
87TH CONGRESS } HOUSE OF REPRESENTATIVES NREPORr
£d Session _ No. 2411

SELF-EMPLOYED INDIVIDUALS TAX RETIREMENT ACT
OF 1962

SEPTEMBER 18, 1962.-Ordered to be printed

Mr. MILLS, from the committee of conference, submitted the following

CONFERENCE REPORT
[To accompany H.R. 10]

The committee of conference on the disagreeing votes of the two
Houses on the amendment of the Senate to the bill (H.R. 10) to
encourage the establishment of voluntary pension plans by self-
employed individuals, having met, after full and free conference, have
agreed to recommend and do recommend to their respective Houses
as follows:
That the House recede from its disagreement to the amendment of

the Senate and agree to the same with an amendment as follows:.
In lieu of the matter proposed to be inserted by the Senate amend-

ment insert the following:
That this Act may be cited as the "Self-Employed Individuals Tax
Retirement Act of 1962".
SEC. 2. QUALIFICATION OF PLANS.

Section 401 of the Internal Revenue Code of 1954 (relating to qualified
pension, profit-sharing, and stock bonus plans) is amended-

(1) by adding at the end of paragraph (5) of subsection (a) the
following new sentence: "For purposes of this paragraph and
paragraph (10), the total compensation of an individual who is an
employee within the meaning of subsection (c) (1) means such indi-
vidual's earned income (as defined in subsection (c)(2)), and the
basic or regular rate of compensation of such an individual shall be
determined, under regulations prescribed by the Secretary or his
delegate, with respect to that portion of his earned income which bears
the same ratio to his earned income as the basic or regular compensa-
tion of the employees under the plan bears to the total compensation
of such employeess.;

(2) by adding at the end of subsection (a) the following new para-
graphs:
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"(7) A trust shall not constitute a qualified trust under this section
unless the plan of which such trust is a part provides that, upon its
termination or upon complete discontinuance of contributions under
the plan, the rights of all employees to benefits accrued to the date
of such termination or discontinuance, to the extent then funded, or
the amounts credited to the employees' accounts, are nonforfeitable.
This paragraph shall not apply to benefits or contributions which,
under provisions of the plan adopted pursuant to regulations pre-
scribed by the Secretary or his delegate to preclude the discrimination
prohibited by paragraph (4), may not be used for designated employees
in the event of early termination of the plan.

"(8) A trust forming part of a pension plan shall not constitute
a qualified trust under this section unless the plan provides that
forfeitures must not be applied to increase the benefits any employee
would otherwise receive under the plan.

"(9) In the case of a plan which provides contributions or benefits
for employees some or all of whom are employees within the meaning
of subsection (c)(1), a trust forming part of such plan shall not
constitute a qualified trust under this section unless, under the plan,
the entire interest of each employee-

"(A) either will be distributed to him not later than his taxable
year in which he attains the age of 70% years, or, in the case of
an employee other than an owner-employee (as defined in sub-
section (c) (S)), in which he retires, whichever is the later, or

"(B) will be distributed, commencing not later than such
taxable year, (i) in accordance with regulations prescribed by
the Secretary or his delegate, over the life of such employee or
over the lives of such employee and his spouse, or (ii) in accord-
ance with such regulations, over a period not extending beyond
the life expectancy of such employee or the life expectancy of
such employee and his spouse.

A trust shall not be disqualified under this paragraph by reason of
distributions under a designation, prior to the date of the enactment of
this paragraph, by any employee under the plan of which. such trust
is a part, of a method of distribution which does not meet the terms
of the preceding sentence.

"(10) In the case of a plan which provides contributions or benefits
for employees some or all of whoni are owner-employees (as defined
in subsection (c)(3))-

"(A) paragraph (3) and the first and second sentences of
paragraph (6) shall not apply, but-

"(i) such plan shall not be considered discriminatory
within the meaning of paragraph (4) merely because the
contributions or benefits of or on behalf of employees under
the plan bear a uniform relationship to the total compensa-
tion, or the basic or regular rate of compensation, of such
employees, and

"(ii) such plan shall not be considered discriminatory
within the meaning of paragraph (4) solely because under
the plan contributions described in subsection (e) (3)(A)which are in excess of the amounts which may be deducted
under section 404 (determined without regard to section
404(a)(10)) for the taxable year may be made on behalf
of any owner-employee; and
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"(B) a trust forming a part of such plan shall constitute a
a qualified trust under this section only if the requirements in
subsection (d) are also met."; and

(3) by redesignating subsection (c) as subsection (h) and insert-
ing after subsection (b) the following new subsections:
(c) DEFINITIONS AND RULES RELATING TO SELF-EMPLOYED INDI-

VIDUALS AND OWNER-EMPLOYEES.-For purposes of this section-
"(1) EMPLOYEE.--The term 'employee' includes, for any taxable

year, an individual who has earned income (as defined in paragraph
(2)) for the taxable year. To the extent provided in regulations pre-
scribed by the Secretary or his delegate, such term also includes, for
any taxable year-

"(A) an individual who would be an employee within the
meaning of the preceding sentence but for the fact that the trade
or business earned on by such individual did not have net profits
for the taxable year, and

"(B) an individual who has been an employee within the
meaning of the preceding sentence for any prior taxable year.

"1(2) EARNED INCOME.-
"(A) IN GENERAL.-The term 'earned income' means the

net earnings from self-employm6nt (as defined in section 1402 (a))
to the extent that such net earnings constitute earned income (as
defined in section 911(b) but determined with the application of
subparagraph-(B)), but such net earnings shall be determined-

"(i) without regard to paragraphs (4) and (6) of section
1402(c),

"(ii) in the case of any individual who is treated as an
employee under sections 3121 (d) (3) (A), (C), or (D), with-
out regard to paragraph (2) of section 1402(c), and

"(iii) without regard to items which are not included in
gross income for purposes of this chapter, and the deduc-
tions properly allocable to or chargeable against such items.

For purposes of this subparagraph, sections 911 (b) and 1402, as
in effect for a taxable year ending on December 31, 1962, and
subparagraph (B), as in effect for a taxable year beginning
on January 1, 1963 shall be treated as having been in effect for
all taxable years ending before such date.
"(B) EARNED INCOME WHEN BOTH PERSONAL SERVICES

AND CAPITAL ARE MATERIAL INCOME-PRODUCING FACTORS.-
In applying section 911 (b) for purposes of subparagraph (A),
in the case of an individual who is an employee within the
meaning of paragraph (1) and who is engaged in a trade or
business in which both personal services and capital are material
income-producing factors and with respect to which the indi-
vidual actually renders personal services on a full-time, or sub-
stantially full-time, basis, so much of his share of the net profits
of sucvh trade or business as does not exceed $2,500 shall be
considered as earned income. In the case o/ any such indi-
vidual who is engaged in more than one trade or business with
respect to which he actually renders substantial personal services,
if with respect to all such trades or busine. ses he actually renders
personal services on a full-time, or substantially full-time, basis,
there shall be com idered as earned income with respect to the
trades or businesses, in which both personal services and capital
are material income-producing factors-
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"(i) so much of his share of the net p) ofit of such trades
or businesses as does not exceed $2,500, reduced by

"(ii) his share of the net profits of any trade or business
in which only personal services is a material income-
pi oducing factor.

The preceding sentences shall not be construed to reduce the
share of net profits of any trade or business which under the
.second sentence of section 911(b) would be considered as earned
'income of any such individual.

"(3) OWNER-EMPLOYEE.-The term 'owner-employee' means an
employee who-

" (A) owns the entire interest in an unincorporated trade or
business, or

"(B) in the case o 'a partnership, is a partner who owns
more than 10 percent of either the capital interest or the profits
interest in such partnership.

To the extent provided in regulations p escribed by the Secretary or
his delegate, such term also means an individual who has been an
owner-em)ployee within the meaning of the preceding sentence.

"{(4) EMPLOYER.-An individual who owns the entire interest in
an unincorporated trade or business shall be treated as his own
employer. A partnership shall be treated as the employer of each
partner who is an employee within the meaning of paragraph (1).

"(6) CONTRIBUTIONS ON BEHALF OP ONVER-EMPLOYEES.-The
term 'contribution on behalf of an owner-employee' includes, except
as the context otherwise requires, a contribution under a plan-

"(A) by the employer for an owner-employee, and
"(B) by on owner-employee as an employee.

"(d) ADDITIONAL REQUIREMENTS FOR QUALIFICATION OF TRUSTS
AND PLANS BENEFITING OWNER-EMPLOYEES.-A trust forming part of
a pension or profit-sharing plan which provides contributions or benefits
for employees some or all of whom are owner-employees shall constitute a

qualified trust under this section only if, in addition to meeting the
requirements of subsection (a), the following requirements of this sub-
section are met by the trust and by tie plan of which such trust is a part:

"(1) In the case of a trust which is created on or after the date of
the enactment of this subsection, or which was created before such
date but is not exempt from tax under section 601 (a) as an organiza-
tion described in subsection (a) on the day before such date, the
trustee is a bank, but a person (including the employer) other than
a bank may be granted, under the trust instrument, the power to con-
trol the investment of the trust funds either by directing investments
(including reinvestments, disposals, and exchanges) or by dis-
approving proposed investments (including reinvestments, disposals,
and exchanges). This paragraph shall not apply to a trust created
or organized outside the United States before the date of the enact-
ment of this subsection if, under section 402(c), it is treated as exempt
from tax under section 601(a) on the day before such date; or, to the
extent provided under regulations prescribed by the Secretary or his
delegate, to a trust which uses annuity, endowment, or life insurance
contracts of a life insurance company exclusively to fund the benefits
prescribed by the trust, if the life insurance company supplies
annually such information about trust transactions affecting owner-
employees as the Secretary or his delegate shall by forms or regula-
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tows' prescribe. For. purposes of this paragraph, the term 'bank'
means a bank as defined m section 581, a corporation which, under
the laws of the State' of its incorporation is subject to supervision and
examination by the commissioner of banking or other officer of such
State in charge of the administration of the banking laws of such
State, and, in the case of a trust created or organized outside the
United States, a bank or trust company, wherever incorporated,
exercising fiduciary powers and subject to supervision and examina-
tion by governmental authority.

"(2) Under the plan-
"(A) the employees' rights to or derived from the contribu-

tions under the plan are nonforfeitable at the time the contribu-
tions are paid to or under the plan; and

"(B) in the case of a profit-sharing plan, there is a definite
.formula ,for determining the contributions to be made by the
employer on behalf of employees (other than owner-employees).

Subparagraph (A) shall not apply to contributions which, under
provisions of the plan adopted pursuant to regulations prescribed
by the Secretary For his delegate to preclude the discrimination
prohibited by subsection (a) (4), may not be used to provide benefits
for designated employees in the event of early termination of the
plan.

"(3) The plan benefits each employee having a period of employ-
ment of 3 years 'or more. For purposes of the preceding sentence,
the term 'employee' does not include any employee whose customary
employment is for not more than 20 hours in any one week or is for
not more' than 5 months in any calendar year.

"(]4) Under the plan-
"(A) contributions or benefits are not provided for any

owner-employee unless such owner-employee has consented to
being included under the plan; and
· "(B) no benefits may be paid to any owner-employee, ex-
cept in the case of his becoming disabled (within the meaning of
section 218(g)(83), 'prior to his attaining the age of 59% years.

"(6) The plan does not permit-
"(A) contributions to be made by the employer on behalf of

any owner-employee in excess of the amounts which may be
deducted under section 404 (determined without regard to sec-
tion 404(a)(10)) for the taxable year;

"(B) rn the case of a plan which provides contributions or
benefits only for owner-employees, contributions to be made on
behalf of any owner-employee in excess of the amounts which
may be deducted under section 404 (determined without regard
to section 404(a) (10)) for the taxable year; and

"(0) if a distribution under the plan is made to any em-
.ployee and if any portion of such distribution is an amount
described in section 72(m)(6)(A)(i), contributions to be made
on behalf of such employee for the 6 taxable years succeeding
the taxable,year in which such distribution is made.

Subparagraphs (A) and (B) shall not apply to any contribution
which' is not considered to be an. excess contribution (as defined in
subsection (e)(1)) by' reason of the application of subsection '(e) (3).(' (6) Except as 'provided in4 this paragraph,' the plan meets the
requirements of subsection (a) (4) without taking. into account for



6 SELF-EMPLOYED INDIVIDUALS TAX RETIREMENT ACT OF 1962

any purpose contributions or benefits under chapter s (relating to tax
on. self-employment income) chapter 21 (relating to Federal Insurance
Contributions Act), title I of the Social Security Act, as amended,
or any other Federal or State law. If-

"(A) of the contributions deductible under section 404
(determined without regard to section 404(a)(10)), not more
than one-third is deductible by reason of contributions by the
employer on behalf of owner-employees, and

"(B) taxes paid by the owner-employees under chapter 2
(relating to tax on self-employment income), and the taxes
which would be payable under such chapter 2 by the owner-
employees but for paragraphs (4) and k6) of section 1402(c),
are taken into account as contributions by the employer on
behalf of such owner-employees,

then taxes paid under section 3111 (relating to tax on employers)
with respect to an employee may, for purposes of subsection (a) (4),
be taken into account as contributions by the employer for such
employee under the plan.

"(7) Under the plan, if an owner-employee dies before his entire
interest has been distributed to him, or if distribution has been com-
menced in accordance with subsection (a)(9)(B) to his surviving
spouse and such surviving spouse dies before his entire interest has
been distributed to such surviving spouse, his entire interest (or the
remaining part of such interest if distribution thereof has commenced)
will, within 5 years after his death (or the death of his surviving
spouse), be distributed, or applied to the purchase of an immediate
annuity for his beneficiary or beneficiaries (or the beneficiary or benefi-
ciaries of his surviving spouse) which will be payable for the life of
such beneficiary or beneficiaries (or for a term certain not extending
beyond the life expectancy of such beneficiary or beneficaires) and
which will be immediately distributed to such beneficiary or bene-
ficiaries. The preceding sentence shall not apply if distribution of
the interest of an owner-employee has commenced and such distri-
bution is for a term certain over a period permitted under subsection
(a) (9)(B)(ii).

"(8) Under the plan-
"(A) any contribution which is an excess contribution,

together with the income attributable to such excess contribution,
is (unless subsection (e)(2)(E) applies) to be repaid to the
owner-employee on whose behalf such excess contribution is
made;

"(B) if for any taxable year the plan does not, by reason of
subsection (e)(2)(A), meet (for purposes of section 404) the
requirements of this subsection ,with respect to an owner-
employee, the income for the taxable year attributable to the
interest of such owner-employee under the plan is to be paid to
such owner-employee;a7

"(C) the entire interest of an owner-employee is to be repaid
to him when required by the provisions of subsection'(e)(2)(E).

"(9)(A) If the plan provides contributions or benefits for an
owner-employee who controls, or for two or more owner-employees
who together control, the trade or business with respect to which the
plan is established, aul who also control as an owner employee or as
owner-employees one or more other trades or businesses, suoh. plan
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and the plane established. with respect to such other trades or busi-
nesses, when coalesced, constitute a single plan which meets the
requirements of subsection (a) (including paragraph (10) thereof)
and of this subsection with respect to the employees of all such trades
or businesses (including the trade or business with respect to which
the plan intended to qualify under this section is established).

"(B) For purposes of subparagraph (A), an owner-employee, or
two or more owner-employees, shall be considered to control a trade or
business if such owner-employee, or such two or more owner-employees
together-

"(i) own the entire interest if-an unincorporated trade or
business, or

"(ii) in the case of a partnership, own more than 50 percent
of either the capital interest or the profits interest in such
partnership.

For purposes of the preceding sentence, an owner-employee, or two
or more owner-employees, shall be treated as owning any interest in a
partnership which is owned, directly or indirectly, by a partnership
which such owner-employee, or such two or more owner-employees,
are considered to control within the meaning of the preceding
sentence.

"(10) The plan does not provide contributions or benefits for
any owner-employee who controls (within the meaning of paragraph
(9)(B)), or for two or more owner-employees who together control,
as an owner-employee or as owner-employees, any other trade or
business, unless the employees of each trade or business which such
owner-employee or such owner-employees control are included under
a plan which meets the requirements of subsection (a) (including
paragraph (10) thereof) and of this subsection, and provides contri-
butions and benefits for employees which are not less favorable than
contributions and benefits provided for owner-employees under the
plan.

"(11) Under the plan, contributions on behalf of any owner-
employee may be made only with respect to the earned income of
such owner-employee which is derived from the trade or business
with respect to which such plan is established.

' (e) ExCESS CONTRIBUTIONS ON BEHALF OF OWNER-EMPLOYEES,-
"(I) EXCESS CONTRIBUTION DEFINED.-For purposes of this

section, the term 'excess contribution' means, except as provided in
paragraph (3)--

'(A) if, in the taxable year, contributions are made under
the plan only on behalf of owner-employees, the amount of any
contribution ,made on behalf of any owner-employee which
(without regard to this subsection) is not deductible under
section 404 (determined without regard to section 404(a)(10))
for the taxable year; or

"(B) if, in the taxable year, contributions are made under
the plan on behalf of employees other than owner-employees--

"(i) the amount of any contribution made by the employer
on behalf of any owner-employee which (without regard to
this subsection) is not deductible under section 404 (deter-
mined without regard to section 404 (a) (10)) for the taxable
year;

7
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"(ii) the amount of any contribution made by any
owner-employee (as an employee) at a rate which exceeds
the rate of contributions permitted to be made by employees
other than owner-employees;

"(iii) the amount of any contribution made by any
oimer-employee (as an employee) which exceeds the lesser
of $2,500 or 10 percent of the earned income for such
taxable year derived by such owner-employee from the trade
or business with. respect to which the plan is established;
and

"(iv) in the case of any individual on whose behalf
contributions are made under more than one plan as an
oumer-employee, the amount of any contribution made by
such owner-employee (as an employee) under all such
plans which exceeds $2,500; and

"(0) the amount of any contribution made on behalf of an
owner-employee in any taxable year for which, under para-
graph (2) (A) or (E), the plan does not (for purposes of section
404) meet the requirements of subsection (d) with respect to
such owner-employee.

For purposes of this subsection, the amount of any contribution
which is allocable (determined in accordance with regulations pre-
scribed by the Secretary or his delegatee) to the purchase of life,
accident, health, or other insurance shall not be taken into account.

"(2) EFFECT OF EXCESS CONTRIBUTION.-
"(A) IN GENERAL.--If an excess contribution (other than

antl excess con tribution to which subparagraph (E) applies) is
made on behalf of anv owner-employee in any taxable year, the
plan with respect to which such excess contribution is made shall,
except as provided in subparagraphs (C) and (D), be considered,
for purposes of section 404, as not 'meeting the requirements of
subsection (d) with respect to, uch owner-employee for the
taxable year and for all slu(ceedi(biaeable years.
"(B) INCLUSION OF AMOUNTS IN GROSS INCOME OF OWNER-

EMPLOYErS.-For any taxable year ,for which any plan-does
not meet the requirements of subsection (d) with respect to ain
owuner-employee by reason of subparagraph (A), the gross income
of such owner-employee shall, for purposes of this chapter,
include the amount of net income for such taxable year attrib-
ttable to the interest 'of such owner-employee under such plan.
"(0) REPAYMNT WITHIN PRESCORIBED PERIOD.-Subpara-

graph (A) shall not apply to an excess contribution with respect
to any taxable year, if, on or before the close of the 6-month
period beginning on the day on which the Secretary or his
delegate sends notice (by certified or registered mail) to the
person to whom such excess c,niribution was paid of the amount
of such exces. contribution, the amount of such excess contribu-
tion, and the net income attributable thereto, is repaid to the
owner-employee an whose behalf such excess contribution was
made. If the excess contribution is an excess contribution as
defined in paragraph (1) (A) or (B) (i), or is an excess contri-
bution as defined in paragraph (1)(0) with respect to which a
deduction has been claimed under section 40,4, the notice re-
quired by the preceding sentence shall not be mailed prior to
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the time that the amount of the tax under this chapter of such
owner-employee for the taxable year in which such excess con-
tribution was made has been finally determined.

" (D) REPAYMENT AFTER PRESCRIBED PERIOD.-If an excess
contribution, together with the net income attributable thereto,
is not repaid within the 6-month period referred to in subpara-
graph (C), subparagraph (A) shall not apply to an excess con-
tribution with respect to any taxable year beginning with the
taxable year in which the person to whom such excess contribu-
tion was paid repays the amount of such excess contribution to
the owner-employee on whose behalf such excess contribution
was made, and pays to such owner-employee the amount of net
income attributable to the interest of such owner-employee which,
under subparagraph (B), has been included in the gross income
of such owner-employee for any prior taxable year.

" (E) SPECIAL RULE IF EXCESS CONTRIBUTION WAS WILL-
FULLY MADE.-If an excess contribution made on behalf of an
owner-employee is determined to have been willfully made, then-

"(i) subparagraphs (A), (B), (0), and (D) shall not
apply with respect to such excess contribution;

"(ii) there shall be distributed to the owner-employee on
whose behalf such excess contribution was willfully made
his entire interest in all plans with respect to which he is
an owner-employee; and.

"(iii) no plan shall, for purposes of section 404, be
considered as meeting the requirements of subsection (d)
with respect to such owner-employee for the taxable year
in which it is determined that such excess contribution was
willfully made and for the 5 taxable years following such
taxable year.

"(F) STATUTE OF LIMITATIONS.-In any case in which sub-
paragraph (A) applies, the period for assessing any deficiency
ari,;ing by reason of-

"(i) the disallowance of any deduction under section 404
on account of a plan not meeting the requirements of sub-
section (d) with respect to the owner-employee on whose
behalf an excess contribution was made, or

"(ii) the inclusion, under subparagraph (B), in gross
income of such owner-employee of income attributable to
the interest of such omwner-employee under a plan,

for the taxable year in which such excess contribution was made
or for any.succeeding taxable year shall not expire prior to one
year after the close of the 6-month period referred to in sub.
paragraph (0).'"(3) CONTRIBUTIONs FOR PRrMIUMS ON ANNUITY, ETC., CON-

TRACTS.-A contribution by the employer on behalf of an owner-
employee shall not be considered to be an excess contribution within
the. meaning of paragraph (1), if-

"(A) underr , the plan such. c6tribution is required to be
applied (directly or through a trustee)' to pay premiums or
other consideration for one or more annuity, endowment, or
life insurance contracts on the life of such owner-employee
issuedunder the .plan,

9
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"(B) the amount of such contribution exceeds the amount
deductible under section 404 (determined without regard to
section 404(a)(10)) with respect to contributions made by the
employer on behalf of such owner-employee under the plan, and

"(C) the amount of such contribution does not exceed the
average of the amounts which were deductible under section
404 (determined without regard to section 404/(a) (10)) with
respect to contributions made by the employer on behalf of such
owner-employee under the plan (or which would hiave been
deductible under such section if such section had been in effect)
for the first 3 taxable years (i) preceding the year in which the
last such annuity, endowment, or life insurance contract was
issued under the plan and (ii) in which such owner-employee
derived earned income from the trade or business with respect
to which the plan is established, or for so many of such taxable
years as such owner-employee was engaged in such trade or
business and derived earned income therefrom.

In the case of any individual on whose behalf contributions described
in subparagraph (A) are made under more than one plan as an
owner-employee during any taxable year, the preceding sentence shall
not apply if the amount of such contributions under all such plans
for such taxable year exceeds $2,500. Any contribution which is
not considered to be an excess contribution by reason of the applica-
tion of this paragraph shall, for purposes of subparagraphs (B) (ii),
(iii), and (iv) of paragraph (1), be taken into account as a contri-
bution made by such owner-employee as an employee to the extent
that the amount of such contribution is not deductible under section
404 (determined without regard to section 404 (a) (10)) .for the taxable
year, but only for the purpose of applying such subparagraphs to
other contributions made by such owner-employee as an employee.

" (f) CERTAIN CUSTODIAL ACCOUNTS.-
"(I) TREATMENT AS QUALIFIED TRUST.-For purposes of this

title, a custodial account shall be treated as a qualified trust under
this section, if-

"(A) such custodial account would, except for the fact that
it is not a trust, constitute a qualified trust under this section;

"(B) the custodian is a bank (as defined in subsection
(d) ());

"(0) the investment of the funds in such account (inclhuling
all earnings) is to be made-

"(i) solely in regulated investment company stock with
respect to which an employee is the beneficial owner, or

"(ii) solely in annuity, endowmnnent, or life insurance
contracts issued by an insurance company;

"(D) the shareholder of record of any such stock described in
subparagraph (C)(i) is the custodian or its nominee; and

"(E) the contracts described in subparagraph (0)(ii) are
held by the custodian until distributed under the plan.

For purposes of this title, in the case of a custodial account treated
as a qualified trust under this section by reason of the preceding
sentence, the custodian of such account shall be treated as the trustee
thereof.

"(2) DEFINITION.--For purposes of paragraph (t), the term
'regulated investment company' means a domestic corporation
which-
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"(A) is a regulated investment company within the meaning of
section 851(a), and

"(B) issues only redeemable stock.
"(g) ANNUITY DEFINED.-For purposes of this section and sections

402, 403, and 401, the term 'annuity' includes a face-amount certificate,
as defined in section 2(a) (15) of the Investment Company Act of 19.40
(15 U.S.C., sec. 80a-2); but does not include any contract or certificate
issued after December 31, 1962, which is transferable, if any person other
than the trustee of a trust described in section 401(a) which is exempt
from tax under section 501 (a) is the owner of such contract or certificate."
SEC. 3. DEDUCTIBILITY OF CONTRIBUTIONS TO PLANS.

(a) INCLUsION OF SELF-EflPLOYED INDIVIDUALS.--Section 404(a)
of the Internal Revenue Code of 1954 (relating to the deductibility of con-
tributions to pension, annuity, profit-sharing, or stock bonus plans or
plans of deferred compensation) is amended-

(1) by striking out in paragraph (2) "and (6)," and inserting in
lieu thereof "(6), (7), and (8), and, if applicable, the requirements
of section 401 (a) (9) and (10) and of section 401(d) (other than
paragraph (1)),"; and

(2) by adding after paragraph (7) the following new paragraphs:
"(8) SELF-EMPLOYED INDIVIDUALS.--In the case of a plan

included in paragraph (1), (2), or (3) which provides contributions
or benefits for employees some or all of whom are employees within
the meaning of section 401 (c) (1), for purposes of this section-

"(A) the term 'employee' includes an individual who is an
employee within the meaning of section 401(c)(1), and the
employer of such individual is the person treated as his employer
under section 401 (c) (4);

"(B) the term 'earned income' has the meaning assigned to
it by section 401 (c) (2);

"(0) the contributions to such plan on behalf of an individual
who is a(n employee within the meaning of section 401(c)(1)
shall be considered to satisfy the conditions of section 162 or 212
to the extent that such contributions do not exceed the earned
income of such individual derived from the trade or business
with respect to which such plan is established, and to the extent
that such contributions are not allocable (determined in accord-
ance with regulations prescribed by the Secretary or his delegate)
to the purchase of life, accident, health, or other insurance; and

"(D) any reference to compensation shall, in the case of an
individual who is an employee within the meaning of section
/401(c)(1), be considered to be a reference to the earned income
of such indi'imdual derived from the trade or business with
respect to which the plan is established."(9) PLANS BrNKFITING SELF-REMPLOYRD INDIVIDUALS.-In the

c.ase of.a.plan included in paragraph (1), (2), or (3) which provides
contributions or benefits for employees some or all of whom are em-
ployees within the meaning of section 401(c)(1)-~

"(A) the limitatwions provided by paragraphs (1), (2), (3), and
(7) on the amounts deductible for any taxable year shall be
computed, with respect to contributions on behalf of employees
(other than employees within the meaning of section; 0 (c))(1))
as if such employees were the only employees for whom contri-
butions and benefits are provided under the plan;



12 SEIF-EMPLOYED INDIVIDUALS TAX RETIREMENT ACT OF 1962

"(B) the limitations provided by paragraphs (1), (2), (3),
and (7) on the amounts deductible for any taxable year shall be
computed, with respect to contributions on behalf of employees
within the meaning of section 401 (c)(1)-

"(i) as if such employees were the only employees for
whom contributions and benefits are provided under the
plan, and

"(ii) without regard to paragraph (1)(D), the second
and-third sentences of paragraph (3), and the second sen-
tence of paragraph (7); and -.

"(C) the amounts deductible under paragraphs (1), (2), (3),
and (7), with respect to contributions on behalf of any employee
within the meaning of section 401(c)(1), shall not exceed the
applicable limitation provided in subsection (e).

"(10) SPECIAL LIMITATION ON AMOUNT ALLOWED AS DEDUCTION
FOR SELF-EMPLOYED INDIVIDUALS.--Notwithstanding any other pro-
vision of this section, the amount allowable as a deduction under
paragraphs (1), (2), (3), and (7) in any taxable year with respect to
contributions made on behalf of an individual who is an employee
within the meaning of section 401 (c)(1) shall be an amount equal to
one-hall of the contributions made on behalf of such individual in
such taxable year which are deductible under. such paragraphs
(determined with the application of paragraph (9) and of subsec-
tion (e) but without regard to this paragraph). For purposes of
section 401, the amount which may be deducted, or the amount
deductible, under this section with respect to contributions made on
behalf of such individual shall be determined without regard to the
preceding sentence."

(b) LIMITATIONS ON DEDUCTIBLE CONTRIBUTIONS ON BEHALF OF
SELF-EMPLOYED INDIVIDUALS.-Section 404 of the Internal Revenue
Code of 195/4 (relating to the deductibility of contributions to pension,
annuity, profit-sharing, or stock bonus plans or plans of deferred conm-
pensatzon) is amended by adding after subsection (d) the following new
subsections:

"(e) SPECIA, LIMITATIONS FOR SELF-EMPLOYED INDIVIDUALS.--
(1) 'IN GENERAL.--In the case of a plan included in subsection

(a) (1), (2), or (3), which provides contributions or benefits for
employees some or all of whom are employees within the meaning of
section 401(c)(1), the amounts deductible under subsection (a) (de-
termined without regard to paragraph (10) thereof) in any taxable
year with respect to contributions on behalf of any employee within
the meaning of section 401(c)(1) shall, subject to the provisions of
paragraph (2), not exceed $2,5600, or 10 percent of the earned incolie
derived by such employee from the trade or business with respect to
which the plan is established, whichever is the lesser.

"(2) CONTRIUUTIONSMA)E UNDER MORE TPHAN ONE PLAN,-
" (A) OVERALL LIMiTATION.-.-Jn any, taxable year in which

amounts are deductible with respect to contributions under
two or more plans on behalf of an individual who is an employee
within. the meaning of section 401(c)(1) with respect to such
plans, the aggregate amount deductible Jor such taxable year
under all such plans with respect to contributions on behalf
of such employee (determined without regard to subsection
(a)(10)) shuill not exceed $2,500, or 10 percent of the earned
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income derived by such employee from the trades or businesses
with respect to which the plans are established, whichever is
the lesser.

"(B) ALLOCATION OF AMOUNTS DEDUCTIBLE.-In any case
in which the amounts deductible under subsection (a) (with
the application of the limitations of this subsection) with respect
to contributions made on behalf of an employee within the
meaning of section 4/01(c)(1) under two or more plans are, by
reason of subparagraphh (A), less than the amounts deductible
under such subsection determined without regard to such sub-
paragraph, the amount deductible under subsection (a) (deter-
mined without regard to paragraph (10) thereof) with respect
to such contributions under each ;such plan shall be determined
in accordance with regulations prescribed by the Secretary or
his delegate.

"(3) CONTRIBUTIONS ALLOCABLE TO INSURANCE PROTECTION.-
For purposes of this subsection, contributions which are allocable
(determined under regulations prescribed by the Secretary or his
delegate) to the purchase of life, accident, health, or other insurance
shail not be taken into account.

" (f) CERTAIN LOAN REPAYMENTS CONSIDES,,D AS CONTRIBUTIONs.-
For purposes of this section, any amount paid, directly or indirectly, by
an owner-employee (within the meaning of section 401(c)(3)) in repay-
ment of any loan which under section 72(m) (4) (B) was treated as an
amount received under a contract purchased 4y a trust described in sec-
tion 401 (a) which is exempt from tax under section 501 (a) or purchased
as a part of a plan described in section 403(a) shall be treated as a con-
tribution to which this section applies on behalf of such owtier-employee
to such trust or to or under such plan."
SEC. 4. TAXABILITY OF DISTRIBUTIONS.

(a) EMPL;oYEES' ANNUITIES.-Section 72(d)(2) of the Internal Rev-
enue Code of 19564 (relating to employees' annuities) is amended to read
as follows:

"t(2) SPECIAL RULES FOR APPLICATION OF PARAGRAPH (1).--
For purposes of paragraph (1)-

"(A) if the employee died before any amount was received as
an annuity under the contract, the words 'receivable by the
employee' shall be read as 'receivable by a beneficiary of the
employee'; and

"(B) any contribution made with respect to the contract while
the employee is an employee within the meaning of section
/401(c)(l) which is not allowed as a deduction under section
40/4 shall be treated as consideration for the contract contributed
by the employee."

(b) SPECIAL RULES RELI,ATINa TO SELF-EMPLOYED INDIVIDUALS
AND OWNER:-EPLOYEEs.-Section72 of the Internal Revenue Code of
1951 (relating to annuities, etc.) is amended by redes,,qnatina subsectioit
(m) as subsection (o) and by inserting after s ibsection (1) the following
new subsections:
"(m) SPECIAL RIUL,ES APPLICABLE TO EM'LOYEE ANNUITIES AND)

DISTRIBUTIONS UNDER EMPLOYEE, PLANS.-
"(1) CERTAIN AMOUNTS RECEIVED BEFORE ANNUITY STARTING

DATE.--Any amounts received under an annuity, endowment, or
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life insurance contract before the annuity starting date which are not
received as an annuity (within the meaning of subsection (e)(2))
shall be included in the recipient's gross income for the taxable year
in which received to the extent that-

"(A) such amounts, plus all amounts theretofore received
under the contract and includible in gross income u(ler this
paragraph, do not exceed

"(B) the aggregate premiums or other consideration paid for
the contract while the employee was an owner-employee which
were allowed as deductions under section 404 for the taxable
year and all prior taxable years.

Any such amounts so received which are not includible in gross
income under this paragraph shall be subject to the provisions of
subsection (e).

" (2) COMPUTATION OF CONSIDERATION PAID BY THE EMPLOYEE.-
In computing-

"(A) the aggregate amount of premiums or other considera-
tion paid for the contract for purposes of subsection (c)(l)(A)
(relating to the investment in the contract),

"(B) the consideration for the contract contributed by the
employee for purposes of subsection (d)(1) (relating to em-

ployee's contributions recoverable in 3 years), and
"(C) the aggregate premiums or other consideration paid for

purposes of subsection (e)(1)(B) (relating to certain amounts
not received as an annuity).

any amount allowed as a deduction with respect to the contract under
section 404 which was paid while the employee was an employee
within the meaning of section 01 (c) (1) shall be treated as consid-
eration contributed by the employer, and there shall not be taken into
account any portion of the premiums or other consideration for the
contract paid while the employee was an owner-employee which is
properly allocable (as determined under regulations prescribed by
the Secretary or his delegate) to the cost of life, accident, health, or
other insurance. -

"(3) LiIFE INSURANCE CONTRACTS.-
"(A) This paragraph shall apply to any life insurance

con tract--
" (i) purchased as a part of a plan described in section

]403(a), or
"(ii) purchased by a trust described in section 401 (a)

~which is exempt from tax under section 501 (a) if the pro-
ceeds of such contract are payable directly or indirectJy to
a participarnt in7 such trust or to a beneficiary ofsdtch
pa rtfi pan t,

' (B) A./y contribution to a plan described in subparagraph
(A)(i) or a trust described in--subparagraphb (A) (ii) which is
allowed as a deduction under section 4.04, and any income, of aitiu.t described i st.uhparaqgraph (A) (ii), which is determined
in accordance with regulations prescribed by the Secretary or
his delegate to have been applied to purchase the life insurance
protection under a contract described in subparagraph (A), is
includible in the gross income (of the participant for the taxable
year when so applied.



BELF-EMPLOYED INDIVIDUALS TAX RETIREMENT ACT OF 1962 15
" (0) In the case oj the death of an individual insured under

a contract described in subparagraph (A), an amount equal to
the cash surrender value of the contract immediately before the
death ot the insured shall be treated as a payment under such
plan or a distribution by such trust, and the excess of the amount
payable by reason of the death of the insured over such cash
surrender value shall not be includible in gross income under this
section and shall be treated as provided in section 101. r

"(4) AMOUNTS CONSTRUCTIVELY RECEIVED.-
"(A) ASSIaGNMENTS OR PLEDGEDS.-If during any taxable

year an owner-employee assigns (or agrees to assign) or pledges
(or agrees to pledge) any portion of his interest in a trust de-
scribed in section 401 (a) which is exempt from tax under section
501(a) or any portion of the value of a contract purchased as
part of a plan described in section 403(a), such portion shall
be treated as having been received by such owner-employee as a
distribution from such trust or as an amount received under the
contract.
"(B) LOAN. ON CONTRACTS.-If during any taxable year,

an ouwner-employee receives, directly or indirectly, any amount
from any insurance company as a loan under a contract pur-
chased by a trust described in section 401 (a) whiwh is exempt
from tax under section 501 (a) or purchased as part of a plan
described in section 403(a), and issued by such insurance com-
pany, such amount shall be treated as an amount received under
the contract.

"(6) PENALTIES APPLICABLE TO CERTAIN AMOUNTS .RECEIVED
BY OWNER-EMPLOYEES.-

"(A) This paragraph shall apply--
"(i) to amounts (other than any amount received by an

individual in, his capacity as a policyholder of an annuity,
endowment, or life insurance contract which is in the nature
of a dividend or similar distribution) which are received
from a qualified trust described in section 401 (a) or under
a plan described in section 403(a) and which are received
by an individtvl, who is, or has been, an owner-employee,
before such individual attains the age of 69M years, for
any reason other than the individual's becoming disabled
(within the meaning of section 213(g)(3)), but only to the
extent that such amounts are attributable to contributions
)aid on behalf of such individual (whether or not paid by
aim) while he w's an owner-employee,
"(ii) to amounts which are received from a qualified

trust described in section 401 (a) or under a plan described
in. section 403(a) at any time by an individual who is, or
has been, an owner-employee, or by the successor of such
individual, but only to the extent that such amounts are
determined, under regidations prescribed by the Secretary
or his delegate, to exceed the benefits provided for such
individual under the plan formula, and

"(iii) to amounts which are received, by an individual
who is, or has been, a.n owner-employee, by reason of the
distribution under the provisions of section 401(e) (2) (E)
of his entire interest in all qualified trusts described in
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section 401(a) and in all plans described in section 403 (a).
"(B)(i) If the aggregate of the amounts to which this para-

graph applies received by any person in his taxable year equals
or exceeds $2,500, the increase in his tax for the taxable year
in which such amounts are received and attributable to such
amounts shall not be less than 110 percent of the aggregate
increase in taxes, for the taxable year and the 4 immediatelypreceding taxable years, which would have resulted if such
amounts had teen included in such person's gross income
ratably over such taxable years.

"(ii) If deductions have been allowed under' section 404 for
contributions paid on behalf of the individual wh'Ue he is an
owner-employee for a number of prior taxable years less than
4, clause (i) shall be applied by taking into account a number
of taxable years immediately preceding the taxable year in which
the amount was so received equal to such lesser number.

"(C) If subparagraph (B) does not apply to a person for
the taxable year, the increase in tax of such person for the tax-
able year attributable to the amounts to which this' paragraph
apples shall be 110 percent of such increase (computed without
regard to this subparagraph).

"(D) Subparagraph (A) (ii) of this paragraph shall not apply
to any amount to which section 402(a) (2) or 403(a) (2) apples.

"(E) For special rules for computation of taxable income for
taxable years to which this paragraph applies, see subsection
(n)(3).

"(6) O1VN.ER-EMPLOYEE DEFINED.-For purposes of this sub-
section, the term 'owner-employee' has the meaning assigned to it by
section 401 (c) (3).

"(n) TREATMENT OF CERTAIN DISTRIBUTIONS WITHR1?ESrPECT TO
CONTRIBUTIONS BY SELF-EMPLOYED INDIVIDUALS.-

"(1) APPLICATION OF SUBSEC'TION.--
"(A) DIST'RIBUTIONS BY E,'MPLOYEEs' TRUST.-Sl)bject to

the provisions of subparagraph (0), this subsectio-n shall apply
to amounts distributed to a distributed, in the case of an em-
ployees' trust described in section /401 (a) which is exempt from
tax under section 601(a), if the total distributions payable to
the distributee with respect to an employee are paid to the
distribute within one taxable year of the distributee--

'"(i) on account of the employee's death,,
"(ii) after the employee has attained the age of 569h years,

01'
"(iii) after the employee has become disabled (within the

meaning of section 213(g)(3)).
"(B) ANNUIT' pLrAs.--Subjet to the provisionss of sub-

paragraj)h (C), this subsection shall apply to amounts paid to a
payee, n the case of an annuity plan described in section
4003(a), if the fWoal amounts payable to the payee with respect to
an employee are paid to the payee within one taxable year of the
payee---

"(i) on account of the employee's death,
"(ii) (after the employee has attained the age of 69% years,

or
"(iii) after the employee has become disabled (within the
.ainaing of section 2138(g)(8)).



SELF-EMPLOYED INDIVIDUALS TAX RETIREMENT ACT OF 19 6 2 17

"(C) LIMITATIONS AND EXCEPTIONS.-This subsection shall
apply-

"(i) only with respect to so much of any distribution or
payment to which (without regard to this subparagraph)
subparagraph (A) or (B) applies as is attributable to
contributions made on behalf of an employee while he was
an employee within the meaning of section 401(c)(1), and

"(ii) if the recipient is the employee on whose behalf
such contributions were made, only if contributions which
were allowed as.a deduction under section 1404 have been
made on behalf of such employee while he iwas an employee
within the meaning of section 401(c)(l) for 5 or more
taxable years prior to the taxable year in which the total
distributions payable or tolal amounts payable, a.3 the case
'may be, are paid.

This subsection shall not apply to amounts described in clauses
(ii) and (iii) of subparagraph (A) of subsection (m)(5) (but,
in the case of amounts described in clause (ii) of such sub-
paragraph, only to the extent that subsection (m)(6) applies to
such amountss.

"(2) LIMITATION OF TAX.-In any case to which this subsection
applies, the tax attributable to the amounts to which this subsection
applies for the taxable year in which such amounts are received
shall not exceed whichever of the following is the greater:

"(A) 5 times the increase in tax which would result' from
the inclusion in gross income of the recipient of 20 percent of
so much of the amount so received as is includible in gross
income, or

"(B) 5 times the increase in tax thich wo-uld result if the
taxable income of the recipient for such taxable year equaled 20
percent of the amount of the taxable income of the recipient for
such taxable year determined under paragraph (3)(A).

"(3) DiETfERMINATION OF TAXABLE INCOfME.--Notwithstan(ding
section 63 (relating to definition of taxable income), for purposes
only of computing the tax under this chapter attributable to amounts
to which this subsection or subsection (m)(5) applies aond which are
includible in gross income-

"(A) the taxable income of the recipient for the taxable year
of receipt shall be treated as being not less than, the amount by
,'which (i) the agfgreglate of such amounts so ilncludible it gross
income exceeds (ii) the amount of the deductions allowed for
such taxable year under section 161 (relating to deductions for
personal exemptionss; and

"(B) in making ratable.inc0lusion computations under 'para-
graph (6)(B) of subsection (m), the taxable income of the recipi-
ent for_.ach taxable year involved in such ratable inclusion shall
be treated as being not less than the amount required by such
paragraph (5)(B) to be treated as includible in gross income for
such taxable year,

In any case in which the preceding sentence results in an increase
in taxable income for any taxable year, the resulting increase in the
taxes imposed( by section 1 or 3 for such taxable year shall not be
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reduced by any credit under part IV of subchapter A (other than
section 31 thereof) which, but for this sentence, would be allowable."

(c) CAPITAL GAINS TREATMENT OF CERTAIN EfMPLOYERS' TRUST
DISTRIBUTIONS.-Section 402(a)(2) of the Internal Revenue Code of
1954 (relating to capital gains treatment for certain distributions) is
amended by adding at the end thereof the following new sentence: "This
paragraph shall not apply to distributions paid to any distributed to the
extent such distributions are attributable to contributions made on behalf
of the employee while he was an employee within the meaning (f section
401 )(1)."

(d) CAPITAL GAINS TREATMENT OF CERTAIN EMPLOYEES' ANNUITY
PAYMrENTS.-Section O43(a) of the Internal Revenue Code of 1954
(relating to taxability of a beneficiary under a qualified annuity plan) is
amended-

(1) by striking out in paragraph (2)(A)(i) "which meets the
requirements of section 401 (a) (3), (4), (6), and (6)" and inserting
in lieu thereof "described in paragraph (1)";

(2) by adding at the end of paragraph (2)(A) the following new
sentence: "This subparagraph shall not apply to amounts paid to
any payee to the extent such amounts are attributable to contributions
made on behalf of the employee while he was an employee within the
meaning of section 01 (c)(1 )."; and

(3) by adding after paragraph (2) the following new paragraph:
"(S) SELF-EMPLOYED INDIVIDUALS.--FOr purposes of this sub-

section, the term 'employee' includes an individual who is an em-
ployee within the meaning of section 401(c) (1), and the employer of
such individual is the person treated as his employer under section
401(c) (4)."

SEC. 5. PLANS FOR PURCHASE OF UNITED STATES
BONDS.

(a) QUALIFIED BOND PURCHASE PLANS.-Part I of subchapter D
of chapter 1 of the Internal Revenue Code of 1954 (relating to deferred
compensation, etc.) is amended by adding at the end thereof the following
new section:
"SEC. 405. QUALIFIED BOND PURCHASE PLANS.

"(a) REQUIREMENTs FOR QUALIFICATION.--A plan of an employer
for the purchase for and distribution to his employees or their beneficiaries
of United States bonds described in subsection (b) shall constitute a
qualified bond purchase plan under this section if-

"(1) the plan meets the requirements of section 401(a) (3), (4),
(6), (6), (7), and (8) and, ij applicable, the reTirements of section
/401(a) (9) and (10) and of section 401 (d) (other than paragraphs
(1), (6)(B), and (8)); and

"(2) contributions under the plan are used solely to purchase for
employees or their beneficiaries United States bonds described in
subsection (b).
"(b) BowDS TO WIIion APPLICABLE.-

" (1) CIIARACTERISTICS OF BONDS.---This section shall apply only
to a bond issued under the Second Liberty Bond Act, as amended,
which by its terms, or by regulations preernbed by the Secretary under
such Act--

"(A) provides for payment of interest, or investment yield,
only upon redemption;
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"(B) may be purchased only in the name of an individual;
"(C) ceases to bear interest, or provide investment yield, not

later than 5 years after the death of the individual in whose
name it-is purchased;

"(D) may be redeemed before the death of the individual in
whose name it is purchased only if such individua1l--

"(i) has attained the age of 569 years, or
"(ii) has become disabled (within the meaning of section

218(g) (3)); and
"(E) is nontransferable.

<"(2) MUST BE PURCHIASED IN NAME OF EMPfLOYEE.-This section
shall apply to a bond described in paragraph (1) only if it is pur-
chased in the name of the employee.

"(c) DEDUCTION FOR CONTRIBUTIONS TO BOND PURCHASE PLANS.--
Contributions paid by an employer to or under a qualified bond purchase
plan shall be allowed as a deduction in an amount determined under
section /tO/ in the same manner and to the same extent as if such contri-
butions were made to a trust described in section 401 (a) which is exempt
from tax under section 501 (a).

"(d) TAXABILITY OF BENEFICIARY OF QUALIFIED BOND PURCHASE
PL AN.-

"(1) GROSS INCOME NOT TO INCLUDE BONDS AT TIME OF DISTRI-
BUTION.-For purposes of this chapter, in the case of a distributee
of a bond described in subsection (b) under a qualified bond purchase
plan, or from a trust described in section 401 (a) which is exempt
from tax under section 501 (a), gross income does not include any
amount attributable to the receipt of such bond. Upon redemption
of such bond, the proceeds shall be subject to taxation under this
chapter, but the provisions of section 72 (relating to annuities, etc.)
and section 1232 (relating to bonds and other evidences of indebted-
ness) shall not ap]/ly."(2) BAsls.-The basis of any bond received by a distributee
under a qualified band purchase plan--

"(A) if such bond is distributed to an employee, or with
respect to an employee, who at the time of purchase of the bond,
was an employee other than an employee within the meaning
of section 401 (c)(l), shall be the amount of the contributions by
thie employee which ivere used to purchase the bond, and

"(B) if such bond is distributed to an employee, or with re-
spect to an employee, who, at the time of purchase of the bond,
was an employee within the meaning of section 401I(c)(l), shutll
be the amount of the contributions used to purchase the bond
which were made on behalf of such employee and were not
allowed as a deduction under subsection (o).

The basis of any bond described in subsection (b) received by a dis-
tributee from a trust described in section 1/01(a) which is exempt
from tax under section 601 (a) shall be determined under regulation
prescribed by the Secretary or his delegate.

"(e) CAPITAL GAINS TREATMErNT Nor To APPLY TO BONDS Dis-
TRIBUTED BY TRUsTe.--Section 402(a)(2) shall not apply to any bond.
described in subsection (b) distributed to any distributed and, for purposes
oj applying such section, any such bond distributed to any distribultee
-and any such bond to the credit of any employee shall not be taken into
{account.
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"(f) EMPLOYEE DEFINED.-For purposes of this section, the term
'employee' includes an individual who is an employee within the meaning
of section 4t01(c)(1), and the employer of such individual shall be the
person treated as his employer under section 401 (c) (4) .

" (g) PROOF OF PURCHASE.-At the time of purchase of any bond to
which this section applies, proof of such purchase shall be furnished in
such form as will enable the purchaser, and the employee in whose name
such bond is purchased, to comply with the provisions of this section.
"(h) REouLATIoNs.--The Secretary or his delegate shall prescribe

such regulations as may be necessary to carry out the provisions of this
section."

(b) CLERICAL AMENDMENT.-The table of sections for such part is
amended by adding at the end thereof the following new item:

"Sec. 405. Qualified bond purchase plans."
SEC. 6. PROHIBITED TRANSACTIONS.

Section 503 of the Internal Revenue Code of 1954 (relating to prohibited
transactions) is amended by adding at the end thereof the following new
subsection:
" (j) TRUSTS BENEFITING CERTAIN OWVNER-,MPLOYEES.-

" (1) PROHIBITED TRANSACTIONS.-In the case of a trust de-
scribed in section 401 (a) which is part of a plan providing contribu-
tions or benefits for employees some or all of whom are owner-em-
ployees (as defined in section 40i(c))(3)) who control (within the
meaning of section 401 (d) (9) (B)) the trade or business with respect
to which the plan is established, the term 'prohibited transaction' also
means any transaction in which such trust, directly or indirectly-

" (A) lends any part of the corpus or income of the trust to;
" (B) pays any compensation for personal services rendered to

the trust to;
" (0) makes any part of its services available on a preferential

basis to; or
" (D) acquires for the trust any property from, or sells any

property to;
any person described in subsection (c) or to any such owner-employe ,
a member of the family (as defined in section 267(c) (4)) of any
suchI owner-employee, or a corporation controlled by any such owner-
employee through the ownership, directly or indirectly, of 60 percent
or more of the total combined voting power of all classes of stock
entitled to vote or 50 percent or more of the total value of shares of
all classes of stock of the corporation.

" (2) SPECIAL, RULE FOR LOANS.--For purposes of the application
of paragraph (1) (A), the following rules shall apply with respect to a
loan made before the date of the enactment of this subsection which
would be a prohibited transaction if made in a taxable year beginning
after December 31, 1962:

"(A) If any part of the loan is repayable prior to Decem-
ber 31, 1965, the renewal of such part of the loan for a period
not extending beyond December 31, 196'S, on the same terms,
shall not be considered a prohibited transaction.
"(B) If the loan is repayable on demand. the continuation

of the loan beyond December 31, 1965., shall be considered a
prohibited transaction."
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SEC. 7. OTHER SPECIAL RULES, TECHNICAL CHANGES,
AND ADMINISTRATIVE PROVISIONS.

(a) RETIREMENT INCOME CREDIT.--Section 37(c)(1) of the Internal
Revenue Code of 1954 (relating to definition of retirement income) is
amended-

(1) by striking out subparagraph (A) and inserting in lieu thereof
the following:

"(A) pensions and annuities (including, in the case of an
individual who is, or has been, a(n employee within the meaning
of section 401(c)(I), distributions by a trust described in sec-
tion 401(a) which is exempt from tax under section S01(a)),";
and

(2) by striking out "and" at the end of subparagraph (C), by
striking out "or" at the end of subparagraph (D) and inserting in
lieu thereof "and", and by adding after subparagraph (D) the
following new subparagraph:

"(E) bonds described in section 405(b)(1) which are re-
ceived under a qualified bond purchase plan described in sec-
tion 405(a) or in a distribution from a trust described in
section 401 (a) which is exempt from tax under section 501 (a),
or.

(b) ADJUSTED GROSS INCOME.-Section 62 of the Internal 'Revenue--
Code of 1954 (relating to the definition of adjusted gross income) is--
amended by inserting after paragraph (6) the following new paragraph:

" (7) PENSION, PROrIT-SHARING, ANNUITY, AND BOND PURCHASE
?PLANS OF SELF-EMPLOYED INDIVIDUALS.--In the case of an indi-
vidual who is an employee within the meaning of section 401(c)(1),
the deductions allowed by section 404 and section 405(c) to the
extent attributable to contributions made on behalf of such individual."

(c) DEATH BENEFITS.--Section 101(b) of the Internal Revenue Code
of 1954 (relating to employees' death benefits) is amended--

(1) by striking out clause (ii) of paragraph (2)(B) and inserting
in lieu thereof the following:

"(ii) 'under an annuity contract under a plan described in
section 403(a), or"; and

(2) by adding at the end thereof the following new paragraph:
" (3) SE'LF-EMPLOYED INDIVIDUAL NOT CONSIDERED AN EM-

PLOYEE.--For purposes of this subsection, the term employeec' does
not include an individual who is an employee within the meaning o/
section 401(c)(1) (relating to self-employed individuals)."

(d) AMOUNTS RECEIVEsD hFiiROUa ACCIDENT OR HEAL,T INSUR-
ANCE.--Section 104(a) of the Internal Revenue Code of 1956/ (relating
to compensation for injuries or sickness) is amended by adding at the end
thereof the following new sentence:
"For purposes of paragraph (3), in the case of anI individual who is, or
has been, an employee within the meaning of section 401(c)(1) (relating
to self-employed individuals), contributions made on behalf of svch indi-
vidlul while he was such an employee to a trust described in section 401 (a)
which is exempt from tax under section 501 (a), or under a plan described
in section 403(a), shall, to the extent allowed as deductions under section
404, be treated as contributions by the employer which were not inclulible
in the gross income of the employee."

(e) AMOUNTS RECEIVED UNDER ACCIDENT AND HIEALTH PLANS.---
Section 105 of the Internal Revenue Code of 1954 (relating to amounts
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received under accident and health plans) is amended by adding at tht
end thereof the following new subsection:

"(g) SELF-EMAPLOYED INDIVIDUAL NOT CONSIDERED AN EM-
PLOYzE.-For purposes of this section, the term 'employee' does not
include an individual who is an employee within the meaning of section
401 (c) (1) (relating to self-employed individuals)."

(f) NET OPERATING Loss DEDUCTION.-Section 172(d)(4) of the
Internal Revenue Code of 1954 (relating to nonbusiness deductions of
taxpayers other than corporations) is amended-

(1) by striking out "and" at the end of subparagraph (B);
(2) by striking out the period at the end of subparagraph (C)

and inserting "; and"; and
(3) by adding alter subparagraph (C) the following new sub-

paragraph:
"(D) any deduction allowed under section 404 or section

405(c) to the extent attributable to contributions which are made
on behalf of an individual who is an employee within the mean-
ing of section 401(c)(1) shall not be treated as attributable to
the trade or business of such individual."

(g) CEO'TAIN LIF'E INSURANCE RESERVIES.-Sectiol 805(d)(I) of the
Internal Revenue Code of 1954, (relating to pension plan reserves) is
amended-

(1) by striking out in subparagraph (B) "meeting the require-
ments of section 401 (a) (3), (4), (5), and (6) or" and inserting in
lieu thereof "described in section 403(a), or plans meeting"; and

(2) by striking out in subparagraph (C) "and (6)" and inserting
in lieu thereof" (6), (7), and (8)".

(h) UNINCORPORATED BUSINESSES ELECTING To BE TAXED AS
CoRPoRATIONS.-Secetion 1361 (d) of the Internal Revenue Code of 1954
(relating to unincorporated business enterprises electing to be taxed as
domestic corporations) is amended by inserting before the period at the
end thereof the following: "other than an employee within the meaning
of section 401(c) (1) (relating to self-employed individuals), or for pur-
poses of section /405 (relating to qualified bond purchase plans) other
than an employee described in section 405(f])".

(i) ESTATE TAX EXE:MPTION OF ElMPLOYEES' AVNNUITIES.-Section
2039 of the Internal Revenrue Code of 1954 (relating to exemption from
the gross estate of annuities under certain trusts and plans) is amended--.

(1) by striking out in subsection (c)(2) "met the requirements of
section 4f01(a) (3), (4), (5), and (6)" and inserting "was a plain
described in section 403(a)"; and

(2) by adding at the end of subsection (c) the following new sen-
tence: "i'or purposes of this subsection, contributions or payments
on behalf of the decedent while he was an employee within the mnwan-
ing of section 401(c)(1) made under a trust or plan described in
paragraph (1) or (2) shall be considered to be contributions or pay-
ments made by the decedent."

(j) GIFT TAX EXEMPTION OF EMPLOYEES' ANYUI;TIES.-Section
2517 of the Internal Revenue Code of 1954/ (relating to exclusion from
gift tax in case of certain annuities under qualified plans) is amended-

(1) by striking out in subsection (a)(2) "met the requirements of
section 401(a) (3), (4/), (5), and (6)" and inserting in lieu thereof
"was a plan described in section 403(a)"; and
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(2) by adding at the end of subsection (b) the following new sen-
tence: "For purposes of this subsection, payments or contributions
on behalf of an individual while he was an employee within the
meaning of section 401 (c)(1) made under a trust or plan described
in subsection (a) (1) or (2) hall be considered to be payments or
contributions made by the employee."

(k) FEDERAL U UEMPLOYMfENT TAX AOT,-Section SS3306(b)(6) of the
Internal Revenue Code of 1954/ (relating to definition of wages) is amended
by striking out subparagraph (B) and inserting in lieu thereof thefollowing
new subparagraphs:

"(B) under or to an annuity plan which, at the time of such
payment, is a plan described in section 403(a), or,

"(C) under or to a bond purchase plan which, at the time of
such payment, is a qualified bond purchase plan described in
section O45(a);".

(l) WITIHHOLDING OF INCOME TAX.-Section 8401(a) (12) of the
Internal Revenue Code of 1954 (relating to definition of wages) is amended-
by striking out subparagraph (B) and inserting in lieu thereof the following
new subparagraphs:

"(B) under or to an annuity plan which, at the time of such
payment, is a plan described in section 40(a); or

"(C) under or to a bond turehase plan which, at the time
of such payment, is a qualified bond purchase plan described
in section 405(a)."

(m) INFORMATION REQUIREMENTS.--
(1) IN ORENRAL.-Subpart B of part III of subchapter A of

chapter 61 of the Internal Revenue Code hf 19564 (relating to infor-
mation concerning transactions with other persons) is amended by
adding after section 601,6 the following new section:

"SEC. 6047. INFORMATION RELATING TO CERTAIN
TRUSTS AND ANNUITY AND BOND PUR-
CHASE PLANS.

"((a) TRUSTEES AND INSURANCE OOMPANIES.-The trustee of a trust
described in section /f01 (a) whi(h is exempt from tax under section 501 (a)
to which contributions have been paid under a plan on behalf of any
owner-employee (as defined in section /tOl(c)(S)), and each insurance
company or other person which is the issuer of a contract purchased by
such a trust, or purchased under a plan described in section /S03(a), con-
tributions for which have been paid on behalf of any owner-employee,
shall file such returns (in suchf form and at such times), keep such records,
make such identification of contracts and funds (and accounts within
such funds), and supply such information, as the Secretary or his delegate
shall by forms or regulations prescribe.

"(b) OWNrnR- EJlrorY Es.-Every individual on whose behalf con-
tributions have been paid as an owner-employee (as defined in section
,01 (c) (S))-

"(1) to a trust described in section. /01 (a) which is exempt from
tax under section 501 (a), or

" (2) to an insurance company or other person under a plan de-
scribed in section, 403(a),

shall furnish the trustee, insurance company, or other person, as the case
may be such information at such times and in such form and manner
as the Secretary or his delegate shall prescribe by forms or regulations.

99 21 "!... 062 II. R pts., 87- 2, vol. 7 7
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"(C) EMPLOYEES UNDER QUALIFIED BOND PURCHASE PLANS.-
Every individual in whose name a bond described in section 405(b)(1) is
purchased by his employer under a qualified bond purchase plan described
in section 405(a), or by a trust described in section 401 (a) which is exempt
from tax under section 501(a), shall furnish-

" (1) to his employer or to such trust, and
" (2) to the Secretary (or to such person as the Secretary may by

regulations prescribe),
such information as the Secretary or his delegate shall by forms or regu-
lations prescribe.

"(d) CROSs REFERENCE.-
"For criminalpenalty for furnishing fraudulent information,

see section 7207."
(2) CLERICAL AMENDMENT.-The table of sections for such sub-

part B is amended by adding after the reference to section 6046
the following:

"Sec. 6047. Information relating to certain trusts and annuity and bond
purchase plans."

(3) PENALTY,-Section 7207 of the Internal Revenue Code of
1954 (relating to fraudulent returns, statements, or other documents)
is amended by adding at the end thereof the following new sentence:
"Any person required pursuant to section 6047 (b) or (c) to furnish
any information to the Secretary or any other person who willfully
furnishes to the Secretary or such other person any information
known by him to be fraudulent or to be false as to any material
matter shall be fined not more than $1,000, or imprisoned not more
than 1 year, or both."

SEC. 8. EFFECTIVE DATE.
The amendments made by this Act shall apply to taxable years beginning

after December 31, 1961.
And the Senate agree to tihe same.

W. D. MILLS,
HALE BOGGS,
EUGENE J. KEOGH,
NOAH MASON,
JOHN_W. BYRNES,
HOWARD H. BAKER,

MAlanagers on the Part of the House.
HARRY F. BYRD,
ROBr. S. KEimR,
RUSSEiJL, B. LONG,
(GTho. A. SMATHERS,
JOHN J. WILLIAMS,
.i RANK CARLJSON,
WALLACIE F. BENNEITT,

ilfanagers on the Part of the Senate.



STATEMENT OF THE MANAGERS ON THE PART OF THE
HOUSE

The managers on thle part of the House at the conference on the
disagreeing votes of the two Houses on the amendment of the Senate
to the bill (H.R. 10) to encourage the establishment of voluntary
pension plans by self-employed individuals submit the following
statement in explanation of the effect of the action agreed upon by
the conferees and recommended in. the accompanying conference
report:
The Senate amendment struck out all of the text of the bill as

passed by the House and inserted new text. Under the conference
agreement, the House recedes from its disagreement to the Senate
amendment and agrees to the same with an amendment which inserts
new text in the nature of a substitute. The important differences
between the bill as passed by the House, the Senate amendment,
and the conference substitute are explained below.

Time of payment of benefits under a qualified plan.-The bill as
passed by the House provided (in proposed sec. 401(a)(8)) that
no trust was to constitute a qualified trust under section 401 unless the
entire interest of the employee will be distributed to him not later
than the taxable year in which he attains age 70] or, in the case of
an employee other than an owner-employee, a later taxable year in
which he retires. An alternative method was provided in which the
distribution must begin not later than the taxable year specified in
the preceding sentence and must be completed Within a period based
on the life, or life expectancy, of the employee or of the employee and
his spouse.
The Senate amendment (in proposed sec. 401(a)(9)) makes the

above rules applicable only in the case of a trust providing contribu-
tions or benefits for employees some or all of whom are self-employed
individuals or are owner-employees, including corporate owner-em-
ployees. The conference substitute inserts a new paragraph (9) iri
section 401 (a) which makes the above rules applicable in the case of
a trust providing contributions or benefits for employees some or all
of whom are self-employed individuals.
The Senate amendment, and the conference substitute, contain a

provision that these new rules will not apply to any distribution under
a designation of a method of distribution, where such designation
was made by the employee before the date of the enactment of tlihe
bill.

Coverage requirementss where plan benefits an owner-employee.--Tlie
bill as ptlssed by the House (proposed sec. 401 (a) (10)) provided that
lose plans providing for current or future contributions for an owner-
employee who has, or has had, more than three employees had to
include all employees having more than 3 years of service, other than
)art-timle or seasonal eml)loyecs. In a case where tle owner-employee
liau' less than four employees, the bill as passed by tlhe House provided
thlai' coverage for such other employees was discretionary.

25
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The Senate amendment and the conference substitute provide (see
proposed sec. 401(d)(3)) that any plan which benefits an owner-
employee must provide benefits for all employees with three or more
years of service, other than part-time or seasonal employees.

Self-employment earnings.-The bill as passed by the House provided
that a proprietor or partner may be covered under a qualified retire-
ment plan if he has "self-employment earnings," and that such earn-
ings are the basis for determining the amount of the deduction for
contributions for self-employed persons. In general, the term "self-
employment earnings" was defined (in proposed sec. 401(c)(3)) to
mean net earnings from a trade or business of a self-employed
individual, thus including return on capital invested in the trade or
business, as well as income for personal services.
Under the Senate amendment and the conference substitute, cover-

age under the bill depends on "earned income", and such income is
the basis for computing deductible contributions for self-employed
individuals. This term (see proposed sec. 401(c)(2)) means, in gen-
eral, net earnings from self-employment to the extent such earnings
constitute earned income within the meaning of section 911(b) of the
1954 code (such as professional fees and other compensation for per-
sonal services). Where personal services and invested capital are
material income-producing factors, the term "earned income" means
not more than 30 percent of the net profits from the business, but, in
those cases in which the self-employed person renders full-time per-
sonal services, not less than the first $2,500 of such net profits.

Definition of owner-employee.-Certain of the provisions of the bill
are applicable to owner-employees or to plans covering owner-em-
ployees. The bill as passed by the House provided (in proposed sec.
40l(c)(4)) that an owner-employee means a self-employed individual
who derives self-employment earnings from a trade or business carried
on by him or who is a partner who owns more than 10 percent of
either the capital interest or the profits interest in the partnership.
The Senate amendment (see proposed sec. 401(c)(3)) included in

the definition of an owner-employee (in addition to proprietors and
more than 10 percent partners) corporate employees who own more
than 10 percent of the value or voting power of the stock of a corpora-
tion. Plans covering these corporateemployees therefore would have
become-subject to the new requirements for qualification of retirement
plans covering owner-employees and the limitations on the amount
deductible with respect to contributions made on behalf of owner-
employees. The definition of owner-employee in the conference
substitute (see proposed sec. 401(c) (3)) does not include the corporate
employees described in the preceding sentences.

Constructive ownership rules.-Tho Senate amendment added a new
provision to the bill (proposed sec. 401(c)(5)) containing rules of
constructive ownership for purposes of section 401 of the 1954 code.
In general, an individual would have been treated as constructively
owning any interest in an unincorporated trade or business or in a

corporation which is owned, directly or indirectly, by his spouse, minor
children, or ancestors. The conference substitute eliminates these
constructive ownership rules.

Requirement that trustee be a bank.--The bill as passed by the
House provided (in proposed sec. 401(d)(1)) that the trustee of an

exempt employees' trust under a plan providing contributions or
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benefits for owner-employees must be a bank or other specified
financial institution, but that another person (who Inay be the em-
ployer) could be given power to control investments of the trust fund.
The Senate amendment and the conference substitute (see proposed

sec. 401(d)(1)) retain this provision, but provide that a trust which
exclusively uses annuity, endowment, or life insurance contracts of a
life insurance company to fund the benefits prescribed by the trust
is excepted from the requirement that. a bank or other specified finan-
cial institution be the trustee of the retirement, funds. The Secretary
of the Treasury or his delegate is authorized to prescribe by regulations
tilhe extent to 'which this exception will apply and the" information
which the insurance company must furnish regarding trust transac-
tions.

Consent to be covered.-FThe Senate amendment and the conference
substitute provide (in proposed sec. 401(d)(4)(A)) that an owner-
employee. to be covered by a plan established for the trade or business
of which he is an owner-employee, must, consent to such coverage.

Vesting.-The bill as passed by the House (see proposed sec.
401(d)(3)) required immediate vesting of the employee's rights under
the plan of an owner-employee with more than 3 employees.

iThe Senate amendment and the conference substitute provide (see
proposed sec. 401(d) (2) (A)) that any plan providing contributions or
benefits for an owner-employee must provide for immediate vesting
of the rights of the other employees covered by the plan.

Integration with social security of qualified plans covering owner-
employees.---Under present law, a plan is not considered discriminatory
merely because the contributions or benefits under the plan are inte-
graterd with retirement benefits under social security. Thie rules relat-
ing to the integration of qualified plans with social security now assume
that the employer has paid for that portion of the social security bene-
fit of his employees which the employees themselves have not paid for.
'iThe bill as passed by the House provided (see proposed sec.
401(d) (5)(B)) that integration with social security was permitted for
plans covering owner-employees with more than three employees only
if contributions for the owner-employees (lid not exceed one-third of
the total deductible contributions. Furthermore, the owner-employee
was given credit only for his actual social security contributions on
behalf of his other employees.

'I'le Senate amendment and conference substitute retain (see pro-
posed sec. 401(d)(6)) the rules of the bill as passed by the House, but
provide that such rules are applicable to all plans which provide
contributions or benefits for any owner-employee (whether or not
more than 3 employees are covered under the plan).

Distributions after death.-The bill as passed by the House provided
(see proposed sec. 401(d)(7)) that, after the death of an owner-
e(mployee, his remaining interest in the plan must, in general, either be
dist,riiuted to his beneficiary within 5 years, or used within that
period to purchase an immediate annuity for his beneficiary,

Thile Senate amendment and conference substitute retain (see pro-
posed sec. 401 (d) (7)) the provisions of the bill as passed by the House,!iut. provide that they shall not apply if a distribution has commenced
and such distribution is for a term certain over a period not extending
beyond the life expectancy of the owner-employee and his spouse.
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Two or more businesses.--The bill as passed by the House provides
(see proposed sec. 401(d)(9)) that an owner-employee (or a group of
two or more owner-employees) who controls more than one business
would be required to group together all controlled businesses for the
purpose of determining whether the rules relating to the qualification
of the plan would be those which apply to owner-employees with 3
or fewer employees or those al)l)lical)le to owner-employees with
more than 3 employees.
The Senate amendment and conference substitute retain (see pro-

posed sec. 401(d)(9)) the principle contained in the bill as passed by
the House. However, the Senate amendment and conference substi-
tute provide the same requirements for tlie qualification of all plans
covering an owner-employee. Tlums, for example, imider the Senate
amendment and conference substitute, any ownlle-employee (or any
group of two or more owner-employees) whlo controls more than one
business will be required to group together all controlled businesses
for the purpose of determining whether the coverage requirements
are met as to all' the employees.
IIn addition, the Senate almeili(nent and tlie conference substitute

provide (see proposed sec. 401(d)(10)) that an individual who is an
owner-employee in a business (whether or not lie controls the business)
and is also an owner-employee of another business which lhe controls
may not be covered under tlie plan of the first business unless lie lias
established a plan for the employees of the business which lie controls.
The plan for thle business which he controls must provide contribu-
tions:and benefits for employees which are at least as favorable as the
contributions and benefits provided for owner-employees under the
plan of the first business.

!Excess contribution.-The bill as passed by the House provided (see
proposed sec. 401(e)) certain rules where excess contributions are made
under a qualified plan covering an owner-employee.

In general, the Senate amendment and the conference substitute
inTcorporate the provisions of the bill as passed by the House relating
t0 such excess contributions. Thus, an excess contribution is definedits an amount greater than the permitted deductible and nondeductible
contributions made on behalf of the owner-employee (computed witlh-
out regard to the special limitation which allows as a deduction only
one-half of the deductible amount determined ln(ider sec. 404(e)).
However, the Senate amendment and thle conference substitute pro-
vide th[a, in the' case of multiple plans, the amount of any contribu-
tion made by an owner-employee, as an employee, under all suclli plans
which exceeds $2,500 is an excess contributions. Tlie Senate amend-
ment and the conference substitute also make it clear that, when an
excess contribution imuist be returned to tlie owner-employee on whose
behalf it wis made, the income attributable to such excess contrib)u-
tion which is required to be returned to thle owner-employee is the net
income so attributable.

In addition, the Senate amendment and the conference substit-ute
provide (see proposed sec. 401(e)(3)) an exception to tlie definition
of an excess contribution under which ain owner-employee is emittedd
to purchase annuity, life insurance, or endowment policies on his life
from an insurance company at level premiums without fear of making
an excess contribution. Under this exception, an owner-employee is
permitted, in general, to contribute each year toward tl)e p)lurclase
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price of his policy up to an amount equal to the amount he would
have been allowed to contribute on the basis of his average earned
income for 3 years preceding issuance of the last such policy under
the plan. However, this provision does not affect the amount which
is allowed as a deduction under section 404. Moreover, this exception
is limited so that under no circumstances could the owner-employee
obtain tinder one or more retirement plans level-premiumn policies
requiring annual payments of more than $2,500.

Custodial accounts.-The bill as passed by the House (see proposed
sec. 401(f)) modified the provisions of existing law which require a

plan described in section 401 to use a trust. The bill as passed by
the House provided that a custodial account could be used in lieu
of a trust, if its investments are made solely in a regulated investment
comllpally which issues only redeemable stock and the custodian of the
account was a bank ,s defined in section 581 of the code.
The Senate amendment and the conference substitute retain the

provisions of the bill as passed by the House, but also permit the
funds of thle custodial account to be invested solely in annuity, endow-
ment, or life insurance policies issued l)y an insurance company. In
addition, the Senate amlndmen t. and the conference substitute pro-
vide that the custodian of such accounts can be anv of the banking
corporations described in the new section 401 (d)(1)"of the code.
Annuity defined.-The bill as passed by the House provided (see

proposed sec. 401 (g)) that the term "annuity" as used in sections
401-404 of the code included a face amount certificate which is
non transferable.
The Senate amendment and the conference substitute retain the

provision of the bill as passed by the House and, in addition, provide
that the term "annuity as used in such sections does not include any
contract or certificate issued after December 31, 1962, which is
transferable, excep t where such contract or certificate is owned by a
trustee of a qualified plan.

Deductible contributions.-The bill as passed by tilhe House provided
(see proposed sec. 404(e)) for limitations on the amount of deductible
contributions which may be made by, or for, an owner-employee
covered by a qualified plan. Under the bill as passed by the HIouse,
if the owner-employee has, or had, more than three employees, he
was permitted to contribute and deduct for himself up to tl0e same
proportion of his covered income as his contributions for employees
under the plan bear to their compensation. There was no maximum
dollar lilnitation on the contributions which could be made under a

plan or plans. If the owner-employer has fewer than four employees,
the maximum amount deductible each year for contributions for the
owner-employee was 10 percent of his self-employment income or
$2,500, whichever is lesser, regardless of the number of plans such
owner-employee participated in.
The Senate amendment and tile conference substitute provide (see

prol)osed sec. 404(e)) that the 10-percent $2,500 limitation is appli-cable regardless ol the nuinber of employees, or the number of plans,
tile owner-employee lias. ''hus, tlhe Seate amendment and the con-
ference substitute place the same limitation on all owner-emnployees,
regardless of whether they have Inore than three employees. In addi..
tion, the Senate amendment a(nd the conference substitute provide
that the 10-percent $2,500 limitation is applicable to all self-employed
individuals regardless of their ownership-interest.
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The Senate amendment and the conference substitute also provide
(see proposed sec. 404(a)(10)) that the deduction which will be al-
lowed to self-employed individuals is one-half of the otherwise deduc-
tible contributions which may be made. Thus, if 10 percent of a
self-employed individual's earned income from the trade or business
with respect to which the plan is established is $2,000, then the
amount allowed as a deduction is one-half of that sum, or $1,000, and
the other $1,000 is not allowed as a deduction.
The Senate amendment also applied the limitations and rules

described above to contributions made on behalf of owner-employees
of corporations. The conference substitute does not contain any
such provisions.

Tax treatment of certain lump-sum distributions.-The bill as passed
by the House provided (in proposed sec. 72(n)) special averaging rules
for the taxing of the portion of any lump-sum distribution which is
derived from contributions on behalf of any self-employed person.
In general, under such rules, the tax the self-employed individual
would pay with respect to such distribution is limited to five times the
increment in tax resulting from including one-fifth of the amount
distributed in his gross income for the year in which the distribution
was received.
The Senate amendment retained the provisions of the bill as passed

by the House, but applied such provisions to lump-sum distributions
from all qualified plans (including all existing plans) in place of the
capital gains treatment provided by present law. The conference
substitute retains the averaging provisions of the bill as passed by
the House, without extending their application beyond self-employed
individuals.

Elimination of capital gains treatment.-The Senate amendment
(see sec. 8 of the bill as passed by the Senate) repealed the provisions
of existing law which give capital gains treatment to lump-sum dis-
tributions from qualified employees' trusts and under qualified em-
ployees' plans. 'he conference substitute does not contain these
provisions of the Senate amendment.

Limitations on employer contributions for employees.-The Senate
amendment (see proposed sec. 404(a)(11), as added by sec. 9 of the
bill as passed by the Senate) also amended existing law to provide
certain limitations on the annual and lifetime contributions made
for any employee under a qualified plan or plans which may be de-
ducted by his employer. The conference substitute does not contain
any such limitations,

Effective date.-T]he bill as passed by tile House provided that the
amendments made by the bill applied to taxable years beginning
after December 31, 1961.
The Senate amen(lment and the conference substitute provide that

the amendments made by the bill shall apply to taxable years begin-
ning after December 31, 1902.

W. D. MnILS,
HALE BoGGs,
EUGENE J. KEOGH,
NOAH MASON,
JOHN W. BYRNES,
HOWARD H. BAKER,

Managers on the Part of the House.
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