Ronald Reagan Presidential Library
Digital Library Collections

This Is a PDF of a folder from our textual collections.

Collection: Barr, William: Files
Folder Title: Tuition Tax Credit Bill (14)
Box: 13

To see more digitized collections visit:
https://reaganlibrary.gov/archives/digital-library

To see all Ronald Reagan Presidential Library inventories visit:
https://reaganlibrary.qgov/document-collection

Contact a reference archivist at: reagan.library@nara.gov

Citation Guidelines: https://reaganlibrary.gov/citing

National Archives Catalogue: https://catalog.archives.gov/



https://reaganlibrary.gov/archives/digital-library
https://reaganlibrary.gov/archives/digital-library
https://reaganlibrary.gov/document-collection
https://reaganlibrary.gov/document-collection
mailto:reagan.library@nara.gov
https://reaganlibrary.gov/citing
https://catalog.archives.gov/




13
14
15
16
17
18
19
20
21
22
23
24

25

The Chairman. I am advised that some of my
Democratic colleagues will be here a little later, so I
won't hold up the Secretary.

I am pleased to welcome Secretary Regan and Secretary
Bell. I think Senator Hollings will be here later to make
~ 3tatement. And I welcome other interested members and
witnesses to testify on S. 2673, the Tuition Tax Credit
Bill. It is a very important piece of legislation,
important to the Administration, important to parents of
all children in schools, public or private, and important
to me. And at this point I would ask that my statement
be made a part of the record. I have raised a number of
guestions, including the cost, . the gquestion concerning. ...
discrimination, that I think we must address very
carefully.

This would be the first in a series of hearings on
this very important proposal. I particularly commend my
colleagues Senator Packwood and Senator Moynihan for their
leadership in this area, along with Senator Roth. and we
are now prepared to hear the Treasury Secretary, Secretary

Regan.
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STATEMENT OF THE HONORABLE DONALD T. REGAN, SECRETARY OF
THE TREASURY

Secretary Regan. Thank you, Mr. Chairman, members
of the Committee.

I am pleased to appear before you this morning in
support of S. 2673, which would prcvide an income tax credit
for 50 percent of certain elementary and secondary school
tuition expenses. The tax credit is intended to enhance
the equality of education opportunity for all Americans
at the elementary and secondary schools of their choice.

S. 2673 addresses an extremely important area of
onblic policy. The President has taken considerable
personal interest.in its development. The Administration ..
believes that thé enactment of a tuition tax credit
legislction during this session of the Congress is
essential to maintain the excellence of the American
educational system and to protect the right of American
parents to determine how and.where their children will be
educated.

S. 2673 would establish a tuition tax credit system
that would fulfill this Administration's commitment to
parental responsibility, educational excellence, and
fiscal and administrative restraint. The bill will further
the educational diversity that is the hallmark of our

educational system. It will make educational freedom of
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choice a reality to more American families. It will target
assistance on those families that need it most. Finally,
it will neither interfere with the operation of private
schools nor impose costly administrative and regulatory
burdens on them.

Equality of educational opportunity clearly requires
that a diverse range of schools -- public and private --
be available to all American families, and that all
American families have the financial ability to permit
meaningful freedom of choice among schools. We believe
that parents have a fundamental right and responsibility to
édirect the education of their children in a way which best
serves their individual needs and aspirations. Moreover,
we believe that parental involvement in the decision-making
process enhances the guality of education provided.

Private schools are essential to fulfilling our
national educational needs. They provide a healthy diversity
of approach, and are often a significant source of
innovation and experimentation. But private schools are
expensive, and inflation is making them more so. At the
same time, higher taxes caused by bracket creep are making
it more difficult for families to afford private education.
Tuition tax credits offer a simple means to assist these
students by permitting families to spend the money that

they have earned for the education that they themselves
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select. Tax credits are especially appropriate as a
method of assisting parents to educate their children
at private elementary and secondary schools.

In this area, unlike others we have discussed with
this Committee in the past, tax credits will not duplicate
2xisting tax benefits. Tax credits for tuition expenses
have the additional advantage of providing the same dollar
benefit to all taxpayers. In contrast; a deducation would
provide a greater benefit to individuals in higher tax
brackets.

S. 2673 would allow an individual taxpayer to take
2 credit against income tax in an amount up to 50 percent of
the qualifying tuition expenses paid by the .taxpayer in a- -
taxable year.

The amount of the allowable credit is subject to two
limits: First, the maximum amount of credit that may be
claimed by the taxpayer for each student in any taxable
year is $100 for 1983, $300 for 1984, and $500 for the
years thereafter. This ceiling limits the relative benefits
that the credit will provide to parents whose children
attend more expensive private schools.

The second limit contained in the proposal directs
the benefit of tuition tax credits to less wealthy families
by a phase-out of the credit for higher-income families.

The maximum amount of credit per student is reduced as
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the taxpayer's adjusted gross income increases over
$50,000 and is phased opt entirely for taxpayers with
adjusted gross incomes of $75,000 or over.

S. 2673 contains strong provisions to ensure that no
credits will be permitted for amounts paid to schools that
follow racially-discriminatory policies. A racially
discriminatory policy is a policy under which the school
refuses, on account of race, to admit applicants as
students; to admit students to the rights, privileges,
programs, and activities generally made available to
students by the school; or to allow students to participate
in its scholarship, loan, athletic, or other programs.

A tax credit cannot be claimed unless the school is .
a tax-exempt organization. As you are aware, the
Administration strongly opposes granting tax-exempt status
to schools that discriminate on the basis of race.
Litigation now before the Supreme Court will determine
whether continued IRS enforcement of this nondiscrimination
policy will require explicit legislation. If legislation
:s found to be necessary, the Administration has already
made it clear that it favors a statutory solution.

This Committee has expressed its concern that aid not
be provided to discriminatory schools. I believe this bill
contains provisions that will prevent the use of tuition

tax credits to pay expenses at racially-discriminatory
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schools without interfering in the operation of ‘private
schools and without subjecting private schools to costly
administrative burdens.

Finally, S. 2673 will assist American families to
educate their children at the schools of their choice
without significant fiscal impact. Our revenue estimates
indicate that the cost of the tuition tax credit program
is less than $50 million in fiscal 1983, $400 million in
1984, and $900 million in fiscal 1985.

S. 2673 is a bill that provides substantive tax
relief tc the families of nonpublic school students,
thereby broadening and enriching educational oppcrtunity
and promoting excelleﬁce in our schools..  The bill
recognizes the value of oﬁr private schools and will
strengthen the right of parents to decide the education
of their children.

The Administration strongly suppcrts‘s. 2673.

Thank you, Mr. Chairman.

(The prepared statement follows)
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The Chairman. Senator Packwood? .

Senator Packwood. Mr. Secretary, I cannot tell you
how pleased I am to have the Administration's support on
this. I will be very frank with you, this cannot pass
unless the Administration does more than support it. It
i3 going to have to push and lobby it as hard as you
lobbied the tax program last year for AWAX.

Pat Moynihan and Bill Roth and I have been up and
down this battlefield for five years. In 1978 the House
passed a tuition tax credit bill that was primary,
secondary, and college. 1In the Senate we could not win
the primary and secondary credits. We fought it, and we
fought it,'it'was filibgstered, and“wg:finallydyent“;o.
conference with the House and came back with two coﬁference
reports, one with tuition tax credits for primary and
secondary and one without, and we could not win it,

I am willing to go this route again, but the
Administration has to want it desperately.

With that background, where do you want this bill
rlaced? Do you want it added to the tax bill as it goes
through the House -- the big tax bill we are working on?
Do you want to wait and have it added someplace else? I
will go wherever you want, but it cannot go without your
push.

Secretary Regan. First of all, Senator, let me assure
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you and reassure you that the Administration does support
this bill, and we will be lobbying for it. The fact that
I am here this morning, the fact that Secretary Bell will
follcw me here this morning indicates -- we are two
Cabinet members up here -- the strong support that the
Administration is giving to the bill.

The President himself has spoken out on this. He has
communicated with members of the Senate regarding this
bill.

Now, as far as where we want it, I would think that
we keep the tax bill as passed by the Senate Finance
Cummittee in its current form, but let this come at a
subsequent date with whatever legislative proposals.ihat
you and the Chairman and the rest of the Committee work
out. - Ve will work with you on that.

Senator Packwood. Well, that's fine. All I am saying
is, if you don't want it in this tax bill -- we had a
tough enough job passing it, take my word fo; it -- there
is no point in our attaching it to something you don't
want it attached to. That's my point.

Secretary Regan. I agree.

The Chairman. Senator Roth?

Senator Roth. Mr. Secretary, I think sometimes the
public underestimates the seriousness of the President.

I have found, when he stakes out a position, he keeps to




10
1i
12
13

14

16
17

18

'__.
A\

21
22
23

24

12

it pretty tough, and he is a real fighter in getting what
he wants accomplished.

I agree with what Senator Packwqod said as to the need
of the active support if anything is going to happen,
particularly this year; but I would also like to observe
that I think sometimes there are those who underestimate
the seriousness of the President's commitment to this
approach.

I would like to ask you two or three questions. I
am disappointed that it does not cover college tuition tax
credits as well, and I would like to ask what is the
position of the Administration on tuition tax credits?

Se;retary Regan. We;l, ;n rega;dptp cél}qus and o
uniQersities,lthe P?esideﬂt{s messége Qhén ﬂe sent hié
recocmmendation for this bill to the Congress said that
this was the first step in this process. Very frankly,
Senator, I don't think we can afford to go the whole
route at this particular time. We do have huge deficits,
and the Congress and the Administration are trying their
best to control those deficits. However, at some time in
the future, as we get the deficits better under control,
we would be more than willing to work with you and the
rest of the Committee toward seeing whether or not we
couldn't get colleges and universities into the same type

of program.
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STATEMENT OF THE HONORABLE DANIEL PATRICK MOYNIHAN, A
UNITED STATES SENATOR FROM THE STATE OF NEW YORK

Senator Moynihan. Thank you, Mr. Chairman.

I would like to thank Secretary Regan for his very
forthright, reassuring testimony. I think he will have
weard frem the four of us who are here that we aren't
confident about the prospects of this legislation in this
Congress, and we are not altogether assured of the
Administration's purposes.

Two weeks ago, earlier on thé'Friday morning, but cn
Friday just two weeks ago, my cclleague and friend
Senator Packwood asked your associate Secretary Chapoton
ought we not to put this matter on that tax bill that we
were passing. Secretary Chapoton, under your instructions,
said, No, he thought we ought to have a hearing.

Now we have had hearings on this subject, and there
is not much left to say. You are either for, or you are
not. The President says he is for the program but not for
the legislation at this point, in effect.

I needn't tell you, sir, that this is a committee,
the oldest committee of the Senate. Same of us think it is
the most distinguished, and certainly we have the most
distinguished Chairman --

(Laughter)

Senator Moynihan. =~ but our work prcduct is rather
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confined. We pass one bill a year.

(Laughter)

Senator Moynihan. A very large bill, particularly
when the Republicans are in and tax increases are in the
air, they pass the largest tax increases in history. You
get it. Let's put it down in the Guinness Book of World
Records, you know? Such increases have never been passed
before, Fran did it in 17 hours.

(Laughter)

Senator Moynihan. But we pass one bill a year, sir.
That bill has gone out of this Committee, and you say you
den't want it added on the floor.

_s;il;, an.AdmiQ;styation has come fp;ward to support
a pfinciple of equity. That is an event in our histofy.
We have been around a long time, and we will be around a
long time, and this is an important mdment. You are
testifying, and the President's statement is a most
important statement.

One of the problems that has confounded this subject,
however, is the position the Treasury Department took on
the tax-exempt status of racially-discriminatory schools.
Last January Mr. McNamar put out a statement in which he
reversed a policy that the Internal Revenue Service has had
since 1970 of denying tax-exempt status to schools that are

discriminatory.
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I have a history here, Mr. Secretary. I wrote the
President's statement in 1970 that said the IRS would issue
these regulations which followed a year later. I was not
the only person who touched pen to paper, but basically
it was the draft that I had had.

I was, therefore, all the more surprised to hear the
Department of the Treasury a decade later say, "Well, we
aren't bound by those propositions. We don't think they
could be issued by us unilaterally," and in a particular
statement said, “Thus, the IRS is without legislative
authority to deny tax-exempt status to otherwise eligible
oryanizations on the grounds that their policies or
practices do not conform" ~- and here I emphasize "to
notions of national public policy," as if the gquestion of
nondicirimination was a "notion" of national policy.

Now, you have firmly stated othetwise, and I know your
own personal convictions would be otherwise, but can you
give us some satisfaction that not only are you going to
npress for a legislatively-acceptable position in this
regard as you say you will but that you really care about
it, that you have some fire in your belly about this?

As you know, the United States Executive Branch is in
the curious position that the Supreme Court has appointed
a previous competent officer to represent the Government

ir a trial having to do with the equal rights bloc and
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Hispanic children.

This is the first Administration since President
Eisenhower who won't take that position itself in court.
Not you, sir, but the Department of Justice will not go
into the Supreme Court and say, "We do not believe a school
skould discriminate." And the Court has said, "all right,
we'll find a lawyer to say what..." effectively, the
Department obviously should say. They found a very
distinguished lawyer, Secretary Coleman, who was in the
Cabinet of President Ford.

This cloud is going to cover this whole issue until
you clear it up. We are going to hear from our
distinguished friend from South Carolina, and that is what
he will mostly be speaking about. Am i wrong, sif?

(No response)

Senator Moynihan. I am correct.

That didn't have to happen, sir. 1I wonder if you can
help us on this? Because we will never get this
legislation passed while it is thought to be a vehicle for
discriminatory schools, you know that.

Secretary Regan. Well, let me reassure you, Senator,
that this Administration does not believe in discrimination.
And if it had any thought that this bill in any way would
promote discrimination, we would not be backing it.

We think there are many safeguards, at least three
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good ones, in the bill that will prevent discrimination;
first of all, that the school must be a tax-exempt
organization. And to be a tax-exempt organization, it
cannot discriminate,

SenatorlMoynihan. Well, no, sir. I'm afraid --

Secretary Regan. What I am coming to is that we now
have a case before the Supreme Court that will also
decide this. But in the meantime it is illegal to have a
tax-exempt status and practice discrimination. So the

school could not do that.

The school will also file with us, annually, a statement

to the effect that it is not discriminating, under threat
of perjury were they to say otherwise thaﬂ what is correct. .

Finally, all of this material will be made available
to the parents of the children; so, if they disagree with
the school, they can communicate with us in order to state
that the school is discriminating. And wé will investigate
that. There is a provision there that the Attorney General
then has a very complicated procedure to follow. It is
right in the bill to that effect.

So I think they have put in some pretty strong
safeguards against any discrimination by a school, and then
allowing the parents to have a tuition tax credit.

Senator Moynihan. Well, sir, you know I have perfect

faith in your predictions in this matter and in your good
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faith in this matter; but I am afraid you were mugged by

the Justice Department when they refused to take the Bob
Jones Case and the two Carolina cases and really have
embarrassed the whole Executive Branch of the Government

to the point where the Supreme Court has had to appoint a
lawyer to defend constitutional rights because the Justice
Department won't. But that is nothing you could do anything
about.

I thank you for your very forthright statement.

The Chairman. Senator Bradley?

Senator Bradley. Thank you, Mr. Chairman.

Mr. Secretary, I would like to follow on to some of
the points that Senator Moynihan .mentioned. .

You said that thefe were three saféguards on the
anti=c¢-scrimination nature of the bill. You said the
school must file a statement that it is not discriminating,
at the risk of perjury. Could you go into that at greater
length? Who does it file with, and who would prosecute
the perjurous statement? And who is checking to see if
statements made are perjurous?

Secretary Regan. The head of the school will file
the statement annually with the IRS. Then this will be
followed up by a selective -- I don't know as yet; we
haven't gotten into all of the administrative procedures.

But at that point, it would be my judgment, we would
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probably have some type cf selective at-random check to
make sure of the statement.

Senator Bradley. How many people in the IRS will be
working on this gquestion to determine whether statements
are perjurous or not?

Secretary Regan. At the present moment I cannot answer
that. We haven't assigned anyone to it. We haven't gotten
into the administration.

Senator Bradley. Do you think it will make a
difference if one person works onvit versus a hundred
people working on it?

Secretary Regan. Definitely.

Senator Bradley. What would be your recommendation?

Secretary Regan. My recommendation would be that we
put as many people cn it, particularly initially, to make
certain as to the quality of the reports we are getting,
the type of reports we are getting, things of that pature,
so that it can be followed.

As far as the individual returns of these schools
and the like, we will be examining each of those very
carefully to see what they have to say regarding their
practices.

Senator Bradley. Who will be examining them, the
Treasury?

Secretary Regan. 1IRS, under the Treasury.
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Senator Bradley. So, if you have a school that has
been established for segregationist reasons, the Department
of the Treasury and the IRS will depend upon the parents
or the participants in that school to inform the IRS that
indeed the statement that has been made by all of them
‘ogyether is perjurous. Is that what you are saying?

Secretary Regan. And also, Senator, those either who
might not be admitted to the school or those who know of
the school and believe that the practices are discriminatory.

Senator Bradley. So anybody off the street can write
to the IRS and say, "I think School-X is discriminating"?

Secretary Regan. Yes.

Senator Bradley. JDp.they_hayg a legal cause at that;
point? | | | |

Secretary Regan. This probably would then be
investigated by the IRS. Of course, first of all, you
understand that a purely discriminatory school would not
have an IRS exemption.

Senator Bradley. Well, we don't know that, do we,
based upon what the Administration’s position has been
prior to this?

Secretary Regan. Well, in the hypothetical case that
you set up, you said it was a discriminatory school setup.
If, per se, it is discriminatory, it would not have an

exemption.
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Senator Bradley. Could you go through that procedure
for us? School-X sends in its statement saying it is not
discriminating. I don't think there will be many schools
who will send in a statement that they are discriminating.
Sc you have how many thousands of schools that send in
th.cse statements saying they are not discriminating} what
happens then?

Secretary Regan. As far as that is concerned, these
forms will be examined at the IRS level, taking a look to
see what they have said, whether there is anything in the
statements made by the head of the schools that might be
a cause for comment by us or cause for investigation by
us. '

Senator Bradley. But how do yocu tell, when someone
sends in a statement "I am not discriminating,” how do
you tell whether he is or he isn't? How do you tell
whether it is perjurous? That is the question.

Secretary Regan. Yes. The way that the bill is now
written, we rely on individuals, either who have not been
adnitted to the school or those who are in the school who

believe who believe that the school is practicing this,

-to bring this matter to our attention. That is the way

it will be done. It will not be IRS examiners walking into
each parochial school in the City of Chicago, for example.

That would not be the case of the way this would ke done.
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Senator Bradley. Well, I think that you have
sufficiently clouded that water, as Senator Moynihan has
pointed out, to raise this question of a very serious
nature.

Mr. Chairman, I would like, after another round,
another chance.

The Chairman. This is the only chance we have. The
Secretary is going to be in an NSC meeting later.

Senator Bradley. All right.

let me ask you, why do you support the cap at the
level that it is in the legislation? What is it, $70,000?

Secretary Regan. §$75,000.

Senator Bradley. Why 732 o

‘ Secretary Regan. Well, to be very frank with you,
Senator, maybe we could call it the "lLawrenceville or the
Hund School Syndrome." Parents who can afford to send
their children to those schools, who are éarning above
$75,000, I don't think need a tax credit.

Senator Bradley. Why not 50? Or 40?

Secretary Regan. We started at 50, and it starts
phasing down from 50 to 75,000.

Senator Bradley. Why not cut it off at 507

Secretary Regan. Fifty is about a median-income
group that we thought would be --

Senator Bradley. The "median-income group"? What
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Committee's wish might be on this legislation. I haven't
made an effort to determine whether it supports the
proposal or not, but it is clear that the Administration
feels sfrongly about it; that's why we are having the
hearing today.
We appreciate your testimony, Mr. Secretary.
Are there other questions?
Senator Bradley. Mr. Chairman, I think the points
have been made that need to be made, and I didn't intend
by my comments to question the commitment of the Secretary
but only to question the commitment of the Administration as
2 whole. That is the troublesome aspect of this, and 1
think that, unfortunately, that will be a determinant
aspect of this in many areas.
Secretary Regan. Well, again I can tell the Senator
that since I am speaking for the Administration I speak
for the Administration on all aspects of this bill including
the discrimination portion, and we will be very vigilant
to watch that if, and, and when this bill is passed.
The Chairman. And I might say to Senator Bradley
that I have a series of gquestions that I am going to submit
-to the Secretary and ask for written responses to the record
on the question of discrimination, because it is a serious
guestion, one that we must address and will address, and

hopefully to everyone's satisfaction.




15
16

17

o
O

20
21
22
23
24

25

- 30

Senator Bradley. Mr. Chairman, may I also submit

questions?
The Chairman. Yes, and anyone else may who has them.
Thank you, Mr. Secretary.

Secretary Regan. Thank you very much, gentlemen.

(The questions follow)
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The Chairman. Our next witness is Secretary Bell,
followed by Senator Hollings.

Secretary Bell, we are pleased to have you before our
Committee. I believe this may be your first appearance
before the Senate Finance Committee, and we are particularly
pleased that you are here on this issue. We think we have a
good committee, and we look forward to hearing your

testimony.
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In 1974, less than 10 percent of the school population attended
private schools. 1In 1980,;&G€&€hf§/1étez¢.10:9 percent of the
eligible children were attending private school; that is a 10 per-
cent increase in 10 years. There is no evidence, therefore, that
the government needs to underwrite private ‘school attendance.

Finally, I believe that this program is damaging to public
education. What will ocpﬁr—-because we know who now attends ﬁrivate
schools--will be a stimulus to the so-called '"skimming' process.
That is, those who are fit, those who can speak good English, those
who are not minorities, those who are not poor, will further leave
the public school system. The public school system will be left
with the handicepped, the immigrants, the minorities, and those
children who are disciplinary problems. Statistics on private
school zttendance now show that none or relatively few of these
groups are accepted. These groups are in the public school system;
not in the private school system.

Is this a program designed to help the poor? When the credit
is availeble to families with incomes up to $50,000 it is-obviously
not focussed on the poor. Even under this program, 50 percent of
the tuition has to be paid by the student or the student's family.

What I believe we are doing is to further the development of
two different school systems in the United States: One for the
bright, the wealthy, the non-handicapped,.and the able; the balénce
~will be in the public school system. I just do not think that is

good for education or for the country.



"(d) Tax Credit Not Allowed for Amounts Paid to Racially
Discriminatory Institutions., -- .

(1) Racial Discrimination Prohibited. -- No credit
shall be allowed under subsection (a) for amounts paid to an
educational institution that is found, pursuant to the
procedures set forth in this sub-section, to follow a
racially discriminatory policy.

"(2) Definition. -- For "‘purposes of this subsection, an
educational institution follows a 'racially discriminatory
policy' if it refuses, on account of race --

(A) to admit applicants as students;

(B) to admit students to the rights, privileges,
programs, and activities generally made available to
students by the educational institution; or

(C) to allow students to participate in its
scholarship, loan, athletic, or other programs.

A racially discriminatory policy shall not include failure to
pursue or achieve any racial quota, proportion, or representation
in the student body. The term 'race' shall include color or
national origin.

"(3) Declaratory Judgment Proceedings. -- If an
educational institution is declared to have followed a
racially discriminatory policy in an action brought pursuant
to section 7408, and such declaratory judgment is not stayed,
then no credit shall be allowed under subsection (a) for

amounts paid to such educational institution --



"(A) 1in the calendar year in which the
declaratory judgmenilunder section 7408 was entered
against the educational institution, and

"(B) 1in succeeding calendar years until such time
as an order modifying the declaratory judgment and
reinstating credits is entered pursuant to subsection
(f) of section 7408.

"(4) Required Annual Statements, -- No credit shall be
allowed under subsection (a) for amounts paid to an
educational institution during a calendar year unless, ét the
end of such calendar year, the educational institution files
with the Secretary (in such manner and form as the Secretary
shall by regulation prescribe) a statement, subject to the
penalties for perjury, that

(A) attests that such institution has complied
with the requirements of sub-section (e) (1) (iv) during
such calendar year;

(B) declares that such institution has not
followed a racially discriminatory policy during such
calendar year; and

(C) 1indicates whether a declaratory judgment has
been entered against such institution under section 7408
and has not been vacated pursuant to sub-section (f) of
section 7408,

On or before January 31 of the calendar year following the
calendar year to which the statement relates, the institution

shall furnish a copy of the statement to all persons who paid
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tuition expenses to the institution in the calendar year to
which the statement relafés. No credit shall be allowed to a
taxpayer under subsection (a) for amounts paid to an
educational institution during a calendar year unless the
taxpayer attaches to the return on which the taxpayer claims
the credit with respect to such calendar year a copy of the
statement specified in this paragraph.

(5) Enforcement Responsibility. -- Under this section, the

Attorney General has exclusive authority to investigate and

]

to determine whether an educational institution is following
a racially discriminatory policy and to commence a
declaratory judgment action under section 7408. Upon request
of the Attorney General or upon his own motion, the Secretary
shall supply the Attorney General with all information in the
possession of the Secretary relevant to such investigation,
determination, or action.
"(e) Definitions, —-- For purposes of this section --
" (1) Educational Institution. —- The term 'educational
institution' means a school that
*(i) provides a full-time program of elementary
or secondary education;
"(ii) 1is a privately operated, not-for-profit,
day or residential school;
"(iii) is exempt from taxation under section

501 (a) as an organization described in section
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501(c) (3), including church-operated schools to which
subsections (a) and (b) of section 508 do not ‘apply;
and

"(iv) to the extent it otherwise publishes

by-laws, advertisements, admission application forms
and other such publications, includes therein (as the
Secretary shall by regulation prescribe) a statement
that it does not discriminate against student
applicants or students on the basis of race.

"(2) Tuition Expenses, -- The term 'tuition expenses'
means tuition and fees paid for the full-time enrollment or
attendance of a student at an educational institution,
including required fees for courses, and does not include any
amount paid for

"(A) books, supplies, and equipment for courses
of instruction at the educational institution;

"(B) meals, lodging, transportation, or personal
living expenses;

"(C) education below the first-grade level, such
as attendance at a kindergarten, nursery school, or
similar institution; or

"(D) education above the twelfth-grade level."

SEC. 4. DECLARATORY JUDGMENT PROCEEDING.

Subchapter A of chapter 76 of the Internal Revenue Code of
1954 (relating to judicial proceedings) is amended by
redesignating section 7408 as section 7409 and by inserting after

section 7407 the following new section:
-4~
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abandoned. Prior to and in lieu of filing an action, the
Attorney General may, at his discretion, enter into a séttlement
agreement with the educational institution if he finds that the
institution has been acting in good faith and has abandoned its
racially discriminatory policy. No petition need be filed for
the Attorney General to initiate action to enforce the terms of
such settlement agreement,
*"(d) Required Showing. -- 1In an action under this section,
(:;o finding that a school is following a racially discriminatory
policy shall be made unless the Attorney General establishes
(1) that the institution has, pursuant to such policy,
taken an action discriminating against a student applicant
or student within the two years preceding commencement of
the action; or
(2) that the institution has, within the two years
preceding commencement of the action, made a statement
communicating an intent to follow a racially discriminatory
policy against student applicants or students; or
(3) that the institution has engaged in a pattern of
conduct intended to implement a racially discriminatory
policy, and that some act in furtherance of this pattern of
conduct was committed within two years preceding
commencement of the action.
"(e) Reinstatement of Credits, --
(1) If a district court enters a declaratory judgment
against an educational institution under this section, the

district court shall retain jurisdiction of the case. After
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one (1) year has elapsed from the date of judgment, and at
any time thereafter, tﬁé‘educational institution may file
with the district court a motion to reinstate credits. Such
motion shall contain affidavits --

(A) describing with specificity the ways in which the
educational institution has changed its previous racially
discriminatory policy;

(B) describing with specificity the ways in which the
educational institution has taken reasonable steps to
communicate its policy of non-discrimination to studenfs, to
faculty, and school administrators, and to the public in the
area it serves;

(C) averring that the educational institution has not
discriminated against an applicant or student pursuant to a
racially discriminatory policy during the preceding year;
and

(D) averring that the educational institution has
complied with the requirements of section 44 H(e) (1) (iv).

(2) When an educational institution has filed a motion
complying with paragraph (1), the court shall enter an order
modifying the prior judgment against the institution and
reinstating credits for tuition payments to the educational
institution, unless the Attorney General establishes that

(A) the institution has not in fact stopped following
its previous discriminatory policy;

(B) the institution has discriminated against an
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