87rn CONGRESS } HOUSE OF REPRESENTATIVES { REPORT
2d Session S No. 2411

SELFTEMPLOY'ED 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: . L

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 1964 (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 indindual who 18 an
employee within the meaning of subsection (c)(1) means such indi-
vidual's earned income (as defined in subsection (¢)(2)), and the
basic or regular rale 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 whach 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 employees.”; _

(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
o{esuch 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 rfzaulations pre-
scribed by the Secretary or his delegate to preclude the discrimination
prohibited by paralr/raph (4), may not be used for designated employees
wn the event of early tersmination 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 (¢)(3)), in which he retires, whichever is the later, or

“(B) will be distributed, commencing not later than such
tazable year, (i) in accordance with regulations prescribed by
the Secretary or his delegate, over the life of such employee or
over the lives 07{ such employee and his spouse, or (1) 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
18 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 contribuiions or benefits
Jor employees some or alzl7 of whom are owner-employees (as defined
in subsection (c)(3))—

“(A) para a&h (8) and the first and second sentences of
paragraph (5% Il not apply, but—

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

“(11) 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; end
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“(B) a trust forming a part of such plan shall constitute a
a.ugmdiﬁed trust under this section only if the requirements in
subsection (d) are also met.”’; and

(8) by redesignating subsection (c) as subsection (k) and insert-

ing after subsection (b) the following new subsections:
“(¢) DerinITIONS AND RULES RELATING TO SELF-EMPLOYED INDI-

VIDUALS AND OwNER-EMPLOYEES.—For purposes of this section—

“(1) Emprover.—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 tncludes, 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 carried on by such individual did not have net profits
for the taxzable year, and

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

“(2) EARNED INCOME.—

“(A) IN GeNERAL.—The term ‘earned income’ means the
net earnings from self-employment (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—

4“(@'() )'wi{hout regard to paragraphs (4) and (6) of section
1402(c),

“@1r) in the case of any individual who s treated as an
employee under sections 3121(d)(3) (4), (C), or (D), with-
out regard to paragraph (2) of section 1402(c), and

“(ia2) 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
wn effect for a taxable year ending on December 31, 1962, and
subparagraph (B), as in effect for a tazable year beginning
on January 1, 1963, shall be treated as having been in effect for
all taxable years ending before such date.

““(B) KEARNED 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 s an employee within the
meaning of paragraph (1) and who is engaged in a trade or
ousiness 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 such trade or business as does nut exceed $2,600 shall be
considered as earned income. In the case of any such indi-
vidual who 8 engaged in more than one trade or business with
respect to which he actually renders substantial personal services,
if with respect to ull such trades or busine. ses he actually renders
personal services on a full-time, or substantially full-time, basis,
there shall be con:idered as earned income with respect to the
trades or businesses in which both personal services and capilal
are material income-producing factors—
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“(1) so much of his share of the net piofits of such trades
or businesses us does not exceed $2,5600, reduced by
“(i1) his share of the net profits of any trade or business
i which only personal services 1s a material income-
producing factor.
The preceding sentences shall not be construed to reduce the
stare 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-eMPLOoYEE.—The term ‘owner-employee’ means an

employee who—
“(A) owns the entire interest in an unincorporated trade or
business, or
“(B) in the case of a partnership, is @ partner who owns
more than 10 percent of either the capital interest or the piofits
interest in such partnership.
To the extent provided in regulations prescribed by the Secretary or
his delegate, such term also means an individual who has been an
owner-employee within the meaning of the preceding sentence.

“(4) EIMI’LOYER.——AR 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 1s an employee within the meaning of paragraph (1).

“(6) CoNTRIBUTIONS ON BEHALF OF OWNER-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 un owner-employee as an employee.

“(d) AbpITIONAL REQUIREMENTS FOR QUALIFICATION OoF TRUSTS
AND Prans BENEFITING OWNER-FEMPLOYEES.—A trust formning 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 ¢
qualified trust under this section only f, in addition to meeting the
requirements of subsection (a), the following requirements of this sub-
section are met by the trust and by the 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 s not exempt from tax under section 501 (a) as an organiza-
tion described in subsection (a) on the day before such date, the
trustee 1s 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 tnvestments (including reinvestments, disposals,
and em'changcsg). Thas paragraph shall not apply to a trust created
or organized outside the United Sltates before the date of the enact-
ment of this subsection if, under section 402(¢), it 1s tréated 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 delegyate shall by forms or regula-
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tions" prescribe. For-purposes of this paragraph, the term -‘bank’
means a bank as defined in section 681, a corporation which under
the laws of .the State of its incorporation 18 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
Unitéd 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 v

‘“(B) in the case of a profit-sharing plan, there is a definite
Jormula for determining the contributions to be made by the

.. employer-on behalf of employees (other than omzer»emg)loyees).
Subparagraph (A) shall not apply to contributions which, under -
provisions of the plan adopted pursuant to regulations prescribed
by the Secretary or his delegate to preclude the discrimination
prohrbited by subsection (a)(4), may not be used to provide benefits
jtz; designaled employees in the event of early termination of the

. . B
“(8) The plan benefits each employee having a period of employ-
ment of 8 years or more. For purposes of the preceding sentence,
the term ‘employee’ does not include any employee whose customary
.employment s for not more than 20 hours in any one week or is for
not more:than § months in any calendar year.

“(4) Under the plan— | :

- “(A) contributions or benefits are mot provided for any
owner-employee unless such owner-employee has consented teo
- betng included under the plan; and

© “(B) no benefits may be pard to any .owner-employee, ex-
cept-an the case of his becoming disabled (within the meaning of
section 213(g)(8)), prior to s attaining the age of 69% 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 tazable year;

“(B) wn the case of a plan: which provides contributions or
benefits only for owner-employees, contributions to be made on
behalf of any oumer-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
- HO) of a distribution under the plan is made to any em-
ployee: and if any portion of such distribution is an amount
described an section 72(m)(6)(A) (1), contributions to be made

‘on behalf of such employee for the & taxable years succeeding

the taxzableyear in which such distribution is made.
~Subparagraphs - (A) and (B) shall not apply to any contribution
which 1s not considered to be an. excess contribution. (as defined in
. subsection . (€)(1)) by reason of the application of subsection (e)(3).

{(6) Except as provided in-this paragraph, the plan meets the
. requirements of 1subsection (a)(/) without taking. into account for
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any purpose contributions or benefits under chapter 2 (relating to tax

on self-employment income), chapter 21 (relating to Federal Insurance

Contributions Act), title 11 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)), mot more
than one-third 18 deductible by reason of contributions by the
employer on behalf of owner-employees, and

“(B) taxes pard by the owner-employees under chapter 2
(relating to tax on se;f—employment tncome), and the taxes
which would be payable under such chapter 2 by the owner-
employees but for paragraphs (4) and (6) 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 pur{oses 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 & 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 beneficiaires) and
which will be immediately distributed to such beneficiary or bene-
JSiciaries. 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)(3).

“(8) Under the plan— .

“(A) any contribution which 18 an excess contribution,
together with the tncome attributable to such excess contribution,
18 (unless subsection (e)(2)(E) applies) to be repaid to the
ou{:nder-employee on whose behalf such excess contribution 1is
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, wnd I

“(O) the entire interest of an owncr-emz;ﬁ:g/ea 18 to be repaid
to hum when required by the provisions of subsection''(e)(2)(E).

“9)(A) If the plan provides contrtbutions. 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 18 established, and who also conirol as an owner-employee or as
owner-employees one or more other trades or businesses, suoh.plan
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and the plans.established with respect to such other trades or busi-
nesses, when coalesced, constitute a single plan which meets the
requirements of subsection (a) (ncluding 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
busi%ss if such owner-employee, or such two or more owner-employees
together—

“(1) own the entire interest if dn unincorporated trade or
business, or
“(#1) in the case of a partnership, own more than 60 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
senlence,

“(10) The plan does mot 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) a,ngl of this subsection, and provides contri-
butions and benefits for employees which are not less favorable than
colztributions 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 s established.

A(e) Excess CoNTRIBUTIONS ON BEHALF oF OWNER-EMPLOYEES,—

“(1) ExcEess conTRIBUTION DEFINED.—For purposes of this
section, the term ‘excess contribulion’ means, except as provided in
paragmg)h &) . o

“(A) if, in the taxable year, condributions are made under
the plan only on behalf of owner-employees, the amount of (mz
contitbution 'made on_behalf of any owner-employee whic
(without regard to this subsection) 18 not deductible under
section 404 (determined without regard to section 404(a)(10))
Jor the taxable year; or :

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

() the amount of any contribution made by the emph()lyer
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;

99-219°--.62 I, Repts., 87--2, vol, T—-—%
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For

whie

“(11) 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;

“(192) the amount of any contribution made by any
oumer-employee (as an employee) which exceeds the lesser
of $2,600 or 10 percent of the earned income for such
taxable year derived by such ouwner-employee from the trade
or dbusiness with respect to which the plan 1s established;
an

“(iv) in the case of any indiwidual 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 $2,600; and .

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

urposes of this subsection, the amount of any contribution
f is allocable (determined in accordance with regulations pre-

scribed by the Secretary or his delegate) to the purchase of life,
accident, health, or other insurance shall not be taken into account.
“(2) IKFFECT OF EXCESS CONTRIBUTION.—

“(A) In aENERAL.—If an excess contribution (other than
an excess contribution to which subparagraph (L) applies) is
made on behalf of an owner-employee in any tazable year, the
plan with respect to which such excess contribution is made shall,
except as provided in subparagraphs () and (D), be considered,

Jor purposes of section 404, as not meeting the requirements of

subsection (d) with respect to _such owner-employee for the
taxable year and for all succeedinjtarable years.

“(B) INCLUSION OF AMOUNTS IN GROSS INCOME OF OWNER-
eMpLoYEES.—For any taxable year for which any plan-does
not meet the requirements of subsectron (d) with respect to an -
owner-employee by reason of subparagraph (A), the grossincome
of such owncr-employee shall, for purposes of this chapter,
mclude the amount of net income for such taxable year attrib-
utable to the interest of such owner-employee under such plan.

“(C) REPAYMENT WITHIN PRESCRIBED 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
pertod 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 coniribution was paid if the amount
of such excess contribution, the amount of -such excess contribu-
tion, and the net income attributable thereto, s repaid to the
owner-employee on whose behalf such excess contribution was
made, If the excess contribution is an excess contribution as
defined in paragraph (1)(A) or (B)(), or 1s an excess contri-
bution as Jeﬁned i paragraph (1)(C) with-respect to which a
deduction has been claimed under section 404, the notice re-
quired by the preceding sentence shall not be mailed prior to



SELF-EMPLOYED INDIVIDUALS TAX RETIREMENT ACT OF 1962 9

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 repasd 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
tazable 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.

“(FE) SPECIAL RULE IF EXCESS CONTRIBUTION WAS WILL-
FULLY MADE.—If an excess contribution made on behalf of an
owner-employee 1s determined to have been willfully made, then—

“(1) subparagraphs (A), (B), (O), and (D) shall not
apply with respect to such excess contribution;

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

“(11) 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
i which 1t is determined that such excess contribution was
willfully made and for the & 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
wrising by reason of— ~

“(7) the disallowance of any deduction under section 40/
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 ~

“(i1) the inclusion, under subparagraph (B), in gross
income of such owner-employee of income attributable to
the interest of such owner-employee under @ 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 (C). - '

“(3) CoNTRIBUTIONS FOR PREMIUMS ON ANNUITY, ETC., CON-
TrACTS.—A contmbution by the employer on behalf of an owner-
employee shall not be considered to be an excess contribution within
the meaning of paragraph (1), f— - :

‘“(A) -under. the plan such. contitbution 1s 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
issued under the plan, : o '
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“(B) the amount of such contribution exceeds the amount
deductrble 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 mot 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 have been
deductible under sucl. section if such section had been in effect)
for the first 3 taxable years (1) preceding the year in which the
last such annuity, endowment, or life insurance contract was
1ssued under the plan and (11) in which such owner-employee
derived earned income from the trade or business with respect
to which the plan s established, or for so-many of such tarable
wears as such owner-employee was engaged n such trade or
business and derived earned income therefrom.

In the case of any individual on whose behalf contributions described
wn 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 gear exceeds $2,600. 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) (it),
(221), and (w) 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 m(u;: by such owner-employee as an employee.

“(f) Cerrain CusTopraL AccouNTs.—

““(1) TREATMENT AS QUALIFIED TRUST.—For purposes of this
title, a custodial account shall be treated as a qualified trust under
this section, 1f— "

“(A) such custodial account would, except for the fact that
it 18 not a trust, constitule a qualified trust under this section;
(l)“((?)) the custodian 3 a bank (a8 defined in subsection
d)(1)),

“(O) the investment of the funds i such account (including
all earnings) is to be made—

“(2) solely i regulated investment company stock with
respect to which an employee 13 the benejicial owner, or

“(1v) solely in annuity, endowment, or life insurance
contracts issued by an insurance company;

‘(D) the shareholder of record of any such stock described 1n
subparagraph (C)(3) is the custodian or its nominee; and

“(IY) the contracts described in subparagraph (O)(it) 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
s,enten/ce, the custodian of such account shall be treated as the trustee
thereof. -

“(2) Drerinrrion.—For purposes of paragraph (1), the term
‘r;zbg_uiated tnvestment company’ means a domestic corporation
which—
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“(A) 1s aregulated investment company within the meaning of
section 861(a), and
“(B) tissues only redeemable stock.

“(9) Axnuiry Derinep.—For purposes of this section and sections
402, 403, and 404, the terin ‘annuity’ includes a face-amount certificate,
as d%ined wn section 2(a)(16) of the Investment Company Act of 1940
(16 U.8.C., sec. 80a-2); but does mot include any contract or certificate
wssued after December 31, 1962, which 1s transferable, i{any person other
than the trustee of a trust described in section 401(a) which ts exempt
from tax under section §01(a) ts the owner of such contract or certificale.”

SEC. 3. DEDUCTIBILITY OF CONTRIBUTIONS TO PLANS.

(a) INcrusron or SELr-Emprovep INprvipuarns.—Section 404(a)
of the Internal Revenue Code of 1956/ (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
licu thereof “(6), (7), and (8), and, if applicable, the requirements
g)ther than

of section 401(a) (9) and (10) and of section 401(d)
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 kg employer
under sectron 401(c)(4); :

“(B) the term ‘earned income’ has the meaning assigned to
it by section 401(c)(2);

“(O) the contributions to such plan on behalf of an individual
who 1s an 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
wncome 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
ndividual who s an employee within the meaning of section
401(e)(1), be considered to be a reference to the earned income
of such individual derived from the trade or business with
respect to which the plan is established.

“(9) PrLANS BENEFITING SELF-EMPLOYED INDIVIDUALS,—In the
case of a.plan included in paragraph (1), (2), or (3) which provides
contributions or benefits for employecs some or all of whom are em~
ployees within the meaning of section 401 (c) (1)~

“(A) the limitations provided by paragraphs (12, @), 3), and

(7) on the amounts deductible for any tazable year shall be
computed, with respect to contributions on behalf of employees
(other than employees within the meaning of section 401 go)(l My
as if such employees were the only employees for whom contri-
butrons and benefits are provided under the plan;
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“(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
withan the meaning of section 401 (¢)(1)—

“(1) as if such employees were the only employees for
whom contributions and benefits are provided under the
plan, and ‘

“(12) without regard to paragraph (1)(D), the second
and third sentences of paragraph (8), and the second sen-
tence of paragraph (7); and

“(O) the amounts deductible under paragraphs (1), (2), (8),
and (7), with respect to contributions on be){a‘lf 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 tazable 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-half of the contributions made on behalf of such individual in
such taxable year which are deductible under. such paragraphs
(determined wnth 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 indwidual shall be determined without regard to the

" preceding sentence.”

(b) Lirmirarions on Depucriernk CONTRIBUTIONS ON BEHALF OF
SeLr-Exrroyep INpivipvars.—Section 404 of the Internal Revenue
Code of 1964 (relating to the deductibility of contributions to pension,

annuity, profit-sharing, or stock bonus plans or plans of deferred com-

pensation) is amended by adding after subsection (d) the following new
subsections: -
“(e) Specran LiMITATIONS FOR SELF-IMPLOYED INDIVIDUALS~—

“(1) In geNERrRAL—In the case of a plan included tn subsection
(@) (1), (@), or (8), 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 (o) (de-
termined without regard to paragraph (10) thereof) in any taxable
year with respect to contribwtions on behalf of any employee within
the meaning of section 401(c)(1) shall, subject to the provisions of
paragraph (2), not exceed $2,500, or 10 percent of the earned income
derived gy such employee from the trade or business with respect to
whach the plan is established, whichever 1s the lesser.

“(2) CoNTRIBUTIONS MADE UNDER MORE THAN ONE PLAN.—

“(A) Ovrrany niMrrearion ~—-In any tazable year i 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 for such taxable year
under all such plans with respect to contributions on behalf
of such employee (determined without regard to subsection
(@) (10)) shall not exceed $2,600, 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 s
the lesser,

“(B) ALLOCATION OF AMOUNTS DEDUCTIBLE.—In any case
m 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 401(c)(1) under two or more plans are, by
reason of subparagraph (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) tlzeretl){) with respect
to such contributions under each such plan shall be determined
. accordance with regulations prescribed by the Secretary or
his delegate.

““(8) 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

- shall not be taken into account.

“(f) CerraIN LoAN REpayyMENTS CoNSIDERED 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(m2 (4)(B) was treated as an
amount received under a contract purchased oy a trust described in sec-
tion 401(a) which is exempl from tax under section 6501(a) or purchased
as a part of a plan described in section 408(«) shall be treated as a con-
tribution to which this section applies on behalf of svch owner-employee
to such trust or to or under such plan.”

SEC. 4. TAXABILITY OF DISTRIBUTIONS.

(@) Exrrovees’ Anvuvirirs.—Section 72(d)(2) of the Internal Rev-
enue Code of 195/ (relating to employees’ annuities) is amended to read
as follows:

“(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 ‘recervable by the
employee’ shall be read as ‘receivable by « beneficiary of the
employee’; and

“(B) any contribution made with respect to the contract while
the employee 1s an employee within the meaning of section
401 (¢) Ig which 18 not allowed as a deduction under section
404 shall be treated as consideration for the contract contributed
by the employee.”

(b) Sererarn Runrs Rrriring 1o SELF-EMPLOYED INDIVIDUALS
AND Owngr-Iomproyrrs.—=Section 72 of the Internal Revenue Code of
1964 (relating to annuities, ete.) s amended by redesignating subsection
(m) as subsection (o) end by inserting after subsection (1) the following
new subseclions:

“(m) Srrcrar Runrs ArrricABLE 10 EMrrover ANNUITIES AND
Disrrisurions UNpER IompPLOYEE PLANS—

“(1) CERTAIN AMOUNTS RECEIVED BEFORE ANNUITY STARTING
DATE.—Any amounts received wunder an annwity, endowment, or
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life insurance contract before the annuity starting date which are not
recetved as an annuity (within the meaning of subsection (e)(2))
shall be included in the recipient’s gross income for the tazable year
in which received to the extent that—

“(A) such amounts, plus all amounts theretofore received
under the contract and wncludible in gross income under 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 40/ for the tazable
year and all prior tazable years.

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

“(2) CoMPUTATION OF CONSIDERATION PAID BY THE EMPLOYEE,—
In computing—

“(A) the aggyregate amount of premiums or other ¢onsidera-
tton paid for the contract for purposes of subsection (¢)(1)(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 recetved 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 401(¢)(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 ﬁat‘d,[ whale the employee was an owner-employee which is
properly allocable (as determined under regulations preseribed by
the Secretary or his delegate) to the cost of life, accident, health, or
other insurance., e
“(3) LIFE INSURANCE CONTRACTS,—

“(A)Y This paragraph shall apply to any life insurance
conlract-—

“@1) purchased as a part of a plan described in section
403(a), or

“(i1) purchased by a trust described in section 401(a)
which s exempi from taz under zection 6501(a) if the pro-
ceeds of such contract are payable directly or indivectly to
¢ participant 1 such trust or to a beneficiary of such
participant.

“YUB)Y Any contribution to a plan deseribed in subparagraph
(A) (@) or a trust described in—~subparagraph (A)(1w) which s
allowed as a deduction under section 404, and any ncome of @
hrust deseribed Tn subparagraph (A)(17), which 1s determined
m accordance with regulations prescribed by the Secretary or
his delegate to have been aq)ph'ed] o purchase the life insurance
prolection under a contract described in subparagraph (4), 18
meludible in the gross income of the participant for the taxable
year when so applied,
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“(Q) In the case of the death of an individual insured under
a contract described 1n subparagraph (A), an amount equal to
the cash surrender value of the contract immediately before the
death of 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. 7

“(4) AMOUNTS CONSTRUCTIVELY RECEIVED—

“(A) AssigyMENTS OR PLEDGES.—If during any tarable
year an owner-employee assigns (or agrees to assign) or pledges
(or agrees to pledge) any portion of his interest in a trust de-
seribed in section 401(a) which is exempt from tax under section
501(a) or any portion ?lf 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 ¢s a
distribution from such trust or as an amount received under the
condract.

“(B) Loans oN coNTRACTS.—If during any taxable year,
an owner-employee recerves, 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) which 18 exempt
from tax under section 601(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-EMPLOYELS,—

“(A) This paragraph shall apply—

“(1) to amounts (other than any amount received by an
individual in his eapacity as a policyholder of an ennuity,
endowment, or life insurance condract which is in the nature
of ¢ 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 indiwidual, who is, or has been, an owner-employee,
before such individual altains the age of 69% years, for
any reason other than the indz'vidmlq’s becoming discbled
(within the meaning of section 213(9)(3)), but only to the
extent that such amounts are attribwtable to contributions
3)aid on behalf of such individual (whether or not paid by
him) while he was an owner-employee,

“@(1) to amounts which are recetved from a qualified
trust described in section 401(a) or under a plan described
mn section 403(a) at any tvme by an mdividual who 13, or
hag been, an owner-employee, or by the successor of such
mdiwidual, but only to the extent that such amounts are
determined, under regulations prescribed by the Secretary
or his delegate, to exceed the benefits provided for such
individual under the plan formula, and

“(it1) to amounts which are received, by an individual
who 18, or has been, an owner-employee, by reason of the
distribution under the provisions of section 401(e)(2)(I)
of his entire interest in all qualified trusts deseribed in
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section 401(a) and in all plans described in section 403(a).
“(B)(t) If the aggregate of the amounts to which this para-
graph applies received by any person in his tazable year equals
or exceeds $2,600, the increase in his tax for the tazable year
m which such amounts are recetved and attributable to such
amounts shall mot be less than 110 percent of the aggregate
wnerease i taxes, for the taxable year and the 4 immediately
preceding taxable years, which would have resulted if suc
amounts had teen included in such person’s gross income
ratably over such taxable years.

“(0) If deductions have been allowed under section 404 for
contributions paid on behagf of the individual while he is an
owner-employee for a number of prior tazable years less than
4, clause (1) 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.

“(O) If subparagraph (B) does not apply to a person for
the taxable year, the increase in tax of such person for the taz-
able year attributable to the amounts to whach this paragreph
applies shall be 110 percent of such increase (computed without
regard to this subparagraph).

“(D) Subparagrap){ (A) (%) of this paragraph shall not apply
to any amount to which section 402(a)(2) or 403(a)(2) applics.

“(It) For special rules for computation of taxable income for
ta:;((tbge years to which this paragraph applies, see subsection
(n)(3).

“(6) OwNER-EMPLOYEE DEFINED.—For purposes of this sub-
section, the term ‘owner-employee’ has the meaning assigned to 1 by
section 401(c)(3).

“(n) Trearsment or CrrraINn Disrripurions Wirn Rrsprcy 10
Covrripurions By SkrLr-Iymprovep INpIvIDUALS.—

“(1) APPLICATION OF SUBSECTION.—-

“(A)y DisrriBurioNs BY EMPLOYEES vRUST.—Subject to
the provisions of subparagraph (C), this subsection shall apply
to amounts distributed to a distributee, in the case of an em-
ployees’ trust described in section 401 (al) 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
distributee within one taxable year of the distributee--

“(2) on account of the employee’s death,

“OT) after the employee has attained the age of 69% years,
or

Y1) after the employee has become disabled (within the
meaning of section 213(g)(3)).

“YB)Y Axnorry prans.——Subject to the provisions of sud-
paragraph (), this subsection shall apply to amounts paid to a
payee, e the case of an annuity plan described in section
408(a), if the Iolal amounts payable to the payee with respect to
an employee are paid to the payee within one taxable year of the
payee-—

" “(1) on account of the employee’s death,

“@1) after the employee has attained the age of 69Y% years,
or ‘

YY) after the employee has become disabled (within the
meaning of section 213(g)(3)).
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“(C) Lismirarions anp ExceprrioNs.— This subsection shall
apply— -
PPy “() 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
“(11) if the recipient 1s the employee on whose behalf
such contributions were made, only if contributions which
were allowed as a deduction under section 404 have been
made on behalf of such employee while he was an employee
within the meaning of section 401(c)(1) for & or more
taxable years prior to the taxable year vn which the total
distributions payable or total amounts payable, as the case
may be, are pard.
This subsection shall not apply to amounts described in clauses
(@2) and (3) of subparagraph (A) of subsection (m)(6) (but,
i the case of amounts described in clause (i) of such sub-
paragraph, only to the extent that subsection (m)(6) applies to
such amounts). ‘

“(2) Lrsrrarion or rAx.—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) & 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 1s includible in gross
tncome, or -

“(B) b times the increase tn tax which would resuit if the
tazable income of the recipient for such tazable year equaled 20
percent of the amount of the taxable income of the recipient for
such_taxable year determined. under paragraph (3)(A).

“(8) DETERMINATION OF TAXABLE INcoME.—Nolwithstanding
section 68 (relating lo definition of taxable income), for purposeés
only of computing the tax under this chapter atlributable to amounts
to which this subsection or subsection (m)(6) applies and which are
meludible in gross income— : .

“(AY the taxable income of the recipient for the taxable: year
of receipt shall be treated as being not less than the amount by
ahieh Zq‘) the aggregate of such amounts so inclwdible i gross
income exceeds (11) the amount of the deductions allowed for
such taxable year under section 161 (relating to deductions for
personal exemptions); and

“(3) an making ratableinclusion computations under para-
graph (6)(B) of subsection (m), the taxable income of the recipi-
ent for_each 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 resulls in an increase
i taxable income for any laxable year, the resulling increase in the
taxes tmposed by section 1 or 8 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 theregf) which, but for this sentence, would be allowable.”
(¢) CarirAL Gains TrReArMENT oF CERTAIN EMPLOoYEES' TRUST

Disrrisurions.—=Section 402(a)(2) of the Internal Revenue Code o
1964 (relating to capital gains treatment for certain distributions) 18
amended by adding at the end thereof the following new sentence: ““This
paragraph shall not apply to distributions paid to any distributee to the
extent such distributions are attributable to contributions made on behalf
of ti(w)?n;pl’oyee while he was an employee within the meaning of section
401(c)(1).
' (d) Caprrar Gains TrREATMENT oF CERTAIN IEMPLOYEES' ANNUITY
Pavmenrs.—Section 403(a) of the Internal Revenue Code of 1964
(relatfin_((;l to taxability of a beneficiary under a qualified annuity plan) is
amended— ,

(1) by striking owt in paragraph (2)(A)R) “which meets the
requirements of section 401(a) (3), (4), (6), and (6)” and inserting
wn liew thereof “described in paragraph (1)”;

(2) by adding at the end of p%%;raph (2)(A) the following new
sentence: ‘‘This subparagraph shall mot apply to amounts paid to
any payee to the extent such amounts are attributable to contribuiions
made on behalf of the. employee while he was an employee within the
meaning of sectton 401(c)(1).”’; and

(3) by adding after paragraph (2) the following new paragraph:

““(8) 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. §. PLANS FOR PURCHASE OF UNITED STATES
BONDS.

(¢) Quaririep Bonp PurcnHase Prans.—Part I of subchapter D
of chapter 1 of the Internal Revenue Code of 1964 (relating to deferred
compensation, etc.) is amended by adding at the end thereof the following
new gection:

“SEC, 4056. QUALIFIED BOND PURCHASE PLANS.

“(a) REQUIREMENTS ¥OR QUALIFICATION —A plan of an employer
for the purchase for and distribution to his employees or their beneficiaries
of Unuted States bonds described in subsection (b) shall constitute «
qualified bond purchase plan under this section if—

“(1) the plan meets the requirements of section 401(a) (8), (4),
(6), (6), (), and (8) and, if applicable, the requirements of section
401 (@) 29 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) Bonps ro WuicH ApPPLICABLE.—

“(1) Cuaracrrrisrics or sonns,—1This section shall apply onl
to a bond issued under the Second Liberty Bond Act, as amended,
whi;:h Ify 1ts terms, or by regulations pree.ribed by the Secretary under
such Act—-

“(A) provides for payment of interest, or investment yield,
only upon redemption,;



SELF-EMPLOYED INDIVIDUALS TAX RETIREMENT ACT OF 1962 19

“(B) may be purchased only in the name of an individual;

“(C) ceases to bear interest, or provide investment yield, not
later than & years after the death of the individual in whose
name 4 s purchased;

“(D) may be redeemed before the death of the individual in
whose name i is purchased only if such individual—

“(1) has attarned the age of 63Y% years, or
“(1r) has become disabled (within the meaning of section
213(g)(3)); and

“(I5) 28 nontransferable.

“(2) Musr BE PURCHASED IN NAME OF EMPLOYEE.— This section
shall apply to a bond described in paragraph (1) only if @ s pur-
chased in the name of the employee.

“(¢) Depvcrion vor CoNTRIBUTIONS T0 BoNp PurcHASE PLans.—
Contributions paid by an employer to or under @ gualified bond purchase
plan shall be allowed as a deduction in an amount determined under
sectron 404 1n the same manner and to the same extent as }f such contri-
butions were made to a trust described in section 401 (a) which 1s exempt
from tax under section 501 (a).

“(d) Taxapiniry oF BENEFICIARY oF QUALIFIED BoND PURCHASE
Pran.— -

“(1) GrROSS INCOME NOT TO INCLUDE BONDS AT TIME OF DISTRI-
surroN .—For purposes of this chapter, in the case of a distributee
of @ bond described in subsectron (b) under a qualified bond purchase
plan, or from a trust described in sectron 401(a) which 18 exempt
from tax under section 501(a), gross income does not include any
amount attributable to ihe recevpt of such bond. Upon redemption
of such bond, the procecds 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 emdences of tndebted-
ness) shall not apply.

“(2) BASIS.~57L8 basts of any bond received by a distributee
under a qualified bond purchase plan—-

“(A) of such bond s 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 secltion 401(c)(1), shall be the amount of the contributions by
the employee which were 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 401(¢)(1), shall
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 (e).

The basis of any bond deseribed in subsection (b) recerved by a dis-
tributee from o trust described in section 401(¢) which ts exempt
from tax under section 501(a) shall be determined wnder regulations
prescribed by the Secretary or his delegate.

“(e) Cariran Gains TrrarmenT Nor To ApprLy 1o Bonns Dis-
TRIBUTED BY T'RUsra.-~—Section 402(a)(2) shall not apply to any bond.
described in subsection (b) distributed to any distributee and, for purposes
of applying such section, any such bond distributed to any distributee
~and any such bond to the credit of any employee shall not be taken into
account,
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“(f) EmrroyEe DErINED.~—For purposes of this section, the lerm
‘employee’ includes an individual who is an empzog/ee within the meaning
of section 401(c)(1), and the employer of such wndividual shall be the
person treated as his employer under section 401(c)(4). - -

“(9) Proor or Purcuase.—At the time of purchase of any bond to
which this section applics, proof of such purchase shall be furnished in
such form as will enable the purchaser, and the employee 1n whose name
~such bond 1s purchased, to comply with the provisions of this section.

“(h) Rreurarrons.-—The gecretary or his delegate shall prescribe
such regulations as may be necessary to carry out the provisions of this
section.”’

(b) Crerican AmenDyMENT.—The table of sections for such part is
amended by adding at the end thereof the following new item:

“Sec. 406. Qualified bond purchase plans.”

SEC. 6. PROHIBITED TRANSACTIONS.

Section 603 of the Internal Revenue Code of 1954 (relating to prohibited
transactions) 1s amended by adding at the end thereof the following new
subsection: _

“(j7) Trusrs Beneriring CERTAIN OWNER-EMPLOYEES —

““(1) PROHIBITED TRANSACTIONS.—In the case of a trust de-
scribed wn section 401 (a) which is part of a plan providing contribu-
ttons or benefits for employees some or all of whom are owner-em-
ployees (as defined in section 401(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 tn subsection (¢) or to any such owner-employe:,
a member of the family (as defined in section 267(c)(4})) of any
such -owner-employee, or a corporation controlled by any such owner-
employee through the ownershrp, directly or indirectly, of 60 percent
or more of the tolal combz‘nedp voting power of all classes of stock
entitled to vole or 60 percent or more of the total value of shares of
all classes of stock of the corporation.

“(2) SpecraL RULE ¥OR LoANS.—For purposes of the application
of paragraph (1)(A), the following rules shall apply with respeet to a
loan made before the dale of the enactment of this subsection which
wowld 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, 1966, the renewal of such part of the loan for a period
not extending beyond December 31, 1964, on the same terms,
shall not be considered a prohibited transaction. .

“(B) If the loan is repayable on demand, the continuation
af the loan beyond December 31, 1966, shall be considered a
prohibited transaction.” : ,
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SEC, 7. OTHER SPECIAL RULES, TECHNICAL CHANGES,
AND ADMINISTRATIVE PROVISIONS.

(@) RErireMENT INcoME CrEDIT.~—Section 37(c)(1) of the Internal
Revev&ufz Code of 1964 (relating to definition of retirement income) 18
amended—

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

“(A) pensions and annuities (including, in the case of an
dividual who s, or has been, an employee within the meaning
of section 401(c)(1), distributions by a trust described in sec-
tio(rlz 401(a) which s exempt from tax under section 501 (w)),”;
an

(2) by striking out “and” at the end of subparagraph (C), by
striking out “‘or” at the end of subparagraph (D) and inserting in
liew thereof “and”, and by adding after subparagraph (D) th
following new subparagraph:

“(E) bonds described in section 405(b)(1) which are re-
cetved under a qualified bond purchase plan described in sec-
tion 406(a) or in a distribution from a trust described in
se?)tion 401(a) which is exempt from tax under section 501(a),
or’”.

() Apsusrep Gross INcomk.—Section 62 of the Internal Revenue-
Code of 196/ (relating to the definition of adyjusted gross income) 1s--
amended by wnserting after paragraph (6) the following new paragraph:

“(7) PENSION, PROFIT-SHARING, ANNUITY, AND BOND PURCHASE
PLANS OF SELF-EMPLOYED INDIVIDUALS.-—In the case of an indi-
vidual who 1s 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.”

(¢) Drarn Benerrrs.—=Section 101(b) of the Internal Revenue Code
of 196/ (relating to employees’ death benefits) is amended-—

(1) by striking out clause (i1) of paregraph (2)(B) ond inserting
wn liew thereof the following:

“(32) 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:

“(8) SELF-EMPLOYED INDIVIDUAI NOT CONSIDERED AN EM-
rLoYEE.—Ior purposes of this subsection, the term ‘employee’ does
not telude an mdwidual who 18 an employee within the meaning of
section 401(c)(1) (relating to self-employed individuals).”

(@) Amounrs Rrcrrven Turoven Accrpexr or Hranrm INsur-

AncE.~—Section 104(a) of the Internal Revenue Code of 196/ (relating
to compensation for injuries or sickness) is amended by edding at the end
thereof the following new sentence:
“Ior purposes of paragraph (8), in the case of an ndividual who s, or
has been, an employee within the meaning of scetion 401(e)(1) (relating
to self-employed individuals), contributions made on behalf of sveh nda-
vidual while he was such an employee to a trust described in section 401 (a)
which is exempt from tax under section 601(a), or under @ plan described
n section 408(a), shall, to the extent allowed as deductions under section
404, be treated as contributions by the employer which were not includible
wn the gross income of the employee.”

() Amounrs REcEIVED ;}NDER Accrvent aNp HEALTH PLANS.—
Section 106 of the Internal Revenue Code of 1964 (relating to amounts
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recetved under accident and health plans) is amended by adding at the
end thereof the following new subsection:

“(g) SeLr-IoMprovEn INDivipuaL Nor CoNSIDERED AN FEm-
PLOYEE.—For purposes of this section, the term ‘employee’ does not
wnclude an individual who 1s an employee within the meaning of section
401(c) (1) (relating to self-employed individuals).”

f) Nrr Operarive Loss Depucrion.—Section 172(d)(4) of the
Internal Revenue Code of 1964 (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 (O)
and wserting ““; and”; and

(3) by adding ajter subparagraph (C) the following new sub-
paragraph:

“(D) any deduction allowed under section 404 or section
406(ce) to the extent attributable to contributions which are made
on behalf of an individual who is an employee within the mean-
1ng of sectron 401(c)(1) shall not be treated as aitributable to

‘ the trade or business of such individual.”

(9) Crrrain Lire INsuranck REservEs.—Section S05(d)(1) of the
Internal Revenue Code of 1954 (relating to pension plan reserves) 1is
amended—

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

(2) by striking out in subparagraph (C) “and (6)" and inserting
wn liew thereof *“ (6), (7), and (8)”.

(h) Unincorroraren Businessks FErrcrive To Br Taxep is
Corrorarions.—Section 1361(d) of the Internal Revenue Code of 1964
(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 4065 (relating to qualified bond purchase plans) other
than an employee described in section 406 (f)".

(2) Dsrare T'ax Ixemprion or IimMprovyers' Asnurrirs.—Section
2089 of the Internal Revenue Code of 196/ (relating to exemption from
the gross estate of annuities under certain trusts and plans) 1s amended—

(1) by striking out tn subsection (c)(2) ‘“met the requirements of
section 401(a) (3), (4), (6), and (6)" and inserting “was a plan
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, contribuiions or payments
on behalf of the decedent while he was an employee within the mean~ .
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) Gurr Tax Exemprion o Lwprovers' Awnyurrirs,—Section
2617 of the Internal Revenue Code of 1964 (relating 1o exclusion from
gift tax in case of certain annuities under qualified plans) is amended—

(1) by atriking out in subsection (a)(2) ‘‘met the requirements of
section 401 (a) (3), (4), (6), 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 coniributions
on behalf of an indinidual while he was an employee within the
meaning of section 401(c)(1) made under a trust or plan described
i subsection (a) (1) or (2) shall be considered to be payments or
contributions made by the employee.” -

(k) FEpERAL UNEMPLOYMENT TaXx Acr.—Section 3306(b)(6) of the
Internal Revenue Code of 196/ (relating to definition of wages) 16 amended
by striking out subparagraph (B) and inserting in lieu thereof the following
new subparagraphs:

“(B) under or to an annuity plan whick, 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, 18 a qualified bond purchase plan described in
section 406(a);”.

(ly Wirnrorpine or IncomMr Tax.—Section 3/01(a)(12) of the
Internal Revenue Code of 1964 (relating to definition of wages) s 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 deseribed 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
wn section 406 (a).”

(m) INFORMATION REQUIREMENTS —-

(1) In oeNERAL.—Subpart B of part IIT of subchapter A of
chapter 61 of the Internal Revenue Code of 196/ (relating to infor-
mation concerning transactions with other persons) is emended by
adding after section 6046 the following new section:

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

“(a) Trusrers anp INSURANCE CompaN1ES.—The trustee of a trust
described in section 401(n) which 1s exempt from tax under section 601 (a)
to which contributions have been paid under a plan on behalf of any
owner-employee (as defined in section 401(c)(8)), and each insurance
company or other person which is the issuer of @ contract purchased by
such a trust, or purchased under a plan desoridbed in section 403(a), con-
tributions for which have been pard on behalf of any owner-employee,
shall file such returns (in such form and at such times), keep such records,
make such identificatron of contracts and funds (and eccounts within
such funds), end supply such information, as the Secretary or his delegate
shall by forms or requlations prescribe.

“b) OwnEer-Fxprovrrs,—Ivery individual on whose behalf con-
tributions have been paid as an owner-employee (as defined in section
401(c)(3))— |

“(1) to a trust deseribed in section 401(a) which 7s exempt from
tax under section 601 (a), or -
“(2) to an insurance company or other person under a plan de-
seribed 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.

00 219°--.62  IL Reptw., 87-2, vol. 7 -7
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“ (c) Euproyegs UNDER QUuaALIFIED BoNpD PURCHASE PLANS.—
individual in whose name a bond described in section 405(b)(1) is
purc ed by his employer under a qualified bond purchase plan described
i section 406(a), or by a trust deseribed tn section 401 (a) which s exempt
from tax under section 6501 (a), shall furnish—
“(1) to his employer or to such trust, and
“(2) to the Sccretary (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 criminal penalty 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. Informalion relating fo certain trusts and annuily and bond
purchase plans.”
(8) Penarry,—Section 7207 of the Internal Revenue Code of
1964 (relating to fraudulent returns, stalements, or other documents)
18 amended by adding at the end thereoj the followmg new sentence:
“Any person required pursuant to section 6047 (b) or (c) to furnish
any wformation to the Secretary or any other person who willfully
Surnishes 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 ¥mprisoned 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 Senato agree to the same.
W. D. Mrus,
HaLre Boaas,
Euvcene J. KroaH,
Noan Mason,
JouN_W. BynrNESs,
Howarp H. Baxksr,
Munagers on the Part of the House,

Harry F. Bynp,
Rosr. S. Kerg,
RUS%LL B. Loxg,
180. A. SMATHERS,
JonN J. WILLIAMS,
WRANK CARLSON,
Wannace ¥, BENNRTT,
Managers on the Part of the Senate.



STATEMENT OF THE MANAGERS ON THE PART OF THE
HOUSE

The managers on the part of the House at the conference on the
disagreeing votes of the two Houses on the amendment of the Senate
to the bil% (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: o

I')l‘he 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 puyment 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 employce and’
his spouse. . ; | _

The Senate amendment (in proposed sec. 401(a)(9)) makes the
above rules applicable only in the case of & trust providing contribu-
tions or benefits for employees some or all of whom are seliempldyed
individuals or are owner-cmployees, including corporate owner-em-
ployees. The conference substitute inserts a new paragraph (9) in
section 401(a) which makes the above rules applicable in the case of
a trust providing contributions or benefits for employeces 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
;V"llls made by the employce before the date of the enactment of the
ill,

Coverage 1equirements where plan benefits aun owner-employee.~—The
bill as passed by the House (proposed sec. 401(a)(10)) provided that
those plnns providing for current or future contributions for an owner-
omi)loyee who has, or has had, more than threec employees had to
include all employees having more than 3 years of service, other than
{)art-time or seasonal employees. In a case where the owner-employee
iy less than four employees, the bill as passed by the House provided
that coverage for such other employees was discretionary, '

26
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The Senate amendment aund the conference substitute provide (see
proposed sec. 401(d)(3)) that any plan which benefits an owner-
employee must provide benefits for uﬁ 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 & proprietor or partiher 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, ns 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 sYch net profits,

Definition of ouner-employee.—Certain of the lprovisions 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,
401(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 smployees who own more
than 10 percent of the value or voting power of the stock of a corpora-
tion. Plans covering these corporate employees 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.—The 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 bhave been treated as constructively
owning any interest in an unincorporated trade or husiness or in a
corporation which is owned, directly or indirectly, by his spouse, minor
children, or ancestors. The conference substitute climinates 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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bencfits for owner-employees must be a bank or other specified
financial institution, but that another person (who may 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 o 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
the extent to which this exception will apply and the information
which the insurance company must furnish regarding trust transac-
tions.

Consent to te covered.—'The Senate amendment and the conference
substitute provide (in proposed sec. 401(d)(4)(A)) that an owner-
emiployee, 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 immedri)ate vesting of the employee's rights under
the plan of an owner-employee with more than 3 employees.

The Senate amendment and the conference substitute provide (see
proposed sec. 401(d)(2)(A)) that any plan providing contributions or
henefits 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-
grated with retirement benefits under social security. The rules relat-
ing to the integration of qualified plans with social security now assume
that the eraployer has paid for that portion of the social security bene-
fit. of his employees which the employees themselves have not paid for.
The 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 did not exceed one-third of
the total deductible contributions. F}L'lrthermore, the owner-employee
was given credit only for his actual social security contributions on
behalf of his other employees.

The 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
(sce proposed sec. 401(d)(7)) that, after the death of an owner-
employee, his remaining interest in the plan must, in general, either be
distributed to his beneficiary within 5 years, or used within that
period to purchase an immediate annuity for his beneficiary.

The Senate amendinent and conference substitute retain (see pro-
posed sec. 401(d) (7)) the provisions of the bill as passed by the House,
but 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
(seo proposed sec. 401(d)(9)) that an owner-employee (or a group of
two or more owner-employees) who controls more than one husiness
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 cmployees or those applicable to owner-employces with
more than 3 employces,

The Senate amendment and conference substitute retain (see pro-
posed sec. 401(d)(9)) the principle contnined in the bill us passed by
the House. However, the Senate amendment and conference substi-
tute provide the same requirements for the qualification of all plans
covering an owner-employee. ‘T'hus, for exaumple, under the Senate
amendment and conference substitute, any owner-employee (or any
group of two or more owner-employees) who 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,

- In addition, the Senate amendment and the conference substitute
provide (see- proposed sec. 401(d)(10)) that an individual who is an
owner-employee in a business (whether or not he controls the business)
and is also an owner-employee of another business which he controls
may not be covered under the plan of the first business unless he has
established a plan for the employees of the business which he controls.
‘Fhe plan for the business which he controls must provide contribu-
tions: and benefits for employees which are at least as favorable as the
coniributions and benefits provided for owner-employees under the
plan of the first business.

: Hrcess contributton.—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
inéorporate the provisions of the bill as passed by the House relating
to such excess contributions. Thus, an excess contribution is defined
as an amount greater than the permitted deductible and nondeductible
contributions made on behalf of the owner-employee (computed with-
out regard to the special limitation which allows as a deduction only
one-half of the deductible amount determined under sec. 404(e)).
However, the Senate amendment and the conference substitute pro-
vide thet, in the case of multiple plans, the amount of any contribu-
tion made by an owner-employee, as an employee, under all such plans
which exceeds $2,600 is an excess contribution. The Senate amend-
ment and the conference substitute also make it clear that, when an
excess contribution must be returned to the owner-employee on whose
behalf it was made, the income attributable to such excess contribu-
tion which is required to be returned to the owner-employee is the net
income so attributable,

In addition, the Senate amendment and the conference substitute
provide (see proposed sec, 401((?(3)) an exception to the definition
of an excess contribution under which an owner-employee is permitied
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-emplovee is
permitted, in general, to contribute each year toward the purchase
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rice of his policy up to an amount equal to the amount he would
ane 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-emp]oyee
obtain under one or more retirement plans level-premium 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
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 lien
of a trust, if its investments are made solely in a regulated investment
company 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 the custodial account to be invested solely in annuity, endow-
ment, or life insurance policies issued by an.insurance company. In
addition, the Senate amendment and the conference substitute pro-
vide that the custodian of such accounts can be any 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
401404. of the code included a face amount certificate which is
nontransferable. - _

The Senate amendment anl the conference substitute retain the
provision of the bill as Pussed 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, except where such contract or certificate is owned by a
trustee of a qualified plan, .

Deductible contributions.—The bill as passed by the 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 ouse,
if the owner-employee has, or had, more than three employees, he
wag permitted to contribute and deduct for himself up to the same
proportion of his covered income ag his contributions for employees
under the plan hear to their compensation, There was no maximum
dollar limitation on the contributions which could be made under a
plan or plans. If the owner-employer has fewer than four employees,
the maximuin amount deductible each year for contributions for the
owner-employee was 10 percent of his self-employment income or
$2,600, whichever is lesser, regardless of the number of plans such
owner-cmployee participated in.

The Senate amendment and the conforence substitute provide (see
proposed sec. 404(e)) that the 10-percent $2,5600 limitation is appli-
cable regardless of the number of employees, or the number of plans,
the owner-employee has, Thus, the Senate amendment and the con-
ference substitute place the same limitation on all owner-employees,
regardless of whether they have more than three employees. In addi-
- tion, the Senate amendment and the conference substitute provide
that the 10-percent $2,500 limitation is applicable to all sel(-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-
lowe(i) 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. ~

Tazx 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
sugstitute 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. The conference substitute does not contain these
provisions of the Senate amendment.

Limatations 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-
ducte(rby his employer. The conference substitute does not contain
any such limitations,

Effective date.—"The bill as passed by the House provided that the
amendments made by the bill applied to taxable years beginning
after December 31, 1961,

The Senate amendment and the conference substitute provide that
the amendments made by the bill shall apply to taxable years begin-
ning after December 31, 1962,

W. D. Mis,

Hare Boaas,

Evaene J. Kroan,

Noan Mason,

JouNn W. ByrnEs,

Howarp H. BaAkER,
Managers on the Part of the House.
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