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MEETING OF EXECUTIVE COMMITTEE (#68-2)

COUNCIL OF TEACHING HOSPITALS
ASSOCIATION 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
1. Dinner
2. Presentation:

John Parks, M.D.
President, AAMC

Robert C. Berson, M.D.
Executive Director, AAMC

10:00 p.m. Recess

Friday, January 12, 1968 

114
A °

Gallery Room

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

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

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

5. New Applications For Membership Tab 3 
A. Applying As Having Met Internship

& Residency Requirements
1. Monmouth Medical Center - Pg

Long Branch, New Jersey

'"6. Inquiries as:to Possibilities for Membership Tab it 

A. Detroit Osteopathic Association
7. Report of Committees Tab 5 

A. Committee on Construction and Modernization

Funds 14 -

Committee on Financial Principles (Infor-,
mation, in event of any commentary) rP

C. AAMC-COTH Committee on Federal Health

Programs
COTH-ABA Liaison CommitteeD.
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13'7

1) Suggestion as to AHA Representation
on COTH Committee on Construction &
Modernization Funds

2) Report regarding status of HAS specia-
list for teaching hospitals

3) Report of Informal Discussion -'2',,
8. Appointment of Nominating Committee for

Administrative Year 1967-68
9. Discussion of Theme and Specific Content

for 1968 Annual Meeting

12:30 p.m. Luncheon -- To be joined by:

James H. Cavanaugh, Ph.D.
Director, Office of Comprehensive Planning
U.S. Public Health Service
Department of Health, Education and Welfare

Thomas G. Moore, Jr.
Director, Office of Legislation
Office of the Surgeon General
Department of Health, Education and Welfare

1:30 p.m. Reconvene

Tab 6 

10. AHA Definition of A Teaching Hospital Tab 7
11. Recent Reports and Studies Relevant to Tab 8

Health Facilities
12. Discussion -- National Advisory Commission on

Health Manpower (See Folder)
13: Discussion - Conference on Costs of Health Tab 9

Care Facilities
14. Discussion -- National Advisory Commission on Tab 10

Health Facilities
IRS Regulations Regarding Sale of Over-the- Tab 11
Counter Pharmaceutical Supplies

16. Health Legislation Recently Enacted (See
Folder)
1. Social Security Amendments of 1967
2. P.L. 90-174 (Partnership for Health

s Amendments of 1967).
17. Federal Health Legislation Expiring in 1968 Tab 12

and 1969

t9 
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411 c
,\

18. Status of Proposed Projects c-46'
1. Teaching Hospital Information'Center'

Study of Impact of P.L. 89-97, Titles
XVIII and XIX on Teaching Hospitals
Patient Population

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)
Y'21. Other Business„, ,e

\\4'

1 

( 
4:oo p.m. Adjournment 

4) 

W 
I 111

0

•

•

,

a

Tab 13 
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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
Matthew F. McNulty, Jr., Director and Secretary, COTH, and As-

sociate Director, AAMC
Ernest N. Boettcher, M.D., Member
Charles H. Frenzel, Member
Charles R. Goulet, Member
T. Stewart Hamilton, M.D., Member
Dan J. Macer, Member
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,

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.
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ACTION #1 VOTED APPROVAL OF MINUTES OF THE SEPTEMBER 14-15, 1967, MEETING OF THE

EXECUTIVE COMMITTEE

3. New Applications for Membership:

ACTION #2

A. Nominated by a Dean (2)
(1) West Virginia University Hospital

Morgantown, West Virginia
(2) Detroit General Hospital

Detroit, Michigan

B. Applying as Having Met Internship and Residency Criteria (1)
(1) Allegheny General Hospital

Pittsburgh, Pennsylvania

A. Mr. Grapski moved that West Virginia University Hospital be approved for

membership. The motion was seconded by Mr. Macer and passed unanimously.

B. 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 informing the members on legislation and other matters

111 that might touch upon the subject of modernization. This meeting, 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 Hospital 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
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Z ACTION #3

0 ACTION #4

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

COTH survey to the membership (See Action 2 on page 3 of the minutes

ing of the COTH Subcommittee on Modernization and Construction Funds

Hospitals - A copy of those minutes is attached and made part of the

the original

of the meet-

for Teaching

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.

VOTED APPROVAL OF THE DISTRIBUTION OF THE RESULTS OF THE ORIGINAL COTH

MODERNIZATION QUESTIONNAIRE TO COTH MEMBERSHIP.

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:

Mr. Goulet, Chairman of the Committee, reported on the first meeting of

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

issues had been discussed, with the agreement

pare several presentations, especially one on

of teaching hospitals and the influence which

that the Committee should

Oct,,

major

pre-

the unique social responsibilities

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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ACTION #4: COTH STAFF WOULD DEVELOP FOR COMMITTEE REVIEW A

POSITION, SUITABLE FOR USE AS A "WHITE PAPER," ON THE UNIQUE

SOCIAL 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 MANAGERIAL

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

ABA 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.

C. COTH-AHA 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 noted 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.

5. Recommendation for Distribution of COTH Communication Media:

Mr. McNu1Xy reviewed the recommendation presented to the Executive Committee by the

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

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

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

411 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.

6. 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.

7. 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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8. Report -- GCRC Recovery Status:

II/ 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.

9. 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 next 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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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 the

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 look 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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41/10. 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 September

Executive Committee Meeting, the AHA expressed appreciation but indicated that the

HAS exhibit was adequate representation for the total AHA.

11. Fiscal Report - Fiscal Year 1966-67:

Mr. McNulty reported 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.

Air #7

•

FISCAL REPORT FOR 1966-67 AS CONTAINED DI ASSOCIATION OF AMERICAN MEDICAL COL-

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

PERMANENT FILE OF THESE MINUTES) WAS APPROVED AS PRESENTED.

12. 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.

13. 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 Chairmanrespectively).
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14. Report on Annual Proaram Schedule: 411
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).

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

A. Opportunity for Recall of Any Old or New Business that should be Discussed -- No

one recalled any business that should be received.

B. 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 Datil,

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 both 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 Committee members agreed that in

the first year the COTH development and contribution had exceeded all expectations.

For the second year the Committee expressed the recommendation that COTH and the Com-

mittee should not get ddeply 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 privA10

policy contributing organizations.
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•
16. Old Business:

There was no old business 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. General Membership Memoranda

2. Special Membership Memoranda

3. Executive Committee Memoranda

4. Regional Membership Memoranda

5. COTH REPORTS

6. COTH PROFILES

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

7. COTH BROCHURES (COTH COMMITTEE General Membership by mail; distribution
STRUCTURE AND MEMBERSHIP ROSTER) at Annual Meeting

POLICY OF ASSOCIATION 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 of the American Council on Edu-
cation. Editorial office: 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'Couni!
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 Edw..
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 - .fhe present method of distribution be continued;
restrict distribution to institutional member hospitals only

(B) COTH REPORTS
:(1) the present method of distribution 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.

(C) COTH 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
--New 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. Beirn, 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.,
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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 representatives 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 1-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.

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 material 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 meeting followed by an all-day meeting--Mr.

McNulty said that subject to any expression of interest to the contrary,

this was the plan. He then outlined the meeting format for the edifica-

tion of ET. 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.

6. Other Old 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 Executive 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.
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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 OPINION, ANY CONFLICT OF INTEREST SHOULD ARISE.

7. 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; Robert 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"

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 content was

timely and well presented and that the attendance was outstanding, 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, Texas, 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, the 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.

9. 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 Charles 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 Committee. 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

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 considering 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 should

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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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.

ACTION #4 RECOMMEND TO THE AAMC THAT THE COMMITTEE CHAIRED BY GEORGE A. WOLFE, JR.,

M.D., BE ENLARGED BY THE ADDITION OF TWO REPRESENTATIVES FROM THE

COUNCIL OF TEACHING HOSPITALS.

8. 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 1966-67 323

New Members 1967-68 11

Total Membership 334

Paid Membership to Date 1967-68 316

Unpaid to Date 1967-68 18

Old Members Unpaid 17

New Members Unpaid 1
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..,r t.z, MONMOUTH MEDICAL 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
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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.

.2

,
WSV:mlm
Enclosures

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

ro l

40

•

Yours sincerely,

/ate
William S. Vaun, M.D.
Director
Department of Medical Education



PLEASE READ INSTRUCTIONS ON REVERSE SIDE

• ASSOCIATION OF AMERICAN MEDICAL COLLEGES

Application for Membership
in the

Council of Teaching Hospitals

(Please type)

Hospital:  Monmouth Medical Center
Name

Third and Pavilion Avenues
Street

Long Branch New Jersey 07740 
.. City State Zip Codeo 
el
.1 

Principal Administrative Officer:  George J. Bartel 
Name

at Administrator 
Title

•

Hospital Statistics:
Date

Average

Annual

Approved Internships:

Type

Hospital was Established. 1887

Total Internships
Filled

Daily Census: 450

Outpatient Clinical Visits •

Date Of Initial Approval
by CME of AMA*

16,653

Total Internships
Offered

Rotating 1914 16 16

Mixed

Straight (Surg.) 1958 1 1

Approved Residencies:
Date Of Initial Approval Total Residencies Total Residencies

Specialties by CME of AMA* Offered Filled

Medicine July, 1965 5 5

Surgery 1956 6 6

OB-Gyn

Pediatrics November, 1966 2 2

Psychiatry

Information submitted by:

William S. Vaun, M.D.
Name

January 2, 1968
Date

Director of Medical Education 
Title./

ert 1
Signature

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

PLEASE READ INSTRUCTIONS ON REVERSE SIDE
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December 7, 1967

Ralph F. Lindberg, D.O.
Executive Director
Detroit Osteopathic Hospital Corporation
12523 Third Avenue
Detroit, Michigan 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 Committee,
which also serves as en interim membership approval committee, with re-
gard to these issues.

The "Rules and Regulations" of the Council, however, are quite explicit
and specific in their definitions of the criteria for membership. As you
will note in the attached copy of the "Rules and Regulations", the dual
minimum standards for membership are those hospitals either nominated
by a 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-GYY, Pediatrics and Psychiatry.

Because of the uniqueness of the question which you posed, I will pursue
it through that organizational element of the Council responsible 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.

FHB: vg

Very sincerely yours,

MATTHEW F. MbNULTY, JR.
Director, COTH
Associate Director, AAMC

cc: Robert C. Berson, M.D. (without attachment)
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12523 THIRD AVENUE ETROAT„ MICHIGAN, 48203

November 28, 1967

Mr. Robert C. Berson, Executive Director
Association of American Medical Colleges
2530 Ridge Avenue
Evanston, Illinois

Dear Mr. Berson:

flv
NOV 3 0 '67

AAJG fl0,(-414'

(1'('

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.

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

Sincerely' ours

Ralph F. Lindberg, D.O.
RFL:mh Executive Director

.iC:',":r".t t..',C.'!v701,,, 4 : , ; )-1 [ i AL utEIRCAT OS rE.OPATHK, HOSPIITAL. RIVERSIDE OSTEOPATHIC HOSPITAL
WARREN, MICHIGAN. 48089 DETROIT, MICHIGAN, 48203 TRENTON, MICHIGAN. 48183

758-1800 889-1200 1378-4200
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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 Littauer, 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

Committee was joined 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:

J. Theodore Howell, M.D., COTH Member on AAMC Committee on Federal Health
Programs
John H. Knowles, M.D.
Richard D. Vanderwarker

I. Call to Order:

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

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

ACTION #1 DR. ROHRBAUGH MOVED THAT THE MINUTES OF THE OCTOBER 10 MEETING BE APPROVED AS

PRESENTED. THE MOTION WAS SECONDED BY MR. HIXSON AND 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 had endorsed Hill-

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

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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•

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 modernization 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 Governments should carry out a

careful study to determine criteria for deciding between moderni-

zation and replacement.

III. 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

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 consider 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 report to the COTH Executive Committee and then let any report to the

AAMC Committee originate from COTH as a whole.

IT WAS AGREED THAT THE COTH COMMITTEE ON MODERNIZATION 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.

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

so.

ACTION #3 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.
1

s=1

V. 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

s=1

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-

111 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.

VI. National Advisory Commission on Health Care Facilities:

This item was discussed under Item II, but the Committee took the oppor
tunity

to review the composition of the Commission. Mr. McNulty reported that Dr.

William L. Kissick, of the Public Health Service would serve as Exe
cutive

Director of the Commission. Mr. Hardy said that he understood from Dr. Den
nis,

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.

ACTION #4 IT WAS AGREED THAT MEMBERS OF THE COMMITTEE ON MODERNIZATION AND CO
NSTRUCTION

410 FUNDS FOR TEACHING HOSPITALS ESTABLISH INFORMAL, INDIVIDUAL LIA
ISON 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 ARA 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 Item 6 of the ABA 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-

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

Sik)
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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 look at the "fund freeze" problem of holding

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

to absorb the cost. He also said investigation by that Committee could check

into GCRC appropriations. Mr. McNulty said that Miss Beirne and Dr. Bingham

had established contact with the Acting Director of the GCRC 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.

X. 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
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ACTION #6

the proposed definition was two steps away from final approval within the PRA.

Mr. McNulty noted that the AHA definition will be discussed by the Executive

Committee at its next meeting.

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 POSSIBLY CONFLICT BETWEEN THE AHA AND THE AAMC.

XI. Discussion and Committee Proposals for Future Activities:

Mr. Viguers said that under this item it was necessary to consider and

establish priorities for future action. He said that the assignment regarding

maintaining a contact with the Boisfeuillet Jones Commission was the first

priority. Mr. McNulty -- as well as other members -- agreed, saying that although

definitive action may not be possible immediately it is crucial that a liaison be 411
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

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 Committee draw up several pieces of proposed legislation

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

•
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ACTION #7

•

•

these suggestions, Mr. McNulty agreed to the need for a definitive position

paper with an addition of three or four legislative possibilities since it

would 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.

XII. Other Old Business:

There was no other old business.

XIII. New Business:

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

XIV. 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, continued through a sandwich lunch, and

adjourned at 4:10 p.m.

Committee members present: Drs. Chapman, Dietrick, Howell, Hubbard,

LeMaistre, Martin and Parks and Messrs. Frenzel

and Hixson

Staff: Dr. Berson, Messrs. McNulty and Reidy and

Miss Bffrne

Guests throughout:

Guests, 12 to 3 p.m.:

Dr. Ray Trussell and Mr. Noble Sweringen

representing the Association of Schools of

Public Health; Mr. Ben Miller and Mr. Havolt

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
universities 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 government 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 15-percent
of the total federal funding of such undertakings.

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

These would be 3 to 5-year planning and developmental grants

110 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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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 assumeaCongressional 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, 0E0
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 apolitical
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.

111 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.

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
Meeting

Committee on Federal Health Programs

Three types of grants are contemplated:

I. Basic Grants

To provide stable funding for the educational care 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 15% of the total
federal funding of such undertakings.

III Frolect Grants to Increase Output of Mal.a

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.

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

(end exceont)
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COMMENTS

Item II was originally proposed as a sub-part 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 dictate
a simplistic approach keyed to an assumed Congressional 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,
0E0 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 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, 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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Minutes

Special Meeting

Committee on Federal Health Programs

January 3, 1968 - Washington, D.C. 

special meeting to consider further and to firm up our response to

legislative proposal tentatively placed before us by Administration

:..;resentatives on December 19 was the result of a telephone conference

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

meetin3 began at

%aa Doctors Berson,
Christens&n

12:15 p.m. and ran through 5 p.m. in attendance

Deitriek, Hubbard, Parks; Messrs. Hixson, McNulty,

(ADA), Reid Y and Miss Beirne.

_abba-2d made a graPhie outline of the Administration's tentative

3sal in terms of three specific goals sought and three different

--1-.anisma for their attainment. While discussion did overlap and range

back and forth over the three, it was essentially focused on each of the

three parts separately and condlusions were separately arrived at for each.

THE TENTATIVE PROPOSAL 

-L #

Secure the Institutional Base

(finance core programs for

education of M.D.'s, D.D.S.',

Nurses, etc.*)

Increase Manpower

III. Federal Programs (non-core

research, service, regional

medical, 0E0, Medicare,

Medicaid, etc.)

Mechanism 

Capitation Grants (based

on number of M.D. graduates

or students)

II. Project Grants (100% federal

financing for planning,

construction, and for initial

operations)

III. Institutional Grants

"management fees" (?)
"intellectual overhead" (?)
"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 nealth 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 each medical 

school through a capitation grant - was discussed from many angles. 

the possible desirability of a formula grant making separate provision

for each of the many components of a school's basic undertaking and including

other than medical students rather than a capitation grant was considered.

The fact that such n 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

generally accepted conclusion, however, was that to present a complex formula

as the basis for institutional support is--at least, currently--highly

undusirable. A complex formula would mean complexity in administration. It

would mean, too, that each element would have to be justified separately (and,

p.:!rhaps, for each institution). It might prove an 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 disallow other essential elements (e.g. the train-

in,], of Ph.D.'s). It would be very difficult to sell.

The group concluded that the simplistic approach suggested by the Administration

is accept. L0. There was discussion as to whether the grant could be based on

student enrollment but it was agreed that either the number of students or of

graduates could be satisfactory only with the clear understanding that the

was to support the total environment in which the M.D. is educated and the

naa of a capitation base merely reflects the fact that this is the one element

corzlon to all schools and, hence, can prove most useful--both as regards salabi-

lity and subsequent administrative practicality and ease for both the government

and the institutions involved. It was agreed also that it would be preferable

if the grant included a lump sum to each medical school, plus an amount per

student or per graduate with the lump sum being as large as can be arranged.

arriving at this conclusion, there was considerable discussion relative to

thu 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-

bility of requiring "matching" or "maintenance of effort" or not matching at

all.

With the understanding that firm figures and the rationale therefor are being

co::.piled by the Administration and should be firmed up also by AAMC, it seemed

generally agreed that $25,000 per M.D. was probably within the acceptable range.

It was further agreed that such problems as might arise because of the varying

im2act such grants might: have on different types of schools were manageable

and would 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

impossible.

-2-
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II

The second goal sou_ght is to increase professional manpOwer 
either by increasing student bodies or shortening .the 

educational time-span or a combination of both. 

The mechr:,:.ism 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 ;:our 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.)

1-.ere, 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
would 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
mechanism available and was certainly acceptable.

Further discussion led to the conclusion that this approach was
admirably fitted to the fiscal situation which will confront Congress
and the Administration. Not only can the rate of expenditure be
directly 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 connection, too, there was discussion of the matching
principle. It seemed generally agreed, however, that whereas we would
not 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.

-3-
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III

The third goal  is to help defray the costs to the institution
entailed by its participation (directly or through is 
components) in federally desirable activities not a part of 
its core educational function. This would include federally 
financed research undertakings; service programs involving 

the_poverty program, 1,1edicaid, Nedicare, or new
(. n:7tures in the organization ohd delivery of care; 

re;:'onal medical programs; and all other undertakings of
sufficient national desirability as to involve federal 

financial support. The mechanism proposed is a 
simple override grant to the institution equal to 
approximately 15% of the total federal expenditures 
for such programs at the particular institution. 

.Zollowing considerable discussion of the potentially damaging effects
on a school's basic educational function should it overengage in
these other activities it was decided that Item III, both in concept
and mechanism, reflects exactly one 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
communLty or political pressures which might be brought to bear to
force an institution into such undertakings either because 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 seemed 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.

-4-
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SUMMARY OF CONCLUSIONS

I. The AAMC should support the principle of providing a stable
financial base for the core program of each medical school
through a federal grant of approximately $23,00e for each M.D.
.graduated 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 M.D.s
including research, service, and the training of other than M.D.
students and that the basing of a capitation payment on M.D.
output alone is acceptable because it is effectively applicable
to all schools and promises simplified administration.

II. The principle of encouraging an increased M.D. output to meet a
national need through 100Z federal project grants for planning,
construction, and operations through a four or five year start up
period was considered desirable.

III.The principle of further strengthening the institutional base
throuj,n an annual grant equivalent to 15Z of all federal funds
expended through the institution for purposes other than educational
core activities was approved.
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MINUTES

LIAISON COMMITTEE
OF AMERICAN HOSPITAL ASSOCIATION

AND COUNCIL ON TEACHING HOSPITALS

Meeting of October 3, 1967

Page Vote

Approval of Minutes  1 1

Report by Mr. McNulty  2

Membership of COTH  2

Increased COTH Representation on American Association

of Medical Colleges Executive Council  2

Capital Funds for Teaching Hospitals  2

Committee on Financial Problems of Teaching Hospitals 3
AHA Statement on Nursing Education  3
General Clinical Research Center Program  3
HEWis Guide for Hospitals  4
HAS and Teaching Hospitals  4
Annual Survey of Hospitals by AHA — Accumulation

of Statistical Information by COTH  14

AHA Booth at AAMC-Annual Meeting  4
New Business  4
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M I N U.T E S

LIAISON COMMITTEE .
OF AMERICAN HOSPITAL ASSOCIATION
AND COUNCIL ON TEACHING HOSPITALS

ABA Headquarters Building, Chicago
October 3, 1967

PRESENT ALSO PRESENT

Representing American Hospital Association

David B. Wilson, acting chairman

Howard R. Taylor
Joseph H. McNinch, M.D., acting secretary

Representing Council on Teaching Hospitals 

Lad F. Grapski
Matthew F. McNulty Jr.
Ernest C. Shortliffe, M.D.

ABSENT

Mark Berke, (AEA)
Russell H. Miller, (COTH)

The meeting convened at 12:30 p.m.

APPROVAL OF MINUTES

1 VOTED

Edwin L. Crosby, M.D.
George Graham, M.D.

Fletcher H. Bingham, Ph.D.

To approve the minutes of the February 24, 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

Mt. 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

Mt. 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. Mt. 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 

Mt. 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 AEA 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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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

AEA representatives to the COTH subcommittee would provide a mechanism to

facilitate the devel7 men4kof—q9aiistent positions, and mentioned Horace

JA. Cardwell and JOhn W. Kauffman, both members of the Council onGovern-

it Aflrpresentatives. 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-

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

consistency in the positions of ABA and COTH, and the importance of

collaboration by the two organizations in developing them.
P

AHA Statement on Nursing Education

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 ts 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 ABA 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, and no legislative lobbying

action is planned.
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ARA COTH/4

HEW's Guide for Hospitals 

M±. 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.

>,\g 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 AEA --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 ABA in. the annual survey

of hospitals and other surveys were not now and would not be adequate

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

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 ABA staff meMber who would be involved in

this collaboration process.

ABA Booth at AAPC-Annual Meeting

Mr. McNulty requested information as to whether the booth planned for t
he

1967 AAMC annual meeting would be described as an HAS booth or an ABA

booth. Doctor Crosby said it would be an ABA 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, rathe
r than

once a year as at present. He also suggested that the meetings might be

•



D
o
c
u
m
e
n
t
 f
r
o
m
 t
he
 c
ol

le
ct

io
ns

 o
f 
th
e 
A
A
M
C
 N
o
t
 t
o 
be
 r
ep
ro
du
ce
d 
wi

th
ou

t 
pe
rm
is
si
on
 

•

•

•

AHA COTH/5

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:
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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 Hospita
l

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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ANcndix- B

PROPOSED DEFINITION OF A TEACHIN
G HOSPITAL) A

Approved by Council on Government 
Relations

October 1-3, 1967

Definition 

A teaching hospital is one that a
llocates part of its resources 

to Conduct,‘

in its own name or in formal associ
ation with a college or unive

rsity, for- .

mal educational programs or courses
 of instruction in the health 

disciplines

that lead to the granting of -r-AnEn
7.1.015k-A certificates, diplomas,

 or degrees,

or that are required for profess
ional certification or licensure.

•Interpretation 

1. The allocation of resources in 
facilities, personnel,'and funds m

ust,

be adequate to demonstrate the d
ischarge of corporate responsibi

lity

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

2. Educational programs or courses 
or instruction are "formal" when based

upon published or recorded cur
ricula covering specified perod

s of

study and have faculty qualifi
cation and student admission req

uirements -

established or agreed to by the 
hospital. They are not work-and-learn •

or on-the-job training arrange
ments that primarily augment 

the hospital's

capability to provide services
. Further, the hospital controls

, or

agrees to, the appointment of 
faculty and selection of stud

ents except

during the term of agreements 
that give a college or medical

 school

exclusive authority therefor.

3. Certificates, degrees, or dipl
omas must be recognized and ac

cepted by

national educational agencies,
 professional qualifying bodies,

 or state

approving Authorities. This implies that the courses 
or educational .

programs themsclVes meet stand
ards generally recognized in th

e health

field.

RCL

9/22/67
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I. 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

Charge: (1) 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 government may
be most effectively carried out.

Date of Report: December 15, 1965



2

D
o
c
u
m
e
n
t
 f
r
o
m
 t
he
 c
ol

le
ct

io
ns

 o
f 
th
e 
A
A
M
C
 N
o
t
 t
o 
be
 r
ep
ro
du
ce
d 
wi

th
ou

t 
pe
rm
is
si
on
 

•

•

3. Report on Regional Medical P.L2groms to the President and 
the Congress 

Date:

Rested

Chaus:

Heart Disease, Cancer & Stroke Amendments of 1965

Congress

Law said: On or before June 30, 1967, the Surgeon
General, after consuICation with the Council, shall
submit to the Secretary for transmission to 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 other sources of the activi-
ties undertaken pursuant to this title,
(2) an appraisal of ate activities assisted under,
.this title in the ligat of their effectiveness in
carrying out the purposes of this title, and
(3) recommendations wi.th respect to extension or
modification of this title in the light thereof.

Report: Fall, 1967

4. National Advisory Commission on Health Manpower 

Date: Summer, 1966

p.equested by: President

Charge:. Develop appropriate recommendations for action by
government or by private institutions, organizations,
or individuals for improving the availability and
utilization of health manpower.

Interpretation of Chara9

The problem uses more than one of numbers. Althpugh
adequate numbers are. 2.mportant, they are only one
of the requirements for providing acceptable health
care to all segments of our population. The ade-
quacy of health servfc,es depends as much upon the
organization of heaItla personnel and their combina-
tion with other resodrces as it does upon their. •
numbers alone.

Date of Report: November 1967
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5. Report on Medical Care Prices 

Date: August 1966

Requested by: President to Department of Health,EducaLiOn,and
Welfare

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

Date of Report: February 1967

6, Health Care Facilities Program Analysis 

Date: March 1967

Requested by: Surgeon General

Charge: 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.

Date of Report: Final shortly; latest draft now available.

7. National Conference on Medical Care Costs 

Date: June 1967

Requested by: Secretay Gardner

Charge: To discuss ways of reducing medical costs.

Date of Report; No proceedings yet.
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8. Secretary's Advisory Committee on Hospital Effectiveness 

Date: June 1967

Requested by: Secretary Gardner

Charge: 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 which 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 rethbursement formula.

Date of Report: Early 1968. Papers have been prepared for the
Committee.

9. A National Conference on Group Practice 

Date: October 1967

.Requfsted by: Secretary Gardner

Charge: 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.

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. National Academy of Engineering Conference on "Costs of 
Health Care Facilities"

Date: December 5, 6, 1967

Requested by: Secretary Gardner

Charge: 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
the 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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NATI( /NA1 : DEM 1 OF ENGINEERING 2101 CONSTITIITIoN 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 not 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-5.-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.
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Office or the White House Press Secretary
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• THE WH ITE HOUSE

STATEMENT',.,.. BY THE PRESIDENT ON
NATIONAL ADVISORY COMMISSION ON

HEAIjTH. gAczp:rxzp:

Our hospitals have been., and they, remain, the core of the Nation's health

care system. Thauks to the public "private 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:

Oita

More than 3,500 communities have built hospitals, nursing homes,,

public health centers and rehabilitation facilities with Federal help;

Nearly 400, 000 beds have been provided in hospitals and nursing
homes;

• 1,283 health centers and 421 rehabilitation facilities have been established.

•

•

It is time to build upon that progress. But in building, we must 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 expanding 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.

We 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 appointing a National Advisory Commission on

Health Facilities to undertake a thorough study and to make recorinniendations.

The Commission will be under the chairmanship of Mr. Boisfeuillet Jones

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
ane as the former Special Assistant for Health and Medical Affairs in the
Department of Health, Education, and Welfare.

Thu 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:.

4. 0

The economics of hospital construction and remodeling.

Present health facilities planning.

Current methods of financing the construction of health facilities

to determine effectiveness and adequacy for meeting current and
future requirements.

(OVER)
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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 centers.

Serving under the Chairmanship of Mr. Jones will be:

Dr. Samuel L. Andelman„ Commissioner of Health Chicago Board of

Health.

Dr. James Z. Appel, Lancaster, ennsylvania,. 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 Hospital 'Association.

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 Oklahoma, Oklahoma City.

Honorable Conrad M. Fowler, Probate Judge and Chairman,. Shelby County

Board of Revenue, Columbiana, Alabama.

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

Very Reverend Monsignor Harrold A. Murray, Director, Bureau of Health

and Hospitals, United States Catholic Conference, Washington, D. C.

Howard N. Nemerovski, Attorney,- San Francisco, California.

Dr. David E. Rosengard, 'Medical Director, The Rosengard Clinic,

South Boston, Massachusetts.

David Sullivan, General President, Building Service Employees International

Union, New York- City.

• 
Mrs. Fay 0. Wilson, Professor and Chairman, Nursing Department,

Los Angeles City college, Logi, AbgelespiCalifornia.

•
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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, (4) 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 plan.

•
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25--NIERN1i. REVENUEA i

I Chapter i—inlernal Revenue Service,

'• • ' •• Department of the Treasury

SUCICHAPTER A—INCOME TAX •

• , : ;'AD. (WON •

.!•••• PART 1—INCOME TAX; TAXABLE

•• YEARS ilEGiNNIING AFTER DE-

CEMBER 3, 1953

•; • Treatment of Income prom Unre-

Idled Trade or fiusiness

On in 14, 1967, a notice of proposed

ride rin,•; with respect to tile amend-

. • inent or the Income Tax Regulations (20

' CFR Part. 1) tinder sections 513 and 512

. of the internal Revenue Code of 193(t,•,

•

relating to Die treatment of income from

; ••• ••,.. unrelated trade or business, was pun- '

t". lishcd In the .ill:Di-111AL REcisTrn (32 F.R.

: 5993), After consideration of all the.
presented by Interested

persons regarding the rules proposed. the

. following amendments to the regulations,
' are hereby adopted:

, ••••••• PARACBAPII 1. Section 1.513-1' is re-

F. designated' n.s 1.513-2 and. as so le-
, deSignated, is amended by revising the

' • title of the section and by ad(in- is new
paragraph Cu) thereto, Such revised and• 
added provisions read as follows:

. •,1 ij 1,513-2 Definition of onrelateil Irwin .
or Iiii•iore•rt npolirolde It) Ilixnhlo
)'rIcr l,cgiiiiiiiig before December 13,'

Phrw;e "Unrelated trade or busine.-..s" hey,ratal plini•ms.cy does not ins(' inent

means. In the cArc of an orgadir.siton as trade 014 bu:4ne..s merely beeause the

snbject to the tax imposed by scci pharmac.:,• ialso furh1:1,er, :•upt,“•:, to the

511, nny trade or business the con act hospital aitai patients of the 110:,pital is

of which 15 not substant Indy related ace.orciance, with its exempt 1)111'00...vs or

(aside from the nccd of :,uch organiza- In compliance With the terms of section

Lien for Income or funds or the uso 513(a) act.vioes of solic-

it, makes of the profits deinved) to the Iting, sclling, and publishing commercial ,

exercise or Performance by such organi- advertising ,do not lose identity as trade

ration of its charitable,/ educational or or business even though the advertising

is published in an exempt orynnisation

periodical whic.h contains editorial inat-

- ter related to the exempt pUrposes of the

organization. •

(c) Regularly carried an—(1) General

principles. In cid crin I a in g whether
trade or business from which a particular
amount of gross income .cierlves is.

"regularly carried on," within the mean-
ing of section 512, regard most be had to .

the frequency and continuity with which

the activities productive of the income .

are conducted and the manner in which' •

other purpose or function constituting

the basis for Its exemption tinder sec-'

Lion 501 (or, In the Case of an organiza-

tion described in section 511(a) (2) 03),

to the exercise or performance of any

purpose or function described In section

501(c) (3 ) ) . (For certain exccpi Ions from

this definition, and is special rule for

certain publishing bissincsse,c, see par-

agraphs (c) and (f) of this section. For

a special definition of "unrelated trade or

business" applicable to certain trusts, see
section 513(h) .) Therefore, unless one of

the specific exceptions of section 512 or -, they are pursued. This requirement

' 515 13 applicable, r.:roSS Income of an ex- muM, be •appiled in light or the purpose
empt organization sultJect, to the tax of the unrelated business Income lax.

Imposed by section 511 is Includible In . i- toPlace exempt organization business
the computation of unrelated business activities upon the same tax basis as thc
taxable income if (I) It is income from nonexempt, business endeavors with.
trade or business. (2) such trade 01'1)11Si-

of itr; exempt, functions.

(b) Trade or business, The primary mercial activities of nonexempt orgn- '

obiectIve of adoption of the unrelated nization5. ....

business Income tax writ; to eliminate a , (2) Application 0/ principles in certain .'
source of unfair competition by placing eases—(1) Normal time span at activities., .
the unrelated business activities of ccr- •'Where laconic producing activil k's. a 1't! 0t.
lain exempt organizations upon the same a kind normally conducted by nonexempt,
tax basis as the nonexempt business en- 

...
commercial organbmtions on a year-

deavors with which they compete, In gen- round basis, the conduct of such netivi-
eral, any activity of a section 511 organt- tics by an exempt organisation over a
sation which 13 carried on for the period of only a few week:: does not,
production of income and which other-' constitute the regular earryillf; on of
wise possesses the characteristics re- / ,,.t,l'aue 01' blISillU.;j. For . exsinple, the
filliled to constitute "trade or business" operation or a sandwich si and by a

within the meaning of section 162—and . hospital auxilliary for only 2 weeks at n
which, In addition, is not substantially state fah' would not be the re,mirir

which they compete. limier, for cx-
nest; is regularly carried on by the organ- ample, sped fir. business activities of an :
isation, and (3) the conduct, of such trade exempt organization will ordinarily be .
or business is not substantially related deemed to be "regularly carried an" If
(other than through the production of they manifest a frequency and con ti-
funds) to the organization's performance nutty, and arc pursued in a manner,

' Uenerally similar to comparable coin-

related to the performance of exempt
functions—presents sulTielent likelihood
of unfair competition to be within the
policy of Lilo tax. Accordingly, for the
purposes of section 513 the term "trade

5•••••• or business" has the same mennina It• ,.,
,

• • . 4 .
i .'.;•k .

(d) E,'i,;:c date. F_Ixcept as provided
-', ...•••; ', in paragra;,.., (g) of 1 1.513-1, this sec-

,'. ' • : Lion fs appneshic with respect to taxable

I ' • • ,;. years bc,ilniiing before December 13,

1067.
l• , •• 

,

,. • '; / PAR. 2. There 13 inserted Iminediately '

/ 1 ' following 1 1.513 the following new

"; •;• i ,. . section:

• '., • , , fi 1.513-1 Definition of unrelated trade'
or

• , 
4 .. (R) In genf:t al. As used hi section 512

• •j. the term "unrelated bust near, taxable in-, • .
t •• . • ;come dmeans the gross income erived by
1.. 

' •• . ••• an organization from any unrelated trade
; - ' ••:Pl.i• .' , or business regularly carried on by it, '
!••t .,'• •.. le3S the deductions and subject to- the

' exceptions, additions and limitations .
provided In section 012, Seaton 613 _

•• • apecIflen with certain excoptiona. that tho

has in section 162, and itenerally includes
any, activity carried on for the produc-
tion of Income from the sale of goods or
performance of services. ThIlS, the term
"trade or business" In section 513 Is not
limiteeto integrated aggregates of as-
sets, activities and good will which com-
prise businesses for the purposes of cer-
tain alicr provI5ions of the Internal ReV-
C11110 Code. Activities of producing or
distributing goods or performing services
from which R particular amount of gross
income is derived do not lose Identity
as trade or business merely because they
are carried' on within is larger aggregate

conduct of trade or business, How-

ever, the conduct of ycnr-round busi-
ness activities for one day each week
would constitute. (he remilar rryln,: on
of trade or business. Thus, the opera-
tion of n commercial parking lot on 15111,-
111.day of each week would be the Teindor
Conduct, of trade or business. Where in-
come producing activities nre of a Icind
normally Uncicanken by nonexempt
commercial. organisations only on is sea-.
sonnl basis, the conduct of such netivities
by an exempt organization during a
significant portion of the season ordi-
narily constitutes the rentlar conduct of
trade or business. For example, the
operation of a 'track for horse racing for
several weeks of a. year would be con-
sidered the regular conduct of trade or
business because it is usual to carry on'
such trade or business only during a ,

of similar activities or within a larger particular season.
complex of other endeavors which may, • OD intermittent activities; in weneral,
or may not, be related to the exempt pur- determining whether or not Intermit-

poses of the' or - 11.  on, ...Thus, for ex- tently conducted activities are re i;ularly

ample, the oak) of piirii71a-C-OTai-/ carried on, tho manner of conduct of the

cVouppuico -Lhoqakirril'-ptiOTIO by a- aothritleu issue, lao compisroci wills Llso

. 1, , •
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trIllen eontmercial rictitdtles

,.,,.,, ,,„;,•, .,;:y pursued by non-exempl,

,,,•, ,,;.,,•;,; ;ohs. 1 n id•noral, exempt or-

,:,.,;,,,,•,i;.or. ;A:;•ine:-.;, aetIvitie:t which are
(11.SeOilttinwil;tly or pc-

r,odic,d,;., w:ll not be considered regularly

c,triteo on if they .are conducted tvithont

,.:'.e eontne..LIve and promotional ef-

;01',-:, cal or commercial endeavors.'

:"...'or ex...duple, the publication of ad-

verth,h-..; In nror.rams for sports events

or innsie or drama performances will

not ortiinailly be deemed to Lie the

re.miar carr:,•ing on of business. Sinn- ,

lariy, where an organization sells cer-

tain 1.;,•pe3 of goods or services to a '

•,tartlentw; class or persons in our:mane.°

of Its rxempot functions -primarily

for the convenience" of such persons

wit lull th,, meaning of sec:1.km 11:i (a) (2)

(as, for example, the sole of books by a

college bool.:slore to students or the sale

of pharmaceutical supplies by it hospital

phi\ Finney to patients of the hospital),

casual sales in the course of suet; ac-

tivity Nvhich do ,not qualify as related

: 11 to the exempt function involved or as

i described in section 513(a) (2) w1,1 nn,,:,

1)0 treated as regular. On the other hand,

, where the nonquallfying sales are not. A
merely casual, but arc systematically

.,.n . • ..., . and consistently promoted and carried

on by the organization, they meet tho

. , . section 312 requirement of regularity.• ,
, (hi) in;cr7nitlent cictinities; special

rule in ccrtnin cases 01 infrequent con-

duct. Certain Intermittent Income pro-

ducin,', activities occur so infrequently

that neither their recurrence nor the

numner of their conduct will cause thein

to be re,:ar(led as trade or business reg-

UlnrlY carried on. For example, income
.produ,-...ing or fund raising activities last-

, ' ing only R short period of time will not
ordinarily be treated as regularly carried

, on if they recur only occasionally or
. ' s'ioradicaliy. I'urthermore, such rictIvi-

• I ' •. . , ,'
1 ' .-: • Lies will not be regarded a3 regularly

' • • ' t carried on merely because they are con-

,' • ducted on an annually recurrent basis.'
•• 1 • • • ' Accordily:ly, income derived from the

• .. • • cunoue., (,f an annual dance or similar

' '• ' . ' , fund r,ii:,.ing event for charity would not

• . • be income from trade or business regu-
; lar;;; carried on.

, ,' I • - (d) Sid);;;•antially ranted—( 1) In pen-
G.'cu.s Income derives from "Am-

. related teRde or business... Within tho
1.1e..n..'.,-, of section 513(a), if the con-
duet o; ,,i.e trade or business which pro-

., cl.uc.,. tn.' income is not substantially

. !It \ , . rel.-, „ 'odor than throughpthe roduc-

.1 • , . tion c.,' fund:0 to the purposes for which
• I • ' exerii,,tion Is granted. The presence of

this i•cylivement. necessitates an 

1 

ex-

, am n inallo of the relationship betweenI. ..•:
the ou.,me.•••:; activities which generate

• 
. . ' the narticl;lar income in question—the

. activities, that Is, of producing or (listen)-

* . " v. di;;: the goods or performing the serv-

,• ' ices involved—and the accomplishment

or the organization's exempt, purposes.

(2) TUne of rein ((ouch required,

Trade or business is "related" to exempt

2t,I'Po3es, in the, relevant, sense, only

',,,'here the conduct of the Inisinesti
hrt.,1 causal relationship to tho

achievement of exempt pin-pones (other

than through tho prcKluction of incomo);

and it Is "stilist an tinny ;via: ed." fo.• pur-

poses of section ril3, 011Y ,; t;tct causal
relationship in R substantial one. Thus,

for the conduct of trade or business from

which a particulai• amount of 1:i•oss in-
come is derived to be :6;ltstantialiy re- '

lated to purposes for which ,:x.:mpiion

Is omitted, the production or dist:ution

of the goods or the p'crforinance of the

services from which the gross income is

derived must, contribute importantly to

the accomplitincrit of those pm•poscs.

Where tile production or distribution of

the COOdri or the performance of the ;•tit.i*V-

1CeS CtOCS lint contribute importantly to

the accomplishment of the exempt pur-

poses of an organization, the income'

from the sale of the F,00(I;; or the per-

formance of the services does not derivo

from the conduct of related trade or

business. Whether activities productive

lit gross income contribute importantly

to the accomplishment of any purpose

for winch an ot•;::anizat ion is granted ex- •

emption depends in each case upon Lilo

facts and circumstances involved.

(3) Sf.:e and extent of Gait/Wes. In
cleterminin,T; whether activities contrib-

ute importantly to the accomplishinent

of an exempt purpose, the size and extent .

of the activities involved must be coil-

sidcred in relation to the nature, and

extent of the exempt function which they

purport, to serve. Thus, WilCre, Income is

realized by all exempt organization from
activities which are In part. related to

the performance of Its exempt functions,

but which are conducted on a largec

scale than Is reasonably necessary for'

performance of such functions, the gross

Income attributable to that portion of

the activities in excess of the needs of

exempt functions constitutes gross in-

come from the conduct of unrelated trade

OF business, Such Income is not derived

from the production or distribution of

goods or the performance of services

which contribute importantly to the ac-
00111))11S11111ent of any exempt purpose of

the organization.

(4) Application prineiples—(1) In-

come front performance of exempt tune-

tious. Gross income derived from charges

for the performance of exempt functions

does not constitute f:f11.V3 Income from

the conduct of unrelated trade or busi-
ness. The following examples illustrato
the application of this principle:

Exarantc (I). M, nn Orr,nnizntlOn de;
scribed In cectiOn 501(c) (3), opernteo n
school (or training children In the perform-
ing.arts, nuch as act/rig, singIng, and (Anne-
Ink'. It presents performancen by 114 WI-

(lento and deriver; gro.-.0 income from admin.
SiOn clInrGen for the performances. Thu
511Idents' partlefprillon III performnneen be-
fore nudiencen tip run encential part, ot their
tralnIng. Since the Ii1C01110 ren117.ed from
•the performencen derlven from actIvItten
which contribute Importnntly to the accom-
pnahment or Men exempt purposes, It does
not connututo g-ror.n loco= from Unrelated

, trade or businesn. (For npeel(Ie exclusion
, npplicable Imi certnIn canes of contributed
cerviceo, teesection 513(a) (1) nod paracrnph
(e),(1) of thin neetIon.)

• Erninolc (2). Ti In it trnde unlon (planned
for exemption tinder neellun not (e) (5). To
Improve the trade nItIlin of lin members, N
e0000tcU3 rotrorther training mimes and (nip-
plIeo linndbookn And LeChniunl innnunic,

receives pr,s,•ntr;',tr from iii meinhera tor p .1.

nrrvIcrn ninterisis, However, Lb, cr,

opinent Rod 1111pro%Tincill, of '

airrnbrrn In on0 or the porponen for ;

exemption lit grAnted N; and the nelly0.1'

(i(vcribcd. Imporiantir in th

— Therefore. the Income dent.

jr9111 fle,LiVILIC/3 (10CA 001 C011qtli'i

tocuroo from unrcInted tnitio

bu;;1.rie.;;c. (3). 0 In nil indnatry 1,(adc ;

roctatinn quail fled for exclivdtImi undcr

t1011 501(C) (5). It prenento a trade 0,,,{

Whiell ineinhers of 1141 iintwitry job; in ;
exhibltion of Industry products. 0 derio.i•

Income from charger; made to rahlidlors I••/;
cahuldt t.pnee nail ridnin.sion fees chnlr..
patrons or viewers of the t.liow.
Is not, is bales facility for I:161%1;11mi ex110,.
tors; Its porpot,e Ir. the promotion ninth ntlfrol
hitunit or Interest lit, ninl demand for, p.
Incilinlry's products In gem‘riii, nild It 1, 1'
comincted In n manlier ressonnbly calculatr.

to nellIcvc that, ourpor.e. The stimulation ei
demnnti for the intito,try'r, products In 1.,111.1.1

erni Is one of the purponeo for whirl; eNCir.p.c

Uol, IS 1:rikilicti 0. Consequently, the am,.

Itles productive or On itrom Income from O.!
uhow—that In, the promotion, organhtatio•
rind con(inet of the exhIbitIon--contrib,ii,)
Import:1111,1y to the achievement, of nit exem.,.

purpone, and the Income does not connlittitt
t.r.rot,n Incorno front unrelated trado 01

bur,Inecti.

• (II) Disposition of product o/ exemp: 11
functions. Ordinarily, gross incoir,, i,

from the sale of products which .from

result the performance of exonlai •

functions does not constitute gro:•,:i is.

collie from the conduct, of tinrelsio,

trade or business if the product Is sell I
hi substantially the SaIlle r,taL0 It. is In an
completion of the eXcinpl, funcliom

Thus, in Unt case of nil Orrn1117,ation (le•

• serl'oeci in section 501(c) (3) and engsr:cii

In a program of rehabilitation of liando

capped persons, incon1e from Sale 01
articles made by such persons as a pad

of their rehabilitation training would n(0,

lie gross income from conr.luct of un•

related trade or business. The Income In

Such CaNC would be from f,ale of prod'

ucts, the production of which contributed
Importantly to tile accomplishment oi

purposes for winch ei:einption is grantee,
the organization—namely, rehabililatina

• of the handicapped. On the other 11,1nd,

if us prochict resulting from an exenuo..•

function is utilized or exploited In further
business endeavor beyond that. reason-

ably 11;11/1•Oinintr; 01' neC0:;;;110' for (iispo•
titian in the state It Is In upon compic•
tion of exempt functions, the gross

conic derived there (.1•0111 w 0111cl In' from

COntltlet of unrelated trade or tins tile::
, Thus, in the case of an experimental
• daily herd maintained for scientlile pur-
poses by is ITS0.11T11 orr:Aill;tot1011 du''
scribed In .r.ection 501(c) (3), Income from

sale of milk and cream prochieetl in the
ordinary course of operation of the proj-
ect would not Ix 1,,ross Income from con-

, duct of unrelated trade or Inisine:.s, Oil
the other hand, If the orrmnizat.ion were
to utilize the milk and cream In the
further manufacture or food Items such
ns Ice cream, pastries, cl.c., the gross In.
come from the. (;ale of such pi•oducis
Nvoult,1 be from the conduct of unroimed
trade or bib:Ines:I unless the inamifoe.

Wring activities theni.colvos contribute
• importantly to tho accomolu;ilment of an

exempt purpose of the organization;
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e (); aA::1•1.; or
on!et, orfnciitly

▪ cc... fay 111 il.• .....;11:1\i(g Or CNrIlirA, tulic-

I :1:.;.;:ty flif-fo 1.1' ortSploycii lii it Cuirlittel'-

rn cascn, (me mere
;J.,- of the annet or facility lit

•xcm• pi, ;12 fie: 'or; ch.frn not, by f,

::c income ff'om the cominerciai
„;cArs income frOin reiji Led

111P,'.,.: 17.1infile.,n. Lest, instead, in
rcc rfc fiv,tien productive Of the

MCOIYic ir, omo..; coritribut C Impor-
infiLly ai .1.•eoirfi••iiinent, of exempt

foi Ulla, a,
c:sonli)1 ki,1;:cr section 501(C) (3)

OAS lllentir spc-•

crluipped for 5how-
In":o edilt aitooni hnn in connection
t,vithho prwivaill of public ccitom lion In
the arta and stientcn. The theater in it
di'inCipfil Loc t iscuM rind In 111
COnitilti011 ii °her:11,10'n durini'i the hour:;
the Ottincilin I.; ripen to the pol)iic'. If the
Orrotni/..1 Lion were to operate. the theater
an no ordir.nr:,' motion picture theater
fir; coiccialninerit (luring the et'e-
nin.; Itolan wircic the museum wits closed,
• ineomo, from onchi operation would
jirt- • 1,1eonte. from Conduct of tmre-

lated trarie or
(lv) E.',:p(oita,..ien of ca.:romp?. functions.

In Certaiit caz,en, activities carried on by
In, the Performance of

t'Nefhpi, flint :loon may generate good will
0:' other lot an;",ble,i whielt are capable
of be.,g,7 CV,)lolit CI in ctininerclal enclenv-
0;'.',. \\There an urgarfli',Ition C iOr tO stiell

; • an intangli.le ii coi;-frnereial activities,
' . the nierC fact that. the rentiltrint intome

clopellti5 lit ;1.111 c;pon an exempt function
of the ore.nnifiation d00.1 not thalee It

• 17.;•0:.C> Income ;rpm relr.ted trade Or busk
comm er

activitie3 theaii,elYcn Contribute un-
to the necomplinlintent, of fill

111C01110 svilicit they'.
llC0111C from the con-

' •t of Imre:fated trade Or 'Winkles:). The
appiftatior, of thin subdivision 13 limo-
tr.tci to tile f011Owin,-; examplen:

U, 10 exempt scientific or-
▪ e,-.;iy:; an excellent reputation In

• .• ",eid of ocIc0 research. It exploit()
reputation 1h-tit:Ally by ciidocrrO-
▪ cC item., or inix.ratory equip-

n;,ent to inarmf.i....nrcra. The enuor.sing of
lat>0.'al.ory er;',Iipment, Coen not contribute
Importantiy to 00 ncnomplinliment of luny •
por,1-5,e for ctxr.,optIon In granted U.
Aceordlo,;;;/, too inrome derived from the sole
of enclorsct,cnt.-; mi irood inConte from un-
relatre. tr.-We or 'tocsn.

(:). V, an exempt unive.rr,Ity, has
:0;;;;:ar :acuity and tr regulorly enrolled

.—oent *uociy. the school year, V

.,,orlsors tIe appcorance of prof cssioi;n1
▪ cor.p.lt-„ea nod rt.rinpliony orchentraa

▪ pre.ent el;-,tinn and musical perform-
for tl,e and faculty mrmbers.

"!.1.;;-,i..err, of the nencro. public ore also rid-
ra.ttc,... V aei;.'ertirrn thrse performoncrn and

adynoce ticket, nnirn nt vnriono
l)laccn, inch univernily Inellillen run
Oil cafeteria and the univernill booi...storo,

,1,-Fiven for income from the, conduct of
tlle p,,rforonar.c.cn. liowever, while Om meson-
1.4Llor, tho performance*, mon.° use of on

gelieroled by Wu exempt, edticn-
'116nai flutctionn—the prenenen of the niticient

ond rryluily—thn presenintion of elicit
• 11,,,tnn nnd mufti° oventa cora/11)111.e,, lisu.

porlanti; to the overall oducAtIonnl And

•

cultural function of the university. Tlie;•r-
fore, Ilin income whir', V receive,' /loe , not
con:011,On n roil income from COndlict of
unrelated trcuic or inisule,r.

E.rompiri (3). 1,V In on exempt blininera
iefigue nipcn large membership tinier an
rarnnuntent with on oilvertisin -: nnency,
regularly molia brochuren, pomphicla rind
other commercini nelverliNing moterioin to
Its member°, for which service W cilorgen tico
ogcney on ogrced omount, per, cncloaure.
The dintribution of the ndverlialng mAterlain
doen not, contribute importantly to the nc-
eomptishment, of any puriume for which \V
In grAracci exemption. Accordin,;ly, the pny-
nwols made to W by the nrenCy
Coil: titute croon Income front unrelated trrolo
or lorirrein
Exn pir; (4). N. no cxsolpt organization

f or lice advancement of public interent lii
cionsical mtnitc, o\kmz; n radio station rind
operntea it In n monner which r.ontrilititco
importantly to the occomplishmcnt, of the
ptlfilo3rici for which tile organbi.ation In
granted exemption. However, In the court.°
of the operation of Vire station the organIZA-
L1011 derive:I gros:.; income Croon the regular
conic of odvertising time and services to com-
mercial advcrtIners in the manlier of ail ordi-
nary commercial station. Neither tho 5aio
of nuch tirrie nor the performance of ouch
scrvicea contributen importantly t tOo no-
compiinhment of any purpoac for which the
organ iza Lion In r,ranted exemption. Notw I lb -
siancling the fact that the production of .
the advertising inCOine depend:1 tip011 L110
no IStenCLI of the lIntening ntollence remiltiog
from performance of exempt function°, nuch
Income la gross Incomo from unreIntecl trade
or busine53..
Example (5). Y, on exempt univernity,

provIden facilitica, lontruction and :acuity
supervision for in coo-Irmo newspaper oper-
nted by Ito ntiolentz. In addition to news

, Item° and editorial commentary, the news-
pnper publisher; paid neiverti.-,Ing. The solle-

• Itation, sale. rind publication of the ralver-
1.15I10 are conducted by student°, untie; the
oupervision mind instruction of the univcr-
nIty. Although the nervicea rendered to net-
vertinero arc of rt commercial character, tho
advertising Ini5Inenn contribute° Importantly
to, the univernIty'n educational pro7ann
through the training of the ntiolents in-
volved. Hence, Iloilo of the inConte derived
front pubilcatiod Of tho newspaper consti-
tu(er; grora income from urireirt(,ed tracle or
buaineza. The name rcault° would follow even
thOugh the newspaper le published iii n nepn-
rately Incorporated Gt.:atoll G01(c)(3) orga-
nization, qualified under the univerrtty mien
for recornition of audent activities, and even
though such organization utilizer. Ito OWil
fr/cIIitien11)1(1 In Independent of faculty nuper-
vinion, but carrlea out itsi educational pur-
ponen by memos of student Instruction of
other ntlidentri In Lice editorial nod niivertIn-
log activities and 6tudeut participation In
thone nctIvities.
Eintopit (6). Z la nu a.snocIntIon exempt

under section 601(e) (a), formed to advance
the Inicre:/ftz of ri parlIctorir proles/1mo and
drawing its; membership from the member°
of that profer.51on. Z publishes a monthly
journal containing articlen and other ail-
torliti material which contribute importnotly
to the accomplinhment of plirponen for WhIell
exemption in granted the organization. In-
come from the rale of niihnerlialona to mem-
brrn and othcrn In accordance with the Or-
ErInization'e exempt purpolieri, therefore, (loon
not ccinati Lute groan incoino from Unrelated
trade or bunitumn, In conneci.lon with thn
)mublicoLion of the journol, 1 Moo (Icrivrn
incomn Irma thn regtilor nolo of npoce mut
nervieen for picilornt 001111111nrr advertiolhq,
including neivorLioing of nueli product° no
neat drink/3, nutomoblien, nrUcien of apparel.
Qua home appanncoo.. NolLhor 'tho publlon-

',Hi, of /moll advert Inemeilln nor the ;wt..
:01'iniuwo 0: nrrvice.: for hti,11 commercial
adyrrzlrer., contrllnitrn importsoitly u,
accomplinlimcnt ,,ny plirp,,,e -for wilicc,
excinotion in rrantrrl. Thorcfmr, notwith-
stonding the fact, that, IncI production or
Income from odycetisIng 01111;trri

developed onri initinklined in pPr-
lormonce of exempt functions, filich incorno
In grosn Income from unrelated trade or
busl ticso.
Era mph,. (7). 'lice foetn are an iiti.eribril

the prcredinr exreid. IliAt the rut-
vertioln,: Joutmni promot6, folly prod-
ucts whist, orc lime 1:eilern1

fin-atm:001ml Int.crr:-.1, of its menthe-sr.,. Follow-
ing n proctlee common among 1.1x;.ble mon-
wzine.7, whic.h publish dills'OiiI.hiO U requIren
ito nelvertising to comply with certain gso-
cral stnndordn of torte, foirnrsn, ond
4:limey; but within thoac linutn the form,
content, ontl monner of presentation of the
advertising ine:;sacyr, ire governed by tho
ba.slc ohjectIve of the adver1.1::,erri to promotes
the, sale of the ocIverlireci prOdlieL3.
the nelvertISeMent.; Contain Certrilii infOrntri-
Lion, the Informational function of the nil-
verthing la incidental to the controllin,-, aim

• Or stimulating' dcitirtnd for tile ativerlized
products and differs in no eszentinl renpect
from the inforinntIonal function of nny com-
sncrclol neivrrilsIng. Like toxobic publinlicrn
of ncivertinin,;, 15 ncceptn advertising only
from those who ore Vil01111; icc prty Ito pre-
scribed rotes. Although continuing education
of its inembr.re 1;1 matters pertnining to their
profession Is one of the purp00e:1 for which
II is granted exemption the publication of
advertising dcsigncd ond selected in the
manner of orclinnry commercial nelvertistn,-.

not ixn eciucotionoi activity of the ;clod
contemplated by the exemption ntatute: it
dlifeni fundament:Ili./ from ouch on activity
both in Ito governlob: objective nnd In Val
111CtO0d. ACCORIIOGly, pubilontion of rid-
ye:1,15111r, Coca not contribute Importantly to
the nccomplishinctit of Ito exempt purpunca:

• nod the 111COIlle which IL derive from od.
vcrtining consti In ten rronn income from mire-

trade or blisIncsn.

(C) /:.TCC2tiOrl.l. Section 513(0 specif-,
lenity states that the term "unrelated
trade or business" does not include—
. (1) Any trade or business In whirh
substantially ail the wont Iii carryin:-: on
siucll trade or business 13 performed for
the organization without compensation;
or

(2) Any tracie or busiress carried on
by an organl'intion dow.ribed Inc section
501(c) (3) or by it ;:overninental
or university described in section 311
(a) (2) (13), primarliy for the conven-
ience of Its members, students, patient:J,
officers, or employees; or

(3) Any trade or business which con-
sists of seliini.7 increhariciise, substnr, liaiiy
nil of which has been rec.elved by the or-
ganization ns gifts or contributions,

An example of the operation of the. first
of Inc exceptions mentioned above •,v0111.1
be on exempt orphanage opern tine a re-
tail store and scliitv, if) the general pub-
lic, where substanHaity ail the Work' Icr
carrying on such ble.iness is performed
for L110 orgrini'zittion by von:weer; \vit,11-.
out con-ipennation. An example of the
necond exception Wouid be a Intindry op-
erated by a coller:c for tho ptirpose of
laundering dormitory linens anti tile
clothing of students, The third exceotion
applies to so-called "thrift thops" oper-
ated by a lox-exempt organization whery
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RULZS AND ni:GULA.:lONS

i..-111,X,;tutc f urni-

• •. ic., to 1.0 s..ld to the general nubile

••••  proceed:, going to the exempt 
 .. 10:1. 

•

;) 
re5pcctiiii/ publishinu

I'or a ar.,7c,Irti

.0 do.'.,;.,:111: cal'i'leci 011 by an

... .. •ation, tee section 613(c).

‘r,) This section Is np-

;.;,cal):c w.th ITSOCCL LO 1.11X.11)C yea;:;

;lir'. after 1-)ccember 13
, 1567. liow-

ever, If a LSX;1ityCl wishes to 
rely on the

rules stilted In tOla section for taxable

years be.-inuung iaefore December 13,

1067, it may do so,

11,vrt, 3. `,6 1.512(a)-1 is redesic..

nated, ; 1.5 I -2 and, as no recie:,117-

ratted, Is amended by l'eViSillft, 1..;te LILIC

Or the sectlon, cles1;:nating the exist-

Ire as 15:tcnffi'Api1 (41), and by

ridclini: a new paracraph (b) thereto.

Such revised and added prov
isions read

as followr,:

.6 1.512(11)-2 11;floitier, applical,le le

yrikre iteginning heforc lle.-•

oentlier 13, 1967.

• ' (a) In general. • • °
. 

(b) Ejectiue date. Except as
 provided• 

• . In paragraph if) of 0.512(a)-1, this

section .s - ;)p; wjt,11 respect to

4,' • L.4-0'.3.ti;C years bejinning before
 Deccin-

.... , ber

is inserted Immediately

• a;,ei• 1.512(a) the following new

tr; 2•5 12(o)-"i
,

• (a) /,•:. gieris:. Section 512 tiefineo

",*.nrela"‘.:: business taxable income" r
id

graSS tiCCIVCCI 11'0in nrly 1.111-

:•e;,,Lcri t.r 4,',C or 'business recularly Cfll'-.

0.1, tho:A2 CiCfiliCLIO:15 allowed by

' •• enapter 1 of the Code which arc d
irectly

.•..
• connected 'with the carryinr; on of s

uch

bli:•;111>:;, SUbjeCt. to certain ex-

'‘ • " cop, .o ris, additions and limit allow; IC-

to in ti1.312(b)-.1. To be (lc:-
• edict...le .11 computing unrelated business

incoir,e, therefore, CXpCilSCa,

t' 

 ue-

;l;c.:1a. similar items not, only

• int:A. sr, deductions allowed by

chapter 1 of the Code, but also must 
ho

*. 6:rectll... Connected with the carry
inr: on

;:^%. of i.:nrelateci trade or business. Except,

•; . provided In pcivagraPil (CO (2) *of this

:.con, to be "directly connected with"

' tho conduct of unrelated business, fo
r ,

• purposes of section 312, an item of 
bc-

.•
duction must have proximate and 

pri-

:,, .• mary rclationsinp to the carrying on 
of

that business. in the case of an orca
ni-

, zation derives gross Income from

• the regular roncluct of two or more

• • imrellted ; activities, unrelated

: • business ts:,.;.Pie Income Is the aggregate

• of riross Income from nil such lin
relnted

business less the accregate of

tile cleducte-nis allowed with respec
t to

all uhreial cid business activities.

(Pi Expen.i,rs (ittributable solely to un-

related Exprinses, deprecia-

t1on und sinidar items nttritaitaide so
lely

to the conduct, of unrelated business ar
e

proximately and primarily related to

tl,at, business and therefore winlify for

'deduction. to tho extent that they meet

•

•

,

the requirements o: section ;62,

167, or other relevant provisions of til
e

Internal Revenue Code. Thus, for ex-

ample, c,nlar1e3 of personnel ernplo:,•cd.

full-time in carrying on unrelated
 bust-

ness are directly connected wdil the 
eon-

cuet of the unrelated bu:driess 
and arc

deductible In computing unrelated 
buni-

nes.s taxable income if the:: otherwise

qualify for deduction under the

meats of .rection 162. L.--;imilarly, cicpre•

elation of a building uscd entirely In 
the

conduct of unrelated business wou
.d be

an allowable deduction to the extent

otherwise permitted by section 167.

(c) Dual ;zsc of facilitic5 or p
ersonna

Where facilities or personnel arc u
sed

both to carry on exempt functions 
Rod to

conduct unrelated tirade or business, 
ex-

penses, depreciation, and similar Items

attributable to such facilities or person-

nel (Rs, for example, items of overhead
)

• shall be allocated between the two use:;

on it reasonable basis. The portion of

any such item so allocated to the un-

related trade or business is proximately

and primarily related to that business,

and shall be allowable ns 0 fiC(111Cii011 lii

COillpULlilf; unrelated business taxnble iii-

conic Iii LIIC manner and to the extent

permitted by section 162, sectlon 167, or

other relevant sections of the Internal

Revenue Code, Thus, for example, as-

sume that X, an exempt or;ianization

subject, to the provisions of section 511,

pays Its president a salary of .i,20,000 ci

:icor. X derives gross income from the

conduct of unrelated trade or business.

The president devotes approximately 10

Percent of Ins time ciurinc the year to

the unrelated business. For purposes of

'computing X'a unrelated business tax-

able Income, a deduction of .•;',2,030

($20,000 times 10 percent) would be

allowable for the salary paid LO Its

president.
(d) Exploitation of =1104, lanc-

tions—(1) In ucncrai. In certain eases,

cross Income Is derived from unrelated

trade or business which exploits an

exempt function, Except as specIfled

In bubparrifftaph (2) of this para.

groidi,' in such cases expenses, deprecia-

tion and similar items attributable to the

conduct of the exempt function are not

deductible liv COMMILinfl busi-

ness taxable Income. Sluice such items

ore incident to n function of the type

v,•hich it la the Cl1lef p1i1DOSC of tile or-

ganization to conduct, they do not pos-

sess proximate arid primary relationship

to the unrelated trade or business.

Therefore, they do not qualify as directly

• connected with that business,
(2) Allowable deductions. Where un-

related trade or business 13 of a kind

carried on for profit by taxable °run.'

nizations ancl where the exempt activity

exploited by the business Is a type of.ac-

Livitiy normally conducted by taxable or-

canizations in pursuance of such busi-

ness, tile expenses, di:Predation and
similar items which are attributable to

the exempt activity qualify as directly

connected with the carrying on of too
I.iliilart :e,lac.l mite . trade or buolne to the extentt 

ino agaregato of such items-ex-

ccedo thQ lacomo (If any) derived from

or attributaole to the 
exempt activity,

and
(II) The a',Iocation of r,ti

ch tr,

the unrelated trade. or 
busime; (loci; '

result, In a loss from such unre
lated

or busInc.5.s.

'Under the rule of iliC precedi
ni; r.catelic,

expense-5, c.eprecia: ton and 
SI1111::1C

paid or Incurred in tile performance

an exempt function noist be 
allocaif,1 •

fir:it to the exempt, flu elton to the c.

telit, of the ftt7,0111C deriVei; r•COM or a
t tn.

otcuble to tile perfurmaoce of that

'don. Furthermore. such items are
 la

event allocable to the 11111Cillled L,CnC,`

tousimiess to L.ile extent that their (Ictliic•

don would result In a loss carryover Gr

eniryPaelc with respect to that Lioc,e or :

bu:;ines:;. binnlariy, they may not te

tal:en Into account In coMputing 
unic.

lated business taxable income attriii,,t.

able to unrelated trade or• busincm

not exploiting the same exempt !.

function. •

(c) Examples, The provisions of llits .

r,cction are illustrated by the following .

examples:

• (3) Examples. The Di'OtifilOrt5 of hits t

pnragraph are illustrated by the follow- ;

illf: exampien:
E.riiropr,1 (1). NV is an exempt, hurlar..t

lenr,ue with n inr;:e mcin'oen,111•0. Un(ler Iii i•
, Rrmn;:cincn t, with an adverttrAng aesney IV

reoliarly malls brochuren, p5mphlet:1

other common-Ant ndvertlr.ln,-; innter,rila to lin

n-ternbrro, char,-,,nz-, tile ar,ency an a,.,rree

amount per ene,ioL,tire. The GI:Ant:Anion o: ,

the advcrixdiir; materials dors 110',.

Importantly to no nceomplittrnent 01 Otd

pnrponc for which WI Is ,p-ntitc(1 exelnptittn

Accortitnr,iy, the payment:, matte to (Or

nr,eney coil Wok' crc.: invoicet,

fror,1 unrc'tate(l trniic or btisinct.n. In coin. S

puting NV's unrcinte(i bush-Ica!, nsr.lAe ii.

come, tile cxperaics attriblitabic 
thr

conduct of tile burAnc:4„ or nilocnhie to AniCil

buoacso kinder the rtlie of parn i-,raph (Cl

thin r,ectIon; are allowable en deduc) ons

accordance with the provoionti of riCC(1.11 ;67 {

8k1C,11 OC(1110.10i1/1 the Ciwtr, of 11.)i•-•

nlitt ineillor„ the bah-Idea

lined flill•turw In tho 
•

an ntlocable portion of Lilo oninrien of pttr•

Mulct used 00111 to carry on exempt fInic•
 ;

110115 and to conducl, the tinrelate.C,

However, col,to of ticveiodlor 
nottoltritt.„. ,

nod cnrrying on ill exentpt. net It'll len

dranctIbic, contn fire IIVCC: .4ire I titr

tonintennoce of thc Intnorltdc itt!,ct

In the unrviatca Dm-one:tit— t1'"n 111;1)vr•

• 

 •

111110—bla ikre Incurred nrivrinrity In cottort:t
 •

Wu) 5.1111 \chi flin,1:%111Ci)1,:11 (111(1

t10111111; Oil an exempt orrnnizatloil. Ail n C
o;

thCr do not have proximate 1111,)

primary :elation:imp to tile condor I 
of II,

unreintrd hot-Mega, nod do not go:01(y ..tt

directly connected with It.

r.r.antplc (2). 0, an exempt
pubilshes a monthly Journal whtell
by sublet-11)00n to member:1 not niiicrs hid

.nrticien and other editorInt control. 0,111'0,

nto IniporttIntly to kill'

V411 CXC;111)1.. ptirpotkeii. Tilervforv,
attribtitnh:o to loortuti ittil.rwrIptions dor,

not coo:Jilt:to grant' income front

.trade or blivAncr.,,,, In connection with lii

•puldioatIon a( the Journal, 0 deliver, incon
o'

from 100 recuiar sale of ativcrtIslm:

and services to commercial iitIver 1:,•rti, t•inq

tic proviion of r.otorocrelll ntivertInin,; itt•nt'

And service. doer, not contribute im
porto,.:4

..to tho necompiolliment oh :;'s xemrt pc'

poncn, 'i.e Income front .ndvertl.11%g cow:*

:Lulea grosa Income frorn ttiirelnlett 
trade A
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RULES AND REGULATIONS

•

•

htirtitr:t:t. lit romittli log Z'n tiorrialt•II burl-

actn tamtbie nlitrivabie deduction:1
ti tnultytti to the rule:, provided In tirc-

",.„, and other rcievant :tertionn of the
Interrtai 'Revenue Cobs) incityle the npr.c.111c
„.„t, ,,1 CIO :1(1VCI'Ll!IIIII: 1)111111,!:3, MICA ;i:1

cetp,..,• and meetinitir..11 co:ttn,
rommli.nlonn nrul ntrrillar ex-

Atio ailmvabie tvottid he licinn• of
itrthietIon (mud) tut generiti overhead ex-

rind (Ieiirer.10t1011) abor.altie to the

idivrrtInIng Mitinesn 111 iter.ordance with the
ntic or peragraph (r) or thin section. In

t•xpennert. depreciation 00(I
. ;It tionui rri)ted to Lite produe'tion and
,•••-i-titton of the ettitoriai content of the
••••••.:1 are r.n:f1.0 generally inctirrril by tax-
:••ti oruanittaimnst Journain 'Nab
ti, ert emu:, nubJect to the

.1111,mtlditn of rubtilvklonr. (1) (111(1 (III

(Ci (2) Or thin reetton, he treatt,i
.1.1.111rectly connct-tert with the conduct of the
ativert.nlint bmitne:n rind be allowabie de-
Our:ton:I In computin;; Z't, unrchtted tish-

re;:; IIICOMC lin the extent provided
in ttectlon 102. riot:Lion 167, ami nutter rele-
vant nectioun of the Intern:0 Revenue Coule.
The limitat.on of stiMIlvt:.lon (1) or para-
graph (0)(2) of thin tiectIon would rcqutro
reduction of Lite total of the items of edito-
rial' co.t by the amount of the income at-
tributable to tub.terlptionn before deduction
of Liticil Cot fritin the ativertiiiing income.
The general effect of theta:.)(Iie5 wouid be to
rrusuit In tax0tion of the atiret•tiiiinu 1neotne
oniy If the Jo c..'.. produceo an overall net
proat fer tile ye...- dnd to coni.ne the bruto
upon winch tiny tat; would be computed to
the amount of .u.cet net prc.tftt. The :Imita-
tion of nubdt:...tion (11) of paragraph (0) (2)
of thin sec' . %v .v.:0 preclude deduction or
the teru.c.eclitori.11 coat from nny other
unrei..ted hu;;Inelt.i incon-te r, l'.. for the sante
tasr.b.c ye...c or unc or ouch items In corn-
putln;-.; It r.ct operating toes carryover or
carryback o ti•to orc,,inization.

(1) L'ficctirc Th:.s section is a.d-

plical.): with re5,;:ect to tax.Cole years be-
ginning af.a: D..ceiviber 13, 1937. How-

evCr. Il a to rely oil the
rules stated .n tills section for taxable
yea:'s ... 1)e101e December 13,
1967, it* may do
PAa. 5. 11.:I.s 1:radll (1) (4) of § 1.61

(b)-1 is alYientleti to read as follows:

§ 1.5 i 2 CO--. .....;teeptions, additions, find
itt

(1) RacG,Th. • ° °
(4) 'For tne ;impose of -3§ 1.512(n)-I,

1.512 (a) -13, and this section, the term
"researen" doer; not include,ativiLiesof
a type 01-(.....arily carried on as an in-
cident to 66121rc.c.:cial or industrial oper-
atiOn3, for example, the ordinary testing
or inspection of ma teriais or products
or the clesigninc or construction of
equlpment, buildings, etc. The terra
"fundamental research" does not in.
elude research carried on for the pri-
mary purpose of commercial or industrial
application,

• .

Pita. G. Parrc;raph ,(d) (5) (v) of§ 1.501
(c) (3)-1 2 amended to read as follows:

1.501 (c) 0)-1 0 I. grtni 7.n i o or‘.tn-
nil.ed i.dd operated for religioun,
rharin.hte, mrit,nlifir, tenting for
(1)) 50,11)', iiirrary, (Si' ciltiraiionni
pttrim,03, or c(IS tile prcrvitiion of
cruelly to children or nnimain..

1

(31) Exempt. purposm • ' °
(5) Sricntilie dqiiici!. • • •
(v) The , fact, Witt any Organint ion

(including a college. univer,ity, or hos-
pital) carries on research which Is not

in furtherance of an exempt 'purpose de-
scribed In section 501(c) (3) will not pre-
clude such organization from meeLiiv the
reciiiirements of section 501(c) (3) so lon(
as the organhiation meets the orraniza-
tional test, and is not operated for the
primary purpose of carrying on such re-
search (see Paragraph (c) of this 60C-
tion, relating. to orcanizations carrying'

on a trade or business). :see para -.:ra.,:ii;

(a) (5) of § 1.513-2, with respect to re-
search which constitutes act unrelated
trade or business, and section 3121b) (7),

(0), and (9), with respect to income de-
rived from research which is excludat)le
Iron'. the tax on unrelated busincs!; in-
come,

• • •
(See- 7005, Internal Revenue Code of 1064;
GOA Stat. 017; 20 U.S.C. 7005)

Approved: December 8, 1967.

(5Etti,1 SIIELDON S. COHEN,
Commissioner 01 Infernal Revenue.

Sr ANL.7.-f S. Swim:: .
Assisi:ant. Secretary •
o/ the Treasury.

(P.R. Doc. 07-14463; Flied, Dec. 11, 1007;
0:61 a.m.]

• • •
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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 1964 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
of 1965

Expires 1969

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. Peterson, M.D.
Assistant Surgeon General
Deputy Director
Bureau of Health Services
U. S. Public Health Service
Department of Health, Education, and Welfare
7915 Eastern Avenue
Silver Spring, Maryland 20910

Dear Doctor Peterson:

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

Sines the initial submission of our project proposal, we have bed more op-
portunity, by discussion with administrators from the leading teaching
hospitals nationally, to evaluate tHe merits of the proposal and the Many
opportunities for a meaningful and effective informatAnn center activity.
The response has been rewarding and the demonstration of need stressed
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 credentials of compseent individuals
for the leadership role in this undertaking. Our search has been mar-.
rowed. At this time we are close to having finalised the Selection of
an experienced, well-trained individual. Of course, we cannot and shall
not proceed further until there is available more definitive information
concerning the proposed program. Thus, we are interested in continued
information from you office, at the ea*liest 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
recruited. We are annious to capitalise on the recruitment and screening
efforts of the last several months, although we do understand the recent
change in the basis of support for projects of the type proposed.



•
Paul Q. Peterson, M.D.

December 26, 1.96,

All of my staff colleuguee With the Council of Teaching Mospitals,.as wellas my other AAMC Washington associat a, join me in expressing to you thebest wishes of the holiday season and the blessings of the New Year.

Cordially yours,
0

MATTHEW P. MeNULTT,
Director, COTH00
Associate Director, AAMC

0
0 ttlleab
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bee: Thomas McCarthy, Ph.D.
Chief, Peoject Review Branch
WPM
Tower Big. Arlington, VS.

'Gilbert Barnhart, M.D.
Assistant Director
Office of research and Development
USPHS; BUS
Tower Building

Robert C. Berson, M.D.
Executive Director, AAMC
Mr. MtNulty (2)--for Retreat Folder and Exec Comm Meeting Folder.

a \\ ifx.b o e %.,k) %Oh C_12)e y ( a v•eti-QA- -1 (fl--De-A3QA-e-rt
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BUREAU OF HEALTH SERVICES

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
PUBLIC HEALTH SERVICE

7915 EASTERN AVENUE

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 delegations
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.

Sincerely y4rs„,

/4

.
AW

Paul -00 eter
Z

on, M.D.
Assistant Su geon General
Deputy Dire or
Bureau of Health Services


