
Report No. 4 - March 23, 1965 
89th Congress, lst Session 

LEGISLATIVE ANALYSIS 

PROPOSALS TO PROVIDE FEDERAL AID 
TO 

ELEMENTARY AND SECONDARY SCHOOLS 

H.R. 2362 - Representative Perkins 

S. 370 - Senator Morse 

PUBLISHED AND DISTRIBUTED BY THE 

AMERICAN ENTERPRISE INSTITUTE 

/$-~~4~~ 
1200 SEVENTEENTH STREET, N .W,. WASHINGTON, D . C., 20036 

TELEPHONE 296-5616 



THE AMERIC-'N ENTERPRISE INSTITUTE FOR PUBLIC POLICY 
RESEARCH, established In 1943, Is a nonpartisan research and educational organization which studies national policy probl-s. 

Institute publications take two major forms: 

1. LEGISLATIVE AND SPECIAL ANALYSES - foctual analyses of current 
legislative proposals and other public policy Issues before the Congress prepared 
with the help of recognized experts In the academic -rid and In the fields of law 
and government. A typical analysis features: (1) pertinent background, (2) a 
digest of significant elements, and (3) a discussion, pro and con, of the Issues. 
The reports reRect no policy position In faver of or against specific proposals. 

2. LONG-RANGE STUDIES - basic studies of major national problems of 
significance for public policy. The Institute, with the counsel of Its Advisbry 
Boord, utilizes the services of competent scholars, but the opinions expressed are 
those of the authors and represent no policy position on the port of the Institute. 

ADVISORY BOARD 

Paul W. McCracken, Chairman 
Professor, School of BuslneH Administration, University of Michigan 

Karl Brandt 
Professor of Economic Polley 

Emeritus 
Stanford University 

Milton Friedman 
Paul S. Russell Distinguished 

Service Professor of Economics 
University of Chicago 

Gottfried Haberler 
Galen L. Stone Professor 

of lntematlonal Trodo 
Harvard University 

Walter C. Beckford 

Preshlent 
Will lam Jt Baroody 

OFFICERS 

Chairman 
Carl N. Jacobs 

VIce Chalrn10n 
Henry T. Bodman 

Felix Morley 
Editor and Author 

Stanley Parry 
Professor, D•artment 

of Political Science 
University of Notre Dame 

E. Blythe Stason 
Dean Emerltu .. Law School 
University of Michigan 

George E. Taylor 
Director, Far Eastem & 

Russian Institute 
University of Washington 

H. C. Lumb 

Treasurer 
Henry T. Boelman 

Thomes 1'. John­
Director of Research Joseph G. Butts 

Director of L .. lslatfve Analysis 
Howard Friend 

Director of Public Finance Analysis 
Earl H. Voss 

Director of lntemotlonal Studies 

TABLE OF CONTENTS 

BACKGROUND ............ · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · ' · 

THE MAIN ARGUMENTS ............ · · · · · · · · · · · · · · · · · · · · · · · · · · · · 

The Question of School Needs ........ ············ 
Grants for Textbooks and Library Resources ..... . 
Network of Regional Centers and Grants to 

State Departments of Education ............... . 
Federal Controls ........ · · · · · · · · · · · · · · · · · · · · · · · · 

SUMMARY OF THE BILL .... · · · · · · · · · · · · · · · · · ·'' '''''' ''' ' .. ' .. 

Authorizations Proposed-- First Yea:··:········ 
Title I-- Grants for Local School Districts ... . 
Extension of Aid to Impacted Areas ............. . 
Title II --School Library Resou:ces, Text-

books and Instructional Materials ........... . 
Title Iii-- Supplementary Educational_Centers .. 
Title IV-- Network of Regional Educati~n~l 

Facilities and Other Research and Training .... 
Title v --Grants to State Departments of 

Education ..... · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · Title VI __ General Provisions .... · .. · .. · ...... · 

ESTIMATED DISTRIBUTION OF FUNDS INE ~:i~!~~ALAN~E::~~~~y UNDER PROGRAMS PROPOS ED IN THE L 
EDUCATION BILL ... · · · · · · · · · · · · · · · · · · · ' ... ''' .. ' ......... . 

• • • • 

l 

2 

2 
7 

17 
21 

25 

25 
25 
29 

29 
32 

36 

38 
41 

42 

Other AEI Publications Inside back cover 

i 



BACKGROUND 

Since 1871 hundreds of bills to provide federal funds for the 
general support of elementary and secondary schools have been introduced 
in Congress. On many occasions bills for this purpose have been called 
up in the House or Senate. (For a history of these bills, and an analysis 
of proposals considered in 1961 see AEI Report No. 5, 87th Congress, First 
5ession.) 

President Kennedy urged the Congress in 1963 to adopt an aid bill 
including funds for teachers' salaries and classroom construction and this 
request was repeated by President Johnson in 1964. The pending bill 
(H.R. 2362 and S. 370) was introduced to carry out the recommendations in 
President Johnson's Message to Congress on Education delivered on January 12, 
1965. 

Hearings on the current bill were held in January and the bill 
was reported to the House on March 8, 1965 (House Report 143, 89th Congress). 
The proposal is scheduled for early consideration on the House floor. 

A summary of the provisions of the pending bill is contained in 
this Analysis beginning on page 25. The major programs in the bill and ap­
propriation authorizations for the first year are as follows; 

Grants for local school districts $1.060 billion 
Grants for textbooks and school 

library materials 100 million 
Grants for local educational 

centers and services 100 million 
Network of Regional Educa-

tional Centers 45 million 
Grants to State departments of 

education 25 million 
Total proposed for fiscal 1966 $1.330 billion 

Estimated distributions of funds under the bill by states are 
shown in tables beginning at page 42. 
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THE MAIN ARGUMENTS 

The Ouestio~ of School Needs 

Proponents' Arguments. The dominant purpose of the Administra­
tion bill is to provide federal grants for schools "where there are con­
centrations ~f educationally disadvantaged children." The proposed 
grants to pnmary and secondary school districts "can be considered as 
another very potent instrument to be used in the eradication of poverty 
and its effects."!/ 

. .The evidence shows that there is a widespread need for expan-
sion and Improvement of local schools to meet the educational needs of 
children of low-income families. For example: as a result of mental 
tests the ten States with the lowest per capita personal income in 1963 
had draft rejection rates well above average. The rates for these States 
ranged from 25 to 48.3 percent as compared to the national average of 
21.6 percent . Dropout rates are higher in low-income areas. Environmen­
tal.conditions and inadequate educational programs, rather than lack of 
basic mental aptitude, carry the major responsibility for the failure of 
low-income children to perform adequately in school. 

The school districts which need new programs, techniques, equip­
ment, buildings, etc., to meet this problem are least able to provide the 
necessary financial support. ~/ 

. ~he following additional arguments on the question of need are 
c?ntained In a fact sheet placed in the Congressional Record by Rep. Per­
kins, sponsor of the Administration bill and Chairman of the House General 
Subcommittee on Education: 

!/ 

In the slums, the schools are overcrowded; many 
are obsolete and unsafe. At least 30 percent of our 
schoolchildren go to school in classes averaging 30 
or more pupils. In remote rural areas, schools often 
offer inadequate programs in inadequate facilities. 

Of the 1:7 million classrooms now operating, 
nearly one-third were opened prior to 1930 and have 
since fallen far below acceptable standards. In 

House Report, op. cit., p. 3. 

£:/ Ibid., p. 2. 
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some of our city slums, about half of all class­
rooms are at least 50 years old; many are still 
not fireproof. 

Despite a massive effort on the part of our 
m~jor cities, they generally spend only two-third's 
as much per pupil as their suburbs. Up to one­
third of the children in these cities are culturally 
and economically deprived, and from their number 
stem about 80 percent of all dropouts. 

The disadvantaged child is a year behind in 
mastering school work by the time he reaches the 
third grade and up to three years behind if he 
reaches the eighth. Research shows that culturally 
disadvantaged children have only l chance in 1,000 
to acquire effective learning habits ~ithout :he 
benefit of special preschool orientation. This 
points to the need for services and facilities in 
behalf of deprived youngsters. 

Over the 1963-73 period, public elementary 
school enrollments are expected to climb from 29.4 
million to 32.1 million, an increase of 9 percent. 
Meanwhile, in nonpublic elementary schools, the 
estimated rise is from 5.4 to 5.9 million, also a 
9-percent increase. Public seco~dary school ~n~ 
rollments will go from 10.9 million to an antiCI­
pated 14.2 million, up 30 percent; and the non~ublic 
secondary school enrollments are expected to rise by 
38 percent, from 1.3 to 1.8 million. 

Since 1946 State and local bonded indebtedness 
has risen appro~imately 450 percent, while Federa~ 
debt has increased approximately 14 percent. During 
the same period, State and local taxes have inc:eased 
approximately 340 percent, while Federal taxes In­
creased approximately 140 percent--before the 1964 
Federal tax cut. Quality education requires increased 
Federal aid. 

Few educational agencies have the resources to 
rehabilitate the victims of poverty or to provide 
educational programs that will adequately meet the 
needs of the greatly increased school-age population. 1/ 

Congressional Record, January 12, 1965, pp.584-85. 
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the fi ~n respon~e to arguments that State and local governments have 
. "~ancial capac~ty to provide adequate schools, advocates of the bill 

say· ut th~ fact Is, they have not provided them." Moreover propo t stress the VIew that the main purp f th , nen s 

~:=~ ~::.:·~=~~=lh:~:c:!~"::!."!!~~::~~t~!:=:~:~r::=~ ~~:~~.p~:~r::.~·.;~ue 
State an(d local governments to meet them without f~~e~~l r::~o~o!ot~:~ect 
pose. On the other hand opponents sa that "f pur-
havelndot prhovided adequat~ programs forythe sc~oo~~eiie~~l:e~!o!:~l~t:!es 
cone u e t at they are not convinced that the 
consequent tax and debt burden are justified.) suggested new programs and 

Opponents' Arguments At th t 
that "the oft-repeated descri tion of e ?u s~t, opp?nen~s of_ the bill assert 
impoverished children' is whofly misle!~~~gb~ 1 f 1 asWh~~gis~ati?n designed for 
that the purpose of the school r . · .~ I e t e bill declares 
of children from low-income famYl~nts"IS to aid areas with "concentrations 
is that a school district need hav!s~ l opfgn~nts. say: "The. catch in all this 
some cases and a county need ha n Y ow-Income pupils to qualify in . . • ve no more than 100 such pup"l Th 1est, having relatively few child f I s. e wealth-
benefits without appreciable effe~~no~ t~~verty, wo~ld be 'cut in' ?n the 
has been cited 3/ to illustrate "the b d pdr?bl~. 2/ The following table 
by the bill: - a sur 1Stnbut1on of funds" proposed 

Administration's school-aid bill-Federal funds for the wealthy 

County and State 

Family Income data School-age children 

Median 
Income under sw.ooo N~m~·~~ P~f~:lt '~J~¥~~~\~~ 

$3,000 and over with less school-age tlon bill 
(percent) (percent) than $2,000 children 

----------!--- Income ___ , _____ , ____ , ___ __ 
United States ______ __________ _ 

~.600 21.4 ===1=5.=1 '!=4=, 9=u=.l=43=1=====~11=1 *~9~n~, 7~oo~, ooo~ 10 wealthiest counties: 
Montgomery (Maryland) 
Arli gto (V•- --- --- -­
Falrbu ('{, 'j;lnla)_ ------ ------D P lrg Ia) ______________ _ 

M
u 

1 
agee (Illinois) __________ ___ _ 

ar n ( ' alllornla) Westchester (New Yori.Y ____ __ _ 
Bergen (New Jersey) ------ -­
Union (New Jerse - --- ------­
Montgomery (Pen~~yivaniar··­
Falrfleld (Connecticut)._ --- ~~~= 

9.317 
8, 670 
8, 6f11 
8, 670 
8,110 
8, 052 
7,978 
7, 746 
7, 632 
7, 371 

2, 437 
2, 287 
I, 790 
I, 722 
I , 683 
I, 631 
1,664 
1,453 
1, 432 
1, 260 ---

6. 5 
6. 0 
5. 8 
5. 9 
8. 8 
8.0 
6. 4 
7. 8 
7. 4 
9.3 

64. 0 
60. 6 
6!1.1 
70. 5 
70. 9 
68.3 
72. 3 
i 2. 0 
76. 0 
77. 8 ---

44. 6 
311. 6 
37. 8 
311. 0 
33. 4 
36. 3 
32. 1 
30.5 
30.7 
29. 1 

1.0 
4. 0 
3. 9 
1.7 
3. 3 
2. 5 
2. 7 
2.8 
2.0 
3. 7 

833 
2, 233 
6, 184 
3, 137 
1,051 
6, 118 
2, 790 
4, M3 
I , 99!1 
2,965 

Total eligible children 
Total funds ____ ____________ ::::::::::::::::::::::::::::: 32,452 - - ---------· --- -- - -- - - --

- --- ------------ ------------ 4, 507,149 

C Sources: U.S. Department of Commerce B 1 
p~~'?lptteep ~l26ducatlon and LRbor, House" of u:~~~nt~~rv~e~.s~~·u~~I00Unt0y alsnrt, City Data tlook ';, ' · · · n oa oor 1065" (commlttet• 

House Report, Minority Views, p. 66. 

Ibid., p. 70 . 

Ibid. 
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Critics of the bill point out that schools in the county with 
the highest median family income in the Nation (Montgomery, Md.) would 
get $572,864 the first year under the bill. Moreover, they point out 
that this would be in addition to over $4 million per year which the 
county receives now from the Federal Government under the "impacted 
areas" program. 

The U.S. Office of Education estimates that school districts 
in 94 percent of the Nation would qualify for grants under the poverty 
concentration test in the bill. 

If this money were allocated to the· States to help "educationally 
deprived" pupils without federal control of its distribution, it is incon­
ceivable that any State would pour the funds into such wealthy areas, op­
ponents say. The decision to spread the grants among 94 percent of the 
counties in the United States, it is argued, was a political decision de­
signed to stimulate widespread support for the program. 

Opponents of the bill state that the grant formula is not based 
upon the financial capacity of the individual States to provide adequate 
support for their schools. The minority members of the House Committee 
argue as follows: 

Administration spokesmen allege that the less 
wealthy States get more funds per pupil if the funds 
are spread among all the school-age population. This 
is irrelevant, of course, in a bill supposedly de­
signed to improve schools in impoverished areas. How­
ever, even that argument fails. Texas, Maine, and 
Florida, for example, have approximately equal per 
capita incomes (which is often used as one index of 
State ability to support education), yet this bill 
would give Texas twice as much per school-age child 
($31) as Maine would receive ($15), and half again 
as much as Florida would receive ($21). 

Inequalities such as this abound in this dis­
tribution scheme. The main point, however, is that 
no sane program to improve schools serving large 
numbers of deprived children would pour limited funds 
into the wealthiest areas of every State in the Union, 
where most children, rich or poor, already attend the 
best schools money can buy. 1/ 

In response to the argument that State and local resources are 
not sufficient to cope with school needs because of projected increases 
in enrollments, one expert asserts that the post-war "baby boom" is over 
and that the rate of enrollment growth will drop from 43 percent during 
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~he past ten years to 1~ percent dur~ng the next ten. 11 Ten years ~go 1t was ar~u~d that mass1ve federal a1d was required to help the States an? locall t1es educate a "tidal wave" of post-war children. But experts po1nt ~ut that "the schools have weathered the dozen years of rapid expansion and come out ahead. From now on they can look forward to a modest rate of enroll~en~ growth--~n.average of 1.5 percent annually--which they should ~ave no difficulty assim~lating, particularly as long as the economy continues to expand at 4 percent per annum or more." '1:.1 
Opponents o~ the bill have also challenged arguments by Admin­istrative spokesmen with respect to the capacity of State and local governments to provide sufficient classrooms and adequate teachers'sal­aries. 

Thos~ who c~ntend ~hat State and local governments will not be able to cope ~Ith proJe~t~d Increases in school needs in the decade ahead h~ve been reminded of similar predictions a decade ago and of the record since t~en. Experts recall that a decade ago most students of the subject argued that prompt enactment of a massive federal aid program was the school~' only salvation." ,;i/ Ten years ago the White House Conference on ~ducation concluded that educational expenditures would have to be doubled In the decade ahead. I~ 1958 a study published by the Rockefeller Brothers Fund warned that expenditures for education would have to be doubled in about ten years and_would require 5 percent of a $600 billion gross national product. Weakness In State and local revenue systems had given rise to proposals for federal aid, the study said. 11 
. Only four years after the Rockefeller Fund Report opponents P~Int out, educational expenditures exceeded 5 percent of o~r gross na­tional product (~P~ and GNP reached approximately $555 billion--an in­~rease of $~10 billion. Opponents of the bill state that the national Investment In education ~ore than doubled during the decade ending in the fall o~ 1963 (l~test reliable data). A comparison of State and local rev­enues In 1955 with the yield in 1962 shows a rise of 80 percent, according 

ll Statement of Roger A. Freeman, Senior Staff Member The Hoover Institution Stanford University, before the Senate Subcommitte~ on Education, ' February 4, 1965, p. 5. 

'J:./ Ibid. 

,;i/ Ibid., p. 3. 

1/ House Report, Minority Views, p. 68. 
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to critics of the bi 11. 1/ Other evidence of "extraordinary progress" cited by the minority me~bers of the House Committee: since 1954 pri­mary and secondary school expenditures increased 77 percent, enrollments 44 percent; during the decade ending with the school year '63-'64 there was a gain in expenditures per pupil in public schools of 50 percent, the number of teachers in all schools increased by 55 percent, and teachers' salaries increased 43 percent. '1:.1 
One of the arguments for federal aid in President Kennedy's Ed­ucation Message in 1962 was that 600,000 public school classrooms should be constructed during the following ten years. The federal aid bill was not adopted, but during the past ten years 671,000 classrooms were con­structed. 3/ In the years ahead the present high rate of construction can be very substantially reduced and still meet anticipated needs, ac-cording to one expert. 1/ 

Grants for Textbooks and Library Resources 
Proponents' Arguments. One-fourth of the Nation's public high schools do not provide free textbooks and it has been said that high textboek fees are one of the reasons for the dropout problem. The cost of modern textbooks presents a barrier to their adoption in all out the wealthier school districts. The U.S. Commissioner of Education, Dr. Keppel, summarized the situation as follows: 

For many families the purchase of a child's textbooks is a luxury they can ill afford ... A poor family wit~ children in high school may be required to spend $15 to $20 or more per child for up-to-date textbooks--a prohibitive sum when money doesn't exist for many of the barest necessities of life. In 1961, parents spent over $90 million for textbooks--approximately 40 percent of that year's total expenditures for textbooks. Children in fam­ilies unable to support this extra burden are often turned from the halls of the school to the alleys of the slums. We cannot afford this loss. ~/ 

l/ Ibid., p. 69. 
t I J:./ Expenditures and salaries in constant 61-o2 dollars. See House Report, p. 68. 

,;i/ 

!/ 

~I 

Freeman Statement, op. cit., p. 6. 

Ibid. 

Hearings Before the General Subcommittee on Education of the House Committee on Education and Labor on H.R. 2362, January 22, 1965 (hereafter cited as "House Hearings"), p. 93. 
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Educational specialists point to the . 
well-stocked libraries professional l'b . growing importance of 
material~ . . According ~o specialists i~ ~:~~a~:~l~nd up-to-date library 
of materials for children in grades one throu ' excellent collections 
as for senior high school--in fact m gh six is just as import an t 
ucation takes the view that "th. ' ore so· .!/ The Commissioner of Ed-
ent handling of libraries in th~s s~~~~~ry .. ou/ght to be ashamed of its pres­
for school library resources state th s. l Adv?cates of federal grants 
appalling extent to which libr at the following tables show "the 
mentary and secondary school sya~yt res~urces are not available to our ele-

ems. 

Public schools with and without school libraries, 1960-61 

Educational level n~~ of With libraries Without libraries 
schools 

----;~-==-----------1----,/~N~um~be~r~/ Percent Number Percent 
U.S. totaL _______ -------------- -- 102,487 

Elementary only 
47,648 46.3 64, 1141 63.7 

JunJor high only- -- --------------------------- 76,773 23,679 31. 2 -High school, or seDtor-bigii "oiiiy-- - -- ------- --- 6, 705 62,01M 68.8 4, 1134 86.4 771 JunJor-senlor high on! ' ---- -------- --- 9,017 8,502 114.2 13.6 Combined eleme.:tar/&n<i ______ d _________ __ 3, 796 616 5. 8 
plant IIOOOn ary school 3,678 116.9 117 3. I ------ -------------------------- ----- 8,1W 6,763 82.3 1,444 17.7 

Public school pupils with and without school libraries, 196Q-6J 

Educational level 

U.S. totaL_-------- --------------- --
Elementary only 
Junior high 'only ------ ------------------------
High schoo{, or senio-,.-blgii-oiiiy·-- -- ---------­
Junlor-eenlor high, only __ ~------- -------- --- --­
Combined elementary and secondi.i-y"sctiOOi" 

Total 
number 
of school 

pupils 

36,962,711 

21,063,893 
3,829,992 
6, 677,572 
2, 192,884 

With school 
libraries 

Number Percent 

26, 300,243 70.3 

11, 3>6, 912 63. 2 
3,623,875 94. 6 
6, 437,191 W.4 
2, 168,611 118.4 

Without school 
libraries 

Number Percent 

I, 662,468 29. 6 

9,856, 961 46.8 
3>6.117 6. 4 
140,381 2. 6 
34,373 I. 6 plant_ _____ _____ _ 

------------------------- 2,388, 370 2, 873,764 87. 3 414,616 12. 8 

D~:-g:: J::Ja~cs ovubllc School Libraries, lllti(HII. Pt. I. Basic 
Education 1964 y. ashington, D.C., U.S. Department of Health ~bles.lo Mary Helen Mahar and 

• . • ucat n, and Welfare, Office of 

Nonpublic achools with and without school libraries, 196e 

Educational level 

u.s. total _------------------------- --- --

Total 
number of 

schools 

14,020 

10,105 
1,860 
2,023 

With libraries 

Number Percent 

7, 764 66. 4 

4,414 43. 7 
1, 748 94.0 
1,688 78.6 

Without libraries 

Number Pfll'llent 

6,266 44. 6 

6, 691 66.3 
112 6. 0 
436 21. 6 

.!I House Report, pp. 8-9. 

ll House Hearings, p. 115. 
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Ncmpublic school pupils with and without school libraries, 196e 

F.ducatlonallevel 

With school 
libraries 

Without school 
libraries Total 

n~b~lofl----~----1----~--­
puplls Number Per· 

cent 
Number Per· 

cent 

U.S. totaL ---------- --- ---------- --: ____ 6,116,411 3, 213,677 62. 8 1, 902, 834 37.2 

Elementary.----------------------------------Secondary ______ __________________________ ____ _ 

Combined elementary-eeoondary __ ------------

3, ~.712 
776,rm 
874, 663 

1, 721, 051 
743,678 
748, 721 

49. 7 
96. 8 
85. 6 

1, 744, 661 
32, 329 

125, 832 

5(). 3 
4. 2 

14. 4 

Source: National Inventory of School Facllltles and Pen10nnel, Spring 1962. Gecwge J. Collins, and 
others. Washington, D.C., U.S . Department of Health, Education, and Welfare, OlllceofEducatlon,1964. 

One witness before the House Committee submitted the following 
comparison of library facilities in the New England States with averages 
in the United States and the standards of the American Library Associa­
tion . .!/ 

New England school library statistics compared with averages for the United States 
and American Library Association standards, 196Q-61 

New United American Library Association 
England States standards 

Percent of total number of public schools 
with central libraries. 

32 46. 3 All schools 
schools. 

except 1- and 2-teacher 

Average per r.upil expenditure for books $0. 88 $1.47 $4 to $6. 
and pampb ets based on total member-
ship of public schools. 

Average number of volumes per pupil in 4 6.67 10 volumes per pupil. 
schools with central libraries. 

Percent of schools not served by school 84.1 67.4 I librarian for each 300 or 400 students. 
librarians based on total number of public based on total enrollment of school 
schools. 

Number of school library supervisors In 10 6W A supervisor for all systems having 6 to 
central olllces of public school districts 7 or more schools with enrollments of 
enrolling 150 pupils and over. 200 or more students. 

Statistics taken from "Statistics of Public School Libraries, 1960-61," pt. I, basic tables, by Mary Helen 
Mahar and Doris C. Holladay. U.S. Olllce of Education, 1964. 

Considerable controversy has arisen in connection with federal 
financing of school textbooks and library 'resources for public and private 
schools. The position of a majority of the House Committee members on 
this issue is set forth in the House Report as follows: 

The committee has taken care to assure that funds 
provided under this title will not inure to the enrich­
ment or benefit of any private institution by providing 
that: 

(I) Library resources, textbooks, and other 
instructional materials are to be made available 

.!/ House Hearings, p. 717. See also House Report, p. 11. 
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to children and teachers and not to insti­
tutions. 

{2) Such materials are made available 
on a loan basis only. 

(3) Public authority must retain title 
and administrative control over such materials. 

(4) Such material must be that approved 
for use by public school authority in the State. 

(5) Books and material must not supplant 
those being provided children but must supple­
ment library resources, textbooks, and other 
instructional materials to assure that the 
legislation will furnish increased opportunities 
for learning. 

These conditions can in no way under the terms of 
the legislation be circumvented, but at the same time 
assu:ance in the administration of the State plan must 
be given so that the library resources textbooks and 
other instructional materials will be ~vailable o~ an 
equitable basis to all elementary and secondary school 
children and teachers. 

As has been observed in the administration of this 
title, the State must conform with the State law and in 
this connection, it is anticipated that State plans re­
garding the administration of the program will vary from 
State to State. In addition to the requirement that the 
b?oks provided will be books approved for use in the pub­
lic schools by the public agency in the State having 
authority to prescribe such books, throughout the legis­
lation the committee has endeavored to conform to the 
principle of State and local autonomy and control of ed­
u~ati?nal policy. In some instances the State might see 
fit, In conformance with State law, to utilize or establish 
a central public depository within a school district or 
within an area to serve more than one school district from 
which all elementary and secondary school-children and 
teachers could 'check out' library resources, textbooks 
and other instructional materials under procedures which 
would assure the State authority an accounting for the use 
of the materia~ and its proper return for reassignment 
when the material had served the prescribed period for its use. 

The committee has observed that 19 States specifically 
provide for the provision at public expense of the transportation 
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of private school students and that 4 States spe­
cifically call for the distribution of te~tbooks 
to children in private schools. The committee has 
also observed that some States have regarded invalid 
various types of textbook and schoolbus ~aws.within 
the meaning of State law and State constitutions. 
The coDDnittee also considered that one or more of 
the ingredients which it has used in this legis-
lation to safeguard the separation of church and 
State may be lackhg in such State statutor~ pro­
visions and court decisions. With the strict con­
ditions which have been imposed by the committee o~ 
the operation of title II, in principle, its oper~tion 
would not be different from the conduct of a public. 
library program which makes available on a loan basis, 
library materials, unrestricted as to conte~t, to both 
public and private school students. For this rea~o~, 
it is hoped and generally felt that when the pr?visions 
of title II are considered in the light of particular 
State laws that all of the States will be able to ad­
minister the program in conformity with State law. 
However in order to prevent the denial of benefits to 
childre~ in any State in which a strict prohibition is 
encountered, section 204 of title II.a~thorizes the . 
Commissioner to arrange for the provision on an equi­
table basis of such library resources, textbooks, or 
other instructional materials for the use of children 
and teachers in such States. In the latter event, only 
those materials which have been approved for use in 
public schools may be made available. !/ 

Sponsers of the bill point out, also, that in order to obtain 
grants under this title a State would be required to present an acceptable 
plan for distributing the books and materials and that the plan must "take 
into consideration the relative need" of the children and teachers in the 
State. In addition, assurances would be required that the books and ma­
terials would be made available to private schools ''on an equitable basis." 

Opponents' Arguments. The main points made.against ~ederal 
financing of textbooks and library resources for public and private schools 
are: (1) that the bill does not require that grants be allocated to the 
States on the basis of need, (2) that it is dangerous for the Federal Gov­
ernment to become involved in financing.the purc~ase of t~xtbooks for pub­
lic schools, and (3) that serious questions are Involved ~n the proposal 
to provide federal grants to purchase books for use by private and church­
affiliated schools. 

!/ House Report, pp. 13-14. 
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Critics of the proposal point out that while the bill requires 
assurances from each State that the relative needs of children and 
teachers within the State will be given "consideration,~ it would allo­
cate the grant funds ($100 million the first year) among the States pro 
rata solely on the basis of the total number of pupils in each State. In 
other words,. a State's allotment need not be based upon its relative need 
for textbooks and library resources, its financial capacity, or the number 
of low-income pupils concentrated in the State. 1/ 

Experts have pointed out that the authority in the bill permits 
grants for the purchase of phonograph records, audio-visual materials, 
magnetic tapes, periodicals, documents, etc. It is argued that while 
such modern resources seem to be desirable, advocates of many desirable 
programs are competing for federal aid. Moreover, some experts in the 
field of school finance point out that many schools need this money for more urgent purposes. 

Opponents of the bill state that " ... it is easy to foresee, for 
example, the situation wherein virtually all textual materials used by 
private school children will be those approved by public school agencies. 
Is this a dependency which private school educators and religious leaders 
really wish to create?~ :5:./ Aside from the complex constitutional issue, 
it is argued that the involvement of private schools presents a policy 
issue: whether enactment of the bill would threaten the independence and 
integrity of private education. ~/ 

Supplemental Local Educational Centers and Services. The prin­
cipal issue regarding the proposal to establish educational centers in school 
districts throughout the Nation is whether such a federally financed program 
combined with the proposed regional centers would constitute "a separate 
system of Federal-local schools responsible only to the U.S. Office of Ed­ucation.~ _1/ 

Some of the points made by advocates of the bill in this connec­
tion are set forth in the House Report on the bill as follows: The grants 
would be made to the local educational agency. The local educational 
agency must involve persons broadly representative of the cultural and 
educational resources of the area to be served in the planning and carry­
ing out of the supplementary programs. Such resources include organiza­
tions like State educational agencies, institutions of higher education, 
nonprofit private schools, libraries, museums, artistic and musical or­
ganizations, educational radio and television, and other cultural and 

ll House Report, Minority Views, pp. 74-75. 

:5:/ Ibid., p. 75. 

~/ Ibid. 

_1/ Ibid. 
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After making provision for the participation of educational resources. d 1 
such persons during the planning and operation of a propose su~p e~en-

. · the local educational agency would submit an application tary service, . b d tirely on the local to the Commissioner for a center or service ase en . . 
d · t The initiative and responsi-agency's perception of need an Interes . . 

bility for the establishment and operation of supplementary services 
thus rests with the local educational agency. 1/ 

The title establishes an Advisory Committee on Supplementary. 
· · · f the Commissioner as Chair-Educational Centers and Services consisting o . . h d 'th 

man and eight appointed members. The Advisory Commit~ee Is c arge Wih 
· · the Commissioner on the action to be taken with regard to eac :~;~~~:~ion for a grant under this title, the preparation o~/general reg­

ulations, and advising the Commissioner on policy matters. _ 

The House Report includes the following statement: 

The conception, establishment, and administr~tion of 
programs under this title rest on several perce~ti?ns per­
tinent to the needs and requirements of ~he NatiO~ s 
schools. One of the first of these requirements. IS that 
the initiative and responsibility for the operat~on of 
school programs rest with ~tate an? local authority. 
Another is that the financial strain on the bud~et.of 
many local educational agencies serves to make It Im­
possible for them to implement many types of programs 
and services which researchers and educators deem 

t 'al to the effective operation of the schools. essen I · f 1' that A third significant point is the growing ee Ing 
local educational agencies ought not to have to under­
write the full burden of providing model or exemplary 
school programs which benefit the.rest of the S~ate or 
Nation by demonstrating what new Ideas of teach~ng, 
learning, and school administration can accomplish ~hen 
transplanted from the laboratory to everyday ope~ation. 
The prograos authorized under title III w?uld.stimulate 
and assist local public educational agencies In the pro­
vision of supplementary educational services that are . 
not at present available in sufficient quantity or quality. 
In addition, the title authorizes the development andes­
tablishment of exemplary elementary and secondary school 
educational programs to serve as models for regular school 
programs. 

House Report, p. 14. 

Ibid., pp. 14-15. 
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Under the terms of this title many kinds of 
supplementary services could be provided by in­
dividual local public educational agencies or by 
associations of such agencies to enrich the pro-
grams of local public elementary and secondary 
schools and to offer a diverse range of educational 
experience to persons of varying talents and needs. 
Such services might include guidance, counseling, 
remedial instruction, school health, pyschological, 
and social work services. Special educational pro­
grams and study areas, operated during periods when 
schools are not regularly in session, might be pro­
vided under the terms of this title. Model or ex­
emplary educational programs designed to encourage 
the adoption of improved or new educational pro-
grams could be established. Specialized instruction 
and equipment for teaching foreign languages, science, 
or other academic subjects which are not taught in the 
schools at present or which could be provided more ef­
fectively on a centralized basis could be supported. 11 

The Report continues: 

Programs under the auspices of the local public edu­
cational agency could be supported under this title 
which would make available special equipment or 
specially qualified personnel, such as artists or 
musicians, on a temporary basis to public and other 
nonprofit schools, organizations, and institutions. 
The provisions of this title would allow local educa­
tional agencies to support educational radio and 
television programs. The title would permit support 
of physical education and recreational programs not 
available at present. The title would permit the 
provision of special educational and related services 
for persons in or from rural areas or who are or have 
been isolated from normal educational opportunities .... 

In this title the committee has made use of the 
language 'centers and services' in order to provide 
local public educational agencies with the greatest 
flexibility possible within which to exercise local 
discretion and judgment with respect to the types of 
projects which will best serve the educational needs 

11 Ibid., pp. 15-16. 
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of the community. Nothing in this title is designed 
to enable local public educational agencies to pro­
vide services or programs which will inure to.the 
enrichment of any private institution. The bill does 
not authorize funds for the payment of private school 
teachers, nor is it intended that this provision.au­
thorize the financing of instruction for nonpublic 
schools. Facilities are not to be constructe~ nor 
equipment procured which will be to the pecuniar~ 
advantage of any nonpublic institution. Rather It is 
intended that the local public educational agency, 
through its preserved autonomy ov~r loca~ s~hool 
matters, will have wide latitude In fashioning pro­
grams of direct benefit and advantage to elementary 
and secondary school pupils regardless of whether 
they are enrolled in public schools. ll 

Opponents' Arguments. The Minority members of t?e ~ouse Com­
mittee state that this title would authorize the U.S. Commission~r.to 
establish "model '' schools at the local level upon terms and conditions 
to be specified by him. He would make direct grants.of 100 percent of 
~he cost to a local educational agency selected by him. A.State gov: 
ernment, they point out, "would only have the empty auth?n t~ of making 
recommendations concerning them." The position of th~ Minonty mem~ers 
of the Committee is summarized in the Report of the bill as follows. 

ll 

Stripped of all its unessential language, this 
title would permit the establishment in every State 
of a separate system of Federa~-local schoo~s re­
sponsible only to the U.S. Office of Education. 

True, the 'proposals' for these centers--which 
Commissioner Keppel described in his testimony as 
'educational institutions'--must originate at the 
local level from a public school agency. But ob­
viously, since the U.S. Commissioner of Ed~cat~on 
approves only those which meet whate~er criteria he 
may establish, such proposals must finally take the 
form prescribed by the Commissioner. 

Are these centers really schools? The bill says 
that the funds shall be used for--

the establishment, maintenance, and operation of pro­
grams, including the lease or construction of n?cessary 
facilities and the acquisition of necess.ary equipment, 

Ibid., pp. 16-17. 
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designed to enrich the programs of local elementary 
and secondary schools and to offer a diverse range 
of educational experience to persons of varying 
talents and needs by providing supplementary edu­
cational services and activities such as--

developing and conducting exemplary 
educational programs *** for the purpose of 
stimulating the adoption of improved or new 
educational programs *** in the schools of 
the State; 

comprehensive guidance and counseling, 
remedial instruction, and school health, 
psychological, and social work services •••· 

' 
comprehensive academic services *** for 

continuing adult education; 

specialized instruction and equipment for 
students interested in studying advanced 
scientific subjects, foreign languages, and 
other academic subjects ***; 

making available modern educational 
~quipm~nt and specially qualified personnel, 
Including artists and musicians, on a temporary 
or other basis to public or other nonprofit 
schools, organizations, and institutions; 

. other specially designed educational pro­
grams which meet the purposes of this title. 11 

The notion that these educational institutions would be com­
pletely local affairs, opponents say, "is pure fantasy·• because the 
local agency would depend on the federal authorities for 100 percent of 
the funds. The Minority comments on the control aspects of this program 
as follows: 

ll 

The choice presented by this title should and 
mus~ be cle~r, however Congress may decide the issue: 
It Is a choice between (1) our historic pattern of 
local public education controlled locally under State 
law and (2) the establishment of a separate public 

House Report, Minority Views, pp. 75-76. 
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education system financed and administered by a 
Federal agency. The committee even rejected an 
amendment to require that these Federal-local 
schools be administered in accordance with State 
law. 

If Congress approves this title in this form, 
we shall have clearly abandoned the concept of 
State responsibility for public ed~ca~ion. Thi~ 
is not a question of Federal aid; It Is a quest~on 
of Federal responsibility, and control. The notion 
advanced by Commissioner Keppel that these centers 
would be completely local affairs cannot be supported. 
It is pure fantasy to suppose that a local school 
board which comes to the Federal Government for 100 
perce~t of the funds to run an operation which can be 
approved only by the Commissioner, is dealing at arms 
length and upon terms of equality. 

We urge that the Congress not give the U.S. Office 
of Education such authority until each Member under­
stands exactly what is being authorized, and until the 
American public has had an opportunity to exoress in­
formed views on this issue. 1/ 

Network of Regional Centers and Grants to State Departments of Educa­
tion 

Proponents' Arguments. This portion of the bill would ~ro~den 
the Cooperative Research Act of 1954 (Public Law 83-5~1). The existi~g 
Act authorizes the U.S. Office of Education to enter Into contracts with 
colleges and universities and State departments of education for the 
conduct of research in the field of education. The proposed amendments 
would expand the authority for this work and ~uthorize.t~e.establishment 
and operation of a network of regional educationa~ facilities. The work 
planned for the regional facilities has been outlined as follows: 

!/ 

Title IV authorizes the establishment of a series 
of national and regional educational laboratories pro­
viding comprehensive support of edu~a~ional research,. 
development, dissemination, and training. Through this 
program artists, historians, mathematicians, and other 
scholars would work closely with psychologists, sociolo­
gists, teachers, and administrators from local school 
systems to conduct research, develop it into forms that 
can be used in classrooms, continually test and retest 

Ibid., pp. 76-77. 
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these new forms, train teachers in their use, and make research results available to local school systems. 

Involvement of different types of intel­lectual talent as well as different types of educational concerns will be crucial to a 
broad-based laboratory program. The scholar, the researcher, the local schoolteacher, and the administrator would work together as a team to develop high-quality programs for a wide segment of the student population. The laboratory pro­gram calls for involvement of the educational system at many levels--State departments of ed­ucation, local school systems, colleges and universities, the proposed supplementary educa­tional centers, and experimental schools. In addition, private research organizations, indus­try, and other groups in the community with ap­propriate talent and resources have much to con­tribute to the activities of the laboratories. 

Such cooperation is relatively new but it is already showing promise of becoming a successful educational research strategy. Recently the National Science Foundation and the Office of Education have supported projects with interdis­ciplinary representation from universities and school systems. Working together, these teams have produced new instructional materials and systems, laboratory equipment, textbooks, teacher 
guides, and films ..•. l/ 

Expanded research, development, and dissemi­nation opportunities call for growth and develop-ment in the number and types of individuals needed to effectively carry out and continue research and related activities. The need for qualified per­sonnel is becoming critical. Title IV would authorize training opportunities at laboratories and at other institutions. 

The critical problem of preparing teachers for the new educational programs now being developed is compounded by a projected increase in demand for new teachers. It is estimated that about 2 million teachers will be needed within the next 10 years. To meet the demand for an adequate supply of trained teachers, the inservice teacher, the teacher in train­ing, and the teacher of teachers will need special help to grow with the new programs. Much of this help 

l/ House Report, pp. 18-19. 

- 18 -

could come from the facilities through programs in model schools as well as in local school sys­tems and through the conduct of research on 
teaching and on teaching teachers. 1/ 
Expenditures for research and development in the field of education are inadequate, in the view of proponents of the bill: 

A total of $16 million is being spent
1 
in fiscal year 1965 under the cooperative research program on these and similar projects. But this is far from adequate to fulfill the need of quality educ~ti?n for all children. During fiscal year 1965 $34 billion was devoted to education, America's largest industry. And yet during the same period, only $72 million, or one­fifth of 1 percent of total educational expenditures was spent on research and development. In comparison, $8 billion was spent in defense for research and develop­ment; many private industries devote as much as 10 per­cent of total expenditures to such activities. The need of 26,000 school districts and 2,600 institutions of higher education demand and deserve a stronger and broader 

research effort. ~/ 

The provision to permit federal grants to State departments of education is defended on the ground that it would "strengthen" the State agencies and thereby help them preserve control of educat~on.at t~e State and local level. The proposed interchange of personnel, It IS said, . would aid the States and the Federal Government in the discharge of their respective responsibilities. Such interchanges would be ••entirely volun­tary," according to proponents of the bi 11. ~/ 
The need for federal financial support of State educational departments has been illustrated as follows: 

ll 
y 

~I 

There are many examples which might be cited of the problems confronting our State departments of ed­ucation, but perhaps none is more graphic than that given in Commissioner Keppel's testimony relating to a medium-sized department in a middle-income State. In this State, 75 professional staff members assist 1,300 schools and 20,000 local school people in the 

Ibid., p. 19. 

Ibid., p. 18. 

Ibid., pp. 20-21. 
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administration of State and Federal funds and pro­
grams, in the improvement of instruction, and in 
the solution of technical problems relating to 
building, equipment, materials, etc., but these 
75 State consultants can visit the schools of their 
State on the average of only one-half day every 7 
years. The committee cannot conceive that under 
such circumstances, which are believed to be wide­
spread, it is possible to have effective State edu­
cational leadership for the challenges of today and 
for the awesome responsibilities of tomorrow. l/ 

Opponents' Arguments. Many opponents of the bill state that they do not oppose expansion of arrangements with colleges and univer­sities to support research on educational problems as authorized in the existing Cooperative Research Act. But the ultimate impact of this pro­posal, it is argued, has been "cleverly camouflaged." But the full impact of this proposal is not clear until it is understood that the regional facilities would be tied in with the local supplemental centers serving each school district. Members of the House Committee who oppose the bill explained their position as follows: 

... According to Commissioner Keppel, it is in­
tended to develop new methods, new curriculums, and 
new instructional materials and texts, which would 
then be fed into the schools through the local­
Federal system of supplementary centers. 

The ultimate impact of the Federal activity is 
cleverly camouflaged. It represents a two-pronged 
attack on State control of education, and it is aimed 
squarely at the essential elements of any school sys-
tem: Curriculum, course content, methodology, instruc­
tional materials, and professional standards for teachers. 

This double approach to a firm establishment of 
the Federal presence in education would be further en­
hanced by a more extensive subsidization of State educa­
tion agencies. We note that the Federal funds in title 
V would not be matched by State funds, which automatically assures a continuing reliance by State agencies upon the 
Federal subsidy after it has become a standard feature 
of their operation. If this should not be sufficient 
to induce a subservient status, a regular interchange of personnel with Washington should complete the work of 

l/ Ibid., p. 20. 

- 20 -

•t 

making every State department of education a branch 
of the U.S. Office of Education. 

For a number of years, largely through the 
National Science Foundation, the Federal Government 
has been instrumental in revising school curriculums 
in the physical sciences and mathematics. Although 
some concern has been expressed about the wisdom of 
a standardized approach to teaching science and mathe­
matics, the objective nature of the factual content 
of these subjects has insulated this effort from the 
fear of Federal control. Also, the National Science 
Foundation has no institutional interest in the ad­
ministrat-ion of public education. 

This cannot be said for the U.S. Office of Edu­
cation. By its very nature i~ is interested in ed­
ucational policy, as distinct from the ad~an~eme~t 
of knowledge in particular fields. The distinction 
is profound. 

Recent amendments to the National Defense Educa­
tion Act extended the teacher preparation of the Office 
from the fields of modern languages and student coun­
seling into the areas of English, geography, reading, 
and history. The research center& in title IV of !his bill and the Federal-local supplementary centers In 
titl~ III clearly project the Office into every aspect 
of the school curriculum, including the subjective and 
politically charged fields of the social sciences. 

In terms of our structure of educational control, 
to say nothing of public policy, this progres~ion of 
Federal influence in the sciences to Federal Influence 
in the social sciences is a quantum leap toward a 
centralized, standardized, uniform national school sys-
tem. 

Whether it is wise to make this 'great leap forward' 
should be a question for intensive national debate. There 
can be no debate, however, about the fact that such a leap 
is being proposed. l/ 

Federal Controls 

• A t "any of the points involved in the issue Proponents rgumen s. N 

of federal control are set forth above in connection with the arguments 

ll House Report, Minority Views, pp. 77-78. 
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for and a_gainst the various programs involved. Some of the leading 
advocates of federal aid to primary and secondary schools argue that 
while the bill would authorize the U.S. Commissioner of Education to 
control the use of the federal funds involved in many ways, it does 
not contain "any obnoxious form" of control. 11 It is argued that while 
aid to education should involve "fiscal control" it need not permit con­
trol of education as such--curricula, programs of instruction, etc. 
Advocates of the bill point out that "direction, supervision, or control 
over the curriculum, program of instruction, administration, or personnel 
of any educational institution or school systenr is expressly prohibited 
by the bill. Similiar provisions apply to the selection of textbooks and 
library resources. ll 

Proponents of the bill argue that the Federal Government has 
provided aid to education in various forms for many years without com­
plaints against federal control. They refer to the Morrill Act of 1862 
(land grants to colleges); the Act of 1890 making cash grants to land­
grant colleges; the Smith-Hughes Act; the Impacted Area Aid Act of 1950; 
the National Defense Education Act of 1958, and the aid to higher educa­
tion acts adopted during the last Congress. ~/ In a discussion with Rep. 
Goodell during the House Committee hearings Secretary Celebrezze asked: 
"Can you cite to me one example in the hundred years that the Federal 
Government has been in the area of education where the Federal Government 
has taken control of a program?" Rep. Goodell answered: "Many examples ... 
I hope we will have some testimony from these people in detail, in the 
National Defense Education Act and in other programs. I see it in my 
own local school districts under NDEA. You can talk to any member of 
Congress around here and see the way that guidelines laid down in det~il 
by the Federal Government end up controlling their decisions as to how 
they spend the money and where they are able to spend money." 1/ The 
Secretary took the position that "Guidelines are just for their own use. 
Thev ask us ... and we have furnished guidelines." 

Rep. Thompson argued his view of the control issue as follows: 

... I would be interested to hear any witnesses ..• whose 
testimony is that there has been any obnoxious form of 
Federal contr6l in any of the programs. There has been 
fiscal control. In the Eisenhower administration there 
was fiscal control and it is absolutely necessary. There 
is fiscal control in the National Defense Education Act. 

11 House Hearings, p. 65. 

ll See Title V, Section 604 of the bill. 

~/ See testimony of Secretary Celebrezze, House Hearings, pp. 66-67. 

1/ House Hearings, pp. 147-48. 
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In an analysis of the Smith-Hughes, George-Bardon, 
and subsequent vocational education acts, you will 
find that the Federal Government is in the business 
of curriculums, selection of teachers, maintenance 
and operation, and buildings. The only obnoxious 
Federal control that I have seen here has since been 
repealed and that was the loyalty oath in the National 
Defense Education Act. It was Federal control; it was 
obnoxious and it was done away with. That is the only 
specific instance I have seen of the complaint. 

... You can't get anyone around here, even those most 
outspoken in favor of States rights and in fear of 
Federal control, to say a word in opposition to 
[P.L.] 815 and [P.L.] 874, yet they provide mainten­
ance, operation, teachers' salaries, the whole bundle, 
so this is a particularly delightful concept. 

Of course I am not one who shares, to the extent 
Mr. Goodell apparently does, the fear that the Federal 
Government is going to control education. First, I 
don't think it is. If I had my druthers, I would say, 
'Well, let's not control education at the State and 
local level, but let's do everything that essentially 
we can to get them to do what we want. I am no more 
afraid of the judgment of the Federal Government in the 
field of education--! am less afraid of it than I am of 
the judgme.nt of some of the locally elected school boards 
with respect to the administration of education programs. 1/ 

Opponents' Arguments. Critics of the proposal take the position 
that the provision in the bill to "prohibit" control of curriculum, in­
struction, etc., is meaningless. In the first place they argue that this 
provision does not "prohibit" such controls--that it does not contain any 
penalty or enforcement provision, but merely says that the Act does not 
"authorize" such contro.ls. Moreover, it is argued that the "prohibition" 
is in direct conflict with various obvious controls spelled out in the 
bill itself. During the hearings Rep. Goodell made the following state­
ment to Secretary Celebrezze: 

If all you wanted to do was to help the locality in 
a monetary sense, you could pass the tax resources back 
to the localities, but you obviously do want to do more 
than just give them more monetary support. You want to 

!/ Ibid., pp. 151-52. 
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direct them and guide them in certain ways. I 
hav.e read and reread in every single education 
measure that comes up here this nice, high­
sounding, sweet little paragraph that there will 
be no control. Then you go right into the center 
of this bill where the power is, and it is right 
on page 8. The Commissioner sets the basic 
criteria for every State plan. The State gets the 
money only if they have a plan that meets the Com­
missioner's basic criteria. It describes the cri­
teria in some detail and your regulations will end 
up being written so they go the way the Federal 
Government wants them to go. You can say it is not 
control, but they are telling them exactly how to 
go about it. l/ 

On the question of whether controls have been exercised under 
existing aid programs, opponents assert that many examples can be cited 
although the recipients of federal money can hardly be expected to 
testify on the subject. Also, it is said that controls are inherent in 
federal financing--that there are subtle ways by which "he who pays the 
fiddler calls the tune." 

Finally, opponents argue that prior programs are not comparable-­
that we have not had any experience with a vast program of aid to primary 
and elementary schools. The power to control, they assert, increases as 
dependence upon federal funds increases. This bill, opponents conclude, 
ranges over the entire spectrum of elementary and secondary education 
and "the clear intent is to radically change our historic structure of 
education by a dramatic shift of power to the Federal level." 1.1 

l/ Ibid., p. 147. 

£/ House Report, Minority Views, p. 78. 
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SUMMARY OF THE BILL l/ 

Authorizations Proposed -- First Year 

Grants for local school districts 
Grants for textbooks and school 

library materials 
Grants for local educational 

centers and services 
Network of Regional Educa­

tional Centers 
Grants to State departments of 

education 
Total proposed for fi seal 1966 

Title I -- Grants for Local School Districts 

$1.060 bi Ilion 

100 mi Ilion 

100 million 

45 mi Ilion 

25 mi Ilion 
$1.330 bi Ilion 

Policy Declaration. Title I of the bill would authorize grants 
for local school districts for improvements and expansions "which contrib­
ute particularly to meeting the special ... needs of educationally deprived 
children." This policy, the bill declares, is " ... in recognition of the 
special educational needs of children of low-income families and the impact 
that concentrations of low-income families have on the ability of local ed­
ucational agencies to support adequate educational programs .... " (Sec. 201).£1 

Eligibility. A local school district would be eligible for basic 
grants the first year if the number of school children (5 through 17) in 
the district from low-income families is: 

(a) equal to 3 percent of all school children in the district 
but not less than 10, or 

(b) at least 100. (Sec. 203) 

ll The pending proposal is an "authorization bill." Two bills are re­
quired for programs of this kind: (1) an authorization bill to provide 
legal authority for the program and to place ceilings on amounts which 
may be appropriated and (2) an "appropriation bill" to provide funds, 
not in excess of such ceilings, for the program. The authorization 
bill, which must be enacted first, is handled by the House Committee 
on Education and Labor and the Senate Committee on Labor and Public 
Welfare. Appropriation bills are under the jurisdiction of the Com­
mittees on Appropriations. 

ll Title I of the bill would add a new Title II to P.L. 874, 8lst Congress 
(aid to schools affected by federal activities). Section numbers cited 
in this Analysis under "Title I" are cited as they would be numbered in 
P.L. 874. 

- 25 -



A low-income family for the purpose of determining eligibility 
is one with an annual income of less than $2,000, or a family with an 
annual iticome above that amount if derived from welfare aid for dependent 
children. New legislation would be required to fix the low-income factor 
for years subsequent to the fiscal year 1966. 

The Department of Health, Education, and Welfare has estimated 
that approximately 95 percent of the 3,100 counties in the Nation would 
be eligible for basic grants. 

Basic Grants and Incentive Grants. Grants to local educational 
agencies would be of two kinds: (I) "basic'~ and (2) "incentive.'' The 
amount of a maximum basic grant during a fiscal year would be based upon 
one-half the average expenditure per pupil in the State multiplied by the 
number of school children in the school district from low-income families. 
However, during the first year (fiscal 1966) a grant may not exceed 30 
percent of the amount budgeted by the local school agency for that year. 

The authority .for basic grants runs for three fiscal years be­
ginning July 1, 1965. However, the formula described above would not be 
authorized under the bill for the two _succeeding years. New legislation 
would be required to fix the formula for the fiscal years beginning in 
1966 and 1967. 

Where satisfactory census data are not available for use in 
computing basic grants (as in the case of certain school districts which 
do not coincide with areas used for census purposes) the bill provides 
for allocation by the State under basic criteria to be prescribed by the 
U.S. Commissioner of Education. 

Basic grant payments for the first year would total $1.06 bil­
lion according to estimates contained in the House Committee Report on 
the bill. .!./ 

Special incentive grants would be provided during fiscal years 
1967 and 1968 to school districts eligible to receive basic grants for 
those years. The special incentive grant would be provided to each such 
school district which has endeavored to increase the quality of the edu­
cation it provides as measured by per pupil expenditures for education 
within the school district. (Sec. 204) 

Requirements for Approval of Grants. The bill provides that 
the U.S. Commissioner of Education would establish basic criteria to 
govern approval of applications for grants from local school districts. 
The State educational agency would be responsible for approving such 
applic~tion~ and before approving an application the State would be re­
quired, under federal criteria, to determine: 

ll House Report 143, 89th Congress, 1965, (cited hereafter as "House 
Report"). p. 5. 
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(I) That the payments will be used for programs and 
projects (including equipment and where necessary 
the construction of facilities) which (A) are de­
signed to meet the special educational needs of 
educationally deprived children from low-income 
families, and (B) are of sufficient size, scope, 
and quality to give reasonable promise of sub­
stantial progress toward meeting those needs. 

(2) That such agency has made provision for including 
special educational services and arrangements 
(such as dual enrollment, educational radio and 
television, and mobile educational services and 
equipment) in which educationally deprived chil­
dren from private elementary and secondary schools 
can participate. 

(3) That the local educational agency has provided 
satisfactory assurance that control of funds pro­
vided under the title, and title to property de­
rived therefrom, will be in a public agency for 
the uses and purposes provided in the title, and 
that a public agency will administer such funds 
and property. 

(4) In the case of construction projects, that the pro­
ject is not inconsistent with overall State plans 
for the construction of schools, and that the re­
quirements of Section 209 (relating to prevailing 
wage rates) will be complied with. 

(5) That effective procedures, including provision for 
appropriate objective measurements of educational 
achievement, will be adopted for evaluating at least 
annually the effectiveness of the programs in meet­
ing the special educational needs of educationally 
deprived children. 

(6) That the local educational agency will make an 
annual report and such other reports to the State 
educational agency, in such form and containing 
such information, as may be reasonably necessary to 
enable the State agency to perform its duties. The 
reports must i~clude information relating to the 
educational achievement of students participating 
in the program. 

(7) That wherever there is in the area served by the 
local educational agency a community action program 
carried on under the Economic Opportunity Act of 1964, 
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the programs and projects under this title have 
been developed in cooperation with the public 
or private nonprofit agency responsible for the 
community action program. 

(8) That effective procedures will be adopted for 
acquiring and disseminating to teachers and 
administrators significant information de­
rived from educational research, demonstration, 
and similar projects, and for adopting, where 
appropriate, promising educational practices 
developed through such projects. !/(Sec. 205) 

A local school board would be entitled to a hearing before the 
State agency before its application is disapproved by the State agency. 

Assurances Required from the States. In order to participate 
in the basic grants program a State would be required to provide the 
U.S. Commissioner of Education with the following assurances: 

(1) That payments made under the title will be used only 
for programs and projects which have been approved 
by the State educational agency under basir criteria 
to be established by the U.S. Commissioner of Educa­
tion. That such agency will in all other respects 
comply with the provisions of this title, including 
the enforcement of any obligations imposed upon local 
educational agencies under Section 205. 

(2) That appropriate fiscal control and fund account 
procedures will be adopted. 

(3) That the State educational agency will make periodic 
reports to the Commissioner evaluating the effective­
ness of payments under the title and of particular 
programs assisted under it in improving educational 
attainment of educationally deprived children, and 
that it will make such other reports as may be 
necessary to enable the Commissioner to perform his 
duties under the title. Assurance will also be re­
quired that such State agency will keep such records 
and afford such access thereto as the Commissioner 
may find necessary to assure the correctness and 
verification of the reports. The periodic reports 
must also contain the results of the required ob­
jective measurements. (Sec. 206) 

l/ Ibid, pp. 26-27. 
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An application from a State for permission to participate 
under the ·assurances section may not be rejected by the Commissioner 
until the State is given an opportunity for a hearing. 

Federal Payments to States for Administrative Expenses. The 
bi 11 authorizes the U.S. Commissioner of Education to pay a State the 
amounts expended by it "for the proper and efficient performance of its 
duties" under this title. Such payments may not exceed one percent of 
the total basic grants to local agencies in the State. (Sec. 207) As 
indicated above, under this title the responsibilties which must be 
assumed by a State in order to participate in the program include 
processing applications for grants, enforcement of obligations imposed 
upon local school agencies, the distribution of grants to local school 
districts, making reports to the U.S. Office of Education, etc. 

Prevailing Wage Rates Required. 
employed on construction projects assisted 
wages at prevailing rates as determined by 
accordance with the Davis-Bacon Act. (Sec. 

The bill requires that workers 
under the title must be paid 
the Secretary of Labor in 
209) 

Withholding of Payments by U.S. Commissioner. The Commissioner 
would be required to withhold payments from a State where he determines 
there has been a failure to comply substantially with any assurance set 
forth in the application of that State, until he is satisfied there will 
no longer be any such failure to comply. (Sec. 210) 

Judicial Review. The bill provides for judicial review of the 
Commissioner's action with respect to the approval of applications and 
with respect to withholding of funds from States. (Sec. 211) 

Advisory Council. The President would appoint a National Ad­
visory Council on the Education of Disadvantaged Youth to review the 
administration and operation of the title. (Sec. 212) 

Extension of Aid to Impacted Areas 

The bill would extend for two years the provisions of Public 
Law 874, 8lst Congress, as now in effect, which would otherwise expire 
June 30, 1966. Public Law 874 is the "impacted areasn Act under which 
federal aid is provided for schools affected by federal activities. 
(Sec. 5) 

Title II --School Library Resources, Textbooks, and Instructional 
Materials 

Purpose. This title would direct the U.S. Cowoissioner to 
carry out during the fiscal year 1966, and each of the four succeeding 
fiscal years, a program for making grants for the acquisition of school 
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library resources, textbooks, and other printed and published instruc­
tional materials for the use of children and teachers in public and 
private elementary and secondary schools. An appropriation of up to 
$100 million would be authorized for the fiscal year ending June 30, 
1966. For the remaining fiscal years of the program, appropriations 
would be authorized within such ceiling as the Congress may hereafter 
fix by law. (Sec. 201) 

Allotment to States. Sums appropriated to carry out the title 
would be allotted among the States pro rata on the basis of the number of 
children in each State who are enrolled in public and private elementary 
and secondary schools. This allotment provision would not apply to the 
Commonwealth of Puerto Rico, Guam, American Samoa, the Virgin Islands, 
and the Trust Territory of the Pacific Islands. Instead the Commissioner 
will reserve up to 2 percent of the amount appropriated and allot such 
reserved amount among these territories and possessions according to their 
respective needs. 

The section provides that where a State will not need all the 
money allotted to it, the money not needed will be reallotted among other 
States. 

State Plans -- Requirements. If the State wishes to receive 
money under the title it must submit to the Commissioner a State plan. 
To be approved the State plan must contain the following provisions: 

(1) It must designate a State agency to act as the sole 
agency for administration of the plan. 

(2) It must set forth a program under which funds paid 
to the State will be expended solely for acquisition 
of library resources (which for the purpose of this 
title means books, periodicals, documents, audio­
visual materials, and other related library materials), 
textbooks, and other printed and published instruc­
tional materials for the use of children and teachers 
in public and private elementary and secondary schools 
in the State, and for administration of the State plan, 
including the development and revision of standards 
relating to library resources, textbooks, and other 
printed and published instructional materials furnished 
for the use of children and teachers in the public 
elementary and secondary schools of the State. 

The amount used for administration of the State plan 
may not exceed for the fiscal year 1966 an amount 
equal to 5 percent of the grant to the State under the 
title and, for any year thereafter, an amount equal to 
3 percent of the amount granted the State under the 
title. 
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(3) It must set forth criteria to be used in allocat-
ing library resources, textbooks, and other printed 
and published instructional materials provided under 
the title among the children and teachers of the 
State. These criteria must (A) take into considera­
tion the relative need of the children and teachers 
of the State for such library resources, textbooks, 
or other instructional materials, and (B) provide 
assurance that to the extent consistent with law 
such library resources, textbooks, and other in­
structional materiaE will be provided on an equi­
table basis for the use of children and teachers in 
private elementary and secondary schools in the State 
which comply with the compulsory attendance l'aws of 
the State or are otherwise recognized by it through 
some procedure customarily used in the State. 

(4) It must set forth the criteria to be used in select­
ing the library resources, textbooks, and other 
instructional materials to be provided under the 
title and for determining the proportions of the 
State's allotment for each fiscal year which will be 
expended for library resources, textbooks, and other 
printed and published instructional materials, re­
spectively, and the terms by which such library re­
sources, textbooks, and other instructional materials 
will be made available for the use of children and 
teachers in the schools of the State. 

(5) It must set forth policies and procedures designed 
to assure that Federal funds made available will 
be used so as to supplement, and to the extent 
practical, increase the level of State, local, and 
private school funds that would otherwise be made 
available for these purposes, and that such Federal 
funds will in no case supplant State, local, and 
private school funds. 

(6) It must set forth appropriate fiscal control and 
fund accounting procedures. 

(7) It must provide for making such reports as the Com­
missioner may reasonably require. (Sec. 203) 

Title and Control in Public Agency. Title to library resources, 
textbooks, and other printed and published instructional materials fur­
nished under the title, and control and administration of their use, must 
vest in a public agency. The library resources, textbooks, and printed 
and published instructional materials made available under the title 
would be limited to thQse which have been approved by an appropriate Stat 
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or local educational authority or agency for use, or are used, in a 
public elementary or secondary school of that State. (Sec. 205) 

Arrangements by Commissioner in Absence of State Agency. In 
a State in which no State agency is authorized by law to provide library 
resources, textbooks, or other printed or published instructional materials 
for the use of children and teachers in any one or more elementary or 
secondary schools in the State, the Commissioner would be authorized to 
arrange for the provision on an equitable basis of such library resources, 
textbooks, or other instructional materials for use and shall pay the cost 
thereof for any fiscal year ending prior to July I, 1970, out of that 
State's allotment. (Sec. 204) 

Suspension of State Participation -- Judicial Review. Each State 
would have a right to a hearing before the Commissioner before he may dis­
approve its State plan. After approval, the Commissioner would have author­
ity to suspend the participation of a State where the State plan has been 
so changed that it no longer complies with the requirements of the title 
or where, in the administration of the plan, there is a failure to comply 
with any of its provisions. (Sec. 206) 

The Commissioner's action witb respect to the approval of State 
plans and with respect to his action in suspending the participation of 
a State in the program would be subject to judicial review. (Sec. 207) 

Title III --Supplementary Educational Centers 

Purpose. This title would establish a five-year program of grants 
to local educational agencies for supplementary educational centers to pro­
vide educational services, and to establish exemplary model school programs. 
It authorizes an appropriation of $100 million for the fiscal year ending 
June 30, 1966. For the fiscal year ending June 30, 1967, and the next 
succeeding three fiscal years, the appropriations will be such as the 
Congress may authorize. (Sec. 301) 

Apportionment Araong States. The funds for making grants under 
this title would be apportioned among the States, the Commonwealth of 
Puerto Rico, Guam, American Samoa, the Virgin Islands, and the Trust 
Territory of the Pacific Islands as follows: 

First, in each fiscal year of the program, the Commissioner 
would reserve up to 2 percent of the amount appropriated for that fiscal 
year and apportion that amount among the Commonwealth of Puerto Rico, 
Guam, American Samoa, the Virgin Islands, and the Trust Territory of the 
Pacific Islands, according to their respective needs for assistance under 
this title. The Commissioner would then apportion $200,000 to each State 
and apportion the remainder among the States as follows: 
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(1) Half of such remainder would be apportioned on 
the basis of the relative number of children 
aged 5 to 17 in the States. 

(2) Half of such remainder would be apportioned on 
the basis of the relative total populations in 
the States. 

The nuwber of such children and the total population of a State 
and of all the States would be determined by the Co~1issioner on the basis 
of the most recent satisfactory data available to him. 

The amount apportioned under this section to any State for the 
fiscal year ending June 30, 1966, would be available for payments to 
applicants with approved applications in that State during that year and 
the next fiscal year. (Sec. 302) 

Uses of Funds. Grants made under this title may be used, in 
accordance with an application approved by the U.S. Commissioner, for: 

(I) Planning for and taking other preliminary steps 
leading to the development of programs for the 
supplementary educational activities and services 
described below; and 

(2) The establishment, maintenance, and operation of 
programs, including the lease or construction of 
necessary facilities and the acquisition of 
necessary equipment, designed to provide supple­
mentary educational services and activities such 
as--

(A) counseling, remedial instruction, and health, 
recreation, and social work services designed 
to enable and encourage persons to enter, re­
main in, or reenter educational programs; 

(B) comprehensive academic services and, where 
appropriate, vocational guidance and counsel­
ing, for continuing adult education; 

(C) developing and conducting exemplary educational 
programs for the purpose of stimulating the 
adoption of improved or new educational programs 
in the schools of the State; 

(D) specialized instruction and equipment for stu­
dents interested in studying advanced scientific 
subjects, foreign languages, and other academic 
subjects which are not taught in the local schools 
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or which can be provided more effectively 
on a centralized basis, or for persons who 
are handicapped or of preschool age; 

(E) making available modern educational equip­
ment and specially qualified personnel, in­
cluding artists and musicians, on a temporary 
basis to public and other nonprofit schools, 
organizations, and institutions; 

(F) developing, producing, and transmitting radio 
and television programs for classroom and 
other educational use; 

(G) providing special educational and related 
services for persons who are in or from rural 
areas or who are or have been otherwise iso­
lated from normal educational opportunities, 
including, where appropriate, the provision 
of mobile education services and equipment, 
special home study courses, radio, television, 
and related forms of instruction, and visiting 
teachers' programs; and 

(H) other specially designed educational programs 
which meet the purposes of this title. (Sec. 303) 

Applications for Grants-- Conditions for Approval. A grant for 
a program under this title may be made to a local educational agency if 
there is satisfactory assurance that in the planning of that program there 
has been, and in the establishing and carrying out of that program there 
will be, participation of representatives of the cultural and educational 
resources of the area to be served, such as State educational agencies, 
institutions of higher education, nonprofit private schools, libraries, 
museums, and other cultural and educational resources. In order to re­
ceive a grant under this title, a local educational agency must submit 
an application to the Commissioner which shall--

(l) provide that the activities and services for which 
assistance under this title is sought will be ad­
ministered by or under the supervision of the ap­
plicant; 

(2) set forth a program for carrying out the purposes 
of Section 303 and provide for the proper and 
efficient operation of such program; 

(3) set forth policies and procedures to assure that 
Federal funds will be so used as to supplement and, 
to the extent practicable, increase the level of 
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funds that would, in the absence of such Federal 
funds, be made available by the applicant for the 
purposes of Section 303, and in no case supplant 
such funds; 

(4) in the case of construction of facilities, provide 
satisfactory assurance (A) that reasonable pro­
vision has been made, consistent with the uses to 
be made of the facilities, for areas in such fa­
cilities which are adaptable for artistic and 
cultural activities, (B) that upon completion of 
construction title to the facilities will be in 
a State or local educational agency, and (C) that 
the Davis-Bacon wage rate requirements will be 
complied with on all construction projects; 

(5) set forth fiscal control and fund accounting pro­
cedures to assure proper disbursement of Federal 
funds, and 

(6) provide for making certain reports and keeping 
certain records. 

This section also provides that an application for a grant 
under this title may be approved by the Commissioner only if--

(l) the application meets the requirements set forth 
above; 

(2) the program set forth in the application meets 
criteria established by the Commissioner for the 
purpose of achieving an equitable distribution of 
assistance under this title within each State, 
which criteria shall be developed by him on the 
basis of a consideration of (A) the size and pop­
ulation of the State, (B) the geographic distri­
bution of the population within the State, (C) 
the relative need of persons in different geo­
graphic areas and in different population groups 
within the State for the kinds of services and 
activities described above (Uses of Funds), and 
their financial ability to provide those services 
and activities, and (D) the relative ability of 
particular local educational agencies within the 
State to provide those services and activities; 

(3) in the case of an application for assistance for 
a program for carrying out the purposes described 
above (Uses of Funds) the Commissioner determines 
(A) that the program will utilize the best available 
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talents and resources and will substantially 
increase the educational opportunities in the 
area to be served by. the applicant, and (B) 
that, to the extent consistent with the number 
of children enrolled in nonprofit private 
schools in the area to be served whose educa­
tional needs are of the type which the sup­
plementary educational activities and services 
provided under the program are to meet, pro­
vision has been made for participation of such 
children; and 

(4) the application has been submitted for review 
and recommendations to the State educational 
agency. (Sec. 304) 

Advisory Committee. This title would establish in the Office 
of Education an Advisory Committee on Supplementary Educational Centers 
and Services consisting of the Commissioner of Education, who shall be 
chairman, and eight m~nbers to be appointed by the Commissioner with the 
approval of the Secretary. The functions of the Advisory Committee would 
be to advise the Commissioner (1) on the action to be taken with regard 
to each application for a grant under this title; and (2) in the prepara­
tion of general regulations and with respect to policy matters arising 
in the administration of this title. The usual provisions relating to 
compensation and travel expenses for members of advisory committees are 
included. (Sec. 306) 

Recovery of Payments.' This section permits the United States 
to recover, on a pro rata basis, Federal funds used to finance the con­
struction of a facility under this act when certain changes in the 
ownership or use of such facility occur within twenty years of the com­
pletion of its construction. (Sec. 307) 

Prevailing Wage Rates Required. Workers employed on construc­
tion projects assisted under this act must be paid wages at rates not · 
less than those prevailing as determined by the Secretary of Labor in 
accordance with the Davis-Bacon Act. (Sec. 308) 

Title IV Network of Regional Educational Facilities and Other Research 
and Training 

Regional Facilities for Research and Related Purposes. Title 
IV of the bill would authorize the appropriation over a five-year period, 
beginning with the fiscal year ending June 30, 1966, of $100 million ~o 
be used by the Commissioner of Education for the purpose of constructing 
and operating a network of regional centers for research and related 
purposes in the field of education. The U.S. Commissioner would be 
authorized to: 
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(1) construct such facilities, 

(2) make grants to universities, colleges, or 
other appropriate public or nonprofit private 
agencies or institutions for the cost of con­
structing such facilities, 

. (3) make arrangements by contract or otherwise for 
the operation of such facilities and other 
facilities "of this nature," and 

(4) where the Government owns the facility, to 
transfer its title to a college, university, 
or other nonprofit private agency or insti­
tution upon such conditions as he deems ap­
propriate to carry out the purposes of this 
section and protect the interest of the United 
States. 

The activities of the proposed regional centers would include 
research, research training, surveys, or demonstrations in the field of 
education, or the dissemination of information derived therefrom, or 
all of such activities, includ~ng (but without limitation) experimental 
schools. The bi 11 states that such centers shall not operate "in the 
field of sectarian instruction" or disseminate information derived 
from such instruction. (Sec. 4) 

Prevailing Wage Rates. Payment to workers on construction 
projects of prevailing wage rates determined by the Secretary of Labor 
under the Davis-Bacon Act would be required. 

Grants for Cooperative Research and Training. Under existing 
law (20 USCA 331) the U.S. Commissioner is authorized to enter into 
contracts with colleges, universities, and State educational agencies 
under which they conduct research, surveys, and demonstrations in the 
field of education. The pending bill would expand this authority by: 

(1) authorizing grants as well as contracts and ar­
rangements for research, 

(2) authorizing grants, contracts, and arrangements 
for the dissemination of information derived 
from research, including information derived 
from programs developed under the Elementary 
and Secondary Education Act of 1965, 

(3) providing that the recipient of such grants, 
contracts, and arrangements may be public or 
other nonprofit private agencies, institutions, 
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and organizations and individuals as well as 
universities and colleges, 

(4) authorizing grants to public and other non­
profit universities and colleges and other 
public or nonprofit agencies to assist them 
in providing training in research in the 
field of education, including research train­
eeships, internships, and fellowships, and 

(5) authorizing the use of such grants for stipends 
and allowances (including traveling and subsis­
tence expenses) for fellows and others under­
going training and their dependents. (Sec. 401) 

Grants for Sectarian Purposes Prohibited. The bill states that grants for training in research shall not be made for training in sectarian instruction or, for work to be done in an institution, or a department or branch of an institution, whose program is specifically for the education of students to prepare them to become ministers of religion or to enter upon some other religious vocation or to prepare them to teach theological subjects. (Sec. 401) 

Title V -- Grants to State Departments of Education 

Proposed Appropriations. This title would establish a five-year program of grants to be made by the Commissioner of Education for the pur­pose of assisting States in "strengthening" their State educational agencies and to aid them to identify and meet their educational needs. For the fis­cal year ending June 30, 1966, an appropriation of $25 million would be authorized. For the fiscal year ending June 30, 1967, and next succeeding three fiscal years, the appropriations will be such as the Congress may authorize. (Sec. 501) 

Apportionment Among States. Section 502 describes the manner in which 85 percent of the funds which are available for making grants under this title will be apportioned among the States, the Commonwealth of Puerto Rico, Guam, American Samoa, and the Virgin Islands. Note that only for the purpose of describing the manner in which such 85 percent will be apportioned are the Commonwealth of Puerto Rico, Guam, American 3amoa, and the Virgin Islands not included in the term "State." 

First, in each fiscal year of the program, the Commissioner shall reserve up to 2 percent of 85 percent of the amount appropriated for that fiscal year and shall apportion such reserved amount among the Commonwealth of Puerto Rico, Guam, American Samoa, and the Virgin Islands, according to their respective needs for assistance under this title. The Commissioner shall then apportion $100,000 to each State and shall apportion the remainder of such 85 percent among the States on the basis of the relative number of public school pupils in the States. 
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Use of Grants. From the funds apportioned to a State under 
th.i s title the Commissioner may make a grant to a State educational agency, which has an approved application, of an amount equal to the Federal share of the expenditures made by such State agency for activities designed to promote the purposes of this title. The bill sets forth various examples of activities for which such grants may be used. These activities include: educational planning on a statewide basis; improved collecting, processing, analyzing of educational data; dissemination of information relating to the needs of education in the State and the financing thereof; programs for conducting or cooperating in educational research and demonstration programs; programs to improve the quality of teacher preparation; d~vel­oping the competency of individuals who serve State or local educational agencies; and programs to provide leadership, administrative, or specialist. 
services throughout the State. 

The Federal Share. The method by which the Federal share of a State's expenditures for the activities and programs under this title would be determined is explained in the House Report on the bill as fol-
lows: 

..• For the fiscal years ending prior to July 1, 1967, 
the Federal share for any State shall be 100 percent. 
Thereafter the Federal share for any State shall be 
100 percent less the State percentage, except that (1) 
the Federal share shall in no case be more than 66 per­
cent or less than 50 percent, and (2) the Federal share 
for the Commonwealth of Puerto Rico, Guam, American 
Samoa, and the Virgin Islands shall be 66 percent. The 
"State percentage" for any State shall be that percent­
age which bears the same ratio to 50 percent as the 
per capita income of that State bears to the per capita 
income of all the States (excluding the Commonwealth of 
Puerto Rico, Guam, American Samoa, and the Virgin 
Islands). 

Provision is made in this subsection for the periods 
in which the Commissioner shall promulgate the Federal 
share and the data which he shall use in computing ·such 
Federal share. (Sec. 503) 

Applications -- Conditions for Approval. Before approving an ap­plication for a grant under this title the U.S. Commissioner would be re­
quired to determine that the application: 

(1) proposes programs and activities that meet the 
requirements of Section 503(a) and will serve 
to strengthen the leadership resources of the 
applicant and its ability to effectively meet 
the educational needs of the State; 
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(2) satisfactorily provides that Federal funds will 
· be so used as to supplement and, to the extent 
practicable, increase the level of funds that 
would, in the absence of such Federal funds, be 
made available by the applicant for the purposes 
of Section 503(a); 

(3) sets forth fiscal control and fund accounting 
procedures to assure proper disbursement of 
Federal funds; and 

(4) provides for making certain reports and for 
keeping certain records. (Sec. 504) 

Special Project Grants. The Commissioner would be authorized 
to use the remaining 15 percent of the sums appropriated to make grants 
to State educational agencies for experimental projects for developing 
State leadership and for the establishment of special services which 
will help solve problems common to State educational agencies. 

Federal-State Interchange of Personnel. This section authorizes 
the Commissioner of Education to arrange with the States for the inter­
change of personnel between the Office of Education and the States for 
work which the Commissioner determines will aid the Office in more effec­
tively discharging its responsibilities. An assigment could be made for 
a period up to two years. 

Local educational agencies may not participate in this program. 

Subsection (c) contains detailed provisions with respect to (1) 
the compensation of personnel assigned to the Office or from the Office, 
(2) their status under the Civil Service Retirement Act, Federal Employees 
Health Benefits Act of 1959, the Federal Employees' Group Life Insurance 
Act of 1954, and the Federal Employees' Compensation Act, and (3) related 
personnel problems. (Sec. 507) 

Rejection of Applications Suspension of Payments. The bill 
requires that an opportunity for a hearing to be given .a State before the 
Commissioner can disapprove an application. 

The Commissioner would be authorized to declare a State in­
eligible for further participation in a program under this title if, 
after reasonable notice and hearing, he finds that (1) the application 
no longer complies with the requirements of this title, or (2) in the 
administration of a program under an approved application, there is a 
failure to comply. (Sec. 508) 

Judicial Review. Judicial review of the Commissioner's final 
action with respect to the initial approval of a State's application or 
with his final action in suspending the participation of a State in a 
program is provided in Section 509. 

- 40 -

Title VI --General Provisions 

Authority for Certain Federal Controls Withheld. This title 
includes a statement that nothing contained in the proposed act may be 
construed to authorize any department, agency, officer, or employee of 
the United States to exercise any direction, supervision, or control over 
the curriculum, program of instruction, administration, or personnel of 
any educational institution or school system, or over the selection of 
library resources, textbooks, or other printed or published instructional 
materials by any educational institution or school system. (Sec. 604) 

Payments for Religious Worship or Instruction Not Authorized. 
This title provides, also, that nothingin the act may be construed to 
authorize the making of any payment for religious worship or instruction. 
(Sec. 605) 
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ESTIMATED DISTRIBUTION OF FUNOS IN THE FISCAL YEAR 1966 UNDER PROGRAMS 
PROPOSED IN THE ELEMENTARY AND SECONDARY EDUCATION BILL 

Source: 

Note: 

Estimated dutribution of $1,060,0813,973 t under title I of the Elementary and 
Secondary Education Act of 1965 

United States 
and outlying areas ______ _ 

50 States and 
the District 
of Columbia_ 

Alabama __________ _ _ 
Alaska _____________ _ 
Arizona __ __________ _ 
Arkansas _______ ____ _ 
California __ ________ _ 
Colorado ___________ ·_ 
Connecticut_ ______ _ _ 
Delaware ___________ _ 
Florida _____________ _ 
Georg_i_a _______ _____ _ 
Hawau _____________ _ 
Idaho __ ____________ _ 
Illinois ________ ____ _ _ 
Indiana _____ _______ _ 
Iowa ____ ___________ _ 
]{ansas _____________ _ 
l{en:~cky ___ _______ _ 
LoUIBISna- - - _______ _ 
~sine ____ _________ _ 
~aryland ___ ____ ___ _ 
~assachusetts _____ _ _ 
~ichigan ___________ _ 
~innesota ____ ___ __ _ _ 
~~ssissippL ___ ___ __ _ 
MISSOUri ______ __ ___ -

&tlmattd amou·ntl ' 

$1,060,082, 973 

1,038,881,314 

31,738, 000 
1,430,938 
9, 757, 481 

21,095,002 
73,145,300 

8, 454, 110 
7, 175, 172 
1,966,851 

27,896,230 
34,517,871 
2,127,585 
2, 311 , 382 

43,360,809 
18,772,978 
17,325, 264 
9,752,736 

28,215,150 
37,904,234 
3,907,197 

14,356, 074 
13,988, 754 
32,729,320 
20,876,677 
28,028,704 
26,866,755 

Montana ___ ________ _ 
Nebraska ___________ _ 
Nevada ___ ___ _____ ~ : 

New Hampshire _____ _ 
New Jersey _______ __ _ 
New Mexico ________ _ 
New York __________ _ 
North Carolina _____ _ 
North Dakota __ __ __ _ 
Ohio _____________ - __ 
Oklahoma ______ ____ _ 
Oregon ______ ___ ____ _ 
Pennsylvania _______ _ 
Rhode Island ____ __ _ _ 
South Carolina ______ _ 
South Dakota ______ _ 
Tennessee __________ _ 
Texas _____ ____ ___ __ _ 
Utah ______________ _ 
Vermont ___________ _ 
Virginia _________ ___ _ 
Washington ________ _ 
W~st Vi~ginia ___ ____ _ 
W1sconsm. _________ _ 
Wyoming __________ _ 
District of Columbia __ 

~~::;!~~~-~~~~~= = = = =J P11erto Rico ________ _ 
Virgin Islands _______ _ 
Trust Territory of the 

Pacific. 

&tlmaud amount. ' 
$3,750,273 
6,793,169 

658, 184 
1,609 ,796 

20,196,092 
8,931,560 

91,893,253 
48,556,000 

5,069,610 
36,708,699 
15,596,196 
7,893 ,807 

49,519,506 
3,746,500 

25 ,519,125 
6. 249,15~ 

31,092,525 
74,580,048 
2,627,783 
1,556,327 

29,433,775 
11.275,168 
15,741.450 
16,078,428 
1,470,960 
4,633 ,354 

21 ,201,659 

1 2 percent ($21,201.._659) reserved !or distribution to the outlying areas, which are American Samoa, Guam, Puerto Rico, Trust Territories of the Pacific, and the Virgin Islands. • Estimated distribution based on the estimated aged 5 to 17 population In families with annual incomes or less than $2,000 (1959) Including estimated distribution based on the estimated aged 6 to 17 population In families receiving $2,000 or more per year from aid for dependent children payments (1959) and liO percent or the estimated State current expenditure per pupil In average daily attendance (1963-64) . 

House Report 143, 89th Congress. 

The above tables do not include funds for the proposed regional 
educational facilities. 
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B3timated dutribution of $100,000,000,1 school library re3ource3, textboo~s , and 
in11tructional material3 under title II, Elementary and Secondary Educahon Act 
of 1965, fiscal year 1966 

United States 
and outlying areas _________ _ 

50 States and 
the District of 
Columbia ____ _ 

Ala bam a ____ - ________ _ 
Alaska _______________ _ 
Arizona ___ _______ -_---
Arkansas _____________ _ 
California ____________ _ 
Colorado _____________ _ 
Connecticut_ _________ _ 
Delaware ___ ______ -----
Florida _______________ _ 

*~~~t~== = = = == = = = = = = = Idaho ________________ _ 
Illinois _______________ _ 
Indiana __________ ____ _ 
Iowa _________________ _ 
l{ansas _______________ _ 
l{entucky ____________ _ 
Louisiana ________ -_-_-
~aine _______________ _ 

E1tlmaud 
amount. 

$100,000,000 

98,000,000 

1,734,277 
118,854 
815,164 
937,854 

9,308,483 
1.065,929 
1,392,995 

256,903 
2 ,604,055 
2,174, 706 

391,124 
370,581 

5,361,699 
2,528,237 
1,483,765 
1,146,723 
1,549,486 
1,922,905 

~ontana __________ __ _ _ 
Nebraska _____________ _ 
Nevada ______________ _ 
New Hampshire _____ ---
New Jersey _____ ____ __ _ 
New Mexico __________ -
New York ________ ____ _ 
North Carolina _____ -_-
North Dakota ________ _ 
Ohio ___ ___ ___________ _ 
Oklahoma . _____ - ___ ---
Oregon ___ ------------Pennsylvania ____ _____ -
Rhode Island_ --------
South Carolina __ __ __ ---
South Dakota _________ -
Tennessee ____________ _ 
Texas __ --------------Utah ________________ _ 
Vermont ______ _______ _ 
Virginia ______ _______ _ _ 
Washington __________ _ 
W~st Vi~ginia _________ _ 
WJsconsm_ ---- - -------Wyoming. _____ ______ _ 
District of Columbia ___ _ 

Ewmaltd 
amount• 
$382,828 

775,144 
211,763 
336 .232 

3,233,IH2 
590,702 

8,293,725 
2,435 ,404 

347,300 
5,406,689 
1,266,877 

975,757 
5,908,219 

427,974 
1,320,035 

386,888 
1,826,346 
5 ,345,745 

587,662 
208,027 

2,095,347 
1,591 , 758 

924,800 
2,278,827 

187,468 
345,817 

==== 
~aryland ____________ -
~assachusetts. _______ _ 
~ichigan ________ ___ - _-
~innesota ____ __ ______ _ 
~!ssissippL __________ _ 
~JSSOUri ___________ - _-

525,829 
1,809,594 
2,622,125 
4,671.827 
1, 988,186 
1,218,307 
2,309 ,246 

American S9 moa _______ } Guam __ ______________ _ 
Puerto Rico ________ __ _ 
Virgin Islands __ _______ _ 
Trust Territory of the Pacific __ __ __ _______ _ 

2,000,000 

• 2 percent ($2,000,000) reserved lor distribution to the outlying areas. 

Estimated distribution of $100,000,000 1 for supplemental education services under 
title III, Elementary and S econdary Education Act of 1965, fi scal year 1966 

United Sta tes and 

Total estimated 
amount 

outlying areas __ $100, 000, 000 

50 States and the 
District of Co-
lumbia ____ ___ _ 

Ala bama __ __ __ ___ ____ _ 
Alaska ___ _____ __ _____ _ 
Arizona ___ _____ ______ _ 
Arkansas~----- ---- - - --California _____ ____ ___ _ 
Colorado ______ __ ___ __ _ 
Connecticut_ _____ ____ _ 
Del a ware __________ ___ _ 
Florida __________ __ ___ _ _ 

*:~:li~= = = = = = = = = = = = = = = Idaho ___ _____ ____ __ __ _ 
Illinois ___ ___ ______ ___ _ 
Indiana ______________ _ 
Iowa ___ ___ ___ __ ______ _ 
]{ansas ____ _____ ______ _ 
Kentucky ______ ______ _ 
Louisiana ____ __ __ __ __ _ 
Maine ___ _____ _______ _ _ 
Maryland __ __________ _ 
Massachusetts _____ ___ _ 
Michigan ______ ____ ___ _ 
Minnesota ___ ___ ______ _ 
M!ssissippL ___ ____ ___ _ 
MISSOUri ___ _ -- _ - _- - - _ _ 
Montana ______ _____ __ _ 

98,000,000 

1,843,542 
318,293 
935,099 

1,098, 100 
8,239,82 1 
1, 107, 310 
1, 432, 727 

425, 115 
2, 702, 679 
2,229,496 

530,441 
536,393 

4, 929, 120 
2,451,748 
1,487, 761 
1,230,857 
1,687,506 
1,878, 224 

659,025 
1, 779,430 
2,581 , 226 
4,051 , 798 
1,863,225 
1,338,363 
2, 188, 807 

537,823 

Nebraska ____ _____ ____ _ 
Nevada _____ _________ _ 
New Hampshire __ ___ __ _ 
New J ersey __ _____ __ - --
New Mexico ____ ______ _ 
New York ___ __ ______ _ _ 
North Carolina ___ ____ _ 
North Dakota ___ ___ __ _ Ohio ____ ____ _______ __ _ 
Oklahoma _____ _______ _ 
Oregon __ ___ ___ ___ ____ _ 
Pennsylvania __ __ __ ___ _ 
Rhode Island ______ __ _ _ 
South Carolina ___ ____ _ _ 
South Dakota ____ __ __ _ _ 
Tennessee _______ ___ __ _ 
Texas __________ ___ ___ _ 
Utah ___ ___ ___ ___ ___ _ _ 
Vermont ___ __ _______ _ _ 
Virginia ____ __ ___ _____ _ 
Washington ____ ______ _ 
West Virginia _________ _ 
Wisconsin ___ ___ ____ __ _ 
VVyoming ____ __ ___ __ _ _ 
District of Columbia ___ _ 

American Samoa _______ } Guam _____ __ ___ _____ _ _ 
Puerto Rico __ ___ ____ _ _ 
Virgin Islands __ ___ ___ _ _ 
Trust Territory of the 

Pacific. 

Total estimated 
amount 

$879, 119 
377,415 
495,293 

3, 150, 198 
698,347 

8,010,486 
2, 507,564 

512,900 
4,91?, 452 
1 , ~22,315 
1,067,258 
5,392,267 

600, 568 
1, 449, 458 

541,281 
1,965,556 
5,083,486 

690,284 
390, 283 

2,215,361 
1, 588, 747 
1, 070,06!) 
2, 118,449 

363,035 
533,880 

2,000,000 

1 2 pereent ($2,000,000) reserved for distribution to the outlying areas. Ba.qic allotment of $200,000 for the 50 States and the District of Columhia, with the b~lance distributed !1! ($43,900,000) on the basis of the estimated 5-to-17 population as of July 1, 1963, and J1! (~43,900.000) on the basis of the estimated total resident population as of July I, 1963. 

- 43 -



Estimated distribution of $25,000,000 1 for strengthening State departments of 
education under title V, Elementary and Secondary Act of 1965, fiscal year 1966 

&limated amount. 
United States and 

outlying areas ___ $21,250,000 

50 States and the 
District of Col-
umbia ________ _ 

Alabama _______ _______ _ 
Alaska ________________ _ 
Arizona _______________ _ 
Arkansas __________ ____ _ 
California ______ _______ _ 
Colorado ______ __ ______ _ 
Connecticut ___ ________ _ 
Delaware ______________ _ 
Florida ________________ _ 

~~:It~=============== Idaho ________________ _ _ 
Illinois _________ _______ _ 
Indiana _______ ____ ____ _ 
Iowa __________________ _ 
]{ansas ________________ _ 
]{en~~cky _________ ____ _ 
Lomstana ____ ______ ___ _ 
~aine ____ ____________ _ 
~aryland _____________ _ 
~assachusetts ___ ______ _ 
~ichigan ________ ___ ___ _ 
~innesota _______ ______ _ 
M!ssissiJ?pL ____ _______ _ 
~1SSOUrL ______ _ ___ __ _ _ 

20,825,000 

411, 619 
I2I,337 
238,848 
270, 243 

I, 672, 034 
280, 70I 
3I2,652 
I39,737 
549,680 
495,621 
159,850 
I65,497 
875, 820 
517, 7I8 
335,566 
292, 294 
351,893 
398,520 
I82,826 
379, 359 
477, 050 
828,465 
399, I97 
3I9, 780 
460,057 

E•timattd amounu 
~ontana ______________ _ 
Nebraska ___ ___________ _ 
Nevada _______________ _ 
New Hampshire ______ __ _ 
New Jersey ____________ _ 
New ~exico ___ ________ _ 
New York ___________ __ _ 
North Carolina ____ ____ _ 
North Dakota _________ _ 
Ohio __ ________ _____ ___ _ 
Oklahoma ____ _________ _ 
Oregon ___________ _____ _ 
Pennsylvania_----------
Rhode Island __________ _ 
South Carolina _________ _ 
South Dakota _________ _ _ 
Tennessee _____________ _ 
Texas ___ _______ ______ _ _ 
Utah ____ _____________ _ 
Vermont _______ ______ _ _ 
Virginia ______ ___ ____ __ _ 
Washington __________ _ _ 
W~st Vi:ginia __________ _ 
W1sconsm _______ _____ _ _ 
Wyoming ___ -----------
District of Columbia __ __ _ 

American Samoa ________ ] 
Guam _________ ________ _ 
Puerto Rico _________ __ _ 
Virgin Islands ______ ____ _ 

$I62,626 
220,497 
I37, 894 
I47, 60I 
576, 593 
I98, 805 

I ,288,2I3 
547,459 
I56, 05I 
946, 737 
327, 809 
267,39 I 
939,966 
I57, 2I8 
340, I90 
I62, 285 
428,208 

I, 035, 640 
207, 3IO 
13I, 119 
467,894 
372,829 
265,521 
4I5, 673 
I33,422 
I53, 685 

425, 000 

1 85 percent of $25.000,000 distributed; 2 percent ($425,000) of $21,250,000 reserved lor distribution to the 
outlying areas. Basic allotment or $100,000 for the 50 States and the District or Columbia; balance dis· 
tributed on the basis or public elementary and secondary school enrollment, fall 1964. 

- 44 -



AMERICAN ENTERPRISE INSTITUTE 
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Legislative and Special Analyses Published to Date, 89th Congress, 
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3. LEGISLATIVE- HISTORY AND INDEX OF AEI PUBLICATIONS 
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I 

Schmidt, Wilson E. THE RESCUE OF THE DOLLAR. January, '1963. 
Kemp, Arthur. THE ROLE OF GOLD. January, 1963. 
Banfield, Edward C. AMERICAN FOREIGN AID DOCTRINES. January, 1963. 
d1eGrazia, Alfred. APPORTIONMENT AND REPRESENTATIVE GOVERNMENT. 

February, 1963. (Price - $2.00 per copy) 
Brozen, Yale. AUTOMATION--The Impact of Technological Change. March, 

1963. ! / 

Paarlberg, Don. SUBSIDIZED FOOD CONSUMPTION. May, 1963. 
Niemeyer, Gerhart. COMMUNISTS IN COALITION GOVERNMENTS. Juge, 1963. 
Drachkovitch, Milorad M. UNITED STATES AID TO YUGOSLAVIA AND POLAND. 

July, 1963. 
Chamberlin, Edward H. THE ECONOMIC ANALYSIS OF LABOR UNION POWER-. 

Revised Edition. August, 1963. · 
Garwood, John D., and Tuthill, W.C. THE RURAL ELECTRIFICATION ADMINIS­

TRATION An ' Evaluation. September, 1963. 
Weidenbaum, Murray L. FEDERAL BUDGETING--The Choice of Government Pro­

grams. February, 1964. 
Saloma, JohnS., III. THE RESPONSIBLE USE OF POWER. October, 1964. 
Friedman, Rose D. POVERTY--Definition and Perspective. February, 1965. 

Analyses and Studies: $1.00 per copy 
Discounts: 25 to 99 copies-20%; 100 to 299 copies-30% 

300 to 499 copies-40%; 500 and over-5~~ 
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J.ssist: Hannaford 

July 20 9 4 

squil."e 
· · t & West 

1 Dank Building 
0 55402 

Dea~ Ur. Hannaford; 

'!'hank y u f r your recent l ettett c nt:i!YJ further 
on the pro m pos b t pendi . t1ons J"elJl ing 
to b of fessiona.l c~porations ani a$sociations. 

It i my belief that it WQul4 be wise to await tbe 
actual. publication of these regulations before reaching any 
fi.l"m dec~ion as to \'lhether ~ not any corrective leg'ial.ation 
u naceaauy. ln any ~nt, only a few weeks of the 88th Congress 
remain and no action 1n the legielat'ive area wUl be possible 
untU the 89th Congress convenes in January, 1965 • 

If the regulation~ are published by that ttme am if 
they work a hardehip ·on legitimate professional co~rations 
and aaeociationa • I certainly will give -every consideration 
to introducing appropr!atim\ legislation. 

'thank you for your memoral'dum on H.R. 10 and related 
materials . 

Sincerely yours 1 



,, 

t ' 

I /~s s, ,r;? / /~~. A~ 4 '";"'-;: 
JAMES LOORSEYU889-t959 ) DORSEY, OWEN, MARQUART, WINDHORST & WEST 
DAVID LBRONSON WILLIAM A.WHITLOCK 
KENNETH M.OWEN CHARLES O.HOWARD 
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JOHN W.WINDHORST 
HENRY HALLADAY 
JULE M.HANNAFORO 

EDWARD J.SCHWARTZBAUER 
THOMAS M.SROWN 
CORNELIUS D. MAHONEY 
THOMAS S. ERI CKSON 
MICHAEL E. BRESS 

LAW OFFICES 

24 00 FIRST NATIONAL BANK BUILDING 

ARTHUR B.WHI TN EY PAUL G. ZERBY 
JOHN G. DORSEY RAYMOND A.REJSTER MINNEAPOLIS , MINN. 55402 
RUSSELL W. LIN DOUIST JOHN J. TAYLOR 
DAVID R.BRINK BERNARD G. HEINZEN 
HORACE E. HITCH WILLIAM J. HEMPEL FEDER A L 2-3351 

VIRGIL H.Hill JOHN S. HIBBS 
ROBERT V. TARBOX ROBERT 0. FLOTTEN 
DEFOREST SPENCER MORTON LSHAPIRO 

ROBERT J .JOHNSON JAMES F. MEEKER 
MAYNARD B.HASSELOUJST JOHN D. LEVINE 
PETER DORSEY ROBERT J. STRUYK 
GEORGE P. FLANNERY DANIEL W. COH EN 

CURTIS L.ROY JAMES M.CORUM 
ARTHUR E.WEISBERG 
DUANE E.J OS EPH 

JOHN W. JONES 

JAMES B.VESSEY 

MICHAEL A. OLSON 
LARRY W. JOHNSON 

ROBERT A.J ENSEN July 10, 1964 

Honorable Hubert H. Humphrey 
Senate Office Building 
Washington, D. c. 

Dear Senator Humphrey: 

Thank you very much for your letter of June 23 enclosing 
a copy of a letter to you from Mr. Maurice Lewis of the Internal 
Revenue Service commenting on my objections to the proposed regu­
lations dealing with professional associations and professional 
corporations. 

There have been introduced in Congres~ several bills 
which would amend Section 7701 of the Internal Revenue Code to 
make it clear that corporations validly organized under state law 
are eligible to be classified as corporations for income tax pur­
poses. These bills are, of course, designed to overrule the pro­
posed regulations if they should ever be issued in the form in 
which they were proposed. The bills which are all similar in word­
ing and intent are as follows: 

H.R. 9217 
H.R. 9690 
H.R. 9874 
H.R. 10070 
H.R. 10418 
H.R. 11079 
H.R. 11084 
H.R. 11548 
s. 2403 

Mr. Charles L. Weltner, D. Georgia 
Mr. John w. Davis, D. Georgia 
Mr. Robert McClory, R. Illinois 
Mr. Byron G. Rogers, D. Colorado 
Mr. Seymour HalperJ+, R. New York 
Mr. Dpnald G. Brotzman, R. Colorado 
Mr. John H. Dent, D. Pennsylvania 
Mr. Ancher Nelsen, R. Minnesota 
Senator Herman E. Talmadge, D~ Georgia 

I hope you will find it possible to support legislation 
of this type. Representative John Blatnik has advised us that 
if the regulations relating to professional associations and pro­
fessional corporations when finalized deny to professional people 
organized under · state ' co~oration law the status of corporations, 
he will support legislation of this · type. 

'' 

or COUNSEL 
LEAVITT R.BARKER 

LELAND W. SCOTT 
HUGH H. BARBER 



,. 

DORSEY, OWEN , MARQUART. WINDHORST & WEST 

Honorable Hubert H. Humphrey 
July 10' 1964 
Page 2 

I have been vitally interested in the whole question 
of the tax status of professional groups for a long number of years 
and enclose herewith reprints of two articles on this subject that 
I have written. I am also enclosing a mimeographed document en­
titled 11Report on H.R. 10, 11 which is a draft prepared by me of a 
report issued last summer by the American Bar Association's 
ComWittee on Pension and Profit Sharing Plans, of which I am a 
Vice ~hairman. The report when finally issued was considerably 
revised from the enclosure. At least the enclosure gives you 
some of my ideas. I am also enclosing a copy of a letter written 
by Colin Stam in 1960 to the President when he was Senator from 
Texas commenting on the regulations issued in that year. 

If there is any fUrther background information that I 
could supply you in connection with this matter, I shall be more 
than happy to comply. 

JMH:GT 
Enclosures 

Very truly yours, 

Hannaford 



COPY 

CONGRESS OF THE UNITED STATES 
Joint Committee on Internal Revenue Taxation 

House Office Building 

Honorable Lyndon B. Johnson 
United States Senate 
Washington, D. C. 

Dear Senator Johnson: 

WASHINGTON 

MAY 13 1960 

As you requested in your letter of April ll, 19601 I have 
reviewed the proposed Treasur.y regulations regarding associations 
and partnerships. lou inquired whether the proposed regulations 
conf'.orm with the Internal R~::venue Code and the likelihood of their 
being adopted. 

While the Internal Revenue Code does not define the term 
"associations", a larg~ body of oourt•made law h~· developed as to 
What constitutes an ·association which the Internal Revenue Code 
treats for tax purposes in the same manner as a. corporation. As 
pointed out in your letter, one of the advanttJ:ges of being ~reated 
as an association is the possibil.ity of establishing a pension plan 
:f'or the ownere. Tbis is pal"ticularly advnatageous where the State 
law pl'oh.ibits corpora.tio:os from engaging in certain businesses, such 
as the practice ot' medicine and law. 

Prior to 1954 most organizations tried to avoid aesocia~ 
tion treatment in order to escape the corporate income tax. In 
that year, however, the 9th Circuit Court of Appeals decided u.s. 
v. ~~tner, 216 F. 2d 418, which concerned a group ot doctors-who 
:formed ap -aasociation 'for thtl practice ot IDI!dicine and to provide 
a pension plan :for the doctors. After the court determined t-hat 
the organi~ation in question was an association within the meaning 
of the Internal Revenue Code, the .advantages of a. pension plan in 
many caeea began to outweigh the disadvantages of the corporate 
income tax with the result that similar associations vere formed 
for the purpose of establishing pension plans. 

The Internal Revenue Service has never followed the 
J+ntner decililiOn and has contested many similar organizations 
since 1954. Most re.cently the cue of Galt, et .~ v • .!:!.:.J!· was 
decided in the Northern District of Texas in July 1959· lt also 
involved a group of doctors and their association very closely 
rese:mbl.ed. the Kintner association. The taxpayer w~ in the District 
Court and the Gove:r:-rnnent' appeal was dismissed by the 5th Circuit 
in November 1959· 



comRESS OF THE tJNlTED STATES . 
Joint committee on Internal R~venue Taxation 

WASHINGTOli 

Honorable Lyndon B. John$on 
Washington, D. C. 
Page 2 

UDder the proposed regulations the organization set up by the Kintner group would not qualify as an aSsociation, and the status of 
the Galt organization WO\.ll.d be questionable. In addition, many Orf5&n• 
iza.tions which have qua.llt'ied as an association for years would be 
unable to meet the new tes·ts. Conversely, certain real estate trusts 
and theatrical organizations which have never -oeen cla.ssifittd as a.ssocia;tione probably vould be so treated under the new regulation . 

The tentative regulations or the Tl"ea.&ury to which you refer clearly overrule the Kintner decision and would deny organizations of that ty,pe ·the right to set up pension truste. I have strong doubt as to whether sucb ~gu.l.ations are Justified under the existing law as construed by the oourts. 

or course , under the plan the Tre·asury suggests as a sub­
:;;!~!ernf:t Hbe R. ~t= pending before the Finance Committee; such T ·. pe ·. · · ·- to set up pension truats even th0\J6h th 
w=~ ~:: ::!n z-:::;da~~::a: ass:iations; ho~ver, the relie; usocia.tione . · sue gro~ ii' t.b.ey are held to be 

Sincerely yours, 

is/ Colin F. Stam 

Colin F. Stam 
Chief of Staff 
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The Minnesota Professional Corporation Act 

• Background 

• Advantages 

• Provisions 

• Problems 

Jule M. Hannaford, L.L.B. * 
Minneapolis, Minnesota 

On May 8, 1961, the Governor signed Chapter 1 of the Special Session of 
the 1961 Minnesota Legislature known as the "Professional Corporation Act." 
The Act permits three or more physicians licensed to practice in this state to 
incorporate and to obtain from the Minnesota State Board of Medical Examiners 
a certificate of registration authorizing the corporation to provide to the public 
medical services and services anciUary thereto. The Act was sponsored before 
the Legislature by the Minnesota State Medical Association in an attempt to 
obtain for Minnesota physicians many income tax benefits that are available to 
businessmen who are employed by corporations. 

This article will outline the background leading up to the sponsoring of the 
Act by the Minnesota State Medical Association, the tax advantages available 
to those physicians who take advantage of the Act, the provisions of the Act, and 
some of the problems that are likely to arise under the Act. 

*Member of the Minnesota Bar and Senior Partner in 
the firm of Dorsey, Owen, Barber, Marquart & Wind­
horst. 

NOVEMBER, 1961 483 

Background 
As the group practice of medicine has be­

come more and more common in the United 
States over th,e past 30 to 40 years, more and 
more groups have become dissatisfied · with the 
traditiona1 form of group organization-the part­
nership. Probably the principal reason for . such 
dissatisfaction was the problem of acclimating 
partners to think in terms of centralized manage­
meht and continuity of life which a're essential if 
a group is to become a permanent fixture in the 
community it serves. It is perfectly possible to 
dnift a partnership agreement · which will have 
both such characteristics, but unless the partners 
become accustomed to think in terms of the wel­
fare of the group a, a whole, a partnership agree­
ment, no matter · how carefully drafted, is not 
likely to produce a permanent group organiza­
tion. In an attempt to find a legal form of 
organization under which members might be more 
inclined to think of the welfare of the group as 
a whole, several groups in the 1930's began to 
organize or reorganize as unincorporated asso­
ciations or ·as business trusts. 

The attitude of the Internal Revenue Service 
toward such organizations in those days was quite 
di.ff.erent from what it is today. The Internal 
Revenue Code then provided, as it does today, 
that the federal corporate income tax is imposed 
nol' only on corporations but also on organiza­
tions which have corporate characteristics such 
as "unincorporated associations." Under this pro­
vision the Internal Revenue Service started attack­
ing medical groups organized as unincoporated 
associations and business trusts on the theory 
that they should be taxed as corporations. In 
1936 the service won its first case which involved 
Dr. Pelton of Elgin, Illinois, and in which the 
court held that the Pelton Clinic should be taxed 
as a corporation. 

When federal income taxes were not reduced 
io any substantial extent following World War 
II, medical groups, along with other professional 
men, began to look for means to reduce the bur­
den of income taxes. One answer seemed to be 
in employee retirement plans first recognized 
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for federal tax purposes in the Internal Revenue 
Code of 1942. However, groups organized as 
partnerships could not provide tax relief for their 
partners by adopting such a plan because the law 
and the regulations both provided that · such a 
plan would not qualify for favored tax treatment 
if it covered partners. Moreover, the laws of 
most states did not permit groups to incorporate 
for the practice of medicine. The most hopeful 
route appeared to be reorganization as an unin­
corporated association, one of which in Dr. Pel­
ton's case had just recently been held to be tax­
able as a corporation for federal income tax 
purposes. Several groups proceeded so to reor­
ganize and to adopt employee retirement plans 
covering not only employees but also physicians 
who had formerly been partners. 

At this point the Internal Revenue Service, 
fearing a substantial loss of tax revenue, took a 
new look at the problem and after some soul 
searching decided to reverse its position. Its new 
position was that unincorporated associations were 
not coq)orations but rather partnerships and, 
therefore, could not adopt qualifie~ retirement 
plans. covering associates who, in the Service's 
opinion, were no more than partners. This was 
the position the Service tried to establish in the 

· no~ famous case involving Dr. Kintner of Mis­
soula, Montana. The case, decided in 1954 by 
the Ninth Circuit Court of Appeals, was a com­
plete defeat for the Service. Nevertheless, shortly 
thereafter the Service issued a bulletin which 
stated that the Kintner case "will not be accepted 
by the Internal Revenue Service as a precedent 
in the disposition of other cases involving similar 
fact situations." There the matter seemed to rest 
until the Service on October 10, 1957, tantalizing­
ly issued a new ruling "modifying" its prior posi­
tion and concluding with the following ray of 
hope: "Basic criteria to be used in testing the 
existence of an association taxable as a corpora­
tion will be stated in a Revenue Ruling to be 
published at a later date." For more than two 
years the medical profession waited for the prom­
ised ruling but nothing was· forthcoming. 
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Then late in December, 1959, proposed regu­
lations were issued. To some these proposed regu­
lations seemed helpful. But many students of the 
subject were disturbed by a provision in the pro­
posed regulations to the effect that state law 
would be followed in determining whether an as­
sociation meets the tests of an organization which 
is eligible to be taxed as a corporation. It was 
feared that associations might be considered part­
nerships under state law and that if they were, 
associations subject to the laws of states which 
had adopted the Uniform Partnership Act clearly 
could not meet the tests. Nearly 2/ 3rds of the 
states have adopted the Uniform Partnership Act 
and Minnesota is one which has done so. These 
fears were pointed out to government officials 
at a public hearing in Washington in February 
1960. There followed another long wait for final 
action by the Internal Revenue Service. 

The final regulations were issued on Novem­

ber 15, 1960, just a little over six years after 

the Kintner case was decided. The final regula­

tions justified all the fears that bad been ex­

pressed by many students of the problem for 

they specifically stated that an association subject 

to the Uniform Partnership Act could not meet 

most of the tests that must be met if an or­
ganization is to be taxed as a corporation. How­
ever, they clearly pointed th~ way that a solu­
tion to the problem could be found. They pro­
vided that state law is to be examined to deter­
mine whether the tests for taxability as a corpora­
tion have been met. State law can be changed by 
the state legislature; Therefore, the Minnesota 
Legislature was asked to pass an act which 
would permit the incorporation -of medical groups 
and which would provide that any medical group 
so incorporated would meet the tests laid down in 
the final regulations . for - taxability as a corpo­
ration. 

The Minnesota Legislature passed the Act as~ 

Chapter 1 of the Special Session. Minnesota is orie 
of 14 states that so far in 1961 have passed laws 
similar to the Minnesota Professional Corpora­
tion Act designed to give _tax relief to physicians 
and other professional groups. Connecticut· had 
passed a similar act in 19 51. 

The·,Internal Revenue Service has so far issued 
one ruling involving a medical group organized 
under one of these Acts-the Connecticut Act. 
The ruling involves the Colony Medical Group, 
Incorporated, of Meriden, Connecticut, and holds 
that it is taxable as a corporation. 

Advantages 

The Professional Corporation Act provides a 

vehicle by which medical groups can organize 

in order to provide centralized management and 

to perpetuate the group. These advantages should 

not be minimized. However, as most of the pub­

licity and discussion with respect to the Act has 

been directed toward the tax advantages which 

it affords, . a short discussion of these seems ap­

propriate. 

Most of the pubiicity with respect to tax ad­
•antages has dealt with so-called qualified re­
irement plans. These are, of course, important 

but they are not the only advantages. Among the 
other tax advantages, all of which are available 
to employees of corporations, are the following: 
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* 
I. lnsumncc programs pro viding group lift: 

insurann, group accident and disability insur­
anet\ or group health insurance can be estab­
lished t'or all employees ot' a professional corpo­
ration, including those who were partners in a 
predeccssor partnership. Premiums paid for such 
insurance will be deductible when computing the 
professional corporation 's federal income taxes 
and will not be taxable income to the em­
ple~yccs - of the professional ce~rporation . 

2. A program can he cstablished providing 
for payments to employee .~ of the professional 
corporation who become sick or disabled. If such 
a plan is adopted, the payments to the employees 
r-ill be deductible in computing tliC professional 
corporation 's federal income taxes and up to 
$1 00 per week may be excluded by each em­
rloyee in computing his income subject to fed­
eral income taxes. 

3. On the death of an employee up to 
$5,000 may be paid to the widow, estate or 
designated heir of the employee, and such sum 
will be deducti ble in computing the corporation 's 
federal income tax but will not be taxable in­
Clime to the recipient. 

* 

* * 
With respect to deferred retirement plans, a 

professional corporation can set up what is tech­
nically referred to as a profit sharing plan, pay 
i to such plan annually up to 15 % of the com­
pensation of all employees covered by the plan, 
have such annual contributions deductible in com­
puting the corporation's federal income taxes, and 
have the amounts paid into the plan for the 
benefit of employees not taxable to them until dis­
tributed to them. Of course, if such a plan is 
adopted, it will have to cover not only the pro­
fessional personnel who were partners under the 
predecessor partnership but also a substantial 
number of the non-professional personnel. The 
Internal Revenue Service has rules and regula­
tions with respect to employees who can be ex­
cluded from the plan and must specifically ap­
prove the exclusion from the plan of any group 
of employees. In the past the Service has ap­
proved the exclusion of males who. have not 
reached 30 years of age and females who have 
not reached 35 years of age; the exclusion of 
part time employees; and the exclusion of em-
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* 
-1. Upon thl· retirement or an l'lli)IIO.H'l' 

his interest in a prufessional l·orporat ion a!. a 
stockholder may be sold and the gai n. if an\, 
received will be taxable fur fednal inconH.' t:; ~ 
purposes at capital gains rates rather than a ~ 

ordinary im:omc. Of course, ii' the stock is sold 
to the professional corporati1111 , ~ uch C11rporati111t 
will not be able to deduct, in cmnJH1 ting its fed 
enll income tax, the amount paid for the !.tod~ 

purchased. 
5. If a professio nal coqJOration kl'l' P -~ ito.; 

annual taxable income at · les~ than $15,000, it 
can accu mulate up to $ 11111.000 in thl' profc~s ion a l 

~orporation and pay federa l income taxes on such 
accumulations at a rak of J(JC/r , which ''i ll in 
many cases be lower than the rate the stockholdl•rs 
would have to pay in federal income taxe.~ if 
these accumulations were distrihu ted to 1hl'111 ei­
ther in the form of salary or dividend~ . 

6. If a professional corpora tion has :w nwrc 
than I 0 shareholders, it may avail itself or all 
the fo regoing tax advantages, except the one sci 
for th in paragraph 5, and elect to have all its 
remaining income dbtribnted to and taxed to its 
shareholders in exactly the MHne mmu1er as a 
partnership docs. 

* 
ployees who are paid on an hourly rate basis 
:rather than on a monthly salary basis. In some 
situations medical groups may be able to adopt 
similar exclusions. Nevertheless, these rules will 
require a considerable number of non-professional 
employees to be covered by any plan adopted 
by a medical group. Each group will have to de­
termine for itself whether the cost of including 
these non-professional employees will be off-set 
by the tax advantages that will accrue to the 
physicians who were formerly partners. 

An example of how such a computation would 
be made might be helpful. 

Assume that there is a partnership consisti ng 
of 5 partners, each of whose annual taxable in­
come is $25,000; that each partner takes the 
standard deductions of 10 % in computing his 
federal income tax; and that each has a wife and 
two children. Without a qualified retirement plan. 
each partner's federal tax situation would he as 
fo llows (Minnesota income taxes will not he fig~ 

ured in the calculation): 
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Gross income 
Less I 0% for standard ded1..1ctions 

Less 4 exe mptions at $o00 apiece 

Taxable income 
Federal income tax 

Spendable. income 

$25,000 
2,500 

22,;:,00 
2,400 

20,100 
5,300 

$14,ROO 

Now assume that this group adopts a profit 
sharing._plan to which it contributes 10% of the 
annual compensation of each covered employee; 
that it will be necessary to cover under the plan 
10 employees who are not physicians, whose an­
nual salaries aggregate $40,000, and for whose 
benefit an annual contribution of $4,000 will be 
made to the plan; and that the cash income of 
each of the 5 former partners will be reduced 
by 1/5 of the $4,000 contributed to the plan on 
behalf of the 10 non-professional employees and 
by the amount contributed to the plan for his 
benefit. If the plan were put into effer.t and if the 
same assumptions as to deductions and exemp­
tions are used, each partner's federal tax situation 
would be as follows: 

Gross income $25.000 
Less l/ 5 of contribution of $4.000 

to plan for non-prnl'cssional em-
ployees ROO 

Less I 0 % contributed to plan for 
his benefit 

Gross income to be reported for 
income tax purposes 
Less I 0% for standard deductions 

l.css 4 l'XL'Illptions at $600 apiece 

T <t.\a hk income 
Fcdnal incnnll· t :l\ 

Spc'IHiahl,· il1l'!lllh' 
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24,200 

2,420 

21,780 
2, 178 

19.1102 
2,400 

17,202 
4,432 

$12,770 

While each partner's spendable income . has 
as a result of the plan been reduced $2,030, 
there has been placed in the plan for his account 
$2,400. Moreover, up to 50% of the amount 
contributed to the plan for each covered employee 
can be used to buy life insurance on his life 
payable to his estate or his heirs. If this is done, 
each partner can cut back his personal life insur­
ance program by a comparable amount. If each 
partner now expends $1,200 per · year on life 
insurance, his true spendable income without the 
plan is not $14,800 as shown above, but rather 
$13,600. If the plim is put into effect, if it ex­
pends the maximum permissible on life insurance 
on each covered employee, and if each former 
paitner cuts back his personal insurance program .. 
by a comparable amount, his true spendable in­
come with the plan is not $12,770 as shown 
above, but rather $13,970 or $370 more than ' 
without the plan. It must also be remembered 
that the earnings on the $2,400 paid into the 
plan for each former partner remain in the plan 
until he retires or dies ancl are not subject to 
income taxes. 

One point should be kept in mind. Under a 
profit sharing plan such as outlined above, the 
corporation will have to pay into the plan each 
year the same percentage of each covered em­
ployee's annual compensation. It will not he pos­
sihlt> to contribute in ont> yt•a r I % of annual com­
pt>nsation for one employn·, 5 % for another, and 
J W Y, for all tht> rest. While it is tmssihle to var~· 
from ~· ear to year tht· per{'l'nfagt• of annual com­
pen!iation paid into the plan. tht• percentage pai1l 
into the plan in an~· O lll' year must lw t!w samt• \ 
for all covered emplo~·et•s . 

Provisions 
The Act provides that a professioual corpora­

tion may be organized either as a stock company 
under the Business Corporation Act or as a mem­
bership company without stock under the Non­
Profit Corporation Act. If a group chooses to in­
corporate under the Non-Profit Corporation Act, 
the corporatien does not have to be one whose 
aim is not to make a profit. Its aim may be to 
make profit for its members. 

A professional corporation may be formed by 
a group all of whose members practice the same 
specialty or by a group each of whose members 
practice a different specialty. The Act imposes no 
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restrictions on the types of medical services a 
professional corporation may furnish. 

Groups of three or more physicians will find 
no difficulties in incorporating or in operating 
under either the Business Corporation Act or the 
Non-Profit Corporation Act. However, the situ­
ation may not be the same for a group of two 
physicians or for a solo practitioner. 

While the Act requires that a professional 
corporation must have three incorpOi'ators who 
are physicians, the only connection that incor­
porators need have with the professional corpo­
ration is that they sign the Articles of Incorpo­
ration. They need not be shareholders, directors, 
o~icers or employees of the professional corpo­
ration and the only connection they need ever 
have with the corporation is to sign its Articles 
of Incorporation. Therefore, it would seem that a 
tw'o-member group or a solo practitioner could in­
corporate . by getting one or two friends who are 

·physicians to join in signing Articles of Incor­
poration. 

The Business Corporation Act and the Non­
Profit Corporation Act under which the mechanics 
of incorporation must be accomplished each pro­
vide that a corporation must have at least 3 
directors and may have as many more as may be 
desired. The Business Corporation Act requires 
that a corporation must have a president, a secre .. 
tary, and a treasurer and may have such other 
officers as it wishes. It also provides that any two. 
of the required offices may be held by one per­
som The Non-Profit Corporation Act provides in 
effect that the Articles of Incorporation or By­
laws may provide that .the. functions of presi­
detit, secretary, and treasurer; which are the re­
quired officers,· may be exercised by one person. 
Since the Professional Corporation Act requires 
that all directors and officers of a professional 
corporation must be physicians, . it follows that 
each professional corporation must find at least 
three physicians willing to serve as its directors 
and at least one or two physicians willi,ng to 
serve as its officers, depending on whether it is 
incorporated under the Business Corporation Act 
or the Non-Profit Corporation Act. Again it 
would seem that a tw<rmember group or a solo 
practitioner desiring to incorporate could meet 
these requ4"ements by getting friends who are 
physicians to fill the required directorships and 
offices that are not held by the two physicians of 
a two-man group or by the solo practitioner. 
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It would also seem that there are other ways 
the solo practitioner might meet this require­
ment. One would be for three of them to or­
ganize three separate corporations, each of which 
would carry on the medical practice of one of 
the physicians. All three physicians would then 
serve as directors and officers of all three corpo­
rations but each would own stock in only one 
corporation. There would appear to be no pro­
hibition against this type of arrangement because 
while the Act does prohibit a physician from 
being a shareholder · or member in more than one 
professional corporation, it does not specifically 
prohibit a physician who is an officer or di­
rector of one professional corporation from being 
an officer or director in another professional cor­
poration. 

Another would be for three solo practitioners 
to form a single corporation into which all three 
solo practices would be placed. The three would 
be incorporators, directors and officers of the 
same corporation but separate financial records 
would be kept for each practice and each solo 
practitioner would receive a salary equal to 
what his solo practice produced. This type of 
arrangement would be similar to the not uncom­
mon situation where a business corporation has 
two or more operating divisions and would not 
appear to be prohibited by the Act. 

However, the Minnesota State Board of Medi­
cal Examiners has adopted forms which will, for 
the present at least, make it impossible for two­
man groups and solo practitioners to incorporate. 
Question number 8 of the application form adopt­
ed by the Board asks: 

"Is any incorporator, director, officer, 
shareholder or member an incorporator, 
shareholder, member, director or officer of 
any other professional corporation?" 

And question number 11 of the application form 
asks: 

"Is each and every incorporator, direc­
tor, officer, shareholder and member prac­
ticing medicine and surgery as members of 
one joint group for the common benefit and 
financial interest of th,e group?" 
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It is perfectly clear that question 11 cannot b_e 
answered in the affirmative by a solo practi­
tioner or a two-man group which ha~ found 
friends to fill the directorships and offices not 
held by the solo practitioner or the members of 
the two-man group, that question number 8 can­
not be answered in the negative if thr~e solo 
~~s form three separate corporations for 
eadl of wlticll all *ee solo practitioners act as 
direc:tors ·and officers, and that questi?n n~mb~r 
11 cannot be answered in the affirmative If 
thl'ee solo practitioners place their three sepa­
rate practices in one corporation an? keep sepa­
rate financial records for each practice. 

The form does not state what the consequences 
of an affirmative answer to question 8 or a nega­
tive answer to question 11 will be and the Board 
has not issued any regulation or any stateme~t 
to explain why these questions were inser_ted m 
the application form. However, represent~tt~es of 
the Board have stated unofficially_ ~hat It IS the 
Board's preliminary view that certificates of reg­
istration should be denied to two-man groups 
and solo practitioners who cannot answer such 
questions in the manner indicated. Su~h re~re­
sentatives .have added that the Board. will revieW 
its present position at future meetmgs to see 
whether or not it should be changed. 

The Act provides that each shareholder or 
member of a professional corporation must be a 

h . ·an As a -esult a uroup which incorpo-p ysiCI . . • 0 

' ... • 

rates must make provision for what IS to happen 
when a shareholder or member dies because the 
estate or the heirs of a deceased physi~ian can­
not become shareholders or members m a pro­
fessional corporation. The provision can be of any 
type that the group desires and can be the _sa~e 
~s the one that the group presently has m Its 
partnership or association agreement. H a gr~up 
fails for any reason to ma~'.e provision for gettmg 
rid of a shareholder's interest on his death, ~he 
Act prm·ides that the professional corporation 
may purchase a deceased shareholder's. st~ck ~t 
its book value at the end of the month Imme-
diately preceding the date of death. . 

Struggles with third parties who des1re to 
control the practice of medicine have long. re­
quired the devoted common effo~t. of organ.JZed 
medicine. These provisions requmng all direc­
tors, officers and shareholders or members to be 
physicians were inserted in the Act to make sure 
that laymen would not be able to control or pr?f­
it from the practice of medicine, a concept wh1ch 
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is of course, basic. So long as this concept is k_ept 
. ' . late there can be no conflict with the ethical 
IDVIO ' · • t" • . 1 of the American Medical Associa Jon. pnnc1p es 
In December 1957 its House of Delegates adopted 
a resolution to the effect that physician~ ~ay 
ethically join together in any form of. orgamzation 
they desire so long as the ownership. an~ man­
agement of the affairs of the orgam~h.on re­
mains in the hands of licensed phy~Icians. 

While the Act is clear that a professwnal cor-
poration may have a branch' ~ffice or bra~ch 
offices, it provides that the locatiOn of any offtce 
may be changed only after the Bo~rd has been 
notified of the organization's intention so to do. 

The Act contains safeguards designed to pre­
serve the traditional relationship betw_een phys~­
cian and patient. For example, it provides th~t If' 
does not alter any law applicable to the relatiOn­
ship between a physician and his pati~~t, in­
cluding liability arising out of the p~ovlSlon of' 
medical care. Also, it provides that It does n~t 
alter the law with respect to privileged commum­
cations and records and that the State Board of 
Medical Examiners when auditing a professional 
corporation shall not have access t~ books, rec­
ords or information relating to medtcal care ren­
dered to a patient by an employee of a pro~es­
sional corporation. Finally, the Act provt?es 
that all employees of . a professional corp?ratwn 
who render medical services must be licensed 
physicians. . 

The Act provides that before a professiOnal 
corporation may begin furnishing medic~l se:v­
ices it must obtain a certificate of regtstratloJ;J. 
and~ vests in the Minnesota State Board of Medi­
cal Examiners authority to issue such certificates. 
The procedure contemplated by the Bo~rd . is. 
that a group first incorporate and then file 1ts 
application for a certificate, together with the ap­
plication fee of $100. After a certificate has been 
issued, it must be renewed annually by payment 
of a fee of $25. The fees payable to the State of 
Minnesota for the privilege of incorporating will 
depend primarily upon the capitalization _of the 
professional corporation but in no event ':1~1 they 
be less than approximately $65. In addition to 
the fees payable to the Board and the ~tate for 
the privilege of incorporating, a group mcorpo­
rating will incur other expenses for a cor~orate 
seal stock certificates, publication of not1ce of 
inc;rporation and a minute book, all of which 
should not exceed $100, and _legal fees, the 
amount of which cannot be predicted. 
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Problems 
The l'rufessional Corporation Act is not, of course, the 

answer for all physicians in the state. Groups which incorporate 
will have to face the same problems that they face as partnerships 
or associations, such as how do we admit a new member, who 
controls the group, and how do we pay off a deceased .or retiring 
member. Such problems can, however, be handled in a corporation 
exactly as they arc handled in a partnership or association, though 
the tax consCtJUCnces may be different. But incorporation will bring 
soml' new consequences and some new problems that must be 
l'.aced. ,\ few of these will be discussed. 

The most important problem to be faced after 
incorporation is whether or not the professional 
corporation "lill be eligible to be taxed as a cor­
poration. It has been assumed by most attorneys 
that once a medical group incorporated it would, 
of course, be taxed as a corporation. This is be­
cause the Internal Revenue Code imposes an in­
come tax on the net income of all corporations 
except those specifically exempted by the Code. 
However, recent developments have indicated that 
the Internal Revenue Service may not agree with 
this view and may be taking the position that not 
all professional corporations are eligible to be 
taxed as a corporation. On March 2, 1961, the 
Service published a ruling involving The Colony 
Medical Group, Incorporated, of Meriden, Con­
necticut which held that this medie:al group which 
had incorporated under the Connecticut Act was 
eligible to be taxed as a corporation. However, 
in the ruling the Service examined aU aspects of 
the corporation to see whether or not the corpora­
tiQ;n met the tests laid down in the Kintner regula­
tion for organizations eligible to· be taxed as cor­
porations. It is the writer's understanding that 
this ruling was published as a warning that 
corporations organized under professional corpo­
ration acts were not automatically eligible to be 
taxed as corporations but wO'uld have to meet 
the . tests laid down in the Kintner regulations ~ 
Then on May 1, 1961, a new procedural regula­
tion was issued in which it was in effect stated that 
rulings with respect to the tax status of profes­
sional corporations could not be issued at the dis­
trict office level but could only be issued from 
Washington. These two releases emphasize the im­
portance the Service is attaching to the whole 

· matter. Despite this fact any established and 
substantial group desiring to incorporate under the 
Minnesota Act should be able to realize the de­
sired tax consequences for the Act is so worded 
that Articles of Incorporation, By-laws and re-
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lated documents can be drawn to meet the require­
ments of the Kintner regulations. 

A group of three or less .may, however, have 
more· difficulty in establishing its eligibility to be 
taxed as a corporation. One of the four require­
ments of the Kintner regulations is that a group 
have centralized management. On October 5, 
1961, Isidore Goodman, the Chief of the Pension 
Trust Branch of the Internal Revenue Service, 
made a speech in which he implied that there is 
no centralized management unless one or more, 
but less than all, of the members has authority to 
make management decisions. Since the manage­
ment of a corporation is by law vested in its 
Board of Directors and since the Minnesota Act 
requires three d.rectors, a group · of three or less 
would have all members of the group serving on 
the Board of Directors and would have no physi­
cian employed who is not a director. If Mr. 
Goodman's statement reflects the views of the 
Service on this point, a group of three or less 
would not, therefore, be able to meet the re­
quirements of centralized management. ·The first 
case involving the Minnesota act that is presented 
to the Internal Revenue Servic&. for a ruling will 
undoubtedly establish the pattern for those that 
follow. It is hoped that this case will involve a 
group of stibstantially more than three and that 
the papers will be carefully drawn to meet the 
requirements of the Kintner regulations and the 
Colony MediCal Group ruling so that the Internal 
Revenue Service will not be able to issue an 
unfavorable . ruling. If th._e first case is a weak 
one and results in an unfavorable ruling, other 
groups whose cases are strong may find tJ;l,e work 
involved in obtaining a favorable ruling consider­
ably increased. , 

One further ·problem should be mentioned. 
Since the Service issued its ruling with respect to 
the . Colony Medical Group, no .further rulings 
have been issued involving professional corpora-
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tions. This may mean only that the Service is 
overworked and has not had time to get at the 
many requests pending before it. Or it may mean 
that the Service is intentionally . dragging its feet 
and at the same time drafting suggested legisla­
tion which will deny to medical groups . the bene­
fits the Professional Corporation Act was de­
signed to give. 

ScH:ial SecurifJ and Withholding 

U a gruup incurporatcs, the ph)'Sicians whu 
wnc· partners ur associates in the predecessor 
organizatiun will hl·cume employees of the prn­
fc s ~ ional corpomtion. As sud1 they will he l'UV­
crc .. ·d h} social ~erurit~· . The~· and the corporation 
"ill buth haw to pay soda! securit)' taxes. The 
wmbined lax is 6('( of the first $4,800 of salary 
paid or $1HX p tT } l'Hr. The ralc' is scheduled to 
ri.,l' to 7 (,'( on J :m :~ar~ 1, 1963, lo 8 % on January 
I. J')(>(,, and to 9o/c on January 1, 1969. In 
additio n a' cmplo~·ces th e~· \'ill be subject to 
" ilhho ldi ng for holh fede ral and state income 
l:t:\l' \ . . There is no " ay that a profcssicmal cor­
poralimt l'an l':-.l·:t pc h:t\' ing if:- l'mpln)'CCS covered 
•nHkr sndal ~cui r i t~ · nr undn withholding. 

Management 

Physicians who have been practicing in groups 
which have no head and where unanimous con­
sent is required for many decisions may be re­
luctant to form a corporation where manage­
ment is vested in a board of directors and where 
there will be a president who is ·the chief execu­
tive officer. There are two things that may be 
done to minimize this problem. First, all physi­
cians who were partners or associates in the pre­
decessor organization may be named to the board 
of directors of the professional corporation and 
a By-law may be adopted requiring unanimous 
decision of the board for action on special or on 
all matters. However, in view of the recent 
statement of Mr. Goodman referred to above it 
is probably advisable to have one or more physi­
cians who are not members of the board. Sec­
ond, the presidency can be rotated upon a 
monthly, quarterly, annual or any other satis­
factory basis. 

Personal Holding Company 

The federal income tax law imposes upon 
personal holding companies a penalty tax which 
amounts to from 75% to 85% of undistributed 
personal holding company · income. A corpora-
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tion becomes a personal holding company if more 
than 50% of the stock . of the corporation is 
owned by not more than 5 individuals and if at 
least 80% of the income of the corporation is 
"personal holding company income." The part of 
the definition of personal holding company in­
come that medical groups must be aware of is 
the part that defines it to include income received 
from personal service contracts if some person 
other than the corporation can designate the per· 
son who is to perform the personal services and 
if 25% or more of the corpora.tion's outstand­
ing stock is owned by the person who is to per­
form the personal services. This provision will not 
be a real problem for medical groups which in- · 
corporate except in the rare case where a corpo­
ration derives 80% or 'more of its income from 
contracts to furnish medical services and where · y 

the contracts give the recipients of the medical 
services the right to designate the physician who · 
will furnish the medical services. In such a situ­
ation the group can avoid the tax either by ad­
justing salaries so as to leave no income in the 
corporation at the end of the year or, if the .cor­
poration has 10 or less shareholders, by having 
it elect to be taxed as a partnership. 

Unreasonable Salaries 
The Internal Revenue Service frequently attacks 

the salaries paid by corporations which have a 
limited number of shareholders claiming that the 
salaries are unreasonably high, that they are in 
effect dividends, and that for this reason only 
so much of the salaries as are reasonable should 
be deductible by the corporation in computing 
its federal income tax. A medical corporation · 
might well be attacked by the Internal Revenue 
Service on this theory. If it is so attacked and if 
the attack is successful, an additional tax will be •, 
imposed on the corporation at a time when it has 
paid out in the form of salaries the monev that 
would otherwis~ be available to pay the tax. It 
would seem that in most cases the Internal Rev­
enue Service would have little chance of success 
in attacking a medical corporation on these 
grounds. In order to be successful, the Service 
would have to show that the salaries paid to the 
physicians who are employees of the corporation 
are unreasonable in the light of the prevailing 
scale of remuneration for comparable work in a 
comparable area. Therefore, so long as salaries 
paid by physicians by professional corporations 
are kept within the range of what the physicians 
previousl,Y received as partners or associates and 
so long as there are other physicians in the area 
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who are rece1vmg income either as solo practi­
tioners or as partners or as salary from other 
medical corporations comparable to the salaries 
being paid by the professional corporation which 
is under attack, it would seem that the Service 
would have little chance of success. 

There is one problem in the transition from 
a partnership or an unincorporated association 
to a medical corporation that requires consider­
able thought in order to avoid bunching of in­
come of the former partners or associates in one 
year. In most cases the predecessor organization 
will have been on a cash . basis for income tax 
purposes (i.e. reporting income only when col­
lected) and will have substantial accounts receiv­
able which will be uncollected when the medical 
corporation is formed. In most cases it will be 
b€st to continue the predecessor organization in 
effect until all such accounts receivable have been 
collected rather than to transfer such accounts re­
c€ivable to the professional corporation. The pro­
fess ional corporation's income will, therefore, be 
derived only from medical services performed af­
ter it commences operations. Because the physi­
cians who were partners or associates of the pre­
decessor organization will be receiving salaries 
as employees of the new corporation, careful 
planning will be required to avoid any bunch­
ing of income in a single tax year. In most cases 
the problem can be avoided or at least mini­
mized by having the payment of salaries to the 
physician employees deferrel.l or partially deferred 
so as to even out the physician's taxable income 
over a two or three year period which includes 
the year of transition. The exact manner of han­
dllng the problem will depend on whether the 
predecessor partnership was on a calendar or 
fiscal year basis, the amount of the accounts re- . 
ceivable involved, the proposed salaries, and oth­
er similar considerations. An example may illus­
trate a typical situation and the possible means 
of handling it. 

Assume a medical partnership which for in­
come tax purposes uses a fiscal year ending 
February 28 and that its partners all report their 
income (as most individuals do) on a calendar 
year basis; assume also that a professional cor­
poration is formed and takes over the medical 
practice of the partnership on March 1, 1962. 
Because the partnership year ends February 28, 
1962, each partner already has a normal year's 
income in 1962 without drawing any corporate 
salaries. To avoid making the former partners' 
1962 income abnormally large no salary, or at 
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most only a small one, should be paid prior to 
December 31, 1962, to each former partner in his 
capacity as employee of the new corporation. 11 
the corporation picked a fiscal year ending Janu­
ary 31 , 1963, or February 28, 1963, it would 
pay to such physicians after January 1, 1963, 
the salaries that might otherwise have been paid 
to them in 1962 and thus still get the same 
deductions for salaries paid as though they were 
paid ratably over the corporation's tax year. Of 
course, because the partnership was continued 
there would also be partnership income in 1963 
for the year ended February 28, 1963, but this 
would be substantially less than a full year's in­
come from the predecessor partnership because it 
would be only from accounts receivable existing 
on February 28, 1962. Salaries for the balance of 
the 1963 calendar year might again have to be 
held down and in part deferred until after 
January 1, 1964. However, by such planning 
the transition can be made without any insur­
mountable tax problems. 

The foregoing example represents the prob­
lem in its most aggravated form and the most 
aggravated form will occur with respect to pre­
decessor organizations which are on a fiscal year 
r<!- ther than a calendar year basis for income 
tax purposes, A calendar year partnership will 
have a much less difficult transition problem, but 
again salaries will probably have to be held down 
somewhat during the initial year while the pre­
decessor partnership's accounts receivable are be­
ing collected. 

Conclusion 
The Minnesota Professional Cor)Joration ,\cf 

was designed to and docs offer to !Jhysicians an 
opportunity to obtain for themselves many in­
nunc tax advantages that have for years been 
availahle to officers and employees of business 
corporations. The Keogh bill, often referred to 
as H.R. 10, is designed to do the same thing. 
However, the Keogh bill has been before Con­
gress for more than 10 years and Congress has 
just adjourned again without passing it. More­
over, in view of the T reasury Department's ob­
jections to the bill, it appears that if the Keogh 
bill is ever passed, it will have so many excep­
tions and conditions tacked on to it that it will 
not do for the self-employed professional man 
what its sponsors have hoped it would do. There­
fore, Minnesota physicians in their own self-in­
terest should at least make an examination with 
their lawyers and tax advisers to sec what in­
corporation might mean for them. 
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H. R. 10* 

JULE M. HANNAFORD, L. L. B.** 
Minneapolis, Minn. 



H. R. 10* 

ON O cTOBER 10 the President signed the Self­
Employed Individuals Tax Retirement Act of 
1962. It has been reported he signed it over the 
objections of the Treasury Department and only 
because he realized that if he vetoed it, its sup-

. porters had the votes to pass it over his veto. 
The long and impressive name chosen for 

this Act does not accurately convey its signific­
ance. The act stems from the more than 1 0-year 
campaign of professional men to gain tax equality 
for themselves in the retirement plan field through 
enactment of H. R. 10, commonly known as the 
Keogh-Smathers Bill. However, the Act thflt 

was signed by the President bears little resem­
blance to H. R. 10 as originally proposed. 

A short history of this Act's stormy passage 
through Congress will be helpful in understand­
ing the provisions of the Act as finally passed 
and may indicate possible future attitudes of the 
Treasury Department toward it and toward pro­
fessional associations and corporations organized 
under state statutes passed in the last two years . 

*Manuscript for talk delivered before annual meet­
ing of National Associat ion of Clinic Managers on 
October 23 , 1962. 

''"''Member of the . Minr:esota Bar and Senior Partner 
in the firm of Dorsey, Owen, Marquart, Windhorst 
and West. 
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JULE M. HANNAFORD, L. L. B) • 
Minneapolis, Minn. 

History 
H. R. 10 originally was qui te simple. It pro­

vided that each self-employed indi vidua l coulu 
deduct, in computing his income subject to federal 
income taxes, amounts deposited in a fund to 
provide retirement income for himself. The de­
duction for any year was limited to 10 per cent 
of an individual's net income or $2500, which­
ever was the smaller. There were certain provis­
ions in H. R. 10 governing the use that could 
be made of the fund to make sure it was u~ed 
for retirement, disabili ty, or death benefits, but 
practically no other restrictions. In such form it 
passed the House in 1957 and again in 1959,.,.,in 

each case over the objections of the Treasury 
Department. 

While these developments were taking place, 
developments were also taking place in a related 
field of tax law. Professional men- principally 
physicians - began to form unincorporated as­
sociations and claim such organizations should be 
taxed as corporations so that retirement plans 
could be adopted covering not only the employees 
of such organizations but also the associates. By 
the end of 1959 two court decisions had been 
handed down holding that physicians might do 
so, in each case again over the objections of the 
Treasury Department. The decisions to which I 
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refer are the Kintner case and the Galt case. 

Toward the end of 1959 the Senate Finance 
Committee requested the Treasury Department to 
present a substitute for H. R. 10 which would 
grant the self-employed some tax equality and 
would be acceptable to the Treasury. Following 
receipt of this request ·the Treasury took two 
steps. First, it issued proposed regulations de­
signed to prevent most unincorporated associa­
tions from being taxed as corporations. Second, 
it submitted a substitutefor H. R. 10. 

In its substitute the Treasury stated that it 
objected to H. R. 10 in its original form because 
it permitted the self-employed to make contribu­
tions to retirement plans for their own benefits 
without making comparable contributions for the 
benefit of their employees. This, the Treasury 
said, would create a precedent for allowing in-

~ dividuals rto take tax deductions for sums set aside 
for retirement, even though historically such fav­
orable tax treatment had been allowed only in the 
case of non-discriminatory plans for the benefit of 
employees. The Treasury feared that, on the basis 
of such precedent, executives and union members 
would ask for a tax deduction for sums they set 
aside for their retirement. Accordingly, the Treas­
ury proposed that the self -employed should not 
be granted the benefits of H . R. 10 unless they 
established retirement plans covering their em­
ployees on some sort of a non-discriminatory 
basis and with appropriate safeguards. 

If the Treasury had stopped its proposal for 
an alternative to H. R. 10 at this point, the Act 

··would probably have passed in 1960. Unfortun­
ately, the Treasury went further and made several 

,. suggestions for change in the then existing tax 

laws which would have had adverse effects on 
then existing retirement plans of corporations. 

First, the Treasury took the position that an 
owner-manager of a corporation (a term sub­
sequently defined as one who owns more than 
10 percent of the voting stock of a corporation) 
should thereafter be treated the same as a self­
employed person and that retirement plans 
adopted by corporations which had an owner­
manager should be subject to all the restrictions 
applicable to retirement plans adopted by the self­
employed. This would have meant, for example, 
that a corporation could not contribute to its re­
tirement plan on behalf of an owner-manager 
more than $2500 per year. 

286 

Second, the Treasury took the position that 
the capital gains treatment for lump sum distribu­
tions from retirement plans was not justified and 
should not be available either for retirement plans 
of the self-employed or for retirement plans of 
corporations. 

Third, the Treasury took the position that the 
exemption from the federal estate tax of sums 
paid from retirement plans to heirs of a deceased 
employee was not justified and should not be 

available either for retirement plans of the self­
employed or for retirement plans of corporations. 

The Senate Finance Committee reported H. 
R. 10 to the Senate on June 17, 1960, with an 
amendment making the Treasury's first proposal 
applicable to all retirement plans and the Treas­
ury's second and third proposals applicable to re­
tirement plans for the self-employed. Largely be­
cause of the opposition that developed to the 
Treasury's first proposal, H.R. 10 was not brought 
up for consideration by the whole Senate before 
Congress adjourned in the fall of 1960. 

At this point in time the Treasury did not 
have a law severely restricting the right of the 
self-employed anq of corporations with a 10% 
stockholder to adopt retirement plans and it was 
being beseiged by requests from unincorporated 
associations and partnerships to adopt retirement 
plans covering partners and associates. As a re­
sult it issued in final form on November 15, 
1960, the now famous or, if you prefer, infamous 
Kintner regulations. They were artfully drafted to 
prevent most unincorporated associations and 
partnerships from adopting retirement pla~s 

covering associates or partners - apparently m 
an attempt •to forestall such action by unincor­
porated associations and partnerships of profes­
sional men at least until the Treasury's substitute 
for H. R. 10 could be passed and the law would 
severely restrict their freedom of action. 

When the 87th Congress convened in January 
1961, H. R . 10 was promptly reintroduced. The 
House Ways and Means Committee acted favor­
ably on the bill in May 1961 and the Senate 
Finance Committee in September 1961. Both the 
House and Senate Committee versions of the h ill 
made the three Treasury Department proposals 
mentioned above applicable only to retirement 
plans covering the self-employed. Neith.er Com­
mittee tried to make the proposals applicable to 
corporate retirement plans. 

Continued 
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H. R. 10 again passed the House in the sum­
mer of 1961, but the first session of the 87th 
Congress adjourned that year before it could be 
brought before the whole Senate. It did not come 
before the Senate for consideration until early in 
September 1962. At that time Senator McCarthy 
of Minnesota proposed an amendment which re­
stricted contributions to corporate retirement plans 
for the benefit of an owner-manager to $2500 per 
year and Senator Gore of Tennessee proposed 
amendments which eliminated the capital gains 
treatment and estate tax exemption for distribu­
tions from all retirement plans. These amend­
ments, which embodied the three Treasury pro­
posals, were adopted on the floor of the Senate 
before H . R. 10 was finally passed by the Sen­
ate on September 7, 1962. 

The opposition that developed to these amend­
ments of Senator McCarthy and Senator Gore 
was tremendous and in the conference between 
the House and Senate they were elirninated. As 
a result none of the Treasury's proposals and 
none of the other restrictions apply to corporate 
retirement plans in the Act as repassed by both 
Houses and finally signed by the President on 
October 10, 1962; they apply only to retirement 
plans of the self-employed. 

Effective Date 
H . R. 10 is effective only with respect to 

taxable years beginning after December 31, 19 62. 
Clinics on a calendar year basis will not, there­
fore, be able to take advantage of the law until 
1963. Clinics on a fiscal year basis will not be 
able to take advantage of the law until the start 
of their first fiscal year beginning after December 
31, 1962. For clinics with a September 30 clos­
ing, for example, this will mean they cannot take 
advantage of the law until October 1, 1963. 

The Provisions of H. R. 10 
H. R. 10 has created three categories of quali­

fied retirement plans. The first is one covering 
plans adopted by corporations and organizations 
eligible to be taxed as corporations. The second is 
one covering plans adopted by a partnership or 
an unincorporated organization in which no part­
ner or owner has more than a 10% interest in the 
assets or the profits of the organization. The third 
is one covering all other unincorporated organiza­
tions. The second and third categories are new 
ones that have been created by H. R. 10 and in 
each a partner is treated as an employee for the 
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purpose of establishing retirement plans. These 
two new categories draw a distinction between 
big and small unincorporated organizations. All 
partnerships with nine or less partners will have 
a partner who has more than a 10% interest 
and will, therefore, fall into the third category. 
Only a partnership with ten or more partners 
can possibly qualify in the second category as a 
firm in which no person has more than a 10% 
interest in the assets or profits. This distinction 
between large and small unincorporated organiza­
tions is not merely one of terminology. The sub­
stantive provisions of the law differ depending 
on the category into which an organization falls. 
Corporations receive more favorable treatment 
than partnerships and large partnerships receive 
more favorable treatment than small partner­
ships. The discrimination against the self-em­
ployed still remains and it is particularly severe 
for the small partnerships. 

Perhaps the best way to understand the re­
strictive provisions of H. R. 10 is to look at the 
requirements imposed by law upon retirement 
plans and compare how these requirements differ 
from category to category. 

Coverage 
The number of persons covered by a retire­

ment plan has an important effect upon its costs. 
The law for years has required that employees 
must be covered on a non-discriminatory basis, 
but the rules against discrimination have not 
been too hard to live with. 

Plans adopted by corporations have tradi­
tionally been permitted to exclude from cover~ge 
part-time and seasonal employees - those who 
work less than 20 hours a week or 5 months a 
year. This right is also granted by H. R. 10 "to 
both large and small partnerships. 

Plans adopted by corporations also have 
traditionally been permitted to exclude from cov­
erage employees with less than 5 years of service 
and those who have not reached a particular age. 
Many corporate plans, for example, require for 
eligibility 5 years of service, plus the attainment 
of age 30 for males or age 35 for females . By 
adopting such provisions a corporation may cut 
down its coverage substantially and thereby reduce 
the costs of its retirement plan. Corporations may 
continue to use such eligibility tests. Large part­
nerships without a 10% partner may also do so. 
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However, small partnerships which have a 10% 
partner may not do so. They will be required to 
cover all employees with 3 years or more of serv­
ice and will not be able to exclude employees 
with 3 or more years of service who have not 
reached some minimum age. As a result, small 
partnerships which wish to adopt a plan covering 
their partners will in most cases have to cover 
a larger percentage of their employees than do 
large partnerships or corporations. 

Corporations also have traditionally been per­
mitted to limit the coverage of their plans by ex­
cluding from coverage hourly paid workers and 
by covering only salaried employees. This device 
for limiting coverage will be available to corpora­
tions and to large partnerships who do not have 
a 10% partner. However, a small partnership 
which has a 10% partner will not be able to use 

' this device to exclude from coverage anyone 
who has three or more years of service. This rule 
will also force small partnerships to cover a larger 
percentage of their employees than large partner­

ships or corporations. 

One point in connection with such means of 
limiting coverage should be borne in mind. If a 
group desires to adopt a years of service test for 
eligibility, the test must apply to both partners 
and employees. A group will not be permitted 
to adopt a rule requiring for eligibility 3 years 
of service by an employee and 1 year of service 
by a partner. However, there is no prohibition 

'·against counting for the purpose of establishing 
eligibility for either partners or employees years 
of service with the partnership prior to the pas-

, , sage of H. R . 10. The same result would not 
ensue were a group to reorganize under one of 
the professional association or corporation acts. 
If a group were to do so, the years of service 
with the prior partnership could be counted by 
employees for the purpose of establishing eligi­
bility but could not be counted by partners for this 
purpose. Thus, groups who reorganize under pro­
fessional association or corporation acts will not 
be able to adopt a years of service test for eligibil­
ity unless the physicians who were formerly part­
ners are willing to wait for coverage of themselves 
until they have served a probationary period as 
employees of the professional association or cor­

poration. 
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The only way for a group to avoid these 
restrictive rules on cover·age and to have a plan 
covering only physicians is to adopt a policy of 
discharging each non-professional employee just 
before he has had 3 years of service with the 
group. Obviously, this is hardly a practical per­
sonnel policy to follow. 

There is another requirement with respect to 

coverage that applies to a small partnership with 
a 10% partner. If a partner or a group of partners 
in such a partnership owns more than a 50% 
interest in the capital or profits of another part­
nership, the first partnership cannot adopt a plan 
covering its partners unless the second partner­
ship also adopts a plan covering its employees 
and the plan provides for the employees of the 
second partnership benefits as favorable as those 
provided for the employees of the first partner­
ship and its partners. This requirement will prevent 
a small medical group from excluding its non­
professional personnel from coverage by forming 
two partnerships - one of which practices medi­
cine, and ·the other of which owns the equipment, 
employs the non-professional personnel and makes 
both available to the first partnership for a fee. 
Whether the result would be the same were the 
second firm a corporation rather than a partner­

ship is uncertain. 

One final provision with respect to coverage 
should be mentioned. If a small partnership 
adopts a retirement plan, no contribution or bene­
fit may be made or provided for a 10% partner 
unless he consents thereto. As a result, a small 
partnership will be able to allow each partner 
who has more than a 10% interest in the capital 
or profits to ~ecide whether or not he wishes 
to be covered under its plan. The Act contains 
no comparable provision for partnerships which 
have no 10% partner. If any such partnership 
desires to adopt a plan covering any partner, I 
am afraid it will have to cover all partners on a 
non-discriminatory basis and will not be permit­
ted to allow each partner to decide whether or 

not he wishes to be covered. 

Vesting 
Vesting is a convenient word used to de­

scribe what happens to contributions made to a 
qualified retirement plan for an employee who 
quits or is discharged prior to his normal retire­
ment date. It is not uncommon to provide in re-

. Continued 
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tirement plans that such an employee forfeits all 
or part of what has been contributed for him un­
less he has been employed a specified number of 
years. For example, a plan might provide that an 
employee who quits or is discharged before he 
has been under the plan one year takes noth­
ing with him, and that for each year of coverage 
under the plan in excess of one he takes 10% 
of the contributions made for his benefit. Forfeit­
ures resulting from such a provision catJ. amount 
to a considerable sum of money where a firm 
has a large number of women employees who 
normally quit when they get married. Such sums 
can be used to considerable advantage in the case 
of both pension and profit sharing plans to re­
duce future contributions by the employer or, in 
the case of profit sharing plans, to increase the 
benefits for those employees who remain until 
normal retirement date. Corporations and large 
partnerships which do not have a 10% par.tner 
are free to adopt such vesting provisions if they 
so desire. However, small partnerships with a 10% 
partner must provide in their plans that contribu­
tions for their employees are non-forfeitable when 
made. H. R. 10 does contain a provision that the 
Secretary of the Treasury by regulations may re­
lieve small partnerships from this provision if ap­
propriate provision is made to prevent forfeitures 
from accruing to the beneft of partners and highly 
compensated employees. When the Secretary of 
the Treasury will get around to issuing such regu­
lations, no one can tell. 

While these requirements for vesting may in­
crease costs for small groups, they probably are 
not very different from those most clinics would 
end up with if they were free to adopt a plan 
without reference to the provisions of H. R. 10. 
Most partners would object to a provision in a 
plan stating that if they resigned from the partner­
ship, they are not entitled to 100% of what has 
been contributed to a retirement plan for their 
benefit. Under the law as it existed prior to the 
passage of H . R. 10, contributions for all em­
ployees had to be non-forfeitable when made, 
if they were non-forfeitable for .any employee 
w.P.en made. Therefore, if partnerships had been 
allowed to adopt retirement plans covering part­
ners before the pa<;sage of H. R. 1 0, I am sure 
most such plans would have provided contribu­
tions for everyone are fully vested when made. 
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Integration 
Another way to cut down the cost of a retire­

ment plan .and to have a large percentage of the 
employer's contributions provide benefits for 
highly paid employees is to integrate it with social 
security. While integration is a complicated mat­
ter, basically it means that benefits, both from 
the retirement plan a~d social security, are uni­
formly proportionate to salary. Under an inte­
grated plan, .an employer may elect to make no 
contribution with respect to the first $4800 paid 
to each employee - the amount subject to social 
security tax - provided the benefits payable on 
that part of an employee's salary over $4800 do 
not exceed certain limits. Corporations and large 
partnerships with no 10% partner may adopt 
integrated plans provided they meet these tragi­
tiona! requirements for integration. In addition, 
H. R. 10 allows medical partnerships to assume 
that their physician-partners are subject to soc~al 
security for the purpose of meeting the traditional 
requirement of integration. Small partnerships 
with a 10% partner will, however, be permitted 
to adopt integrated plans only if they meet re­
quirements more strict than the traditional ones 
and in addition only if not more than 1h of each 
annual contribution is made for the benefit of 
10% partners. This additional requirement means 
that small partnerships will have less freedom of 
action· when using integration in an attempt to 
maximize contributions for the benefit of phys­
icians. 

Contributions by Employer 
A corporation may contribute to a pen~ion 

plan so much as is necessary to pay the cost 
of the plan, to a profit sharing plan up to 15% 
of the payroll of the covered employees, and'• to 
a combined pension and profit sharing plan up 
to 25% of the payroll of the covered employees. 

These rules limiting corporate contributions 
have not been changed and will apply to contribu­
tions by partnerships for the benefit of their em­
ployees. They will also apply to partnership con­
tributions for the benefit of persons who are not 
10% par·tners. But for persons who are 10% part­
ners, no more than the lesser of 10% of earned 
income or $2500 may be contributed annually 
and, if a person is a 10% partner in two firms, 
the limitation appl ies to the aggregate of the two 
contributions made by bofh fi rms on his :phalf. 
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Earn,ed income to which the 10% limitation on 
contributions applies is, in the case of a phy­
sician, his share of the partnership's net income. 
Earned income does not include sums received 
as rent, interest, ·or dividends. 

A corporation is allowed to deduct in com­
puting its income subject to federal income taxes 
the entire amount it contributes to a qualified 
retirement plan so long as the contributions are 
within the over-all limits set forth above. Both 
large and small partnerships may do likewise with 
respect to contributions on behalf of employees. 
However, a partnership, whether large or small, 
may deduct with respect to a contribution made 
on behalf of a partner only 50% of the contribu­
tion or $1250, whichever is the smaller. 

From the foregoing it can be seen that if a 
partnership adopts a plan calling for an annual 
contribution of 10% of salary or earned income 

, of all covered employees and partners, it may 
contribute for a partner whose earned income is 
$30,000 a year $3000 if he is not a 10% partner, 
but only $2500 if he is a 10% partner. But no 
matter what the contribution may be, the firm 
may not deduct more than $1250 in any year. 

One further point with respect to employer 
contributions should be mentioned. ~Tot only 
must they be non-discriminatory as between em­
ployees and partners, but also they must be non­
discriminatory between partners. In other words, 
it will not be possible to let each partner decide 
what percentage of his earned income will be con­
tributed to a retirement plan for his benefit. The 
contribution will have to be computed on the 

<,same basis for each partner (except for 10% 
partners who elect not to be covered) and cannot 
be more favorable to partners than to employees. 

1 Contributions by Employees 
Contributory retirement plans under which the 

employee contributes part of the cost of the bene­
fits are not uncommon. Employee contributions 
upder such plans are not, of course, deductible 
in computing the employees' income taxes. There 
are certain restrictions on such employee con­
tributions to corporate plans to insure that top 
executives will not contribute a greater percent­
age of salary than lower paid employees. Partners 
in large partnerships will be subject to these rather 
innocuous restrictions. However, partners in a 
small partnership will be prohibited, in addition, 
from cqntributing in any year more than the 
lesser of $2500 or 10% of their earned income. 
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Plan Administration 
A corporation can name anyone it wants to 

act as trustee of its retirement plan. A large 
partnership with no 10% partner may do likewise. 
However, a small partnership with a 10% partner 
must name a bank as trustee, except in cases 
where the fund is invested exclusively in annuity, 
endowment, or life insurance contracts, in cases 
where the fund is invested exclusively in mutual 
funds and a bank is named as custodian to hold 
the securities, and in cases where the fund is in­
vested in a new type of government bond autho­
rized by H. R. 10. 

It is not uncommon for retirement plans to 
invest in insurance contracts. A type of policy 
frequently used is one providing $1000 of life 
insurance for each $10 of retirement income 
provided. If a corporation's plan invests in in­
surance contracts of such a nature, the corpora­
tion gets a ·deduction for sums contributed for 
the purpose of paying premiums on the: insurance 
contracts, but the persons on whose lives the 
insurance contracts are purchased must include 
as income an amount equal to the cost of pro­
viding a comparable amount of term life insur­
ance. This same rule will apply when partnerships 
buy insurance contracts of such a nature for their 
employees. However, if a partnership, whether 
large or small, causes its plan to buy insurance 
contracts of such a nature for its partners, the 
amount of its contribution allocated for such pur­
pose is not deductible in computing the partners' 
federal income taxes. 

One advantage that some medical groups have 
hoped to obtain from a retirement plan is to have 
the plan eventually own the groups' building. If 
this is done,. new partners will be able to buy 
in and deceased or retired partners can be bought 
out at substantially lower prices. There are no 

. prohibitions against a plan owning a clinic build­
ing whether the group be a corporation, a large 
partnership, or a small partnership. There are, 
however, restrictions on a plan's right ,to purchase 
such building fmm the group or a building cor­
poration owned by the group. Plans established 
by small partnerships may not do so under any 
circumstances and those established by large part­
nerships and corporations may do so only if they 
pay a fai r price for the building. 
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Distribution Dates 

Under corporate retirement plans the trustee 

is usually given broad discretion to determine the 

method of distribution best suited to each indi­

vidual's needs. Such discretion is severely limited 

in connection with distributions to partners in 

big and small firms. In the case of a .partner who 

does not have a 10% interest, his entire interest 

must be distributed to him not later than the 

year in which he becomes 70'h or the year in 

which he retires, whichever is later. In the case 

of a 10% partner, his entire interest must be dis­

tributed to him not later than the year in which 

he becomes 70'h . The Act authorizes the issuance 

of regulations permitting installment payments be­

ginning on such dates and continuing over a 

period not extending beyond the life expectancy 

of the partner or the partner and his wife. 

The Act also requires plans to provide that 

no benefit may be paid to a 10% partner prior 

to the t ime he reaches 59 'h , except in case he 

becomes disabled. This will prevent distributions 

to 10% partners for emergency purposes, on early 

retirement or on termination of the plan unless 

such partner has reached 59'h years of age. 

Installment Distributions 

If an employee covered by a corporate plan 

to which he has not contributed receives install­

ment payments over a period of years, the entire 

amount of each distribution is taxable as ordinary 

income. Partners in both big and small partner­

ships will receive more favorable treatment. Since 

only half of their annual contributions will have 

been deductible in computing their income taxes, 

they will have paid for out of tax paid income 

half of what they receive. Therefore, in most 

cases only half of each installment will be taxable 

income to a partner or other self-employed person. 

Lump Sum Distributions 

A beneficiary of a corporate retirement plan 

who is paid his entire interest under the plan in 

the year in which his employment is terminated 

by retirement or otherwise may treat the sums 

so received as capital gains. This rule for corporate 

employees remains the same and it will apply to 

employees of partnerships. The tax treatment of 

lump sum distributions to a partner whether of 

a big or small firm is quite different. In any year 

in which a partner receives a lump sum distribu­

tion, he computes what his additional tax would 

be if he added 1 I 5 of the distribution to his 

taxable income. The tax that he must actually 
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pay is 5 times the additional tax so computed. 

This rule is subject to certain limitation designed 

to prevent a partner from escaping tax on such 

distributions by making charitable contributions 

or other expenditures that are deductible in com­

puting his personal income taxes. 

This rule for the taxability of lump sum dis- · 

tributions to partners may not be as burdensome 

as it sounds at first blush and may even give 

partners an advantage over corporate employees 

in sime situations. In the first place it only ap­

plies to so much of a lump sum distribution as 

is •attributable to contributions made while he was 

a partner. So much of such a distribution as re­

sults from contributions made while a person was 

an ·employee, prior to becommg a partner, is still 

eligible for capital gains treatment. In the second 

place, half of most distributions to a partner will 

not be taxable income in any event as it has been 

purchased with tax-paid dollars - the half c f 

each annual contribution which is not deductible. 

Estate Taxes 
Distributions from a corporate retirement plan 

made after an employee's death to his heirs (but 

not to his estate) are not considered part of such 

employee's estate for federal estate tax purposes 

except to the extent he has contributed to the 

cost thereof. Well-to-do executives have often re­

duced estate taxes by leaving intact until their 

deaths sums accumulated in retirement plans for 

their benefit and by living off other assets follow­

ing retirement. 
The Act provides that this exemption from 

estate taxes is not available to partners of either 

large or small firms. 
Other Fringe Benefits 

Not only does H. R. 10 discriminate against 

the self-employed with respect to retirement plans 

for their benefit, it also discriminates against them 

with respect to other fringe benefits. Among the 

fringe benefits that are available to corporate em­

ployees are the following : 
1. Insurance programs providing group life 

insurance, group accident and disability insur­

ance, or group health insurance can be established 

for all employees. Premiums paid for such insur­

ance are deductible when computing a cor­

poration's federal income taxes and will not be 

taxable income .to the employees. 
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2. A plan can be established providing for 

payments to employees who become sick or dis­

abled. If such a plan is adopted, the payments to 

the employe_es ,will be deductible in computing 

the corporatiOn s federal income taxes and up to 

$100 ~er week may be excluded by eac[l em­

ployee ID computing his income subject to federal 

mcome taxes. 

3. On_ the death of an employee up to $5000 

m~y be paid to the widow, estate, or designated 

heirs of an employee, and such sum will be de­

?uctible in computing the corporation's federal 

mcome taxes but will not be taxable income to 

the recipient. 

~ . H. R. 10 contains specific provisions to make 

1t clear that if a partner in a partnership, whether 

large or small, or his heirs receives either type 

,. of payment referred to in paragraphs 2 or 3 abo 
th ve, 

e. sums so received consti tute taxable income. 

While the Act does not specifically provide that a 

~artnership will not be able to pay premiums on 

life, health, and accident insurance taken out for 

th~ b~nefit of a partner and deduct the premiums 

paid m computing federal income taxes and that 

~he ?artner will have to include such ~remiums 
m his ~axable income, I believe the Treasury will 

try to mterpret the law so as to reach that result. 

Th~ con~rary result in the case of health and 

accident msurance would not in any event be of 

m~ch help to partners, for while payments re­

~eived under such policies are not taxable income 

"If the recipient has paid the premiums, such pay­

ments are taxable income to the recipient if his 

employer has paid the premiums thereon and if 

the payment does not come under a plan of the 

{' type described in paragraph 2 above. 

The Verdict for H. R. 10 

. H. R. 10 is a step in the direction of provid­

mg tax equality for the self-employed. But it is 

only a step and not a very big one. From what 

has been ~~id it seems obvious that any medical 

group desmng to establish a retirement plan will 

be better off from a tax point of view if it in­

corp~rates than if it proceeds under H . R. 1 0; 

prov1ded, of course, the Treasury will perm it it 

to be taxed as a corporation . The provisions of 

H. R. 10 outlined above placing restrictions on 

retirement plans and denying other fringe benefits 
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bear out t~is conclusion, but in the final analysis 

t~ey are little m~re than annoyances. The prin­

cipal problem With H. R. 10 is that there is 

allowed as a deduction in computing federal in­

come taxes only 50% of what is contributed for 

each ?artner and that the deduction cannot ex­

ceed m any year the smaller of 50% of each 

partner's earn~d income or $1250. A comparison 

of the tax savmgs at various income levels under 

H. R. 10 and under' corporate plans will demon­

strate the accuracy of this conclusion. In the ex­

amp!es i_t is assumed the person involved has no 

o~ ts1~e mcome, that he files a joint return with 

h1s WI_fe , that 10% of his income or $2500, which­

ever IS the smaller, will be contributed to the 

plan, and that no state income taxes are payable. 

Several conclusions can be drawn from an 

examination of these figures as follows: 

1. lf an H . R. 10 plan is adopted, it wil l 

have to cover on a non-discriminatory basis non­

professional personnel as well as physicians. If 

I 0% of the salaries of physicians is contributed to 

a ~- ~- 10 plan, 10% of the salaries of non­

professiOnal personnel covered by the plan will 

also ~ave to be contributed. While the amount 

contnbuted for the benefit of non-partners will 

all be deductible in computing federal income 

taxes, it will of course decrease by the same 

amount the sums available for distribution to 

partners . ~he reduction in a partner's take home 

pay r~sultmg from such coverage has not been 

taken mto account in making the calculations set 

for th above and will , of course, vary from group 

to group. My guess is that for a group which 

h_as a 10% partner and one or more non-profes­

SIOnals for each physician, the contributions for 

~on-partners will equal or exceed the tax sav­

mgs of partners resulting from contributions made 

for their o_wn benefit. However, if a group al­

re~dy has m effect or plans to place in effect a 

retirement plan covering its non-professionals it 

may be possible to expand such plan to co~er 
partners at little additional cost. 

2. If an _H. R. 10 plan is adopted, the 

amounts contnbuted to it for partners will not 

be ~vai l able to them until they retire. Anyone 

earnmg between $25,000 and $45,000 a year who 

makes the maximum an nual contribution for his 
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Without any Plan Witb H. R. 10 Plan With Corp. Plan 

1. Taxable income 
Federal income taxes 

Spendable income 

$16,000 
3,920 

12,080 

Net income Net income 

Less contribution Less contribution 

Federal income taxes 
Spendable income 

Tax saving 

$16,000 
1,600 

14,400 
3,680 

$10,720 
$240 

Federal income taxes 
Spendable inc. 
Tax saving 

$16,000 
1,600 

14,400 
3,440 

$10,950 
$480 

2. Taxable income 
Federal income taxes 

Spendable income 

$25,000 
7,230 

17,770 

Net income 
Less contribution 

$25,000 
2,500 

Net income 
Less contribution 

$25,000 
2,500 

Federal income taxes 

Spendable income 
Tax saving 

22,500 
6,705 

$15,795 
$525 

Federal income taxes 

Spendable income 
Tax Saving 

22,500 
6,230 

$16,270 
$1,000 

3. Taxable income 
Federal income taxes 

Spendable income 

4. Taxable income 
Federal income taxes 

Spendable income 

$35,000 
11,900 
23,100 

$45,000 
17,340 
27,660 

Net income 
Less contribution 

Federal income taxes 

Spendable income 
Tax saving 

Net income 
Less contribution 

Federal income taxes 

Spendable income 
Tax saving 

own benefit of $2,500 should realize that while 

his federal income taxes will be cut somewhere 

between $525 and $720 per year, his spendable 

income will be cut somewhere between $1,600 

and $2,000 a year before considering the effect 

on his spendable income of contributions he must 

make for his employees. Unless he is prepared to 

cut his personal expenses or cut his expenditures 

for other forms of savings, such as life insur­

ance, he may have trouble adjusting to such a 

reduction in spendable income. 

3. If a medical group incorporates and if 

it is treated as a corporation for tax purposes, 

it will have to face both of the problems mentioned 

in the two preceding paragraphs. However, if such 

problems can be resolved, the tax savings for a 

corporate retirement plan will be greater and they 

will increase as the partner's income increases 

above $25,000 per year. Moreover, the amounts 

contributed annually for physicians whose salaries 

exceed $25,000 will be in excess of $2500 and 

yet such additional contributions will not result 

in any appreciable decrease in a physician's spend­

able income over what it would be under an H. R. 

10 plan. 

$35,000 
2,500 

32,500 
11,275 

$21,225 
$625 

$45,000 
2,500 

42,500 
16,620 

$25,880 
$720 

Net income 
Less contribution 

Federal income taxes 
Spendable income 

Tax saving 

Net income 
Less contribution 

Federal income taxes 

Spendable income 
Tax saving 

$35,000 
3,500 

31,500 
10,165 

$21,3}5 
$1,735 

$45,000 
4,500 

40,500 
14,800 

$25,700 
$2,540 

4. If a physician has no employees, he can 

adopt an H. R. 10 plan which covers only himself, 

obtain a reduction in his current federal income 

taxes, and have the earnings and capital gains 

realized from his contributions accumulate on a 

tax-free basis. Such a physician should, however, 

realize that at best he has only deferred feqeral 

income taxes on one-half of the sums paid into 

the plan and on his share of the income and 

capital gains of the plan. Federal income taxes, on 

such sums will have to be paid when such sums 

are drawn out of the plan, and a physician must 

start to draw them out of the plan no later than 

the year in which he reaches age 701h. Nothing 

will have been gained by a physician if such sums 

are drawn out of the plan at a time when his top 

federal income tax bracket is higher than when 

the sums were paid in. Therefore, if a physician 

is to go into such a plan, he should be prepared 

to restrict his practice and income when he begins 

to draw sums out of the plan, and in any event 

he should be prepared to restrict his practice and 

income no later than the year in which he reaches 

age 70~, in which year he must begin to draw 
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down such sums. 

5. The earnings from sums contributed to an 

H. R. 10 plan are not subject to federal income 

taxes. The magic of compound interest will, 

therefore, produce a larger sum for a physician 

under an H. R. 10 plan than if he invested the 

sums m securities whose income is subject to 

federal income taxes. However, practically the 

same result may be obtained for a physician by 

investing his savings in tax exempt municipal 

bonds. The one advantage investment-wise to 

be obtained from an H. R. 1 0 plan is that it 

affords a wider choice of investments and per­

mits a physician to invest in common stocks 

with substantial growth potentials. 

, 6. If a physician lives in a state which has 

a state income tax, he should check to . see 

whether or not the income tax laws of his state 

, have been amended to conform to H. R. 10. If 

they have not, he should reaJ.ize that the sums 

contributed to the plan for his benefit probably 

will not be deductible for state income tax pur­

poses. To date no state has amended its income 

tax laws so as to conform to R. R. 10. 

Prospects for Professional 

Associations and Corporations 

There have been 20 states that have passed 

statutes in the past two years permitting the for­

mation of professional associations and corpora­

Jions by physicians and members of other pro­

fess ions and three other states have taken similar 

action by an Attorney General's opinion or court 

~ order. Several hundred groups have organized 

under these statutes and applied for permission 

to be taxed as corporations. To the best of my 

knowledge all of such applications (save one) are 

still sitting in Washington waiting for a decision 

by the Treasury. 

I think it is clear the Treasury has been sit­

ting on these applications hoping the passage of 

H. R. 10 would take the pressure off it to 

approve them. It said as much in 1960 when it 

submitted its substitute for H . R. 10. Then it said 

its substitute "would eliminate the problems now 

resulting from attempts by partnerships to secure 

~lassification as a corporation for tax purposes 

m order to be eligible for coverage in qualified 

tax plans." This result might have ensued if 

H. R. 10 had not taken such a restrictive form. 

But with H. R. 10 passed in such a restrictive 

form, I am sure many professional groups will 

continue their efforts to be taxed as corporations 

in order to obtain more favorable tax treatment. 

I venture to guess that the Treasury will con­

tinue to view such efforts with a jaundiced eye 

and will not readily grant them their wishes at 

the administrative level. However, I will predic ', 

as I have in the past, that any group which 

organizes under a professional corporation act 

(as distinguished from a professional association 

act) and takes the Treasury to court on its eligibil­

ity to be taxed as a corporation is going to ad­

~inister a resounding defeat to the Treasury, 

JUSt as was done in the Kintner and Galt cases. 

Also I believe that we have not heard the 

end of the Treasury proposals - particularly the 

one to make corporations with a 10% stockholder 

subject to all the restrictive provisions of H. R. 

10. If tax reform becomes a major piece of Con­

gressional business in 1963, as the President has 

requested, I feel sure the Treasury will again 

urge adoption of its proposals which were rejected 

last month. If its proposals become law so that 

corporations with 10% stockholders become 

subject to the restrictive provisions of H. R. 10, 

then there will no longer be any reasons from a 

tax point of view to organize as a professional 

association or corporation, unless your group is 

large enough so that it has no 10% stockholder 

or partner. 
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REPORr ON H. R. 10 

Following our entry into Horld War II and the ensuing rapid 

rise in personal income tax rates to astronomical heights, deferred 

compensation plans and other fringe benefits became an accepted way 

of corporate life. Wage and salary stabilization regulations during 

World Uar II and again during the Korean episode helped to achieve 

this result by permitting the installation of deferred compensation 

plans and the granting of other fringe benefits in many instances 

,.,here direct wage and salary increases were prohibited. The final 

push has come from the fantastic rise in personal incomes during the 

1950's and the failure of federal income tax rates to drop. 

Professional men have long felt that the tax laws dealt 

inequitably with them by denying to the self-employed the advantages 

of deferred compensation plans and other fringe benefits. But in 

the early 1950's they saw· two rays of hope to end this inequity. 

The first uas H. R. 10, first introduced into Congress in 1951, which 

would have permitted the self-employed to establish deferred compen­

sation plans for their oun benefit. The second lras the decision in 

October 1952 in Kintner vs. United States, 107 F. Supp. 976, which 

held that a group of physicians could organize as an unincorporated 

association and establish a retirement plan covering its associates 

who had formerly been partners. 

Today, some tlrelve years after H. R. 10 ilas first introduced 

into Congress, it must be admitted that these two rays of hope have 
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proved to be little more than mirages. Their failure to produce results 

has been due not to the inactivity of professional people but rather 

to the deliberate and, in at least one instance, probably illegal 

activities and attitudes of the Internal Revenue Service and the 

Treasury Department. Such activities and attitudes cannot be identi­

fied with any political party. They have remained the same no matter 

which party has been in power. 

A short review of the development of these activities and 

attitudes is essential to an understanding of the shortcomings of 

H. R. 10. 

THE KINTNER D1VEI..OPMENTS 

By 1950 there were a considerable number of medical clinics 

throughout the country that were not incorporated but that were being 

taxed as corporations. In fact prior to 1950 the Treasury was attacking 

clinics on the ground they should be taxed as corporations and was 

successful in establishing this position in the only case involving 

a medical clinic reported prior to 1950 ~Pelton vs. Commissioner, 

82 F.(2d) 473 (193627. Some of these had adopted deferred compensation 

plans and other fringe benefits covering persons whoj under present 

Treasury opinion, would probably be regarded as partners and had 

received approval of such plans from the IRS. And as a result of the 

wide publicity given to the Kintner case, a constantly increasing number 

of professional people have been looking for ways and means to do like­

lTise. 

However, some time about 1950 the Treasury reversed its posi­

tion and took the position that unincorporated groups of professional 
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men w·ere not eligible to be taxed as corporations or to adopt deferred 

compensation plans covering themselves. The Treasury suffered tvro 

smashing defeats in its attempt to establish this position through 

litigation (See Kintner vs. U. s., 216 F.(2d) 418 and Galt vs. u. s., 

175 F. Supp. 360). 

At this point the Treasury turned from litigation to regulation 

to accomplish its ends and issued in November 1960 its association 

regulations, commonly referred to as the Kintner regulations (Treas • 

Reg. Sec. 301.7701-2). These regulations were a complete capitulation 

to the oil, real estate, and theater syndicates who do not wish to be 

taxed as corporations. (See "Effect of Regulations on Real Estate 

Syndicates" on p. 1065 of NYU 19th Institute on Federal Tax, by Edward 

C. Rustigan, who ,.,as formerly on the legal staff of the Treasury and one 

of the drafters of the Kintner regulations. ) They vrere also a humiliat­

ing defeat for the professional men lrho wish to be so taxed. They are 

clearly an attempt to overthrm., the court decisions in the Kintner and 

~ cases, for in vie1-r of their statements that organizations subject 

to the Uniform Partnership Act cannot meet the tests of continuity of 

life, centralized management, and limited liability, it is clear that 

the organizations involved in the Kintner and~ cases "'vould not be 

eligible to be taxed as corporations under the Kintner regulations. 

Moreover, as has been said by the Chief of Staff to Joint Committee 

on Internal Revenue Taxation, there is "strong doubt as to whether such 

regulations are justified under the existing l ai-r as construed by the 

courts." 
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The Kintner regulations, however, contained a provision that 

suggested a vray to get around the Treasury opposition. It stated that 

state law "governs in determining whether the legal relationships lvhich 

have been established in the formation of an organization are such that 

the standards are met. 11 Treasury officials have stated they adopted 

this approach because if they took the approach that the provisions of 

the documents govern, professional people vmuld be free to choose for 

themselves whether or not they would be taxed as a corporation and 

because they >Jere unwilling to grant this choice to professional men. 

But the Treasury either overl ooked or ignored the trap it laid for 

itself by providing that state law governs. If state lav governs, it 

can be changed and will readily be changed by state legislatures which 

are quite sympathetic to pleas for help to reduce the federal tax burden 

of the citizens of their states. Before the ink was hardly dry on the 

Kintner regulations, state l egislatures and other state officials began 

to act. To date 20 state legislatures (A~abama, Arizona, Arkansas, 

Connecticut, Florida, Georgia, Illinois, Kentucky, Michigan, Minnesota, 

New Jersey, Ohio, Oklahoma, Pennsylvania, South Carolina, South Dakota, 

Tennessee, Texas, Virginia, and \-lisconsin) have passed la~vs designed 

to help one or more professions get around the Kintner regulations; 

the attorneys general of 3 states (Michigan, Ohio, and Pennsylvania) 

have issued rulings to the effect that professional men may organize 

under the limited partnership association acts which have been on the 

books of those states since the 19th century; and two state supreme 

courts (Colorado and Florida) have issued opinionc affecting lalvyers. 

The states are still continuing to act. So far in 1963 bills affecting 
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one or more professions have been introduced in 9 state legislatures 

(California, Massachusetts, Minnesota, Missouri, Montana, New Mexico, 

Rhode Island, South Dakota, and Hyoming). 

A large number of professional groups have organized under 

these statutes and filed applications under Revenue Procedure 61-11 

to be taxed as corporations. Only one such application has been 

acted upon -- that of the Colony Medical Group, 1·Thich was organized 

under a Connecticut statute permitting the incorporation of physicians 

and passed some years prior to the issuance of the Kintner regulations. 

(CCH Pension Plan Guide, Par. 16.312.) The ruling holds th.~t the Colony 

Medical Group is eligible to be taxed as a corporation and ttat the 

physicians who were partners in the predecessor organization are employees 

for whom a deferred compensation plan may be established. If this ruling 

vTere indicative of the current thinking of the •rreasury and the IRS, 

professional men in the tw·enty odd states vrhich have so far f:tcted would 

be out of the vroods for the statutes in those states are, or could by 

simple amendment be made, sufficiently simjlar to the Connecticut 

statute to bring groups organized under them 1-rithin the Colony Ivledical 

Group ruling. However, the Colony Medical Group ruling was issued on 

March 2, 1961, before a single state had acted and before the Treasury 

and the IRS really knevr what they vrere in for. 'rhe lack of action since 

that time, despite the large number of applications on hand, indicates 

that the Treasury and the IRS are taking a nevr look at the situation. 

What the final outcome will be is uncertain. But if the viet·Ts 

expressed in informal conferences and past attitudes are indications of 

things to come, it can be predicted that the Treasury and the IRS 1-~ll 
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use the technicalities of the Kintner regulations to deny corporate 

status in every possible case. 

If the Treasury and the IRS deny corporate status to groups 

organized under these nev state statutes, they uill probably suffer 

further defeats in the l itigation that will inevitably ensue. It 

might be said in support of such denial that Congress by denying in 

Subchapter R the right of professional men to be taxed as a cor poration 

thereunder intended they should nE:,rer be taxed as a corporation. But 

if this be so, why do the Kintner regulations contain Example 1 in 

which a group of physicians organized under the laws of a state which 

has the proper provisions in its latvs are allowed to be taxed as a 

corporation? This vrould seem to indicate there is no such policy. 

Moreover, how can the Treasury and the IRS say that all groups organized 

under a particular state professional corporation act are not corpora­

tions? Since the Internal Revenue Code contains no definition of the 

term "corporation" and since authority to create corporations is vested 

in the states, it would appear that the CoC.e has accepted state termin­

ology. (Compare !d...:._S. vs. Cambr:i~'lge Loan & Bu.:ilding Co., 278 U.S. 55.) 

MOreover, if the Treasury and the IRS refuse to accept state terminology, 

taxpayers will undoubtedly take a similar position vlhen claims for personal 

holding company surtax and accumulated earnings surtax are asserted 

against them. Finally the Treasury and the IRS 1vould appear to be 

precluded from taking the position that the professions may not do 

business in corporate form because the courts have rejected this argu-

ment (see U.S. vs. Kintner and Pelton vs. Commissioner, supra) and 
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because in Revenue Ruling 57-546 it was announced that the "usual 

tests" vould be applied to professional groups. The Government's 

dilemma is obvious. 

If corporate status is denied on the basis of the wording 

of a state statute under ivhich a group is organized, the state 1vill 

probably amend its statute to meet the objection. ~linr~esota has 

already taken a step in this direction. It has amended in 1963 its 

professional corporation act passed in 1961 for fear that the 1961 act 

did not meet the tests of limited liabi.li t.y Find transferability of 

interests. 

The solution to the problem thus may depend on the ultimate 

winner in a contest of u-its between state legislatures on the one hand 

and the Treasury and the IRS on the other. The absurdity of this situa­

tion is obvious. The Treasury should either admit that the state statutes 

have accomplished the purpose for vThich they were passed or wi thdra\·T that 

part of the Kintner regulations which provides that state lav determines 

'tvhether or not a group is eligible to be taxed as a corporation. Its 

failure to do so indicates the Treasury will go to almost any length 

to deny tax equality to professional men. 

THE H. R. 10 DEVELOPMENTS 

H. R. 10 as originally introduced in 1951 was quite simple 

and bore little or no resenblance to the Self-Employed Individuals Tax 

Retirement Act of 1962. It provided that the self-employed could 

deduct, in computing their income subject to f ederal income taxes, 

amounts deposited in funds to provide retirement income for themselves . 
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The deduction for each individual for any one yeer was limited in 

various vTays in the various bills introduced over the years but was 

general ly thought to be 10% of an individual's income or a stated figure 

such as $5,000, whichever was the smaller. There were certain provisions 

in these bills governing the use that could be made of the fund to make 

sure it was used for retirement, disability, or death benefits but fe>-r 

other restrictions. More or less in such form H. R. 10 passed the 

House in 1957 and again in 1959, in each case over the objections of 

the Treasury. (See Rapp, The Quest for Tax Equality for Private Pension 

Plans, 14 Tax L. Re;;.r. 55.) 

Toward the end of 1959 the Senate Finance Committee requested 

the Treasury to present a substitute for H. R. 10 'l·rhich -vrould grant the 

self-employed some tax equality and vrould be acceptable to the Treasury. 

This request was under consideration in the Treasury at the same time 

as the Kintner regulations and the comments thereon from members of the 

public. Treasury officials frankly admitted that the two subjects 

vrere considered together and that the Treasury's aim 'lvas to deny pro­

fessional men the advantages of the Kintner case and to force them to 

look to H. R. 10 for their ~ualified retirement plans. 

The Treasury's substitute for H. R. 10 'lvas presented to the 

Senate Finance Committee on April 1, 1960. (For a detailed explanation, 

see Rapp "Pensions for the Self-Employed: The Treasury Department­

Finance Committee Plan, 16 Tax L. Rev. 227.) 

In its substitute the Treasury stated that it objected to 

H. R. 10 in its original form because it permitted the self-employed 
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to make contributions to retirement plans for their mm benefits without 

making comparable contributions for the benefit of their employees. 

This, the Treasury said, vTould create a precedent for allowing individ­

uals to take tax deductions for sums set aside for retirement, even 

though historically such favorable tax treatment had been allowed only 

in the case of non-discriminatory plans for the benefit of employees. 

The Treasury feared that, on the basis of such precedent, executives 

and union members would ask for a tax deduction for sums they set 

aside for their retirement. Accordingly, the Treasury proposed that 

the self-employed should not be granted the benefits of H. R. 10 unless 

they established retirement plans covering their employees on some 

sort of a non-discriminatory basis and 1-Tith appropriate safeguards. 

If the Treasury had stopped its proposal for an alternative 

to H. R. 10 at this point, the Act would probably have passed in 1960. 

Unfortunately, the Treasury went further and made several suggestions 

for change in the then existing tax laws which would have had adverse 

effects on then existing retirement plans of corporations. 

First, the Treasury took the position that an owner-manager 

of a corporation (a term subsequently defined as one 1-rho olms more 

than 10 per cent of the voting stock of a corporation) should there­

after be treated the same as a self-employed person and that retirement 

plans adopted by corporations vl'hich had an o1mer-manager should be 

subject to all the restrictions applicable to retirement plans adopted 

by the self-employed. This vrould have meant, for example, that a cor­

poration could not contribute to its retirement plan on behalf of an 

mmer-manager more than $2500 per year. 

-9-



Second, the Treasury took the position that the capital 

gains treatment for lump sum distributions from retirement plans 1-ms 

not justified and should not be available either for retirement plans 

of the self-employed or for retirement plans of corporations. 

Third, the Treasury took the position that the exemption 

from the federal estate tax of sums paid from retirement plans to heirs 

of a deceased employee was not justified and should not be available 

either for retirement plans of the self-employed or for retirement 

plans of corporations. 

The Treasury's position was in ess ence that H. F , 10 should 

not be passed until its suggested changes in existing l aw were also 

passed. The Treasury \las insisting on a quid pro guo. 

The Senate Finance Committee reported H. R. 10 to the Senate 

on June 17, 1960, >vi th an amendment making the Treasury's first proposal 

applicable to all retirement plans and the Treasury's second and third 

proposals applicable to retirement plans for the self-employed. Largely 

because of the opposition that developed to the Treasury's first proposal, 

H. R. 10 was not brought up for final action by the vrhole Senate before 

Congress adjourned in the fall of 1960. 

However, in the 1960 debate on H. R. 10 Senator Long, an 

apponent of the bill, proposed an amendment vlhich would have alloved 

the self-~aployed to deduct only half of what he contributed for his 

benefit to a plan. The Senator stated that his proposal was in line 

1n th the principle that Congress adopted 1-1hen it set up the Civil Service 

Rei trement System under \vhich the employees and the Government each con­

tribute half of the cost and under which the employee pays his half out 

-10-



of tax-paid income. Senator Smathers> the sponsor of H. R. 10 in 

the Senate, stated before the Senate adjourned that he would accept 

the Long amendment. This \Tas the only discrimination contained in 

H. R. 10 that was not the brain child of the Treasury. 

vlhen Congress reconvened in 1961, H. R. 10 was promptly 

reintroduced. The House Hays and Means Committee acted favorably on 

the bill in May 1961 and it passed the House that summer. The Senate 

Finance Committee acted favorably in September 1961, but it did not 

come before the Senate for consideration until September 1962. When 

it came up on the Senate floor, Senator McCarthy of Minnesota ana 

Senator Gore of Tennessee induced the Senate to make the three 

Treasury proposals of 1960 applicable to corporate plans. Fortunately, 

the conferees struck these out and without them the President signed 

H. R. 10 on October 10, 1962. 

~NEQUITIES OF H. R. 10 

If H. R. 10 is vielved from the standpoint of eliminating the 

discrimination against professional men, the act must be considered 

a dismal failure. Its only significance from this point of view vTould 

be in the fact that it recognizes the discrimination against profes­

sional men and that it may form the basis for a future narrovTing of 

the discrimination. But at this time it is difficult to predict whether 

any such narrOiving vTill take the form of more tax benefits for profes­

sional men or fewer tax benefits for corporate employees. 

H. R. 10 has created three categories of qualified retire-

ment plans. The first is one covering plans adopted by corporations 
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and organizations eligible to be taxed as corporations. The second 

is one covering plans adopted by a partnership or an unincorporated 

organization in ~rhich no partner or owner has more than a 10% interest 

in the assets or the profits of the organization. The third is one 

covering all other unincorporated organizations. The second and third 

categories are n~r ones that have been created by H. R. 10 and in each 

a partner is treated as an employee for the purpose of establishing 

retirement plans. These tHo new categories draw a distinction betveen 

big and small unincorporated organizations. All partnerships with nine 

or less partners ~dll have a partner who has more than a 10% interest 

and will, therefore, fall into the third category. Only a partnership 

~dth ten or more partners can possibly qualify in the second category 

as a firm in which no person has more than a 10% interest in the assets 

or profits. This distinction between large and small unincorporated 

organizations is not merely one of terminology. The substantive provi­

sions of the law differ depending on the category into which an 

organization falls. Corporations receive more favorable treatment 

than partnerships and large partnerships receive more favorable treat­

ment than small partnerships. The discrimination against the self­

employed still remains and it is particularly severe for the small 

partnerships. 

Perhaps the best ;-ray to understand the restrictive provisions 

of H. R. 10 is to look at the requirements imposed by law upon retire­

ment plans and compare how these requirements differ from category to 

category. 
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COVERAGE. The number of persons covered by a retirement plan 

has an important effect upon its costs. The law· for years has required 

that employees must be covered on a non-discriminatory basis, but the 

rules against discrimination have not been too bard to live with. 

Plans adopted by corporations have traditionally been permitted 

to exclude from coverage part-time and seasonal employees -- those who 

work less than 20 hours a week or 5 months a year. This right is also 

granted by H. R. 10 to both ~arge and small partnerships. 

Plans adopted by corporations also have traditionally been 

permitted to exclude from coverage employees with less than 5 years of 

service and those who have not reached a particular age. Many corporate 

plans, for example, require for eligibility 5 years of service, plus 

the attainment of age 30 for males or age 35 for females. By adopting 

such provisions a corporation may cut do1-rn its coverage substantially 

and thereby reduce the costs of its retirement plan. Corporations may 

continue to use such eligibility tests. Large partnerships vnthout a 

1<:!'/o partner may also do so. However, small partnerships which have a 

1<:!'/o partner may not do so. They '\-Till be required to cover all employees 

'1-vith 3 years or more of service and vrill not be able to exclude employees 

with 3 or more years of service ''ho have not reached some minimum age. 

As a result, small partnerships which wish to adopt a plan covering 

their partners will in most cases have to cover a larger percentage of 

their employees than do large partnerships or corporations. 

Corporations also have traditionally been permitted to limit 

the coverage of their plans by excluding from coverage hourly paid 

1rorkers and by covering only salaried employees. This device for 
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l imiting coverage vlill be available to corporations and to large 

partnerships who do not have a 10% partner. However, a small partner­

ship which has a 10% partner Vlill not be able to use this device to 

exclude from coverage anyone vrho has three or more years of service. 

This rule 'tdll also force small partnerships to cover a larger per­

centage of their employees than large partnerships or corporations. 

One point in connection with such means of limiting coverage 

should be borne in mind. If a group desires to adopt a years-of-service 

test for eligibility, the test must apply to both partners and employees. 

A group will not be permitted to adopt a rule requiring for eligibility 

3 years of service by an employee and 1 year of service by a partner. 

The only way for a group to avoid these restrictive rules on 

coverage and to have a plan covering only professional men would be to 

discharge each lay employee just before he attains 3 years of service. 

Obviously this is hardly a practical solution. 

There is another requirement with respect to coverage that 

applies to a small partnership with a 10% partner . If a partner or a 

group of partners in such a partnership owns more than a 50% interest 

in the capital or profits of another partnership, the first partnership 

cannot adopt a plan covering its partners tuiless the second partnership 

also adopts a plan covering its employees and the plan provides for the 

<~ployees of the second partnership benefits as favorable as those 

provided for the employees of the first partnership and its partners. 

This provision •rill prevent a small group from excluding its non­

professional personnel from coverage by forming t Ho partnerships --
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one of vrhich practices the profession and the other of which mms 

the equipment, employs the non-professional personnel and makes both 

available to the first partnership for a fee. Whether the result would 

be the same were the second firm a corporation rather than a partner­

ship is uncertain. 

One final provision with respect to coverage should be 

mentioned. If a small partnership adopts a retirement plan, no con­

tribution or benefit may be made or provided for a lo% partner unless 

he consents thereto. As a result, a small partnership will be able to 

allm·r each partner 'tvho has more than a lC!/o interest in the capital or 

profits to decide VThether or not he wishes to be covered under its 

plan. The Act contains no comparable provision for partnerships which 

have no 10% partner. If any such partnership desires to adopt a plan 

covering any partner, it will probably have to cover all partners on 

a non-discriminatory basis and will not be permi tte<l to allovr each 

partner to decide whether or not he wishes to be covered. 

Y!§ll!'!Q_. Vesting is a convenient 110rd used to describe vrhat 

happens to contributions made to a qualified retirement plan for an 

employee who quits or is discharged prior to his normal retirement 

date. It is not uncommon to provide in retirement plans that such an 

employee forfeits all or a part of what has been contributed for him 

unless he has been employed a specified number of years. For example, 

a plan might provide that an employee vrho quits or is discharged before 

he has been under the plan one year takes nothine 1vi th him, and that 

for each year of coverage under the plan in excess of one he takes 1ry~ 
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of the contributions made for his benefit. Forfeitures resulting from 

such a provision can amount to a considerable sum of money where a 

firm has a large number of vomen empl oyees who normally quit vrhen they 

get married or pregnant. Such sums can be used to considerable advantage 

in the case of both pension and profit sharing plans to reduce future 

contributions by the empl oyer or, in the case of profit sharing plans, 

to increase the benefits for t hose employees Hho remain until normal 

retirement date. Corporations and large partnerships which do not have 

a lr:J{o partner are free to adopt such vesting provisions if they so desir e . 

Hovrever, small partnerships 'tvi th a lCI'/o partner must provide in their plans 

that contributions for their employees are non-forfeitable when made . 

While these requirements for vesting may i ncreas e costs for 

small groups, they probably are not very different from those most 

professional men vrould end up vrith if they uere fr ee to adopt a plan 

vrithout reference to the provisions of H. R. 10. Most partners vrould 

object to a provision in a plan stating that if they resigned from the 

partnership, they are not entitled to lOCP/o of ,.,hat has been contributed 

to a retirement plan for their benefit. Under the law as it existed 

prior to the passage of H. R. 10, contributions for all employees had 

to be non-forfeitable -vrhen made, if they were non-forfeitable for any 

employee when made. Therefore, if partnerships had been alloved to 

adopt retirement plans covering partners before the passage of H. R. 10, 

most such plans would have provided contributions for eve~JOn£ are fully 

vest ed when made. 

INTEGRATION. Another way t o cut down the cost of a r etire­

ment plan and to have a large percentage of the empl oyer's contributions 
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provide benefits for highly paid employees is to integrate it with 

social security. rfnile integration is a complicated matter, basically 

it means that benefits, both from the retirement plan and social 

security, are tUliformly proportionate to salary. Under an integrated 

pl an, an employer may elect to make no contribution with respect to the 

first $4800 paid to each employee -- the amount subject to social security 

tax -- provided the benefits payable on that part of an employee's salaYy 

over $4800 do not exceed certain limits. Corporations and large partner­

ships with no 10% partner may adopt integrated plans provided they meet 

these traditional requirements for integration. In addition, H. R. 10 

allows medical partnerships to assume that their physici an-partners 

are subject to social security for the purpose of meeting the tradi­

tional requirements of integration. Small partnerships with a 10% 

partner will, however, be permitted to adopt integrated plans only if 

they meet requirements more strict than the traditional ones and in 

addition only if not more than 1/3 of each annual contribution is made 

for the benefit of 10% partners. This additional requirement means that 

small partnerships will have less freedom of action when using integra­

tion in an attempt to maximize contributions for the bene:fit of physicians. 

CONTRIBUTIONS BY »:PLOYER. A corporation may contribute to 

a pension plan so much as is necessary to pay the cost of the plan, 

to a profit sharing plan up to 15% of the payroll of the covered 

employees, and to a combined pension and profit sharing plan up to 

25% of the payroll of the covered employees. 

These rules limiting corporate contributions have not been 

changed and will apply to contributions by partnerships for the benefit 
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of their employees. They vrill also apply to partnership contributions 

for the benefit of persons who are not 10% partners. But for persons 

uho are lo{o partners, no more than the lesser of lC/fo of earned income 

or $2500 may be contributed annually and, if a person is a 10% partner 

in tim firms, the limitation applies to the aggregate of the two con­

tributions made by both firms on his behalf. Earned income does not 

include sums received as rent, interest, or dividends. 

A corporation is allm.red to deduct in computing its income 

subject to federal income taxes the entire amount it contributes to 

a qualified retirement plan so long as the contributions are within the 

over-all limits set forth above. Both large and small partnerships may 

do likel·rise 1-Tith respect to contributions on behalf of employees. How­

ever, a partnership, whether large or small, may deduct with respect to 

a contribution made on behalf of a partner only 50% of the contribution 

or $1250, whichever is the smaller. 

From the foregoing it can be seen that if a partnership adopts 

a plan calling for an annual contribution of 10% of salary or earned 

income of all covered employees and partners, it may contribute for a 

partner whose earned income is $30,000 a year $3000 if he is not a 

10% partner, but only $2500 if he is a 10% partner. But no matter what 

the contribution may be, the firm may not deduct more than $1250 in 

any year. 

One further point 1.ri th respect to enployer contributions 

should be mentioned. Not only must they be non-discriminatory as betHeen 

employees and partners, but also they must be non-discriminatory between 
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partners. In other ivords, it will not be possible to let each partner 

decide ivhat percentage of his earned income >'lill be contributed to a 

retirement plan for hie benefit. The contribution will have to be 

computed on the same basis for each partner (except for 10% partners 

vho elect not to be covered) and cannot be more favorable to partners 

than to employees. 

CONTRIBUTIONS BY E4PLOYEES. Contributory retirement plans 

under 1vhich the emp1oyee contributes part of the cost of the benefits 

are not uncommon. Employee contributions under such plans are not, of 

course, deductible in computing the employees' income taxes. There are 

certain restrictions on such employee contributions to corporate plans 

to insure that top executives 1-rill not contribute a greater percentage 

of salary than lover paid employees. Partners in large partnerships 

will be subject to these rather innocuous restrictions. Hovrever, partners 

in a small partnership will be ~rohibited, in addition, from contributing 

in any year more than the lesser of $2500 or lCI'/o of their earned income. 

PLAN ADMINISTRATION. A corporation can name anyone it vrants 

to act as trustee of its retirement plan. A .Large partnerslllip with no 

la{o partner may do likevrise. However, a small partnership 1->i. th a lCY/o 

partner must name a bank as trustee, except in cases where the fund is 

invested exc.Lusively in annuity, endowment, or life insurance contracts, 

in cases wher e the fund is invested exc.lusively in mutual funds and a 

bank is named as custodian to hold the securities, and in cases 1·rhere 

the fund is invested in a new type of government bond authorized by 

H. R. 10. 
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One advantage that some medical groups have hoped to obtain 

from a retirement plan is to have the plan eventually own the group's 

building. If this is done, nev1 partners will be able to buy in and 

deceased or retired partners can be bought out at substantially lower 

prices. There are no prohibitions against a plan mming a clinic 

building whether the group be a corporation, a large partnership, or 

a small partnership. There are, however, restrictions on a plan's 

right to purchase such building from the group or a building corpora­

tion ovmed by the group. Plans established by small partnerships may 

not do so under any circumstances and those established by large 

partnerships and corporations may do so only if they pay a fair price 

for the building. 

DISTRIBUTION DATES. Under corporate retirement plans the 

trustee is usually given broad discretion to determine the method of 

distribution best suited to each individual's needs. Such discretion 

is severely limited in connection with distributions to partners in 

big and small firms. In the case of a partner who does not have a 10% 

interest, his entire interest must be distributed to him not later than 

the year in vhich he becomes 7~ or the year in vThich he retires, which-

ever is later. In the case of a 10% partner, his entire interest must 

1 

be distributed to him not later than the year in vhich he becomes 70%· 

The Act also requires pl ans to provide that no benefit may 

be paid to a 10% partner prior to the time he reaches 5~, except in 

case he becomes disabled. This will prevent distributions to 10% 

9artners for emergency purposes, on early retirement or on termination 
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of the plan unless such partner has reached 5~~ ytars of age . 

INSTALLMENT DISTRIBU'I.'IONS. If an employee covered by a 

corporate plan to which he has not contributed receives installment 

payments over a period of years, the entire amount of each distribu­

tion is taxable as ordinary income. Partners in both big and small 

partnerships will receive more favorable treatment. Since only half 

of thtir annual contributions will have been deductible in computing 

their income taxes, they 'i·Till have paid out of tax paid income 

a considerable portion of 'ivhat they receive. Therefore, in most cases 

only a portion of each installment will be taxable income to a partner 

or other self-employed person. 

L~W SUM DISTRIBUTIONS. A beneficiary of a corporate retire­

ment plan who is paid his entire interest under the plan in the year 

in which his employment is terminated by retirement or othe~vise may 

treat the sums so received as long-term capital gains. This rule for 

corporate employees remains the same and it will apply to employees of 

partnerships. The tax treatment of lump sum distributions to a partner, 

\-rhether of a big or small firm, is quite different. In any year in 

which a partner receives a lump sum distribution, he computes what his 

additional tax 1-TOuld be if he added l/5th of the distribution to his 

taxable income. The tax that he must actually pay is five times the 

additio1~l tax so computed. 

This rule for the taxability of lump sum distributions to 

partners may not be as burdensome as it sounds at first blush and 

may even give partners an advantage over corporate enployees in some 

-21-



• 

situations. In the first place,it only applies to so much of a lump 

sum distribution as is attributable to contributions made ,,rhile he 

vas a partner. So much of such a distribution as results from con­

tributions made vhile a person was an employee, prior to becoming 

a partner, is still eligible for capital gains treatment. In the 

second place, a considerable portion of most distributions to a partner 

vrill not be taxable income in any event as it has been purchased vrith 

tax-paid dollars the half of each annual contribution 1vhich i s not 

deductible. 

ESTATE TAXES. Distributions from a corporate retirement 

plan made after an emp~oyee's death to his heirs (but not to his estate) 

are not considered part of such employee~s estate for federal estate 

tax purposes except to the extent he has contributed to the cost thereof. 

Well-to-do executives have often reduced estate taxes by leaving intact 

until their deaths sums accumulated in retirement plans for their benefit 

and by living off other assets following retirement. 

The Act provides that this exemption from estate taxes is not 

available to partners of either large or small firms. 

OTHER FRINGS BENEFITS. Not only does H. R. 10 discriminate 

against the self-employed vrith respect to r etirement plans for their 

benefit, it also discriminates against them with respect to other fringe 

benefits. Among the fringe benefits that are available to corporate 

employees are the following: 

1. Insurance programs providing group lif e insurance, group 

accident and disability insurance, or group health insurance can be 
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estab.Lished for all emp.Loyees. Premi-wns paid for such insurance are 

deductible when computing a corporation's federal income taxes and 

>rill not be taxab .e income to the emp].oyees. 

2. A plan can be established providing for payments to 

employees who become sick or disabled. If such a plan is adopted, 

the payments to the employees will be deductible in computing the 

corporation's federal income taxes and up to $100 per week may be 

excluded by each employee in computing his income subject to federal 

i ncome taxes . 

3. On the death of an employee up to ~5000 may be paid to 

the 1-ridm-T, estate, or designated heirs of an employee, and such sum 

1-rill be deductible in computing the corporation 1 s federal income taxes 

but will not be taxable income to the recipient. 

H. R. 10 contains specific provisions to make it clear that 

if a partner in a partnership, whether large or small, or his heirs 

receives either type of payment referred to in paragraphs 2 or 3 above , 

the s-wns so received constitute taxable income. Hhile the Act does not 

specifically provide that a partnership will not be able to pay premiums 

on life, health, and accident insurance taken out for the benefit of a 

partner and deduct the premiums paid in computing federal income taxes , 

and that the partner vTill have to include such premiums in his taxabl e 

income, the Treasury will probably try to interpret the law so as to 

reach that result. The contrary result in the case of health and 

accident insurance would not in any event be of much hel p to partners, 

for ·while payments received under such policies are not taxable income 

if the recipient has paid the premiums, such payments are taxable 
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income to the recipient if his employer ha.s paid the premiums thereon 

and if the payment does not come under a plan of the type described in 

paragraph 2 above. 

THE VERDICT. The principal problem l·rith H. R. 10 is that the 

self-employed may contribute only the lesser of 10% of earned income 

or $2500, and that only 50% of the contribution for the self-employed 

is tax deductible. A comparison of an H. R. 10 plan with a corporate 

plan is revealing. The following table sums up the results for a 

professional man himself under varying circumstances: 

Annual earned income $20,000 $30,000 $40,000 

r:Iaximum contribution under H.R.lO 2,000 2,500 2,500 

After tax .:;ost of contribution 1,660 1,963 1,838 

Accumulation after 20 years at 7% 
per year (3~ income, 3~ capital 
increase) 88,000 109,600 109,600 

lVIaximum contribution under corporate 
plan 3,000 4,500 6,000 

After tax cost of contribution 1,980 2,565 2,820 

Accumulation after 20 years at 7% 132,000 198,800 264,000 

The discriminatory treatment of the self-employed in H. R. 10 

is obvious from the foregoing table. In addition, the requirements 

with respect to coverage and vesting Ifill increase the costs of an H. R. 

10 pJan substantially over those of a corporate plan and correspondingly 

reduce the spendable income of the self-employed. For those groups 1-ri th 

employees, no retirement plan and investment of surplus funds in tax 

exempt municipa 1_ bonds may produce better results in the long run. 
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Finally the requirement in H. H. 10 that distribution must 

begin at age 7~J creates a reel problem for professional men. A 

person ,;rho contributes to an H. R. 10 plan for himself has at best 

only deferred income taxes on one-half of the sums paid into the plan 

and on his share of the incolile and capital appreciation of the plan. 

Federal income taxes on such sums vill have .to be paid when such sums 

are dra\rn out of the plan and a professional man must begin to drau 

them out no later than the year in which he reaches age 7~ · Nothing 

will have been gained if such sums are dralln out at a time when thE 

recipient 1 s top income tax bracket is higher than 1·Then the sums vrere 

paid in. A Professional man ·vrill, therefore, have to do some crystal­

ball gazing to determine whether there is anything possible in H. R. 10 

for him. 

CONCLUSION 

Any person "\vho thinks that Congress has extended to professional 

men the benefit of deferred compensation plans and other fringe benefits 

avaiJable to corporate employees should read H. R. 10 carefully. The 

benefits ordinar· i ly associated "\vi th corporate employment have been 

deni ed in the cas e of fringe benefits and have been so circumscribed 

i n the case of def erred compensation plans t hat they are hardly r e­

cognizable. 

It •rould appear that the Treasury has no present intention of 

removing these discriminations against professional men if Secretary 

Dillon 1 s t estimony before the House Ways and Means Committee on 

l!'ebruary 6, 1963 is to be taken at face value. At that time he 
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elaborated on the President 1 s suggestion that lump sum distributions 

from deferred compensation plans should no longer be entitled to long­

term capital gains treatment. He suggest~d that there should be 

substituted the 5-year averaging method used in H. R. 10 but that 

corporate employees in computing the rate to be applied could exclude 

from income any salary received in the year the lump sum is received. 

Secretary Dillon specifically stated that H. R. 10 should not be 

similarly changed t o give professional men the same benefit . 
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Assist: Hannaford 

June 23, 1964 

Jule M. Hannafom, Eactuire 
~Y Owen, rquart, W:lndhorat' t 
2400 rlftt llational Bank Building 
Minneapolil t Minnel ta 55402 

r Mr. Hannafom: 

I am enc 1ng a eopy of letter I bave received 
from the Intel.'Ml Revenue Service a1.'ding ~tiont 
which relate to the Claaaification of PJ,'Ofeuioial or;aniza• 
tiona for Fade l t x purpona. 

You probably all'eady awa of the position h1ch 
Mr. Lewis aeta forth. I hope that you f 1 your partie! tion 
!n the Much publt: heftinga waa ~Ue. Pleue keep ma 
dvie on any furtber develop na. 

BeetWialw. 



U.S. TREASURY DEPARTMENT 

) 

Dear Senator Humphrey: 

1964 

IN REPLY REFER TO 

T:P:IA-3 
R-907 (P) 

This is in further response to your letter of 
April 23, 1964, forwarding a letter from Mr. Jule M. 
Hannaford of the law firm of Dorsey, Owen, Marquart, 
Windhorst & West, Minneapolis, Minnesota, concerning 
the proposed. amendments to the Regulations on Pro­
cedure and Administration under section 7701 of the 
Internal Revenue Code, relating to the classification 
of professional organizations for Federal tax purposes. Mr. Hannaford. presents critical comments on the various 
provisions of the proposed. amendments and. concludes 
that the Internal Revenue Service should. give effect to 
State statutes authorizing the incorporation of pro­
fessional organizations. 

You request a statement of the Service's views on 
the position set forth in Mr. Hannaford's letter. It is 
one of many letters we have received which are basically 
directed at the application o1' the proposed amendments 
to professional organizations formed under the recently 
enacted State enabling statutes authorizing the incorpo­
ration or association of such organizations. These 
letters generally reflect the desire or professional indi­
viduals to receive the benefits presently afforded corporate 
owner-managers with respect to pension and profit-sharing 
plans for retirement purposes. While this desire is under­
standable, present law precludes self-employed individuals 
from obtaining such equal treatment. 

In H. R. lO, Self-Employed Individuals Tax Retirement Act of 1962, Congress has provided a substitute income 
deferment arrangement for individuals, including members of partnerships or associations, under which a professional 
man may contribute annually a portion of his income to a ~ 
retirement plan for himself and obtain a tax deduction for 
so much of each annual contribution as the Act permits. 
The existing regulations and the proposed. amendments do 
not restrict the right of a pro!'essional individual to 
adopt a pension plan under H. R. 10. However, the 
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limitations in H. R. 10 on pension benefits for the self-employed, including the professionals, are strict, precise, and much less generous than the benefits available to owner-managers who participate in the corpo­rate-type pension plans which are qualified. und.er sec­tion 401 (a) of the Code. 

The proposed amendments are intend.ed. to clarify present regulations in the light of' the recently enacted. State statutes. These amendments set forth, in greater d.etail, the basic characteristics required. of a pro­fessional organization in ord.er to be considered. a corpo­ration for Federal tax purposes. The characteristics enumerated are those possessed by an ord.inary business corporation, the most relevant OL which are: continuity of life, centralized. management, limited. liability, and. free transferability of interest. The existing regu­lations and tne proposed. amendments thereto require that a professional corporation or association have a majority of these characteristics for classification as a corpo­ration for Federal tax purposes. 

The amendments are not designed. to deny corporate treatment for Federal tax purposes to pro1'essional corporations formed. under the recently enacted State statutes, but their intent is to require such an organi­zation to be a corporation in substance as well as in form. The pro1'essional organization must be more in the nature or a corporation than a partnership. 

Mr. Hannaford presented his comments orally at the public hearing on these amendments which was held. on March 4, 5, and 6, 1964. You may be assured that the comments expressed at the hearing, together with other comments and suggestions received, are being given careful consideration prior to the issuance of any final amend­ments to the regulations. 
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Your interest in bringing Mr. Hannaford's letter 
to our attention is appreciated. If we can be of any 
further assistance or furnish you with additional 
information, please let us know. Mr. Hannaford's letter 
is returned herewith. 

Sincerely yours, 

Director, Technical Planning Division 

Honorable Hubert H. Humphrey 
United States Senate 
Washington, D. c. 

Enclosures - 2 



__, J. W. FULBRIGHT, ARK., CHAIRMAN 
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COMMITTEE ON FOREIGN RELATIONS 

April ·23, 1964 

' . 
The Honorable Mortimer M. C~plin 
Commissioner of Internal Revenue 
Department of the Treasury 
Washington, D. C. 

Dear Commissioner: 

I have received the attached letter concerning · 
IRS regulations relating to the retirement provisions of 
·professional corporations. 

I would appreciate very much receiving a statement 
of the Service's views on the posit~on set forth in the 
attached letter. 

Your help and cooperation will be much appreciated. 

Enclosures 

Sincerely yours, 

~th ~. ~~ 
Hubert H. Humphrey 

~! DtJ 

r_E},~~~D R ~ -v~.il v 

\{t~\Y " 19G4 

lE.CH_~-~-~f\L PLI\I'ti"H'{G DIVISIO_M. 

RECEIVED 
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TltCHNICAL REPSRENCE 
BRANCH 
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Honorable Mortimer M. Caplin 
Commissioner of Internal Revenue 
Attention: T:P 
Washington, D. C. 20224 

Dear Sir: 

We are attorneys for the Medical Group Management Association 
(formerly known as the National Association of Clinic Managers) which has 
a membership representing in excess of 550 med.ical groups. We are also 
attorneys for the Minnesota State Medical Association, which has a member­
ship of nearly 4000 physicians. As such attorneys we are writing to give 
you the comments and suggestions of both Associations on the proposed 
Regulations which would amend Sections 301. 7'{01-1 and -2. On behalf of 
both Associations we request an opportunity to have one or more of their 
representatives comment orally at a public hearing with respect to the 
proposed Regulations. 

We shall proceed first with certain general comments on the 
proposed Regulations in so far as they relate to medical groups and then 
we will point out certain specitic problems in the proposed Regulations. 
Our general comments are as follows: 

1. The proposed Regulations would apply one set of standards 
to professional service organizations and another set of standards to 
other organizations. This approach is contrary to the Services prior 
pronouncements, is contrary to existing case law and is not warranted 
by any provision to be found in the Code. 

The Service's position, announced in Revenue Ruling 57~546, 
has been that the "usual .tests" would be applied to professional groups. 
It was followed in November 1960 when the existing Regulations under 
Section 7701 were issued for they treat professional groups in essentially 
the same manner as groups formed for other business purposes. The pro­
posed Regulations would change the Service's approach to professional 
groups without giving any reason therefor. 
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The only three court decisions involving professional groups 
that have been decided to date, to-wit: Pelton v. Commissioner, 82 
F. (2) 473; Kintner v. u. s., 216 F. (2) 418; and Galt v. u. s., 175 
F. Supp. 360, have all held that the usual tests should apply to pro­
fessional groups. The proposed Regulations would ignore the rule of 
law established in those cases without even trying to distinguish 
them. 

The Code uses the words "corporation" and "association" in 
Section 7701. There is nothing in the Code which would justify a 
difference in treatment between corporations and associations depend­
ing upon the type of business activity in which they were organized 
to engage. Yet that is exactly what the proposed Regulations propose 
to do when they provide for special standards for professional service 
organizations. Moreover, the proposed Regulations would not apply such 
special standards to all professional organizations; they would apply 
such special standards only to professional service organizations 
"which, under local law, may not be organized and operated in the form 
of an ordinary business corporation." 

We can see no basis for either such distinction. What sound 
policy basis can be advanced for a difference in treatment between 
physicians and lawyers on the one hand and others who render personal 
services such as insurance agents, real estate brokers, employment 
agencies, pharmacists, opticians, investment advisors, stock brokers, 
management consul~ts, engineers, architects, and physicists, chemists 
and other scientists who form an organization to perform research and 
development services for industry on the other hand? And how about 
television and other repair men, plumbers and the like? The income 
of groups rendering such services comes primarily from ~sonal services 
and is not dependent upon capital to any particular extent. Groups 
rendering such services normally organize pursuant to arrangements id­
e~tical to those found objectionable for physicians and lawyers in · 
the-proposed Regulations. 

What sound policy basis can there be for distinguishing 
between two groups rendering the same service upon the basis of whether 
or not the state in which they organize permits them to organize and 
operate as an ordinary business corporation? Groups providing the 
services enumerated above have traditionally been free to incorporate 
and to be taxed as a corporation. Yet under the proposed Regulations 
their right to be taxed as a corporation will be tested under the new 
standards of Paragraph (h) if under state law they may not be organized 
and operated as ordinary business corporations. In most states groups 
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rendering one or more of such services must obtain a license before 
they can provide such services whether they are organized as CQr~ 
porations or otherwise Does this requirement of a license mean 
that such a group "under local law, may not be organized and operated 
in the form of an ordinary business .• corporation?" In other states 
local law imposes additional requirements. For example, in North 
Dakota a pharmacy license will not be issued to a corporation unless 
the majority of its stock is owned by registered pharmacists. North 
Dakota Century Code, Section 43-15-35· If because of provisions 
in local law such as the foregoing groups providing such services 
become subject to the proposed Regulations, they will have just as 
much trouble as pbysiaians and lawyers in meeting the new standards 
of Paragraph (h). We are sure such groups will be most surprised 
to learn their traditional form of organization is under attack by 
the Service. 

The result of making state law determine whether Paragraph 
(h) applie1;) will obviously not promote uniformity of treatment 
of taxpayers throughout the nation. Moreover, it will constitute 
an open invitation to groups in every state to approach State 
Legislatures seeking passage of Legislation to provide that such 
groups may organize and operate in the form of ordinary business 
corporations. This some such groups will undoubtedly do whether or 
not it is in the best interest of their professions. We do not 
believe it is sound policy for the Service to adopt Regulations 
which would invite such action. 

We, therefore, suggest that the proposed Regulations be 
revised to reflect traditional policy that the "usual tests" will 
be applied to professional groups, no matter how organized. If a 
group be organized as a corporation, the usual tests for corporations 
should be applicable. If a group be organized in some other form, 
the usual tests for such form shoUld be applicable. 

2. The proposed Regulations are in conflict with the exist­
ing Regulations. Paragraph (c) of Section 301.7701-1 of the existing 
Regulations provides in part as follows: "Local law governs in 
determining whether the legal relationships which have been established 
in the formation of an organization are such that the standards are 
met." Paragraph (d) to be added to Section 301.7701-1 by the proposed 
Regulations provides in part as follows: "Formal legal relationships 
created under local law will not be treated as having any importance 
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in determining the classification of a specialized type of organi­
zation for purposes of taxation." The result is that in some states 
if a medical group organizes as an unincorporated association, local 
law will govern and corporate status will be denied, but in other 
states if it organizes under a professional association or corpora­
tion act 1 local law will be ignored and corporate status will again 
be denied. This approach is not logical and cannot be justified on 
any known legal theory. If' local law is to be given any effect, it 
should have the same effect no matter what form of organization is 
chosen. 

3. The prop9sed Regulations would ignore the provisions of' 
state law when classifying professional service organizations subject 
to Paragraph (h) for they provide that "formal legal relationships 
created under local law will not be treated as having any importance." 
That statement is certainly not accurate. State law c'le'a:rly has an 
effect on federal consequences. 1he federal government admits this 
to be correct even with respect to professional service organizations. 
Less than a year ago there was filed in the Federal District Court of' the 
Central Division for the Southern District of' California in a case 
in which the government was attacking a medical group's eligibility 
to be taxed as a corporation (Civil 62-9-S), a brief on behalf of the 
government in which it was stated: 

"Examples of' State law having an effect on Federal 
tax consequences could go on ad inf'ini tum. It is apparent 
that the states could effect legislation which would en­
title organizations, such as the plaintiff', to be an un­
incorporated association taxable as a corporation within 
the meaning of' Section 7701 of the 1954 Internal Revenue· 
Code. This very thing has been done in several states. 
The Court's attention is respectfully directed to Com­
merce Clearing House Sections 6338, 6339, and Georgia 
Laws 1961, page 4o4, where legislation has been effected 
by the States of' Utah, Indiana, and Georgia, respectfully, 
among others, which would allow persons to form unincor­
porated associations taxable as corporations. There is 
no such law in California." 

We would, therefore, suggest that the statement that local law is not 
of any importance be deleted from the proposed Regulations and that 
there be substituted some statement comparable to that made by the 
government in its brief' filed in the California case. 
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4. The proposed Regulation would ignore the fact that a 
professional corporation is denominated as a corporation under state 
law. We submit that the Service has no authority to question the 
status of an organization that a state denominates as a corporation. 
Since the Code does not define the term "corporation," and since 
authority to create corporations is vested in the states, the Code 
must be interpreted as accepting state denomination of what is to be 
a corporation. Moreover, since Subchapter F is necessary in order to 
exempt non-profit corporations from the corporate income tax, it 
would appear under the usual rules of statutory construction that 
the word "corporation" as used in the Code includes all corporations 
even though state law adds some descriptive word to the term corpora­
tion such as non-profit, professional, or professional service. We 
believe the case of United States v. Cambridge Loan & Building Co. , 
278 u. s. 55, supports the foregoing conclusion for it holds that 
a special type of savings and loan association is a savings and loan 
association for federal tax purposes. We, therefore, suggest that 
the proposed Regulations be revised to reflect the fact that pro­
fessional corporations or professional service corporations organized 
under state law are corporations for federal income tax purposes. 

5. The proposed Regulations completely overlook the fact 
that there are many medical groups throughout the country which today 
and for many years have been taxed as corporations. The exact number 
is uncertain. However, a 1959 survey by the Public Health Service 
of the Department of Health, Education and Welfare indicates that 6% 
of the 1154 medical groups reporting were being taxed as corporations. 
(See 177 J.A.M.A. 768). Moreover, an unpublished 1961 survey by the 
Medical Group Management Association indicates 54 of the 280 medical 
groups reporting were being taxed as corporations. The motivation 
for forming such an organization and subjecting it to the corporate 
income tax was not in most cases to obtain fringe tax benefits. 
Rather it was to adopt a form of organization that would in fact 
have continuity of life. OVer the years as physicians have banded 
together in organizations commonly called "clinics," experience 
has demonstrated that the partnership form of organization is not 
one which will induce a physician to think in terms of the organi­
zation and the necessity of preserving its existence. Experience 
has also demonstrated that an unincorporated association or a corpora­
tion is better designed to achieve such end. Once the end is achieved, 
the group naturally looks for fringe benefits to strengthen its hold 
on its phys~cians and to enable it to recruit new men. To deprive 
medical groups of the fringe benefit to which they have become 
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accustomed would have a disastrous effect upon existing clinics, 
might even bring about the demise of some of them and would probably 
discourage the formation of new medical groups. During the past 
30 years medical clinics have made inestimable contributions to 
medicine through research and improvement of medical care. A policy 
designed to threaten their existence cannot be in the public 
interest. 

We, therefore, suggest that the proposed Regulations be 
revised to permit such groups to maintain their current status for 
tax purposes. 

We would next like to comment on some of the specific problems 
in the proposed Regulations. The following comments appear pertinent: 

A. With respect to the standard of continuity of life, it 
is stated that generally a member of a professional service organiza­
tion cannot share in its profits unless he also shares in the per­
formance of the services rendered. This statement is not correct. 
It is most common for a medical group to continue to pay compensation 
to a physician who has become disabled or who has retired. Many law 
firms continue to carry their elder statesmen in an "Of Counsel" status 
and to compensate them though they do little or no work. We, there­
fore, suggest elimination of this statement from the proposed · Regula­
tions. 

B. Also with respect to the standard of continuity of life 
it is stated that if on the death or retirement of a member of a 
professional service organization he or his estate is required to 
dispose of his interest in the organization, there is no continuity 
of life because the continued existence of the organization depends 
upon the willingness of the remaining members to acquire his interest. 
These statements !reflect a so-called "buy and sell11 arrangement which 
is typical in small business corporations and particularly in groups 
providing personal services of the types enumerated in paragraph l 
above. Such organizations normally try to protect themselves from 
the intrusion of undesirable minority stockholders by the use of a 
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"buy and sell" arrangement. If the existence of such an arrangement 
in a professional service organization prevents it from meeting the 
standard of continuity of life, we fail to see how it can be said 
that any organization with such an arrangement meets the standard. 
We, therefore, suggest that this statement should be eliminated from 
the proposed Regulations. 

c. With respect to the standard of centralized manage­
ment, it is stated that even though a measure of centralized control 
exists, the standard is not met if members retain "traditional 
professional responsibility. 11 Because it is stated earlier that to 
have centralized management the managers must have authority over 
professional policies and procedures to be followed in handling each 
individual case, the proposed Regulations by use of the phrase 
"traditional professional responsibility11 require something more 
than control over professional policies and procedures. If the 
standard of centralized management is to be used, we believe the 
standard should be phrased in substantially the same manner as is 
the test used to determine the employee status of a physician. In 
the ruling issued to the Colony Medical Group, Incorporated (CCH 
Pension Plan Guide, ~ 12,927) the Service phrased such test as 
follows: 

11The practice of medicine, however, requires the 
exercise of almost unlimited discretion with respect to 
the precise manner of performance. It follows, therefore, 
that the emphasis in an inquiry into the 'employee' status 
of a physician or other professional person shifts from 
a consideration of supervision over, or right to supervise, 
the specific details of the work to an analysis of the 
degree of control reserved or exercised over general 
policies and the general standards of performance in 
respect to the services performed. 

"In view of the highly specialized and technical 
nature of a physician's work, actual supervision over 
the details of his services ordinarily is not contemplated, 
and, therefore, the absence of such supervision is of little 
significance in determining whether the employer possesses 
the requisite supervisory authority. 11 
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Moreover, by placing emphasis on "traditional professional 
responsibility," it is at least implied that neither a physician nor 
a lawyer may surrender the same. Such is not the case. Physicians 
and lawyers do become employees of other physicians and lawyers or 
groups thereof. When they have done so, the Service has tradi­
tionally held that they are employees for the purpose of social 
security taxes and withholding and has never even intimated that 
traditional professional responsibility might prevent them from 
becoming employees. If a physician or a lawyer may surrender suf­
ficient of his 11traditional professional responsibility11 to become 
an employee for such federal tax purposes, we fail to see why he 
may not do the same for the purpose of permitting his employer to 
meet the test of centralized management. 

Finally, we would point out that the nine teats for cen­
tralized management for professional service organizations could not 
all be met by other personal service organizations. What insurance 
agency would provide that an employee may not sell a policy to a 
person until the managers have accepted him as a client. Yet under 
the proposed Regulations a medical group would not have centralized 
management unless the managers determine the persons who will be 
accepted as patients. What stock brokerage office would set the 
brokerage fees to be charged a customer when they are established 
by an exchange? Yet under the proposed Regulations a medical group 
would not have centralized management unless t he managers determine 
the fees to be charged by the group even when those fees are estab­
lished by some third party such as Blue Shield. The difference 
between a carpenter's choice of a tool for a particular job and a 
surgeon's choice of a scalpel for a particular incision is merely 
a matter of degree. Yet the proposed Regulations would use this 
difference to justify differing tax treatment for carpenters and 
physicians. 

We, therefore, suggest that if centralized management 
is to be retained as a standard it be phrased as in the quotation 
from the Colony Medical Group ruling referred to above. 

D. With respect to limited liability it is stated that the 
standard is met by a professional service organization only if the 
personal liability of its members is no greater than that of the 
shareholder-employee of an ordinary business corporation. If a 
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shareholder-employee of an ordinary business corporation has an auto­
mobile accident while driving on corporate business and is held to 
have been negligent, both he and the corporation are liable for the 
resulting damages. However, the holder of the claim for such damages 
has no claim against other shareholder-employees who did not contribute 
to the accident. The situation with respect to professional corporations 
is exactly the same under the laws of at least one state - i.e. 
Minnesota - and, therefore, profes!3ional corporations organized under 
the laws of that state would appear to meet the standard of limited 
liability. Moreover, while the situation with respect to limited 
liability may not have been clear under the Minnesota Professional 
Corporation Act as enacted in 1961, that Act was amended in 1963 to 
make it clear that the liability of a shareholder-employee of a pro­
fessional corporation is the same as that of a shareholder-employee 
of an ordinary business corporation (see Minn. Stats. Ann. , Section 
319.16). The inclusion of this standard in the proposed Regulations 
is, of course, an invitation to State Legislatures to amend their 
professional corporation acts as Minnesota did in 1963. We, there-
fore, suggest elimination of this standard of limited liability. 

E. The final~standard set forth in the proposed Regula­
tions is transferability of interests. Under this heading it is 
stated transferability exists "orl.ly if the member without the con­
sent of other members may transfer both the right to share in the 
profits of the organization and the right to an employment relation­
ship with the organization." If a member of an organization were to 
be given the power to transfer his right to be employed by the 
organization to a complete stranger, the result would be that the 
organization would be unable to meet the test of centralized manage­
ment because under the heading of centralized management it is 
stated that the same does not exist if the managers do not have the 
power to hire and fire. This inconsistency between the standards 
of centralized management and transferability of interests must be 
removed. Moreover, we would point out that the above quoted provi­
sion with respect to transferability of interests would apply to 
professional service organizations a standard more rigid than that 
applied to ordinary business organizations. In an ordinary business 
corporation a shareholder~employee cannot, when he sells his stock, 
transfer his right to employment unless the stock being sold con~ 
stitutes more than 50% of the voting stock of the corporation, and 
even then he is not legally transferring his right to employment but 
rather his right to elect directors who will in turn select employees. 
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We see no basis for applying this more restricted standard to profes­
sional service organizations. Instead, we would suggest that the 
Regulations should provide that the existence of transferability of 
interests is immaterial in connection with medical groups, most of 
which own no capital assets and, therefore, have no real interests 
which might be the subject of transfer. 

CONCLUSION 

We realize that when the Service issued in 1960 the existing 
Regulations under Section 77011 it had to resolve the conflicting 
desires of different interests, some of which like the real estate 
and theatrical people did not desire to be taxed as corporations and 
some of which like the physicians and lawyers desired freedom to 
chose whether they should be taxed as corporations. When the existing 
Regulations were issued ignoring the desires of the physicians and 
lawyers, they quite naturally turned to state legislation in an attempt 
to achieve their ends. Today 1 however 1 there are, so far as we know, no 
interests asking the Service to take the position that the state 
statutes that have been enacted in over 30 states should not be given 
their intended effect. In the absence of such opposition, we believe 
the Service should give effect to such ptate statutes. 

Dated January 15, 1964. 

Very truly yours, 

Jule M. Hannaford 

JMH:GT 
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Pile put in Work File-Leg . f or 89th Congress 

Mr. Sta y • llen 
AclminiStr& 01.' 

The Duluth Clinic 
l.Uth 1 Minneso 

ar Mr. Allen: 

J y 21, 19 4 

'ltlank you or your letter ugge 1;ing that I cona:l.de:t 
sponsoring legiaUtiOn clarifying the tax tatut of profeaaicmal 

gl'O\f.P8 which incox'po te. With YOil1' indulgence, I wOuld lJ.ki 
to postpone $J\Y d finite ction on this req t for two princi-

1 aona one ,I belie it would wise to await the final 

gulationa which will be issued by the Internal Revenue Service 
in this l'GgUci before initia~ Congre a:tonal action. Th 
probleu rhiCb you point out ve been brought o the a ntion 
of and ~ p their final deciSion Will et the concerns 
~icb you have Niaed. two, the 88th Congre is rap:14ly ch'aw-

~ to a clo5 th only about four or fi remaining. 
A tremendoul bac:klog of legiSlation exitta in the Senate and it 

WOUld 1JDply not be f ible to expect c~ to ta1<.e any 

action on the legi81Ation at th1a late date.. In other WOl'Cle; 

even if a bill were intl'Oduced there iS little chance tl'Vlt any 
definite d ci8iona would be poa :l.ble, 

I respectfully propose that a t the final decision 
of IRS and then, in the event that the decUiOn doee not meet 
your concel'll8, I would certainly ccmaider ptteparing euitable 
lagialation for the 89th Congreae. 

Pleas be uaui'ed Of my interest atd concern 1n tMa 

important matter. 

Sincerely yours, 

llube1't H. Hwnphrey 
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THE DULUTH CLINIC 
DULUTH , MINNESOTA 

DE PA RTM ENT OF 

ADMI NISTRATI ON June 291 1964 

Senator Hubert H. Humphrey 
Senate Office Building 
Washington, D. c. 

Dear Senator Humphrey: 

Thank yru for sending along the letter of Mr. Maginnis of 
the Internal Revenue Service outlining their position in regard to 
proposed amendments to the Regulations on Procedure and Administration 
under section 7701 of the Internal Revenue Code . 

You will notice a problem is referred to in Mr. Maginnis's 
letter which would seem to be best solved by Federal Legislation. 
This problem is the clarification of the tax status of professional 
groups which incorporate or became associations. The letter of Mr. 
Maginnis indicates state statutes are not uniform in scope or applica­
tion to the various professions and whereas such legislation bas been 
enacted by a majority of the states 1 it would seem appropriate this 
matter be clarified by Federal Legislation. 

In this matter, doctors are seeking the same consideration 
in regard to income taxes which is accorded other people . Discrimin­
ation against the medical profession in this regard is obvious and fran 
what we can learn in contacting attorneys inconsistent with legal 
precedent and recent decisions in the courts . 

Would it be possible for you to look into this matter and 
originate appJ'()priate legislation and support its passage within the 
Senate? 

Such consideration as you might give this request will be 
sincerely appreciated. 

SNA: bjd 

Stanley N. Allen, 
Administrator 



Assist: Allen 

• 

.June 24 1964 

Dear .Mr. Allen: 

t1101c»ed l8 a c:opy of • lettu X have recet 
fi'OJ'ft thtt Internal Revenue Servic ~rding 1' ~ 

t1 tlte cla iftcation pl'qf · 1 co~t~na 
IOC,_t:tona tor Fede7:4l. tax ~ • APPIWDtly, no 

final :ton bas beet\ 1nee t J."Ch bear:p.g 
held. 

t Wishet. 



U.S. TREASURY DEPARTMENT 
INTERNAL REVENUE SERVICE 
WASHINGTON, D.C. 20224 

Dear Senator Humphrey: Lr,n-,Tlu· 
'--- L._. ....J 

S.AJ, 

IN REPI. Y REFER TO 

T:P:P 
R-907 

This is in further response to your communication of May 1, 1964, 
enclosing a letter from Mr. stanley N. Allen, Administrator of The 
Duluth Clinic at Duluth, Minnesota. Mr. Allen is concerned about the 
proposed amendments to the Regulations on Procedure and Administration 
under section 7701 of the Internal Revenue Code, relating to the classi­
fication of professional corporations and associations for Federal tax 
purposes. 

The proposed amendments are intended to clarify present regulations 
in the light of recently enacted State statutes authorizing the incorpo­
ration or association of professional groups. These state statutes are 
not uniform in scope or application to the various professions. The 
amendments are intended to provide a uniform standard to be applied to 
all professional organizations formed under state law. These amendments 
set forth, in greater detail, the basic characteristics required of a 
professional organization in order to be considered a corporation for 
Federal tax purposes. The characteristics set out are those possessed 
by an ordinary business corporation, the mst relevant of which are: 
continuity of life, centralized management, limited liability, and free 
transferability of interest. The existing regulations and the proposed 
amendments thereto require that a professional corporation or association 
have a majority of these characteristics for classification as a corpo­
ration for Federal tax purposes. 

The amendments are not designed to deny corporate treatment for Federal 
tax purposes to professional corporations formed under the recently enacted 
State statutes, but rather to require such an organization to be a corpo­
ration in substance as well as in form. The professional organization must 
be roore in the nature of a corporation than a partnership. 

Public hearings on the proposed amendments were held on March 4, 
and 6, 1964, at which seventy-filiTe persons presented oral comments. 
comments, together 1~th all other comments and suggestions received, 
now being thoroughly studied before any final decision is made. 

5, 
These 
are 
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Your interest in this matter is appreciated. The letter from 
Mr. Allen is returned as requested. 

Honorable Hubert H. Humphrey 
United States Senate 
Washington, D. c. 

Enclosures - 2 

Sincerely yours, 

G~ ' · ~ . . 

~ 
Aoting Director, Technical Planning Division 



Aasiat: Allen 

01! 



.. 
,_ . 

• 1' Assist: Allen 

Lette~ fromt Stanley N. Allen 
'!be Du1v.th Cl:lnic 
Duluth, Minnesota 

Hubert H. Humphrey 



U.S. TREASURY DEPARTMENT 
INTERNAL REVENUE SERVICE 
WASHINGTON, D.C. 20224 

'MAY 8 1964 

Dear Senator Humphreyr 

This is to acknowledge your May 1 memorandum, 

IN REPLY REFER TO 

T:S:Rf 

and enclosure, in behalf of Mr. Stanley N. Allen 

of Duluth, concerning the proposed regulations 

relating to the Federal tax classification of 

certain professional groups. 

You will be further advised in the matter as 

soon as possible. 

Sincerely yours, 

Chief, 
Technical Reference Branch 

Honorable Hubert H. Humphrey 
United States Senate 
Washington, D. C. 



> ... 

MAY 8 1964 T:S:Rf 

De r Senator Humphrey: 

Th1• ts to aoknowledr;• your May 1 emorandua, 

and enolosure, in behalf o~ Mr. Stanley N. Allen 

o~ DUluth, oonoerntng th propoe•d regulaitone 
relating t~ the Federal tax olaeattloatton of 

certatn proteselonal groups. 

You will be further advi•e4 in the matter as 

soon as posatble. 

Stnoerely yours, 

{signed) A. L _ O'ConneiJ 

Chtet. 
Teohntoal Referenoe Branoh 

Honorable Hubert B. HWDphrey 
Untted Statee Senate 
Wa•htngton, Dr C. 

Copy attached 
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THE DULUTH CLINIC 

DEPARTMENT 0 F 

ADMI N ISTRATION 

Senator Hubert Humphrey 
Senate Office Building 
Washington, D. c. 

DULUTH , MINNESOTA 

April 28, 1964 

Dear Senator: r. ~ 

Please change your address files for your periodic newsletter~~~~ 
to provide me with a copy at this time instead of the old address 
which was 401 - 15th Street South, Lenont-Peterson Clinic, Virginia, 
Minnesota. A copy of the old address is enclosed. 

I can appreciate that your office is fully engaged at this 
time in efforts in support of the Civil Rights Legislation but hope 
attention will continue to be given to the matter of Internal Revenue 
Service action last December regarding proposed discriminatory regula­

i lving professional corporations-

At this time the position of the Internal Revenue Service is not 
ear to us in regard to this question, although current opinion seems 

doubtful that hearings on this question held in March served to eh 
these prospective rulings. 

Your attention to this matter which is also of importance to us 
will be appreciated. 

SNA: bj.m 
Enclosure 



DSG DEMOCRATIC STUDY GROUP, U.S. HOUSE OF REPRESENTATIVES 
347-9861 

CA 4-3121 

Room 504 - HOUSE OFFICE BUILDING - WASHINGTON 25, D. C. 

~28 

Ext. 4868 
5858 

Dear Fellow Democrat: 

February 17, 1965 

Enclosed are the first in the series 
the 89th Congress. You will note that the issue numbering system 
has been changed over that used in previous years. The first 
sheet summarizes the action tal{en by the 87th and 88th Congresses 
{1961-1964) in the subject area. This will take the place of the 
more detailed Fact Sheets on these measures, issued during the 
past 4 years. A new subject index guide is also enclosed. 

The 1965 Fact Sheets will continue to provide, in detail, the 
legislative action taken on major Administration bills. The new 
issue numbering system is attached. Issues #1 through #13 are 
domestic policy issues; #14 through #16 are issues involving 
foreign policy. 

We would appreciate any comments you may have as how we may 
improve this service. 

Sincerely, 

fi;IL 
~am G. Phillips 
Staff Director 



1965-66 DSG FACT SHEET SUBJECT INDEX 

(The DSG Fact Sheet numbering system has been revised from that used 
used in previous Congresses. Each of the major subject headings used 
below will include a brief summary of Congressional action during the 
87th and 88th Congresses (1961-64) so that you may use them indepen­
dently of the Fact Sheets issued in previous years. You may wish to 
start a new looseleaf notebook with the Fact Sheets issued this Congress. 
Note that numbers l through 13 are domestic issues, while numbers 14 on 
deal with foreign policy issues.) 

FACT SHEET NO. TITLE 

l HEALTH 

2 SOCIAL SECURITY, WELFARE, MEDICARE 

3 EDUCATION 

4 URBAN AFFAIRS, HOUSING, TRANSPORTATION 

5 AGRICULTURE 

6 DISTRESSED AREAS, ANTI-POVERTY 

7 UNEMPLOYMENT 

8 LABOR, MINIMUM HAGES 

9 CIVIL LIBERTIES 

10 ECONOMIC GROHTH 

ll TAXATION, SPENDING 

12 CONSERVATION 

13 POLLUTION 

14 IMMIGRATION 

15 FOREIGN POLICY 

16 MUTUAL SECURITY 1 FOREIGN AID 
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Fact sheet 3 - Education p~ 1 

EWCATION 

DEl«>CRATIC ACCOMPLISHMENTS, 1961-1964 (87th1 88th Congresses) 

The Higher Education Facilities Act of 1Q63 provides $1.2 billion for the 
first 3 years of a. 5-year program of loabs and grants for construction of 
a.ca.demic facilities at graduate schools, 4-yea.r colleges, 2-y~ar community 
colleges and public technical schools. (P.L. 88-2o4) 

The Health Professions Education Act of 1963 authorizes $175 million for 
a 3-year program of construction grants for medical and dental school teaching 
facilities and $30.7 million for student loans to medical, dental and 
osteopathic students. Training facilities for nurses, optometrists, pharma­
cists, podiatrists, and public health personnel are also eligible for con- .. 
struction grants. {P.L. 88-129) · 

The 88th Congress eXR!nded and modernized the Vocational Educat on Act 
for the first time since its · enactment ib 1946. $731 million was author zed 
for ewnsion of voce. tional educe. tion programs enabling more in_di vi duals to 
meet the demands for newer and greater skills necessitated by advancing tech­
nology. Funds were included for the establishment of resid,ential vocational · 
schools for youths in urban areas and for work-study Pr0~-8.JI!s.:~proV1,ding .part• 
time work and full time vocational training. (P.L~ 88-210) 

The National Defense Education Act was amended and extended in 1961 
(P.L. 87.,344) 1 in 1§63 (P.L. SS:210)1 and -in l964 (P.L. 88-665)~ Late in 
1964 Congress voted to extend the program through June 301 1968, substantia1;r 
broadening the scope of the NDEA through an expanded and liberalized student 
loan program; doubling of graduate fellowships; expansion of equipment purchase 
and teacher training programs to include subjects of English, history 1 

geography, reading, civics, as well as science, mathematics and modern foreign _ 
language. . 

The Libra~ Services Act of lg64 increased the authorization for Federal 
aid to develop library services in urban and rural areas from $7.5 million 
to $25 million annually. It also inaugurated a· new program of assistance for 
public library construction with an annual authorization of $20 million~ 
{P.L. 88-269) . 

~pacted Areas Aid, which since 1961 has provided $1 billion for construc­
tion and toperation of schools crowded by 11 million children of Federal 
employeesj has been extended through June 301 1966. · (Public Laws 87•344; 
&~210; 8&.665). . ! 

A 5-year program of grants to help establish non-commercial educational 
television stations was approved in lg62. (P.L. 87-~7) 

/ 



Fact Sheet 3 p. 2 

-· .. :. ~~ ·::.-,1.';_- : . .:.._·(~4-!..:.·· 

.•. . . .. " ... ~:. Elemenfury and ·secorf~rQdUcation Act of 1965 
-·-... -·-- .. . ... 

Administration's Recommendations . :.' 
··. ·-· :"" ~ :( ·: ' . ' . ' : . -· 

. . .. . . . .'. ' :"-'-' . . . ,.. • . ' .. ·. . ' ;. . - . :- . . . :j" ' f. • ·. ';' ·;. • .. 

•. . . ~e Administration's elem~ri~~;tf.:'( anP,.,,s~,~rindary ~hool bill was introduced Jan. 
· · ·: : }.f~:~ l:965., : b~(Rep. :AdBJnC~ '· Powe·ll {~rr~f.J~:; $ .. R.! 2361, and Rep. Carl Perkins 

··· (D-Ky.), H.~. 2362; aod 'bySenator ·Wa.yne Morse (D. Ore.), S. 370. Alj{~ough 
not included in the Pre_sid~nt's Jan •. J,?Jr1e~page _~ ~!l :Education-, Rep.: Powell's 

., .. b~~l . ~o_trt~ip~; a . prgy;l-§1iflll_ fo:i!.~~f:ie . ~sta~l:i.shm~nt )qf ,_a Cabinet;..level ~partment 
..... of .. ~~Y,5!,at~~;nn_~ i : · : · · _· ·. ' · · .' ~;'. · .. ·, .; , . . : .. · · ·,. · 

-:· ;- _·. -::··j·_:- =~-- :·:-' .. .'. . .~...::. .. - ·__: · .. ~ .. ~ ... : .•. -~,;-• .. ! ._ r·.·; ,w ____ ; •' 4;.~·~·-; •• .l : ......... _:-.. . . -~ 

'The l~gis:J;:at£6n authorize~r a total ·'of· $1.255 billion for Fiscal Year 1966 for 
assistance .to ele~entary and se~ond?-r . education-. In , additiol:! to this legis-

.. lation the Admibi,stratlcin requestec;l- ).50 mi::J,;l.i9n ;for Pre~school children 
· through the War on Poverty fi·ogram and '$250 · ini~i~n f.or . .aid to higher education. 

The major portion of the Administrat;i.on.'s elem(;m~:f. anqt secondary ~ school 
... ,. .. o • p~p~~ calle;. for inimedia te investw.~~~ , pf .:$it};);LL1ion .to :improve the education 
"" ·-of poverty-stricken children. The "Piesident also requested a grant P1;9€fi!'l3.1ll 

to help purchase school library books ~:tnd, mate:r.i<3.:L$,•· and·.•textbooks .to-~be made 
.. availabl-e · to' ·public . ~a;!'f_9; p.iiyak,. -schqoJ. c:·Pildr~n; . ,es.ta.blisbment·. of supplemen-

:; :,'~~-·:~ .. ~P:IT . educa:t;ton centers- t6 'b1 :silB:ie<l))y · ~?~f~.¢ aod pr:t:vate scbool ~~udents in 
a .. qommuni ty;···.- expansion of e'duca t:ipnal ,re·sear_rh .. and i{ra;tping ~:Program.'s through 
the Cooperative Research Act o:f' 'i954; .. and a program of grants to s~rengthen 
State educational agencies to help_ th~xp,. ,~eet . ;tP_~-~r. · new.; , r.espo~sibil{ties under 
th~ -over-aU p:t-ogram to improve 't;he __ qual;~ ty of. . ~+.e~enta.cy- apd'!secondary 

,c ·r4ucati9n~ (s7e · CO~. REG·.~·· l/l?'~f:5!'Jf~ .?_~~7, ~?i' ':'b;r:ea_ :kdc'Wn •. i::>f. _.estimated 
Federal e:J.C,Penditures ' by st~te} . ; , ~. ~' .•........ < · · . · ,~ 
. ·, . ) ,_;. -;·,: . : . ·. ~ ·.::.:.. ·, .. . .... . .. ·'· . . . . . .: . . . ·: : .:, ··-~-

cLProvisions of the Administration's Elementary and Secondary Education Act 

of 1265 . , .·" . . __ ,., , ·.:·-"- :· .. .. ·· · ::)':, '' 
.. ' : --~- ~' ·.: ... 

. -~:, -.\-':.-- ,__ :. ::· · ·-~-~- .:···.~ .··-,·"'-~ :~.~-~:r.!:· ,_ . ·.': .. <j'"'·'l. '; 

~·' I. Ghildre,n · :fttOzil;;Low.;:.Income '·Familie·s ;,;<-$1 J5l:liiori·. to . Sta.tes for . 1st year of 
3-ye~ grant .prograni toimprove ·quality b'f education in schools serving 
children f'rom low-income fa~lies. (l~.ss than .. $2, Oq9, ;.~nnw;Ll•·tncome.). 

:: . .'.>~''· . . .'l, , .'-' . .i ·::'·,: .. ·· ~· .. : '~, .. , _,:~ .. ~:~ ·~·. ~· ·::~.~;,;_,_, ~.T.~ '· . . 

A. j·~Eligibili ty:; :~ Any :public .. school district w:~ th1;.lOQ~ s;t,),l_Q.ents from low­
income families or with at least 3% of its student~. 

;; . 
from lRw-;tncome f8rJDil:l,~s is ~M~'bl.~ .~ ;:· Th~s:;:~~:qlud(e~ 
85;..9.o.%.: q;t,:al:k~publ,1.e;·•!3.·~ool ~·si;r'tc"ts ~in . q~·~ 

. . . -..... ~_-:~.. ~ .. -.- •.. 'J ~ . . ~- . ~·- . . . ~ •• ~ ~ 

•. .J.·.l . • ._ ---

... ;·" :~:>::. B, •. · Dis.tributl.on~:;.or,Funds·r · " · i . ·_.· ·· · 

· 1. , Fo~la: . f_o:~;:_.c ~aqJt, ,crhi_lq lr'1Ril .i.~o~ip~ome.-rra'.Inily, 
. . '' . ·} Federal "Goverpment c:will: pay amount, _;,e,:q~l \tq one-

·' .. --- ': 'qalt' a:ifer¥~e Per:..pupil expe~Qiture' in Sta~e.-
~. ;_:r, - ·;··. ~ :- · "-'~ '::-. .. ~· ::: 1' -·· · · l J:, 

•.. 2. ·:·' Fw1ci.s ··ail6tted . t~· State edu<!ational a~~~Y" for 
.. I • distribut;ion to local school districts'1ipon~: sub-

mission and: ·approval .of plans .for sj)eciwf 1 ISrograms 
,, '• ; '' for d~prived: children~ _;;.'·""'';.~.;..:., _.:.- < 

0 

I~ < •: 

,. -·- . . ··t·'- . 
. . _- ... ·:~- -. ;·- .. 

:~~-~-;-··.r ~--.1: '•· ~· ·\..!.~~:. 

·(},;· . Use of 'Funds£ ; ·' .: . '. i • • .: .i. .· ..•. < .o\. I.' .'' .• 

T·; ; •.. ~ · ·· •~ . ''T. ' Funds may be used for ··teaclle:t:~ salaries ·· Ci,nd 'rilinimum 
classroom construction if necessary to meet needs 

.• .. ~/, ..... : 
' ··._ ?-

. :··t' 

of. dep;r:ived .. child+en, but .- ess~~:tia~y.-.mustJ)e spent 
· , · on sPecial educatioQal services for disadvantaged 

· ; cbildr~n, as remedial readiq~; educational radio and 
·' · ··· TV; pr~school and _after school programs; mobile 

· science labs, et'c. -



.D. 

D S G F.S. 3 

2. _Special educational services nn.1st be op~n to all 

children within the district who are in need or­
,' ;;,SJ:lC~ . S.~;ryi(!~S ~ 
-. .. ·c •. ~c:_·.;:::;....:. ... ~:.: : .,;_!::: £,].2_ ·.' . . .. . !. ; 

Beneficiaries: The program will ~rov~--·the-'entir·e~ailcational 
system but is ·directly aimed at the ·5 million poverty-

• ':.c:~, •)··: iJJ\-·:-t.Ji!>.:i:ir+.c_ken ch,ildren attending elementary and secondary . __ :·.:·· 

::;r; .. ~_-i·-:.: . •;Sc}?.ools iil'95% of u.s. counties. 
Ii:~i!.J~". ·: ' J ., ·"''-·· . · - . ! ... 

+ "1. 

School -Libra.ry B9~~s and, ~ ~~xtbooks - $100 'million annually. :for 5-year 

progfa.m":o1" . grants tp;~ Sti:i.~e·s for purcha'Se :· o~:- schooL libr,?-rY :l)ooks1 

library materials and textbooks available · to al.l children-. attending 

public ~d private nonprofit elementary and secondary school$. 
. ~- · ... ;' 

· · -~· .. (c_· 

·1:c·;· -~ .. -li · . . t 

A.. ··Appr~imtely -i.5~ : of boo)!~ will be for use by private :S.chool chil­

drenvthey . wi~+.)?~ :-:-'tb~ same .. as tho.ae .. J~.9okS used or approved for use 

• ::c .l:{tf public ::schools. :. ,. · ·· . ~:!; \ _;:;-· -· ;;·;,~;-,-:7 ---.. 

B. FUnds .will be allotted to the 50 States on basis of total elementary ·''f 

.:~~tL§~con~--schg.ol enrollment: · 
~·.- ·;. ··- ·--. . ·-:·~·.:·· ....... ..,._ -~ ···.-~;:.:.:.:: . . . . . ~-~ ·:,. 

·:\} 

III. Supplementary Educational.,)~enters - $100 million fol;'_ :lst year of .5-year y · : 

progt._anf :·to .establish supplementary educational cen~··witl:ti&-comnum. ties <~. T~: 

to :Pli'ovide-special educational services to public and private school f.·:·~;:;: 

chi·ldren; adults; out~of-school chiidien. '· ·::: _; .;c · · _;~. ·L 

(:' - . - :_-::.: . ~.,.~ ... ;~.. ....... . .. -.:· ·'.·.·.· 
". -~·.':· .£:.. ~===_;~- .. -......... ' - . 

A. .Service::L.ma.iY iriclude speci~l courses in science, la~~.r-~rt1 
music, ,:etc .. ; ·"programs . fp:r , mentally _retarded or handicapped;' special ·' 

instructi:on . fQ~: economically depri:ve'd and for gifted' c~4.q.'; . 

guidance cqUBseling; remedial instruction; SG~OC?l heal;tb., and social · 't~ 

work services. ·- :c·J-" 

~ :_:_ . :~:·.:_+~.:<':.:· -~·:;!·. ,,;:.;.:_~7 ,. 

:J3. Public and :Prrvat'e""' schools'·~an.d_ conunun;i,ty sery,t_ce organizations will 

cooperate within oach community to plan and."a-amib±B"ter·:~rGgl'ams . foX:,;;, ------~~ 

centers 0 B.ervi~~s provided w_ill be adapted to meet local needs 0 ~.>: '1 .. :~~(~ 
J:'i"~f~ --~1-:: ir::;_: :·,·:- .. ·, ...... ~~·-_-:··_ · .. ;~ ... "4':_• .~~--~~."-::-~·..:·' f.-;: .•.• y· .. ·.·,·-::- -----·-

c. Fuiids: : ·Each .-S.;tate wi'i.l receive ::;initial>.~2Qo.;oo~::: :..~~~n4,er di$.~.:!}:L:. . x 
tributed on basis of number of school age children 1!i.D."d. tqtal :popu:,;;;·>._; 

·. lation of ;State. -~, ·· · -: ; 1 -·- • 

-~. ·- .. £':; ·': ~ 

IV • Reg:Lonal Edu-cational Laboratories .: L': $45 million for , ei~tabli~bme~t~5 t-f · 
regional educationallaboratories-'--to' train teachers , ~;md to research, 

develop, disseminate and implement· n-ew knowledge .in .. field of education. 

Legislation wi-ll amend ,Cooperative Research Act.~,of, J.95~, .< wl1J,ch provides 

$16 'iniliion in FY 1965 :for e'ducatiobarresearall ~d ~rairiiilg • . :Under the 
1954 Act,. 4 pilot res~:;trGh .. ~eriters were establi:SheQ.. The additional $45 

million in FY 1966 will ]?rovide- f'.Or..· .. coQ~?.tructioti r.and operation of new 

permanent ed~cational _r,e,search and training centers. 
'·'.£~·~ . . . .,. . 

~· . ·- . .. . : \,.. ' . -- -<·':' ·. •, 

v. Stafe Educational Agen;G_i;es - $10· miiliori for l~;l;;:t year · of 5-year grant 

program to strengthen State edu<;8.tionai agencie.,~-: through State programs 

which may include long-range pla'rining; training _, of educational personnel; 

.consultative and technical assistance to local schools; expansion of 

;ep~ciit±_,,~~-- 1 research... J.)~f;· .. :.:· 

f •• } • 
·1!';' ... ' . 

· ;~N~ FUnds: $100:,000 t.o :each--¢_{ the 50 States ,i.i:J.th remainder distributed 

_ :..::±~~~sis of· school . popUlatfon; 15% of ·f'ul:l.d~ will be reserved for 

!.!il" ':' -~'speCi~i grants ~qlfl~lp so-l~e· educatiOil,al:: l:J?rOblems common to all or 

.•c.r ~everaJ.i•:ofot.he S~'5~ educational agenci.e::i!. 
;...1 • ..:· 

,;, .. . '(' .·. 
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Higher Educ~tion Act of 1965 . '. 
The Administrati~~ .'.s };ligher _eql,ffation bill was intro.duced -:Jaii; 19; 1965~ by 
Rep·: ~ AdSJil C. Powe;r(D. N.Y.), :¥.!J.i• 322Q, and Rep~ · EdttliGreeil (D. Ore.), 
H.R. 322Ij and' 'by ·senator Wayne !l.orse (D. Ore.), .8. ·6o·a;-_i -

TheiJlegislati~lt ~J?~o.vf,_des., a,_~ear prog~am of assistance t~ . higher education 
with _a l:st .. year· aptho):';tzat:i,o~ .. _of. ~250.Ir!i;Llion. The major ~portion of funds, 
$130lnillion, iS _fot' asSistance -~o n~edy studentsthrough ~an Undergraduate 
schblarship. program; insured, reduc_ed-interest- .private loans 'to graduate and 
undergraduate students; expansion of work-study program providing par~-time 
employment; and expansi01;1 of the National L'efe~se ._ Stud~nt · L.oari:~pr'tran?~ 

. .,. ·, •... !. 

'' 

Other Titles of the bill authorize_ .. $65 million to improve c6ll:.ege libraries 
and to train students in librarianship; $25 million for univer'~ity extension 

-and contif!iu~ng adult edu9_ation courses dealing with urban problems; and $30 
·miliioh to, .''improve the : educatiqnal quality of small-- developing colleges. 
(See_ CQNG~ REQ., 1/19/6.5, l?· 873, . .t;or breakdown of. est1Illated Federa:l 

·:eJCPE:nd.i tures by State.) , ' ·· . · 
··-~_:·.~---_;~\-.}:.... ' - -· .;- . 

* * * * * * * * '* .•• * * * 
" --

Provisions of Adniiriistration's Hi her :Educati.0n. Act of 1965:- · 
· Authorization sho-wn .is . for. Fiscal Y~ar 1966) 

. . _ . • ~.-, _ .• . 'r ,. _ •• : o1 .i: _ . . ~~ _._ ··.::L:·-

L '·· t:Jhi'versity Extensioi{and Cogtinui'ng -'Adult Education ·- $25 'inillion. 
$2~ !million in grants to support university extension and continui~ adult 
e~catiot? programs concentre.t~ng .qn ,urban. problems as housingT:Poverty, 

· ·· land use; tr~ti~portation. · .$100,000 to each State with remaind~;r dis­
~~:.,-·_,;·:.: -tributed on poptil;3.tion basis; 20%; of i'unds. re.served'- for ·exper,i~ntal · 

pro_~ects. . .. · , ··· · · _· .. _ . ·-.. . ... -. . . ·. · i . :. 
j __ . ., 

II'.: Coll~ge LibraryAssis:tance.: &nd Library Trai~ing and Research -" :$65 million. 
''!:·· ' \:• ._._;'_,~:-:.:~-~ , 

'-A, '. :$50 ·IDiill<;>n. ;i.n ·. g~~nts to'~~lleges 1'~~ purchase · ~f books· arlcl '· 'Other 
· _, library -materials. ApplYfng institution may receive basiC':~ 

grant of $5,000; supplemental grants, not to exceed $10 for _ each full-
time student, availaqle ._ , ~:-.. . . ·~ · · · · . ... . ':;~ · 

·~i~·:_··$t$.: ~b.iob i~-·~gr.a.pts t~):l~~/edu~~tio~ institut~ons for · ~~aining 
-students_ in librar~~~l,l~¥l.P:· .: ." :.--::·; -~.:-· •. ·;:•: -· : ~_.-._::_:_~:.; ____ -~;·:~ 

·-·. • ' ... : • ;. 6. ~. . . • . ,_ .. ·,'. 
• • j ~-· . ) ' . ' .... ' • ' • . • '. 

III. Assistan'ce to SmalJ: Collef>es _- _ ... $3.0 million. ... ... :_ , 
$30 million in grants to assist small colleges raise academic q~~lity ...._ 
through establishment of cooperative relation~h.:.L.P~ ~Jh.:.1 .. m.iY~'iie~ 1 and 
other _colleges. Coop~rat:i.ve projects niii,g:ht.include. faC'Ulty i>r "student 
exch8.nge '; joint use of library ()r labora.tory .facilities; faculty _improve­
ment programs; National· Teaching. F~llowships ·. to encourage f5ra4uate students 
and faculty members to teach at small developiilg colleges~ : 

. ..-.~ c ·-,~t .L : ... 

IV. Student Assistance - $130 million._ 
·.-

A. UnderfEaduate Scholarships - $70 million. 
$70 million in grants to enable 1401 000 qualified high school 
graduates from low-income families to continue education at in­
stitutions of higher learning. 
1. Grants of up to $800 per academic. year will be available to needy 

students through eligible higher education institutions. 
o#·,, ·\ 

. ~ \ .:. 
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:' ..;' i '.: '' :- • .. ' ·: .> . . ' ~- ··· ,~. :· :: ~ 
2. Student --may --reeelve~:Federax·· schcrlarship on annual basis for up 

to 4 :years while pursuing a full-time .updergraduate course at 
''{.: '· '· ,_ ·_.. ''. 'ab !ellg±'b,le : inst,itutiob. • . . ' . . . ' ... :--·- . --. ... . c· .· . 

- - - 3.: Student i'kcipi-ent .niay' rec_e~ve' other 'rinfi.ocia1 support. Amount 
of Federal ·scholarship to ' 'be determine-d. ·by institution. 

. ··; ·~ ... 

;:: ... 

4. Eligible institutions must_make sincere efforts to identify 
-''qualified ... :Youths ~rpm :¥>W·-income ·f.amill~s and encourage._ them 
!: t6· contitlue their :..~'flucat-ion. . . ·.'-:.: .. ,: ::-.:·. . ..... c - -- : -

. ·'· :·~ ' . '. . .... (·. ~:i.i~~....,· .:_ ..... : 

-~~ - · Insured,· Redu~ed~I~t~·~;~~ L~~~ , .. $15 zniiii~h. 2

.. . .. ,c •• 

--. l. To' assure ~eat~t ··~vailal;lility ~f priv~t:7. credit on reasona.1:1l~ 

-' 

.. ·· terms to students, estaplishment of a Student Loan Insurance 
Fund is proposed to enable the Governmeht to insure eligible lenders 

·· .. a· r·..,· -~ '1M··-· 1 C) -" >,c• ;-. , io' ·,..,nM'·m...,c"?· "-·y ·them' ·'t"""•s't' ude ... +s'·att"'"'"4ng e 1 -f"'"'ble . w -~~·-~ ·· -~ - ~ .!.• . ~-.t ~: _ __ c.;., ____ ., 1., ~ - L - .. ~ ··:-' V• &.J.,J.:.1 \., ~Ul. . ~.&.. 

.··:i.ns -t t+·•-':ions _ ~hodo not .have reason~ble~·· acceSS to Sintllar loan program. 
:. :_2 •. Provides Federal government pay · por~ic# of interest (up, to 2~ of 
->-- . the 6% interest usually charged)"on such, loans and on certain ' 

v ·· loans insured under a State program 'or by nonprofit private · 
organization or institution. ·- · · · 

. 3• The total principal amount of new loans to students covered by 
insurance would not exceed $700 million in FY 1966, $1 billion 
in FY 1967, $1.4 b~llion each in FY 19.6B - FY 1970 • ... 

4. For-..f.Q.rther.:. a.~tai£€3- -on itisured lcia~·<-pr6gram and reduced-in~est 
.... , ··· ~-· loans see £on~. Re~., l/19/65, pp. 869-872. 

c. <wciTk-Study ,.''rogram - $i29 IJO.llion (incltidinl .$84 million in·clud.ed in 
. ,, _c;.r ··J:.:r. ,. . Office o:t':'_Economic Opportun't ty Budget). 

·. r.s::•- The Work-Study Program authorized by the_ EcqnOmic Opportunity Act of 
·<' 1; l9~ (P.L, 88--45?) provides part-timi:i emploYm-ent (up to 15 hours a 

'.'!...' 

. . . i i. . 
f. ,:· 

_ i. . .• • ~t.·. -

. we:ek) for needy stuaerits attending hlgher educ'ation institutions to 
enable them to continue their education. Employment programs are 
operated by the i!lsti tution or public . or private nonprofit agencies 

· witl:l---the---~Federal::' g;evernment cont:dbuting· 9ff!o of wages earned ·by - ' .. 
students. 

.. -· i-· 

Th~ Administration propo'sed the work-~tudy .program be transferred 
-from the Office of Econoim.c' Opportunity to the Office of Education 
and the program be ex;p~.e,_ded for students · from low-income families 
and extended to stud,ents -.from mi.ddle-inco:me famiJ,.ies. , Extends 
through June 30, 1967, period duringwhich"Federa'I government pays 
90% of wages; drops to 75% thereafter. · - · 

::-- .?·._ National Iefense :Edu'cation: Act . · . . .. ' :~-' ·-· "'"'-- ·-
. Extends ' Student Loan. program_ of the Nation~:).. D=fense Education Act 

for 3 years With followipg authorizations: . 
$225 million_ for Fisca;r. Year 1969 
$250 million ·for Fiscal Yea;.r 1970 . • 
$275 mil.lion for Fisca~. ·Year_ 1971~ 

.... ·.::. •.•• ; •. •l ' • 
.::.1 :· 

-~· . ..: .: ... 
'· 

.... ·.:, 
'1/28/65 

J :.i .. :. 
.... 



Fact Sheet 2 - Social Security, Medicare, Public Welfare 

SOCIAL SECURITY - PUBLIC WELFARE 

DEMOCRATIC ACCOMPLISHMENTS, 1961-1964 (87th1 88th Congresses) 

Page l 

The Social Security Program, which provides benefits to 20 million persons, 

was broadened in 1961 to provide new or increased benefits to 5.2 million persons 

(P.L. 87-64). The 1961 amendments increased minimum monthly benefit from $33 to 

$40; lowered retirement benefits age for men to 62; increased widows' benefits; 

liberalized eligibility requ±rements and ceiling on retir~nt earnings. 

The 87th Congress enacted the first major overhaul in the public welfare 

pr95ram since the 1930's shifting emphasis of programs toward rehabilitation 

of the needy rather than prolonged dependency. The 1962 amendments increased 

Federal funds for aged, blind, disabled; child welfare services; rehabilitation 

services; and liberalized aid to dependent children program.(P.L. 87-543). 

'Ihe Aid to n= endent Children ro ram, enacted on a 14-month basis in 1961 

•(P.L. 87-31 and extended for 5 years in 1962 (P.L. 87-543), permits public 

assistance payments to families of anemployed workers with dependent children. 

Congress in 1961 enacted temporary legislation extending unemployment 

benefits up to an additional 13 weeks for the long-term jobless who had 
exhausted their benefits without finding work. This provided an unemployed 

worker with benefits up to a total of 39 weeks (P.L. 87-6). 

t 
f 

\ 
,. 
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MEDICAL CARE FOR THE AGED 

For the .third ; successive Congr~.ss, the ring-Anderson bill ];lt.oviding health 
instirarice for the aged financed through the social security system has been 
introduced . (S.l; H.R. 1). It closely resembles th_e Administr~t.i:on .. supported 
plan which was approved by the Sen~~e Sept. 2, 1964 by a ~9-44vote, oniy to die 
in conference i~ the closing days of the 88th Congress. It is based orr:- the 
social insurance·{>~inciple of payr'oll contributions during the workingyea;rs 
to help ;provide _protection after age 65. 

THE URGENT PROBLEM 

*** Our aged POJ?;ulation ccn sists :~!::,!no~~ Jth~n ,. 18 mil.li.Gl~ p~rsons .·age ~65 .and 
pver. By 19.10, w~ 'Hill l1arve ,:20 million senior citizens. and ·25 mill:Lon 
by 1975,. ·'· ' ... y .:· c' 

*it* _Four out of fd. ve . ~ged qave a chronic ai.lmenh "- , _ , 
. **-* After age 65, -90% are hospitalized at least once; 66% are hospitalized 

two or more times. . .- . .. . _ _ . 
*** _-, Average hospitalized person ove_r 65 stays tWice a-s~ lbng - ~I5 : .. days) ·a:·s; ·- . . ... 

. __ .· young~r per son. • __ . _ 
*** ... bne.,..balf .of aged couples where one, is ;· :hospitalized _at some time during 

the- year have total medical billp oyer $eoo in one year • . _ · .. · .< 
**1(- 54% of a s ed have :9.£ hospitalization insurance' and many with insurance 

have inadequate coverage. Two-thirds of aged with -inGomes:: less than :; .. · 
$2,000 have :9.£ hospital insurance. ·- ..... ____ .. ________ - ·---· · .. - · -· --· 

*** Aged -have small incomes and little saving::;; . 55% o:Cpersons over· 65 have 
less than $1,000 annual cash income; 7~%_; have · lesg than $3,000.. One!' 
half of ageq_ihave ·less than $1,000 in liquid assets. · 

ADMINISTRATION'S PROPOSAL (H. R. 1; So 1) 

I. 
, ··r 

Hospital Insurance 
A. Eligibles: 

for the Aged 
All persons age 65 andover; includes 16,660,000 under 
social security or railroad retirement; 2,000,000 others 
(cost to be paid fr.om general revenues) . __ , . 

~- --- .. --- ... ~- . . -·-- ----..-·- .. ,.. : ~-;-;; 

B. Benefits: ··.. ... .-: t 

1. · Hos;Pi tal Inpatient Sery,ices - 60 Aays . with deductible -~qual tQ av~rage 
cost of l day t s care (about $4·o) ~ -

• . ! . ..; • .. 

2. Post-Hospital~~ - 60 days care f()llowing transfer from l;lo~pi t?.-1; in. , 
f&c:i),ity having agreerr_:Le,~it with hospital. . _- . .. 

3. Home Health Services .. (as visiting nurse) up to 240 visits a year. 
·-~ .... 4. Outpatient Hosp{:~~giagnostic .Services · - (as ,-X-Ray; l,ab services)_:· 

available as. requ:j;;'l:red with deductible in any Ql;l;e mon;th equal._:_tq Qne-
half deductibl~ for inpatient hospital services (about $20). -

c. Financing: The ·program will be aaln:{~ist~red thro~gh .the s~-~ial ·s~~urt~y 
System and financed by a completely separate Hospital 

1. 
Insurance Trust Fund. 

An earmarked allocation from the social security contribution will be 
made to the separate hospital insurance fund. 
LUring 1967-68 -~ .38 of 1% of employeets earnings. Same for employer • 

• 57% for self-employed. 
Iuring 1969 and after - .45 of 1% of employee's earnings. Same for 

employer. For self-employed .675%. 
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2. 

3· 

4. 

5· 

F.S. 2 

Maximum annual earnings on which social security taxes and benefits are 
computed Will be increased from $4800 to $5600 a year, effective Jan. 1, 
1966. 
Social Security contribution schedule (combined for Social Security and 
hospital benefits} _will be changed as follows: 

Year . \Employer Employee Self-Employed 
1965(pref:)ent}·,_·~--' ,- . · . 3.6% 3.6% 5.4% 
1966-67 - -'.-~ {_;_ . . . . . 4.25% . . .. 4~25% 6.4%-- -:~.' 
1968-70 :<t : -:0~.1- .5,.0% .:'::·_;_;:;:_ -5.0% 7-5% 
1971 and after-.3.>/- ,.;·=-·>:· ._, 5~2~ · · ~-,· ,.::, 5.2% .. ·· ·- .. ~ • 7~8% ~ . , 
General revenues Will. ' be;. used· to PI!Qvide health ibsurap~e .'foJ::' 1-the 2 . ' 
million aged not under Sociai Se-Curity or Railroad Reit.4;cill.edt-. · 
Actuarial soundness of the current proposal _is denionstr~ted in "The · ·· 
Statu~, of i;;he Social Security Program and Reconnnendat~;LQn ~ ·. for Its . 
Improv~~~-~t., "· · :th~ J-965 report of the Advisory Council ·on ·Social Security • 

.. 

D. Com;plementary Pri vate· · rrisu:ran-c.~ -:- _ 
Exempts ~ f;rqn anti-trust laws private insurance companies \vho pool their 
resources to provi,de,; on non-profit basis:, approved low-cost health in ... 
surance to the elder l;~t' f'or ·health costs not covered under -the ·social 
security plan· ( doc_"t{_or 1 surgeon bills, -etc. ) • 

,•:M 

II. Social Secu:d ty '- Ainendn.J,ents 

A. Provid~-~ ::}% iilcr~eafi!e ·.rti:L the- 2~6 _111ill~on _ social security beneficiaries equ~·i·-~ 
to about $1 ~3 billiQri a y~ar. Beriefit increases would be paid .retroactive 
to Jan. - 1, 1965. Minimum primary .rqonthiy benefit vli.ll be increa~ed from 
$40 -to $42.80; maximum from $127 to $135.•90. Average primary benefit which 
is c'l::l.rreritly 'llbo}lot .$77.50 will be increased--to $83. When taxable base in­
creased Jah~ ' l.,_:.· l966 . maximum primary benefit .w~ll go -to $149.90; maximum 
primary benefit will~· go - ~o ~q.49~9QJ .- rpaximum farriily -benefit from $254 to 

$312. . :;,; ... '·:·•j : . -: . . ; . ·.: ' . . 

B. Covers Self-employed physician's and __ pe;fsons whose -earnings _include tips. 

III. Public .. Welfare Amendments 
A. Effective' 'January 1966 Federal share under .. ~11 State public assistan-Ce: 

programs '~11 be increased. about $2.50 a month for needy aged, blind, 

.. ·. 

disabled; about $1.25 · rq:r: · hee-ay .. children. Cost: Jan. -June .. _19~6--$.75 million. 
• -· • I • '·-· ' 

• 

, ··. 

~-r - . . .. . _·. .. }:;: .... . . . ·.. , . . ·.. . : -~ :._; / •. ::;:~· '( .. ·· .. , , 

B:' ·: Authorizes Federal funds to· ·states tor' n~edy aged .in mental_·and tuber- · -· ·.::. .. -~1~>-
culo~:i.s ":i:fisti tutions. · · Cost: Jan. -June 19-66;.;.:..$38 mi-llion. ·--. . . ·. ·-=~:.- . ' 

c. Increases slightly amount .cif ·earned income needy aged may receive and remain 
·.·· eligibl_e. for berie:f'i'ts. : ... - , .. , , . , . Qost: $50o,ooo for FY 1966. 

~ : • • •• ' .I '-

D. · · Make-s minor 13mendment to 'Kerr-Mills J?rOgrani for medically ne~dy::ag~d. 
·· ''::,_._,. · .... ''< Cost: $1 mi_~lion for FY 1966. · 

•- ..... ::~.;~-.::.~··c ~ 
,., ... 
··· .. :_;· 

··.'· .... ... ~ .. : i.~: 
..... _ ' .-.! 

/;_ . ... ·;.::·. 

'··. 
···:·:~ 

·Jtr:;[ 
.. :i·: .. 

1/li/65 
~( .. :. •. , __ 
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HEALTH 

Democratic Accompl~shments 1961-~964 (87th, 88th Congresses) 

Community Health Services and Facilities Act of 1961 (P.L. 87-395) doubled 
funds for nursing home construction and expanded and improved public services 
for aged and chronically ill. 

~g Industry Act of 1962 (P.L. 87-781) protects American consumer from 
unsafe and ineffective drugs by providing F~ legal authority to assure safe 
and effective drugs. 

Vaccination Assistance Act of 1962 (P.L. 87-868) allows grants to State 
and local Governments to carry out an intensive vaccination program to help 
protect population, particularly pre-school children, against four contagious 
diseases - polio, diphtheria, whooping cough, tetanus. 

Mental Health Program enacted in 1963 authorizes $329 million over 4 years 
to fight our largest health problem - mental illness and retardation. Funds 
are provided for construction of centers for research into causes of mental 
retardation and treatment facilities; for construction of community centers 
for care and treatment of mental patients; for training teachers for mentally 
retarded and handicapped children (P.L. 88-164) 

Mills-Ribicoff bill of 1963 (P.L.88-l56) strengthened maternal and child 
health and crippled children services and initiated a new program of compre­
hensive maternity and infant care aimed directly at preventing mental 
retardation. 

Health Professions Education Assistance Act of 1963 (P,L. 88-129) will 
substantially increase our supply of professional health personnel through 
student loans for medical, dental and osteopathic students; provides $175 
million through Fiscal 1966, in construction grants for medical and dental 
school facilities. 

Hill-Burton Act extension of 1964 (P.L. 88-443) authorizes $1.4 billion 
over 5 years for construction and modernization of hospitals and other health 
facilities with grester emphasis on modernization of hospitals in urban areas. 

Professional Nurse Training Act of 1964 (P.L. 88-581) authorizes a 5-year, 
$287.6 million program for training 130,000 additional nurses. Funds are 
provi.ded for construction and rehabilitation of nursing schools, for expansion 
and improvement of nurse training programs, and a student loan program for 
nurses. 

Need for Broad Attack on Nation's Health Problems. 

*** lin 5 children, under age 17, if afflicted with a chronic ailment. 
~ 4 million children are emotionally distrubed. 
~ 5.5 million Americans are mentally retarded with 126,000 new cases yearly; 

more than 2 million are ch~ldren. 
*** By 1975 we will need 346,000 physicians compared to the 290,000 we presently 

have. 
*** Our goal is to rehabilitate at least 200,000 persons yearly. Presently 

only 120,000 disabled persons are rehabilitated yearly. 
*** 48 million people now living will become victims of cancer. 
~ 15 million people have heart disease. 
~ Heart disease and stroke cause more than half the deaths in the u.s. each 

year. 
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Administration's Recommendations 

President Johnson, Jan. 7, 1965, proposed to Congress a comprehensive national 
health program including medical care for the aged financed through Social 
Security (see Fact Sheet 2); establishment of regional medical centers through­
out the country to combat heart disease, stroke, cancer and other major illness; 

staffing funds for community mental health centers; improved health services 
for needy children; more effective drug control measures; and additional 
scholarships for medical and dental students. 

It is estimated the program will involve government expenditures of $800 
million for its first year of full operation (expected to be Fiscal Year 1967). 
A brief summary of the Administration's proposals follows. Cost figure 
given is estimated for first year of full operation. 

A. Major Illness - Establishment of 32 regional medical centers to combat 
heart disease, stroke, cancer and other major illnesses. Centers will 
be affiliated with medical schools and centers and teaching hospitals and 
will provide the most advanced diagnosis and treatment for patients 
coordinated with research and teaching. $1.2 billion over 6 years. 

B. Hental Health - 5-year program of grants to staff community mental health 
centers which offer comprehensive care and treatment of mental patients. 

$43.6 million 
- 2-year extension of mental retardation program development 

grants enabling States and communities to draft comprehensive plans for 
the prevention and care of the mentally ill. $3 million 

C. Children - Expansion of maternal and child health and crippled children's 
services including health screening and diagnosis, treatment and followup 
ca"#e for pre-school and school children. $320 million 

D. Medical Students - Federal grants to help cover operational costs of 
medical and den~al sehools enabling such schools to expand and improve 
quality of education. Federal scholarships for needy medical and dental 
students. $43.2 million 

E. Consumer - Tighter controls on production and distribution of habit­
forming drugs as barbiturates; adequate labeling of hazardous products; 
premarket examination of cosmetics and therapuetic devices; authority 
to seize counterfeit drugs. 

F.. Health Manpower - HEH Secretary to develop long-range health manpower 
program. 

G. 

H. 

I. 

Rehabilitation - Expansion of rehabilitation programs will accomodate 
25,000 additional persons yearly. $87 million. 

Group Practice - Loan and loan guarantee program to encourage and assist 
doctors in group practice. Federal loan assistance proposed for con­
structing and equipping facilities for comprehensive group practice. 

$10 million. 
Health Research - 5-year extension and expansion of health research 
facilities act due to expire June 30, 1966. $110 million. 
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HEALTH 

Democratic Accomplishments 1961-1964 (87th, 88th Congresses) 

Community Health Services and Facilities Act of 1961 (P.L. 87-395) doubled 
funds for nursing home construction and expanded and improved public services 
for aged and chronically ill. 

~g Industry Act of 1962 (P.L. 87-781) protects American consumer from 
unsafe and ineffective drugs by providing F~ legal authority to assure safe 
and effective drugs. 

Vaccination Assistance Act of 1962 (P.L. 87-868) allows grants to State 
and local Governments to carry out an intensive vaccination program to help 
protect population, particularly pre-school children, against four contagious 
diseases - polio, diphtheria, whooping cough, tetanus. 

Mental Health Program enacted in 1963 authorizes $329 million over 4 years 
to fight our largest health problem - mental illness and retardation. Funds 
are provided for construction of centers for research into causes of mental 
retardation and treatment facilities; for construction of community centers 
for care and treatment of mental patients; for training teachers for mentally 
retarded and handicapped children (P.L. 88-164) 

Mills-Ribicoff bill of 1963 (P.L.88-l56) strengthened maternal and child 
health and crippled children services and initiated a new program of compre­
hensive maternity and infant care aimed directly at preventing mental 
retardation. 

Health Professions Education Assistance Act of 1963 (P.L. 88-129) will 
substantially increase our supply of professional health personnel through 
student loans for medical, dental and osteopathic students; provides $175 
million through Fiscal 1966, in construction grants for medical and dental 
school facilities. 

Hill-Burton Act extension of 1964 (P.L. 88-443) authorizes $1.4 billion 
over 5 years for construction and modernization of hospitals and other health 
facilities with grester emphasis on modernization of hospitals in urban areas. 

Professional Nurse Training Act of 1964 (P.L. 88-581) au.thorizes a 5-year, 
$287.6 million program for training 130,000 additional nurses. Funds are 
provi.ded for construction and rehabilitation of nursing schools, for expansion 
and improvement of nurse tr~ining programs, and a student loan program for 
nurses. 

Need for Br·oad Attack on Nation's Health Problems. 

*** 1 in 5 children, under age 17, if afflicted with a chronic ailment. 
*~ 4 million children are emotionally distrubed. 
~ 5.5 million Americans are mentally retarded with 126,000 new cases yearly; 

more than 2 million are ch~ldren. 
*** By 1975 we will need 346,000 physicians compared to the 290,000 we presently 

have. 
*** Our goal is to rehabilitate at least 200,000 persons yearly. Presently 

only 120,000 disabled persons are rehabilitated yearly. 
*** 48 million people novT living will become victims of cancer. 
~ 15 million people have heart disease. 
~ Heart disease and stroke cause more than half the deaths in the u.s. each 

year. 
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'' Administration's Recommendations 

President Johnson, Jan. 71 1965, · proposed to Congress a comprehensive national 
health program including medical care for the aged financed through Social 

Security (see Fact Sheet 2); establishment of regional medical centers through­

out the country to combat heart disease,. stroke, cancer and other major illness; 

staffing funds for community mental health centers; improved health services 
for needy children; more effective drug control measures; and additional 
scholarships for medical and dental students. 

It is estimated the program will involve government expenditures of $800 
million for its fi~st year of full operation (expected to be Fiscal Year 1967). 
A brief summary of the Adm:Lnistration's proposals follows. Cost figure 
given is estimated for first year of full operation.-· 

A. 

B. 

c. 

D. 

E. 

F. 

G. 

H. 

I. 

Major Illness - Establishment of 32 regional medical centers to combat 
heart disease, stroke, cancer and other major illnesses. C~nters will 
be affiliated with medical schools and centers and teaching 'hospi~ls and 
will provide the most advanced diagnosis and treatment fo~ patients 
coordinated with research and teaching. $1~2 billion over 6 years. 

Mental Health - 5-year program of grants to staff community mental health 
centers which offer comprehensive care and treatment of -mental patients. 

$43.-6 million 
- 2-year extension of mental retardation program development 

grants enabling States and communities to draft comprehensive plans for 
the prevention and care of the mentally ill. $3 million 

Children - Expansion of maternal and child health and crippled children's 

services including health screening and diagnosis, treatment and follow~p 
cfJI#e for pre-school and school children. $320 million 

Medical Students - Federal grants to help cover operational costs of 
medJ.cal and dental sehools enabling such schools to expand and improve 
quality of education. Federal scholarships for needy medical and dental 
students. $43.2 million 

Consumer - Tighter controls on production and distribution of habit­
forming drugs as barbiturates; adequate labeling of hazardous products; 
premarket examination of cosmetics and therapuetic devices; authority 

to seize counterfeit drugs. 

Health Manpower - ~~ Secretary to develop long-range health manpower 

program. 

Rehabilitation - Expansion of rehabilitation programs will accomodate 
25,000 additional persons yearly. $87 million. 

Group Practice - Loan and loan guarantee program ~o encourage and assist 
doctors .- in group practice. Federal loan assistance proposed for con­
structing and equipping facilities for comprehensive group practice. 

$10 million. 

Health Research - 5-year extension and expansion of health research 
facilities act due to expire June 30, 1966. $110 million. 



Fact Sheet 14 - Immigration page 1 

IMMIGRATION 

Background 

u.s. immigration policy is currently governed by the 1952 McCarran­

Walter Act which revised and continued the national origin quota system 

established by the Immigration Act of 1924. The national origins system 

is based on a formula which sets immigration from any quota area at one­

sixth of 1% of the persons of that national origin who were in the u.s. in 

1920. The 1952 Act set a ceiling of 2,000 on immigration from the "Asia­

Pacific Triangle 11
• 

The system heavily favors Northern Europeans who rarely fill their quota 

and severely limits immigration from Southern and Eastern Europe, Africa, 

and Asia vThere there are lengthy waiting lists. Over 90% of the total 

immigration quota is reserved for European countries. Due to its inflexibility 

McCarran-vlalter actually governs only about one-third of' total annual immigra­

tion to the u.s. as the majority of immigrants enter under private immigration 

legislation. 

Administ~ation Recommemdations 

In his Jan. 13th Immigration Message President Johnson requested legis­

lation which over a 5-year period would abol!so the discriminatory national 

origins quota system. Under the legislation the total annual quota would 

increase slightly from current level of 158,361 to an estimated 166,000. 

The Administration's bill was introduced in the House by Cong. Emanuel Geller 

(D-NY), H.R. 2580, and in the Senate by Sen. Philip Hart (D. Mich.), S.500. 

The legislation is almost identical to that requested by the Kennedy Adminis­

tration in 1963. Lengthy hearings were held on the proposais in 1964 but no 

rinal action was taken. 

Provisions of Administration's Immigration and Nationality Act as introduced: 

1. 

2. 

3-

4. 

5· 

6. 

Current immigration quota of each country will be reduced by one-fifth 

annually for 5 years 1Nith eliminated origins quota numbers placed in 

over-all quota pool. 
New quotas will be allocated based not on national origin but on first 

come, first served basis, as follows: 
a. 5o% of total to persons with exceptional skills, training or educa­

tion who would be advantageous to the u.s. 
b. 30% to unmarried sons and daughters of U.S. citizens not eligible 

for non-quota status because they are over 21. 
c. 20% to spouses and children of aliens lawfully admitted for permanent 

residence. 
d. Any unused portion to relatives of U.S. citizens and aliens and to 

special classes of workers. 
After 4 years, limits to 10% of overall quota number of immigrants from 
any one country. 
Provides that up to 30% of quota pool may be used, at the President's 

discretion, to admit those disadvantaged by new law (\-Iestern Europeans) 

and for allocation in national security interest of u.s. 
Provides that up to 10% of quota pool may be used, at the President's 

discretion, to admit poiitical refugees and refugees from catastrophe. 

Spouses, children and parents of u.s. citizens will have non-quota 

status. 
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To John Stewart 0t!!: 
From Chuck Phillips 

Enclosed is: . l co py of Illi"N testirrony on S 974 (amendments to !mTA), 
and same a s our testimony on Effi 4257--co mpanion bill. 

A draft summa~ for Keppel to introduce testimony. 
Circumstances did not permit him to use this . It therefore 
has "speech material" in it, if the V. P . talks on this 
subject as a phase of sorr.e poverty speech . 

Some statistics on 1(JTA. 

The Jrd Annual Report of the Jec . HE\V is due b: pril 1 . It liboks at this 
ooint as if r will do that, and if so, I'll send one on ronto to adc to 
this file . It should be more conplete in detail. 

-

Anyhow--for wha t it is worth, a nd if y ou he1ve a file going on various components 

of the anti-poverty , ~nti-unew lo~nent measures , here is last week's work. 

The enclosed is more informative t.~an Wirtz 1 submitted testireony a ltho11gh in 
Senate hearings, he vras drawn out substantially . However these YTill not be 
ava.ilable far another month or so, and if the VP is speaking in the mean tine, 
you can trust this . 



Draft Statement: For Xvaa Neetingen to introduce testimony 

on HR 4257- ... an Act to amend the Manpower Development and 

Training Act. Testimony February s, 10:.00 a.m. Select 

Subcommittee on Education and Labor. House o£ Rep~esentatives. 

Mr. Chairman and Members o the Committee: 

I welcome the opportunity to appear before this committee 

on behal.t of SecJ!etary Anthony J .. Celebrezze, and to discuss 

with you amendments wbicb the Presid•nt bas p~oposod to the 

r.mnpower Dev lopment and Training Ac-t. 

Printed copies of the testimony have been provided for 

the benefit of the members of the committee. I respectfully 

suggest that rather than my reading the whole of the testimony, 

I summarize its main points briefly bile submitting th~ 

whole £or the record, and remaining at your service to answer 

questions o£ the committee. 

The Department of Health, Education and Welfare believe& 

that the Manpower Development and Training Aet has been a 

substantial success. Manpower training bas taken unemployed-­

and indeed some who were tabbed as unemployable youth--and 

fitted them both £or and into productive employment in society. 

The underemploye~ have had skills upgraded and be n enabled 

to obtain better positions. Older workers whose skills have 



been displaeed by automation and technology have been trained 

for the new kinds of jobe our society is ereattng. The 

que tion is no longer can we do thi • We aze doing it. -
When ~he Congr ss or!ginally enacted this legi•lation 

in 1962; it wa . committing an act of £ ith. The need may bav 

been obvious that the unemployed needed help• but 'there were 

no r 1 preoedents £ox how to et that need in the rapidly 

evolving od xn eonoaty. Your :faith bas b an xedeemed by 

experience bowevex. We know how to do the job. We !\re 

still i*Proving our capacity for it, but we do this rationally 

beyond 'the cl:ude experiments o£ trial and rror. 

Th Nanpowet velopment ana Training Act has been 

proved to be sound. What it ~· aow u to be assured of 

long vity nd st•bilit:y. 'the two principal ways to ae1dev 

this re to giv th 1.-gitJlation pe:r.anenee and to give it the 

sam kind of federal $upport that other federal arvieea to 

tb State& have--part:lcul.at'ly those in the pov rty ar••· 

The n owe'S: Dev lopment and TrailliJJV Act tills a unique 

role in th whole vocational educati:onal tru.eture.. Its 

allowances p-erllit: it to erve the mutd& ot head o£ bouaehold• 

and f'alli.li Thi legislation should hav. a comparable 

ower ~raining and 

At t a 
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fo~ people where they are--in S~ates and munieipalities. 

State and municipal leadetrsbip is vi tal to their stucces.s. 

'this will alway• be so, The State• have limited :t(118outces 

however and these have b en st~ insd severely since World 

war II to et the demands in eerviees fo~ more than 50 million 

new ~ople who now dwell among ua. Th :feder 1 goverlllllent 

should not offer help that ia re lly for o£ stxain ott 

already overbuxdened State and municipal econo~es. And it 

would be c.ru•l to permit s-tablisMdj tested end proven progx ma 

to peter out and die in place• wh•r tbey are need$d most. 

Tbis would be •n e peeially bitter irony when tbrougb the 

y .-s the con o£ t e program will b• repaid many times over 

in ntnr tax rttvenuea and reduced elfare coats. At the least, 

the federal ~in6Qeing te~ms should be on the 90/10 basis of 

tha Econo.Ic Oppo~tuuity Act. 

In tb• 1eatt.ony I bave •~baitt d. l bave aupplied tbe 

facts aod :figwrea whicb ••tablish tbe eaae ~or the success of 

the Act and for the n.ed to continue it. This cold calibration 

ot JMa•ure11lltn1 is nee•aeary, of co\a:t&e. Yet't • I hope we do not 

los• sight of peop~ in the .az at o~ at•tiatics. we are 
c;:on.eJ:ving a human capital as well as • monet ry ontt, and 

ha•ically that 1.• aoat important. 

I wish I could take you to visit a training project, or 

particula~ly to attend ao111e o'L the graduatiots ex•:rcifa • in tbea .. 



.. 
You will find th• locations o! proj•cta ~a junior ooll~a 

nd in coJWert d to:r: -:f:roftt o:ft'ice:a; in trad.9 • bigb achoola 
but also in a sni-coi\deatted parochiAl aehool building her• ox 

n old hospital clinic tbe#e. Improv1••1ion •. ing•Quity and 

aimple necessity h . ve found facilities for ua• in •xmiag the 
poar with the education and kill n~• &a%y i~ ~heir per onal 
waz on povel:'ty. Edw:ation and trait».ng may not gua~aote. a 
job. but o~e doe» not g•t or hold a job td~hout them. 

At ~ad\Ultioa t1 eapecially 1 but loAf betot'e it il'l 

ny protram , ontt ca observe tb birth of hope out of t 
bad bet;trl tbe asbee of dea~ix. I--t i more tban a fallacy--it 

ia a gtos libel~-tha* th• poor are in thelr plight as • reault 
o:f indolence# •ld.ftle$SR4Ul$ 1 1 <:k o:f ambitioa or deaire for a 
elf-r•spee'till9 and ael£-sustaining rol i lit' • The 

revolution in ~be cono.te xole• in soci••v bas been so rapid 
tbat so have £ llen b bind in k4tepi up~ An affluent 
oci rty baa re•ult9d :fxom. our rvelous rowtb in tech ology, 

but ollle persons thrOllV leek of skill, have lipped through 

~he cr ~k ot that society. Ignorance baa p rpetuat d 
ignorat:ae • bd the d.eprived bav• br•d the envisonaaent o:t 

deprivation in their Ohild:r:e-n. It is a cl•s ic caae of the 
Dds£oJ:tune o£ the :fatbe~• being visited upon the children. 

This elf-perpetuating pat~ern can b broken. It is 
compounded of ignoranc«, poo~ .. ntal or physic 1 health, 
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broken home lite. repe ted failure at school and in finding 
or keeping jobs, and other di.f.ticulties. The Manpower training 
prog.ram9 attended have showed these people bow to cope 
$uccess:fully with their environment-And haw to overcome their 
sbortcomings. I wish you could see on their faces and h r 
them tell yo~ with their lips. bow anxious and grateful they 
are for the help. 

W•, are providing here 'he genuine w~lfare of the 
opportunity :for sel~-xeliance. This is a new form of iMple­
menting the old American ideal, and a new way of recovering 
the old nei9bborliness when people helped eaeh ethel'. 

In his St te of the Union message, ptesident Johnson 
told us that the first t at of a Great Socie1y is the quality 
o:f its people. He p.ropos4itd as the :first item on the agenda 

of creating that society, tbat we begin a pro9ram of education 
to insure every Ame-rican child the :f\lllest chtvelopment o£ his 
mind and skills. A great assist will come to this if the 
homes in Which they ar~ raised ar bQaded by a breadwinner 
who can find work. 

The President call d on us to make 2urtber e~fort to 
provide our work~xs with the skills demanded by modern 
technology. He noted that the laboring m n is n indispensable 
fore in the American system. 

In his First Inaugural Address on January 20, President 
Johnson spoke from thirty year of experi~nce ttat knows that 
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~~ injua11ee of poverty •nd t atage of oux x•eoureea 

will not " co~uered • d.ly. Bu-t yvt . e· held the cballttn.ge 

bet'or ua. that ''be-fore thitt generation o'L Aael'ieana is 

f'ini• ~. tbia •n••Y w:lll not only r•treat-·i't will be 

eonquered.tt 

It i$ * atf!:rn eballeno • In any era. betox• our own and 

in atty land othe~; than o~ 01rn, it would • em imposeible. 

Bl.tt we do lQI-ow how. The Manpow r Developaent and 

T~ ining Aet is one of our solid bit• o~ kbowledg .. It is 

only o•• weapon in the ar•enal of th• wax agai~t pove~tYt 

but it iJl e .. ential. 

It is imperative tha' • guarant e ita continuity and 

pertec1 its c•pab!lity. 



For Relea8e Upon Delivsr,r 

Statement By 
Francis Keppel, Commissioner of Education 

U.S. DEPARTMENT OF HEALTH, EDUCATION AND WELFARE 

Before The 
Subcommittee on Employment and Manpower 

of the 
Committee on Labor and Public Welfare 

United States Senate 
Tuesday, February 9, 1965 

10:00 a.m., EST 

Mr. Chairman and Members of the Committee: 

I welcome the opportunity to appear before this committee 

on behalf of Secretary Anthony J. Celebrezze, and to discuss 

with you amendments which the President has proposed to the 

Manpower Development and Training Act. 

First, I want to give a brief summary of the progress 

of the Manpower Training Program. The annual reports on 

the administration of the Manpower Development and Training 

Act are required by law of the Secretaries of Labor and 

Health, Education, and Welfare by April 1 of each year. 

While these reports will, therefore, appear soon, it is 

nevertheless in order here to suggest the conclusions of 

experience before discussing the proposed amendments which 

that experience urges. 

The Manpower Development and Training Act of 1962 was 

enacted in a belief in its need and in a hope for its 

success. Since there were no real precedents for it however, 
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it was necessary to wait and see if the Act would serve its 

intentions well. Now after two and one-half years of 

experience, and with the originAl Act adjusted by the a.endaents 

of 1963, we have a confidence that this legislation is sound. 

The Manpower Developaent and Training Act is serving well. 

With this legislation we are providing thousands of 

uneaployed Aaerican citizens with the aeans to obtain e.ployaent. 

A job is a .citizen's passport to self-respect and dignity. 

An eaployed citizenry is vital to our national econoaic 

strength and freedom. 

Substantial Progress 

The Manpower Development and Training Act has achieved 

a substantial degree of progress. The cuaulative statistics, 

as of January 26, 1965, reveal that 305,000 trainees had been 

approved for institutional training projects. 

By the end of January 1965, approxiaately 85,000 trainees 

had been graduated from Manpower Develapaent and Training 

programs. The placement rate has been 73%, and 90% of 

place.ents were made in jobs for which the individual was 

trained. We believe this is a ca.aendable record. 

In the earlier stages of the prograa we "sk!.aed the cream", 

as it were, -- training saae individuals who were easier to 

serve. But now as we are plunging into the harder core cases 

of the unemployed and underemployed -- we •ay have to accept 
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£or a time a lower rate o£ placement success. By harder core 

I mean persons not only without a job, but whose lives have 

been so lacking in advantages that they are poorly prepared to 

train £or one. We must assume this risk and cope with it. 

Typical Trainees 

Gross statistics, however use£ul, do not convey any sense 

of the human dimension o£ the program, or its variety and 

drama. It is di££icult in £igures to extract a picture o£ a 

typical trainee. 

A bare majority o£ those enrolled in institutional training 

during 1964 were white, male, high school graduates. In this 

group the average trainee was the head o£ a household who was 

between 25 and 34 years o£ age, and had at least one person 

dependent on him £or support. He had been unemployed £or more 

than £ive weeks. The training he received prepared him £or a 

job £or which he could not otherwise quali£y. 

There is probably no typical trainee. Forty-one percent 

o£ those who have been enrolled under the Manpower Development 

and Training Act were women. Twenty-nine percent have been 

non-white, and o£ those more than 90% were Negro. Forty-£ive 

percent had not graduated £rom high school. This includes 

£ive percent who had not £inished grade school. More than 

one-third o£ the enrollees had been unemployed £or more than 

6 months -- three times as many as in the labor £orce as a whole. 
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Many enrollees had been receiving benefits from other public 

agencies. Approxiaately 20 percent had claimed une.ployment 

insurance and 9% had received public assistance prior to their 

entry into training. 

It is !.mediately apparent that when these persons are 

removed froa welfare rolla e.nd trained for paid eaployment, 

they represent a direct saving to the taxpayer. This is 

important, but at least equally so are the huaan values which 

are conserved. Without ~he Manpower Development and Training 

Act most trainees would undoubtedly be subject to continued 

unemplo~ent, and the human despair and defeat which come from 

this. Most would have little, if any, opportunity to acquire 

the new skills necessary to obtain and hold a job. 

As a supplementary program, the Congress directed that 

the Work Experience Programs in Title V of the Economic 

Opportunity Act make maximum use of the training programs 

offered under the Manpower Development and Training Act. 

Service to Youth 

The Manpower Development and Training Act has steadily 

increased its service to youth of age 21 and under. In 

calendar 1962, 25% of the enrollees in institutional projects 

were in this age category. By the end of 1964~ the percentage 

of youth enrollees 21 years of age or under increased to 33%. 
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In the experiaental and demonstration projects, 9 out of 10 

persons served were 21 years of age or younger. 

We know that youth make up by far the largest percentage 

of our unemployed. Unless they can be absorbed gainfully 

into our economic life, they constitute, as Dr. Jaaes Bryant 

Conant has observed, an explosive force in our society. 

Adults Still Priae Target 

We are mindful that the priaary intent of the Manpower 

Development and Training Act is to serve unemployed heads of 

families or households. We have been consistent with this 

intent. For that reason, it is worth noting here that the 

majority of the trainees in the Manpower Training programs 

cannot be served by the Vocational Education Act of 1963, 

because students in training under the Vocational Education 

Act receive no training allowances. This is a formidable 

barrier for the average Manpower trainee. Few uneaployed heads 

of household can afford to forego all actual or potential income 

for the extended period necessary to obtain training. They 

have urgent responsibilities to their faailies. The critical 

factors in dropouts from training are reasons of personal and 

family finance. Only the Manpower Training program meets 

this situation. 
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Multi-Occupational Projects 

In fiscal 1964, 40% of all trainee• approved were in 

.ulti-oecupational projects. Such a project is st.ply the 

gathering of a group of single projects into one coordinated 

progra. A aul ti-occupational project aakes it po~sible tA evaluate 

the potential of each trainee for several occupations in 

which training is to be given. Multi-occupational prograas 

enable us to deal with the probluas and the needs of the job 

seeker, instead of only with the need for workers. They aake 

a variety of pre-training services available; aptitude tests 

of the trainee's skills; assessaent of his potential and 

interests; work tryouts; literacy training; and continuing 

guidance--in addition to his occupational training. 

Such a program may be state-wide, as in South carolina, 

where more than 30 different courses are dispersed throughout 

the State and have served aore than 5000 individuals. In 

east~rn Kentucky, a particularly hard-pressed area wherein 

uneaploy.ent is aore than double the national average, a wide 

variety of courses have been conducted by the vocational schools. 

A special kind of .ulti-occupational project was carried 

out in South Bend, Indiana,t.aediately after the closing of 

the Studebaker plant there. The special character of the 
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project was its •ergency nature and the capacity c4 the 

Manpower Developaent and Training a~niatrators to act 

quickly and e~fectively. The ca.auni ty at South Bend had 

been hard hit, and hundreds of people were in a state of sa.e 

anxiety about their econaaic future. Two ... ka after the 

assembly line closed down, representatives of the Departaents 

of Labor and Health, Education,and Welfare . had their fir•t 

planning conference with state and ca..unity education and 

•ploY'IIent service o:fficials. Within 90 days acre than 400 

former Studebaker eaployees were enrolled in three types of 

training courses. 

To date, approximately 1500 trainees have been enrolled 

in courses in the South Bend -project. nr ... tic evidence has 

coae to deaonstrate deaand for newer occupational skills. 

Several doz·en members of a course in computer p:1f"ogramminQ 

were hired before completing their courses. T~•e plac.~ts 

have occurred in Detroit, Chicago, Gary and other towns in a 

tri-state area. Starting salaries have ranged froa $5,000 to 

$7,200. Ford Motor Coapany is going to interview the entire 

balance of the class. 

This experience aay be called upon aore frequently. 

The overall levelling off of defense expenditures, shifts in 

defense procurement due to changes in weapons requireaent, and 
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the closing of obsolete ailitary installations can cause more 

situations siailar to South Bend. Defense industry is· highly 

concentrated geographically. Even alight dips in the procurement 

program aay cause severe hardship to workers in soae co .. unities 

where the .. jority ot the labor force has been eaployed in 

defense industry. The Manpower Training prograa can play a 

vital role in -.ergency and soaetilles near-disaster situations 

of .worker displac .. ents. 

Wide!p!ead Acceptance 

There has been enthusiastic response to the Manpower 

Developaent and Training Act. Today th•r• are state agreements 

with all 50 states and territories ot the Union. Nationwide, 
I 

as of Deceaber 31, 1964, aore than 5000 training projects have 

been approved, and aore than 3000 ot th .. are in operation. 

The aajor occupations involved include stenographer-secretary, 

machine operator, typist, clerk-typist, nurse's aide, autoaobile 

mechanic, welder, licensed practical nurse, autaaobile body 

repairman, sewing machine operator, and electronics assembler. 

Striking break-throughs have been aade in training for new 

kinds of job openings. In aa.e instances displaced auto workers 

and textile workers have been trained tor sub-professional jobs 

i n the field of aental health. Rapidly developing fields such 

as health services in general, and opportunities in state, local, 

and municipal gover~nt, are leading to training prograas for 

older workers, youth, and ainority groups. Altogether, more 
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than sao ditt.rent occupatianal title• have been approved tor 

training. 

But I only -an to ftGg•at the .cope, not to exhaust the 

detail at our ~ogres• to data in a~niatering the Manpower 

Devel~ent ad Training Act. The point to be streaaed ia 

that we have a bocly ot experia11ee and the aCCUIIUlation ot 

verified data that aanrea ua .. are Oil the right road, 

tr~velling in ~ right direction. Manpower develop.ent and 

trainiav worlta. The proor•• are helping people in the aost 

•elf-r.-pecting way people can be helped: by giving thea the 

aeans to help th-ael v.a. 

The Mallpower Develop.ent a1Xl Training Act is proving 

itself. However, in tt.ea auch as ours -- c4 such rapid and 

massive changes in the econaaic order -- the Act should be 

aodified to keep pace. 

The Congress haa recogni%ed the need ot adju•taent bet ore. 

After little aore than a year of experience with the Manpower 

DevelOJ:Wttnt and Training Act at 1962, the Congress enacted 

aae~nts in 1963 to the original legialatiou and wiaely 

extracted the lessons tra. experience at that tille. These 

included peraitting progr ... ~r the develop.ent o£ basic 

education and baaic wt:Jrk aki.lla, lOWKinv the ain.iaua age 

requir-nt £or training trca 19 to 17 years; aaking. adjuataents 

in the subsistence and training allowances, and other aoditications. 
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Experience since that tl.:e has caused those o'L us charged 

with adainistering the Manpower Develop.ent and Training Act 

to reca..end further aaendaents to carry out its intent and 

spirit. 

It is these proposed aaendaents that I would like to 

discuss with you at this time • 

.!.! is recoaaended !:!l. !!!!_ Depar'blent 2!_ Health, .Education, ~ 

Welfare ~ the Manpower Develop!ent ~ Training ~ ~ aade . 

permanent. 

In co?sioering an amendment to the Manpower Developaent and 

Training Act to make the legislation per.aanent, it is .well to 

recall sec. 101 in Title I of the original legislation. This 

is an adairable statement of the reasons ~or the .-ployaent 

probl4!11S of •any o~ our ~ellow citizens. Sec. 101 recognizes the 

dislocations in our economy due to auto .. tion, technological 

develop.ent, foreign competition, changes in the structure of 

the econOIIly, and shifts in market d .. ands. It takes cognizance of 

the fact that even in periods of high unemployaent, •any jobs are 

unfilled because of a shortage of qualified personnel. This 

section recognizes likewise the entrance into the labor aarket of 

many new young people--the "tidal wave" as it has been called, of 

the post-war birth expansion. There was envisioned an "extra­

ordinarily rapid growth of the labor force in the next decad~". 

It was only prudent of the Congress, however, to enact its 

first legislation in the area of Manpower Develapaent and Training 

for a limited tiae, and later to give it a two-year extension until 

July, 1966. The beginning necessarily had to be experiaental. The 

experience on which to base evaluation in 1963 was ~~iciently 

short to sake the first extension of the legislation limited. 
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Meanwhile what we expected has been confirmed, namely, 

that the basic economic situation as it -~~ects .. npower 

is not o£ aoaentary duration. By the end o£ 196~, we had 

already sustained the longest period o£ economic growth in 

the history o£ our Republic. In the last £our years the 

Gross National Product had climbed more than $100 billion. 

Every economic £orecast gives us reason to believe that the 

surge of productivity and economic growth will continue 

through 1965. Yet stubbornly persisting along with this 

economic growth is a factor of unemployment which remains 

too high. The unemployment factor has come down slowly. 

Four years ago it was nearly 7~ o£ the labor £orce. It was 

approximately 4.8% as of January, _l965. This is progress, 

but to bring this rate down further into tolerable confines 

will take strenuous effort. The fact is that it is 

econoaically possible to have a high rate of productivity, 

a growing economy, and indeed an affluent society without 

using all of our manpower. But although this is econoaically 

possible, it is morally and humanly repugnant. And in the 

long run we know that unless our human capital is conserved 

and used, the economy and strength of the nation will be 

weakened. It would be unrealistic to claim that the Manpower 

Developaent and Training Act has been solely or even mainly 
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responsible for the progress we have made in combatting our 

high rate of unemployment. It is only one of the tools 

which the Congress has provided. It has however, become a 

necessary and valuable tool. 

The most expert opinion does not care to predict what 

the net result of automation and technology will be on the 

structure of our economy, our way of life, our habits of work 

or our requirements for work. One hears both dire predictions 

and Utopian descriptions but both are speculative. We . can 

only be sure that we cannot turn OQ~ backs on the radical 

de•and for greater job skills, nor can we harden our hearts 

to the needs of people for gainful employment. 

Millions of our fellow citizens have never been educated 

or trained for the kinds of jobs a new economic order can 

provide. Other millions have had once-useful jobs that 

the economy no longer needs. The fact now emerges that in 

the future the average person may have to be prepared to 

change his economic career several times in a lifetime. In 

any case, it is mandatory now and for the foreseeable future 

that we give people the equipment through training, to permit 

them to contribute to society and to themselves. The Manpower 

Training program is a challenge to the American ideal of 

equal opportunity. It is a challenge to our goals of indivi­

dual independence and self-reliance. 
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The basic problems we aust meet are not short-range, and 

therefore the solutions to them cannot be short-range either. 

At an immediately practical level the impermanence of the 

Manpower Development and Training legislation has made it 

difficult for the States to plan their roles in implementing 

it. With present authority terminating in 1966, the States 

are understandably reluctant to appropriate the funds to 

match the Federal share of training costs and allowances. 

The financial barrier to planning might be moderated 

somewhat if another proposed amendment to reduce the amount 

of the State contribution is enacted. Even so, however, 

there are sound practical and psychological reasons for a 

permanent commitment in the law to meet the long-term 

problems. 

The Manpower Training program fills a void in the total 

vocational education structure. The Vocational Education 

Act of 1963 is a permanent piece of legislation. The 

Manpower Training program should match~~an old vacuum is 

not to re-emerge. 

After two and a half years of experience under the 

Manpower Development and Training Act, strong relationships 

have been developed between vocational educators and employ­

ment service representatives. Teachers have been hired and 

trained. These teachers are now quite expert in the complex 

business of training adults, and in the equally complex 
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business o£ training undereducated youth with special probleas. 

The labor-~orce orientation o~ the Act--the insistence that 

training be related to actual job openings in the ca..unity-­

has had noticeable effect on regular vocational education 

prograaa. Dozens of new prograas have been added to their 

regular offerings and they are kept alert to continuing 

developaents in new job categories. All these gains would 

be lost i£ the Manpower Training program were allowed to 

terminate or if it were given any suggestion of less than 

the firaest support. 

Our main emphasis, however, is that the probleas whic~ 

the Manpower Developaent and Training Act was designed to 

solve are not temporary probleas. The Act indeed was not 

conceived as a crash prograa. The Act should be aade 

per.anent as an evidence o£ our coiiDli tment to the Jl&ximwa 

development of the manpower of the nation. 

It is recommended by the Departaent of Health, Education and 

Welfare that the maximum training period be increased to 104 

weeks. 

The present statutory liaitation on the maxiaua duration 

or services in a Manpower Training program is 52 weeks for 

the occupational training part of the prograa. Where basic 

education and basic work skills must also be provided, the 

law peraits another 20 weeks o£ training £or a aaxiaum of 

72 weeks ·of training. The avera9e planned length of current 
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projects is 36 weeks. This is an increase of 4 weeks over 

the 1963 average but we are remaining well within the 

statutory limitations. However, there are some programs 

for the extremely disadvantaged which we should be doing, but 

are not, because they cannot be carried out in a 72 week 

program. We do not desire to lengthen all programs. We are 

requesting a flexibility to extend some programs up to 104 

weeks. 

There are two principal reasons for 6eeking this flexi­

bility: Persons with little education require more time in 

training. Secondly, some of the new kinds of job opportuni-

ties opening up require more extensive training. 

Nearly 20% of all unemployed persons have less than 8 

years of schooling. However, only 5% of the Manpower training 

enrollees have less than an 8th grade education. An increase 

in the number of training weeks would permit an increase in 

the number of persons with additional educational deficiencies 

who could be referred to training. 

Just as some individuals present special problems in 

training, some new kinds of job opportunities demand 

special skill requirements. Our placement data tell us that 

graduates of the more highly skilled occupational training 

programs are readily placed in employment. Manpower 

projections indicate that this trend is going to increase. 

Even now we can anticipate the time when there will be few 
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places in the world of work open to unskilled persons. New jobs 

are being created, but only those calling for skills of an 

increasingly high order. Many job opportunities of this 

character are now automatically barred from inclusion in training 

programs by the fact that successful preparation is not possible 

in 52 weeks. We are particularly aware that the Manpower 

Development and Training program is not yielding enough workers 

who are prepared for jobs in scientific and technical fields 

that are vital to our continued economic growth. Training in 

many of the electronic, mechanical, and health fields must 

extend beyond the present one year allowance limit. As we face 

up to labor-force requirements and to demands of employers, we 

must give more training in certain fields. 

It is not anticipated that the length of the average training 

program will increase sharply with an extension of the statutory 

limitation on training time. Greater flexibility is needed in 

order to accommodate the development of services and programs 

necessary for the most disadvantaged of our fellow citizens. 

Such flexibility would also enable us to meet the new 

possibilities for higher skill employment which our rapidly 

developing technology is creating. 



17 

An amendment to permit a training program to carry on 

for 104 weeks necessarily entails an amendment in the 

provision for those eligible for training allowances to 

accommodate this extension. Our third proposal is as follows: 

It is recommended by the Department of Health, Education1and 

Welfare that matching for training allowances and institutional 

training programs provided by the Department be continued on 

a 90/10 basis after July 1, 1965, and that non-federal con­

tributions be in cash or kind. 

Under the current Manpower Development and Training Act 

legislation, the States, beginning with fiscal year 1965, 

are to pay for one-third of the cost of the programs, and 

following that year are to pay one-half. There is impressive 

evidence however, that a number of State legislatures will 

not authorize matching funds at these ratios beginning 

July 1965. 

A resolution adopted unanimously during an October 1964 

Conference of Southern Governors calls for continued 100% 

financing by the federal government of Manpower Training 

projects. A similar resolution was also adopted in October 

1964 at a meeting or the senior officials or all State 

employment security agencies. 

It is a fact that the States have exerted strenuous 

effort in recent years to meet the needs or their peopl~ . 

The States and municipalities have haq _ to bear the brunt to date 



18 

of coping with the knowledge explosion and the population 

explosion in our nation. Sixty-nine million persons have 

been born in the United States since 1949. We have had a 

net increase in population equal to the present population of 

Great Britain. The States and municipalities have stretched 

themselves to the utmost to provide the new facilities and 

public services that this population growth has required. 

Since most of this population is still in school, State and 

local governments have expended large resources for new 

schools, teachers, and educational equipment. Their gross 

effort in the last 19 years is startling: State-local bonded 

indebtedness since 1946 has increased more than 400%. Per 

capita State-local taxes have jumped more than 213%. This 
J 

is many times the expansion of the federal government in 

these categories during the same period. This great effort 

has been made in spite of the inherent limitations in the 

taxing ability of the States and local units of government 

' and in (beir sources of revenue. 

States that have been hardest hit with problems of 

economic dislocation of workers, and who suffer a high un-

employment rate or who have a greater problem with basic 

poverty, are caught in a vicious circle. They need more 

assistance than do other States. Yet their very condition 

reduces their financial resources with which to buy that 

help. 
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The Economic Opportunity Act of 1964 and the Area 

Redevelopment Act provide federal training funds on a 90/10 

and a 100% basis respectively. It seems unrealistic to 

expect the States to provide a higher ratio of matching 

funds under the Manpower Development and Training Act, to 

continue the essential training needed for thousands of 

unemployed workers. Our next proposal is as follows: 

It is recommended by the Department of Health, Education and 

Welfare , that the occupational training provisions of the 

Area Redevelopment Act be carried out by the Secretaries of 

Labor and ·of Health, Education, and Welfare according to the 

Manpower Development and Training Act in cooperation with 

the Secretary of Commerce. Training programs carried out 

in areas designated as redevelopment areas under the Area 

Redevelopment Act will carry full federal financing. 

The Manpower Development and Training Act provides more 

diversified opportunities in occupational training than the 

provisions of the Area Redevelopment Act. The authorizations 

of the latter are more limited in nature and in scope. 

It is becoming increasingly important also to incorporate 

the area redevelopment training projects into comprehensive 

State planning for manpower development. The recommendation 

that the Manpower Development and Training Act absorb the 

training provisions of ARA would facilitate the accomplish­

ment of this planning. We further propose the following: 
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It is recommended by the Department of Health, Education, and 

Welfare that the Manpower Development and Training Act be 

amended to include a more significant role for experiment 

and demonstration and that the Secretary of Health, Education, 

and Welfare be involved in research projects in institutional 

training and the institutional training aspect, itself, of 

this important activity as set out in the proposed Section 

102(6). 

The Department of Health, Education, and Welfare is pre­

pared to assume the administration of expanded and more 

flexible activity in research and in experimental and 

demonstration projects. The Depar~ment is in accord with 

the statement in House Report 861 of October 19, 1963, of 

the House Committee on Education and Labor (Sec. H. p. 20) 

that there are "unique and critically important contributions 

made to the program by these projects" and that the Department 

of Health, Education, and Welfare should seek to "develop more 

fully than it has, its participation in this research." 

Research, experiment, and demonstration are indispensable 

adjuncts to an effective program of manpower training. The 

resources of all public and private agencies able to con­

tribute innovations to the total training effort must be 

sought out and used on a broad and continuing basis. The 

Department of Health, Education, and Welfare is vitally 

interested in new and different approaches to institutional 

occupational training. 
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New training methods have already been developed as a 

result of imagination and ingenuity. For example, here in 

the District of Columbia, private business has developed 

unique training methods by which even those persons lacking 

a high school education, can be trained for certain data 

processing jobs in a relatively short time. The Bedford­

Stuyvesant project in New York is achieving significant 

success in using programmed instruction. Other projects 

have made notable progress in teaching techniques and 

curriculum development to communicate basic education to 

culturally deprived individuals, and thus have broken through 

barriers that deplete motivation to learn new skills. This 

breakthrough is highly important, for more than 90% of the 

persons being served in experimental and demonstration 

projects are youth. These include a large number of school 

drop-outs and other alienated or socially maladjusted persons. 

Despite the inventiveness and promise of these projects 

and others which have developed elsewhere, they are limited 

in scope. With the appropriate authority, the Department of 

Health, EducaUon, and Welfare could take greater initiative 

and could more successfully pioneer in the areas of experiment 

and demonstration. To this end the appropriations should be 

increased so that greater effort can in fact be applied. 

Experiment is vitally needed to provide special training 

programs for those workers who are now being displaced by 

automation and technological change. 
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It is important likewise to put continuing research into 

the training effectiveness of programs we have instituted. 

We should know why some individuals drop out of our programs. 

We should be able to measure their level of skill achievement 

by acceptable standards, and be kept alert to all the problems 

of adjusting training programs to the shifting job require­

ments in the rapidly changing work-patterns of our economy. 

The Institute for Social Research of the University of 

Michigan is conducting a national Attitude Survey of Manpower 

Development and Training Act Trainees for the Department of 

Health, Education, and Welfare. The Institute is also 

conducting another study, an outgrowth of the attitude survey, 

on the Chicago JOBS Project. Partial results of the attitude 

survey will be available in time for the Secretary's Manpower 

Training Report to the Congress. Meanwhile, statistical 

analyses also are being made on the Chicago JOBS Project. 

Chicago JOBS was designed to take unemployed and selected 

"unemployable" youth and transform them into productive, work­

ing young men and women. These young people come from deprived 

environments. Of the approximately 1,500 enrolled in the first 

year and more than 1,800 in the second, the average trainee 

had dropped out of school in the tenth grade, had a 6t~ grade 

reading level, and had a 5th grade arithmetic level. In 

six months of training the first trainees made a two-year 

grade level advance in reading and mathematical skills. These 
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people had been severely disadvantaged. By a combination o£ 

basic education, vocational education, and counselling, 

Chicago JOBS has had marked success in moving these youth 

£rom apathy and alienation to an atmosphere o£ opportunity 

and freedom. 

Chicago JOBS is a particularly valuable project, and the 

kind o£ continuous program evaluation research being done 

there is necessary in other projects if we are to achieve and 

maintain a high degree of efficiency in serving the needs of 

manpower training in the most difficult cases. 

The Department of Health, Education, and Welfare concurs 

in the other amendments to the Manpower Development and Train­

ing Act now pending before the subcommittee and as recommended 

by the Administration. They are not discussed in this state­

ment because they were fully covered in testimony by the 

Secretary of Labor. It seems sufficient to say that we are 

in agreement that these amendments are necessary if the 

intent of the Act is to be fully carried out. 

II# 
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It ia rec~nded b); ibe .oepart ent o"L Healtht, Bd~cation _aDd 
Welfare, that otbar ~•ndmenta to tbe MAtnpowcr ~veloe .. nt 
and Training Act • be ·~c1ed as :follows: 

1. Labor aobility demonatration projects. An amendment 
to extend tor two ore years and au~boriae up to $S million 
per yea~ .tor the pilot-programs of asaiatance to t~aineee 
in movi~g them ~rom their bo eommuhi1y wb re thew 1• no 
e ployment opportunity, to anotbex wnere job• are availabl$. 
t'bere have b en ineut':t'lcient time and :fund• irt the pr•Mnt 
authority to develop acc~ate Rnowledge about the need or 
desirability o~ developing aueh asaistaJ:See. 

2. Train • bondi!!Q d4tmonstration -eroJ•cts. Xt is 
desizable to carry out expe~i~nt• in ted•rel support of 
bonding facilities .tor persons wbo have eompleted a fed•ral1y­
aponsored rspoweJ: training prograa. Th• Manpowe-r Dev lopment 
and Txairdng Ac:t 'baa accepted tax training individuals with 
juvenile and police r•cords. Every e~for~ hAS been made to 
place tbe in occupations which do not require bonding. While 
results have been satis£actory1 this policy necessarily •x­
cludes from training the whole range o~ job possibilities 
where the handling of money is required. By insuring employers 
against lo s £¥om the possible dishonesty of such persons, we 
could gain verified knowledge on th wisdom of placing ~e· 
habilitated persons Who have police records of offenses 
agaimJt propf:rty. 
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required, pJ: s nt allowances ar not enough to sus't in • 

family without luu'dship. 

4. Tranepo.rtation allowances. Daily eo tin9 costs can 

'be exp~lt$ive as a proportion o:f the txaining allowance. SoJDe 

times tranapor1a1ion cost axe r · aon for an individual no~ 

enrolling in th firet place, or ~or dxopping out. When 

neeessa~y for the ffective operation of t e progra , the 

traQSportation costs should be allowed. 

s. .:tob Deve192aent Progz:a... Tbe bill is amended to 

give stronger base for tbe job dev lopment rogr in th• 

8ervic• ar s, wbicb t e President uxg s be speeded up .. 

the service trade reas offer the ~eatest single 

ax·• o:f expauioa for new employment opportu ties. All 

lllutpow•r p ojectiou abow tbia.. 7be npow ~ Training progr m 

baa already be alert to hi training uea, bow•ver a 

epecific a1UlJ!'Pt nd mandate to do more, is lc011e. 

6. Miscellaneous. Tb Department of Health, Education 

ad eltare coocurs ia amendments ~o give tbe Secretaxy of 

Labor adaini•txative flexibility in adjusting the perc•ntage 

ot 1:loa9 under ge 22 wbo may rec iv training allowances, 

to perai on. the ... job trainees to enga9* in outside work 

up to .30 bours without reduction c4 the training llowanc 

(a provi ion that already applies £or i atitutional train a); 

and other tecbllical amendments 'to chang the tboda o£ 

co~uiing unemploymeat co~ensation pay nta. 
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Ulv::. sion of Vocational c:nd Technl c.:al Educa~~On 

USOE - DH£1:<7 

Fe ' - - J 1 f) r c _2,:· uary __ ._, _-':.~ 

~!_ative To~~ . 

- Over 5000 liDTA t raining oro iects approved fo r more than 305 000 

.~:1'3.1Jtl2:~~ . in all 5L~ States and 'rerrito:r.~es, costing $190 .5 ~illion 

i :~ Fcde:::-al fnn t!3 £o~ institutional occupational training or an-

8'Jerace c£ ,$..,6.Z.i.J!er tr~~· ($606 average alloHar!ce cost or 

$1,230 total sve:::-age training cos t.) 

- F:l.scs}. l%2_ mare fue.:1· l, 90U pn:jects 't-1ere api-'rovecl fm~ over 134,000 

t4ainees at a cost o f $81.8 million for institotiortal training . 

- Tc,p 1() St«.tes in Number of apprcved trairLees ·· California - Ne'll York, 

Illinois, Pennsylvan:i.& , Michigau-Ohio-Hassac:huset ts , Connecticut, 

'Hi ssot':ri, a nd Kentucky (Constitutes over 50% of all tr:ainees). 

~ 182,000 trainees enrolle d (Estimated) 

.. 85,000 trainees completed (R,lf:ima ted 

- 73"'/, placed, 9 cf 10 placed in jobe for ttinich tb.cy were trained 

- 3 of ) trair;.ecs a_e m~n - 29% ar~ non-vJhi~e 

- 45% uf. traineea are s~hool dropouts - 40~~ high echool - 5% c>~.<:!ntary 

- Larges t age g~oup - Ag~s 23-34 (38%) 

·• 56% ar~~ heads of household 

.. ··3% unemployed o•.:er 6 months 

Trainees Approveu 

Trainees l!z,;rollt'. J 
Trsineee Com?letcd 
m~·;:;;w Ccs ts 
D/L Ccets 
Total Federal Costs 

7otal --
305,4l~l 

:l82 ,000 
8 5,000 

$190.546 M 
~ 18 5 ,, 04z...lL. 
$3'76,165,441 

FY 65 

134,096 
81 ,000 
34,500 

81.832 M 
92.592 M 

114' 28 1 
68,000 
41,400 

78.455 M 
69.6"17 M 

F'[ 63 ·-
57,064 
33,000 

9,100 
30 .259 M 
22.777 £1 

$174$673 ,596 
$148 '355' 1}81 

$53,135 ,164 

- The ~V8J:age MDTA trainee receives 1,200 clock hours of instruction 

-· D::. -&.cti'vated mi.lita:ry bases have been used for MDTA centers in 

I ndiana s Ohio, Cc.l.Z.fornia, ami Iowa
1 

1- ~/.o~t Q/l 
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- Over 500 o~cupational titles 
- Lea-ding occu!Je. tl:)l!~l tra lr.~ .ng areas~ 

S ~envgrapher-Secre~ary 

!'1achine liJ;~:cator 
1.Tu.ree /l~_ur. - c~der ly 

·r..ic~;.J Se li I-'!.'actical :tiur s~ 

P-.:-eci E- ~.or:. Lt=e ::~. s Gr5.nder 
Photo Lithogr ~~pl1er 

GcfHatric3 Nurdng Assistan t 
)l•r..-.Ja lmE.:r 
·8or;qmter iro gra:rnmer 

Technical 
Asricult!.lre 
Iiome Eccnomlcs 

'qpist - Clerk-Typist 
Auto Hechan:i.c 
Weld~r 

'Hi.gl:we.y Techn~.cia. •1 

Cafetet· ia Nanager 
Suxgical Techu.ician 
Engin(:erir: g A:f.d,; 
Engine2ring Equipment Mechanic 

20% 
44% 

!I Fiscel 1963 data 

- '1/ t.Jcatior.l.li l E<.h.H:<':< t:i c.a Co.-;ts , 62. /~ for ir.struction ; 2.?'/~ for equipment & tcols 
- ?~ ·3~age length of tra ining - 36 weeks 
.. J.',pprcxim~t<:.:ly 50 ,000 traine~s receiv:!.ng bas ~. c edu cation 
- I n l9bl~ , Qver 75 muJ.ti ~occupation<>.J. ;::ejects &r.cNmteti for 401., o f t:r ~d.nees 
- Grv<\uatzs i'l th·"\ EkiUed and service cc-:t:pations wcr~ m<:-rc nuc.cc s s fu l 

then. th~ ~lt'_ical end aa l es t r e. in ~ .~ (mostly wCJmen) in finr3ir..g <:mployment 
- Et: ~tma::e 8,000 trainee s in 80 dl.ffer.cnt private schools 

~ !\p;.i}: o~di;'l,~ te ly 25~~ of i.::-ainees dropped out prio.r to c omple ti.on 
- ;}q~-: half o f the dr opou t s said they learned ·!'.ew ski lls ln Yill'fA 
_. : :307. said tb'2 t raining they did receive helped tLern obtain employment 
" -:Jnly 8% ~£ all traim:ee exp!'essed dissatisfacticn wich the training 

·· Only 1.~ c:= 5 8t&teG he.ve passed enabling legislat:l.on fo~ match) ng funds . 
Host St:st::es se<:•m un~~rtair:. Skt te the i&O?'~ ,r 1'he 4 r i'~Siillatot' 1t: 
a-pp-rnp?'" :ia t:\.it:g l'qlitc.hittzS ftt t" !~s ~.CQ.e,- ... t&aQ sr?'Jt"ti r-'~ao 6 l'alunt"'l t~1e 

1*''g e:n-. ~ ~ ~~ z;-~ .-,.4~.7 
r-~. 'rt-~ ~ tn-J 7 ~~o/ ....)!~ 
rl'k)~ -



TOt TBB VICE PBBIIDBIIT 

DADa MARC8 8, 1965 

UJIOILICAII BUCATIOII PI\OPOIAL MADE TODAY AT 
T8B I'U88 CO llaBIICE 

aouae Republican• tOday unv ile4 a plan to help 
u.s. education mainly through fedsal tax rebatea for 
local aehool leviu and eoll4age tuition coat•. 

The ps-opoaal would coat f3 to $5 billion pU 
year ccmpared to Prea14ent .Tolmaon•a pending $1.5 
Ullion aleS to education program. '!'he Republicans 
ea14 their plan would avoid fedual interfuence with 
local education and the church•atate conflict • well 
u •••ur• ai4 for ~y at~:icken ch:l.ldr4tn at th atart 
of their achooling. 

The a U))lican bUl. developed u put of a new 
Bouee GOP effOZ't to offer •ccmatruotive alternative•• 

' 

to 91' t eoci.ety propoaala, wu announced by aepreaentatlvea 
William B. Ayr•, R-ohio. ehul• B. Ooodell, a-ft, 
anc.t 'l'hcmu a. Curti• a-Md. 

The bill would pcovt••• 

--f300 mil.llon a ~- in direct federal gruta to 
the a tat• for the 1mprov•ent of education o-f about 
four million childcen aged the .. to eight from famil~ea 
.uni.rag fJ, 000 or 1••, 

--l'~al tu uec!ita, up to $100 a yeu for 
achoOl tu• paid ei the:r by property owner: a or: rent era, 
or: up to f50 per grad or high ac::hool chile! up t:o $200: 
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--l'ederal tu cre4ita up to $325 per year for 
the costa of college educationr 

-Direct federal payments up to $100 equal to 
half of tocal achool taxee for persona who would not 
be able to claim a fe4eral income tax credit. 

Ayrea, ranking GOP Member of the Bouse Education 
and Labo:l:' Ccaanitt .. , aaid he will aak that further 
conaidaration of the Administration's element~­
seoondary aid plan be auapended until the Bouse Waya 
and Meana Committee baa an opportunity to consider the 
QOP .._ cr .. it proposal. 

Although Clbairmall Boward W. Smith, D-Va. , of 
the Bouse aul .. Ccmmitt .. miqbt be ~:eceptive to Ayres• 
request to hold up the White Bouae Bill, there waa no 
aiqn that Chairman Wilbur Mille, D-Ark., of Waya and 
Ileana or lbe. Bouae Leadership would conaidu it. 

atewamen asked the three bpublicantl whether their 
aid plan wae not similar to schoOl aaaiatance proposals 
offered in paat years by former Senator Barry Goldwater, 
the 1964 Republican Preaidantial nominee. 

Curtia aaid if there wu a similarity it was 
beoauae Goldwater had joinecl him and other Republicaaa 
in I*QPOIIiag colleqe tuition tax credits. Bowevu, a 
GOP a14e aaid Goldwater did propose tax credits baaed 
on property taxes pa14 to support elementary and secondary 
achoola aa well aa the college credit plan. 

The Republican• all aaid the tax relief afforded 
D.y their plan would permit local school districts to 
~:aiae their taxea by an equal amount without further 
buJ:>4eDiJl9 their eitiaena. They argued that the cecord 
of .euppo~t for local •choola in recent yeara indicatea 
tbat the "freed" money wou14 go to education ancl not 
other pw.-poau. 
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MEMORANDUM 

OCTOBD 27, 1965 

TOt TED VAll DYK 

---------··---- .. 

Gc~JOU~~~0 
FROih RONALD I'. STIDETT 

Pursuant to your requeat for a summary of the major 
billa in the First Session of the 89th Congress, 
I attach these pages. ' 

I have talked to John about your manorandum. This 
brief list is all the Vice President should need. 

If you need more, please let me know. 
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DEMOCRATIC STUDY GROUP 
Research Memorandum 65-24 
October 14, 1965 

J Adool 
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DRAFT NEWSLETIER ON ACCOMPLISHMEN~S .. OF FIRST SESSION, 89TH CONGRESS 

:. · : t·. ··nH ~, ·;" 
', :~ ' ' I ' j ', ,'" •' ,\ ' ~ • ~-t ~. , • ' 7 

After'-mo'r,e; tt.lan~ ·teii>mo'nfh~ ' of ', \.mprecedented . pr~du~t ·lve effort., the .1965 sessloh '' ...J 

of the Demooratfc · 89th: Con§'i"~~s. -~-~-s adJournf?d. Work! ng together as a team wfth · · · ·· 

. Pres I dent Johnson and' · ur1d~r the bri Ill ant House I eadersh I p of Speaker McCormac; I<.·-• . 

and Majority Leader Alberf, we h?Y-~ -~_r,._ttter:L . the mo~_tJ putstam:lln~ ·:recbl-d :of ' (egt~le~ .. ~.:· 

tlve achJ evernent: t n ' America'f\_'
1 
h 1 sf~~y:. : .. ,:,.Ev.e.ry' Amertca.fl fain J, ~y'.' d 1 rect.ly ~enefJf$ . as , ~ ... ) 

; • . . · ,•· •' • • · · . . • .. , ' ~ . i · ! f ! , ·· .· 't 3 ' I · 1 ~ 

result of :the··· forwar.d-f.ooRing new laws enacted this year. ··~ - · · -

It was an honor to be a part of th.t s Dernocrat.l.c . t~am ··and '.to~ 1~arflc .. t ~tJ·:Yri'-1¥~·~·."~ .1 

wrttfng --of :-the :htstor'fc ·:re·cor:-d' -_of_'' th.J.s ·sess.l_on_. For.· your. Information ·1 ~in ' turnt'shrng 

thts ~~let summary of the 'maJor ·a·6compl i'shments of the 1965 session ~f ,t~~ 89!~ ;-~ngress: 

' ,. , ,-\ •, .. 1 ;• . : ';' ; , ·:. . 'I ',,; •' :'.',>. ~\ .... :' .. _: ,·.:, '· • '·l~• 

MEDlGARE & SOCIAL SECURITY AMENDME;t;l,TS ::-- · Provtdes:thospltal1zatlon, su.r'glcal ·,_-:·_and; .. 

nursing nome. care :· for:·persohs 65 years an·d older, flr.aneed ·t'hrou'gh the Socfa·i · Sec·urtty · 

System; Increases Social Security benefits, retroactive to Jan • .J, !99,5_, aod !Jlak~s 1 . : 

other liberalizing changes In Socla.J.:$~cvrl.ty law • . --- ~;;::-;,.H~~· · ::• '..'·\ ' ::::.: -:.:;. ~ . 
"' \ ' · ·· .:i .. ;~.,,' :' 1 _ ...... ,. :· r • • '" ..... •• •i·i· .: !' ~ ~·"r:' · ... . ..... ·· 

...J..?. -.r~ -~LE~1ENTARY-SECONDARY ' EOOCATt6N'0 ·~- . Pr~~ldes Fede~~~ - grant program to ~!lJPr9~~ .. e~~­
~mentary and secondary education under .Io.cal controL with .bui k -"of ·c:~fd for .scl)061 . ;-_, . :,_ 

Q d I str:l~~~~w~~~~ · ~~e~e ~~-.~e ·_, ! .~~~.~ , iium~~~rs: .. ~f.. ch t ~· ~~~~ ~r~~ ~p~~~:'1y-strl eke') _ f~m .l i I e$· •. , : i_ : .. 

0 

' " l- . --- - ' . . ' 

EXCISE TAX REDUCTION...; ... Provldes axe I sa tax cuts tota Ill ng $4.7 biii.Jon ~m .. v~rJous 
consumer Items such as appl lances, telephon~ se,JS\fl~e, autos,·.~ ~fc~ : ; ' e{· tinfna'te$~~'mos~'· . ;,,, 

'· · - • . • /., \ ' , " ' ' , ' " , ' I , t-) • ,•. 

Federa~:- excJses by- · t969. · · ., · ... ;. ·'' "- .- . .F") ., · · · · · · · ·. ·:. 
-.. · · .:,.- .... ~.(~~ .· ~ ··: . ..., ·.· :: , ,·i ::, . ....... -::. \· . : l : 

•. : '~ .. , 1 ~-. .r , ~ . 

~. ·. ". :,~~,~. . . 

'· OMNIBUS HOUSING ACT-- Expands current urban renewal, public hous_l .~,9 ,- Pr~gr~~~#· t; 1. ._. 

extends FHA loan Insurance program, . encour:-ag~s .. oU.nban planning and beau:f'l'tlcatfqn_·:fn· .. t­

housln.g:;-t pr9.vLdes.: new· rent su.pp_lenieh't _ program .fQr certaf.n· 1ow a.nd ' moderate lneome 

famlt"les • . , .~ , '"·, .. ' ; -·' . -: :·: .. ·:· ,.... ... · · · . "" .. , . .. ,,. 

· · · ·. .'>-r·· r ;-;;tHI:i ,: . :.~:~c,:i·:n>·;-. rl t _jf-\.> 1\ • 

· ·-~· ' ,. ~~- .-~~\ :~\·.1'-1· :· : ~ · . -~·· .... .. J .• 

VOTING ... RlGHTS -~ cStren~the~s .mac~rnery for ;guarantee! ng:'1 rlghf;. to·. vote to a II · · .· (:.> 
cltlze!)s);>Y ,prohlbltl:ng :pc$1 T +axe~. t l,t.er::-a.~y tests; provides: fot Federal · reg-Istrars 

1 n ~t,~f~~~hf3r:e.: I ess ;~th'an ~ ~O''i:ie;cent .. of ·potentia I voters are t' ~T%!,r1~C~:_~ _,~S ... ~~m,~:~~.·.. _. 
. . . . ... ~ .. ~ ~ ,, l .' . ·--·- ·r-- ·...--····---:- ·- .. . ,. ·~ . , .. . ! ' . ; ..... 

PUBliC MQRKS ·.& ·ECONOM!C 'OEVEl0Pf1'ENT _ _; · Prpyldes ·expa:rlded '•program o't' ,g'r'ant~ and : .. .. :~~~-

loan,~ C!tod :ommurtrtt·a-s· fo·r_ pub_I)'~- ~Pr,~s ~, ~~Ye. l_opment. fa~J:I.ltles, and ·'other' proje~t? · , , . 

lntend'~d- :tq ::.a'l'd ·econcmiC.~lll't depressed areas. · 

WATER POLLUTION CONTROL ~- -~rpands w~1~r . pollut:lpn·~ contt6)1ip;rod~~~ glf~brJ:;#b.~t~~~- . ·· 1., 
waste t.r~atm.ent plant . co·n·struc;'tlon; strc:shghens Federa I enforc~ment authority to . : ... , : P· 

clean . up ~ pur · rlversand ··s'treams~ - · ' ·: .. · .... . · 

DEPARTMENT OF HOUSING & URBAN AfFAIRS. --.. _Estab I tshes a new._,_ cab t~et~l'~0~f1 ~e~;~}\ :-/~!'; 
ment to admi·nss:er prog~ms ·atte~tT6~'.,th~ ,-7P .per.cent .-of : o~,.. ·:·populatro(+.~~+ now -: .. ; -. .;· \ 

rest des . l;n mei'ropo II fan areas. ' ' r - " : • • ' : : · . ' ' • • 

.-:;-1 p-' · ... 

j' t. .. .. - _· . .. ~ ~ 

I' ' ; . 

f t ., ~ ..... ' ,; •I ' I , ~ • • ·~ I '- ~ 

}. i ''l .., ,,. •• ,t_, 

Ad 
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OMNIBUS FARM PROGRAN -- Improves and extends feed grain, wheat, dairy, and: I 

cotton programs, encourages cropland retirement, bolsters farm Income. 

IMMIGRATION :· ACT ' A~EN'DMENTS ~:?Ab61t :~~~~ -~!'i s~~Irrlt n~t~ry ' 1 n~tlona 1 .. ortg 1 ns" 

quota system over 3-year period; establishes a 170,000 annual limit on Immi­

grants, special preferences given to relatives of American citizens. 

:.\ ~.· 

APPALACHIAN REGIONAL DEVELOPMENT -- AuthorIzes comprehensIve State-Feder.9l · _ , ·· .W:) : " . .;;._, 

program to assist In the development of the economically depressed, · I 1-Sta~e 

Appalachian region. 
· . · ·2H~: 

MANPOWER DEVELOPMENT & TRAINING -- Extends and expands manpower training pro­

gram to ass l st ti·rierfl'p1t'bYe8 I f.'h' I earn I rig ~e~ ski 1'1 s to : qua I T fy 1-hem for bettef-i jobs:~· .. 

-*' .* HIGHER EDUCATION _.;: .A'utoot.'lzes' ·expanded 'five-year · prog·ram - to ~ii·sslst colleges 

and universities to Improve educatiom3(.:opporfunl'tles; 'provides =·student loan and 

scholarships to aid needy students. 

. - ··.· : 
• l • •. ~ 

ECONOMIC OPPORTUNITY PROGRAM ; __ - Increases author! zatlon for "Ant 1-Pov.erty" pro­

gram, makes tother·· lmprovE!mants :Jn :'f'he operat -Ion of various .parts of 'the war on poverty. 
• .. • •;,"~ • • ·i;:;• I. ' • -· ·~ ' ~ ~ : 

MILITARY PAY INCREASE ·.;,_ 'ProV~'des an average 10.4 percent .pay·' increase ·tor some 

4.2 mllllon · unlformed·· personnel of the :armed .forces, effective Sept. I, 1965 (2.7 

intlllon on active duty, I mlllion:·reservlsts, · SOO,OOO retired) • . · 

REGIONAL MEDICAL "CENTERS --AuthoriZes three-year program of Federal grants to 

plan · and ' d~velop a series of regional medical programs to fight heart disease, cancer, 

:and· stroke·~-· ··· · · -~, -, ,. :-: · ,j · · ' • 

ARTS AND HUMANITIES -- Creates a Natlona I Fo_undat_.ton on the Arts ant;i HumarHtles 

to\' ~sstst- and · foster; broad cultural programs tn· art 1 ''muslc, ft-lms, ballet; etc~- .. 
, , 1 ' ' 

', ', •f• I :• ·''. ro -~ o I 

~ HEALTH PROFESSIONS EDUCATION -- Extends and ·expands program ·of · construction 

grants to medical, dental, and other similar educational Institutions; establishes 

new program of schol arsn I p grants tor :needy students; jfHcreases sfudeht l _oa_n~ · progr~m • 
• . -! : --~ . . ,, .,, ' ' :-- .:- . 1: •, . . i.":·. ~, :-:. ~·=-~ :· ··;.-· ··:·i · 

PRESIDENTIAL ·CONTINUITY. ;,- Adopted proposed amendment to the 'Consfttutlon to . 

establish procedure to permit VIce President to become Acting President If the Presi­

dent· Is unable to ' per-form his ! dutlesi provides for fll I lng the vacanci(•:of the ofHce 

of VIce Pres I dent. : · , . :-:. ·r ' · · · · · · · · 
. - ,._. 

CONGRESSIONAL ORGANIZATION -- Created a Joint Committee to study the organiza­

tion and operation of Congress and · to make : recommendations .to lmprove·.'and streamHne 

the work ·ot: Congressi t· •.il:!"'!:_. i. :. ·'!- · . .. · ' · · ,i-_,;·: ... _ 

: ,; t . 

HEALTH RESEARCH FACILITIES -- Provides for extension of program to construct 

health research facilities; establishes three new Assistant Secretaries of Health, 

- ~ .. : . 

Education, and Welfare to. admln~ster expanded prog!'"ams In this area. ,-~, 

.•.. ::: ! .. . · • . • . ; ! :; i · .. •. - ·.. / . •. : ' -: : 

COMHUNITY HEALTH · SERVICES = -- ~ Ext-ends pro·grams for public health services providing · ' 

vaccinations, lmmunlzatron,·~ther preventive treatment of diseases, migrant health 

clinics,; __ ~,~~ .·gra~t~ , to States·, 1~;-; sene~~.:!;: , ~~:~~th ser~~ .~_es. · ::· . ··:. ---. · .... ·._ ,_i' _ __ , 

MENTAL HEALTH SERVICES -- ProvIdes for In It I a I staff I ng grants for personne I 

serving In community mental health centers. 
. ,,= ·. ~ t · . ::.·,: ._ ··, :: ·H l·. · · : ' ., -:j:,, .... . -,;··.r·;. 

. :· 
. ... -: ,.. ... _,._ .. · .. t: 

.. .. · . :". 
·-: ·f 0 ~ ::: ·!:· ~!f. .·, :.:~ "':·:-: ~ ~-) :··~ ~ : ·.= .... ~: .. ": . . .·:, · 
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DRUG CONTROLS -- Expands Federal control over certain depressant and stimulant 

drugs to reduce the Illegal use of these dangerous drugs that affect· the central 

nervous system. 

OLDER AMERICANS-- Establishes new Administration on Aging In the Department 

of Health, Education and Welfare to develop programs to assist the aged. 

JUVENILE DELINQUENCY -- Extends present law to assist communities In the devel­

opment of new programs to prevent or control juvenile delinquency and youth crime. 

WATER RESOURCES DEVELOPMENT -- Extends• ana broadens research program of con­

verting saline water; another new law provides grants to States for the coordina­

tion of water resources planning and development; another new Jaw establishes a 

grant program to assist In development of water .supply and sewage disposal facl 1-

itles lh rural areas·*a separate program was authorized to plan a water supply 
. , ~ . 

system for the Northeastern part of the country. 

AIR POLLUTION-- Establishes machinery for control ling motor vehicle air 

pollutants, accelerates air pollution research program, creates new program to 

find methods of disposing of solid wastes. 

HIGHWAY BEAUTIFICATION-- Provides for gradual control over bll !boards, signs, 

etc. along Federal ly-alded highways of the Interstate and primary systems; offers 

Incentive grants for Improvement of scenic areas along such highways. 

*FEDERAL PAY COMPARABILITY-- Provides salary Increase for Federal classified 

and postal employees to achieve more equitable relationship with pay of employees 

In private Industry; makes other fringe benefits In pay and overtime allowances. 

HIGH-SPEED RAPID TRANSIT -- Authorizes three-year program of research and 

demonstration projects for development of high-speed Inter-city railroad trans­

portation. 

STATE TECHNICAL SERVICES-- Establishes new three-year program of Federal­

State-local-technical cooperation to provide Technical Service Centers to dis­

seminate findings of scientific and technological Importance to co~merce and 

Industry. 

RETIRED GOVERNMENT EMPLOYEES -- Provides for cost-of-t lvlng Increases In 

annuities to retired employees of Federal government. 

*VOCATIONAL TRAINING -- Expands vocational rehabilitation program to aid 

disabled persons;*another new program provides Federal loan Insurance to high 

school graduates to finance tuition at business, trade, technical, and other 

vocational schools. 

HOUSE RULES REFORM -- Amendments to rules of the House to expedite considera­

tion of legislation, provide for democratic procedures. 

If you desire additional Information on any of these programs, please let me 

know. My office wll I be pleased to send you a copy of the Public Law. 

I appreciate the opportunity of representing you In the House of Representatives 

and trust that you wll I contact me on any subject In which you may be Interested. 

Sincerely, 

, M. C. 
--------------------~· 
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QUESTIONS FREQ~NTLY RAISED CONCERNING THE E~NTARY AND 
SECONDARY EDUCATION AC:t. OF f96:5 H .• Ji, 2362 i AS AMENDED BY THE 

GENERAL SUBCOMMITTEE ON EDUCATION 

Q. 1 How are funds ailotted to school distiricts under the provisions of 
Title I? 

Of the $1,270,000,000 authorized to be appropriated by the Elementary 
and Secondary Education Act of 1965 approximately $1,000,000,000 of it 
is authorized in Title I and is to be distributed to local public school 
agencies pursuant to the following formula: 

~ x b = number of dollars payable to local school district 
2 
a = Average state expenditure per pupil (includes local expenditures) 

b = Number of children ages 5 - 17 coming from families with annual 
incomes of $2000 or less 

Census data are available to enable the formula to give a precise break­
down on the number of children in the income categories and immediately 
establish an entitlement for each county and some cities and towns in 
the United States. The bill then authorizes the State school agency to 
make distribution for approved programs to school districts within a 
county. Where such data are not satisfactory for this purpose it may be 
distributed to school districts within the county on such data as may 
be developed within the county to assure that the funds will be apportioned 
to the school districts on the basis ~f the concentrations of economically 
disadvantaged children attending the schools in such districts. No grant 
to a school agency under the provisions of this title may be greater than 
30% of the sum budgeted by that school agency for current expenditures 
for that year. 

Q.2 Is it true that the family income level of $2000 per annum would not in­
clude Public Assistance recipients? 

The $2000 family income level is based on census data and is available 
for every county in the United States. Any Public Assistance re­
ceived by a family during the course of a year is calculated with-
in the $2000 figure. In some states it has been suggested that this 
operates inequitably against those few areas where Public Assistance 
rates. may be as high as $2400 per annum. The most accurate and 
uniform data available, according to experts both in the Department 
of Commerce and .in the Department of Health, Education, and Welfare, 
are the level of income data compiled by the Bureau of the Census. 
Any possible inequities which might occur by reason of the varying 
cost of living from one area as compared to another is more than 
compensated by the use in the formula of state average per pupil 
expenditures. The use of the state average per pupil expenditure 
rather than the national average per pupil expenditure, if anything, 
overly compensates the more affluent states for higher costs of liv­
ing. For example, 25% of the children in Alabama come from families 
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with less than $2000 income. there are 226,700 such children in that 
state which, under the formula, would receive $31,738,000. Only 6% 
of the children in New Yotk stAte come ftom such families and there 
are 213,201 such children, yet the pa~ent to N~w York state under 
the terms of the formula, is $75,127,295. 

Q.3 Isn't the use of the 1960 census data an inaccurate means of deter­
mining poverty in 1966 and 1967? 

The Commissioner is required to make his determinations on the basis 
of the most recent satisfactory data available from the Department 
of Commerce. If more recent census data is available, the Commissioner 
would use it. In addition, the Commissioner may request the Secretary 
of Commerce to make special estimates of the number of such children 
in each county or school district. In addition to this safeguard, 
the numbers of children coming from families with incomes of less 
than $2000 represents less than 3% of the total population in the 
United States. It is reasonable to assume that influxes of population 
will to some extent reflect the same percentage characteristics of 
the total population so that only a relatively small percentage of 
increases in populations in areas or decreases in areas would be in 
the $2000 and under family income categories. Census technicians 
have indicated that the use of projected census data or more current 
census analysis would not materially affect the distribution of the 
funds under the formula. 

Q.4 Would it be more equitable to use $3000 as the eligible level for 
the formula? 

The effect of this type of adjustment in the formula is to create sub­
stantial percentage reductions in the amounts payable to the states 
with relatively low per capita incomes with small percentage in­
creases in the high per capita income states. For example, this 
type of formula adjustment would result in the state of California 
receiving $60,897,016 instead of the $60,137,510. Largely the effect 
of an adjustment in the formula of this nature is to spread the im­
pact of the program closer to the middle income group rather than 
having its effect concentrated in the areas of most severe poverty. 

In the Administration's recommendations to the Congress both the 
factor representing the percentage of average per pupil expenditure 
as well as the family income level factor remained to be determined 
by the Office of Education for the second two fiscal years of the 
program~ operation. This left open the possibility of changes in 
the family income factor as well as the 50% factor for fiscal years 
1967 and 1968. In an amendment adopted by the Subcommittee these 
determinations were left up to the Congress for fiscal years 1967 
and 1968. Decisions as to the most equitable distribution of funds 
can then be made by the Congress with the benefit of the experience 
gained in the allocation of funds under the formula for fiscal year 
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1966. (See also Staff Memorandum containing an analysis of the 
formula and the study of other possible formula factors). 

Q.5 Does the Bill~ particularly Titles I and III~ permit a public 
educational agency to provide a teacher or teachers in parochial 
schools? 

All of the education programs authorized by the legislation are 
publicly controlled, publicly sponsored, and publicly administered. 
In this connection, the program is no different in its operation 
from the vocational education services provided by a state from 
federal funds made available under the provisions of the Vocational 
Education Act of 1963 or funds made available under the provisions 
of the Impacted Areas legislation, P. L. 874. 

The Subcommittee has taken care to assure that all funds going from 
the Elementary and Secondary Education Act of 1965 are publicly ad­
ministered and under public direction and control at all times even 
though the legislation also assures that non-profit private school 
attenders shall be afforded the opportunity by the public school 
authorities to receive the benefit of the public educational programs 
to be conducted under Title I and Title III. It should be pointed 
out that the Subcommittee bas preserved local school autonomy in 
administrative decisions as to how it shall conduct its public 
school programs. Any further federal restrictions in the bill or 
by regulation as to how the local education agency is to administer 
the program beyond the absolute requirement that they be publicly 
controlled and publicly operated would offend this principle. 

Q.6 Does the bill make grants to private schools for the purchase of 
textbooks? 

No. All of the funds provided by the Elementary and Secondary 
Education Act of 1965 are used to help finance educational programs 
under the direct responsibility, control, and supervision of public 
educational agencies. Title II of the bill, which authorizes the 
appropriation of $100,000,000 for fiscal year 1966, requires that 
the funds be used in providing textbooks approved by public school 
authorities for use in public schools. The books would be available 
to private non-profit school students as well as to students attend­
ing public schools. Books made available to students under this 
title are on a loan basis and the public school authority maintains 
title and control over the use of the textbook materials. 

Q.7 How will the "Textbook Title" of the bill be administered? 

From the $100,000,000 authorized to be appropriated for the textbook 
provisions of Title II, the Commissioner of Education will make 
allocations to the states on the basis of a formula (the relative 
number of children enrolled in elementary and secondary schools 
in the state as compared to the total number of such children en­
rolled in all such schools in all states). 
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The books which may be provided to school children are the books ap­
proved for use in the public schools by the public agency in the 
state having authority to prescribe such books or which are used in 
the public schools in the state. Throughout the legislation the 
principle of state and local autonomy and the control over education 
policy has been maintained. In this respect the bill only requires 
the state to maintain public ownership of the textbook material and 
the books be made available without discrimination to all elementary 
and secondary school children. Consequently, the administration 
of the textbook Title will vary from state to state to conform to 
local school administrative practice. In some instances, the state 
might see fit to utilize or establish a central depository from 
which all school children could "check out" textbook materials 
under procedures which assure the state administration an accounting 
of the use of the material and its proper return for reassignment 
when the material has served the purposes of the individual student. 
By the same token, library material could be made available on loan 
from the depository to other libraries serving the area. 

Q. B. Testimony during the public hearings on the Elementary and Secondary 
Education Act of 1965 indicates that there were some 32 states whose 
state laws prohibit the furnishing of textbooks to parochial school 
students. Will this not prevent the use of Title II in those 32 
states? 

Some 32 states have court decisions and constitutional provisions 
preventing aid to parochial school systems but there are many factors 
involved in the court decisions and the statutes and constitutional 
provisions of these states which leave in doubt their applicability 
to a state's administration of the program authorized by Title II 
of the bill. It should also be observed that 19 states specifically 
provide for the provision at public expense of the transportation 
of parochial school students. The laws of 4 states, Louisianna, 
Mississippi, New Mexico, and Rhode Island, specifically call for 
the distribution of textbooks to children in private schools. In 
addition, West Virginia authorizes the Board of Education of every 
county to provide free textbooks to private school attenders who 
are indigent. Contrasted with these forms of permissible aid to 
students attending private schools is the decision of the Oregon 
Supreme Court which holds in violation of the state constitution 
the distribution of "free textbooks" to 11parochia! schools". 
One or more of the ingredients safeguarding the separation of 
church and state which are present in the requirements of Title II 
may be lacking in the state statutory and court decisions in the 
32 states mentioned above. The safeguards in the Title II pro­
visions of the Elementary and Secondary Education Act of 1965 are: 

(1) The distribution of textbook and library material is 
made directly to students by a public authority. 
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(2) The public authority retains title to the textbook 
material and issues them to citizens of the area to be 
served on a loan basis only. 

(3) The public agency maintains administrative super­
vision over the uses of the textbook materials furnished. 

(4) Only textbook material may be loaned to students, 
which material has been approved by the public agency for 
use in the public schools. 

With these strict conditions imposed upon the operation 
of Title II, in principle, its operation would not be any 
different than the conduct of a public library program 
which makes available on a loan basis unrestricted library 
materials to both public and private school students. It 
is quite likely that when the provisions of Title II are 
considered in the light of the particular state laws that 
most, if not all the states will be able to administer the 
textbook program in conformity with state law. In the event 
that a strict state prohibition is encountered in any 
state the Commissioner of Education is authorized to make 
available to private school attenders textbook material, 
but only those materials which have been approved for use 
in public schools. 
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Opportunity 

INTRODUCTION 

In 1787, the Continental Congress declared in the Northwest 

Ordinance: 

"schools and the means of education shall 

forever be encourage~. " 

America is strong and prosperous and free ...... because for 

one hundred and seventy-eight years we have honored that 

commitment. 

In the Unit~d States today: 

One-quarter of all Americans are in the nation's classrooms. 

High school attendance has grown 18-fold since the turn of 

the century -- 6 times as fast as the population. 

College enrollment has advanced 80-fold. Americans 

today support a fourth of the world's institutions of higher 

learning and a third of its professors and college students. 

In the life of the individual, education is always an unfinished 

task. 

And in the life of this nation, the advancement of education is 

a continuing challenge. 

/ 
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There 
J:JiUXJt~ is a darker side to education in America: 

One student out of every three now in the fifth grade 

will drop out before finishing high school -- if the 

p :rtH!Ient 1"atc continues , 

Almost a million young people will continue to quit 

school each year -- if our schools fail to stimulate 

,J - t:l.:~ fl ;, .. 
their ~ to learn. 

Over one hundred thousand of our brightest high school 

graduates each year will not go to college -- and many 

others will leave college -- if the opportunity for 

higher education is not expanded. 

The cost of this neglect runs high -- both for the youth and 

the nation. 

Twenty percent of our 18 to 24 year olds with an eighth 

grade education are unemployed -- four times the 

national average. 

Jobs filled by high school graduates rose by 40o/o in the 

last ten years. Jobs for those with less schooling de-

creased by nearly 1 Oo/o. 

/ 
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We can measure the cost in even starker terms. We now 

spend about $450 a year per child in our public schools. But 

we spend $1800 a year to keep a delinquent youth in a detention 

( home, $2500 a year for a family on relief, $3500 a year for a 

criminal in state prison. 

The growing numbers of young people reaching school age 

demand that we move swiftly even to stand still. 

Attendance in elementary and secondary schools will 

L/ f_ /Vc .., t.~,.t ~ 
increase by~ million in the next ~g~a~. 400,000 new 

classrooms will be needed to meet this growth. But 

over 1 1/2 million of the nation's existing classrooms 

are already more than 30 years old. 

The post- World War II boom in babies has now reached 

college age. And by 1970, our colleges must be prepared 

to add 50% more enrollment to their presently overcrowded 

facilities. 

In the past, Congress has supported an increasing commitment 

to education in America. The Eighty-eighth Congress passed 

historic laws to provide: 

/ 
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facilities badly needed by universities, colleges and 

community colleges; 

major new resources for vocational training; 

more loans and fellowships for students enrolled in 

higher education; 

enlarged and improved training for physicians, dentists 

and nurses. 

I propose that the Eighty-ninth Congress join me in 

extending the commitment still further. I propose that we declare 

a national goal of Full Educational Opportunity. 

Every child must be encouraged to get as much education 

. as he has the ability to take. 

We want this not only for his sake --but for the nation's sake. 

Nothing matters more to the future of our country: not our 

military preparedness -- for armed might is worthless if we 

lack the brain power to build a world of peace; not our productive 

economy -- for we cannot sustain growth without trained manpower; 

not our democratic system of government -- for freedom is fragile 

if citizens are ignorant. 
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We must demand that our schools increase not only the 

quantity but the quality of America 1 s education. For we 

recognize that nuclear age problems cannot be solv'ed with 

horse-and-buggy learning. The three R's of our school system 

must be supported by the three T's --teachers who are superior, 

techniques of instruction that are modern, and thinking about 

education which places it first in all our plans and hopes. 

Specifically, four major tasks confront us: 

to bring better education to millions of disadvantaged 

youth who need it most; 

to put the best educational equipment and ideas and · 

innovations within reach of all students; 

to advance the technology of teaching and the training 

of teachers; 

to provide incentives for those who wish to learn at every 

stage along the road to learning. 

Our program must match the magnitude of these tasks. I will 

submit budget requests of $1 . '5 billion for fiscal 1966 to finance 

~ ·J· . . . ..-~~· ... the new programs conta1ned 1n th1s message. Also, I 11 flt:; t " ' 

-f • ., JifJ"b ~,t JJ,:~ ;~ ~~; t , i """·" I tU<ht ,....Jith.VH 
to:.esan addition ~ Q 1nimcn for expansion of education programs 

already established under existing law. This increased allotment 

less than one third of one percent of our nation's product -- is a 

/ 
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small price to pay for developing our nation's most priceless 

resource. 

In all that we do, we mean to strengthen our state and 

community education systems. Federal assistance need not 

mean federal control. As the late Senator Robert Taft declared: 

"Education is primarily a state function -- but in the field of 

education, as in the fields of health, relief and medical care, 

the Federal Government has a secondary obligation to see that 

there is a basic floor under those essential services for all 

adults and children in the United States." 

In this spirit, I urge that we now push ahead with the number 

one business of the American people -- the education of our 

youth in pre-schools, elementary and secondary schools, and 

in the colleges and universities. 



: 

I. Preschool Program 

My budget will include up to $150 million for preschool projects 

under the Community Action Program of the Economic Opportunity 

Education must begin with the very young. The child from the 

urban or rural slum frequently misses his chance even before he 

begins school. Tests show that he is usually a year behind in 

academic attainment by the time he reaches third grade -- and 

. up to three years behind if he reaches the eighth grade. By then 

the handicap has grown too great for many children. Their 

horizons have narrowed; their prospects for lifetimes of failure 

have hardened. A large percentage of our young people whose 

family incomes are less than $2, 000 do not go beyond the eighth 

grade. 

Preschool programs have demonstrated marked success in 

overcoming this initial handicap: 

In New York City, children from slum neighborhoods who 

attended nursery school have performed better when tested 

third and fourth 
in the~ gradeS'than those who did not attend. 

In Baltimore, children with language and cultural handicaps 
. . 

a.J.:e be~ according to preliminary 

-~ helped greatly by a pre-school program./ 2/3 of reports, 

.kindergarten and first grade cl~.sses 

these are in the top SOo/o of their ~~~n a city-

wide measure; 1/6 of them are in the top quarter. 

·~ 
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But today, almost half of our school districts conduct no kinder-

garten classes. Public nursery schools are found in only about 100 

of our 26, 000 school districts. We must expand our preschool pro-

aram in order to reach disadvantaged children early, 

Action on a wide front will begin this . summer through a special 
' 

"Head-Start" program for children who are scheduled to begin 

school next fall. In addition, funds for low-income schools, regional 

·. education laboratories, and supplementary educational centers and 

services (recommended below) will .be devoted to these vital pre-

school programs. 

These funds will be included in my budget for the program to 

combat poverty. I urge the Congress to appropriate the full amount. 

II. Elementary and Secondary Schools 

Elementary and secondary schools are the foundation of our edu-

cation system • .. 
Forty-eight million ·students are now in our grade and high 

schools. 

71 percent of the Nation's expenditures for education are spent 

on elementary and secondary schooling. 

I(!hese schools are to do their job properly, they need help and 
~ . 

they need it now. I propose that we give first priority to a program of: 

A. Aid to Low-In.come School Districts 

/ 
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I recommend that legislation be enacted 
to authorize a major .£~ - ;~.r program of 
assistance to public elementary and secondary 
schools serving children of low-income families. 
My budget for Fiscal 1966 will request $1 billion 
for this new program. 

One hundred years ago, a man with six or seven years of school-

ing stood well above the average. His chances to get a·head were as 

good as the next man's. But today, lack of formal education is likely 

to mean low wages, frequent unemployment, and a home in an urban 
' 

or a rural slum. 

Poverty has many roots but the tap root is ignorance. 

Poverty is the lot of two-thirds of the families in which the 

family head has had eight years or less of schooling. 

Twenty percent of the youth aged 18 - 24 with an eighth grade 

education or less are unemployed four times the national 

average. 

Just as ignorance breeds poverty, poverty all too often breeds 

ignorance in the next generation. 

/ ' 

c; ..... 
' 

Nearly half the youths rejected by Selective Service for 

educational deficiency have fathers who are unemployed 

. or else working in unskilled and low-income jobs. 

Fat.hers of more than one-half of the draft rejectees did not 

complete the eighth grade. 

·, 

/ 
( 
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The burden on the nation's schools is not evenly distributed. 

Low-income families are heavily concentrated in particular 

urban neighborhoods or rural areas. Faced with the largest 

educational neede, 

financial resources. This imbalance has been increased by the 

movement of high income famili~s from the center of cities to 

the suburbs -- and their replacement by low-income famiiies 

£:rom rural areas. 

The five States with the lowest incomes spend only an average 

of $2 76 per pupil, less than half the average of the five highest-

income States. 

Despite a massive effort, our big cities generally spend 

only about two-thirds as much per pupil as their adjacent 

suburbs. 

In our fifteen largest cities, 60 percent of the tenth grade 

students from poverty neighborhoods drop out before 

finishing high school. 

Because of the high mobility of our population, this is a national 

problem. Federal action is needed to assist the States and localities 

in bringing the full benefits of education to children of low-income 
.... 

families. 

/ . . 
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Assistance will be provided: 

On the basis of Census data showing the distribution of 

low income families among the counties or school districts .. 
within StMo •, 

Through payments made to states for distribution to school 

districts. 

Subject to an approved plan to assure that the funds will be 

used . for improving the quality of education in schools serving 

low income areas. 

On the condition that Federal funds will not be used to reduce 

state and local fiscal efforts. 

For the benefit of all children within the area served, 

including those who participate in shared services or 

other special educational projects. 

B. School Library Resources and Instructional Materials 

I recommend legislation to authorize 
Federal grants to States to assist in the 
purchase of books for school libraries and 
for student use, to be made available to 
children in public and private non-profit 
elementary and secondary schools. 

Thomas Carlyle once said, "All that mankind has done, thought, 

:-;gained or been: it is lying as in magic preservation in the pages of 

books." 

/ 
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Yet our school libraries are limping along. 

Almost 70 percent of the public elementary schools have 
I 

teach children the value of learning through good books. 

Many schools have an average of less than 1/2 book 

per child. 

To meet the accepted standards for library materials 

would require a four-fold increase in current expenditures 

in our major cities . 

. . 
The explosion of knowledge and the rapid revision of curricula 

in the schools has created new demands for school textbooks. The 

obsolete text can suffocate the learning process. Yet the cost of 

. purchasing textbooks at increasing prices puts a major obstacle 

in the path -of education. 

• 
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C. Supplementary Educational Centers and Services 

I recommend a program of Federal 
gra,nts fC?r . supplementary education centers 
tlnd ~ o:t>vie es whhiJ'\ tho commu nity. 

We think of schools as places where youth learns, but 

our schools also need to learn. 

The educational gap we face is one of quality as well as 

quantity. 

Exciting experiments in education are under way, supported 

by the National Science Foundation, by the Office of Education 

and othe~ Goverrunent agencies, and .by private philanthropic 

foundations. Many of our children have studied the "new" math. 

There are highly effective ways of teaching high school physics, 

biology, chemistry, and foreign languages. 

We need to take full advantage of these and other innovations. 

Specialists can spark the interest of disadvantaged students . 

Remedial reading courses open up new vistas for slow learners. 

Gifted students can be brought along at a faster pace. 

Yet such special educational services are not available in 

mal?-y communities. A limited local tax base cannot stand the 

expense. Individual schools are not large enough to justify the 

services. 

/ 
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The supplementary center can provide such services as: 

Special courses in science, foreign languages, literature, 

music, and art. 

Programs for the physically handicapped and mentally 

retarded. 

Instruction in the sciences and humanities during the 

summer for economically and culturally deprived children. 

Special assistance after regular school hours. 

Common facilities that can be maintained more efficiently 

for a group of schools than for a single school -- labora­

tories, libraries, auditoriums, and theaters. 

A system by which g~fted persons can teach part time 

and offer their scarce talents. 

A means of introducing into the school system new courses, 

instructional materials, and teaching practices. 

A way of tapping the community's extra-curricular 

resources for the benefit of students --museums, 

concert and lecture programs, and industrial labora­

tories. 

Within each community, public and private non-profit 

c;~ .... schools and agencies will cooperate to devise the plan and 

administer the program for these supplementary centers. 

Each one's services should be adapted to meet the pressing 

needs of its own locality. 

/ 
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D. Regional Education Laboratories 

I recommend the establishment under 
the Cooperative Research Act of regional 
educational laboratories which will under­
take research, train tep.cher s, and 
implement tested research findings. 

I further recommend amendments to the 
Act to: 

Broaden the types of reseach organizations 
now eligible for educational projects. 

Train educational research personnel. 

Provide grants for research, development of 
new curricula, dis semination of information, 
and implementation of educational innovations. 

Support construction of research facilities and 
the purchase of research equipment. 

Under auspices of the National Science Foundations, 

educators have worked with scientists -- including Nobel 

laureates -- to develop courses which capture the excite-·-
ment of contemporary science. They have prepared totally 

new instructional materials -- laboratory equipment, text-

books, teachers' guides, films, supplementary reading and 

examinations. After testing, they are made available to 

public and private schools. 

We need to extend this research and development-- to history, 

'" "· 
literature, and economics; to art and music; to reading, writing, 

, · 

" 
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and speaking; to occupational, vocational, and technical education. 

We need to extend it to all stages of learning -- preschool, 

elementary and secondary schools, college and graduate training. 

Regional laboratories for educ;ation offer great promise. They 

draw equally upon educators and the practitioners in all fields of 

learning -- mathematicians, scientists, social scientists, linguists, 

musicians, artists, and writers. They help both to improve curri-

· :· cula and to train teachers. 

The laboratories must have close ties with the State 

departments of education. But they should also work with the 

schools an:d 'supplementary education centers in order to bring 

innovation directly to the student. 

E. Strengthening State Educational Agencies 

I recommend a program of grants to State 
educational agencies. 

State leadership becomes increasingly important as we 

seek to improve the quality of elementary and secondary 

education. 

We should assist the States by strengthening State 

departments of education in: 

Providing consultative and technical assistance for 

local school districts and local school leader ship. 

·,. .. 
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Formulating long range plans. 

Expanding educational research and development. 

Improving local and State information about educ.ation. 

Identifying emerging educational problems. 

Providing for the training of State and local education 

personnel. 

Conducting periodic evaluation of educational programs. 

Promoting teacher improvement courses. 

****** 
These new programs will substantially augment community 

resources in the war against poverty. As provide4 by sections 

611 and 612 of the Economic Opportunity Act of 1964, I will see 

that the new efforts are kept in step with our other anti-poverty 

efforts. 

In those localities where the community has undertaken a 

Community Action Program under the Economic Opportunity Act, 

the community agency should participate in the planning of these 

new educ~tional programs and in their coordination with on- going 

and developing anti-poverty efforts. 

*********'~* 

c:::- Enactment of these proposals for elementary and secondary 

·.., 



l 
I 

.I 
' l 
I 
j 

! 

.. 
I . I 

·: 
I · 

. .. 
-12-

. 
education is of utmost urgency. I urge early consideration 

by the Congress. 

********* 

Ill. Higher Education 

Higher education is no longer a luxury, but a necessity. 

Programs enacted by Congress in the past have contributed 

greatly to strengthening our colleges and universities. These will 

be carried forward under my 1966 budget, which includes: 

... 

An additional $179 million to assist construction of 

co~lege classrooms, libraries and laboratories. 

An additional $25 million for 4, 500 more graduate 

fe~lowships to overcome college teaching shortages. 

An additional $110 million to further basic research 
/~ ~ ~t..1•-•-~t f._l!.o.JsJ... ,j., , 

in the universities and to promote science education. 

" 
But we need to do more: 

To extend the opportunity for higher education more 

broadly among lower and middle income families. 

To help small and less well developed colleges 

improve their programs. 

To ·. enrich the library resources of colleges and 

universities. 

• 
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To draw upon the unique and invaluable resources of 

our great universities to deal with national problems 

of poverty and community development. · 

A. Assistance to Students 

1. Scholarships 

I recommend a program of scholarships for 
needy and qualified high school graduates to enable 
them to enter and to continue in college. 

Loans authorized by the National Defense Education Act 

currently assist nearly 300, 000 college students. Still the 

following conditions exist: 

Each year an estimated 100,000 young people of · 

demonstrated ability fail to go on to college because 

of lack of money. Many thousands more from low-

income families must bo:.crow heavily to meet college 

costs. 

Only one out of three young people from low income 

families attend college compared with four out of 

pve· from high income families. 

For many young people from poor families loans are 

not enough to open the way to higher education. 

a:- Under this program, a special effort will be made to 

/ 
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identify needy students of promise early in their high school 

careers. The scholarship will serve as a building block, to 

be augmented by work- study and other support, so that the 

needy student can chart his own course in higher studies. 

My 1966 budget provides sufficient funds for grants to 

help up to · 140,000 students in the first year. 

2. Expansion of Work-Study Opportunity and Guaranteed 
Low Interest Loans 

I recommend: 

that the existing colle ge work - study program be 
made available to more students and that authority 
for the program be trans ferred to the Department 
of Health, Education, and Welfare. 

A program to make available guaranteed private 
loans to cover college expenses with a grant to 
meet part of the cost of interest payments on the 
loan. 

Going to college is increasingly expensive. A student must 

pay nearly $2,400 a year in a private college and about $1, 600 

in a public college. These costs may rise by one-third over the 

next decade. 

Two aids should be extended to meet the heavy costs of 

college education. First, the . existing work- study program should 

be expanded for students from low-income families and extended 
~ ... 

/ 
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to students from middle-income families. Under this program 

the Federal Government pays 90 percent of the wages earned by 

students on useful projects, with the limitation that the student 

cannot work more than 15 hours a week. This will enable a 

student to earn on the average o.f $450 during a school year, and 

up to $500 more during the summer. 

Second, many families cannot cover all of college expenses 

on an out-of-pocket basis. We should assure greater availability 

of private credit on reasonable terms and conditions. This can 

best be done by guaranteeing the repayment of loans made by 

private lenders -- a more effective, fairer, and far l~ss costly 

way of providing assistance than the various tax credit devices 

which have been proposed. 

B. Aid to Smaller Colleges 

I recommend that le gislation be enacted 
· to strengthen less developed colleges. 

Many of our smaller colleges are battling for survival. About 

10 percent lack proper accreditation, and others face constantly the 

threat of losing accreditation. Many are isolated from the main 

currents of academic life. 

/ 
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Private sources and states alone cannot carry the whole 

burden of doing what must be done for these important units 

in our total educational system. Federal aid is essential. 

ll'niver aitie a should be eJicourn.god to enter into 

cooperative relationships to help less developed colleges, 

including such assistance as: 

A program 

Special programs to enable faculty members 

of small colleges to renew and extend knowledge 

of their fields. 

A national fellowship program to encourage 

highly qualified young graduate students and 

instructors in large universities to augment 

the teaching resources of small ·colleges. 

The development of joint programs to make 

more efficient use of available facilities and 

faculty. 

In union there is strength. This is the basic premise 

of my recommendation . 

. ..., 

/ 
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C. Support for College Library Resources 

I recommend enactment of legislation 
for purchase of books and library materials 
to strengthen college teaching and research. 

so pereent of our four-year institutions and a~ pereent 

of our two-year institutions fall below accepted professional 

standards in the number of volumes possessed. 

As student enrollment mounts, we must look not only to the 

physical growth of our colleges and universities. They must 

be developed as true centers of intellectual activity. To con-

struct a library building is meaningless unless there are books 

to bring life to the library. 

D. University-Community Extension Program 

I recommend a program of grants to 
support university ex tention concentrating 
on problems of the community. 

Institutions of higher learning are being called on ever more 

frequently for . public service -- for defense research, foreign 

development, and countless other programs. They have performed 
them 

magnificently. We must now call upon/to meet new needs. 

Once, 90 percent of our population earned its living from the 

land. · A wise Congress enacted the Morrill Act of 1862 and the 
~ .. 

Hatch Act of 1887 which helped the state universities help the 

American people. With the aid of the land grant colleges, American 

agriculture produced overwhelming abundance. 

/ 
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Today, 70 percent of our people live in urban communities. 

They are confronted by problems of poverty, residential blight, 

polluted air and water, inadequate mass transportation an.d health 

services, strained human relations, and overburdened municipal 

services. 

Our great universities have the skills and knowledge ·to match 

these mountainous problems. They can offer expert guidance in 

community planning; research and development in pressing edu­

problems; 

cational/ economic and job market studies; continuing education 

of the community's professional and business leadership; and 

programs for the disadvantaged. 

The role of the university must extend far beyond the ordinary 

extension-type operation. Its research findings and talents must 

be made available to the community. Fa~ulty must be called 

u:pon for consulting activities. Pilot projects, seminars, con-

ferences, TV programs, and task forces drawing on many de-

partments of the university -- all should be brought into play. 

This is a demanding assignment for the universities, and many 

are not now ready for it. The time has come for us to help the 

uniyersity to face the city as it once faced the farm. 

/ 
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E. Special Manpower Needs 

We must also ask the colleges and universities to help 

overcome certain acute deficiencies in trained manpower. 

At lgast 100, 000 more pro£ession~llibraritlne are ne~tlod 

for service in public libraries and ·in schools and colleges. 

·we need 140,000 more teachers for handicapped children. 

·~ 

I recommend: 

Grants to institutions of higher 
education for training of school, 
colleg e, and community librarians 
and related services . 

Extension and expansion of grants 
for training teachers and handi­
capped children. 

I 
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CONCLUSION 

In 1838, Mirabeau B. Lamar, the Second President of the 

Republic of Texas and the father of Texas education, declared: 

"The cultivated mind is the guardian genius of demo.cracy. It 

is the only dictator that free man acknowledges. It is the only 

security that free man de sires. 11 

Throughout the history of our nation, the United States has 

recognized this truth. But during the periods when the country 

has been most astir with creative activity, when it most keenly 

sensed the sturdiness of the old reaching out for the vigor of 

the new, it ha.s given special attention to its educational system. 

This was true in the expansive 1820's and 30's, wheri the 

American people acted decisively to build a public school 

system for the lower grades. It was no less true at the vigorous 

turn of the twent:leth century, when high schools were developed 

for the millions. Again, during the questing 1930's, fresh 

ideas stirred the traditions of the ruler and blackboard. 

We are now embarked on another venture to put the American 

dream to work in meeting the new demands of a new day. Once 

again we must start where men who would improve their s9ciety 
,, 

have always known they must begin -- with an educational system 

restudied, reinforced, and revitalized. 
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TASK FORCE REPORT: EDUCATION 

It is hard to begin this critique on a note of d spassionate 
objectivity--with which I understand all governmental critiques 
are supposed to begin--so let me put the matter in blunt terms: 
This Report is an insipid, unimaginative, and immensely depressing 
refusal to come to grips with the fundamental issues in the field 
of education. It is rather as if the President had asked a group 
of engineers for an examination of the potentialities of American 
technology and received from them a Sears Catalogue. 

I do not find myself in substantive disagreement with most of their 
proposals. But, with almost unnerving aplomb, the Task Force has 
ducked the three major problems in American primary and secondary 
education as I perceive them. Let me be specific. 

First, the myth of states'-rights. No politically sensitive group 
would come out and say flatly that the role of the states is 
counter-productive in education. Yet, however disguised, the 
administrative problem that faces the national government is how to 
make direct and fruitful contact with local school boards without 
too great a payoff to the state departments of education. Patently, 
the state education departments have got to be assuaged in one way 
or another. This can be done here, as it has in other areas, but 
the major weapon at the disposal of the national government must be 
mobilized, namely, public opinion. 

The average citizen takes two levels of government seriously in a 
functional sense: local (city, county, township, etc.) and national. 
He generally holds a thoroughly jaundiced view of state government, 
suspecting that an honest grand jury would have the whole crew under 
indictment in six weeks if opportunity presented itself. If he is 
confronted with a choice between some antique abstraction called 
states'-rights and a quality education for his children, he will 
unhesitatingly opt for the latter. 

Consequently the federal government has enormous potential authority 
over standards of education and should forge ahead with a program of 
direct grants. This already exists in the "impacted areas" program, 
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but without quality checks. As the Task Force at one point 
suggests, this program should be expanded to include other school 
districts which are having problems, but quality minima (and moral 
minima such as desegregation) should be enforced. 

A program such as this would be denounced by some as federal 
interference in state and local matters, but the reply is simple: 
first, there is no reason to believe that the national government is 
any less responsible to the people than states or school boards 
(indeed, I would argue the contrary proposition); and, second, no 
school district would have to accept federal assistance if it did not 
choose to do so. 

The underlying reality is that we are now a nation, not an aggregation 
of parochial units. Our educational program should reflect this 
reality. And it would serve, under effective administration, as a 
national equalization scheme which would channel funds into those 
areas incapable of supporting a first-rate educational system. 

Most of all, it would meet what I take to be the outstanding crisis 
in education: the shortage of money at the cutting edge of public 
education, money to hire good teachers and take advantage of the 
innovation which already exists. Despite the Task Force's emphasis 
on innovation, Education Laboratories, and the like, I would argue 
that (though further work would be useful and worth subsidization) 
the difficulty today does not arise from a lack of ideas but from a 
shortage of funds to put already existing ideas into wide usage. My 
nine year old daughter is multiplying fractions and doing primitive 
set theory in fourth grade mathematics at a private school; her buddy 
next door in the fifth grade at Waltham public school is adding columns 
and doing long division. 

Second, the Task Force has nimbly skirted the church-state problem. As 
I noted above, I fully respect their right to be politically shrewd, 
but unfortunately this is an issue which must be faced. 

I hold no brief for parochial or private schools--if the Waltham schools 
were educationally adequate, our daughter would be enrolled in them--but 
we cannot permit a major educational objective to be thwarted by what I, 
at least, am convinced is an irrelevant roadblock. President Kennedy, 
for reasons which I need not elaborate, painted himself into a corner 
on this question on highly dubious constitutional grounds. 

The way out of the impasse that makes sense to me (though I admit it is 
an administrative fiction, like choosing the age of 65 as the 
eligibility point for Social Security for men) is to authorize federal 
aid to all institutions which 1) fulfill certain minimal educational 
standara5; and 2) employ federal monies for non-liturgical ends, 
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i.e., a Catholic school could build a chemistry lab, but not a chapel. Granted such a view would bring the ideologues of the "separation of church and state" out screaming, but again the average citizen is more concerned with the education of his children than with the risks of a Spanish Inquisition. And, in crass political terms, federal aid to education would pick up tremendous support among Catholics--most of whom do not send their youngsters to parochial schools, nor intend to do so, but who have been infuriated by \V'hat might be called the extreme Protestant doctrine of the emnity of church and state. 

In higher education, of course, this has already been accomplished. The N.D.E.A. does not discriminate against Notre Dame or Yeshiva 
Universities. And the G.I. Bill of Rights left choice in the hands of the veteran, who could even attend theological school if such was 
his vocation. 

Third, the Task Force nowhere deals with the Luddite mentality which dom1nates the teaching profession and particularly the schools of 
education. This mentality has led to a serious underutilization of existing resources, particularly those of trained women teachers who are married and have family responsibilities. I suspect a careful study would reveal that there are in the United States several million women, fully accredited teachers, who would be delighted to teach half­days, but are unwilling to take full-time positions. They could, for example, teach five mornings a week or five afternoons. 

However, the organizations of teachers and administrators have resolutely objected to part-time teaching. It is administratively messy, and teachers, particularly those with Depression memories, look on part-timers as a threat to their status. 

Moreover, federal aid in the form of salary assistance to teachers should be tied in with the establishment of qualitative standards. The analogue to the retraining program is relevant: federal fellowships should be established to enable teachers to retotl, to catch up with the innovations that exist. Such a program would raise a fearful hue and cry among "security-conscious saboteurs" (to adopt a phrase of Veblen's), it would unsettle teachers and administrators and the inevitable charge of "political domination" would be made. But there is already "political domination" to one degree or another in public education; the real issue is whether the national government creates a greater political threat to the independence of teachers than do state governments and local school boards. I think the contrary is the case. 

Finally, at the college and university level, why the emphasis on loans? Why should we not contemplate a massive program of scholarships and forget all the involved bookkeeping? The group of talented young Americans 
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that fails to enter college often needs, in fact, more than direct 
educational subsidization; it requires money to compensate for earnings 
that would otherwise go to the support of families. Thus the cost of 
an education at Brandeis for a brilliant boy from the bottom of the 
economic scale would be more than $10-12,000 for four years; it might 
involve an additional $3,000 a year for family support. There is an 
abyss between a boy such as this and one who needs an extra $1,000 per 
year above tuition to stay in school. A combination of scholarships 
for educational costs and loans to cover family obligations might make 
sense, but what youngster is ready at age 18 to consider borrowing 
$25,000 for his college education? 

Last but not least, has the time not arrived for the establishment of 
a great national university in \~ashington, sponsored by the federal 
government? The Task Force in this respect is less innovative than 
John Quincy Adams. 

A footnote on organization. The Task Force recommends a Department of 
Education separate from H.E.W. and a President's Council of Educational 
Advisors. To the extent that such changes would dramatize a massive 
assault on our educational crisis, they make sense. But I am not convinced 
that, in the absence of a vigorous policy, shifts in the T/0 have any 
particular value. An able Commissioner of Education with presidential 
support and adequate funds could probably handle the task from his present 
bureaucratic location. 
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1965 Legislative Goals 

Washington, D.C. 
November 24, 1964 

The will of the people has never been more clearly evident. 

On November 3, American voters overwhelmingly voiced their 

confidence in the social and economic structure that has been 

built, step by step, over the last 32 years. 

They forthrightly rejected a radical assault on that structure. 

They decisively proclaimed their desire to move on from a 

good present to a great future. 

They gave their mandate to the program of progress President 

Johnson has called the 11Great Society. 11 

Now it is incumbent upon all who joined in that mandate to 

translate it into practical reality. 

Basically, this means adapting the ideals and aspirations 

of the Founding Fathers of the Republic to the America in which 

we live -- America in the second half of the 20th Century. 

The ideals and aspirations have not changed. Liberty, equal-

ity, opportunity are still the American dream. But the nation 

itself has changed to a degree that the wisest men of 200 years 

ago did not and could not have conceived. 
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The United States has burgeoned from a sparse scattering of 

farms and villages along the Atlantic Coast into a vast urban and 

industrial complex, spanning the continent, extending half way 

across the Pacific and reaching north beyond the Arctic Circle. 

The 2~ million Americans of 1776 have become over 190 million 

today. Today•s Americans-- most of them-- live in the city, 

not the country. They work in business and industry, not on 

farms. With the same unquenchable spirit, the same energy and 

the same ingenuity that characterized their forefathers, they have 

made the United States the richest and most productive land the 

world has ever known. 

But for too many Americans this wealth and this production 

is a remote ideal. They do not share in it7 they live in misery 

and want. 

More than one in five of Arnerica•s families suffer the in­

dignities of unemployment, poverty and slums. America•s major 

problem, unemployment, remains unsolved, despite the record 46 

months of continuing rise of economic activities. 

These ugly aspects of our social order will not simply dis­

appear by the wave of a magic wand. Indeed, there is a danger 

that they can fester and poison our entire society. 

The rising demands of our youth, of Negroes and of dis­

advantaged Americans of all races and creeds for jobs and economic 

opportunity cry out for positive responses. This is our challenge. 
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Today we have the opportunity to meet that challenge, to 

take, in 1965, a giant step forward on the road to a society that 

will enable all our citizens to realize their full potential. 

And this giant step forward can be taken through enactment of the 

measures the AFL-CIO has long urged. 

These are not novel measures. They are not visionary measures. 

They are practical, down-to-earth measures. 

They are far less revolutionary than the idea upon which 

this nation was built-- the idea that "all men are created equal. " 

Yet they are essential if the goals of 1776 are to be realized 

today. 

The only requirements are the courage, determination and 

imagination to support what needs to be done: to make a massive 

investment in America, one that this nation•s immense productive 

potential can take in stride, one that truly brings within reach 

an end to poverty and deprivation in our time. 

Let us first summarize our goals. 

We believe in thetmal elimination of poverty in America. 

We believe that this requires, first, jobs at good wages 

for all who are able and willing to work: and second, a social 

insurance program that protects young and old alike from the 

economic hazards which are no fault of their own. 

We believe in full and equal opportunity, full and equal 

rights, for every American in every phase of life, regardless 

of race, creed, color or national origin. 
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We believe this equality can be brought about only if there 

is full employment. 

We believe that free collective bargaining is an indispensable 

element in the search for economic justice and personal liberty 

for workers. 

We believe in the wise use of America•s riches to create a 

richer life for all Americans. 

We believe that government, the instrument of the people, 

should use its powers to attack and to solve the people•s problems. 

We believe that progress toward these goals can be made in 

the . 1965 session of the Congress by the measures set forth below. 
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Restoring Free Collective Bargaining 

The importance of free collective bargaining to the living 

standards of workers and to the economic stability of the nation 

has been recognized for three decades; the encouragement of 

collective bargaining, through all this time and through all the 

changes in labor-management legislation, remains the stated 

policy of the United States. 

Thus it is evident that free labor and free management should 

be able freely to agree upon mutually acceptable terms of employ­

ment. They should, therefore, be free to negotiate a contract 

making union membership a condition of employment. 

Experience has proven the adverse effects of the unique 

provision of the Taft-Hartley Act making it possible for the 

states to forbid such voluntary labor-management agreements. 

Section 14(b) allows the states to outlaw the union shop as such, 

regardless of the wishes of the workers and their employers. It 

cedes a negative jurisdiction to the states in an area which the 

federal government has otherwise properly preempted. 

This is an unwarranted intrusion upon the right of organized 

workers and their employers to negotiate mutually acceptable 

agreements. It offends the basic principles of federal-state 

relationships and should be repealed. 
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National Labor Legislation 

There are other provisions of existing ·federal labor 

law that directly conflict with the established policy of the 

United States to further collective bargaining. These pro­

visions restrict the right of workers to organize, to picket 

and to strike. They urgently require revision. 

Three major bills relating to labor-management rela­

tions have been enacted since 1935. Some of their provisions 

overlap or are contradictory, causing needless complications, 

uncertainty and court appeals. We urge prompt action to 

eliminate inequities and resolve contradictions in basic 

labor-management law. 
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Social Insurance 

The Social Security system's contribution to American life 

has touched virtually every family in the nation. Possibly more 

than any other social program, it has operated to ameliorate and 

prevent poverty. It has improved the quality of everyday life 

for millions. 

The worst threat to old-age security today is the high cost 

of illness. The general design of a workable remedy became clear 

beyond doubt in the 88th Congress -- a national hospital insurance 

system based on social security principles for those over 65. 

Now the 89th Congress must implement what is unquestionably the 

will of the people. 

To make Social Security truly effective in reducing poverty, 

substantial increases in cash benefits are also absolutely neces­

sary -- for the retired, the disabled and for widows and dependent 

children. Adjustments in such benefits should also take into 

account that age 65 is in fact no longer a realistic age for 

retirement. As a minimum the actuarial reduction for early 

retirement should be modified. 

There should be established a federal system of reinsurance 

for all private pension plans to assure the payment of the benefits 

provided such funds. Tax credit for employer payments into such 

pension plans should be contingent on participation in the 

reinsurance plan. 
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It has been clear for years that unemployment compensation 

must be freed from inequitable state limitations on weekly benefits, 

eligibility and duration of payments, and from inadequate financing. 

We have repeatedly asserted that a federal system of minimum 

standards must be enacted to enable unemployment insurance to 

fulfill its intended role of maintaining a strong economy and meet­

ing the needs of those who are unemployed through no fault of their 

own. 
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Wage Hour Improvements 

Since most Americans agree that there is no excuse for poverty 

in America, poverty among those who are fully employed at useful 

work must surely be regarded as intolerable. There must be no 

"working poor" in the richest nation on earth. 

The Fair Labor Standards Act was designed to outlaw that 

kind of poverty. The time has come when it must be modernized to 

achieve that end. 

Coverage of the Act should at once be broadened to include 

all workers whose jobs affect interstate commerce. The exclusion 

of 'millions, over many years, has been a disgraceful injustiGe 

and an economic absurdity. 

The basic minimum wage should be raised to $2 an hour, 

simply to assure all employed workers of a standard of living 

above the poverty level. 

The standard work-week should be cut to 35 hours, in line 

with the higher productivity of American workers. 

The overtime penalty should rise from time and a half to 

double time, in order to discourage overtime and create new jobs. 
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Education 

Every American child is entitled to as much education as 

he wants and can usefully absorb. . 

This is a basic to the American way of life and it is basic 

to the future of the United States as a nation. 

Great strides were taken by the 88th Congress, but there are 

greater strides yet to be taken if this principle is to become a 

reality. They include: 

1. A major program of federal aid to elementary and secondary 

schools to help meet all needs, including construction, in the 

categories of instruction covered by the National Defense Education 

Act. This should include construction grants for all schools. 

2. Substantial federal aid to schools which serve large 

numbers of culturally-disadvantaged children from low-income areas, 

including work-study opportunities for vocational and high school 

students. 

3. Comprehensive assistance, embracing scholarships, 

expanded student loans and work-study opportunities, for junior 

college and college students. The Cold War G.I. Bill of Rights 

would help meet this need. 

4. We urge the appropriation of additional federal funds 

to foster the growth of community junior colleges. 
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Urban Problems 

The great cities that only a generation ago were America's 

pride are now beset by problems that only expanded federal action 

can resolve. The decay of city centers is a shocking waste. The 

urgency of these problems grows daily, for every day the United 

States becomes increasingly an urban nation. 

Ever since the early years of the New Deal this country has 

been pledged to the proposition that every American family is 

entitled to a decent home. That goal must still be met. 

Public housing for low-income families has been shamefully 

neglected. A heavy increase in grants-in-aid is required to give 

reality to the fight against slums. 

Low-cost, long-term loans must be more readily available to 

provide housing for those of moderate income. 

These same needs should also be met in rural areas, but the 

problem is far more acute in the teeming cities. 

Urban renewal in the broad sense must be stepped up, with 

emphasis on slum clearance and modernization, based upon community 

planning. 

Special attention -- and assistance -- must be devoted. to 

the thousands of families and small businesses which even now are 

dislocated each year by new highways, housing developments and 

other public projects. 
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Mass transit is a decisive factor in the future of urban 

life. The bill enacted by the 88th Congress must be reinforced 

by fully adequate appropriations. 

All the foregoing can be expedited by the establishment of 

a Department of Housing and Community Affairs in the Cabinet. 
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Community Facilities 

There has for years been a vast backlog of urgently-needed 

community facilities, from water and sewage systems to cultural 

centers and public buildings. A continuing federal program of 

grants-in-aid is essential to dispose of this backlog and keep 

pace with the mounting requirements of a rapidly-growing population. 

In addition, full appropriation of already-authorized funds is 

needed for the attack on air and water pollution and for the 

construction of highways, hospitals, other health facilities, 

college buildings, and airports. 

This whole area is a classic example of the economic dividends 

that flow from social progress. As the nation invests in these 

facilities, it will also create huge numbers of useful jobs -- and 

therefore increase the number of consumers and taxpayers. 
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Regional and Resource Development 

Experience under the Area Redevelopment Act of 1961 has 

demonstrated the need for a broader assault on chronic depression 

an assault that embraces a region rather than a single community. 

The proposed Appalachia program conforms to this need and it has 

our support. 

There should be similar programs in other areas, based upon 

the concept of regional planning. Financial and technical assis­

tance by the federal government can obviously be more effective 

on this broader base. 

There remains the national challenge of conservation and 

development of natural resources. Such areas as water supply and 

river development, giant grids for the interstate transmission of 

electric power, desalinization of sea water, the preservation and 

maintenance of national forests and range lands -- and these are 

but a few -- require firm federal initiative. 
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Health Problems 

The ever-accelerating advances in medical science hold 

forth the promise of long life and good health to a degree never 

before imagined. 

The benefits of this astonishing progress must be made 

available to all Americans. But this cannot be brought about 

without legislative action. 

There is still a pressing need for skilled personnel to 

man the hospitals and other health facilities already being built. 

This requires federal scholarships and other assistance to 

students in the health professions. Also among the essential 

areas of federal action are grants and loans for the operation 

of community mental health centers, construction of facilities 

for direct-service health plans based on group practice, and 

hospital construction and the modernization of existing hospitals. 
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• 
War on Poverty 

President Johnson's declaration of war on poverty has 

captured the imagination of America, and rightly so. It is fully 

consistent with the policy of the American labor movement, for 

poverty has been our sworn enemy since the first union was 

established. 

Virtually every item in this present list of legislative 

goals is an attack on poverty. Many are direct, like wage-hour 

improvements; some are indirect, like conservation; but all 

contribute to the objective. 

The war on poverty is already in progress and needs more 

support; specifically, it needs more money. We refer in particular 

to the Economic Opportunities Act and the Manpower Development and 

Training Act. 
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• Tax Policy 

There is general agreement that the federal tax structure 

needs improvement. 

We support at this time the elimination of excise taxes 

that now apply to goods and services generally used by all 

Americans. 

We further call for effective action against all tax loop­

holes. 

We most vigorously urge a revision of the tax structure 

t o e a se .the disproportionate burden on low income groups, and 

we i nsist on the elimination of income taxes imposed upon those 

who are at or below the poverty level. 

We oppose the indiscriminate rebate of federal taxes to 

the states with no restrictions on the use of such funds. 
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• Consumer Protection 

It has been clear for a long time that the American 

consumer is at a serious disadvantage in dealing with sharp 

lenders and unethical merchants. A number of measures to aid 

the consumer that have already been proposed deserve enactment. 

One is a simple requirement that an installment buyer 

should know how much interest he is really paying. 

Another asks that packaged goods give a clear indication 

of what's inside, in terms that the buyer can understand without 

a slide-rule. 

Others reinforce the work of the the late Senator Kefauver 

on drugs . and drug prices. 

We also propose a federal consumer information service to 

help buyers meet the complexities of today's marketplace. 

We cannot understand why any reputable merchant or manu­

facturer should oppose these simple ground-rules. They are 

consistent with the principle of free competition. Similarly, 

we oppose all forms of "fair trade" laws, under any name, 

that are designed to maintain monopoly price-fixing. 

-17-



• 
Migratory Labor 

Migrant farm workers have long been the most painfully 

exploited people in America, whether they were citizens or 

imported visitors. 

The AFL-CIO was gratified when Congress put an end to the 

importation of Mexican farm laborers under Public Law 78. We 

are appalled to learn that some large agricultural interests 

are making efforts to continue the same program under Public 

Law 414. This is clearly contrary to the intent of the 

Congress and it must not be allowed to happen. 

Moreover much remains to be done for American migratory 

labor. Congress should provide minimum wage standards for 

migratory farm workers, include them under the unemployment 

compensation system, strike out their exemption from the 

protection of the general labor laws, assure them of adequate 

housing and health services and see to it that their children 

have full and equal educational opportunities. 
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Foreign Trade and Aid 

The AFL-CIO has amply demonstrated its commitment to the 

principle of trade expansion. 

We have also stressed that trade expansion will continue to 

command broad national support only if accompanied by a mechanism 

to protect workers and businesses adversely affected by increased 

imports. 

The present law contains a mechanism but it has yet to work. 

Unless it can be made to work, it must be replaced by one that 

does. 

The incorporation of fair labor standards in international 

trade should be an integral part of United States trade policy. 

The _foreign aid and economic assistance programs have also 

had the whole-hearted support of the labor movement since their 

inception. While we believe private American investment in 

developing nations is desirable, it can only be a supplement, not 

a substitute, for government help. Moreover, while the United 

States government should make sure that funds provided for 

specific projects are spent efficiently, it should fully respect 

the right of aided nations to determine their own forms of 

economic control and ownership. The use of American flag ships 

in transporting materials used in aid projects and indeed in 

all aspects of our export-import commerce must be expanded. 

The principles of the Alliance for Progress should guide 

American aid undertakings in Africa and Asia. The United States 

should also seek joint efforts with other democracies in both 

civilian and military assistance projects in new and emerging 

nations. 
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Conclusion 

Inevitably there will be those who ask what all this will 

• cost: who question whether the nation can afford a better life 

for its people. 

There is a two-fold answer. 

The first is that America cannot afford anything less. 

Poverty, unemployment, discrimination and ignorance are intolerable 

in a society that has the resources to wipe them out. 

Second, what we are proposing is a massive investment in the 

future of the nation an investment the country can easily 

afford , and one that is essential to its destiny and to the future 

of freedom on earth. 

Our view would be more easily understood if the United States 

like other western nations adopted a capital budget -- an account­

ing that truly distinguishes between costs and investment. The 

federal government's accounts should separate housekeeping costs 

and national security outlays, on the one hand, and on the other, 

the sums used to create, improve or acquire assets, or advanced 

as recoverable loans. This is the general practice in private 

business, in many states and cities, and even in well-run 

individual households. 

Nearly all our proposals for 1965 involve federal outlays 

which are in the investment category. And we believe they are 

investments this country dare not refuse to make. 

We believe in the Great Society. We believe in it, not 

just as a dream, but as an attainable reality. We do not want a 

Great Society just for union members, or just for wage-earners, 
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but for all -- for every American, and indeed for all mankind. 

The goal is within reach. Our own nation is rich, produc­

tive, and prosperous as never before. Human knowledge is every 

day expanded into new areas. The aspirations of 2,000 years 

are within our grasp. 
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S'rA'l'tJS OF 'l'HE PRESIDEN'r 'S LEGISLATIVE PROGRAM 

Bills in the President's pr~gram which have become law: 

,·; 

1. Agricultural Supplemental Appropriations -
$1.6 billion 

2. Second Supplemental Appropriations for 1965 • 
$2.2 billion 

3. Supplemental Appropriation for Vietnam • 
$700 million 

4. Aid to Appalachia - $1.1 billion 

5. Chancery Appropriation, Saigon - $1 million 

6. Coast Guard Authorization - $114.2 million 

7. Coffee Agreement 

s. Disarmament Act Authorization - $30 million 

9. Elementary and Secondary Education Bill -
$1.3 billion 

10. EA-tension of Food 1-tarketing Commission 

11. Gold Cover, Repeal of the 25 Per Cent Banking 

12. Inter-American Development Bank Increment of 
Contribution 

13. Manpower Training Act Expansion 

14. Military Procurement Authorization 

15• Tobacco Acreage-Pound~ge Market~ng Quotas 
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Bills in the President' s program which have passed both 
the House and Senate, but are in confer ence: 

1. Community Health Services Extension 

2. Presidential Inability 

3. River Basin Planning 

4 . Water Pollution 

Bills in the President' s program which have passed the 
Senate but not the House : 

1. s. 22 - l'later Research Act Expansion 

2. s. 28 - Stockpile Management and Disposal 

3. s. 491 ~ Bighorn Canyon Park 

4. s. 507 • V.A. Distressed Home owners • Relief 

5. s. 1~35• Reorganizati on Act Extension 

6. s. 1229 - Federal Wate r Project • Recreation Act 

Bills in the President's pr ogr am which haye passed the 
House but not the Senate : 

; . 

1. H.R. 2 - Drug Abuse Control Bill 

2. H.R. 2985 - Initial Staffing Community Health 
Centers 

3. H.R. 3708 - The Older Americans Act 

4. H.R. 4185 - Increase in the Patent Fee 

5. H.R. 5075 - Increas e of roa:n Insurance in the 
Farmers Home Administration 
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6. H.R. 6453 • D.c •. Appropriations 

7• H.R. 6497 - Quota Incroase in the International 
Monetary Fund 

8• HeR. 6675 - Medicare 

9. H•R• 7060 • Treasury and Post Office Appropriations 

10• H.R• 7717 - NASA Authorization 

11 .. H,.R. 7765 - Labor and flEt'l Appropriations 

12. H.R. 2984 - Health Research Facilities Act of 1965 

13. · H.R • • Independent Offices Appropriation 

. . 

Bills in the President's program presently on the Senate 
Caleqdar: · 

l. s. 1564 • Voting Rights (also H.R. 6400) 

2. s. 1837- Foreign Aid ·Authorization (also H.R. 7750) 

3. H.R. 6767 - Interior Appropriations 

4. United Nations Charter Amendments 

Bills in the President's program on the House Ca lendara 

1. H. P~s. 347 - Reorganization Plan of the Bureau 
of Customs 

2. H.R. 6927 • ~rousing and Urban Development Department 

3. H.R. 89 - Tocks Island 
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THE PRESIDENT • S PROGRAM IN THE COMMITTEES 

Agriculture • 

s. 1702 and H.R. 7097 - the Omnibus Bill. The Bouse 
Committee has finished hearings on all titles except 
Title VI, the acreage allotment transfers. ~ere has 
been informal Subcommittee action on the wheat and 
feed grains programs. There is expectation that the 
cropland retirement program (the old Soil Bank) title 
will be written into the wheat and feed grains sections 
to make it applicable to just these titles. The cotton 
program is just getting underway. There is no final 
Committee action expected on this bill in the Bouse for 
at least another month. The Senate Agriculture Committee 
will not take up the bill at all until after Voting 
Rights: then, it will start hearings. This could well 
be one of the last bills out of the Senate this year. 

H.R. 5075- Increase Loan Insurance in the Farmers Home 
Administration. This bill passed the House on March 15. 
Hearings have been concluded in theSSenate Committee. 
An executive session will be held within a week or ten 
days on this bill. 

s. 1812 • The REA • Loan Account Bill. No action at 
all has been taken on this bill. 

s. 7 - Spruce Knob - Seneca Rocks Recreation Area. The 
Senate will be working on this bill in executive session 
and full committee this Wednesday. There are five bills 
in the conservation and forestry area which will be ready 
for this meeting. There has been no action in the House 
on this yet. 

The following points in the President • s program have not 
been drafted or have1,noe been sent to the Committees yet: 

1. Agricultural chemical controls. 

2. Commodity exchange regulations. 
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3. Meat and Poultry Inspection Bill • user charges . 

Agricultural bills in the President's program becoming law: 

l. Tobacco Acreage-Poundage and Marketing Quotas 

Apprgpriations • 

The following appropriations have passed the House: 
D.c., Independent Offices, Interior, Labor, HEW, Treasury, 
Post Office. 

The following appropriations have passed the Senate; 
Independent Offices. 

The House will report the Agricultural Appropriations on 
May 20, and floor action is expected on May 25. Foreign 
Operations Appropriation will be reported on June 17, 
but floor action will have to wait on the Authorization 
Bill. If this is done in time, floor action is scheduled 
for June 22. 

The House Committee will r eport t he ~lilitary Construction 
Appropriation on June 3. Again, t he Authorization measure 
will probably not be ready b~ t hen and floor action on 
the Appropriation will have to wait. 

The House will report the Public Works Appropriation on 
June 10, and floor action is expected about five days 
later. 

The Defense Appropriation was due on May 13, but the bill 
is .still in the Committee waiting for the Authorization 
which is anticipated in early June. 

Appropriations for State, Justice, Commerce, and Judiciary 
will be reported on May 27. Floor action is scheduled 
for June 1. 
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The Senate .Committee has the Interior Appropriation on 
the Senate calendar. Other appropriations will be 
coming soon from the Senate Appropriations Committee. 

Apmed Seryices -

s. 1771 and H.R. 5885 - Military Construction Authorization. 
The Senate Committee has finished its hearings, and the 
bill is ready for mark-up. The Senate may wait for the 
House bill7 this is not definitely decided yet. There 
seem to be no problems on the Senate side~ 

The House Armed Services Committee expects final 
Committee action in early June. The Committee is running 
into difficulty resolving all the concern of the members 
with the measure because of the problems posed by th$ 

shipyard closings. 

s. 28 - Stockpile Management and Disposal is in the 
Philbin Subcommittee, and there is no scheduled action. 

Although not part of the President's program, H.R. 7596, 
Air Force promotions, passed the Bouse yesterday on the 
suspension calendar. 

Banking and Currenc~ -

s. 1332 and H.R. 7105 - Export Control Act Extension. 
The bill is in the House Subcommittee. There are 
problems relating to exports to Egypt. These are the 
same forces which opposed the first Supplemental 
Appropriation in February. The Senate Committee has 
done nothing with the bill yet. The Senate will hold hearings 
on the Arab boycott next Monday and Tuesday, May 24 and 25. 
H.R. 5840 and s. 1354 - the Omnibus Housing Bill. 
On the Senate side, the Subcommittee is marking up the 
bill and they finish today. We may have to wait until 
the first or second week of June to get the bill to full 
COIIIDi ttee. 
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The House full Committee on Banking is in executive 
session on the bill·. It will be reported out on 
Wednesday, tomorrow, May 19. It will then be ready 
for action on the floor in a ~eek or two. 

The SEC fee increase is not moving in either the 
House or the Senate. This is Bill No. s. 1707 and 
H.R. 7169. 

H.R. 111, the Truth in Lending Bill, is restincj in 
the House Committee and waiting for action in the 
Senate. As of this moment, therel'lhas been no bill 
introduced in the Senate. ~t 

•''. 

s. 507, the V.A. Distressed acme Owners• Bill, has 
passed the senate and is resting in the House Veterans• Affairs Committee. .Although not part of the President's program, H.R. 5305, the bill relating to the foreign 
interest rate discrimination, has been reported out of 
the committee and a rule will be requested next week. 
This bill is part of the effort to restore our balance· 
of payments. J 

.Also, H.R. 107, the Banl< Supervisory Bill, althought 
not part of the President•s program, will be reported 
to the full committee this month. This bill puts all 
bank regulation within one agency. 

H.R. 6927, and s. 1599, the Department of Housing 
and Urban Development Bill, has been reported. Again, 
we should report that there is strong opposition within 
the staff of the Banking and Currency Committee to 
bringing this bill up in the House before the Omnibus 
Bill. They estimate that many votes will be lost on the 
Housing Bill if the Urban Department measure is brought to the floor first. 

The Senate Government Operations Committee is resuming 
hearings on the Department of Housing and Urban 
Development Bill tomorrow and 'l'hursday. It is expected 
that the bill will be reported by mid-June. 
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Commerce 

s. 1588 and H.R .. 5863 - High Speed Ground Transport'" · 
The House Interstate Committee starts its hearings o~ 
Wednesday. They expect to finish on June 27. The 
Senate Committee will hold its hearings on Ju~e 14 
through June _16.., 

s. 985 and H.R~ 1664 - Truth in Packaging. The Senate 
Cocmittee has scheduled hearings from April 28 through 
}~y 7. Also there are hearings going on today. There 
are problems with this bill in tl1e Senate. although 

. ' 

it is·. anticipated that some bill will come out of the 
Cornmi~tee. ~he House Judiciary committee has not moved 
at aJ'l on the bill. 

s. ;1.875, the User Fees on Vessels, is not moving at 
ali in the Senate or in the House • 

. · I 
.)Bills in the President's program ~mich have not been 

//,'sent to the Committee are: . 

1. The Maritime Policy Revision 

2. Transportation Policy Revision. 

Dist;ict of Columbia -

H.R. 6889 - the Federal Payment and Loan Authorization. 
This bill is pending in the House Subcommittee. 
Hearings have been held on the measure. The Senate 
Committee has the contents of this bill in with their 
Home Rule Bill. They will probably pass tllis ps part 
of th~ir Home Rule 2111. 

I 

s. /1.632 and H.R. 6745 - Firearms Control Act. 'l'he 
Hopse has not moved at all on the bill, but the Senate 
Committee has held hearings on the bill. ~e bill will 
g;b into executive session in a fe\v weeks. There are 
problems with the bill, and there is a strong possibility 

/
~hat the bill will not get out of committee. There has 
been a great amount of letter-writing sent in on the bill. 
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s. 1612 w~d H.R. 7395 - Higher Education Bill in D.c. 
Senator l.Jorse has this bill in his Subcommittee and has 
taken no· action yet. The problem mainly is the 
scheduling of the bill into Senator l~lorse • s personal 
schedule. HG has been working hard on the Higher 
Education Bill ·in his Subcommittee o~ Labor. Hearings 
\'1111 probably not be held m the Senate for another 
month yet. 'l'he House is not moving at all on the bill. 

s. 118 and H.R. 4644 - Home Rule. The Senate Committee 
has concluded hearings and expects to report the bill · 
~iis week. · 'l'he House Comnittee has not moved at all 
on the bill, and there \'Iill probably be very difficult 
problems in getting it up out of the Iiouse Committee. 

s. 1719 - the Overtime Pay for D.c. Police Bill, will 
come out of the Senate. Committee this \-Jeek. The House 
does not even have a bill on this yet • 

. s. 1117 and H.R. 4822, the Rapid Rail Transit in D.c • 
.. · Bill, is now before the full Committee in the House. 

' ,'There is a possibility that the Senate Committee might 
/ bold hearings just prior to House passage of the bill. 
I 

I 
1 H.R. 7066 - Revenue for D.c. The House Committee is 
j now holding hearings on this bill and three other 

revenue bills. No action has been taken yet in the 
Senate. 

Finance -

H.R. 7368 - Extension of Duty-Free Linutation Bill, is 
in the House Ways and 1-!eans Committee where the 
Committee reported the bill yesterday. It will file 
its report in t~o days. T11ere is no action in the 
Senate on this yet. 

Executive mark-ups will start in a ~eek or two on the 
Excise Tax Repeal4 
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H.R. 6675 - ~~dicare. The House passed the bill on 
April 8, and the Senate finishes its hearings on the 
bill tomorrow. 'l'he Committee goes into executive 
session on the bill next week. 

H.R. 6960 - the Implement Agreement with Canada on Auto 
Parts. 'l'he House Ways and Means Committee concluded 
hearings on the bill. The bill will be sent to the 
floor after tho excise cut and the debts ceiling increase. 

H.R. 4754 - the Extension and Broadening of the Interest 
Equalization Tax Bill, is in the House Ways and .t-1eans 
Committee where nothing has been scheduled . 

s. 1591 and H.R. 6629 - the National Firearms Act. This 
bill in the House Ways and Means Committee is not moving 
at all. The bill looks as though it may have great 
trouble getting out of the Committee. 'l'his is also true 
on the Senate side where no action has been taken. The 
bill is in real trouble. 

H.R. 5916 - the Removal of 'l'ax Barriers to Foreign 
Investment in the United States. 'l'his is presently in 
the House Ways and Means Committee where no action has 
been taken. f 

Points in the President's program which have not been 
sent to the Hill area 

1. Investment Tax for Less Developed countries 

2. Tax Exempt Privileges of Private Foundations -
the Removal Thereof 

3. Unemployment Insurance Improvements 

Foreign Relations -

H.R. 2998, the Disarmament Act Authorization, has been 
adopted in conference and sent to the President. 
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H.R. 7750 and s. 1837, the Foreign Aid Authorization, is 
on both the House and senata calendars. 'l'he House has 
a hearingjb~ a rule this Thursday. Floor action ts 
expected on May 24, next 1-londay. 

H.~. 6497- the Increase of the International Monetary ' 
Fund Quota, has passed the House and will be reported 
today by the Senate Foreign Relations Committee • . 

s. 1~68 and H.R. 5876 - the Peace Corps Authorization, 
is in the mark-up sta9e in the Senate Committee. tt is · 

~ on the agenda for the Foreign Relations Committee 
meeting today. The House Committee starts hearings on 
May 27. 

The United Nations Amendments to the Charter is on the · 
Senate .calendar. 

s. 1903, the United Nations Participation Act Amendments, 
will follow the Peace Corps buthorization. 

Government Operations • 

S. Res. 102 and H. aes. 347 • the Bureau of Customs 
Reorganization Plan, is on the House calendar with an 
adverse report. The senate Committee expects to finish 
its hearings by this Friday, May 21. Senator Rib!coff 
is drafting a report, and action is expected sometime 
this week. Of course, the House will proceed first on 
the matter. The real problem with this plan is the 
cumulative effect it is having on individual Congressmen 
in relation to patronage. Otherwise, there seems to be 
no concerted effort against it. 

s. 1135 and H.R.· 4623, the Permanent Reorganifation 
Authority, has passed the Senate and is on the House 
calendar. 

'j. 
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Interior .. 

s. 20 and s. 1121 • tl1a Assateague Island National 

Seashore Bill • is in the Senate Subcommittee and should 

be out o£ the Subcommittee inn the next two weeks. It 

will be before the full committee before June 10, and 

the project does look favorable. Field hearings in the 

House are scheduled for June 12. 

s. 491 - Bighorn Canyon National Recreation Area in 

Montana · and l'lyoming, is not scheduled yet in the House. 

The Senate passed the bill on February 10. 

H.R. 5629 and s. 1229 - the Federal Water Project -
Recreation Act, passed the Senate on April 9 and iS on ·· 

the Bouse calendar for today. Action will be taken on 

the bill today on the floor of the House. 

H.R. 51 arA s. 360 - Indiana Dunes - is expected to be 

tal~n up in the Senate Committee on June 10, It should 

go out of the Committee without amendments. There is 

nothing scheduled in the House on the bill. It is 

vigorously opposed by the Inland Ste&l Company and 

Charles Hallecl~. 

s. 1446 .. the National Wild River System - is in the 

Senate COmmittee where field hearings are being held 

this week. It will be a long time before this bill 

is passed. The House does not even have a bill 

1ntGoduced on ~1is subject yet. ( 

s. 21 • River Basin Planning Autl1ority, is in conference. 

s. 24 and H.R. 7092 - Saline Water Research and 

Development Authority - is in th~ Senate Committee 
where hearings have been held. The House Committee is 

holding hearings this week. Full Committee action is 

expected in the House in about t~~ weeks. 
' 

s. 1761 and H.R. 7406 .. the 'l'hird Power House at Grand :'; f 
Cooley ... is in the Senate Committee \4im:eaction is hoped 

to be early. It is not sure when the Executive Committee 

will bring the bill up, but the Committee wants to move! 
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t~~ bill rapidly. There is nothing scheduled on the 
bill in the House. 

H.R. 89 - Tocks Island - has been reported in the 
House. A rule will be requested in the next two days. 
The Senate Committee will wait for House action, It 
lOoks as though the bi 11 will probably get through . 
this Congress all ri~ht. 

s. 22 and H.R. 3606 • Water Research Act Amendments -
has passed the Sennte and is in the House \>Jhere nothing 
is scheduled. The bill is bottled up by Conunittee 
provision to revie\-1 the Administratio11 's program before 
they will re-authorize it. This battle is apparently 
between Interior Department and the Committee. 

H.R. 797 - Whiskeytown~Shasta-Trinity National Recreation 
Area • is in the House Interior executive session. There 
is no bill yet in this area in the Senate. 

Atomic EnergY-

s. 700 and H.R. 3597 - the AEC Authorization, is being 
marked up in the Senate Committee, and the House 
expects action within the weak. 

Jt]diciarx ~ 

s. 1240 and H.R. 5280 • Balance of Payments - is in the 
House Subcommittee where hearings have been concluded. 
There bas been no action in the Senate yet on the bill. 

S.J. Res. 58 and H.J. Res. 278 - Eeectoral College 
Reform - has not been acted upon in either the House 
or the Senate. This looks as though nothing is going to 
happen on this thia year. 
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s. 500 and H.R. 2580 - Immigration Revision. The House 
Bill is in ~ke Feighan•s Subcommittee. The bill is 
not moving at all, and may not move in the House 
Committee unless some real pressure comes from downtown. 
The Senate Committee will resume its hearings when the 
Voting Rights Bill is completed. Senato~ Kennedy plans 
to move quickly on the bill. 

H.R. 4185 • the Patent Fee Increase - passed the Bouse 
on March 17. The Senate Subcommittee approved the bill, 
and the bill is now in full Committee which will not 
meet until the Voting Ri~hts has been passed. 

s.J. Res. 1 .. President!hal Inability .... is in conference. 
The conferees meet today on the bill. The House is 
determined to get their version. 

s. 1792, 1825 and H.R. 6508 - State and Local Law 
Enforcement Assistance - is not moving at all in the 
House. 'l'he Senate Judiciary has set up an ad hoc 
Subcommittee composed of SenatomErvin, Hart; Ted 
Kennedy, Tydings, Hruska, and Javits, to 'handle the 
bill. 

s. 1564 and H.R. 6400 - Voting Rights Act of 1965 ~ is 
on the flo6X" of the Senate \>Jhere it is estimated that 
action should be completed within a weel~. The House 
bill has been reported but not filed with the Rules 
Cotmni ttee. · 

Lalpr ~ 

s. 600 and H.R. 3220 - the Higher Education Bill • is 
in the mark-up stage in the House Labor Subcommittee. 
The bill \'Jill be sent to the House full Committee this 
Thursday# l4ay 20. Senator Morse•s subcommittee is 
handling the .bill in the Senate where hearings have been 
recessed., It will probably be about the first or second 
\'Jeek in June before this bill gets out of committee. 

. ,l ~·. ~,:·. 
,, 

. I' 



AdOO ( 

~~· 
..... ,. 

s. 510 - Community Health Services Extension • is in 
conference. 

H.R. 2985 - community Meatal Health Centers ~ has passed 
the House and work is being done on this bill in the 
Senate. 

H.R. 2 - Drug Abuse Control Act - passed the House 
on March 10. It appears that now Dodd will not insist 
on hearings for his amendments he is proposing in the 
Subcommittee. 

s. 508 and H.R. 2987 ... Group Practice;l Facilities 
Construction - is not moving in either the House or 
the Senate. This bill is in serious trouble because of 
a jurisdictional dispute between the House Interstate 
and House Banking Committees. In addition, the Senate 
is not very enthusiastic for the bill because it contains 
loans for private physicians which many deem hard to 
justify. 

s. 595 and H.R. 3141 - Health Professions Educational 
Assistance Amendments of 1965 - is not moving in either ' 
House. The Senate is waiting for the House, which has 
done nothing yet. 

s. 512 and H.R. 2984 ... Health Research Facilities 
Amendments of 1965. The Senate Committee recornmit~ed 
the bill to the Subcommittee for further consideration 
of the Long .Amendment. This problem is now ~g to 
be worked out 6n Cornmi ttee. 

s. 597 - Medical Library Facilities - is not moving in 
either House. 

s. 1400 and H.R. 6881 - Mental Retardation Facilities 
and Community Mental Health Centers Construction Act -
is not moving in the House. The Senate is holding 
hearings on the bill~~ 
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s. 596 and H.R. 3140 - Regional Medical Complex Act of 
1965 • is not moving in the House. The Senate 
concluded its hearings and is trying to work out the 
Long Amendment problem. 

s. 1525 and H.R. 6476 - Vocational Rehabilitation 
Amendments.- Senate hearings concluded and printed. 
The .Senate is waiting for lbuse action on the bill. 
The House Labor Subcommittee approved a clean bill. 

s. 1566 and H.R. 7177- Extension of the Juvenile 
Delinquency Program - has been approved in the senate 
Subcommittee. .Full Committee action is expected next 
webk. The House Labor Subcommittee has completed its 
hearings. 

s. 1483 and H.R. 6050 - the National Foundation of the 
Arts. The Senate Subcommittee has concluded hearings 
on this, and the bill is ready for the next full 
Committee meeting. 'l'he House Labor Subcommittee also 
has approved the bill and is awaiting full Committee 
action. 

H.R. 3708 - the Older Americans Act - has passed the 
House. 'l'he Senate SubcoilU'llittee has approved the bill, 
and it is waiting for full Committee action. 

s. 1759 and H.R. 7048 - the Extension and Amendment of 
the War on Poverty • is in the Senate committee 
waiting for House action. The House Labor Subcommittee 
has passed the bill. 

Public liorlss • 

s. 1648 and H.R. 6991 - ARA Amendments ~ Public Works -
Economic Development Bill. The Senate Committee has 
reported the bill, and it is now on the Senate calendar. 
The House is still in executive session on the bill. 
It will conclude this by next week • 
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s. 306- Clean_Air Amendments - is in Subcommittee 
executive session. No action has . been taken in the 
House on the bill yet. 

s. 4 - Water Pollution Control - has passed both the 
House and the . Senate and is not.z in conference. 
. . 
Parts of the President's program which have . not been 
sent to the Hill yet are; 

.-' ~ · . .' , .. · .. . 

1. Advertising and junkyard control alon<J highways. 

2. Highwaybeautification. 

Space -

H.R. 7717 - NASA Authorization ~ has passed the House 
and the Senate has ordered the bill reported. 
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