/I” MEETING OF EXECUTIVE COMMITTEE (#68-2)

COUNCIL OF TEACHING HOSPITALS
ASSOCTATION OF AMERICAN MEDICAL COLLEGES
Thursday and Friday, January 11-12, 1968

Hotel Dupont Plaza
1500 New Hampshire Avenue, N.W.
Washington, D.C. 20036

Thursday, January 11, 1968

6:30 p.m. Reception Gallery Room

7:00 p.m. Dinner Meeting Gallery Room
1. Dinner
2. Presentation:
John Parks, M.D.
President, AAMC

Robert C. Berson, M.D. G o
Executive Director, AAMC o :

10:00 p.m. Recess

£
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Friday, January 12, 1968 A

8:30 a.m. Reconvene--Roll Call of Committee-~Gallery Room

3. Approval of Minutes R Tab 1
A. Meeting of October 27, 1967
B. Meeting of October 30, 1967

4. Status Report on Membership, Fiscal Year Tab 2
1968-69

5. New Applications For Membership b Tab 3

\m a‘“

A. Applying As Having Met Internship’)
& Residency Requirements . - &B
1. Monmouth Medical Center - p£9\ ¥
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B Long Branch, New Jersey
el s 7}{$f‘6. Inquiries as to Possibilities for Membership Tab 4
Y41§F{ A A. Detroit Osteopathic Association
VNU 7. Report of Committees Tab S
A. Committee on Constructlon and Modernlzatlon o
7 Funds Ree e Toe Lo TAP P Sgptons
] if%fB. Committee on Financial Principles (Infor- <fz]’7
R AR “~ mation, in event of any commentary) T
. i \ ‘.Y b C. AAMC-COTH Committee on Federal Health
. Programs

I \ D. COTH-AHA Liaison Committee
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1) Suggestion as to AHA Representation
i~ on COTH Committee on Construction &
IS, Modernization Funds
5,9,ﬁ:?}ﬂ;’ 2) Report regarding status of HAS specia- . .a
E%’Ljﬁgﬁéz © list for teaching hospitals i V{iff,;b >
s 3) Report of Informal Discussionafﬁif:4ﬁig w“’
8. Appointment of Nominating Committee for gﬁ/ Tab 6
o Administrative Year 1967-68
2 9. Discussion of Theme and Specific Content
'é for 1968 Annual Meeting
=
2
=
g 12:30 p.m. Luncheon -- To be joined by:
=
b5 James H. Cavanaugh, Ph.D.
é Director, Office of Comprehensive Planning
g U.S. Public Health Service
o Department of Health, Education and Welfare
2
2 Thomas G. Moore , Jr.
g Director, Office of Legislation
O ‘ Office of the Surgeon General
5 Department of Health, Education and Welfare
<
2
% 1:30 p.m. Reconvene
S ~10. AHA Definition of A Teaching Hospital Tab T
3 . v" 11. Recent Reports and Studies Relevant to Tab 8
§ e Health Facilities
2 aﬁf“ ~’i//'12' Discussion -- National Advisory Commission on
= A Health Manpower (See Folder)
& ¢ ‘ji 13. Discussion - Conference on Costs of Health Tab 9
= L Care Facilities
g 14. Discussion —- National Advisory Commission on Tab 10
3 Health Facilities
A - L 15. 1IRS Regulations Regarding Sale of Over-the- Tab 11
L g 7///’/p Counter Pharmaceutical Supplies
W@LEHA%7[J~K 16. Health Legislation Recently Enacted (See
<5 i Folder)

1. Social Security Amendments of 1967
2. P.L. 90-174 (Partnership for Health
" Amendments of 1967).

17. Federal Health Legislation Expiring in 1968 Tab 12
iy f and 1969 o -
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L”Cfl /)("//_/i . 2 CJDUA A 12l - A /
9 q/ﬁ, Y 2l bttt A R
/ - i : s G0
o o :Z , [ 7 3 &“P P = ! \JS P %/\Qi [ M
A A e . M/,,g NE
‘X 4 A 4 f/\ )/ I 7
“ 0% o X o ! L[ /
6 PO R X, e




=
Q
R
L
=
=
()
(=%
3
Q
=
=3
-]
(0]
2
=]
@]
=
2
L
=
(]
e
Q
=
=
=]
Z
%
<
Q
=
=
[
o
w
=)
Q
B
(9]
(]
=
Q
(@]
(]
=
=]
=
©
fi=)
=
(]
g
=1
Q
Q
[

2 ’ ’7///’ n "\V

n . 18. [ Status of Proposed Projects )é Ao Tab 13
Y )A 1. Teaching Hospital Information”Center

RS > Study of Impact of P.L. 89-97, Titles

ey / XVIII and XIX on Teaching Hospitals X
f C/ Patient Population - (RAS . e
/ 19. Informational Report on:
A. Yale- New Haven Study
B. HEW-AAMC Cost Information Study
(Mr. Thomas Campbell)

~20. Future Meetings of Executive Committee
(Particularly meeting of September 12 & 13)
\/21. Other Business ~
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COUNCIL OF TEACHING HOSPITALS
ASSOCIATION OF AMERICAN MEDICAL COLLEGES
1346 Connecticut Avenue, N.W.
Washington, D,C, 20036
. ' ‘ 202/223-5364

MINUTES
MEETING OF THE EXECUTIVE COMMITTEE (67 5)
Friday, October 27, 1967
Room #513
New York Hilton Hotel
Rockerfeller Center
New York City, New York
1:40 p.m. - 4:35 p.m.

Present:
Stanley A. Ferguson, Chairman
Lad F, Grapski, Chairman-Elect
Russell A. Nelson, M,D,, Immediate Past Chairman and COTH Rep-

resentative to the AAMC Executive Council Q@Vb
Matthew F. McNulty, Jr., Director and Secretary, COTH, and As- )
Y
sociate Director, AAMC . N
Ernest N. Boettcher, M.D., Member él\é
Charles H. Frenzel, Member éﬁ

Charles R. Goulet, Member Y
T. Stewart Hamilton, M.D., Member ngj
‘ Dan J, Macer, Member Ly@ ‘
LeRoy S. Rambeck, Member
Richard D, Wittrup, Member
Grace W. Beirne, Staff Assistant, COTH
Fletcher H. Bingham, Ph.D., Assistant Director, COTH
Elizabeth A, Burgoyne, Secretary, COTH

Absent:
LeRoy E. Bates, M.D,, Member

I. Call to Order:

The meeting was called to order at 1:40 p.m. by Mr. Stanley A. Ferguson, Chairman,
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Council of Teaching Hospitals.

1. Call of Roll of Membership:

Attendance was as noted previously in these minutes.

2. Approval of Minutes, Meeting of September 14-15, 1967:

Mr. Grapski moved that the minutes be approved as distributed. The motion was

. seconded by Messrs. Rambeck and Macer and passed unanimously.




Document from the collections of the AAMC Not to be reproduced without permission

VOTED APPROVAL OF MINUTES OF THE SEPTEMBER 14-15, 1967, MEETING OF THE

EXECUTIVE COMMITTEE

New Applications for Membership:

ACTION #1
3.
A.
Bo
A.
B.
ACTTION #2

Nominated by a Dean (2)
(1) West Virginia University Hospital
Morgantown, West Virginia
(2) Detroit General Hospital
Detroit, Michigan
Applying as Having Met Internship and Residency Criteria (1)
(1) Allegheny General Hospital
Pittsburgh, Pennsylvania
Mr. Grapski moved that West Virginia University Hospital be approved for
membership. The motion was seconded by Mr. Macer and passed unanimously.

Mr. Macer moved that Allegheny General Hospital be approved for member-

ship. The motion was seconded by Dr. Boettcher and passed unanimously.

Mr. McNulty then introduced the application of Detroit General Hospital

which had been nominated by the Dean of Wayne State University School of
Medicine, but received too late to be placed on the agenda. Mr. Goulet

moved that Detroit General Hospital be approved for membership. The.

motion was seconded by Mr. Rambeck and passed unanimously.

VOTED APPROVAL FOR MEMBERSHIP OF HOSPITALS LISTED IN A.(1), A.(2) AND

AND B. (1).

4, Reports of Committees:

A,

Committee on Government Relations and Subcommittee on Construction and

Modernization Funds for Teaching Hospitals:

Mr. Frenzel, Chairman of the Committee on Government Relations reported
that the Committee had not met since the last Executive Committee Meet-
ing but that the Sub-committee on Construction and Modernization Funds

for Teaching Hospitals had held its first meeting on October 10, 1967,

He reported that, at this meeting, initial steps were taken in organizing
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‘the Subcommittee and informiﬁg the members on legislation and other matters
that might touch upon the subject of modermization., This meéfing, he report-
ed, had put the Subcommittee beyond the organizational stages and into the

action stage, with the next meeting scheduled for December 12, 1967.

Mr. Frenzel reported as to the visit of Harald M. Graning, M.D., Assistant
Surgeon General and Director, Division of Hospital and Medical Facilities,
Bureau of Health Services, U.S. Public Health Service, with the Subcommittee.
He noted that it was the observation of Doctor Graning that the legislation
introduced by Senator Lister Hill (D) Alabama (S. 2251) to extend the Hill-
Burton Program would be of benefit to teaching hospitals, especially if the
legislation modifies the present law concerning preference for rural hospi-

tals.

Mr. Frenzel enumerated the American Hbspital Association's recommendations
for amendments to Senator Hill's bill (S. 2251). A copy of these recommend-
ations was attached to the minutes of the Subcommittee Meeting of October 10,
1967. Mr. Frenzel further noted that Doctor Graning had indicated that there
was a need for more information regarding the specific needs for teaching
Hospitals. He then reviewed the actions indicated in the minutes of the Sub-

committee meeting.

Mr. McNulty reviewed the information concerning the recently announced
Chairman and membership of the National Advisory Commission on Health Fac-
ilities and discussed briefly the matter of the staffing for the Commission

(William L. Kissick, M.D., and Jerrold M. Michaels).

Mr. Frenzel asked the Executive Committee for approval of two actions of

the Subcommittee: First, to distribute the results of the original COTH-

Boston Group Survey on construction needs to COTH members; and second, to




support in principle legislation introduced by Senator Hill of Alabama (S. 2251)
and to give further consideration to recommended amendments as they are present-

ed.

Mr. Grapski moved for approval of the distribution of the results of the original
COTH survey to the membership (See Action 2 on page 3 of the minutes of the meet-
ing of the COTH Subcommittee on Modernization and Construction Funds for Teaching
Hospitals =~ A copy of those minutes is attached and made part of the file of
these minutes), and the support in principle of S. 2251, Hospital and Medical
Facilities Construction and Modernization Assistance Amendments of 1967, and to
give further consideration to recommended amendments as they are presented (see
Action 4 on page 9 of the minutes of the Subcommittee Meeting). The motion was

seconded by Mr. Macer and approved unanimously.

ACTION #3 VOTED APPROVAL OF THE DISTRIBUTION OF THE RESULTS OF THE ORIGINAL COTH

MODERNIZATION QUESTIONNAIRE TO COTH MEMBERSHIP,

ACTION #4 VOTED APPROVAL TO SUPPORT IN PRINCIPLE HOSPITAL AND MEDICAL FACILITIES

CONSTRUCTION AND MODERNIZATION ASSISTANCE AMENDMENTS OF 1967 (S. 2251)

AND TO GIVE FURTHER CONSIDERATION OF RECOMMENDED AMENDMENTS AS THEY ARE

PRESENTED.

B. Committee on Financial Principles for Teaching Hospitals:
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Mr. Goulet, Chairman of the Committee, reported on the first meeting of Octe

ober 17, 1967. He said that the meeting had gone well and that certain major

issues had been discussed, with the agreement that the Committee should pre-

pare several presentations, especially one on the unique social responsibilities

of teaching hospitals and the influence which this particular social responsi-

bility has on the financing of research, education and patient care rendered in .
teaching hospitals. Mr. Goulet related that the Committee had reviewed the cur-

rent and proposed AHA principles for reimbursement and indicated that the major
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differences between the two are: 1) charity services would no longer be
treated as a deduction from income, but would be included as a cost fac-
tor; 2) depreciation on any kind of historical cost basis would be dele-
ted and would be replaced by the introduction of a "use charge'; and 3) al-
low new capital equipment up to a certain fixed dollar amount to be in-
cluded in current expense. Any purchases beyond this amount would require

prior approval of a planning association.

Also noted was the understanding that these principles were being consider-
ed for implementation by Thomas M. Tierney, Director, Bureau of Health In-
surance, Social Security Administration. The Executive Committee expres-
sed approval of the Committee's actions as reported in the Minutes of the
October 17 meeting as follows:

ACTION #I: THERE WAS UNANIMOUS AGREEMENT THAT A STAFF MEMBER

OF THE AHA SHOULD BE ASKED TO PARTICIPATE IN THE COTH COMMITTEE

MEETINGS IN AN EX-OFFICIO CAPACITY. IT WAS AGREED THAT MR,

McNULTY ASCERTAIN FROM DR. CROSBY WHAT INDIVIDUAL WOULD BEST

SERVE IN A LIAISON CAPACITY FOR THE AHA,

ACTION #2: MR. McNULTY WOULD WRITE TO MR, THOMAS M. TIERNEY .

(DIRECTOR, BUREAU OF HEALTH INSURANCE) INFORMING HIM OF THE

EXISTENCE OF THE COMMITTEE, AND REQUESTING FROM HIM A COPY OF

THE RECOMMENDATIONS PRESENTED BY THE BUREAU OF HEALTH INSUR-

ANCE, SOCIAL SECURITY ADMINISTRATION, TO THE PRESIDENT'S COM-

MITTEE ON HOSPITAL EFFECTIVENESS,

ACTION #3: MR. MARTIN, AS A MEMBER OF THE PRESIDENTIAL COMMITTEE,

WOULD REVIEW THE SUBSTANTIVE RECOMMENDATIONS INCLUDED IN THE

DRAFT OF THE COMMITTEE'S REPORT AND IF, IN HIS OPINION, THERE

ARE ISSUES THAT THE COTH COMMITTEE WOULD FIND OF CONCERN, HE

WILL CONTACT THE COTH CHAIRMAN AND STAFF, IN ORDER THAT THE

COMMITTEE COULD BE CALLED TO MEET AND DISCUSS ANY ITEMS AT ISSUE.
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ACTTON #4: COTH STAFF WOULD DEVELOP FOR COMMITTEE REVIEW A
POSITION, SUITABLE FOR USE AS A "WHITE PAPER," ON THE UNIQUE
SOCTAL RESPONSIBILITY OF TEACHING HOSPITALS AND THE INFLUENCE
WHICH THIS PARTICULAR SOCIAL RESPONSIBILITY HAS ON THE FIN-
ANCING OF RESEARCH, EDUCATION AND PATIENT CARE RENDERED IN
TEACHING HOSPITALS.

ACTION #5: DR. HARTMAN AGREED TO HAVE HIS STAFF PREPARE A PAPER
ON THE APPLICATION OF COST BENEFIT ANALYSIS TO DECISION-MAKING
IN TEACHING HOSPITALS. THE PURPOSE OF SUCH A PAPER IS FOR RE-
VIEW BY VARIOUS GOVERNMENTAL AGENCIES AND BUREAUS AS AN INDI-
CATION OF RELATIVE SOPHISTICATION, IN FINANCIAL MANAGERTAL
TECHNIQUES, DISPLAYED BY THE ADMINISTRATION OF TEACHING HOSPI-
TALS.

ACTION #6: COTH STAFF WOULD DEVELOP THE ITEMS DISCUSSED, AS
WELL AS A LISTING OF ADDITIONAL ITEMS WHICH WOULD SERVE AS A
FRAMEWORK FOR COMMITTEE DELIBERATION AND RECOMMENDATION. IT
WAS AGREED THAT THIS LIST WOULD BE CIRCULATED TO THE COMMITTEE

PRIOR TO THE NEXT MEETING.

Discussion then led to the meeting held on October 23, 1967 of the HEW Committee
to Develop Implementing Procedures for Hospital Cost Principles, regarding the

implementation of the Guide to Hospitals: Establishing Indirect Rates for Re-

search Grants and Contracts with the Department of Health, Education and Wel-

fare. It was noted that the HEW personnel had once again indicated that the
AHA had given prior approval to the Guide before its distribution. Following
discussion, it was agreed that Mr. McNulty and Dr. Crosby should coordinate the
subject matter to either verify the present HEW record that AHA had approved

the Guide, or to evolve with the cooperation of Dr. Crosby a written correction

of that HEW record.
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There was some discussion regarding Action 2 of the minutes of the meeting of
October 17, 1967 (see ACTION mentioned above), and particularly regarding recom-
mendations that may be presented by the Bureau of Health Insurance, Social Sec-
urity Administration, to the President's Committee on Hospital Effectiveness.

It was determined that the Committee on Financial Principles will continue to
gather as much information as is available, expecially from the Barr Committee.

COTH-ABHA Liaison Committee:

Mr. Grapski indicated that the liaison between COTH and the AHA was quite good
at the moment and that such relationships need constant attention. He and sev-

eral other members indicated that the confusion surrounding the Guide to Hospi-

tals was indicative of the need for closer liaison.

It was ﬁoted that the AHA-COTH Liaison Committee had met on October 3, but the
AHA representatives had not prepared an agenda for discussion. It had been
agreed previously that responsibility for each meeting would alternate. The
October 3rd meeting was the responsibility of the AHA. Dr. Hamilton commented
that because we were the younger organization, it was necessary for the Coun-
cil to put forth the greater effort in an attempt to stimulate a closer tie.
Mr. Rambeck indicated that there was a need to find a linkage with the AHA

that is more formal.

Recommendation for Distribution of COTH Communication Media:

Mr. McNulty reviewed the recommendation presented to the Executive Committee by the

staff. (See Appendix A). Mr. Goulet moved to accept the recommendations and Mr.

Macer secbnded the motion. Dr. Hamilton's proposed amendment to the motion that ex-
prop

tra copies of the General Membership Memoranda be made available for a price to cer-

tain officials, with the mechanism to be determined by the COTH staff, was accepted

by Mr. Goulet and the motion, with the amendment, was unanimously approved.
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ACTION #5: ACCEPTED RECOMMENDATION FOR DISTRIBUTION OF COTH COMMUNICATION

MEDIA WITH MODIFICATION THAT FOR FOUR TYPES OF MEMORANDA, ADDI-
TIONAL COPIES MAY BE REQUESTED AT A CHARGE PER ITEM TO BE DETER-

MINED BY COTH STAFF.

Discussion of Feasibility of Holding a Teaching Institute:

Mr. McNulty reported that he and the COTH staff would approach foundations as well

as contact Dr, Lee Powers, who organized the previous teaching institutes, for in-
formation and suggestions as to subject matter, format, financing, etc. of a teaching
institute. Several subjects were suggested such as Medical Care and Education, Man-
power, and the Role of the Teaching Hospital in the Education of the Physician. Mr.
McNulty stated that as soon as he had concrete information on the possibilities of

such an institute, he would report back to the Executive Committee.

Discussion - How to Include COTH Representatives to AAMC Executive Council at COTH .

Executive Committee Meetings:

Mr. McNulty outlined, as he had at the September 14-15 meeting, the fact that the In-
stitutional Membership of the AAMC would vote on Monday, October 30, on the increase

of COTH representation from one to three for the AAMC Executive Council, He reviewed
the action of the Executive Committee Meeting No. 67-4, September 14 and 15, 1967, at
which meeting members agreed to propose three names to the AAMC Nominating Committee
through the COTH Nominating Committee for staggered terms on the Executive Council in
the event that an increase was approved. The Executive Committee members stressed

that the COTH respresentation on the Executive Council should not be identified soley
as "COTH people', but as AAMC members with an interest in all aspects of the Associ-
ation's activity. The Committee agreed that it would be good to have the three rep-
resentatives sit at the COTH Executive Committee Meetings, but that the question should
be discussed and resolved on Monday afternoon at the first meeting of the 1967-68 .

Committee when the results of the voting and the report of the COTH Nominating

Committee would be known.
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Report -- GCRC Recovery Status:

Mr. McNulty reported that COTH had a General Membership Memorandum ready for dis-
tribution outlining the historical sequence in seeking solution to the GCRC ''85-15"
NIH reclaim procedures, starting with the position of one year ago when COTH thought
the problem could be solved by the introduction of the Hill Amendment to the Appropri-
ations bill, That 1966 plan as an early interest in COTH existence failed because of
some ineptness in its support by a federal agency and by attack from "Fountain" Com-
mittee representatives. Now the most recent Fountain Committee Report (#800, The Ad-

ministration of Research Grants in the Public Health Service, Ninth Report by the

Committee on Government Operations, October 20, 1967) and the order from the General
Accounting Office to the NIH to proceed to recover the funds, including the first year,
practically eliminated any successful course of action. The positive accomplishment
for COTH is that NIH and now HEW have taken the position that the first year is justi-
fied under the 85-15 formula. COTH had prepared a draft resolution for possible in-
troduction in the Congress, but the recent release of the Fountain Committee Report
creates a climate in which any "forgiveness" action is hopeless. In response to Mr.
Wittrup's question on how the GAO would collect the funds, Dr. Nelson said that the
government could hold back all other grant payments from the university until the GCRC

funds were paid back. It was agreed that the COTH membership should be notified.

Report - Possibility of Developing a Position and Appeal for Capital Modernization

and Expansion Funds and Operating Funds as a Function of the Special Contribution

Made to Society by Teaching Hospitals:

Mr. McNulty reported that in relation to this subject he was anticipating a stronger
overall appeal now that the COTH Committee on Government Relations and the AAMC Com-
mittee on Federal Health Programs would be combined. He indicated that through this
combined committee, COTH would pursue the possibility of special support grants for
teaching hospitals. Dr. Nelson added that Hill-Burton extension is coming up for
reconsideration in the pext Congressional session and that the Joint Committee should

take a position as soon as possible on the matter of the Hill-Burton amendments so
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10

that the benefits to teaching hospitals might be more meaningful.

Mr. Frenzel affirmed that it is the main concern of the Committee on Construc-
tion and Modernization Funds for Teaching Hospitals to decide what form such
suggestions should take. The subject of definition of the term 'teaching hos-
pital™ was discussed, with Mr. Rambeck mentioning that the AHA was presently
evolving such a definition. The Executive suggested no action in connection
with such AHA interest. In connection with the new Presidential Commission tﬁe
National Advisory Commission on Health Facilities of which Mr. Boisfeuillet Jones
is Chairman, Mr. McNulty reported that he had been in touch with Mr. Jones identi-

fying for the Chairman the '"teaching hospital" needs.

Dr. Nelson suggested that evolving a stand on Hill-Burton now, since it was up

for revision, could be most helpful to hospitals. Mr. Ferguson'mentioned that the
AAMC has made the suggestion to the Comprehensive Health Planning programs that
medical schools and teaching hospitals have a peculiar mission that cannot be kept
soley in state boundaries. He agreed with Dr. Nelson and Mr. Frenzel that now is the
time we should take a fresh leok at Hill-Burton and other related legislation and

get a position evolved to present when the Congress is reconsidering the legislation.
It was suggested that the COTH staff prepare, in conjunction with the Committee on
Construction and Modernization Funds for Teaching Hospitals, a paper that is forceful
and comprehensive. Mr., Ferguson concurred for the Executive Committee, indicating
that unless there were comments to the contrary such action would be evolved. There

were no ''contrary'" comments.

ACTION #6 COTH STAFF PREPARE A WHITE PAPER OF COTH POSITION ON THE COMPREHENSIVE HEALTH

PLANNING ACT, HILL-BURTON AMENDMENTS, AND OTHERRELATED LEGISLATION FOR THE USE

OF THE COMMITTEE ON CONSTRUCTION AND MODERNIZATION FUNDS FOR TEACHING HOSPITALS.
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11

Report - AHA Indicates that HAS Exhibit is Sufficient Representation:

Mr. McNulty reported that when he approached the AHA offering the opportunity of a
separate AHA exhibit for the COTH Annual Meeting, as suggested at the SeptemberA
Executive Committee Meeting, the AHA expressed appreciation but indicated that the

HAS exhibit was adequate representation for the total AHA,

Fiscal Report - Fiscal Year 1966-67:

Mr. McNulty %eported that the Fiscal Report of the Council of Teaching Hospitals could
be found in the Annual Report of the AAMC. He mentioned that the report does not sep-
arate COTH income and expense but as with all other income and expense activities of the
AAMC, the annual AAMC fiscal report reports on the total operation. There was complete

agreement with this method of reporting.

ACWN 17 FISCAL REPORT FOR 1966~67 AS CONTAINED IN ASSOCIATION OF AMERICAN MEDICAL COL-

12,

13,

LEGES ANNUAL REPORTS OF STAFF AND COMMITTEES (ATTACHED TO AND MADE PART OF THE

PERMANENT FILE OF THESE MINUTES) WAS APPROVED AS PRESENTED.

Report on Status of a Guide for Hospitals: Establishing Indirect Cost Rates for Research

Grants and Contracts with the Department of Health, Education, and Welfare:

Mr. McNulty referred members to the Report of the Committee on Financial Principles for
Teaching Hospitals and prior discussion when Mr. Goulet presented his report as having

covered the status of the Guide.

o

Report on Tribute to be Presented at Plenary Session of Annual Meeting:

Mr. McNulty reported that the symbolic'three-legged milking stools' would be presented
to all those persons indicated at the September meeting (listed hereafter) but that the
public presentation to be made at the COTH Plenary Session on October 30 as suggested

by the Executive Committee would be only to Lowell T. Coggeshall, M.D., Donald J.
Caseley, M.D. and Gerhard Hartman, Ph.D. (AAMC Past President, author of the "Coggeshall

Report'" and active in initiation of COTH; second Chairman; and first Chairman respectively).
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14,

15,

12

Report on Annual Program Schedule: .

-Mr. McNulty distributed the proposed agenda for the Plenary Business Session, Annual

Meeting, and outlined the arrangements for paper presentations on October 28 and group

discussions on October 29, It was agreed that the agenda be abbreviated to allow for

a faster-running meeting. The finalized agenda is attached as a permanent part of

these minutes but was not distributed at the Plenary Session (see Appendix B).

Review of Annual Activities of COTH and Discussion of Future Objectives and Goals:

A.

Opportunity for Recall of Any 01d or New Business that should be Discussed -- No
one recalled any business that should be received.
Prospectus -- Possible Activities for Administrative Year 1967-68 -- Mr. McNulty
outlined two projects with which the COTH staff is working in relation to contracts
with the Federal government:
1) U.S. Public Health Service, Bureau of Health Services -- COTH Reaearch and Data.
Services
2) U.S. Public Health Service, Bureau of Health Manpower -- Survey of Title XVIII
and XIX Impact on Teaching Hospitals.
It was agreed that botth of these proposals represent significant items of research
potential and that they should be pursued. Mr. Ferguson indicated that COTH had
accomplished much in the past year. The Executive Committée members agreed that in
the first year the COTH development and contribution had exceeded all expectationms.
For the second year the Committee expressed the recommendation that COTH énd the Com-
mittee should not get déeply involved in too many new programs during the upcoming
administrative year. Rather, as Dr. Hamilton and several others suggested, there
should be development fully of the programs that have already been initiated with
particular emphasis on representation of COTH existance and purpose to the many sectors
of Congress, government, executive agencies, foundations and other public and priva’

policy contributing organizations.
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16. 0ld Business:
‘ There was no old buéiness introduced.
17. New Business:
Mr. Grapski introduced under new business his gratitude on behalf of the Committee
for the excellent work of Chairman Ferguson and the COTH staff. The Committee
agreed that Mr. Ferguson be recognized for his outstanding work as Chairman and
that the COTH staff be aware of the gratitude of the Executive Committee for the
industrious work of the past administrative year. Regional Meetings should also
be continued to provide a continuing forum, to provide identity for membership and
help to consolidate and solidify the membership.
ACTION #8 EXECUTIVE COMMITTEE UNANIMOUSLY EXPRESSED COMPLIMENTS AND APPRECIATION
FOR A JOB "WELL DONE" TO:
A) STANLEY A, FERGUSON, CHAIRMAN, COUNCIL OF TEACHING HOSPITALS, 1966-67
. B) STAFF, COUNCIL OF TEACHING HOSPITALS.
18. Adjournment:

There being no further business, the meeting was adjourned by Chairman Ferguson at

4:30 p.m,
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APPENDIX A

RECOMMENDATION FOR DISTRIBUTION OF COTH COMMUNICATION MEDIA

LIST OF COTH COMMUNICATION MEDIA

1.

2.

General Membership Memoranda

Special Membership Memoranda

Executive Committee Memoranda

Regional Membership Memoranda
COTH REPORTS
COTH PROFILES

COTH BROCHURES (COTH COMMITTEE
STRUCTURE AND MEMBERSHIP ROSTER)

PRESENT DISTRIBUTION

General Membership only

General Membership only, with the in-
dication that this Memorandum is sent
for informational purposes to those
institutions not immediately involved
in the issue discussed

Executive Committee Membership only;
if Memoranda content refers to mat-=
ters for consideration of Committees
other than Executive, copies are fur-
nished to them; if distribution need
be more extensive a General Membership
Morandum is used '

Regional Membership only
General Membership only
General Membership only

General Membership by mail; distribution
at Annual Meeting

POLICY OF ASSOCTIATION OF AMERICAN MEDICAL COLLEGES AND AMERICAN COUNCIL ON EDUCATION

The Bulletin of the AAMC carries the following statement on the back of its publi-
cation: ‘

BULLETIN OF THE ASSOCIATION OF AMERICAN MEDICAL COLLEGES

Edited by William G. Reidy

Published approximately 16 issues per year by the As-
sociation of American Medical Colleges as a service to mem-

bers, with the cooperation
cation., Editorial office:

of the American Council on Edu-
American Council on Education,

1785 Massachusetts Avenue, N.W., Washington, D.C. 20036
(Telephone: Area Code 202, 483-6620), Distribution: Free
in fixed quantities to designated members of the Association

of American Medical Colleges.

Subscription price: $20 per

year, Order from: Publications Division, American Council
on Education, 1785 Massachusetts Avenue, N.W,, Washington,

D.C. 20036.
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It is our understanding that the Association of American Medical Colleges has
received approximately three subscriptions at $20 per year. .The- publication
entitled HIGHER EDUCATION AND NATIONAL AFFAIRS published by the American Coun=
cil on Education carries the following statement on the back of its publica-
tion: ‘

Higher Education and National Affairs

Edited by Frank D. Skinner

A bulletin published by the American Council on Education
approximately 40 times a year; distributed free in speci~
fied quantities through the heads of organizations and in=
stitutions holding membership in the Council, Individual
subscriptions $12 per year,

AMERICAN COUNCIL ON EDUCATION
1785 Massachusetts Avenue, N.W., Washington, D.C. 20036

Advice was furnished that it is the practice of the American Council on Edu=:
cation to furnish the chief officials of the institutions with a number of
copies, the quantity having been determined by previous indication of amount
that could be used effectively. The rate was recently increased from $5 per

‘year.

RECOMMENDATION

The following is the recommendation of COTH staff to the Executive Committee:

(A) Four types of memoranda = the present method of distribution be continued;
restrict distribution to institutional member hospitals only
(B) COTH REPORTS
(1) the present method of distrlbution be continued
(2) COTH Membership be advised that after receipt of COTH REPORT they may
request additional copies up to three per each issue
(3) a statement similar to that used by the Association of American Medi=
cal Colleges be placed on the back of the COTH REPORT

COTH REPORT

Published approximately 16 issues per year by the Council
of Teaching Hospitals = Association of American Medical Colleges
as a service to members. Distribution: Free in fixed quantities
to members of the Council of Teaching Hospitals = Association of
American Medical Colleges. Subscription price: $20 per year. Or=
der from: Council of Teaching Hospitals = Association of American
Medical Colleges, 1346 Connecticut Avenue, N.W., Washington, D.C.
20036.

©) CO'H{ PROFILES
(1) the present method of distribution be continued -
(2) a statement similar to that recommended for COTH REPORTS be placed on
the back of COTH PROFILES ‘ :
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MINUTES
Meeting of the Executive Committee (68-1)
Council of Teaching Hospitals
Association of American Medical Colleges
Monday, October 30, 1967

—Néw York Hilton Hotel

Rockefeller Center, New York, New York
Murray Hill Suite
12:30 p.m. - 2:30 p.m.

Present:

Lad F. Grapski, Chairman

LeRoy S. Rambeck, Chairman-Elect

Stanley A. Ferguson, Immediate Past Chairman

Matthew F. McNulty, Jr., Director and Secretary, COTH, and Associate
Director, AAMC

Ernest N. Boettcher, M.D., Member

Leonard W. Cronkhite, Jr., M.D., Member

Charles R. Goulet, Member

Charles H., Frenzel, Member

T. Stewart Hamilton, M.D., Member and Three-year COTH Representative to
AAMC Executive Council

Dan J. Macer, Member

Lester E. Richwagen, Member \

Richard D. Wittrup, Member

Grace W. Beirné, Staff Assistant, COTH

Fletcher H. Bingham, Ph.D., Assistant Director, COTH

Elizabeth A. Burgoyne, Secretary to the Director, COTH

Absent:
LeRoy E. Bates, M.D., Member
Harold H. Hixson, Ex Officio Member and One-year COTH Representative to
AAMC Executive Council
Russell A. Nelson, M.D., Ex Officio Member and Two-year COTH Representa-
tive to AAMC Executive Council

1. Call to Order:

The meeting was called to order at 1:30 p.m. by Mr. Lad F. Grapski,
Chairman, Council of Teaching Hospitals.

2. Roll Call of Membership:

Roll Call was taken as noted above.

3. Welcome to New Chairman-Elect; New Member of the Executive Committee; &

New Representatives from COTH to the AAMC Executive Council:

Chairman Grapski, on behalf of the Executive Committee, congratulated

LeRoy S. Rambeck, Chairman-Elect, and welcomed Leonard W. Cronkhite, Jr.,




M.D., newly elected 3-year member of the Executive Committee, and noted
that Ernest N. Boettcher, M.D., and Charles R. Goulet had also been
elected for 3-year terms. He noted further that T. Stewart Hamilton, M.D.,
had been elected one-of the three COTH representativeé to the AAMC

Council for a 3-year term; Russell A. Nelson, M.D., for a 2-year term;

and Harold H. Hixson for a l-year term. It was also noted that LeRoy S.
Rambeck had been appointed to serve as Chairman of the COTH Section of
the COTH-AHA Liaison Committee.

4. Copy of Agenda Material for Executive Committee Meeting No. 67-5 of

Friday, October 27, 1967, to New Member of Executive Committee:

Mr. McNulty gave Dr. Cronkhite a copy of the agenda and material that
was distributed at the Friday, October 27, meeting of the Executive

Committee.

5. 1967-68 Executive Committee Calendar:

Mr. McNulty recommended the Executive Committee Calendar of Meetings for
1967-68 as follows:

A. Thursday and Friday, January 11 and 12, 1968--Washington, D.C.

B. Thursday and Friday, May 9 and 10, 1968--Washington, D.C.

C. Thursday and Friday, September 12 and 13, 1968--Washington, D.C.
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D. Friday, November 1, 1968--Houston, Texas

He added that for the upcoming year the staff was working with the AAMC
Evanston Printing office to determine if informational materiai for each
of the meetings could be sent in booklet form more in advance of the
meetings. Mr. Grapski added that it seemed desirable to have a time limit
on discussion for future meetings so that the Committee can complete the

set business and give attention to other items of interest. Dr. Boettcher
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indicated that the task of getting out informational items and the agenda
in advance was difficult because of frequent "last minute" developments,
however, he and the other members agreed that it would make the meetings
more meaningful. Mr. McNulty also indicated that the minutes of the meet-
ings would be distributed as soon as possible after the meeting, after

a draft had been reviewed by the Secretary and the Chairman.

In response to Mr. Richwagen's query as to whether the format would be
the same--with an evening meetingAfollowed by an all-day meeting--Mr.
McNulty said that subject to any expression of interest to the contrary,
this was the plan. He then ouflined the meeting format for the edifica-
tion of Dr. Cronkhite. Mr. Macer asked if the Committee Meeting dates
were firm and Mr. McNulty indicated that they were, though, subject to

any recommendations from the Committee.

. Other 0l1d Business:

Mr. Macer moved that Harold Hixson and Russell A. Nelson, M.D., COTH
representatives to the AAMC Executive Council who are not members of
the Executive Committee be requested to attend COTH Executivg Committee
Meetings. Dr. Hamilton seconded the motion. The Committee then discussed
the potential status of the two Executive Council representatives. Mr.
Macer amended his motion to. state that they would be Ex Officio members
of the COTH Executive Committee with full voting privileges. The motion
was further modified to the effect that the Ex Officio status for the
two men would be for the period of a year, pending review and probable
revision of the COTH Rules and Regulations. It was agreed that Dr.
Nelson and Mr. Hixson would retain the right to abstain from voting at
COTH Executive Committee meetings if, in their opinion, there were any

conflicts of interest with their Executive Council responsibilities.




ke

ACTION #1 THE MOTION PASSED THAT DR. NELSON AND MR. HIXSON BE EX OFFICIO MEMBERS
WITH VOTE OF THE COTH EXECUTIVE COMMITTEE FOR THE ADMINISTRATIVE YEAR
1967-68 AND THAT THEY HAVE THE PRIVILEGE OF ABSTAINING FROM VOTE IF IN
THEIR OfINION, ANY CONFLICT OF INTEREST SHOULD ARISE.

T. New Business:

Mr. McNulty made the following announcements concerning actions of the
AAMC Institutional Membership at the Annual Meeting: John Parks, M.D.,
is now President of the AAMC; ﬁobert J. Glaser, M.D., is President-
Elect; William N. Hubbard, Jr., M.D., is Immediate Past President; three
members from COTH have been elected to the Executive Council by the In-
stitutional membership of the AAMC--they are T. Stewart Hamilton, M.D.,
for three years, Russell A. Nelson, M.D., for two years, and Harold H.
Hixson for one year. He reported that the membership had approved the
AAMC dues increase on a graduated assessment basis relative to each
medical school expenditure. The Actual proposal was for $2000 basic dues
and a graduated scale to a ceiling of $10,000. |

8. Evaluation of 1967 COTH Annual Meeting:

There followed a discussion regarding the COTH Annual Meeting Program.
Mr. Ferguson expressed his opinion that the Saturday session was too

long and the luncheon too short. He felt the dramatic impact to a "packed"
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audience for the first two sessions diminished the last two papers. Also
the short luncheon limited the ability of attendees to relax and ex-
change ideas. Mr. Richwagen commented that more correlation between the
AAMC General Sessions and the COTH afternoon sessions would be benefi- .
cial. There was general discussion to the effect the program cqntent was
timely and well presented aﬁd that the attendance was oﬁtstanding, and the

support from the deans excellent.
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Mr. Grapski commented that the staff had suggested that he serve on the
overall AAMC, 1968 Annual Meeting Planning Committee for the Annual
Meeting in Houston, Téxas, which would aid in correlating the AAMC and
COTH activities. Mr. Ferguson pointed out that it was important to note
that a large number of non-COTH people attended the various sessions. He
further pointed out that the fact that Mr. Grapski has been asked to
serve on the aforementioned committee was a first for the Council, since
it had not before been approached in reference to this committee. Mr.
McNulty emphasized that it is COTH policy, whenever possible, to work
closely within the AAMC. He cited examples of the newly created joint
Committee on Federal Health Programs, thé AAMC Committee for Family
Practice, the Steering Committee for the AAMC Workshop, and the AAMC
Committee on Medical Education for National Defense. He indicated that
such accomplishments take a great deal of "staff-time" and negotiation
that is not immediately visible as a staff activity.

Discussion of Role of COTH Committee on Government Relations & COTH Sub-
Committee on Construction and Modernization Funds for Teaching Hospitals:

Previous discussion led to the subject of the status of the Subcommittee
on Modernization Funds for Teaching Hospitals, and the role, if any, of
the COTH Committee on Government Relations. It was agreed without dissent,
that with appointment of Chafles H. Frenzel, J. Theodore Howell and

Harold H. Hixson to the newly enlarged AAMC Committee on Federal Health
Programs, the COTH Committee on Government Relations, (formerly Charles

H. Frenzel, Chairman, J. Theodore Howell, member and Harold H. Hixson,
member) be abolished. Several members voiced the opinion that the former
subcommittee on Construction and Modernization Funds for Teaching Hospitals

should be kept within COTH responsibility and not be a subcommittee of
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the new joint AAMC Committee on Federal Health Programs. Mr. Ferguson
moved that the Subcommittee on Modernization and Construction Funds for
Teaching Hospitals be made a full Committee. His motion was seconded by
Mr. Goulet. Later, Dr. Boettcher suggested that it be left as a committee,
but in a somewhat flexible status. Mr. Ferguson accepted that limitation
to his motion. It was passed unanimously.

ACTION # 2 THE MOTION WAS PASSED THAT THE COTH COMMITTEE ON GOVERNMENT RELATIONS
BE ABOLISHED AND THAT THE SUBCOMMITTEE ON MODERNIZATION AND CONSTRUCTION
FUNDS FOR TEACHING HOSPITALS BE MADE A FULL COMMITTEE, BUT IN A FLEXIBLE
STATUS, RELATIVE TO NEEDS, DEVELOPMENTS AND OTHER INFLUENCING FACTORS.

10. Appointment of 1967-68 COTH Committees:

Mr. Grapski then used the Chairman's prerogative to appoint new committee
members, contingent upon approval of the Executive Cémmittee. He pr - .
offered the appointment of Arthur J. Klippen, M.D., Director of the

Veterans Administration Hospital in Ann Arbor, Michigan, to the COTH

Committee on Financial Principles for Teaching Hospitals. Since there

was no objection from the floor, Mr. Grapski declared Dr. Klippen a

member of the Committee.

ACTION #3 APPOINTMENT OF ARTHUR J. KLIPPEN, M.D., DIRECTOR, VETERANS ADMINISTRATION
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HOSPITAL, ANN ARBOR, MICHIGAN, TO THE COTH COMMITTEE ON FINANCIAL PRIN-
CIPLES FOR TEACHING HOSPITALS. APPOINTMENT OF OTHER MEMBERS OF COTH
COMMITTEES FOR 1967-68-(LIST OF COMMITTEES AND MEMBERS THERETO AS APPOINTED
AND CONFIRMED IS ATTACHED TO AND MADE A PERMANENT PART OF THESE MINUTES).

11. COTH Activity Evaluation & Projection:

Mr. Grapski then called for comments from each member of the Committee as ‘

to what their evaluation was of what the Council had been doing and what
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they thought it should be qonsidering for the future. Mr. Macer indicated
his appreciation of staff development of contact with the Association of
Hospital Directors of Medical Education, and his belief that COTH shoulq
continue to examine the possibility of a closer liaison with them. Mr.
McNulty outlined that COTH has had a meeting with DME's, with more planned
in the future. Dr. Boettcher noted that COTH should keep closely attuned
to activities in the area of community medicine and medical care research.
He thought that this increasingly important "fourth leg on the milking
stool" might need less influence of educators and researchers and more of
administrators. Dr. Hamilton suggested that the Council was, perhaps,

too young at the moment to be taking such a critical backwards glance and
long look ahead. He believed COTH should continue with programs as they
are now so that they can develop to a greater degree before we move into
too many other areas. All committee members agreed.

Mr. Frenzel stated that he thought the Construction and Modernization
Funds subject and the areas of community health care and the allied health
professions need particular attention. He noted that the medical schools
were not accepting the responsibility for allied health professions and
that someone needed to take a look at that area. Mr. Richwagen agreed
that the medical schools looked at those in allied health professions as
assistants rather than technicians and that there should be a greater em-
phasis on the professionalism of those groups. Mr. McNulty recalled for
the Executive Committee the activity of the AAMC, through the George A.
wolfe, Jr., M.D., Committee, in trying to include the allied, professional
organizations and educational committees in another Council activity of
AAMC. That committee, chaired by Dr. Wolfe, continues to meet, although

not too fruitfully up to now. He stated that it may be desirable to get
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ACTION #k4

one or two COTH members on that committee. There was general agreement
on that point. He further pointed out that Harold Hixson is on the MEND
Committee.

RECOMMEND TO THE AAMC THAT THE COMMITTEE CHAIRED BY GEOﬁGE A. WOLFE, JR.,
M.D., BE ENLARGED BY THE ADDITION OF TWO REPRESENTATIVES FROM THE

COUNCIL OF TEACHING HOSPITALS.

. Adjournment:

There being no further new business, the meeting was adjourned by Chair-

man Grapski at 2:45.
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MATTHEW F. McNULTY, JR.
DIRECTOR

ASSOCIATION OF AMERICAN MEDICAL COLLEGES

COUNCIL OF TEACHING HOSPITALS
1346 CONNECTICUT AVENUE, N.W.
WASHINGTON, D. C. 20036
202/223-5364

STATUS OF COTH MEMBERSHIP
Fiscal Year 1967-68
As of January 8, 1968

Total Membership 1966-67

New Members 1967-68

Total Membership

Paid Membership to Date 1967-68

Unpaid to Date 1967-68

01d Members Unpaid

New Members Unpaid

323
11

334

316
18

17
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ICAL CENTER

LONG BRANCH, NEW JERSEY

January 3, 1968

Fletcher H. Bingham, Ph.D.

Assistant Director

Council of Teaching Hospitals
Association of American Medical Colleges
1348 Connecticut Avenue, N.W.
Washington, D.C. 20036

Dear Doctor Bingham:

The following information is submitted to support our
application for membership in the Council of Teaching Hospitals of
the Association of American Medical Colleges.

1. At the present time there are five approved residencies
including the three listed in the application. Beyond those listed
we are approved in Orthopedic Surgery and Pathology and have recently
been reviewed by the Council and the Residency Review Board for a
program in Radiology. We are anticipating submission of our application
for a residency in Anesthesiology within the next few months.

2. The hospital has made a major commitment to education for
the present and for the long-term future. We appreciate as an
institution that it will take several full-time members to implement
the residencies for which we are approved, and we currently have in
addition to myself as a full-time Director of Medical Education, ,
part-time physicians involved in the programs in Pediatrics, Psychiatry,
and Obstetrics and Gynecology. Our Board of Governors has approved a
full-time position in the Department of Medicine for a Coordinator to
administer the program in the Department of Medicine.

Though we have no medical school affiliation at the present
time, the Board of Governors, the Medical Staff and I feel very
strongly that this will become increasingly necessary in the future
and feel that it will be essential to maintaining excellent programs.
In hopes of attaining a medical school affiliation in the future we
are committing increasing efforts to our education program and are
hopeful that our institution will be attractive for purposes of




Fletcher H. Bingham, Ph.D. -2- January 3, 1968

affiliation as the future unfolds.

‘ There are currently several programs we maintain with
participation from medical school faculty primarily the University
of Pennsylvania at the present time. If you wish further details
of this program or any other data, I would be very happy to submit

it.
With best wishes.
Yours sincerely,
é"—é&u/ém S 44(44
f William S. Vaun, M.D.
i Director
! Department of Medical Education
’ WSV:mlm
Enclosures

: Copy to: G. J. Bartel
J. Levin, M.D.

Document from the collections of the AAMC Not to be reproduced without permission




PLEASE READ INSTRUCTIONS ON REVERSE SIDE -

‘ ASSOCIATION OF AMERICAN MEDICAL COLLEGES
Application for Membership
in the

Council of Teaching Hospitals

(Please type)
Monmouth Medical Center

Hospital:
Name
Third and Pavilion Avenues
Street
Long Branch New Jersey 07740
City State Zip Code
Principal Administrative Officer: George J. Bart;qel
ame
Administrator
Title
Hospital Statistics:
ospital Statishies Date Hospital was Established: 1887
Average Daily Census: 450

Annual Outpatient Clinical Visits: 16,653

Approved Internships:

Document from the collections of the AAMC Not to be reproduced without permission

Date Of Initial Approval Total Internships Total Internships
‘ Type by CME of AMA* Offered Filled
Rotating 1914 16 ' 16
Mixed
Straight (Surg°) 1958 1 ‘ 1
Approved Residencies: o
Date Of Initial Approval Total Residencies Total Residencies
Specialties by CME of AMA* Offered : Filled
Medicine July, 1965 ‘
; . Surgery 1956 _ 6 [
i OB-Gyn - _
; Pediatrics November, 1966 _ 2 2
Psychiatry

Information submitted by:

William S. Vaun, M.D. Director of Medical Education

Name _ Title
. January 2, 1968 M/zxm 5 /‘7—(/644 KC{ Q )
Date . Signature 7

*Council on Medical Education of the American Medical Association and/or with appropriate A.M.A. Internship and .
Residency Review Committees. ' S

PLEASE READ INSTRUCTIONS ON REVERSE SIDE
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December T, 1967

Ralph F. Lindberg, D.O. 1. Jm@
Executive Director N @////
Detroit Osteopathic Hospitel Corporation 6%%/} -

12523 Third Avenue €2>// g%)/
Detroit, Michigen 48203 /§>/

Dear. Dr. Lindberg:

Your letter of November 28, addressed to Dr. Robert C. Berson, the Exe-
cutive Director of the AAMC, has been referred to the Council for reply.

The questions posed in your letter, regarding your institution's
eligibility for membership, have never arisen before. Correspondingly,
no firm policy decision has been made by the COTH Executive Comnittee,

which also serves as an interim membership approvel committee, with re-
gard to theae issues.

The "Rulees and Regulations" of the Council, however, are quite explieit
and specific in their definitions of the criteris for membership. As you
will note in the attached copy of the "Rules and Regulations", the dual
minimun stendards for membership are those hospitals either nominated

by & medical school member of the AAMC or which have approved internship
programs and full residencies in three of the five following departments-~
Medicine, Surgery, OB-GYFK, Pediatrics and Psychiatry,

Because of the uniqueness of the question which you posed, I will pursue

it through that organizationsl element of the Council respongible for

such decisions and will be in touch with you once a firm solution has
been reached.

Thank you for your interest in the Council.

Very sincerely yours,

MATTHEW F. MgRULTY, JR.
4 Director, COTH
FHB: vg Assoclate Director, AAMC

ce: Robert C. Bersom, M.D. (without attachment)

A
\<




AFITEROIYT OSTHRORPLATHIC HOSRITLAL CORPORATION

. 12523 THIRD AVENUE @ DETROIT, MICHIGAN, 48203

November 28, 1967 ggm\j{g | Y

Mr. Robert C. Berson, Executive Director éﬁf&&&gz pﬁiscéﬁﬁi
Association of American Medical Colleges 7 (ﬁxbc
2530 Ridge Avenue

Evanston, Illinois
Dear Mr. Berson:

I have been an individual member of the Association of American
Medical Colleges for many years and have attended some of the
annual meetings. I am the Executive Director of the Detroit
Osteopathic Hospital Corporation responsible for the operation

of the three hospitals owned and controlled by our nonprofit
corporation.

These three hospitals are, Detroit Osteopathic Hospital in
Highland Park, Michigan, Riverside Osteopathic Hospital in
Trenton, Michigan and Bi-County Community Hospital in Warren,

. Michigan. All three hospitals are approved by the American
Osteopathic Association for the training of interns and residents.
Detroit Osteopathic Hospital is an off-campus teaching hospital
of the Chicago College of Osteopathy. This is an official
affiliation meeting the requirements of the United States Public
Health Service in their approval of the grant-in-aid to the
Chicago College for a construction program.

My reason for writing this letter is to inquire if the membership
requirements of the Council of Teaching Hospitals would permit
Detroit Osteopathic Hospital to be a member of this Council in
some category or to have some status whereby I, or some members
of our teaching staff (who are individual members of the A.A.M.C.)
could attend the educational sessions of this Council of Teaching
Hospitals.

Document from the collections of the AAMC Not to be reproduced without permission

I shall be happy to supply any additional information should you
so desire. 7

Sincerely -
‘,- -~
g
/:

-

Ralph F. Lindberg, D.O.

RFL:mh Executive Director
LA CUU T NG L L dued LEAL DETRCGIY OSTLORPATHIC HOSPITAL RIVERSIDE OSTEGPATHIC MOSPITAL
WARREN, MICHIGAN, 48082 DETROIT, MICHIGAN, 48203 TRENTON, MICHIGAN, 48183

738-1800 889-1200 676-4200
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MINUTES
COUNCIL OF TEACHING HOSPITALS
COMMITTEE ON CONSTRUCTION AND MODERNIZATION
FUNDS FOR TEACHING HOSPITALS
December 12, 1967
Washington Hilton Hotel
10:00 a.m. to 4:00 p.m.

~ Present:

Richard T. Viguers, Chairman

Lewis H. Rohrbaugh, Ph.D., Vice-Chairman

Charles H. Frenzel, COTH Member on AAMC Committee on Federal Health Programs
Harold H. Hixson, COTH Member on AAMC Committee on Federal Health Programs
Robert C. Hardy

David Litteuer, M.D.

John H. Westerman

Staff:

Matthew F. McNulty, Jr., Director, COTH

Fletcher H. Bingham, Ph.D., Assistant Director, COTH
Grace W. Beirne, Staff Assistant, COTH

Elizabeth A. Burgoyne, Secretary to the Director, COTH

Cormittee was Jjoined at 12:30 p.m. for lunch by:

James H. Cavanaugh, Ph.D., Director of Comprehensive Planning, HEW and
Thomas G. Moore, Jr., Director, Office of Legislation USPHS

Absent:

IT.

ACTTON #1

J. Theodore Howell, M.D., COTH Member on AAMC Committee on Federal Health
Programs

John H. Knowles, M.D.

Richard D. Vanderwarker

Call to Order:

The meeting was called to order at 10:00 a.m. by Chairman Viguers

Approval of Minutes--Meeting of October 10, 1967:

DR. ROHRBAUGH MOVED THAT THE MINUTES OF THE OCTOBER 10 MEETING BE APPROVED AS

PRESENTED. THE MOTION WAS SECONDED BY MR. HIXSONlAND PASSED UNANIMOUSLY.

At. Mr. Viguers' suggestion, Mr. McNulty used the minutes ‘as a base for review
of events relative to the subject of modernization and construction funds sub-
sequent to the October 10 meeting. He noted the committee héd endorsed Hill-

Burton Amendment Legislation but that no hearings had been scheduled as yet.




Mr. McNulty also indicated a definite governmental trend toward economy. He
reported that: 1) At the request of Secretary Gardener a National Conference
on the Cost of Health Care Facilities was held which seemed to present
nothing innovative beyond the concept that limiting the number of hospitals
would curtail the cost for modernization and construction, 2) The National
Advisory Commission on Health Facilities, chaired by Boisfeuillet Jones, met
for the first time on December 11, with the emphasis on organization rather
than productivity. He said the chief emphasis by COTH, in early stages of the
National Advisory Commission on Health Facilities, should be on the priori-
ties of pursuit of modernization funds. He further reported that there is great
disagreement within the Department of HEW on what will happen to Hill-Burton
in fall of 1968. He said that it is highly likely that action on Hill-Burton
might be dependent on the report of the Commission's recommendations, which is

slated for completion by next October.

With these developments in mind, Mr. McNulty summarized the actions of the

COTH staff in implementing the actions enacted at the October 10 committee

meeting, as follows:

Action 1 —- A follow-up on the modernization questionnaire is in the design
stage and will be completed.

Action 2 -- The results of the original survey have been distributed and many
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comments have been received expressing appreciation.

Action 3 -- On the advice of Boisfeuillet Jones to Mr. McNulty, a statement of
recommendation to the National Advisory Commission on Health
Facilities has not been prepared. Mr. Jones cautioned COTH not to
state any position until it was known where the Commission would
direct its energies -- and then to tailor any COTH recommendation

to what the Commission decides to do.
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III.

Action 4 -~ COTH has voiced its support of S. 2251 and it will extend to the
second session of the current congress.

Action 5 -- In relation to the package "Health Manpower Legislation", Mr.
McNulty directed the Committee's attention to the report of the
National Advisory Commission on Health Manpower, which covers
more than just manpower, including support for facility moderni-
zation. Specifically, it was noted that the Report recommended:
(1) Federal assistance in the form of grants or loans (or loan
guarantees ) be provided to obsolete hospitals.in'those areas
where modernizatioq needs are so extensive that nongovernment

sources of capital funds will be closely insufficient.

(2) Before any decision is made to finance modernization, on a
large scale, state and Federal Govermments should carry out a
careful study to determine criteria for deciding between moderni-

zation and replacement.

Executive Committee Action of Monday, October 30, 1967, that the Subcommittee

be made a Full Committee:

Dr. Bingham reported that at the October 30 meeting of the COTH Executive
Committee, subsequent to the combination of the COTH Government Relations
Committee and the AAMC Committee on Federal Health Programs, the Subcommittee
on Construction and Modernization Funds for Teaching Hospitals was made into a
full committee of COTH. In relation to this, Mr. Frenzel outlined some of the
events at the November 21 meeting of the AAMC Committee on Federal Health Pro-
grams, of which he is one of the COTH representatives. Mr. Frenzel indicated

that they met with Ralph K. Huitt, (Assistant Secretary, Legislation) and

Philip R. Lee, (Assistant Secretary, Health and Scientific Affairs). The
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ACTION #2

Iv.

b

Eind

meeting presented no specific action, being primarily organizational. Mr.
Frenzel indicated that the Committee had expressed the belief that if there
were forced cuts in funding, they should come out of research activities

and not education. He said that the Committee also discussed any reaction
that the AAMC should make officially to the "Fountain Report" and decided to
let the matter rest as saying anything could bring another barrage of cri-
ticism from the representative.

Mr. Frenzel then said that one crucial area for COTH to consiaer was the
working relationship between committees, and the AAMC Committee on Federal
Health Program's request that the COTH Committee report directly to them. Mr.
Frenzel and others felt that the prime responsibility of the Committee was

to reporﬁ to the COTH Executive Committee and then let any report to the
AMMC Committee originate from COTH as a wholé. , ‘
IT WAS AGREED THAT THE COTH COMMITTEE ON MODERNIZATICN AND CONSTRUCTION FUNDS
REPORT FIRST TO THE COTH EXECUTIVE COMMITTEE WHICH COULD THEN USE ITS OWN
DISCRETION IN REPORTING FOR COTH TO THE AAMC COMMITTEE ON FEDERAL HEALTH
PROGRAMS, WITH EACH COTH MEMBER ON THE AAMC COMMITTEE PARTICIPATING FULLY

WITH THE AAMC FOR THE TOTAL BENEFIT.

Problem of Inadequate Overhead on Direct Research Grants and Training Grants:

Mr. Viguers, who had requested this item on the agenda, recognized that although
a very important topic, it could be more properly handled by the COTH Committee
on Financial Principles for Teaching Hospitals. He said that he had established
contact with the Bureau of the Budget on this subject, as had Lawrence E. Martin

of Massachusetts General Hospital who is a member of the Financial Principles

Committee. The Committee members all recognized that this problem was becoming ‘

increasingly difficult to resolve and if there was any information they could
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ACTION #3

VI.

ACTION #L

supply to the Committee on Financial Principles, they would be glad to do
so.

IT WAS AGREED TO REFER THE AGENDA ITEM CONCERNING THE PROBLEM OF INADEQUATE
OVERHEAD ON DIRECT RESEARCH GRANTS AND TRAINING GRANTS TO THE COTH COMMITTEE
ON FINANCIAL PRINCIPLES FOR TEACHING HOSPITALS, WITH THE COMMITTEE ON

MODERNIZATION REMAINING AVAILABLE TO BE OF HELP.

Report on HEW Conference on Cost of Health Care Facilities:

This item had been covered earlier by Mr. McNulty. Many Committee members voiced
the opinion that there were countless commissions, conferences, and committees
studying current problems in the field of health care and the delivery of
health services, so many in fact that they were hard to delineate and to per-
ceive any kind of tangible results. Mr. McNulty echoed their sentiments,
stressing the need for each hospital to involve someone on the staff of the
local and state levels as this is the level at which the results of such
conferences and commissions will most likely be implemented.

National Advisory Commission on Health Care Facilities:

This item was discussed under Item II, but the Committee took the opportunity
to review the composition of the Commission. Mr. McNulty reported that Dr.
William L. Kissick, of the Public Health Service would serve as Executive
Director of the Commission. Mr. Hardy said that he understood from Dr. Dennis,
one of the members of the Commission, that they were extremely eager to be
exposed to as many points of view as possible in order that their study could
be more comprehensive.

IT WAS AGREED THAT MEMBERS OF THE COMMITTEE ON MODERNIZATION AND CONSTRUCTION
FUNDS FOR TEACHING HOSPITALS ESTABLISH INFORMAL, INDIVIDUAL LIATSON WITH

COMMISSION MEMBERS TO SOUND THEM OUT AND APPRISE THEM OF THE COTH POINT OF
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VIEW PRIOR TO ISSUING A FORMAL POSITION STATEMENT TO THE COMMISSION.

VII. Consideration of AHA Position on Proposed Hill-Burton Amendments:

This item was mainly informational since Mr. Kenneth Williamson had read the
position at the October 10 meeting. The only question was the meaning of
"Hospital Educational Facilities" under Ttem 6 of the AHA position. Mr.
McNulty suggested that the phrase was in reference to‘diploma schools of
nursing as well as the paramedical educational function.

VIII. Discussion Regarding Selected Provisions of Social Security Amendments of

1967 (H.R. 12080):

Mr. Viguers said that this item was more of historic interest since it had
been defeated, however, he considered that the issue was not totally dead

since there was still the matter of handling depreciation funding. Mr. McNulty

added that he thought state and territorial health officials would favor
Hill-Burton as it is.

IX. "Fund Freeze" for HEW:

Mr. Viguers confirmed that this was the present situation, with Mr. McNulty
mentioning that it has now been suggested that an amount over the 2.7 billion
dollars previously mentioned be withheld from this point forward. Mr. Viguers

said that while the impact has not yet reached some medical schools and hos-
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pitals, in all likelihood, it will be very soon.

In response to Dr. Rohrbaugh's question as to whether approved grants would

be withheld, Mr. McNulty said that the policy was not that definitive, but

that such a possibility existed. Mr. Westerman referred to the testimony of

Dr. Frank McKee, (Director, Division of Physician Manpower) in which he stated

that programs for the development of new medical schools would run into great
difficulty and that the Health Education Assistance Acts projects of the ‘

Bureau of Health Manpower are doing worse. He interpreted Dr. McKee's
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ACTION #5

statements as meaning that a priority schedule would have to be es-

tablished in which new schools, even though approved for grants, would
have a low priority. Mr. McNulty confirmed this comment by stating that
George T. Harrell, M.D., at the Pennsylvania State University (Hershey

Campus ), had experienced a hold-up of funds. Miss Beirne advised that although

" appropriations had been made there would probably be a 10 percent cut in the

amount released because of congressional action, although each department

‘could use its discretion in administering the cuts.

' In relation to this topic, Mr. Hixson raised the possibility of having the

Committee on Financial Principles loock at the "fund freeze" problem of holding

" up funds that have already been promised as many places expect the hospital

X.

to absorb the cost. He also said investigatioh by that Committee could check
into GCRC eppropriations. Mr. McNulty said tﬁat Miss Beirne and Dr. Bingham
had established contact with the Acting Directgr of the GCﬁC Branch, Dr.
DeCesare. Miss Beirne said that at a meeting with him he said that it
appeared there would be no problem this year on funding and seemed quite
optimistic. When Mr. Hixson stated that he had a letter from the Chief In-
vestigator to him saying that the government said to remove funding for his
Pediatric GCRC, Mr. McNulty asked Mr. Hixson to forward to him a copy of that
letter if possible since it was almost the reverse of what Dr. DeCesare had
indicated.

IT WAS AGREED TO REFER THIS ISSUE TO THE COTH COMMITTEE ON FINANCIAL PRINCIPLES.

AHA Proposed Definition of Teaching Hospital:

Mr. Viguers noted that there should probably be some coordination for a

definition between COTH and the AHA because there can be difficulty when you

have two organizations defining the same thing. Mr. Littauer commented that




8- .

»

the proposed definition was two steps away from final approval within the AHA.
Mr. McNulty noted that the AHA definition will be discussed by the Executive
Committee at its next meeting..

ACTiON #6 IT wAS AGREED THAT THE QUESTION OF THE PROPOSED AHA DEFINITION OF THE TERM
"TEACHING HOSPITAL" BE PRESENTED TO THE COTH EXECUTIVE COMMITTEE FOR DIS-
CUSSION AND'REFERRAL'AS THEY SAY FIT AND THAT ALL COTH COMMITTEES WATCH FOR
ANY POSéIBLY‘CONFLICT BETWEEN THE AHA AND THE AAMC.

XI. Discussion and Committee Proposals for Future Activities:

“Mr. Vigﬁérs said that under this item it was necessary to consider and
establish‘priorities for future action. He said that the assignment regarding
maintaining a confact with the Boisfeuillet Jones Commission was the first

priority. Mr. McNulty -- as well as other members —- agreed, saying that although
defim.‘.tive‘ action maj not be possible immediately it is crucial that a liaison be .
maintained. Dr. Littauer then raised the question of whether or not COTH has
elaborated the term, "teaching hospital" in terms of construction and operating
costs. While none has yet been written, it was agreed that a documented

definition is necessary, perhaps getting the information from the follow-up

to the COTH questionnaire. Mr. Frenzel reiterated that there is a need to show

what beds are needed, why they are needed, when they are needed because the
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government seems to think that the growing number of outpatient centers

diminishes the need for inpatient centers. The group also stressed the

necessity of knowing the reason for the number of beds. Mr. McNulty said that

this information would be incorporated in the COTH follow-up questionnaire.

In line with the foregoing discussion, Mr. Frenzel suggested the need for a

position paper defining what we want and why we want it, and Dr. Rohrbaugh

suggested that the Co@ittee draw up several pie‘ces of proposed legislation ‘

designed to cover hospital needs. After discussion of the possibilities in
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ACTION #7

XII.

XIIT.

‘ XIV.

these suggestions, Mr. McNulty agreed to the need for a definitive position
paper with an addition of three or four legislative possibilities since it
Awbuld serve to crystalize ir for the Committee.

THE COMMITTEE AGREED THAT THE COTH STAFF PREPARE A POSITION PAPER DEFINING
THE TERM TEACHING HOSPITAL AND BACKING UP A DEFINITION WITH A PRESENTATION
OF THE TEACHING HOSPITAL IN TERMS OF CONSTRUCTION AND OPERATING COSTS, WITH
A CERTAIN AMOUNT OF DOCUMENTATION OF THE NEED, THE CAUSE FOR THE NEED; ETC.,

AND WITH AN ADDITION OF SEVERAL LEGISLATIVE POSSIBILITIES TO RESOLVE THE NEED.

Other 014 Business:

There was no other old business.

New Business:

The date of the next meeting was set for February 19, 1967.

Adjournment:

The meeting was adjourned by Chairman Viguers at 4:00 p.m.
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ASSOCIATION OF AMERICAN MEDICAL COLLEGES

Committee on Federal Health Programs

Minutes of Meeting
December 19, 1967

The meeting began at 10 a.m. in a conference room adjoining

AAMC's Washington offices,
adjourned at 4:10 p.m.

Committee members present:

Staff:

Guests throughout:

Guests, 12 to 3 p.m.:

continued through a sandwich lunch, and

Drs. Chapman, Dietrick, Howell, Hubbard,
LeMaistre, Martin and Parks and Messrs. Frenzel
and Hixson

Dr. Berson, Messrs. McNulty and Reidy and
Miss B&frne

Dr. Ray Trussell and Mr. Noble Sﬁgringen
representing the Association of Schools of
Public Health; Mr. Ben Miller and Mr. Hareld
Christensen representing the American
Association of Dental Schools

Mr. Irving Lewis from the Bureau of the Budget;
Dr. Ivan Bennett from the Office of Science and
Technology; Drs. Lee, Stewart, Shannon, Rosinski,
and Fenninger from HEW, and Dr. Lewis Thomas,
dean, New York University School of Medicine

Dr. Parks explained to our guests that they had been invited
because an obvious mutuality of interest in forthcoming legislative develop-
ments indicated the desirability of our maintaining close contact at the
staff level and whenever possible coordinating approaches to both the
Administration and the Congress. All present agreed that this was highly
desirable and could prove quite important.

Dr. Berson discussed the Report of the Commission on Health Manpower

as probably underlying whatever proposals the Administration will present us
and the Congress. He laid emphasis on two of its points:

1. the production of sufficient M.D.'s to negate our dependence

on foreign graduates, and-

2. the need to create enough openings in schools of medicine to,
at least, maintain the current ratio of medical students to bachelor degrees

granted.
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This was followed by a general discussion of the elements which
should characterize new legislation and of our abilities to formulate and
justify our needs.

Dr. Howell felt that although we are now in a bad position relative
to presenting an analytical defense of our requirements, our universities
have the capabilities of analyzing at least our part of the health system
and had best get on with the job. He explained in some detail the computerized
systems analysis program in effect at the Henry Ford Hospital. Its objective
being to deliver comprehensive care of the highest quality yet at lowest cost,
it requires the analysis of each doctor's needs and functions and an analysis
of patient needs related to resources available. So far, they have been able
to develop such predictability of patient load, of operating room needs, of
the cadres of personnel and the type of equipment needed at any one time, and
of teaching matrix needed for each service so as to decrease their daily
backlog from 300 to 30 or 40 and often to zero.

Similar techniques applied elsewhere, he implied, would put us in a
position to justify our needs.

Dr. Trussell said that, with respect to foreign medical graduates,
the universities will have to make the decision as to how to cope with their
inadequacies of training. In order to protect the patient, the universities
must set a pattern and demand the necessary funding thereof. He believes the
universitiés are going to emerge as the large and model group practices and
that this will require a much larger Federal financial input. AAMC, he
thought, should make some large scale basic assumptions as to what is needed
and convey it to the govermment in no uncertain terms.

Discussion then centered on what factors we should look for in any

Federal proposals and on what we ourselves should be prepared to propose
should they prove inadequate.

The Administration's Proposal

Dr. Lee explained that the Administration must very shortly reach
a decision as to what it will propose to the Congress. He listed some of
the questions and alternatives that had been considered and began to explain
what the Administration had in mind.

Dr. Bennett then proceeded to present with some force and conviction
the proposal summarized below. Irving Lewis concurred. He strongly advised
that our reaction should be to this proposal and implied that there was not
enough time for us to develop and the Administration to consider any markedly
different proposal.
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The basic principle underlying the proposal, as explained by
Lewis, was that a proposal calling for more Federal funds could not be
couched in terms of broad national objectives but must be in terms of
very specific goals:

--tied to the output of M.D.'s,
--tied to research actually undertaken,
--tied to service or care delivered.

These three areas, he said, are subject to quantative measurement
and, hence, are politically viable. If money is tight and we want to
achieve national goals with each expenditure, "your schools must have
financing which will not force you to undertake specific projects".

This represents a new philosophic approach which says that the
number of Federal dollars you receive "will be in proportion to your dis-
charge of Federal functions". It is based on the assumption that "in lean
times, medical schools need a maximum amount of institutional support to
provide flexibility".

The Tentative Proposal for Institutional Grants
(as clarified in next-day colloquy: see 'Comments")

Three types of grants are contemplated:

I. Basic Grants

To provide stable funding for the educational core of a medical
school (including such research and service as are essential to
the educational process).

This grant to be made each school in direct proportion to the
number of its M.D. graduates.

The figure of $25,000 per M.D. was mentioned.

II. Service Incentive Grants

These would be grants to defray management costs of such other
services valued by the federal government as an institution
chooses to provide. The conduct of research or the rendition
of services over and above those essential to the production
of M.D.'s would be included.

The figure mentioned was a management grant equal to l5-percent
of the total federal funding of such undertakings.

ITI. Project Grants to Increase Output of M.D.'s

These would be 3 to 5-year planning and developmental grants
made to institutions which undertook to:

a) Reduce the educational time span,
’ and/or
b) Increase the number of M.D. students enrolled.
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A

Presumably the additional costs to the school after the develop-
mental period would be met by the automatic increase in its basic grant
resulting from its increased M.D. output,

Comments

At the meeting, Item II was proposed as a subpart of Item I, the
basic grant. Subsequent to the meeting, Administration representatives
agreed with our contention that it could not be considered '"stable'" and,
perhaps, could be handled as a separate item.

Questions have been raised about the propriety or adequacy of a
basic grant related to M.D. output alone and apparently non-responsive to
other than M.D. training obligations of the school.

It is our understanding that the Administration is well aware of
the complex nature of our function. Political realism would seem to them to
dictate a simplistic approach keyed to an assumedCongressional willingness,
in 1968, to fund the production of M.D.'s and a concurrent Congressional
antipathy to getting involved in those complexities of financing higher
education which will be thrust upon them (with equal validity) by a host of
institutional forces other than our own.

Two things must be kept in mind:

1) When the administration says "X dollars per M.D. graduate', we
can assume that the figure arrived at will reflect awareness of the fact
that for each three or four M.D. enrollees the average school should and
will enroll Y number of non-M.D. candidates.

2) Many schools will, of course, enroll a much higher percentage of
non M.D. students (just as many will render much more community service than
will the average). These schools, under the proposal, will be regarded as
rendering valuable service over and above their educational function. They
will not only continue to receive research grants, training grants, OEO
contracts, Medicare and Medicaid payments, etc., under separate legislation
as they do now, but will also, as institutions, receive the management fee
proposed under Item II above.

The phrase '"management fee' used in Item II seems ill-chosen. No
substitute has been agreed upon as yet.

We have queried the Administration about the failure to mention
teaching hospitals. We are advised thatthe M.D. educational costs to the
teaching hospital will be reflected in the basic grant and should be
allocated or negotiated--simply--at the local institutional level. This,
like other aspects of the proposal, is understood to free both school and
hospital of much of the unnecessary complexity, rigidity, and accountability,
of which we've complained.
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Dr. Shannon first took the position that medical schools have
such well-stated and vitally important goals as to take precedence over
and rate a priority far above '"outer space, etc.'" Our schools are fighting
for their lives and will win or lose now. This group must become a political
action group of some moment. It must decide what exactly is the order of
matching funds needed to support the educational function and what terms and
conditions are needed if funds are to be used effectively. Finally,difference
between schools--their greater or lesser involvement in research and service
--must be so handled as to contribute to the basic activities of each.
Solutions to our problems can be found and are saleable to the Congress and
the people, he maintained.

Later, Dr. Shannon distributed a mimeographed presentation of his
own proposal. To provide the base for "a vigorous, innovative medical educa-
tional system" in place of the one '"now seriously compromised by unstable,
fragmented, and inadequate support'"; a plan would need the following elements:

1) Basic support program providing up to $2.5 million for each
school producing 100 M.D.'s.

On a 50-50 matching basis, a Federal subsidy of $25,000 per M.D.

2) Program to expand faculty based on an "intellectual overhead"
for each project.

3) Make research (external to core activity) fully reimbursable.

4) Provide a management fee for all research and service activities
outside educational core.

5) Project grants for limited periods for the added costs of
educational innovation.

6) A program to facilitate the planning and installation of modern
program planning and modern accounting systems (to lay base for incentive
payments) .

The vigor with which Bennett-Lewis, on one side, and Shannon, on
the other, expressed their views implied strong differences of opinion on
matters that were not explicitly stated. Apparently, they relate to the
proposed financing of each proposal in relation to the financing of other
on~going federal programs.

Dr. Shannon also contended that a federal dollar granted for one
purpose "always substitutes'; that simple basic grants will continue not only
mediocrity but inadequacy; that some way must be found of drawing in or match-
ing local funds to avoid government control; that matching funds will win AMA
support but "maintenance of effort" won't.

Our Federal guests left at 3:00 p.m.
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The group then discussed all parts of the proposal as it had
been presented. There was agreement that we should react quickly and
intelligently to it and be prepared to urge modifications if any seemed
in the best interests of the public and our institutions.

)

There was agreement that the basic support grants were essential.
There was inconclusive discussion as to whether they should be related to
M.D. output, to medical students, or to all students enrolled. j

There was discussion of the wisdom of service incentive grants
and complete agreement that they should not be part of the basic grant.
Discussion of the form such grants might take was inconclusive.

Discussion of the proposed institutional project grants was
completely affirmative. :

The meeting adjourned at 4:10 p.m.

NOTE: A follow-up telephone conference call involving all
committee members was made on December 28 and a special meeting was called
for January 3 in Washington.
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THE ADMINISTRATION'S PROPOSAL FOR INSTITUTIONAL GRANTS

Excerpt from Minutes of the December 19, 1967
Mseting

Coumittee on Federal Health Prograems

. Three types of grants ere contemplated:

Basic Gxants

To provide steble funding for the educational cere of a wedical school
(including such research and service as sre essential to the educational
process). '

This grant to be made each school in direct proportion to the number of
its M.D. graduates,

The figure of $25,000 per M.D, was mentioned.
Service Incentive Grants

These would be grants to defray management costs of such other services
valued by the federal government ss an institution chooses to provide,

The conduct of research or the rendition of services over snd above those
essential to the production of M.D.,s would be included.

The figure mentfoned was a management grant equal to 1S% of the total
federal funding of such undertakings.

III Project Gxants to Increase Output of M.D.s

These would be 3 to 5 year planning snd developaental grents made to
institutions which undertcok to:

@) Reduce the educational time span,

and/ox

b) Incresse the number of M.D. students enrolled.

Presumsbly the additional costs to the school after the developmentai

period would be met by the sutomstic incresse in its basic grant resulting
from its increased M.D. output. ‘

end exceppt
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COMMENTS

Item II was originally proposed as a sub-part of Item I, the basic
grant. Subsequent to the meeting, sdministration representatives agreed
with our contention that it could not be considexed "stable" and, perhaps,
could be handled as a separate item.

Questions have been raised about the propriety or adequacy of a basie

~ grant related to M.D, output alone end apparently non-responsive to other

than M.D. trxaining obligations of the school,

It is our understanding that the administration {s well aware of the
complex nature of our function. Political realism would seem to dictate
a simplistic approach keyed to sn assuwmed Congressional willingness, in 1968,
to fund the production of M.D.s and a concurrent Congressionsl antipathy
to getting involved in those complexities of financing higher education which
will be thrust upon them (with equal velidity) by s host of institutional
forces other than our own,

Two things wmust be kept in mind:

1) When the sdministration says "X dollars per M.D. graduate', we cen assume
that the figure arrived at will reflect awareness of the fact that for
each three or four M.D. enrollees the average school should and will
enroll Y number of non-M.D. candidates.

2) Many schools will, of course, enroll a much higher percentage of non-
M.D.students (just ss many will render much more community sexrvice than
will the average). These schools, under the proposal, will be regarded
88 rendering veluadle sexvice gver and above their educational function.
They will not only continue to receive research grants, training grants,
OE0 contracts, medicare and medicaid psyments, etc., under separate
legislation as they do now, but will also, as institutions, veceive the
managenent fee proposed under Item II above.

The phrase "management fee" used in Item IX seems ill-chosen. HNo substitute
has been agreed upon as yet,

We have querxied the administration about the faiilure to wmention teaching
hospitals. We are advised that the M.D. educational costs to the teaching
hospital will be reflected in the basic grant and should be allocated or
negotiated - simply - at the local institutional level. This, iike other
aspects of the propossl, is understood to free both achool and hospitel of
much of the unnecessary complexity, rigidity, and accountability, of which
ve've complained.
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Minutes
Special Meeting
Committee on Federal Health Programs
January 3, 1968 - Wasnington, D.C.

’ {ai meceting to consider further and to firm up our response to
-we legislative proposal tentatively placed before us by Administration
so.resentatives on December 19 was the result of a telephone conference

e

feia on December 28. For summary conclusions see page 7.

(@]

aes BpPE

[

Cie meeting began at 12:15 p.m. and ran through 5 p.m. in attencance
. _- . Doctors Derson, Deitriek, Hubbavd, Parks; Messrs. Hixson, McNulty,
..al..am, Caristensea (ADA), Reidy and Miss Beirme.
.Jdbbavd wade a graphic outline of the Administration's tentative

©,.33al In terms of three specific goals sought and thrce different
o _-anismo for their attainment. While discussion did overlap and range
secw and forth over the three, it was essentially focused on each of the
three parts separately and conclusions were separately arrived at for each.

THE TENTATIVE PROPOSAL

Goals ylbéffﬁD Mechanism
P - /;‘r,

I. Secure the Institutional Base T, Capitation Grants (based
(finecnce core programs for ya on number of M.D. graduates
ecducation of M.D.'s, D.D.S.', ‘ 1 or students)

Nurses, etc.*) ’
il. 1Increase Manpower II. Project Grants (100% federai

financing for planning,
construction, and for initial

operations)

I1I. Federal Programs {(non-core III. Institutional Grants
research, service, regional "management fees" (?)
medical, OEO, Medicare, "intellectual overhead" )
Medicaid, etc.) "institutional overhead" (?)

(terminology undecided)

* The subject was discussed primarily in terms of M.D.'s. There seemed
agreement that similar funding should be provided schools educating other
essential acalth manpower. Whether in separate legislation or in separate
titles of one bill will be an Administration decision.
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The first proposal - to establish a stable
. financial base for the core functions of cach medical
school through a capitation grant — was discusscd irom many angles.

Pirsc, the possible desirability of a formula grant making separate provision
foy cach of the many components of a school's basic undertuking and including
other than medical students rather than a capitation grant was considered.

The fact that such an approach might present the public and the Congress with
a much more accurate picture of the many goals and the multiplexity of a
medical school had considerable appeal and was discussed repeatedly. The
gencrally accepted conclusion, however, was that to present a complex formula
45 Che basis for inmstitutional support is--at least, currently--highly
cicesirabie. A complex formula would mean complexity in administration. It
woulcd mean, too, that each element would have to be justified separately {and,
serhans, for each institution). It might prove am invitation to Congress to
approve only those elements in which it has an overweening interest (e.g. the
production of M.D.'s) and to disaliow other essential elements (e.g. the train-
ing, of Ph.D.'s). It would be very difficult to sell.

The sroup concluded that the simplistic approach suggested by the Administration
is acceptablie. There was discussion as to whether the grant could be based on
ctudent cnroilment but it was agrced that either the number of stucents or of
... graduaces could be satisfactory only with the clear understanding that the
-.ac was to support the total environment in which the M.D. is educated and the
woe 0f a capitation base merely reflects the fact that this is the one element
coryion to all schools and, hence, can prove most useful--both as regards salabi-
Zity and subsequent administrative practicality and ease for both the government
arnd the institutions involved. It was agreced also that it would be preferable
2f the grant included a lump sum to each medical school, pius an amount per
student or per graduate with the lump sum being as large as can be arranged.

“r arriving at this conclusion, there was considerable discussion relative to
tae adequacy of the amount suggested; the impact of such basic grants on two-
year schools and on 'have not" schools as contrasted with "haves''; the desira-
biiity of requiring "matching' or "maintenance of effort" or not matching at

[ SR

with the understanding that firm figures and the rationale therefor are being
compiled by the Administration and should be firmed up also by AAMC, it seemed
sencrally agreed that $25,000 per M.D. was probably within the acceptable range.
Tt was further agreed that such problems as might arise because of the varying
impdact such grants might: have on different types of schools were manageable
and wouid be far outweighed in value by the stable fiscal base such grants
could provide each school. It was agreed that "matching" should not be
required. '"Maintenance of effort", it was felt, probably would be required by
the Congress and would be acceptable, especially if the legislation provided
for a waiver of such a requirement in any case where it could be shown to be

impossibie.
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The second goal sought is to increasc professional manpower
either by increasing student bodies or shortening -the
educational time-span or a combination of both.

The mechasism through which it was proposed that this be accomplished
was a single, inclusive project grant calling for 100% federal
financing of planning, construction, and operating costs over an
initial four or five year period. Presumably, after this initial
period, the ongoing increased costs would be met by the increase in
the school's basic grant which would automatically attend its
increased number of M.D. graduates.)

dere, too, thorough consideration was given to the possible feasibility
and desira’ ility of substituting a formula grant for the proposed
project grant. It was decided that, in this connection, not only

wouid a formula grant be of awesome complexity but probably impossible
to work out because of the great differences in costs as between
schools. '

it was agreed that the simple, inclusive project grant, with each
application therefor subject to peer group review, was the best
mecnanism available and was certainly acceptable.

ther discussion led to the conclusion that this approach was
acumirably fitted to the fiscal situation which will confront Congress
«rnd the Administration. ©Not only can the rate of expenditure be
airectly related to the degree to which Congress may call on us

to increase production, but the fiscal impact will be in delayed
and in calculable stages. Moreover, while this approach permits a
prompt start on X number of expansion projects, other packages of
similar projects can be staged for start-up over a period of years.

In this counnection, too, there was discussion of the matching
principle. It scemed generally agreed, however, that whereas we would
anot favor the principle generally, since increase in output is a
national goal reflecting a national emergency need, it would,

in this instance, be proper to accept 100% federal financing.
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The thixd goal is to help defray the costs to the institution
entailed by its participation (directlv or through its
components) in federally desirable activities not a part of
its core educaticnal function. This would include federally
financed research undertakings; service programs involving
the poverty program, Medicaid, t Ltlcarg, or new
loyartures in the organization &ind delivery of care;
oital. medical programs; and all other undertakings of
cicnt national desirability as to involve fecderal
financial GquOTt, The nmechanism proposed is a
siaple overvide grant to the institution equal to
approximately JS/ of the total federal exnenditures

for such programs at the particular jnstitution.

Jollowing considerable discussion of the potentially damaging effects
on a schooi's basic educational function should it overengage in
thesc other activities it was decided that Item III, both in concept
and mechanism, reflects exactly oue major item in our own ''White
Paper' and a principle to which the AAMC has been committed for years.

It was agreed that some schools may become overly committed to
service programs or overexpanded unwillingly or because of

communsty 01 political pressures which might be brought to bear to
force an institution into such undertakings either bECane of the
availability of funding or because of the apparent availability of

a medical center as the only resource capable to cope with a community
need for greatly expanded medical services. It could also result
from enthusiasm or from greed. The discussants seemed to feel that
the problem is real and may prove serious unless some mechanism can
be built in to protect the individual school from pressure or from
itself. The possible role of our AMA - AAMC Liaison Committee was
discussed. The writing into the legislation of peer group review

by a Council or Councils was considered. The possible effectiveness
of "letters of reasonable assurance' (as with grants for construction)
was also discussed.

There seemed to be complete agreement that some provision must be
made for some sort of peer group review. One specific suggestion
that everyone scemed to think worthy of further thought was for a
legislative provision making peer group review and prior approval
mandatory whenever an institution undertook service programs involving
federal funds equal to 20% or more of those spent on its core program.

The meeting adjourned at 5:00 pm.
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SUMMARY OF CONCLUSIONS

The AAMC should support the principle of providing a stable
financial base for the core program cof ecach medical school
through a federal grant of approximately $23,000 for each M.D.
gsraduated or $6,500 per full time medical student: it being
understood that these funds were to go for the support of the
total environment necessary for the education of ¥.D.s
including research, service, and the training of other than M.D.
students and that the basing of & capitation payment on M.D.
output alone is acceptable because it is effectively applicable
to all schools and promises simplified administration.

¥M.D. output to meet a

he principie of encouraging an increascd
o} ¢t grants Ior pilanning,
o

-1-

naticnai need through 100% federal proic
construction, and operations through a four or five year start up
periou was considered desirable.

The principle of further strengthening the institutional base
througa an annual grant equivalent to 15% of all federal funds
expended through the institution for purposes other than educational
core activities was approved.
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MINUTES
LIATSON COMMITTEE
OF AMERICAN HOSPTTAL ASSOCIATION
AND COUNCIL ON TEACHING HOSPITALS

Meeting of October 3, 1967

Approval of Minutes . . . . . . . . . . . o oo L.
Report by Mr. McNulty . « « « « ¢ o &« « ¢ ¢ ¢ v o v « &

Membership of COTH . « - « « ¢« ¢ o « + o o & o « o
Increased COTH Representation on American Association
of Medical Colleges Executive Council . . . . . . .
Capital Funds for Teaching Hospitals . . . . . . . .
Committee on Financial Problems of Teaching Hospitals
AHA Statement on Nursing Education . . . . . . . . .
General Clinical Research Center Program . . . « . &
HEW's Guide for HospitalsS « o « o o ¢ o o o o o o o &
HAS and Teaching Hospitals .. . . . ¢« ¢« ¢« ¢« « ¢« ¢ ¢« &
Annual Survey of Hospitals by AHA — Accumulation

of Statistical Information by COTH . . . . « ¢« « « .
AHA Booth at AAMC-Annual Meetlng e e e e e e e e e

New Business . . ¢« « « o « « & e e e e e e e e e e .
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MIN UT ES ' <€ : ]@ 5 ;s:ﬁ?f/(
P . | s P J .- é/b AN 0(
LIATSON COMMITTEE ¥ Y

OF AMERICAN HOSPITAL ASSOCIATION . \ ,
AND COUNCIL ON TEACHING HOSPITALS (7(

AHA Headquarters Building, Chicago

72
{f ;V/‘,j,,/ 6(\
October 3, 1967 ) 4 ff/ . ,

PRESENT ALSO PRESENT \0 Q&’ \v&@
Representing American Hospital Association M
David B. Wilson, acting chalrman Edwin L. Crosby, M.D. 4)()
Howard R. Taylor George Graham, M.D.

Joseph H. McNinch, M.D., actlng secretary

Representing Council on Teaching Hospitals

Iad F. Grapski Fletcher H. Bingha.ni, Ph.D.
Matthew F. McNulty Jr.
Ernest C. Shortliffe, M.D.

ABSENT
Mark Berke, (AHA)
Russell H. Miller, (COTH)
The meeting convened at 12:30 p.m.

APPROVAL OF MINUTES

VOTED

To approve the minutes of the February 2Lk, 1967 meeting of the Liaison
Committee of American Hospital Association and Council on Teaching Hos-
pitals of the Association of American Medical Colleges.
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AHA COTH/?2

REPORT BY MR. McNULTY

Mr. McNulty introduced Fletcher H. Bingham, Ph.D., the new assistant
Director, Council of Teaching Hospitals (COTH), to the members of the
liaison committee.

Membership of COTH

Mr. McNulty, who is -the director of COTH, reported that COTH currently
had 331 members. He pointed out that when the organization of COTH was
under discussion, it had been estimated that there were 350 potential
members. This membership might have been achieved except that some
eligible municipal hospitals were having difficulty in getting approval
to pay the dues; this was also the case with Canadian hospitals.

Increased COTH Representation on American Association of Medical Colleges
Executive Council

Mr. McNulty reported on actions that were anticipated at the next annual
meeting of the American Association of Medical Colleges (AAMC). He said
the number of COTH members on the AAMC Executive Council would increase
from one to three. At the same time, it was anticipated that four repre-
sentatives of the newly formed Council of Academic Societies would be
named to the Executive Council. These changes were expected to be
approved by the membership of AAMC at the annual meeting to be held
later in October. Mr. McNulty explained the administrative process by
which a nominating committee of COTH selects names of COTH members to
be presented to the nominating committee of the AAMC, which in turn
presents the names to the AAMC membership for approval.

Capital Funds for Teaching Hospitals

Mr. McNulty reported the formation of a subcommittee of COTH's Committee
on Government Relations, which will be concerned with capital funds for .
construction and modernization of teaching hospitals. The formation of
this subcommittee, he said, had been in part the result of a presentation
from a group of Boston hospitals indicating the severe problems faced by
teaching hospitals in replacing and modernizing their hospital plants.
Doctor Wilson raised the question of whether COTH's concern would be
primarily on behalf of the teaching hospitals that were university-
operated, or would extend to all teaching hospitals. He expressed the
point of view that it might be unnecessary for COTH to take in community
hospitals with teaching programs, inasmuch as interests of these hospitals
were adequately covered by AHA activities. He indicated that there the
university-owned teaching hospitals have special problems because of their
intimate relations, financial and otherwise, to medical schools.
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‘M. Cardwell and {[John W.

@VC{NE

|'J cjgf\

UgﬁMO J7 AHA €OTH/3

A '
Doctor  Crosby pointed out that it would be desirable for COTH and AHA to
arrive at and maintain consistent positions on obtaining funds for capital
needs of teaching hospitals. He suggested that the addition of one or two
AHA representatives to the COTH subcommittee would provide a mechanism to
facilitate the developmg%%;%§§§gndistent positions, and mentioned Horace ;%T
] ! auffman, {both members of the Council on Govern-

mént Relations, as possibie ARA representatives. Their precise status
on the subcommittee would not seem to be important, he observed.

Committee on Financial Problems of Teaching Hospitals

Mr. McNulty described the activities of COTH's Committee on Financial

Problems of Teaching Hospitals, whose objective is to develop principles

for relating cost and charges to the teaching activities of teaching

hospitals as opposed to their patient care activities. In this connec- Z%<

tion too, Doctor Wilson and others present stressed the desirability of 4 ]

consistency in the positions of AHA and COTH, and the importance of ’if7§7 g)éb/\i>
' 2

collaboration by the two organizations in developing them. N ﬁj“ ,&((
Fo2
. E& /i%f/
AHA Statement on Nursing Education » YA

Mr. McNulty said that on one occasion the regional membership of COTH had
requested COTH to support the statement on hospital schools of nursing of
the American College of Surgeons, which was a restatement of AHA's posi-

tion., He said the general policy of COTH in response to such requests is
to take no action other than to reaffirm its endorsement of the AHA posi-
tion and policy.

General Clinical Research Center Program

Mr. McNulty reviewed the current status of the activity of the government
to recover that portion of the overhead cost of the Clinical Research
Centers determined by the general accounting office (GAO) to be excessive.
He said that the National Institutes of Health, having tried to convince
the GAO that the original formula calling for payment of 15 per cent in
excess of per diem was justified, has been adamant in the position that
in no instance should the government attempt to recover payments during
an Institute's first year of operating a Clinical Research Center. This
position is based on an assumption that during the first year attempts to
determine cost would be impracticable.

Mr. McNulty said that COTH had considered the possibility of attempting
as an organization to obtain passage of a Senate-House resolution oppos-
ing recovery of payments. However, it is considered that, at present, the
chances of such a resolution are unfavorable, zrd no legislative lobbying

action is planned.
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AHA COTH/Y

HEW's Guide for Hospitals

Mr. McNulty reported that COTH had protested distribution by the Depart-
ment of Health, Education,and Welfare of the publication, A Guide to
Hospitals prior to review by COTH. Doctor Crosby indicated that AHA
had not endorsed in the guide, and had in fact made recommendations

for changes in it, which had not been made because of opposition from
the Bureau of the Budget.

HAS and Teaching Hospitals

Mr. McNulty and the other COTH representatives said that the Hospital
Administrative Services program for teaching hospitals did not satisfy
COTH's requirements. Doctor Crosby said that he had directed HAS staff
to employ a specialist in the near future to work on this problem, and
that this new staff member would work with COTH in the development of
the HAS teaching hospitals program.

Annual Survey of Hospitals by AHA — Accumulation of Statistical Information
by COTH :

Mr. McNulty said that it would be necessary for COTH to collect and
analyze statistical data pertaining to the operation and activities of
teaching hospitals. He said the precise nature of the useful information
that should be collected had not yet been determined, but that it appeared
that the data collected from all hospitals by AHA in.the annual survey

of hospitals and other surveys were no:c now and would not be adequate

for the needs of COTH. Doctor Crosby indicated the willingness of AHA

to collaborate with COTH in the collection and analysis of data needed

for the COTH program. He said that James P. Cooney, director of the
Division of Research, was the AHA staff member who would be involved in

this collaboration process.

AHA Booth at AAMC-Annual Meeting

Mr. McNulty requested information as to whether the booth planned for the
1967 AAMC annual meeting would be described as an HAS booth or an AHA
booth. Doctor Crosby said it would be an AHA booth.

NEW BUSINESS

Doctor Wilson suggested that it might be helpful to both organizations if
the liaison committee were to meet twice a year in Chicago, rather than
once a year as at present. He also suggested that the meetings might be




=
Q
R
L
=
=
()
=7
3
Q
=
=
3
=
(0]
2
=l
Q
=
=
L
=
(]
)
Q
=
-
Q
z
%
<
(]
=
g
[
=}
1%}
=
Q
=
Q
[#]
=
Q
Q
(]
=
g
=
Q
&
=
Q
&
Q
Q
[

AHA COTH/S

more productive.if the preparation of the agenda and the arrangements for
future meetings were a joint undertaking of the staff of the two organi-
zations.

ADJOURNMENT
The meeting adjourned at 3:20 p.m.

Joseph H. McNinch, M.D.
Acting Secretary
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Chairman:

Members:

RECOMMENDATIONS FOR
COTH
NOMINATING COMMITTEE- 1967-68

Stanley A. Ferguson
Director
University Hospitals of Cleveland

Cleveland, Ohio

Donald J. Caseley, M.D.

Medical Director
University of Illinois Research & Education Hospital

Chicago, Illinois

Harold H. Hixson

Administrator

University of California Hospitals
San Francisco, California

Russell A. Nelson, M.D.
President

Johns Hopkins Hospital
Baltimore, Maryland
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. mal educational programs oOr courses of instruct

_/_\mcndix-'B

PROPOSED DEFINITION OF A TEACHING HOSPITAL(@HA>

Approved by Council on Government Relations
. October 1-3, 1967

Definition

A teaching hospital is onc that allocates part of its resources to conduct,

in its own name or in formal association with a college or university, for-'
jon in the health disciplines

that lead to the granting of recoprized certificates, diplomas, or degreesy
or that arc required for professional certification or licensure. - o

. Interpretation

1. The allocation of resources in facilities, personncl, and funds must,
be adequate to demonstrate the discharge of corporate responsibility

for the support'and high quality of the teaching programs.

of instrction ave "formal" when based
icula covering spenificd periods of

study and have faculty qualification and student admission requirements -
established or agreed to by the hospital. They are not work-and~-learn -
or on-the-job training arranrements that primarily augment. the hospital's
capahility to provide services. Furbther, the hospital controls, or '

agrees to, the appointment of faculty and selechion of studenbs except

during the term of agrecments that give a enllege or medical school

exclusive authority therefor.

2. Fdueatinnall programs oT cournes
‘upon published or reocorded eurr

3. Certificates, degreas, or diplomas must be recognized and accepted by .
national cducational agencics, professional qualiflying bodies, or state
This implies that the courses or educational

approving aunthorities. .
generally recognized in the health

programs themsclves meet standards
field.

RCL
9/22/6T
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T.

National Commission on Community Health Services

- Task Force on Comprehensive Personal Health Services

- Task Force on Health Care Facilities

- Task Force on Community Health Services & Facilities

- Task Force on Financing Community Health Services & Facilities

= Task Force on Organization of Community Health Services

Date: September 1962

Created by: _American Public Health Association and the
National Health Council

Reason for Creation: - The demands of health professionals and other
civic-minded individuals toward achieving a con-
certed effort that could cope effectively with
new and changing hazards to health, reduce the
waste of health service resources, and prepare
for the health service demands of the future.

Date of Report: September 1965 (Health is a Community Affair)

2. Governor's Committee on Costs

Date: ’ May 1964
Requested by: - Governor Rockefeller
Charpe: 4 (L) Study the costs of general hospital care in

the State and to make recommendations as to how
hospitals may best provide high-quality care at
the lowest possible cost and

(2) To examine the present apportionment of re-
sponsibility among State agencies concerned with -
hospital care and to make recommendations as to.
how the responsibility of State goverument may
be most effectively carried out,

Date of Report: ' December 15, 1965
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3. Report on Regional Medical Programs to the President and

the Cougress

Date:

Requested by:

Charpe:

Report:

Heart Disease, Cancer & Stroke Amendments of 1965

Congress

Law said: On or before June 30, 1967, the Suxgeon
General, after consultation with the Council, shall
submit to the Secretary for transmission Lo the
President and then to the Congress, a report of the
activities under this title together with (1) a
statement of the relationship between Federal finan-
cing and financing from othér sources of the activi-
ties undertaken pursumunt to this title,

(2) en appraisal of thie activities assisted under
this title in the liglht of their effectiveness in
carrying out the purposes of this title, and

(3) recomnendations wiith respect to extension or
modification of this title in the light thereof.

Fall, 1967

4. National Advisory Commission on Health Mampower

Date:

Requested by:

Chargpe:

Summer, 1966
President

Develop appropriate recommendations for action by
goverument or by private institutions, organizatioms,
or individuals for improving the availability and
utilization of health manpower.

Interpretation of Charge

Date of Report:

The problem uses more than one of numbers. Although
adequate numbers are important, they are only one

of the requirements fior providing acceptable health
care to all scgments @f our population. The ade=
quacy of health services depends as much upon the
organization of healtln personnel and their combina~
tion with other resources as it does upon their :
numbers alone,

November 1967
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5. Report on Medical Care Prices

Date:

Requested by:

Charge:

Date of Report:

August 1966

President to Department of Health,Education,and
VWelfare

Study the reasons behind the rapid rise in the
price of medical care and to offer recommendations
for moderating the rise,

February 1967

6. Health Care Facilities Program Analysis

Date:

Requested by:

Charge:

Date of Report:

March 1967
Surgeon General

1. Survey the current status of the Nation's health
care facilities,

2. Assess the nature and impact of present Federal
programs directed to health facilities,

3. Delineate reasonable objectives for future

Federal support to health facilities.

4. Perform necessary data and other analyses which
consider alternative ways. of providing health ser-

vices through facilities and of providing Federal
support to facilities,

Final shortly; latest draft now available,

7. National Conference on Medical Care Costs

Date:

Requested by:

Charge:

Date of Report:

June 1967

Secretay Gardner

To discuss ways of reducing medical costs,

No proceedings yet.




8. Secretary's Advisory Committee on Hospital Effectiveness

Date:

Requested by:

Charge:

Date of Report:

June 1967
Secretary Gardner

To develop recommendations on incentives and
methods for improving hospital effectiveness.
Specifically:

1. Ways to improve the internal efficiency of the
hospital as a functioning mechanism.

2. The extent to vhich the hospital should serve
as the organizing focus of a new and more effective
system for the delivery of health care.

3. Considerations of the community mix of health
care facilities,

4. Review of the renbursement formula.

Early 1968, Papers have been prepared for the
Committee. '

9. A National Conference on Group Practice

Date:

Requested by:

October 1967

Secretary Gardner

Charpe: To identify the issues involved in improving the
delivery of medical care to people by institutions
and professionals and to develop feasible courses
of action,.

Date of Report: Not yet. A series of papers was prepared for

this Conference.
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10. A National Conference on Private Insurance

Date: Fall of 1967
Requested by: Secretary Gardner
Charge: : Explore ways of broadening coverage of private health

insurance plans to include more alternatives to hos-

pital care and to suggest ideas for model State laws

to encourage or require comprehensive health insur-
‘ . ance coverage, : .

Date of Report: - ~ Not yet
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11, Natiounal Academy of Engineering Conference on "Costs of

Health Care Facilities"

Requested by:

Charge:

December 5, 6, 1967
Secretary Gardner

The conference will look for ways to reduce the
costs of health care facilities--a major contribut-
ing factor in the overall increase in medical care
costs.

The goal is to develop recommendations for reducing
tiie construction and operating costs of hospitals,
nursing homes, and extended care facilities while
maintaining and, if possible, improving the quality
of health services., Attention will be directed not
only to the construction of new facilities, ‘but to
the modernization-of existing ones.
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NATIONAL A\CADEMY OF ENGINEERING 2101 CONSTITUTION AVENUE, N.W, WASHINGTON, D.C. 20418

Office of the Secretary

CONFERENCE ON COSTS OF HEALTH CARE FACILITIES

PURPOSE AND SCOPE

Secretary of Health, Education, and Welfare John W.
Gardner, in a Report to the President on Medical Care Prices,
examined the reasons underlying the rapid increase in health
care costs and made a number of recommendations to
moderate this rise. The report identified the cost of
hospital care as one of the major factors contributing to
overall increased costs of medical care.

The Conference on Costs of Health Care Facilities will
develop recommendations for the reduction of health care
costs as they may be affected by facilities while at the same
time maintaining and improving a high quality of health care.
The Conference will bring together experts concerned with
the many aspects of health care facilities to:

1. Examine the broad policies and conditions that control
the provision of health care facilities, and propose
appropriate modifications.

2. Review current planning, design, construction, and
equipping practices, and identify opportunities to con-
trol overall construction costs.

3. Determine the potential for application of innovations
in planning methodology and in facilities design to
improve health care while concurrently reducing capital
and operating costs.

4. Develop proposals for the application of new methods
and equipment to increase the operating efficiency of
health care facilities.
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Conference on Costs of Health Care Facilities Page Two
Purpose and Scope

The Conference will direct attention nut only to new
health care facilities such as hospitals, nursing homes, and
extended care structures, but also to the vital problem of
modernization of existing facilities and their interrelationship
to efficient provision of services. The problems will be
examined from the standpoint of (a) programming of services
vis-a-vis facilities, (b) planning and design of facilities,
(c) regulations and requirements related to building, plumbing,
and electrical codes, construction practice, and site selection,
(d) construction scheduling, materials, and practices, and
(e) operation and maintenance of the facility.




FOR IMMEDIATE RELE/SE ' OCTOBER 6, 1967

Office of the White House Press Secretary
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S'I‘ATEMENT :BY THE PRESIDENT ON
NATIONAL ADVISORY COMMISSION ON
HEALTH FACILITIES:

Our hospitals have been, and they remain, the core of the Natign's. health .
care system. Thagks to the pubhc»prwate partnership fostered by the
Hill-Burton Program virtually every American is within reach of a good -
hospital today,

Under the Hill-Burton partnership we have accomplished much:

=« More than 3,500 commumtxes have built hospitals, nursing homes,
public health centers and rehabilitation facilities with Federal help.

-« Nearly 400, 000 beds have been provided in hosp1tals and nursing
homes;

‘ == 1,283 health centers and 421 rehabilitation facilities have been established,

It is time to build upon that progress, But in bu11dmg, ‘we muat do more
_than expand and continue existing programs., We must reshape them .to fit
‘the changing needs of today and tomorrow.

The demand for health care is expandmg sharply in our land. There are -
more Americans to care for, every day. Medical miracles have raised the .
expectations of all Americans, Many economic barriers to health care’
-have been lowered through such programs as Medicare and Medicaid.

Ve cannot look at hospital facilities alone. They must be examined in
relation to community and regional health needs and resources. The whole
structure of health care delivery must be considered as we design the
buildings and facilities of tomorrow., This task requires planning for the
long and the short range. It requires imagination, energy and broad
cocperation. It is a difficult and complex job. '

For these reasons I am today appomtmg a National Advxsory Commlssmn on
I-Ie..tlth Facilities to undertake a thorough study and to make recomméndations:
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The Commission will be under the cha1rmansh1p of Mr, Bo1sfeuillet J'ones .
of Atlanta. Mr, Jones, President of the Emily and Ernest Woodruff :

_. Foundation, has long brought his skills to the field of health, as a consultant
to the Congress and the Executive Branch, as a university vice president
anc as the former Special Assistant for Health and Medical Affairs in the
Department of Health, Education, and Welfare, :

Tho Commission will submit its report to me in approximately one year. .
It will make interim reports and recommendations as appropriate,”

Areas to be explored by the Commission include: .

'es The economics of hospital construction and remodeling.

«s« Present health facilities planning,

. s Current methods of financing the construction of health facilities
to determine effectiveness and adequacy for meeting. current and
‘future requirements.

(ovER) |




2

The design and structural factors which affect the cost of health
facilities. '

-« Needs for the total system of health facilities: hospitals, extended '
care facilities, nursing homes, long-term care institutions, group
practice facilities, and neighborhood health centeze.

Serving under the Chairmanship of Mr, Jones will be:

Dr. Samuel L. Andelman, Comsmissioner of Health, Chicago Board of
Health, ’

Dr. James Z. Appel, Lancaater, Pennsylvania, Past President, American
Medical Association. -

Mrs. Angie E. Ballif, Provo, Utah, Director, Utah Division of Public.
Health and Welfare.

George E. Cartmill, Jr,, Director, Harper Hospital, Detroit, Michigan,
Past President, American Hospitdl ‘Association. o

Dr. Leonides G. Cigarroa, Laredo, Texas.

' Charles E. DeAngelis, Mountainside, New Jersey, Vice President,
Walter Kidde Constructors, Inc., New York City. '

Dr. James L. Dennis, Vice President for Medical Affairs and Dean,
School of Medicine, University of Oklaboma, Oklahoma City."

Honorable Conrad M. Fowler, Probate Judge and Chairman, Shelby County
Boa.rd of Revenue, Columbxana, Alabama. '

Honorable William L. Guy, Governor of .North Dakota.

Very Reverend Monsignor Hari6ld A. Murray, Director, Bureau of Health
and Hospitals, United States Catholic Conference, Washington, D. C.

Howard N. Nemerquki, Attorney, San Francisco, California.

‘Dr. David E. Rosengard, Medical Director, ‘The Rosengard Clinic,
South Boston, Maeaachuse-tf:s'.,-

David Sullivan, General President, Bu11d1ng Service Employees Internaﬁon&l
Union, New York City,
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‘ Mrg. Fay O, Wilson, Professor and Chairman, Nursing Department,
Los Angeles City College, Loé Angeles,iCalifornia,
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ABSTRACTED FROM
"THE WEEK FOR HOSPITALS"

Vol. 3, No. 5 December 29, 1967

OUTPATIENT DRUG SALES RULED TAX EXEMPT

Income from nonprofit hospital drug sales to outpatients and inpatients is not
subject to federal taxes, U.S. Treasury officials said. "The interpretation was
received at a meeting requested by the American Hospital Association to find
answers to questions raised by the recent Internal Revenue Service ruling on
taxing unrelated business income of nonprofit organizations. (THE WEEK, Dec.
15) AHA will submit its definition of "outpatient" to the Treasury officials
along with additional pertinent statements concerning the IRS ruling. These
will be considered at future meetings with the Treasury officials. Still un-
resolved is the tax status of income from drugs sold to (1) affiliated ex-
tended care institutions, (2) patients in a hospital home care program, (3)
persons unable to buy drugs at a community pharmacy because the drug is not
stocked or the pharmacy is not open, (U4) individuals needing special adminis-
tration of a drug or professional observation after taking medication, (5)
physicians for use in private practice, (6) employees as a fringe benefit,

(7) members of a prepaid comprehensive health care pilan.
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} oL Chuprcr j—inicrnol Revenue Service,
: ‘.. Departmiciat of the Trouasury

o SUGCHAPTIR A—INCOME TAX -
' VELD. 0036

_ T—INCOME  TAX;
. * YZARS DUGINNING AFTER
2t CEMBER 31, 1953

Treatment of income From Uare-
lated Trade or Dusiness
On Apiit 14, 1967, a votice of proposcd
Lo rule mackongy with respect Lo the amend-
‘% pieat of the Incorae Tax Reguiations (20
: CIIL Part 1) under sectionsg 513 and 512
of the Internat Qevenue Code of 1904,
¢ yelabing to the treatment of income from
en,, unrelated trade o business, was puih=
e ilshed In ihe Vrosnat Recisten (32 IWR. L
N _Z . 5003), Aller consideration of ail ihe
reievant madler prescuted by fnterested
- persons renavaing the ruies proposcd, the
Iono“m;' amendments Lo the regulations,
- ¢ hereby adopled:
SA B/\nr\mmmr 1. Section 1.513-1 l& re-,
n-dcsltnnLccx (\u § 1.513-2 and, ag 50 Ic-
ucsimmh d, {5 nmended by revising the
o s tivie of Lhc scction and by adding a new
o paragraph (d) thercto, 8uch revised and
.. added provistons read as follows:

§ 1.513=2  Definiton of uorelated trende’
B R oe hueinesa applicable to taxablo,
" " yenra heginning hcforc December 13,
v 19067,
L] [ ] .
R () Egectie dale. Bxcept as provided
Vet o oparagvasea (7)) of § 1.013-1, thls sec-
' tion is appucaic with respect Lo taxable

TAXADLE
DE~

PART

* .

ol wears beginiung before December 13,

L1067, - ,
. 1 v ' .

cd Pan. 2. There s inserted Iminedialely
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the new

¢t foiowing 1513 following
seclioii: N
§ 1.513-1

. Definition of unrclated trode’
h or huxineas,

(@) Ingeneral. As used finsectlon 612
thic rcxm “unreinbed business taxable dn-
,come’ means Lhe pross fncome derived by
s~ anorganization froim any unrelnted trado

or busincss remulaviy carrvicd on by iL,°
Cleas Live deductions and subject to- tho
cxceplions, additlons and limitatlons
provided In rcction 0613, 8cétlon 613
: apccmcn with certain oxcoptions thal tho

i f
.

phirase

“ruilved to constibute “trade ov

"prize businesses for the purposes

HuLL U

“unveialcd  trade o business”
means, in ihe care of win orpusation
subject Lo the tax Imposcd by scction
511, any trade ov husiness the conGuct
of which 153 nol hubsiantiniiy rciated
(nside [rom the need of siich orpanicn-
tion for ltcome or funds or the uso
i, maxes of the proits Gerived) to tine
cxeiclse or performance by such organi-
salion of s charitable,r cducationai or
otlicr purpose or funclion constituling
tie bazls for its excmption under scc-
vinn 501 (or, in the case of an organiza-
tion deserlbed In seciion H1i(a) (2) (33),
to thic exercisc or performance of any
purpose or funclion described in section
501¢c) (3)) . (F'orcertain exceptions from
this definition, and a specini rule for
cerlain pnbuthnr DUisiiiCsasCcs, sce phav-
apraphs (¢) and (f) of this section, or
a special definition of "unreiatcd trade or
business” appilcabic Lo certnin trusts, see
sccblon 513(h) ) Therefore, unicss one of
tive speclfic cxeeplions of scclion 512 or S
515 Is appiicable, ross Income of an ex-
emptl orpanization subject Lo the tax
fimposcd by scction 511 s Includible in
the computation of unrelated business
taxabie Income I (1) {t s income from
Leade or business, (2) such trade or busi-
ness i requinrly carried on by thie organ-

Cdzation, and (3) the conduct of such Lrade

or business Is nol substantiaily veiated
(other than through the production of
funds) to Lhic oypanization’s performance
of Its cxcmpt functions.

(b)) Trade or business., Tioe prhmary
objective of adoption of the unrcinied
business income tax was to climinate o,
source of unfalr compelition by placing

“the unreiated business activities of cer-.

tain ecxempt organizations upon the same
tax basls os the noncxempt business en-
deavors witiy which they comnele. in gen-
cral, any aclivity of n section 511 organi-
satlon whilehh 15 carrlecd on for the
production of income and which otlhera:
wise possesses the characteristics ye-
business”
withiln the meaning of section 162—and
which, In addition, 5 not substaniially
delntod to the performance of cxempt
functions—presents sufMclent likehinood
of unfalr compelition to be within the'
poiley of Lhio tax., Accordingly, for tho
purposes of scction 513 the terin “trade
o business” has the same menning it
haa fiscction 162, and renerally inchides
any.activity carvied on for Lhe produc-
tion of Income from the salc of froods or
performance of scrvices. ‘Thus, the lerm
"Lrade or business” In section 513 {5 not
limited to intearated arprepates of as-
scls, activities and good will which com-
of cor-
taln other provisions of the Internal Rev-
cnue Code. Activities of producing or
dlsteibubing pooris or performing servicey
fromy which a particular amount of gross
income s derived do not lose identily
as trade or business mcrely beeause they
are corricd on within n larger apgregate
of slmiblar naclivities or within a larger’
complex of other endeavors which may,
or may not, be related to the excmpt pur- -

poscs of the organizatlon. Thur,, for cx-
"ampie, thodonlo ol_ph rmaccutls
e A

col Bupplics Lo tho(genoral~publiy Dy a
\_—T‘—.—‘-{»%‘v R R == ‘?’“ﬁ
' M ]

Baspitad ,nin.mn(( docs nol tase igentily
s tirade ow .m fne.s merely bhecaune Lhe
pharmaey f.so furnizhen supgsien to (he
hospital AIK(X paticnis of the Bospiial in
ncco.(mnrc with its excipl purposes ov
in comn.lm ce with the terms of neclion
513() UG Simiblarly, acbivibles of rolic-
iing, seliing, and pubishing commaoercial
pdvertising do not fone tdentily as brade
or business cven thourh the advertsing
Is pubiishcd in an exempt orpaniantion
periodicnl which contams ccilorinl mat-
Ster reinted Lo tie exempl PUrposes of the,
orpanization.

(¢) Regularly carricd on-—(1) General
principics. In delermining whether
trade or business from which a particulpr
amount of nvoss Income .derives s
“reguiarly carricd on,” within the imean-
inp of section 5i2, regard must be lad Lo -
the frequency and continuity with which
thie aclivitics produclive of lhe Income
are conducted and Libe manner in which’
they are puisued, ihis requirement’
must beqappiled in dpht of Lthe purpose
of the unrelnted business Income lax:

. to place cxempt orgnivization business

acbivities upon the snme tax basts as the
nonexempt  bhuslness  endeavors  with
whilch they compele, lience. for ex-’
ample, specific buniness nellvities of an |

exempt organization will ovdinarlly be h

deemed to be “repuinviy carried on'' if
they manifest a frequency and conli-
nuily, and arc pursucd In nomanner,
gencrally simitar to comparabic coime
mercial activities of nonexcimipt orpa- '
nlzations.

() Appiication of principles (it cortain
cascs— (1) Mormal tine span of activitics.,
sWiiere income producing activities are of,|
n kind normaily conducted by nonexempt
cominerclal orpanizations on a  yeor-
round basls, the conduct of such activi-
tics by an excmpt organization over n
period of only na row weews toes not
constituto the repuing cnrrying on of
trade or busincss. “or _example, the
operntion of n sandwich stand by o
hospital auxiittary for only 2 weeiks at n
state fall' wouid not be the renuinr
conduct of trade or business. IMows
cver, the condict of year-round busi-
ness activities for onc day cachh week
wonld constitute the remular caveyine on .
of tnde or business,  Thus, the opern-
tion of n commercinl parking lot on Sate
urdny of each week wouid be the acpular
conduct of trade or business, Where in-
come producing aclivitics are of a kind
normnally undcrlaken by nonexcnpt
commercial orpanizations only on a ~ca-
“sonnl basls, the conduct of such nctivities
by an cxcmnh organization during a
sipnificant portion of the scngon ordi-»
narlly constitutes the repular conduct of
tracde or business, TPor example, the
opcration of a-track for horse racing for
several weeks of o year wouid be con-
sidered the regular conduct of trade or
businesa beenuse it is usunl to carry on’
such trande or business only during o |
_particular scason. .

G Intcrmittent activities, ingeneral,
o .
In determining whethier or not intermil-
tently conducted nctivitics are reguiarly
onirled on, the manncr of conduict of tho
aotlvitics muot bo compared with tho
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“and connistently promoted and carried

“producing or fund ralsing activitics inst-

Cleen tawvoived—and the accomplishment

Nl . - . ' . s ! '1:“‘ - ) oo

. =ans RULES AND RLGULATIONS
FERLEN
and b is Uarhstantinily reiated,” fur pav-
poscs of scelion 913, oviy L1 Lhe eatsal
relationship is o substiiital one, THhus,
for the conducs of lrade o business froim
which a particular amount of pross o=
coine s devived Lo Lo sunatanbiaby ve-
inbed Lo purposcs for walch yotion
St pranted, Lic production or Gistoibution
ol the grods or the perivrmance of thic
rervices fron whilch Lise rpross fncoime 18
derived must contribuic fnortantly to

which conmerelnd actlviticn
e pursued by non-cxcmpl
Or, adocnditas i pencral, CxXempL ore

unlnesn activities whlch ave
cath discontinuously or pe-
Fandicany wiii ol be cobiderca remuineiy
carrien o 4 vhey are conducied without
The compeudtbve TAnd  promotional cl-
Juvd tyineat ol commerrcial endeavovs.
Sar eanpig, dhe publlcation ol ad-
vertintins i progeams for sporls cvents

Laanae’

L any

or musie or drama perfovmiances will  the accomplitshiment of lizase purposcs.
ol orainarily be deemed o be Lha  Where the production ov distribution of

the goods or Lhe performiance of Lhic solve
teecs Gocs nob conbribute tmportantly Lo
tiic nccompifslumient of the exempl pur-
posca of an orpanizndion, the hiicomic
from Lhic snle of Lhe poods or the peoi-
forminnce of Lthe services docs not derivo
from tiie conduclt of reinted wrade ov
business.  Whether activities producliv
bl pross income contribule imporiantiy
to the accompilsiiment of any PUIPOsC
for wirich an organization is granted ex-
cimplion depends in each casc upon tho
facts and clrcumsiances involved,

(3) Size and cxtcnt of activitics. In
delermining whether activities contriv-
ule lmportantiy Lo the accompiishinent

rocudar carrying on of business, Simi-,
Javiy, wheie an orpzanizablon seiis cer-
tnin Lypes of poods OF scrvices Lo o
partieulns cinas of persens iin pursunance
of St exenigd, functions  "primavily
for the convenlence” ol such perzons
witinn the meantnr of secbion H13(n) (2)
{as, for cxanyne, Lhe snic of books by
collepe buokstore Lo sludenls or e sale
of puarimaceuticad suppiles Ly n hospltal
sharmiacy Lo palients of the hoapilal),
casual saics in the course of suchi ac-
tvilty which do nobl gualtly ns reinted
to tihe excmpb function involved or as
Geoseribed in scoblon Hid () (2) wiil not
Ve treated as repular. On bhe other hand,
whicre the nonquailfying snies are notb
merely  casual, bub oare systeinaticaliy

sldered in relation to the naturc and

on by thie orpanization, they mceeb tho  cextentof the exempl funcilon which they

Cpection 512 requlvement of regularity.  purport to scrve. Thus, where Income 1y
(1) inicraittent  aclivities; special  reaiized by an exempt orrandzation from

acbivitics wiiteh arce In parvt reinted to
~the perfoimiance of 1y exempi funclions,
bubt which are condiicled on o larpee

rule in certain cases of infrequent con-
duct, Certain tntermitient Income pro-
ducing activitics occur so infrequently
that neltier thelr recurrence not (he
minaner of Lol conducet wiil cause them
to be resarced ng Leade or business reg-
wiarly carrica on. For example, Income

performance of such functlons, the proas
income abtribulable to lhal portion of
the acuvitics In excess of the needs of
exomipt funcltions constllutes gross in-
comic from Lhe conduct of unvelated trade
or busiiness. Such income is not devived
from the production or disiribution of
poods or the performnince of scrvices
which conbribubte importanily to the ac-
compilsiiment of any excmipt purpose of
the organization.

(4) Application of principles— () In=
come frou perfofmance of cxempt func=
tions. Grogs incomic derived {rotii charges
for the perforinance of exempt functions
does nob constitule gross income froim
the conducl of unrciated trnde or busi-
nesy. The foilowing examples iliuatrato
the application of this priucipic:

ing oiny 0 short period of thae will not
ordinaiily be tieated as repulnriy carrled
on I they rccur only occaslonaliy or
sporndicaliy. Turthiermore, such aclivi-
tics will not be regavded as regularly
caryied on micrely because thicy aic con-
ducted on an annualiy recurrcnl basls,
Accorainciy, income derived from the
conduct of an annual dance or shmilar
fund raleing cvent fov charity would not
{rom trade or buslness regu-

(i) Subhsiantially related— (1) Ingen-
Gots dncomie dervives from un-
i vinde or business” awithin tho
- of recllon H13(n), i Lhe con-
Gued 00 L0 beade ov business which pro-
Gue. . boe ncome is nobl substantiaily
Felas o oior than throupsh thie produc-
tion o0 funds) Lo the purposes for which
excrdon s granted, The presence of
Lhils  veuuirement necceszitates  an oxe
amvination of the relatlonshitp belween
the wnsiness aclivities which menerale
the particular income In question—Lhn
activitian, thalls, of producing or distrib-
WL Lhic roods or performing the serve

aeribed  dn section 601(c) (3), operates n
nchool for tralning children in the performe
ingarta, such as acting, stnpbvg, nnd danc-
Ing, It presents performances by its slu-
tento and derivens gross tncame from admio-
slonn ehnren for Lo performnncen. Tho
students' partic{palion fn performances be-
tore nudiences 16 an crcential part of thelr
training. Bince tho itncomo realized from
Ahe performinnees  dertves from actlvities
which contribute fmporiantly to the accoms-
plishiment of M'a exempi purposcs, 1t doces
not conatitule pross incomo from unreiated
trnde or buainesa,  (Ifor apecific exeiusion
capplicable In ecrtaln canen of contributed
services, &ce nectlon 613(a) (1) and paragraph
(e} (1) of tnia scction.)

cErample {(2). Nian trada unton gualified
for exeinplion Wisder acction H0L(c) (), "I
lmprove tho trade aldlin ol tta mvembors, N
conducts rofroaher Lrnining cotreca and sup-
plics handbooks and techinloal manunic, N

or (he orfanization’s cxcmpt PUrposcs,

(23 Tupe of relationsiip  required,
rade of businenss is “reinted’ Lo exempb
nuarposes, dn Lhe rejevant sense, only
wihere Lha conauet of Lhe business nclivi-
Jen haa o causal  relallonsbinp  to the
achilevernenl of excrnpt purposcs (othee
thon through tho production of incomo) ;

i

. tlon lg pranted O,

of an excmpt purpose, the sise and extent .
Cof the anctivitics invelved must be con-

senie Lhan Is reasonably necessnvy for!

Erample (1). M, an orpanization dc-v-

recelven payinients trenn S merabera fonr e b
pervicen nnd mnterinin, Jlowever, .th Ut
opment and fraproveimnent of the skliin o)
membern o one of
exenmiplion Ii} pranted N;

R
e purposea for wi: s
and the l\r‘l,l\'“.l'

deeeribed  conribule Bnposiantly o oyl
Topurponed, herefore, the  Income Uriive '
Jgrom ouacee activitica deea 1t conaliyy }

pross  dacemo  from unreinted  trndo o f |
busitess, . '

Erampic (1. O in nn induntey trade n *
rociation rualtierd for excinption vinder ge N
tton HOI(c)(6). It prezenia n trade sh-,‘
i1 whieh membern of W InGunsiry jolning
exhibition of industey prodicta O derhets

incoine frony charpes made Lo cabiblitors (o}
exhibit rpace and adminslon fees chnrpr
'pn(ronn or viewers of the show. The r,h:..{-

fa ot n onirs factitiy for fodividual exiuy

tora; ita purpose In thve pramaotlion navd allmeg
intlen of Interest tn, and demand for, l'vt
“indunstry's producta in penernl,oand B '
conducted tn A matiner reananabiy c:\lcm:\u'!

to nchicve thal purpose.  ‘The stimuintion o
demnnd for the industry’s producia In penh
erni §a one of the purposcs [or which excmp.

Conrceuentiy, the ncn-.‘{,
| Itbea productive of O'a from income from te'
show—tial Is, the promotlon, orpanlzatle
and conauét of the exhibition—conlribut

Importnntly to thie achicvement of nn cxem;” i
* purpoec, nnd the tncome docs ot conntitute |

frrosn incomo  from unrcintcd trado o)

business. \

t
]

(Y Disposition o/ procuct of cxempl
Junctions, Ordinaridy, pross incn::wﬂ'
from the saic of products which fram
resuib  the  performance  of o exempe
functions doecs not consutule gros
come firom ihe concuct of wnrelaled
Lrnde or business I5 the product s soid
i substantaliy the sanmic siate it is inon
completion of the exempll funclions
Thus, b Ahe case ol an orpanizadlon de-

- serived in section 501(¢) (3) and cipancd
in o program of rehabittalion of handi.
capped persons, income from sale of
articics made by such persoiis as nopart
of their rebabliitation training wonld ned
be rross incomc from conduch of un
roiated trade or business, The incomcin
such case would be from tale of prod-
ucts, the production of which contributed
tmportantly to {he accompiishiient of
purposcs for witleh exemption s pranted
thic orpanization—namely, rchabilitation

.ol the handicapped. On the other hand,

if o procuct vesuiting from an axemp’

function is utilizes or exploited In further
business endeavor veyond Lhat reason-
ably appropriatle or necessarvy for dinpo-
sition In the state 1L is fn upon compic-
tlion of excmipt funcllons, the jross ine
come derived there{rom wouid be from
canduct of unrelnted trade or busincss
CThus, In the case of an experimentai
. dalry herd malntained for sclentific pur-
poscs by A rescarch orcantration e
scribed Insection 501 () G Income from
sale of milk and cream produced in thic
ordinary course of operation ol {he proy-
cct would not be pvoss income froin con-
diict of unrelated trade or business, On

+
the other hand, If the orpanization weve .

Lo utlitze the miik and ecream i the
further manufacture of food Hems such
as jce cream, paslries, cle., the gross ine
comic from the sale of such producis
wottid be from the conduct of unreiated
Lrade or business unleza (ho mnnufnes
suring activities thomselved condribule
Stmportantly to tho nccomplichiment of ap
oxcimpt purpose of tho organication
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af aszels or facllitics,
Tooeeaain eoes, witoascel o inctilly
SO P2 1A e onbac s of exeanipt funee

¥ Caed Wt CLTHOYEC D A cumimic-
inosticn cancs, e meve
Lot Ur e e of Whe assel or facilivy i
ALY et Gues tob, by Hoeil,
¢ tac ancoina feom the commercind
SYOLnoaneome from reiaed
aic test, Instead, ia
nroduclive of tihe
contribule thipor-
e e eanuent of exemipt

gt
PRI PO P

YA

Vo,

S

Dunoices, 7
UG ReavaLies
WO I Slcstion
by
DUTPONCS,
WLACULY Cacipl uoaaer section H01(c) (3)
Nas A caealer auaclerium whien I spe-
SCIATY GOAMTIICG Ana eqwpped for fhiow-
fny o cducationatl fuims in conncction
with ite prosirnan of public cducation in
the arts ana sciences. The thealer is o
principad {eature of the muscui and s 1a
conthinuous o ciralion during the hours
e muscuin L open Lo the pubiies I the
organiizaticn weire fo operale the theater
'as omoordinarvy anobion picluve tihealer
Jov munide entectaniment during the cve-

na when Lae aascum was closed,
o {rom such operation wouid

"Be gress dacome. fioim conduct of unre-
inledd LiAde or DUSINCess.

Gy Lapioitalion of cxempt functiornis.
I cervaln casen, activities carricd on by
orcanivalion fa thic performance of

exanpt funciions may renceale good will -

or oothor Intanmivics which are capabic
Sexpnaitod I commercial endeav-
G Wacre an viranivalion expionts such
anc fntangibic in coinimcrciar aclivilics,
tue miere facy Lual e resultant income

ioiv aoed nol mnke 1L
ross fncowme Jrom reinted tirade or busha

FeYIR 508, unicss Liie commer-

a0
'

Cil ¢

a1

nclivitics thenisaives conbribute ime-

4t
- ety Lo the accomplishment of an
cinpt purpose, the income wideh they

t

coechict of unveiated trade or business.

Srotuce i3 Teons sncome from the con-
The
appncation of thus subdivision s flius-
Cbralta i Lie followin: examples:

dmpie ().
sation, €00

U, niv exempt ocleniific or-
ar excellent reputation In
C ot Neid of wloiozleal research. I cxpiolto

Ve Teputation vecuiariy by eclibng endoroo-
fomenta of various ftemia @fF laboratery equijp-
to inanulae eri. The cuaorsing of
iavorsalory coulpimient dora not contribulo
inporwantiy Lo the accomplishment of any.
P for winca exempllon da pranted UL
Accortinjiv, tae income dertved from the salo
G enaovectacents 18 yrowo income f{rom un-
reiateg brada or bleinesa,

Lzampic (). V,an cxempl universily, has
var Jacuity and n oreguinrly enroiled
sal boay, Durlng Lho school year, V
L L NS00 appearance  of jprofeszinnnl
corapan.et and symphony orchieatran
prccent drama and musical performe
v [or Lhie rudents and facully mombers,
Grabers of Uhe penceras publle are nlsn acd-
sllow, Voadvertlres these performinnees and
Apervlians
smacesn, in o suclh univernity factiitien na
Yo cadelerin and tho winivernily baokstors,
Voderivea peoss Incamo fram Ltho conduct of
Lhe perlorianecen, ilowever, while Ltha presen-
Lilion 6f Lhe performances maio o of an
Inbangyibio generated by V' oxemipl educne
“Hanai funcuona——the preaenco of Lhn nfudent
Wy and facuity—Lha presentallon of sich

.
LAY

Ascimie, for exampic, thab a

aepcnds b part tpon an exempl funclion

ivance ttexel nnirs nal variousn |

RKULLY AND ReGULATIONS
culturnl funclion of tive univeradly, Taere-
fore, tho Income whien Vorecelvea doee ot
consttiulo nross Income from Ltho conduct of
unreialed trode or ousinese,

Erample (3). W la an cxeinpt buainers
feapue Wity & jarge membership, Uarder an
rreanpoment with nn rdvertisins npency, W
regnarly  malia brochures, punphicis and
otiver conumncrcinl advertising materinis Lo
s memibers, for wiviciy service W chargea Lho
npcitcy ano agreced amouint  per, enclosure,
he ddatribution of the advertising materinia
dacas not contlribute Imporinntiy to the nec-
compilshment of any purpose for whilchh W
la pranted exemptlifon,  Accordingly, the pay-
mients made w W by the ndvertising apency
conzdiinte groso Incomo from unreinted trade
or bhuniness,

Example
ror

(4}, X, an exemipl organisation
the advancenient of pubilc Interecat In
cinssical music, owna n radio glation and
operates 16 In aomanner which contributes
importantly to the accomplishiment of tho
purpoacs for  which the organization in
nranted exemption, ilowever, In the courno
of the operation of the station Lthe orpaniza-
Uon derives gross tncome {rom the regular
saic of ndvertislng time nand services Lo comi-
merclal adverticers In the manner of an ordl-
nary commerclai station. Nelther tho saio
of such thme nor the performance of ouch
acrvices contributes himportantiy to tho nc-

Livalt

Uan of auch ndvertiacinenia nor the per-
formancg Of acrvices for auch commerciad
adveriirers contrinutes himporfantly o the
accompishnicnt of any parpnee Tor wiien
excinpilon ia pranted, Therefore, notwithe
standing the facl Lhat (he production of
fncomo {rom advertising utilfeea Lae circua
invian developed and maintained in pers

formance of exempt functions, such incomao’,.

in pross unreintcd trade or
businers,

Erample (7). ihe facla are an dercribed in

income from

“the preceding example, exrrpt that the na-

vertlaing in &' Journai promotén only prod-
ucts wihlen nre witivn the peneral mea of
profesatonnl tntereal of 1ls mcibers, Foliow-
inp a practice common nmmong; taxeble mai-
azines which publich advertsing, & requires
Ite ndvertising to compiy with certain pene
cral standnrda of tarte, fairners, and nee
curacy; bul within thoac ithale tho form,

content, and manner of presentation of the '

advertishing measaces are povernced by tho
Lasic ohjective of the advertizera to promoto
the, snlc of the ndvertined prodducts. Whiio
Lhe advertiscments contaln certaln informas
tlon, the Informationai funclion of the nd-
veriiaing Is Incldentnl Lo the controliing alm

ol sbimulating” demand for the ndvertsed

compiishment of any purpose for which the -

organitzation fs mranted exemption., Notlwlith-
nlanding tho fact that the
tho ndvertlsing income depends upon tho
existence of tho lstening audlence resuitling
from performance of cxcnipt funcliona, such
Income 19 gross lncomeo from unrelnted trado
or business. |

Lzample (5). Y, an cxempt universtiy,
providea facilliles, instructlon and
superviglon for n canmpus nCWspANCcr opcer-
nted by g atudents. In addltion
ftenig and cditorinl commentary, the newse
pajper publishes pald advertlalng,  Tic solic-

JAtatlon, sale, and pubitcation of the rdver-

taing are conducled Ly students, under tho
oupervislon and Instruction of tho unlver-
nity.  Albhough the services rendered Lo ad-

vertlsere are of a commercinl characler, tho,

advertlolng business contribules Importantiy
o the untversity's  cducationnl projram
throush tho tratning of the studenls in-
voived. Jlence, nono of the incoma derived

to news’

production of.’

products and differs In ho caaentinl respect

froin the informational functinh of any come- |

mercinl adverlsing. Likke taxable publishears
ol advertisln,:, 4 accopla adverlising only
fromu thozo wiho arc wiiilng o pay its pree
serined rates. Although continuing educntlon
of its members {0 matters portalning Lo thelr
professlon s one of the purposes for which

S ola pranted cxemption, the publieallon of”

advertising  desipned and oeiccled In the

. manner of ordinary conmyimercinl advertiaing

{acuily ,

“and the Incoma which

N

from pubiication of tho newEpaper constls -

tules grosa Income from unrciated trade or
buslness, The sitme resulls wonid foitow cven
thouph tive newspaper io puiblished by a sepa-
rateiy Incorporatcd section 60l{c) (3 orgn-

nlzntlon, qualifed under the university rulen -

for recopnttion of student activitics, and cven

hourh wuch organization utiilnes o own

facitttles apd s independent of facuity super-
vizlon, but carries out {ta eduentlionnl pur-

pases Ly means of student ingsiructlon of
other students in the edltorlal and ndvertls-

ing nctivitles and student participation in |

thone nctivitics.

Frampic (6). 4 fo nin associntion exempt
\nder scction G0i(c)(6), formed to ndvance
the inlerests of a particular profeasion andg
drawlng {ta membership from the members
of that professlon., 2 publishes o monthly
Journnl containing articles nand olher cdi-
torind materini which contribute Imporiantly
to the accompllshment of purponen for which

exmmnplion in granted the orgpanlzatlon, Ina-

ot from the rale of subscriptions Lo mem-
bera nnd othiera in nccordnnce with the or-
ranizatlon’s exempt purposea, therefore, doen
nol conntitute groge Incomo from unenlated
trado or businean, In conneclion with tha
pubileation of tho journnl, < alno deriven
fncomo from tha regular anio of epnee and
nervicen for genornk oowmumer ndverlning,
theludinge advortinlng of anch producia nn

noy an educntionni actlvity of the kind
coitteimpiated by Lhe exemption atatute:
dilers {undamentaiiy (rom such an activity

il

bolh In Its poverning objeclive and in Ha |

meihod. Accordingly, 4's publication of nad-
vertising does not contribute impoartantiy to
the acconiplishment of fun excinpt purjposes;
iL derives from nde
verivising constitutes proas Income (rom vnre=

“lated trade or business.

(e) Lxeeptions. Scction 5:3(n) specif-
fenlly states Lhat the term "unreiated
trade or busincss' docs not dnciudo—

(1) Any tradc or business in which
substantially all the woric.n carrying on
such {rade or business 13 performed foxr

.the organization without compensation;

or

(2) Any lrade or business carricd on
Ly an organdzation described In section
501(¢) (3) or by a zoverminenlai coiivsa

or universily descrived in scctlon H1i
() (2} (13), primarily {or the couven-

fence of lts members, students, paticnls,
officcis, or crupioyces; or

(3) Any trade or business whichi con-
sists of sclifng merchandise, substantinity
all of which has been recetved by the or-
ganization as glfts or contributions,

An cxample of the operation of tha Qrst
of tire exceptions mentloned nbove wonld

1",

e an exempt orphianare opernting a o= T

tall store and seliing to the eneral pub-
Me, wihicre substanbiaiiy ail the work In
cairrylng on such business is perforacd

for Lthe orpganivation by voiunteors with=

out conmipensntion. An exanmple of tho
sceonnd exception would be a Inundry o=
crated by n colicre for the purpere of
lnunderingr  dovmllory lnons and the
ciothing of students, “i'he thivd excepiton

Genian nnd musla evanta canlributea i< A0fG drinks, nutoinnbilea, arlicien of apparol, appiles to so-cealled "thwift shops' opers
Porlanily Lo the overall oducatlonal and aud homa applinncos.. Nolthor 'the publien~ aled by o tax-oxempl organizantion wheiv
. ? | :
' [ ) . B e ) \
D , ' ‘S l. . R ’ . L IR N . ,
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LG 1.ai2(n)=

TCeDLGHS,

Faeinl
RIS P T

T husinees L

bl s,
A nied

Lo ote aenedl such arpaniaa-
g clothics, boows, Turmd-
G Lo the rencvai pubiic
exempl

BRURTRERPIARA PR

S VR % o
RURETN R L VIV R
Cae prucccGs noing o tinc
.[.',,.C . -.\\I(h.v. .

YR poCil TR respecting publishing
Dusine.see o aapectal ruie wilhvrespect
L0 U e T Aes cariicd on Ly an
o coo sectlon 013(C).

oy Blective walc. Tiis sceilon i5 ap-
SAIeAIe Wil TeApeCy Lo taxabic yeain
wiler Docember i3, 1967, ITow-
Lo reiy on tic
taxahic
13, °

et
ETRTTIRRIVAR S

[CIARETS ETE e
cver, 3 oa taxpryer wishes
yules stnted fiv Ling reciion for
veavs  bonnengd sefore Decomber
iUG7, iLmas o 50,

Pan, 3. Soction 151300 -1 48 FeGenine
aated, 65§ LHIGar=D ana, as 6o roedeonin-
ratea, b asmienaca by revising the Uue
of thie Leclion, By denipnnting the exist-
m DrOVLsion ab parpgraph (a), and by
AGGHYT A ewW Darnerapn
Such revisch and added provisions rea
L a8 foliuws:
§1.512(¢n)-2

taaning Yenia
comber 13, 1967,

(a) JIngenerdal.

(h) £fcctive date Excepl as provided
in pavagraph (O of §1.512(a)=1, this
scclion .5 apmicubic with respect to
SAXnLIe YOS Leginhing before Deccin-
ver 15, Aol .

Definition applieahie 1o
heginning before Des

. ©

Par, 4. Thore ls inserted tmanedinteiy .
aler §idizimy the foliowing ncw

sectivii:
Viennition,

(a) I geacral,
demroinec Businens taxabile income' og
LG Dross aniCoast derived from any ui-
S0lLLlof AeGC OF LUSINGSS repulariy car-.
srad 00, 16es thooe deductions niiowed by
sapwer ioof tiie Code wilch are dircetiy
consecied withr vhie caviying on of such
Loade o business, subject o certain ox-
acatttons and ihmitations re-
1o i %1.5120 -1, To Le de-
CuCinae i compuling unvcintea bustnesy
LaXALLE sCun e, Lnerefore, exXpeinscy, ae-
and samilne ftems pot only
Uy Guindy s deduchions allowed by
ci i of (he Code, bub also must beo
Gireclly cunnecied with Lhie cariying on
of unrcialed Lrade or busincss. _E,\'ncn'\.
ns provided in pavagraph (@ @) oi Liis
secvion, Lo e “airectly connceled witi

8

W0,

e conduct of unrclatled business, for,

_purposes of sechion 512, an flem of dce-
guctlon niusy have proximale and pri-
mary reintionsinp W the carrying on of
Liab buminess. In the case of an ovgani~

Dyation wonen derives gross lncome from

se repular eanduck of two or more
unreiatec wusiness activities, unvelated
e income s the appreralo
of rvons tncome from ail cuch unrelnted
Dubniness nelivilics deas the agrreirate of
the Geaucuans nijowed wilh respect Lo

Caepnl sucs unreiated business activitien.

) () Exncnscs aliribhitable solely to -
related  owsoicss,  Bxpenses, deynrecia-
01000 wiid Lhmiar items aLLributable soiely
1o vhe condiict of unrelated nnhinss ave
sroxtivately  and primartly reinted W
tivnl business and dherelore gualify for
‘deauction. Lo tho extent that they mect

Cness laxabie fncome it they oilicrwine

.

, year.

Scclion 512 defines ’

RULES AND RESULATIONS

e requirciments o SCCLIOI 362, Bootioin
167, o olhier TeiCyaiiy Provinions ol e
tnteinal Revenue Codic, Waus, 107 CN=
amipie, gaaries of sevsonnies emyoyed

C{uli-limic in carrying on unieiated busi= .

fess ave givectiy conneeled with thie con-
duch of the unveiaicd DUSDCsS Al Qie
deductivic in coimputing unrcialed busi-

guailly {ov geduction under the veouive-
mcnts of reclion 162, aimbiarly, depve-
cladion of a buiiaing uscd entively in wic
conauctk of unrclaled bBusiness wouid be
an niowable deduchion to the cxtent

olhcrwise peimitled by scelion 167,
(¢) Diiai wsc of facilitics or personncl.
wWinere inciiltics ov personiict are used

hotih to carry on cxempl funchions anG W '
conducl unreiated tiade ox DULINCSS, =
penses, depreciation, and simiiar fwems
attributable Lo such faciiilics or jCys0ni=
nel (as, for exawple, items of overhead)

(b)Y therelo.  giail be aliocated between the two uses o
. v

on o reasonabic basis. The nortlon of
any such item so nilocated Lo the un-
reiabed trade or bhusiness is proximniciy
and primarily veiated o that bhusiniess,
and shall be allowable as a deduction in

v compuling unvelnted business taxabic in-

comgc fn the manner and to thie exvent .
permilied by scction 162, section 107, or
olher relevant sections of ihe Internnd
Revenue Code. ‘Thus, for exmmpie, fs-
sumc that X, an cxempt orpanization
sublect o the provisions oi section §11,
pays its president o salary of 20,000 o
X derives gross Incomie from the
conduct of unreinted trade oi business,
Che president devoles approximately 10 .
percent of his time auring the year to
tivc unrcinted husiiness, o urposcs ol

‘compuling 2X's unrciated business ax-
abic income, o deduction of 52,000

(320,600 thmes 10 percend) wouid be

nilowable for the salory wpold 1o is
presjdent. .
(d) Eaploitation of cxcmpt func-

tions—(1) Ia pencrai, In cerindn ¢ases,
rross Income s derlved from unreinted

trade or business whichl coxpiolls an
excmipd  funciion, Ixcept as specificd
{n subparagraph  (2» ol ihis pava-

rraplhy, in such €ases CXPCNSEES, depirecin-
Lion and simiiar tbems allributbable Lo the
conduch of the exempt funciion arc not
deduclible In computing wnrelated bust-
ress taxabie income.  Slice such iems
are incident L0 o {unction of the type
which it s the ehilcef purpose of the or-
ganization to conduct, tisey do not pos-
sess proximnic and primary relntionship
to the unrelnled trade or husiness.
Therefore, they do not gquailly as direclly
“connccted with Lhat business,

(2) Allowable deductions.  Wihele un-
reintnd trade or business is of o Kind
carricd on for profiv by taxable orin-’
nizations and whore the exampt activity
expioiled by the bustiicss Is n type of ac-
Livity novimaily conducicd by taxable ore-
runizations in pursuance of such busi-
ness, the coxpenses, depreclation and
similar items which arve atlribulnbic to
the exempt activity qualify as directly
connected wilth the caveying on of tho
unreinted trade or buslness to the extent
that: '

(1) Tho apgrepalo of such flems ex-

~ceeds Who Incomo (If any) devived fronmt

- pald or mcurred dan the

LCAITYDACK Wik ©ehCCy VO taat tradce o

or aliribulnbie o the cxempl netiviyy,
anaG ; ‘

GD The alocation of Huch CXCEAn .
yive wnrginted trade oy business dees e
resuil In aloss from such unrcinied trade ©
or busliicas. ,

Under the ruic of ihe proceding senlenc
CXPENSES, acpreclation and simbiac iten
serformianeen ¢f
an cxcimpt funcltion miuab be nilocaiy
Grob Lo e exemph funclion Lo Lhe o
Lot of Live Lincome dorivan srom o attn.
wlavic Lo tae periorniance of that lun:-
tlon. Furihcinore, suci itenis are i b

.

cvend atocawvic to the uinirelated wrade o v

Vary ol

Luaiiness o e exlend {hint thole dedue.
tion wouid resuib In R i658 Cariyover ar

business., Simaany, thcy may nov e
taxen inlo account in compubing wiue.
inted business taxabie lncome b,
able to unvcinted trade or’ busines
exploiting  the  same  CXcip
function.

(o) Lxamples, Thne provisions of this
scction are liustrated by the foilowing
exXAMpPICs:

(3) EBzamples. The provisions ol this
pavagzrapin are tilustrated by the {oiiow-
fnsr exninpics:

Erample (1), W is fn cxempl busliee
leapuc with noiarze memvernhip, Under an

L perangement with an advertising acency W

rejuinriy  matin prochures, punphicta ano
otlier commwreinl advertialng materals o Ha
mcmbers, charnng tive npenhcy nn anread
niount per onciosure. The wslrbution of
e ndveriiaing materinia (G6es nob contribute
ymportanily o Lho accomiphiznment ol the
purpose for witich W ia pranted exemplen
Accordingiy, thie payments made 1o W by the
ndverlising anency conatiiile proas ficome
from uniciatect drade of business. in come
puling W'a unrcintea Dusinesn inxnbie .
coineg, tho cxpenses aliributnbic Aoy Lo e
conduct of the busincss, o aitocnbic Lo sach
‘puslness under the ruic of paragiaph (o) o
thin section; nre nilownbic an deduchions "
nccordanco with the provinlona of section in
Sueh deductionn fnciuae the cottn of b
ditng and mniling, the salarien of pevronne
wuned fuii-time in tha unreinted bHuarneos and
an nltocabla portion of tio anlnvicn of
sonnel uscd bouth Lo carry on exempt Tuiee
Liona and Lo conduct tihe unrelnted husine
Iowever, conta of developing Wi membeir g
and carrying on o exciapl activitien are nnt
daductibic, hose contn nie negeseary 1o thr
malntenance of the thtnngible poset expinteg
in tha unreinted Dunineas—Wa o netaben

tian with W fundamental statun and fune.
tloning as nn excinpl orpanization. A nocone
sequence, they do not have proxbmnte ano
primary reintionsblp o the conduct of the
unrcinted buainesa, and do not quniily

., dircetiy connected with it

Frample (2.4, an cxempt hustunens iea ne
pubilnhes n monthly Journal whteh 1L aeis
by subacriptlon o membera and othera Ui
articion and other editortnl content cnntnt
wto Importantiy to the necompitninnent o
&0 exempl purpones, Thcrefore, the oot
atlributahio to jourani subacriptions doe
not constitute pross income from ungeinted
rade or business. In connectton with tat
“pubdicaton of tho journal, & derlven theom
from tho repuinr sale of advertising epad!
and nervices to commercinl nadvertiaers, anct
tho provinion of commercial advertiaing jpad’
and servicen dnca not contributo mporiaed

L 4o tho accompunhment of @'n crempt pw
ponce, Z's incomo from advertiniing conrt?
tutoa gross lncomo from vnrelategd trade ~

!
, nhip—hul nre tncurred primarlly In coanee *

) ’ )
' ‘ . i ' . . " . . [ c
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bustness. i computing 2'a vnrcinded burl.
aeea tanabie Ineame. niiowabie deduciions
would jaubjeat to Lhae ruden provided o sec-
pepy 103 nad other reievant sceationsg of the
fnternai itevenmie Code) inciude the npecific
5 of the advertining business, nuch an

1sing; copy and mechanieal cosls, ad-
: nalen commizatonn and simiiar cx-
Ao aviowabie woulkd he fems- of
{such ng pencrai overiiend  ex-
deprecintion)  niiocabic to tho
buniitesy i accordance with Whe
.[;r.\,m (¢} of thig seclion, Tn

ot

tems retated to e production and
'h.,\ of the ciditoriad covent of tho
cncrally dTncurved by lax-
e s opuhiishing fouirnnis with
[EANN l\lm' such ftemin would, subject tn Lhe
e ationg of subdlviddons (1) and (i of

genph () (2) of this section, Der treatsq
v conneched with the conduct of Lo
ar busine: s and be aliowabie an Ge-
n compuildng s unreiated Dz
nens Die meome (0 the extent provided
i secilon 162, secllon 167, and other veic-
vant seciions of iho Interani Revenue Code.
Tie Winitat.on of subdivision (1) of para-
praph (d) {2) of (his section would require
reduction of Lhe total of tise Htems of cdiio-

ndvers
Gucito

. ral cost by thie amount of the fncoma wl-

{ribitabie to o seiipilons welore deduction
of such coub from the aavertisingg ficome.
e peneral eivect of these il vouid be Lo
resuit In taxntion ol the o LI Ahcoime
oniv If the foucnal produceuw an overall net
proit ler Gace and o confine tihe baso
Upoin whicin any would Lo computed Lo
the amount of ruen net proil, The iimita-
Llon of subdaeeuns (at) of paragrapi {(d) (4)
of this scc’. v waadd preciude deduction of
ihe item, i cost {rota any other
VNICiLC 1 omce o0 4 for Lhic saime
LARLUIC Yeoo ol une of guch items in com-
pullng o net operaling iosg crryover or
carryback of tue cigantzation.

(I Lfiective dale. This seclion is ap-
piicabie wiih vestect Lo Laxabie years be-
ginndng ales D\cunbcr i3, 19907, iiow~
ever, i o .
ruics sta NS .,ccnon for taxable
vears beg.aiaiyr before December 13,
1967, v may Go S0

Par, 5, Pavagsraph (N {4)  of §1.61
(L) =1 {s amicnded to t'ead as foiiows:

§ 1.512¢)="  aceprions, additions, and
fimiiations.
L) “ L] ] .

({) Rescarch, ®°0¢ '

(i) Tor e purpose ol 3§ 1.512(n) -1,
1.5:2¢a) =2, ana tids sccuvion, the terim
rescarca’” Gocs wob include:activilics-of
oouwype ordonaridy carried on as an in-
cident to comnnercial or industrial oper-
alions, {or examapice, the orditary testing
or inspeciion ol materiais or producls
o ihe desimning or construction of
cewiprienl, bulidings, cle. The term
“fundam.ental research” does not ine
ciude rescarch carried on for the pri-
maay puipose of conuncrcial or industrial
appiicaliosn,

.
& s . L] .

?an. G, Lﬂ‘.’l raph (d)(o)(v) of §1.501
(€) (3)-1 i amended Lo read as follow"

§ 1.501 (r) 3

nized

~i Orpganivntiona orgie

« operated for religious,
ehirs ey seientifie, 1eating for puhe
lie aadety, diceary, or cdueniionad
purposes, ar for the provention of
crucity 1o cluldren or aninis,

] © o * L]
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nee expensea, deprectation nnd

RULES AND REGULATIONS

() Facmpl purposcs,

(5) Scienlific defined, * *

(V) The, fact that any ovpanization
(including a coiicie. university, or hos-
pital) carrics on rescarch which is not
in furthierance of an excmpl Hurpose de-
seribed in section 501 (e) (3) wiil not pre-
ciude such organization {rom mecling thic
reguirements of scetion 501(e5 (3) so lony
as the organization mects Lhe ovpaniza-
tlonal test aud is not operated {or Lhe
primary purposc of carrying on such re-
seairch (sce parvagraph (@) of his sec-
tion, reiating to organizations cuai
oni A Lrade o bummncss). 8o paratrapn
() (5) of §1.513-2, with respecl to ve-
search which constitutes aa unrcialed
Lrnde or business, anda seetlon 3124y (),
(83, and (9), with reapect Lo jncoine de-
rived fromn rescarcis which s exciucavie
from the tax on unrelated business in-
come,

. % s L L ]

(Sec. TRO6. Internal Revenue Codo of ADM
604 Stat. D17, 26 U.S.C. 7805)

.

1y

Approved: Dccemiber 8, 1967
[seaind SicupoN 5. COIEN,
Comainissioncr of inicrnal ficvenuce,
STANLEY S. SURRLTY,
Assistant Scerelary -
of the Trecasury.

[T.R. Doc. 07-144G3; Tlied, Dec. 11, 1067,
8:61 n.n.]
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EXISTING HEALTH LEGISLATION FOR REVIEW
EXPIRING IN 1968 or 1969

a) P.L. 88-443 Hospital and Medical Facilities Expires 1969
Amendments of 1964 (Hill-Burton)

b) P.L. 88-497 Graduate Public Health Training Expires 1969
Amendments of 1964 (Project Grants)

¢c) P.L. 88-581 Nurse Training Act of 196L4 Expires 1969

d) P.L. 89-109 Community Health Services Expires 1968
Extension Amendments of 1965
Includes:
1) Vaccination Assistance Act of
1962
2) Migrant Health Projects Grants

e) P.L. 89-115 Health Research Facilities Amendments Expires 1969
of 1965

' f) P.L. 89-239 Heart Disease, Cancer and Stroke Expires 1968
Amendments of 1965

g) P.L. 89-290 Health Professions Educational Expires 1969
Assistance Amendments of 1965

h) P.L. 89-751 Allied Health Professions Expires 1969
Personnel Training Act
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December 26, 1967

Paul Q. Petersom, M.D.

Assistant Surgeon Caneral

Deputy Director

Bureau of Health Services

U. §. Public Health Sarvices

Department of Health, Bducation, aad Welfare
7915 Rastern Avenue

Silver Spring, Maryland 20910

Dear Doctor Peterson:

It was thoughtful of you, through your letter of December 21, to indicate
the temporarily delayed atatus of our project proposal for a Teaching
Hospital Information Center.

Since the initial submission of our projact proposal, we have had more op-
portunity, by discussion with administrators from the leading teaching
hoapitals nationally, te evaluate the merits of the proposal and the many
opportunities for a meaningful and effective informatdaon center activity.
The response has been rewarding and the demomstration of need stresgsed
very emphatically.

As a result of the concrete evidence of need arising from the foregoing
discussions and the concurrent potential of contribution in the national.
interest, we have been reviewing the credentlals of compégent individuals
for the leadership role in this undertaking. Our search has been nar-.
rowed. At this time we are close to having finalizad the selection of

en experienced, well-trained individual, Of eourse, we cannot and shall
not proceed further until there ig available more definitive {nformstion
concerning the proposed program. Thus, we are i{nterestad in continued
information from you office, at the eatliest opportunity of any signifi-
cang change in the status of this project. As I am sure you know, {indi-
viduals with competent research and data-accumulation methodology
capability, as well as an intimate knowledge of teaching hospital adminis-
tration and the medical education system are not easily identified or
racruited. We are angious to capitalize on the recruitment and ecreening
efforts of the last several months, although we do understand the recent
change in the basis of suppoxrt for projects of the type proposed.




Paul Q, Peterson, M.D. Pecember 26, 1067
er 26,

All of my staff colles : '
gues with the Counc Toach
a8 my other AAMC Washiagton sssoetakes, .53:3“ oyag Hospicals, as vell

best wishes of the holiday sesson and the blexigs of egfig'éif;ezg“ the

Cordially yours,

MATTHEW F., MeWULTY, Jm, |
Director, COTH
Assoeiate Director, AAMC

Mi-pab

bee: Thomas McCarthy, Ph.D.
Chief, Peoject Review Branch
USPHS
Tower Blg. Arlingten, Va.

* Gilbert Barambart, M.D.
Assistant Director
Office of Research and Development
USPHS; BHS
Tower Building
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Robert C. Berson, M.D.
Executive Director, AAMC
Mr. MeNulty (2)--for Retreat Folder and Exec Comm Meeting Folder.

QW obove wn copy of \2[A\ wetter Qeom DePehergon,
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
PUBLIC HEALTH SERVICE
7915 EASTERN AVENUE

BUREAU OF HEALTH SERVICES SILVER SPRING, MD. 20910

REFER TO:
December 21, 1967

Mr. Matthew McNulty

Association of American Medical Colleges
Council of Teaching Hospitals

1346 Connecticut Avenue N.W.

Washington, D.C.

Dear Mr. McNulty:

Your project proposal for a teaching hospital information
center is being held in my office. The reason for this
action is that with the passage of PL90-174 (amendments and
extension of the comprehensive health planning and services
act) the basis for supporting such projects was completely
changed. Therefore, an entirely new set of delegatioms
will have to be made by the Secretary. Such action has

not been taken as yet but we are hopeful that the delay
will not cause too much inconvenience.

We will advise you when we are in a position to discuss
the proposed program with you.

May I take this opportunity to convey my best wishes for
the Holiday Season and New Year.

Slncerely/?jhrs,,' . u./i

aul‘Q on, M.D.
ASSlStant Su geon General
Deputy Director
Bureau of Health Services




