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THE WHITE HOUSE 

ACTION :MEMORANDUM WASHINGTON LOG NO. : 

Date: August 6, 1975 Time: 

FOR ACTION: Phil Buchen 
Jim Cannon 

cc (for information): 

Max Friedersdorf 
Jack Marsh 
Bill Seidman 

FROM THE STAFF SECRETARY 

DUE: Date: 

SUBJECT: 

Thursday, August 7 Time: 

James Lynn's memo of August 5, 1975 
re L976 Highway Program and proposed 
letters to Senator Jennings Randolph 
and Senator Howard Baker. 

ACTION REQUESTED: 

3 P.M. 

-- For Necessary Action ~For Your Recommendations 

- - Prepare Agenda and Brief __ Draft Reply 

~For Your Comments __ Draft Remarks 

REMARKS: 

Please give this a quick turn around --- thank you. 

August 8, 1975 

Ok with Counsel's office. 

Ken Lazarus 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

If you have any questions or if you anticipate a 
deiay in submitting the required material, please 
telephone the Staff Secretary immediately. 

Jim Connor 

For the President 

Digitized from Box 35 of the Philip Buchen Files at the Gerald R. Ford Presidential Library
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SIGNATURE 

MEMORJ\NDUM FOR: 

FRO.M.: 

THE. PRESIDENT fi I . ')/ 
JA!!ES T. LYNN J ,-..;.f./' 

SUBJECT: 1976 Highway Program 

Wi thot;t any changes in e::dsting legislation, over $11 billion of Federal-aid IIighway funds will be available for obligation by the States in 1976. We anticipate that Congressional action on the Federal-aid Highway Act of 1975 could increase these authorizations to $14-16 billion. This compares to the FY 1976 Budget request of $6.5 billion for 15 months including the transition quarter. 

In prior years, excess highway authorizations have been 11 i mpounded 11 or more recently "deferred" under the Budget Control Act. Recent court decisions raise substantial doubts about our ability to continue these deferrals and in April, the Senate overturned our FY 1975 deferral. The Admini-stration has therefore sought to obtain a legislative limitation on the highway program level in the Department of Transportation Appropriations Act. Similar limitations control the annual level of other contract authority programs such as mass transit and airport grants, but highway supporters have vigorously resisted such limitations on the Federal-aid Highway program. 

After extensive discussions and despite opposition from the Appropriation SubcoITu~ittee Chairman (Sen. Bayh), Senators Randolph and Baker agreed to introduce and support strongly such a limitation. Although the $9.0 billion level in the Senate bill was significantly above the initial budget request of $6.5 billion and the Administration's later proposal of $8.5 billion, it is substantially below the alternative unconstrained program and establishes a very important precedent. With the strong support of these Senators (and Senators Muskie and Stafford), the Senate approved the amendment. The bill now goes to conference with th~ House version which did not have such a limitation. 

This was obviously a difficult decision for the Senators in l" h~ of their leadership positions on the Public Works Committ .f19ift)( support of the highway program. A Presidential commenda n 'di 
"' }" ,,, 
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• 

seems in ordE'r not only to take notice of their co'TJncndable 
action but. also to encourage their support in securing a 
limitation from the House. 

Reco~nfl10nd that you sign the attached letters to Senators 
Randolph and Baker. 

Attachments 

2 
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Dear Jennings: 

Please accept my cormnendation for your efforts 
to establish a ceiling on Federal-aid Highway 
obligations in 1976. 

As you know, I share your strong personal 
commitment to assuring the continued excellence 
of our national highway systems. The proposed 
$9 billion program for this 15-month period will 
very adequately provide for the development of 
our roads with related positive em9loyment and 
transportation impacts while preventing an un
acceptably high obligatio~ rate with many 
adverse fiscal consequences. 

Although the proposed level is higher than that 
originally recommended by the Administration, 
it is an acceptable compromise achieved after a 
substantial dialogue with the Congress. Your 
proposal 1:1as a fine demonstration of the diffi
cult actions that must be taken if we are to 
control the level of Federal spending. 

Sincerely, 

The Honorable Jennings Randolph 
Chairman 
Committee on Public Works 
United States Senate 
Washington, D.C. 20510 
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Dear Howard: 

I offer my commendations for your assistance 

in establishing a ceiling on Federal-aid Highway 

obligations in 1976. 

Your support was a critical element in our 

efforts to achieve a program level consistent 

with responsible fiscal policy. Although the 

$9 billion program exceeds the Administration's 

initial request, it represents an acceptable 

product of a constructive dialogue between the 

Administru.tion and the Congress. At this level, 

the 1976 highway program will still provide 

additional employment in the construction sector 

and an adequate level of Federal assistance for 

needed capital development. 

I certainly understand the difficulty in supporting 

such a limitation and wish to extend my special 

appreciation for your assistance. 

Sincerely, 

The Honorable Howard H. Baker, Jr. 

Ranking Minority Member 

Committee on Public Works 

United States Senate 

Washington, D.C. 20510 
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HIGH PRIORITY 
THE \\'HITE HOUSE 

.-\CTION. \fE\10RANDl' :r-. I v .·.-\SHl:-;CTOX LOG NO. : 

Date: August 28, 1975 

FOR ACTION: Phil Buch en 
Jim Cannon 
Jack Marsh 
Bill S e idma n 
Brent Scowcroft 

f'rtOM TH E S 'rAFF SECRETARY 

Time: 

cc (for information): 

DUE : Date : Thursday, August 28, 1975 Time: 

SUBJECT: 

2 P.M. 

Lynn memo 8/27 /75 re Union versus Civil 

S e rvice Manning of Military Sealift Command 

Ships 

.A.CT I ON REQUESTED: 

-- For Necassary P~ction ~For Your R e commendations 

__ P repare J'l.gendu and B:;:ief __ Draft Reply 

X "F"-7 C t _______ • o :..- 1. our onnnen s __ DraH Remarks 

REM A.RKS : 

T h e P r e sident has r equested that he receive this 

l e tter today - August 28th - - therefore the d eadline 

mus t b e complie d with --- Thank you. 

Y/2--? /7 J--

I r e commend Option·· . #4. 

Philip W. Buche n 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

H you have any questions or if you a nticipate a 

deiuy in submitting the requirad material, plea se 

tebphone the Sta.ff Secretary immediately. 

Jim Connor 
For the P r esident 
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HIGH PRIORITY 

THE WHITE HO USE 

ACTION \fEl\10RANDL'l\I 

Date: August 28, 1975 

FOR ACTION.: Phil Buch en 
Jim Cannon 
Jack Marsh 
Bill Seidman 
Brent Scowcroft 

FROM THE STAFF SECRETARY 

DUE: Date: Thursday, 

SUBJECT: 

\'.' AS!l l :-; G TOX LOG NO.: 

Time: 

cc (for information): 

I 

Time: 2 P.M. 

Lynn memo 8/27 /75 re Union versus Civil 

Service Manning of Military Sealift Command 

Ships 

.ACTION REQUESTED: I 
-- For Necessary F~ction ~For Your Recommendations 

__ Prepare Agenda. and Brief __ Draft Reply 

_?S___ For Your C01nmen ts __ Draft Remarks 

RE.MARKS : I 
The President has reguested that he receive this 

lett e r today - August 28th - - therefore the deadline 

must be complied with --- Thank you. 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

H you have any questions or if you anticipate a 

deia.y in submitting the require d material, please 

t2hphone i:he S t aff Secretary immediately. 

Jim Connor 
For the Preside nt j 

/ 
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MEMORAi~DUM FOR: 

FROM: 

SUBJECT: 

• 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

AUG i 7 1975 ACTION 

THE PRESIDENT 

JI.MEI' LYNN 
Union versus Civil Service Manning of 
Military Sealift Command Ships 

In your July 15 meeting with Secretary Schlesinger, you discussed the question of union versus Civil Service manning of Military Sealift Command (MSC) ships. The . issue to be resolved involves the use of private contractors versus continued MSC operation of these ships. This memo identifies .the ships involved, compares the operating costs under the two systems, and outlines three possible courses of action. 

Discussion 

MSC operates 54 ships with civil servants. Of these, 27 are special project mission related ships used for ocean research and survey, Polaris/Poseidon support, range instrumentation, and underseas surveillance. The remaining 27 MSC ships are the subject of this issue. These include: 

Seven tankers, 4 of which are of particular interest for private contract .operation since their operations are quasi-commercial. 

- I•'our tankers were operated by a private contractor until April 1974 when the contract was terminated due to inadequate 
performance. Each ship is manned by 25 civil servants , virtually all of whom are members of maritime unions. Union criticism of the use of ships with Civil Service personnel results from the 
fact that even though the present employees are union m~mber • FON there is no contribution to the union pension and welfare f s. ~~ If the ships were contractor managed, contributions would "' made to the pension fund of the appropriate unions. (The ~ Nationa l Maritime Union pension fund has a present unfunded ~ liability of approximately $170 million.) 

- The other 3 tankers are engaged entirely in Pacific . interisland operations. They do not r eturn to any U.S. ports and 
are old with poor crew accommodations. It is extremely doubtful that they would be of interest to contractors. 
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Eleven dry cargo ships have always been manned by civil servants. Navy 
has firm plans to remove 3 of these ships from the active force in 1976; 
and removal of another 3 ships is under consideration. Cost studies con
firm the economics of civil servant manning as against contract operation. 
Private contractor operations will cost 15-20% more than the current 
system. 

Nine fleet support ships, including oilers and tugs, operate directly 
with the Navy fleets at sea. These ships were once manned with mili
tary personnel, but were converted to civilian manning. Because of 
the type of support required of these ships, the Navy would prefer 
military manning in lieu of a private contractor. (The Chief of 
Naval Operations has stated as policy tha~ "Underway replenishment 
ships that provide front line support will be manned by either Navy 
crews or MSC Civil Service marine personnel in order to provide 
posit:lve Navy control. 11

) 

Considerations 

Cost 

Agreement has been reached by DOD, MARAD and OMB on comparative labor 
and labor related cost differentials between civil servant and con
tractor manning. All parties also agree that non-labor costs would be 
higher under contractor operation, but there is some disagreement as 
to the size of the difference. DOD bases its estimates for tanker 
operations on actual experience and uses the same cost factors to 
compute contract costs for the dry cargo ships. MARAD has reservations 
on these estimates but lacks operating data. 

For the 4 tankers and 8 dry cargo ships, manning with civil servants 
under MSC is less expensive than private contractor operation. Higher 
contractor costs would be experienced for the following areas: overtime 
and premium pay, pension and welfare payments, and contractor overhead 
and profits. 

The annual costs are as follows: 

The 4 tankers have annual operating costs of $12.0 million, 
including unfunded retirement liability and insurance applied 
at commercial rates. Comparable costs from contract operation 
are $14.0 million. Thus, shifting to contractor operations 
would increase costs by $2.0 million (17%). 

\ ' 

The 8 dry cargo ships have annual operating costs of $27.4 million, 
including unfunded retirement liability and insurance applied at 
commercial rates. Comparable costs from contract operations approx
imate $31.8 million. Thus, a shift to contractor operation would 
increase costs by $4.4 million (16%). 
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Note: It must be recognized that the contractor costs are our 
best estimate. They could be higher or lower, subject to nego
tiation with the Unions. 

You expressed concern as to the validity of training cost estimates 
for ships manned by civil servants. Training costs amollllt to less 
than 1% of total operating costs under both civil servant and private 
contractor manning. Even if doubled, they would have only a slight 
impact on op~rating costs. 

Union Membership 

Civil servants employed aboard the MSC ships are generally members of 
various maritime unions. It is impossible to predict which unions 
would be represented if a decision is made to contract for operation 
of the·ships. The majority of civil servants are members of the 
National Maritime Union and Seafarers International Union. An appeal 
could be expected from one of the two unions affected by a contract 
decision. · 

Operational Flexibility 

The Navy is concerned that a shift to contractor manning could reduce 
their operational flexibility in two ways: 

0 

0 

Crew assignment policy -- Current union policy is to assign 
new crew members for each voyage. The Navy believes this 
reduces crew efficiency, could cause delays, and causes ad
ditional training expenses. The Civil Service practice is 
to assign crews to the same ships for repeated voyages. 

Security clearances for crews - Some classified military 
missions or special cargoes require that all crew members 
have a security clearance. All Civil Service crew members 
are appropriately cleared. This is not now done for union 
crew members. 

3 

Both of these concerns could be eliminated if the unions agreed t~~· Fo)' 
change their crew assignment policies and required security clear QeS ~ . ~ , for all union crew members. ~ :: . : 

U) ».. 
r:JI ,, .. i! / 

Reversion to contract operation of the 4 tankers may be justifiable in 
that their operation is quasi-commercial (Defense could be convinced 
to revert these ships to contractor operation), but Civil Service 
manning cost less. The 3-inter-island tankers are not conducive to 
contractor operations. 
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Contractor operation of the 8 remaining dry cargo ships also costs more, 
and would require changes in tmion policies with regard to security 
clearances and crew assignment. 

The Navy would object strongly if they were told that the 9 fleet 
support ships must be operated tmder contractor management. They 
would prefer military manning as an alternative ·to Civil Service 
crews. 

ALTERNATIVES 

Direct ·the Navy to: 

4 

#1 Contract for operation of 21 MSC ships, including 9 fleet 
support, 8 dry cargo, and 4 tankers. Annual operating 
cost increase would approximate $11 million. 

' #2 Contract for operation of 12 MSC ships (8 dry cargo, ----- 4 tankers). Annual operating cost increase would 
approximate $6.4 million (17%) 

#3 Contract for operation of 4 MSC tankers. Incremental 
operating cost increase to the Navy would approximate 
$2.0 million (17%) 

·#4 Solicit bids for contractor operation of 2 tankers and 
4 cargo ships for a one-year trial period in order 
to evaluate costs and effectiveness of such operation. 

#5 Retain civil servant crews on these ships. 



J· ~ • • .. 
• 

COSTS FOR SHIPS OPERATION 

($ in Millions) 

MSC Contract 

Four Tankers 

Costs of operations 11.3 14.o· 

Additive costs not paid by MSC: .7 

Civ~l Service retirement 
fund unfunded liability 
and protection and 
inc:lemnity insurance 

FuJ_l Cost of pperation. 12.0 14.0 

Eight Dry Cargo Ships 

Costs of operations 25.8 31.8 

Additive costs not paid by MSC: 1.6 

Civil Service retirement 
fund unfunded liability 
and protection and 
indemnity insurance 

Full Cost of Operation 27.4 31.8 

Difference 

+ 2.7 

.7 

+ 2.0 

+ 6.0 

- 1.6 

+ 4.4 

lfii>•o~ <.,.. 
di 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

September 2, 1975 

DISTRIBUTION 

Commerce 
NSC 

Defense 
FBI 

Justice State Treasury 

Herewith , in accordance with the provisions of Exec
utive Order No . 11030, as amended, is a proposed 
Executive order entitled "Amendment of Executive 
Order No . 10422, as Amended, Prescribing Procedures 
for Making Available to the Secretary General of the 
United Nations Certain Information Concerning United 
States Citizens Employed or Being Considered f or Employ
ment on the Secretariat of the United Nations ." 

This proposed Order, along with the enclosed trans
mittal letter, was submitted by the Civil Service 
Commission. 

On behalf of the Director of the Off ice of Management 
and Budget , I would appreciate receiving your comments 
concerning this Executive order. Comments or inquiries 
may be submitted by telephone to Mr. Ronald A. Kienlen 
(39 5-5600 ; IDS 103-5600). I will assume that you have 
no objection to the issuance of this proposed Order 
if your comments have not been received by Wednesday , 
October 1, 1975. 

Sincerely, 

Zt}~h;.~~ 

Enclosures 

William M. Nichols 
Acting General Counsel 

. 

~~fOHJ) 
(q ~ <',. 

COPY FOR MR. PHILIP W. BUCHEN - THE WHITE HOUSE 1: ~J 
~~ - I 
~ 
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UNITED STATES CIVIL SERVICE COMMISSION IN REPLY PLEASE REFER TO 

WASHINGTON, D.C. 20415 

Honorable James T. Lynn 
Director 
Office of Management and Budget 
Washington, D. C. 20503 

Dear Mr. Lynn: 

August 28, 1975 YOUR REFERE:iCE 

Attached is a copy of a proposed Executive Order which is submitted 
to your office for approval and proper routing. 

This proposed Executive order contains amendments to Executive Order 10422, as amended, which prescribes the procedures for conducting 
investigations and transmitting the results to the heads of inter
national organizations through the Secretary of State. The proposal 
was prepared by representatives of the Department of State, Department of Justice, International Organizations Employees Loyalty Board, and the Civil Service Commission. 

Purpose 

The amendment to the Executive order has been prepared to eliminate the requirement for costly and time-consuming full field investigations, and to bring Executive Order 10422 into conforma..Dce with 
Executive Order 11785 with respect to the language of the standard 
and reference to the "Attorney General's List." 

Justification 

Executive Order 10422, as amended, sets the requirements for investigations of citizens of the United States who are applica..Dts for or appointees in certain positions in international organizations. In 
most cases a full field investigation conducted by the Civil Service 
Commission is required. This investigation is reviewed by the International Organizations Employees Loyalty Board. If there is 
determined to be a reasonable doubt of loyalty to the Government of the United States, the Order prescribes the procedures for the conduct of a hearing and final decision . Since the inception of the program 
in 1953, there have been over 30 1000 cases processed and 24 adverse decisions issued, the last one being issued in 1967. 

THE MERIT SYSTEM-A GOOD INVESTMENT IN GOOD GOVERNMENT 
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The only standard for a determination in the existing Order is 
the standard of a reasonable doubt of loyalty to the Government 
of the United States. By a minute of the Civil Service Commission 
on August 12, 1953, the International Organizations Employees 
Loyalty Board was authorized to prepare summaries of derogatory 
suitability information, other than loyalty, for transmission to 
the Secretary General of the United Nations, through the Secretary 
of State. These summaries had been prepared since that time until 
recently when the Department of State requested that they no longer 
be furnished. This request was made on the advice of the Office 
of the Legal Adviser of the Department of State, who suggested 
that such summaries were being provided gratuitously, without force 
of law, statute, or Executive Order, and were legally suspect, the 
Civil Service Commission minute notwithstanding. 
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Representatives of the State Department also said that there was 
an increasing reluctance to complete the necessary forms for the 
investigation, as well as problems raised by the delays caused 
because of the time required to complete a full field investigation. 
In some cases the delays have caused capable persons to accept 
employment elsewhere, and in other cases, the international organi
zations have recruited persons from other countries, rather than 
wait for the completion of the full field investigations. 

The proposed amendment would require at least a National Agency 
Check for most persons entering positions with international organi
zations. The requirement for a full field investigation by the 
Federal Bureau of Investigation, if a question of loyalty is raised, 
would still be kept. Experience has shown that over 95 percent 
of the loyalty issues have been raised because of information 
developed by the National Agency Check. No attempt is being made 
to retain or reactivate the program of furnishing summaries of 
derogatory suitability information other than loyalty. 

The balance of the amendment of Paragraph 3, Part I allows for 
appointments, transfers, or reinstatements, from one international 
organization to another, or from the Federal workforce, based on a 
previous favorable National Agency Chee~ without an update. These 
same rules apply to Federal employees. Also, certain part-time 
or temporary employees, whose appointments are for a limited term 
of six months or less, are excluded from the requirements of the 
Order. This exclusion also parallels a common exclusion in the 
Federal community. 

The last amendment to Part II, Paragraph 2, subparagraph (f), is 
to bring the language of the standard into conformity with Executive 
Order 11785 and eliminates reference to the "Attorney General's 
List." 
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Section Analysis 

Paragraph 2 of Part I provides for those exceptions to the inves
tigative requirements now included in Paragraph 3 of Part I. 

Paragraph 3 of Part I reduces the investigative coverage required 

3 

for certain applicants and appointees of international organizations. 
Executive Order 104227 as amended, requires a full field background 
investigation to be conducted by the Civil Service Commission. 
Subparagraph (a) of this paragraph of the proposed Executive Order 
will allow for a National Agency Check to be conducted by the Civil 
Service Commission. 

Subparagraph (b) of Paragraph 3 of Part I allows for the appointment 
of short term employees in certain positions without the requirement 
for a National Agency Check investigation. 

Subparagraph ( c) of Paragraph 3 of Part I permits certain appoint
ments to be made without additional investigation providing that it 
is assured that a favorable National Agency Check was previously 
conducted. 

Subparagraph (f) of Paragraph 2 of Part II revises the language of 
the standard to bring it in conformity with Executive Order 117S5 
dated June 4, 1974, which also eliminates reference to the "Attorney 
General's List." 

By direction of the Commission: 

St/rely yo~j' 

.~Jj-~J1yt 
Robert E. Hampton r· . 
Chairman 



~ EXECUTIVE ORDER . •. , 

AMENDMENT OF EXECUTIVE ORDER NO. 10422, AS AMENDED, 
PRESCRIBING PROCEDURES FOR MAKING AVAILABLE TO THE 

SECRETARY GENERAL OF THE 'UNITED NATIONS CERTAIN 
INFORMATION CONCERNING UNITED STATES CITIZENS 

EMPLOYED OR BEING CONSIDERED FOR EMPLOYMENT ON THE 
SECRETARIAT OF THE UNITED NATIONS 

By virtue of the authority vested in me by the Constitution, 

statutes, and treaties of the United States, including the 

Charter of the United Nations, and as President of the United 

States, it is ordered that paragraphs 2 and 3 of Part I and 

subparagraph (f), paragraph 2 of Part II of Executive Order 

No. 10422 of January 9, 1953, as amended, be, and they are 

hereby, amended to read as follows: 

Part I 

"2. Except as otherwise provided below in paragraph 3 of 

this Part, the Secretary of State shall forward the information . 

received from the Secretary General of the United Nations to 

the United States Civil Service Commission, and the Commission 

shall conduct an investigation. 

"3· The following investigative standard shall be applicable: 

(a). The investigation conducted by the Civil Service 

Commission shall be a National Agency Check. Eac?ffOR )'-.... 
~· i) (·\ 

National Agency Check shall .include reference to ! ·~,· .. 
'C . , 

' '· ~ : 
the following: ..>" ·., --··. (1). Federal Bureau of Investigation files. 

(2). Civil Service Commission files. 
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(3). Military Intelligence files as appropriate. 

(4). Files of any other appropriate government 

investigative or intelligence agency. 

(b). For appointment of short term employees, the inves

tigation shall ordinarily be confined to a search of 

the Department of State files, by that agency. As 

used herein, short term employees are experts, con

sultants, and similar categories of employees who 

will not be appointed to Secretariat professional 

posts, or posts subject to geographical distribution, 

and whose appointments will not exceed six months. 

(c). For the following categories of applicants or employees, 

additional investigation shall not ordinarily be required: 

Provided that, as a minimum, a favorable National Agency 

Check investigation was previously completed: 

(1). Applicants being considered for employment by an 

international organization who were previously 

employed by the same or another international 

organization without a break in service exceeding 

one year. 

(2). Employees transferring from one 

organization to another. 

(3). 

civilian or military service, or previous service 
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.. • as contract employees of the Federal government: 

Provided that the break in service does not 

exceed one year. 

( 4) • Employees tr an sf erred or detailed to an inter-

national organization from a Federal agency under 

the provisions of Title 51 United States Code, 

section 3343 or sections 3581 through 3584, 

inclusive." 

and 

Part II 

2. 

"(f). Knowing membership with the specific intent of furthering 

the aims of, or adherence to and active participation in
1 

any 

foreign or domestic organization, association, movement, group 

or combination of persons, which unlawfully advocates or 

practices the commission of acts of force or violence to pre-

vent others from exercising their rights under the Constitution 

or laws of the United States, or of any State, or which seeks 

to overthrow the government of the United States or any State 

or subdivision thereof by unlawful means." 

THE WHITE HOUSE 
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THE WHITE HOUSE 

WASH I NGTON 

Oct ober 7 , 1 975 

MEMORANDUM FOR: JIM LYNN 

PHIL BUCHEflw.13. 

KEN LAZARusf 

THROUGH: 

FROM: 

SUBJECT: 1977 Budget Process 

Thank you for your memo of October 3 outlining the fall 

budget process and inviting our contribution and participation 

in your budget review. 

Because of our close working r e lationship with the 

D epartment of Justic e, we would a ppreciate being kept 

advised of the development of their budget and of any 

c ontroversies which may arise in the process. 

Thank you. 
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EXECUTIVE OFFICE 01 THE PRESIDENT 

MEMORANDUM FOR: 

FROM: 

SUBJECT: 

OFFICE OF MANAGEMENT.AND OUDGET 

WASH INGTON, D.C. 2050J 

OCT 3 1975 

WILLIAM BAROODY 
(PHILIP BUCHEN 

JAMES CANNON 
RICHARD CHENEY 
JAMES CONNOR 
JOHN DUNN 
ALAN1GREENSPAN 
ROBERT HARTMANN 
JOHN MARSH 
RONALD NESSEN 
DONALD RUMSFELD 
BRENT SCOWCROFT 
WILLIAM SEIDMAN 

JOHNz·MAN 

JAME . LYNN 

197 B:dget Process 

Preparation of the FY 1977 budge t is well underway . The budget 
s ubmissions for most agencies have already arrived at OMB. 

These submissions are the starting point for the fal l budget 
process culminating in the transmittal of the document to the 
United States Congress on January 19, 1976. 

It should be e mphasize d that this budget will go to the Congr~ss 
about two week s. earlier than the two previ ous budgets . This i s 
in response to Congress ' expressed n eed (and formal request ) for ...,. fOfib 
more review t:j._me during the first year in which the new budget c::i <' 
reform procedures become fully effective . 

Because your participation in the budget process is important , 
and in fact essential , I have attached for your information a 
broad outline of the 1977 budget process which will give you an 
idea of the timetabl e that i s necessary if we are to meet the 
January 19 d eadline. 
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You and your staff may desire to provide 
of your own concerning the 1977 budget. 
wish to consult with OMB on our vie ws or 

2 

input or to -advance ideas 
We also recognize you may 
those of the age ncies . 

Your contributions and' suggestions are welcome and solicited. 
Please note that they are most timely and useful in October and 
early November . After Thanksgiving it becomes increasingly difficult 
to make changes. 

Should you desire additional information, please contact us. 

Thank you for your cooperation. 

Attachments 
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Examiner review of agency proposals (September c.rnd October) . Most 
agency bucJgct r;ubmi.ssions arc recci.vc'd by October J. Upon receipt , 
the submissions arc analyzed in detail by OMl3 cxcimini11g staff . During 
this period, hearings are scheduled with agency r epresentcitives to 
obtain a better understanding of the proposals. No commitments cire 
made durirg these hearings. 

Preparing recommendations to the President on agency budget requests 
(October and November). OMD associate directors (Don Ogilvie , 
Cal Collier, and Jim Mitchell) and their deputies will put together 
tentative budget recommendations after an intensive review 9f the 
agency budget submissions aqd the recommendations of the OMB examiners. 
Major issues for the larger agencies will be discussed at oral review 
sessions conducted by Jim Lynn and Paul O 'Neill between October 14 
and November 19 (see attached schedule) . As in the past, we hope t hat 
representatives of the White House and other Executive Offices can 
join us in the appropriate sessions . Materials for ea,ch of the sessions 
are available in advance from the· secretary of the Director 's Review, 
Lee Mosedale . (ext. 4884), who can also inform those planning to attend 
specifjc sessions of ciny c hcinges in the schedule. Review of recom
me ndations on minor issues in the larger agencies c;md recommendations 
for smalle~ agencies will be handled by the circulation of decisiqn 
papers within OMB. White !louse and Executive Office representatives 
will also be consulted . 

Presentatjon of budget issues and requests to LJ1e President (October 30 
to November 2G). The objective of the first round of reviews with the 
President is to determine what response should be made to agencies ' 
budget requests. The responses will be made as soon as possible after 
each meeting with the President . During this first round, we will give 
the President progress reports on the e merging budget totals . We will 
also be reporting on those totals at senior staff meetings . The first 
round will be completed before the President's trip to China . 

Presidential Appeals (weeks of Dece mber 8 and 15) . If a major ag 
feels compel l ed to disagree with the response to its request , the 
agency and OMB will prepare joint appeal papers for the President ' 
review . Agency h eads will attend some of these sessions with the 
President. 

Drcifting the 13udget Message and related policy statements (beginning 
in mid - Noveml::Jer). OMB staff will prepare ii1itial drafts on the 
Pres id e nt ' s Budget Messag e and the more detailed j ustification of the 
Piesident ' s proposals that are contained in the 100 or so pages of 
Part 5 of the m~in budget volume, " The Federal Program by Function. " 
These will be prepa-red in late November and will not only explain the 
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budget proposals, but will also rcflcc l the ndministration 's policy 
viewpoints that s upport the m. Subsequ e nt drafts of the Mossage will 
b e circulated to you wh e n the y have gone through our internal review 
and begin to d e v elop into something J ike o fi.ni11 prod uct . HelevanL 
sections of Part 5 will be circulated to your staffs shortly after 
Christmas . 

Preparation and printing of the_budget d ocume nts (late November to 
mid-January ). Initial printing of the budge t docume nt s will begin 

2 

on November 24 . Fina l adjustments to agency r equests, to economic 
assumptions, and to new Presidential initiatives must be worked into 
the budget detail and the numbers "locked up" before (1) the large 
volume of numbers can be sUJl)ITlarized and categorized in a variety of 
ways , a nd ( 2 ) justification and e xplanation of the budget can be 
drafted . Th e l ock-up must occur by Christmas . Final J?roduction of 
documents must be released to the Gov ernment Printing Office for final 
production on a phased schedule 10 to 6 days befoie transmittal . 

Press briefings (Saturday, January 17). The budget documents will be 
r e l eased to the press on Janua r y 1 6 . Not only the main press bri efing, 
but a l so many agency briefings will b e ·held on January 17. 

Transmittal to the Congress (Monday , January 19). 
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THE WHITE HOUSE 

WA S HIN G T O N 

October 22, 1975 

MEMORANDUM FOR: JIM LYNN 

FROM: PHIL BUCHEN tf 
As the result of a telephone call to 
Peter Secchia today, I find that the 
costs of the plane which took you and 
members of your family to a Republican 
Party function on Mackinaw Island is 
b eing paid for by the Party and not by 
the owner of the private plane. 
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MEMORANDUM FOR: 

THROUGH: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASH li\J GT ON 

Novembe r 3 , 1975 

JIM CONNOR ;() 

PHIL B UCHEN 1 · 

DUDLEY CHAPMAl"'\J ~ 

James Lynn's memo of 10/28/75 
re Assistance to Small Business 
attaching Tom Kleppe 1 s letter 
of recent date 

The proposed letter to Kleppe has too much the tone of a polite 
response to citizen mail to be sent to an incoming Cabinet Member. 

The two reasons for not adopting his recommendations now, regard
less of their merit, are: 

(a) the new spending proposals and 

(b) the fact that Kleppe is no longer at SBA. 

The latter fact is significant because he proposes an extensive 
Presidential commitment that would involve action by the SBA 
Administrator. The new Administrator should have an opportunity 
to at least examine these proposals and make his own recommendations. 

I would, therefore, recast the letter to thank Kleppe for his proposals, 
explain that the new spending proposals are not feasible now, and that 
the President feels that the new Administrator should be given a 
chance to contribute his own thoughts before committing the Administration 
to a new program, noting that the President is referring them to the 
new Administrator. 
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T H E \\"H I TE HOCS.L 

.--'.CTIO::\ \IE\IORA>i"D C \I LOG N O.: 

O c tob e r 30, 1975 Tirri~e: 

FOR Z-iCTIO.N: cc (for inforv.a-tion): 

Phil Buchen, 

J i m C a nnon 

:11/[a x Friedersdorf 

Jack l'v1arsh 

Paul The is 

FROM THE ST.liFF SECRET ARY 

DUE: Data: 

SUBJECT: 

Monday, November 3, 1975 Time : 

James Lynn ' s memo of 10/2 8 /75 re 

Assistance to Small B usiness attaching 

Tom Kleppe' s letter of r e cent date 

ACTION ~EQUESTED: 

-- For Necessary Action ~For Your Recommendations 

- - P r ep are Agenda and Brief __ Draft Reply 

L._ For Your C omments -- D:raft Remarks 

REMARKS: 

?.SE.ASE ATTACH THIS COPY TO MATERIAL SUBMITTED . 

I Ii you have any q;:.estions or if you anticipate a 

d elay in submitting the :required rna.te:ric:.l, please 

t elephone the Sta.H S ecrefory immediately. 

Jim Co~nor 1 

For the Pr-esident 1 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

OCT 2 ~ ·lID!> 

MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE PRESIDENT 

JAMES I LYNN 

Assistn
1
ce to Small Business 

Attached is a letter to you from Tom Kleppe, as one of his last acts as SBA Administrator, suggesting several initiatives •to assist small businesses. 

The principal initiatives proposed are: 

A request to Congress for $1 billion for SBA's direct loans to small businesses over the next three years; 

A request to increase SBA's loan guarantee program from $1.2 billion to $2 billion; 

A directive to several agencies (HEW, Labor and others) to increase efforts to provide education and training f or potential busine ssmen; and 

Several studies to determine the effective n e ss of current small busines~ assistance efforts and possible ways to improve the assistance, including a study of alternative means to increase equity capita l available to small businesses . 

Mr. Kleppe proposed that these initiatives be presented package in a special Pre~idential Message to Congress. ..., 
i:: Comme nts on the Proposals 
\ ~ 

In view of your efforts to reduce substantially the growt~------Federal spending , I belie ve that it would not be appropriate to request the large increases in f und s f or SBA's loan programs. Even if t h e proposed increases were provided, they would have an almost imperceptible impact; the expanded programs would assist only a few thousand small businesses , or l ess than 1 % of the total small businesses in the country . Reduced taxes , and reduced r e gulation and pape rwork , would b e of greater value to a much broader spectrum of small businesses . 

-I 
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Some of the study proposals are appropriate, particularly the 
proposals to study the effectiveness of current Federal small 
business programs. Some of these studies are already underway, 
and we will be pursuing these with SBA. Also, we are working 
with SBA regarding po~sible improvements in Executive Order 
11518 to more clearly define the responsibilities of the 
Federal agencies in assisting small businesses. 

Without the suggested loan program increases, there is ve ry 
little of substance in the package. I believe it would not 
warrant being presented as a Presidential initiative. 

RECOMMENDATION 

I recommend that you sign the attached letter to Tom Kle ppe, 
expressing appreciation for his suggestions, but expla ining 
the undesirability of proposing the major funding incre ase s 
now. The letter also states that OMB will be working with 
SBA regarding studies of ways to improve the small business 
assistance programs. 

We will work with SBA to do everything possible to improve 
the effe ctiveness o f its programs, within the r e source s now 
available. 

Attachme nt 

I 
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THE WHITE HOUSE 

WASHINGTON 

Dear Tom: 

I certainly appreciated your recent letter proposing several initiatives for assisting small business. I know how hard you have worked to help small businesses, and I am sure you will continue to have a strong interest in this area in your new 
position. 

You know that I am very concerned about the future of small 
businesses and the need to reduce the Government burden on them. We must reduce the tax burden, the paperwork burden and the regulatory burden. I believe that the Administration's 
efforts in these three areas are major steps in the right 
direction. Because of my commitment to reducing taxes and Federal spending, however, I feel that we cannot afford to 
initiate expansion of Federal programs now. Our efforts to 
reduce taxes and other Government burdens will do more for 
small businesses in the long run than any feasible increase 
in direct assistance programs. 

Some of your suggestions for studies appear to be most useful, particularly your proposals for studies to determine the effectiveness of existing Federal programs to assist small business. I have asked Jim Lynn and his staff to discuss these suggestions with SBA to determine what can and should be done within available resources. 

I want to thank you for taking time from your frantic schedule during the transition to your new job, to give me your thoughtful suggestions. It is nice to know that we continue to have your wealth of experience on small business issues available to us in the future. 

Sincerely, 

Honorable Thomas S. Kleppe 
Secretary of the Interior 
Washington, O.C. 20240 

! 

d. 
I 



OFFICE OF THE ADMINISTRATO~ 

The President 

U.S. SMALL BUSINESS ADMINISTRATION 

WASHINGTON, D.C. 20416 

The White House 
Washington, D.C. 20500 

Dear Mr. President: 

It has been my privilege to serve you this past year as Administrator 
of the Small Business Administration. I believe deeply in~ and am fully 
committed to, the economic measures which you have proposed for dealing 
with the wide range of problems and opportunities facing our great Nation. 
I believe the timing is propitious for me to suggest an additional 
program designed specifically to assist the small business sector of 
the economy. 

I propose a special Presidential message to Congress containing an eight 
point program directed at the 9.5 million small businesses in the 
United States which account for 95 per cent of the businesses in this 
country, 43 per cent of the GNP, and 55 per cent of all non-farm, non
government employment. The special message would be delivered in the 
late Fall and would consist of an Executive Order, immediate administra
tive actions and specific legislative proposals. I am attaching for 
your consideration a draft message, a draft Executive Order, and draft 
administrative proposals and legislation that support the eight point 
program. In addition, this program will be supported by subsequent 
announcements designed to report progress and keep the issues before 
both Congress and the public. A schedule for such continuing support 
is also included in the attachment. 

In summary, the items we are proposing may be grouped in the following 
manner; those which: 

1-• ~~ 
l. Remove unnecessary or harmful Federal Government competition with ~ ~_\ 

or interference in, small business; : ~\ 
,; >./ 

2. Increase the importance of small business considerations in all ,~ 

levels of decision making government-wide; . 
3. Increase the flow of government contracts and loans to small 

business; 

4. Stimulate and increase the flow of equity funds to small business. 
, 

I 

I 
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The benefits to be derived from the above include the creation of 
more than 200,000 jobs in the most economical manner available to the 
Federal Government; non-inflationary stimulation of the economy; and 
a reduction of Government costs of administration . 

. I await your convenience in discussing the ideas presented herein. 

Enclosures 

Thomas S. Kleppe 
Administrator 

/ 

I 

I 



PROJECT OUTLINE 

PURPOSE 

- To prepare a highly impactive approach to resolving many of the serious 
problems facing small businesses today and in the future. 

OBJECTIVES 

- To structure an economically sound approach to meeting the critical 
financial problems of small business. 

·-To increase the sensitivity of the Administration and the Congress to 
·the role of small business in our economy and upgrade small business 

considerations in the decision-making processes of Government. 

- To structure a program which is practical and 11 do-able 11 within the 
· next 12 months and which would create strong public support for the 

Administration. 

APPROACH 

- A special Presidential message to Congress proposing an eight point 
program including an Executive Order, administrative actions and 
legislative proposals to be undertaken immediately to assist the 
small business community in recovering from the recession and 
maintaining longer term viability. 
Timing: Delivery about October 1975. 

- Widespread dissemination of the Administration's proposals over 
a substantial period of time to the general public. Dissemination 
to include, but not be limited to, the following: 

1. Press release and press conference at time of Special Message 
for the media. 

2. Reporting of proposals in Business Week, Kiplinger Letter, Time ~· Fo"~·. 
magazine and other periodicals. ~ c:,. 

~ o:i 

3. Ill: Explanation of the proposals in the SBA Bank Newsletter to ~-
reach 14,000 banks; the NASBIC Digest; and special letter to 
2,000 Advisory Council members and 7,500 SCORE and ACE members. 

4. Special analysis provided the 200 significant small business 
associations and trade organizations for dissemination to their 
membership. 
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5. Emphasis to be given to the proposals in all speeches given by 
SBA officials. 

6. Highlighting of the proposals at future Economic-Domestic 
Conferences. 

7. Follow-up press releases and dissemination of information as 
the results of studies undertaken are received. 

8. Advocacy of the President's program by SBA field personnel. 



SUGGESTED INTRODUCTORY REMARKS FOR THE PRESIDENT'S SPECIAL 

SMALL BUSINESS STATEMENT 

On the eve of the Bicentennial Anniversary of the American Revolution, 

I recognize the enonnous contribution which small business has made toward 

improving the economic well-being of all Amerjcans for over 200 years. 

·I also recognize that small business has the potential for making 

an equally large or larger contribution toward improving economic well

being both at home and abroad in the years ahead. 

To insure that small business continues to have the opportunity to 

realize its full potential, I intend in this message (in addition to 

measures I have already undertaken, such as establishing a paperwork 

commission, some tax refonn for small business, and mandating regulatory 

agencies to review the economic impact on the free enterprise system) to 

propose an eight point program to assist small business in becoming a more 

viable part of our economic system and thus making a more significant 

contribution to the economic well-being of all our citizens. 



SUGGESTED CLOSING REMARKS 

It is my intent and the intent of this Administration to: 

-- make it easier for Americans to go into bu~iness who have 

never been able to go into business before; 

-- make it easier for small business to survive; 

-- make it easier for a small business person to pass his business 

on to others and still keep it independent. 



POINT NO. ONE 

I am very concerned about the possible proliferation of programs in 
the Federal Government whic~ were created to help small business, and 
I wonder if they are really helping small business and, what is more 
important, are these programs, practices, etc., within the Federal 
structure in direct competition with small business. 

Therefore, I am directing the Small Business Administration to report 
to me on the following projects: 

. 1. I want a survey to define those government services and prac
tices that are in direct competition with small business. How 
can small business better provide said services and practices? 
What can I do to make this possible? 

. 2. I want a comprehensive study made on all small business programs 
within the Federal Government. Are they really having an impact 
on small business? Are they really delivering the aid originally 
intended and should these programs be all in one agency to better 
serve the small business community? 

3. In addition, I want the Small Business Administration to: 

A. Examine the role of small business in the American economy 
and the contribution which small tusiness can make in improving 
competition, encouraging economic and social mobility for all 
citizens, restraining inflation, spurring production, expanding 
employment opportunities, increasing productiv'ity, promoting 
exports, stimulating innovation and entrepreneurship, and pro
viding an avenue through which new and untested products and 
services can be brought to the marketplace. 

B. Give me a long-range national goal to accomplish the above 
with the minimum amount of government and the maximum amount of 
private sector utilization. 

am directing the Office of Management and Finally on this point, I 
Budget to make available 
project, and I want this 

the necessary resources to accomplish this.--
report no later than June 30, 1976. "" fo111> 

<> <:.. 
al 

''",,- .. · 

,. 
i 

l 
I 



POINT NO. 2 

There are many Federal programs which involve community participation 
for small business economic development. It appears to me that the 
extra layer of Federal Government in these programs is expensive and 
time consuming for the small business community which these programs 
are intended to serve. 

Therefore, I am directing the Vice President of the United States, in 
his capacity as· Vice Chairman of the Domestic--·Council, to have the 
Intergovernmental Affairs staff of the Domestic Council study the 
feasibility of: 

the elimination of any unnecessary Federal participation 
in programs involving community participation for small 
business economic development, and the possibility of 
strengthening local participation in this area through 
the Revenue Sharing Program and any other programs that 
have been delegated to the State and local governments. 

This report should be completed by June 30, 1976, and the Administrator 
of SBA will provide, when needed, support resources to assist in accomplishing 
this project. 



POINT NO. 3 

In light of the fact that the small business community represents 
95% of all business in this country, 43% of the GNP, and 55% of non
fann, non-government employment, I am appointing the government's 
official representative of the small business community, the Administrator 
of SBA, to the Domestic Council. This appointment will assure that 
the small business interests are represented in the highest policy 
councils of the United States. 



POINT NO. 4 

It is the desire of this Administration to assure the vitality and 
growth of the small business community of our nation. 

One method of accomplishing this goal is to 9ssure opportunities for 
continuous entry of capable individuals into the ownership ranks of 
small businesses -- individuals who believe fully in themselves and 
who possess the spirit and skills of entrepreneurship. 

Therefore, this office is requesting the follo.wing actions to be taken: 

1.} The Office of Education (HEW), Commerce,· labor and SBA initiate 
efforts to promote the availability of entrepreneurship education 
throughout collegiate and graduate study educational institutions. 
Included are extension, non-degree, and special programs most suited 
to attracting mature adults to explore entrepreneurship activities. 
The Office of Education and SBA will jointly constitute a National 
Steering Committee to coordinate these efforts. 

2) The Department of Labor designate entrepreneurship as a skill 
eligible for state training expenditures of federal funds. Labor 
and SBA will work cooperatively with state governments to support 
appropriate use of such funds. 

3) SBA to expand its existing national information and training 
programs in accordance with the intent of this effort. Cooperation 
with organizations such as the Service Corps of Retired Executives, 
Active Corps of Executives, the SBA National Advisory Councils and 
other volunteer groups will be expanded to ~ncourage private sector 
help for private sector growth. 

To assure opportunities for the growth of existing small businesses, 
adequate assistance will be made available to cope with the problems 
unique to small firms. Such problems include the broad areas of 
finance, marketing (including export sales), and general management 
as well as narrower but critical areas such as crime preve~tion and 
expansion planning. These problems are especially formidable for 
some of this nation's disadvantaged small business owner-managers. '-· FOlji-~ 

~ t> 
~ t'. Therefore, SBA is requested to establish a national task force to : ~ 

identify the full scope of those needs and to assure the full ~ ,:i 
resources of the government, academic and private sectors are · '1:>: 
brought to bear on them. Again, to provide government leadership "'· 
rather than government dependency, these efforts will include con
cerned non-profit organizations such as Trade Associations, Chambers 
of Commerce, Young Presidents Organization, professional societies 
and others willing to cooperate in this overall effort. A vital 
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Point No. 4 cont. 

mission of the task force will be to assure that our small business 
community is aware of, and has ample opportunity to grow in strength and employment. 

These actions taken together and cooperatively by all groups, can 
strengthen the small business backbone of this nation and provide 
jobs for millions of Americans. 



POINT NO. 5 

The small business corrmunity traditionally has had difficulty in 
securing the funds necessary to sustain their businesses or to develop 
and expand them. During the difficult times of the past recession, 
small business was particularly hard hit, and is generally the slowest 
sector to recover. In order to stimulate economic recovery in the 
small business sector, and to prevent small businesses from being 
"frozen out11 of the money markets as larger businesses and the Federal 
Government attempt to satisfy their need for funds, I am sending a 
request to Congress to provide $1 billion to the Small Business Admin
istration for direct loans over the next three years. Employment is 
stimulated by small business loans where jobs are created and main-

. tained over the life of the firm -- by contrast the benefits of many 
direct government employment projects cease when the funding stops. 
In FY 1975, SBA created or maintained a job for each $5,250 loaned 
in its business loan programs: much cheaper than many other direct 
employment programs. · 



POINT NO. 6 

To further assist the small business conmunity in satisfying their 
need for loans, and to more directly involve the private sector financial 
institutions in meeting those needs, I am today sending a request to 
Congress to increase the guaranteed annual loan level of the SBA from 
$1.2 billion to $2 billion. Further, I am directing the Administrator 
of SBA to aggressively implement an innovative program designed to 
create a wholly new kind of financial institution in the United States, 
to be called Small Business Lending Companies. These companies will be 
licensed, regulated and controlled by the SBA and will specialize in 
making SBA guaranteed loans to deserving small businesses. This new 
industry should eventually generate billions of dollars of marginal 
additional funds to small businesses. · 



POINT NO. 7 

The most serious money need of all business is the need for equity 
capital. You are all aware of the serious problem of capital formation 
in our country, of declining business profits, of the disappearance of 
the new issues stock market, and of the projected $50 - $60 billion 
annual equity gap estimated by the recent SEC study. If we are to 
maintain a strong and growing economy, we must find a solution, or 
solutions, to this problem. Secretary Simon has spoken eloquently on 
this subject, and has proposed changes in the corporate and stockholder 
dividend tax rates, which I strongly endorse and support. 

This equity problem is particularly severe in our small business 
sector. To help ease this problem, I am proposing two immediate actions. 
First, I am directing the Administrator of the SBA to prepare draft 
legislation, in conjunction with the SEC and Department of the 

·Treasury, to lift the negative restrictions of the Employee Retirement 
Income Security Act of 1974 which effectively prevent pension funds 
and insurance companies from investing in small business. I am proposing 
that up to 5% of such funds should be excepted from ERISA restrictions, 
thus making up to $13 billion of funds potentially available for invest-
ment in small business. · 

Second, I am asking Secretary Simon to head up a special task force to 
study the feasibility of creating a n~w Equity Funding Administration. 
This new Administration would be quasi-governmental, with initial funding 
coming from the private sector as well as the Federal Government. Its 
purpose would be the creation of a securities market for small business. 
The Equity Funding Administration would act as a broker, buying equity 
shares in small business from stockholders and selling them to buyers. 
The E.F.A. would be authorized to use generally accepted valuation 
techniques to determine the purchase price or value of a stock, to 
temporarily warehouse them, and sell them to interested purchasers. 
The creation of such a national market for the small businesses of 
our nation is absolutely vital to their survival and growth, and is · 
essential to stimulate major investment sources to participate in those 
new ventures which have contributed so greatly to the technological and 
economic growth of our nation. 

Third, I am directing the Administrator of SBA and the Secretary of 
Treasury to conduct a comprehensive study of the f o 11 owing aspects of 
equity funding: 

1. Taxes 

a. Elimination of taxes on gains realized from the sale 
of small business equities or participation in pool of 
small business equities if: 



Point No. 7 cont. 

1. Such equities or participation are purchased upon 
original issue, and 

2. The equities are held for a reasonable time, say 
three years; 

b. Significant reduction of taxes on dividends received from 
small business equities; 

c. Treatment of losses on small business equities 
as "ordinary losses". 

2. Insurance - Provision of SBA insurance to investment bankers 
to cover underwriting risks assumed on "firm underwritings 11 of· 
small business securities. 

Should the results of the above studies prove favorable, a dramatic 
and permanent increase in the flow of equity funds to small businesses 
should result. 



No ehange from 
E. O. 11518. 
States the 
National po Zicy 
of promoting 
free enterprise. 

No ehange from 
E. 0. 11518. 
Reaognizes the 
effeets of 
Federal agencies 
proaram and 
aet1,,Vities upon 
the sma U busi
ness sector. 

Minor change from 
E. 0. 11518 mostly 
editorial con-
so Zidation. 
Recoanizes the 
Bp_ecwl needs of 
minorities as well 
as the socially 
or economically 
disadvantaged in 
obtaining par
ticipation in the 
free enterprise 
system. 

EXECUTIVE ORDER ---
(Proposed Revision to E. 0. 11518, March 29, 1970) 

PROVIDING FOR THE INCREASED REPRESENTATION OF THE INTERESTS 

OF SMALL BUSINESS CONCERNS -BEFORE DEPARTMENTS AND AGENCIES 

OF THE UNITED STATES GOVERNMENT. 

WHEREAS the policy of the Government of the United States 

is to insure the continuance of a strong and healthy free 

enterprise system; and 

WHEREAS the existence of a strong and healthy free enter

prise system is directly related to the well being and 

competitive strength of small business concerns and their 

opportunities for free entry into business, growth, and 

expansion; and 

WHEREAS the departments and agencies of the United States 

Government exercise, through their regulatory and other 

programs and practices, a significant influence on the well 

being and competitive strength of small business concerns, 

and their opportunities for free entry into business, growth 

and expansion; and 

WHEREAS, members of certain minority groups have aspired 

to own their own business and to participate in our free 

enterprise system and through no 
c 
O' 

minority groups [and other socially or economically dis- ~ 

advantaged persons] have been denied the full opportunity to 

achieve these aspirations; and 

Note: Italics in the margin are a section by section explana
tion of each ~aragraph to the irrvnediate right. 
Brackets [ ] ~ndicate new material not specifically in
elu.ded in the existing E.O. 11518. 



States the poZicy 
and objectives of 
the Executive Branch, 
by eZiminating 
obstacles to growth 
and e.mphasizing the 
areas of national 
concern and in
terest for develop
ing free enterprise 
and small business. 
New material 
recognizes overall 
objectives to be 
pursued in improving 
competition, pro
ductivitfl, innovation, 
emp Zoytnen t, and 
independence. 

No change from 
E. O. 11518 
States the 
Congressional man
date and po Zicy 
that the U. S. 
Government shall 
preserve, pro
tect, and 
promote small busi
ness interests. 

Cites the Statute 
creating a 
"formal" advocacy 
program on behalf 
of small business. 

No change from 
E. 0. 11518. 
Recognizes SBA as 
the agency within 
Government with 
central responsi
bility for small 
business. 

WHEREAS the policy of the Executive Branch of the 

United States Government continues to be, as was 

described by President Dwight D. Eisenhower, "to 

strive to eliminate obstacles to the growth of small 

business," [and, through small business improve 

competition, encourage economic and social mobility 

for all citizens, spur productivity, expand employ

ment opportunities, promote exports, stimulate 

innovation and independent entrepreneurs_hip and pro

vide opportunities for new products and services to 

be brought to the marketplace;] and 

WHEREAS the Small Business Act (72 Stat. 384, 15 

U.S.C. 631) declares the Congressional policy that 

the United States Government should aid, counsel, 

assist and protect, insofar as is possible, the 

interests of small business concerns; and 

[WHEREAS Section 5(e) of the ~mall Business Act 

(88 Stat. 749, 15 U.S.C. 634 (e)) declares the 

Congressional policy for an established program of 

advocacy in matters relating to small business;] 

and 

WHEREAS the Small Business Administration is the 

agency within the Executive Branch of the United 

States Government responsible for small business; 

and 

- 2 -



No ehange· from 
E. 0. 11518. 
Cites the statutory 
authority of SBA to 
draw Government 
agencies into con
sultation on their 
programs and acti
vities affecting 
the interests of 
smaU business. 

No change from 
E. · O. 11518. 
Cites statutory 
requireme~ts for 
Government agencies 
to cooperate with 
SBA in formulating 
department or agency 
policies affecting 
smaU concerns and 
to take actions to 
recognize, protect 
and preserve small 
business interests. 

Recognizes SBA as 
the spokesman and 
advocate for au 
small business -
independent from 
Commerce or other 
Federal agencies. 

No change from 
E. 0. 11518. 
Directs that SBA 
shaU advise and 
counsel small busi
ness in their deal
ings with other 
agencies - to assure 
that small business 
views are considered 
and rights p210tected. 

WHEREAS section 8(b)(l2) of the Small Business 

Act {72 Stat. 391, 15 U.S.C. 637(b)(l2)) empowers the 

Small Business Administration to consult and cooperate 

with all Government agencies for the purpose of 

insuring that small business concerns receive fair and 

reasonable treatment from such agencies, and section lO(f) 

of the Act {72 Stat. 593, 15 U.S.C. 639(f) requires 

each department and agency of the Federal Government, 

when requested by the Administrator of the Small Business 

Administration, to consult and cooperate with the 

Administration in the formulation by such department 

or agency of policies affecting small business concerns, 

in order to insure that small business interests will 

be recognized, protected, and preserved: 

NOW, THEREFORE, by virtue of the authority vested in 

me as President of the United States and in furtherance 

of the purpose and policy of the Small Business Act, it 

is ordered as follows: 

Section 1. The Small Business Administr~tion as the 

spokesman for and advocate of the small business com- . ... FO~) 
munity, shall advise and counsel small business concer ~ ~~ 

~ "' 
till: "' 

in their dealings with the departments and agencies of~ ~: 

the United States Government to the end that the views 

of small business concerns will be fully heard, their 

rights fully protected, and their valid interests fully 

advanced. 

- 3 -
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o No·ahange from 
E. O. 11518. 
Requires agenaies to 
aall upon SBA when 
aonsidering matters 
materially affeating 
smaZZ business 
interests. Further, 
it requires that 
final aations taken 
in these matters be 
aaZaulated to 
advanae valid small 
business interests. 

o Provides that 
agenaies must 
aonsider impaat of 
regulation prior 
to adoption, and 
offer opportunity 
for aorrment by 
SBA and pub Zia 
interest groups. 

o Provides for 
preferential treat
ment of smaU busi
ness in all pro
grams of(iii agenay. 
Expands beyond pro
aurements and 
property sales to: 
grants, alloaation 
of materials and 
fuels, financial 
assistanae andloan 
progr:CUTJs. A key . 
prov7-s-ion most V1- ta l 
to small business. 
"nterests -in gett-ing 
a fair share of R&D, 
fuel allotments, 
timber sales and 
property rights. 

Section 2. Departments and agenices of the 

Executive Branch of the United States Go·vernment shall 

call upon the Small Business Administration for advice, 

guidance, and assistance when considering matters which 

reasonably can be construed as materially affecting the 

well being or competitive strength of small business con

cerns or their opportunities for free entry into business, 

growth, or expansion. In takfng action on such matters, 

these departments and agencies shall act in a manner cal

culated to advance the valid interests of small business 

concerns. 

[{a) No Department or Agency of the Executive Branch 

shall adopt an administrative rule or regulation affect

ing small business interests, until it has first {i) con

sidered the impact of such administrative rule or regula

tion upon small business concerns, and (ii) provided 

reasonable opportunity, where appropriate, for SBA and 

small business public interest groups to provide comments 

and views on such rule or regulation.] 

[{b) Each Agency and Department shall to the extent per-

! 
. ! 
' • . , 

missible by law, take notice of the special .needs of, and ~i 

~· Fofl{J~ 'I provide for preferential treatment and consideration to ~ ". .. .... 
a: "' 

small business firms in their development and administra . on . .f.~l 
' of rules, regulations, policies, or programs which involve; 

contracts, grants, patents, financial assistance and loans, 

awarding of licenses, property sales, allocations of materials, 

fuels, minerals and substances, permits, or any form of 

Federal assistance.] 

- 4 -
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Requires upeaiaZ 
effort by 
agenaies to re
duae paperuork 
and red tape 
bUPden, and 
prompt aation to 
remove disarim
inatory praatiaes 
or ·po Ziaies. 

No aha.nge from 
E. O. 11518. 
Authorizes and 
direats SBA to 
take aations to 
present smaU 
business 
interests before 
agenaies in 
hearings, 
investigations, 

proaeedings 
to present 

evidenae, briefs, 
d argwnents on 

ehaZf of smaU 

[{c) Further, each Agency and Department shall 

periodically review all existing rules, regulations, 

policies, forms, and administrative processes, and take 

appropriate action to eliminate or reduce paperwork or 

other administrative burdens and obligations from small 

business. In addition, Agencies and Departments shall 

take all reasonable measures to promptly eliminate or 

reduce discriminatory effects of their rules, regulations, 

or activities which fall upon the small business sector.] 

Section 3. The Small Business Administration, whenever 

it determines that the valid interests of small business 

concerns so warrant, shall take such action as may be 

appropriate to insure the timely presentation to Depart

ments and Agencies of the United States Government of 

matters materially affecting the well being or competitive 

strength of small business concerns or their opportunities 

for free entry into business, growth, or expansion. To 

this end, the Small Business Administration may participate 

in investigations, hearings, or other proceedings pending 

before such Departments or Agencies and submit evidence, 

briefs, and arguments in accordance with, and to the extent 

permitted by the DepartmentAs or Agency's. rules of practice 

and procedure. 

- 5 -
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Establishes small 
business "advocates" 
or "advisoris" to 
the head of each 
deparitment and 
agency - at an 
"appropriate" 
level and griade 
within the 
organization. 

Charges these 
advocates ori 
advisoris with rie
sponsibi li ty to 
maintain ·uaison 
with SBA and to 
oversee all the 
po Ucies and prio
griams of the 
Agency on behalf 
of the Deparitment 
Head. 

Note: Many agencies 
have alrieady desig
nated such an 
official. T'ne griade 
level and origaniza
tional placement is 
left to the Agency 
Head since these 
duties may be com
bined with otheris 
in smalleri agencies. 
(FTC/FCC/EPA, etc.) 

Requiries agency 
assistance wherie
everi priacticable, 
in voluntary 
compliance with 
rules, riegulations, 
standarids, etc., 
and riequiries 
efforits to avoid 
wznecessary 
penalties, ori 
otheri riestrictions 
on small business. 

[Section 4. Executive Agencies and Departments shall 

designate an individual at an appropriately high level 

to act as the Department's or Agency's advisor and 

coordinator on all matters affecting small business. 

It shall be the responsibility of such official to 

represent the Agency Head in liaison with SBA and the 

small business sector. Further, this official shall 

be responsible to the Agency Head for overview of all 

policies and programs of the Agency to assure that small 

business interests are fully considered and advanced; 

and in addition, shall, to the maximum extent practicable, 

make available to small business concerns such advice, 

counsel, and other assistance as may be necessary in how 

to comply with policies, rules, regulations, or standards 

so as to avoid penalties, sanctions, administrative 

burdens, or other restrictive actions against small 

business concerns.] 

- 6 -



Requires agencies [Section 5. Offices of the Federal Government having 
to corrrpZy with 
SBAdesignations procurement or lending powers, or engaged in the sale 
of firms certified 
or categorized to and disposal of Federal property, allo.::ation of materials 
be "smaZZ" for the 
purposes of or supplies, or responsible for promulgating regulations 
Federal assistance 
or preferences. affecting the distribution of materials or supplies shall 
WouZd bring con-
sistency in pursuant to the Small Business Act accept as conclusive 
Government's 
appUcatiqn as SBA determinations as to which enterprises are. to be 
required by 
statute. designated "small business concerns. 11

] 

- 7 -
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Establishes require- [Section 6. To the extent practicable and permissible 
ment for Agency 
he«ds to-give small by law, all Federal agencies and Department heads shall 
business a fair 
share of aZZ ex- give special and continued emphasis in assuring that 
penditures made 
through contracts, small business concerns receive a fair and reasonable share 

·grants, loans, etc., 
on a continuous of all procurements, grants, financial assistance and loans, 
basis. 

Requires Agencies 
and SBA to annually 
establish 
"reasonab te" goa Zs 
for all procure
ment expenditures. 

Requires use of 
"set-asides. " 

Would establish 
goals for other 
programs where 
<;rppropriate. 

licenses, permits or other forms of Federal assistance men

tioned in this Order which are under the Agency's jurisdic

tion. 

(a) Agencies and Departments shall, in consultation with 

SBA, annually establish reasonable goals for providing a 

major portion of their procurement expenditures to the small 

business sector. A reasonable portion of all Agency procure

ments, property sales, and allocations shall be "set-aside" 

for exclusive participation by small business concerns. In 

addition, such other.goals and objectives shall beestablished 

for other financial and assistance programs where SBA and the 

Agency head determines such action is appropriate. 

Gives special (b) Each Department and Agenc¥ shall give special attention, 
emphasis to small 
minority-owned consideration, and preferential treatment where otherwise 
fims and the 
socially er consistent with law and regulations, to small minority-owned 
economica Z Zy 
disadvantaged in businesses, and also cooperate with SBA in fostering business 
general procure-
ment programs. ·development opportunities for the socially or economically dis-

Note:. Many of 
these program 
activities 
already exist to 
some degree. This 
gives formal 
recognition to 
them and will aid 
SBA and Agency 
officials in 
establishing 
definitive 
measures to 
assist small 
business. 

advantaged, and in awarding procurements.] 

- 8 -



ClQ.I'ified the use of [ (c) Further, Agencies shall make maximum use of the 
B(a) aontraating 
authority for pro- SBA B(a) contracting authority in providing procurement 
viding assistanae 
to minorities and opportunities to minorities and to socially or economically 
the soaially and 
eaonomiaally dis- disadvantaged persons. The SBA Administrator and Agency 
advantaged. SBA 
would estahlish Heads shall promulgate such rules and regulations as may be 
eligibility 
ariteria (already necessary to carry out the provision of this Section. 
done). Agencies 
would exeraise 
best· efforts in 
maximizing usage 
of B(a). 

Provides for con
sultations 
between SBA and 
the new OFPP (OMB) 
in overseeing the 
deve Zopment and 
administration 
of Fed.era l pro
aurement regula
tions, suah as 
Circulars, ASPR, 
the FPR and 
wherever small 
business 
interests or 
opportunities 
are aonaerned. 
OFPP and SBA 
would work to 

processes 
impacting sm:i ZZ 
business. 

(d) The Administrator, SBA and the Administrator, Office 

of Federal Procurement Policy (OFPP) shall, at regular 

intervals jointly review and evaluate Federal procurement 

policies and practices affecting small business interests or 

opportunities. The OFPP shall provide for early consultation 

with the SBA in the formulating of Federal procurement policies, 

programs, or regulations and assure that to the extent 

authorized by law, such policies, programs, and regulations 

are constructed and administered in a manner that provides 

for sma 11 business participation, opportunity and deve 1 opment, 

counseling, and preferential treatment. The Administrator 

OFPP shall take due care that the provisions of this and other 

applicable Sections of the Order are fully implemented in 

establishing Federal procurement policy.] 

- 9 -
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Est!abZisnes require- [Section 7. Executive Branch Departments and Agencies 
ment for Agencies 
to inaZude smaZZ whose activities and programs include the collection of 
business in their 
data coZZection data or material, analyses or the study of the economy, 
programs 
routineZy - whiZe development of business trends, collection of census or 
minimizing paper-
tiJOrk burden. AZso, labor statistics or similar activity shall allow for the 
requires Agencies 
to cooperate with concurrent development of information, data, or studies 
SBA in studies and 
·da~a coZZection relating to the small business sector wherever practicable. 
efforts (i.e., 
Census, Labor, Further, such Agencies will cooperate with SBA in carrying 
Commerce, EEOC, 
etc. out additional studies and data collection programs whenever 

EstabZishes a 
requirement for 
Agenay head to 
report to the 
President and SBA 
on accompZishment, 
at Zeast annuaZZy, 
in carrying out 
the E. O. 
Es tab Zishes ac
countabiZi ty, 
and requires 
measurement of 
resuZts in cutting 
paperwork and 
aahieveing goaZs. 

requested by the Administrator of SBA. All such programs 

will endeavor to minimize the paperwork burden of small 

business. 

Section 8. The Head of each Department and Agency 

shall submit a report, at least annually, to the President 

and to the Administrator of SBA, which summarizes the 

activities and accomplishments of his department in carry-

ing out the provisions of this Order. Specifically, pro

viding advocacy overview and other forms of assistance,such 

as procurements, loans, grants, patents, studies, licenses, 

property sales, allocations, or permits extended to the small 

business community. Said report shall specifically cite 

mea~ures taken and results achieved in reducing discriminatory 

or excessive administrative and regulatory burdens of small 

businesses.J 

- 10 -
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equires aation by [Section 9. Agencies and Departments shall submit 
he Atgenai~s within 
o days - to sub- to the President and the Small Business Administration, 
't their pZans, 

roposed reguZa- not later than 90 days from the date of this Order, their 
ions, or draft 
egisZation to plans for implementing the various Sections of the Order.] 
YA - whiah wouZd 

Zement the 
xeautive OY'der. 

o ahange from Section 10. Nothing in this Order shall be construed to . o. 11518. 

ovides that SBA authorize the Small Business Administration to act as an ·u aat as an 
voaate but not attorney for an individual small business concern in any 

ttomey. States 
thority of investigation, hearing, or other proceeding pending before 

ther Agencies 
t subordinated any Agency or Department of the United States Government, 
aept where 
dered. except as in the advocacy role cited above; nothing in this 

Order shall be construed to subject any Agency or Department 

to the authority of any other Agency or Department, except 

where cited above; nor is it the intent, except where man-

dated above, of this Order to affect the pr~sent authority of 

any Agency or Department to affect the authority of the 

Attorney General under 28 U.S.C. 519. 

Section 11. The term "small business concern," as used 

in this Order, shall have the same meaning as in the Small 

Business Act. 

Section 12. Executive Order No. 11518 is hereby rescinded. 

President 

The White House 

Date 
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MEMORANDUM FOR: 

T.f:!ROUGH: 

FROM: 

SUBJECT: 

• 

THE WHITE HOUSE 

WASHIN G TON 

November 7, 1975 

JIM CONNOR 

PHIL BUCHEN«. 

DUDLEY CHAPMANi):/ 

Memo (undated) from James T. 
Lynn and James M. Cannon re : 
EPA Draft Guidelines on Beverage 
Container De po sits 

This office agrees with Domestic Council in favoring Option 1, 
which is no Presidential action now. This would leave it open 
for the President to overrule EPA later, if he wants to, after 
public comments have been received and evaluated. Alternatively, 
the comments could be favorable to this program and could facilitate 
a decision on legislation. In any event, if the President is to 
intervene, it is better that he do so after EPA has made its 
proposal and received comments rather than to prevent the agency 
fro .m getting a h earing . 

~.· 



.. 
\" t J 1 ~ 1 

i. 

--. 
1 -.~ <:: : Ti:rnc: 

November 6, 1975 

cc (£0::: ~i.L£c:r-;-.:la.tion): 

Phil Buchen 
~--~ ....... 'Fei: . "I - "t ~) 

Max Friedersdorf 

Jack Marsh 
Bill Seidman 

!_ ,I~OIVI 'TI-IE Ejr.zi .,.~t~F SEC RI:~·T.F1l\.~~ .. 

-- ··--------·----------
Monday, November 10 Ti:me: 10 A. M. 

·~-----------------------·-
---

Memo (undated) from James T. Lynn 

A<:!TION REQUESTED: 

and James M. Cannon re : EPA Draft 

Giuidelines on B everage Container Deposits 

-~ _?or Your Recommendations 

__ Dr::d RBply 

_z ___ Fo:. You:r Cornmeals ---- DraH Remarks 

.-

PLEASE ATTACH THIS COPY TO :tvIATERIAL SUBMITTED. 

1£ you hcw2 u.ny questions or if you anticipate a 

:·:.::lc.y i:r1 sl.:1:.~m~ .. tt~~-..g T.l1e j~·equired mc.i:·-2:::ic.ll please 

r~1.ep!-:.0:.:~~:: the S·~c.££ S.·:;ci'0ta:r~ .. irn:L~i.edio.tsl:,-. 
Jim Connor 

For the President 
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MEMORANDUM FOR: 

THROUGH: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WAS H INGTON 

November 7, 1975 

JIM CONNOR /) 

PHIL BUCHEN /}: 

DUDLEY CHAPMAN tC 

Memo of November 6, 1975 , from 
Carla A. Hills & James T . Lynn 
re : Release of $3 Billion in 
11 Tandem Mortgage Purchase Funds 
for Multi-family Housing 11 

This office agrees with HUD for the following reasons: 

(1) Providing some funds would fulfill the President 1s 
implicit commitment in proposing and signing his alternative to a 
m.uch more expensive housing bill. 

(2) While the impact would not be very large, it appears 
undisputed that there would be some benefits _jn employment, 
needed housing construction and relief from high interest rates 
before the election. 

(3) The only substantive objection to HUD 1 s proposal is its 
budget impact; but realistically, this limited action could help to 
avert even larger spending programs by Congre ss which would 
almost certainly follow total inaction by the Administration. In 
effect , therefore, this action may help rather than harm the budget. 

-- · 



• 
TH L \ \ III TL H 0 L. 'l E 

»·: \ . !! I \ (; ; ( ; :", LOG NO.: 

Date: November 6, 1975 Time: 

cc (for info:nnatio:i.): 

Phil Buchen 
- ---;.,-· _., ,,_~~ 

Jim Cannon 
Max Friedersdorf 

Jack Marsh 
Bill Seidman 

?~OM THE STAFF SECRETARY 

DT..J.E: Do.t-e: ·, Friday, November 7 Tirne: 

SUBJECT : 

ACTIC:N REQUESTED: 

Memo of November 6 , 19 75 from 
Carla A. Hills &: James T. Lynn 
re: Release of $3 Billion in 

1 1Tandem Mortgage Purchase Funds 
for Multi-family Housing 11 

COB 

- -- - :f'o:r Necessary Action X For Your Recomrnenda.Eons 

~- Prepare Agenda. and Brief ____ Draft Reply 

_x__ For Your Cornm.ents ___ D::-cH Remarks 

REMARKS: 

We apologize for the short time given for your review 
but a decision should be made prio:i: to the meeting 
with the housing industry. 

PLE..21SE ATTACH THIS COPY TO M..Z\.TERI.~L SUBMITTED. 

I£ ycu :b.·:1vB a 21y cr: :~:=.tio:!.S er if you CL!i.'Cicipa{e a 
,,_:i.~· J.c-:.:- t r1 :::~ ·:..:hr.1i~ii:1q :~1,J ::equ :~rcd ma.~2:-ic.l, pl~)ase 
-~.~:<!.E.·pl-'..!."J:;.e ~l-~-:: Sta££ S-.::c1·eic.ry im:.-nediately. 

James E. Connor ---
For the President 

r 1ww1 r r sMiii•F 



THE '\'!HITE HOTJSE 

~-\CTION ~1EMORA.i'.'"DCM \\' r\S H I.KGTO~ LOG NO.: 

Da.te: November 13, 1975 Time: 

?OR 11.CTION: E.ljil Bwe-~ 
Jim Cannon 
Jack Marsh 

cc (for ir.fo:mct±ion) : 

Max Friedersdorf 
Bill Seidman 

FROM THE STAFF SECRETARY 

DUE: Date: Friday, November 14 

SuBIECT: 

Ti:me: 9 A. M. 

Joint Memorandum from John Dunlop, 
James Lynn and Robert E. Hampton 
re : Labor-Management Relations in the 

Federal Service 

ACTION REQUESTED: 

__ For Necessary Action ~For Your Recommendations 

__ Prepare Agenda end Brief __ DrnH Reply 

~For Your Com:n:i.ents -- Draft Rerrw.:rks 

REM,,1\RE:S: 

The President's decision on this matt er is needed by 
Monday --- Since he will be traveling over the week-end 
we would like to get the matter before him to!?:orrow :-r:_iorning . 
We regret the short time to review this matter. 

Support Option B - - Ken Lazarus for Phil Buchen 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

H you have a.ny questions or if you anticipate a 
delc..y in s ubro.iHing the required material, ph~ase 
telephone th2 S~a.££ Secretary im;:r .. ~diately . 



MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

November 28, 1975 

JACK MARSH 
PHIL BUCHEN 
MAX FRIEDERSDORF 
ROBERT T.~ HRTMAN 
ALAN GREENSPAN 

JIM CANNO~ . 

ACTION 

Health Initiatives Memo to the President 

\ 

We would like to have your recommendations on the attached 
by 6:00 p.m. so that we can finalize this memorandum and 
send it to the President tonight. ) 

Thank you very much. 

Attachment 

No objection. 

Dudley Chapman 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

DECISION 

MEMORANDUM FOR: THE PRESIDENT 

FROM: 

SUBJECT: 

Jii!NON JIM YNN 

He lt~ Initiatives 

I. PURPOSE 

The purpose of this memorandum is to present for your decision two alternatives for your health initiatives in the 1977 Budget. As we discussed yesterday, your decision will move you closer to or further from your previous position on national health insurance. 
II. BACKGROUND 

The House is currently holding hearings on national health insurance. In the Senate, Senators Long and Ribicoff have again recently introduced their proposal for universal catastrophic coverage and a federally funded basic benefit package for the poor population to replace Medicaid. In short, the national health insurance issue is politically inescapable during the next year. 

III. OPTIONS 

Description of Option I (Domestic Council} ,,,.,--
r 1>·~ Option I would be a clearly specified time-phase~~ ~;, approach to national heal th insurance which make'~ ~/ progress at each stage contingent upon accomplisWtnent .· ; of the previous stage. Stage I would save $700 million in FY 1977. from an unconstrained estimate by imposing an 8% limit on all hospital rates. 
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Over a 5-year period, States would be required 
to regulate both physician's fees and hospital 
rate increases. Under separate legislation, 
the health services programs ($1.4 billion in 
1975), would be consolidated, with the exception 
of Medicaid. 

Stage 2 would be implemented only after the Stage 
I mechanism has been legislated. In Stage 2, 
Medicare cost-sharing reforms would be instituted. 
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A low cost catastrophic program for the entire population 
and expanded maternity and child care would be provided. 
The increased costs of these proposals would be met by 
adjustments in cost control levels and cost sharing for the 
new benefits and by using the $1.7 billion "saving" pro
duced by Medicare reform. These benefits would be funded 
primarily through private insurance plans, however, for 
those not covered by a private plan, Federal coverage 
would be available. Stage 3 would consist of a com
prehensive health insurance program based on a private 
plan coverage, tailored to reflect the experiences of 
Stages 1 and 2, to become effective when fiscal policy 
permits. (Estimated increased Federal costs of $8 
billion in 1975 dollars) 

Description of Option II '(OMB) 

Option II would: 

limit Medicare reimbursement increases to 
7% for hospitals and 4% for physicians 
(savings of $988 million in 1977); 

as in Option I, consolidate the health services 
programs ($1.4 billion) but add Medicaid for 
a total $10 billion State Health Revenue Sharing 
proposal. States would be required to provide 
basic health services to the poor before spending 
those funds on non-priority programs; and 

mandate that employers who offer health insurance 
also offer catastrophic health insurance protec
tion {with specific limits to be defined). 

/ 
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At a later stage, other liberalizations, e.g., 
special coverage for early retirees and the working 
poor not now offered health insurance, could be 
required as the economic situation improves. 

IV. BASIC ISSUES 

The options differ substantially in terms of the Federal 
role in cost control and coverage. 

Cost Control 

Option 1 would require Federal regulation of all 
hospital and physician charges. States would be 
encouraged to assume these functions, but Federal 
controls would be imposed for those who do not. 

Option 2 would place limits only on Medicare hospital 
and physician reimbursements in FY 1977. 

Coverage 
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Option 1 would provide continuation of Medicaid. Stage 
2 would mandate private plan coverage of catastrophic 
and maternal and well-child care. Benefits for those 
not covered for catastrophic and maternal and well-
child care under private plans would be federally financed. 

Option 2 would provide an average of $400 per low 
income person for States to provide basic health services 
for the poor. Employers who offer health insurance 
plans would be required to offer catastrophic protection. 
Individuals would not be required to purchase insurance 
to pay for budgetable expenses, e~g., well-child care. 

V. ARGUMENTS IN FAVOR OF AND AGAINST THE OPTIONS 

Arguments in Favor of Option I 

1. This approach clearly maintains a presidential commit:._,~,.... 
to national health insurance when economic and fiscal 
conditions permit. 

2. By coupling cost control measures with expanded benefits 
it offers a better chance of achieving enactment of cost 
control.. 

, 
3. For all the substantive reasons that.CHIP was endorsed 
by the Administration, this approach is oriented in that 
~irection--with emphasis on private-sector financing of 
the employee plan, with emphasis on signi.ficant cost
sharing, with emphasis on State administration, etc. 



4 •. Its time-phasing character--and particularly its 
emphasis on cost-control first--renders it fiscally 
responsible. Further, it provides an opportunity for 
public policy makers to "look before they leap"--in 
that Stage II experience may be used to consider 
modifications in the approach to Stage III. 
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5. It allows the President to have a positive, fiscally 
responsible, program of his own--in an area of wide 
public concern. It would also be likely to improve the 
President's capacity to sustain vetoes, as necessary. 

6. This option would preserve your flexibility to 
propose a "cash out" of health services financing as 
part of welfare reform. 

Arguments Against Option I 

1. Option I would require permanent Federal regulation 
and additional Federal;,employment to set hospital and 
physicians' fees for those States that fail to do so. 
The equity and quality considerations in these areas 
would be highly judgmental and controversial. 

2. The inequities of the Medicaid program would be 
continued unless eventually eliminated by added Federal 
spending. Federal Medicaid spending for the poverty 
population ranges from $84 to $740 per capita among States~ 

3. It shifts the major cost burden away from State and 
local governments to the Federal budget and is directly 
contrary to the general Federal policy of increasing 
reliance on States. Increased Federal financing would 
reduce State incentives for health cost control. 

4. It requires more extensive Federal reform and regulation 
of health insurance and financing than some of the 
proposals now before the Congress. The Administration 
has opposed 100% Federal financing of new health benefits 
since it would lead to federalization of the health industry. 

5. This option would withdraw 
Medicare cost-sharing proposal 
in affecting overutilization. 
be required. 

support for the $1.7 billion 
which has some merit 
Reductions elsewhere would 
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6. The mandating of new benefits to be financed 
by employers would mean, in effect, an increase in 
sales taxes. · 

7. This option places the "stick" of hospital 
reimbursement and physician fee regulation "before" 
the "carrot" of increased benefits. 

8. A presidential endorsement of national health 
insurance in concept may, in an election year, induce 
Congress to enact some form of comprehensive national 
health insurance with a delayed effective date. 

Arguments in Favor of Option II 

1. A $10 billion grant consolidation proposal for 
health benefits for the poor would constitute a 
dramatic proposal on your part. Moreover, the proposed 
average $400 per poor person offers an equitable and 
easily comprehensible Federal policy for contributing to 
health care for the poor. 

2. A fixed grant permits the Federal Government to 
review budget needs and priorities annually and determine 
the appropriate Federal contribution for financing health 
services for the poor. Moreover, it would more equitably 
be related to the number of poor people in the various 
States, rather than the current system which favors 
wealthier States. 

3. A clearly limited Federal payment will encourage 
States to control health care costs, e.g., through 
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health planning, licensure, prospective hospital budgeting 
and rate regulation, improved delivery systems. 

4. The proposal would permit States broad flexibility 
to design programs to meet health needs of their 
population and to balance their health spending against 
other spending priorities. 

5. This option provides more time before committing to 
any specifics of health insurance, but does not preclude 
any alternative form of health insurance being proposed 
at a later date. · 
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6. This option does not add more Federal regulation 
of the private sector and limits Federal involvement 
only to those cases in which the Federal Government 
pays the bill. 

7. The savings of $1.7 billion in Medicare can 
contribute to meeting the 1977 budget totals. 

Arguments Against Option II 

1. Limiting Medicare reimbursement in 1977 does not 
get at the long term inflationary spiral of health costs. 

· Increased costs might be shifted to the non-Medicare 
patients, resulting in increased costs to the middle 
class through direct payment to providers or through 
increased health insurance premiums. 

2. States may attempt to spend the funds they receive 
on the non-poor or to provide a lower or different level 
of care for the low income. There is the possibility 
that the poor would only be treated in county hospitals. 

3. Politically, Option II represents a marked departure 
from the Administration's earlier Comprehensive Health 
Insurance Plan (CHIP) proposal. It would make it more 
difficult to eventually integrate low income health care 
into a national health insurance plan, thereby making 
your political position on this issue more difficult in 
the year ahead. 

VI. DECISION 

I / Option I 

I / Option II 




