Notes and Brief Reports

Public Policy and Private Pension
Programs*

The President’s Committee on Corporate Pen-
sion Funds and Other Private Retirement and
Welfare Programs submitted its report to Presi-
dent Johnson on January 15, 1965. The Cabinet-
level committee, appointed by President Kennedy
in 1962, was headed by Labor Secretary W. Wil-
lard Wirtz; the alternate for Secretary of Health,
Education, and Welfare Anthony Celebrezze was

the Commissioner of Social Security, Robert
M. Ball.

President Kennedy established the Committee -

on March 28, 1962. He asked that it conduct “a
review of the implications of the growing retire-
ment and welfare funds for the financial struc-
ture of the economy, as well as a review of the
role and character of the private pension and
other retirement systems in the economic security
system of the Nation, and consideration of how
they may contribute more effectively to efficient
manpower utilization and mobility.”

In summarizing the relationship between the
private plans and old-age, survivors, and disa-
bility insurance (OASDI), the Committee de-
scribed the Federal program as the Nation’s
basic program of old-age security, with more
than 9 out of every 10 persons in paid employ-
ment and self-employment covered or eligible
for coverage. The private pension, it stated,
is typically related to the individual’s length of
service within the particular firm or industry,
and private plans tend to emphasize more nearly
adequate retirement income for the average and
above-average earner and for the career employee.
It concluded that—

(1) The public program will continue to be
the Nation’s basic instrument for assuring reason-
ably adequate retirement income to workers and
to their widows and dependents.

(2) Private plans should continue as a major
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element in the Nation’s total retirement security
program. Their strength rests on the suplemen-
tation they can provide to the public system.

(3) Because of the social purposes served by
the private plans, public policy should continue
to provide appropriate tax incentives to their
growth and set a firmer foundation for their de-
velopment.

(4) Continuing attention is needed to assure
that the combined benefits available through
OASDI and private pensions are reasonably re-
lated to wage levels and living standards.

With respect to vesting provisions, the Com-
mittee made several recommendations, including
the following:

(1) Amendment of the Internal Revenue Code
to require that a private pension plan, to qualify
for favored tax treatment, provide a reasonable
measure of vesting.

(2) A system of graded deferred vesting based
solely on service. '

Recommendations made by the Committee for
strengthening the minimum standards for fund-
ing include the following:

(1) For stated benefit plans, full funding for
all current-service liabilities and full amortiza-
tion of all accrued labilities over a period that
roughly approximates the average work life of
employees but not more than 30 years.

(2) For fixed contribution plans, contribution
commitments realistically related to benefits
promised and actually paid.

(8) Certification by a qualified actuary at the
inception of the plan and periodically thereafter.

(4) Review by the Internal Revenue Service
on the basis of guidelines or ranges of standards
with respect to the actuarial assumptions.

(5) Determination, made concurrently with
actuarial certification, by a qualified public ac-
countant with respect to the value of the fund
assets.

In connection with both the vesting and fund-
ing provisions, the Committee recommended an
appropriate transition period, and special pro-
cedures that would be made available to any plan
whose costs would be raised by more than 10 per-
cent as a result of the recommendations for vest-
ing or funding or a combination of the two.

In other sections of the report the Committee
considered the Federal Government’s interest in
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the private retirement plans; the effect of pen-
sions on labor mobility and manpower policy;
portability and insurance; inequities under the
tax laws; and financial aspects of the plans, in-
cluding the effects of accumulated reserves and
investment policy and the protection of employees
against the misuse of pension funds. The Com-
mittee also suggested some areas for further study
and research.
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