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SUMMARY OF TESTIMONY ON ADMINISTRATION'S PEN· 
SION PROPOSAL "INDIVIDUAL RETIREMENT BENE· 
FITS ACT OF 1971" (H.R: 12272) 

On December 8, 1971, the Administration submitted its pri \'ate 
pension proposals entitled the "Individual Retirement Benefits Act 
of 1971." The proposals are embodied in R.R. 12272, introduced by 
Chairman Mills and Congressman Byrnes of 'Wisconsin at the request 
of the Administration. The proposed legislation,as described by the 
Administration, is designed :to strengthen the private retirement sys­
tem by providing minimum standards of participation and vesting in 
the benefits offered by an employer sponsored pension plan and to 
encourage the expansion of the private retirement system by offering 
greater tax benefits to individuals who choose to invest in a retirement 
savings plan. In general, the proposal would: (1) establish minimum 
standards for participation and for vesting of benefits under pension 
and profit sharing plans; (2) grant deductions to individuals for 
personal savings for retirement; and (3) increase the deductible con­
tribution which may be made on behalf of self-employed individuals 
and shareholder-employees of subchapter S corporations to 'a retire­
ment plan which covers themselves and their employees. 

Testimony was received before the Committee on Ways and Means 
from the Administration, Members of Congress, and the general pub­
lic at public hearings held May 8 through May 16, 1972. Summarized 
below are the stlatements of the witnesses appearing during the public 
hearings, as weU as written statements submitted :to the Committee on 
1\T aysand Means with respect to the provisions in the Administra­
tion's proposal and other tax proposals in this same "general 'area. 

I. EMPLOYER PLANS 

Age and Service Eligibility Requirements 

Pre8ent law.-The statute' does not presently contain any specific 
eligibility conditions relating to age or service. Current regulations 
allow plans to be limited to employees who have (1) attained a desig­
natedage, or (2) have been employed fora designated number of 
years, as long as the effect is not discriminatory. Also, underadminis­
trative practice, a plan may exclude employees who 'are within a certain 
number of years of retirement (e.g., 5 or less) when they would other­
wise become eligible to participate. 

Administration'8 propo8al.-Provides that a qualified plan could not 
require ('as a condition of participation) !any one of the following: 

(1) that an employee have service with the employer in excess 
of 3 years; 

(2) that an employee have attained an age in excess of 30 years; 
or 

(3) that an employee who would otherwise become eligible to 
participate be more than 5 years younger than the earliest age at 
which he could retire with unreduced benefits. 

(1) 
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A. COjUMENTS S"GPPORTING THE ADMINISTRATION'S PROPOSAL 

W ilUam A. Dreher, president, William A. Dreher & Associates, Inc. 
(May l1-sixth witness). 

First Investment Annuity Oompany of America, John F. Bridges, 
President (May ll-eighth witness). 

United States Savings & Loan League (written statement). 
B. COMMENTS OPPOSING THE ADMINISTRATION'S PROPOSAL 

National Society of Professional Enginers, Pa,ul E. Robbins, Execu­
tive Director, also representing American Society of Mechanical Engi­
neers, American Society for Metals and the Institute of Electrical and 
Electranics Engineers (May 10-fourth ~()itness). Participation re­
quirements should not exceed one year of service or attainment of an 
age higher than 25. 

United Auto Workers of America, Nelson J. Edwards, Vice Presi­
dent ( May 1 ~first witness) : Opposes a minimum age or 3-year serv­
ice requirement and believes workers should receive full pension credit 
for a:ll years of service. 

Association of Long Island Engineers and Scientists (written state­
ment) : Believes that a maximum of one year's service should be re­
quired for partici ration in a pension plan. 

Rocky M ountain Motor Tariff Bureau (~()ritten statement): Be­
lieves the minimum age requirement of 30 discriminates against 
younger employees and should be lowered. 
c. OTHER COMMENTS 

Marshall I. Wolper, National Association of Life Underwriters and 
Association for Advanced Life Underwriting ( May 9-swth witness) : 
An employer should be able to exclude union employees who do not 
wish to participate and, for purposes of determining discrimination 
and coverage, the present statutory test should be amended to make 
clear that exclusion of employees who are not eligible to participate 
under the administration's proposed standards, does not constitute 
discrimination. Also suggests that a minimum of 5 years (rather than 
3 years) of participation be required before 50 percent vesting is at­
tained under the alternative test. 

Eldon Nyhart, Indianapolis, Indiana (May 9-tenth witness) : Sug­
gests standards for participation require that all employees 25 years 
or over with 3 or more years of service be eligible to participate. 

National Retired Teachers Association and Americitn Association 
of Retired Persons, Oyril Birtchfield, for Bernard E. Nash, Executive 
Director (May 10-fhird ~()itness): Believes the minimum service re­
quirement should not be more than 3 years. 

National Association of Manufacturers (written statement): Rec­
ommends employee coverage under private pension plan be mandatory 
after 5 years of service rather than 3. 

Pre-Retirement Vesting 

Present.law.-Although a quali'fied pl,an must provide that an em­
ployees' rlghts are nonforfeitable upon its termination, or on discon­
tinuanceof contributions thereunder, there is no requiremellt that an 
employee have a nonforfeitable right to receive his accrued benefit be­
fore reti~ement. ('Dhe lack of p~e;-retirement· vesting may, however, 
be taken mto account to dete,rmine ,whether the pI,an is discriminatory.) 



Administration's proposal.-
(1) Time of vesting.-Provides that a qualified plan must 

reqmre tJhatan employee's rights in 50 percent of accrued benefitB 
become nonforfeitable on whichever of the following occurs later­

. (a) as of the end 'Of the year in which the sum of his age 
and years of pal'tic]pation in the plan equals or exceeds 50 
("rule of 50"), or 

(b) after 3 years participation in the plan (reduced by 
any service before eligible to partidpate in plan). 

(2) Vesting as to balanoe of aoor'tled benefit.-After the occur­
rence of the 'event in (1), the employee's rights in the remaining 50 
percent of accrued benefits must become nonforfeitable at least 
ratably over the next 5 years. 

(3) Relief for plans not fully funded.-Existing plans are re­
lieved of the pre-retirement vesting requirements during a plan 
year in which-

(a) benefit payments to retired participants exceed benefit 
accruals; and 

(b) rt!he vtaIue of accrued ,liabilities to retired and active 
participants taken together exceeds the value of plan assets. 

Thi,s relief is not to 'apply during any year in which the pllan is 
amended ,to provide for greater benefits within the next 5-year 
period. 

A. COMMENTS SUPPORTING THE ADMINISTRATION'S PROPOSAL 

John N. Oookenbaoh, Amer'ioan Bankers Association (May 9-4"inth 
witness. 

Amerioan Institute of Oertified Publio Aooountants, Robert G. 
Ski""ner, Ohairman, Division of Federal Tamation (May lO-first wit­
ness) : Supports the rule of 50 as one acceptable standard. 

Golf Oourse Superintendents Assooiation of Amerioa. Oharles G. 
Baskin, Ohairman of the Pension Oommittee (]/I! ay lO-fifth witness): 
Supports proposal to establish a standard for vesting of pensions to 
protect employees '\vho move from job to job. 

Teaohers Insura:noe and Annuity Assooiation of Amerioa and Ool­
lege Retirement Equities Fund, William O. Greenough, Oha:irman 
(May l1Z-third witness): Supports the rule of 50 as a minimum 
standard for vesting. 

Honorable John N. Erlenborn, Member of Oongress, Illinois (May 
16-seoond witness). 
B. COMMENTS OPPOSING THE ADMINISTRATION PROPOSAL 

Honorable Jaoob K. Javits, United States Senator, New York (May 
8-seoond witness) : States that rule of 50 discriminates against the 
hiring of elderly persons; vesting rule should provide for early and 
"age-neutral" vesting. Proposes "deferred graded vesting"-10 per­
cent after 6 years, and 10 percent more each year thereafter until. full 
vesting after 15 years. 

National Retired Teaohers Assooiation and Amerioan Assooiation 
of Ret'i,red Persons, Oyril Birtohfield, for Bernard E. Na8h, Emeouti1)e 
Direotor (111 ay lO-third witness) : Opposes the rule of 50; believes 
that rapid vesting on a graduated basis is more desirable and that 
there should be no minimum age requirement for vesting. 

National Sooiety of Professional Engineers, Paul E. Robbins, Em­
eoutive Direotor, also representing Amerioan Society of Meohanioal 
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Engineers, American Society fG.r Metals and the Institute of Electrical 
and Electronics Engineers (Mayl0-fourth witness): Opposes the 
rule of 50 'and supports requirements for immediate vesting. Alter­
natively, full vesting might occur ratably over a period of 5 years. 

Gerald S. Susman, Bluestein & Prusky Associates ( May 10-seventh 
witness): Believes that vesting should depend on years of service 
rather than age and that not more than 15 years' service should be 
required for full vesting. 

American Federation of Labor-Oongress of Industrial Organiza­
tions, AndrC'lc J. Biemiller, Director, Department of Legislation (May 
ll-first witness): Fa VOl'S national standards of vesting for single 
employer plans, but has serious reservations with regard to the "rule 
of 50." Believes that this vesting standard could easily result in dis­
crimination in employment against older workers. 

United Auto Worke1's of America, Nelson J. Edwards, Vice Presi­
dent ( 111 ay l1Z-first witness) : Opposes the rule of 50 on the ground 
that it denies vesting to younger employees. Also opposes feature of 
R.R. 12272 which requires vesting only for benefits accrued after 
December 31, 1973. Believes all benefits should be fully vested after 
10 years' service. 

Association of Long Island Engineers and Scientists (wntten state­
ment): Believes there should be immediate vesting of rights in a pen­
sion plan, or that full vesting should occur ratably over a five year 
period. 

Blue Bell, Inc. (writen statement): Opposes the rule of 50, and 
believes vesting formula should be designed to encourage employees 
to remain with their employer. 

H onorable Edward P. Boland (wntten statement) : Opposes rule 
of 50 as ultimately compounding problems that older 'workers face in 
obtaining suitable employment. 

Califm'nia Products Om'poration (written statement) : Opposes the 
rule of 50; believes the employer should be entitled to use its pension 
plan as a means of encouraging employees to remain in its employ. 

Honorable John D. Dingell, Member of Oongress, Michigan (writ­
ten st((tement) : l:-rges support of R.R. 686 which would require fun 
vesting after 10 years of service. 

Michael F. Firm (l1'ritten statement) : Opposes minimum vesting 
requirements on Q"rounds of cost. 

1I onorab 1e Seymour Halpern, 111 ember of 0 ongress , New Y O1'k 
(lcritten satement): Favors proposal for deferred graded vesting-
10 percent after 6 years, and 10 percent more each year thereafter until 
full vesting after 15 years. 

Taxation with Representation, Barry Bressler (written statement) : 
Advocates immediate vesting of pension plan rights and believes ad­
ministration proposal will encourage employers to discharge workers 
af': they approach the time of vesting. 

Taxation with Repl'esentation, William 1Vithers ('written state­
merd) : Opposes the rule of 50 on the ground that it may discourage 
hiring of the elderly. 

c. OTHER CO:U:JlfEXTS 

Honomble EZ11wod H. Hillis, JlemQe1' of Oongress, Indiana (lJlay 
8~fifth witne88): urges adoption of ruleof40 pursuant to. which 10 
pcr:cent of b?nefits \vould vest; remaining benefits would vest at the 



rate of 10 percent per year. vVould provide for imniediate vesting 
where retirement is a result of disability. Would provide for vesting 
of all benefits, and not just that portion accrued after the act becomes 
effective. . 

Marshall I. Wolper, National Association of Life Underwriters 
and Association for Advanced Life Underwriting (May 9-siwth 
witness) : Suggests that a general provision be added providing that 
any tests or requirements in terms of age should be deemed satisfied if 
they are satisfied by the anniversary date under the plan ,vhich follows 
attainment of the age in question. . . 

Robert J. Jiyen, Sil'uer Spring~ MaryZand (May 9-seventh wd­
ness): Suggests that employees with vested benefits in contributory 
plans should be prohibited by law from withdrawing benefits, thereby 
destroying their vested rights, or, alternatively, that employees be al­
lowed to ,vithdra 'v their contributions to qualified plans without 
destroying their vested benefits. 

Walter E. Klint, Oouncil on Employee Benefits (Ji ay 9-eighth 
witness) : Urges a minimum period of participation of 5 years (rather 
than 3) and, as an alternative to the rule of 50, suggests that a plan be 
qualified if 100 percent of an employee'S rights are vested after not 
more than 10 years of participation in the plan. 

Eldon Nyhart, Indianapolis, Irndiana (May 9-tenth witness): 
Urges that plans be required to provide that 10 percent of accrued 
benefits be vested when sum of age and years of participation after 
act becomes effective equal 50; additional 10 percent of accrued benefit 
should become vested with each additional year of participation. This 
percentage would apply to the full accrued benefit and not just the 
portion that accrued after legislation becomes effective. 

Daniel Halperin, Professor of Law, University of Pennsylvania 
(J[ ay 9-twelfth witness): States that some procedure is needed to 
provide for vesting of benefits earned prior to the effective date of 
the bill, otherwise legislation would be of little aid to those now near­
ing retirement. 

National Retired Teachers Association and American Association of 
Retired Persons, Oyril Birtchfield, for Bernard E. Nash, Ewecutive 
Director (llhly lO-tMJ·dwitncss): Believes that dollar limitations 
should be imposed on the amount of benefits paid by qualified plans to 
an individual, or that there should be a maximum limit on contribu­
tions on behalf of anyone individua1. 

American Federation of Labor-Oongress of Indu.strial Organiza­
tions, AndreiD J. Biemiller, Director, Department of Legislation (May 
ll-first witness) : Suggests a vesting standard of 10 years for single 
employer plans. Points out that multi-employer plans should be ex­
empt from this standard because employee pension credits are portable 
as workers move to one employer in industry 01' trade to another. 

Bureau of Salesmen's National Associations, Marshall J. }J;[ antler, 
Managing Director (May l1-second witness): Favors Federal legis­
lation to prescribe minimum standards for vesting in qualified pension 
plans. 

Quentin J. Smith, Jr., President, and Preston C. Bassett, Vice 
Pre8ident and Actuary, Towers, Perrin, Forster & Crosby (May 
ll-fourth witness) : Recommends the following modifications: (1) 
that participation in a qualified plan should not be deferred for more 
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than 3 years regardless of the age of the employee; (2) benefits credit{ld 
to employee should vest at the later of 5 years of service or when the 
age of an employee plus his service is equal to 50; (3) employers should 
be ginn 5 years in which to comply with the vesting provisions since 
the cost of providing for vested benefits can be a burden for many 
organizations; and (4) benefits should be vested for all years of cred­
ited senicc and not just for years of participation in a plan subsequent 
to 1973. 

William A. Dreher, President, William A. Dreher and Associates, 
Inc. ( May l1-sixth 'witness): Suggests that the bill permit an 
employer to have a lesser degree of vesting under a single plan if he 
can demonstrate to the statisfaction of the Secretary that the combined 
vested rights under all plans (such as a pension or profit sharing, 
thrift or savings plan) qualified under section 401 of the Internal Rev­
enue Code comply with the "rule of 50" requirements. Believes that 
any meaningful minimum vesting requirement must apply to all years 
of participation under a plan and not only to benefits accrued after 
1970. 

Haoat Fer8ter, LYelL' York City (May ll-ninth 1.1'itne88): Believes 
that the pending bill covering priyate pension plans should not re­
quire multi-employer union plans to vest. 

Amerleon Telephone & Telegraph Oompany, Stanley L. King, Jr., 
Assistant Fice President for Human Resmlrces (May l2-second 'wit­
ness) : Generally supports the administration proposal, including the 
rule of 50, but believes the bill should be amended to provide that only 
retirement benefits will become vested, that vested retirement benefits 
need not be paid until the worker reaches age 65, and that the bill does 
not apply to qualified savings plans for employees, which have a sep­
arate Yesting schedule for each year of contributions. 

Amr)'ican Life Oom'ention and Life Insurance Association of Amer­
ica (lCl'itten statement): Generally supports the idea of minimum 
standards for participation and vesting, and believes the administra­
tion. proposal is one acceptable approach. However, believes that 
qualIfied plan should be permitt{ld toO provide, at its option, that benc­
fits Yest only to the extent that thev are funded. Also believes that 
substantial administrative effort wilI"be required of plan managers and 
the Internal Revenue Service to adjust to the proposed ne\v rules, and 
that plans should be a]]mved a thrce~plan-year period of grace after the 
effecti ye date of the Act to conform their plans to the new requirements 
and obtain IRS approval. 

AmeriNtn Textile Manufacturer-8 Institute (written .statement): 
Supports proposal to make vesting apply only to those benefits accrued 
after December 31, 1973 in order to reduce financial pressure on 
t·xisting plans. 

lVa7ter H. Brummund, Appleton. lVisconsin (written .statement): 
BelieYes the rule of 50 is rigid and that forfeiture of rights should be 
permitted in the event of employee dishonesty. 

Council of Profit Sharing Industnes ('Written statement): Suggests 
that a minimum vesting standard which requires full vesting after 
10 years of service should be allowed as an alternative to the rule of 
50: also suggests that the rule of 50 should not be applied in the case 
of profit sharing plans, known as "class year plans," which typically 
provide for vesting of the funds accumulated uncleI' the plan during 
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each yeat of the plan's operation. Instead, class year plans should be 
required to provide for vesting of each year's accumulations dter 
some prescribed period following the close of the class year. 

James R. Dudeck, Jacksonville, Florida (written statement) : Sug­
gests that a system of deferred graded vesting might be preferable to 
the rule of 50. 

Johnson &; Higgins (written statement): Generally opposes man­
datory vesting but believes the rule of 50 is superior to other proposals. 

Mobil Oil Oorporation (written statement): Believes that the rule 
of 50 is one acceptable standard, but that an alternative should be 
provided allowing qualification where the plan provides for full vest­
jng not later than the completion of 10 years of service. 

National Association of Manufacturers (written statement): Be­
lieves that rule of 50 may:be one reasonable proposal, but that an al­
ternative should be provided, allowing plans to qualify if they provide 
for full vesting after 10 years of participation. Also believes that vest­
ing ought to include only accrued normal retirement pension payable, 
commencing at age 65 (not ancillary benefits such as early retirement. 
permanent disability) . 

National Retail Merchants Association (written statement) : Unsure 
on rule of 50 because of inability to estimate cost impact on various 
industries. If vesting requirements enacted, employer should have 
flexibility to demonstrate to IRS that his plan is equivalent (although 
not identical) to enacted legislation. Also urges modification of H.R. 
12272 to specify "accrued benefits" vesting refers only to employee's 
normal retirement benefit (e.g., life annuity beginning at normal re­
tirement age) and does not include death benefits or early retirement 
benefits. 

Taxation with Representation, Robert N. Schoeplein (written state­
ment) : Believes a "rule of 40" is more appropriate than the "rule of 
50." 

II. SELF-EMPLOYED RETIREMENT PLANS 

Age and Service Eligibility Requirements 

Preswnt law.-If an owner-employee (i.e., a sole proprietor, or a 
partner with a greater than 10 percent interest in capital or income) 
participates, the plan must coverall employees with 3 or more years 
of service. 

Administration's proposal.-A plan in which an owner-employee 
participates must cover each employee-

(1) who has 3 years or more of service if he is less than 30 
years old, 

(:2) who has :2 years or more of service if he is between 30 and 
35 years of age, and un who has one year or more of service if he is 35 years of age 
or older. 

A. COMMENTS SUPPORTING THE ADMINISTRATION'S PROPOSAL 

Fi1wt Investment Annuity Oompany of America, John F. Bridges, 
President (May ll-eighth witness). 
B. COMUENTS OPPOSING THE ADlHINISTRATION'S PROPOSAL 

American Instit1de of Oertified Public Accountants, Robert G. 
Skinner, Ohairman, Division of Federal Taxation (Llfay lO-first wit-

78~387-72-2 
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ness) : Believes the eligibility requirements for plans benefiting owner­
employees should be the same as those for employer plans. 

National Society of Professional Eng1:neers, Paul E. Robbins, Em­
ecutive Director, also representing American Society of Mechanical 
Enr;ineers, American Society for Meals and the Institute of Electrical 
and Electronics Engineers (May 10-fourth witness): Participation 
requirements should not exceed one year of service or attainment of 
an age higher than 25. 
C. OTHER COM3fENTS 

National Retired Teachers Association and American Association of 
Retired Persons, Oyril Birtchfield, for Bernard E. Nash, Emecutive 
Director (May lO-third witness): Believes the minimum service re­
quirement should not be more than three years. 

The Honorable G. William Whitehurst, Membe1' of Oongress, Vir­
ginia (written statement) : Recommends that ministers should be eli­
gible to establish Keogh plans on their own behalf. 

Pre-Retirement Vesting 

Present law.-A plan in which an owner-employee participates must 
provide for immediate vesting of benefits for all covered employees 
(i.e., a nonforfeitable interest in the contributions made on an em­
ployee's behalf under the plan) . 

Administration's proposal.-In a plan in which an owner-employee 
participates, an employee's interest-

(1) must be nonforfeitable in at least 50 percent of his accrued 
benefit at the close of the first plan year in which the sum of his age 
and his years of participation in the plan equal 35 ("rule of 35"), 
and 

(2) must become nonforfeitable in the balance of his accrued 
benefit under the plan at least ratably over the next 5 years. 

A. COMMENTS SUPPORTING THE ADMINISTRATION'S PROPOSAL 

First Investment Annuity Oompany of America, John F. Bridges, 
President (May ll-eig hth witness) . 
B. COMMENTS OPPOSING THE ADMINISTIL<\TION'S PROPOSAL 

Elliot I. Miller, Esq., New York Oity (May 9-eleventh witness): 
Believes that self-employed plans should not be subject to more 
stringent vesting requirements than corporate plans; suggests that the 
rule of 50 should also apply to self -employed plan. 

Gerald S. Susman, Bluestein and Prusky Associates (May 10-
seventh witness): Believes that vesting should depend on years of 
service rather than age and that not more than 15 years' service should 
be required for full vesting. 

Contributions 
Present la~o.-

(1) In the case of a self-employ"d individual-
(a) a deductible contribution made by the employer is 

limited to the lesser of 10 percent of earned income or $2,500 ; 
(b) an additional $2,500 nondeductible contribution may 

be made by the self-employecl participant in certain circum­
stances; and 
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(c) penalties are imposed if excessIve contributions are 
made and are not repaid. 

(2) In the.case of a shareholder-employee of a subchapter S 
corporation-

(a) no limit is imposed on the amount that may be con-
tributed on his behalf, . 

(b) but if the contribution exceeds the lesser of 10 percent 
of compensation or $2,500, the excess is includible in his gross 
income. 

Administration's proposaZ.-
(1) The rate at which deductible contributions may be made on 

behalf of self-emplo,yed individuals may not exceed the .lowest 
rate at which contrIbutions are made on behalf of any other 
participant (but in any event not more than 15 percent of earned 
income). 

(2) The maximum amount of earned income to which the rate 
may be applied is $50,000 (i.e., this would permit a deduction of 
as much as $7,500, but only if the owner-employee contributed 
15 percent of compensation for his employees and had earned 
income of at least $50,000) . 

(3) Additional nondeductible contributions made by a self-em­
ployed participant may not exceed 10 percent of earned income, 
again with a maximum of $50,000 of earned income. (Ten percent 
is the limit under existing administrative practice applicable to 
nondeductible voluntary contributions by any partiCIpant in a 
qualified plan. ) 

(4) Shareholder-employees of subchapter S corporations are 
subject to same rules in above paragraphs (1), (2), and (3). 

A. COMMENTS SUPPORTING THE ADMINISTRATION's PROPOSAL 

Sheldon S. Oohen, Special Oommittee on Retirement Benefits, 
American Bar Association (May 9-second witness): Favors the ad­
ministration's proposal but would prefer to see all distinctions between 
self -employed and employer plans eliminated. 

Honorable Eugene J. Keogh, New York Oity (May 9-third wit-
ness). . 

Robert J. Myers, Silver Spring, Maryland (May 9-sixth witness): 
Supports increase in limits for self-employed retirement as simply 
updating of previously stated dollar amounts so as to recognize changes 
in economic conditions; suggests that ceiling be related to maximum 
taxa:ble earnings base under social security system so as to a void neces­
sity of increases in future. 

National Society of Professional Engineers, Paul E. Robbins, Ex­
ecutive Director, also representing American Society of Mechanical 
Engineers, American Society for Metals amd the institute of Electrical 
and Electronics Engineers (May lO-fourth witness). 

Jockeys' Guild, inc., Nick Jemas, National Managing Director (May 
lO-sixth witness) : Supports the administration proposal to raise the 
maximum deductible contribution from $2500 to $7,500 per year, ad­
vocates that a minimum deductible contribution of $720 per year be 
allowed, and also advocates that individuals with substantial fluctua­
tions in income be allowed to contribute additional money in high 
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income years to make up for contributions which could not be made 
in low income years. 

Honorable John N. Erlenborn, Member of Oongress, Illinois (May 
16-first witness) . 

American Association 0 f Medical Olinics (written statement) . 
American Dental Association (written statement). 
American Life Oonvention and Life Insurance Association of Am,er­

ica (written statement) . 
American Medical Association (written statement). 
Association of Mutual Fund Plan Sponsors, Inc. (written state-

ment). 
Walter H. Brummund (written statement). 
Oouncil of Profit Sharing Industries (written statement). 
Warren Dill (written statement). 
District of Oolumbia Dental80ciety (written statement). 
Empire State Home Furnishings Representatives Associations, Inc. 

(written statement). 
Georgia Home Furnishings Representatives Association (written 

statement) . 
Elliot A. Herman (written statement). 
Illinoi~ State Bar Association (written statement). 
Indianapolis Bar Association (written statement). 
Los Angeles Oounty Bar Association ( written statement) . 
Loui~iana Home Furnishings Representatives ('written statement). 
National Association of Public Accountants (written statement). 
National Home Furnishings Representatives Associations (written 

statement) . 
National League of Insured Sa'lJings Associations (written state­

ment). 
New England Home Furnishings Representatives Association, Inc. 

( 1.()ritten statement) . 
Toccoa Olinic Medical Associates (written statement) . 
United States Savings & Loan League (written statement). 

B. CO~I~IENTS OPPOSING THE ADMINISTRATION'S PROPOSAL 

American Federation of Labor-Oongress of Industrial Organiza­
tions, Andrew J. Biemille1', Directo1', Depa1'tment of Legislation (May 
ll-first witness): 'Stat~s that the AF.L--CIO opposed the original 
Keough bill as a tax avoidance program favoring the well-to-do and 
indicates that it opposes the expansion of it now. 

United Auto Workers of America, Nelson J. Edwards, Vice Presi­
dent ( May 1PJ-first witness) : Opposes raising the maximum deduct­
ible amount from $2,500 to $7,500 on the ground that this discrimi­
nates in favor of the wealthy. 

J?hn Y. Taggert, New York Oity (written statement): Believes 
parIty should be achieved between employer and self-employed plans 
by placing limits on deductible contrihutions under employer plans. 
C. OTHER COM1\fENTS 

Honomble Jacob K. Javits, United States Senator, New York (May 
8-second witness): States that there is no basis for discrimination 
between retirement plans for corporate employees and plans for sel£­
employed persons. The limit should be liberalized and should be equal. 
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Elliot 1. Miller, New York Oity (May 9-eleventh witne8s): Be­
lieves that limit on deductible contributions should be raised to $10,000 
rather than the $7,500 as in the administration's proposal. 

Daniel Halperin, Profe880r of Law, Univer8ity of Pe'lQ,nsylvania 
( May 9-twel fth witness) : Limitations 'should be imposed on the bene­
fits which can be paid out under self-employed and employer plans­
perhaps 80 percent of the first $50,000 of earnings. 

AmerioanInstitute of Oertified PublioAooountants, Robert O. Skin­
ner, Ohairman, Division of Federal Tamation (May 10-fir8t witness): 
Believes there should be no distinction between treatment of employer 
and self-employed plans. 

Alvin 1. Apfelberg, New York Oity (written statement): Believes 
that self-employed persons should be afforded the same rights as cor­
porate employees under the tax law with respect to pension plans. 

A880oiatvon of til e Bar of the Oity 01 New York, Oommittee on Tama­
tion (written 8tatement) : Believes there should be no distinction be­
tween employer and self-employed plans, but supports Admillistra­
tion's proposal to increase maximum deductible contribution from 
$2,500 to $7,500 as a temporary measure. 

Deohart, Prioe db Rhoad8 (written 8tatement): Opposes the pro­
vision which would reduce the 15 percent rate at which self-employed 
persons may make deductible contributions if contributions at less 
than 15 percent are made on behalf of employees. Believes deductible 
contributions by self-employed persons should be allowed to equal the 
lesser of 15 percent of earned income, or $7,500. 

Leonard S. Elman, New York Oity (written 8tatement): Believes 
that corporate employees should not be entitled to any greater pension 
benefits than those afforded to self-employed individuals. 

Alvin D. Lurie, N ew York Oity (written 8tatement) : Believes there 
should be no distinction between employer and self-employed plans, 
but supports the Administration's proposal to increase the maximum 
deductible contribution from $2,500 to $7,500. 

Southern Pension Oonference (written 8tatement): Supports the 
administration proposal to raise the maximum deductible contribution 
from $2,500 to $7,500, but believes it would be more equitable to re­
move all limitations, so as to achieve parity with employer plans. Be­
lieves this will encourage more partnerships and subchapter S cor­
porations to establish plans for their employees. , 

III. SPECIAL ELIGIBILITY AND PRE-RETIREMENT VEST­
ING REQUIREMENTS FOR CERTAIN EMPLOYER PLANS 

Pre8ent law.-As is the case with employer plans generally, present 
law provides no special requirements on age and service conditions 
for participation or on pre-retirement vesting for partnership plans 
for employees where no owner-employee participates or for plans 
maintained by closely held corporations (including professional 
corporations) . 

Administration'8 propogal.-The Secretary would be authorized to 
issue regulations setting forth the circumstances under which plans 
of the following type would be· considered nondiscriminatory-
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(1) a plan of a partnership in which no owner-employee (a 
lO-percent owner) participates and which provides benefits for 
a partner having (a) more than a 5-percent interest, or (b) an 
interest between one and 5 percent, if all such employees with 
interests of this size together own more than 50 percent of the 
interests, or 

(2) a plan of a corporation which provides benefits for a share­
holder who owns (a) more than 5 percent of the stock, or (b) 
between one and 5 percent of the stock, if all such shareholders 
own (directly or indirectly) more than 50 percent in value of the 
outstanding stock. 

The regulations are to provide that plans of this type referred to 
above, in order to qualify as nondiscriminatory, must provide for 
more rapid pre-retirement vesting and earlier age and service condi­
tions for participation than employer plans generally, but such regu­
lations may not require of these plans more rapid pre-retirement 
vesting or earlier age and service conditions for participation than is 
required of self-employed retirement plans. 
COl\IMENTS ON ADMINISTRATION'S PROPOSAL 

Marshall I. Wolper, National Association of Life Underwriters and 
Association for Advanced Life Underwriting ( May 9-sixth witness) : 
Urges that special eligibility and visiting rules for self-employed 
plans be deleted;· suggests that these requirements discriminate against 
small employer and put him at a competitive disadvantage. 

American Institute of Oertified Public Accountants, 80bert G. 
Skinner, Ohairman, Division of Federal Taxation (ll/ay 10-first 
witness) : Believes that more rapid vesting than the rule of 50 should 
be required where controlling ownership interests in a business entity 
also receive more than a 50-percent interest in employer contributions, 
but that this vesting requirement should not be more rapid than the 
rule of 35. 

Gerald S. Susman, Bluestein and Prusky Associates (May 10-
seventh witnes8) : Believes the administration proposal discriminates 
unfairly against small employers and will discourage them from 
adopting plans. 

IV. DEDUCTION FOR PERSONAL SAVINGS RETIREMENT 
PLANS 

PRESENT LAW 

There is no deduction for amounts contributed by an employee to 
a qualified pension plan (although the income earned on such amounts 
is not taxed until it is distributed) and no deduction for amounts 
paid by an individual for his own retirement outside the scope of a 
qualified plan. 

ADMINISTRATION'S PROPOSAL 

The Deduction 

New provisions of the Code would be added allowing a deduction 
for-
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(a) employee contributions to an employer-established plan, or 
(b) amounts contributed to an individual's own qualified indi­

vidual retirement account. 
The amount deductible would be limited to 20 percent of the first 
$7,500 of earned income, or: $1,500 maximum. 

In the case of a married couple, each spouse would be entitled to 
claim the deduction, and the limit would be applied separately to 
each spouse. 

A. COMMENTS SUpP()RTING ADMINISTRATION'S PROPOSAL 

Honorable Elwood H. Hillis, Member of Oongre88, Indiana (May 
8-fifth wUnc88). 

Robert J. Myer8, Silver Spring, Maryland (May 9-8eventh 
witnes8). 

National Retired Teachers A880ciation and American A8sociation 
of Retired Per80ns, Oyril Birtchfield, for Bernard E. N a8h, ExefJUtive 
Director (May 10-third witnes8) . 

Golf Oourse Superintendent8 A8sociation of America, Oharle8 G. 
Baskin, Ohairman of the Pension Oommittee (May 10-fifth witnes8): 
Believes that there should be provisions allowing a deduction for con­
tributions to an individual's personal retirement savings plan. 

Teacher8In8urance and Annuity A880ciation of America and Ool­
leqe Retirement Equitie8 Fund, William O. Greenough, Ohairman 
( May l2-third witnes8): Generally favors the administration pro­
posal as strengthening the private pension system, but suggests the 
use of a formula which would allow high contributions in high-income 
years to make up for contributions not made in low-income years. 

Honorable John N. Erlenborn, Member of 00ngre88, Illinoi8 (May 
l6-fir8t witne88). 

Michael F. Finn, Arlington, Va. (written 8tatement) : Supports the 
Administration's proposal to grant a deduction for personal savings 
retirement accounts. 

David Gatz, Bird8boro, Pa. (written 8tatement). 
B. COMMENTS OPPOSING THE ADMINISTRATION'S PROPOSAL 

Daniel Halperin, Profe8sor of Law, University of Pennsylq)ania 
(May 9-twelfth witne88): A deduction for personal savings will not 
benefit low and middle income taxpayers, who will generally be unable 
to save, but will give the wealthy another unwarranted tax benefit; if 
allowed, it should be structured so that it is not available to persons 
earning in excess of $15,,000 per year. 

American Federation of Labor-Oongre88 of Industrial Organiza­
tion.~. Andrew J. Biemiller, Director, Department of Legi8lation (May 
ll-first witnes8) : States that as a practical matter the plan has little 
value to those with low incomes since they need all of their income for 
living expenses and will be unable to set aside any of it for a personal 
savings retirement program. Believes for this reason that the provi­
sion will be extremely regressive, benefiting all the rich who wish to 
take advantage of it and none of the poor. 

United Auto Worker8 of America, Nel80n J. Edwards, Vice Pre8i­
dent (May l2-first witne8s): Opposes the administration proposal. 
Believes it will not aid moderate- and low-income families because 
they will be unable to save. Believes retirement income should be 
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provided through increased social security benefits, and that up to 
$15,000 of earnings should be subject to the social security tax. 

C. OTHER COMMENTS 

Jerome Landry, NationalOonferenee on Publio Employee Retire­
ment Systems (May 9-fourth witness) : Recommends that compulsoy 
contributions to retirement systems be excluded from gross income 
until the employee receives them either at retirement Or as a result of 
withdrawal. 

National Education Assooiation, W. Jack Tennant (May 9-fifth 
witness) : Urges consideration of allowing deduction for compulsory 
retirement contributions on the ground that a taxpayer is not in receipt 
of these amounts until withdrawal or retirement. 

W. Warren Barberg, National Assooiation of Life Vnde1Jwriters 
(Mc;,'y 9-simth witness): Urges increase in the $1,500 limit on de­
ductible contributions or, alternatively, no offset to amount deductible. 

Robert J. Myers, Silver Spring, Maryland (May 9-.seve.nth wit­
ness) : Urges that employees be allowed to deduct contrIbutIOns to a 
pri vate pension plan; suggests that such a step is necessary to prevent 
discrimination against contributory plans. 

Eldon Nyhart, Indianapolis, Indiana (llfay 9-tenth witness) : Sug­
gests that employees be allowed a deduction of up to 16 percent of 
compensation for contributions to qualified plans. 

National Oounoil on Teacher Retirement, Jaok E. Kennedy, Seore­
tary-Treasurer (May lO-seoond witness): Believes that compulsory 
contributions to a retirement system should be deductible, or that the 
benefits paid under a system should not be subject to tax. 

National Sooiety of Professional Engineers, Paul E. Robbins, Ex­
ecutive Direotor, also representing Amerioan Sooiety of M eohanioal 
Engineers, American Sooiety for Metals and the Institute of Eleotri­
cal and Eleotronics Engineers (May lO-fourth witness) : Believes the 
maximum deductible amount should be raised from $1,500 to $7,500. 

Bureau of Salesmen's National Assooiations, Marshall J. Mantler, 
Managing Director (May l1-second witness): Supports the individ­
ual retirement savings p1an but believes that the effectiveness of the 
proposed plan will depend upon its simplicity. Suggests that a flat 
$2,500 limitation on deductibility be provided (without 'any percent­
age test), to simplify the proposal while still providing a sufficient 
safeguard. 

Quentin J. Smith, Jr., President, and Preston O. Bassett, V ice Presi­
dent and Actuary, Towers, Perrin, Forster & Orosby (May ll-fourth 
witness): Suggests that provision should be made to carry forward 
some or all of any unused prior contribution limits since it is often 
difficult for employees to save during their early working years. 

Litton Industries, Inc., John H. Martin, Vice President (May 11-
fifth witness) : States that the usefulness of the proposal of tax deduct­
ibility of the employee's contribution has been severely limited by 
providing for a reduction of the deductible contribution if an em­
ployer contributes on the employee's behalf. Suggests that the reduc­
tion feature be eliminated and that the tax law should permit (1) a 
flat deduction of up to some amount, perhaps $1,500 or (2) a percent­
age of the social security wage base-say 15 percent, to keep the deduc­
tion in line over the years with what Congress considers a reasonable 
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lev~l of earnings to be used in establishing the basic social security 
retIrement level. . 

William A. Dreher, Pre8ident, William A. Dreher &: A880ciate8, 
Inc. (May 11-siwth witne88): Suggests that a more reason3Ible rule 
for determining the limit on deductible employee contributions would 
be 6 percent of current annual earnings, but not in excess of $1,500 
(tJhis limit would not be affected by employer contributions to a quali­
fied retirement plan). 

Honorable Bertram L. Podell, Member. of Oongre88, New York 
(May 16-second witne8s) : Proposes that any married individual or 
head of a household not covered by an employer's pension plan 
should be allowed to establish a deductible retirement savings account 
for himself as if he were a self-employed individual eaming $13,000 
per year. 

American £.ibrary A880ciation (written 8tatement) : Believes that 
all mandatory employee contributions of employees to a public retire­
ment system should be deductible. 

A880ciaN~on of Long Island Engineer8 and Scienti8t8 (written 8tate­
ment): Believes employees should be entitled to make contributions to 
a personal retirement savings account on the same basis as self­
employed individuals may under the Keogh Plan. 

A880ciation of Mutual Fund Plan Sponsor8, Inc. (written 8tate­
ment) : <.ienerally supports the .ad~inistration's proposal but believes 
the maXImum deductl!blecontrIbutlOn should be ralsed to $4000 (20 
percent of Ian individual's first $20,000 of earned income). 

o ouncil of Profit Sharing I ndu8trie8 (written 8tatement) : Generally 
supports the Administration's proposal, but believes that in the case of 
deductible employee contributiollstoan employer plan, the employee, 
!lot the employer, sh?uld be responsible for the necessary record keep­
mg to support the claIm for deduction. 

Oredit Union N ationalA880ciation, Inc. (written 8ta.tement) : Sug­
gests that voluntary nondeductible contributions to an individual re­
tirementaccount should be permitted eqUial to 10 percent of the indi­
vidual's earnings, or $2,500, whi0hever is lesser. 

Jame8 R. Dudeck, Jack80nville, Florida (written 8tatement): Gen­
erally supports the administration proposal but suggests that the maxi­
mum deductible limitation of $1500 should be changed to equal 20 
percent of the social security wage base; this would allow for an in­
crease in contributions if the social security wage base increased and 
would help combat the effects of inflation. 

Jame8 W. Hiem8tra, Inglewood, Oalifornia (written 8tatement): 
Believes that the $1500 maximum deduction should be raised to $7500 
to create equality with the proposed deductions to be allowed to self­
employed individuals. 

Jack B. John80n, New England Life ('written 8tatement): Believes 
the $1,500 limitation on deductible contributions should be increased. 

Henry V. Meyer, Denver, Oolorado (written 8tatement) : Believes 
that the minimum contribution of $1500 is too low, and suggests that a 
graduated scale be adopted, at least on a transitional basis, allowing 
older individuals to' contribute more to a retirement account than 
younger individuals. 

National Retail M erchant8 A88ociation (written 8tatement) : Advo­
cates that the proposed $1,500 maximum deductible contribution should 
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be increased to reflect the retirement needs of middle-management level 
employees. . 
. Rocky Mountain Motor Tariff Bureau (written statement): Be­

lieves the $1,500 limitation on deductible contributions should be in­
creased. 

Taxation with Representation, Robert N. Sch.oeplein (written state­
ment) : Points out that the administration proposal would primarily 
benefit higher income families who would be better able to save. 

United States Savings & Loan League (written statement): Sug­
gests that the maximulli deductible contribution be raised from $1,500 
to $5,000. 

Reduction of Deductible Amount 

The maximum deductible amount for an individual would be re­
duced by-

(a) payments, if any, made by his employer to a qualified pen­
sion plan (which the employee, at his optIOn, could assume had 
been made at a rate of 7 percent of earned income) , and 

(b) the FICA tax which would have been imposed on any 
earned income not subject to social security or the railroad retire­
ment system had this income been subject to this tax. 

A. COMMENTS OPPOSING THE ADMINISTRATION'S P~OPOSAL 

,Jer.ome Landry, National O.onference on Public Employee Retire­
ment Systems (lJfay 9-f.ourth witness) : Urges that the amount de­
ductible by employees not be reduced by the social security contribu­
tions which would have been made if the employees had been subject to 
social security. 

lFational Educati.on AS80ciati.on, W. ,Jack Tennant (lvJay 9-fifth 
'witness) : Believes that deductible contributions should not be reduced 
because an individual is not covered by social security. States that 
approximately 700,000 public educrutors are not presently covered by 
social security. 

Walter E. Klint, Oouncil .on Employee Benefits (May 9-eighth 
'Lvitness) : Urges that the amount deductible should not be offset by em­
ployer contributions to qualified plan; believes that consideration 
should be given to a carryforward provision under which an in­
dividual who is not able to make a contribution in one year may carry 
over the credit for an additional year. 

J .ohn N. O.o.okenbach, American Bankers Ass.ociation ( May 9--ninth 
witness) : Deductible contributions should not be reduced by employer 
contributions to a qualified plan, or because the individual is not cov­
ered by social security. 

iYati01wi O.ouncil .on Teacher Retirement, Jack E. Kennedy, Secre­
tary-Treasurer ( May lO-sec.ond witness) : Believes that the maximum 
deductible amount should not be reduced because an individua:l receives 
earned income which is not subject to the social security system. 

Nati9nal S.ociety of Pr.ofessi.onal Engineers, Paul E. R.obbi'ns, Exec­
utive Direct.or, als.o representing American S.ociety of 111 echanical 
Enguwers, American S.ociety f.or Metals and the Institute .of Electrical 
and ElectJ'Onics Engineers (ill ay lO-f.ourth witness): Believes the 
maximum deductible amount should be reduced to reflect employer con­
tributions to a qua'lified pension plan only if benefits attributable to 
those contributions are vested. 
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Bureau of Salesmen's National Associations, Marshall J. M antler, 
Managing Director (May l1-second witness): Suggests the elimina­
tion of the feature providing for reduction of the deductible contribu­
tion to reflect contributions made on behalf of the individual by his em­
ployer and suggests instead a fixed dollar ceiling (such as $1,5'00) for 
simplicity. 

American Library Association (written statement): Believes the 
deductible contributions should not be reduced in the case of employees 
receiving income not covered by social security. 

Jack B. Johnson, New England Life (written 8tatement): Opposes 
proposal to reduce deductible contribution by amount of employer con­
tribution, particularly in cases where employer contribution is not 
vested. 

Mobil Oil Oorporation (written 8tatement) : Individual contribu­
tions should not be reduced to reflect employer contributions to a qual­
ified plan. Alternatively, the reduction should equal 5 percent of the 
employee's earned income, with no option to the employee to prove a 
lesser employer contribution. 

National A880ciation of M anufacturer8 (written 8tatement) : Op­
poses proposal to reduce deductible contribution to reflect employer 
contributions made on behalf of the employee. Also believes that an 
assumed reduction of 4 to 5 percent of earnings would be more realis­
tic than the 7 percent rate in the Administration's bill. 

National Retail 11l erchant8 A8sociation (written statement): Be­
lieves maximum deductible contribution should not be reduced to re­
ilect employer contributions on behalf of the employee. 

Rocky Mountain lIlotor Tariff Bureau (written 8tatement) : Op­
poses the proposal to reduce the maximum deductible contribution by 
an amount equal to employer contributions made on behalf of an 
employee. 

Thom80n & McKinnon Auohincl088 Ino. (written 8tatement): Be­
lieves the maximum deductible amount of $1500 should not be reduced 
to reflect employer contributions on behalf of an employee because 
rights to those contributions may not be vested, or may be lost if pen­
sion plan funds are mismanaged. 
B. OTHER COMMENTS 

Jaok McKinley, The Prototype Planner (May 10--ninth witne88) : 
Generally supports the administration proposal, but believes that the 
maximum deduotible amount for an individual should onlv be reduced 
from $1500 to $1000 in the case of a person covered under ~ employer 
plan. 

Quentin J. Smith, Jr., Pre8ident, and Pre8ton O. Ba88ett, Vice Pre8i­
dent and Actuary, Tower8, Perrin, For8ter & Orosby (May ll-fourth 
witness) : Suggests that it would be unfair to reduce the deduction to 
reflect employer contributions to a qualified pension plan, particularly 
in a case where the employee's rights were not vested. 

American Textile M an1lfaot1,~rer8 Institute (written statement): 
B*:lie,,:es t~at the a~su.med reduction of 7 percent for employer con­
trI!mtlOns IS unrealIstIc and that 'a rate of 4 percent is more appro­
prIate. Also ~uggests that employers should not be required to furnish 
employees WIth a separate computation of the actual employer contri­
bution o~ his behalf, but should be allowed to supply an average 
computatIon. 
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Definition of a Qualified Individual Retirement Account 

In general, an individual retirement account is qualified if-
(a) it is maintained for the purpose of distributing the con­

tributions and income therefrom to the individual who estab­
lished the account, his spouse, or his beneficiaries; 

(b) no contributions in excess of the maximum deductible 
amount ($1,500 per year in the case of an individual with $7,500 
or more of earned income) are made to the account; 

( c) The assets of the account are not commingled with other 
assets of the individual or his sI,>ouse; 

(d) a "plan or other govermng instrument" provides that (ex­
cept in the case of death or disability) no distributions will be 
made from the account until the individual attains the age of 
591;2 years; and 

( e) a "plan or other governing instrument" provides that dis­
tributions from the account must begin not later than the time 
the individual attains the age of 701;2 yea,r8, and distributions must 
be large enough so that the entire account will be distributed at 
least ratably over his life expectancy or the combined life ex­
pectancy of the individual and his spouse. 

Management of Qualified Individual Retirement Account 

The account may be held in trust by a bank, credit union or with 
other trustee, but the individual is not required to establish a trust 
with re:..,pect to the account, and the account assets may be held in a 
custodial account. 

The funds of the account may be invested in a broad range of assets 
including stocks, bonds, bank accounts, and insurance or annuity 
contracts. 

The assets of the account may be transferred from one form of in­
vestment to another, or from one trustee to another, but account assets 
withdrawn from a particular form of investment or trustee must be 
reinvested within 60 days. 
COMMENTS 

Honomble EU,gene J. Keogh, New York Oity (i11ay 9-third wit­
ness) : Would allow deductible contributions to be made up to 31;2 
months after the close of the year in which the deduction is claimed. 

W. Warren Barberg, National Association of Life Underwriters 
(i11 ay 9-sixth witness): Bill should make clear that contributions 
may be invested in a number of ways such as fixed and variable an­
nuities and variable life insurance policies; also suggests that proposal 
be changed to allow investment in a form other than trust or custodial 
account, i.e., in life insurance where contract provides that cash sur­
render value may not be withdrawn. 

American /n,stitute of Oertified Public Acc01Jlntants, Robert G. Skin­
ner, Ohairman, Division of Federal Taxation (jJf ay lO-first witness) : 
Supports the administration proposal but believes that provision 
should be made for simplified reporting by individuals. 

First Investment Annuity Oompany of America, John F. Bridges, 
President (i11 ay ll-eighth witness) : Recommends the inclusion of di-
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reet purchase of annuity contracts as one of the forms for individual 
retirement savings. 

American Life Oonvention and Life Insurance Association of Amer­
ica ('written statement) : Believes that an individual should be allowed 
to establish a qualified individual retirement account by purchasing an 
insurance contract. 

Association of Mutual Fund Plan Sponsors, Inc. (1critten state­
ment): Believes the administration proposal should be amended to 
permit an individual to establish a qualified retirement account simplv 
by designating a contractual plan for the purchase of mutual fund 
shares as his account. 

Bank of America (written statement) : Believes that the bill, as well 
as current banking laws, should be amended to allow banks to com­
mingle the retirement savings plans of retired individuals into man­
agement agency accounts. 

Oorporate Fiduciaries Association of Illinois Employee Trusts 
C.ommittee (written statement) : Generally supports the administra­
tIOns proposal, but suggests that provision should be made to allow 
banks and trust companies to commingle the assets 'Of personal retire­
ment savings accounts in collective funds, and also suggests that such 
collective funds should be exempt fr'Om the securities laws, because 
registrati'On under the securities laws inv'Olves expense and red tape. 

Oredit Union National Association, Inc. (written statement): Gen­
erally supports the administration proposal, but suggests technical 
amendments to ensure that Federal credit unions, as well as State 
credit unions, could be custodians of individual retirement acc'Ounts. 

National League of Insured Savings Associations (written state­
ment): Generally supports administration proposal but requests that 
Homeowners Loan Act of 1933 be amended to make clear that Federal 
savings and loan associations are eligible to manage personal retire­
ment savings accounts. 

United States Sa'l)ings & Loan Lear/ue ('written statement): Re­
quests that the bill be amended to make clear that savings and loan 
associations may serve as custodians of personall'etirement accounts. 

Taxation of Beneficiaries 

Generally, amounts distributed or made available to a beneficiary 
of a qualified individual retirement account will be taxable to him in 
the year in which such benefits are received. 

Lump sum distributions from an individual retirement account 
would not be entitled to capital gains treatment, or to the special 
averaging treatment provided in section 72(n) of the Internal Rev­
enue Code with respect to certain lump sum distributions under an 
employer-established qualified pension plan. 

Amounts distributed from an individual retirement account before 
the individual reaches the age of 59112 (except in the case of death 
or disability) would not be subject to the general averaging provisions 
contained in subchapter Q of the Code, and would also be subject to 
an additional penalty tax equal to 30 percent of the amount premature­
ly withdrawn. 

After an individual has reached the age of 70112 years, an excise 
tax of 10 percent will be imposed annually on amounts retained in the 
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individual retirement accounf in excess of those amounts necessary so 
that the account may be distributed ratably over the life expectancy of 
the individual or the individual and his spouse. . 

COMJ\iENTS 

John N. Cookenbach, American Bankers Association (llfay 9-
ninth 1.citness): Suggests that 30 percent penalty applicable to pre­
mature distributions be reduced or eliminated; views current taxa­
tion as an adequate penalty. 

Jack JlcKinley, The Pl'ototype Planner (111ay lO-ninth witness): 
Believes that the 30 percent penalty on premature distributions from 
individu:al retirement accounts is excessive, and that the excise tax on 
undistributed amounts should be eliminated because there is no com­
parable provision for other types of qualified pension plans. 

BUl'ea1l of Salesmen's National Assodations, lIfal'shall J. i11antlel', 
Jlanaging Director (llfay 11-secon<1 witness): Believes that there 
should be no penalty in the case of early ,yit~ldrawals or, as. an 
alternative, that the penalty should only apply 111 the case of wlth­
drawalsnot made to meet emergency needs. 

William A. Dreher, Pl'esident, Williarn A. Drehel' &1 Associates, Inc. 
(illay 11-s1:xth witness): Suggests that the 30 percent penalty for 
premature distributions is excessive and recommends that it be elimi­
nated from the bill. 

American Life Corn'ention and Life Insurance Association of Amer­
ica (written statement) : Believes the 30 percent penalty for premature 
withdrawals is excessive, and that the penalty provisions should be 
conformed with those applicable to self-employed persons. A'lso be­
lieves a penalty-free distribution should be allowed prior to age 591;2, 
if the individual has elected early retirement. 

Association of Mutual Fund Plan SPOllS0r8, Inc. (written state­
ment) : Suggests that lump-sum distributions from a qualified personal 
savings account should be subject to the special averaging provisions 
of section 72(n) of the Code, which applies in the case of lump-sum 
distributions from a self-employed pension plan. 

Council of Profit Sharing Industl'ies (1.Dr'itten statement) : Opposes 
the 30-percent penalty for distributions prior to age 591;2, particularly 
in light of the rising trend toward early retirement. Also points out 
that many qualified profit sharing plans contain provisions allowing 
for partial withdrawal of contributions prior to age 591;2 in the event 
of extraordinary medical expenses, unemployment, or other severe 
hardship. 

lYlobil Oil C ol'poration (wl'itten statement) : Opposes the 30 percent 
pe~alty on premature distributions, especially in the case of early 
retIrement. 

Rocky Mountain lIfotol' Tariff Bureau (1oritten statement): Believes 
the 30 percent penalty on premature distributions is unduly harsh. 

COMMENTS ON OTHER AREAS 
Funding 

Honorable Jacob K. Javits, United States Senator, New York 
( May 8-secondwitness) : Recommends that pension funds be required 
to have assets suffieient to pay the benefits promised. 
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National Retired Teachers A880c'iation and American A880ciation 
of Retired Persons, Oyril Birtchfield, for Bernard E. Nash, Executive 
Director (May lO-third witne88) : Believes that accrued liabilities of 
the pension plan fund should be required to be amortized over a rea­
sonable period of time and that there should be insurance of unfunded 
benefits. 

National Society of Profe88ional Engineer8, Paul E. Robbins, al80 
repl'e8enting American Society of Mechanical Engineer8, American 
Society for Metal8 and the Institute of Electrical and Electronic8 
Engineer8 (May lO-fourth witne88): Believes that there should be 
provisions requiring the full funding of pension plans, or the insurance 
of unfunded benefits. 

American Federation of Labor-Oongre88 of IndU8trial Organiza­
tion8, Andrmv J. Beimiller, Director, Department of Legislation 
(May l1-fi1'8t witne88): Favors Federal legislation establishing 
minimum standards of funding with respect to single employer plans, 
but believes such standard.s are unnecessary in the case of multi­
employer plans. 

Bureau of Sale8'men'8 National A880ciation8, JJI ar8hall J. M antler, 
111 anaging Director (May 11-8econd witne88) : Recommends that pro" 
visions be added to the bill relating to mandatory funding. Believes 
that funding is necessary for the protection of both employees and 
employers; in the case of employers, if the funding of the plan is 
deferred for an extended period, the accrued liabilities may be so 
large when they become due that payment jeopardizes the solvency 
of the business. 

Quentin J. Smith, Jr., Pr~8ident, and PrC8ton C. lJa88ett, Vice 
Pre8ident and Actuary, Tower8, Perrin, Forster & Ur080y (May 
l1-j()'l(rth witne88) : Recommends action in this area be delerred untll 
furthel- study is completed. 

William A. Dreher, Pre8ident, William A. Dreher & AS80ciate8, 
Inc. (May 11-8ixth witne88) : Believes that to impose a narrowly de­
fined set of minimum funding standards would unreasonably restrict 
a gre.at many responsible companies and would have the practical 
effect of discouraging benefit improvements and the expansion of the 
private pension system to cover employees whose employers have not 
yet established private plans. 

A;nerican.l'elephqne & l'ele,qraph Company: Stanley L. King, J:., 
A88l8tant Vwe Pre8~dent for llulnan Re80urce8 (May I2-8econd w~t­
ness) : Opposes proposal for mandatory funding of accrued pension 
plan liabiEties on grounds of cost. 

Bernard Greenberg, United Steel Workers of America (May 16-
third witne8s) : IT rges that legislation require that qualified pension 
plans be adequately funded. 

National Association of Mamlfacturers (written 8tatement): States 
that funding of most pension plans is adequate; argues that regulation 
in this area would deprive plan sponsors of needed flexibility in fund­
ing and might discourage the establishment of new plans. 

Rocky M ou.ntain M otorl'ariff Bureau (written 8tatement) : Believes 
the bill should contain provisions to require full funding of additional 
costs caused by minimum vesting and eligibilty requirements created 
under the bill. ,.. L. ' 
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Insurance 
Honorable Jacob K. Javits, United States Senater, New York (May 

8-second witness) : Recommends that pension bill include provision 
rela.ting to insurance. 

Honorable Vance Hartke, United States Senator, Indiana ( May 8-
third witness): Urges adoption of an insurance program pursuant to 
which the Secretary would borrow money from the Treasury for its 
establishment. Loan would be repayed as soon as sufficient incoming 
premiums are received from covered pension programs. 

Honorable Elwood H. Hillis, Member of Congress, Indiana (kJay 
8-fifth witness) : Urges, as a condition for qualification, insurance 
issued by a priYate insurance carrier or a government agency similar 
to FDIC. 

Eldon Ny hart, Indianapolis, Indiana ( May 9-te1.dh witness) : Rec­
ommends that each pension plan be required to lllsure, through a 
Federal agency, that portion of the value of vested benefits in excess 
of 90 percent of the fund assets; in case of plan termination, the 
insuring agency would make up any deficiency in il111d assets. 

Daniel Halperin, Professor of Law, University of Pennsylvania 
(May 9-t'weZfth 'witness): Plans should be made to reqUIre that 
benefits promised will be paid even though the employer terminates 
a pension plan; the employer's assets should be available to satisfy 
claims by employees, with insurance available in the event of bank­
ruptcy. 

National Retired Teachers Association and American A8sociation 
of Retired Persons, 0Y1'il Birtchfield, for Bernard E. Nash, Ewecuti1)e 
Director (May 10-third witness) : Believes that pension plans should 
be insured to the extent of unfunded accrued liabilities. 

Quentin J. Smith, Jr., President, and Preston O. Bas8ett, Vice Presi­
dent and Actuary, Towers, Perrin, Forster&: Orosby (May ll-fourth 
witness) : Recommends action in this area be deferred until further 
study is completed. 

Herbert Ferste1\ New York Oity (Mall ll-ninth w1:tness): States 
that there is no need to require multi-employer union pension plans to 
pay for insurance. Indicates that experience proyes that these plans 
are not t('rJ11inatp r l. 

United Auto Workers of America, Nelson J. Edwards. Vice Presi­
dent (May 12-first witne8s): Believes there should be a Federal 
program of insurance to cover unfunded pension plan liabilities in the 
eyent of termination of a pension plan. 

Bernard Greenberg, United Steel Worke1's of A1nerica (May 16-
third 1lJitness) : Believes that qualified pension plans should be pro­
tected by a Federal plan of insuranee. 

Honorable Edward P. Boland, Member of Oongress, Massachusetts 
(written state1nent) : Supports plan termination insurance to protect 
pension rights of workers: also urges that in cases of plan terminations 
it be l11ade mandatorv that an employee be given an option of either 
receiying an actuarially-reduced pension from the time of his termina­
tion or a lump-sum payment or a combination lump-sum and periodic 
payment to carry him over until he finds a new job. 

Honorable Seymour Halpern, Member of Oongress, New York 
( w1'itten statement) : Favors legislation to establish Federal program 
of pension plan insurance. 
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Johnson &: Higgins (written statement): Opposes proposals for 
insurance of unfunded pension plan liabilities. 

National Association of lVl anufacturers (written statement) : Op­
poses pension plan insurance on the ground that it may discourage 
adequate funding of pension plans and also on the ground that insur­
ance is unnecessary because relatively few persons are affected by plan 
terminations. 

National Retail JJ! erchants Association (written statement) : Feels 
that no action should be taken in area of insurance without further 
study. 
Portability 

John B. Anderson, lVlember of Congress (lVlay 8-fourtll witness) : 
VV ould. provide that employees be allowed to withdraw their retire­
ment credits upon lealving a job and reinvest them in a new plan with­
out those credits being subject to income tax. 

Walter E. Klint, Council on Em,ployee Benefits (lVlay 9-eighth 
witness) : Not necessary to consider the establishment of a mandatory 
system of portability; if a reasonable vesting standard is enacted, the 
accrued pension benefit is protected. 

National Retired Teachers Association and American Association 
of Retired Persons, Cyril Birtchfield, for Bernard E. Nash, Ewecu­
tive Director (lVlay lO-third witness): Believes there should be a 
federally funded clearinghouse to enable an employee to transfer pen­
sion pla,n credits between plans. 

Quentin J. Smith, Jr., President, and Preston C. Bassett, Vice 
President and Actuary, Towers, Per-rin, Forster & Crosby (lVlay 11-
fourth witness) : Recommends action in this area be deferred until 
further study is completed. 

Honorable James T. Broyhill; lVlember of Congress, North Carolina 
. (written statement): Urges consideration of the proposed Private 
Pension Transfer Act, which would facilitate ,portability of private 
pension plan benefits by allowing a transfer or contributions between 
plans without taxation. 

Honorable John D. Dingell, Member of Congress, lVl ichigan (written 
statement): Urges support of R.R. 686, which would provide for 
portability of pension rights by creating a Federal clearinghouse under 
the Social Security Administration. 

Honorable Seymour Halpern, Member of Congress, New York 
(w'fitten statement): Favors establishment of a Federal clearinghouse 
to facilitate transfer of pension plan credits. 

Johnson &: Higgins (written statement): Opposes proposals that 
pension rights should be portable on grounds that portability would 
be administratively difficult and expenSIve. 

National Retail Merchants Association (written statement): Bill 
renders unnecessary proposals on "portability." 
Fiduciary Responsibility and Disclosure 

Honorable Elwood H. Hillis, Member of Congress, Indiana 
(May 8-fifth witness) : Suggests that employer be required to submit 
an annual written statement of estimated retirement benefits and 
.vested benefits to all active pa,rlicipants in the plan. 

Eldon Nyhart; Indianapolis, India1J,a (May 9-tenth witnes8): Em­
ployer should be required to give each employee a written summary 
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of the plan each time it is amended; also, each employee shoQ~d,be given 
an annual written statement of estimated retirement benefits and 
present vested benefits. 

National Society of Professional Engineers, Paul E. Robbins, Ex­
ecutive Director, also representing American Society of M ec.hanical 
Engineers, America Society for Metals and the Institute of Electrical 
and Electronics Engineers (May lO-fourth witness): Believes that 
adequate disclosure requirements and the establishment of fiduciary 
standards are desirable. 

Honm'able Seymour Halpern, "Member of Oongress, New York 
(written statment): Favors legislation to establish Federal standards 
of fiduciary responsibility in handling pension plan funds. 

National Association of 11'1 anufacturers (written statement): 
Supports R.R. 12337, 'which sets forth requirements of fiduciary re­
sponsibility, but generally opposes further requirements for disclosure 
on grounds that present disclosure is extensive and adequate. 
Other Comments 

iJlac Asbill, Jr .. Section of Taxation, American Bar Association 
(j}lay 9-first witness): Suggests that law relating to qualified plans 
(1) be amended to exclude certain bargaining unit employees for 
purposes of the coverage and antidiscrimination requirements, and 
(2) be amended to expand the provisions permitting retroactive 
amendments to cure defects. "\V ould also provide that beneficiaries 
of nonqualified trusts and annuity plans not be taxed until distribu­
tions are received or otherwise made available. 

Golf Oourse Supelintendents Association of America, Oharles O. 
Baskin, Ohairman of the Pension Oommittee (May lO-fifth witness) : 
Believes that contributions to 'a trade association retirement fund 
providing strong employee benefits should not be subject to the pro­
visions of section 83 of the Internal Revenue Code (having to do 
with property transferred in connection with the performance of 
services). 

Joseph H. Reynolds, Sr., Ohief Executive Officer, J. H. Reynolds & 
Associates ( May lO-eig hth witness) : Believes that the nondiscrimina­
tion requirements of section 401 'Of the Internal Revenue Code should 
be applied without reference to employees covered by collective bar­
gaining agreements. Believes also that a new department of the 
Federal Government, not Treasury, should reguhte pension ·funds. 

American Federation of Labor-Oongress of Industrial Organiza­
tions, Andrew J. Biemiller, Director, Department of Legislation (lIf ay 
1l-first witness) : States that the Administration's proposal is simply 
a new tax looph'Ole £or the wealthy under the guise of pension ref'Orm. 
Indicates that it affords tax relief primarily to wealthy individuals 
and huge tax-subsidized profits to private insurance companies, banks 
anl~ mutuall funds. 

International Brotherhood of Electrical Workers, Local No.8, H. 
Lawrence Fox and Marc Gertner, Oounsels on behalf of (May 11-
third witness) .' States that the interpretati'On 'Of the f'Orfeiture pro­
hibition in section 401 (a) (8) to collectively bargained, jointly trusted 
purchase money a:llocated account retirement plans is uncertain. In­
dicates that since the appropriate vesting schedule 'Of a multiple em­
ployer plan cannot be established until the pllan has been in existence, 
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there is bound to be unallocated forfeitures for a time. Points out that 
to aHow section 401 (a) (8) to prohibit the reallocation of such for­
feitures is inequitable. Suggests a technical amendment to clarify this 
to be consist,ent with the original intent of the statute. 

O'HeaT W. FraseT, Jr., Washington, D. O. (JYfay 12-fmtTth wit­
ness) : Suggests that a plan should not be qualified if it contains provi­
sions allowing an employer to take unilateral action which will have 
the effect of diluting benefits. 

Louis O. Kelso, San Francisco (JYfay 16-fmtrth witness): Recom­
mends amendments to the Internal Revenue Code to encourage stock 
bonus trusts so that corporate employees may gradually acquire an 
equity interest in their employer; also recommends that bequests to a 
stock bonus trust should be deductible for estate tax purposes. 

JYfichael F. Finn, Arlington, Virginia (written statement) : Believes 
social security benefits are inadequate and should be increased. 

Robert D. Paul, President, JYf artin E. Segal Oompany (written state­
ment) : Believes that the Federal Government should require all em­
ployers to establish pension plans on behalf of their employees, or con­
tribute to a Federal pension plan which would pay Federal pension 
benefits in addition to social security. 

Taxation with Representation, William Withers ('written state­
ment) : Advocates establishment of aN ational Private Insurance Fund 
so that small employers could contribute to a plan with minimal admin­
istrative costs. 

Eugene JYf. Thore, Washington, D.O. (written statement) : Indicates 
that Canadian pension plans insured by United States life insurance 
companies bear a heavier tax burden under United States law than 
under Canadian law; recommends that section 805 ( d) of the Internal 
Revenue Code, which allows a reserve interest deduction equal to the 
current earnings rate of the insurance company, in the case of quali­
fied U.S. pension plan reserves, be amended to cover Canadian plans. 
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