEN IN MARKETS LESS FAVOR-

ADLE FOR REFUNDING, CITIES MIGHT ErrECT SUFFICIENT 

SAVINGS TO JUSTIFY AN ADDITIONAL INITIAL INTEREST 

COST. 

9. USUALLY WHEN INTEREST RATES ARE HIGH, THE OPTIONAL 

FEATURE SHOULD BE CAREFULLY CONSIDERCD, BECAUSE OF 

SAVINGS WHICH MIGHT POSSIOLY BE REALIZED IN THE 

FUTURE BY REFUNDING WHEN THE GENERAL LEVEL OF RATEG 

IS LOW. AT LEAST WHEN A MUNICIPALITY MUST PAY FOR BORROWED 

MONEY HORE THAN WHAT IS DEEMED TO BE A "NOR!,1lALn l=tATE, 

IT SHOULD CONTEMPLATE USE OF THE CALLABLE BOND. 

1b. WHEN INTEREST RATES ARE LOW, THE POSSIBILITY 

OF SAVINGS FROM INSCRTION AND LATER USE OF 

THE OPTIONAL CLAUSE 1 S S11ALL Ir NOT l\l IL,. 

UNDER SPEC I AL CI f~CU1'1STANCES, HOWEVER, A C ITV 

l\1 I GHl Pf;tOF I TA BLY ADD THE OPT I Oi'!AL CLAUSE IN 
/ 

ORDER/TO OBTAIN GREATER FLEX 18 IL ITV IN ITS 
r-
"'-- ; DEBT RET I R~MENT SCHEDULE• 

I I • I F A r.'- UN I C I APL I TY I S I N D OU BT A S TO W H C: THE ;c 

TO INSERT THE CALL FEATURE OR NOT, IT SHOULD 

ASK FOR ALTERNATIVE BIDS (t.E., ON BOTH A 

CALLABLE AND A NON-CALLABLE OASIS) IN ORDER 

TO DETERMINE THE ADDITIONAL !NTER~ST COST. 

WHEN THIS IS ASCERTAINED THE GOVEqNING BODY 

CAN THEN DECIDE WHETHER THE POSSIBILITY OF 

SAVINGS WILL JUST Irv PAYMENT OF THE EXTRA 
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INTE~CST CHARGE. Now, IN NEW JERSEY I UNDERSTAND 

THIS CANtJOT TAl<E PLACE. 

1 3.. THE sr :l',LLER MUN I c 1 PAL IT I ES, HOWEVER, ARE NOT 

PRECLUDED F'ROM USING THE OPTIONAL BOND. THE 

CALL F'EATURE CAN BE INSERTtD IN SERIAL ISSUES. 

THE CALLABLE SERIAL HAS NOT BEEN ~IDELY USED, 

PUT THE:RE /\RE GOOD REASONS WHY THE Sf1 1ALLER 

r1 lUN IC I PAL 1 TI ES SHOULD SEEi< TO ACCOt,1PL I SH 

THROUGH THIS TYPE OF' OBLIGATION WHAT THE 

LARGER MUNICIPALITIES F'IND POSSIBLE WITH 

THE CALLABLE TERM BOND. 

lb. OTHER ADVANTAGES BESIDES SAVINGS THROUGH CALLS 

AND REF'UNDINGS, OR CALLS AND ~ETIREMENTS, 

WHICH MAY RESULT F'ROM USE OP THE CALLABLE 
-

F'EATURE ARE: GnEATER CONTnOL OVER THE DEBT 

STRUCTURE; ADJUSH1ENT OF' DEl3T PAYMENTS TO 

ABILITY TO PAY; A STIMULUS TO IMPROVED AD-

HINISTRATIONj ELIMINATION OF' SOME ADMINISTn.A-

TIVE DIFFICULTIES AND POSSIBLY A PREVENTION 

OF' DEF' AUL TS IF DEBT TROUBLES ' AR I SE. 

18. MANY INVESTORS AND SOND DEALERS ARE OPPOSED TO 

THE CALLABLE BOND. ~UCH OF' THIS OPPOSITION CAN 

BE OVERCOME BY CITIES ADOPTING ADEQUATE METHODS 

OF PUBLICIZING CALL NOTICES, BY DETEFd:1 IN~ NG AT 
\ 

J TI [\1E OP ISSUANCE THE Of1DEf1 OF' RED EMPT 1 ON, AND BY 

: :Al< I NG THE BONDS CALLABLE AT A PREM I UM• THC: CALL 
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PRICE SHOULD BE CAREFULLY PLANNED AND SHOULD SEAR 

A REASONAOLE RELATION?HIP TO THE INlFf ~ST RATE. 

IT ~"';HOULD PARTLY COf,IPE~JSATE THE INVESTOR FOR THC 

UNCEf1TA I NTY AS TO THC L ir·:: OF HIS I NVESn 1!ENT, BUT 

i.1UST ~10T BE SO HIGH AS TO PRECLUDE A HEASONA8LE 

l\!:-.":T SA'/ I NG THROUGH A FUTUJl.C CXCRC I SC OF THE CALL 

PftlVILEGE. 

19. CITIES AnE URGCD TO GIVE CAREFUL THOUGHT TO POSSl3LE 

SAVINGS THROUGH USE OF THE CALLASLC DONO. IF", V/!-lCN 

TH q f'-l E>< T B O O: 1 O 11 EXP ANS I ON PE f1 I OD CO I 11 ES , I NT E J1 EST 

RATES ARE HIGH, THERE SHOULD THEN BE A r,{UCH HORE 

GENEI1AL US2: BY HUNICIPALITIES OF THE CALL FEATUf1Ee 

TH ts SAME TEXT AT VAR I ous PLA ccs car li!lENT s AS TO 

THE TI i,1E IN AN ECON OH IC CYCLE WHCN A SC!-lOOL SOARD f'l I GHT TO 

ITS ADVANTAGE ISSUE CA~LABLE 

FOR EXAr,1PLE, PAGE Ii OF' THE TE><T, IT IS ST A n:o : 

"TABLE I TELLS CONCISELY THE SIGNIFI-

CANT STORY OF MUNICIPALITIES WHICH 

FORTUNATELY, DUR I NG /\ PER I OD WHDJ THE 

DUS I NESS CYCL,.E WAS ON THE UPWARD_ SW I NG, 

INSERTED THE CALL FEATUnE EVEN THOUGH 

AT A SMALL ADDITIONAL INTEREST COST. 

LATEH, OUR I NG THE DEPRESS I ON ~!HEN 

INTEREST RATES FELL, THEY WERE A8LE TO 

CALL IN THESE BONDS AND REFUND WITH 
( 

NEW ISSUES AT A LOWER RATE OF INTEREST, 

THEnEBY EFFECTING LARGE REDUCTIONS lN 

I tHERC:ST CHARGE BURDENS• n 



AT PAGE 25, AT THE TEXT, IT JS SAID: 

n~'/HC::N CITIES BOR/10tn1 IN 800!1 T f\'iES THEY 

NOT ONLY HA"S TO INCU~ HIGH lf\JTE/1CST 

RATE DUHDEf~$, QUT ALSO HAVE TO PAY HIGH 

OUILDING COSTS. THC CITIES ARE CAUGHT 

GET\VECN TWO f,1 I LL STOl\fES • f,JoT TO I NSEl1T 

THE OPTIONAL FEATURE rlAY ;JE A GREATER 

RI Si< THAN TO I f\lSERT IT. THE ISSUE IS NOT 

WHETHER TO RUN A /11SK OR NOT, BUT RATHCR, 

WHAT CO f,J ST I TUT ES A RE A SON A 8 LE R I GK • if , 

t\GAlfJ AT PACE )13, IT JS ADVISCD: 

t1 CO r W J T I ON OF TH F- 0 0 f JD : 11 A f?. I<~ T PLACES /\ 

LI l 11 T ON THE USE OF THE OPT I OhJAL BONDS 

IT IS PROF tTAOLE AT ONE T ltiE, Ul\lPf10F IT-

ABLE AT ANOTHER. THEORETICALLY THE OP-

TIONAL FEATURE SHOULD GE INSERTED WHEN 

INTERCST RATES AR~ HIGH, OR AT LEAST ABOVE 

THE nl\JOH1,1n, AND SHOULD GENERALLY NOT BE 

INSERTED ~HEN INTEREST RAT~S AqE LOW, OR 

AT LEAST BELOW THE rt MOR111" • u 

IT VlOULD APPEAR ro f,,JE THAT TH[:: FUl'ICT I ON or TH IS 
I 

MISSION INSOFAR AS THE ISSUANCE OP CALLABLE BONDS IS CONQCRNED, 

IS TWO-FOLD: FIRST, TO APPRISE THC SCHOOL DISTRICTS THAT THE 

PRESENT LEVEL OP ! NTEREST RI\ TES IS SUCH AS TO WAR~MlT A CONS I DER-

ATJON OF THIS POSSIRILJTY BY SCHOOL DISTRICTS A~ID SECOND, TO 

REC01,H.1'.::~10 t'JHAT LEC' ISLAT 10 f!, 1::- Ar,1y, NE~:o OE ADOPTED IN ORDcR TO 
t 

,I 

FJ\C IL IT/\TC: f.JOT CHJLY THE USE OF' THS CALL F-C/\TUR.E, OUT ALSO TO MIN I-
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~11 ZE OBJECTIONS Ff1Grl INVESTOR,$ AND 90ND DEALl;R$ 1N FIELDS (SUCH 

AS INADEQUATE CALL NOTICE~) WHICH HAVE CAUSED TEOUB~E IN THE PAST. 

TH2 QU~STION NATURALLY ARISES AS TO WHETHER STATEMENTS 

IN A TEXT WRITTEN AU,10ST 20 YEARS AGO ARE ST I LL SOUND~ IT IS ~W 

UNnE~STANDING THAT JOS~PH F. CLAnK, EXECUTIVE q1RECTOR 0~ THE 

LlLJf,J IC I PAL FI NANCE OFf- I CERS Assoc I AT I 01\l, 1) I :1 EAST 60TH STR.~ET' 

CHICAGO J7, ILL,.INOIS SAID A FEW 1/JEEl<S AGO nTHE C0t,1MENTS AND DIS-

CUSS I ON J N THE THE CALL Fl:ATUF~ES IN !1.lUN IC I PAL BONDS AR~ AS 

VALID TODAY AS AT THE TIME OF PUBLICATION IN J93e.n 



SENATOR LANCEt We have ·had the School Eoards 

and we have had the State Department. Now, suppose we ~ee 

who is her~ fro~ the teachers organizations. 

PAT R l CK E. MUSTO: The name happens 

to be Musto, P~trick E., Pr~sident of the Union City BoarQ 

of Education. I have ~en thirty years there. 

I don't know whether this directly affects the 

question that you are talking about, but it does affect my 
) 

board~ The State of New Jersey gave the school districts 

state aid~ It amounts to, in my district, $118,ooo. That 

program was, as we under$tood it, for the purpose of 

rehabilitation. You see, we in Union City don't need new, 

schools, but what we do have are old schools, and a program 

of rehabilitation is very important in our schools. So 

when that money did come to us, as we understand it, it was 

to be used to retire the sc;hool debt or for rehabilitation 

purposes, or petition the Board of E$timate for a bond issue 

so that we could do the Job tnat was badly needed in th~ 

school district. Well, we did prepare those necessary 

details and when we fin~lly appeared, to make the story . 
short, before the Board of Estimate-- you see, we don't 

float bonds in our school district; we petition the Board 

of Estimate and we get consent and then the City Finijnce 

Commissioner floats the bonds for us to do the necessary 

program that we have in mindo And our answer was definitely 

that due to the fact that t~e bond market was high, it 
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wasn I t the opportune, time for us to rehabilitate at th! s time. 

Now, you can readily see that if that money was ear-

marked directly for that specific purpose, and the school 

boards did get that money, we could have done the job or we 

still could, but it seems that that money goes to the City 

Treasury and when we have the pressure of the teachers' 

group constantly looklng for more money, when the budget is 

finally made up it becomes a package deal, they reduce so 

much from the budget, it means that we then go back to the 

board of education and work within the framework of the 

money we have by granting the increments or adjusting salaries 

accordinglyo So that don 1 t leave anything left for us to do 

the job that is very badly needed~ Now, I don't think that 

that is the responsibility of this Commission but I feel, 

so long as you are talking about the bond issuesj you should 

realize what really happens on the local levelo If we have 

to rehabilitate our schools and put them in condition, and 

after all we do have old schools and they do need a lot 

of work - now, if there was a more favorable bond market, 

Mra Senator, I believe we could induce the city government 

to go along with us on' the issue to do the job we need, and 

I believe that is directly in conjunction to what I have 

heard here this morninge So if this Commission can do any-

thing to assist the local school districts - I am not 

speaking of new buildings because other people have those 

problems; we have adequate buildings, only we need a 

complete rehabilitation job. 
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In that direction, I thought I would explain that the 

moneys that come to us from the State Department of Education 

do n·ot-'.,corne directly to us. The money goes to the city com-

mission, to the finance commissioner of,the city government, 

and he in turn utilizes that money whichever way he sees fit, so 

in the school districts of the type that I represent in Union 

City, New Jersey, in the county of Hudson, that money doesn't 

come directly, and I know the State Department can•t help 

that; that's the way the law was written. So what we try to 

do and what we are trying to do now-- we are again petitioning 

the city government for permission to utilize the $118,000 

that we are getting, under that state aid bill, that additional 

bill that was passed- to utilize that amount of money into a 

bond issue so that we could do the job that is necessary, 

because you couldn't put that amount of money into a direct 

budget which would have a direct responsibility on the local 

taxes. 

I do hope that that explanation has been of some help 
r 

to you in thinking out the problem of my school district. 

Thank you very mucho 

SENATOR LANCE: I might state for the record that we 

have three classes of school districts in New Jersey: 

Article 6 is the appointive board; Article 7 is the elective 

board, usually rural districts, suburban districts perhaps, 

and Article 8 is the regional board, which is pretty close to 

the elective board (Article 7)~ 



While the next speaker is'speaking, I wonder if the 

representative of the Commissioner of Education might get 

together an estimate of what percentage of all of the p~bl!c 

school pupils in New Jersey fall within Article 6 districts, 

Article 7 and Article 8. 
At this time, I will read a letter into the record 

from Mr. Ellenwood ?f Moody's Investors Service, New York City: 

He states that New Jersey is one of 12 American states which 

has a triple A rating, the best that can be given* We haven't 

had that v~ry long, incidentally~ He also states that for 

the school districts there are no trlple A ratings in New Jersey, 

and I would be surpris~d if there were. Since New Jersey got 

the tripe A very recently, we can't expect the school districts 

to have one. There are 18 AA, 64 A, 55 BAA, 16 BA, and, very 

fortunately, there are no B, CAA, CA or C districts within the 

State of New Jerseya And, as a previous speaker has pointed 

out, Moodys rate only those school districts which are about 

to float or have floated bonds in excess of $600,000 by way 
' of total, mean'ing that many districts have no rating whatsoever, 

but have bonds outstanding. 

Suppose we hear from the League of Municipalities at 

this time. 

R U,S SE L T. ~WILSON Mro Chairman, 

members of the Commission, I am Russel!T. Wilson, Assessor for 

the City of Englewood. Before I launch into the reading of my 

report here, I would like the privilege of making a comment 

on the point that was brought up a few moments ago concerning· 
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the true valuation or the actual wealth of any given community 

with respect to its average daily attendanceo My point is 

merely this, that the true wealt~ which information is available 

to the Department of Education, through the sales assessment 

ratio studies that are now used for the purpose by the Division 

of Taxation, is very apt to be misleading to some municipal-

ities for two reasons, as I see it: First, many communities 

that have a large industrial area or enjoy a great development 

of apartment houses flnd it very difficult to determine the 

actual ratio of assessment to sales because sales because 

sales do not materialize in the normal sense in these classes 

of propertiesa There are very few deeds, for example, that 

serve to convey such propertiese They are usually transferred 

by transferring a stock in the corporatione I realize, of 

course, that the State Division of Taxation is naving some 

appraisals made, quite appropriately, to help fill in that 

gap of informationo But secondly, the true value is apt to 

be misleading because personal property assessments are not 

equalized and, frankly, I don 1 t know of any basis for 

equalizing them, but it does leave a rather wide gap in the 

available information that would lead us to a reasonab}y 

sound conclusion of actual wealth of any connnunity~ 

I appear before you today, gentlemen, as Chairman of 

the Tax Study Committee of the New Jersey State League of 

Municipalities. The League represents a membership of 512 

of the 567 communities in the Statea 

The Tax Study Committee held a meeting in Trenton 

recently to discuss local bond interest rates* 

38 



Immediately our attention 

fell to consideration of Senate Bills 2 - 3 - 4 and 5, as intro-, 

duced on January 14, The actual effect of Senate 2 - 3 and 4 
cannot be known at this time since each bond issue would have to 

be considered in the light of conditions prevailing at the time 

they are offered tor sale, nor is it po3sible to predict the 

bond market reaction if these proposals are enacted into law. 

The conun!ttee nevertheless voted unanimous supper~ of Senate Bills 

2 - 3 and 4, since they were optional a1d would probably be 

beneficial to our municipalities. 

The committee discussed Senate 5 at some length, and 
while the purpose of the bill may be laudable~ it voted to 

oppose the bill because of the following undesirable features: 

1. The bill does ,not indicate how and what school 
districts may quali'fy for these loans. 

2. The bill does not state any method for repaying 
the loan which has been made to a school district. 

3. On page ti, section 20, the bill provides that all 
revenues derived from the cigarette tax are appropriated to 
provide funds for the repayment of these bonds, if the school 
district repayments of principal and interest do not cover 
the sinking fund requiremen~s. As a final resort, the bill 
provides for the levying of a property tax in all municipal-
ities to meet interest and principal requirements if repayment 
is not forthcoming from ~istricts which borrow the funds. 
This would make it possible for the State to tax property 
owners in ill of our municipalities in order to assist 
a~ school districts that may have difficulty in repaying 
such loans~ While we realize that the State Constitution 
requires that the tax source behind the bonds be spelled 
out, we must look with caution toward any proposal which 
could affect the possible allocation of cigarette tax 
monies and which might result in an additlonal property tax 
levied by the State in all of our municipalities. 

We realize that this bill is intended only as the initial 

step ln providing loans to school districts by th' State; however, 

we feel that some further legislation should be introduced (if 
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further consideration of Senate 5 is proposed) which would spell 

out the administration of this loan program~ In that manner 

municipalities and school districts will know exactly what they 

are supporting or opposing. 

For these reasons~ we must oppose Senate 5 at this time, 

urging also that the members of the Legtslature give further 
,., 

consideration to the entire programa 

The problem of high interest rates is not peculiar to t~e 

State of New Jerseyc This is a problem which is facing all of 

our municipalitiesl) states and Federal ,}overnroent0 Many of the 

fiscal policies will be set by our National Government and no 

matter what, we desire or plan in New Jersey~ we are affected 

by those policies O Bond interest r-ates and the bond market w! 11 

be determined by future financial programs and economic :require-

ments and llmitationso 

The Federal Government is actually draining off some of the 

money which could be used to purchase local, municipal and school 

district bondso The investor w{ll always seek the market where 

he can obtain the highest interest rate0 These higher interest 

rates may have some effect in foFcing economy on many of our 

governmental unitso Perhaps we will have to learn to live with 

higher interest rates for it seems they are here and irrespective 

of what legisla'tion we pass in this Statej we cannot operate in 

a vacuumo If our bonds fail to yield an adequate competitive 

return, they will go unsold and we will not be able to construct 

new facilities by this meanso 

In conclusion~ it is realized that by withholding the 

full faith and credit of the State 1s tax resources9 any State 

Bond issue would be less attractive to an investor, thus forcing 
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a higher rate of interest, possibly to the same level at which 

the poorly rated schoo~ district or municipality would have to 
\ 

float its own issue. If these conclusions are accepted, it may 

well be that the State's entry into the lending field as proposed 
I 

by Senate Bill 5 would be subject to fu 1 ·ther careful scrutiny. 

The League of Municipalities greatly appreciates 

the efforts of this Commission to help solve a perplexing 
,I problem and we wish you very well,llgentlrmeno 

Thank you. 

SENATOR LANCE: Mro Green? 

The representative of the Commissioner of 

Educatlon 9 I believe, has some figures. Would you want to 

take the microphone again? 

MRo KILPATRICK: On your question of Chapter 

6 and <;:hapter 7 districts, in numbers of districts the 6 1 s 

are the least number but they do comprise •five of the so-called 

big 6 districts of' the Statc9 The City of Camdeh voted to go 

to 7 recently, so, of the big 6, five are Chapter 6 districts. 

All in Hudson County, for example, are 6's except one. So far 

as school population is concerned, and these are the estimates 

at the present time, slightly less than half of the population, 

the school population, would be in 6•s, about 50 per cent in 

7's, and perhaps around ~.per cent in the regionals. So far 

as the problem today, I think this might. be of some value to 

the Commission, that the problem generally is in our Chapter 7 

districts rather than 6•s, if we take the debt service payments. 



In 1951-52, the debt service payment· in Chapter 7 

districts was about eight and a half million, and in Chapter 6 

districts, it was approximately seven and a half million~ In 

1955-56, the Chapter 7 debt service has practically doubled 

and it is about 17 million 9 whlle the Chapter 6 debt service 

is slightly over nine million, so that ln 6ts we had an increase 

of about two million dollars In debt servlce in that five-year 

period, whereas., under the 7's we have almost doubled., and I 

think that the Committee can see because generally the 6ts are 

the built-up cities where the main problem is one of renovat1on, 

of which Mre Musto spoke, rather'than new constructione The 

shift to the suburbs has greatly increase 1 our population in 

the Chapter 7 districts@ 

SENATOR LANCE~ I might draw the concluslon from your 

testimony, Mr. Kilpatrick, that what is happenlng in this 

State is an expansion of population on the periphery of our 

metropolitan northeast Jersey area, with the result that 

people are going lnto the suburbs and that is where you are 

getting expansion for new schoolso 

MRe KILPATRICK: That is correct@ 

SENATOR LANCE: Whereas, in your older countlesjHudson, 

etc., the need for new classrooms would be a shiftlng population 

rather than a great increase in populatlon@ 

MR~ KILPATRICK: That is_entirely correct~ 

SENATOR LANCE: Your testlmony was very interest.ingl» 

Mro Green? 
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F. C O L £ Py! AN G R E E: N: My name is F. Coleman Green, 

of the firm of Hawkins, Delafield and Wood, of New York. 

Senator Lance and members of your Committee, I have not 

prepared myself to talk today but rather I had Intended to 

come down and listen and learn, and by listening I am learning~ 

The problem which seems to be presented generally in 

New Jersey and elsewhere is that the municipal bond~, while 

you and I look upon it as an obligation or an evidence of 

indebtedness, is really nothing more than a commodity, and as 

a commodity it must take its place in the marketplace and 

compete for price. When the supply of municipal bonds is 

scarce, bidders are wllling to pay a high price for them. So 

far as 'issuers are concerned, that of course means lower rates 

of interest. When the supply increases, the atttractiveness 

of the municipal bonds must stand out in order for them to 

secure a good price in preference to their competitorsQ To 

the issuer, this means a higher cost of !nterestQ In essence, 

the whole problem presented is the necessity for making 

the municipal bond attractive or more attractive in the present 

marketplace. 

Coming down, I was looking to see what other States or 

issuers have been doing in this respect. In Rhode Island, 

legislation has been introduced to increase the rate of 

interest for municipal securities to six per centa In New Jersey 

the rate ls already at six per cent. 

SENATOR LANCE: So we won't need any legislation on that? 

MR. GREEN: No, not on that one, siro 
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In Dallas, there is talk of raising the limit for 

issuance of school bonds. c~ Canby Balderston, Vice Chairman 

of the Reserve Board., recommends an increase on the limitations 

so far as munlcipal fin~ncing is concerned, preferably postponing 

demands if they can be at thls timeo In New York, leglslatlon., 

I belleve, has already been introduced for the purpose of 
\ 

extendlng the period for temporary financinge In New Jersey, 

under the local bond law, this period for temporary financing 

is now at two yearsG For school districts, ltts at three years. 

In New York also now under consideration is the matter of 

regional marketing of school bondsG 

In reporting, the Investment Banki~1g Association finds 

that the quality of the lssue, not the slze of it, affects its 

cost, go1ng again to the matter of commodities., New York 

State, or the State Comptroller., has just recently published 

a booklet entitled, nour Public Schools - a Sound Investment. 0 

Doctor Ratc:iforc1 of Duke Universlty, talking at the 

recent hearings ln Washington, calls attention to the fact 

that more economy in construction might assist in present 

financingo He speaks also of stan<lardlzatton to a degree 

of types of strnctu:res; also of an overall program by an 

investment officer In the co11ununtty 9 the municipality or the 

school district, to take over management of the cash and 

Investment of the agencies; a sale of the degree of holdings 

1n Unlted States obligations, making the money so freed 

available for imr~strr~ent in local secttri t!eso He speaks also 

as his sixth proposal of ravorlng bonds which are callableG 
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He has stated that the feature is universal in private 

finance and even in household mortgages. General revenue bonds 

are callableo He continues to say that the present high level 

of interest rates suggests that this feature might now be used 

advantageously. 

I am,pleasa:lto say that New Jersey is recorded in the 

Daily Bond Buyer of February 27 as cons!dering the matter 

actlvely and having appointed a New Jersey Bond Study group 

to seek ways and means of improving the credlt of the districts. 

New Jersey is indeed very fortunate in that they have a Department 

of Education which ls very much aware of the problems faced by 

the school districts, the Chapter 6 1 s and Chapter 7's and the 

regional school districts and, li~ewise, the municipalities and 

counties are fortunate to have a local government board which is 

so keenly aware of their problems. These two agencies working 

together have approved an untold number of extensions of credit 

in the pasto I understand that there are many more still to 

come lit 

The bond market of recent weeks has improved, with the 

result that many bond issues which were held out of the market 

in the pas~ year o:r 18 months are now entering it. In January, 

better than four million bonds were authorized and were sold 

in the closing days_ of that month. In March alone, I believe 

there was a sale, at least one sale, every business day except 

Friday in that montho At this time, from~New Jersey alone, 

better than twenty~two million bonds are scheduled for saleo 

That's better than a million bonds per dayo 
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Consideration of other matters are being discussed in 

New York by lawyers and bankers and others which I am sure have 

been before this Committee or are before you right now. Among 

them is the conside~ation of the extension of the temporary 

period for financing. In effect, this would be to put off for 

another two or three years the problem now faced by school 

districts in selling bonds. If the temporary period is 

extended from the present two or three years by an additional 

two years to four and five years, the question presented is: 

what solution will be available at that time for school 

districts and municipalities if the bond market should move in 

an adverse direction and be worse th~n it is todaye If con-

sideration is to be given to that, a thought which might be 

further presented would be that of requiring a four or a five 

per cent retirement of the authorized issue before extension 

beyond the present financing periodo Briefly, a school 

district today can finance on temporary obligations for a period 

of three yearso If the school district is to go into the 

fourth yearj they should by that time have retired four per cent 

or five per cent of the total authorized amount of the issue.i 

Another matter of 'considerable discussion is that of 

regional sales of issues. It ls talked about and not too 

clearlyo It is not clear as to whether by regional sale it 

is meant to plck a particular week or a particular time for 

the sale of all bonds in Bergen County, or all school districts 

in the south of the Stateo Some criticism of that has been 

voiced to the effect that the good credit school districts suffer. 
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Also, there is a feeling that the plan might not produce 

the benefits that some see in it~ There is much discussion of 

the issuance of bonds, with a portion thereof callable, with the 

idea of allowing those bonds to be redeemed at future dates 

if the market changese The present legislation, which is per-

missive, allows the issuance of bonds which would be callable 

at a future time upon payment of premiumo 

Other suggestions go to the possibility of upholding 

state aid to school" districts in the event of a defaulto If 

the default ensues for 60 days, the state aid would be diverted 

and held for the school district~ I belleve Virginia now has 

such a provision, whlch was enacted back in the early 30 1 so 

All of these polnts all go to the basic problem of endeavoring 

to make the bonds which are offered for sale more attractlve. 

Part of this might be a publicity campaign. I understand that 

the State Department of Education is now- working on a brochure 

or booklet to explain to investors Just why New Jersey bonds 

are the good investment they are. 

Also to be considered, all again with a view to making 

bonds more salable, might be the matter of some sort of a mutual 

insurance funde By this, you, I don't know how, might have an 

appropriation of a certain amount of money into a fund. Issuers, 
I 

counties, school districts and municipalities, would, say, pay 

one-eighth of one per centum, and I am taking figures out of the 

air, into this fund, which would be built up over the years as 

an insurance fund for defaulting municipalitles. The amount 

of the money available to meet potential defaults would be a 



fractional part of the bond, which would be covered by the fund 

itself. 

It was mentioned before that Moody's Investment ~ervice 

classifies or rates only those districts or issuers which have 

debt in 'excess of $600,000o The absence of a rating on an issue 

is no indication at all of the quality of the issue. New Jersey 

bankers and New Jersey dealers do rate, in their own terms, these 

bond issues which circulate and which are sold without a Moody's 

rating~:. There has been some talk of a possibility of working 

out a rating system for state purposes by the Department of 

Education or the Local Government Board, possibly as to class-

ification of municipalities based on the Department of Education's 
I I / 

and the Local Government Board's feeling in the mattero Now, I 

just put that out for thinking; I dontt expect any opinion on 

it, because there are many times when a bond can sell better 

because it is not ratede 

Finally, I think that the local units, the iss_uers, can 

do much to help themselvese When you come into the bond market, 

particularly a bond market today, they have to sell the issue, 

sell the district, and convince prospective bidders on the bond 

that the bond is a good investment. In this respect, Henry Russell 

and I, I think back in 1954, established what we call a bond 

calendar$ In New York City, we have other J:nnding attorneys who 

have agreed to schedule sales on itq As sales come up, we 

endeavor to see what days they have bond sales or at least 

competitive bond saleso We try to v..ork the sales so that no 

bond sale adversely affects another. It is many times very 

difficult. In this respect, if local units are in a posltion 
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to be flexible as to the date of sale, where the recommended date 

may not coincide with the regular meeting date but may make avail-

able a better market for it, it certainly does helpo 

Of great importance, and this has been raised before at 

many meetings in this State, is the matter of the brochure. 

That cannot be overemphas!zedo The brocure which is put out 

before the bond sale usually has the notice of the sale in it, 

and also has a proposal for bidders, and has background informa-

tion about the communityo In the days of the good bond market, 

we were able to talk no more than about tax,rates, about the net 

debt of the school district, and about the net debt of the 

municipality. Those times have changed. There is no reason why 

the issuer should not come out and give some general information 

about himself, as to why it's a good community, what industry is 
- for 1 

there, how it is zoned, what Its plans are/the future, what, if 

it's a municipal issue, the' school plans are; repair of the 

physical plants ln the school district; likewise, on the school 

side, what the municipal needs are. It 1 s impossible to conceal 

these from the bond market and an honest, forward statement, 

worked out intelligently, is a great help~ Of course, the final 

point would be to~'ctndeavor, if by ope_,ration of the municipal 

or the school budget some part of the proposed bond lssue'can 

be retired, then of course to so retire it and thus result 

in the sale of lesser bonds. 

I would like to mention one point that was mentioned 

earlier in connection with the callable bond bilis. The 

callable bond bills or premium bond bills are not of them-

selves the answer to the whole problem here because it's the 
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problem of the sale of a commodityQ Almost all states that I can 

recall right now do have provisions in law which allow school 

districts, municipalities and counties to issue bonds: which are 

callable at a premium_. New Jersey, too, has it in its refunding 

law. The matter of the application of the premium to a parti-

cular bond issue or the decision before a Board of Education 

as to whether the call feature should be used or should not be 

used is a question which is many times beyond the ability of 

the Board of Education to decide on its own or a municipal 

body and in that respect they should call upon the able corps 

of auditors throughout the State, of bankers, the local banker, 

the local trust officer, who, while he may not be actively 

engaged in the municipal market., can call upon his1 correspondent 

banks which are engaged in the market and they can recommend to 

him the use or the non-use of the call feature. 

The legislation, I believe, makes provision for the 

fact that bonds and temporary obllgations cannot be issued 

rwith a premium call feature unless the Local Government Board 

shall have' made a finding that the call is reasonable, I believe, 

and warranted. 

In talking recently with bankers in New York who are 

actively engaged in the New Jersey market and the New York 

market, the Virginia market and others, they say that it is 

easy today - or hard as it is to sell bonds, it is much more 

difficult to sell bonds which are callable closer than ten 

years from date of issue, that a call feature inserted in a 

bond issue which is operative and gives the issuer the right, 

at his option and on the terms spelled out in the bond, to 
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call the bond for payment in advance of maturity, does not 

directly affect the marketability of the bond because of the 

fact that you may be able, by using the call premium, to off-

set the disadvantage which is normally incurred upon putting 

a call provision in. It appears that an itb.ft\,l/al:1:;~~call is 

probably or should be equal to about one year's interest~ Then 

it seems that it decreases as the issue goes out to maturity. 

The guideposts of the use of premium c~ll features in bonds 

are something that should be, I believe, reviewed carefully 

with municipal bankers in New Jersey, with the Commissioner of 

Education's Office, and with the Local Government Board so 

that we can determine or the issuer can determine within what 

limits he, at a particular time, can safely use the call premium. 

A schedule which can be used today may be a very useless schedule 

six months hence. 

SENATOR LANCE: Mr. Green, you are with Hawkins, 

Delafield and Wood, and they are a New York City law firm which 

specializes in the legal work of school bonds~ 

MR.GRBEN: Yes, sir. 

SENATOR LANCE: And you work through many New Jersey 

local bond counsel? 

MR. GREEN: Yes, sir. If I may say so, we•re a full-

blooded law firm and we have various sections - corporate tax, 

estates, and so on, and among them the municipal bond section~ 

SENATOR LANCE: There will be a small extra charge for 

that •. 

Is it true that the New Jersey school districts now have 
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two options: (1) non-callable and (2) callable at par? 

MR. GREEN: Yes, sir. Under present law the school district 

can issue serial bonds which would come to so-many thousands of 

dollars in each year. There is no provision now in the law which 

says that you can issue bonds which are callable at par, but 

it must be reasoned that it is permissible and our firm has so 

reasoned, because all that you are doing is paying back to the 

borrower, but you have to pay it - maybe ten years sooner; you 

are paying him his principal due and you are also paying him 

such interest as he is entitled to up to that time, so that when 

you do sell a bond so t~rmed, it is adverse at present to the 

best interests of the district because you can 1 t give him a 

premium. 

SENATOR LANCE: Are you in~~ position to estimate what 
\ 

percentage of school bonds sold initially in 1956 had a call 

provision in them in the State of New Jersey, dollarwisei 

MR. GREEN: No, sir, I am not. l must meet that by 

saying this, that we normally recomnIBnd against it unless 

there be a good reason for it, because of the lack of premium. 

At this very time, the Borough of Riverton is offering approx-

imately ~30,000 bonds which are to be callable at par9 The 

bonds had to be sold and the Borough found that it was unable 

to await the passage of the proposed legislatione 

SENATOR LANCE: Wouldn't it be reasonable to conclude 

that of the $100,000,000 of bonds our school districts sold 

in 1956 that probably not more than one per cent in volume, 

dollarwise, had a callable feature, and maybe it would be 
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one-half of one per cent volume? 

MR. GREEN: I don't think it would be more than that, 

if that highe 

SENATOR LANCE: Is it possible for a school district 

to split a single issue into two sales, with the longer 

maturities sold at one time and the shorter maturities sold on 

a different date? 

MR. GREEN: I thiIB; by an amendment in 1955, Chapter 159, 

I believe, the installment sale was granted to school districts 

under Chapter 7 and which would also affect regional school 

districts. You mean, ,a horizontal split? 

SENATOR LANCE: Yes. 

MR. GREEN: I believe so, sir, but I would like to take 

a reservation on that because I would want to check them off. 

Vertical split, yes. 

SENATOR LANCE: Now, we are not talking desirability 

or feasibility, but we are talking legality and statutory 

authority: Do you feel that, second, a school district has 

the right to issue bonds in two~series by what you call a 

vertical split, meaning that on the first sale you would sell 

some of the bonds in each maturity, and on your subsequent 

second sale, days, weeks or months later, you would sell the 

balance of the issue which again represents all maturities? 

IVIRo GREEN: Yes, s i ro 

SENATOR LANCE: Did anybody do it that way in 1956 

that you know of1 

IVIR. GREEN: No, but I believe it is being done right 
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today in one of the school districts in the north of the State, 

an old issue that was partially sold about two years ago. 

SENATOR LANCE: Now, a school district today dares not 

sell its bonds for less than face; is that correct? 

MR. GREEN: Yes, sir. 

SENATOR LANCE: On some of those recommendations of 

Professor Ratchford of Duke University, you rushed through them 

pretty fast: No. 1 went to economies in school construction,--

MR. GREEN: Yes, s 1ir. Then the second was--

SENATOR LANCE: -- which is an interesting field, but 

one which this Commission is not authorized to go into and 

will not go into; we are merely on the interest rates~ 

MR. GREEN: I mentioned that in passing. I think there 

has been some talk of standardization of construction, of 

endeavoring to arrive at five or six types of school buildings. 

There is a great disadvantage, as you know, to that. The 

New York State Department of Education, having looked at the 

matter thoroughly, I believe is opposed to it, and that, I 

think, is what he had some reference to. 

SENATOR LANCE: I believe there is another legislative 

committee worrying about that., and we have our ,own headaches on 

this. That's why I say that we are not going to consider that. 

Second, is the mobilization of cash reserves of all 

governmental units. 

MR. GREEN: Yes, sir. 

SENATOR LANCE: By that., I suppose you mean that each 

municipality, county and school district has year-end surpluses 

and surpluses at other times during the year and, query, whether 
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that couldn't be mobilized under state direction for re-lending-

something like that? 

MR. GREEN: He didn't go that far, but I think it could 

be carried to that extent, perhaps ,investment of municipal 

surpluses in obligations of school dlstricts, and things of that 

na tu re , un de r p rope r 1 e g is 1 at ion. 

SENATOR LANCE: Now, the third suggestion was that the 

States themselves hold a lot of U.Se Government securities in 

pension funds and all other sorts of trust funds and, query, 

whether the States couldn't use a 1arger percentage of their 

assets as investments in school bonds through a sale of their 

U.S& Governments. Was that the third--

IVIR. GREEN: That's what he said, yes. 

SENATOR LANCE: The fourth suggestion was that the 

States do more to supervise and control local borrowing. On 

that, what is your opinion of our system here in New Jersey on 

control over school districts in issuance of bonds exercised 

by~the State Department of Local Government and the Commissioner 

of Education? 

MR. GREEN: 

down the street. 

Excellent, and it is so recognized up and 

SENATOR LANCE: And actually it is probably one of the 

best systems in the United States? 

MRo GREEN: I would say it certainly is, yes. Not 

being familiar with all other systems, I would say yes, and 

I have heard bankers in New York be most warm in their praise 

of the system here in New Jersey, particularly in the day of 

emergency financing and the operation by the Department of 

55 



Education and by the Local Government Board, 

SENATOR LANCE: Now, the fifth suggestion of Professor 

Ratchford was that the state local governments develop a $ystem 

for the mutual insurance or guarantee of their bonds. Was that 

a suggestion that would be more or less like the Federal Deposit 

Insurance Corporation has for national banks? 

MR. GREEN: Yes, it would. 

SENATOR LANCE: Whereby everybody would pay a fraction 

of a per cent into a general fund which would build up an 

insurance reserve or something? 

MR~ GREEN: Yes, if you were a member of the fund. 

SENATOR LANCE: And the sixth suggestion of Professor 

Ratchford was that more state and local bonds be issued with 

callable provisions? 

MR. GREEN: Yes, sir~ 

SENATOR LANCE: And his seventh and final suggestion 

was that the unemployment trust fund have the opportunity to 

purchase school district bonds. 

NIR. GREEN: Yes, sir. 

SENA.TOR LANCE: Thank you very ~uch. 

ASSEMBLYMAN BARKALOW: Excuse me just a minute; I 

would like to ask Mr. Green just one question: Have there 

been any situations in New Jersey whereby a school board, 

offering for sale an issue of bonds and the bid received, 

in the thinking of the board, was too high, took a bold stand 

and rejected that bid and then resubmitted the sale of bonds 

again? 
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lVlR. GREEN: Yes, sir$ I believe down in Camden County, 

the Township of Delaware offered its bonds and received a bid 

of about 4-35, which the board felt was too high, and ~hey 

then advertised for bids again and the bid came in &t 4~90. 

There was one bid, and that had to be rejectede Now, Delaware 

Township is facing what a great many of the large school 

districts are facing in New Jersey,. 1-the;:,b:tunt1ry~"'1t;y'j)e; the 

Chapter 7's, here in the Delaware Valley - need for schools, 

need for sewers, need for road improvements, and general 

raising of money for school and municipal purposes, and their 

only recourse at the present"time seems to be from the bond 

market. The district is, I think, about out of th~ difficulty; 

they are rew0rking maturities, of bonds and trying to get the 

bonds into the market in installment sales. 

IVIR. BARKALOW: May I ask, have there been any s!tuations 

to your knowledge where, at the public sale of an- issue bf 

bonds, as was recited here previously, only one bidder appeared? 

Of course, the one bidder may also be bidding for several 

and, upon determing on arriving at the hour of that there 

are no other individuals there, that could result in a higher 

interest rate possibly. 

IVIR. GREEN: There have been a number of sales at which 

there was only one bid submitted. I believe there was only 

one bid submitted at the sale of the City of Long Branch bondse 

I read nothing too much into that at allo As bonds are 

offered, and in New Jersey there are certain houses which 

specialize in the New Jersey market or have a New Jersey 
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section of the post office sections, and they are each trying 
tf 

to put a bid in for the bond. Sometimes the bonds are un~ 

attractive and it is impossible for any one particular bidder 

to fathom out a market which will give him good reason to 

feel that he can dispose of his bonds if he is successf~l, 

so that they will withdraw and not bid. Then he may find 

that two or three - he may find that they h~ve enough 

customers to dispose of the bonds and that may result in a 

single bidder. 

SENATOR LANCE: Thank you, Mre Green. 

NIR. GREEN: Thank you., sir. 

SENATOR LANCE: ls there a representative of the 

PTA here? 

I might say that at the conclusion of this lady's 

testimony, we will adjourn for lunch. We will be 

back at two o'clock. This ~fternoon, we expect to 

have Mr. Skillman of the State Department of Local 

Government here, who couldn't attend this morning 

because the Board of Local Government regularly meets 

on Thursdays; also Professor William Miller of 

Princeton, who will discuss certain constitutional 

aspects, and we hope to have Mr. Voorhees. Is he here? 

Mr. Voorhees, you can be here this afternoon? 

NIR. VOORHEES: Yes. 

SENATOR LANCE: Mr. Voorhees represents the State 

Investment Council, and we will also have a representative 

of the State Education Association, which represents the 

great percentage of the teachers in the State. 
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L~RS. \d I LL I AM l\1 E V E R: BEFORE I READ THE 

OFFICIAL STATEMENT OF THE NEW JERSEY CONGRESS, I CAN'T HELP BUT 

FOLLOW MR. MUSTO'S EXAMPLE ON THE CHAPTER 6 DISTRICT TO WHICH 

OELO~G, IN HUDSON COUNTY - NORTH BERGEN. THE GOARD OF SCHOOL 

[ST H~ATE, HI SPITE OF THE FACT THAT $ 1L00,000 IN STATE SCHOOL 

OU1LD1NG AID WILL COME INTO THE TOWNSHIP FOR 'L957-58, CUT THE 

SCHOOL BUDGET s400,ooo ON~ $2,000,000 SCHOOL BUDGET; THIS, IN 

SPITE OF THE FACT AS WELL THAT OUR AVERAGE TEACHERS' SALARY IS 

l3F::LOI\' THE AVERAGE FOR THE STATE OF [\]EV/ JERSEY IN A METROPOLITAN 

Uf10AN cm,lf, 1lUN ITY Mm THAT TWO OF OUR SCHOOLS AT LEAST-- THEY ARE 

ALL OUD AND DETERIORATED, BUT TWO AT LEAST ARE SO HAZARDOUS, OR 
they 

SO SUB-STANDARD, LET ME PUT IT THAT WAY, THAT/ARE ACTUALLY 

HAZARDOUS TO THE CH I LOREN IN THEt1j ADD TO TH IS THE FACT n1AT, 

ACCORD I NG TO A CO LUMB IA UN IVERS I TY SURVEY, WE ARE TH:": ONLY cor1-

r,iUl'l lTY IN THE EASTERN UNITED STATES W 1TH !~0,000 PEOPLE THAT HAS f'JO 

H I CH s CH O O L • \ 'J E s END r ,10 m: TH A N I 3 0 0 H I CH s CH O O L s Tu DENT s Ou T T 0 

(, SEVEN D IFFERDJT RECEIVING DI STfc. I CTS, /\ND YOU l<NOVJ WHAT THE ANSl'1ER 

Of\! THC RECEIVING DISTRICTS Is GO I NG TO BE VERY SHORTLY. You CAN 

LHWER.STAND THAT I PERSONALLY, AND THE PTA PEOPLE IN ~,!ORTH DER.GEN, 

AS WELL AS TH~ BOARD OF EDUCATION, WILL BE MOST GRATEFUL ~OR 

ANY~HING THIS COMMISSION CAN DO. Now TO MY STATEMENT: 

ALl L1RS. 1:'J I LL I AM klEYER, LEG I SL.AT I ON CHA I RMAN OF THE NEV'J 

JERSEY CONGRESS OF PARENTS AND TEACHCRS. 

Due TO THE NATUHE OF 01=?.GAN!ZATION OUR OGSER\/ATIONS 

HERE ARE NECESSARILY NOT TECHNICAL BUT WE FELT WE DID WANT ~O 

Et~ P 1-' AS I Z E TH'':: NEED F OR LEG J SLAT I ON I N TH I S ARE A • 

IN RESPONSE TO QUEST t ON ~JO. TO BE DISCUSSED TODAY, YYSHOULD 
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THE STATE LEG ISLATUFI.E ATTEr.1PT TO REtJCER ASS ISTMWE TO SCHOOL 

BOARDS, !AUN IC I PAL GOVERN t NG BOD I ES, ANO BOAFWS OF FREEHOLDERS 

IN THIS SITUATION (THAT IS, REGARDING HIGH lf\lTER.EST RATES)?u, 

I SHOULD LIKE TO POINT OUT THAT THE NEW JERSEY CONGRESS OF 

PARENTS AND TEACHERS, FOLLOW ING THE RECm,!MENDAT IONS OF" THE 

ST ATE TAX Po L I CY CO f ,'i M I S S I ON TO L1 EE T THE LJ EE D , SUPPORTED 

s-361 IN 1955 AND s-3 IN 195G, BOTH OF PROVIDED POR /\ 

FUND FROM WHICH SCHOOL DISTRICTS WHICH HAD TRIED TO SELL 

THEIR DONDS ON THE OPEN f,1ARl(ET AT A REASONAOLE RATE OF IN-

TEREST /\ND HAD FAILED TO DO SO_, COULD BORD.OW AT I~ fAOf1E 

THAN IT COST THE STATEq 

IT WAS EVIDENT BY THE LAST HAL~ OF 1956 THAT THE 

A~,IOUNT OF MONEY PROV I OED !3Y S-3 WAS ENT I RELY INSUFFICIENT 

TO MEET THE NEEDo INCREASES IN ENROLLMENT WHICH MEAN 

MORE SCHOOL HOUSING FOR CHILDREN ARE NOT THE ONLY REASON, 

ALTHOUGH THOSE INCREASES ARE NOW BEGINNING TO GE FELT IN 

THE HIGH SCHOOLSo NOT ONLY ARE MORE CHILDREN ENTERING 

HIGH SCHOOLS, BUT BECAUSE Or THE HIGHER QUALIFICATION °DE-

~- !ANDED BY BUS I NESS AND I ND UST RY , M Of-1E M-l E ST A Y I NG I N H I G H 

SCHOOLS. As A RESULT, VOCATIONAL SCHOOLS AnE NEEDED MOl-1E 

THAM EVCR ON THIS LEVEL. FURT!-!f::RMORE, THE SENDING-RECEI-

VING fl.ELATIONSHIP IS BREAKING OOVVN BECAUSE IT IS C<T~Et,JCLY 

DIFFICULT AS WELL TO CUT COSTS IN THE HIGH SCHOOL AR~A. 

SCHOOL DISTRICTS, THEREFORE, ARE BUILDING THEIR O~N OR 

ARE GETTING TOGETHER IN GUILD ING REGIONAL HICH SCHOOLS TO 

EDUCATE THEIR HIGH SCHOOL YOUTH. 

THESE I NCREASEO BU I LO I !\IG t,!EEDS ON ElOTH THE ELEHENTARY 
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AND THE SECONDARY LEVE~S ADOED TO THE TJGHTENJNG OF CREDIT 

THROUO,HOUT THE NAT ION, V'JH ICH IS RESPONSIBLE FOR THE FACT 

THAT RlGHT NOW JN NEW JERSEY BETW~EN $130,000,000 AND 

$140,000,000 IN BONDS FOR APPROVED SCHOOL CONSTRUCTION 

HAVE NOT BEEN SOLD, CERTAINLY POINT UP THE NEtD FOR A FAR 

LARGER FUND THAN WAS NECESSARY AT THE TIME THE STATE TAX 

POLICY COMMISSION MADE ITS ~EPORT4 

IN ANSWER TO QUEST I ON ~JO o 2 OF THE SCHOOL 80f\!D 1 N-

T ERE ST RATE CO~MtSSION, THE NEW JERSEY CONGRESS OF PARENTS 

AND TEACH~RS F'EELS ITSEL.F' UNQUALIFIED TO MAI<E SPEC JF JC RECOM-

)T IS SECURE IN THE BE~IEF THAT THE COMMITTEE 

OF EXPERTS SET UP BY THE COMMISSIONER OF EDUCATION WILL, AS 

A RESULT OF ITS BEST THINKING, RECOMMEND TO THE LEGISLATIVE 

COMMISSION A PRACTICAL MEANS TO MEET THE NEED, AND THAT FROM 

THE COMBINED THINKING OF BOTH GROUPS WIL~ RESULT LEGISLATION 

WHICH WILL SOLVE THE PROBLEM TO THE GREATEST BENEFIT OF NEW 

JERSEY CITIZENS AND PARTICULARLY OP ITS CHILDREN. 

SINCE THE SITUATION WITH ~HICH WE ARE FACED IS ONC 

L'H I CH DECmlES ~-lORE ACUTE DAILY, WE f-10ST RESPCCTF'ULLY RSCOM-

t\:E~,10 THAT THE STUDY BC THOHOUGH, BUT RAPID, AND THAT IT BF 

rOLLQ\i'JED BY AS G't.U I CK ACT I ON AS POSSIBLE 0~' THE PART OF THE-: 

LEGISLATURE, WITH THE THOUGHT IN ~11ND THAT WE QUICKLY DISPOSE 

OF T~IS MOST PRESENT PROBLEM, IN THE VAST MOUNTAIN OF EDUCA-

TIONAL PROBLEMS GEFORE US. 

I THANK YOU FOR THE PRIVILEGE OF ADDRESSING YOU. 



...... __ ,// 

SENATOR LANCR: How many members are there in the State 

organization? 

1\/lRS. 1\/lEYER: Approximately 400,000 members now. 

SENATOR LANCE: And your organization ls what we 

laymen refer to as the PTA7 

IVlRSo ME'YER: Yes, siro 

SENATOR LANCE: Thank you. 

We will recess at this time until two o'clock. 

I wouldn't think the hearing would last this afternoon 

much more than an houro 

(RECESS) 



l.,,.-

AFTERNOON SESSION. 

SENATOR WESLEY Lo LANCE (THE CHAIRIVIAN)~ Will all the 

people who want t:o speak this afternoon who were not 

registered this morning, kindly sign their names? 

At the start of the afternoon hearing, I would like to 

say that the Commissioner of Education has appointed a 

committee which has recommended that a brochure be prepared 

which will tell, I suppose, what kind of State New Jersey is 

in general, tell something about state aid, as we have it 

in New Jersey, tell somethlng about school bonds and, most 

important of all~ what is behind school bonds from the 

standpoint of the investor, and I think that w111 be very 

helpful and will be an excellent thing that will be done 

under the dlrecLion of the State Commissioner of Education, 

Dr. Raubinge ro 

Mro Green, one more question for youo Will you 

take the mic~ophone7 

F. COLEMAN GREEN, of Hawkins, Delafield 

and Wood, resumes the stand. 

SENATOR LANCE~ There is a bill that has been introduced 

in the New York State Leglslature which extends the period 

for temporary f1nanclng up to flve years and» without going 

into the pros and cons or the feasibility of that, I think 

you said this morning that the pertod in New Jersey is two 

years. 

MRo GREENg For m11nic:!palities and counties, and three 

years for school d!strlctse 
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SENATOR LANCE:-

districts 'l 

Three years for all classes of school 

MRo GREEN: Chapter 71 s and Chapter 81 sQ 

SENATOR LANCE: Now, when do you start to measure that 

period? What is the beginning point of the three year 

period for Chapter 71 s and 81 s7 

MR. GREEN: We have interp~eted the period as beginning 

at the date of first issuance of a temporary obligation, so 

if a note goes out under date of February 1, 1957, the 

three-year period expires February 1, 1960~ 

SENATOR LANCE~ Thank youo 

Do we have a representative from the New Jersey 

Education Association here? 

s. HERBERT S T AR KE Y~ Senator Lance, 

members of the Commisslon, my name is So Herbert Starkey, 

Director of Research for the New Jersey Educatlon Asso-

ciationo Our association is composed of about 37,000 

members, made up of teachers, supervisors and school 

administratorso 

Our organization has supported and will continue ~o 

work for state legislation which will help provide adequate 

facilities for our New Jersey childrcno We want to see 

these facilities f1nanced soundly but at the lowest posslble 

cost to our citizenso We endorse the purpose of the School 

Bond l~terest Rate Commission and sincerely hope the 

Legislature will find ways to render assistance to school 
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boards, municipal governing bodies, and boards of freeholders 

who are faced with the problem of high interest rates~ 

Almost two years ago, the Commission on State Tax Policy 

brought to the Legislature and the Governor its Eighth 

Report on the subject of financing school buildings in, 

New Jersey~ It contained two recommendations for legislative 

action: The first part of the proposed plan was enacted into 

law in March 1956 and in the current year over $10,000,000 

is being distributed to local school districts as grants-in-

aid for debt service and capital outlay expenditureo In 

1957-58 a sum of $13,$00,000 will be available to assist 

hard-pressed local school districtso This was a major 

step forward in sound financing of education and our 

Association endorsed and supported this proposal. We believe 

the Legislature and the Governor should be congratulated on 

thls forward move which has been taken so recently. 

The second recommendation of the Commission,on State Tax 

Policy was to' the effect that the Legislature should set up 

a State fund from which local school districts can borrow 

for capital needs at interest rates slightly in excess of 

the rate at which the State can borrow money, provided that 

the districts cannot borrow publicly at or below this rate. 

The size of the loan fund suggested two years ago was 

$15,000,000, and a bill was introduced and passed to pro-

vide this amount in a state school fund~ However, because 

of a question concerning legality of using a state school 

fund for this purpose, this part of the Tax Commission's 

plan has not become lawe 
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Our first suggestion for alleviating the problem of high 

interest rates is to enact lnto law as quickly as possible 

the second recommendation made by the Commission on State Tax 
1 

Policy two years ago. The idea of a state loan fund gained 
I 

general acceptance two years ago and was approved by the 

Legislatureo A new source of funds must be found and a state 

bond issue is one obvious menhod. Two years ago the State 

Commission on Tax Policy suggested that the State shall provide 

for loans at rates of interest equal to the bond interest rate 
I 

paid by the State upon its own bonds, plus an additional one 

per cento We do not hold that there is any magic in that 

one per cent. We recognize to deviate from it means a great 

deal upon the amount or the number of districts that could 

qualify for such aid under the proposal@ The Commission 

apparently believed that all the districts that would qualify 

for loans could be assisted if a $15,000,000 fund were 

established. We belleve that thIB figure is totally inadequate 

now, and I would like to summarize a few developments within 

the last two years to substantiate the statement. 

Capital expenditures in New Jersey schools increased 

$14,000,000 between 1952 and 1954 when the report came out. 

In the following two years t~e increase was $50,000,000, 

and this is double the amount spent Just three years ago. 

Local school debt servlce reached a low point of twelve 

and a half million in the period from 1947 to 1949, followed 

by small increases until it reached nlneteen and a half 

million in 1954, the date when the Eighth Report came out. 
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By 1956, the debt service increased sharply to twenty-six 

million per year, and by 1958 it is expected to reach thirty-

s ix mi 11 iono 

Extensions of credit beyond statutory debt limits were 

granted 83 times in 1954, in amounts totaling $57,000,000. 

By 1956 this had increased to 115 extensions of credit in 

amounts totaling $86,000,000. During the latter half of 

1956, there was a ~harp rise in school bond interest rates 

with an ever-growing list of issues being sold at rates 

between four per cent and five per cent. This means that many 

more districts would qualify for assistance under the state 

loan fund as proposed by the Commission on State Tax Policy. 

In view of the growing seriousness of the problem of 

financing capital expenditures, the New Jersey Education 

Association suggests that current needs for a state bond 

purchase fund should be at least fifty million dollars. 

The adequacy of this amount might easily be determined by 

officials of the State Department of Education or by the 

New Jersey School Bond Committee, a study group appointed 

by the State Commissioner of Education. Whatever the final 

amount agreed upon, the Legislature should be prepared to 

provide additional funds in future years if qualified 

dlstricts are denied assistance merely because available 

funqs are ~xhaustedo 

Since the problem of high interest rates exists in all 

our States, this Commission should be aware that other states 

have set up constructive programs or are currently studying 
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the problem. We have made no complete survey of how other 

states are meeting the problem. There is a plan now being 

considered in New York and a program in California, which 

dates back to 19490 Governor Harriman of New York appointed 

a committee headed by State Comptroller Arthur Levitt to 

study the high cost of school bond issues. This committee 

is proposing the creation of a New York School Bond Authority 

to help local districts market their cqnstruction bonds. 

The plan calls for the State appropriating five million 

dollars to the Authority to be used in the reserve. The 

Authority would then purchase school district bonds at the 

lowest interest rate practical and hoJd them. To provide 

funds for these purchases, the Authority would issue its 

own tax-exempt bonds. In addition to providing lower interest 

rates, the plan is expected to help those districts whose 

credit ratings a~e poor. The California School Building 

Loan Fund was established in 1949 and made available 

$250,000,000 over a period of approximately three years. 

· Additional amounts have been made available in subsequent 
' years. These funds were made availa~le only to those 

districts whose capital requirements could not be met within 

the normal framework. Their approach was a little bit 

different, however. Such loans to school districts entailed 

acceptance by the borrowing district of a minimum effort 

toward debt service. If a district exerts such effort through 

a local tax levy and still cannot raise sufficient money to 

repay the loan within a specified period, the loan is 

cancelled. 
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The New Jersey Education Assocation will support any 

fiscally sound plan which will enable local d!stricts to 

obtain lower interest rates on their bonds. WE believe that 

the proposal made by the Commission on State Tax Policy 

1almost two years ago is a workable solution if the amount 

of the fund is increased to meet current conditions. Unless 

the hearing today or the deliberations of the Commission 

proves a better solution to the problem, we hope this Com-

mission will propose legisiat!on implementing the recommenda-

tion of the Commission on State Tax Policy to establish a 
I 

state loan fund from which nee~y districts may borrow at 

interest rates slightly in excess of the rate at which the 

State can borrow money. We recognize that Senate E~ll S, 
which would be in effect implementing thls, is not in itself 

complete. We have no opposition or any criticism of that 

bill, realizing that it is nothing more than a bond issue 

bill, and that there needs to be a companion measure, 

similar to the one which was introduced last year, to 

implement the mechanics of the loan fund. That bill, of 

course, when it is introduced will be the one that 

d~termines the organization and procedure of such a loan 

fund~ We do think, however, that the needed state bond 

issue should be placed before the voters of New Jersey 

in November 1957. 
SENATOR LANCE: Than~ youo You mentioned the name 

of Arthur Levitt, who is the State Comptroller of New York. 

I have a letter from him dated February 13, in which he 
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says that his Committee has reached substantial agreement on 

the creation of a new state agency to assist school districts 

in the narketing of their bonds, and he enclosed a copy of 

his Buffalo speech outlining the details of that agency~ He 

also says that his committee has agreed to recommend approval 

of President Eisenhower's program to encourage regulated 

investment companies to invest in municipal securities. 

I don't know whether anyone has mentioned that here today or 

not, but I be 1 ieve in one of the Pres !dent ts economlc 

reports he pointed out that there is a drying up of funds 

which used to go into school and municipal bonds, for 

various reasons, and he suggested that Congress might 

consider the changing of the federal income tax law whereby 

regulated investment companies would be able to pass along 

the interest they receive on school bonds to the stockholders 

in the investment companies, so that these stockholders 

would receive the interest also in tax exempt forme It would 

be the extension of what is sometimes called the ttconduit" 

theory of income tax exempt ion or the Hpass-i t-alongH theory 

as I have heard it referred to sometimeso 

Mro Green, will you come back 9 please? You wish to be 

heard? 

MRo GREENg May I clarify OT conflrm the answer to 

the question you asked of me; that is, the three-year 

temporary financing is possible by Chapter 6, Chapter 7, 
and Chapter 8 schools distrlcts~ Thank youo 

SENATOR LANCEi Mr. Watson? 
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lJ I LL I AM P. WATSON: ['•iR,. CHAtR~1AN, I AM sEcn.ETAR'r' 

OF THE NE\ 1/ JERSEY FARt1 BUREAU, A VOLUNTARY DUES-PAY I MG ORGAN-

I Z AT I ON OF A p PRO)( H 1A TEL Y 8 0 0 0 FAR H FAM I L I ES I N NEW J ER S E Y • 

I Af>,J APPEAR I NG rOR THE I\IEW JERSEY FARM 8UF<EAU 1i AT THE RE-

QUEST OF THE LEGISLATIVE COMf.11TTEE OF THE NEW JERSEY STATE 

GRANGE, 1 AM AUTHOR 1 ZED :, TO SAY THAT TH IS STATEt1ENT ALSO IS 

A STATEMENT OF THAT LEGISLATIVE COfv1HITTEE MlD THE STATE 

GRAf\JGE • 

THE NEW JERSEY FARM BUREAU TOOK THE POSITION AT ITS 

LAST ANNUAL MEETING IN NOVDICEH, '1?5G, AS FOLLOWS: 

Ylv'JE FEEL THAT THE EDUCATION OF OUH CHILDREN IS A LOCAL 

AND STATE PROBLEM WITH LOCAL AND STATE CONTROL. ~E FEEL THAT 

UNDER A FEDERAL PROGRAM OF AID TO EDUCATION, NEW JERSEY TAX-

PAYERS WOULD BE PAYING A LOT ~10RE IN TAXES TO THE FEDERAL 

GOVERNMENT THAN THEY WOULD RECEIVE IN BENEFITS. ~E URGE 

THAT THE STATE ASSUME A GRE/\TER FtNANCIA,L RESPONSIBILITY 

FOR THE EDUCATtor,JAL PROGRAM IN NEW JERSEY.tr 

THIS POLICY WAS DEVELOPED THROUGH THE PROCESS OF RECOMMENDA-

TIONS FROM THE COUNTY UN I TS or THE NEW JERSEY FAm/l BUREAU AND 

CONSIDERED BY THE DELEGATES REPRES~NT1NG THE COUNTIES AT THE 

ANNUAL MEETJNG41 

THEREFORE, THE [,]EW JERSEY FAm.! BUREAU FAVORS ACT 1 ON 

BY THE STATE :LEGISLATURE TO RENDEn ASSIS1/\NCE TO f,1Uf'ifCIPALI-

T I ES I f\l M!Y PROGRAf,J TO REDUCE COSTS OF SCHOOL F 1 N/\f'JC I l"JG 1 N 

NEW JERSEY. 

REAL ESTATE TA><ES IN ~JEW JEil.SEY, ON AN LI.VERACE BASIS_, 

ARE AMONG THE HIGHEST OF ANY STATE. THE GREATEST PORTION OF 
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THE TAX WHICH IS COLLECTED BY THE fAUN IC I PAL I TY GOES TOVJARDS 

THE COST OF SUPPORTING OUR PUBLIC SCHOOLS. HIGH INTEREST 

RATES ON SCHOOL BONDS CAN DRIVE UP SCHOOL BUDGETS FOR MANY 

YEARS TO COME. WE FAVOR ALL REASONABLE MEANS OF REDUCING THE 

BURDEN OF GOVERNMENT IN NEW JERSEY NOW BORNE BY REAL ESTATE. 

THE SMALL RURAL SCHOOL DISTR!CT!J WHOSE DONO ISSUE JS 

NOT LARGE ENOUGH TO BE RATED BY ONE OF THE PROMINENT INVEST-

t,lENT SERVICES, IS AT A D I SAD VANTAGE t N MARKET t NG I TS BOf\JD S 

AT A REASONABLE RATE, DESPITE THE FACT THAT THESE OONOS 

RANK HIGH IN SAFETYo l T IS POSS 1 BLE THAT BANl<S IN FlURAL 

AREAS MIGHT CONSIDER INCREASED PURCHASE OF SCHOOL BONDS OF 

DISTRICTS WITHIN THEJR AREA. THESE BONDS ARE ATTRACTIVE IN-

VEST~1ENTS AS THE INVESTOR PAYS NO INCOME TAX ON THE INTEREST. 

VARIOUS PENSION FUNDS IN''OUR. STATE, BOTH PUBLIC AND 

RRIVATE, MIGHT WELL CONSIDER INCREASED PURCHASE OF THESE 

INVESTMENTS AT TH IS PARTICULAR TI t,1E • 

IT WOULD ALSO SEEM TO BE GOOD BUSINESS FOR LOCAL 

SCHOOL DISTRICTS TO STUDY THE POSSIB1L!TY OF ISSUING CALLAGLc 

BONDS WHICH, UP TO THIS POINT AT LEAST, IN THIS STATE, HAVE 

BEEN RARELY SOLDc THE PASSAGE OF SENATE GILLS 2 9 3 AND~ 

WOULD BE A STEP) WHICH WOULD GRANT AN ADDITIONAL OPTION TO 

SCHOOL BOARDS IN THIS DIRECTIONG iT WOULD BE REGRETTABLE TO 

SEE OUR SCHOOL DISTRICTS PAVING INTEREST RATES APPROXIMATING 

FI VE PER CENT FOR A LONG PER t OD OF TI 1.ff, WHEN AT SOME FUTURE 

PERIOD 1T MIGHT BE POSSfBLE TO CALL !N OUTSTANDING GONDS AND 

RESELL THEM AT THE THEN CURRENT LOWER RATES. 

IN THOSE MUNICIPALITIES ~HER~ TYERE HAS JEEN A ~APJD 

) ' 'l ;' ,,,,, tit' lQA 
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EXPANSION OF POPULATION, SCHOOL ENROLLMENTS INCREASED TO SUCH 

AN EXTENT THAT THE COST OF BUILDING NEW SCHOOLS HAS BECOME 

A SER I OUS PROBLEl,1 TO OWNERS OF LOCAL REAL ESTATE• IF OUR 

SCHOOLroPULATlON ts TO INCREASE AT THE RATE OF AT LEAST 

PUPILS PER YEAR FOR THE NEXT DECADE IT WOULD APPEAR 

THAT THIS PROBLEM WILL BE WITH US FOR SOME TIME. 

THE [\JEW JERSEY FARf'1 BUREAU STANDS READY TO SUPPORT A~L 

REASONABLE AND EFFECTIVE PROGRAMS WHICH WILL ACHIEVE THE OB-

JECTIVE OF LOWERING TH1S PARTICULAR TYPE OF SCHOOL COST. 

SENATOR LANCE: THAl'll< YOU, MR .. WATSON" 

RICHARD Jo STEVENSON: Mn. CHAIRMAN 

AND f\1Et,1BERS OF THE COMM ( SS I ON, AM VICE-PRESIDENT OF THE 

NEW JERSEY Assoc IAT lON OF TOWJ\JSH IP COM1vl ITTED.lEN AND AM PRE-

SENT ING THIS STATEMENT ON BEHALF OF THE ASSOCIATION, WHICH 

INCLUDES IN ITS MEMBERSHIP A MAJORITY or THE TOWNSHIPS IN 

THE STATE. 

TOWNSH 1P GOVERNMENTS HAVE MAl\lY PR08LEMS., BUT THE 

GREATEST PROBLEM IS HOW TO FINANCE SCHOOLSo THIS IS AN 

EVER-INCnEASING PROBLEM THROUGHOUT THE STAlE OUT JS 

ACCELERATED AND AMPLIFIED IN THE EXPLOSION OF RU~AL ,AREAS 

1 NTO HO~.IES AND INDUSTRIES GREAT t NC A f'JEED FOR SCHOOLS 11 IT 

IS ESTIMATED THAT SCHOOL COSTS IN ft GREAT r,,1ANY TOWNSHIPS 

AMOUNT TO 80~ OF THE TOTAL COST OF LOCAL GOVERNMENT. 

FOR EXAMPLE, IN MY TOWNSHIP OF LE RAN ON IN HUNTEf1D Ol'J 

COUNTY OUR TAX RATE IS ABOUT $1~~80 PER HUNDRED. OF THIS 

ArvlOUNT ONLY $ .60 GOES FOR TOWI\JSH IP EXPENSES SUCH AS flOADS, 

SALARIES, EQUIPMENT AND MATERIALS 1t COU~-JTY TA>< Ar:10UtlTS TO 
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AOOUT $lo30. THIS LEAVES ABOUT $8.90 WHICH IS COLLECTED FOR 

SCHOOL COSTS. 

OUR TOWNSHIP IS ALSO ONLY AN EXAMPLE OF WHAT !S GOING 

ON IN ALMOST EVERY TOWNSHIP TO MEET SCHOOL NEEDSo WE ARE 

BUILDING A TOWNSHIP SCHOOL PLANT HALF AGAIN AS LARGE AS OUR 

PRESENT FACILITIES. ALSO OUR REGIONAL DISTRICT, IN WHICH 

WE ARE ONE OF ELEVEN MUNICIPALITIES, IS BUILDING NEW FACILI-

TIES WHICH WiLL NEARLY DOUBLE THE SIZE OF THE REGIONAL HIGH 

SCHOOL. INCIDENTALLY, THE COST OF THIS NEW UNIT WILL BE 

MORE THAN TWICE THE COST OF THE ORJGINAL BUJLDiNGo 

OUR TOWNSHIPS KNOW WE NEED THESE FAC~L!TIES ftLL OVER 

THE STATE. WE CAN 1 T AVOID SPENDING THE f,iONEV, BUT WE DO FEEL 

WE SHOULD DO EVERYTHING TO REDUCE COSTS WHEREVER POSSIOLE. 

ONE OF THESE COSTS WHICH !T APPEARS COULD GE REDUCED 

IS THE INTEREST RATE ON SCHOOL BO~tDSo OUR ASSOCIATION AT ITS 

JANUARY !l 957 MEET i NG VOTED UNAN I HOU SL V TO PURSUE -THE PRINCIPLES 

PROV I OED IN LEG I SLAT! ON WHICH WOULD 11A f<E POSS !E~LC Lm 11 ER [1/\ TES 

OF I INTEREST F0[1 S CIWOL 801\IOS • TH IS r 1 i GH f DE DOf,JE nnnurn-1 

SALES OF BONDS TO PUBLIC MJD PR!VATC PC1-.JS!OrJ F'UNDS, THE 

STATE INVESTMENT COUNCIL F UNO S, 8/\f,JKS 'l\11-1 i CH Pl.\ V H ! Cl-! ii.A TE 8 

OF INCOf1E TAX AND ANY BUYER INTERESTED !f\l TAX-FREE IN\/ESH1ENTSe 

THEREFORE, THE NEW JERSEY Assoc~AT~ON OF TOWNS~!P CoM-

~11TTEEMEN BELIEVES THE STATE LEG 1SLATUf1E SHOULD il'JTEf1EST !T ... 

SELF IN LOCAL SCHOOL FINANCING AND SHOULD SUPPORT LEGISLAl JQ~I 

WHICH WOULD PROVIDE SOME MEANS OF REDUCING THIS PARTG~ULAR 

TYPE OF SCHOOL COSTo 
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SENATOR LAf!CE: Mr. Stevenson., 1 see that in your 

municipality, you say that of the four components which go 

to make your tax rate - local school, regional school, 

municipal and county - that the municiplaity gets only 60¢ 

out of the $10.80. 

MR~ STEVENSON: Just about that. I said "about" 

because we are holding our budget meeting Friday and there 

may be a cent or two one way or the other. 

SENATOR LANCE: Which is about or a little over-

only about five per cent of your tax rate in your municipality 

goes for municipal purposes. 

MR. STEVENSON: 

SENATOR LANCE: 

Mr. Skillman? 

GEORGE 

That's right. 

Thank you. 

SK ILL MAN: My name is George C. 
Skillman, Director of the Division of Locam Government, 

State of New Jersey, Treasury Department. 

SENATOR LANCE: Will you talk a little louder, Mr. 

Skillman, because we all know who you are and we all want 

to know what you have to say. 

MR. SKILLIVIA.N: I did not come with any prepared speech 

or prepared statement. About all I can say is this, that 

,we are, in the Division of Local Government and in the Local 

Government Board, quite familiar with the problems of the 

school districts of the State. We are quite familiar with 

tne effect that the needs of the school districts are 

having on the tax levies. I do have a statement here which 
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I would like to file with you, indicat!ng tax collection 

experiences over the past five years. Of course, we hear 

some discussion that we have no new taxes but, for example, 

the tax levy overall for all purposes, including schools, 

for the year 1952 was 433,000. The cash collections of 

that year four hundred and ~hirteen. 

SENATOR LANCE: You mean, $433,00Q,000. 

MR. SKILLMAN: Yes, $433,000,000, I should say. And 

the cash collections $413,000,000. For 1953, the levy was 

$L~64.,ooo,ooo and the cash collection $441~,ooo,ooo, or 

$11,000,000 more than the total levy of the preceding year. 

That pattern hplds fairly constant rignt through; in other 

words, in 1954 the levy was $509,000,000, and the tax 

collections $487,000,000, or about twenty million more than 

the total levy of the preceding year. And in 1955, the 

levy was $554,000,000, the collection runs $512,000,000, 
more 

or only three million than the levy of the preceding year~ 

This year, our best estimate on preliminary figures would be 

that the collections would be about ten million ~ore than 

the levy over all other preceding years~ 

Well, that gives us some idea of the increase on the 

local tax levy or the local taxpayero We, of course, as 

you have probably heard this morning, have approved many 

extensions of credit. Those are predicated on the use of 

all the school borrowing power, ~11 the municipal borrowing 

power, and an excess for new debt beyond those limits. We 

are required to make a determination as to the taxpaying 



ability of the community. We make that with a certain degree 

of reluctance because it ls very difficult to predict or 

detect the paying ability of a community. We do endeavor to 
I 

satisfy ourselves that there is some rearonable ability to 

pay~ The cooperation of the Commissioner of Education, who 

must approve as to the actual needs of the community or the 

school districts, is of course used as a basis~ And I may 

say in that connection that the actions of the Commissioner 

of Education in determining the wisdom of these· improvements 

over the past six or seven years has indicated that he does 

scrutinize every application whlch comes before him and 

satisfies himse~f that the statutory needs do exist, his 

approval being given on the fact that the facilities will be 

80 per cent utilized in five years and a hundred per cent with-

in ten years. Our problem ls a little more on the side of 

estimations, where the statute says we shall estimate. 

Now, we have noted, of course, this increase in interest 

costs, and we realize it has been shocking to many school 

districts which are borrowing money at very low rates and 

building schools. Basiqally, there is nothing particularly 

wrong in a fair interest rate~ I think probably the one 

thing that confused our thinking a little bit was that in 

past years some of our school districts would borrow money 

for capital purposes at a very low rate and turn around and 

invest those funds in U.S. Government securities and make a 

profit, so to speak. That doesn't tend to make the borrower 

very cautious. 

A question was asked me, and I can•t answer it, by a 
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broker or a bond man Just ye~terday: He said, "Has this high 

cost of borrowing resulted in any decrease in the cost of 

new projects; in other words, have the projects been tailored 

to fit the overall cost?u My answer to hlm was, "I do not 

know." It's a logical subject to think abouto You and I, 

in going into a project whlch involves the expenditure of 

capital fund's of our own, would probably tailor the co~t of 

the building or the project to our current income in future 

periods. But we know the children are there, the rooms must 

be provided, but whether there has been any tailoring of 

capital costs to meet this increased debt service, I do not 

know. I do know that there is a continued demand for,new 

school building, as has undoubtedly been pointed out to you 

before, and I do know that so far I have no official informa-

tion to the effect that any district has offered its bonds and 

received no bids. We, of course, have been somewhat fearful 

of that, having lived through, I think you call it a. 

depression, in the middle 30's and 40 1 s, and having Just 

released the last of our defaulted municipaliti~s from the 

actual default - they are not yet released from the 

administration of the Municipal Finance Commission - but they 

were released from actual default less than ten years ago. 

We did have at one time practically 90 municipalities in 

the default list, and those defaults largely came acout 

through unwise developments, some of which are being cured 

by zoning and planning, and came about through the fact that 

our original bond laws did allow certain weaknesses, which 

have been corrected in that now the school debt is subject 
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to definite limitations without qualification, assessment 

debt is no longer deductible, and our short-term or temporary 

borrowings were reduced from five years to two years, 
\ 

municipally, and that I say without qualification was one of 

the most beneficial features of the most recent bond law of 

19359 I think that the school temporary borrowing limit of 
/ 

three years is absolutely long enough. I think that our 

municipal bond law whlch requires a down payment as a pre-

liminary to every bond issue is an excellent feature and 

will, I believe, preve~t some of our capital troubles 

municipally in the futuree 

The present record indicates that of our 567 municipal-

ities, there are more than a majority that have not exceeded 

their debt limit. I was rather surprisa:l, because we have had 

some three hundred odd school hearings on extension of credit, 

but of course they have been repeat hearings in many, 

instancesa So then I find the record indicates tha~ at the 

end of 1956, about 62 per cent of our municipalities have 

some borrowing power; I don't know how much school borrowing 

power they have but they are still under the 7 per cent 

municipal. And then we go on to about 14 per cent which 

have a net debt of between 7 and 10 per cent, 10 per cent 

between 11 and 15 per cent, and 5 per cent between 16 and 20~ 

Again, about 6 per cent have incurred indebtedness between 

21 and 30 per cent net, and close to 2 per cent over 30 or 
I 

over 31. That indicates that there are still municipalities 

that have not used up all of their borrowing margin. On the 

other hand, there are more than enough that have gone well 
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beyond the 7 per cent provided for in the statutes. 

Senator, I think that about covers all that l have to 

say. If there are any questions, I will be very glad to 

answer them. 

ASSEMBLYMAN BARKALOW: M~. Skillman, I-would like to 

have you state the experience in the school districts of New 

Jersey with regard to the punctual payments of their principal 

and interest on their obligations. 

IVIR. SKILLl\/fAN: I believe-- I will put it another way: 

There is no reason why any school district in the State of 

New Jersey should not at this time pay its principal and 

interest on the due date. Now, I will say this, that there 

are school districts or employees or officers of school 

districts who do not appreciate the importance of having 

principal and interest moneys available on the due date) 

and I understand, and I think Mr. Voorhees here of the Investment 

D!vJsl©n can tell you more about that, that there are districts 

which are d!latory in making payments, but that is because of 

the district officers not being duly impressed with the grea~ 

importance of meeting your principal and interest on time. 

IVIR. BAR.KA.LOW: In other words, there is no financial 

reason for any default to occur? , , 

IVIR. SKILLMAN: Sir, I know of none since, say, 1950 

or thereaboutso 

l\/1R. BARKALOW: 

IVIR. SKILLMAN: 

SENATOR LANCE: 

And that was after the cash basis--

That ' s r i gh t • 

Since what year? Well, let me ask: 

How long have you been an employee of State Government? 
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MR. SKILLNIA.N: Since 1908. 
SENA.TOR LANCE: That was the year I was born. 

Have there been any defaults in school bonds in New Jersey 

on principal or interest in the last 20 years? 

MR. SKILLMAN: I can't answer that - meaning this, that 

my divisi~n did maintain and keep a very complete record 

of defaults and they spent a lot of time:, or my people spent 

a lot of time analyzing all municipal,defaults. Now, at that 

time, there was not the same coordination between the Depart-

ment of Education and the Local Government\Board that exists 

today, s0 it is possible that there were as many school 

defaults as there were municipal defa~1ts. There have been 

defaults in the last 20 years, yes, because in looking over 

some records ver~ recently, to get some information along 

those lines, I think the defaults were reduced to about three 

or four by 19450 We had many more than that ten years before 

tnat. I They were tapered off until the last recorded default 

went out of existence in, I think, November of 1947. Now, 

there was no excuse for school districts being in default 

after the' passage of the cash basis laws of 1936 and the 

so-called Princeton bills of 1938. Sa that under the terms 

of those so-called Princeton bills, the Princeton Survey 

bills, there was a provision made that where a municipality 

was approaching an unsound fisctl condition, the Local 

Government Board would take jurisdiction and would call a 

hearing and find out what claims were unpaid, whether the 

school district was unpaid, where there were prospective 
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defa~lts, whether county taxes were unpaid, and if so, tnat 

municipality was frozen, so to speak, in a large or sub-

stantial par\t of their home rule so far as budget making was 

concerned. So that, while the board did function from 1938 

on through to about 1942 or 143 in some 65 or 70 municipalities, 

checking these places that were in' unsound financial position--

I think are the words the statutes use- tha"~ are today none in 

that condition and, to the best of my knowledge, there should 

be no school defaults because on a cash basis there is a 

requirement you must have enough cash to pay all your bills, 

including the county and the school district. 

SENATOR LANCE: One final question from me: What per-

centage of the total tax levy imposed by the municipality 

finds its way into the payment of school costs? 

MR. SKILLNIAN: Of the total tax levy? I can 1 t tell 

you offhand. But -- , 

IVIR. KILPATRICK: Slightly over half. 

SENATOR LANCE: On a state-wide basis it would be 

over half~ We had today a representative of the Township 

Connni t teemen of New Jersey here who said that in his 

municipality, I think, well over 80 per cent--

MR. KILPAT~ICK: It decreases proportionately as the size 

of the community increases, so the smaller township would have 

a greater share of school costs, whereas in larger cities 

the school costs would be well below half~ 

MR. SKILLNIA.N~ I think if you took it numerically, 

particularly with the smaller units, Mrs Stevenson's figures 

are probably not too far off, but dollarwise, Mr. Kilpatrick's 
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figures are about right. 

SENATOR LANCE: I see a former Assemblyman in the room, 

Mr. Metzger. 

RE IN HARDT V. METZGER: Senator, and 

gentlemen of the Legislature, I am very happy to have the 

privilege of appearing here today on this resolution because 

I have had, since before· I was in the Assembly, considerable 
' 

int~rest in school activities, particularly as they affect 

the tax situation. I have been interested as a private 

citizen and taxpayer, I have been interested as a member of 
the Board of Education in my own connnunity, and I was 

interested as a member of the Legislature. I believe there 

is urgent need in certain areas for definite assistance for 

school,aid construction. I do believe in certain areas it 

is a very important factor. I do not believe it is general, 

and my observations lead me to the belief that any form 

of assistance in this respect should be carefully screened 

and limited to those districts where the aid ls a real need, 

both from the standpoint of facilities that they cannot get 

and from the standpoint of financing their necessary capital 

borrowing, if they cannot do it with reasonable economy 

on the open market. 

Now, one of the conditions which I think ls involved 

in that as a conditlon,affecting their interest rate is 

that involving those municipal areas or tax districts where 

the percentage of assessed valuation is so extremely low, 

compared to true yalue, running in som~ cases, at the last 

time I made a check, as low as something under 15 per cent. 
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That necessarily, as I know you gentlemen know, reduces 

the bbrrowing capacity materially and, as you reduce your 

borrowing capacity and construct buildings you exceed your 

borrowing capacity, and as you exceed your borrowing capacity 

your credit is thereby reduced. Therefore, your interest rate 

generally is higher. I don 1 t be 1 ieve it is fair to those 

municipalities or taxing districts which maintain a relatively 

equitable or fair percentage of valuation, thereby retaining 

a fair borrowing capacity, that they in turn should be 

penalized by a taxing program or an aid program to which they 

would have to contribute for those districts who, for one 

reason or another, do not see fit to maintain an equitable 

ratio themselves. There are some districts, I know, where 

that situation is not involved and where, due to unforseeable, 

perhaps, growth of communities, with large numbers of homes 

in which there are many childr~n, where the ratio of children· 

may be a$ high as two per house, there is an urgent need 

because of their having to pay tremendous rates, which I don't 

think is~quite fairo But it is a condition of the money 

marketo Others face it, but I think from the citizens' 

standpoint, from
1
the standpoint of the children and the 

facilities, in many cases it is the children who wi 11 be 

harmed, both educationally and psychologically, 1 oy not 

having adequate school facilities. 

Now, there are three bills that I know of in the Senate 

now pertaining to changes in the issuance of bonds which 

would add a callable feature. I am not sufficiently 
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acquainted with the financial market and financial op~rations 

to say whether or not that might be an advantageo 1 do feel 

this way, that it is something which is used in many Invest= 

~nt operations and it would seem only fair and equitable 

that the privilege be given to taxing d:i.st:ricts to either 

call for bids on the present basis or with a callable feature 

1n them or that some art'angement made where they can take 

advantage of the market situation so that 1f they a.re buying 

bonds, or rather borrowing money, at a very high lntere~t 

rate and the market subsequently reduces to a point where 

they can, by paying a small p!'emlum 9 refinance those at 

a lower interest .rate with a net ~avlng 9 l see :no rreason 

why that should not be availableo I be11eve 9 again9 that 

it is only equitable that tax!ng districts and munic.ipa11t1es 9 

governing agencies of the smaller slze have the :same oppo:r.., 

tunities that the State has 9 and I belfeve they operate 

these investments on that baslso 

I have noticed with intere~tP too 9 that the last lssue 

of the State Investment Covncil shows a total book value 

of s~curitles in which the state moneys are in-ve,~t1;;:d 

amounting to approximately senten hund.red mil 1 ion do1 larso 

First of all 9 that average :return, I believe 9 ts something 
.. th i 'i,. b ,.. d f 2 82 . ~,.1/; '\ R th t 1n e ne ~1 or1wo o o per cen~o a&,&ng _a tn 

the school district bondsD that is less than half of what 

reallze that is an ave:rage and some of their investments 

:run highero Part of those !nvesLments lnc]ude what ls 

cal led a stat le group in which there ls a par Va! ue ,Jf 
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approximately $700,000 in surplus revenue funds and in the 

Trustees for the support of the public schools fourteen 

million six hundred and some odd thousand dollars, leaving 

out of course the State Disability Benefits Fund, which I 

don't want to include in this reference, and their average 

effective rate of return !sunder three per cento Of 

course, the bulk ~f those investment funds come from your 

pension funds, police and firemen, prison officers» and so 

forth, and particularly this Teachers Pension and Ann~ity 

Fundo 

Nowp in 1954 there was introduced in the Legislature 

a bill, which originally had the support of both parties, 

tentatively some of the members of the State Department of 

Education and other officials, and it was thought that there 

might he some merit to the bi 11. Subsequently., it. was found 

that the ~ill did not specify or limit the funds from 

'Which money could be taken to invest in the proposed purchase 

of school bonds at a limited interest, and that limited 
( 

interest was not to exceed four per cento It was rather 

surprising to me that.the chief objectors to that were 

the school teachers, for whom I have a great deal of respect 

and with whom I can understand to a degree their interest 

in the safety of their invested future livingo On the 

other hand, it did seem something of an anomaly that they 

had so little faith in their employer and their source of 

current :revenue from which their pens ions funds were 

derived that they didn 1 t feel that they wanted to invest or 

have any of their funds invested in their employerns 



liabilitieso The amount of money referred to in that bill or 

recommended as a revolving fund was $75,000,000 maximumo 

That would have been a very small percentage, even of the 

teachers pension fund, and it would have been of course about 

one-tenth of your total invested fund as it stands today 

in the last reporto That fund of $75,000,000 suggested was 

a maximum but would not necessarily have been a required 

investment and it would have been governed and controlled by 

a State Building Aid Fund Commission, the representatives 

of the State Department of Education, the Treasurer, the 

Investment Council, the Department of Local Government, and 

so on. I recall at that time it was stated that there was 

no record of default by any municipal taxing dlst:rict in 

the State on their bondso That, I assume, means tota1 

default and perhaps does not include deferment due to economlc 

conditions at certain times. 

The bill never did pass and I still feel that these 

funds of the State would be a proper investment in the 

obligations of taxing districts In the State with an inLerest 

rate which would be guaranteed to be not less than, say 9 

one per cent o:r the .reabouts ove:r the aver·age earned current 

rateo I also feel that it is - again 9 I admit I am not a 

financial expert 9 but it does seem again somewhat of an 

anomaly that we have seven hundred odd million of funds 

which we invest with other corporations in stocks and bonds, 

at an average return of three per cent o:r less"' and yet the 

very citizens who either benefit from those returns or who 

in most cases 9 I guess, have provided that money mucst have 
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their overall state credit again limited by some of the pro-

posals which would authorize the issuance of another bond 

issue by the State, perhaps seventy•five million or a hundred 

million, I donVt know what all the proposals have been, and 

which would entail, I would estimate, approximately the same 

interest. The proposed fund would have been a revolving fund; 

it would have been well controlled, supervised and governed 

by state department and would have been limited to those 

districts which first had basic need, clearly definedp who 

would borrow it on the same basis that they would borrow upon 

a commercial bond sale and whose credit, from the standpoint 

of the Department of Local Government particularly, would 

·be,reasonably good; in other words, those who would show 

all reasonable expectation of being able to meet the 

obligatlons both as to principal and interest on due dateso 

And it would seem to me, gentlemen, that any plan which can 

be used to aid those really needy school districts can still 

be controlled and still be of a reasonable interest without 

handicapping either the investors- the borrowers I should say== 

and still being reasonably fair to the investors 9 which must 

1::e considered as a proposition which could properly be 

legislated in the interest of both the school districts and 

the publ ico 

Thank youo 

SENATOR LANCE~ 

Essex County? 

lVIR.o METZGERg 

SENATOR LANCE~ 

Mre Metzger, you were Assemblyman from 

That's co:rrect. 

During what per1od7 
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lVIRo rvIB.TZGER: 1954 and 155, I think it was. 

lVIRo BARKALOW: Mro Metzger, may I ask you what type of 

school district are you from1 

l\11R 0 IVIETZGER: Chapter 7 Districto I might add, if I may 

at this point, that Senator Lance had asked a question 
I 

regarding percentageo Our percentage of tax money to school 

districts runs approximately 70 per cent. I understand from 

one of the White House Conference which I attended, we are 

classified as the second wealthiest district in the Essex 

County areao I donvt know whether that's a compliment or 

note We have no industry whatevero It ls entirely on 

property and small commercial business- very little com-

mercial businesso 

SENATOR LANCE: Vfhat ~unicipality are you from, 

Assemblyman? 

lVIRo IVIETZGER: North Caldwelle 

l\AR.. So HERBERT S TARIIBY: I would like to clarify for 

Mro Metzger the position of our Association as I recall it--

three years ago is quite a long whileo My recollection is 
against 

that it was not necessarily the intent of the bi11 to permit 

funds to be used for school district borrowing 9 but it was 

over the matter of the detailsz for example 9 we had lost 

over the investment procedure back in 1951, I believe 9 when 

the Investment Council was set up~ We feel that when that 

was taken away from our trustees and goes into an Investment 

CouncilD then our funds are submerged lnto the great group 

of all pension funds and all funds which come under the 
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Investment Council. We have no opposition to legislation 

which permits all investment funds to be used indis-

criminately without singling out our particular funds. 

I can't recall exactly what other opposition there was, 

but it was purely over the matter of feeling that~ so 

long as there is an Investment Council,,the procedure 

thereby probably was not set up correctly and that 

it should have been legislation to deal with funds of 

the Investment Council, not singling out something in 

our fund alone. That was our only reason. We would 

be very glad to see something of that kind to help 

the financing of school syst~mso 

MR. BARKALOW: Senator Lance, may I ask Mr. 

Starkey whether or not there could be legislation, 

in his opinion, providing some security to a State 

Authority in the event a State Authority should purchase 

school bonds, or to a State Fund, in the event a State 

Fund invested in school bonds, by reason of the con-

struction aid program and the fact that the State 

would have, in an account, funds due the district 

which perhaps could be withheld by statute in the event 

of a default? 

IVIR. STARKEY: I think two questions are 

involved. The matter of where you are talking about 

building authorities similar to the type of thing in 

Pennsylvania, I don't think we particularly feel that 

that has been successful in keeping the interest rates 
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down. I don 1 t feel that that is the answer. From 

the standpoint of using any authority or any method 

whereby funds held in a pension fund-- I would say 

there again, as long as it ls going to treat all 

pension funds alike or all funds within the investment 

council, as long as adequate provision is made for the 

soundness of it, I don't see w~ere we would object. 

The specific proposal would have to be developed 

based upon, I think, the entire matter in the use of 

investment council fundso 

SENATOR LANCE: I see' the New Jersey Education 

Association very wisely believes in one of the 

cardinal principles of-investment; namely, diversification. 

Mr. Miller? The next speaker is Mr. William 

Miller, an attorney of Princeton, whom I first met 

when I was a delegate to the Constitutional Convention 

in 1947 and I found out that I was voting on some of 

the proposals which he was drafting and, starting with 

that, I got quite a bit of confidence in his knowledge 

of constitutional law of the'State of New Jersey, and 

I requested him to come here today and discuss some 

of the constitutional angles under the New Jersey 

Constitution. 

WILLIAM MILLER: Thank you very 

much, Senatoro I would be glad to do thato I might 

say that I perhaps am not unprejudiced in that I come 

by it in some 20 years association with Princeton 

Surveys and with the Commission on State Tax Policy 
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since its begi~ning and with participation in the 

preparation of the Seventh Report on P~blic 

School Financing and the Eighth Report on Financing 

School Buildings in New Jersey, so I assume that the 

Commission has had the advantage of having these 

report and I will take up two questions which you 

asked me to consider, tf I could, in a rather brief time. 

The first of them deals with the use of state 

credit in some form for the support of the school bond 

marketo The particular problem you put is whether or 

not the State could constitl1i'f•ortaHs,~ nun.vontee the bonds 

of school districts~ 

SENATOR LANCE: Now, to pinpoint that: Suppose 

this Legislature should pass a statute that, starting a 

certain dat~, all school bonds of all sohool districts 

in New Jersey, shall be guaranteed by the State of New 

Jersey so that if there is default, the holder of the 

bond could look to the State as the accommodation 

endorser or as the suretyo That is the specific point. 

lVIRe MILLER: On that point we, of course, have 

had no experience. I might say if there is any 

experience in any other State, it is very rare. Our own 

Constitution has two clauses which are very pertinent, 

however, to that question: one is the clause setting off 

the State's responsibility for public education, which 

I am sure has been cited here today, and the other more 

specifically- Atticle VIII, Section II, paragraph 1, 

which is an old clause and now appears in the 1947 
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constitution in that place and was formerly Article IV, 

Section VI, paragraph 3, in the 1844 Constitution, and it 

states: 

nThe credit of the State shall not be directly 
or indirectly loanddd in any case. 0 

That particular clause was placed in the Constitution 

originally in response to a sad experience I believe the State 

had had and many states had hao with lending their credit in 

aid of canal and railroad developments which they wanted very 

badlyo The kind of experience they had was very much like 

this kind of proposition would be, although I dare say 

a much different purpose. There isn't any square decision 

of our courts under that clause which would say it is or is not 

a bar. The one case which in recent years has considered it 

at some length dealt with the New Jersey Highway Authority--

Behnke vs. New Jersey Highway Authority, 13 NJ 14, which was, 

in my opinion, an entirely different situation. There a 

state function was being performed th~ough an agency, an 

administrative agency created by the State, and the guarantee 

of the bonds that were issued was really in effect to carry 

out a state purpose. In the case of the guarantee Qf ~chool 

bonds, however, while the State is interested in educat!o~, 

the actual policy and determination of educational matters 

still rest with the school district. And, accordingly, it 

seems to me that the clause I have quoted would plainly bar 

the use of state credit to guarantee either future bonds to 

be issued by school districts or existing bonds. As to 
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existing bonds, there would be another objection; namely, the 

creditors who hold those bonds would receive a gift in the 

form of new security, and gifts by the State to private 

corporations or individuals are also prohibited by the 

Constitutiono 

I might say there is a comparable case in Pennsylvania 

dealing with special assessment bonds which were special in 

their obligation, and legislation sought to make them 

general, and the result was about the way I have Just 

stated. 

The problem was-- or beyond the legal problem I might say 

that the use of state credit in thi~ way, while it could 

conceivably be accomplished through a constitutional amendment, 

which would be a long process, considering the present 

urgency, nevertheless does suggest whether such an amendment 

or the use of such state credit would be advisable. And I 

have that as a second question you asked me to consider. 

On that score the Commission on State Tax Policy, I 

might say, has given some considerable thought to the 

problem, with tne benefit of substantial financial advice, 

and it saw it in this way: The school building and school 

finance problem really has t~ree sides. It is affected by 

a large number of school districts that have already issued 

their bonds and made their sacrifices5 Bonds outstanding 

in fact, to a considerable extent, it}may bacbha! much of the 
is 

problem already/covered by those bondso Then there is a 

current need - those about to issue their bonds in a market 

which perhaps is not as favorable as it was when the bonds 
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were issued in the 1940 1 s or 50•s. Then, of course, there are 

the ·future school districts to come, which would be entitled 

to the same treatment. For the State to assume to guarantee 

schools bonds, therefore, is to issue a blank check which 

would impose upon it an obligation unforsee~ble as to the 

future, and yet not do anything for the districts that 

have already issued their bonds. I can't conceive of any 

way of overcoming that difficulty, other than by a program 

which is ~lready on the books, and l know the members of 

this Committee, some of the members ~t least, participated 

in its enactment, and that is the school building aid 

program which does deal with all 'three of those situat;ons 

effectively, because that program makes cash available to 

the district that has its bonds outstqnding so that it 

can use that cash for debt service. It makes a reserve 

available for the district that doesn 1 t yet need a school 

building and therefore can put the money aside for the 

time when it does. And, ot course, for the district that 

is currently issuing its bonds, the annual school building 

aid is made available concurrently with the debt service 
l 

impositiono Of course, the money that is available you 

have already heard this morning !s perhaps not as large 

as it should be, but the structure does exist as an 

alternative to the use of state credit, so long as there 

are funds to support it. 

I might say that the particular program has a built-in 

feature which reflects the growing need of school distrlcts, 

because the allowance is on a per-pupil basis, with the 



result that growing enrollments produce a larger program, so 

that the districts that in the past perhaps have no~ 

qualified, because their ratio of pupils to wealth Was not 

so low as the program requires, may qualify in the future 

and such adjustments as are necessary are possible within 

the framework)of the formulae 

A third question to whi~h you asked me to address myself 

was the matter of the State Fund for the support of the free 

public schoolse That is the onil.y fund in our,entire 

financial setup which is established by the Constitutiono 

It appears in Article V!llp section !Vi paragraph 2, of 

the 1947 Constitution, and it has some rather curious 

language in it, which I will not take your time to read, 

but in essence it states that this fund may not be used 

by the Legislature for any other purpose than to apply 

or to appropriate to the support of the free public schools 

for the equal benefit of all of the people of the State. 

So there is no question but that the Legislature, so long 

as it wishes to appropriate the income of the fund or 

perhaps its assets for the benefit of the free public 

schools, is free in its discretion to do that, but it 

cannot use it for any other purposeo 

SENATOR LANCE: Now, let me stop you right thereo 

This fund is about sixteen million dollars? 

MRo 'MILLERg That is its present status, yeso 

SENATOR LANCEg In your opinion, not that the 

Legislature is going to do it, could they constitutionally 

appropriate all of that money, dissolve the fund, providing 
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they follow the constitutional language? 

IVIRo MILLER: I'm afraid they couldn't dissolve it 

because one part of the section, which I did not read, requires 

that it be securely invested and remain a perpetual fund, 

and the income thereof 9 exceprt so much as may be judged 
' -

expedient to apply to an increase of the capital, shall 

be annualyappropriated to the support of the free public 

schoolso Now, what I had in mind when I said perhaps some 

of the capital was that it might be argued that that part 

of the income which is accumulated in the past and is now 

added to capital is a pifferent kind of capital than the 

capital ,acquired by the proceeds of the state's riparian 

lands and other sources that were put into it - a very 

narrow pointo In any ~vent, the use of that fund, vhich 

has been considered by the Legislature and subject to veto 

by the Governor~ I assume could be considered only, or at 

least should be cqnsidered in the light of the possiblllties 

of overcoming such objections as might have been stated in 
/ 

the Governor's veto messageo 

I haven't had an opportunity to go into the matter 

with such care as I might as soon as you are ready for it, 

but I think that it is apparent that this fund can be 
I 

\ 

considered as distinct from all other funds 'invested by 

the Investment Council; for example, the other trustees are 

established by statute, whereas under this particular fund 

the care and custody of it seem to be something separate 

and aparto There are cases, or a few of them, decided under 

that clause which identity the trustees in charge of this 
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this, cal 1,ed the Trustees for the Support of the Public Schools., 

as the custodians of the fund and that for the purpose of 

the administration they are made custodians and of the rights 

and remedies upon or'against the securities in which it is 

invested, because the trustees' are constituted the rep re-, 

sentatives of the Stateo The reason l mention that is 

that the history of the creation·of the State Investment 

Council probably has something in it'~hich would at least , 

strike a note of caution as to looking to that Council and 

its present total of investment portfolio as a source of 

investment in school bonds, as a mandatory obligation 

imposed by the Legislatureo 

One of the objectives of the creation of the Council 

w~s to bring an impartial and professional quality to 

state investments and to assure that the State which 1tt~las 
those funds as'trustee, in effect, for many public purposes 

would give them the same attention as any other trustee 

wouldo Accordingly, to command a trustee to invest in a 

way that might conceivably be contrary to his trust might 

bring about some general argument, but I suggest that, 

in this fund particularly, that couldn't hold, because the 

use of this fund is already prescribedo That doesn't 

occur as a constitutional matter in the case of other funds. 

Now, one other matter connected with it: The legis-

lative proposal you have had was to use the fund to buy the 

school bonds of those distr.icts which could not market their 

own bonds at a rate e,qual to or less than one per cent more 
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than the going rate that the State could borrow ato In other 

words, the margin between what the going rate for state 

obligations was with a comparable maturity and what the 

school district would have to pay was limlted to one per 

cent. If it went over that, this fund was to purchase those 

bonds upon requesto That is a different thing from the 

general use of state credit or state guanantee because it 

defines the class very closely to a very specific needy 

group. Whether in the long run that would be' a sound 

thing to do is not of much interest to school districts 

who need to have their capital at a reasonable price. 

On the other hand 9 it doe~ protect the school district 

against an exceptionally high rate of interest 9 which 

automatically is adjusted to the general cost of money 

that everyone must pay, and it also protects the fund 

in the sense that a substantial return is offered for the 
' slightly additional risko In that connection, it may well 

be noted, if it hasn't already 9 that these school bonds 

which sell at a higher rate are not necessarily bad credit 

risks. They are not as desirable as other securities 

available at the tlme they seek the market but they may 

very well be sound credit rlsks for one who can hold on 

to them long enougho That's a matter for ~ore exploration~ 

but I don't think the polnt has been made often enough 

that the mere fact that they bear a higher interest rate 

always denotes a poor r~sko 

I would be glad to look into the history of the fund 

and consider its possibilities further if the Committee 

should wish 9 of course~ and--
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SENATOR LANCE: Directing your attention to the fund which 

has $16,000,000 in it - what name do you give it? 

MR. MILLER: It has the nice constitutional name, 'tThe 

Perpetual Fund for the Support of Free Publ le Schools. rt 

SENATOR LANCE: Now, that fund is part of the $700,000,000 
I 

fund which Mr. Metzger was talking about, or at least--

MR. MILLER: It iso I don 1 t believe Mro Metzger meant 

to imply that ther~ is a $700,000,000 fund. The total 

assets committed to investment by the Investment Council 

apparently i8 thato 

SENATOR LANCE: Where, or in what year did this fund 

start? 

NlRo MILLER: couldn't say immediately what year. 

I think it was in the middle of the nineteenth century, 

but I will give you a more detailed study on it. 

SENATOR LANCE: It's almost a hundred years old. 

MR. MILLER: It might be. 

SENATOR LANCE: Where does the money come from 

originally? 

MR. MILLER: The largest part of the money now in 

the fund are the proceeds of the state's riparian interests, 

which are let out to grant. 

SENATOR LANCE: What do you mean by that? 

MR. MILLER: The waters of the State bordering 

between, I have forgotten the particular name of the area, 

but along navigable streams particularly and along the 

waters of which the State has jurisdiction - from time to 

time the State has made grants of rights to use ~nd in 
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some cases to convey the benefits of those water rights, not 

to take water but to use it, use the waterfront areas, and 

there have been proceeds available from such sales and leases 

which go into the fund. 

SENATOR LANCE: Am I correct that that was establish~d on 

a per foot basis in different areas throughout the State? 

IVIR. MILLER: That is ,certainly one of the ways it has 

been done, but the history of the grants ls a large subject 

in itself and I am not sure but what there may be other ways. 

SENATOR LANCE: There is also income on a rental basis? 

IVIR. MILLER: Yes, a lease~type arrangemept. 
I 

There are other assets in this fund but the largest share 

of them has been acquired in that way, and I think there is 

a record of what the assets are, which could be insp,ect~d 

by the Commit tee. 

ASSEMBLYMAN THURING: I have one question: If I am 

correct - I wrote down what you said relative to th&· use· ~0-f 

this fund - it must be used for the equal benefit of all of 

the citizens of this State. Is that correct? 

l\AR. MILLER: I read that, and I have pondered over 

its meaning, and can 1 t derive anything from it except that 

it is one of those generalizations that government is for 

the equal benefit of all the people of the State. It is 

a philosophical rather than a legal requirement. 

l\AR. THURING: You don 1 t feel that that in any way 

would be a prohibition against the use of this fund, 

particularly since this would go to special districts and 

not inure to the benefit of the entire State? 
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MR. MILLER: I don't foresee any difficulty, because the 

entire state interest would be protected, in that the entire 

state has a very real interest in assuring that no district, 

in fact no pupil, according to legislative definition, be 

deprived of an adequate education for lack of funds, and we 

have many statutes, the foundation program itself, which 

guarantee every pupilat least a minimum education. I think 

the phrase would be meaningless if it required all 

the people to gain from it, because there would be no gain 

for any if you distributed it so thinly. 

SENATOR LANCE: At any rate, it's your conclusion 

on the first point that this Legislature, if it passed 

a statute guaranteeing all school bonds, would be acting 

unconstitutionally at the present time? 

MR. MILLER: I think so. 

SENATOR LANCE: And the only way this Legislature 

could pass a statute guaranteeing all school bonds as a 

surety, or accommodation endorser, or the like, would 

be a change in our Constitutiono 

IVIR. MILLER: That is so~ 

SENATOR LANCE: Which would take one or two years 

at the general electiono 

MR. MILLER: Well, you know the rule. If you had 

enough votes in the Legislature, it wouldn't take two 

years. But I would add that the implications would be 

very far reaching on the State 1 s own credit, as well as 

on the wisdom of establishing such policy, because having 

done that, there are other avenues you lead intoo 
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SENATOR LANCE: This morning I read into the record 

a letter-from Mro Ellenwood of Moody's Investors Service 

saying that New Jersey is now one of 12 states with a 

triple A rating, and you fear that if the State of New Jersey 

should suddenly become an accommodation endorser at the rate 

of one hundred million dollars per year for the next seven 

years, Mro Ellenwood might change his good mind? 

MR. MILLER: I couldn1 t believe otherwise. I might 

add that it wouldn't be that simple, because we have 

another section of the Constitution, a debt-incurring 

section, which would be involved, in that we can incur no 

• debt without a referendum, and when we do incur debt we 

must provide the ways and means of paying therefor. Now, 

a contingent obligation of the State wou•Xd be just as much 

a debt as would a direct obligation, in my opinion, and 

it wouldn't be possible to cqmply with all of those clauses 

merely by an amendment to this section. 

MRo BAR.KA.LOW: Mr. Miller, have you had an opportunity 

to determine if there are other states pledging the full 

faith and credit of the State on school obligations? 

MR. MILLER: Last year, ,I think it was, I had a 

purpose in making such an inquiry for the State of New York 

and could find no states which had done thato Now, there 

are states which are heavily in the business of financing 

school buildings, but not in that particular mannero Now, 

for example, I believe it is Florida which has a l~rge-scale 

effort to finance school buildings by pledging, by a con-
, ' 

\ 

stitutional provision I might add, certain reven~~s which 

41A 



indirectly are used to feed a fund out of which the school 

bonds will be paid, and there are a variety of devices 

like that where, in effect, you have the State taking on 

the obligation for providing school buildings, and in effect 

you may have a state system of schools rather than a locally-

administered and financed system. Now, to that extent the 

states are and have assumed a wider obligation than my 

statement might have implied, but the specific idea in a state 

which still holds the notion that school~i districts are the 

primary unit of school administration and finance, in any 

such state, the specific guarantee of outstanding school 

bond~ I have not found anywhere. 

MR. LANCE: Mro Miller, a small bird told me a 

couple of weeks ago that you drafted or assisted in drafting 

the present statute on setting up the State Investment 

Council. 

MR. MILLER: That is correct. 

SENATOR LJ-\.NCE: And the same bird told me that, at 

the Constitutional Convention in 1947, you worked on 

the finance clause which drafted this present section 

that the state's credit cannot be loanedo Is that correct? 

MR. MILLER: That is soo Actually, that section was 

just lifted out of the previous Constitution. It might not 

have been written that way if we used modern language. But 

that is correcto 

SENATOR LANCE: I didn't think a Professor would say 

"loaned" when tt1enttt was proper. Are there any further 

42A 



questions? nLoaned,'t I take itJ) was in the prior Constitution 

for many yearse 

MRo MILLER~ Yes, it was. 

SENATOR LANCE: Thank you very much. 

Mro Voorhees1 Are there any further speakers after 

Mrct Voorhees? If so, I don't ha.ve them on my calendar 

hereo Mro Voorh?es, then, will be the final speaker of 

the hearing. 

W 1 LL I AM Fo VO OR HEE s, J Ro: 

Senator Lance and gentlemen of the Commission, I am 

here,today to speak on behalf of the State Investment Councilo 

My name is William F. Voorhees» Jre I happen to be Director 

of the Division of Investmento 

Senator, before I do read the Council's statement, I 

wonder if it would be inappropriate to Just make some comment 

while the Trustees in the Suppor·~ of Public Schoo! s account 

is before us o 

SENA.TOR LANCE: Will you tell us what you do with that 

money, in so far as income is concerned and tell us whether 

we are getting any more money ln it and, !f so~ where it 

comes from? 

MR. VOORHEES: Well, the money» of course 9 is used 

now, pre$ent1y 9 for the support of pub]ic school~ Where 

that money actually goes to from the Educational Department 

or wherever it does finally wind up, I am not clearo My 

operation is merely investment of it as it becomes available. 

But what I did want to ca]l to your attention was that 

actually 53 per cent of this fund ls presently invested in 
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municipal and school district bondso So that it would mean, 

if the Legislature should determine to appropriate moneys 
the 

from this fund, we would be in/almost ridiculous position, 

in my opinion, of selling school district and municipal bonds 

in order to go out and buy more school district and municipal 

bondsc 

Another 25 per cent, roughly, of the fund is now in 

U.S. Government securities, so that means that about 80 per 

cent of it is in those two categorieso 

MR. BARKALOW: May I interrupt you and ask you when was 

the last investment made in public scho9ls.P approximately? 

MR. VOORHEES: I couldn't ansvrer that, sir~ ,So:r:ryo It 

is not an active accounte I can say thato We do have 

municipals running off in small amounts from time to time 

and other securities that do mature that we have reinvestments 

for. But the point is that, as you gentlemen know, even 

the U"Se Government securlties in recent years are down 

considerablyg so that you have in long Government 2-1/2's 

a present loss of 10 points if you were to sell themo 

Actually, if this sixteen million dollar fund~ were to be 

liquidated, I can quickly see a loss of a million six 

in principalo I just point that out to you because I think 

some people don't understand and they may feel that we are 

sitting here with sixteen million dollars worth of cash 

that is waiting for a place for investment, and that, sir, 

is not truee Jf there is nothing further on that, I would 

like to read the statemento 



SENATOR LANCE: You say, Uif you had to liquidate the 

entire sixteen million dollars fund you would have a loss 

of---tt 

MR. VOORHESS: I am guessing a million six@ 

SENATOR LANCE: A ten per cent loss. 

MRo VOORHESS: I am just baslng that on the Governments; 

it would probably be a much greater 1 os s t.h'"m that J) s 1 r" 

SENATOR LANCE: Now, you are comparing sales prices 

with the original cost? 

MR. VOORHEES: With our book value. 

SENATOR LANCE: Now, in your annual report-- I am 

a Director of a little bank and I am informed that we can 

carry U~S. Governments in our portfolio at either book ... !.' 

or original co~t - book or mar~et value, whichever ls the 

higher. How are your figures7 When you carry figures 

here and you say., ttbaok.,n are you talking present-day market 

value for your U.S. Governments, or are you talking face, 

or original cost, or what? 

MR3 VOORHEES: Face va!ue would be this par value 

figure that is generally giveno We glve in our book, as 

you will notice, the par value and the book value and we 

also have, of course, a market value. Now, we only 

appraise, actually, the market value once a year and you 

can appreciate that with a portf@llo of tcis slze, it is 

not easi~y done and, particularly with municipal securities, 

it is quite a Job because most of the quotations come back 

to us on basis prices and it takes literally weeks to 

transfer those basis prices into dollar priceso 
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SENATOR LANCE: One more question on your sixteen 

million dollar fund: You pay out ln the Treasury Department 

the income on that fund eifery year? 

IVIR. VOORHEES: That is my understanding, yes, siro 

SENATOR LANCE: But you don't touch the principal? 

lVlRo VOORHEESg That's my understandingo 

SENATOR LANCE~ But you pay out the 3 per cent, or 

whatever it is, you earn on sixteen million dollars to 

somebody who uses it in some form for education in some way? 

MR. VOORHEESg That is my understanding, yes,siro 

Now I would like to read this statement of the State 

Investment Council~ 
0 The Council, at its meeting on February 18~ 
considered very seriously the problems that the •School 
~ond Interest Rate Commlssion 1 is to discuss at the 
hearing to be held by thls Commission on Feb:rua:ry 28c 

"The Council ag:rees that there is no question but 
that the State faces a serious responsibility in 
providing aid to school di~tricts, but the Council 
questions whether it can be of any asslstance 1n the 
light of its legal funct!onso 

"Chapt.e:r 270 9 PeL" 1950, had two majo:r o:bjec:.ivesg 

''First, to concentrate aU lmrestrnent transactions 
of certain specified funds arid accounts under a 
Division of Investment headed by a Director, wrich 
ope.rations were to be supervised by a CotmclL Only 
the Director was empowered to originate an 1nvestment 
transaction within the S

1
cope pe!'1nltted by the Counc!lo 

However\, every :recommendatlon of the: Director was 
subject to a veto by the Trustees of the fund affectedo 
The entire operat!a¥ was to be cpndu®d on the highest 
plane of profession administration in this fieldo 

ttsecond, to p.rovide for a broadening of the invenstment 
base for the funds so that higher int~rest rates might 
be obtained with equal security 9 for the benefit of 
the taxpayers and of the beneficiaries of the fundso 
Heretofore, investments had been limited to UoSo 
Government obligations and to tax exempt domestic 
municipals, which exemption was of no value to the 
funds and accounts and unnecessarlly limited the 
rate of returno ' 
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nThe Council, by a continuing study of the enabling 
acts and amendments relating to these funds and 
accounts, has determined a grouping of the funds 
with similar investment characteristicso Particularly, 
it has given weight to legislative indications as to 
the life of the funds or the possibilities of with-
drawals which might force liquidation of all or part 
of the accountse This is very essential information 
with respect to adopting sound investment policies 
for each group of accounts and maintaining a proper 
proportion of liquid investments@ 
0 some years ago the Council adopted an investment 

'regulation authorizing the director to sponsor the 
purchase of New Jersey municipal general obligations 
for any fund in the pension and annuity group~ if he 
chose to do soo Actually, no investments have been 
made under this regulation because better rates with 
equal or better quality were available in other 
fields of permissible investments. 

"Generally speaking., school district bonds.!) which 
are difficult to place initially, would indoubtedly 
be a frozen investment in any fund until the bonds 
matureo In any event, most issues would have very, 
very small secondary marlcetso To force the members 
of our state pension funds or any of the other state 
funds to invest their funds in low-rated municipal 
bonds which cannot be sold publicly is undesirable 
and would seem to the Council to be highly discrim-
inatory and unfair0 Furthermore, it would undermine 
the ideals and obJectj ves of Chapter 27011 tt 

That ts the end of the statement, s i I'o 
;{ ', 

SEN.ATOR LANCE: What percentage of your total assets 

in the entire $700,000,000 fund are in New Jersey school bonds? 

MR. VOORHEES: I could not answer thate 
so 

SENATOR LANCE: Would you send me that/we can incorporate 

it in the record? 

NIR. VOORHEES: 

SENATOR LANCE: 

-
I would be happy to do it~ 

Do you know what percentage of the 

New York fund of a similar nature is in New York school bonds? 

MRu VOORHEES: I do not, sirQ 

SENATOR LANCE: What do you earn on your $700,000,000 

at present 7 
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MRo VOORHEES: That is a difficult question to answer, 

Senator, because we have actually 28 separate funds, we know 

what our earnings are on a given day on any one of those funds, 

but to give you an average figure, I Just wouldn't want to do 

it because the minute I said it it would be inaccurate. 

MR~ BARKALOW: Am I correct in understanding that the 

$16,000,000 was yielding at 2o82? 

MR. VOORHEES: I think that is about correct, yes, sir. 

You must remember, gentlemeny that during the war years, many 

of these funds bought long-term Gov~rnment two and a halfs; 

those two and a halfs are still there; they weight the average. 

Now, we are investing today ,tn very high-grade securities c;tt 

better than 4 per cent, but we don't have enough volume of re-

investment to offset these low coupons that are still there 

in the accounto 

SENATOR LANCE: I was under the impression that your 

annual report, showing your condition as of June 30, 1956, 

stated that the effective rate--

MRe VOORHEES: We have on page 6 of that report, 

Senator, effective rates on each group, I belleveo 

SENATOR LANCE: I was under the impression the 

effective rate on the overall fund was 2~82, 

lVIR. VOORHEES: I cottldn 1 t confirm or deny it, sir. 

I don 1 t know~ I don't know that the report had that figure 

in anywherec I know that we had it by groupings~ It wouldn't 

prove too much anyway, sir, because you have some funds that 

are long-term investment funds; you have some very short-term 

investment funds here@ 

48A 



SENATOR LANCE: Could you file with this Commission what· 

your interest rate would be on a weighted basis; in other words, 

you have $700,000,000 in assets and you get a certain amount of 

income and get your percentage that way, we well knowing that, 

in a portfolio where you have many kinds of investments of 

varying maturities, you have to interpolate. 

MR. VOORHEES: Yes, sir .. 

SENATOR LANCE: How fast does your $700 1 000,000 fund 

increase a year? 

MR. VOORHEES: I don 1 t know that I could give you any 

figure on that, Senator, because, again, it's subject to 

action by the Legislature,,.-,)t's subject to things that happen 

within the pension funds themselvesc As you probably know, 

the Teachers Pension and Annuity Fund this past year, instead 

of turning over roughly $15,000,000 to us, which they normally 

would do, we had something like a million or a million and a 

half. It 1 s subject to many indefinite things~ 

SENA TOR LANCE : Will you file with the Commission a 

statement since the fund started what the assets would be 

on June 30 each year, so that we could get some sort of a 

pattern--

MRo VOORHEES: Each year rather than as its shown on 

the table hereo It shows on the table on page 6 what it was 

in 1950 and what it is in 1956. 

SENATOR LANCE: 

the easiest for youo 

Use your June 30 date, which would be 

MR. VOORHEES: All right. 

SENATOR LANCE: So that we get an idea whether it is 

increasing at the rate of fifty million dollars a year, or 
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what it iso 

SENATOR LANCE:- Now, in your annual report, you also 

suggested that the Legislature give you wider power to invest, 

as I remember it, so that you could go into industrial bonds. 

MR. VOORHcES: Yes, sira Actually, what we wanted to 

do was to have the flexibility that the insurance compani~s 

now have, sir, in that regard~ It brings up the question 

that has been discussed here pretty freely today of call prices, 

and that is one of the reasons we want to get into some of 

these industrial bonds. Ford just recently did a deal where 

they had the bonds non-callable for ten years. Now, we are 

limited under the Savings Bank law pretty much to railroad 

equipment and public utility bonds. The equipments, of 
,\\ 

course, when we buy 1 t~em we k~ow what our maturity iso When 

we buy the utility bonds, we don 1 t knowo We think we're 
-

buying a 1986 maturity, but if we get a change in interest 

rates two or three years from now we could lose those bonds. 

It makes programming difficult, and we hoped that the Legis-

lature would see fit to give us this latitude for the benefit 

of the funde 

SENATOR LANCE: Without knowing, I would think that 

your greatest losses in your funds would be on long-maturity 

U.So Governments. Has that been your experience? 

lVIR. VOORHEES: When you look, sir, at the percentage 

depreciation, it's almost identical through the groups, 

a very fractional deviation from one group to another, 

whether you go from railroad equipments or whether you take 

municipals or whether you take Governmentse After all, that 

ebb and flow of the interest rate is there, sir, and you 
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don't overcome it unless you down-grade qualityo We have tried 

to keep top-flight quality here throughout~ 

lVIR. BARKALOW: Mr 9 Voorhees, do you have any anxiety as 

to the security of school bonds, or is that too general a 

question? 

MR. VOORHEES: No, sir. One of the problems we had, 

~Sena tor, if I may say so, is that the Council through the 

years, as was pointed out in this memorandum, has addressed 

i tse 1 f to what the possibilities are in these pension funds 

and other funds as to when money is going to be neededo we 

have had actuarial studies made; we know that in certain 

years we are going to need mere money than in others. There-

fore, we buy in accordance with that sort of a program. It 

doesn't carry forward in every fund, but a great many of our 

funds are already set up and we know the specific maturities 

that we want to buy, and we buy accordinglyo 

MR II BARKALOW: And those maturities would not coincide 

with those which the school board could fix under the law? 

1\/IR. VOORHEES: They may or may not, sire 

SENA.TOR LANCE: What percentage of your assets in your 

$700,000,000 funds are pension funds? 

MR. VOORHEES: I would guess, roughly, half, Senator. 

I guess that 1 s about right. On June 30, 1956, the pension 

and annuity group had $435,000,000o We are talking now of 

a total fund of some seven hundred million. 

SENATOR LANCE: So, of your seven hundred million 

in your total funds, four hundred and thirty are pension funds, 

being the teachers, the state employees, the firemen, policemen, 
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MR. VOORHEES: That•s correct. 

SENATOR LANCE: And the actuaries of those funds know 

pretty well, if they are good actuaries, when you are going 

to pay out those moneys, dontt they? 

MR o VOORHEES : Yes, sir. We have developed maturity 

patterns based on the actuarial studies that have been given us. 

SENATOR LANCE: One final question: Several years ago, 

when I didn't have anything to do, I heard a whole days' 

session on pension funds in New York, and a pension expert there 

made a statement that, ordinarily, pension funds shouldn't 

have too many tax exempts because, when you buy a tax exempt, 

you are paying for a privilege which you do not need if you 

run a pension fund, in that a pension fund does not pay 

federal income taxo However, in the present market., is not 

the yield from tax exempts pretty much approximat'lng the 

yield from non-exempts? 

MR. VOORHEES: Not for the same quality,' no, sir. 

We bought triple A1 s the other day at 4017, and we bought 

double A's at 4.250 
SENATOR LANCE: Thank youo Are there any further 

speakers? 

ROBERT FORD: I had a question and perhaps 

the answer might help one of the concerns which we have 

concerning this matter. First, I should identify myself. 

I am Robert Ford, an attorney from Newton, New Jersey, a 

me~ber of the Newton board of-education, and also attorney 

for several boards of education in Sussex Countyo 
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Has there been any proposal as to the method by which a 

municipality would be placed in a category where they would be 
\ 

considered eligible for a fund which would buy their bonds if 

they could not market them ln a market less than one per cent 

above the average received in the funds of the Investment 

Council? 

SENATOR LANCE: What was your question again? 

MR. FORD: Whether or not any formula has been 

established whereby a municipal would have to conform or 

a school district in order to be in the category where they 

would be in the group which could not market their bonds for 

less than one per cent above ,J.he state average. 

SENATOR LANCE: In this hearing today, there are 

several things we haven't mentioned because we tried to pace 
not 

ourselves to finish around four o'clock$ We have/mentioned 

anything whatsoever about the federal program which is 

interested in financing also. The federal program, whether 

you have the Kelly bill or the administration bill, has 

certain formulae in there. This morning I asked a question 

as to whether in this Stale there were tables showing the 

true value of real estate for each pupil in the public 

school in every municipality, and I find those tables are 

available in the State Department 1of Education@ The ratables 
I I per pupil, we all know don 1 t'mean much, because in my county 

I have municipalities assessing from 11 to 24 per cente In 

Hudson County some municipalities assess at 65 per cent~ So 

that the answer to your question is no, that we haven't come 
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up with any arbitrary formulae 

Mr. Skillman7 

GEORGE SK ILL MAN: As a partial answer 

to Mr. Ford's question, I will say that this group that 

Commissioner Raubinger has called together has been broken up 

into sub-groups and one of the groups, which is made up of 

Mr. Kilpatrick and certain finance people, and I happen to be 

on it, is endeavoring to come up with, I think, something which 

will give you a little background of the very information 

which you are inquiring about; namely, what would be the 

formula or what would be the conditions under which a district 

would or might be entitled to aid. Now, the work is purely 

in a formative stage and there is nothing definite on it 

so far as I know. 

SENATOR LANCE: We want to thank everyone for--

1\JIR. FORD: I just want to say one more thing: One 

of the concerns which I had, and which our boards h~, is 

the question of possibly blacklisting the school districts 

which might be put in that category, unless this Commission 

or another Commission, or the bill which might ultimately be 

proposed be framed in such a way that that might not be done; 

in other words, it might do harm to these districts to be put 

in a category whereby they would be eligible- while they might 

benefit in the one issue, they might be put in a position 

where they would be in a bad light so far as the other credit 

is concerned in other issues or in other phases of their 

municipal work, and we feel that that should be guarded against 

very carefully. 



SENATOR LANCE: Mr. Ford, you are connected with 

the firm of Dolan and Dolan in Newton and have had wide 

experience in the floatation of school bonds as a school 

board attorney. 

Now I want to thank everyone for sticking with us 

the entire day on a subject which must be very dry to 

laymen, but could conceivably cost the local districts a 

great deal of money for as many as twenty to thirty years 

to come. 

Thank you for attending. 

{HEARING CONCLUDED) 
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