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(b) Members of the CottUniesion appointed from �a�~�o�n�9� private citizens may receive compensation for their work on the Cornlllisuion at the daily �r�~�t�e� specified for cs-1e of the General Schedule. While enqa9ed in tha work of the Collll!liaeion, �m�e�~�b�e�r�s� appointed from �a�~�o�n�q� private oitizana of the United States may be �a�l�l�o�~�a�d� travel expen•••, including per diem in lieu of subeistenoe, aa authorited by law for pereona aerving inter111ittently in the Government aorvica 
(5 u.s.c. 5701-5707). 

(o) To the extent peniittad by law and aubjaot to tha availability of appropriation•, the Department 
of Transportation shall, amonq other Administrative functions, provide the COJ!llaission with adminietrative aervioe•, funda, taoilities, staff, and other aupport servio•• n•c•••ary for the perfo1111ance of its functions, and the Sacretary ot Transportation shall_pufor11 the functions of the Praa.ident _.under the Federal Advisory Committee Act, •• amended (5 U.s.c. App. 2), &Koept that of reportin9 to the Con9roGG, in accordance with the 9uidelines and procedures establi&had 

by the Admini&trator of General aerviaea. 
(d) The Commi••ion shall adhere to th• requirement• aet forth in the Federal Advi•ory Co111111ittee Aot, am amended. All executive branch official• aaai9ned duties by the Federal Advisory Colnlllittee Act shall comply with it• �~�e�q�u�i�r�e�n�e�n�t "� with respect to this Commission. 
seg. 4. Generol Proyigion. The Commiaaion shall tet'lllinate 30 days after aubmittinq its report to the President, 

THE WHITE HOUSB, 

August 4, �U�S�~�.� 

GEORGE BUSH 

' ' f 
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STATEMENT OF SENATOR BOB DOLE 

COMMISSION ON PAN AM FLIGHT 103 

TODAY, WITH THE MAJORITY LEADER, I AM PLEASED 

TO ANNOUNCE THAT PRESIDENT BUSH HAS SIGNED AN 

EXECUTIVE ORDER TO CREATE A COMMISSION TO 

INVESTIGATE THE SECURITY FAILURE WHICH LED TO THE 
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BOMBING OF PAN AM FLIGHT 103 ON DECEMBER 

21, 1988, AS WELL THE SAFETY FROM TERRORISM OF 

COMMERCIAL AIR TRAVEL. 

THE COMMISSION WILL BE COMPOSED OF SEVEN 

MEMBERS, WITH ONE REPUBLICAN AND ONE DEMOCRAT 

FROM BOTH THE SENATE AND THE HOUSE, IN ADDITION 

TO THREE OTHER MEMBERS APPOINTED BY THE 

PRESIDENT. 
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IT WILL, WITHIN SIX MONTHS, REPORT TO THE 

PRESIDENT ANO TO THE AMERICAN PEOPLE ON WHAT 

HAPPENED TO THE FLIGHT OF PAN AM 103, AS WELL AS 

REVIEW PAST ANO CURRENT SECURITY PROCEDURES 

AND RECOMMEND ADDITIONAL STEPS WHICH MIGHT BE 

TAKEN TO REDUCE THE RISK OF A SIMILAR BOMBING 

FROM EVER OCCURRING AGAIN. 
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I COMMEND PRESIDENT BUSH FOR THIS INITIATIVE. 

THE MAJORITY LEADER AND I HAVE BEEN WORKING WITH 

THE ADMINISTRATION AND MEMBERS OF THE FAMILIES 

OF THE VICTIMS OF FLIGHT 103 FOR SEVERAL MONTHS 

TO REACH THIS POINT. 
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MR. PRESIDENT, I WANT TO MAKE CLEAR THAT WE 

HAVE NO INTENTION OF JEOPARDIZING THE ONGOING 

CRIMINAL INVESTIGATION OR TO COMPROMISE ANY 

INTELLIGENCE SOURCES OR METHODS. I CAN ASSURE 

MY COLLEAGUES, HOWEVER, THAT THE INVESTIGATION 

IS MOVING FORWARD, AND THE ADMINISTRATION DOES 

EXPECT TO FIND THOSE RESPONSIBLE FOR THIS 

DEPLORABLE ACTION. 
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THE FLYING PUBLIC SHOULD BE ASSURED OF THEIR 

SAFETY FROM TERRORISM, AND I BELIEVE THIS 

COMMISSION WILL GO A LONG WAY TOWARD MEETING 

THAT ASSURANCE. 
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July 17, 1989 

M E M 0 R A N D U M 

TO: SENATOR DOLE 

FROM: SHEILA BURKE 

SUBJECT: PHYSICIAN REIMBURSEMENT REFORM 

The long awaited plan to reform the way we pay physicians has 
finally arrived and it is about that plan that Senator 
Durenberger wants to talk with you. 

Essentially what has been proposed by the Administration and 
endorsed in large part by the Ways and Means Committee is a three 
part plan. 

1. Part I calls for implementing a new method of paying 
physicians that takes into account the relative value of one 
physician service versus another. This new system is called 
the Resource Based-Relative Value Schedule (RB-RVS). To put 
it simply, this new system is designed to place a higher 
"value" on the physicians who spend time with patients, like 
internists, as compared to those who do things -- like 
surgeons. You have supported the development of such a 
system for some time. While there are some disputes as to 
how quickly the system can be put into place and about some 
of the details as to how best to construct the relative value 
schedule, there is a general consensus among the members that 
the basic concept is a good one. I believe its one you 
should support. 

The impact on Kansas will be mixed. The new system is 
designed to be budget neutral so there will be winners and 
losers. The big winners generally are the family physicians, 
and the losers are thoracic surgery and pathology. The 
letters we have received from Kansas physicians are generally 
supportive as the anticipated impact statewide is about even 
with 48 percent of the physicians experiencing a gain in 
medicare charges of 10 percent or more. However the story is 
quite different in Texas and Oregon where a large number of 
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physicians will experience a loss in charges greater than 10 
percent. Senator Packwood is supportive, however, while 
Senator Bentsen is still undecided. 

2. Part II of the plan is designed to provide protection to 
beneficiaries against excessive billing. The proposal 
basically places a limit on how much above what medicare pays 
a physician can bill a patient. The proposal is not 
inconsistent with what occurs today under current law. 
Frankly, the provision in current law was originally designed 
to help hold off attempts at mandatory assignment. The 
argument that was made was that as long as there was some 
overall limit/protection for the beneficiary on how much 
could be charged, there was no need for mandating physicians 
to take assignment. Your instinctive reaction might be that 
the government has no business limiting what a private 
physician charges a patient -- in fact, that is the position 
taken by Senator Packwood who strongly opposes this aspect of 
the proposal. The argument is a fair one though I think the 
threat of mandatory assignment is a bigger problem. This 
issue may be contentious. 

3. Finally, Part III is the so-called ET proposal -- ET stands 
for expenditure targets. Under the proposal a target level 
of total expenditures for physicians services would be set 
each year. The target is a national target and is supposed 
to reflect anticipated changes in the medical economic index 
(medical CPI), the growth in the number of beneficiaries and 
utilization factors. The Secretary of HHS makes a 
recommendation as to what the target should be which becomes 
the actual target minus 2 percentage points if Congress fails 
to enact their own target. Should expenditures exceed the 
target, adjustments are to be made in the following year's 
payment rates. 

4. Again, as with the target, the Secretary makes a 
recommendation as to the actual medicare physician fee 
increase each year which becomes law unless Congress acts. 

Discussion of ET 

The Administration, and the Ways and Means Committee have 
both endorsed an ET although the proposals differ somewhat. The 
House Commerce Committee did not endorse the proposal although 
they did put forward an RBRVS (relative value fee schedule) 
proposal. 

The Administration argues strongly that the only way they can 
support implementation of a new method of payment based on the 
RVS is if there is some mechanism to control overall costs. They 
are concerned that given the expected winners and losers under 
the new system, the losers will try to make up in volume what 
they lose in the price per procedure which will result in even 
higher medicare costs. 
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There is no question that there is a serious problem with the 
escalation in the cost of Part B of medicare, but I do not 
believe this regulatory mechanism is one particularly a 
Republican administration should support. 

I have briefly noted what I believe to be the pros and cons 
of the proposal. In anticipation of Wednesday's members meeting, 
I am preparing a series of questions for you to ask. The purpose 
of the meeting will be for the Administration to present its case 
for their proposal. Another meeting will be scheduled with the 
physician groups. 

Pro ET Arguments 

1. Given that the fall back formula is written into law -- there 
is some predictability to what physicians will be paid. 

2. It is assumed there will be a reduction in the rate of 
expenditure growth as physicians change their behavior to 
avoid fee reductions. 

3. Because physicians will be judged as a group, there will be 
increased peer pressure to hold down unnecessary services. 

Con 

1. There is no geographic adjustment anticipated so physicians 
in low cost areas will be punished along with those in high 
costs areas. 

To date, we have no information on what the impact will be 
from state to state. 

2. Congress has determined the level of fee growth for the past 
five years -- why will putting a regulatory mechanism into 
place make a difference? 

3. The ET target, along with the controls on physician billing 
to patients, is not unlike the caps on hospital expenditures 
posed by the Carter Administration -- its one more step down 
Senator Kennedy's road of a regulated expenditure system 
where the Federal Government determines in advance how much 
we are going to spend. 

4. There is no question that certain specialties tend to be 
excessive in their charges as compared to others. While the 
proposal envisions possibly setting different targets for 
different procedures and different specialties -- we do not 
yet have sufficient data to broadly make such adjustments. 
We should wait until we do and then give the information to 
Congress and let them decide. 
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July 20, 1989 

M E M 0 R A N D U M 

TO: SENATOR DOLE 

FROM: SHEILA BURKE 

SUBJECT: PHYSICIAN REIMBURSEMENT 

The purpose of today's Finance Committee meeting is to 
provide the Administration with the opportunity to present their 
case for expenditure limits on physician services. Expected to 
attend are: Dick Darmen, Secretary Sullivan and Bill Roper. 
Given attendance at yesterday's meeting, I would expect most of 
the Committee to attend. 

In summary the Administration supports a three part reform 
package: 

1. Implementation of a Relative Value Schedule Fee proposal. 

2. A system of limits on how much physicians can charge 
above what medicare pays. 

3. An overall limit on how much medicare physician 
expenditures can increase each year. (Expenditure 
Targets) 

It is this third section that is the most controversial. 

Expenditure Targets: 

1. How They Work: 

a. In year one, the Secretary and or the Congress, 
determine through some formula, how much physician 
spending should grow in year two. 

The formula could include price inflation, population 
growth, and some adjustment for volume. Clearly what 
the Administration has in mind is ratcheting down 
this number each year. 

b. In subsequent years to the extent the target is 
exceeded -- the Administration proposes that 
physician fee levels are reduced. 

They argue that while the target and the penalty will 
be national at first -- we can refine it over time 
and may be do specialty or statewide targets and 
provide for an opt-out Of course, they never 
envision an individual physician opt-out. 
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Comments/Question: 

.__ 1. Expenditure targets do nothing to alter the financial 
incentives for individual physicians. All physicians would 
be penalized if the target was exceeded. 

o Do you ever envision permitting individual physicians to 
opt-out? 

o How quickly can we expect to be able to examine physician 
behavior by specialty or by service? 

2. We clearly need to increase research on effectiveness of care 
and development and dissemination of practice guidelines. 

o Shouldn't this be the basis upon which we determine what 
is appropriate vs. inappropriate care? Targets do 
nothing to address quality issues. 

3. The new fee schedule will contribute to a reduction in 
inappropriate care through a more rational set of incentives. 

o Why also impose an overall limit before we see the 
outcome of the new payment model? 

4. The point of the Durenberger/Rockefeller proposal as I 
understand it, is to give Congress sufficient information to 
make rational/policy driven decisions regarding fee updates. 

Congress has made these decisions in recent years. 

o Why do we need a so-called default target if its our 
intention that congress make this decision? 

5. Based on some very rough estimates put together by CRS, I 
understand that there is enormous variation among states as 
well as specialties with respect to expenditures on physician 
services. 

o What state-by-state data and specialty data do you 
currently have available regarding the possible impact of 
expenditure limits? 
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s. 306 

BENTSEN-DOLE 

SUMMARY OF EQUITY FOR RURAL HOSPITALS ACT OF 1989 

Section 1: Short Title 

The short title of the bill is "The Equity for Rural Hospitals 
Act of 1989." 

Section 2: Elimination of Average Standardized Amounts for 
Hospitals in Different Areas and Creation of Severity Adjustment 

The Secretary of HHS would be required to design a legislative 
proposal to eliminate Medicare's current differential between 
payment rates for hospitals in rural, large urban and other urban 
areas. The proposal would include a four-year transition to a 
single national rate beginning on October 1, 1991, with a single 
national rate fully in effect by October 1, 1994. 

The Secretary would be required to include recommendations for 
any changes in Medicare's current special treatment of teaching 
hospitals, rural referral centers, sole community hospitals, 
disproportionate share hospitals and outlier cases. The 
Secretary would be required to recommend a severity adjustment to 
reflect differences in severity among cases in the same 
diagnosis-related group, and any other adjustments he or she 
deems appropriate (including changes in the treatment of 
hospitals exempt from PPS). The Secretary's report, which would 
include extensive impact analyses of the effects of the proposal 
on different types of hospitals, would be due to Congress on 
October 1, 1990. 

The Secretary's report would be reviewed by both the Prospective 
Payment Assessment Commission and the Congressional Budget 
Office. Each will submit a report and impact analysis to 
Congress by April 1, 1991. 

Section 3: Interim Provision to Ensure Adequate Payments for 
Inpatient Hospital Services furnished by Medicare-dependent, 
Small, Rural Hospitals 

For a two-year period (FY90-91) rural hospitals with 100 or fewer 
beds and dependent on Medicare for more than 70% of inpatient 
hospital services, would receive an additional payment to ensure 
that total payments for inpatient hospital services would be at 
least equal to the reasonable costs of those services for 
Medicare patients. In defining reasonable costs, the Secretary 
could not impose limits based on the average costs incurred by 
ho~pitals (formerly known as Section 223 limits). Hospitals 
receiving these payments would remain on the prospective payment 
system, and any periodic interim payments made to them would 
reflect an estimate of additional payment amounts. 
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Section 4: Modifications with Respect to Sole Community 
Hospitals 

-2-

Beginning October 1, 1989, Medicare payments to sole community 
hospitals would be changed. Under current law, SCHs are paid 
three-fourths on a basis which reflects their own 
hospital-specific costs in a base year, trended forward, and one 
fourth on the basis of the applicable regional PPS rate. Under 
the legislation, the three-fourths hospital-specific cost basis 
would be updated by the Secretary of HHS using more recent 
information on the SCH's cost per case; however, SCHs would be 
held harmless from any reductions below their current 
hospital-specific costs. Further, under the bill, a SCH's 
one-fourth PPS rate would be based on the higher of the 
applicable national and regional PPS rate. 

The Secretary would also be required, in setting criteria for 
qualification as an SCH, to take into account travel time to the 
nearest available source of appropriate inpatient care. (Current 
criteria take into account only the travel distance). Also, if 
the Secretary chose to use criteria related to an SCH's market 
share, he or she would be required to take into account the 
extent to which patients go outside the local market area to seek 
unavailable services. (Current criteria do not always allow for 
this factor to be taken into account). 

Section 5. Establishment of Medicare Geographical Classification 
Review Board 

The Secretary of HHS would be required to appoint a five-member 
Medicare Geographical Classification Review Board within 60 days 
of enactment. Two of the five members would be required to 
represent rural hospitals. One member would be a PROPAC member 
and one would be an expert in the field of hospital cost 
analysis. 

The Board would consider applications from rural hospitals to be 
reclassified into a particular urban area. Applications would be 
due by January 31 of each calendar year, with a Board decision by 
June 1. Hospitals that are dissatisfied with the Board's 
decision could file an appeal with the Secretary. The appeals 
would be required to be filed by July 1, and the Secretary would 
be required to issue a final decision by September 1. There 
would be no judicial review. The Secretary could waive these 
deadlines in the case of extreme hardship. If the Board finds 
that a rural hospital should be reclassified, that hospital will 
be paid as though it were located in the applicable urban area, 
and will be treated as an urban hospital for the purposes of 
inpatients hospital services and periodic interim payments. 

The Secretary would be required to issue guidelines to be used by 
the Board in its deliberations by July 1, 1989. These criteria 
must include a comparison of wages between the applying hospital 
and hospital wages in the applicable urban area, a consideration 
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of the effects on access to care by Medicare beneficiaries, and 
changes in the status of the county in which the rural hospital 
is located since the last decennial Census which might now 
qualify it for inclusion in an urban area. 

Section 6: Modifications in Grant Program for Rural Health Care 
Transition 

Under the bill, the FY90 authorization for rural health care 
transition grants authorized by Section 4005 of the Omnibus 
Budget Reconciliation Act of 1987 would be increased from $15 
million to $25 million, and would be extended for FY91 and FY92 
at the $25 million level. OBRA's limit of $50,000 per grant per 
year would be waivable by the Secretary of HHS if he or she 
determines that a larger grant is required to implement a 
transition project. Also, hospital applications for transition 
grants would no longer be submitted through the Governor's 
office, although a copy of this application would continue to be 
submitted to the Governor. 

Section 7. Increase in Rural Health Medical Education 
Demonstration Projects 

The bill would expand the demonstration program created by 
Section 4038 of the Omnibus Budget Reconciliation Act of 1987, 
which increased Medicare payments to teaching hospitals for the 
costs of allowing resident physicians to develop field clinical 
experience in rural areas. Under the bill, an additional 10 
sponsoring teaching hospitals would be added to the four sites 
created by OBRA, for a period of three years. 

Section 8. Treatment of Certain Nursing Education Programs 

Under this provision, hospitals could .qualify on a demonstration 
basis for expanded Medicare payments for training undergraduate 
(baccalaureate) nurses, where the hospital cooperates with a 
school of nursing by providing a setting for clinical training. 
(Medicare currently does not ordinarily recognize such 
cooperative arrangements and will pay nurse education costs only 
if the hospital is the sole operator of the training program). 
This provision, which builds on demonstrations of expanding 
graduate nurse training required by the Technical and 
Miscellaneous Revenue Act of 1988, would require a demonstration 
at five sites for five years, with a limit of $200,000 annually 
at each site. Demonstration funds would be available for the 
medical education costs ordinarily recognized by Medicare 
(stipends, supervision, classroom costs) and only for years 
during or after which clinical training begins. 
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August 5, 1989 

S&L TALXING POINTS 

PRESIDBNTIAL INITIATIVES 

0 PRESIDBNT BUSH TOOK THE INITIATIVE ON THI SAVINGS ' LOAN 
CRISIS. HE INTRODUCED A COMPREHENSIVE S&L PROPOSAL WITHIN 
DAYS OF HIS INAUGURATION THAT LAID THE GROUNDWORJt FOR THE 
BILL THAT PASSED THE HOUSE AND SENATE ON FRIDAY. HI GAV! 
CONGRESS A 45 DAY DEADLINE TO PASS THIS LIGISLATION1 IT TOOi 
17&. 

0 IT HAS TAKEN SIX MONTHS FOR CONGRESS 'l'O PASS WHAT IS, BY AND 
LARGE, THE PRESIOINT'S PLAN. WE MOVED QUICKLY IN THB SBNATB, 
PASSING THI BILL IN APRIL, BUT THE HOUSE DRAGGBO THI BILL 
THROUGH A MAZE OF CONGRESSIONAL COMMITTEES FOR FOUR MONTHS 
WHILE THE LOSSES IN THE INDUSTRY CONTINUED TO PILE UP AT THI 
RATE OF $20 MILLION PER DAY. 

POSITIVE FEATURES: 

0 THE MEMBERS OF THE HOUSE AND SENATE CONFERENCE WHO PUT 
TOGETHER THE S&L PLAN MADE SOME DIFFICULT DECISIONS. THE 
BEST WERE KEEPING TOUGH CAPITAL STANDARDS .!.! THE BILL AND 
KEEPING SPECIAL INTEREST AMENDMENTS OUT OF THE BILL. 

0 THERE WERE A LOT OF SENATORS AND CONGRESSMEN WHO VOTED 
AGAINST THIS BILL. IT'S TOUGH TO TAKE RESPOMStBlLlTY POR A 
PROBLEM THAT WILL COST ROUGHLY $166 BILLION OVER TH! NEXT TIN 
YEARS. BUT, THE ALTERNATIVE WAS TO LET THE LOSSES CONTINUE 
TO PILE UP AT THE RATE OF 20 MILLION DOLLARS PER DAY. TO ME, 
FURTHER DELAY WAS AN UNACCEPTABLE ALTERNATIVE. 

PROBLEMS• 

0 THERE WERE A LOT OF HOUSE MEMBERS ARGUING ABOUT SAVING THE 
TAXPAYERS MONEY WITH THIS LEGISLATION. I SUGGEST THEY READ 
THE PROVISIONS THAT THE HOUSE PUT INTO THIS IILL. BY GIVING 
HOUSING AGENCIES THE RIGHT OF PIRST REFUSAL ON THI ASSITS IN 
THE RESOLUTION TRUST CORPORATION SOME HAVE SUGGISTBD THAT 
THEY ADD $10 BILLION TO THE COST OF THE BAILOUT. ON TOP OP 
THAT THE HOUSE VOTED TO STICK A $150 MILLION A YBAR HOUSING 
SUBSIDY PROGRAM -- PAID FOR WITH INDUSTRY FORDS RATH!R TH.AN 
USING THAT SAME MONEY TO REDUCE TAXPAYER COSTS. 

RESBRVATIONSc 

0 THERE ARE SOME SERIOUS QUESTIONS THAT REMAIN UNANSWERED. ONE 
OF MY BIGGEST CONCERNS IS HOW THE RESOLUTION TRUST 
CORPORATION AND THE FDIC PLAN TO DISPOSE OF THE $400 BILLION 
IN ASSETS THAT WILL COME T.TNl'.'r.:r .,..~·fE'.l:R. .JUR.ISDICT!,. 1N t.tHtN THE 
PRESIDENT SIGNS THIS LEGJ. :: r_. ; I 11 1 . Tl-Ir. RETURN:.:~ f lJ! THESE 
ASSETS WILL HAVE A TREMENDOUS IMPACT ON THE ULTIMATE COST OF 
THIS PROBLEM. 
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2 or 2 
0 THI FEDERAL GOV!RNMEN'l' HASN'T SEEN THIS KUCH RIAL ISTATI SINCE THE LOUISIANA PURCHASE. 
0 I HOPE THAT WE DON'T SEE ANY MORE FIRE-SALES OR BHD-OF-Y!AR CLOSEOUTS ON TROUBLED S&LS. I HAVE DISCUSSED THIS WITH TREASURY SECRETARY BRADY AND HE ASSURES MB THAT THB TREASURY DBPARTM!NT THI FDIC AND 'l'HE BANX BOARD ARI IM THI: PROCISS or DEVELOPING A LONG~TERM STRATEGY FOR WORJCING THROUGH THllR CASELOAD OF TROUBLED THRIFTS. 

NOTE: THE S&L CONFERENCE REPORT PASSED THE HOUSE 201-175 WITH BIPARTISAN SUPPORT. 
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THE WHITE HOUSE 
WASl-ll!llOTON 

AUCJU&t 4, 1989 

Dear Bobs 

Last night the savings and loan conf eraaa reached a compromise on the f inancinq plan included in the savings and loan legialation. The compromise avoid• any amendment of the Gram.m-Rudman-Hollinga budget process, while including both the Adminiatration'• approach to financing and direct Trea1ury borrowing. 
The conferees deaerve our thanks and our congratulations. They have worked diligently to fashion a stronq and responsible bill to deal with this extraordinarily serious problem. Importantly, the bill includes tough and sensible new capital and accounting standards. Pinal paaaaga remain• critical to the stability and solvency of our r·, ... financial system. 

Thie legislation has been developed in a bipartisan process. It is badly needed, and must ba enacted without further delay. Consequently, I ask that tha House and senate approve this leqialation today, and that we pledge to maintain our commitment to resolve thia problem. 

The Honorable Robert Dole Senate Republican Leader 
United States Senate 
waahin9ton, o.c. 20510 

.. 
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AufJUat 3, 1989 
TO: SENATOR DOLE 
FROM: DAVID TAYLOR 
SUBJECT: Conference Reaches Agreement on Fundin9 Plan 

After approximately two hours of debate, the second S'L Conference reached a compromise on the fundin; plan over the objections of Ways- & Meant•Chairman Oan Rostenkowaki. Treasury Secretary Nick Brady and OMS Director Dick Darman both attended the conference; they both endorsed the plan before the conference adjourned at 9:40PM. 

The outline of the compromise plan submitted by Senator Riegle with the support of the Senate conferees ls ae followss $20 billion will be put on-budget in FY89. The remaining $30 billion will be placed of £-budget in FY90 and FY91 and apreed over the two years. 

The two chairmen agreed that the Senate would act first on this conference report. Senator Riegle pledged that he would bring the bill to the Senate floor "first thing tomorrow morning. 11 

Advantages: 

No G-R-H exemption will be required under the. compromise plan. Because of the timing involved, the $20 billion can be placed on-budqet and avoid being counted toward the G-R-H deficit targets. 

The RTC and the FDIC can begin to stop the lo•see in the industry on date of enactment because the on-budget funds will be transferred immediately. 

Darman and Brady will recommend that the President sign the version of the S&L Conference Report that contain• the compromise funding plan. 

Di1advantagea1 

The biggest potential problem with the proposal ia that the FDIC and the RTC may not be able to spend the full $20 billion before the end of the 1989 fiscal year. oarman, Brady and the minority staff on the Senate Budget Committee would have preferred a smaller number -- $15 billion. They conditioned their support on FDIC's assurance that all of the money could be spent before FY90. 

The precedent of back-loading $20 billion into the budget to avoid the G-R-H targets sets a bad precedent. Senator Gramm will likely vote aqainst the compromise (but I have been assured by staff that he will not openly fight the proposal). 
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lg ot· -S&L clean-up~! 
Derailing 
GRH limits 
A the tllb for the savings and 

loan mess weren't high 
enough alroady, members 
or the U.S. House of Rel)' 

resentatl\'es crafted a funding plan 
that could kill the Gramm-Rudman-
Hollings deficit reduction law, the 

revolutionary savings measure 
that has already trimmed about 

SlOO billion off the federal 
deficit since its enactment. 

Once asain, the losers will 
be the taxpayen in the ver· 

sion that came out of the 
House. 

Robert Dole, Kansas 
Republican, is the 

Senate minority 
leader. 

'flu~paycrs should know that thc1'1l 
is a critical difference between the 
funding plan adopted in the Houu of 
Representatives and the one en-
dorsed ln the Senate and backed by 
the Bush administration. Both pro-
vide tho troubled thrift industry 
with the cash necessary to start 
shuttine down the country's ttou· 
bled Sft:Ls. In both cases, the wh is 
bftcked by SSl billion in bonda. 

The House version guts ORH and 
derail our efforts to reach a balanced · 
budget by 1993. 

The btg spenders on capitol Hill 
loathe GRH because it tells them 
that it they don't meet required bud· 
get limits, automatic across-the· 
board spending cuts will 10 into ef • 
feet. 

The House-backed funding plan 
sounds good. lU1 proponents claim 
that by placin1 the SSO billion bond 
issue "on bud11et:• they are bein11 
honest with the American people 

CONCiRESS PREPARES 
TO CLEAN UP THE St L 
MESS ••• WITH A LITTLE 
HeL.P FRoM TH! U.5. 
T~PAYER. ' 

" 

and sa\'in~ them money at the same 
titne. ·n1cy al80 say that, by movtna , 
some of tho coats CJf its fundiq plan 
"off budget," the •dminiatrarion is 
trying to shirk some of the responsi· 
blli!Y for the S8cL meu. 

The administradon plan does 
mow some C08ta off budpt. 11M bl· 
ala for thia dect.st.on ls a f'Undamental 
diltinction "between paymenta trom 
the 'n'eaaury and tbon made by the 
thrift industry. The adminilt:ntian 
plan counts ewry dollar thlt die US. 
government spends on the bcDdl In 
the federal bud1et and holdi ewry 
dollar paid by the SlrL lndumy off 
the budget. 

Thia i1 an honest appl'Oldl, be· 
cause all of the on·budiet . 
items will count '1Ward thd 

ealculation Qf tbe defidt under tbe · . 
GRH law. There i1 no exemption ' ' 
from GRH. not this yur, not next ~ 
~r, not IUlY year. 

AJ an additional bedeflt. this i 
fundin9 plan 1ockt tht 8'1. lndutry .. 
into payjn1 it1 fair bre ~the CD1t1 
of the crisis, now, and In the fuNre. 

The so-called "on·bud1et" plan 
that originated in the House Ways 
and Means Committee wu adopted 
by members of the House and Sen· , · 
ate conference, and passed the tun 
House, guts the GRH llw wtth • 
multibillion-dollar exemption from 
the calculation or the def iCit. Thole 
who back the House plan trsu• that 
this is a one·time exemption, but 
don't believe lt. Thia II a direct fron· 
tal assault on budget discipline in 
the short and long term. Recognizing 
this, President Bulb has announced 
his intention to wto the S&L package 
if it contains the House funding plan. 

The ·important illue here is the 
precedent. If we allow one exemp-
tiCJn, ~ open the ftoodpllla for e)t· 
!""Pbons fur a bait of bi1·l1cket 
1tem1 - catastrophic health Insur· 
ance, nuclear wute disposal, bia 
aovernmcnt proeranis and the usual 
menu of pork-barrel projects mom· 
bers dream up. 
Re~oving this statutory budiet 

disciphnc can only result in hi1her 
'1n~tng, h~. taxe11 llnd b,igber 

tere$t rat.ea.: . · · • · · · · 
kkers al · dte. Hou1e twMian. 

plara claim that ~r ~..WU­
mile1 the taxpl)'er COil OI die S6J. 

lllue, the Houme ._.w ! bllllwt. Bu•lf~nol 
not ha~ dr.11,.. the bill • 
.chrousbacomplex._ coaare•· 
Mo~ eomrnitteea. Cli• i. all> for 
ht•. month• ,.,.hile tbe Jollel • ~ 
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DOLE 
From page Fl 

The fact that the House voted to stick a $150 tnilliOn'l·ye&r housing subsidy program - paid for with in· dustry runda rather than uatng that same money to reduce taxpayer costs - in the onsinal House bill is further evidence that coat contain-ment wu not the driving force be-hind the "on-budget" plan. Those who supported the House funding set the stage tor a toush fight from Senate Republic:ana. Sen. PbU Gramm, Tuxas Republican, has circulated a letter sisned by 41 sen-aton opposing the GRH exemption. Under the Senate rules, a 60-vote budget waiver is required for legis-lation containins a GRH exemption ~ pass the full Senate. 

These alleged savings are loose change 
compared to spending 
under an impotmt 
GRH. 

Those who back the "on·bud1et" plan have been able to c:antrol the debate on this issue by narrowinl their focus on coat• to tbt.a one bill. Their propoA&l promises nominal savings on borrowina coats, but these alleaed t.avinas are nothins but loose change when compared to the price tas for unbridled con1re. · sional spending under an iraPotent . GRHact 

if 4 

I 
' • 
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SECTION 89 

e AS YOU PROBABLY KNOW, THE SENATE HAS NOW PASSED LEGISLATION 

WHICH RADICALLY SIMPLIFIES THE NON-DISCRIMINATION RULES FOR 

HEALTH AND WELFARE BENEFIT PLANS CONTAINED IN SECTION 89. 

SIMILAR LEGISLATION HAS BEEN INTRODUCED IN THE HOUSE WAYS AND 

MEANS COMMITTEE BY ITS DEMOCRATIC CHAIRMAN, WHO WAS ONCE A 

STAUNCH DEFENDER OF SECTION 89. 

• I HAVE SPENT MANY MONTHS WORKING TO SIMPLIFY SECTION 89, 

BEGINNING WITH LAST YEAR'S TECHNICAL CORRECTIONS 

LEGISLATION. WHEN IT BECAME CLEAR THAT THAT LEGISLATION WAS 

NOT ENOUGH, I JOINED WITH SENATOR SYMMS AND OTHERS ON THE 

FIRST LEGISLATIVE DAY OF THIS YEAR, TO INTRODUCE LEGISLATION 

CALLING FOR A ONE-YEAR DELAY OF THESE RULES. THIS BILL 

HELPED TO PERSUADE TREASURY TO POSTPONE IMPLEMENTATION OF 

SECTION 89 UNTIL OCTOBER 1, SO THAT CONGRESS WOULD HAVE TIME 

TO PASS CORRECTIVE LEGISLATION. 

• THE LEGISLATION PASSED BY THE SENATE DELAYS SECTION 89 

COMPLIANCE UNTIL 1990 FOR ALL BUSINESSES, AND UNTIL 1991 FOR 

BUSINESSES WITH NO MORE THAN 20 EMPLOYEES. IN ADDITION, IT 

FOCUSES ON THE AVAILABILITY OF COVERAGE -- WHAT THE EMPLOYER 

OFFERS, RATHER THAN WHAT EACH EMPLOYEE CHOOSES -- AS THE 

BASIC TEST FOR NON-DISCRIMINATION. AND IT SPECIFICALLY 

ADDRESSES THE PROBLEMS OF INADVERTENT OR MINIMAL 

. NONCOMPLIANCE, THE TREATMENT OF SALARY REDUCTION PLANS AND 

THE SPECIAL NEEDS OF SMALL BUSINESSES. 
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e THE AIM OF SECTION 89 -- TO DENY A FEDERAL TAX SUBSIDY TO 

DISCRIMINATORY BENEFIT PLANS -- IS VALID. HOWEVER, THE PRICE 

OF THE CURRENT RULES IN TERMS OF COMPLEXITY AND BURDENS ON 

AMERICAN BUSINESS WAS CLEARLY TOO HIGH. I BELIEVE THE 

PENDING SENATE AND HOUSE PROPOSALS WILL PROVIDE A FRAMEWORK 

FOR THE FINAL RESOLUTION OF THIS ISSUE. 
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UOB DOLE 

12021 224 6521 

Ronald A. Pearlman, 
Chief of Staff, 

tlnited rStatcs ~cnate 

AUGUST 7, 1989 

Joint Committee on Taxation 
1015 Longworth House Office Building 
Washington, o. c . 20515 

Dear Ron: 

COMMIHElS 
/\( AICULTUR[ NUl Al T ION ANO r r)prr..;1 pv 

flNi\NCL 

RULES 

Would you please ask your staff to estimate the revenue 
impact of the attached bill which I introduced on Friday, August 
4, 1989. The bill removes percentage depletion on marginal or 
"stripper" wells as an item of tax preference under the 
alternative minimum tax. It also repeals the so-called "transfer 
rule," the net income limitations (per property and per taxpayer) 
and the 1000 barrel limitation for stripper production. 

I am enclosing a revenue analysis of this bill prepared by 
the Independent Petroleum Association for your information in 
responding to this request. I would appreciate your answer 
before the end of the August recess, if possible. 

Thank you very much. 
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STRIPPER WELLS 

e LAST WEEK, I INTRODUCED LEGISLATION DESIGNED TO STEM THE 

DECLINE OF INDEPENDENT OIL AND GAS PRODUCTION WHICH IS 

THREATENING OUR ENERGY SECURITY. 

e IN 1988, CRUDE OIL PRODUCTION IN THE LOWER 48 STATES SANK TO 

ITS LOWEST LEVEL IN 30 YEARS. THIS DECLINE IS ATTRIBUTABLE 

PRIMARILY TO DECLINES IN INDEPENDENT PRODUCTION. WORSE YET, 

OVER 1800 WELLS WERE ABANDONED -- MORE THAN THREE TIMES THE 

PREVIOUS YEAR'S TOTAL. AND ONCE A WELL IS ABANDONED, IT IS 

FOREVER LOST. 

e MY BILL WOULD REMOVE SEVERAL LIMITATIONS WHICH EFFECTIVELY 

PRECLUDE INDEPENDENT PRODUCERS FROM UTILIZING TAX INCENTIVES 

DESIGNED TO ENCOURAGE MARGINAL PRODUCTION. IT WOULD 

ELIMINATE PERCENTAGE DEPLETION FROM SO-CALLED STRIPPER WELLS 

AS A PREFERENCE ITEM UNDER THE ALTERNATIVE MINIMUM TAX. IT 

REPEALS THE "TRANSFER RULE" WHICH NOW PREVENTS INDEPENDENT 

PRODUCERS FROM PURCHASING AND EXTENDING THE USEFUL LIFE OF 

MARGINAL WELLS, WHICH WOULD OTHERWISE BE ABANDONED BY 

INTEGRATED PRODUCERS. 
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e IN ADDITION, THE BILL REMOVES THE NET INCOME LIMITATIONS 

(BOTH PER TAXPAYER AND PER PROPERTY) WHICH FURTHER PRECLUDE 

THE USE OF PERCENTAGE DEPLETION DURING ECONOMIC DOWNTURNS. 

FINALLY, IT ELIMINATES THE 1000 BARREL CAP ON PERCENTAGE 

DEPLETION FROM MARGINAL WELLS WHICH NOW DISCOURAGES INCREASED 

PRODUCTION BY LARGER INDEPENDENT PRODUCERS. 

e I BELIEVE THAT IT IS TIME FOR EVERYONE, INCLUDING THE 

PRESIDENT OF THE UNITED STATES, TO STOP TALKING ABOUT THE 

NEED FOR ENERGY INCENTIVES AND BEGIN TO ENACT THEM. 
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UBIT 

0 FOR OVER TWO YEARS, THE OVERSIGHT SUBCOMMITTEE OF THE HOUSE 

WAYS AND MEANS COMMITTEE HAS BEEN WORKING ON PROPOSALS TO 

REFORM THE UNRELATED BUSINESS INCOME TAX ("UBIT"), ALLEGEDLY 

TO ELIMINATE UNFAIR COMPETITION BETWEEN TAX-EXEMPT AND 

FOR-PROFIT BUSINESSES ENGAGED IN SIMILAR ENDEAVORS. 

0 THE PROPOSALS UNDER CONSIDERATION SO FAR HAVE BEEN VERY 

CONTROVERSIAL AND HAVE NOT GAINED THE SUPPORT OF A MAJORITY 

OF THE SUBCOMMITTEE MEMBERS. AT A MEETING LAST WEEK BEFORE 

THE CONGRESSIONAL RECESS, THE SUBCOMMITTEE AGAIN FAILED TO 

REPORT OUT ANY RECOMMENDATIONS. AND THE SENATE FINANCE 

COMMITTEE DOES NOT PLAN TO TAKE UP UBIT REFORM UNTIL THE WAYS 

AND MEANS COMMITTEE COMPLETES ITS WORK. 

0 THE DISPUTED PROPOSALS INCLUDE 1) TAXING GROSS ADVERTISING 

REVENUES FROM EXEMPT ORGANIZATION PUBLICATIONS WITHOUT 

PERMITTING THE OFFSET OF ANY PUBLICATION EXPENSES (SUCH AS 

PRINTING, EDITORIAL COSTS, ETC.) 2) TAXING ROYALTY INCOME 

FROM PROPERTY (INCLUDING TECHNOLOGY) DEVELOPED BY AN EXEMPT 

ORGANIZATION AND FROM ARRANGEMENTS, SUCH AS AFFINITY CREDIT 

CARDS, WHICH EXPLOIT THE ORGANIZATION'S NAME AND GOODWILL, 

AND 3) REQUIRING AGGREGATION OF THE ACTIVITIES OF ALL 

CONTROLLED SUBSIDIARIES, EVEN FULLY TAXABLE ENTITIES, WITH 

THOSE OF AN EXEMPT PARENT IN DETERMINING WHETHER THE PURPOSE 

. OF THE ORGANIZATION IS PRIMARILY CHARITABLE. 
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0 FOLLOWING LAST WEEK'S INCONCLUSIVE MEETING, CONGRESSMAN 

SCHULZE, THE RANKING REPUBLICAN MEMBER OF THE OVERSIGHT 

SUBCOMMITTEE, PROPOSED MODIFICATIONS WHICH WOULD LIBERALIZE 

THE PROPOSALS ON ADVERTISING AND ROYALTY INCOME AND PERMIT 

EACH EXEMPT ORGANIZTION TO FORM ONE CONTROLLED SUBSIDIARY 

WITHOUT AGGREGATION. HOWEVER, TIME WOULD NOT SEEM TO PERMIT 

RESOLUTION OF THESE ISSUES BY THE SUBCOMMITTEE IN TIME FOR 

INCLUSION IN THIS YEAR'S BUDGET RECONCILIATION PROCESS. 
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U.S. Senate Republican Policy Committee 
William L. Armstrong, Chairman August 4, 1989 

ECONOMIC UPDATE 
JOBS! 

The civilian unemployment rate declined from 5.3% to 5.2% in July. The jobless rate 
has held steady within this range over the last 4 months. [Labor Dept.] 

The civilian unemployment rate at 5.2%, is lower than the annual averages over the last 
15 years. [Labor Dept.) 

Nonagricultural payroll employment (business survey) rose by 170,000 in July. Jobs in 
the private sector increased by 195,000. [Labor Dept.] 

Job growth in June was stronger than originally reported. Employment growth actually 
rose by 250,000 rather than 180,000. The figures for May were also revised upward from 
101,000 to 207,000. [Labor Dept.] 

Over the past year, payroll employment has grown by 2.9 million jobs. [Labor Dept.] 

53 million American families had at least 1 employed member in the second quarter of 
1989. This is an increase of 800,000 from a year earlier. [Labor Dept.] 

84% of American families have at least 1 member in the labor force. Of the remainder, 
three-fifths of them were 60 years or older. [Labor Dept.] 

After little change in the prior 2 months, construction employment rose by 37 ,000 jobs 
in July. [Labor Dept.] 

The average workweek for production or nonsupervisory workers on private 
nonagricultural payrolls increased 0.3 hours to 34.9 hours in July. [Labor Dept.] 

Average hourly earnings of private production or nonsupervisory workers increased 
0.8% in July and average weekly earnings rose by 1.7%. [Labor Dept.] 

The proportion of the working-age population employed was 63% in July. This is near 
the record level set earlier this year. [Labor Dept.] 

During this economic expansion 20 million new jobs have been added to business 
payrolls. [Labor Dept.] 

Staff contact: Kevin Holsclaw, 224-2946 
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VFW t$SVS"S 

James N. Magill 
Director, National 
Legislative Service 

VFW Speaks Out on Bills 
Recently, the Veterans of Foreign 

Wars was asked to testify at several 
hearings on many bills of interest to 
veterans. Highlights of those pres-
entations follow: 

Before the U.S. House of Repre-
sentatives: Legislation Relating to 
Establishment of a World War II 
Memorial. 

In your letter of invitation to 
appear before this subcommittee, 
we were asked to comment on a 
proposal offered by Rep. Marcy 
Kaptur that would provide for the 
establishment of a memorial to 
honor members of the armed forces 
who served in World War II. Also, to 
express the sense of Congress con-
cerning the United States' partici-
pation in that conflict. 

Mr. Chairman, in 1991, we will 
commemorate the 50th anniversary 
of the United States' entry into 
World War II. Over 16 million Amer-
icans served in this nation's armed 
forces during that conflict and over 
400,000 made the ultimate sacrifice 
in defense of freedom around the 
world. 

World War II involved almost 
every country on the face of the 
earth. After considering then umber 
of lives lost and the utter destruc-
tion, WWII is acknowledged as the 
most devastating war in history. 

It began in 1939 as a European 
conflict but soon escalated to in-
clude most of the nations of the 
world. The United States officially 

joined the fight and declared war as 
a direct result of the Dec. 7, 1941, 
Japanese attack on Pearl Harbor. 

From that day forward, the 
United States was fully committed 
to ending the war. The war effort 
involved the commitment of this 
nation's entire human and economic 
resources, combatants and non-
combatants worked together, deter-
mined to fight to the finish. The war 
ended in 1945 and resulted in a new 
world. 

The cost of the war was beyond 
the imagination and must never be 
forgotten: • three-fourths of the 
world's population took part in 
WWII (1.7 billion people); • 110 
million persons worldwide were mo-
bilized for military service; and 
• more than 45 million people were 
killed (25 million military personnel 
and 20 million civilians). 

Today, there is no single monu-
ment that expresses the contribu-
tions to freedom made by America's 
16 million WWII veterans. The VFW 
commends Rep. Kaptur for her ini-
tiative in sponsoring legislation 
which would establish this long-
overdue memorial - we strongly 

pport its enactment. 
Before the Senate Veterans' 

Affairs Committee: Veterans 
Education and Benefits Legis-
lation. 

In your letter of invitation, you 
requested the VFWs views on Title I 
of S. 13, a bill introduced by you -= 

8 

which would amend title 38, United 
States Code, to increase the rates of 
disability compensation and depen-
dency and indemnity compensation 
for veterans and their survivors. 

Also, to increase the allowances 
paid to disabled veterans pursuing 
rehabilitation programs and other 
purposes. 

Specifically, S. 13 would provide, 
effective Dec. 1, 1989, a cost-of-
living adjustment (COLA), equiva-
lent to the COLA provided for social 
security beneficiaries, in VA com-
pensation paid to veterans with 
ervice connected disabilities. 
It also applies to disability and 

indemnity compensation paid to 
certain survivors of such veterans. 
Since this increase would be at least 
commensurate with the Consumer 
Price Index, the VFW supports this 
increase. 

In the area of compensation, I 
would like to take this opportunity 
to address an Administration pro-
posal which would in our opinion, 
adversely impact the Department 
of Veterans Affairs compensation 
program. 

I am referring to the indexing of 
compensation benefits to the annual 
change in the Consumer Price Index. 
We believe such an action. would 
result in reduced congressional re-
view of the compensation program. 

In the past, Congress has been 
fair and compassionate in address-
ing the needs of our nation's service 
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connected disabled. We foresee no 
elit to veterans in substituting 

"'" automatic process for the per-
sonal attention of your committee 
and , for that matter, the entire 
Congress. 

S. 13 would also provide a 13.8% 
COLA in the allowances paid to cer-
tain service connected disabled vet-
erans' dependents or survivors pur-
suing educational programs under 
chapter 35 of title 38. 

It also provides an equal increase 

I in the allowances paid to service 
connected disabled veterans partic-
ipating in programs of rehabilita-
tion under chapter 31 of title 38. 
The VFW supports these increases. 

We also support expanding the 
annual clothing allowance provided 
to veterans so as to include cases in 
which veterans with certain service 
connected skin conditions use med-
ications which stain their clothing. 

The next provision of S. 13 would 
provide that monthly pension pay-
ments to hospitalized veterans with 

dependents could not be re-
ouced until the veteran has been 
hospitalized for eight months. 

S. 13 would also raise the limit on 
such reduced pension payments 
from $60 to $105. The VFW is aware 
of certain circumstances where vet-
erans suffer hardships when their 
pension is reduced - specifically, 
paying rent to maintain an apart-
ment and other financial obliga-
tions. 

While we have no objection to this 
provision, we would prefer to see 
the reduction eliminated. VA statis-
tics show more than 600,000 vete-
rans receiving an average of approxi-
mately $320 per month in non-
service connected pension pay-
ments. 

While we recognize the potential 
exists for significant costs asso-
ciated with elimination of the re-
duction, we believe the number of 
veterans who benefit is extremely 

low. title 38, USC, permiting certain ser-
S. 13 extends the Veterans' Read- vice connected disabled veterans 

justment Appointment Authority 
(VRAA) for civil service appoint-
ments for two years through Dec. 
31, 1991. This extension is for 
Vietnam Era veterans who have a 
service connected disability or 
served in the Vietnam theater of 
operations. 

The VFW views the VRAA pro-
gram as highly successful. While we 
support the extension, we would 
recommend that this program be 
made permanent. 

We also recommend the program 
be opened to all veterans discharged 
under conditions other than dis-
honorable. Special emphasis should 
be placed on combat and service 
connected disabled veterans. 

S. 564, introduced by Sen. Mat-
sunaga as well as Sens. Cranston, 
Murkowski, Mitchell, DeConcini and 
Inouye, would provide for an assis-
tant secretary of veterans affiars. 
That person would be responsible 
for monitoring and promoting the 
accessofmembersofminoritygroups 
- including women - to services 
and benefits furnished by the VA 

Mr. Chairman, the VFW is very 
cognizant of the needs of minority 
veterans and the degree to which 
their needs are met by the Depart-
ment of Veterans Affairs. 

While we believe no distinctions 
should be made between veterans 
as to their ethnic backgrounds, we 
also acknowledge that, in · cer_tain 
circumstances, such situations do 
exist. 

Therefore, we will not oppose the 
intent of the bill and defer to the 
wisdom of Congress as to the neces-
sity of its enactment. We do not, 
however, support increasing the 
number assistant secretaries at this 
time. 

·The next bill under consideration 
is S. 563, introduced by Sen . 
MatSuilliga. This bill would amend 

9 

who are retired members of the 
armed forces to receive retired pay 
concurrently with disability compen-
sation after a percentage reduction 
in the amount of retired pay. 

The VFW has long supported leg-
islation that would eliminate the 
present dollar-for-dollar offset of 
military retired pay when the reti-
ree is also receiving VA disabil-
ity compensation. Proposed legisla-
tion to correct this inequity is now 

ending in both chambers. 
Mr. Chairman, it is an unfortu-

nate but generally known fact that 
a large number of this nation's re-
tired military veterans are deprived 
of a portion of their retirement pay. 

This is due to the existence of a 
19th century law that still bars con-
current receipt of military retired 
pay based on length of service and 
veteran's disability compensation. 

A 1944 law does permit retirees 
to receive tax-free compensation if 
they forfeit the equal amount of 
taxable retired pay. 

Military retirees, however, com-
prise the only group of retirees sub-
ject to such a forfeiture or offset of 
retired pay. 

A civil service retiree or private 
sector retiree can collect the full 
amount of his retirement annuity 
and disability compensation with-
out reduction in either. 

Granted, this law came into exis-
tence in a period when retirement 
was an all-too-seldom realized priv-
ilege for those members of the armed 
forces who were both sufficiently 
hearty and fortunate to serve long 
enough to qualify for Old Age Retire-
ment. 

When VA compensation was cre-
ated, it was the basic means by 
which persons could receive disabil-
ity benefits if they had served fewer 
than 20 years in the military service. 

It was also the only means by 
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KAAP· · 
Continued from Page 1. 

off walking. Someone put me in an 
ambulance,." he said. . 

When something on the line 
explode$, he s:iid, "all you can think 
of is gelling aw3y from it, ir you're 
able." 

Barlhotomcw said Mrs . Lever and 
then Jcnl<lnson, in lhat order, were 
working at LOrquc machine~ in front 
of him. Bartholomew was working 
on !he la.st sllltion. He said he thought 
one of Jcnkinson's bpmblcts 
exploded, 

Bartholomew's wife, Marcia, 27. 
who works on the same production 
line, said two weeks ago a defective 
bomb was detonalCd in place, after 
sandbags were placed around it. The 
line was closed for about a week 
afterward, she said, and the area was 
modified lo malce it safer. 

"Jt has been scary here recently," 
she said. ' "There have been a lot of 

· .mistakes." 
Production was halted after the 

explosion, bul rnost or the plant 
reopened at 6:45 a.m. today. The 
1100 line will remain closed indefi-
nitely pending investigations, plant 
officials said. 

ln the bay where the explosion • 

. ~.Eij!t 
•• • .JI 

/ 

occut'l'M, Omployccs first sturf a hol· 
low 4·inch &hell - cylirldtical in 
shape, tapering toward the top with 
;'lbout a 2-inch opening at the peak -
with a ring-like spoflie and another 
component. an emptoree said. 

The spon~e. about l 1nch in diame· 
tcr and three·quarteu of an inch 
wide, is very sensitive to heat and 
whel'l lricgcred will ignite into a huge 
ring of fire, the employ~ said. 

After . lhis step, the $hell move3 
down the production line lo the 
torque: machines. 

The fuse has several safet)' devices 
lo keep it from accidentally becom-
ing armed on the product.ion line, 
includina an about 2·inch·lon' safely 
pin, like a bobby pin. Pullmi the 
safely pin would have the same effect 
as pulling a pin on a hand grenade. 
lhc employee said. 

If the safety pin were damaited. or 
missini' from the fuse, a11y vibration 
during the torquein1 operation could 
have set the bomblet off, the employ· 
ee said. 

The service for Mrs. Lever will be 
at 10 a.m. Saturday al St. Mary's 
Catholic Church. The scrv ice for 
Jenkinson will be at 10:30 a.m. Satur-
day al the Smith-Carson-Wall Funcr-
nl Home in Girard. 

Further obit!,lary details Cor Jenkin· 
son al'\'d for Mrs. Lever are on Paie 4. 
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