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accident and health insurance contracts” and inserting in lieu thereof
“aecident and health insurance and group life insurance contracts”.

(¢) The amendments made by this section shall apply to taxable Etfective date.
years beginning after December 31, 1962.

Approved October 10, 1962.

Public Law 87-791
AN ACT October 10, 1962

To authorize reimbursement to appropriations of the United States Secret Service _ [H. R.12451]
of moneys expended for the purchase of counterfeits,

Be it enacted by the Senate and House of Represeniatives of the
United States of America in Congress assembled, That title 18, United u.s. Secret
States Code, section 3056, as amended, is hereby further amended by Service:

adding at the end thereof the following sentence: “Moneys expénde: SRR A
from Secret Service appropriations for the purchase of counterfeits
and subsequently recovered shall be reimbursed to the appropriation
current at the time of deposit.”

Approved October 10, 1962.
Public Law 87-792

AN ACT October 10, 1962

To encourage the establishment of voluntary pension plans by self-employed [H. R. 10]

individuals.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled, That this Act may seir-Empioyed

be cited as the “Self-Employed Individuals Tax Retirement Act of Individuals Tax
19627, Retirement Act of

1962.
SEC. 2. QUALIFICATION OF PLANS.

Section 401 of the Internal Revenue Code of 1954 (relating to quali-
fied pension, profit-sharing, and stock bonus ls.ns% is amended—
(1) by adding at the end of paragraph (5) of subsection (a) 68a stat. 135.
the following new sentence: “For purposes of this paragraph and 26 UsC 401.
paragraph (10), the total compensation of an individual who is
an employee within the meaning of subsection (¢) (1) means such Post, p.s11.
individual’s earned income (as defined in subsection (c¢) (2)),and Post, p.811.
the basic or regular rate of compensation of such an individual
shall be determined, under regulations prescribed by the Secre-
tary or his delegate, with respect to that portion of his earned
income which bears the same ratio to his earned income as the
basic or regular compensation of the employees under the plan
bears to the total comEensation of such employees.” ;
(2) by adding at the end of subsection (a) the following new
paragraphs:
“(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 con-
tributions under the plan, the rights of all employees to benefits
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accrued to the date of such termination or discontinuance, to the
extent then funded, or the amounts credited to the employees’
accounts are nonforfeitable. This paragraph shall not apply to
benefits or contributions which, under provisions of the plan
adopted pursuant to regulations prescribed by the Secretary or
his delegate to preclude the discrimination prohibited by para-
graph (4), may not be used for designated employees in the event
of early termination of the plan.

“(82 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
emplo ee would otherwise receive under the plan.

“(9) In the case of a plan which provides contributions or
benefits for emFloyees 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 dttains the age of 7014 years, or, in
the case of an employee other than an owner-employee (as
defined in subsection (c) (8)), in which he retires, whichever
is the later, or

“(B) will be distributed, commencing not later than such
taxable year, (i) in accordance with regulations prescribed
by the Secretary or his delegate, over the life of such
employee or over the lives of such em‘:-loyee and his spouse
or (ii) in accordance 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 enact-
ment of this paragraph, by any employee under the plan of which
such trust is a part, of a method of distribution which does riot
meet the terms of the preceding sentence.

“(10) In the case of a plan which provides contributions or
benefits for employees some or all of whom are owner-employees
(as defined in subseetion (c) (3))—

“(A) paragraph (3) and the first and second sentences of
paragraph (5) shall not apply, but—

“(1) such plan shall not be considered diseriminatory
within the meaning of para%'raph (4) merely because the
contributions or benefits of or on behalf of employees
under the plan bear a uniform relationship to the total
compensation, or the basic or regular rate of compensa-
tion, of such employees, and

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

(3) by redesignating subsection (c¢) as subsection (h) and
inserting after subsection (b) the following new subsections:

“(¢) Derinrrions anp Rures Revaring 1o Seve- Eareroyep INpivin-
vaLs AND OwNER-EmpLOYEES.—For purposes of this section—

“(1) Emprovee—The term ‘employee’ includes, for any tax-
able year, an individual who has earned income (as defined in
paragraph (2)) for the taxable year. To the extent provided in
regulations prescribed by the Secretary or his delegate, such term
also includes, for any taxable year—

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

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

“(2) EARNED INCOME.—

“(A) In eeEnEraL.—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—

“(i) without regard to paragraphs (4) and (5) of
section 1402 (c),

“(ii) in the case of any individual who is treated as an
employee under sections 3121(d) (3) (A), (C), or (D),
without regard to paragraph (2) of section 1402 (c¢), and

“(iii) without regard to items which are not included
in gross income for purposes of this chapter, and the
deductions properly allocable to or chargeable against
suchrposesimms' f this sub h (b) and

For pu of this subparagraph, sections 911 an

1402, as in effect for a tax:&]e year ending on December 31,
1962, and subparagraph (B), as in effect for a taxable year
beg1n_nm% on January 1, 1963, shall be treated as having
been in effect for all taxable years ending before such date.

“(B) EARNED INCOME WHEN BOTH PERSONAL SERVICES AND
CAPITAL ARE MATERIAL INCOME-PRODUCING FACTORS.—In apply-
ing section 911(b) for purposes of subparagraph (A), in the
case of an individual who ig an emplogae within the meaning
of parpiraph (1) and who is engaged in a trade or business
in which both personal services and capital are material
mcome-producing factors and with respect to which the indi-
vidual actually renders personal services on a full-time, or
substantially full-time, basis, so much of his share of the net
profits of such trade or business as does not exceed $2,500
shall be considered as earned income. In the case of any such
individual who is engaged in more than one trade or business
with respect to which he actually renders substantial per-
sonal services, if with respect to afl such trades or businesses
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he actually renders personal services on a full-time, or sub-
stantially full-time, basis, there shall be considered as earned
income with respect to the trades or businesses in which both
personal services and capital are material income-producing
factors—
“(1) so much of his share of the net profits of such
trades or businesses as does not exceed $2,500, reduced by
“(ii) his share of the net profits of any trade or busi-
ness in which only personal services is a material income-
producing factor.
The preceding sentences shall not be construed to reduce the
share of net profits of any trade or business which under the
second sentence of section 911(b) would be considered as
earned income of any such individual.

“(3) Owner-EMPLOYEE.—The term ‘owner-employee’ means an
employee who—

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

“(B) in the case of a Partnarship, is a partner who owns
more than 10 percent of either the capital interest or the

rofits 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) EmprLoveEr.—An individual who owns the entire interest in
an unincorporated trade or business shall be treated as his own
employer. A partnership shall be treated as the employer of
each partner who is an employee within the meaning of paragraph
{1)2-x
“(5) CONTRIBUTIONS ON BEHALF OF OWNER-EMPLOYEES.—The

term ‘contribution on behalf of an owner-employee’ includes, ex-
cept as the context otherwise requires, a contribution under a
lan— ?
¥ “(A) by the employer for an owner-employee, and
“(B) by an owner-employee as an empﬁayaa.

“(d) ApprrioNaL REQUIREMENTS FOR QUALIFICATION OF TRUSTS AND
Prans Benerrrine OwNER-EMPLOYEES—A trust forming part of a
pension or profit-sharing plan which provides contributions or benefits
for employees some or all of whom are owner-employees shall consti-
tute a qualified trust under this section only if, in addition to meeting
the requirements of subsection (a), the following requirements of this
subsection 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 is not exempt from tax under section 501(a) as an
organization described in subsection (a) on the da¥l before such
date, the trustee is a bank, but a person &including the employer)
other than a bank may be granted, under the trust instrument,
the power to control the investment of the trust funds either by
directing investments (including reinvestments, disposals, and
exchanges) or by disapproving proposed investments (including
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reinvestments, disposals, and exchanges). This paragraph shall
not apply to a trust created or organized outside the United States
before the date of the enactment of this subsection if, under sec- 26 usc s02.
tion 402(c), it is treated as exempt from tax under section 501(a)
on the day before such date; or, to the extent provided under
regulations preseribed by the Secretary or his delegate, to a trust
which uses annuity, endowment, or life insurance contracts of a
life insurance company exclusively to fund the benefits prescribed
by the trust, if the life insurance company supplies annually such
information about trust transactions affecting owner-employees
as the Secretary or his delegate shall by forms or regulations pre-
seribe. For purposes of this paragraph, the term ‘bank’ means
a bank as degn in section 581, a corporation which under the 26 usc ss1.
laws of the State of its incorporation is subject to supervision
and examination by the commissioner of banking or other officer
of such State in charge of the administration of the banking laws
of such State, and, in the case of a trust created or organized out-
side the United States, a bank or trust company, wherever incor-
porated, exercising ﬁ(iuciary powers and subject to supervision
and examination by governmental authority.
“(2) Under the plan—

“(A) the employees’ rights to or derived from the con-
tributions under the plan are nonforfeitable at the time the
contributions are paid to or under the plan; and

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

loyees).
Subparagraph (A) shall not apply to contributions which, under
provisions of the plan adopted pursuant to lations pre-

scribed by the Secretary or his delegate to preclude the diserimina-
tion prohibited by subsection (a) (4), may not be used to provide 26 usc 4o1.
benefits for designated employees in the event of early termination
of the plan.
“(3) The plan benefits each employee having a period of employ-
ment of 3 years or more. For purposes of the preceding sentence,
the term ‘employee’ does not include any employee whose custom-
ary employment is for not more than 20 hours in any one week
or is for not more than 5 months in any calendar year.
“(4) Under the plan—
“(A) contributions or benefits are not provided for any
owner-employee unless such owner-employee has consented to
being included under the plan; and
“&3) no benefits may be paid to any owner-employee,
except in the case of his becoming disabled (within the
meaning of section 213(g) (3) ), prior to his attaining the age 72 stat. 1614.
of 5914 years. 26 USC 213,
“(5) 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



814

68A Stat. 138;
Post, p.820.
26 USC 404.

Post, p.823.

Post, p.815.
Post, p.817.

26 USC 401.

26 USC 1401-
1403.

26 USC 3101-
3126.

42 USC 401 et
seq.

26 USC 1402.

26 USC 3111,

Ante, p.810.

Post, p.817.

PUBLIC LAW 87-792—-0CT. 10, 1962 [76 StaT.

deducted under section 404 (determined without regard to
section 404 (a)(10)) for the taxable year;

“(B) in the case of a plan which provides contributions or
benefits only for owner-employees, contributions to be made
on behalf of any owner-employee in excess of the amounts
which may be deducted under section 404 (determined with-
out regard to section 404 (a) (10)) for the taxable year; and

“(C) if a distribution under the plan is made to any em-
ployee and if any portion of such distribution is an amount
described in seetion 72(m) (5)(A) (i), contributions to be
made on behalf of such employee for the 5 taxable years
Sut:Eeeding the taxable year in which such distribution is
made. - -

Subparagraphs (A) and (B) shall not apply to any contribution
whieh is not considered to be an excess contribution (as defined in
sgbsection (e) (1)) by reason of the application of subsection (e)

“(6) Except as provided in this pamﬁraph, the plan meets the
requirements of subsection (a)(4) without taking into account
for any purllnose contributions or benefits under chapter 2 (relati

to tax on self-employment income), chapter 21 (relating to Fg‘lig-
eral Insurance Contributions Act), title IT of the Social Security
Act, as amended, or any other Federal or State law. If—

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

€ (B% taxes paid by the owner-employees under chapter 2
(relating to tax on self-emgloyment income), and the taxes
which would be payable under such chapter 2 by the owner-
emploiees but for paragraphs (4) and (5) of section 1402(c),
are taken into account as contributions by the employer on
behalf of such owner-employees,

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

“(7) %nder the plan, 1f an owner-employee dies before his en-
tire interest has been distributed to him, or if distribution has been
commenced in accordance with subsection (a)(9)(B) to his sur-
viving sEouse and such surviving spouse dies before his entire
interest has been distributed to such surviving spouse, his entire
interest (or the remaining part of such interest if distribution
thereof has commenced) will, within 5 years after his death (or
the death of his surviving spouse), be distributed, or applied to
the purchase of an imnfediate annuity for his beneficiary or bene-
ficiaries (or the beneficiary or beneficiaries 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 beneficiaries) and which will be
immediately distributed to such beneficiary or beneficiaries. The
preceding sentence shall not apply if distribution of the interest
of an owner-employee has commenced and such distribution is
for a term certain over a period permitted under subsection
(a.z (9) (B) (ii).

(8) Under the plan—

“(A) any contribution which is an excess contribution,
together with the income attributable to such excess contri-
bution, is (unless subsection (e) (2) (E) applies) to be repaid
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to the owner-employee on whose behalf such excess contribu-
tion is made;
“(B) if for any taxable year the plan does not, by reason
of subsection (e) (2) (A), meet (for purposes of section 404) Post, p.s1s.
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; and
“(C) the entire interest of an owner-employee is to be
?a aizd) t(;oEl;im when required by the provisions of subsection
e . ’ Poat, p.817.
“(9) (A) If the plan provides contributions or benefits for an
owner-emgloyﬂe wgo controls, or for two or more owner-em-
ployees who together control, the trade or business with respect
to which the plan is established, and who also control as an
owner-employee or as owner-employees one or more other trades
or businesses, such plan and the plans established with respect to
such other trades or businesses, when coalesced, constitute a single
plan which meets the requirements of subsection (a) (including
paragraph (10) thereof) and of this subsection with respect to 68 stat. 134;
the employees of all such trades or businesses (including the trade Ante 2 819,
or business with respect to which the plan mtended to qualify '
under this section is established).
“(B) For purposes of subparagraph (A), an owner-employee,
or two or more owner-employees, shall be considered to control a
trade or business if such owner-employee, or such two or more
owner-employees together—
“(i) own the entire interest in an unincorporated trade or
business, or
“(ii) in the case of a partnership, own more than 50 percent
of either the capital interest or the profits interest in such
partnership.
For purposes of the preceding sentence, an owner-employee, or
two or more owner-employees, shall be treated as owning any
interest in a partnership which is owned, directly or indirectly,
by a partnership which such owner-employee, or such two or
more owner-employees, are considered to control within the mean-

ing of the precedi ng sentence.
1115(10) Tﬁe plan does niot provide contributions or benefits for

any owner-employee who controls (within the meaning of para-
graph (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 e or
business which such owner-employee or such owner-employees
control are included under a plan which meets the requirements
of subsection (a) (including paragraph (10) thereof) and of this
subsection, and provides contributions and benefits for employees
which are not less favorable than contributions and benefits pro-
vided for owner-employees under the plan.

“(11) Under the plan, cont¢ributions on behalf of any owner-
emplo}v;ea may be made only with respect to the earned income
of such owner-employee which is derived from the trade or busi-
ness with respect to which such plan is established.

“(e) Excess CoNTRIBUTIONS ON BEHALF oF OwNER-EMPLOYEES.—

“(1) Excess CONTRIBUTION DEFINED.—For purposes of this sec-
tion, the term ‘excess contribution’ means, except as provided in
pmm?h (3)— Eirh -

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

“(B} if, in the taxable g’ear, contributions are made under
the plan on behalf of employees other than owner-
employees—

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

“(ii) the amount of sv.n%r contribution made by an
owner-employee (as an employee) at a rate which excamg
the rate of contributions permitted to be made by em-
ployees other than owner-employees; -

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

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

“(C) the amount of any contribution made on behalf of an
owner-employee in any taxable year for which, under para-
graph (2) (A) or (E), the plan does not (for pu of

p : : ‘g"m.
section 404) meet the requirements of subsection (d) with
respect to such owner-employee.
urposes of this subsection, the amount of any contribution

\-:hicﬁ isallocable (determined in accordance with regulations pre-

seribed b{ the Secretary or his delegate) to the purchase of life,

accident,
(2) EFFECT OF EXCESS CONTRIBUTION.—

13

ealth, or other insurance shall not be taken into account.

“(A) Ix ceneraL—If an excess contribution (other than
an excess contribution to which subparagraph (E) applies) is
made on behalf of an owner-employee in any taxaﬁ.ﬁe year,
the plan with respect to which such excess contribution is
made shall, except as provided in subparagraphs (C) and
(D), be considered, for purposes of section 404, as not meetin,
the requirements of subsection (d) with respect to suc
owner-employee for the taxable year and for all succeeding
taxable years.

“(B) INCLUSION OF AMOUNTS IN GROSS INCOME OF OWNER-
EMPLOYEES.—For any taxable zg:: for which any plan does
not meet the requirements of subsection (d) with respect to an
owner-employee by reason of subparagraph (A), the gross
income of 'such owner-employee shall, for ¥urposas of this
chapter, include the amount of net income for such taxable
year attributable to the interest of such owner-employee under
such plan.

“(é’) 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 period beginning on the day on which the Secret
or his delegate sends notice (by certified or registered mail
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to the person to whom such excess contribution was paid of
the amount of such excess contribution, the amount of such
excess contribution, and the net income attributable thereto, is
repaid to the owner-employee on whose behalf such excess
contribution was made. If the excess contribution is an
excess contribution as defined in par;g:-a h (1) (A) or (B}
2 or is an excess contribution as d in pa.re_:,grudph &1
5 with respect to which a deduction has been claimed under
section 404, the notice required by the preceding sentence shall 26 usc 404.
not be mailed prior to the time that the amount of the tax
under this chapter of such owner-employee for the taxable
year in which such excess contribution was made has been
finally determined. '
“(D) REPAYMENT AFTER PRESCRIBED PERIOD.—If an excess
contribution, together with the net income attributable
thereto, is not repaid within the 6-month period referred to
in subparagraph (C), subparagraph (A) shall not a.pﬁlay to
an excess contribution with respect to any taxable year begin-
ning with the taxable year in which the person to whom such
excess contribution was paid repays the amount of such excess
contribution to the owner-employee on whose behalf such
excess contribution was made, and pays to such owner-
employee the amount of net income attributable to the interest
of such owner-employee which, under subparagraph (B),
has been included in the gross income of such owner-employee
for any prior taxable year.
“(E) SPECIAL RULE IF EXCESS CONTRIBUTION WAS WILLFULLY
mADE.—If an excess contribution made on behalf of an owner-
employee is determined to have been willfully made, then—
“(i) subparagraphs (A), (B), (C),and (D) shall not
apyly with respect to such excess contribution;
(1) there shall be distributed to the owner-employee
on whose behalf such excess contribution was wiﬁfullﬁ
made his entire interest in all plans with respect to whic
he is an owner-employee; and
“(iii) no plan shall, for purposes of section 404, be
considered as meeting the requirements of subsection (d)
with respect to such owner-employee for the taxable year
in which it is determined that such excess contribution
was willfully made and for the 5 taxable years following
such taxable year.
“(F) Srarute oF rimiraTions—In any case in which
subparagraph (A) applies, the period for assessing any de-
ficiency arising dy reason of—
“(i) the disallowance of any deduction under section
404 on account of a };:lan not meeting the requirements of
subsection (d) with respect to the owner-employee on
whose behalf an excess contribution was made, or
“(ii) the inclusion, under subparagraph (B), in gross
income of such owner-employee of income attributable
to the interest of such owner-employee under a plan,
for the taxable year in which such excess contribution was
made or for any succeeding taxable year shall not expire
prior to one year after the close of'y the 6-month period
referred to in subparagraph (C). -
“(8) CoNTRIBUTIONS FOR PREMIUMS ON ANNUITY, ETC., CON-
TRACTS.—A contribution by the employer on behalf of an owner-
en_l];llpyee shall not be considered to be an excess contribution
within the meaning of paragraph (1), if— Ante, p.81S.

78135 O-63—355
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* SA) under the plan such contribution is required to be
applied (directly or through a trustee) to pay premiums or
other consideration for one or more annuity, endowment, or
life insurance contracts on the life of such owner-employee
issued under the plan,

“(B) the amount of such contribution exceeds the amount
deductible under section 404 (determined without regard to
section 404 (a.z] ( lO)f) with respect to contributions made by the
am&)loyer on behalf of such owner-employee under the plan,
all 1

“(0) the amount of such contribution does not exceed the
nvera.ge of the amounts which were deductible under section
404 (determined without regard to section 404(a) (10)) with
resi;ect to contributions made by the employer on behalf of
such owner-employee under the plan (or which would have

been deductible under such section if such section had been
in effect) for the first 3 taxable years (i) preceding the year
in which the last such annuity, endowment, or life insurance
contract was issued under the plan and (ii) in which such
owner-employee derived earned income from the trade or
business with respect to which the plan is established, or for
$0 ma.ng of such taxable years as such owner-employee was
engaged in such trade or business and derived earned income
therefrom.
In the case of any individual on whose behalf contributions
described in subparagraph (A) are made under more than one
plan as an owner-employee during any taxable year, the pre-
ceding sentence shall not apply if the amount of such contribu-
tions under all such plans for such taxable year exceeds $2,500.
Any contribution which is not considered to be an excess con-
tribution by reason of the application of this paragraph shall,
for purposes of subparagraphs (B) (ii), (iii), and (wc% of para-
graph l?)1)._. be taken into account as a contribution made by such
owner-employee as an employee to the extent that the amount
of such contribution is not deductible under section 404 (deter-
mined without rd to section 404(a)(10)) for the taxable
year, but only for the pur of applying such subparagraphs to
other contributions made by such owner-employee as an employee.

*(f) Cerramn CusToDIAL ACCOUNTS.—

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

“(A) such custodial account would, except for the fact that

it is not a trust, constitute a qtmliﬁed trust under this section;

“(B) the custodian is a bank (as defined in subsection

d) (1))

: “(C) the investment of the funds in such account (includ-
ing all earnings) is to be made—

“(1) solely in regulated investment mmg)anfr stock

with respect to which an employee is the beneficial owner,

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

“(D) the shareholder of record of any such stock described
in subparagraph (C) (i) is the custodian or its nominee; and
“(Eg the contracts described in subpamgragh (C) (ii) are

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

“(2) DerinirioN.—For purposes of paragraph (1), the term
‘rt;lgulllated investment company’ means a domestic corporation
whnien—

“(A) is a regulated investment company within the mean-
ing of section 851(a), and
*(B) issues only redeemable stock. g (
“(g) Axnurry Derinep.—For purposes of this section and sections
402, 403, and 404, the term ‘annuity’ includes a face-amount certificate,

as defined in section 2 (a{)(lﬁ) of the Investment Company Act of 1940 *°

(15 U.S.C., sec. 80a—2) ; but does not include any contract or certificate
issued after December 31, 1962, which is transferable, if any person
other than the trustee of a trust described in section 401(a) which is
exempt from tax under section 501(a) is the owner of such con-
tract or certificate.”

SEC. 3. DEDUCTIBILITY OF CONTRIBUTIONS TO PLANS.

(a) INcLusioN oF SeLr-Emrroyep Inprvipuarns.—Section 404 (a) of
the Internal Revenue Code of 1954 (relating to the deductibility of
contributions to pension, annuity, mﬁt—sham:ig, or stock bonus plans
or plans of deferred compensation) is amended—

(1) by striking out in paragraph (2) “and (6),” and inserting
in lieu t.ylvnareof “%6), (7), and (8), and, if applicable, the require-

ments of section 401(a) (9) and (10) and of section 401(d)
(other than paragraph (1)),”; and .

(2) by adding after paragraph (7) the following new
paragraphs:

“(8) SeLr-EMPLOYED INDIVIDUALS.—In the case of a plan in-
cluded 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 me.an'm% of section 401(c) (1), and the
employer of such individual is the person treated as his
employer under section 401(c) (4) ;

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

“(C) the contributions to such plan on behalf of an individ-
ual who is an employee within the meaning of section 401
(e) (1) shall be considered to satisfy the conditions of section
162 or 212 to the extent that such contributions do not exceed
the earned income of such individual derived from the trade
or business with respect to which such plan is established,
and to the extent that such contributions are not allocable

determined in accordance with regulations prescribed by the
ecretary or his delegate) to the purchase of life, accident,
health, or other insurance; and

“(D) any reference to compensation shall, in the case of an
individual who is an employee within the meaning of section
401(ec) (1), be considered to be a reference to the earned in-
come of such individual derived from the trade or business
with respect; to which the plan is established.

“(9) PLANS BENEFITING SELF-EMPLOYED INDIVIDUALS.—In the
case of a plan included in paraf;mph (1), (2), or (3) which pro-
vides contributions or benefits for employees some or all of whom
are emgl(cxees within the meaning of section 401(c) (1)—

) the limitations provided by phs (1), (2), (3
and (7) on the amounts deductible %or any taxable ;ngaz)- ’sga)lf
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be computed, with respect to contributions on behalf of em-
ployees (other than employees within the meaning of section
401(c) (1)), as if such employees were the only employees
f(i-r whom contributions ang benefits are provided under the
plan;

“(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 em-
ployees within the meaning of section 401(e¢) (1)—

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

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

“(C) the amounts deductible under paragraphs (1), (2),
(3), and (7), with respect to contributions on behalf of any
employee within the meaning of section 401(c) (1), shall not
exceed the applicable limitation provided in subsection (e).
“(10) SPECIAL LIMITATION ON AMOUNT ALLOWED A8 DEDUCTION
FOR SELF-EMPLOYED INDIVIDUALS,—Notwithstanding any other pro- .
vision of }tlhi? sec}:ioh,(tl;e an:io?'?t allowable ag}a educt.i(}?;n under
Ha aphs (1), (2), (3),an in any taxable year with respect
{0 I(-:atfllé1'1pbut.ing made on behalf of anyindividugl who is an I;m-
ployee 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 parafmghs (determined with the application of paragraph
(9) and of subsection (e) but without rd to this paragraph).
For purposes of section 401, the amount which may be deductag, or
the amount deductible, under this section with res to contribu-
tions made on behalf of such individual shall be determined with-
out regard to the preceding sentence.”

(b) Lamrrarrons oN DepvcrirLe CoNTRIBUTIONS ON BEHALF oF
SeLr-Emprovep Inprvipuars.—Section 404 of the Internal Revenue
Code of 1954 (relating to the deductibility of contributions to pension,
annuity, proﬁt-sharinﬁ, or stock bonus plans or plans of deferred com-
pensation) is amended by adding after subsection (d) the following
new subsections:

“(e) SpeciaL LiMiraTioNs ¥or SELF-EMPLOYED INDIVIDUALS.—

“(1) I~ ceNERAL—In the case of a plan included in subsection
~(a) (1), (2), or (3), which provides contributions or benefits for
employees some or all of whom are employees within the meaning
of section 401(c) (1), the amounts deductible under subsection (a)
(determined without regard to paragraph (10) thereof) in any
taxable year with respect to contributions on behalf of any
employee within the meaning of section 401(c) (1) shall, subject
to the provisions of paragraph (2), not exceed $2,500, or 10
percent of the earned income derived by such employee from the
trade or business with respect to which the plan is established,
whichever is the lesser. /
“(2) CONTRIBUTIONS MADE UNDER MORE THAN ONE PLAN.—
“(A) OveraLn LimiTATION.—In any taxable year in which
amounts are deductible with respect to contributions under
two or more plans on behalf of an individual who is an em-
ployee within the meaning of section 401(c) (1) with respect
to such plans, the aggregate amount deductible for such tax-
able year under all such plans with respect to contributions
on behalf of such employee (determined without regard to
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subsection (a) (10)) shall not exceed $2,500, or 10 percent of
the earned mcome derived by such employee from the trades
or businesses with respect to which the plans are established,
whichever is the lesser.

“(B) ALLOCATION OF AMOUNTS DEDUCTIBLE—In any case
in which the amounts deductible under subsection (a) (with
the application of the limitations of this subsection) with
respect to contributions made on behalf of an employee within
the meaning of section 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 subparagraph, the amount deductible under subsec-
tion (a) ( etermined without regard to paragraph (10)
thereof) with respect to such contributions under each such
plan shall be determined in accordance with regulations pre-
seribed by the Secretary or his delegate.

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

“(f) Cerraiy Loan RerayMeNTs 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)) 1n
repayment of any loan which under section 72(m) (4) (B) was treated
as an amount received under a contract purch by a trust described
in section 401(a) which is exempt from tax under section 501(&{ or
purchased as a part of a plan described in section 403(a) shall be
treated as a contribution to which this section applies on behalf of
such owner-employee to such trust or to or under such plan.”

SEC. 4. TAXABILITY OF DISTRIBUTIONS.

(2) Emprovees’ AnNurries—Section 72(d)(2) of the Internal
Revenue Code of 1954 (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 ‘receivable by the
employee’ shall be read as ‘receivable by a beneficiary of the
employee’; and

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

(b) Seecrar Rures Revatineg to Sevr-Emprovep INpivipuars axp
OwnNER-EMproYees.—Section 72 of the Internal Revenue Code of
1954 (relating to annuities, etc.) is amended by redesignating sub-
section (m) as subsection (o) and by inserting after subsection (1) the
following new subsections:

“(m) SeeciaL RuLes ArpricABLE T0O EMPLOYEE ANNUITIES AND Dis-
TRIBUTIONS UNDER EMPLOYEE PrANsS.—

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

Ante, p.811.

Ante, p.812.
Post, p.823.

26 USC 401,
501, 403.

26 USC 72.

26 USC 404.

26 USC 72.
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“(A) such amounts, plus all amounts theretofore received
under the contract and includible in gross income under this
paragmph, do not exceed

“(B) the aggregate premiums or other consideration paid

for the contract w%lile the employee was an owner-employee
which were allowed as deductions under section 404 for the
taxable year and all prior taxable years.
Any such amounts so received which are not includible in gross
income under this paragraph shall be subject to the provisions of
subsection (e).

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

“(A) the aggmgata amount of premiums or other con-
sideration 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 received as an annuity),

any amount allowed as a deduction -with respect to the contract
under section 404 which was paid while the employee was an
employee within the meaning of section 401 (c¢) (1) shall be treated
as consideration contribut.ef by the emﬂ)loyer, and there shall not
be taken into account any portion of the premiums or other con-
sideration for the contract paid while the employee was an owner-
employee which is properly allocable (as determined under regu-
lations preseribed by the &cmtary or his delegate) to the cost of
life, accident, health, or other insurance.

“(3) LiFE INSURANCE CONTRACTS.—

“(A) This paragraph shall apply to any life insurance
contract—

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

“(ii) purchased by a trust described in section 401 (a)
which is exempt from tax under section 501(a) if the pro-
ceeds of such contract are payable directly or indirectl
to a participant in such trust or to a beneficiary of suc
%articipami.

“(B) Any contribution to a plan described in subparagraph
(A) (i) or a trust described in subparagraph (A) (ii) which
is allowed as a deduction under section 404, and any income of
a trust described in subparagraph (A) (ii), which is deter-
mined in accordance with regulations prescribed by the Sec-
retary or his delegate to have been applied to purchase the life
insurance protection under a contract described in subpara-
graph (A), is includible in the gross income of the participant
for the taxable year when so applied.

“(C) In the case of the death of an individual insured
under a contract described in subparagraph (A), an amount
equal to the cash surrender value of the contract immediately
before the death 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 msured
over such cash surrender value shall not be includible in gross
income under this section and shall be treated as provided in
section 101.
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“(4) AMOUNTS CONSTRUCTIVELY RECEIVED,—

“(A) AssionMENTS OR PLEDGES.—If during any taxable
year an owner-employee assigns (or agrees to assign) or
pledges (or agrees to pledge) any portion of his interest in a
trust described in section 401(a) which is exempt from tax
under section 501 (a) or any portion of the value of a contract
purchased as part of a plan described in section 403(a), such _ 26 usc 401,
portion shall be treated as having been received by such 501403
owner-employee as a distribution from such trust or as an
amount received under the contract.

“(B) Loans oN conNtracTs.—If during any taxable year,
an owner-employee rveceives, directly or indirectly, any
amount from any insurance company as a loan under a con-
tract purchased by a trust described in section 401(a) which
is exempt from tax under section 501 Sa) or purchased as
part of a plan described in section 403 (a), and issued by such
isurance company, such amount shall be treated as an amount
received under the contract.

*(5) PENALTIES APPLICABLE TO CERTAIN AMOUNTS RECEIVED BY
OWXNER-EMPLOYEES.—

“(A) This paragraph shall apply—

“(i) to amounts (other than any amount received by an
individual in his capacity as a policyholder of an annu-
ity, endowment, or life insurance contract which is in
the nature of a dividend or similar distribution) which
are received from a qualified trust described in section
401(a) or under a plan described in section 403(a) and
which are received by an individual, who is, or has been,
an owner-employee, before such individual attains the
age of 5914 years, for any reason other than the indi-
vidual’s becoming disabled (within the meaning of sec-
tion 213(g) (3) ), but only to the extent that such amounts 72 stet. 1614.
are attributable to contributions paid on behalf of such ¢ Usc 213.
individual (whether or not paid by him) while he was
an owner-employee,

%(ii) to amounts which are received from a qualified
trust deseribed in section 401(a) or under a plan de-
seribed in section 403(a) at any time by an individual
who is, or has been, an owner-employee, or by the suc-
cessor of such individual, but only to the extent that such
amounts are determined, under regulations prescribed by
the Secretary or his delegate, to exceed the benefits pro-
vided for such individual under the plan formula, and

“(iii) to amounts which are received, by an individual
who is, or has been, an owner-employee, by reason of the
distribution under the provisions of section 401(e) (2)
(E) of his entire interest in all qualified trusts described Ante, p.817.
in s(ec;;iun 401(a) and in all plans described in section
403 (a).

“(B) (i) If the aggregate of the amounts to which this
paragraph applies received by any person in his taxable year
equals or exceeds $2.500, the increase in his tax for the taxable
year in which such amounts are received and attributable to
such amounts shall not be less than 110 percent of the aggre-
wate increase in taxes, for the taxable year and the 4 immedi-
ately preceding taxable years, which would have resulted if
such amounts had been included in such person’s gross income
ratably over such taxable years.
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“(ii) If deductions have been allowed under section 404 for
contributions paid on behalf of the individual while he is an
owner-employee for a number of prior taxable years less than
4, clause (1) shall be apglljed by taking into account a number
of taxable years immediately preceding the taxable year in
which the amount was so received equal to such lesser number.

“C) If subpamﬁmph (B) does not apply to a person for
the taxable year, the increase in tax of sucﬁ person for the
taxable year attributable to the amounts to which this para-
graph al:_ﬁﬁes shall be 110 percent of such increase (com-
puted without regard to this subparagraph).

& SD) Subparagraph (A%(ii) of this para h shall not
apply to any amount to which section 402(15?2% or 403(a)
(2 aﬁ)piies.

‘(E) For special rules for computation of taxable income
for taxable years to which this paragraph applies, see sub-
section (n) (3).

_“(6) OwNEr-EMPLOYEE DEFINED.—For purposes of this subsec-
tion, the term ‘owner-employee’ has the meaning assigned to it by
section 401(c) (3).
“(n) TreaTMeNT oF CerTaIN DistriBuTions Wira Respecr To Con-
TRIBUTIONS BY SELF-EMPLOYED INDIVIDUALS.—
“(1) APPLICATION OF SUBSECTION.—

“(A) DisTRIBUTIONS BY EMPLOYEES' TRUST.—Subject to the
provisions of subparagraph (C), this subsection shall apply
to amounts distributed to a distributee, in the case of an
employees’ trust described in section 401(a) which is exempt
from tax under section 501 (a), if the total distributions pay-
able to the distributee with respect to an emll:lo ee are paid
to the distributee within one taxable year of the distributee—
“(1) on account of the employee’s death, v
“(i1) after the employee has attained the age of 5914

years, or
“(i1i) after the employee has become disabled (within
the meaning of section 213(g) (3)).

“(B) Annurty praNs.—Subject to the provisions of sub-
paragraph (C{; this subsection shall apply to amounts paid
to a payee, in the case of an annuity plan described in section
403(a), if the total amounts ayabiis 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 emﬁ)loyee’s death

“(i1) after the employee has attained the age of 5914
years, or

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

- ‘C) LiMITATIONS AND EXCEPTIONS.—This subsection shall
a —— .
“(i) only with respect to so much of any distribution
or payment to which (without regard to this subpara-
gr:gh) subparagraph (A) or (B ali lies as is attrib-
utable to contributions made on behalf of an employee
while he was an employee within the meaning of section
401(c) (1), and

“(i1) if the recipient is 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 em})loyee while he was an
employee within the meaning of section 401(c) (1) for
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5 or more taxable years prior to the taxable year in which
the total distributions payable or total amounts payable,
as the case may be, are paid.
This subsection shall not apply to amounts described in
clauses (ii) and (iii) of subparagraph (A) of subsection (m)
(5) (but, in the case of amounts described in clause (ii) of
such subparagraph, only to the extent that subsection zm)
(5) applies to such amounts).

“(2) LimrrarioN oF TAX.—In any case to which this subsection
applies, the tax attributable to the amounts to which this sub-

- section applies for the taxable year in which such amounts are

received shall not exceed whichever of the following is the
ter:

“(A% 5 times the increase in tax which would result from
the inclusion in gross income of the recipient of 20 percent of
so much of the amount so received as 1s includible in gross
mcome, or

“(B) 5 times the increase in tax which would result if the
taxable income of the recipient for such taxable year equaled
20 percent of the amount of the taxable income of the recipi-
(Eni; (f{};‘ such taxable year determined under paragraph

3 " '

“(3) DETERMINATION OF TAXABLE INcome—Notwithstanding
section 63 (relating to definition of taxable income), for purposes
only of computing the tax under this chapter attributable to
amounts to which this subsection or subsection (m)(5) applies
and which are includible in gross income—

“(A) the taxable income of the recipient for the taxable
year of receipt shall be treated as being not less than the
amount by which (i) the aggregate of such amounts so includ-
ible in gross income exceeds (ii) the amount of the deductions
allowed for such taxable year under section 151 (relating to
deductions for personal exemptions) ; and

“(B) in making ratable inclusion computations under
paragraph (5) (B) of subsection (m), the taxable income.of
the recipient for each taxable year involved in such ratable
inclusion shall be treated as bein%not less than the amount
required by such paragraph (5) (B) to be treated as includ-
ible in gross income for such taxable year.

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

(e) Carrrar Gains TrearmENT oF CerTAiN Emprovees’ Trust
DistriBuTIONs.—Section 402 (a) (2) of the Internal Revenue Code of
1954 (relating to capital gains treatment for certain distributions) is
amended by adding at the end thereof the following new sentence:
“This paragraph shall not apply to distributions paid to any distribu-
tee to the extent such distributions are attributable to contributions
made on behalf of the employee while he was an employee within the
meaning of section 401 (¢) (1).”

(d) &\rrmn Gains TreaTMENT oF CERTAIN EMPLOYEES’ ANNUITY
Paymunts.—Section 403(a) of the Internal Revenue Code of 1954
(relating to taxability of a beneficiary under a qualified annuity plan)
is amended—

(1) by striking out in paragraph (2) (A) (i) “which meets the
requirements of section 401(a) (8), (4), (5), and (6)” and insert-
ing in lieu thereof “described in paragraph (1)”;
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(2) by adding at the end of paragraph (2) (A) the following
new sentence: “This subparagraph shall not apply to amounts
paid to any payee to the extent such amounts are attributable to
contributions made on behalf of the employee while he was an

Ante, p.811. employee within the meaning of section 401(c) (1).”; and

(3%1 by adding after paragraph (2) the following new para-

raph:

“(3) SeLr-eMpLOYED INDIVIDUALS.—For purposes of this sub-
section, the term ‘employee’ includes an individual who is an em-
ployee within the meaning of section 401(c) (1), and the employer
of such individual is the person treated as his employer under
section 401 (c) (4).”

SEC. 5. PLANS FOR PURCHASE OF UNITED STATES BONDS.
(a) Quaririep Bonp PurcHase Prans.—Part T of subchapter D
26 usc 401-404. of chapter 1 of the Internal Revenue Code of 1954 (relating to deferred
compensation, etc.) is amended by adding at the end thereof the follow-
ing new section:
“SEC. 405. QUALIFIED BOND PURCHASE PLANS.

“(a) REQUIREMENTS FOR (QUALIFICATION.—A lplan of an employer
for the purchase for and distribution to his employees or their benefi-
ciaries of United States bonds described in subsection (b) shall consti-
tutea (!uuliﬁed bond purchase plan under this section if—

26 USC 401. ‘(1) the plan meets the requirements of section 401 (a) (3), (4),

g Antes p-810- (5), (8), (7), and (8) and, if applicable, the requirements of sec-

i tion 401 (a) (9} and (10) and of section 401(d) (other than para-
graphs (1), (5) (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) Bonbps To WHICH APPLICABLE.—

“(1) Cumaracreristics oF BoNDs.—This section shall apply onl

40 Stat. 288. to a bond issued under the Second Liberty Bond Act, as amended,
SLUSCIIT which by its terms, or by regulations prescribed by the Secretary
under such Act—
“(A) provides for payment of interest, or investment yield,
onl‘y upon redemption ;
¢ fB) may be purchased only in the name of an individual;
“(C) ceases to bear interest, or Erovide investment yield, not
later than 5 years after the death of the individual in whose
name it is purchased ;
“(D) may be redeemed before the death of the individual in
whose name it is purchased only if such individual—
“(1) has attained the age of 5914 years, or
“(i1) has become disabled (within the meaning of

72 Stat. 1614. section 213(g) (3)) ; and
e - # ﬁ!l) is nontransferable.
“(2) MusT BE PURCHASED IN NAME OF EMPLOYEE.—Lhis section

shall apply to a bond described in paragraph (1) only if it is pur-
chased in the name of the employee.
“(e) DepucrioN ror ContriBUTIONS TO BoND PUurcHasE Prans.—
Contributions paid by an employer to or under a qualified bond pur-
chase plan shall be allowed as a deduction in an amount determined
26 UsC 404,401, under section 404 in the same manner and to the same extent as if such
so1. contributions were made to a trust described in section 401(a) which
is exempt from tax under section 501(a).
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& “(d) Taxaswarry or BENEFICIARY oF QuanrFiep Boxp Purcmase
LAN.—

“(1) GROSS INCOME NOT TO INCLUDE BONDS AT TIME OF DISTRI-
BUTION.—For purposes of this chapter, in the case of a distributee
of a bond described in subsection (b) under a qualified bond pur-
chase plan, or from a trust described in section 401(a) which is
exempt from tax under section 501(3?, gross income does not
include any amount attributable to the receipt of such bond.
Upon redemption of such bond, the proceeds shall be subject to
taxation under this chapter, but the provisions of section 72 (relat-
inE to annuities, etc.) and section 1232 (relating to bonds and
other evidences of indebtedness) shall not apply.

“(2) Basis.—The basis of any bond received by a distributee
under a qualified bond purchase plan— '

“(A) if such bond is distributed to an employee, or with
respect to an employee, who at the time of purchase of the
bond, was an employee other than an em}ll)loyee within the
meaning of section 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
respect to an employee, who, at the time of purchase of the
bond, was an employee within the meaning of section 401 (c)
(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 (c).

The basis of any bond described in subsection (b) received by a
distributee from a trust deseribed in section 401(a) which is
exempt from tax under section 501(a) shall be determined under
regulations prescribed by the Secretary or his delegate.

“(e) Carrran Gains TrearMENT Nor To ArprLy To Bonps Dis-
triBUTED BY TrUsTS.—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. %

“(f) Emproyee Derinep.—For Eurposes of this section, the term
‘employee’ includes an individual who is an employee within the mean-
ing of section 401(c) (1), and the employer of such individual shall be
the person treated as his employer under section 401(c) (4).

“(g) Proor or PurcHASE—AL the time of purchase of any bond to
which this section applies, proof of such purchase shall be furnished
in such form as will enable the purchaser, and the employee in whose
name such bond is purchased, to comply with the provisions of this
section.

“(h) Resurations.—The Secretary or his delegate shall prescribe
such reg’ulations as may be necessary to carry out the provisions of this
section.

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

“Sec. 405. Qualified bond purchase plans.”

SEC. 6. PROHIBITED TRANSACTIONS.

Section 503 of the Internal Revenue Code of 1954 (relating to pro-
hibited transactions) is amended by adding at the end thereof the
following new subsection :

*(5 sTs BENEFITING CERTAIN OWNER-EMPLOYEES.—

“(1) PrommrTep TRANSACTIONS.—In the case of a trust described
in section 401 (a) which is part of a plan providing contributions
or benefits for employees some or all of whom are owner-employees
(as defined in section 401(¢) (3) ) who control (within the mean-
ing of section 401(d) (9) (B)) the trade or business with respect
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to which the plan is established, the term ‘prohibited transaction’
alsolmeans any transaction in which such trust, directly or indi-
rectly—

“(A) lendsany part of the corpus or income of the trust to;

“(B) pays any compensation for personal services rendered
to the trust to;

“(C) makes any part of its services available on a preferen-
tial basis to; or

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

any person described in subsection (¢) or to any such owner-
employee, a member of the family (as defined in section 267 (c)
26 USC 267. (4)) of any such owner-employee, or a corporation controlled
by any such owner-employee through the ownership, directly or
indirectly, of 50 percent or more of the total combined voting
power of all classes of stock entitled to vote or 50 percent or more
of the total value of shares of all classes of stock of the corporation.
“(2) SpEeCIAL RULE FOR LOANS.—For purposes of the a}zﬁlication
of paragraph (1) (A), the following rules shall api)ly with respect
to a loan made before the date of the enactment of this subsection
which would be a prohibited transaction if made in a taxable year
beginning after December 31, 1962 :

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

“(B) If the loan is repayable on demand, the continuation
of the loan beyond December 31, 1965, shail be considered a
prohibited transaction.”

SEC. 7. OTHER SPECIAL RULES, TECHNICAL CHANGES, AND ADMIN-

ISTRATIVE PROVISIONS. L
(a) Rermement Income Creprr.—Section 37(c¢) (1) of the Internal
26 USC 37, Revenue Code of 1954 (relating to definition of retirement income) is

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

“(A) pensions and annuities (including, in the case of an
individual who is, or has been, an employee within the mean-
Ante, p. B11. ing of section 401(c) (1), distributions by a trust described in
26 USC 401, 501, section 401 (a) which is exempt from tax under section 501

()),”; and
(2) Ly striking out “and” at the end of subparagraph (C), by
striking out “or” at the end of subparagraph (D) and inserting in
lien thereof “and”, and by adding after subparagraph (D) the
following new subparagraph:
B EE) bonds described in section 405 (b}(l) which are

Ante, p. 826.
received under a qualified bond purchase plan described in
section 405(a) or in a distribution from a trust described in
sar,:,tion 401(a) which is exempt from tax under section 501 (a),
or”,

(b) ApsusTeEp Gross INncome.—Section 62 of the Internal Revenue

26 USC 62. Code of 1954 (relating to the definition of adjusted gross income) is

amended by inserting 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 is an amploﬁee within the meaning of section 401

26 USC 404. (e) (1), the deductions allowed by section 404 and section 405 (¢)

Ante, p. 826.. to the extent attributable to contributions made on behalf of such

individual.”
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(¢) Deara Benerrrs—Section 101(b) of the Internal Revenue
Code of 1954 (relating to employees’ death benefits) is amended—

(1) by striking out clause (ii) of paragraph (2) (B) and insert-
ing in lieu thereof the following: .

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

(2) by adding at the end thereof the following new paragraph:

“(3) SELF-EMPLOYED INDIVIDUAL NOT CONSIDERED AN EM-
PLOYEE.—For purposes of this subsection, the term ‘employee’ does
not include an individual who is an em ioyee within the meanin
of section 401(c) (1) (relating to self-employed individuals).

(d) Amounts Receivep TuroueH AccmeENT orR HeavrH INsur-

ANcE—Section 104(a) of the Internal Revenue Code of 1954 (relating
to compensation for injuries or sickness) is amended by adding at the
end thereof the following new sentence:
“For purposes of paragraph (3), in the case of an individual who is, or
has been, an employee within the meaning of section 401 (c¢) (1) (relat-
ing to self-employed individuals), contributions made on behalf of
such individual while he was such an employee to a trust described in
section 401(a) which is exempt from tax under section 501(a), or
under a plan described in section 403(a), shall, to the extent allowed
as deductions under section 404, be treated as contributions by the
employer which were not includible in the gross income of the
employee.”

e) Amounts Recervep Unper AcomeENT AND HeartH Prans.—
Section 105 of the Internal Revenue Code of 1954 (relating to amounts
received under accident and health plans) is amended by adding at the
end thereof the following new subsection :

“(g) Serr-Emrrovep Inpivipuan Nor CoNsmbEreD AN EMPLOYEE.—
For purposes of this section, the term ‘employee’ does not include an
individual who is an employee within the meaning of section 401
(e) (1) (relating to self-employed individuals).”

(f) Ner Operatine Loss Depucrion.—Section 172(d) (4) of the
Internal Revenue Code of 1954 (relating to nonbusiness deductions of
taxpayers other than corporations) is amended—

(1) by striking out “and” at the end of subﬁaragmph (B(%;

(2) by striking out the &)‘eriod at the end of subparagraph (C)
and inserting “; and”; an

(3) by adding after subparagraph (C) the following new sub-

ara :

G “(D) any deduction allowed under section 404 or section

405(¢) to the extent attributable to contributions which are

made on behalf of an individual who is an employee within

the meaning of section 401(c) (1) shall not treated as
attributable to the trade or business of such individual.”

(g) Cerrainy Lire INsuranceE Reserves.—Section 805(d) (1) of the
Internal Revenue Code of 1954 (relating to pension plan reserves) is
amended—

(1) by striking out in subparagraph (B) “meeting the require-
ments of section 401(a) (3), (4), (5),and (6) or” and inserting in
liel(l I;h%reof “described in sgction 403%13.) b or la.érlns ma,etin s and

2 striking out in subparagra and (6)” and insert-
ing in lion thereot “(8), (7),pandg(r8)13'. (=) @)

(h) UnincorporaTEp Businesses Erectine To Be Taxep as
CorroraTions.—Section 1361(d) of the Internal Revenue Code of
1954 (relating to unincorporated business enterprises electing to be
taxed as domestic corporations) is amended by inserting before the
period at the end thereof the following: “other than an employee
within the meaning of section 401(c¢) (1) (relating to self-employed

26 USC 101.

26 USC 403.
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26 USC 104,

26 USC 401, 501,

26 USC 404.

26 USC 105.

26 USC 172.
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26 USC 403.

26 USC 1361.
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individuals), or for purposes of section 405 (relating to qualified bond
purchase plans) other tﬁan an employee described in section 405(f)”.

(i) Estate Tax Exemerion or Emproyees’ ANNurries—Section
2039 of the Internal Revenue Code of 1954 (relating to exemption
from the gross estate of annuities under certain trusts and plans) is
amended— ;

(1) by striking out in subsection (c) (2) “met the requirements
of section 401(a) (3), (4), (5), 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
sentence: “For purposes of this subsection, contributions or pay-
ments on behalf of the decedent while he was an employee within
the meaning of section 401(c¢) (1) made under a trust or plan
described in paragraph (1) or (2) shall be.considered to be contri-
butions or payments made by the decedent.” -

(j) GrFr Tax Exemprion or EMpPLOYEES’ ANNUITIES,.—Section 2517
of the Internal Revenue Code of 1954 (relating to exclusion from gift
tax in case of certain annuities under qualified plans) is amended—

(1) by striking out in subsection (a) (2) “met the requirements
of section 401(93 (3), (4), (5), and (6)” and inserting in lieu
thereof “was a plan described in section 403 (a)”; and

(2) by adding at the end of subsection (b) the following new
sentence : “For purposes of this subsection, payments or contribu-
tions on behalf of an individual while he was an employee within
the meaning of section 401(c) (1) made under a trust or plan
described in subsection (a) (1) or (2) shall be considered to be
payments or contributions made by the employee.”

(k) Feperar UnempPLoYMENT TAx Acr.—Section 3306 (b) (5) of the
Internal Revenue Code of 1954 (relating to definition of wages) is
amended by striking out subparagraph (B% and inserting in lieu there-
of the following new subparagraphs:

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

“(C) under or to a bond purchase plan which, at the time of
such payment, is a qualiﬁeg bond purchase plan described in
section 405 (a) ;”.

(1) Wrranorpine or Incomr Tax.—Section 3401(a)(12) of the
Internal Revenue Code of 1954 (relating to definition of wages) is
amended by striking out subparagraph (B) and inserting in lieu there-
of the following new subparagraphs:

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

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

(m) INrForRMATION REQUIREMENTS.—

(1) Ix ceExerarL.—Subpart B of part III of subchapter A of
chapter 61 of the Internal Revenue Code of 1954 (relating to
information concerning transactions with other persons) is
amended by adding after section 6046 the following new section:

“SEC. 6047. INFORMATION RELATING TO CERTAIN TRUSTS AND
ANNUITY AND BOND PURCHASE PLANS,

“(a) TrusteErs anp INsuranceE Companies.—The trustee of a trust
descri in section 401(a) which is exempt from tax under section
501(a) to which contributions have been paid under a plan on behalf
of any owner-employee (as defined in section 401(c) &)2, and each
insurance company or other person which is the issuer of a contract
purchased by such a trust, or purchased under a plan described in
section 403 (a), contributions for which have been paid on behalf of
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any owner-employee, shall file such returns (in such form and at

such times), keep such records, make such identification of contracts

and funds (and accounts within such funds), and supply such informa-

tion, %ii)e the Secretary or his delegate shall by forms or regulations
rescribe.

“(b) OwxEr-Exmprovees.—Every individual on whose behalf con-
tribut)l(ins; have been paid as an owner-employee (as defined in section
401(e) (3) )—

( ‘-‘(1% to a trust deseribed in section 401(a) which is exempt

from tax under section 501 (a), or

“(2L to an insurance company or other person under a plan

described 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
1'eﬁulations.

“(¢) Emprovees Unper Quaririep Bonp Purcaase Prans.—Eve
individual in whose name a bond described in section 405(b) (1) 1s

urchased by his employer under a qualified bond purchase plan

escribed in section 405 (a), or by a trust described in section 401(a)
which is exemggsfrom tax under section 501(a), shall furnish—
“(1) to his employer or to such trust, and
“(2) to the Secretary (or to such person as the Secretary may
by regulations prescribe), !
such information as the Secretary or his delegate shall by forms or
regulations prescribe.

“(d) Cross REFERENCE.—

“For eriminal penalty for furnishing fraudulent information, see
section 7207.”

(2) Crerioar, asmENDMENT,—The table of sections for such sub-
part B is amended by adding after the reference to section 6046
the following:

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

(3) Pexavnry.—Section 7207 of the Internal Revenue Code of
1954 (relating to fraudulent returns, statements, or other docu-
ments) is amended by adding at the end thereof the following new
sentence: “Any person required pursuant to section 6047 (b) or
(¢) to furnish any information to the Secretary or any other
person who willfully furnishes to the Secretary or such other

rson any information known by him to be fraudulent or to be
alse as to any material matter shall be fined not more than $1,000,
or imprisoned not more than 1 year, or both.”

SEC. 8. EFFECTIVE DATE.

The amendments made by this Act shall apply to taxable years
beginning after December 31, 1962.

Approved October 10, 1962.
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