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SELF-EMPLOYED INDIVIDUALS' RETIREMENT ACT
OF 1959

WEDNESDAY, JUNE 17, 1059

, U. 8. Sunare,
Commrrree oN Finance,
Washington, D.C.
The committes met, pursuant to notice, at 10:25 a.m., in room 2227,
Now Sonate Office Bui‘}ding, Senator Harry Flood Byrd (chairman)
prosiding.
Present: Senators Byrd (presiding), Frear, Smathers, Gore, Tal-
mmii;e, Williams, Carlson l‘;utler, Jotton, Curtis, and Hartke,
Also present: Klizabeth B. Springer, chief clerk.
The (I}MAIRM‘,AN. "The committee will come to order.
T'he committee has before it H.R. 10,
(H.R. 10 follows:) .

[HLR, 10, 86th Cong., 18t sess.).

AN ACT To encourage the establishment of voluntary pension plans by self-employed
fndividuals

Be it enacted by the Senate and House of Representutives of the United States
of Amerioa in Congress assembled, That this Act may be cited as the “Self-
Pmployed Individunls' Retirement Act of 1959,

SEC. 2. DEDUCTION OF AMOUNTS PAID AS RETIREMENT DEPOSITS,

(a) Avsustep Gross INcoMmi--—Section 62 of the Internal Revenue Code of
1964 (relafing to definition of adjusted gross income) is amended by inserting
after paragraph (6) the following new paragraph :

“(7) DEDPUCTION OF AMOUNTS PAID AS RETIREMENT DEPOSITS.~The deduc-
tion allowed by section 217.”

(b) Arrowanor or Devvcrion-—FPart VII of subchapter B of chapter 1 of
the Internal Revenue Code of 1954 (relating to additional itemized deductions
for individuals) is amended by renumbering section 217 as section 218 and by
ingerting after section 216 the following new section
“8EC. 217. AMOUNTS PAID A8 RETIREMENT DEPOBITS.

“(a) GENERAL RuLi~-In the case of a self-employed individual, there shall

be allowed as a deduction amounts paid by him within the taxable year as -

rotiroment deposits. Any amount paid by an individual as a retirement deposit
on or before the 15th day of the fourth month following the close of the taxable
year may, at this election (made under regulations prescribed by the Secretary
or his delegate), be treated as having been paid on the last day of such taxable
year. No deduction shall be allowed under this section for any taxable year of
the taxpayeér beginning after he attains age 70.

“(b) LIMITATIONS.~ .

“(1) AnnuaL LiMire—Except as provided in paragraph (2), the amount
allowable under subsection (a) to any self-empluyed individual for any
taxable year shall not exceed whichever of the following is the lesser:

“(A) $2,500, or : .
“(B) 10 percent of his net earnings from seif-eroployment (as de-
fined in subsection (d)).

1
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“(2) ANNUAL LIMIT FOR INDIVIDUALR ATTAINING AGE BO BEFORE 1000..~In
the case of any individual who attained age 50 before Junuary 1, 1959, the
annual Hmit for the taxable year provided by parvagraph (1) shall bo in-
creased by one-tenth for sach full year of his age in excess of 50, determined
as of January 1, 19069,

“(8) memm Limir~—The aggregate amount allowed as deductions to an
individual under subsection (a) for all taxable years during his lifetime
shall not exceed an smount equal to 20 times the maximum annual dedue-
tion allowable if tho annual Hmit provided in paragraph (1) (A) (computed
without the application of paragraph (2)) were the only annual Hmit,

“(4) LargrIMe LIMIT FOR PARTXCIPANTS IN OERTAIN EMPLOYER PLANS~~In
the case of an individual who—

“(A) for any prior taxable year husg recelved any amount under an
omployee plan (as defined in subsection (¢) (2) (B) ), or
“(B) at the close of the lmmediately preceding taxable year, hus ’
nonforfeitable rights in any such plan, )
if any portion of such amount or rights is atéributable to an employor con- ¢
tribution, the lifetime Hmit provided tn paragraph (8) shall be computed i
by using (in leu of 20) a lesser number, equal to 20 reduced by the number :
of years of such individual's service to which his rights under such plan
are attributable.
“(c¢) SeLr-BMPLOYED INDIVIDUAY, DEFINED.cwn

“(1) IN GENERAL~~-IOF purposes of this section, tho term ‘self-employed
individual’ means, with respect to any taxable year, any individual who is
subject to tax for the taxable year under gection 1401 (imposing a tax on
gelf-employment income), or who would be subject to such tax for the tax-
able year but for

“(A) paragraph (4) (relating to ministers of a church and members
of a religious order) or paragraph (5) (relating to physicians, etc.) of
seetion 1402 (e) or

“(B) section 1402(b) (1) (relating to reduction of net earnings for

wages paid).
S%(2) INDIVIDUALS COVERED BY CERTAIN EMPLOYEE PLANS,~

“(A) IN GENERAL~~Not withstanding paragraph (1), the term ‘self-
employed individual’, with respect to any taxable year, does not include
an individua)~-

“(1) who during such taxable year receives an amount any por-
tion of which is attributable to an employer contribution under an
employee plan, or

“(i1) in respect of whom during such taxable year an employer
contribution is made (or treated under section 404 (a) (6) as having
been made) under an employee plan, whether or not such individ-
ual's rights under the plan are nonforfeitable.

“(B) EMPLOYEE PLAN DEFINED.~—FOr purposes of subparagraph (A)
of this paragraph and subsection (b)(4), the term ‘employee plan’
MEANnS~-

“(i) n pension, profit-sharing, or stock bonus plan described in
section 401(a) which is exempt from tax under section 501(a), or
an annuity plan meeting the requirements of section 401(a) (8),
(4), (B), and (8), or :

“(il) a pension plan established for its employees by the United !
States or any agency thereof, by a State or Territory or the District
of Columbia or any political subdivision or instrumentality thereof,
or by any organization described in section 501(c) (8) (relating to
religious, charitable, ete., orgarizations) which is exempt from tax
under section 501(a).

For purposes of this subparagraph, references to provislons of this
chapter shall be treated as including references to the corresponding
provisions of the Internal Revenue Code of 1039,

“(d) Nor Barnings From Seur-ImMproyMeENT DeEriNgd~For purposes of this
section, the term ‘net earnings from self-employment’ means the net earnings from
seu-emplovment ag defined in section 1402(a), but determined—

“(1) without regard to paragraphs (4) and (6) of sectlon 1402 (¢), and

#(2) without regard to items which are not included in gross income for
purposes of this chapter, and the deductions properly allocable to or charge-
able against such items.
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“(e) RumnemeEnt Dueosir DuriNpp~For purposes of this section, the term
‘potirement deposit’ means a payment in money to-—
“(1) n restricted retirement fund (as defined in section 4086(a)), or
“(2) a domestic Mfe Insurance company (as deflned in section 801) as
premiums under a restricted retirement policy lssued on the life of the
taxpayer. .
In the cuse of premiums described in paragraph (2), only that portion of such
premiums which (under regulations prescribed by the Secretary or his delegate)
iy properly allocable to the cost of restricted retirement beneflts shall be allow-

able s a deduction under this section.

“(f) RESTRIOTED RurieMuN® POLOY DEFINED,——

“{1) IN GENERAL--For purpuses of this section, the term ‘restricted re-
tirement policy’ means a contract (other than a term insurance contract)
:\lflhlch tls an annuity, endowment, or life insurance contract, or combluation

ercof—-

“(A) issued by a domestic life insurance company (as defined in sec-
tion 801) on the life of the taxpayer,
“(B) which provides for the payment of restricted retivement benefits,

nd.

“(0) which meets the requirements of paragraph (3).

“(2) RESTRICTED RETIREMENT BENEFITS-~-Ifor purposes of paragraph (1)
(B), a policy shall be treated us providing restricted retirement benefits
only if it provides that the entire value of the policy is payable in one or
more of the following methods :

“(A) to the insured not later than at age 7014,

“(B) to the insured as a life annulty (which may provide for a
minimum term certain not extending beyond his life expectancy), be-
ginning not later than at age 7044,

“(¢) to the insured and his spouse as a jolnt life annuity or as a
joint and survivor annuity (which way provide for a minimum term
certain not extending beyond the insured’s life expectancy), beginning
not, later than the time the insured attains age 70%, or

“(D) to the insured (or, in the event of his death, to his beneficiary)
as an aunuity certain beginning not later than the time the insured
attaing age 70% and not extending beyond his life expectancy.

No annuity shall be treated as satisfying the requirements of subparagraph
(B), (C), or (D) if it provides for payments which (after annuity pay-
ments begin) may increase for any reason other than dlvidends or increases
in investment income allocable to the policy.

“(3) RESTRICTED RETIBLMENY POLICIES MUBST BE NONASSIGNABLE, ETC—

‘l‘i(A) In GENERAL~To meet the requirements of this paragraph, &
policy— .

“({) shall be nonassignable, and no person other than the in-

sured shall have any of the incidents of ownership, and
70“(11) shall not provide for life insurance protection after age

14,

“(B) SrEoiAL RULES.~For purposes of subparagraph (A) (1), there
shall not be taken into account-—

“(1) the right to make any designation described in paragraph

})

“(il) the right to designate one or more beneficiaries to receive
the proceeds payable in the event of the death of the insured before
he attains age 7014, and

“(ii1) any designation made pursuant to a right described in
clause (1) or (1i).

“(g) IDENTIFIOATION OF POLICIES AND PUNDS.~-

“(1) Porictes.—No deduction shall be allowed under this section with
respect to any amount puid as a premium on a restricted retivement policy
for any period before such policy has been identified as such, in such man-
per and form as the Secretary or his delegate shall by regulations prescribe.

“(2) Funps.~—~No deduction shall be allowed under this section with re-

. spect to any amount paid to a restricted retirement fund by any individual
pefore such fund has been identified as such, and before such individual has
been identifled as a participant in such fund, in such manner and form as
the Secretary or his delegate shall by regulations prescribe.

(h) FACE-AMOUNT CERTIFICATES.-—I0r purposes of this title, any reference

to a restricted retivement policy as defined in subsection (£) of this section shall
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bo treated an including a face-nmount, cortificate, as defined In sectlon 2(n) (15)
of the Investment Company Act of 1040 (15 VR, see. 80n-2), Iasued aftor
December 81, 1954, but only if sueh cortlficate provides vostricted retlrement
benefits within the meaning of subsection () (2) nud meets the requiremonts of
subseetion () (8).  With respect. to any face amount cortifiente deseribed in the
preceding sontones, references to an ingurance company or the Insaver in this
seetton and sectlons 78, 6047, and 7207 shall be treated as including o roferonce
to the company lssuing such cortificato
A1) ORosE RIIPERIN (1 e

“(1) For taxation of amounts rocelved from a restricted rotiromont fund oy polley,

“?'('?ao)“{:‘::‘r 7p;‘ovluhum volating to information requiromonts with respoct to re-

wirleted rotiroment funds and policies, seo section 6047,

() CRERICAL AMENDMEN T The tuble of sections for such part VIT is amended
by steiking out the last item and tuserting in Hou thoreot the tollowing:
“See, 217, Amountx pald an potivemont doposits,
“See, 218, Cross referoncos,”
SEC, 8, AMOUNTS RECEIVED FROM RESTRICTED RETIREMENT FUNDS OR POLICIES,
(1) Gunegan Rure—Part 1L of subchapter B of chapter 1 of the Internal Reve-
nue Code of 1054 (relating to itoms specifically Included in gross income) i
amended by adding at the end thereot the following now section:
“SEC. 78, AMOUNTS RECEIVED FROM RESTRICTED RETIREMENT FUNDS OR POLICIES,
S(a) Restrioren RETIREMENT FUNDR -

“(1) IN aENERAL~~IXcept as otherwise provided in this sectlon, amounts
of money and the falr market value of property recelved from a restricted
retirement. fund shall be included In the reciplent’s gross income for the
taxable yoar in which recetved.

“(2) SePRCIAL RULKH.---In the case of a restricted retivement fund-—

“(A) REVURN OF EXCESS CONTRIBUIIONS~There shall be exeluded
from gross income any amount recelved which has become un excess
contribution by reason of the disallowance of a deduction taken with
respect to amounts pald to the fund, but only I sueh excess contribution
(and the income attributable thereto) ix returned as provided in section
405(c) (2) (D). 'The exclusion provided by this subparvagraph shall not
apply to income attributable to any such excess contribution,

W) CONTRIRUTIONS KNOWN 10 BE Bxepssiviee -If at any time an
individanl knowingly makes contributions to one or more restrieted
retirement funds in excess of the amount which he reasonably believes
will be allowable as 8 deduction for such contributiong for the taxable
year, hix entive intorest in all vestricted vetivement funds shall be
treated for purposes of paragraph (1) as amounts received during such
taxuable year.

“(Q) DIsTRIBUTION oF ANNUIMIRg-—Notwithstanding any other pro-
viston of this subtitle, no amount shail be includible in gross income by
reason of the receipt of an annuity contract from such fund, it such con-
tract and the distribution thercof meets the requirements of section 408

“(8) PROHIDITED TRANSACTIONS, Bro-—JIf the trustee of a restricted re-
tirement fund knowingly engages In a prohibited transaction (within the
meaning of section 4056(d) (8)), the member (or members) in respect of
whom such transaction occurred shall be treated as having recelved, in his
taxable year in which such transaction occurred, his entire interest in the
fund. ‘I'he period for assessing a deficiency for any taxable year, to the
extent attributable to the interest-described in the preceding sentence, shall
not expire before one year after the date on which the Secretary or his
delegate is notified, in such manner as he shall by regulations prescribe, of
such prohibited transaction,

“(4) Basts.—The adjusted basis of any person in a vestricted retirement
fund shall be zero.

“(b) Porioies-—-

“{1) GENRERAL RULE—ARY amount received under a restricted retivement
poliey shall be taxable under section 72 (velating to annuities) with the
modifications set forth in paragraph (2).

“(2) APPLICATION OF SECTION 73.—In applying section 72 for purposes of
paragraph (1)~

“(A) Section T2(e) (3) shall not apply.
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“(13) Notwithstanding section 72(e) (1) (B), any amount recelved
before the annuity starting date shall be included In the recipient’s
gross income for the taxable year In which recoived to the extent that-—

“(1) such amount, plug all amounts theretofore recelved by all
porsons undor such policles and includible in gross income ander
thiy subparagraph, does not exceed

“(H) the aggregate amount allowed as deductions under section
217 with respect to tho polley for the taxable yeur and all prior
taxable yoears,

“(0) lu computing- -

“(1) the aggregate amount of premiums or other consideration
paid for the poley for purposes of section 72(¢) (1) (A) (relating
to Investment in contract), and .

“(11) the aggregnto premiums or other copsideration pald for
purposes of sectlon 72(e) (1) (B) (relating to certain amounts not,
recelved as an annuity),

there shall not be taken into account any amount allowed as n dedue-
tion under section 217, nor (as determined under regulations prescribed
by the Secretary or his delegato) any portion of the premiums or other
conglderntion which 1y properly alloeable to other than the cost of re-
stricted retirement benefits (within the meaning of section 817(1) (2)).
Proper adjustment to basty, or premiums or other consideratton paid,
shall be made for advances which are treated as income under para-
graph (3) (B), and shall have been repald,
“(3) MPRCIAY RULES-~In the enaso of a restricted retivement polley-—-

CCA) DPROCKEDS OF LIFK CONTRACTS PAYABLE BY REANON OFF DEATI{-—
Paragraph (1) shall not apply to the extent that amounts recelved un-
der a life Ingurance contract by reason of the death of the insured
exceed the cash surrender value of such contract immediately before the
deuth of tho insured, and to such extent such amounts shall be {redated
as provided in gection 101,

“(B) BorROWING, PURCIIASE OF INHUBAN (K~

“(1) I daring any taxable year of the insured any part of the
value of the policy is borrowed by the insured from the insurer,
the amount 8o borrowed shall be treated for purposes of paragraph
(1) ax having been received by the insured under the policy during
such taxable year, This clause shall not apply to a horrowing in
an amounnt not in excess of the current annual preminm, if applied
to the payment of such premiuvm and if repaid in full within 12
months afier the due date of such premium,

“(it) If, under any option or under any other arrangement with
the insurance company, any amount of the value of a restricted
retirement policy s appled to the purchase of other than restricted
retiremont benefits (within tho meaning of seetion 217(f) (2)),
the entlre eavh surrender value of such poliey at such time shall
be treated for purposes of paragraph (1) as an amount received
under such policy, except to the extent that such value is within 60
days after sueh time irrevocably converted into a contraet which
provides only such rvestricted retiremeont benefits,

“(itl) This subparagraph shall not apply in the ease of any
borrowing or any purchase, to the extent that the aggregate
amount which hag been 8o borrowed or applied does not exceed the
cash surrender value at the time the policy (or a predecessor pol-
icy) beeame a vestrieted retirement policy,

“0) ABRIGNMENT OF CONPTRACT~If during any taxable year the in-
sured assigng (or agrees to assign) any portion of the value of the
policy in violation of section 217(f) (8), the entire cash surrender value
of such policy at such time shall be treated for purposes of paragraph
(1) as an amount recelved under such policy.

“(1) TAXATION OF OASY SURRBENDER VALUE ON DEATII REFORE AGH
703.—1f the insured dies before he attaing age 70%, the entire cash

© surrender value of a vestricted retivement policy shall be treated for
purposos of paragraph (1) as an amount received undex the policy,
except to the extent that such value is applied to provide an immediate
annuity for his surviving spouse which will be payable for her life (or
for a term certain not extending beyond her life expectancy).

42777 B B
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“(c) COMPUTATION OF "IAX ~n .

“¢1) AMOUNTS 0 WHIOH SUBSECTION Arpries.—This subsection shall ap-
ply only to amounts (other than dividends) referred to in subsection (&)
or (b) which are received by any person, while the gelf-employed individ-
ual is living and has not attained age 645, and includible in such person’s
gross income,

“(2) INCOME TO BE SPREAD FOR PURPOSES OF COMPUTATION.~

“(A) Iv GENERAL~-If the aggregate of the amounts to which this
subsection 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 shall not be less than 110 percent of the
aggregate increase in taxes, for the taxable year and the 4 immediately
preceding taxable years, which would have resulted if such amount had
been included in such person’s gross income ratably over such taxable
years,

“(B) PERIOD WHERE DEDUCTIONS HMAVE BEUEN TAKEN FOR LRSS THAN 4
yrARS~If the self-employed individual has been allowed deductions
under section 217 for a number of prior taxable years less than 4, sub-
paragraph (A) shall be applied by taking into account a number of
taxable years immedlately preceding the taxable year in which the
amount was 50 received equal to such lesser number,

“(3) AMOUNTS AGUREGATING LESS THAN $2,600.—If paragraph (2) does
pot apply to a person for the taxable year, the increase in tax of such person
for the taxable year attributable to the inclusion in gross income of amounts
to which this subsection applies shall be 110 percent of such increase (com-
puted without regard to this paragraph).

“¢d) Lump Sum DISTRIBUTIONS OF EINTIRE INYERESY .~

“(1) APPLICATION OF SUBSECTION,~This subsection shall apply—

“(A) in the case of a self-employed individual, if-—

“(1) after attaining age G4% he receives within one taxable year
his entive interest under all his restricted retirement funds and
policies,

“(ii) he has been allowed deduciions under section 217 for § or
more prior taxable years (whether or not consecutive), and

“(iii) no person has theretofore recelved any amount under any
of his restricted retirement funds or policies (other than dividends
on such policies) ; and

“(B) in the case of the estate or other beneficiary of a deceased self-
employed individual, if there is received by such beneficiary within one
taxable year such beneficlary’s entire interest under all restricted re-
tirement funds and policies of the deceased.

“4(2) LIMITATION ON Tax.—In any case to which this subsection applies,
the tax attributable to the amounts so received for the taxable year in
which so recelved shall not be greater than § times the increase in tax
resulting from the inclusion in gross income of the recipient of 20 percent
of the amount so received which is includible in gross income,

“(¢) DETERMINATION OF TAXABLE Income—~Notwithstanding section 63 (re-
lating to definition of taxable income), for purposes only of computing the tax
under this chapter attributable to amounts includible in gross income by reason
of this section, the taxable income of the recipient for the taxable year of re-
celpt (and for any other taxable year involved in the computation under sub-
pection (¢)) shall be treated as being not less than the amount by which—

#(1) the aggregate of such amounts so includible in gross income, exceeds

“(2) the amount of the deductions allowed for such taxable year under
section 151 (relating to deductions for personal exemptions).

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 sec-
tion 1 or 8 for such taxable year shall not be reduced by any credit under part
IV of subchapter A (other than section 81 thereof) which, but for this sentence,
would be allowable, * '

“(£) DEFINITIONS~—Tor purposes of, this section-—

“(1) SELF-EMPLOYEP INDIVIDUAL~The term ‘self-employed individual’
means an individual whe has been allowed a deduction under section 217
for any taxable year.

“(2) DivibEND~The term ‘dividend’ means any amount received, by a
policyholder of a restricted retirement policy in bis capacity as a policy-
holder, which is in the nature of a dividend or similar distribution,

v
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“(8) RESTRIOTED RETIREMENT YUND.—The {erm ‘restricted retirement fund’
means any fund (including a predecessor fund) with respect to which the
self-employed individual has been allowed a deduction under section 217
for any taxable year.

“(4) RESTRIOTED RETIREMENT »oricY.~—The ferm ‘restricted retirement
policy’ means any policy (including a predecessor policy) with respect to
which the self-employed individual has been allowed a deduction under sec-
tion 217 for any taxable year.”

(b) '"TECHNIOAL AMENDMENTS. -~
(1) Section 72 (m) of the Internal Revenue Code of 1954 (relating to
cross references) is amended to read as follows :
“(m) Oross REFELRENOES~
“(1) For spocial rules relating to amounts received under restricted retireraent

policies, see section 78,
“ {%) For limitations on adjustmonts to basls of annuity contracts sold, nee section

(2) Section 316 (b) (1) of the Internal Revenue (Code of 1854 (relating
to definition of dividends) is amended by adding at the end thereof the
following new sentence: “The definition in subsectlon (a) shall not apply
to the term ‘dividend’ as used in section 78 (relating to amounts recefved
under restricted retirement funds and policies) or in section 217 (relating
to deduction for retirement deposits).”

(¢) Crerroarn AMENDMENT~-The table of sections for part XI of subchapter
B of chapter 1 of the Internal Revenue Code of 1954 is amended by adding at the
end thereof the following new item :

“Sec. 78, Amounts recelved from restricted retirement funds or policies.”
SEC. 4. RESTRICTED RETIREMENT FUNDS,

(a) DerinNyrioN.—Part I of subchapter D of chapter 1 of the Internal Revenue
Oode of 1954 (relating to pension, profit-sharing, stock bonus plans, etc.) is
amended by adding at the end thereof the following new section:

“SEC, 405, RESTRICTED RETIREMENT FUNDS,

“(a) In GeNeraL~For purposes of this chapter and section 6047, the term
‘restricted retirement fund' means a trust established under a retirement plan
for one or more self-employed individuals,

“{b) RrrmmeMpNT Pran.—-¥or purposes of subsection (a), the term ‘retire-
ment plan’ means a trust instrument for the exclusive benefit of the participat-
ing Individual or individuals who are members of the plan, for the purpose of
investing and reinvesting, and of distributing to the respective members of the
plan, or to their estates or other beneficiaries, the corpus and income of the
trust,

“(¢) REQUIREMENTS ¥OB RETIREMENT Pran.A plan described in subsection
(b) shall be treated ag a retirernent plan only if the requirements of paragraphs
(1), (2), and (8) of this subsection are met:

“(1) Trustee MUST B BANK~The trustee is a bank (as defined in
section H81). ‘
“(2) TerMs or TRUST.~—UUnder the trust instrument—
“(A) INTEREST NONASSIGNABLE~—A member may not assign (or agree
to assign) any portion of his interest in the fund, but he may--—
a K &l) designate one .or move beneficiaries in the event of his
“death, or
“(i1) divect the trustee to transfer his entire interest to another
restricted retirement fund designated by such member.
“(B) TERMINATION OF TRUST, ETC.~
“(1) Before the member attains age 70, hig entire Interest in the
trust will be distributed or applied to the purchase of an annuity
described in subparagraph (B), (O), or (D) of sectlon 217 () (2)
which does mot provide life insurance protection, and which is
immediately distributed to the member, or he will have elected to
have his entire interest im the trust distributed before he attains
age 80 (with not less than 10 percent of the value of such interest,
determined at age 70, belng distributed in each tzxable year begin-
ning with tho taxable year in which he attains age 70).
“(i1) If the member dies before he attains age 70, his entire
¢ interest in the trust:will, within § years after the date of his
death, be distributed, or applled to the purchase of an immedinte
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annuity for his surviving spouse which will be puyable for her
lite (or for a term certain not extending beyond her e expectaney)
and which will be fnunediately distributed to such spouse.

SO0 INTERENTS PO a1 PROPORTIONATH--TT the trust has more than one
member, the fnterest of ench member shall be proportionate to the money
he has pald in (ov his interest which has been transferred thereto in
aecordance with subpavagiaph (A) (i) ), and to the lncome and, other
ad Justments properly atteibutable thereto.

S(D) RETURN 0F EXOESS CONTRIBUTIONS~—-The trustee is required to
dtatribute promptly to the member, any amount paid in by him for any
taxable year In exeens of the amount deduetible by such member for such
year under seetion 217, together with all income attributable to such
BXCONS, .

“(8) PERMISSIRLE INVESTMENTS~~Under the trust instrument, the trusteo
may not invest or refnvest the corpus or tncome of the trust other than in--
“(A) (1) stock or securitiog listed on a securities exchange which is
rogistered with the Seeurities and Hxchange Commigsion as a national
gocuritios exchange (not including stock and securities in o corporation
if, immediately after the acquisition thereof, the aggregate ownoevship
of voting stock in such corporation by tho trust and by its membors
(ineluding ownership attributed to such members under soction 318) s
more than 10 percent of such voting stock), (i) bonds or othoer ovidences
of Indebtodness issued by the United States, any State or Territory, or
the Distriet of Columbla, or any political subdivigion or instrumentality
of any of the foregolng, and (11i) stock in a regulated investment com-
pany meeting the requirements of section 851.; and )
“(13) the purchase, for the account in the plan of a member thereof,
of an annnity on the life of such member (or a face-amount certiflente
which meets the vequivements of gection 217 (h) ) which provides only
ro)xt-rictzed retirement benefits (within the meaning of section 217 (f)
“(d) REQUIREMENTS roR ExuMeiioN I'voM TAX -

“(1) IN aENERAT~—A restricted retirement fund which has engaged in a
p:;t{ll(lbi)&ed transaction shall not be exempt from taxation wunder section
601 (n).

“(D) TARABLE YEARS Avrrerrp.—-DParagraph (1) shall apply only for tax-
able years after the taxable year during which the fund is notified by the
Secretary or his delegate that {t has engaged in a prohibited transaction;
except that if the trusteo knowingly engaged in a prohibited transaction,
paragraph (1) shall apply with respect to the accounts in the fund of the
member or memboers in respect of whom such transaction occurred for the
tz}xable year in which such transaction oceurred and all taxable years there-
after,

“(3) PROMIRITED TRANSACTION DEFINED.-—For purposes of thls subsection,
the term ‘prohibited trausaction’ means any transaction in which the
trustee—

“(A) lends any part of the corpug or income of the fund to;
" “ ((l B) pays any compensation for personal servicos rendered to the
und to;
. “(0) makes any part of its services available on a preferential basis
o} or
“(D) acquires for the fund any stock, securities, or evidences of
indehtedness from, or sells any stock, securities, or evidences of indebt-
edness of the fund to, .
any person deseribed in section 503 (c) (for this purpose treating each
wmember of the plan as the grantor of the trust). The term also includes
any transaction pursuant to which the fund ceases to meet any requirement
of subsection (¢) of this section, and any failure to comply with any provi-
ston of the trust instrument required by such subsection.

“(4) CrROSS REFERENCES,~-

“(A) For tax conscquences to members involved i & prohibited transactiom, see

us‘t on 78 (a) (8). . ;

(B) For tax-free transfer of interests ¢o other restricied retlyament funds of

members not involved in the prohibited transaction, sse subsoction (¢) (2) (A) (H).

“(e) Oraer Trust Rurus INarpricasLE—-The provisions of part I of sub-
chapter J (section 641 and following, relating to estates, trusts, and benefi-
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claries) shall not apply with respect to restricted retirement funds, so long ag
they ave exempt from titx under seeiton Hot (n).”

(b) Bxmmerion ProM "TaxatioN.~Seetion 8§01 (a) of the Internal Revenue
Oode of 1964 (reluting 1o exemptlion from tax of certain organizations) is
amended by adding at the end thereof the following new sentenee: “A restricted
retiremont, fund (as detined in section 405) shall be exempt from tax under this
subtitle oxcept to the extent such exemption s denied under section 4006 (a).”

(¢) Crerieat, AMgNDMENT~The table of sectiony for part ¥ of subchapter
D of chapler ) of such Code s amended by adding at the end thevcof the fol-
lowing new ltem:

“Soc. 408, Rostrictod retiroment funds,”
8KC. 5. TRCUNICAL AMENDMENTS,

(n) RermuMmentT INcoME Oseprr.Section 87(e¢) of the Internal Rovenue Codo
of 1964 (relating to definition of retlrement income) is amended by adding at
the end thercof the following new sentence: “Such term does not include any
amount received from a restricted retivoment fund (as defined In section 405)
or under n restricted retivement policy (ay defined in section 217(£)).”

(b) "TREATMENT OF AMOUNTs Rregved ny Srousni ok Orurk BONEFICIARY
Unper A Restiomp RETIREMENT Funp on RESTRIONED RETIREMENT POLICY .~
Section 691 of the Internal Revenue Code of 1054 (relating to reciplents of in-
coma in respect of decedents) 1s amended by relettering subsection (e) as sub-
section (), and by Inserting after subsection (d) the following new subsection:
“(e) AMOUNTS REOBIVED BY BENEFICIARY OF A PARIICIPANT IN RESTRIOIED IRK-
TIREMENT XUNp, Wre-—~Bor purposes of this section, amounts received aftor the
death of the meniber of a restricted retivement fund (as defined in section 405),
or after the death of the insured undor & restricted retirement policy (as de-
fined in section 217 (1)), from such fund or under such polley shall, to the extent
fncluded in gross income under section 78, be considered as amounts included
in gross income undor subsection (a).

(¢) INFoRMATION RREQUIRKMENTE -~

(1) IN GENERAL~—Subpart I3 of part I1I of subchapter A of chapter 61
of the Internal Revenue Code of 1964 (relating to information concerning
transnctions with other persons) i amended by adding at the end thereof
the following new section:

“SBC, 06047, INFORMATION RELATING TO RESTRICTED RETIREMENT FUNDS AND
POLICIES.

“(n) BANKS AN INsURANOE CoMpanIEs.~llvery bank which is a trustee of a
vostricted retirement fund (as defined in section 400), and every insurance com-
pany which is the issuer of a policy which 18 a restricted retirement policy (as
defined in section 217(f)), shall fille such returns (in such form and at such
times), keep such records, make such identification of policies and funds (and
accounts within such funds), and supply such information, as the Secretary
or hig delegnte shall by forms or regulatiions prescribe.

“(b) Serr-EMprroyrpd INpDIVIbuALS.—Hvery individual who-

0; )(1) is & member of a restricted retivement fund (as defined in section
408), or
“(2) is the insured under & restricted retirement policy (as defined in
gection 217 (f)),
shall furnish the bank or insurance company such information, at such times
and fn such form and manner, as the Seeretary or his delegate shall by forms
or regulations presecribe.
“(¢) Cross REFERENOR~~

“For criminal ponalty for furnishing fraudnient information, sce scction 7207.”

(2) CrinrcAn AMENDMENT~~The table of sections for such subpari B
is amended by adding at the end thereof the following:

“Sec, 6047, Intormation relating to restricted retirement funds and policies.”

(8) Pevavry.—-Sectlon 7207 of the Internal Revenue Code of 1984 (re-
iating to fraudulent returns, statements, or other documents) iy amendea
by adding at the end thereof the following new sentence: “Any person
reguired pursuant to section 6047 (b) to furnish any information to any
bank or insurance company who willfully furnishes any informeation known
by him to be fraudulent or to be false as to any material matter shall
ﬁl;eﬂﬂaed not more than §$3,000, or imprisoned not move than 1 year, or

oth,
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8EC. €. TAXABLE YEARS T0 WHICH APPLICABLE.
The amendments made by this Act shall apply only with respect to taxabue
years beginning after December 81, 1968,
Passed the House of Representatives March 16, 1959.
Attest: Rarey R. Ronmn’r?jl "
erk.

The Cuamman, Senator Gore.

Senator Gore. Mr. Chairman, I would like to have printed in the
record a resolution of the Tennessee State Dental Association,

The Crarrman. Without objection, the insertion will be made.

(The resolution referred to follows:)

Whereas there has been introduced iIn the Congress of the United States of
America proposed legislation known as H.R. 10 (8. 1979), to amend the tax
laws so that the self-employed might achieve a measure of equality to estab-
Hsh individual retirement program similar to the tax plan that grants tax
deferment and retirement benefits to employees, and

‘Whereas it is the consensus of opinion of the Tennessce State Dental Associa-
tlon that such principles of equal tax rights for the self-employed are right
and just and that there is a great and definite need for such projosed legisla-
tion : Now, therefore, be it

Resolved by the Tennessee State Dental Agsociation, in convention assembled
et Gatlinburg, Tenn., That we actively endorse and support the proposed legis-
lation embodied in bills H.R. 10 and 8. 1979, and that we earnestly recom-
mend and solicit the active support for said legislation from the two U.8. Sen-
ators from Tennessee and the Members of Congress from the State of Ten-
nessee. :

The Cuaamman. And the Chair offers for insertion a statement by

‘Robert C. Howard for the T. Clifton Howard Co.

(The statement referred to follows:)

‘ T. CrirroN Howarp Co.
Washington, D.C., June 17, 1959.
Hon. Harey F. BYrp, . . . )
Chairman, Scnate Finance Committee,
U.8. Benate, Washington, D.O.

My Drar SenaTot Byrn: I greatly appreciate this opportunity to submit a
statement, for the record, concerning H.R. 10, a pension-type program for the
self-employed. This legislation could be of tremendous importance to self-
employed persons, like myself, who operate small businesses. In the past, small
business has been the backbone of the economy of. this country, from its inception.
- X am a resident and native of Alexandria, Va., and have been self-employed
in the food brokerage business in Washington, DD.C., since 1931, 'This business
was founded by my father in 1892, .

In these days of intense competition, and in a fleld as competitive as the food
business, to operate a self-employed small business is most difficult, due to the
increased cost of necessary operating expenses and the increased cost of living
expenses, as well. Therefore, it is not practicable or desirable to incorporate
to obtain the advantages of a company-paid pension program. Algo, under the
present tax laws, it is impossible for me to establish a pension program to.pro-
vide for my retirement years. . .

This picture is unguestionably applicable to all other small business firms so
situated. It is my view that we should be permitted the same opportunity for
making adeguate provision for retirement years as the man employed by a
corporation, It should not be necessary for small businessmen to work far be-
yond retirement years because they are not able to.provide for a modest retire-
ment program in their earlier years. To deny the self-employed or small busi-
nessman the same rights for tax deferment on pension programs as aftorded vo
corporations, 1s to accelerate further the trend toward bhig corporate opera-
tions and monopolies resulting in the further demise of small business firms,

H.R. 10 which is now before you for consideration, although a modest program
of encouragement for the small businessman, would be of great assistance in
planning for future years. Your favorable consideration of ELR. 10 would be
greatly appreciated. ‘ ' . - :

'
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May I thank you for this opportunity to present to this committee my sincere
opinion on this !mportant legislation, :
Sincerely yours,
. Roperr C. Howaxrp.
The Caamman. The first witness is the Honorable David A. Lind-
say, assistant to the Secretary of the Treasury.

STATEMENT OF HON. DAVID A. LINDSAY, ASSISTANT TO THE
SECRETARY OF THE TREASURY, ACCOMPANIED BY JAY W.
GLASMANN, ASSISTANT GENERAL COUNSEL, AND ARTHUR FEF-
FERMAN, ECONOMIST, TAX ANALYSIS STAYF, DEPARTMENT OF
THE TREASURY

Mr. Linpsay. Mr. Chairman, it is a privilege to appear before this
committee.

I have on my right Mr. Arthur Fefferman, who is an economist with
the Tax Analysis Staff, Treasury Department; and on my left Mr.
Jay Glasman, Assistant General Counsel of the Treasury. S

We have been asked to testify on H.R. 10 a bill to encourage the
estln,blishment of voluntary pension plans by self-employed individ-
uals.

H.R. 10 would allow self-employed people to deduct amounts up to
10 percent of their otherwise taxable income from self-employment,
provided they invest such amounts in certain specified types of retire-
ment funds, annuities and insurance contracts.  Individual retirement
funds which are not made u}[: exclusively of annuities and insurance
contracts must be placed with a bank as trustee. There would be an
gnngu}) celing on the deduction of $2,500 and a lifetime ceiling of

50,000, ' . | |

The bill would allow individuals who are 50 years of age or over at
the effective date to increase their regular deductions by one-tenth
for each year that their age exceeds 50. , ..

Senator Gorr. May I ask a question here, Mr. Chairman or do you
want to let him finish ? ‘ ' o '

The CrarrmaN. I believe it would be better to let the witness finish
his statement of the case, unless the Senator has to leave. o

Mr, Linpsay. These extra deductions would cease after the tax-
able year in which the individual reaches the age of 70. :

Participants withdrawing the funds invested under the plan after
reaching the age of 65 would generally be required to include the
entire proceeds in_taxable income in the year the withdrawal occurs.
However, a special averaging procedure would apply where a partici-
pant withdraws his funds in & lamp sum in one taxable year after the
age of 65. The tax on such proceeds would be limited to five times the
tax resultin% from including one-fifth of the lump sum in the partici-

ant’s taxable income in the year of withdrawal,. Withdrawals made
before the participant reaches the age of 65 would be taxed at a rate
of 110. percent of the liability otherwise resulting from including such
sams in taxable income. Fowever, if such withdrawals amount to
$2,500 or more they generally wotld be taxed at 110 percent of the
liability resulting from spreading them in equal parts over the tax-
able year and up to 4 immediately preceding years.

Lt
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To prevent indefinite postponement of tax on the sums invested
under the plan, in all cases withdrawals of such funds would have to
bestarted not later than the age of 70.

The Treasury opposes this bill, LR, 10 will involve a substantinl
loss of revenue, estimated at $366 million for the first year, which, in
the intorest of fiseal soundnesy, we ean ill afford,

This legislation xhould be considered agninst the background of our
wesent fiveal position. We are now moving toward the close of the
isenl year \Vi&l a deficit which may be in the order of magnitude of

$12.5 to $13 bilion.  We will shortly appenr before this committee
requesting an extension for another year of the Korenn war corporate
anzi excise tax rates.  As you know, the President in his budget mes-
sngo to the Congress this year stated that the budget outlook for 1960
makes it essentinl to oxtend Fresunt tax rates for corporation profits
and certain excise taxes another year beyond their present expiration
dato of June 30, 19569, Not only will the the budget outlook for 1960
mako the rato extension essentinl, but we are also of the opinion that
a reduction of corporate rates is not justified when reduction in rates
for individuals cannot properly be made. By the samo token, we do
not believe it is appropriate to permit selective tax reliof when more
igeneral tax reduction cannot properly be made. ‘There aro many al-
oged discrepancies in the tax law, and it is difficult to pick out just
one and provide tax rolief for a particular group of taxpayers when
you do not have a general leavening or a total amount of money that
you can release and agree as to how it should be distributed.

The Treasury recognizes that present law does not give self-em-
ployed persons tax treatment for their retivement savings comparable
to that now accorded to employees covered by employer-financed pen-
sion plans. Employee pension plans, if arranged on a nondiscrimi-
natory basis, receive favorable tax treatment.

At present, employers are permitted to take current deductions in
computing their taxable incomes for contributions which they make
to nondiscriminating pension funds for the benefit of their employees.
No tax is imposed on the employee until the pensions are received
after retirement. The opportunity to postpone the receipt and the
taxation of income currently set aside in pension funds makes it pos-
sible for employees who are covered by such plans to secure larger net
retirement incomes after tax from any given payment by an employer.

Qualified pension trusts have a further tax advantage. The Invest-
ment income earned on the funds held by the pension trusts is tax
exempt until received by employees as part of their pensions. There
is, in effect, a tax-free buildup on nontaxed earnings. Though there
is no final tax exemption of the income paid by employers, or of the
incorne earned on accumulated funds, the advantages of postponement
of tax on both are important, and combine to increase materially the
net retirement income of employees.

The purpose of H.R. 10 is to remove a discrimination or inequity
in the tax law affecting self-employed persons. I believe it is fair
to say that sponsors of this legislation have worked conscientiously
for many years in an attempt to remove the inequity in & manner
which they believe to be modest from the point of view of the tax-
payers benefitted and from the point of view of the impact on the
rovenues. In the attempt to remove the inequity, however, new in-
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equitios and now discrepancies are created. This, in turn, will create
pressure for still further modifications in the tax law to eliminate
the new inequities created by this legislation.

The tax benefit which has been conferred on those covered under
wivate and certain public pension plans is not the result of any legis-
ative purpose to diseriminate in fuvor of one group to the exclusion

of others. The present tax treatnient of employees covered by pension
plans arose, to a significant degree, in recognition_of the circur-
stances under which pengions are usually provided. Employees typi-
cully do not require vested rights under pension plans until they have
reached a cortain age or work for a company for a specified number
of years or both and may forfeit their pensions if they leave the firm
before acquiring vested rights. Consequently, the present postponed
tax treatment granted to employees covered by pension plans is, in a
sense, o practical solution since to tax all employees currently on their
potential beneflits under pension plans would be unfair to' those who
never received actual benefits. A similar reason does not exist for al-
lowing self-employed people to postpone payment of tax on their re-
tirement savings sice they always retain rights to such funds.

Moreover, self-cmployed people may often have offsetting advan-
tages over employees with respect to their retirement. Many profes.
sional persons and other self-employed people do not have (5) efinite
retirement ages. They can and often do prefer to work at least on a
reduced schedule long after employees arve required to retire. Self-

employed persong therefore are able to spread their earned incomes
over longer periods, In this connection, it should be noted that there
is no need to retire in order to receive the full benefits under ILR. 10.

ILR. 10 would grant the self-employed unique advantages under
the tax law.

First, under ILR. 10, self-employed persons may voluntarily estab
lish their own private pension pﬁuns without making provision for the
retiroment of their own employees. Thus for the first time voluntary
plans may, subject to the limitations under the bill as to amounts, be
adopted for the benefit only of the employer.

Second, the self-employed persons may time contributions to suit
their individual needs without losing the benefits of past or future
coutributions. Self-employed persons would not have to finance their
investments in the specified funds out of current earned income but
instead could finance such investments by utilizing past savings.

Third, although HL.R. 10 is intended to provide tax relief for funds
set aside for retirement purposes, there is no effective means pro-
vided to prevent or discourage the withdrawal and consumption of the
specified savings before the age of retirement, The relatively moder-
ate “penalty” imposed on such withdrawals under FL.R. 10 would fre-
quently be more than offset by the tax advantages resulting from
sprea ing the income over as long as a 5-year period for tax purposes.
Consequently, people with fluctuating incomes would have the in-
centive to use the plan for averaging their incomes rather than for
retirement purposes, since they would be able to withdraw savings
made under the plan with tax advantages when their incomes are
relatively low,

The Treasury has estimated the revenue loss under H.R. 10 at $365
million on a full year’s basis. About $100 million of this revenue
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loss would be accounted for by the extra deductions granted to those
already 50 years of age or over on the effective date of the bill. These
estimates assume that actual deductions would be only a part of
the maximum allowable, ranging from 15 percent of the maximum for
taxpayers with less than $3,000 of income to 6624 percent of the maxi-
mum for those with more than $20,000 of income.

Comment has been received to the effect that because of the uncer-
tainty regarding the extent to which eligible individuals will par-
ticipate in the plans, the Treasury’s estimate of the revenue loss is
high and that t}xe actual revenue loss will be lower. It is suggested
that many self-employed persons will not be able to take full ad-
vantage of the legislation and still keep up their normal expenses.
In this connection it is well to reiterate that the revenue estirate was
based on the assumption that the actual deductions would be only
a part of the maximum allowable, and that self-employed persons
with more than $20,000 of annual income would use only two-thirds
of their maximum allowable deduction. On this assumption, it is
nevertheless estimated that self-employed persons with mcomes of
$20,000 or over would receive about $200 million or about 55 percent
of the total tax reduction.

The revenue loss could very well be larger than our estimates. The
fact that the bill would grant tax deductions for investments in a
wide range of assets, including stocks, Government bonds, and speci-
fied types of insurance and annuity contracts, coupled with the fact
that the bill would not require such investments to be financed out of
current, earnings, suggests that there might well be close to maximum
utilization of the benefits in the higher income brackets.

The adoption of H.R. 10 in whatever limited or modified form
might well constitute a precedent for widespread tax relief for sav-
ings which would further erode the tax base. It should be pointed
out, however, that the same argument as to discrimination cannot be
made in every case involving employees as is available to the self-
employed. Under the private and Government. pension plans, while
the employee’s contributions are not, deductible, the contributions by
the employer are not currently taxed to the employee.

In addition, in the case of social security and railroad retirement,
the benefits when paid are tax free. On the other hand, there are
many employees who have no coverage under private or Government,
pension plans or, while covered, have inadequate coverage as com-
pared with the benefits proposed under HL.R. 10. Furthermore, as
previously noted, employees covered by pension plans frequently
have no vested rights in the contribution made on their behalf by the
employer and lose such benefits should they leave their employer.

nder earlier versions of the bill befove us, more widespread cover-
age was provided. The bill was subsequently limited to the self-
employed because of objections from the Treasury based on the reve-
nue impact and because employees at least potentially may benefit
from private and public pension plans established by their employers
whereas under the tax law self-employed individuals do not have the
potentiality of tax benefits available to employees to provide retire-
ment income,

However, proponents of the bill have observed that sooner or later
the pensionless employee must also be brought under the bill, since

1
)
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those employees who are forced to provide their own retirement are
entitled to the same right of tax deferment on the portion of their
earnings so used as their more fortunate colleagues who are provided
for by their employers under qualified employee pension plans. More-
over, it has been suggested that, as the revenue permits, those inade-
quately covered under qualifie(i employee pension plans should be
given an opportunity to supplement such benefits by being able to
participate in a limited way under the bill. Thus, in all likelihood
adoption of II.R. 10 will be used as a precedent for more Widespread
tax relief in this particular area, with pressures to permit the deduc-
tion of employee contributions to public and private plans.

If the benefits of YL.R. 10 are extended to all employees not covered
by pension plans, the additional revenue loss under HL.R. 10 would
amount to more than $1.2 billion. If the benefits are further ex-
tended to inadequately covered em%loyees, that is to say, covered
employees with the employer’s contribution deducted from the allow-
able limit, the additional revenue loss would amount to about $500
million. The overall revenue loss would accordingly be in excess of
$2 billion, taking into account the three separate classes of (1) self-
employed, (2) pensionless employees, and (8) inadequately covered
employees.

Other revenue estimates based on different approaches or broader
coverage were previously submitted to this committee in our report
of February 16, 1959, on this legislation. If tax deductions for the
retirement savings'off other groups, including employees’ contribu-
tions under private J)ension plans and under the social security, rail-
road retirement, Federal, State, and local civil service retirement pro-
grams, were permitted, the revenue loss would amount to over $1.8

illion. Alternatively, if all taxpayers were allowed deductions for
retirement savings up to 10 percent of their adjusted gross income or
$2,500 a year with the maximum also raised for persons over 50 years
of age, as provided in the bill, it is estimated that the revenue loss
would be $3 billion a year. ‘

As stated at the outset, we will shortly appear before this commit-
tee requesting an extension of certain corporate and excise tax rates.
We cannot at this time support a major tax reduction bill. We rec-
ommend that the tax (reatment of retirement savings be carefully con-
sidered in conjunction with the Ways and Means Committee’s an-
nounced plans for an extensive inquiry into the opportunities for
constructive reform of the Federal tax system, a project in which the
Treasury is cooperating. The committee will investigate the practi-
cal possibilities of broadening the tax base sufliciently to permit sig-
nificant reductions in individual and corporation income tax rates,
without sacrificing the revenues needed by the Government. Prob-
lems relating to retirement, including pension and profit-sharing
plans, are included in this inquiry. .

" The Cuamman. Thank you, {Ir. Lindsay. You have stated ver
clearly the effect of Honse bill 10 with regard to the self-employed.
Now, in regard to social security, would you state the coverage?

Mr. Linpsay. Well, most all persons are covered by social security
_exceﬁ)t ministers on an optional basis and doctors.

The Cratrman. Are social security contributions by the individuals
deductible for tax purposes? '
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Mr. Linpsay. No, sir; those contributions are not dedustible. Re-
ceipts of the benefits later on are tax-free, however, in connection with
social security.

The Criamrman. When the benefits are paid at the age of 65 for men
and 62 for women, they are tax exempt ?

Mr. Linpsay. That is tax exempt,

Sen?zxtor Curris. Would you yield for one brief question at that

ot ¢
P That is tax exempt by ruling of the Treasury and not by statute, is
that correct?

Mr. Lanpsay. That is correct.

The Cuamman. If an individual who began payments at the age
of 21 should die at 64 there would be no tax deduction, or any tax
benefit, is that correct ¢

Mr. Linvsay. There might be survivors’ benefit. There would have
been no deduction throughout the period of time he was covered by
social security.

The Cuammman. If he or she is a single person, there is a payment
for the burial ¢

Mr. Lanpsay. Yes, for burial there is,

The Crairman. Now, the next category is the self-employed, and
employees of the self-employed. I understand you to say that there
would be no retirement fund established for the employees of the
self-employed.

Mr. Lanpsay. There can be. A sole proprietor with employees, or
a partnershiﬁ, can set up a pension plan for the employees. There is
nothing in the tax law that prevents that. However, the proprietor
or the partner cannot participate in that plan.

The Cuamrman. This can be done?

Mpr. Linpsay. It can be done.

The (%HAIRMAN. Such a plan is subject to approval by the Treasury,
is it not

Mr. Linpsay. The plan has to be nondiscriminatory and meet the
requirements of the statute. There is no requirement that there has
to be an advance ruling. But most plans are adopted after receiving
an advance ruling.

The Cramman. There has been considerable complaint about the
Eensions paid by corporations where there is no contribution by bene-

ciaries. To what extent does the Treasury control the pension plans
set up by corporations?

Mr, Lianpsay, The Treasury does not require that the plans be con-
tributory or noncontributory. And most plans today, according to
statistics, are noncontributory. ,

The Crrarrman, Is it true that in some cases a man, an official of the
corporation, could receive as much as $100,000 a year, deductible on
the part of the corporation ?

_ r. Linpsay. The contribution by the corporation to the pension

trust would be deductible if it were a qualified plan. The plan must
be a nondiscriminatory plan. It may not discriminate in favor of the
higher paid employers or owners of the business. However, if it
qualifies he could have a very large pension.

The Cramrman. I am seeking to ascertain to what extent Treasury
Department controls payments made to pension funds of corporations
which are deducted in income tax calculations.
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Mr. Linpsay. The Treasury Department polices the statute, and the
control is limited to the guidance set forth in the statute, the rules as
to discrimination.

Now, there are limitations in the statute as to how much can be set
aside for the employees under a plan. I believe 15 percent of the
compensation applies in connection with profit-sharing plans. There
is an automatic 5 percent rule for pension plans, but if the pension
plan is actuarily set up on a different basis, and it is nondiscrimina-
tory, the percentage can be more than § percent, it might be up to 25

ercent.
P The Cizatrman. Five percent of what ?

Mpr. Linpsay. The yearly compensation.

The Cramrman. Is it possible for a man, an official of the com-
pany, to receive $100,000 in pensions which are deducted for income
tax purposes?

My, Linpsay. Yes.

The Cramman. It is on the basis of 5 percent of the salary?

Mr., Linnsay. No. On the basis of a classification of employees,
which has been ruled not to be discriminatory—or it may be on the
basis of a pension plan arrangement that is not diseriminatory—in
order to meet the pension payments, the actuarial amounts that have
to be set aside may exceed 5 percent.

The CuairmaN. Are these plansg approved by the Treasury or by
the Internal Revenue Service?

Mr. Linpsay. By the Internal Revenue Service, Ruling Division.

The Crramrman. Have there been any instances where the Treas-
ury has refused to approve plans which give large pensions to officials
of corporations?

Mr. Lanpsgay. T am sure there have been many instances where the
Internal Revenue Service has refused to approve, and the plan has
had to be amended to meet the requirements of the Statute.

The CuammaN, Would you prepare for the record a statement
outlining to what extent the Treasury has controlled the pension sys-
tems and on what basis?

Mr., Linosay. 1 will be glad to do that.

Senator Gore. Mr, Chairman, as I understand your request, you
would like that information to be printed in the record of the cur-
rent hearing?

The Cuairmaw. I think that will be the very important part of it.

Senator Gore. Could I supplement the request in a minor wav?

The Cuairman. Yes, sir.

Senator Gore. 1 would like some explanation, Mr. Lindsay, as to
what you mean by “nondiscriminatory,” if that applies only to
amounts or positions, and if, for instance, there is only one chairman
of the bosu‘(i) and he receives treatment different from the other em-
ployees of the corlporation, that would meet the test of nondiserimina-
tory treatment. I would like some elaboration of this nondiscrimina-
tory provision,

The Crzarrman. Mr. Lindsay, I hope you will make that a very com-
plete statement.

Mr. Linpsay. I might for the moment indicate that if the contri-
butions by the employer are based on a percentage of salary, it would
not be discriminatory if the same percentage is involved, even though
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a largor contribution would be sot aside for the employes with $100,000
sulary than for the employee with $56,000 salary, o

senator Gorn. My, Chairman, I would like one additional thing,
T would like an oxplanation of how this is applied to smull family
gorporations, the new corporations with very limited operations, a
limited number of employees, but with oflicinls who draw handsome
salaries,

Mr, Lannsay. I might sny for the moment, Senator Goroe, that. the
Troasury and the intornal Revenue Service initinlly ruled that if 30
percent. of the contributions inure to the benefit of persons who own
as much as 10 percent of the stock, the plan ean be discriminatory.
But this ruling was overturned by the Tax Court and, since then, the
vuling has been rescinded. You can have & one-man corporation with
& pension plan now.

Senator Gore, That is what I thought.

Mv. Lanpsay, That is correct.

The Cuanman. L hopoe you will make that very complete.

('Mhe tollowing was subsequently received for the record:)

QuaALIFIED PENSION, PROFIT-SHARING, AND STOOK-Bonus I'rANS

Present law accords special tax treatment with respect to pension, profig.
aharing, and stock-bonus plans that qualify under the Internal Revenune Code.
Covered employces are not taxed currently on employers' contributions made
on their behalf to these plans. Instead, the employees include the beneflts
from such plans in taxable income in the year they are received or made avail-
able. Trusts established to administer qualified pension, profit-sharing, and
stock-bonus plans are exempt from tax. In addition, employers are permitted
to take tax deductions, within specified linidts, for thelr contributions to quali-
fled plang, rogardless of whother the employees have a forfeltable or nonforfeit-
able right to such contributions at the time thoy are made.

In order to satisfy the requirements for qualification, a pension, profit-sharing,
or stock-bonus plan must not discriminate as to coverage, contributions, or bene-
fits in favor of employees who are stockholders, ofticers, supervisors, or highly
compengated employees, Any trust established to carry out such a plan must
be created or organized in the United States and must be for the exclusive
henefit of the employees or their beneficiaries,

1. Coverage roquirements

The coverage requircments for qualification are met if the plan covers 70
percent or more of all the employees, or 80 percent or more of all the employees
who are eligible to benefit if 70 percent or more of all the employeges are eligible
to benefit under the plan. ¥or purposes of satlsfying these percentage roquire-
ments there may be excluded individuals who have been employed not more
than a minimum period not exceeding 5§ years, employees whose customary em-
ployment is for not more than 20 hours in any 1 week and employees whose
customary employment is for not more than 6 months in any calendar year.

As an alternative to meeting these specified percentage requirements the plan
can meet the coverage requirements if it covers employees who qualify under a
classification set up by the employer and found by the Internal Rovenue Sexvice
not to be discriminatory In favor of employees who are officors, shareholders,
persons whose principal dutles consist in supervising the work of other em-
ployees, or highly compensated employees. Section 401 of the 1904 code spe-
cifically indicates that a plan shall not be discriminatory merely becauvse it is
limited to salaried or clerical employees. Most plans satiefy the coverage re-
quirements for qualification under this option rather than by meeting the per-
centage of employees test. K C '

2, Rate and amount of benefit ]

A qusatified pension, profit-sharing, or stock-bonus plan must not discriminate
in coutributions or benefits tn favor of employees who are stockholders, officers,
supervisors, or highly compensated. Thus, if a higher rate of beneflt is provided
for higher puld employees than for lower paid employees or for stockholder
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omployoes than tor those who are not steckholders, the plan fuils of ualifl-
cation, Iowoever, the mere fact that contributions or benefits bear a uniforn
relationship Lo compensation of participants does not result in disqualtfication,
Accordingly, the dollar nmount of the benefit for the higher paid employees may
be larger than for the lower patd employees,

Total compensntion, however, inclusive of the employer's contributions to pro-
vide benefits under tho plan, must be reasonable for the services rendered.
Whore such total compensation 18 reasonuble, theroe is no Hmit on the amount
of the benefit which may be pald to an employee In accordance with the plan,
1f, for example, the benefit rate s BO percent of compensation, an annual pon-
slon of $100,000 will result for a $200,000-a-year-man, while the pension for a
$5,000-man will be $2,600 per year. This 18 not discriminntory within the pur-
view of the statute since the beneflt rate is uo greater for the higher compen-
sated employee than for the lower puid man.

3. Treatment of stookholders '

Stockholders who are boin fide employecs of n corporation may participnte in
the corporation’s plan to the same extent as othor employces. 'I'his I8 80 whether
the employor-corporation is a large publicly-owned enterprise, a small family
corporation, or o one-man corporation. In this respect, the statute provides for
quulifleation, under the applceable requirements, of a “plan of an employer for
the exclusive beneflt of his employees or their beneficiaries.” 1t makes no dis-
tinction, howover, as between stockholdor and non-stockholder-employees. Where
the total compensation for the stockholder-employee, inclusive of the employer’s
contributions to provide benefits under the plan, is reasonable, such contribu-
tions are allowable deductions from gross income within the preseribed lHmits,
A contribution, however, which 18 primarily for the beneflt of an individual
in bis capacity as o stockholder wny constitute a dividend and is not allowable
a8 a deduction,

In 1944, the Internal Revenue Service lssued raling LT 8674 which restrieted
employer contributions on behalf of stockholder-employces under gualified pen-
slon, profit-sharing, and stock-bonus plans, This rullng provided, that in general,
no more than 30 percent of the total employer contributions under such a plan
could be used to finance benefits for stockholder-cmployees who own dirvectly or
indirectly more than 10 percent of the voting stock, Iowever, in 1949 the Tax
Court in the Volckening case, 18 .0, 728, rejected this limitation and held
that the mere fact that a stockholder-employee participates in o plan s no rearon
for Umiting the contributlions or benefits on his behalf if they do not diseriminate
in his favor, The Commission of Internal Revenue acquiesced in this decision
(O.B. 1050-1, p. b).

4. Employer deduotions
An employer who makes contributions under a pension, profit-sharing, or
stock-bonus plan is allowed to deduct them, within preseribed lmits, if such
contributions are otherwise deductible as ordinary and necessary business ex-
ponses.  'The contribution, together with other amounts for services rendered,
must constitute reasonable compensation. Deductions for contributions under
a pension plan may be claimed under any one of three Hmitations. These are:
() an amount not in excess of & percent of the compensation of coverod em-
ployees, (b) an amount based on level funding for the remaining unfunded cost
of past and current service credits (i.e. an amount determined by spreading
the total unfunded cost of anticipnted benefits evenly over the remaiaing future
gorvice of the covered employees), or (¢) an amount equal to the normal cost of
benefits under the plan (le. the pension cost attributable to the employees'
service in the current year) plus an additional amount which is not in excess
of 10 percent of the past service lability. A contribution in any taxable year
which exceeds the allowable Hmit is deductible in the succeeding taxable years,
in the order of thme, within the applicable Hmitation.
Deductions for contributions under profit-sharing and stock-bonus plans are
_allowable to the extent of 15 percent of compensation of participants, with pro-
vision - for carryovers for excess contributions, and additional contributions
where the meaximum deductible contributions had not. been made in prior years,
Where an employer maintaing a pensjon or an ahnuity plan and also a profit-
sharing or stock-bonus plan, and one or more employees participate in each, the
employer's overall deduction is limited to 28 percent of compensation of partic-
ipants. Where contributions for a taxable year exceed this limitation, the ex-
cesg muy be carried over and be deductible in suceceding taxable years, in the
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0;‘(101‘ of tiwme, up to & maximum of 30 percent of compensation of covered om-
ployees,

The foregoing Umiblations apply to contributions under qualiied plans. If,
however, a coniribution is made under o ponqualisted plan, it may be deductible
in the year paid only to the extent that employees’ rights theroto are nonfor-
feltuble, € 8o, such contribution is fncludible in gross income of the employees
concerned.

3. Prohibited transactions end unrelated trade or business income

Exemption {8 denfed to an employces’ trust which engages in a prohibited
transnction in dealings with the employer or controlled intervests, consisting of
uhvecured loans, or purchases or sales other than at fafr market value, oy the
payment: of excessive compensation, or providing services on a preferential basls,
or any other transaction which vesults in a substantinl diversion of trust funds,
Also, although a trust may otherwise be exempt, if it derives income from an
umrelinted trade or businesy it is subjeet to tax on such income.

6. Control exercized in obtatning compliance 1¢ith pension roquirements

The Treasury Department through the Internal Revenue Service, exercises
control as to complinnce with the stantutory requirements relating to pension,
profit-sharing, and stock-bonus plans through the use of annunl returns, sup-
poviing data, and examineations of books and vecovds, Hvery exempt om-
ployees' trust s required to file an annunl information return with respect to
its flnaneial operations and rvelated activities,  Purthermore, every employer
who claims deductions for contributions under a peusion, aunuity, profit-sharing,
or stock-bonus plan, or under a plan deferring the receipt of compensation, is
vequived to furnish information as o compliunce with the statutory require-
ments for qualitication of the plan, and as to the allowance of the deductions
within the preseribed limits,  Also, if an employees’ trust makes investments in
the stoek or securities of the employoer, finaneial fnformation must be filed to
establish compliance with the applicable requirements, The returns arve sub-
Jeet to examination by the Internal Revenne Service and data furnished must bo
supported by books and records of the taxpayer concerned,

Senator Gork. In a one-man corporation, 25 percent of whatever
salary that man draws can bo exempt from taxation if contributed to
a retirement plan? oo

My, Lanpsay. Subject only to whether or not the compensation is
reasonable under the circumstances, )

Senator Gore. And then when he reaches a cortain age he may
draw it whether he retiresor not? . .

Mv, Laypsay. No, I dow’t believe-—~in a profit-sharing plan he could,
in a pension plan he probably would have to retire, )

Senator Frear., But that withdrawal is subject to tax at that time,
is it not.? L

Mr, Laxosay. Yes, it is, i )

Senator Tarmanee. Would the Senator yield at that point?

To get back to the (‘n%tmn that Senator Gore was asking, in the
case of the small family- yge corporation, I believe you stated that
25 ﬁ)erc;cnt of the income of, say, the president of the corporation,
could be made tax free, if it were applied to a retirement program ¢

My, Laxnsay, Yes, I believe that is corvect, .

Senator TaLmavee. Would such a pension plan also require that
every employee of the corporation be set up on a similar basis of
25 percent of his salary ¢ o

Mr. Lixpsay. Yes. But there may be rules as to eligibility, based
on years of service and age. . L

Senator Tarmanar. In other words, he could restrict it largely for
the benefit of the family-owned corporation ¢ -

Mzr. Lanpsay. No, I don’t believe he could. But he probably would
not have to set aside contributions for those employees who are with
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a corporation for less than the specified number of years, say & or 4

years,
Sonator 'Tarmaper, By that, he could exelude & large number of

employeos {

Mr, Lanpsay. e might exclude a large number with what you
might call the rapid turnover of employees,

enator Tatmavor, That plan would have to be submitted to the

Director of Internal Revenue for his approval, would it not

My, Lanvsay. That is correct.

Senator Smarmers. In connection with supplying this informa-
tion, 1 think it would bo helpful if the I'reasury would also supply
to us the rato of growth of these pension plans in the private cor-

porations, N .
Mr. Linosay. I can give you some information on that now, if you

would like, Senator Smathers.

Sonator Smarurns. I personally would like i, but I don’t want
to interfere with the questioning. We can get it later on,

Mr, Lanpsay. We 1mvc tables on the number of plans, the rate of
growth, the assets, the amount of contributions. And 1f you want
me to summarize them now, I would be glad to do so. Or, if it is
more convenient, we will submit the tables for the record.

('The following was subsequently received for the record :)

‘ :
Sprroree Dara RiArpING PENSION, Prorrr-Snaming Anp 8100kBoNUs PLANS

e following tables present selected data regarding pension, profit-sharing
and stock-bonuy plans, They indicate the rapld growth in the number of such
plang in recent years, By the end of 1968, there were over 47,500 qualified
plung,  As of the same date, such plans, including those administered by unions
and estublished by nonprofitmaking institutions, held assets totaling over $39
billlon, congisting principally of corporate bonds, stocks and Government bonds.
Kmployers’ conteibutions to provide pensions for employees have risen corres-
pondingly and by 1066 corporate deductions for such contributions amounted to
$3.¢ billion. The tables also present information regarding eligibility require-
ments for coverage in pension plans as well as the conditions under which em-
ployees recelve vested rights te employer contributions under such plany. As
# general rule, employees receive such vested rights only ufter relatively long
porlods of service or the attainment of a apecified age.

Neleoted tadles om pension, proﬂt-uharmg and stock-bonus plans

. 1. Internpal Revenue Service rulings as to the qualification of pension, profit-
sharing and stock-bonus plans, 1942-58,

2. Number of new pension, profit-sharing and stock-bonus plans receiving
rulings from the Internal Revenue Service and number of employees
covered by such plans,

3. Deductions by corporations for contributions to pension, profit-sharing and

© stock-bonus plans, 1945656,

4. Frequency distribution of qualified pension, profit-sharing and stock-bonus
plans by ratio of employer contribution to nondeferred compensation of
covered employees,

5. Frequency distribution of quallfied pension, profit-sharieg and stock-bonus
plang, by size of firms’ assets,

6. Deductions of corporations for contributions to qualified pension, profit-
sharing and stock-bonus plans as percentages of net income, by size of
firms’ assets,

7. Number of pension, profit-sharing and stock-bonus plans, and number of
employees covered by such plans, classified by contributory and noncon-
tributory pians.

8. Percentage distribution of pension, profit-sharing and stock-bonus plans and
number of employees covered by such plans, classified by contributory
and noncontributory plans.

42777-—59—8

'
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" 9. Mligibility requirements for coverage: Percentage distribution of 239 penslon
plans in effect during the years 1953-55.

'10.. Conditions under which employees receive vested rights to employer pension

contributions : Percentage distribution of 289 pension plans in effect during
the years 1968--606.

11, Size of pension in relation to compensaiion: Percentage .distribution of 239

plans in effect during the years 1953-55.

12, Assets of private pension plans for selected years, 1960 and 1964-58,

18. Assets of noninsured corporate pension funds for selected years, 1905458,

TasrE 1.~~Infernal Revenue Service rulings as to the qualification of pension,
profit-shoring and stock-bonus plans, 194258

Number of | Number of Total
plans plang number
reooiving terminated of plans
rulings by ruling atend of
durin; éx durin&z perfod
perdo perio
10, 608 209 10, 302
1,134 278 11,288
1,128 227 12,164
1, 23 2, 028
1,807 151 14, 671
2,493 146 17,018
1083 3,780 128 20, 6
July 1, 1953 to Dec. 31, 1953 (hull-yonr),.. 1,07 84 22,
QCalendar year:
4, 821 256 206, 578
, 64 336 29, 884
5 308 34,870
6,463 351 40, 982
1058..- 4, 099 403 47,578

Source: Internal Revenue Service.

“PABLE 2.-Nismber of new pensgion, profit-sharing, and stock-bonusg plons receiving

rulinge from the Internal Revenue Servioe and number of employees covered by
mch pums, fiscal years 195658

' July i to
Flseal 1056 | Fiscal 1967 | Fiscal 1958 | Deo, 81, 1958
) ' (4 year)
Nuuber of new plans: : ' ' I LT ! :
Pension plans._.... 2,824 3,483 3,767 1, 756
Proﬂtz~sharlng f)lans - 1,679 2, 549 8,100 1 429
Btock-bonus plans.... ’ 17 ' 10 14
S 2 RO R— emmmmeanenes W se) o eee|  oebizl o 31w
Number of employees covered by new plans: )
Pension plans. . . 531, 410 © 884,396 596, 892 232, 285
Profit-sharing plon 87,470 e 145 638 | - 154,287 204 086
Bteck-bonus plans.. . 177,290 26 ). - -Tw6] ..
POl onremne s bmameninnnese| 196,190 | 732,845 | 767,385 828,027

[ T '

" Souroe: Intéma) Re%enué 8ervlqe.; . L L . ,
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TasLy 8.—Deductions by corporations foir contributions to pension, profit-sharing,
and stook-bonus plans, 1945-56

(¥n millions) x

Year Amount Year Amount
U S $776.2 || 1051 - $2,326.9
1046, e . B34, 6 1] 1052 cmenmemecrcccnie i cmsciscun e 2,681.8
1047_ . “ - - 1,088.3 if 1953, 2,036,3
1948 1,183.5 || 1964.. 2,840,
D94, e mccc e mnn s adnan e ——— 1,216, 1 ]| 198B... covecrcnvancocanncmmmamnmmmanseanme 3,200,2
1960, 1,660.9 |} 1056.... . 3,646, 8

Nore,~The amounts shown in the above table for yoears prior to 1952 include contributions to omployeo
beneflt plans other than pension, profit-sharing, and steck-bonus plans.

Sourco: Statistics of Income, Corporation Income Tax Returns,

TapLe 4.—Irequency digiribution of qualified pension, profit-sharing, and stock-
bonug plans by ratio of employer contribution to nondeferred oompemation or
covered employecs

[Tabulation of 8,568 plans of employers submitting such information on 1951 tax returns}

Percent of nondeferred compensation
. Total
. mnmber
Type of plan ‘I'Under| &to | 10to | 15te | 20to | 26 per-
plans 5 per- | 10 per- | 16 per- | 20 per- | 26 per- | cent Not
cent | cont | cemt | cent | cent and | known
over
1

Penslon or snnuity.. .o 5,830 | 1,366 | 2,200 | 1,141 400 128 7 425
Individual contmct 2, 209 377 954 521 196 7 152
Group contract..... 1,826 467 726 320 98 31 18 167
Self-insured.. 1,708 822 610 291 116 p 116

Profit-sharing. ' 404 403 18
tock-bonus. 21 15 2 . 3 PO SR, ) E——
Mixed... . - 85 15 10 9 1 4 3 4
Not known.. 826 233 308 21 48 16 21 81
MO e et e 8,568 1 2,088 | 3,110 1,85 083 166 118 04

Y Percentoge

ion or 10, 100 23.4 30.3 10.6 1.2 7.3
Individual contmct .............. 100 10.4 41.4 22.7 1.3 6.6
Group contract.... 100 25.6 a7 18.0 1.0 8.6
Self-insured.. 100 30.6 35,8 17.1 1.4 6.8
100 22,0 26.8 31.6 1.2 5.1
100 71.4 0.5 14.3 4.8 | cannn "
100 27.3 4.4 16,4 6.6 7.3
100 28.2 ar1 14.7 2.5 .8
100 271 33| 2.6 1.4 7.1

Nore.~Table does not include data on & large number of plans for which detatled information was not
available on tax returns.
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TasLg 5.-—Frequency distribution of qualified ponsion, profil-gharing, and stock-
bonus pluns, by size of firms’ assets

[Tebulation of 8,607 plans of employers submitting such information on 1051 tax roturns !}

Number of plans
Assots (000)
Pension Profit Stock Other ¢ Total
sharing bonus
Undor $60... . . 60 10 [evmncuennnn 17 87
80 60 $LOD.«ereneeimc e nm s ————— 124 30 |evemernvannn 35 189
' 362 160 1 04 607
2 246 1 93 8
731 336 |eumnnn SR 108 1,173
1,760 856 7 47 , 669
12 152 1 87 85!
1,014 184 3 136 1,336
100, 242 22 2 26 202
5106,000 and over.. 307 20 8 a1 460
' POLBL. o nieccmmc o n e e a 5,704 1,821 21 871 8, 507
Typs of phm as percent of total ...acuuaue. 68,1 21,4 0.3 10.2 10
Percentage distribution
UNAOr $60. ccemv e nanmmnssnenoevnnona 10 (1 20 PR 19 1.0
gsot 0 $100.. 2.1 ) L 3 PR 4.0 2.2
104) to $25{L 6.1 8.8 4.8 10.7 7.2
$260 to gb‘)‘) 8.7 13,6 4.8 10.7 9.9
00 to $1,000 12.6 18,4 favumnanacnnn 12.2 13.8
1,000 és 000 30.4 36,0 333 28,4 314
6,000 to $10,000. 10.6 8.4 4.8 10.0 10.0
10,000 to $60,000 . 17.56 10. 1 14.3 15. 6 15,7
$50,000 to 3100 000, 4.2 L2 9.6 3.0 3.4
$100,000 anAd OVEr.ccucmennvumnnnumummennan 6.8 14 28.6 3.6 5.4
B 1 7 UV, 100.0 100, 0 100. 0 100. 0 100.0

1 Includes some plans combining [l)cmlon, profit-sharing and stock-bonus features and plans for which
only partial information was available,

NoTE.-—~Table does not inplude a large number of plans for which detailed information was not availatjo
on tax returns.
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AL 8.-—Deductions of corporations for contributions to qualified pension, profit-
sharing, and stock-bonus plans ag percentages of net income, by size of ﬂ/rms’
asgets

[Tebulation of 7,733 corporations submitting such information on 1951 tax returns. Assets and dollay
amounts in thousands]

Deductions for contribu-~
tions to qualified plaus

Assgots Number of | Net income
corporations

Amount Percent of
net income
Under $60 82 $602 $348 57.8

$60 to $100. - 187 1,902 693 36.4
$100 Lo $260.. 684 16, 606 3, 661 23.0
$260 Lo $500.~ 800 42, 406 7,720 18,2
$600 to 1,121 121, 186 19, 9563 16, 8
$1,4 000 to %5 0000, 2,437 801,418 04,723 10.6
$5, ,00() to %10 000, 768 053, 864 04,412 9.9
$10,000 to $50 000 1, 130 2, 869, 443 216,732 7.6
$60,0(lll to $100 00i 239 1, 543, 160 100, 598 6.6
$100,000 and over... 342 12, 266, 805 1,055, 104 8,6
Assots not TOPOIEON . ceemiccm s i 63 40, 453 2,024 5.0
O et i ammamim e e m 7,733 18, 436, 836 1, 665, 957 8.5

Percentage distribution

Under $50. . .c oo rrmanr v 11 ('; ")

$50 to $100. .. ———- 2.4 ¢ 0.1
$100 to $250... R 7.6 0.1 .2
$260 £0 $500. e ueeemvncnn 10.3 .2 b
$500 to $1,000. . owens 14.5 7 1.3 1.
$1,000 t0 $5,000., - cemernn 3L5 4.8 6.1 |.
6,000 to $10,000. 22077 0.8 3.6 4.1
$10,000 to $50,000.. « o oveen 14.6 15.6 13.8
$50,000 1o $100,000. 3.t 8.4 6.4 1.
$100,000 and over.. 4.4 66. 5 67.4
As80ts NOE POPOILE e e .7 p. .1

OBl o e e e m e e 100.0 100.0 100.0 |evcmnnnmmmmenn

1 Less than 0.1 of 1 percent.

NoTE.~Table does not include data for o large number of plans for which detailed information was not
avallablo on tax return,
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Tanty Vw—Numbor vf g«maﬁm. profit-sharing, and stock-bonus plans and numbeor
- of employces covored by suoh.plans, olasséfiod by contridutory and noncontridu-
jory plang
{Tabulation of 7,638 plans of smployers subinittiug such information on 1051 tax roturqs]

Number of plans
Typo of plan
Qontribue Nongon. Not known Totn}
tory tributory :

TOHBION OF DMLY o ene s cmn e 1, 006 8,000 623 8, 300
TN vIAUAY COMEA0E. ¢ et e vaee 020 1, 250 268 2,104
Group oontenotom e e vnwwuon . (1] 768 201 1,09
BOUINSNNOR o cnmcsmasnn e 387 1,017 100 1,878

. " oy

Profit-sharing....... awoi non enmanas waemann 100 1,401 148 1,040

Btook-Donud. ... 4 (] 2 13

Mixed. . 21 24 8 03

Not know 1_07 Wb 199 024

A PO 1,008 4,601 01?7 7,088
i
Numbor of covered employoes

Ponaion or ALY aen v awncavenann baenmannanan 1, 287, 318 2,415,014 726,217 4,428, 46
Individual mm'mct 61,378 00, 612 23, 801 174,781
Uroup contract..... . 854,020 340, 427 124,014 1,024, 190
2T LA T T O USRI 081, 008 1,970, 258 578,312 3, 229, 878

Profit-sharing. ... 34,12 207, 484 137,982 430,378

Stock-bhonus 1,340 81, 188 88 s

Mixed... 0, 790 03, 452 7,002 78,273

30,108 40, 946 70, 106 140, 244
1, 360, 489 2, 803, 184 042, 384 6, 166, 057

Note.~Table does not include & dnrgo number of plans for which detatled information was not avallable
on tax return,

TABLE 8.~Peroentage distridution of pension, profit-sharing, and stock-bonus plans
and numbder of employecs covered dy such plans, olassificd by contribuiory and
noncontridbutory plans .

[Tabulation of 7,638 plans of employors submitting such information on 1951 tax returns)

Number of plans
Typs of plan
ypoolp Contribu- | Noncon- Not Totul
tory tributor known (peroent)
(percent) | (porcont (percent)

Yension or I} eennanmcmcammamenammenannanaannanan.n 31.4 50.8 1.8 100.0
Individual Contract.. . ceenemncneenanunanmaneansnnne 20.8 585 120 100.0
Group CONLPACt.uans ncmencannenenmnmumnnensanamonsn 40.7 469 12.4 100.0
Sell-insured. . - - 24.6 64.7 10.7 100.0
fit-sharing. . 41 85.1 8.8 100.0

tock-bonus. 33.3 80.0 16 7 100.0
MIUXOEA  cccricierancensuncamannastn e snnananan 30.6 453 15 1 100.0
Not known. . 26.9 41.1 320 100.0

Total. . . P, 25.7 6.5 12.8 100.0
Number of covered employees

Pension or annuity. . 20.1 546 16.4 100.0
Individual contract.... 20.4 56.9 13.7 100.0
Grou OONIACL v crancansnocannuensmanannsuoennan 54.2 a3.7 121 100.0
Self-insured. 2.1 61.0 179 100.0

Profit-sharing 81 59.8 32.1 100.0

Btock-bonus.. 1.8 98.3 100.0

Mixed ... . 86 81.2 10.2 100.0

Not known _ 20.7 31. 4 479 100.0

Total. 26.3 55.4 18.3 100.0

Nore.~Table does not include a large number of plans for which detailed information was not available
on tax return.
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Tanre Q.—-Wiipibility requirementa for coverage: Percentage diatribution of 239
pension plans in effcot during the yoars 195366

Bligibility requiroments PYercent
of plans

Ago und gorvico (ranging from under 1 yoar of ueivloo and undor 26 yonrs of ago to ovor § years of

HOPVIOD 011) OVOR B8 YOI Of BHO) wu v nie e ssamienmm s msim s awnasionnaaen s aamansmhassnnsnn He
RO

Borvico only:
2 yours or loss

Total, service only.

Ago only:
20 yonrs ond under. . .....cvuuans
30 yours.........
BB YOI ascm st s om bt it i st s s i “

LOEAL, MO ONIY ettt et s s s b 0 88k b bt S b
INO BOUIPOIIIOINED . . o e sy s st e 0tk 00080 1 0 et e

[\ A vmmenanan e e am——e o eena o eemamam— 100

Boures; Bankers Trast Co., “A Btudy of Industrial Retlroment Plans,” 1956 ed.

Norg.-Figures aro rounded and will not necossarily add to totsls. Table tncludes only conventional
plans which aro not of the pattorn typo, ‘T'he Iatter are plans which have been negotinted, with only minor
varlations, by unfong with individus) companios,

TasLe 10—Conditions under which employeecs recetve vested rights to employer
pension contributions: Percentage digtribution of 280 pension plens in effect
during the ycars 195355

(

Vosting requirement Percent
of plans

Service (usually 10 to 20 years) plus specified age:

46 yenrs or less. . 10
DO TO B0 W OBIB . u e smismamie i cms citsomrt 3 6 b o 0 1 00 0 £ 0 B 0 3 0 %
60 years. . 8
\ Total, sorvice and ago. 42
Eerbmesn - 4
Service only:
10 years or legs. 8
15 years. oo.. - [
20 yoars or more. N 8
otal, servico only.. 21
Age only:
80 to 55 years. 3
60 years. wonan 2
Total, age only - 5
i
fmmedinte vesting on employment "
Partlol vesting only....ececsancmmancs cnnvnanarmeane R 8
No vesting prior to retirement. ... 28
No information on vesting practice. 1
fe i
Total.... . 100

Nore.—Table includes only convontional plans which are itnt of the pattern typo. ‘The latter ave plans
which have been negotlatod, with only minor varfations, by untons with individual companies,

Source: Bankers Trust Co., A Study of Industrial Retirement Plans, 1956 edition.
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Tants 1l—8iro of ponsion in relation to compensation: Percendags distridution’
of 239 plans in off cot during tho yours 195366

Aunnunl wugos
Pouston (exelngive of soolnl seonrity) e o, s = " -
W pereent of componyation
3,000 - $4,200 $7,200 $20,000
Undeor 26 .. o - 97 2N 10 4
36, . 49 b2 a0 12
1 17 44 a0
2 2 1 87
1 2 3 8
100 100 100 100

NOTE.~ Benolits based on 30 yours of future sorvice, Table Ineludes only convontionnd pluns which are
not of the vatiorn typoe.  Phe Luttor are plivas which have beon negotinted, with ondy miuor varlations, by
unlons with individual companies.

Soures: Bankers Trust Co,, A Study of Industrisl Retiroment Plang, 1060 od.

ARLE 12.~~Asscts of private pension plans for scleoted years, 1950 and 195)-58*

1In billions of dellars)

Noninsured Insured
Yoar corpornte pension Totnl 3
pension funds FOsOrVes
5.4 56 1.7
12,9 0.0 23.0
1.2 "2 26, 6
16, 6 12. 4 30,3
19, 1.0 348
e F T S, 221 16,5 80,3

1 Book valun at end of yoeor,

2 Tn addition to noninsured corporate funds and insured funds thoe total inehutos veservos of nouproflt
organizations, multicmployer plans and unton-administered plang, a8 ostimotod by the Roclal Seeurity .
Admintstration for the years 1950-57,  'Tho 1958 flgure ts an extrapolation of the Securities and Jxehango
Commisston,

Source: Seeuritios and Eiehange Comunission, Corporate Ponson Tunds 1968, rolonse No, 1005, Moy 26,

TARLE 13.-—A88cts of noninsurcd corporate pension funds for sclecled years,
1954-58* :

{In milltons of dollars)

1054 1956 1966 1987 1958

Corporate bonds .. ....... 6, 369 7,226 8, 704 10, 392 11,781
Qwn company. . ... 3) [ 508 641 638
Other companies - ) ) 8, 108 9,761 11,094
Cominon stoek ... .- 2, 280 2,058 3,774 4,770 6,042
QW COMPANY L oo et e acimmcinas s s 382 434 800 584 646
Other companios. . oo i e cmncecmnn 1, 904 2, b24 3, 260 4,187 5, 390
Preferred stock .. ... . 454 510 570 611 666
U.8, Government securities . .- 2,284 2, 636 2,293 2,032 1, 985
Mortgasres ..o ooanen e . $) 146 230 313 406
Cash and deposits - 200 343 © 832 368 383
Other ASSeS. . ou i iecarmcccnnccmmccn e 473 511 736 833 802
Total SSOER. oo i i a e cmnen cmeamnnan 12,163 14, 230 16, 639 19,319 22,004

1 Book value at end of year.

2 ™ot avallable separately,

3 Included with other assets.

NoTE.—~Table docs not include reserves of insurance companies attributable to insured pension plans,
which amounted to $15.5 billion in 1958, .

Source: Securitics and Exchange Commission, Corporate Pension Funds, 1958, release No. 1605, May 26,
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S(sgmtor Tarmaven. May I ask one question at this point, Mr. Chair-
man

What is the approximate loss of revenue to the Government on these
pension plans )

Mr. Linosay. That is a difficult question to answer.  According to
our tables through 1966, the deductions by corporations for contribu-
tions to pension, profit sharing, and stock bonus plans, amounted to
$8.6 billion. Now, does that mean that that is the loss of revenue?
'T'his is compensation, and if not set agide in o plan, part of it, all of it
or none of it might be paid as direct compensation.  So the Toss may
be what would have been picked up had the employees been required
to include in income currently the contributions paid on their behalf
by the employer. Under that test, we estimate—and it is a very
rought estimate—that the revenue loss would be in the order of $800
million, not counting the Government plans, just the private corpora-
tion plans, ‘

Senator Smarmiers, How much, Mr. Lindsay ¢

Mr. Linosay. T neglected to mention the trust exemption which
amounts to another $350 million.

Senator Frear. Ave they annual? Is that an annual figure?

Mr. Linosay, These are annual figures,

Senator Smarmers. What is the total amount of money now being
held in private pools or pension plans? ,

Mr. Lanpsay. In the trusteed plans alone, the corporation trusteed

lans that are private, I think the assets as of 1958 were $22 billion.
n addition, there are plans which are insured pension plans which
amount to $15 billion, or a total of $87 billion.

Sentaor Smariers. Do you know, Mr, Lindsay, how much is being
held now by what you would eall noncontributory approved pension
plans? How much is being held in that?

Mr. Lanpsay. I don’t think we have those figures. We have a
sampling, and a very small sampling, that was actually conducted by
“another concern, indicating percentages, but whether that sample

would be a fair sample or not, I don’t know.

Senator Smarunrs. Do you have the information as to the percent-
age of growth of noncontributory approved pension plans?

Mr. Linpsay. We do not have figures on the percentage of growth.
I believe—and it is just a guess—that the dirvection is in the trend of
noncontributory plans.

Now, on a tabulation of 7,600 plans from the information sub-

-mitted on 1951 income tax returns, I note that 61 percent of the plans
were noncontributory, 25 percent were contributory, and the balanca
was not, known. The balance would be about 12 percent, and it might
be in the same proportion.

Senator Smaruers, But you are satisfied that the trend is toward
the approval or the setting up of approved noncontributory pension
programs?

Mr. Linpsay. I can’t say that I am satisfied on that, it is just a
guess. We don’t have figures to prove it.

Senator Gore. Mr. Chairman, could I ask a question out of turn?

The Ciramrman., Yes.
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Sonator Gowr, We have an executive session of the Forveign Rela-
tions Committee to which I would like to go. .

Mvr, Lindsny, your testimony verifies and reveals the existence of
favoritism in corporation ponsion plans, The principal arpml that
has been made to me by the advacates of IR, 10 is based upon the
oxistonco of such favoritism. Now, as an offset to this unjustified
situntion which you have deseribed, FLR. 10 proposes tax exmn{)tion
for the self-omployed of $3,100 per year, provided these self-omployed
persons aro ub{u to invest, and do mvest, $2,600 of their income in a
retiroment plan of soma sort. s that corpect

Mr. Lanosay, That is correct. 1t iy $2,600 por year, not $3,000,

Senator Gore. Well, the taxpayer would have $600 under the pres-
m\t,‘ Ia 8w. Undor the presont law, he has an exomption of $600. Is that
right.

fr. Linosav, Yes. Fvorybody hag o $600 exemption,

Sonator Gore. But this additional $2,600 wouL! only bo availablo
to those who have suflicient incomo so that they can afford to invest
$2,500 in a retiroment plan, or have suflicient savings which they can
allocato on an annual basis to that extont, is that right ¢

Mr, Lanosay. Well, 1 would say that is correct, Senator Govo,

Seaator Gore, Mr, Chairman, I think this would be using one
wrong to justify anothor, Iustead of supporting TLR. 10 T shall avail
myself of the first opportunity to amend the law to remove the favor-
itison which s just been deseribed.,

The Cramman, Mr. Lindsay, in your statement, I would like for
y«]m to mnke it cloar what suthority, if any, exists for these pension

rlavs,

! Mr. Lanpsay. Well, there have been provisions for pension plans
since the 1924 and 1926 Revenue Acts, In 1942 there was a complote
revision, and a very claborate statute laid out, which was section 165
of the 1939 code, and with somo modifications this was reenacted in
the 1964 code under section 401 and succeeding sections. There the
rules specifically and in detail set forth the circumstances under
which a pension plan may be set up and qualified.

Thoe Cuamaan, Would you make clear what discretion the T'reas-
ury Departipent has? Do you have some discretion in regard to these
plans, or not.

Mr, Linvsay. We have discretion only to interpret the statato as
fairly and accuratoly as we can, and if we see that a plan is diserim-
inatory, we would not rule in its favor, However, if it meets the
statutory requirements as to discrimination, we have to rule in favor
of the plan. ,

The Cuamman. What do you mean by “discriminatory”?

Mr. Linnsay. By “diseriminatory” I mean a plan that inuves to the
benefit of the more highly paid employers and owners of the business,
or gives them higher proportional benefits, not on & straight per-
centage of compensation, but, say, permits the top executives to have
a 25 percent contribution by the employer while the lower paid em-
plovees would have a 5- or 10-percent contribution,

The Cnamuman. Do you adhere to a policy of the pension being in
proportion to the salary, a certain percent of the salary $

r. Linosay. If it 1s in proportion to a certain percent of the sal-
ary, the same percent of the salary, it would not be discriminatory.
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The Crameman, But you said that some get $100,000 and that on
the basis of 5 porcen e

My, Lanpsay. I think under some plans, Mr. Chairman, benefits
tend to be large because of forfeitures of employees who foave the
compuny, whoen the contribution made by the employer on their behalf,
if it is forfeitable, stays in the plan for the benefit of the remainder
of the émployees, .

The Cxxaneman, Ts it true that certain retired officinls are receiving
$100,000 or more in tax exempted funds§

Mr, Tanosay. I don’t porsonally have any specific cnse bofore me.
I do know that some of the pension plang and profit-sharing plans
have come (o a considerable amount,

The Cuamman. I think this is an extremely important matter,
and T wish in the materinl which you are to furnish you wonld explain
how you determine the control you exercise over these matters,

Mvr. Lanpsay. Yes, sir,

The Ciamman, The civil service pension plan is the next to be
considored. ow many are in that plang

My, Tanosay, In civil service, there are about 2 million employees.
There ave altogether about. ¢ million government employees, State,
loceal and Federal, covered by a government pian, and 2 million are
covored by civil servico.

The Cramman, Are there contributions deductible from the in-
come taxes of the individunls? ' 4 .

My, Lannsay, No, Mr, Chairman,

The Crramaan, When they receive the retivement payments are
they taxable or notd

Mpr. Linosay, That is taxable except to the extent of their own in-
vestment, of their own nondeductible contributions,

The Cuamman, Ave these payments exempt ¢ o

Mr. Linnsay, Well, if over a period of years a Government employee
has contributed, we will sny, $1,000 to his civil service retirement >l§n,
and the Federal Government has contributed $1,000, he would have
$2,000 s])rcud over a number of years during his retirement, and he
pays only on that portion that was attributable to the Government’s
contribution, not on that portion attributable to his own contribution.

The Cmaxmman. In the first instance, is it deductible from the in-
come tax of the individual?

Mr. Lianpsay. No, it is not, ,

The Crramman. Is there any provision in the tax laws now under
which an individual can deduct payment to the retirement fund for
his own benefit#

My, Lanpsay. No, I am not aware of any instance.

The Cramman, i\fow, let’s turn to the railroad retirement fund.
Will you explain that? :

Mvr. Linpsax. T don’t have the number of people covered there. Tt
is & 6% percent contribution. I don’t have the number of employees,

The Cramman. Is it on the same basis as civil service so far as
taxation is concerned?

My, Lanosay. Well, it is more like social security in the sense that
the bonefits, when paid, are tax exempt.

The Cramman. And the contribution is not deductiblet
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My, Lanpsay, The contribution is not dedunetible. But the em-
ployoer’s contribution is not taxed to the omployee, nor is it tuxed to the
employos when ultimately received on rotirement,.

Tho Cuamman., Now, tho so-called solf-employed bill, now bofore
us, would affect 7 million?

' Mr. Tanpsay. Six or soven million.

The Ciamman, Six or seven million. And the social security, of
coursoe, that can be duplicated.

My, Linpsay. Yos.

The Cuamman. lixcept in the case of physiciang—

Mr. Fawpsay, And ministers, on an optional basis,

The Cramman, In othor words, thoy can receive both? Social se-
ourity covers about 856 million?

My, Linnsay, I am advised that it is somewhere in the neighbor-
hood of that, '

The Cuxarrman. About 7 or 8 million are now enjoying bonefits

My, Yannsav. Yes.

The Cuameman, Now I would like to know for the record how many
individuals are covered under tho pension systoms of corporations.

Mr. Laxnsay, The number of private employees that arve covered in
privatoe corporation plans is in the order of 18 million.

The Cuarman. Assuming enactment of the pending bill, how many
employees would have no coverage except social security'é

Mr, Lanosay. Thirty-two million.

The Crramman, In other words, at the present time, excopting socinl
security, 39 million have no coverage. If this bill were passed, 32
million would have no coverage except social security.

Mzr, Lannsay. I think it is 32 million, not 42 million.

The Cramman. Thirty-two million. And there are 39 million at
the present time?

r. Lanpsay. At the presont time, yos.

The Cnamman, Thirty-nine million. And 39 million will not be
covered even though ILR. 10 is enacted?

Mr. Linpsay. That is correct,

lTh((sl g}xmmMAN. Social security applies only to those who are em-
oye
P Mr., Lannsay. That is correct. But social security applies to self-
employed as well as employed individuals, with the exceptions pre-
viously noted.

The CwairmaN. There would be another group not oligible for
social security and has no other pension system?

Mr. Linpsav. That is correct.

The Cuamman. I am attempting to get a picture of this whole
question of retirement funds with respect to taxation. Is there any
way to ascertain how many of these 32 million, or 39 million, have
social security available to them ¢

Mr. Linpsay. I suspect all of them could, with the oxception of
doctors.

The Cramman. Then, of course, a person that is not employed at
all, there is no retirement plan of any sort for such a person, even
though that person would make a contribution ¢

Mr. Linpsay. I expect he couldn’t afford one if he had one.

The Cuamrman. Senator Frear.
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Senstor Fruag, My, Chairman, I would like to ask a question of
you, sir,

Are these things to be printed ¢

The Criamrman. Yes, sir,

Seuator Frnar, Will the information that has been requested of the
Treasury be made a part of the printed record? In other words, will
this information requested be presented in time to be included in the
printed record ¢

The Cunamman. Yes, L L

And T would suggest, Mr, Lindsay, in addition to submitting this
matorial for tho record that you sond a copy to each member of the
committoe.

My, Linpsay. T would be very glad to.

Senator Freaw. Did T understand that the chairman also took the
suggestion of Mr. Lindsay that certain information he had available
this morning would be made a part of the record also? :

The Cuamwman, Yes. Plense send copies of all material requested
for this record to members of the committee. The record won’t be:
printed until later. '

Senator Frear. Mr. Lindsay, I think you have already stated that
the statute permits company contributions to employes pension funds
to be tax exempt, if the plan is a qualified plan ¢

Mr. Lanpsay. Yes.

- Senator Frear. Now, the amount of money that is contributed by
the company is derived from what source by the company ¢

Mr. Lanpsay, Presumably from earnings,

Senator Fruar. Could it be from investment income?

Mr. Lanosay. 1 suppose it could be from whatever available income
the company has, yes. ‘

Senator Irrar. Well, ig it, or isn’t it ¢

Mr. Lanpsay. It comes out of gross receipts, gross income which
includes everything. “

Senator Fruwar, T
not ¢

Mr. Tanpsay. Yes.

Senator Fruar. I am sure the Treasury supports the plan or the
idea of the free enterprise system, which we regard as being one of
the most laudable characteristics of our country. And I am sure you
agree that the. (_',ompzm{. without employees would be unlikely to have
any taxable ineome whatsoever, do you not? We will say o large:
company--I don’t think we need
great industries of this country.

Mr. Lianpsax. There must be employees ordinarily.

_Senator Frear. There must be employees. And also, in order to
give those employees their jobs, there must be some investment by
stockholders ¢

Mr. Linpsay, That is correct.

Senator Frear. Would you approve, as far as the Treasury is con-
cerned, the same type of treatment for stockholders that the statute
now provides for employees under pension plans?

Mr. Lanpsay. Stockholders are not excluded under the statute from
participation in pension and profit-sharing plans, provided they are
employees of the company.

hen it would include investment income, would it

to get down to four or five--but the.



34 HELF-EMPLOYED, INDIVIDUALS' RETIREMENT ACT OF 1950

Senator Friar. Yes, sir. But you have already statod, X think, that
the stockholder is just as important a segment of this industry as is
the employee. But in order to have the advantages as sot out by the
statute now, a stockholder must also be an employee.

Mr. Lanosay, Yes, that is correct. And you are suggesting that
maybe the stockholder should also be entitled to sot up a plan for
retivement income?

Senator I'kear. Well, I am asking you whether the same consider-

ation should not be given to them,
. Mr. Linvsay. I am not so sure, because while the employee is, dur-
ing his youngor and middle years, productive years, in a position to
earn income, he may or may not have any investments. When he
reaches 65 or 70, or a later period in his life, he may not be able to earn
.that income, and ho must rely only on retivement income. Now, the
-stockholder in a sense has investment income all along. e may or
may not need further retirement income. But whatever arguments
-might be made in that connection only indicate the direction in which
this kind of legislation could be extended.

Senator Frear. Xs it the policy of the Treasury Department to at-
tampt to limit future income or pension plans on which a person may

- gurvive only to employees? Has it not been the policy of this coun-
try that we have invited employees and other people to invest in the
industries of this country by purchasing stock, and are the stock-
holders who have made their income from sume other source just as
much entitled to the benefits of that plan and policy as are the em-
ployees of big corporations? : :

Mpr. Liwpsay, What this leads to in my mind, Senator Frear, is the
qoncept of exempting savings from the income tax. Maybe on a small
seale or maybe on a Inrge scale, carried to a logical conclusion, we
would be turning the income tax on which we have relied for many
years into a tax on spending. The thought of extending the benefits
of this bill to stockholders as stockholders has never crossed my mind
~until you asked the question. I think that the direction that we should
go in tax law is to attempt to revise the rate structure, which we can
novc;r do if we constantly make further and further exceptions in the
tax base,

Renator Frear, Mr. Chairman, I think there are other guestions
that I would like to ask the Treasury Department along this line, but
I feel that other members of this committee have the privilege of ask-
ing questions before I get into something which really may not be

- directly on FLR. 10. And if the chairman would let the other mem-
bers of the committeo exercise their rights before I get into somethin
that the chairman might say was not relevant to this situation,

~ would be glad to wait. o o

The Cnarrman. Very well. - . . E

Mr. Lindsay, theve is one other phase that I would like for you to
include in the information you are going to furnish to us.. \

1 - Now, when a corporation deducts the contributions it makes to the
‘plan, that is'deducted on the basis of business expense, is it not# .

Mr. Lanpsay, That is right. SR e
. .The Caamman. Now, what regulations have you established as to
a reisonable business expense? Take the case of the man who gets
$100,000. Is it reasonable for a corporation to pay $100,000 retire-
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ment, and deduct that $100,000 from its tax liability ¢ = Is this a busi-
ness expense? Can it be deducted any other way? Have you any
control over what is a reasonable business expense :

Mr. Lanvsay. That is always a very difficult question. It depends
utpon the particular facts and circumstances of each case. Certainly
if a company is giving a large stockholder a tremendous salary and
no dividends, it would appear that the salary was set up in part to
obtain a deduction, because dividends to that stockholder would not
be deductible. In that kind of a case, if it is a small company it
would certainly have to be scrutinized very carefully and similar
salaries and similar lines of endeavor compared to see if it was com-
{)etitivo or reasonable. Ordinarily when you are dealing with a pub-

icly held corporation with many stockholders the question seldom
arises ag to whether the management is being unreasonable in the
compensation it chooses to pay. If it were unreasonable, the stock-
holders would have a lot to say at the stockholders’ meeting.

The Crramrman. Senator Williams,

Senator Wirrtams. Mr. Lindsay, in line with the questioning of
the chairman, did the 1954 code I)i,i)emlize or restrict the provisions
for establishing corporate pension plans?

Mr. Lanosay. I think they are basically the same. There was an
attompted tightening up in the original version of H.R. 8300 in 1954,
By the time it was adopted, however, there wore very little changes,
some liberalization as to lump sum payments, capital gains treat-
ment, and the like.

Senator Wirriams. Did the Treasury Department approve of those
changes that were made in 1954 ¢

Mr. Lanpsay. I believe so,

Incidentally, there were also some elaborate rules spelled out for
prohibited transactions which you could call tig]htening.

Senator Winriams, You mentioned earlier that a ruling which the
Treasury Department had had in connection with these pension plans
had been overruled by the Tax Courts,

Mr, Lanpsay, That is correct.

Senator Wirriams, When was that overruled .

Mr, Linpsay. I beliove the date was 1949, the Tax Court decision.

Senator Wirriams. Has the Treasury Department made any rec-
ommendations to Congress for corrective legislation in connection
with that ruling ¢

Mr, Linpsay. Not to my knowledge.

Senator Wirriams. The assumption is that the Treasury approves
of the ruling as it stands? = = '

Mr. Linosay. You mean approves of the Tax Court decision ?

Senator Wirrrams, Yes. :

Mr. Linpsay. ‘Well, I think that we are concerned about the limita-
tions in connection with pension trusts and profit-sharing where yon
have very few employees. You are really dealing only with the
owners of the business. . , » : ‘

- Senator Burizr, Will the Senator yield at that point, for one
question? o , ,
Senator Wirriams., Yes. : ‘ S
. Senator BurLer, Mr. Lindsay, has the Treasury Department a prac-
tice of acquiescing or not acquiescing in the opinions of the courts J
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Mr. Linpsay. Most decisions are acyuiesced in when they are ad-
verse,

Senator Burrer, Did you acquiesce in this one?

Mr. Linpsay. T do not reeall, 1 don’t believe so. I will have to
look it up, sir. :

Sonator WiLtzams, In making your recommendations for revision
of the 1954 code, did you cull this to the attention of Cougress and
ask that any consideration be given to correction?

Mpyr. Lanpsay. I don’t believe so,

Senator Winriams, Does the Treasury Department have any recom-
mendations in connection with the existing law as regards corporate
penston plans?

Mr. Tanpsay. We do not have a specific recommendation at this
time. We do believe that a most careful study and analysis should
be made. And I note that there is on the program, starting this fall,
a reexamination of the entire tax structure.

Senator WinLiams., Now you discussed earlier social security. Now
are the contributions to the social security plan cither by the self-
employed or employed deductible?

Mvr. Lanpsay. No.

Senator Wruniams, But the social security payments to the in-
dividuals are tax exempty is that corrvect ?

Myr. Lanpsax. That is correct.

Senator WiLiams., And they are tax exempt as a result of a ruling
of the Treasury Department?

Mr, Innpsay. Yes; some years ago.

Senator Winntams., When was that ruling issued ¢

Mr. Linpsay. In 1937 and in 1941,

Senator WiLLiams. At the time the ruling was made, was it based
on changes made in the law by the Congress at that time?

. Mr. Lanosay. T don’t vecall the basis of the ruling, Senator Wil-
iams, :

Senator WirLiams., Could you furnish that for us?

Mr. Linpsay. Yes; I would be glad to.

(The following was subsequently received for the record:)

Social security benefits were exempted from tax under an Internal Revenue
Service ruling Issued in 1941. Apparently, this ruling was based on the concept
that such benefits, which are based on family status and are financed by taxes
on employces and employers, do not contain any element of compensation, The'
ruling (LT, 3447, C.B, 1941-1, p. 191) ig reproduced in full below:

“Advice is requested whether the monthly payments made under the provisions
aof scotion 202 of title 11 of the Social Security Act, as amended by .the Social
Security Act Amendments of 1939 (53 Stat, 1360), under which such payments
are to begin in 1940 instead of jn 1942 as originally provided are subject to thé
Federal income tax. .

“Hffective as of Junuary 1, 1940, there was created under section 201(a) of
title 1I, as amended, on the books of the Treasury of the United States, a trust
fund to be known as the Federal old-age and survivors insurance trust fund,
and all amounts credited thereto are made available for the payment of the in-
surance benefits speciiied under section 202 as amended. o

“The old-age and survivor’s insurance benefit payments thus provided for in-
clude the primary insurance benefits as set forth or defined in section 202(a) ;
wife's insurance benefits, defined in section 202(b) ; child's insurance benefits,.
‘defined in section 202(c) ; widow’s insurance benefits, defined in section 202(d)’;
widow’s carrent insurance benefits, defined in section 202(e) ; parent’s insurance
benefit, defined in section 202(f) ; and the Inmp-sum death payments, as stated in
gection 202(g). '

'
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“It 18 held that the sundry insurance benefit payments made to individuals
under section 202 (a), (b), (¢), (d), (e), (£), und (g), title II of the Social
Security Act, ug amended by the Socinl Security Act Amendments of 1939, ave
not subject to Federsl lucome tax in the hands of the recipients.”

Senator WirLiams. A suggestion has been made that in England
and in Canada they have adopted similar legislation to this proposed
under ILR. 10. Is that correct?

Mr. Lanpsay. That is correct. There is n marked difference in
England and Canada. For years in England the employees received
deductions for their own contributions to the superannunation fund or
plan, and were not taxed on the employers’ contributions which were
deductible to the employer. Accordingly, at the time they passed
legislation of this kind, they were in the status of having a larger
discrimination against the self-employed, because employees were
not. only not taxe(i on the employers’ contributions but they received a
deduction for their own. In Canada, that is less true.

I think the contributions by the employees in Canada for years have
been deductible, with a ceiling, however, of $1,500 a year, something .
in that order. :

The Cramman. Senator Smathers.

Senator Smariers, Mr. Lindsay, is it the position of the Treasury
that social security should be the sole retirement program for the
people of the country, or does the T'reasury take the position that
there should be other retirement programs, and they should be en-
couraged ¢

Mr. Tanpsay. We think private plans should be encouraged.
Whether that should be done with a very high rate and a special
exemption for retirement savings, or whether that should be done
with a lower rate, leaving it up to the taxpayer as to whether he
wdshes to take care of his own retirement in his own way, is a large
question. ‘ ‘

1 Senator Smarners. You do agree, as I gather from what you say,
that people should not be restricted to relying on social security to
look after them when they have ceased their employment.

Mr. Lxnpsay. I agree with that very definitely, Senator Smathers.

Senator Smarmers. You would agree that the social security pay-
ments as such are not today actually sufficient to keep most people
living in a decent and dignified fashion, would you not?

- Mr. Linpsay. They are modest.

Senator Smarurrs, Would you agree with that?

Mr. Linpsay. I agree with you, Senator Smathers.

Senator Smaruers. If you agree that we should have pension pro-
grams, do you think that some pension programs should be set up for
people who are self-employed ’

Mr. Lanpsay. Well, { believe, through life insurance and through
investments, people shiould look after their retirement needs. Whether
that should be accomplished by special exceptions in the tax law, or
whether it should be accomplis .e(ij through rates that are less steeply
progressive, is another question.

Senator SMATHERS. Well, the Treasury has approved special ex-
ceptions for a large number of people, has it not ¢

r. Lanpsay. There are special exceptions for a large number of
people.
4277759 —tt
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Senator Smarrees. But you think that self-employed people should
not bo granted these exceptions!

Mr. Lawvsay, I don’t think L ean make that stutement, Senntor
Smathers., 3 think that self-employed persons should be ublo to pro-
vide for their own retivement, ".‘lmt is not to say that there should be
a specinl exception in the tax law to accomplish that.

Senator Smarners. Well, we have specinl excoptions in the tax law
to accomplish n retivement program for your so-called approved pri-
vate retirement systems, have we not$

Mr. Linosay. Yes, wo have.  But those retivement systemns provide
that employees ave required to retirve, in inany instances, at a specified
age, maybe 65, and t{my receive stall emoluments after that date.
Self-cmployed persons at lenst have the advantage, if they keep their
health, of continuing on with their profession and other jobs ag ]on{;
as they wish, 'They do not have to retive, and many ot them don’t
wish to.

I believo the resistance of the medical profession to social security
is that they don’t need it, why pay forit, why retive?

Senator Smarners, Just let me got it clearly in my mind about
what you do think about. whether or not self-employed peoplo should
bLe permitted to set up some form of retirement program. for them.
selves, Do youthink t}mt they should?

Mr. Tanpsay. Ithink that they should.

Senator Smarnees, Then the only argument that the Treasur
has is the extent of such & program and the manner of how it is ad-
ministered, is that correct ¢ )

. Mr. Linpsay. T would say “Yes” T would say also at this time
that any tax provision for the self-cmployed, to be worth anything to
the self-employed, would involve revenus losses which we cannot
afford.

Senator Smarrmrs. Then nctually is it not the Treasury’s position
that the veal reason you ave opposed to this legislation is the revenue
loss, and only the revenue loss{

Mr. Lannsay, That is not the only reason, Senator Smathors. But
it is an overriding consideration. Perhaps in the sense that we ave
nof, only dealing with the self-employed but the problems of pension-
less employees and others who are inadequately covered, we see the
divection of this legislation and the potential revenue impnct of it.
We are in a position in this country where we ought to be able to live
as a Government, within our means, which either requires lower ex-
penditures or higher taxes. Every time we hake an exception and
erode the tax base, wo lose revenue, and have to make it up with rates,
which :\Iwazs is diflicult. i

Senator Smariers. So your greatest concorn, then, is the loss of
revenue to the Government ¢ | ‘

Mr. Laxosay. The loss of revenue, and the counterdiscrimination
suggested by the adoption of this bill.

Senator SmatHers. You don’t go so far as to say that, because some
are, inadequately provided for under approved pension plans, that
that should mean the self-employed should not even be entitled to
ronsideration with respect to retirement programs, do you ¢

Mr. Linpsay. No, X don’t go so far.

e e —— e B e e
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Senator Bmarmurs, That doesn’t automatically block consideration
of the retiremont program merely bocnuse, we will sny, X number of
people are inadeguately provided for under n retirement programf

Mvr. Lanpsay. You can say that there is a discrimination today be-
tween some einployees and others, .

Seantor Smarnurs, Arven’t those two separate problems, Mr. Lind-
say? ‘

Mr, Lanosay, They ave. . i .

Soenator Smarners, Actually, there is no basis for relating them to-
gother. The fact that some groups are inadequately provided for
undoer the private retivement, program, that is one thing., But hero
wo have another group of people who are not able to have any kind of
retirement, program.  That is a totally separate problem, is it not4

Mr, Lanpsay, It is o distinguishable problem in that the tax law
prevents them from having s retirement program available to em-
ployees. . . ) .

Sonator Smarimes, Mr. Lindsay, are you familiar with this state-
ment—-and I am going to read it to you:

In 1042 the Government made an important supplement to the Social Secority
Act by legislation which offered tax advantages to corporations snd thelr em-
ployeea in the establishment of pension funds., I am thoroughly in accord with
the principle of this legislation. Over 10,000 pension plans have heen flled under
this law providing mors adequate securtty for the employees of the corporntions
covored thereby, When this leglulntion was belng considered, seif-employed
individoals were evidently forgotten, and yet they get old and siek just as other
people.  There are over 10 mililon workers who cannot take advantage of these
tax rollef provislons now offered to corporation employees—owners of small busle
nesses, lawyers, doctorg—~
and soon. I won’t go into that.

The statement goes on:

If 1 am elected, X will favor legislation along these lnes.

Are you uware who made that statement
- Mr, Lanpsay. I believe you are referring to a press release of the
President.

Senator Smarmrrs. The President of the United States. Do you
recall what time of the year thot statement was made?

Mr. Lannsay. 1952, was it not ¢ ‘

Senator Sararurrs, October 1952. Whas that prior to the election
of 1952¢ i

Mr. Linpsay, 1t was,

Senator Smarneis. Is the Treasury taking the position now that
the statement was right or wrong at the time he made it ?

Mr. Lanpsay. I think the President also promised » balanced budget
at the same time. 1t is pretty hard to do both. And I might add
that since that time in 1955 Secretary Humphrey appeared before the
Ways and Means Committee and indicated that something, perhaps,
should be done sometime, in this area. But when presse(f) on the
question, Secretary Humphrey said:

Whether anything should be done or not I have a very definite opinfon : I think
it should not be done now, and when the time comes, ¥ think we shentd weigh

it apgalnst the demantds of others and the situstion with respect to others and
see where it can most £airly be done. ) pee oriers an
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Senntor Ssearmme. Do yon reeall Soerotary Tumphroy ever muk-
in%( a spoech on the stump to the Americnn people that he believed
selt-omployed people should bo permitted {o set up o retivement
program?

My, Lanvsay, Tdon't veeall it,

Wenator Baaraurs, Do you think that a statement by the Prosident
of the United States Lo the American public should have more weight
than a statemient. by a Beeretary of the Preasury ¢

My, Lanosay, 1 should have teemendonsly more weight, At the
sama time, T think that everything has to bo considered in the light
of the needs at the time ol the legasiation, and its specifies,

Senator Suarneks, That is vight. So that we come down to the
fact that tha veal objection to this program is the faet that it might
cost revennes (o the Governent,

Me Lanosay, Phat is the overriding considoration,

Senator Winnrams, Just one question. That is the overriding con- .
sideration agninst a broad tax cut at this timo, isn’t it '

Meo Lanesaye Yos, That is why wo are foreed to vequest rato ox- -
tension.  Nobody wants to request, rate oxtension, but. wo have to,

Senator Saarieks, | owould just liko to get cloar the T'rensury’s
position.  In fact, they do not have any objection to self-emiployed
people having the same treatment that millions of other ‘moplo have, |
m fact they can set up a retivemont, program for themselves, but the-
two conditions that you have are, one, that this-rot-cont the Govern- -
ment any money; and two, that it not be diseriminatory,  Is that
correct ‘

Mue, Lizosay, That it not be diseriminatory, correct.

I thivk we stated in our veport of February 16, 1959, to this com-
mittee, and indicated in our prepared statement, that to permit o
self~eraploved person to have his.own private, voluntary pension
plan, without providing comparable benefits for his own. employees,
gives a rather unique advantage to the self-employed not available to:
corporate personnel, o N

Senator Saaruers, That was the next question b wanted to ask
you. If this bill weve amended to provide that for a self-employed
person who had, say, X number of employees, thut if he provided for
those emplovees some form of pension plan, and did not mclude hi: -
self in that. that theveafter you would approve of his plan as the,
retivement program of a self-employed person which would be appli-
cable only to what we call the self-employed ¢

Mr. Laxpsay. T believe that definitely would improve the bill. .

Senator SwaTHERs. [t would improve it. '

Mr, Laxpsav. I hesitate in saying—I assume that you mean his
own plan would not be more favorable relatively, taking into con-
sideration the different amounts of income, earned income, in the
pension plan set up for his own employees. 4 :

Senator SmatHErs. 1o you think it is natural for g person who is.
self-employed. running a little business, to sort of say to himself,
“Well. I am not permitted by this. Government. to set, up a retirement -
program for myself, and therefore I am naturally somewhat reluc-
tani to make a contribution to the retirement program for my em--
plovees.” Do you think that that is a natural reaction, and that if
we made it possible for the self-employed to have a retirement pro-

K
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varmn Jor himself, that in fact would encourage the creation of retive-
ment, programs for these 82 million people who are now pensionless?

My, Lasosay, 1t might very well, Senator Smathers,

Honntor Smarauny, You don’t want to swy whether in your judg-
ment it would, but you suy it might?

Mr, Lanoaay, Woll, I cun think of the sitnations in which it would
and situations in which it might not. I don’t know what the overall

~offect, would be.

Sonator Smarems, Then if, as T understand it, the T'reasury really
a8 0 bavie principle hag no objection to provigions being made for a
solf-employed retivement program, except, for the cost—let me put it
this way--~you agreo that as o principle everybody should be treated
somewhat the satne

Mur. Tanosay. Nobody can disagroe with that as a principle.

Sonator Swariund, And if it is now provided that the heads of
corporations, employees of large corporations, can have retirement -
{)mgmma, then cortainly the self-employed should be permitted to

10v6 o rotivement program, should they not

My, Lixosay. dmmtrn,llty‘ speaking, there are advantages in being.
self-employed as opposed to being an employee of a large concern,
You cannot, lenve tllmlz large concern and keep your benefits; the free-
dom of choice is fess. 8o that T don’t think the same argument for
the employeo applies to the self-employed. (

Senator Smarnres, But you will agree that if a large employer has
himself included in a corporate retirement, program, and receives con-
siderable benefits, as indicated by the question of Senator Gore, that
there certainly should be no discrimination against the self-cmployed,
would you not ?

Mr. Lannsay., Not as between the self-employed and the situation of
owners of corporate buginesses now.

Senator Smarurrs. So as a matter of principle, then, would you not,
say that either you smust come in and ask for a repeal of the present
provisions of the law, or else we must in fairness make it possible for
self-omployed people to have equal opportunity to set up a retirement
program; isn’t that a sound basis?

! r. Livosay. X don’t know whether it goes so far as to repeal. I
“think that the limitations and reqnirements with respect to pension
trusts should be reexamined.

Senator Smarurrs. You do not ta'te the position that the self-
employed people should never be permitted to set up a retirement
program, r{o you? ‘

Mr. Linpsay. I can only state for the moment—1I would not make
a statement that they should never.

Senator Smariers. Well, as a mutter of {:rinciple, they should be
permitted to be treated the same way as other citizens, should they
not?

Mpr. Lawpsay, Yes,

Senator Smaruers. Do you think that everybody in this country
should have to go to work for large corporations?

Mr. Lanpsay. No.

Senator Smarsers. Do you think that is a desirable trend in our
business?

Mr. Linpsay. No. Nor do I think that everybody should neces-
sarily be required to retive at 65 if he chooses to be his own boss.
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Senator $marners, Do you think that every young lawyer who
graduates from law sohool should have to go to work for a large cor-
poration rather than for himself becauso when he works for a corpora-
tion he has » vetirement program, and when ho works for himgelf he
doosn’t ¥ .

Mr. Lannsay. No, :

Soenator Smariiurs, So as a mattor of oquity, the self-employed peo-
plo could have this privilege of sotting up a rotirement programs; is
that not a sound conolusion, if others are going to have it{

Me, Lanvaay. 1 think, in goenoral, it 18 a sound principle. I don’t
think that the arguments for the seif~employ0d nre as strong as they
are for the average employee. . S

Senator Saarueks, If you agreo that the principle is reasonably
sound-uand T know you have some difficulty making a complately
frank expression, I understand that, and I mm not endeavoring to
push you too hard-but would you not come back to the thought,
as you snid, that tho overriding objection is the fact that it is going
to cost the Government a groat deal of money at o time when wo do
not have a balanced budget?

Mr. Tanosay. That is correct. c

Senator Saarrers, Now, suppose we postpone the effective date
of this bill until such time as wo do have a balanced budget. Then
would you not agree that the principle should go on the books just
as a matter of equity?

Mr. Lazosay. 1 don't think it is well to legislate for the future,
T think it would be better if such a time arises to consider where the
greatest inequitios are. 'There may be an. inequity here, but it ma
not be the largest. And I think under the circumstances, until such
time as vou can afford a reduction of revenue, you should not just
]n{w‘k at one piece of the whole picture, but look at the whole, if pos-
sible, .

Senator Smarwers. You agree that your own particular overrid-
ing objection is the loss of revenue, and the fact that we do not
have a balanced budget. But if we did have a balanced budget, that
overriding objection would be eliminated, would it not?

Mr. Liwpsay. True. But I do not knhow whether, if there is a
small surplas and it is decided not to pay off part of the country’s
debt. but to have a tax reduction, whether this particular inequity
would have priority and precedence over some other.,

Senator Smaraers. No further questions.

The Cramman. In connection with Senator Smathers questions;
T have received a number of letters like this one:

I understand that there is a bill pending in your committee, H.R. 10, to allow
self-employed persons to take a current tax reduction of 10 percent with a max-
imum limitation, provided the self-employed person makes an investment in
certain types of retirement annuity for the specific time and terms of the
trust.  If such a bill was to be enacted into law, it would be grossly unfair to
those individuals, such as my husband, who are employed by companies who
have ©n retirement plans in operation for their employees. All individuals
not covered by pension plans should' be included in the provisions of this
bill, whether self-employed or not. Most of the individuals involved who are
ot self-empleved. ave small salaried people, unlike those that would be taken
care of under the bill now pending.

As T understand it, there are 39 million working people who now
have no pension plan except social security.
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Senator Smarnins, Thirty-two, I think the figure was,

Mr. Liwpeay. That included the solf-employed, the 89 million,

The Csuamman, Now, if this bill is enacted, that reduces it to 82
million, What is your answer? What would be the answer of this
committes and the Members of the Senate and Iouse ag to thosoe
82 million people that will hnve no pension plans and can’t establigh
pension plans where they can make a complete deduction for income
tax purposest

Mer. Lanosay. I don’t think there is any casy answer to that at all,
My, Chairman,  And in going through the arguments that have been
written by the proponents of the bill and the testimony on the earlier
bills, T think the strongest proponents have suggested that the pen-
sionlegs employees s]umﬁl be icluded, :

The Cuamman, What will it cost in revenue reduction to include
the entire 39 million ¢

Mr, Lanpsay. Over $1.2, between $1.2 and $1.3 billion.

The Cuamman. Do you believe that if this bill was passed, legis-
Intion should then be enncted applying the same principle for the
other 32 million? What did you say the cost in revenue would be?

Mr, Lanosay. $1.2 billion.

Senator Smarurrs, Mr. Chairman, in view of the fact that you
referred to me in connection with that letter, may I just ask him
this question ¢ ‘

As I gather, what you would say is that if we have got roughly
39 million people starving, we should let them all starve until we can
take care of every one of them as the same time, isn’t that it?

The Ciiamman. I haven’t seen any of them starving yet.

Senator Smarirrs, I am just using that as an illustration.

Mr. Tanosax. I think you are starting with the group that is starv-
ing the least,

Senator Smariers. It may be. I would say that the self-employed
as o rule are better off than the 82 million pensionless people, but I
cannot help but believe that once you give to these people t{xe oppor-
tunity to have retirement programs for themselves, then they will do
what the law now authorizes them to do and encourages them to do,
but which thus far they haven’t done, which is to provide a pension
plan for their own employees.

Mbr, Linpsay. I am not sure that follows. There are many pen-
sionless employees who are working for smaller corporations which
have not chosen to set uE) pension plans. The owners of those small
corporations would not have the benefit of the Simpson-Keogh bill
would be unlikely to change their minds about a pension plan an
incur the cost of setting up a pension plan for their own employees.

The Caamman. What about the employees of the self-employed,
where would their Fension come from ?

Mr. Lanpsay. They would not be covered under this bill, unless it
were amended along the lines that Senator Smathers was indicating,

Senator Smaruprs. Well, the law now provides for the covering of
these 32 million; they just haven’t gotten around to doing it.

Mr. Lanosay, That is right.

Senator SmaraErs. The law now covers it,

Mr. Linpsay. There are some partnerships and proprietorships
which do have pension plans for their employees.



R

44 SERLF-EMPLOYED INDIVIDUALS' RETIREMENT ACT OF 1959

The CnammanN., What law covers the employees of the self-
employed ¢ ' ' ) ,

Senator Smarmers, What T say is this. The self-employed do
have many employees working for them, they could now, under the
law go to the 'Freasury and say, “I want an approval of the pension
program which T am going to set up for my X number of employees.”
That is permissible today, but they don’t do it.

Tsn’t that correct? The law permits them to do it, as & matter of

- fact ?

My, Lanpsay. The law permits them to do it.

Senator Swaraers. The Jaw permits. That is right. And as a
matter of fact, I think the statistics will show that the nuinber of the
uncovered pension people is decroasing.

Mr. Linpsay. That 1s correct.

Senator Winniams. Just one question, Mr, Lindsay. We are speak-
ing of establishing equity under the law for all of the different groups.
Are there any provisions under the existing law where the self-em-
ployed, attorneys, and others, have special advantages that are now
aneorded to the average employees of the corporation?

Mr. Lanpsaxy. Well, T think they have a little bit more freedom of
choico than the average employece. The professional man-——--

Senator Witriams. Does he have permission under the existing
law t(; average his income in fees by spreading them back over the

ears
Y Mpyr. Lanpsax. A partner of a firm under certain circumstances may
spread his fees over the period earned, whereas an employee cannot.

Senator Smarners. Is a farmer permitted to do that,  Of course
not.

Mr. Linosay. I don’t believe a farmer can do that. You could, I
think, sot up different categories of taxpayers and find distinctions.

The Cuamman. Senator Carlson.

Senator Carrson. Mr. Lindsay, I would like to make this inquiry.
After reading this bill and hearing your statement this morning, n
which we are dealing with self-employed, with the exception of doc-

- tors, and ministers optional, are not the self-employed presently cov-
ered under social security?

Mr, Lanpsay, That is correct.

Senator Caruson. Now, assuming that we pass HL.R. 10, would the
self-employed be entitled to two types of retirement pensions, the
§oc.ia.1 ésecurity plus this additional, if we should approve this legis-
ation®

Mpyr. Tanpsay. As I understand the bill; yes. _

Senator Carwson. I have been reading it, and I have been trying
to check it to see if that was the situation. Then under those circum-
stances, would not the self-employed person be contributing to a re-
tirement plan with income that is taxed, plus an additional amount of
nontaxable income to another retirement plan, is that correct?

Myr. Lanpsay. That is correct; yos. And many of the corporate
pension plans are integrated into Social security, that is to say, the
benefits provided for take into account the social security benefits,

Senator Bureer. Do you mean by that, Mr. Lindsay, that they re-

" ¢ceive the difference? ,

Mr. Tanosay, They may receive the difference; yes.
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~Sonator Burwer. I believe that is all, Mr. Chairman,

The Cruarrman. Senator Talmadge. -

Senator Taumavor. Mr. Lindsay, your testimony, particularly in
response to questions from Senator Swmathers, has been very enlight-
ening to me. Let me review the situation briefly and see if I have it
in a nutshell now. We have approximately 65 million Aroericans.
covered under social security at the present time; is that correct?

My, Linpgay. That is correct.

Senator Tarmanee. And of that 65 million, approximately 7 million .
are drawing social security benefits now ¢

Mr. Linvsay. That is correct.

Senator Tarmance. These sums were contributed by the employee
and none of it was tax deductible?

Mr. Liunpsay, True. Also contributed by the employer. :

Senator Tanmaver. We also have at the present time 39 million
people who have no coverage of any kind for retirement benefits.

Mr. Lanpsay. Other than social security.

Senator Tarmance, Of that 39 million, how many are covered by
social security and how many are not?

Mr. Linvsay. I should say the majority of them are covered by
social security.

Senator Tarmaner. The majority of them are covered by social se-
curity. And we have 18 million people who are fortunate enough’
to work for corporations that have retirement benefits, a portion of
which is contributed by the corporation and is tax exempt as a busi-
iess contribution ?

Mr. Lanpgay. That is correct. :

Senator Tarsmance. So approximately 26 percent of the American .
Tabor force has retirement benefits, a portion of which has been made
available by tax exemption?

My, Lanosay. It 1s 35 to 36 percent.

. Senator Tanmancr. 35 to 36 percent instead of 25 percent?

My, Tanosay. I have to correct that, Senator Talmadge; 36 per-
cent: of the employees in private employment are covered, and 42
percent of all employees in government and private industry are cov--
ered cither by private pensions plans or government plans.

Senator Tarmanee. In other words, those employees get an advan-
tage that other employees do not get?

Mr, Lanpsay. That is correct, sir.

Senator Taumavon, Let me go a step further. Can a personal
holding company set up a retivement program for the benefit of the
owners of a corporation ? " »

My, Lannsay. I don’t believe ordinarily a personal holding company
would do that, but I am not sure.

Senator Tavmaper. Suppose I had a personal holding company
with with assets of $1 million, and I was an employee of the holding
company and had one secretary. Could I set up such a retirement
program ?

My, Linosay. I am informed that you can set up a pension plan
with a personal holding company. I hesitated because I was won-
dering what the earned income, what the salary would be based on.

Senator Tarmaper. Your answer is that I could or could not?

Mr. Lainpsax. You probably could.
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Senator Tarmapan, Then anyone that is fortunate enm_lgih to sot up
a corporation can create their own retiremont benefit which would be

“tax exempt ?

- Mr, Linnsay, Yes,
Senator Tarmavon. Have some of these self-employed individuals
taken such action? -
Mpr. Lawpsay. Timagine, yes.
Senator Tatmavar., It follows, then, that any self-employed in-

“dividual could incorporate himself and set up his own retirement

program and get the same benefits that 18 million other employees
en;v}y at the present time?

Mr. Laspsay. Iixcept professional people, doctors, lawyers, den-
tists, architects; in many States ongineers are not permitted to in-
corporate.

Senator Tarmavar, They could, however, incorporate a personal
hnl(%ing company and transfer some of their assets to it, could they
not

Mr. Lxnnsay. Well, I think a professionnl man who is primarily
engaged in his profession, if he set up a personal holding company
that was nothing but an investing company, I doubt very much if
he could,

Senator Tarmapar, Suppose ho had income from rents or dividends
from stocks. '

Mr, Tanpsay, Well, if he spends time enough on the rents and
everything else to justify a salary from that corporation, then, with
respect. to his salary from that corporation, he could probably get
the deduction. If it is a personal holding company, however, there
are other disadvantages.

Senator Tarmapor. I was impressed very much with the questions
of the distinguished Senator from Florida, and your answers thereto,
It seems to me that if we are going to give 18 million Americans the
benefits of this tax exemption we ought to consider making it appli-
cable to all Americans. But there 1s one thing about I-I.ﬁ. 10 that
disturbs me somewhat. The average income of the people in America,
as T understand it, is about $5,000 a year, A person with that income
couldn’t enjoy very much benefit under HL.R. 10, could he ?

Mr. Livpsay. It would be less than if he earned more income.

Senator Taumaper. In other words, he couldn’t participate at the
rate of $2,500 a year for 20 consecutive years?

Mr. Linnsay. No, he could not.

Senator Tarmance. He would have to spend toe much of his money
on rent. meat, bread, and clothing, wouldn’t he?

Mr, Lanpsay. And even if he could afford it, he is limited to 10
percent.

Senator Tarmanee. Wouldn't the best way to approach this thing,
in order to give equal opportunity for all Americans, be to have a
fixed percentage of the income that they could apply to a retirement
benefit tax exempt ?

Mr. Linpsay. Well, the bill has a fixed percentage of income. It
is 10 percent.

Senator Tarmanee. I am talking about all individuals in America
now, of every kind, including 65 million under social security. Aren’t
we presently paying a tax of 214 percent on social security ?
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. Mr. Lanpsay. Yes.

Senator Tarmaver. The employer contributes 214 and the em-
ployee 214, .

Mr. Lanosay. And it isscaling up in the next fow years.

Senator Taumanor. And it is scaling up. That is a total of 5 per-
cont, Suppose we had a b fpercent exemption for all Americans pro-
vided they applied it to future retirement benefits, what would it
cost the Treasury ¢ ' ) .

Mpr. Tanvsay., Well, on the bagis of 10 percent, and the other fea-
tures of this bill, the total cost would be $3 billion. So b percent
must be—I don’t know if it would be half, but it would be substanti-
ally less, I suppose, than $3 billion. Xowever, by permitting all em-
ployees and self-employed alike to set aside 5{ percent of their in-
come for retirement savings, you are f'ust leuvmpi)along the diserimi-
nation that is here sought to be resolved, that the employees would
not only have the benefit of the contributions of the employer, but
on top of that they would have a deduction of their own, as compared-
to the self-employed, who would have only this X percent deduction,
and would not have the other benefits that the employee has,

Senator Tarmanvar., Did I understand you to say that social security
contributions in Canada are tax exempt ¢

Mr. Linnsay. { don’t believe I said that. No, they are taxable.

Senator Tarmaner. What about England ?

Mr, Linpsay. In England? T was there talking about contribu-
tions to superannuation funds, pension funds. In that case the em-
ployee is entitled, and has for years been entitled, to deduct his con-
tributions. Well, the discrimination as between employees and self-
omyloyed was far greater than we have here,

Senator Tarmapoe. Is that applicable to the self-employed and
employees both?

Mr. Lanpsay. The self-employed have a bill permitting a self-em-
I)loyed person to set aside a certain percentage of his income, I be-

ieve it 1 10 percent there too, with a ceiling in the order of $2,000
and 750 pounds, as I recall. And that is their percentage and ceiling,.
But it cannot lead to deductions by employees for their contributions
over and above the exemptions by the employer contributions, because
they already had it.

S}(,anator "aLmange. The thing that concerns me about thig particu-
lar program is, under the terms of the bill, as I understand it, you will
grant benefits to those who have considerably above average earnings,
yet those benefits cannot be enjoyed by those seople who have average
or low earnings. Assuming that it is the desire of this committes
and Congress to make some plan to aid people to obtain their own
retirement benefils, how would you resolve the problem?

Mr. Linpsay. That is a large order. How would I resolve the
problems?

Senator Tarmance. How would you resolve the problem so as to
give the same advantage to a fellow who runs a country filling station
in south Georgia as you would to a Wall Street lawyer.

Mr. Lanpsay. I think so long as you have progressive income tax
rates where the more you make the more you pay, it it not unfair to
have the benefits go in the same direction where there is an appropri-
ate deduction. So I don’t know how to resolve that question.
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Senator Tarmavar, If you are going to have a program of this
type, wouldn’t you have to say thot everyone would have the same op-
portunity to participate in it under the terms of the law$ T mean,.
wouldn’t you make a particular portion of their income tax exempt
Tor any retirement benefit. program ¢

My, Lanosay. If wo woere adopting o law of this kind I think it
would be very diflicult to try to equate one type of person with
another. .

An employee, a $5,000 & year employee, may be a beneficiary under
a pension plan. e may not receive the employer’s contribution un- -
til he retires, and he may not stay with the emnployer long enough to
havo a nonforfeitable right in that contribution. Therefore, he
might feel diseriminated against as compaved to a self-employed-
person who would be accorded a 10-percent deduction for retirernent
savings. Ilowever, if that same employee who had a 10-percent con-
tribution for him by the employer, it addition had a 10-percent con-
tribution of his own on top of that, then he in certain circumstancos.
would boe far better off than the self-employed. .

Sonator 'Larmaner, No further questions, Mr, Chairman,

The Criarrman. Senator I&utler%

Senator Burner. 1 have no questions.

The Crrairman. Senator Carlson ?

Senator Carrson. I have ne questions.

The Cnamrman, Senator Hartke?

Senator Harrke, ‘As I understand, Mr. Lindsay, your opposition -
to this is that there ean be no revision of this sort until there is an
overall revision of the tax law?

Mr. Tanpsay, 1 think it would be better to do it in connection with
an overall revision,

Senator Harrwr, What T want to know is, is the principal objec-
tion of the Treasury Department to the principle embodied he », or to
the revenue aspect, as Senator Smathers was talking about? '

Mr. Tanpsay. I indicated before that the overriding consideration
was revenue, and also the fact that it is difficult to justify providing
this kind of a benefit for a small group, leaving a large group who
have no benefit whatsoever. ) :

Senator Harrke., Well, taking Senator Smathers’ statement there
awhile ago about the effective date of the act, assuming that there
would be a surplus in fiscal 1960, would the Treasury Department’s *
opposition then pretty well be taken care of ¢

Mr. Lawpsav. I don’t know that it would. I think that in an
major revenue reduction it is always a question of priorities. [
are not here at the moment to say what 1s the best thing you could
do with a tax law, if you could reduce it by a billion dollars, we will
]say, or $2 billion. We ave here discussing just one aspect of the tax
aw.

Senator Harrge. Was there any reduction in tax rate in fiscal 1959 ¢

Mr. Linpsay. No reduction in tax rates then, except there were
some taxes eliminated, I believe, such as the transportation tax on
freight, for fiscal 19583, i

Senator HHarrgr. What was the major cause of the deficit in fiscal
19597 Was it an adjustment of tax rate or o reduction in actual tax
receipts ¢



BELF-EMPLOYED INDIVIDUALS' RETIREMENT ACT OF 1059 49

M. Linosay. I think the major cause was the reduction in corpo-
rate tax recoipts.

Sonator Harrxe. And it is anticipated that that is going to be
reversed in fiscal 1960, isn’t that right

Mr. Lanpsay. 'We certainly hope so.

Senator Harrkn, And the delicit was about what? It was antici-
pated at about $13 billion ¢

Mr, Linnsay. $1214 to $13 billion.

Senator ITarrke, And the cost of this, if extended to all nonpension
people, you estimate it at $1.2 billion, isn’t that right ¢

Mr. Lanvsay. Yes, depending on how it is extended, there are dif-

ferent estimates on different bases.

Senator ITanrke. So this really is not of importance in the overall
aspect: of adjustment of tax items, as it is in the general economy and
tax receipts, isn’t that right ¢

My, Lanosay. In part, yes.

Senator Harrxe, So when we talk about tax revenue in relation to
particular tax items, we are not on a sound ground as if we were to

“talk on general taxation principles, isnt that true?

Mr. Linosay. I think taxation is a function of producing revenue
and the two are related,

Senator Hlawrxe. But the principles of taxation should be to make
them have as much equity as possible, isn’t that right?

Mr, Lawvsay. That is correct. ‘

Senator Harrkr. Do you agree with the proponents of the legisla-

‘tion'as you quote them, where you say :

Those employees who are forced to provide their own retivement are entitled

. to the same right of tax deferment on the portion of their earnings so used as

their more fortunate colieagues who are provided for by their employers under
qualified Acmployees pension plany,

Mr. Laxpsay, 1 know that that has been suggested many times,

Senator ILarrke. 1 know that this is a statement which is an argu-
ment by the proponents, All I am asking you is whether or not you
agree with this overall principle.

" Mr, Linnsay. I think, carrying the principle to a logical conclusion,
it leads in that direction.

wenator Harrse. And then you make this statement, that at the
present time, employees pension plans; if arranged on a nondiserimi-
natory basis, do receive favorable tax treatment, isn’t that right?

Mr, Linpsay. Yes, sir.

Senator Harrke. And, second, that the purpose of H.R. 10 is to
remove discrimination and inequity in the tax law aflecting self-
employed persons.

Mr. Linpsay. That is right.

Senator Harrxe. And that this attempt has been conscientiously
made to relieve this inequity for a number of years.

. Mr. Lannsay. Yes.

Senator ITarrsr. And the statement of the Treasury Department,
‘when this bill was considered---weil, not considered-—but last fall the
statement was to the effect, as I read it, that the proponents have at-
temted to correct the inequities as a resnlt of the objections of the
Treasury Department. -Tsn’t that right ? :

Mr, Linpsay. Arve youreferring to a prior statement ¢ -
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Senator Harrse. I am referring to the ‘statement on August 6,
1958, by Dan Throop Smith, Deputy to the Secretary, in a statement
to the Honorable Harry' ¥. Byrd, chairman of the Committee on
Finance. ' oo

. Mr. Linpsay. I think, from what you read, that it is consistent
‘with the remarks in the prepared statement due today.

Senator Harrke. I didn’t mean to allege any inconsistency, but I
mean that the statement there states that the amended bill represents
a substantial improvement over the prior version, and largel% meets
technical objections to it—in other words, this is an attempt by the
%roponents of the bill, at least, to meet the objections of the Treasury

epartment. )

Mpr. Linvsay. X think that is correct.

Senator Harrkr, Now, is there any reason for anyone who is at-
tempting to follow along this procedure, to try to meet the objections
of the Treasury Department if the real objection is merely loss of

‘revenue?

Mr. Lanpsay, That objection has been consistently made all along,.
and unfortunately we haven’t reached the point we would like to reach
where we can have a surplus. Now, in 1960, under the budget, the
surplus would be in the order of $70 million, which is a rather narrow
line, and what will actually happen is something that I cannot antici-

ate.
P Senator Hanrxe, Well, let me ask you something that I don’t know
on that first. 'The Treasury Department still stands on its original
estimate as of January, isn’t that right?

Mr. Lanpsax. On the $365 million ¢

Senator Harrke, On the amendment of anticipated tax receipts for

fiscal 1960.

Mr. Linpsay. I think we will be making some statements on that
in the next week in connection with the rate extension bill.

Senator Harrke, I don’t want to anticipate that, but I don’t see
how I can avoid it without saying that it 1s genemﬁy conceded that
anticipated tax revenue is going to be considerably higher than esti-
matedfa by the President in his budget message. Isn’t that right?

Mr. Linpsay. I know that there have been suggestions that it would.
But the budget estimate also assumed the passage of the fuel tax,
which has not as yet been adopted by the Congress.

Senator Harrge. It hasnot been introduced, has it ? ‘

Mr. Linpsax. It has not been introduced. It has been submitted..

S‘i:angator Harrge, But no Congressman has introduced it yet, is that
right ' ' '
r. Linpsay. T don’t believe it hag been introduced. 3

Senator Harree, The point that I am trying to get to—this is the
thing that disturbs me. If there is a principle here which is to be
recognized as being right or wrong, if the principle i3 wrong, then
there is no reason to try to meet the Treasury Department’s objectives:
on the matter of revenue, because then there just mever can be an
accoptance of it. And that is what I would personally like to know.
Does the Treasury Department feel that the girinciple is wrong, or is:
it the mere revenue aspect that is posing the difficulty ¢ ‘

Mr. Linpsay. Senator Hartke, I don’t think it is a black and white:
gituation. And it is very difficult to equate the self-employed with
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gm%loyees. Thig bill is an attempt to do that. It has a precedent,

in Canada and the United Kingdom, where, however, employees al-

Eead were entitled to deductions for their contributions to pension
unas. S . ’ '

I think in principle it i wrong to have an inequity in the tax laviu,.

And I think to a certain degree there is an inequity against the self-
employed as compared particularly with the top corporate executives
of business enterprises. But I am not so sure that the solution, that
any particular solution that has been devised to date is a complete
answer to it. .And therefore if I answer you by sayinf, in prin-
oiple this is good but it is only a question of revenue, I would be
going further than I think is justified.

Sendtor Harrrr. Well, as you answered to the distinguished Sen-
ator from Florida a few minutes ago, something must be done some-
time in this regard. Has the Treasury Department submitted any
‘plans, or does if have in process submitting any plans to remove this
inequity ¢
Mr. LNDSAY. We have attempted to review this legislation and
submit .our own ideas on it as time goes on. But we haven’t come
up with a solution so that we can say, “Here it is; this is perfect.”

Senator Harrxe. But ot least we all have to -recognize that. there
has been a general recognition of inequity since at least 1952,

My, Lanpsay, I would say since before that.

&%;ar;ator Harrgn. I mean even under this administration; isn’t that
right

My, Lanosay., Yes.

Senator Mlanrke. And there has been no proposal to remove that

inequity by the Treasury Department up to this time?

Mr. Linpgax. There has not.

Senator Flarrke. That is all.

"The Cnamman. Senator Cotton.

Senator Corron. You have indicated that you base your objection
to this bill not only on the loss of revenue—which, incidentally, is
the loss you have estimated—but you also say, “In the attempt to re-
move the inequity, however, new inequities and new discrepancies are

created. This, in turn, will create pressures for still further modifi- -

‘cations in the tax law to eliminate the new inequities created by this

legistation.” I assume that you have in mind that if this bill should -

gass, the next thing would ,’happenf, they would be knocking at that :

oor out: there to see to it that in fairness to the employee who now
pays a.tax on the wages from which are taken his contribution to
social security, for instance, there should be an exemption. Is that
one of the things you had in mind? A S
Mr. Lanosay. I think the argument will be made.

Senator CorroN. Now, suppose you also have estimated the amount .

of-the loss that this bill in its present form would occasion the

Treasury.

Mr. Linpgay. Yes.

Senator Corrow, Suppose this bill were amended so that the self-
employed person coulc{) set aside, we will say, not $2,500, but up to
$3,000, and that whatever amount he actually set aside, he would have
a tax exemption on only one-half, which would bring it somewhat in
line with the situation of the employee. And suppose the set-aside

+ iR e ¢
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would be irrevocable, he couldn’t recapture it, nor could hLe enjoy it,
until he retired, either at or subsequent to the age of 65, and if it went
on to his heirs, it would be subject to proper tax. Would that remedy
some of the objections of the Treasury to this bill, and would that

-change your estimate of the loss to the Treasury ¢

Mr, Lanpsay. I think it would change the estimate of the less.
You indicated a figuve of $3,000, half of which is deductible, which is
$1,500.

Senator Corron. But he would have to set agide—

Mr, Lanvsay. He would have to set aside $3,000 to be entitled to a
$1,500 deduction. And you are trying to put him more in the position
of an employee with a contributory plan.” He can make his contribu-
tion, and the other half of the $3,000 would be assumed. to be the em-
ployer’s contribution for him, and, therefore, not taxed.

Senator Corron. That is right.

Mr. Linpsay. I ain reminded that the Jarger amount would go to
the trust. If the self-employed person uses a trust instead of an in-
surance company, of course, under the bill the income is exempt. I
don’t know that that would have much of an offsetting effect. I sus-
pect, initial]qy at least, that the revenue lost would be less.

Senator Corron. Suppose that the figures were left just as they are,
but an amendment is made—the fundamental idea being that he shall
not have this advantage over the employee—and that on whatever the
full amount is that he sets aside, we wiﬁ say up to the amount in this
bill of $2,500, he only gets an exemption for one-half of what he sets
aside. And suppose he doesn’t have the opportunity to juggle it back
and forth and set it aside and let it accumulate, and then bring it Fack
into his pocket again until he needs to have retirement. Would that
make it more palatable to the Treasury, first, and, second, would it
considerably lessen the impact ot loss of funds to the Treasury?

Mr. Lanpsay, I think it would considerably lessen the impact on the
revenue. But I would want to examine it further. I think it would
be less attractive to many self-employed persons, because they would
have to make a largor contribution in order to get a smaller deduction.
And also the fact that the funds are frozen, if you will, until retire-
ment age, might induce the self-employed person to hesitate before he
makes this investment. Presumably, as under past versions of this
bill, special provision would have to be made for disability and major
disasters.

Senator Corron. You said you would have to think about it?

Mr. Linpsay. On the revenue estimate, it would certainly be more
palatable. : -

Senator Corron. You are objecting to quite a few inequities. Now,
wouldn’t that provision prevent the very thing that is likely to hap-

"pen instantly after the bill passes in its present form, a demand on

ongress to exempt from taxes the money that the employce now

payst.

r. Lanpsay. That is correct. .

© Senator Corron. Forgfretting the financial impact on the Treasury,
such s change in this bill would correct at Jeast some of the inequities,
the principal ones to which {ou refer, and prevent the immediate de-
mand which would seem to be a just demand if we passed the bil] in
its present form, that the employee be exempted for his contributions
that he now makes, would it not?
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Mr., Lanpsay. It would be a more modest bill for the self-employed
than the proposed legislation. I imagine there would still be feelings
in many circles with respect to the position of the pensionless em-
ployee if legislation is passed for the self-employed, for reasons, which
otherwise may make sense, that the tax law blocks the se]f—mn]aloyed
person, and does not in and of it3elf block the employee. Nevertheless
that would be hard to understaiid for the employee; there would still
be a discrimination apparently created, but to a lesser degree.

Senator Corron. Would you be able or willing—--and I am not, ask-
ing that this be inserted in the record necessarily—would you be will-
ing to consider and to make some estimate as to the financial impact
on the Treasury of the loss of revenue if this bill restricted the tax
exemption to one-half of the actual amount set aside, and-—I will
phrase it this way—made it more difficult to recaﬁtur@m»and. I concede
that there has to be provisions made for loss of healith, but in a sense
those refunds are for the purpose for which they were set aside—
would you be willing to indicate an approximation of what the im-
pact would be of such a bill?

Mr. Lainpsay. We would be glad to try and do that, Senator Cotton.
T suspect it is going to be an extremely rough estimate, because it
depends on the actions of so many people with reasons for not doing
it. Under the present bill, T see very little reason for not utilizing
the benefits of the bill, if you can afford it, you may take the money
out again and you get the full deduction at the time. We will' try
to compute an estimate for you based on assumptions that appear
to us to be reasonable, '

Senator Corron. I understood you to say in your original state-
ment that your present estimates were not based on the assumption
that everyone would avail themselves of this who could.

Mr. Linpsay. No, we discounted a little bit on the revenue estimates,
and we have originally estimated the cost of the self-employed retire-
ment plan bill on statistics of income for 1953. There has been so
much disagreement as to the amount of our estimates that we have
not tried to update the year of income from 1953 to the latest statistics
of income in 1956. We have to make arbitrary assumptions in any
estimate. And on the basis of the 1958 statistics of income, we assume
that 6625 percent of those receiving an income of $20,000 or more
would utilize the benefit of the bill, and less as you go down to the
smaller figures.

Senator Corron. If your estimate of the impact of the bill were
amended in the manner that I have indicated, would it be any more
arbitrary and less accurate than the approximation you have made
of the bill in its present form$

Mr, Linosay. I think this. For those self-employed persons with
$20,000 or more adjusted gross income, we will say, there would be -
very little incentive, I should imagine, not to set aside 10 percent of
$2,000, or whichever is less, where you would get an immediate de-
duction from the whole amount, ang where you can pull it down any
time you wish, unless that same person must set aside $3,000 in order
to get half the deduction, particularly if it is frozen. :

Senator CorroN. I am talking now on the basis of the same figures
in this bill, T want to make that clear—forget the $3,000 and make it
the same limits in the present bill-—I have just oné more question.

4277150
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Would it be possible to make an estimate of the impact if the bill were
simply arended so that exemption was granted only for one-half of
that set uside without a change in the other features of the bill?

My, Lanpsay., We are gxymg the best estimate we can.

Senator Corron. Would it be too much trouble to give it on both?

Mr, Linpsay. No; we will try to do the best we can. .

Senator CorTon. One with the simple amendment, the other with
the two amendments, that is, paying of one-half of what is set aside,
and the tightening or the freezing amendment so that it isn’t too
ensy to recapture.

Mr. Linpsay. Yes. .

(The following was subsequently receivéd for the record:)

Under the present version of H.R. 10, eligible self-employed individuals would

be allowed to deduct annually up to 10 percent of their self-employment income,
but not in excess of $2,600, provided they invest such amounts in specified re-
tirement funds, annuities, and insurance contracts. If FLR. 10 were amended
to allow self-employed persons to take income tax deductious for only one-half
of the amounts they invest under the bill, with no change in the present annual
investment limit of 10 percent of self-employment income up to $2,500 a year, the
revenue loss would still be substantial. While difficalt to estimate the annual
revenue loss might well amount to about %175 million.
- I, in addition to limiting the income tax deductions to one-half of the amount
fnvested under HL.R. 10 within the prescribed limits, participants were pro-
hibited from withdrawing funds invested under the plan before reaching the age
of 65, except in the case of permanent and total disability, the annual revenue
loss under the plan would be reduced still further. The actual revenue
loss under these circumstances is extremely difficult if not impossible to esti-
mate with any degree of confidence. Qur best estimate is that the revenue loss
would be in the order of $100 million.

The Crairman. Senator Curtis?

Senator Curris. In referring, Mr. Lindsay, to these estimates of
revenue loss, as I recall, you estimate that probably two-thirds of the
taxpayers with net incomes of more than $20,000 would avail them-
selves of the benefits of this bill.

- Mr. Livogay. That is correct.
- Senator Curtis. And then you grade that down. Do you recall
“what you estimated, of the people making $5,000, what percent of the
self-employed might avail themselves of that ¢

Mpr. Linpsay. ire you talking about the revenue loss in the various
brackets, or the percentsge of utilization in the various brackets?

Senator Currzs. I am talking about the percentage of utilization.

Mr. Lianpsay. It would be 15 percent for the $3,000 income group,
90 percent for the $3,000 to $5,000 and one-third for the $5,000 to
$10,000; B0 percent in connection with the 10 to 20, and 6624 for the
$20,000 and over,

Senator Curms. And in your assumption, do you assume that they
v;;oulld aévail themselves to the fullest extent that they might under
the law

Mr. Lanpsay. There are two ways that you could approach these
assumptions. One is that 15 percent, if that is the figure you use,
avail themselves of the full benefit of the law, or the'. all of them avai
themselves to the extent of 15 percent of the benetits, or anything in
between. .

Senator Curtis. Now, generally speaking, if that maximum were
reduced to $2,800, say to $2,000, would it fo fow that the revenue loss
would be one-fifth of your present estimate?
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. Mr. Linpsay. It would be less. X don’t know that it would follow
that it would be one-fifth, . :

Senator Curris. It would be less. You do not have something that
you c}z:n base your guess on that would be more than a fifth, or less than
a fifth ¢ ,

Mr. Lanpsay. I think a little bit more than a fifth.

Senator Courmis. Now, this has been covered, I believe, but I would
like to have it summarized in one place in the record, and that is my
reason for asking the question again. And I would like the reply
to be in nontechnical terms. In summary, what are the requirements
for a qualified pension plan now?

Mr. Linosay. A qualified pension plan must be set up on a non-
discriminatory basis following the provisions of the code, either utiliz-
ing a separate trustee plan or a group annuity plan. Now, there
ave a number of bases under which a plan might qualify as nondis-
criminatory. But running through it all, the trust must be organized
in the United States and it must be part of a profit-sharing or a pen-
sion or a stock bonus plan. There are mathematical tests as to cover-
age which loom large in the code, but a.p%)ly to a relatively small
%‘roup of plans. The mathematical tests I can swmmarize briefly.

he plan must benefit either 70 percent of all employees, excluding
new or part-time and seasonal employees, or 80 percent of all eligible,
if 70 percent are eligible. Also, a plan, apart from those mathe-
matical tests, can qualify under a classification found by the Commis-
sioner not. to diseriminate in favor of officers, shareholders, super-
visory, or highly compensated employees.

Senator Curris. But not discriminating in favor, that means per-
centagewise ?

Mr, Linpsay. Right.

Senator Curris. Not as to total dollars?

Mr. Lanpsay. That is right, not as to total dollavs, percentagewise.
Of course, the plan must be set up for the exclusive benefit of em-

loyees, so that the benefit will not inure to the corporate employer.
hat, in very rought outline, is the qualification. :

Senator CorTis. In other words, it might be stated that he has to
include all employees, except that he can have requirements that they
have to work a season before they are eligible?

Mpr. Lanpsay. That is right. -

Senator Curris. And seasonal employees are not counted?

Mr. Linpsay. There might be certain classifications of salaried
employees as opposed to wage earners, something like that.

- Senator Curtis. In other words, a cox'Boration could set one up that
did not include those paid on an hourly basis?

Mr. Lanpsay. It could. .

Senator Curtis. Are many of the major plans so set up?

Mr. Linosay. 1imagine it depends on the plan.

Senator Currts. What I am ﬁetting at, is it possible, then, for a
corporation to have the bulk of their payroll go to ﬁeople working for
h}?url wages, and have the plan approved which totally excluded
those

Mr. Linosay. Yes. It is entirely possible, Presumably there
would be a union-nsgotiated pension plan covering the wage earners.
Baut it is entirely possible to approve such a plan,
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Senator Tarmaner. Then anyone that is fortunate en‘m;g}l: to set up
# corporation can create their own retirement benefit which would be

“tax exempt? oo T

- Mr, Lanosay, Yes. ‘ » s
- Senator TaLmavare. Have some of these self-employed individuals

“taken such action? . o : s

Mvr. Lanosay. Iimagine, yes. - ‘ .

Senator Tarmaver. It follows, then, that any self-employed in-

“dividual .could incorporate. himself and set up his own retirement

program and get the same benefits that 18 million other employees
eni«d)y at the present time$ : : ' .

<+ Mr., Lanpsay. Except professional people, doctors, lawyers, den-
tists, architects; in many States engincers arve not permitted to in-
: orate, ‘ : N

¢+ Senator Tarmapen. They could, bowever, incorporate a personal
hoh%ing company and transfer some of their assets to it, could they
not ‘ ; ‘

My, Lanosay., Well, I think a professional man who is primarily
engaged in his profession, if he set up a personal holding company
-ﬁhut M{:;S nothing but an investing company, I doubt very much if

o could. :

Senator Tarmanes, Suppose he had income from rents or dividends
from stocks.
© Mr. Lanpsax. Well, if he spends time enough on the rents and
evarything else to justify a salary from that corporation, then, with

+ respect to his salary from that corporation, he could probably get
the deduction. If it is a personal holding company, however, there
are other disadvantages. '

- Benator Tarmapan. 1 was impressed very much with the questions
of the distinguished Senator from Florida, and your answers thereto.
It seems to me that if we are going to give 18 million Americans the
benefits of this tax exemption we ought to consider makinérxt it appli~
cable to all Americans. But there 1s one thing about FL.R. 10 that
disturbs me somewhat. The average income of the people in America,
as I understand it, is about $5,000 a year, A person with that income
couldn’t enjoy vell'y much benefit under HLR. 10, could he?

M. Lanosay. It would be less than if he earned more income,

Senator Tarmaner. In other words, he couldn’t participate at the
rate of $2,600 a year for 20 consecutive years?

My, Lanpsay. No, he could not.

Senator Tarmance. He would have to spend too much of his money
on rent, meat, bread, and clothing, wouldn’t he ? .

“ M, tLINnaAY. And even if he could afford it, he is limited to 10

- percent, S

“Benator Tarmapon. Wouldn’t the best way to approach this thing,
in order to give equal opportunity for all Americans, be to have o
fixed percentage of the income that they could apply to a retirement
benefit tax exempt ¢ T C
-+ Mr. Tanpsay, Well, the bill has a fixed percentage of income; It
is 10 percent. ‘ : o o
.. Senator Tarmanee. I am talking about all individuals in. Amervica
now, of every kind, including 65 million under social security. Aren’t
we presently paying a tax of 214 percent on gocial security
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. Mr. Lanosay. Yes. . . ' ,

Senator Tarmapes. The employer contributes 214 and the em-
ployes 214, : P S ,

Mr. Linpsay. And it is scaling up in the next few years,

Senator Tarmapge, And it is scaling up. That is a total of § per-
cont. Suppose we had a b fpercent exemption for all Americans pro-
vided they applied it to future retirement benefits, what would it
cost the Treasury ¢ ' . .

Mr. Linpsay. Well, on the basis of 10 percent, and the other fea~
tures of this bill, the total cost would be $38 billion. So § percent
must be-—I don’t know if it would be half, but it would be substanti-
ally less, I supqose, than $3 billion.” Flowever, by permitting all em-
ployees and self-employed alike to set aside fX percent of their in-
come for retirement savings, you are f'ust leaving along the discrimi-
nation that is hore sought to be resolved, that the employees would
not only have the benefit of the contributions of the employer, but
on top of that they would have a deduction of their own, as compared-
to the self-employed, who would have only this X percent deduction,
and would not have the other benefits that the employee has,

Senator TaLmanon. Did I understand you to say that social security
contributions in Canada are tax exempt ¢

Mpr. Lanpsay. I don’t believe I said that. No, they are taxable.

Senator Tarmanar. What about Englapd?

Mr, Lanpsay. In England$. - I-%Wwas there talking about contribu-
tions to superannuation funds, pension funds. In that case the em-
. ployee is entitled, and Jvis for years been entitled, to deduct his con-~
tributions. Well, the”discrimination as between employees.and self-.
employed was far greater than wg,lﬁnve ere, ..

enator Tarmabar. Is that.-applicably to the \}aelfmmployeiﬂ and
employees both § \ L Y
Mr. Lanosay/ The seli{employed have a\.hilll-“i)exvxnit,ti&‘g a self-em-

Floyed person/to set aside n’certaify-percentoge of his income, I be-
jeve it 13 10 percent there too, with-u ¢diling\in thé order of $2,000

91} hat ig’their pergéntageland ceiling.
their cqntributions
tributions, becan

and 750 poungls, as I recall, An
But it cannotj lead to ’educ\tiﬂn‘s'g) omployees

over and above the exeinptions by the ¢ \
they alreaqj?r ad it. .
S}t’mator "aL.mavan, The thing'\that copeerns me about this particf-
lar program ig, under the terms of'the bj lf as J'uhdeérstand it, you wall
‘grant benefits o those whohave considerably above average earnings,
yet thoso benefits cannot be enjoyed by those ge ple who Have aveyage
or low earnings) Assuming that it is the desire of this commiittee
and Congress to Walke some ‘plan to aid\peopl tgfdf)tain their own
retirement benefits,how would “you-regolve the problem?
Mvr. Lixosay. Tha W8 o large order. ¥ow ‘would I yesolve the
problems? . L e .
Senator Tarmaven. How.would you resolve the,problem so as to
ive the same advantage to a félloew.who runs.a-ectintry filling station
in south Georgia as you would to o Wall Street lawyer. .
Mr, Lanpsay. I think so long as you have progressive income tux
ratos where the more you make the more you pay, it it not unfair to
have the benefits go in the same direction where there is an appropri-
ate deduction. So I don’t know how to resolve that question, :

0]
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Senator Tarnmancr. If you are going to have a program of this
type, wouldn’t you have to say that everyone would have the same op-
portunity to participate in it undor the terms of the law? T mean,:
wouldn’t, you make a particular portion of their income tax exempt
for any retirement benofit program ¢

Mr. Lianpsay. If wo were adopting a law of this kind I think it
would be vory diflicult to try to equate one type of person with
another, . ‘

An omployee, a $5,000 a year employee, may be a beneficiary under
a pension plan. e may not receive the employer’s contribution un-
ti] ho retires, and he may not stay with the etaployer long enough to
have a nonforfeituble right in that contribution. Therefore, he
might feel diseriminated against as compared to a self-employed:
person who would bo accorded a 10-percent deduction for retirement
savings,  Howover, if that same employee who had a 10-percent con-
tribution for him by the employer, i addition had a 10-percont con-
tribution of his own on top of that, then he in certain circumstances
would bo far better off than the sel f-employed. :

Senator Tarmanor. No furthor questions, Mr. Chairman,

The Ciiairman, Senator Butlor%

Senator Burra, T have no gquestions,

The Cramman, Senator Carlson?

Senator Carrson. X have no questions.

The Cnarrman. Senator Yartke?

Senator Flarrke. As T understand, Mr. Lindsay, your opposition -
to this is that there can be no vevision of this sort, until there is an
overall rovision of the tax law ¢ :

Mr. Lanosay. T think it would be better to do it in connection with
an overall revision.

Senater Tlarvxr, What T want to know is, is the principal objec-
tion of the Treasury Department to the principlo embodied }mro, or to
the revenue aspect, as Senator Smathers was talking about?

Mr. Lanpsay. I indicated before that the overriding consideration
was revenue, and also the fact that it is difficult to justify providing
this kind of a benefit for a small group, leaving a’large group who -
have no benefit whatsoever, ' ) o ' '

Sonator Haxrxe. Well, taking Senator Smathers’ statement there -
awhile ago about the effective date of the act, assuming that there
would be a surplus in fiscal 1960, would the "L'reasury Department’s
opposition then pretty well be taken care of ¢

Mr., Yanosav. I don’t know that it would. I think that in any
major revenue reduction it is always a question of priorities. 6"
are not here at the moment to say what 1s the best thing yon could
do with » tax law, if you could reduce it by a billion dollars, we will
;my, or $2 billion.  We are here discussing just one aspect of the tax
aw, .

Senator Harrre. Was there any reduction in tax rate in fiscal 19597

My, Linpsay. No reduction in tax rates then, except there were
some taxes eliminated, I believe, such as the transportation tax on
freight, for fiscal 1958,

Senator Harrke. What was the major cause of the deficit in fiscal
1959¢ Was it an adjustment of tax rate or a reduction in actual tax
receipts? ‘
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Mr. Lanosay. T think the major cause was the reduction in corpo-
rate tax receipts. .

Senator Harrke. And it is anticig)uted that that is going to be
roversed in fiscal 1960, isn’t that right

Mr. Lanosay. 'We certainly hope so.

Senator ¥awrkns, And the deficit was about what? It was antici-
pated at about $13 billion ?

My, Linosax. $12%4 to $13 billion.

Sonator Haxrxe. Knd the cost of this; if extended to all nonpension
people, you estimate it at $1.2 billion, isn’t that right ¢

r. Lazvsay, Yes, depending on how it is extended, there are dif-

ferent estimates on dilferent bases.

Senator Iawmcn. So this really is not of importance in the overall
agpect of adjustment of tax items, as it ig in the general economy and
tax receipts, isn’t that right ¢

My, Lianosay. In part, yes.

Senator Yaxrkn, So when we tallr about tax revenue in relation to
particular tax items, wo are not on a sound ground as if we were to

“talk on generpl taxation principles, isnt, that true?

Mvr, Linpsay. I think taxation is a function of producing revenue
and the two are velated, ,

Sonator Hlawexu, But the principles of taxation should be to make
them have as mauch equity as possible, isn’t that, right ¢

My, Lannsax, That is correct.

+ Senator Ifarwmne. Do you agree with the proponents of the legisla-

“tion'as you quote them, where youn sy :
Those employees who are forced to provide their own retivement are entitled

Lo the same right of tax defermont on the portion of their earnings so used as

their more fortunate colleagues who are provided for by thelr employers under
qualified employees pension plans,

My, Lanpsay. I know that that has been suggested many times,

Senator Tlarrkn, 1 know that this is a statement which is an argu-
ment by the proponents. All I am asking you is whether or not yon
agree with this overall principle.

" "Mr, Lanpsay. I think, carrying the principle to a logical conclusion,
it leads in that direction.

Senator Harvkr. And then you make this statement, that at the
present time, employees pension plans; if arranged on a nondiserimi-
natory basis, do receive favorable tax treatment, isn’t that right?

. Mr. Lanosay. Yes, sir,

" Senator Yarrke. And, second, that the purpose of HL.R. 10 is to
remove disctimination and inequity in the tax law affecting self-
employed persons.

Mpr. Lanpsay. That is right.

Senator Hawrie. And that this attempt has been conscientiously
made.to relieve this inequity for a number of years.

My, Laxnsay. Yes. ‘ :
~Senator Iarrsr. And the statement of the Treasury Department,
when this bill was considered-—well, not considered-—but last fall the
statement was to the effect, as I read it, that the proponents have at-
temted to correct the inequities as a result of the o%jections of the
Treasury Department. -Isn’t that right ¢ ‘
 Mr., Linosay. .ire you referring to a prior statement$ -
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Senator Harrxw., I em roferring to the statement on August 6,
1958, by Dun ’.l‘hrqml) Smith, Doputy to the Secrotary, in o statoment
;o the Honorable HMarty' K, Byrd, chairman of the Committee on
tinance, o ‘

My, Tannsay, I think, from what you read, that it Is consistent
with the vemarks in the pm’mmd statoment due today.

Sonator Hawvkn, T didn’t monn to allege any inconsistency, but X
menn that the statoment thore states thut the ainended bill reprosents
a substantial improvement over the prior version, and largely meots
tochnionl objoctions to it—in other words, this is an’ nttompt by the
‘)ropunonta of the bill, at lonst, to meet the objections of the Lrensury
Dopartmont, ‘

My, Lanosay, T think that is correct.

Sonator Harwrkr, Now, is there any reagson for anyone who is at-
mm‘)tin to follow along this procedure, to try to meet the objections
of the Treansury Department 1f the real objection is merely loss of
rovenue ¢ s ) ‘

Mr. Lanvsavy. That objection has been consistently made all along,.
and unfortunately wo haven’t reached the point we would like to reach
where wo ean have a surplus.  Now, in 1960, under the budget, the
surplus would be in the order of $70 million, which is o rather narrow
line, and what will actually happon is something that I cannot antici-

Mo, ‘

b Sonator ITarrke, Well, let me ask you something that I don’t know
on that first.  The Trensury Department still stunds on its original
ostimato as of Jmmar‘y, isn’t that right ? S

My, Lianpsay. On the $365 million? )

Senator FHlarrke, On the amendment of anticipated tax receipts for
fiscal 1960, L

My, Lanpsay, I think we will be making some statements on that
in the noxt week in connection with the rate extension bill,

Senator Farvke. I don’t want to anticipate that, but I don’t see
how I can avoid it without saying that it is gencruﬁy conceded that
anticipated tax rovenue is going to be considerably higher than osti-
mated by the President in his budget message. Isn’t that right?

Mr. Lannsay, I know that there have been suggestions that it would.
But the budget estimate also assumed the passage of the fuel tax,.
which has not as yet been adopted by the Congress,

Senator Harrke. It has not beexi introduced, has it ¢ ‘ ‘

Mr. Lanosay. It has not been introduced. It has been submitted..

Sl;meator Harrke., But no Congressman has introduced it yet, is that
right : 2

fr. Lannsay. I don’t believe it has been introduced. ‘ ‘ g

Senator Harrkr, The point that I am trying to get to—this is the
thing that disturbs me. If there is a principle he'.e which is to be
recognized as being right or wrong, if the principle is wrong, then
there is no reason to try to meet the Treasury Depurtment’s objegtives:
on the matter of revenue, because then there just never can be an
acceptance of it. And that is what I would personally like to know.
Does the Treasury Department feel that the principle is wrong, or is:
it the mere revenue aspect that is posing the difficulty ¢ ‘

Mr. Lanpsay. Senator Hartke, I don’t think it is a black and white:
situation. And it is very difficult to equate the self-employed with:
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9m£)10yeos. Thig bill is an attempt to do that., It has o r{)recedont
in Canade and the United Kingdom, where, however, employees al-
gand were entitled to deductions for their contributions to pension

unds, . : v

I think in principle it is wrong to have an inequity in the tax law.
And I think to o cortnin degreo there is an inequity ngainst the self-
oml‘;loyed us compared particularly with the top corporate executives
of business enterprises.  But I am not so sure that the solution, that
any particular solution that has been devised to date is o complete
answer to it. .And therefore if I answer you by saying, in rrin»
eiple this is good but it is only a question of revenue, I would be
going further than I think is justified.

Senator Hawrkn, Well, as you answered to the distinguished Sen-
ator from Flovide o few minutes ago, something must be done some-
time in this regard. Has the Treusury Department submitted any

lans, or? does it have in process submitting aoy plans to remove this
moquit;

Mr, Lanpsay. We have attempted to review this legislation and
submit .our own ideas on it as time goes on. But we huven’t come
up with a solution so that we can say, “Iere it is; this is perfect.”

Senator Tlantxe, But at lenst we all huve to recognize that there
has been a general recognition of inequity since at leust 1952,

Mr. Lanosay. I would say since before that.

&%ox;utor Hanrkn, I mean even under this administration; isn't that
right

‘Mr. Lawpsay, Yes, .

Sonator Harrxe, And there has been no proposal to remove that

inequity by the T'reasury Department up to this time

r. Lanpgay. There has not.
Senator Harrxn, That is all,
The Cramman, Senator Cotton.
Senator Corron., You have indicated that you base your objection
to this bill not only on the loss of revenue—which, incidentally, is

the loss you have estimated-—but you also say, “In the attempt to re-

move the inequity, however, new inequities and new discrepancies are
created. This, in turn, will croate pressures for still further modifi-

‘cations in the tax law to eliminate the new inequities created by. this

legislation:.” "X agsume that you have in mind that if this bill should -
gass, the next thing would happen, they would be knocking at that

oor out there to see to it that in fairness to the employee who now
pays a. tax on the wages from which are taken his contribution to
social security, for instance, there should be an exemption. Is that

Mpr, Lanvsay. I think the argument will be inade.. :
Senator CorroN, Now, suppose you also have estimated the amount ',

~of the loss that this bill in its present form would occasion the

Treasury.

My, Linngay. Yes. ‘

Senator Corron. Suppose this bill were amended so that the self-
employed person could set aside, we will say, not $2,500, but up to
$3,000, and that whatever amount he actually set aside, he would have
a tax exemtﬁtion on only one-half, which would bring it somewhat in
line with the situation of the employee. And suppose the set-aside
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would bo irvevooable, he couldn't recapture it, nor could he enjoy it,
until ho vetived, oithor at or subsequent to the age of 65, and if it woent,
on to his heirs, it would bo subject to proper tax.  Would that remedy
somo of the objections of the I'rensury to this bill, and would that
ohingo your estimato of the loss to the Treasury ¢

Mr, Liwpsav, I think it would change the estimate of the loss.
You indicnted a figure of $3,000, half of which is deductible, which is

1,800,
# Sonator Corron, But he would have to set agido——-

Mr, Linnsay, 1o would have to sot aside $3,000 to be entitled to a
$1,600 doduction, = And you aro trying to put him more in the position
of an employeo with a contributovy plan. e can make his contribu-
tion, and the other half of the $3,000 would bo assumed to bo the em-
ployer’s contribution for him, n,n(i, thorefors, not taxed.

Sonator Corron, That is vight.

Mr. Linvsay. I am reminded that the Inrger amount would go to
the trust, Tf the sell-craployed person uses a trust instead of an in-
gurance company, of course, undor the bill the tncome is exempt, X
don’t know that that would have much of an offsetting offect, 1 sus-
poet, initinlly at leaat, that the revenue lost would be loss,

Senator Corron, Suppose that the fignres were left just as they are
but an amendment is made—the fundamental iden being that he shall
not have this advantage over the employee-—and that on whatever the
full amount, is that he sots aside, we will say up to the amount in this
bill of $2,500, ho only gots an exemption for one-half of what he sets
aside, And suppose he doesn’t have the opportunity to juggle it back
and forth and set it aside and lot it acoumulate, and then bring it Fack
into his pocket again nutil ho needs to have retivement. Would that
wake it more palatable to the Treasury, fivst, and, second, would it
considerably lessen the impaet of loss of funds to the Treasury ¢

Mr. Lanpsav, 1 think it would considerably lessen the impact on the
revenue. But I would want to exnmine it further. - I think it would
be less attractive to many solf-cmployed porsons, because they would
have to make a largor contribution in order to get a smaller deduction,
And also the fact that the funds are frozen, if you will, until retire-
ment age, might induce the self-employed person to hegitate before he
makes this investment. Presumably, as under past versions of this
bill, special provision would have to be made for disubility and major
disastens,

Senator Corron. You said you would have to think about it ¢

Mr. Linpsay. On the revenue estimate, it wonld certainly be more
palatable.

Senator Corron. You are objecting to quite a few inequities. Now,
wouldn’t that provision prevent tho very thing that is likely to hap-

'Bon instantly after the bill passes in its present form, a demand on

ongeress to exempt from taxes the money that the employee now
ays :
P r. Lanosay. That is correct. .

Senator Corvon. Forgetting ti:0 financial impact on the Treasury,
such a change in this bill would correct at least some of the inequities,
the principal ones to which you refer, and prevent the immediate de-
mand which would seem to be a just demand if we passed the bill in
its present form, that the employee be exempted for his contributions
that he now makes, would it not?
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My, Linnsay, It would be a more modest bill for the self-employed
than the proposed legislation, T imagine there would still be feelings
in many eircles with respect to the position of the pensionless em-
ployee if logislation is passed for the self-employed, for reasons, which
otherwise muy makoe sense, that the tax Inw blocks the sel fu(,nm.[])loyml
porson, and does not in and of itself block the employee,  Nevertheless
that would be hard to understand for the employee; there would atill
be a diserimination apparently created, but to o lesser degree,

Senator Corron. Would you be able or willing—and I am not ask-
ing that this be inserted in the record necessarily—would you be will-
ing to consider and to muke some catimate ns to the financial inpaet
on the Treasury of the loss of revenue if this bill restricted the tax
exemption to one-half of the actual amount set aside, and—I will
phrase it this way-—made it more dificult to recapture—and L concede
that there has to be provisions mude for loss of health, but in a sense
those refunds ave for the purpose for which they were set agide-
would you be willing to indicate an approximation of what the im-
pact: would be of such a bill$ _

Mr, TanpsAy, We would be glad to try and do that, Senator Cotton.
I suspect it is going to be an extremely rongh estimate, because it
depends on the actions of so many people with reasons for not doing
it. Under tho present bill, T see very little renson for not utilizing
the benefits of the bill, if you ean afford it, you may take the money
out agnin and you get the full deduction at the time. We will try
to compute an estimate for you based on assumptions that appear
to us to bo reasonable,

Senator Corron. T understood you to say in your original state-
ment that your present estimates were not based on the assumption
that averyone would avail themselves of this who could,

Mr. Lannsay. No, we discounted a little bit on the revenne estimates,
and we have oviginally estimated the cost of the self-employed retire-
ment. plan bill on statistics of income for 19568, 'There has been so
much disagreement as to the amount of our estimates that we have
not tried to update the year of income from 19563 to the latest statistics
of income in 1950, o have to muke arbitrary assumptions in any
estimate. And on the basis of the 1953 statistics of income, we assume
that 6624 percent of these recoiving an income of §20,000 or more
would utilize the benefit of the bill, and less as you go down to the
smaller figuves,

Senator Corron, If your estimate of the impact of the bill were
amended in the manner that T have indicated, would it be any more
arbitrary and less accurate than the approximation you have made
of the bill in its present formn?

Myr, Lanosay. { think this, For those self-employed persons with
$20,000 or more adjusted gross income, we will say, there would be
very little incentive, I should imagine, not to set aside 10 percent, of
$2,600, or whichoever is less, where you would get an immediate de-
duction from the whole amount, Ml({ where you can pull it down any
time you wish, unless that snme person must set aside $3,000 in order
to get half the deduction, particularly if it is frozen,

. Senator Corron. T am talking now on the basis of the same figures

in this bill, I want to make that clear-—forget the $3,000 and make it

the same limits in the present bill—I have just one more question.
4271 el ’
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Would it be posgible to make an estimate of the impact if the bill were
simply smonded ro that exemption was granted only for one-half of
that set aside without a change in the other features of the bill?

My, Laxosay, We are ﬁlymg the best estimate we can,

Senator Corron. Would it be too much trouble to give it on both?

Mr. Lanogay. No; we will try to do the bost wocan, .

Senator Corron, One with the simple amendment, the other with
tho two amendments, that is, paying of one-half of what is set aside,
and the tightening or the :%raozmg amoendment o that it isn’t too
eagy to recupture,

Mr, Linnsax. Yes, .

(The following was subsequently received for the record:)

Under the present verston of IR, 10, cligible self-eraployed individuals would
be allowed to deduct annually up to 10 percent of their self-cmployment income,
but not in excess of $2,600, provided they invest such amounts In specitiod ye-
tivement fuads, annalties, and insurance contracts, If 1L 10 woere nmended
to allow self-employed persons to take Income tax deductions for only one-half
of the amounts they invest under the bill, with no change in the prosent annaal
investment Umit of 10 percent of yelf-cmployment income up to $2,500 o your, the
revenue loss would still be substantinl, While diflicalt to estimate the annunl
yravenue loss might well amount to ubout $1756 milllon,

If, in nddition to limiting the income tax deductions to one-half of the amount
invested under FLR, 10 within the presceibed Mmits, participants were pro-
hibited from withdrawing funds Invested under the plan before renching the age
of 40, except in the case of pormenent and total disability, the annual rovenue
loss under the plan would be reduced still further, 'The actupl revenne
loss undex these circumstances is extremoly difleull if not impossible to osti-
mate with any degreo of confidence. Our best esttmate 1s that the rovenue loss
would be in the order of $100 million,

"The Crramman. Senator Curtis? A

Senator Curtis. In referring, Mr. Lindsay, to these estimates of
revenue loss, as I recall, you estimate that probably two-thirds of the
taxpayors with net incomes of morve than $20,000 would avail them-
selves of the benefits of this bill.

- Mr. Tawngay. That is correct.
 Senator Curmis. And then you grade that down. Do you recall
what you estimated, of the people making $5,000, what percent of the
self-employed miﬁht avail themselves of that ?

Mr., Lanpsay. Ave you talking about the vevenue loss in the various
brackets, or the percentage of utilization in the various brackets?

Senator Curris. I am talking about the percentage of utilization.

Mr. Linpsay. It would be 15 percent for the $3,000 income %roup,
20 percent for the $3,000 to $5,000 and one-third for the $6,000 to
géo,ooo; 50 percent in connection with the 10 to 20, and 6634 for the

0,000 and over.

Senator Curris. And in your assumption, do you assnme that they
v;'oulld oé\mil themselves to the fullest extent that they might under
the law

Mr, Lannsay, There are two ways that you could approach these
assumptions. One is that 15 percent, if that is the figure you use
avail themselves of the full benefit of the law, or that all of them avai
&emselvea to the extent of 16 percent of the benefits, or anything in

tween.

Senator Curris. Now, generally eukimf if thet maximum were
reduced to $2,500, say to $2,000, would it fo fow that the revenue loss
would be one-fifth of your present estimate?
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 Mr, Tanpsay. Tt would be less. T don’t know that it would follow
that it would be ono-fifth.

Senator Curris. Xt would be less,  You do not have something that
you can base your guess on that would be more than a fifth, or less than
u {ifth? :

Mr, Linpsay, I think a little bit more than a {ifth.

Senator Cunrs. Now, this has been covored, I believe, but I would
like to have it summarized in one place in the record, and that is my
reason for asking the question again, And I would like the reply
to be in nontechnical terms,  In summary, what are the requirements
for n qualified pension plan now ¢

Mr, Linpeay., A qm&iﬂml pension plan must be set up on a non-

. diseriminatory basis following the provisions of the code, either utiliz-

ing o separate trustee plan or a group annuity plan, Now, there
are o number of bases nnder which a plan might qualify as nondis-
criminatory.  But running through it all, the trust must bo organized
in the United States and it must be part of o profit-sharing or a pen-
ston or a stock bonus plan.  There are mathematicnl tests as to cover-
age which loom lnvrge in the code, but up})ly to a relatively small
%‘mup.of plans, o mathematical tosts T can summarize briefly.
The plan wust benelit either 70 percent. of all employees, excluding
new or part-time and seasonal employees, or 80 percent of all eligible,
it 70 percent arve eligible, Also, n plan, apart from those mathe-
matical tosts, can qualify under a clagsification found by the Commis-
gioner not to diseriminate in favor of officers, shareholders, super-
visory, or 11igll]y compensated employecs,

Senator Currrs. But not diseriminating in favor, that means per-
centagowise

Mr. Taxnngay. Right.

Senator Curris, Not as to total dollars?

My, Tannsay, That is 1'igéht, not ag to total dollars, percentagewise.
Of course, the plan must be sot up for the exclusive benefit of em-

loyees, so that the benefit will not inure to the corporate employer.
g‘hat, in very rought, ontline, is the qualification.

Senator Curais. In other words, it might be stated that he has to
include all employees, except, that he can have requirements that they
have to work a season before théy ave eligible?

Mr. Tanogay. That is right, ,

Senator Curtus, And seasonal employees are not counted$

Mr. Lannsay. There might be certain classifications of salaried
employecs as opposed to wage earners, something like that.

- Senator Curris, In other words, a corporation could set one up that
did not include those paid on an hourly basis?

Mr. Lanosay, It could. .

Senator Corris. Are many of the major plans so set upf?

Mur. Lanpsay. X imagine it depends on the plan.

Senator Currtis. Wﬁat I am getting at, is it possible, then, for a
corporation to have the bulk of their payroll go to people working for
?}:mrlv wages, and have the plan approved which totally excluded

050

Mr. Lawpsay. Yes. It is entirely possible, Presumably there
would be & union-negotiated pension plan covering the wage earners.
But it is entirely possible to approvesuch a plan.
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Senator Cunrs, So there is considerable Intitudoe under the pro-

vision that they can elassify them ¢
- Mr. Lanovsay, Theve ig w fair amount. of Intitude,

Senntor Curmy, Are bonuses included in compensation, from the
standpoint of putting the established porcontago into n pfnn,’d

M Lawosay, Yas, 1 helieve so.

Senntor Curers, Can n corporntion avail thomselves of the deduc-
tion for its contributions to o quulified pension plan if it operates at
u loss in o given yonrd

Mr. Lanpsay, Yes, but in that particuine yoar it wonldn’t got an:
tax bonofits for the contributions, unless they enrry over or carry buek
to nuother year,

Senantor Corms, Pardon me, Ldidn’t get your answer,

My, Tannsay, Ina loss yonr, the deduction wouldn’t give the corpo-
ration any tax benefit in that year. It might conceivably have beon
the straw that broke the enmoels back, it might have created the loss,
and in that sonse, theee mny hinve been a tax benefit.  The loss, how-
evor, could bo earvied back 8 yonrs, and then carvied forwnrd 5 yeurs
and used to offsol income in n bettor year.  And the amount, of tho
loss would be influenced by this dednetion,
~ Henator Curias, In other words, to quite an extent, then, they could
do it, even il they oporated at a loss in w given yonr?

Mr. Tawosay. Yes,

Senator Curris, Now, veforence was made to n survey by some busi-
ness institution as to the number of people that avail themselves of
this.  Did you vefor to that?

Mr. Lanpsay. L veforved to some statistics earlier, I am not sure
what you are referring to now, Senator Curtis.

Senator Curras. 1 understood the Bank of New York made o sur-

vey.

KI):‘. Linvsax. Oh, yes.

Senator Curms. Was their survey limited to professional people?

Mr. Lanpsay. I am sorry, Senator Curtis, I didn’t hoar your ques-
tion.

Sunator Currs. Was their survey limited to professional people?

Mr. Lanbsay. No, I don’t believe it was, '

¥ was thinking of the Bankers Trust Co. study of industrial vetire-
ment plans. Apparently, the Bank of New York did make o study
of professional persons,

Senator Curris. Now, there have been proposals, for instance, relat-
ing to vailrond retirement payments by workers, that they become
deductions to the employees. Do yoa recall, has the Treasury had
oceasion to submit a recommendation to Congress on those proposals?

Mr. Lanpsay. I believe we havo strongly opposed the deduction in
that area. )

Senator Cortis. And the proposal has also been made from time to
time that civil service emp‘oyees deduct their contributions to the
fund. Has the Treasury, as you recall, had occasion to make a rec-
ommendation on those ?

Mr. Lannsay. T don’t recall a recent proposal that we have reported
on, but we would oppose it.

Senator Curris. f‘realizn that you perhaps have not made such a
survey, and maybe would have no means of making a survey of this.
But as 1 gathered from yrar answer in regard to excluding classes
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of employees under existing qualified plans, one fuctor that perhaps

wovents that from happening on a very wide scale is the collective
nu'guininsg power of the employees to insist that they be included,
is that rightt ,

. Lanosay. 1 imagine that is a very important factor. Perhaps
on the chgsification of employees it. would help if T read from the
regulabions,

senntor Curris, I would be plensed to have you doit, Ttislengthy ¢

Mr, Lanosay. 1 s o ruling, sctually, which refers to the elassifica-
tion of employecs. And it swys:

In Hou of meeting the percentnge requirements of section 401 (a), et cetorn,
an employer may set up o clagsiflcation of employees which, i foumad by the
Gommlugioner are not. to be diseviminatory in favor of officers, sharcholders,
pupervisors or highly compensated cmployees, will wot aslde the requireinents
of the section,  Under such seetion, plans moay qualify which ave lmited to em
ployees who nro within o presecibed age group who have been employed for
o stated number of yenrs, have beon employed In certain designnted depuari-
ments, or In other classlfications, provided that thoe offect of coverlng only
such employees does not digeriminnte in fuvor of employees within the enumer-
ations with rospect to which diserimination is prohibited.

Those enumerntions inchude the higher paid employees, and
tho like, ‘

Sonator Curris, Then by regulation you could deny certification to
w plan where the bulk of their payroll went to people paid on an
hourly wage and they were excluded from the plan ?

Mr, Tanpsay. The statute perinits that kind of clagiification on
selaried einployees, including only salaried employees,

Senator Cuwers, That is wll, My, Chairman,

The CuatrmaN. Senator Smathers.

Senator Smarvoues, Mr. Lindsay, just two questions.  Are you
familiar with the statement in the Social Seenrity Bulletin for March
1969, with respect to private retirement programs, where it says:

The private retirement progroms continued in 1957 the rapld growth experi-
enced in World War 11, By the end of 19457, 17.7 miillon employees were covered.
Totnl contributions to the financial plan arose to alimost $4,600 miliion—
and o on, And then there is s chart in connection with that statement
which shows that from 1950 there was g total number of plans, 2,600,
and in 1957 that had increased to 4,500, with a coverage each year
of over a million people. Are you aware of that fact?

Mr. Lanpsay. Yes.

- Sonator Smanuurs. So then you cau answer in the affirmative when
T ask you the question-—-—-

Mr. Lannsay. Yoxcuse me. That is 45,000,

Sonator Smarnrrs. Forty-five hundred insured plans here. X am
referring to page 12,

My, Linosay. 1 believe in 1957 there were around 40,000 plans, and
in 19568 47,000 plans.

Senator Smarirers. I am talking about insured plans.

Mr. Tanpsay. 1 see.

Senator Smarurrs. But the point that I am most interested in is
that there has been a steady increase in the number covered from
1950, 9,800,000, to 1957, 17,500,000. So we can say that there is 32
million uncovered with respect to private pension plans. Apparently
that nu;nber is being decreased at a reasonably vapid rate, is that not
correct
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Mz, Laxosay. There are more and more people covered, and there
are more and more people going into employment, each year. I think
there are 3 million a year added to the number of people who are em-
ployed, or that we attempt to absorb in the labor market. But cor-
tainly the coverage is extended, as you indicated. :

Sonutor Smamrrs. One other question. Actually, the people, the
omllxloyees who are not covered today, they would not, want a program
such as ILR. 10, would they, because actually no one makes any con-
tribution to this program excopt the self-employed. 'They would pre-
for, would they not, the employees, » program where not only would
they contribute, but the employer would also coutribute? That is
wsunlly the eage, isn’t it?

My, Lanpsav, T think that is right,

Senator Smarnnrs, That is all,

Senutor Fruear. One last question.  Mr. Lindsay, on page 8 of LR,
10, in line 3, if that were changed to $1,000, and if in lino 4 the word
“pot” was omitted, I would like to have Treasury’s opinion on. those
two changes soparately as to revenue,

My, fanpsay. You are referring to the changing of $2,600 to $1,000,
and 10 percenti—

Senator Frrear. Of his earnings.

My, Lawosay. Of his earnings,

Sonator Fruar, A1l T want is Treasury’s opinion on each of those,
and what the effect would be together and separately.

('The following was subsequently received for the record :)

If the income tex deductions of self employed people for Investmont under
LI 10 wore limited to 10 percent of thele net self-employment income with an
annual celling on such deductiong of $1,000, it is estimated that this bill would
fnvolve an annual rovoenue loss of $250 milion. The estimated revenue loss
would be about §290 milllon o yenr if self-employed people were allowed to
deduct up to 10 percent of thelr gross income from self-employment (L.e. gross
receipts from the prefossion, trade or business) with an annual ceillng on such
doductions of 1,000, provided they invest this amount under the plan.,

The Cowamw.n. Thank you, Mr. Lindsay.

The nexd witness is the Honorable Xogene J. Keogh, the author of
the Simpson-Keogh bill,

SLATIENT OF HON. EUGENE J. KEOGH, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NEW YORX

Mr. Kroow, Mr, Chairman sod wmembers of the committee, in order
tn conserve the obviously pressed time of the committee, I should like
very much to submit for the record my relatively brief formal state-
ment, and then, if I ynay, address the committee more briefly, I trust.

The Crrameman. Without objection, it may bo inserted. '

(The prepured statement of My, Keogh foflowa )

SrarEMENT 0 XoN., MeceNe Kroon Brrorr SeNate Pivancw COMMITIER ON
LR, 10 ’

IR, 10 applies to individuals subject to the tax on self-employment income
and to certain others exempt from the scll-employment tax, sueh as doctors
and ministers.  In addition, the bill covers those not subject to the self-employ-
wment tax berause they recelve, iun -addition to self-employment income, wages
of $4,800, subject to social security tax, No deducilons are allowable to an
individual for a year duriuyg which his ewployer contributes for his benefit to
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a qualifled peusion, profit-sharing, or stock-bonug plan or during which the
individual draws benefits under such a plan,

HL.R. 10 permits a deduction for an amount paid as premium on a restricted
retirement policy or as a deposit in a restricted retirement trust fund. ‘The
deduction 18 genorally Umited to 10 percont of the individual's seif-employment
income and mny not, in most cager, exceed $2,500 o year. The aggregate de-
Auctions during an individual’s lfetime muy not exceed $50,000 and no deduction
18 allowed after un individual attaing the age of 70, There 18 an annual
ineresse of one-tenth of the Hmitation tor cuch yoar that an individual's age
oxceeds B0, as of January 1, 1069, "Thus, an Individual who 14 60 years old
on January 1, 1059, would be permitted a deduction of 20 percent of his self-
employment income, hut not. over $5,000,

1f an lndividual hay previously received payments of employer contributions,
under an employer plan, or hag recolved nonforfeitable rights to employer con-
tethutions, there 18 a downward adjustwent of the lifetime Hmitution on
deduetions,

The restricted retivoment polley for which a deduction is allowed for the
promium must be an annuity or an endowinent poMey issued by a domestic 1ife
insurance company. 'The policy may provide either for an endowment not, later
than the time the seif-employed individual reachey age 70 or a Iife annuity o»
a Joint and survivor annulty to the Individual and hig spouse beginning mnot
Inter than the time the individual reaches age 70, If the policy provides some
current life insurance, as well as restricted retivement beneflts, only the portion
of the premium allocable to the retlrement benefits may be dednceted.

The deduction is ulso available for deposity in a vestricted retivement trust
fund, ‘The trust must be for the exclusive bepefit of the particlpating indi-
viduals and may invest only In Usted stociky ox securities, stock of a regulated
investment company, and Government bonds or face-amount certifieates, 'Whe
income of the trust will not be subject to tax, The tax exemption will be lost,
however, if the trust engages In any of a speclfted st of prohibited trunsactions
Involving one or more of the participating individuals,

The trust may distribnte either income or corpus to the participating members
at uny time, but must begin distributing to any member when he attaing the
age of 70 and must complete ity distribution of a member's interest before he
reaches age 80,

The bill provides general rules for including amounts in income which are
received efther from retirement policies or trust funds, as well ag special rules
for determining when income in vecefved, and further provides special rules
rolating to tho method of determining the tax attributable to the iucome,

Amounts recelved from a restricted retirement trust fund must be included
In Income when received, except that an individunl may recelve from a trust
fund an annulty contract on his life purchased by the fund without paying
an immediate tax.

Amounts received nnder a restricted retirement policy will he taxed in the
same manner as anopaities are generally taxed under the Internal Revenue
Code. However, any part of the premivm not allocable to the cost of retive-
ment benefits will not be treatod as consideration paid for the annuity, and
amounts recelved beforo the annulty starting date must be included in gross
income to the extent that they do not exceed the aggregate of deductiony inken,

If amounts are pald on the death of an Individual under a restvicted retire-
ment polley, the amount not exceeding cash surrender value immedintely befors
denth {8 treated as income to the beneficlarfes. This amount is regarded as
deferred income. "Whe balunce of the death beneflts i8 regarded as pure life
ingurance and, as under existing law, will not be treated as income subject to
tax. If an individual borrows on a vetirement policy an amount in excess of
that needed to pay one ammual premium or elects under any option in a poliey
to apply the cash surrender value to the purchase of a policy providing benefits
other than the type of endowment or annuity permitted, he will renlize fncome
from the transaction. . -

In the case of a restricted retivement fund, any participating individual will
be treated as realizing his entire interest if be makes a sale of his own secu-
rities to the fund or otherwise engages in a prohibited transaction with the
fund or if he makes excessive contributions to the fund to take advantage of its
tax-exempt status,

Special rules are applicable if a persou recelves any amount from elther s
retivement fund or a pollcy before renching the age 65. Xf the amount received
exceeds $2,600, the tax must be at least 110 percent of the aggregate incrense
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in taxes that would have occurred 1f the amount had been recelved equully in
the taxable year of recelpt and the 4 preceding years. If the amount 18
loss than $2,600, the tax must be at least 110 percent of the tax attributable to
including the amount in Income for the year of receipt.

fpecial rules are algo provided where an individuanl receives his entire in-
terest in one taxable yenr nfter ronching the age 08, In this cnse, the tax will
bo computed by determining the inereaso in tax vesulting from including one-
fifth of the nmount in gross income and multiplying the tax inercase by 5. Thiy
same rule, to modify the effect of the progressive tax rates on nmounts received
in a single yeay, also applies to the ostate or other beneflelaries of & deceased
Individual where the entire Interest is recelved In one tuxable year.

In order to prevent the deductions to which an individual may be entitled from
thwarting taxation of mmounts received from a rvestricted retivement fund ov
policy, the bill provides that the tax may not be less than the tax that would
apply if the faxpayer's only income wasg the amount recelved from the fund
or policy and his only deduction was his personal excimptions,

Mhe bill also contains reporting requirements under which each bank-trustee
of n restricted retirement fund and each insurance company which has issued
a restricted rotiroment policy must filo such returny and Information ag the
Seceretary requires. Iach self-employed indlvidual must algo furnish informa-
tion to the trustee or to the insurer. i

LI, 10 embodies & comprehonsive program for the deferment of tax on the
retirement {neome of selfsomployed individuals and, in general, any proposals
for its amendment should probably await the inereased knowledge that will be
gained from an accumulation of experience under its existing provisions. How-
ever, soveral amendmonts are necessary at the presont time in order to avold
upsetting normal investment patterns. In its present form, the bill requires
restricted rotirement policies to be jvsued by a domestle insurance company and
also requires bank-trustees to invest restreicted retiroment trust fands in stocks,
wecurities, or Government obligations. The bill should be amended to permit
retirement polictes to boe lssued by foreign life insurance companies and to
permit trustees to place retivement trust funds in insured savings accounts.

Proroskp AMeNDMENT v0 IR, 10 As Passep By wur ousk, 86rir CoNeress
AMENDMENT NO. 1

Page 26, line 21, strike out the word “and”

Pago 26, line 23, add the following: “(iv) savings accounts in institutions in
which accounts are insured by Federal Savings and Loan Insurance Corpora-
tion or by Federal Deposit Insurance Qorporation or by Cooperative Bank Share
Insurance Fund of Massachusetts or by Ohio Guarantee Deposit und or by
Savings Banks D-posit Guaranty Fuand of Oonn.,, Inc. or by Mutual Savings
Central Fund, Ine. of Muss, and”

AMENDMENT NO. 2

Page 7, line 3, strike out the words “a domestic life insurance company (as
defined in section 861),” :

Page 7, line 17, strike out the words “by a domestic life insurance compan
(as defined in section 801)”

Page 16, line 12, strike out the words “lngurance company” and insert the
word “insurer”

Page 30, line 20, strike out the words “insurance company” and insert the
word “insurer”

Mr. Kroan, We are not here today, Mr. Chairman, in any effort
to take away from anyone that which the law has given them for
years. I firmly believe that we have traveled too far down the road
of the obviously sound, basic, philosophical concept that the workers
of this country should be able adequately to provide for their super-
annuation, to turn back. We are simply here appealing to this com-
mittee to give its favorable consideration to the only group in this
country who by law cannot do that which may be done for every
other worker in the country.” We say to you, Mr. Chairman, that the
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7 to 10 million of self-employed people in this country represent, for
tho most purt, the solid, courageous, typically foresighted and far-
sooing American middle class, the continned existonce and growth of
which makes this country different, from most, if not all, in the world.

Much has been put in the record with respect to the Treasury De-
partment’s position. But I can assure you, Mr. Chairman, that a
review of l’.}m record of the hearing held before the Commitiee on
Ways and Meuns in June of 1956, and also in January of 1958, and
an examination of the modified forms of the bills that have been
introduced in the TIouse of Representatives since 1951, will reveal,
1 think, o conscientious and continued effort on the part of the pro-
ponents of this leﬁis]ntion to meet, as far as reasonably possible, the
objections of the Trensury Department.

ﬁ*‘ct me cite an example. The original form of the bill introduced
by the late Representative Daniel Reed of New York and me in 1951
provided for the juclusion not only of the self-employed, but of the
pensionless employed. 1t was only by reason of the position of opposi-
tion taken by the Treasury Department that we later reluctantly
amended the bill to exclude those pensionless employees. Yet the
Department comes before us today, as they did before the ITouse Ways
and Means Committee last year and this year, and cites that exclusion
as one of the reasons to oppose the bill.

On reflection, we feel l]mt it is far sounder to provide for the ex-
clusion of the pensionless employees, for, to the extent, that we permit
or encourage any employees of this country to do for themselves that
which their employers are permitted under the law to do, we would be
reducing, if not destroying, the incentive on the part. of those em-
pl(;\%/ers to do it, ‘

ow, Mr. Chairman, T am. sorry that so much discussion followed
on the questioning of Mr. Lindsay with respect to collateral matters
as, first, to social security and, second, to existing qualified private
retirement plans; for, in my opinion, the principle embodied in this
bill is totally separate and apart, from either one of those two things.
The great body of self-employed of this country, Mr. Chairman, with
the exception of medical doctors and a relatively few types of cfergy-
men in the country, are covered by social security. You, the Congress,
has l'ecogﬂm:ized the uniqueness of the self-employed, even in the social
security bill, in which we have imposed upon them a tax of 150 per-
cent of that paid by the individual employees of the country. And
that tax at 150 percent is not tax deductible to the self-employed.

Mr. Chairman, we have recognized that cection 165 and section 401
are sound law, and we have recognized that the employers of this
country, in an effort to promote the econemic well-being of their
employees, have the right voluntarily to set up what are considered
fair, reasonable and nondiscriminatory plans. But, we have con-
sistently refused to permit those who, by reason of their courage and
foresight in not, becoming employees but engaging in business for
themselves, to do the same.

Much has been said to the cffect that the enactment of this bill will
give rise to additional demands which will deplete the Treasury of
this country. »

H.R. 10, to permit the self-employed voluntarily to establish re-
stricted retirement funds, should not logically be used to strengthen



62 SELF-EMPLOYED INDIVIDUALS' RETIREMENT ACT OF 1059

any claims for tax deduction of employees’ shares of qualified private
and public retirement plans, nor employees’ social security taxes.” The
self-employed are those who by law cannot, or by choice do not, oper-
ate as corporations. They have no employer to establish a retirement
system, and are not employees for whony under existing law a system
may be established.

8 to private (}ualiﬁed plans, it has been admitted here today, as
it must be, that the trend toward the establishment of such plans is
noncontributory on the part of the employees. The guestion of em-
{)loyee deductions for private qualified plans becomes of obviously
esser and decreasing importance. The opportunity in the field of
the corporate employers to give valuable stock option and profit-
sharing plan participation, both of which arve obviously forms of
diaferred compensation, further tips the scale in favor of such em-
ployees.

As to public retirement systems and social security, including Rail-
road Retirement, let me point out that which you all know. The
employee members of the ore%oing types of S{stems are uniformly the
beneficiaries of virtually tax-free gifts equal to their own contribu.
tions plus accrued tax-exempt interest.

And, Mr. Chairman, if I may be pardoned in making a personal
reference, by reason of the ﬁood fortune of my having been in public
gervice as long as I have, T have been permitted under the law of this
country and of the State of New York to make personal contribu-
tions to the retirement—to my own retirement system, to the point
where I have on deposit in Albany and in Washington a sum approach.
ing $50,000 upon which full taxes have been paid.

he CrratrmaN. May I interrupt you, Congressman ¢

Are they deducted from your income tax ?

. Mr. Kroor. No, sir, they are not. But I would certainly resist any
effort on the part of such groups to seek such deduction, because on
my retirement the employing agencies of government will contribute
to me or to my designated beneficiary a tax-free sum equal to my con-
tribution, plus the acerued interest thereon,

Now, Mr, Chairma e

Senator WiLriams. Might I interrupt you for a moment ¢

Mr. Kroerz. Yes,sir.

Senator Wirrxams. It will be taxable upon receipt, will it not?

Mr. Kroor. As was pointed out, there was a slight change in the
1954 code, as you well know. Previously, I would, on retirement, be
permitted a deduction until T had withdrawn my own personal con-
tributions. But I would have to include in my income a decreasing
smount l'epresentinﬁ the earnings for that frear on the total reserves
get up for me. The treatment is generally the same, but it was
intended_to simplify the arithmetic on those declining balances,

Now, I need not point out, Mr. Chairman, that the contributions
made to the public-employees are contributions made by the employ-
ing agencies of Government out of tax revenues to which these 71’ mil-
liI:m self-employed themselves have contributed their proportionate
share. :

Mr. Chairman, H.R. 10, simply and briefly, should be looked upon
precisely in the same way as the establishment by the self-employed
employer of a noncontributory pension plan, : ,
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Mr. Chairman, much has been said today about requiring the self-
employed to include their employees in such plans. That is a radi-
cal and novel departure from the basic and historical concept of
retivement legislation. The section 165 plans under the 1939 code,
the section 401 plans under the 1954 code, have never been made com-
pulsory, Those are voluntary plans. This is the typical, historical
American way of ermittin¥ a person voluntarily to do for himself
that which is socially desirable, . o

Now, Mr. Chairman, I want to point out that we are dealing with
this group of 7 millien people for whom nothing has been done. And
cortainly and obvioulsy, equity and fairness should impel us to do
something for them before morve is done for those for whom so much
has been permitted. ‘

Mr. Cbairman, the Treasury Department indicated that many of '
the private plans integrate the social security benefits,. They will
have to admit that the intogration of social security benefits, with the
social security coverage becoming broader and broader, is decreasing
in the qualified plans. ;

Now, we have tried, as I pointed out, studiously and conscien-
tiously to limit this bill to a reasonable beginning of what is obviously
a just system. We have even specifically provided in the bill that
the retirement income credit, which is available to all people under
conditions of existing law, would specifically not be available to the
income of these funds or the proceeds of the restricted policies pro-
vided in this bill. ‘ ' '

I might point out to some of the members of the committee, Mr,
Chairman, that even if you were to enact legislation that might to a
degree, or even drastically, restrict the rights of employers under
section 401 of the code, this inequity agninst the self-employed would
still continue. ‘

There is presented here a simple, basic question as to whether we
are going to extend a principle of law that has been time tested, that
has been encouru%ged to roug ‘which has by accident or design been
totally and comp eteiy excluded. C

With respect to the fiscal effects of this or any other proposal, Mr.
Chairman, I should confine myself solely to reminding you that the
tremendous growth of the private pension plans in this country dates
from 1941. And T need not remind you that there have been very
few if any years intervening since 1941 in which the revenues of the
Treasury have exceeded the disbursements. But notwithstanding
that, as has been pointed out, close to $40 billion, tax free, has been
deposited in existing plans, at the annual rate now of approximately
‘$4.4 billion of which 4‘-3.8 billion is deposited by the employers of the
country, totally tax free. o :

Are we to say to the farmer, to the grocer, to the beauty shop op-
erator, to the doctor, to the lawyer, to the accountant, that “because
you chose this business or profession, and because you do not or can-
not operate as a corporation, we will not permit you to do anything
for yourself §” o . '

Why, the statement indicates the obvious inequity of present law.

Much has been said concerningithe pensionless employee. The fact
that they have no pensions supplementing their social security is not
due to the fact that they are excluded by law. But the self-employed
avmc
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Now, Mr. Chairman, I pointed out to you that we have constantly
and consistently sought to accommodate ourselves to the position of
the Treasury Department. But we have constantly and consistently
been faced with an ever-changing position on their part. But they
a%lwagsilcome back to the overriding influence of the fiscal effects of
this bill.

Mr. Chairman, my position en that simply is this, that if it is just,
if it is equitable, if 1t is moral, if it is right, the figures and the
amounts do not frighten me. But I am sure that you will be given
testimony by the witnesses who will appear later, Mr. Chairman,
which in my opinion, completely disproves the authenticity of the
estimated effects given by the Treasury.

I would like only to point out to you that Mr. Lindsay in his testi-
mony somewhat aptly, and I daresay justifiably, did not go too much
into detail with respect to the fact that this very principle embodied
in this bill has been adopted and enacted in Great Britain, in Canada,
and in Australia. And in the British plan the self-employed-—1 am
not talking about employees, I don’t care whether their shares are
deductible or not-—the self-employed were permitted to deposit, tax
deferred, 750 pounds a year, when the pound was $2.80; that is, a}])~
proximately, $2,100 a year. We have provided in the bill a doub
maximum, as you know, a percentage, and a dollar maximum., 'To
reduce that dollar maximum, is not to accomplish equity, Mr. Chair-
man. That is further to penalize those who, either by good fortune,
or by good work, or by hard work, or by any other means, earn more
than $25,000 a year. Most of us who were around here, remember the
serious objections that were raised by the Congress when the executive
branch sought at one time to limit gross incomes in this country to a
maximum of $25,000.

Now, in connection with these figures, reference has been made to
the survey made by a distinguished and outstanding banking insti-
tution in New York. These are figures that have been received as a
result of a survey that they made. They are not guesses or assamp-
tions as to the percentage of those in various wage brackets or in-
come brackets who will participate. These are the replies from the
people themselves. And rather than burden the record at this point,
Mr. Chairman, I am going to reserve the right to have the more ap-
propt(}ute witness refer to these figures and have them inserted in the
record.

This, Mr. Chairman, is the culmination of many years of per-
sistent—and I hope it will be said to have been dignified—effort to do
something for a large and distinguished group of Americans for

‘whom nothing has been done. Were I authorized to speak for the 7

to 10 million people, I would pay to you their respects. I can pay
my own to you, Mr. Chairman. And I know that when this com-
k4 . . . N v
mittee goes into its executive session, when it seeks and obtains the
sound, informed, and intelligent services of those who advise on such

‘matters, there will be no question remaining but this is not a fair plan.

It is not an effort to benefit the high income groups of the self-em-
ployed, but this is simply a feeble start to afford them some degree of
equity and justice, to which all Americans should be entitled,

Mr, Chairman, you have been very kind.

The Cuamman. Thank you, Mr. Congressman.
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Senator Smathers?

Senator Swmarrers. 1 want to ask just one or two questions, .
Congressman. First, 1 congratulate you on your fine statement, I
think it was excellent, moving, and to the point.

You continue to refer to a deferment of tax. What do you mean
by that with respect to the self-employed ?

Mr, Kuoeir. T mean by that, that we have incorporated in the bill,
provisions that will make certain that some time there will be somo
taxes paid on the funds deposited under the provisions of the bill.
We have, for example, provided that no deposits can be made after
reaching age 65. Withdrawals must begin not later than age 70, and
must be paid out completely by age 80. We have eliminated the re-
tirement mcome credit, as I indicated to you.

I would like to refer briefly to a subject touched upon by a question
by Senator Cottor, That is with respect to not permitting the with-
drawal of funds prior to reaching eligible age, or incurring perma-
nent and total disability.

We had that in an earlier form of the bill, and it was taken out be-
cause when we decided to incorporate in the bill the alternative of
the restrictive retirement policy we found that under most, if not all,
of the State laws any annuity policy that is issued, must have a cash
surrender value. And that is why we were faced with the necessity
of permitting the early withdrawal on the payment of the penalty
provided in the bill. \ ’

The Treasury makes some question as to whether 110 percent is
enough. 1 am not going to quarrel about that., But it is a penalty,
nonetheless. .

Senator Smarunrs. Mr. Keogh, it has been suggested that if we

ass this bill which will take care of the self-employed that it will

-be unjust, diserimination against the 31 million people who are not

now covered. I wish you would once again make that clear in your
reasoning as to why you do not think it unfair or unjust. ‘

Mr. Krogn. It is not unfair and it is not unjust, because those 31
million employees could very well be the beneficiary of plans set up
under existing lnw, whether those plans be contributory on their part
or noncontributory. The fact of the matter is that there is a pro-
vision in existing law whereby somebody could set up for those 31
million em¥loyees a pension plan, part if not all of which would be
mude up of tax-free money. 4

Now, I might point out. to you, Senator, and I should, I think, that
the National Labor Relations Board has ruled that the setting up of
a ?ualiﬁed pension plan for the employees of a corporation may prop-
erly be an 1tem for negotiation in a collective bargaining agreement.

That is one of the reasons you have seen such a tremendous increase

in the number and the coverage of existing private plans. And you
will continue to see it. o

Senator Smaruers. Mr. Congressman, there are those on this com-
mittee and in this side of Congress who have a great and deep devotion
to what we call the free enterprise system, and the system of self-
initiative, self-reliance. If we do not pass this plan, this proposal
of yours, is it possible, in your judgment, that most young lawyers
and moct young doctors and most independent businesses will cease
operating as independent. businesses, and will feel that the only way
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they can look after themselves in their declining years is to become

o part of some joint corporation, thereby lessening the strength of
our so-called free cnterprise systom? '

Mr. Kroazr. Precisely. And this is not solely your opinion or mine,
‘but it is supported and borne out by testimony previously inserted in
the record before our committeo by deans of law schoof; and deans
of madical schools, in which they expressed incronsing concern about
the difficulty of obtuining an mﬁsqnnm number of qualified students
to enter these schools. The sociologienl implications of this bill,
and the benefits to be derived therefrom, especially in the field of such
pfofessions as medicine and engineering, ave tremendous to contem-

ato,

P Senator Smarmers. I know you understand this very well, bui just
for tho vecord, is it because they know by going to work for some
company they of course can get a rotirement

My, Kroart. Precisely, And all you need to do is to make inquir
cof (Fersoxmel people and of vocational guidance peopls in the schools
. and colleges and universities of this country, and you will find that
more and more of the young people of this country inquire as to the
retirement benefits of a prospective employer,

Senator Sniaramrs. That is all. ,

The Cmamman. Thank you very much, Mr. Congressman,

Mr. Kroart, Mr, Chairman, you are always very kind, and I cer-
tainly appreciate this opportunity of coming before you in your rela-
tively new, obviously sumptuous hearing room.

The Cuxameman. I may say, you make o very excellent presentation.

‘Mr. Krogr. Thank you very much. I wish I could do better, be-
cause I feel very deeﬁly on the subject.

The Cuamman. The committee will now recess until 2:30. Unfor-
‘tunately, the Chair has to be on the floor at that time. The hearing
will be started by Senator Frear, ‘

(Whereupon, at 1:15 p.n., the committee recessed, to reconvene at
2:30 p.m. of the same day.) '

 AFTBRNOON SESSION

Senator Frear (now presiding). The committee will come to order.
- The first witness this afternoon is Mr. Ross I.. Malone, American
Bar Association, .
. Senator Carwson. Before Mr. Malone proceeds, may I place in the
record & resolution adopted by the Bar Association of the Staté of
Kansas urging the enactment of H.R. 10. And I would like to men-
tion that Mr. Malone was out at Hutchinson, Kans., within the last
few weeks and made a very fine speech to that organization, and X
placed it in the Conﬁmssional Record the day before yesterday. . .

Senator Frear. The resolution will be placed in the record.

(The resolution referred to follows:) '

- RESOLUTION

Whereas the Bar Association of the State of Kansos has previously urged
the enactment of H.R. 10, the Keogh-8impson bill ; and i )

Wheréns high taxes and inflated living costs make 1t dificult for the self-
employed person to set aside money for retirement in the absence of tax defer-
ments which are already available to corporation employees; aad
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Wherdas individual enterprise Is being stifled becanse of the unfair advantage
that employees of big corporations have over the self-employed individual; and
Wherenas the presont Keogh-Simpson bill would enable about 10 miliion self»
employed pevsons to establish individual retirement programs comparable to
those provided by corporation retirement and pension programs: Now, therefore,

o it

Resolved, That this association recommends passage of the Keogh-Simpson bill
:2‘?'“]3"" under consideration in the Fluance Committee of the Senate; and be

i further

Rosolved, That the Bar Association of the State of Kansas requests and poeti-
tions the Eonorable Andrew I Schoeppel, and the the Ifonorable Frank &,
Onrigon, who i3 a member of the Senate Finance Committee, to use thelr good
oftices to the end that XLIX. 10 will bo reported out of committee and to the floor
of the Bonate by the Finance Committee and that a copy of this resolution,
signed by the president and attested by the secretary, be sent to each of the
distinguished Senators from Kansas and to the members of the Senate Finance
Committes who have the matter under constderation,

Adopted this 9th day of May, 1659,

Ty Bak AgBOOIATION OF THE STATE oF KANSAS,

J Wirniam M. Breary, Pregident,

Attest: ’

Joun W, Suvawr, Hoeoutive Secrotary.

, Senator Canrson. I would also like to place in the record a resolu-
tion by the Kansas Livestock Association approving HL.R, 10.
Senator Fruar. It will be made a part of the record.
('The resolution referred to follows:)

‘ : KANsA8 LIvESTOOK ABHOOYATION,
. o Topeka, Kans., June 16, 1959,
Sonator Wrang (JARLSON.

fonate Ofive Bullding,

Waalhington, 1,0, .

Dian 8uxaToR CARLYON : We of the Kansas Livestock Assoclation, and farmers
and ranchers in general, feel we should have the privilege of voluntarily setting
:g‘llde tax-free funds for retirement purposes, the same as most citizens have

Y.
A \éVe hope you see fit to support the Keogh-Simpeon Self-Hmployed Retirement
ot,
Respectfully yours, .
, A. G. Progrrr, Scoretory.

Senator Cartson. And the Kansas Farm Bureau Association has
written a lotter signed by the president, W, 1. Boone,

Senator Frear. It may be made a part of the record.

(The letter veferred to follows:)

Kawgas Fasm Buepav,
: Manhattan, Kens., April 24, 1959,
fSenator FrRANK CARLSON, '
Renate Ofice Bullding, Washington, D.0.

Dpar 8pnaTor CARLSON: Under consideration in the Senate ¥inance Com-
mittee i8 & bill for which X solicit your support. It is H.R. 10, the Keogh-
Simpson bill. X belleve you are a member of this committee.

Last fall at our State convention in Topeka, farm bureau delegates from our
county organizations adopted the following resolution: “Many companies have
retirement programs which are financed by company funds on which the em-
ployee 18 not required to pay income taxes. To give a similar tax advantage to
self-employed persons the Kansas Farm Bureau further recommends that self
employed people be permitied to deduct from gross taxable income, investments
in restricted types of retirement program up to specified limits,” .

I believe the resolution adopted at the American Farm Bureau convention 18
a more substantial agreement than the resolution adopted {n Kansas by our mems-
bers, Following is the roselution adopted by the American Farm Bureau: “Re-
tirement plang.—Under present laws certain employer contributions to retire-
ment plans are deductible by the employer and nontaxable to the employ~es.
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This discriminates against self-employed persons, who are required to pay
taxes on any income that they set aside for retirement. In the interést of
equity we recominend that a self-employed person be permitted to deduet from
gross income the amounts paid during the tax year to purchase a single premium
annual life annuity, beginning at age 65, equal to 1 percent of his earnings from
self-employment during the year, within Hmits adequate to prevent abuse. An-
nulty payments received under this plan should be fully taxable when recelved
v;itbout exemption, deduction, or offset of any kind other than personal exemp-
tions.

“We oppose efforts, to glve employces a tax reduction for payments to retire-
ment plans where the benefits are nontaxable when received.”

1 do hope that you can give the Keogh-Simpson bill your full support. I algo
would appreciate any influence you may use to secure the cooperation of the
executive department in thig matter. I aw convinced that this legislation is
badly needed to make it possible for farmerg to provide for themselves in their
years of retivement.

With kindest regards, I am

Sincerely yours,
W. Y. BoonE, President.

Senator Carrsox. T would like to read a wire from Mr. Robert K.
Ellsworth, of Lawrence, Kans.:

With respect to Senate Finance Committee hearings on Simpson-Keogh, we
note that the Treasury Department has issued Revenue Ruling 59--185 permitting
employed persons to put 10 percent of their compensation into tax-deferred
trust funds. This seems rather strange in view of Treasury opposition to self-
employed Retirement Act based on revenue grounds. In view of the existence
of 45,000 Treasury-approved tax-deferred pension plans covering over 18 million
employed persons, and in view of Treasury argument that Revenue Ruling
B9-18b helps encourage savings, we trust you are vigorously supporting Simpson-
Keogh which gives us 6 million self-employed an even break. :

I do want to get a little additional information when the Treasury

comes ‘back. o .
I also have a ver{{excellent telegram from two of our accountants in

Salina, Kans., Mr. M. J. ‘Kennedir and Mr, C. L. Coe. ‘
Senator Frear. Very well. The telegram will be made a part of

the record.

(The telegram veferred to follows:)

) SALiNa, Kans.,, June 16, 1959,
Hon., Feank OARLSON, ‘

U.8. Senate, Washington, D.C. ‘

Drar SeENATOR CARLSON: It is our recollection that you are apprehensive
about XLR. 10 because of its possible effect on the revenues. Many authorities
believe the Treasury has grossly overstated the adverse effects. Please keep in
mind that this legislation will not provide a means of tax avoldance but will
only permit the deferral of tax to a limited extent. We urge that you recon-
sider your position and that you support the bill. More and more corporations
are making it possible for their employees to look forward confidently to an
adequate retivement income through the adoption of benefits and profit-sharing
plans, Surely it is contrary to the “American way” to deny similar beneflts to
farmers, merchants, professional persons, and others who are gelf-employed.
%{: notice an increasing interest on the part of such persons in the fate of this

Kindest regards.
M. J. KenNEDY,

‘ . C. L. Cox.
Senator Frear. Our next witness is Mr. Ross L. Malone of the
American Bar Association.
Mr. Malone, we are glad to have you. You may proceed.
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STATEMENT OF ROSS L. MALONE, PRESIDENT OF THE AMERICAN
BAR ASSOCIATION, ACCOMPANIED BY LESLIE RAPP, CHAIRMAN,
ADVISORY COMMITTEE T0 THE SPECIAL COMMITTEE ON RETIRE-
MENT BENEFITS, AMERICAN BAR ASSOCIATION

Mr. Mavoxne. Mr. Chairman and gentlemen of the committee, my
nameé is Ross L. Malone. L practice law at Roswell, N, Mex., as a
member of the firm of Atwood & Malone. I have been engaged in
the practice of law in Roswell for more than 26 years. I have the
honor of being the president of the American Bar Association, which
i8 composed of approximately 95,000 lawyers of the United States.
1 deeply appreciate the opportunity which is afforded me by the com-
mittee to appear and present the position of the association in connec-
tion with this proposed legislation which will encourage the establish-
ment of voluntary pension plans by self-ennf)loye(l individuals.

I have a pl‘epareé statement which I would like to offer for the rec-
ord, if I may, and, in the interest of expediting my testimony, I will
undertake to give porlions of it but not to give it in its entirety.

Senator Frear. The entire statement will be made a part of the
record at this point, Mr, Malone. -

("The prepared statement of Mr. Malone follows:)

SrareMeENT oF JRoss L. MALONE, PRESIDENT, AMERICAN BAR ASBOCIATION, ON
LeGXSLATION To ENCOURAGE TXIE HETABLISIMENT OF VOLUNTARY PENSION PLANS
BY SELy-EMPLOYED INDIVIDUALS .

My name is Ross L, Malone. I practice law at Roswell, N, Mex., a8 a mewmber
of the firm of Atwood aid Malone. I have-been engaged in the practice of law
in Roswell for more than 26 years. I am president of the American Bar Asso-
ciation which is composed of approximately 95,000 members, and am appearing
on behalf of the association in support of legislation to encourage the establish-
ment of voluntary pension pflans by self-employed individualy, In so doing, I
speak primarily as a representative of the legal profegsion in this country, but
algo In the interest of all self-employed—farmers, merchants, professional per-
gons; all who are not employees of some other person or of a corporation,

H.R. 1 by Representative Fugene J. Xeogh and co-sponsored by Representative
Richard M. Simpson, has béen overwhelmingly passed by the Mouse of Repre-
sentatives, Three similar bills have been introduced in the Senate—-8. 841,
by Senator Morton; 8. 944, by Senator Kefauver; and 8. 1979, by Senator
Smathers. ) ‘ .
" 'With a view to saving the committee’s time. we have not encouraged local
and state bar associgtions to present witnesses, However, we have received
numerous telegrams during the past 48 hours from bar associations requesting
that they be included In this statement as officially endorsing the principle of
the legislation before this committee to permit self-employed persons to defer
taxes on a lmited amount of income which is put into restricted retirement
funds, 1 should like to have permission to Include these telegrams in the
record. The associations included can only be considered a partial list of
those which have gone on record in support of this legislation.

In 1942 our tax laws were changed to offer substantial tax benefit to cor-
porations and their employees in the establishment of pension plans, supple-
menting social security. The tax effects of these plans are:

First, the contributions by the employer for the employee although in the
nature of additional compensation, are not taxable to the employee until the
retivement benefits are recelved in later years, .

Hecond, the employer gets a tax deduction for the contributions when made.

Third, the earnings from the retirement fund are tax exempt until distributed.

Fourth, the retirement benefits are distributed at a time when the employee
would normally be in & lower tax bracket.

42777-~-50-——6
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Thore i beoh / tromehdons geowth of such plane sluce 10420, Upwards of
4000 aueh plat, covering aver #3 wllton employees, are now in exisianee, ''he
it conteibutions to fhoere s mi rogitte Home B4 bi0on sonanily, and
thobe total veseevor e Ih excosn of $306 biton,

The rostdt of e Jepiabit lon enavted (e 148 war (o diserhimingte in favor of
oployed povaond and agndnet att el sployed povsons wnd the opportuniey
afforted (o them to provide for thele old mge ad yepaltant loas of camifng
pwer thiough npension plan,

Al veralt of thin dinevindnntion, tin 1040 0 movement, Begiun to obinbin logis.
ntion authovising vestrletod votirotmont progeams for those nol ollgible fue op
vovered by employee pensjon plang,  tu 150, the Amovlean Bar Associntion
appotitod n conumitton to atidy the problom,  1Mhly sommitbos undertool a study
of wmonng wherehy the ddrerimbmtion which redulied o (he 1948 Act vould
e contected,  Dhir sludy toatiited in the deafting of proposed Jegisintion whioh
wid fntrodueed in 136 by Congrossgien Roogh and teed of Now York, 'Whe
orirtond dratt wan prepared ander the superviniun of My, Leslle M. Wapp, who
prosently servor nx chalvman on the Advikory Qommitton to the Awerlonn Bar
Aswocintions Bpoetal Committes o Retirement Bonefits, My, Rapp s provent,
torhiny and fe avatiabie to nnrwer nny guestions,

Sinee $te ovhylant broduetion, thin leglslatlon bas had girong bipartiean
m{\\mﬂ fn Congrens and ,wmwiwvnd wapport throwghout the country, N

Vi Ropresontative Reed bovime vhindmnn of the Ways and Mouna Qome
mittes, Reprerentative Thoman A Jenking, co-sponsored the I with Mp,
Reoogh,  Mhe JonkingBoogh bilt was overwhohalugly passed by the House of
Reproventativeon on July 2, 1068, bui wan not, aeted upon by the Heante priop
to mie«\m‘nmm\t. Upon convening of the B0th Qongross, logislntion substantlally
fdentical b form fo that panked by the Howss of Repregentatives wan introduced
under the sponsorsiip of Congressman Koogh and Conpressmnn Himpaon of
Ponnsylvania,  The House of Represoutatives, on Marveh 16, 1068, pussed 1L,
10 by an vverwhelming yotoe,

This Is the fivst ocersion that porsons affectod by the proposed legislation
bave had an opportunity to appenr before the Sonate Binance Committon In
gupport of the proposed Jepislation. Xt ls my understanding that the more techs
nierl aspocts of this teglalation and ity possible inpact upon tax revenuos will
be diseussed by De, Roger Muareay and othor withesses so X will conflne my
remarks to mattors which will not duplicate thelr testhmony.

It should not be necessary to go Into detatl as to the neguity In the prosent
tax taw relative to private ponaion plans which presently give proferentinl tax
troatment m\l.z to pension Mang zet up by employora for the benafit of thelr
employees,  That amfvmm;mymi persons, who, of course, cannot qualify as ome
ployees, are diseriminated agaiuet s freely admitted by the Tronsury Depart-
ment.  This inequity not only has exlated for many yoars, but in cach passing
yoae the disparity in tax trentment incronges in magnitude as more and more
emplayed ponsion plana are a}mmved by the Dreasury for this favorable tnx
treatment.  The lepislation before you today seeke to correct In gome mensure
thiz clear inegalty in our tax structure by giving the self-employod similar tax
deferment on 4 portion of thelr income sot aside for thelr retivement.

In addition to correcting the obvious inequity In the tax laws which now
axists, the proposed legistation should be enacted for the following reasons:

First, this legisiation is in the natlonal interest in that it encourages thrift and
gelfrellance by encouraging the self-employed to provide for thelr own retire-
ment and not to look to the Federal, State or local governments for assistance
in thelr old age.

Second, there 13 a definite trend away from the professions into corporate
employment, dve in a large part to the retirement advantages and other so-called
fringe benefita made available by corporations and Government. Thia is
evidenced by the fact that there are now more than three times the number
of salaried Iswyers in private employment in the United States than there
were 10 years ago. This Nation was built by the self-employed Individual who
was willing to go it alone. He is disappearing far too rapldly. Certainly our
tax laws should rot be such as to discourage self-reliance, individual lnlt{atlve
and thrift, and to drive young men and women into corporate employment, yet
that is the effect of the present tax situation resulting from the 1942 act. With-
oat some tax deferral for retirement savings adequate saving for old age by the
self-employed is virtnally impossible because of the high fncome tax rates now
in effert. The practicing lawyer, for example, has a peak earning period of
20 years, generally between 45 and (5 years of age. He has reached thot
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utheo by golng through ¢ porlod of “stnrvation” e must in those yenrs pot
it onough (o tike enre of Win ofd age, Tl has po deprecintion or depletion
deductions,  Uhe vesult, 18 that, after he phys iy taxes and the high cont of
Heing, the opportunity to provide for Wie old ngo i virtnally nonesdstont, A
cording (o the most cocont wtudlos avellable feom the UM, Dopnriment
of Uomimeges, the uet incoms of one-half of the Jawyers of the United Statos
win lous than $7852 annuntly, beforo (nxen, "Phis 18 bused on Income figures
for 1id,  'Kde study wlwo shows thal the ned tncoms of one-third of ol prices
tHelng tuwyers was loss (hien $5,480, o fgure which compsres unfavornhly with
golng witges In industry todey for skilod workers,

Phitd, fodruoss demmids (hat ing squulization should come hufors any general
tnx roduction.  Phe rensury Dsgnrtinent, 1 opposiug present, ackion on the
bty has talton the position that constderation ghowld be deferred nutdl generni
tx roducetion Jy porsihile,  Others who hinve opposed the hill have even gone se
for o Lo contond thal I thees were n gonersd tux raduetion the neod Tov the
proposad loglalotion would tnrgely dlsappent,  his Jatter nrgument complotely
diurognrds (ho fact thid o genoral tax roduetion would not reinove, bt would
only porpelants, the present disorimintion ngainst, the seif-smployed and the
pensonioss employod In the metter of tax relief for private petstonsg,

MA% ({;};lm'umnmn Mlapson well sufd 1n the HMouwe of Hepresentotives on March
19 of (hiy yony s

e 14 not only an unm‘mu.y op ing diserimiuntion contuined in the prosent
tnw, hut wo find from statfstienl evidence that in each passing yenr in which
LA, 10 vemning unparsed the disparlty in tax trantment Sncromses in magnitude,
Wao hene 1t undd thot the revenny Jous {)l‘mrl"dtm our giving tnx Justice to the
solfotmployed, but us I have alvendy polnted out, every year thousands of new
guulifted ponslon plans ave approved by the 'l!mnmrr without consideration
lminf given to the rovenuoe loss ontallod, The diserimiznntion againgt the wolfe
omlw ol incronses onch yone that the oxisting tux trentment continues,

“Why 1 1t thut wo nre coneorned with reveno lows only when the tax saving
would beneflt the weif-employed?” .

Pourth, it 18 contendud thut this mensure would lend to demands for o tax
doduction for conteibutions mude by employees under the Social Security Act
and tho Ralivond Retivement Act, While there is nothing to stop such a de-
mand bolng made, the real questlon Is whether It would be a meritorious one,
HBinco noither social security nor raflrond rotirement benefits are taxable to the
rociplonts, thore could be no Justification for also glving u tax dedoction for
thely contelbutions, It must he rememboered that the proposed legisiation does
not eall for complote tax exemption, but only fur tax deferment on the portion
of the Income wet aslde for rotiroment. Thus the beneflts under the bill, uniike
soclal securlty panyments, would he includible In gross income when recelved.

The fifth polut pertains to covernge. Home criticism has been mads of L5
10 b{»cnu;«; it i Hmited to the self-craployed and does nothing for the pensioniess

ployed.
m’l‘ha fact 18 that in the original bill, as Introduced in 1951, all groups would
have been eligible to obtain its benefits. In the case of thowe covered mnder
employee penglon plans, the deduction would have been Hmited to the amovut
that the permissible deduction undor the hill waw in excess of the employer's
contribution in behalf of the employee. HMowever, it was objected that it wonid
be adminlstratively impossible to determine the contribution made by gn em-
ployer in behalf of any particular employee. Aeccordingly, in the 1952 redrafe
of the bill this provision was eliminated, leaving the measure applicable oniy
to the pensionless employed and the self-employed, as in the case of the British
counterpart of the proposed legislation.

Later, in connection with the 1955 hearings before the House Ways and Means
Committee, the Treasury Department, while conceding that both the pensionless
employed and the self-employed were being discriminated ageingt under existing
law, said that on balance it might be better to limit the benefits of any new
provision to the self-employed since employees, at least potentially, may benefit
from qualified pension plans sef up by their employers. “Tax rellef,” the De-
partment said, “seems most clearly indicated for self-employed individvals who
do not have even potential tax benefits under existing law in providing them-
selves with retirement income.”

As a result of this suggestion by the Treasury Department the bili was modl-
fled in 1955 to confine it to the self-employed, which reduced the potential reve-
nue loss to a fraction of what it would be if the pensiontess employed were slzo
covered. Of course, the fact is that every year more and more qualified em-



Y2 aRIALEMPLOYED INDIVIDUALR RETIREMENT ACT OF 1089

ployee plann are belmg et wp under existing i, Bo that the namber of employed
porsons pot voverad by pension plans fs constantly dimintshing,

Rixth, thore has been sote eritieism of the bill beenuse it does not extend to
contributfons e by employees under privide and governmenial peosion plis,
Avtunily, the eftet. of the BT B only to pive self-employed persons 1 tax Denofit
eonpn Nal\m to that enjoy=t by the employes with respent. 1o the employer's con-
tribttons for the benot of the oigloyee, T4 (hus sHmbmtes diserimination by
putting the seltemployed person on the sume basls as one who is employed by
ARV hee Pertot.

Plaally, I would lke to poing out that the tax trentment for self-employed
piovaons provided by this proposed leglslntion was enncted in Bngland in 1956
and in Canadn and Now Zenlang in 195%.  Undonbtedly all of the acgnments
whiel hivve heen made in opposition to this bill by the Tressary Depurtment
conlid have been made (and perhaps weve) with mueh groater foree and valldity
i Kngland where the thx bueden s evon greater nnd the nationnd economis
condition ts far move eritien! than oars,  Nouotheless, recognizing the falfnesy
and fuatice of the ellmination of this Inequily, the Parllament of Nngland on-
acted the lepislntion. s Impaet upon vevennes in both Bogland and Oanada

B beent only a fractton of the wmount which wun estbmnted at the time of -

ennctinent, 1 am confldent (hat the Henate has no inlentlon of denylng to the
salf-employed people of the United Staten the mume fate treatment that they have
wrocolved in thelr othor Bnglinhaponking conntries,

On behalf of the Amertenn Bar Association ond Lt 95,000 members, us well an
the tens of thousands of lnwyers who bave expresued themgelves in support of
thiz legldation through the netion of Btnte and loeal bar aseoviations, I urge
ennctent of LR, 10 or logislntion which ix fis substantial equivalent to elimi-
mle an inequity which has exlsted for more than 17 years aud which has in-
evensed in maginitude in each parsing yenr.

¥ deeply approcinte the opportuadty which haw been afforded me to express the
views of the Amerienn Bar Assoclntion upon this Important legislation, ag well
as the courtesios which have been oxtended to me by the commitiee {n connee-
tion with the time of my appearance.

My, Marone. Thank you, sir, :

With the hope of furthoer oxpediting the hearving, we have not en-
couraged State and local bar ussociations ¢o send represontatives to
this hoaring, although u groat many State and local associntions have
contacted the Ainerican Bar Association with reference to the possi-
bility of so doing. When they were advised thut T would appenr as a
roprosentative of the association, it was suggested that they might
send a telegram if they wished their views recorded. - And we have
approximately 150 telegrams, which bave been handed to the staff
and r\(v‘hich 1 would like to ask permission to have incorporated in the
record. :

Senator Frear, Without objection, those telegrams will be made a
part of the record. ' ‘

(The telegrams reforred to follow :)

Priounix, Aviz, June 15, 1959,
DoNALD K. CHANNELY,
Awerican Bar Association, Washington, D.C.:

The State Bar of Arizona has consistently in the past pledged its support to
the Keogh-Simpson type of proposed legislation in Congress and this support
recently has boen reaffirmed and the Arizona delegation in Congress so advised.

D. W. PHILLIPS,
FBovoutive Smetaru State Bar of Arizona.

Weyr MempHIS, Ak, June 15, 1959,
AMERICAN BAr ASROUIATION, :

Warhington, D.C..;
Arkansas Bar Assoviation support Keogh-8impson bill and has sent resolu-
tions to Sepators and Congressmen,
Joun A, F'OGLEMAN,
President Arkansas Bar Assoociation.
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.08 Anvauiiny, Cattw, June 16, 1969,
AMERICAN J3AR ASBOUIATION,
Washington, 1).0.} ”

Board of Governors of State Bar of California, representing 20,000 Inwyers
rge passnge of Keogh-Stmpron bitt (ILIL 10), EHave previously written Benntors
Kuchel and Hogle to this effect,

Gnrauam L. Sweniana, Jr.,
Prestdent State Bar of Oalifornia.

J—

Hawtwvown, Conn,, June 15, 1969,
AMERIGAN BAR ABBOCIATION,
Waakéngton, D.C.:

Pleage Ust. Connecticut Bar Assoelatlon In support of Keogh-Simpson legiglu-

tion,
JoNArHAN ¥, e, Presidont,
Kprwron, Ga., June 46, 1968,
AMERICAN IBAR ANHOCIATION,
Waslington, 1D.0.:

Goorgla Bar Association voted unanimously to urge passage of Weogh-Simpson
Jogiatntion,  We have written to our Senators and Coungressman advising them
to thig effect.

Roprwr M. Mmpasn,
Prostdent, deoryie Bor Association.

PUSST—p—

Coxue Y ALENE, Inaso, Junc 15, 1959,
AMERIOAN T3Ax ASBOCIATION,
‘Waahington, D.0.:
Please inelude the Idaho State bae in the 1ist of those supporting the Keogh-
Simpson legiglation,
Cray V. 8pean,
President, Ideho State Bar.

e s p———

Inperrvornoe, KANs., June 15, 1959,
AMERIOAN AR ASBOOIATION,
Washington, D.0.:

Mxecntive councll of the Kansas bav Suturday wired Senator Carigson, a mem-
ber of the Benate ¥inance Committee, insisting that he vote in favor of getting
this bill out for action on the Senate floor.

Ja¥ W. Boover.

FFranxrort, Ky., June 15, 1950,
AMERIOAN BAR ASBOCIATION,
Waskington, D.0O.:

‘I'he Kontucky Bar Association has repentedly endorsed and persistently ad-
vocla:t'ed‘ passage of the Keogh-Simpson bill on bebalf of 4,000 Kentucky lawyers
and judges,

M, ¥. Harnen, Secretary.

Bastror, LA., June 16, 1959.
AMERICAN BAR ABSOCIATION,
Washington, D.O.;

Louislana State Bar Assoclation at its annual meeting in May reaffirmed its
previous position and adopted resolution supporting Keogh-Simpson bill H. R. 10
and coples sent to Senators Long and Ellender. Ask that yowm list Louisiana
State Rar Association as supporting this bill.

Gro. T. ManisowN,
Chairman, Committee on Retirement Benefits.
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New Onreans, La., June 15, 1959,
AMERICAN BAR ASSOQIATION,
Washington, D.0.:

The Louislana State Bar Asgoclation has through its house of delegates
and board of governors, endorsed 1n principle legislation which would allow self~
employed persons a tax deferment for a luited amount of income put into volun-
tary pension plang. This action has previously been called te the attention of
Louisiana congressional delegation, - .

W. W. THIMMESCH,
Hueecutive Counsel, Louisiana.

. Baurimore, Mv., Jung 12, 1959,
AMERICAN I3AR ASSOCIATION, . '
Washington, D.O.:

The Maryland State Bar Assoclation is on record of favoring and urging the
passage of the Keogh-Simpson bill and has 8o notified the Maryland Senators
and Representatives,

8. vanworr OMAPMAN, Secretary.

T ————e

SPRINGFIELD, MO., June 15,1959.
AMERICAN BaAR ASSOCIATION, .
Weashington, D.0.:

The Missouri Bar Integrated, the official organization of all Missocur! lawyers,
has previously endorced Keogh-8impson bill (FLR. 10). Yu behalf of the Mis-
sourl Bar favorable consideration of this bill is urged and we request you so
advise Senate Finance Committee,

SLanENoE O, WorLsry,
President, the Missouri Bar Integrated,

Krarney, Nesr., June 15, 1959.
AMERICAN BAR ASBOOXATION, . .
Washington, D.O.:
Include Nebrasgka in your ist. We have contacted our Senators,
J. 0. TYE
President, Nebraska State Bar Astociation.

Conoorw, N.H., June 15, 1959."
AMERICAN BAR Asaocmfrxon, '
Washington, D.0,:

Bar Assoclation of State of New Hampshire has adopted resolution in support
of Jenkins-Keogh bill,
WiLroueHRY A. QoLny,

TRENTON, N.J,, June 15, 1959.
AMERICAN BAR ASSOCIATION,
Washington, D.C.:

Please include the New Jersey State Bar Association in the list of associa-
tions supporting the principle involved in the Keogh-Simpsen bill, Our mem-
berghip at annual meeting May 16 unanimously endorsed this measure.

Joun P, Ryan, Jr.,
Heecutive-Secretary.

. ALpvQUERQUE, N. Mex., June 16, 1959.
AMERICAN BAR ASBOCIATION, '
Washingion, D.0.:

Re Keogh-8impson H.R. 10. The State Bar of New Mexico ardently supports
HL.R. 10 and has heretofore enlisted the aid of Senators Anderson and Chaves of
New Mexico and both have given assurances of support.

WittiaMm A. Sroaw,
Progident, Btate Bar of New Mewico.



SELF-IMPLOYED INDIVIDUALS' RETIREMENT ACT OF 1089 75

Raveiow, N.C,, June 1}, 1959.
DonaLp Bl CHHANNELL, ‘
Direotor, American Bar Association, Washington Ofice,
Washington, D.0.: :

North Carolina Bar Association has repeatedly and strongly supported H.R.
10. Please include us. - o .

Wirptam M. Sronry,

Secretary, North Carolina Bar Association.

—

! GrAarroN, N, DAK., June 15, 1959, -
Taw AMERICAN BAR ASSOCIATION, '
Washington, D.O.:
' State Bar Associntion of North Dakota has by resolution supported Keogh-
Simpson bill,
: LgnN Grivmson, Boecutive Director.

Corumnpos, Onxo, June 16, 1959,
AMERIOAN BAR ASSOCIATION,
Washington, D.0.:

This association along with many other groups in Ohio has repeatedly endorsed
legislation similar to H.R. 10 and strongly urge its adoption during this session
of Congress,

Ouro STATn BAR ASSOCYATION, -
WM. R. Vav AReN, President. -

PorrLaND, Orpa., June 16, 1959,
AMFERIOAN BAR ASBOCIATION,
Washington, D.0.:

The board of governors of the Oregon State Bar has endorsed and urges the
passage of FLE. 10, the Keogh-8impson legislation, and the principle of any such
legislation to allow self-employed persons a tax deferment for a limited amount
of income put into voluntary pension plans, .
OREGON STATE BAR, .
Joun XX, Horroway, Sccretary.

. . STILLWATER, ORLA., June 13, 1959.
AMERIOAN BAR ASBOCIATION, .
‘Washington, D.C.:
You are autlLorized to include the Oklahoma Bar Association among those
urging the Congress for H.R. 10 legislation. o . . .
. CLER FITZGERALD, and Crorr, CHAMBERLIN,
Oochairmen,

S1oux P'arys, 8. DAk, June 16, 1959.
AMERIOAN BAR ASSOCIATION, .
Washington, D.O.: .
The State bar of South Dakota is unanimous in its support of the Keogh-Simp-
son (H.R. 10) legislation. Senators Case and Mundt have been so advised and
I have wired them again today. I ask that you again call this to their attention.

Mrsworrs B. Kvans, President.

AUSTIN, TEX., June 15, 1959.
AMERICAN BAR ABSSOOIATION,
Washington, D.O.:

The State bar of Texas has for several years endorsed principle Involved in
the Keogh-Simpson (H.R. 10) legislation and should be included in the list of
groups supporting this type of legisiation. )

. ) : Winiam H, Poor,
Haecutive director, State Board of Texas.
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Sarr Laxe Crry, Uralr, June 16, 1959,
AMERIOAN BAR ASSOOTATION,
Washington, D.C.:

Ploase include the Utah State bar 1n your list of associations supporting Keogh-
Simpson type of legisiation., Regolution of board of commissioners has been
sent to Utah delegation in Congress urging support. Copies follow by alrmail.

Dpan W, SHEFFIELD,
Secrctary, Utah State Bar.

Burringron, Vr., June 15, 1959,
AMERICAN BAR ABBOUIATION, .
Washington, D.C.:

Vermount Bar Associntion at its midwinter meeting on March 14 unani-
mously approved Keogh-Simapson bill and informed our three Members of Con-
gress at that time,

. Lmon D. LATEAM, Y.,
President, Vermont Bar Association.

Hunrinaron, W. Va,, June 16, 1959.
AMERIOAN Bak ASBOCIATION,
Washington, D.C.: .

The executive council of this. assoclation has urged upon Senators Randolph
and Byrd the ndoption of ¥LI. 10 or a shmilar measure. You may list our group
among the supporters of this type of legislation,

' Hapry Sowerr, Jr.,
Pregident, the West Virginia Bar Association.

e

BIRMINGIAM, ALA., June 13, 1959,
AMERIOAN BAR ASBOOIATION,
Washington, D.0O.:
Birmingham (Ala.) Bar Association should be included as supporting Keogh-

Simpson bill,
LuoieN ID. GARDNER, Jr.,, President.

B ]

ARRADELPRIA, ARK., June 16, 1959.
AMERICAN BAR ABSOCIATION,
Washington, D.C.:
The Clark County Bar Association, Arvkadelphia, Ark., supports principle
of Keogh-Simpson resolution,
H. W. McMILIAN,

President.
ArviNn A, Ross,
Seoretary.

. ° BurBaNg, CALIF,, June 15, 1959.
AMERICAN BAR ABSOCIATION,
Washington, D.C.:
Please record endorsement of Burbank, Calif. Bar Assoclation, of Keogh-
Jenkins bill, HL.R, 10.
Bary C. Bras,
Secretary, Burbank Bar Association.

PasADENA, CALIR,, June 16, 1959,
AMERIOAN BAR ASS0CIATION,
Washington, D.C.: ‘
Pasadena Bar Association supports type of legislation contained in FLR. 10.
Harry M. BowMAN, President.
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o ) SaoraMenTO, CALIF,, June 15, 1959.
AMERIOAN BAR ABSOOIATION,
Washington, D.C.;:

. The 8acramento County Bar Association has endorsed and urges the passage
of the Keogh-S8impson bill. Xts name should be included with those associa-
tions supporting that legislation.
Joun ¥, Downry,
President, Sacramento County Bar Association.

aractapanestarma o,

. Nowru Horrywoon, CAviy,, June 15, 1959,
AMIRIOAN BBAR ABBOCIATION,
Washington, D.O.:
f'[itluitsg:)l Fernando Valley Bar Assoclation has resolved in favor of passage
of H.R. 10.
Jaox W, Swink,
President, Ban Fernando Valley Bar Association.

SAN FraNoisco, Cary., June 16, 1959,
AMERICAN IBAR ASBOCIATION,
Washington, D.C.:
Include Lawyers Club of San Francisco among those wholeheartedly support-
ing Keogh-8impson bill,
Tuomas M, JENKINS,

SANTA BARBARA, CAvIF,, June 16, 1959.
AMPRICAN BAR ABSOCTATION,
Washington, D.C.:
HSantg Barbara County Bar Association (California) unanimously endorses
R. 1
Fravocis Priog, Jr, President.

Warrrier, Caviw,, June 16, 1959.
AMERIOAN BAR ASSOCIATION,
Washington, D.C.:

The Whittier Californin Bar Asgsociation composed of 53 lawyers cendorses
the Kcogh-Simpson bill and uvrges its favorable consideration by the Senate
Finance Committee.

WiLriaMm M. LassELBEN, Jr., President.

Rooky Forp, Coro,, June 15, 1959,
THE AMERIOAN BAR ASSOCIATION,
Washington, D.C.: .
Bar Association 165, Judicial District of Colorado, endorses principle of
Keogh-Simpson bill.
' KariryN McOLeARY, President,

. Brioerrorr, CONN., June 16, 1959,
AMERICAN BAR ASSOCIATION,
Washington, D.C.;

lill’lease include Bridgeport Bar Association as supporting Keogh-Simpson
vill.

BERNARD H. TraGER, President.

GAINESVILLE, Fra,, June 18, 1959,
AMERICAN BAR ASSOOIATION,
Washington, D.0.: .
Please add the Bar Association of the Bighth Judicial Qircuit of Florida to
the list of assoclations endorsing the principle of Keogh-8Simpson H.R. 10.
Joe C. WiLLoox,
President, Bar Association of the Righth Judicial Cirouit.
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c : v JaorsoNvILLE, FLa,, June 15, 1959,
AMERICAN BAR ABSOCIATION,
Washington, D.C.:
 Please fuclude the name of the Jacksonville Bar Agsociation among those who
support the Keogh-Simpson legislation,
Davip W. Fomssrsr, Prosidens.
" LARKLAND, WLA., June 15, 1969,
AMERICAN BAR ASSOCIATION,
Wasghington, D.0.;
Yeos; we are supporting ¥L.R. 10. Wish to be included in A.B.A. effort.
J. Tom WarsON,
Prosident of Lakeland Bar Association,

ORLANDO, B'LA,, June 15, 1959,
AMERIOAN BAR ASHOOLATION,
Washington, D.0O.:

Orange County Bar Assoclation endorses principle of tax deferment for self-
employed persons and sincerely urges pussage of Keogh-Simpson bill. Passuge
of bill would help rotain fop caliber men in the profession and eliminate one of
tho many worries of practitioners.

’ Davip W, Hunrrox, President.

SARASOTA, FLA,, June 13, 1959.
AMBRIOAN DBAR ASBOCIATION,
Washington, D.O.; :
Sarasota County Bar Association highly in favor of Keogh-Simpson bill per
your letter June 11.
' Joun ¢, PrNxERTON,
President, Sarasota County Bar Association.

DrraNp, I'La,, June 16, 1959,
AMERICAN BAR ASSOOXATION, .
Washington, D.C.: ‘
Volusia County Bar Assoclation highly in favor of Keogh-Simpson (H.R. 10)
legislation,
Mevest A, RANO,
President, Volusia County Bar Assootation.

. ATLANTA, GA,, June 15, 19569,
AMERICAN BAR ASSOCLATION,
Washington, D.0.: .
Lawyers Club of Atlanta should be included in list of bar associations support-
ing Keogh-8impson bill )
HaArry 8. Baxtrr, Prosidont.

ATrAanTA, GA., June 16, 1959.
AMERICAN BAR ASSOOYATION,
Washington, D.0.;
Re letter June 11, 1259, please include the Atlanta Bar Association as endors-
ing the Keogh-Simpson bill, o
ATLANTA BAR ARBOCIATION,

Auousra, Ga,, June 15, 1959.
AMERIOAN BAR ASSOOYATION,
Washington, D.0.;

The Augusta, Ga. Bar Association had adopted resolutions recommending
to Congress passage of the Keogh-Simpson legislation and Congressmen have
been go notified. :

Joxuw Brru Towiry, Prosident.
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Savannag, GA., June 15, 1959,
AMERIOAN BAK ASSOCIATION, :
Washington, D.0.:

Please Include Savannah Bar Association, Savannah, Ga., as supporting
Keogh-Simpson bill,
J. P. Houvrxstan, Jr,, Prosident,

DrKaLs, Irt., June 15, 1959,
AMERXOAN BAL ASBOOIATION,
Washington, I).0.:
DeKalb County Bar Assoclation majority voted its inclusion In list favoring

Keogh-Simpson type legislation.
. Lo Anven K. Davy, Prostdent.

TusooLa, ILL, June 15, 1969,
AMERICAN BAR ABSOOIATION,
Washington, D.0.;
Tast Donglas Gounty, IiL., bar assoclation in support of Keogh-Simpson legisia-

tion,
Flaroro Q. Jones, President.

MURPHYSBORO, TLL., June 15, 1950.
AMERIOAN BAR ASSOOTATION,
Washingion, D.0.;
l’l(mse]mld Jackson Qounty Bar Association to list in support of Keogh-Simpson
house rule.
' Jaoxson CouvNTy BAR ABSOCIATION.

P

GENEVA, YL, June 18, 1959,
AMERICAN BAR ABSOOXATION,
Washington, D.0.:
Kane County Bar Assoclation strongly supports Xeogh-Simpson bill or similar
legislation. .
Ronery W. QuaLey, Prosident.

OB10AGO, XLL., June 16, 1950,
AMERICAN BAR ASSOOKATION,
Washington, D.0.; '

TLake County, Ill., bar agsociation unanimously favors Keogh-Simpson bill.
Axer ¥, Lioman, President.

CHI0AGO, Y11, June 16, 1959,
AMERICAN BAR ABBOOXATION,
Washington, D.O.; .
- ,l];?tfgt Law Association of Chicago favors enactment of the Keogh-8lmpson
’ BenyAMIN ¥, SHEERMAN, President.

Roor Ysranp, XL, June I8, 1958.
AMERIOAN BAR ASBOULATION,
Washingion, D.0.:
Rock Island County Bar Association, Rock Island County, Ill., wishes shown
supporting Keogh-Simpson (HL.R. 10) bill,
' 0. ¢. MoAnpruws, President.
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WasINaTON, IND., June 15, 1859.
AMERIOAN DAR AUS00LATION,
Washington, D.0.:
Plongo list the Daviess County Bar Association as supporting LI, 10.
D, H. NpumrMen,
President, Davicag County Bar Association.

Sourse BeND, IND., June 16, 1959,
AMERIOAN BAR ABSSCOXATION,
Washington, D.C.:
The 8t. Joseph County, Ind,, Bayr Association supports the type of leglslation
represented by the Keogh-S8impson bill,
Wiriam B, Voor, President.

Rooxrory, INv,, June 16, 1959,
AMERIOAN BAR ASSOCIATION,
Waahington, D.C.:

We want the Reogh-8impson legislation,

Ban Associarion oy Sernoer Counry, INp,
Journ A. Poswy, Progidont,

-

Cepar Rarvibe, Yowa, June 18§, 1059,
AMERICAN BAR ASSOOIATION,
Washington, D.0.:
Include the Cedar Raplds (Lian County, Iowa) Bar Association {150 active
members) in support of Keogh-Simpson (M.R. 10).
TANN County BAR ASSOCIATION,
Arrn J, Knyes, President,

et

‘ Aronison, Kans,, June 15, 1959,
AMERICAN BAR ASSOCIATION,
Washington, D.0.:
Bar Assoclation, Atchison County, Kans. Fndorses self-employed tax
deferment.,
Gerarp W, Torxy, President.

P ]

LawrenNor, KanNs, June 15, 1959,
AMERICAN BAR AGBOCIATION,
Washington, D.0.:
Include Douglas County, Kans,, Bar Association in the list of associations in
support of the Keogh-Simpson bill,
‘ JAaok O, Maxwrrr, President.

MissionN, Kang,, June 15, 1959,
AMERIOAN BAR ASSBOCIATION,
Washington, D.C.:
The Johnson County (Kans.) Bar Agsociation endorses and supports the Keogh-
Simpson (HLR. 10) legisiation.
JoHuNSON COUNTY BAR ASSOOIATION,
DoNaLp O, AMREIN, Seoretary.

e e A2

Huroninson, Kans,, June 15, 1959,
AMERIOAN BAn ASSOOIATION,
Washington, D.O.:
On February 19, 1959, the Reno County Bar Assoclation unanimously adopted
2 vesolution favoring passage of the Keogh-Jenkins H.R. 10, and so advised our
Jongressmen,
Runo Counry (KANS.) BAR ASSOCIATION,
MroaarL B, OBaLvaNT, Secrctory.

o e ey e
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‘ : Torrxa, KANS,, June 15, 1959, ,
AMERICAN J3AR ASBOOIATION,
Washington, D.0,:
You may include the Topeka Bar Associntion among those favoring the Keogh-
Stmpson (ILR. 10) legislation,
Crayron B, Koine, President,
Tup Torexa BAR ABSOCIATION,

Wionira, KAans,, June 15, 1959,
AMERIOAN BAR ASBOCIATION,
Washington, D.C.;
The Wichita Bar Association favors the Keogh-Stmpuon legislation (LR, 10).
Ropert . NrLson, President.
Wionira BAR ASSOUIATION,

: Asurany, Ky, June 13, 1959,
AMERIOAN BAR ASBOCYATION,
Washington, D.0.:
Re your notice June 11. Boyd County (Ky.) Bar Assoclation favors principle
Keogh-Simpyon (ELR. 10) legislation,
. C. B. Creron,
President, Boyd County Bar Association.

P ]

Lovrgvinwe, Ky, June 15, 1959,
AMERIOAN AR ASSOCIATION, .
Washington, D.C.: '
‘We desire to be included in list of those supporting Keogh-Simpson bill, We
will submit statement for hearing record to Kentucky Senators with copy to you.
Rouserr L. Stoss,
Loudsville Bar Assootation.

Barvivonw, Mp., June 16, 1959,
AMERICAN BAR ASSOCIATION, .
Washington, D.C.:
Please include bur association of Baltimore City on list in support of Keogh-
Stmpeon bill.
Rianarn W. Barbwin,
Prestdent, Bor Assoolation of Baltimore Olty.

o c——~

BosToN, Mass., June 15, 1959.
AMERIOAN BAR ASSOCIATION, .
Washington, D.O.:
Kindly include Cambridge Bar Assoclation, Cambridge, Mass., among those
in favor of Keogh-Simpgon bill, H.R. 10.
Roperr 8. JUDGE,

President, Cambridge Bar Aasooiatm.

nmercomstmi

. DepxaM, MaAss,, June 15, 1959,
AMERICAN BAR ASSOOYATION,
Washington, D.0.;
Norfolk County Bar Aaamciatlon, Massachusetts, is strongly in favor of Koogrh

Simpson (KR, 10) bill.
Myron N. me,
Pregident, Norfolk County Bar Agsociation.

s o

Grouvoester, Mass., June 17, 1959.
AMBRICAN BAR ASSOCIATION,
Washington, D.0.:. : : :
The (}’rlmwoster, Musxs Bar Assocmuon 18 in ravor of the Keogh-Simpson Bill.

L . Wiriam G. CLARK,
o Y President.
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RoorrAnD, Mass., June 16, 1969,
AMERIOAN BAk ABSOULATION,
Washington, D.0.2
Plymouth County Bar Assoclation of Plymouth County, Mase, 18 to go on
© yecord mvorlng the Keogh-Stmpson 1iil, FLR. 10.
Avron ¥, Livow,

Prosident, Plymouth County Bar Association,

et

Lanoagrer, NH, June 16, 1959,
AMERIOAN J3AR ABBOOXATION,
Waehingiton, D0,

Our nesoclation etrongly endorses legislation allowing mlt-mnployed peraons
Himited tax deferment for voluntary pension plans as embodied In Keogh-
Simpson Act.

Joax K. GroMrny,
Pragidont, Joos Qounty Bar Aesooiation.

‘Woonringn, N.J., Junc 14, 1958,
AMERIOAN I3AR AHBOOXATION,
Washington, D.O.:
Pleage ‘include Bergen County Bar - Assoclation in Ust supporting Keogh-
Simpson bill,
Cuarees L. Brrrivt,
President Berpen County Bav Asvooviation.

e ———

Oamorn, N.J., June 16, 1859,
AMERIOAN BAR ABBOUIATION, .
Washington, D.C.: ’
Include us in the list of those In support of Keogh-Simpson legisiation.
CAMDEN COUNTRY BAR ASSOCIATION.

NEwWARK, N.J., June 15, 1969.
AMERICAN DBAR ABSOCTATION,
Washington, D.C.:
This association should be included as supporting Keogh-Simpson bill Prev-
fously wrote both New Jersoy Senators requesting thelr support,
Hesex CouNTy BAR ASSOCIATION,
Davin STorprur, President.

Pagsaro, N.J,, me 15, 1969,
- AMEBICAN BAR ABSOUIATION,
Washington, D.0.:
Include Pasgsaic County Bar Assoclutlon in list of nssoclatlons supportlug
passage of Keogh-Simpson bill.
BerNARD FRINBERG, Presédont.

ALBUQUERQUE, N, me., June 18, 1959,
AMERICAN BAR ASSOOIATION, .
Washington, D.0.:
Albuguergue, N. Mex., Bar Association endorses Keogh~8£mpson (ELR. 10) and
desires inclusion on list ot those iu support thereof.
. © 8corr H. Manwy, President.

RosweLL, N, Mex., June 185, 1959,
AMERIOAN BAR ABSOCIATION,
Washington, D.0.:
Ohaves County Bar Association wholeheartedly endorses principle allowing
self-omployed to establish pension plan. Include assoclation and support.
. WiretaM O, Somavis,
Prestdent, Chaves Oounty Bar Assoviation.
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o New York, N.Y., June 15, 1959,
AMERIOAN BAR ASNOCIATION,
Washington, D.0.:

Plense include the Assccintion of the Bar of the Oity of New York as en-

dorsing FLR. 10,
Pavr B, DaWirr, Deecutive Socretary.

Burrano, N.Y., June 16, 19569.
AMERICAN J3AR ABBOOIATION,
Washington, D.0O.:
Bar Association of Krie County, N.X., favors Keogh-Simpson bill.
Joun 8, WwaAN, Presidont.

Nuwarx, N.Y,, June 15, 1959.
AMERIOAN BAR ABBOCIATION,
Wasghington, D.0.;

Federation of Bar Assoclations of Western New York comprising Hrie and
Monroe County Bay Asgociations, 8 city and 14 county bar asscciations in western
New York, total of 19, unanimously endorse principle of legislation allowing self-
employed a tax deforment for Hmited amount of income put into veluntary pension

plan.
Mansxary B, Livinesron, President of Federation.

Roonesrer, N.Y., June 16, 1959,
AMERICAN IBAR ABSOCYATION,
Washington, D.0.: :
The Monroe County Bas Association strongly supports the Keogh-8impson bill.
Mrrvin H, Zurery, President.

New York, N.Y. June 18, 1059,
AMIRICAN BAR ABHOOIANION, [
Washington, D.0.: ‘ o .
Please include the New York County Xawyers Assoclation representing over
,500 members as supporting the Xeogh-8impson bill (ELR. 10). It is high time
that self-employed persons should have the beunefit of voluntary pension plans.
Diserimination against them is unfalr and uneconomie. Regards, ,
ArTHUR H., SOHWARTZ, ;
President New Yorkpq«mtu Lawyers Agsociation.

Syraoueg, N.Y., June 18, 1969,
AMERICAN BAR ASSOCIATION,
Washingion, D.0.; ,
Deflnitely inciude Onondaga County Bar Assoclation of New York State with
membership of over 500 attorneys as favoring passage Smathers-Xeogh-Simp-

son bill, L ‘
Huserr C. STBATTON, Prosident, Onondaga Bar Assootation.

' Ppant. Biver, N.Y., June 15, 19569.
AMERIOAN BAz ABSOCIATION,
Washington, D.O.;
Pleane include Rockland Oounty Bar Association in the list of these supporting
the Keogh-Simpson bill.
Marsuary, ROONEY, President.

Tyuer, TRX., June 16, 1959.
AMERIOAN BAR ASSCOIATION,
Weashington, D.0.:
Smith County Junior Bar Aseociation of Tyler, Tex., endorses Keogh-Simpson
legislation, ILR. 10, allowing self-employed pension plans.
Saxre CountTy JUNIOB BAR ASBOCIATION,
Rone Havpew, President.
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Iraca, NY., June 16, 1959.
AMERICAN BAk ASSOOXATION,
Washington, D.0.;
Tompking County Bar (New York) supports Keop;h«Slmpaon type leglslati(m
So inform New York delegation,
Ganpien M, Mroxensure, Prestident.

Yonxkurs, N.Y., Junc 16, 1959,
AMERIOAN BAR ABSOUIATION, .
Washington, D.C.:
Pleage include Westchester County Bar Assoclation in list supporting Keogh-
Simpson bill, Xave written New York Senators to support it.
Joun ILI Garvoway, Jr., President.

Yonuxurs, N.Y., June 15, 1959.
AMERIOAN BAR ASSOCIATION,
Washington, D.0.:
Add Yonkers Lawyers Asgoclation, Yonkers, N.Y,, to list at FLR. 10 hearings.
Joseerr Suaviro, President.

New Yorx, N.Y,, June 16, 1959,
AMERICAN BAR ABSOCIATION,
‘Washington, D.0.:
Please add our nawe to lst supporting Keogh-Simpson type bill.
FEDERAL BAR ABSOOIATION OF NEW YORK,
Nuw Jersey, AND CONNEOrIOUT,

CreveraNn, Oxro, June 15, 1959,
AMERICAN BAR ASBOOIATION,
Washington, D.0.:

Please. include Cleveland: Bar Association in support of ¥LR. 10,
Joun 8. PYKE, President,

Corumuus, Ouro, June 15, 1959,
AMERIOAN BAR ABBOCYATION, °
Washington, D.0.;

Please include Columbus Bar Association in list of those supporting H.R. 10.
CoLuMBUS BAR ASSOCIATION,

Lorain, Omo, June 15, 1959,
AMERICAN BAR ASSOOIATION,
Washington, D.C.:

Lorain County, Ohlo, Bar Association has previoualy unanimous’ly endorsed
Keogh-Simpson bill. Wo commend your active efforts in the Senate. We have
previously telegraphed our Representatives and Senators.

LORAIN CounTy BAR ABSOCIATION,
H. H. Davinson, President,

Wapswonrr, Oxro, June 16, 1959.
AMERIOAN BAR ASSOCIATION,
Washington, D.C.;
The Medina County Bar Association supports the Keogh-Simpson legislation.
: Louis R. WiLSoN, President.
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WanREN, Omio, June 15, 1959,
AMERICAN BAR ASHOOIATION,
Washington, D.C.:
Please include Trumbull County Bar Assoclation in list of supporters to

ILR. 10,
ProMevrn COUNTY BAR ASSOCIATION.

Pavn GuarNiery, President.

o

NEw PHILADELPIIA, ORI0, June 15, 1059,
AMERIOAN BAR ABSBOCIATION,
Washington, D.0.:
The Tuscarawas County Bar Assoclation we wish to advise your to endorse the

Keogh-Simpson HLR. 10 legislation,
Yeerie R. Banvy, Secretary,

: VAN Went, Oxxo, June 15, 1959. .
AMERICAN BAR ASBSOCIATION,
Washington, D.0.;

Van Wert County, Ohio, Bar Association approves principles of Keogh-Simp-

son bill HLR. 10,
VAN Werr, O1110, BAR ASBOCIATION,

Onances X, BALDWIN, Secretary.

/

Hvuaoo, OxrA., June 16, 1959,
AMERICAN BAR ASSOCIATION,
Washington, D.0.;
Choctaw County Bar Association is in favor of ILR. 10.
Jamus Bounos, President.

TULsA, OKLA,, June 16, 1959,
AMERIOAN BAR ASSOCIATION,
Washington, D.0.:
Tulsa County Bar Association supports Keogh-Simpson legislation.
Hves CrOSSLAND, President.

ALva, OKLA,, June 16, 1959,
AMERIOAN BAR ABBOCIATION,
Washington, D.C.:

Woods County, Okla., Bar unanimously favors Keogh-Simpson bill,
H. C. CranparLy, President.

] HARRISBURG, PA., June 15, 1959,
AMERICAN BAR ABSSOCIATION,
Washington, D.0O.:

Dauphin County Bar Assoclation on March 6, 1957, unanimously endorsed
principle of the legislation to allow self-employed persons a tax deferment for
a limited amount of income put in voluntary pension plans. Kindly place name
of this assoclation on American Bar list for Senate hearings.

WiLriaM D, BosweLL,
Secretary, Dauphin County Baer Association.

WILLIAMSPORT, PA., Junc 15, 1959.
AMERIOAN BAR ASSOCIATION,
Washington, D.C.:

Lynching Law Association endorses Keogh-Simpson bill.
LixooMING LLaw ASBOCIATION OF WILLIAMSPOM, PA.
429759l
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' ' ‘ Norrigwown, A, Juno 12, 1969,
AMERICAN BAR ABSOOTATION, ‘ '
Washington, D.0.:

Inclode Montgomery County Der Association of Norvvistown, Mountgomery
Qounty, Pa., in support of ELIR. 10, or similar leglslation,
’ M. PAun $mrrr,
Prosidont, Montgomory County Bar Assootutton.

Waseniriy, RX., June 15, 1059,
AMERIOAN BAR ASHOOIATION,
Washington, 1D.0.:
Washington Oounty Bar Association (RRhode Island) urge support of Keoghe
Simpson (LR, 10) bl o
Harory 1B, Sorovemrzik,
Prosident,
Muemeis, TeNw, June 15, 19569,
Hon, Xanuy I, Byry,
Chadrman, Senate FMauenoe Commitiee,
Senate Oftcs Buillding, Waeshington, D.0.:
The Memphis and Shelby County Bay Association wholcheavtedly andorses the
principle of the Keogh-Simpson bilk (JLR. 10) and urgently recommends its
}mssuge. The self-employed pexson has no pald vacations, sick leaves, nor other
eingo benefits, e also mwust provide for his own retivement, There s no
reason why he should be trented differently from other cifizens,  Sincerely urge
your support of this legislation.
Joun 8. MONTEDONYOO,

Prosident, Memphis and Shelby County Bar Association.

e

OranksvirLe, Tenw,, June 16, 1959,
AMERIOAN BAR ASSOCYATION,
Washington, D.C.:
Montgomery County, Tenn, Bar Associntion strongly in favor of Keogh bill.
Corrace Gooprwrr, Jr.,
President, Monigomory County Bar Association.

AmAricro, Tz, June 15, 1959.
AMERICAN BAR ASSOOIATION,
Washington, D.0.: .
Please consider this evidence of our wholehearted support of the Keogh-

Simpson bill,
RoprrT CARNAMAN,

Secretary, Amarillo Junior Bar Association,

Lurxan, Tex., June 15, 1959.
AMERIOAN BAR ASSOOIATION,
Washington, D.C.:
Angelina County, Tex., Bar Asseciation favors legislation of the type involved
in Keogh-Simpson bill. Urge your strong support in favor of this legislation.
Louis Renrrow,
President, Angcling County Bar Association.

TeEXAREANA, TEX,, June 15, 1959,
AMERCAN BAR ASSOCIATION,
Washington, D.0.:
Bowie County Bar Association, Tezarkana, Tex., recommends approval of

Keogh-Simpson bill.
WM. I, Wiceins, President.
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. Darrag, Tex., June 16, 1069,
AMERIOAN BAr ASS0CLATION, ‘ :
Washington, D.0.:

he Dallng Bar Association wholeheartedly favors the Keogh-Simpson bill.
Wil you kindly include our association in the Nt of those In support of this
leglislation, .

Sincerely,
Jonn N, JACKSON,
President, Daltas Bar Assoclation.

pom—

Oannizo Sruawaes, Tiex., June 16, 1969,
AMBRICAN BAR ASSOCIALION, . ‘
Washington, 10.0.:
Dimmit County, Tex., Bar Assoclation enthustastically ¢ndorses Keogh-
Simpson bill, LR, 10,
i Divnvixr Counay BAp AgSOOLIATION,

Jr—

' Fowr Wowrir, "Piux., June 15, 1959.
AmMunrtoan Bar ABHOCIATION,
Washington, D.0.:
Please clude Mort Worth Juntor Bay Association in list of those supporting
INeogh-Bhnpson (LI, 10) legislation.
R, ¢ Guras,
President, Fort Worth Junior Bar Association.

Pamrpa, Tex., June 16,1969,
AMERIOAN BAR ASS00IAYION,
Washington, 1).0.:
'rw:slntymme members of Gray County Bar Association support Keogh-Simp-
gon bill,
GrAy County BAR ASSOCIATION,

o

BrauMmonTt, Tex., June 16, 1959.
AMERIOAN BAR ASSOUIATION,
Washington, D.0.:
Our assoclation is highly in favor of the XKeogh-Simpson bill.
Senaror Jep 8. PULLER, .
President, Jefferson County Bar Association.

GruMer, TEX., June 16, 1959.
AMERIOAN BAR ASSOCIATION,
Washington, .0.: ‘

I;Iortheast Texas Bar Assoclation wholeheartedly supports Keogh-Simpson
i1l

Epwin M. FULTON,
President, Northeast Tewas Bar Association.

e

Daruair, Tex., June 16, 1959.
AMERIOAN BAR ASSOOCIATION,
Washington, D.C.:
The 69th Judicial Bar Association is unanimously in support of Keogh-Simp-
son (ILR. 10) legislation and endorse the same. Please include our ussociation
on the list of those supporting this type of legislation at the hearing.

Froxp H. Rionaros, Pregident,
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Roanokr, VA, June 15, 1959,
AMERIOAN BAR ASB0CIATION,
Washington, D.O.:
Roanoke Bar Association, Roanoke, Va. (160 members), unanimously supports

‘Keogh-Simpson (ILR. 10) legislation by formal resolution adopted June 9 and

gent to Virginia senators.
J. N. KINCANON,

Secretary, Roanoke Bar Associetion,

OapeN, UrAx, June 16, 1959,

AMERICAN BAR ASSOCIATION,
Washington, D.0.:

Weber County Bar Asscciation on June 5, 1959, unanimously voted to
approve in principle and to support the Kecogh-Simpson legislation (ILR. 10)
and should be included in your list of supporters.

Pavur TIATCHER,

President, Weber County Bar Association.

Marminspure, W. VA, June 15, 1959,
AMERICAN BAR ASSOCIATION,
‘Washington, D.C.:
Berkeley County Bar Association wishes to express support of the Keogh-

Simpson bill before Congress.
Rosertr M. SteproR, President.

CrLARKSBURG, W. VA, June 16, 1959.

AMERICAN BAr ASSBOOIATION,
Washington, D.C.:
Harrison County Bar Association through its executive committee supports

H.R. 10, Keogh-Simpson bill,
James . RoBINSON,

President, Harrison County Bar Association.

BroxLey, W. Va., June 15, 1959.
AMERIOAN DIBAR ASSOCIATION,
Wuashington, D.C.:

The Raleigh County Bar Association unanimously approves the Xeogh-Simpson
bill and urges that independent businessmen be given the same consideration as
employees by providing their own trust funds. Passage urged.

Raverer CounNTy BAR ASBOCIATION,
Roperr J. AsmwonrrH, President.

Lawoaster, Wis., June 16, 1959,
AMERICAN BARr ASSOCIATION,
Washington, D.C.:
Grant County Brr Association, Wisconsin, strongly behind EKeogh-8impson

bill. )
PAm'n;om KINNEY, President.

AMERICAN BAR ASSOCIATION,
Washington, D.0., June 22, 1959.

Hon. ¥arry Froop BYRD,
Chairman, Senate Finance Commitiee,
Senate Office Building, Washington, D.C.

My Drar SeEnvaror Byrp: In addition to the telegrams which have been sub-
mitted from bar associations endorsing H.R. 10, the following associations have
requested that they be listed in the hearing record as in support of the legisiution

s
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to encourage voluntary retirement pension plans for self-employed. We would
appreciate your listing these bar assoclations in the hearing record following
insertion of the telegrams:

Delaware State Bar Association, James 1. McKinstry, secretary

Bar Asgociation of the District of Columbia, George L. Norris, executive secretary
Junior bar section, Bar Association of the Distriet of Columbia, Walter F.

Sheble, chairman
Bdgar County, 111., Bar Association, Harvey Gross, president
Mercer County, I11., Bar Association, James C. Allen, president
Sangamon County, I11., Bar Assoclation, I"'rederick H. Stone, president
Adair County, Iowa, Bar Association, J. B, Don Carlos ]

Caroline County, Md., Bar Association, Robert W. Downes, Jr., president,
State Bar of Michigan, Milton 1§, Bachmann, executive secretary

New York State Bar Association, John . Berry, executive secretary
Newburgh Bar Association, New York, Isadore Shapiro, president
Buncombe County, N.C., Bar Association, William J. Cocke, president
Middletown, Ohio, Bar Association, Iarold G. Dance, president
Seminole County, Okla., Bar Agsociation, Marion R. Wells, president
The Windham, Vi, County Bar Association, Osmer C. Fitts, president
Virginia State Bar, R. B. Booker, secretary-treasurer

Richmond, Va., Bar Association, George E, Allen, president

Petersburg, Va.. Bar Assoclation, T\ Taylor Cralle, secretary

Tifteenth Judicial Circuit Bar Association of Virginia, Kdward Stehl IIX

Respectfully submitted.

DonaLp B, CIIANNELL,
Director, Washington Office.

Mr. Marone, Mr. Chairman, when in 1942, the laws with reference
to voluntary and nondiscriminatory pension plans supplementing
social security were made more certain, there began, as has been testi-
fied this morning, to be created throughout the country an increasing
number of pension plans by corporations that were qualified under
the law to set up these plans. Obviously, since they extended to all
employees of corporations, they included the management employees
as well as those who might be subject to collective bargaining agree-
ments. 'This amendment of the law, and the opportunity which it
aflorded for the deferment of tax liability, has resulted in some 45,000
plans being prepared, filed, and approved by the Internal Revenue
Service during the period since 1942. As was pointed out this morn-
ing, there are now 18 million employees under such plans, and that
number under the existing law is increasing by approximately 1 mil-
lion people each year. The annual contributions which are made tax
freo to these funds are now aggregating approximaiely $4 billion
annually. '

Senator Fruar. Mr. Malone, that $4 billion does not include em-
ployees’ social security taxes?

Mr. Marone. That is correct. This is the corpus of the pension
fund set up under the existing legislation. And their total reserves
are now approximately $35 billion.

The obvious results of this legislation, .as has been recognized by
everyone here this morning, was to diseriminate in favor of persons
who are employed by corporations or employed by individualg——

Senator Gore. Mr. Chairman, may I ask a question?

Senator Fruar. Yes, Senator.

. Senator Gore. Ave you taking the position that one discrimination
justifies another, and that two discriminations make a right ?

Mr. Mavone. No, sir, and T do not think that it is necessary to
take that position, Senator, in order to see the validity of the request
for this legislation,
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Sonator Gorn, Tsn't that, in fact, the position you are taking now,
you ave just telling us about the favoritism to which reference has
alrendy been made, you say this constitutes a discrimination in favor
of another 3{1'0\11), and you are grcpm'ed to say now, because of that,
you think diserimination should be made in favor of your group, is
that right?

My, Marone. No, I do not believe it is.

Senator Gorn. T thought you were ready to do that.

Mr, Maronn. I respectfully suggest that what I was going to say
is thig——m

Senator Gonrm. You go right ahead and suy it, I just thought you
were ready to suy that.

My, Matonue, If T was about ready to fall into a trap, I am glad
you stopped moe, sir,

Senator Gone. You were already in it. I thought you knew it.

Mr. Mavonn, I was going to suggest, that the Congross, in the legis-
lation which authorized the creation of voluntary pension plans of
this type, determined that this is a desirable thing to be done in our
gystem of individual enterprise and initiative motivation. Having
detormined that this is a desirable policy, they extended it to only a
part of the people who should benefit from any such policy. And my
proposal is that it bs extended to include those who are self-employed
as being perhaps an even more worthy group to receive the benefits
of such a plan.

Senator Goxrn. How would you extend it, now, to the head of the
family who only has an income of $2,600 a year ¢

Mr. Marone. If an opportunity is afforded to a self-employed indi-
vidual, as proposed by this act, he is permitted to put into such a

lan or into such & pension trust up to 10 percent of his net earnings

rom his self-employment.

Senator Gors, But that is not the question I asked you. How is
he going to benefit, the self-employed person whose total income is
$2,500 a year?

* Mr. Maronr. Well, he is going to benefit to the extent of his savings
which are put into the plan. And presumably-——-

Senator Gorn, Suppose he has none that he ean afford to put in the
plan, how is he going to benefit ¢

Mr, Marone. Of course, any opportunity afforded by the law, of
which we do not take advantage, regardless of what the cost may be,
dooesn’t benefit us. And certainly a person who has no money to put
into his own retirement is not going to have any funds available for
his retirement. o

Senator Gore. Now, if this person with a $2,800 income has a wife
and two children, and we raise the personal exemption from $600 to
$800, he would benefit, wouldn’t het

Mr. Maronn. That is correct.

Senator Gore. Would you prefer that? -

Mr. Mavone. T would suggest, Senator, that before there is a reduc-
tion, an overall reduction In taxes, obvious inequities such as exist
here should be eliminated, because when you have an overall reduc-
tion, and leave the obvious inequity in existence, you merely per-
petuate it. : o
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Senator Gorm, I agree with you on the elimination of the inequities.
Do you really mean what you say, or do you want to put more inequi-
ties In the law ¢ ,

Mr, Maroxn. No, sir. I certainly would not appear before this
committee and advocate anything which I felt would put more in-
equities in the law.

Senator Gorr. Then you think that the Congress should proceed
promptly to eliminate the inequities, the discrimination to which
you testified now in the law in favor of corporate employees?

Mr. Mavone. I heard the Senator’s stutement this morning just
before his departure—— .

Senator Gonu. 1 thought you had just agreed with me.

Mr. Marons. And I fully agree that there are two ways that you
can eliminate a situation which results in an inequity to a given
group. You can take the privilege away from those who have it,
or you can give it to everyone who is in the class that should have
it. Now, those are the alternatives which would seem to be available.

Senator Gorn. Tveryone that should have it?

Mr. Mavone. Yes, sir, And I would respectfully——

Senator Gorr. Do you mean everyone should have it?

Mr. Mavong. I think that everyone who is in the position of being
employed, whether he be sclf-employed or employed by someone
elge, should under authorizing legislation of the Congress have avail-
able a means to have a pension glim of this type. And if the pro-
posed legislation were enacted, that situation would exist. .

Senator Gorn. Well, the most glaring—there are so many glaring
inequities I hesitate to say which is the most glaring—one of the
most noticeable inequities in the law is the personal exemption of
each taxpayer and dependent of only $600. Don’t you agree that
$600 is utterly unrealistic when considered against the cost of rear-
in%da. chiid?

r. Mavonne. I would not disagree with the Senator on that. X
would, however, suggest that that is not an inequity, because it applies
uniformly to everyone. An inequity would apply only to some of
the people, and not to all who are equally situated. But I agree
with you that it is not a realistic allowance for the cost of living.

Senator Gorr. I think I will accept your correction. X think your
language is better than mine. I think it is an unfairness, I will use
that term.

Mr. Mavonz. It could well be, :

Senator Gore. And I have been advocating that the exemption be
raised to at least $800, which still doesn’t approach the cost of my
children, it doesn’t even get in the proximity of it. And yet you
are advocating here for those who can afford it an exemption of
$8,100 9, year, $2,500 on toi)l of the $600. Now, the discrimination
arises out of the fact that the great mass of our people do not have
sufficient income to take advantage of such a provision, therefore it
would operate as another diserimination in favor of those who do
not need: it nearly so badly as the mass of our people who cannot
afford to take advantage of it.

Mr. Maronn, Senator, of course there is a great deal of opinion
involved in the expression on the subject. I would like to point to
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ono exporionce that T have had that leads me to think that situation
may not boe ns extreme ny you feel. 1 lappon to be o director of
a small sayvings and loan associntion. I have boen very much intor-
estod in the pooplo who are trying through the fuoilities of that
gasocintion to acenmulate w little money for n rainy day ov for their
old ngo. And T find that the people who are in a low income brackot
ave fighting havder, and in many instances simply amnzo you with
what they necomplish beenuse of their desire to tuke cnre of the
hazards of old ago.  And [ agree - -

Senator Gonn, They would do a little botter if they had an exemp-
tion of $800; wouldn’t. they ¢

Mr. Marone, They could do better it they had this pension provi-
sion, tou; they could do better on both of them.

Sanator Gore. I am not so sure about that; the latter.  But go
ahend,

Mr. Marone, Tn any ovent, the vesult of this situation, in which
ono segment. of the population was permitted to mako provision for
its old nge, and another sogment, composed of the self-employed people
was not. permitied to do so- -

Nonntor Gowre, T agroe with you,

Mr. Marons. Quite obviously resulted in somo pressures to do
somothing about the situation.

Sonator Gore, Pressuvest

Mr, Maronn, Yes, siv,

Sonator Qore, 1 agres with youthoroughly.

Me. Maroni, As far as the Ameriean Bar Associntion is concorned,

T have in mind vight now-—and of course those pressures do get trans-
mitted, T guess—but: back in abount in (945, just about. 3 years aftor
the 1942 acty o eliont hegan coming to his Inwyoers and snying, “Look,
T have got a gracory stora over here, this friend down the street has
vot. a sl corporation, and he has set. up n pension plan whereby
i;u i« ablo to make somo provisions for his old age. T am just as good
a oitizen as ho is, now, why ean’ t 1 do that¢”  And it is kind of hard
to axpluin to a cliont why ho ean't and why the law makes provision
for n man employed by n corporation s a corporation exeeutive to have
that benefit, and n man who isself-employed not. to have it

Senntor Gone. The man is right, he has got justico on hisside, And
if the Congress doosn’t do something to strike down diserimination,
T want.to employ you to create ono for me.

Mr. Marone, Thank you, sir,

Senator Gore. We had better fix the foe, though.

Mr. Marone, Well, these pressures that. resulted from this obvious
inequity did result in about 1950 in the Ameriean Bar settine un
‘committeo to study this thing, not only ag it related to luwyers, but
as it related to all self-employed.  And legislation was prepared and
introduced in 1951, The author of our orvixinal legriglation that was
sponsored by Congressmen Keogh and Reed is Mr. Leslia Rapp, who
is the chairman of our advisory committee, Mr. Rapp is present heve
today with me and is available to answer nny questions the committee
might wish to ask as far as the history of the legislation is concerned—
he i personally familiar with it. '

As a result of the oviginal legislation, one inequity oceurred, and
down through the 17 years there has been an increase in that inequity
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a8 n rosult of the fact that the people who have had the beuefit of
this logislution have had the lmm&it, of an inerenso in the funds placed
{n pension funds set up duving this poriod, which is n not incongiderable
ronefit.

This morning’s Washington Post has n story, page C-10, “Profit-
Sharing Rise Tops Firmn's Salaries.” 'This 18 an AP story from
Chieago,

1 would like to offer it for the vecord. T will read only very briefly
from it:: .

A net worth Inercase of more than 50 percent in the employees’ profit-sharing
fund of Material Sevvice Corp, dutlng the last year was reported by Col. Henry
{rown, chatrman,

o wnid that the increase--this is the iherense in the value of the
corpus of thi. pension trnst, or profit-sharing trust—amounted to
$8,670 por envrioyee last yoar, with the result that a womnn who
oarned $7,500 in snlarvy as a chiel elork will find that her profit-sharing
fund grow by $7,800, so that her salary in effect was doubled by the
approcintion of the funds that had been placed in this trost fand, or
this pension fund.

Now, the self-employed man has been denied the opportunity to do
the snwe thing for 17 yenrs.  1To was denied the opportunity to get the
bonefit of the nppreciation which is reflected hero. ~So that the magni-
tude of the injustice which has resulted from this situation is certainly
not inconsiderable,

And T would liko to offer this for the record.

Sonator Froar. 1 will be made a part of the vecord, Mr. Malone,

('Thoarticlo roferred to follows:)

[Hrom the Washington Post and Thmes Hoeenld, Juue 17, 10501
Prope-Saning Rive Tors Mws’s SALARIGH

Qureaao, June 16 (A1) A net worth inevease of more than 50 poreent. in the
employeey’ profit-shaving fund of Material Sorvice Corp. during the last year
wad veported by Col, Henry Crown, ehalvman,

Urown, who mannged investinents on behalf of 780 employee members of the
fund, proudly told reporters the pool reached $6,602,000 at the end of 1L%8.
The inerease during the yoar was $2,380,613.

The balanee average, he sald, was $8,570 per cmployee. Members of the fund
are omployees not covered by the union ponsion plans,

The fund was started In 145 with a $41,000 contribution by the firm which
has continued to ndd to It an additional amount ench year egual to 15 percent of
the snlarles of the membor employees,

In spoeific tevms, Orown sald, employeos will be notiied of Increases in thelr
fund shares generally equal to tworve than thelr entive yonr's salavies,

“A woman who enrns $7,0500 a yenr as a chlef clork will find that her profit.
sharing fund grow by $7,881," Crown said.  “A $19,000-a-year exeentive will learn
that his fund grew by $40,600 —more than double hig salary.”

Liast year's incrense of the fund included $1,745,6088 through income received
from investments and fnereases in their market value. The othor $856,048
;'lom'e&ontod the th-percent. contribution by the big fuel and bullding materials

rm.

Some of the moro svecessful stock investinenis in the fund were Boelng Alreraft
purehased at an average price of 814 n share and worth 464 at the close of 1058,
Goodyear bought at 1284 and worth 121 at year's elose.

Senator Frear. The injustice was that. you could have done it, but
you would have paid taxes on it, and the othor one was tax free?
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- Mv, Marone, "That the funds would huve been aceumulatod, and
tax would bo paid on them at the time they come oul of the fund,
rather than at the time thay wore received in the current your,

Sonator Friar, But thore was nothing in your statement to sny that;
you or this othor person or any other porson could not have invested
tho sume amount. of money as (,{\u chiof clerk of the Material Corpora-
tion, is that right ¢

Mr, Marone, Excopt thut the funds may only have been available
for investment because they were nontaxable at the time.  Tf you pay
taxos on thom, you wouldw't huve them available to invest. And
their availability for investmont resulted in part at Jeast from the
plan,

 Sonator Frear, ANl T am trying to sny is, the inequity that you
statod, as T understood it, is tax,

Mvr, Mavons. As it relates to this plan and its availability, yes. I
would like to mention briefly six factors which seem to me to recom-
mond the enactment of this legislation,

Rirgt, the fact that it encournges thrift and self-veliance by encour-
aging self-omployed peopla to provide for their own retirement and
not o look to Pederal, State, and local governments to care for them
in their old age.

Second, 1 would like to mention the fact that was referved to
this morning, that the social impact of this situation is becoming in-
creasingly great. 1t so happons that this time yesterday I wag in a
conforence over at the law school of the University of Michigan on the
“future of logal education,”

That. conference was uttended by about 110 lnwyers, including about
55 deans of law schools, a very distinguished group of law school
deans,

Tho subject that they discussed yesterday morning was the fact that
tho Iaw is having an increasingly diflicult time attracting qualified
young men and young women, and that the percentago of top students
that the law used to get are not coming to them. And now, there
are obviously a number of factors in it.

But in the discussion yesterday morning, one thing that was brought
out more than once was the fact that a young man says to his college
adviser, “Well, if I take an engineering course and got out us an engi-
neor, I can go to work for a corporation; it will have a pension plan,
and I ean work until retirement, then I can retire and get some yoars
of pleasure, so this looks very attractive. 1f I study law, I am going
to have to go te law school longer, and if I go into private practice,
I am not going to have an opportunity to accumulate such a fund,
except such money as T can save after taxes, which it doesn’t look like
is going to be very much.” )

ow, I have only the statement of these law school deans that this
has become a sufficient factor that it is reflected in the conversntions
that they have with the students. '

That 1t is having an impact upon students in law schools as they en-
ter the profession is disclosed by the fact that there are three times as
many lawyers employed by corporations today as there were 10 years
ago. So that in a 10-year period the number of members of the legal
profession who have turned to corporate employment—certainly for
other reasons than the pension fund, of course—but unquestionably the
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opportunity for retivement benefits which is afforded by this law that
wo are disenssing through corporate employment is a considerable fac-
tor in ity and it points up, as I sny, the sociological eflect of the inequity
that, oxists,

T'his Nation, wo can all ngree, was built by solf-employed individuals
who wore willing to go it alone. And, anfortunately, the self-om.
ployed individual is disappearing from Main Street, from the farms,
and from the professions u{.‘. too rapidly.

It is difficult to justify, it seems to me, a provision in the tax law
which tends fo force individuals to employment by Iarge firms and cor-
porations and to discourage them {rom continuing as individuals solf-
amployed people who, in my opinion at least, are the buckbone of this
countiry.

The problem is ]lm'rhups even more acate with lawyers than it is with
a grreat many people. A practicing lawyer has o peak earning period of
20 years, Generally, it 13 estimated to be from age 45 to age 65, e

oen through g wol{n-cognizud starvation period to reach that point.
%thn he gets to that peak earning period, he has no depreciation be-
oause hiy agsels are hig law library and his typewriter and his mind.
He has no depletion or carryback or carry forward in the application
of the Fedoral Internnl Revenue Clode.  'The result is that he 1s in per-
]m}m a more gerious situation than many other self-employed people.

I'he Jast, study by the U.S. Department, of Commerce disclosed that
onc-half of the lawyers in the United States liave a net income of less
than $7,482 per year, and that one-third of the practicing lawyers of the
United States have o not income of less than $5,4856 o year, nn income
which compares most unfavorably with the amount, sui{«restmi here thig
morning as being the average earning of unskilled labor.

A third point, which I wonld like {o suggest, is the one which I
referred to earlier, and | will not, elaborate on it, that it. would seem
that the elimination of an inequity which is as gross as this one, should
precede a general tax reduction, because of the fact that the effect of
o goneral tax reduction is merely to perpetuate the inequity.

Congressimun Simpson, in a statement, pointed this out very effec-
tivoly--L will not take time to read the statement, which was made in
the House of Representatives, but it is included in the statement which
I am filing.

The fourth agpect, of the problem which T wounld like to mention is
tho contention that this measure would lead to demands for tax reduc-
tion_for contributions made by employees under social security and
the Railroad Retirement Act. DBut, as Congressman Keogh so effec-
tively pointed out this morning, the two situations are in no sense com-
parable, inasmuch as the benefits under the social security and the Rail-
rond Retivement, Act are tax free when recsived, and hence the pre-
mium is paid by tax dollars, whereas under the proposed legislation
the premium, if we wish to refer to it in that fashion, is paid by untaxed
dollars, but tax is imposed on the funds when they come out of the
pension fund.

So that it would seem to us that the question in its relation to social
security or the Railroad Retirement Act is not at all pertinent to the
issues here.

. It has been au% ested that H.R. 10 should not be enacted because it is
limited to the self-employed and does nothing for the pensionless em -
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loyed. Now, as you know, Mr. Chairman, under the present law, an
individual or a partnership or a corporation mnpl(&ying reople does
have the opportunity to set up a pension plan under this act if he
desires to do so. But, again, as pointed out this morning, there is no
inducement for a self-employed man {o set up a pension {)l:m for his
employees and contribute funds to it when he is prohibited from bene-
fiting himself, whereas his brother employer in a corporate status does
the same thing and benefits from it himself.

Now that situation, certuinly, it seeins to me, distingunishes the two
cases,

Let me offor this further distinction. 'We are dealing here with leg-
islative inequity. This legislative inequity is the fact that the law pro-
hibits the benefit of a pension fund of this type to a self-employed man,
The law does not prohibit the benefit of & pension fund of this type
to the employee 0:5 a self-employed man, or to other employees who
are not covered by pension funds at the present time.

I fully anticipate that if this legislation is passed, the rate of one
million employees a year that is now coming under pension funds will
increase tremendonsly, beeause as solf-employed individuals set up
funds from which they can benefit themselves, they are going to set up
funds benefiting their employeos, and the result is going to be that this
million a year increase will aceelerate tremendously.

Finally, T return again to my original statement, which is that the
law does not. prevent the present pensionless employed person from
receiving the benefit of a pension fund. The law does prohibit o self-
employed person from receiving that benefit. So in discussing the in-
equity which can be eliminated by the law, we need discuss only the
one with reference to the self-employed person. The question of
whether the Congress would want {o set up a mandatory requirement
that every employer must set up a pension fund is an entirely different
and unrelated question to the question of eliminating the inequity
which now exists so far as the self-employed sre concerned.

T would like to point out in that connection, that, as Congressman
Keogh suggested, it was at the suggestion of the Treasury Depart-
ment itself, in earlier heavings on this legislation that the pensionless
employees be eliminated from the bill. Tax relief, the Treasury De-
partment. said, seems most clearly indieated for self-employed indi-
viduals who do not have even potential tax benefits under existing
law, and providing themselves with the time and income.

The sixth subject which T would like to mention very briefly is the
suggestion that the bill should not be enacted because it does not extend
the contributions made by employees under private and governmental
pension plans, §

The purpose of this legislation and the effect of the proposed legis-
lation 1s to put self-employed persons in the same position as those
employed by corporations and other individuals, and to eliminate that
diserimination, :

Finally, T would like to point out that the tax treatment of self-
employed persons which is proposed by this legislation was enacted
in England in 1956, and in Canada and New Zealand in 1957, T have
no doubt that every argument made in opposition to this legislation by
the Treasary Department conld have ]heen made and was made in
England with even greater force where the tax rate is even higher, and



BELF-EMPLOYED INDIVIDUALS' RETIREMENT ACT OF 1959 07

the economic problems incident to revenue are even groater. Nonethe-
loss, in the face of that fact, the Parliament of England, as well as
those of Canada, Australia, and New Zealand, recognized this inequity,
recognized the desirability of helping self-employed people provide for
their old age, the desirability of strengthening the self-employed as
the backbene of our society, und made this relief available to them.,

No doubt, the estimnates as to the cost, in revenue to the Government
were very large, as were the estimates of the Treasury Department
here, A witness will be presented later as to the actual experience and
the actual cost which we think will result from this legislations

But suflice to say here that the cost in actual operation in terms of
reduced revenue was very, very materislly less than the anticipated
figures which had been worked out on the basis of theory at the time
the legislation was under consideration.

On behalf of the American Bar Association and its 95,000 members,
as well as the tens of thousands of lawyers thronghout the country
who have expressed themselves in support. of this legislation, I appre-
ciate the opportunity to encourage enactment of ILR. 10, or its
substantial equivalent, to eliminate an inequity which has existed for
17 years, and increased every one of those 7 years, and to further
the strengthening of the self-employed man, who is the backbone of
this Nation.

I thank you very much.

Senator Fupar, Mr. Malone, why can’t the self-employed take
advantage of that which TLR. 10 is now designed to give them?

Mr, Marone. Because they are not permitted to set up a pension
plan, to pay funds in that plan, which are not taxed at the time they
go in, but are taxed at the time they come out. They can set up a
plan for their employees, but, they cannot set up a plan in which they
participate, as distinguished from the corporate executive who does
participate.

Senator I'rear. Is the difference because the self-employed is not a
corporation ? 4

Mr. Marone. That is just what it comes down to.

Senator Frear, 1 am sure you are familiar with the amendments
that were made to the code either last year or the previous year by
the Congress—and I might mention that it was made for the benefit
of small business——whereby a corporation could elect to file a return
as o partnership, or vico versa.

M, Marone, Subchapter S, T believe they refer to.

Senator Fruar. 1 believe that is vight, Don’t you think that under
that subchapter S, the self-employed could take advantage of that
corporate status ?

Mr. Mavone., That is exactly right, sir, as far as most self-employed
businessmen are concerned, and farmers, and people in that category.
Unfortunately, the lawyers are prohibited from practicing law as a
corporation by the laws of practically ever State in the United States.
And there is no way that they can do so.

I know of a case, with which the Senator is probably familiar, in
which some doctors out in Montana felt that this diserimination was
so great, and were so determined to try to get the benefit that other
people in their situation got, that they formed a business association
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which would be taxable as a corporation, and undertook to set up a
pension plan as corporation executives on that basis,

The result of the law, as you can see, was to force these doctors to
resort to a subterfuge in order to do what under the law they should
be permitted to do just like other people in a comparable position.

And doctors, lawyers, and professional men who are prohibited
from practicing as corporations cannot take advantage of it.

. Senator Frear. As I understand it they don’t have to be a corporu-
tion to file as a corporation and gain the benefit of the corporation.

Mr. Mavone. I don’t think I am qualified to answer that question,
Senator. X do not engage in the practice of tax law, and my knowl-
edge is superficinl. [t 1s quite possible that Mr. ]iupp here could
angwer the question.

Senator Fruar, Mr. Rapp, would you please identify yourself.

. Mr. Rarr. Leslie M, Rapp, New orfc), chairman of the Advisory
Jommittee to the Committee on Retirement Benefits, American Bar
Association.

Senator Frear. I think the people in the room can hear your, sir.

Mr, Rarp. Would you restate the question to me, Senator{

Senator Frear, ’}L‘Ke question, X think, was from Mr. Malone that
they did not have to be a corporation under title S; they merely filed
as a partnership under the code, under S, to have the advantages of
a corporation. They didn’t have to be a corporation to file and re-
ceive these benefits; they could do it as a partnership and not as a
corporation and still receive the benefits as though they were a cor-
poration ?

Mr. Rarp. I think not, Senator. I think the purpose of subchapter
S was to permit corporations—actual corporations—meeting certain
tests to be taxed as though they were partnerships. ‘

In other words, you have to begin with a corporation to take ad-
vantage of subchapter S.

These doctors out in Montana formed an association which was not
a corporation but had attributes of a corporation. Therefore, it was
taxed as a corporation. :

Senator Frear. Perhaps subchapter R is where the partnership can

file as a corporation. I have been reminded that it is section 1361,
with which 1 am sure you are familiar.
. Mr. Rarve. Subchapter R, of section 1361, permits unincorporated.
businesses to be taxed as a corporation, at their election, but it specifi-
cally provides that a partner or proprietor of such a businegs shall not
be considered an employee for purposes of section 401, the qualified
employee pension })lan. provision.

It seems to me that without reference to subchapter S, those who
wanted to do so could do as the doctors did out in Montana, that is,
enter this subterfuge of forming not a corporation, but just an asso-
ciation which by virtue of its centralized management and so forth,
became taxable as a corporation so that the members of the association
could obtain the benefits of a pension plan as though they were cor-
porate employees—-— ) ’

Senator Frear. Did these doctors obtain the advantage that H.R.
10 seeks to obtainf

Mr. Rarr. They obtained the advantages that the corporate execu-
tives and employees obtain under qualified pension plans.
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Senator Frwar, Would that prohibit a group of attorneys from
seoking the same advantages by the same partnership structure or
association structure?

Mr. Rapp. I have had it locked into, so far as New York is con-
cerned—and there seems to be some doubt that lawyers could enter
into that kind of a setup.

Senator Frear, Mr, Malone said all the States do prohibit attorneys
from acting as a corporation or being incorporated, do you think that
the intention of that would be to continue not to give this preferential
treatment under 1361 to attorneys, or to doctors

Mpr. Rave. I think perhaps so. The availabi lity of section 1361 does
not carry with it the right to qualify as an employee for purposes
of the qualified pension Plan provisions,

Senator Frear. I don’t recall that that was the construction put
upon it when it was passed. However, I would certainly not want
to put my judﬁment up against yours or Mr. Malone’s in this case.

Mr. Rapp, This is just an offhand judgment on my part. ,

Senator Faear. Could you write an opinion for the committee
without charget

Mr., Rare. Yes, sir, ‘

Mr. Mavong. Mr. Chairman, I believe that Mr. Williamson has
prepared for the committee s memorandum on this subject which I
understand will be introduced in the record.

Senator Curris. Before Mr. Rapp leaves the stand, I would like
to ask you: Are you familiar with the Canadian plan? ‘

Mr. Rare. I have some familiarity with it, Senator, yes.

Senator Curris. It is not identical with HLR. 10, is it ¢

Mr. Rare. No, but it is quite similar in that—-

Senator Curris. Can you give us the essentials of it?

Mr. Rare. They allow a deduction of 10 percent but not to exceed
$2,500 for amounts put aside by employed and self-employed persons.

Senator Curtis. Available to everybody?

Mr, Rare, For their old age. It even covers people who are under
qualified plans, but with a lower ceiling. 'Their ceiling is $1,500 as
against $2,500 for everybody else,

Now, the English plan covers all persons not under a pensionable
employment, which means that it covers everybody but those under
qualified plans under the English system.

Senator Curris. It was my understanding that the Canadian plan
was a plan available to everybody.

Mzx. Rare. That is correct.

Senator Curris. And it gave a tax incentive to every citizen to save
-some of his money for his own old age.

Mr. Rare. That’s correct. \

Senator Cuxris, Which is anti-inflationary. »

IIt aleo reduces the pressure for increased benefits of public financed
plans.

Mr. Raee. That certainly is true.

Senator Currs. We are approaching the time not too far off when
our social security budget, in this country is going to be in the neigh-
borhood of $20 to $25abillion a year. 1 am sure as a distinguished
tax lawyer of the country you realize that social security is not a
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pension plan in that it is funded and is an accumulation of savings of
the beneficiaries.

Mr, Rave. Correct.

Senutor Couwrrms. It is o tax on the employer, o tax on the employee,
a tax on the self-employed, und from it is paid a social benefit to cer-
tuin people.

I am disturbed about somne of the current, problems that we face as
enumerated by the Treasury. 1 would be less than fraunk if I didn’t
say this. I do think that in the broader long-range field, the proposi-
tion of every citizen, employed, self-employed, everybody, having a
tax incentive for saving money, in view of our inflationary trends in
the forescenble future, m view of the costs and pressures to demand
more and more from public pension plans, is n mattor of public policy
that merits our study.

Is the Now Zealand plan morve like the Tnglish plan or it is more
like the Canadian phmll

Mur, Rape, It isn’t too much like either one. 1t is so far set up on a
very small seale and actually I have never seen n complete summary
of 1t and haven’t too much information about it. 1t i1s not as com-
prehensive as either of the other two,

Senator Curris, 'The British income tax is not a puy-as-yon-go sys-
tom; is it? Don’t they pay in the subsequent year for the prior
years' income

Mr. Rare, I am not familine with the English system. A

Senator Cuwris. 1 am not suve, either, but T do know there are a
nuniber of foreign countries where their income tax is a dedustion
from the tax. In other words, the amount that they paid out in the
current. year for income tax is treated in the same manner as what we
pay out for State and local taxes here,

1{11'. Rarve., Yes,

Senator Curmis. Tt is a little bit hard to transpose one plan on an~
other because of the peculiarities.

Thats’ all, Mr, Chairman,

Senator Frear. Have you finished, Mr. Malone?

Mr. Marone. Yes, sir.

Senator Frear. Senator Boyd ; Senator ITavtke?

Senator Harrke. As a fellow member of the bar and as one who
is 2 member of your association, let me ask you: What would be your
rosition if this would cause the budget to be thrown out of balance
}or fiscal 19607 '

Mr, Marong. If this would cause the budget—-

Senator Harrxe. If the adoption of this particular bill would
cause the budget to be unbalanced in fiscal 1960, would you still ask
the Congress to enact this legislation ¢

Mr. Marone, I am expressing only a personal opinion, but if the
factors that go to determine whether the budget is in balance or out of
balance were so closely in balance that this was going to make the
difference between_ balancing or nnbalancing, I would say that the
magnitude of the inequity justified its correction and the seeking of
revenue elsewhere. i

Senator Harrke. Very good lawyer.

Let me ask you, then, in this regard: Do you feel that you can, in
good faith, come in and ask for this type of legislation as it is written
without including it to extend to the other groups that it was for-
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merly intended to include which are not of so-called pensionless em-
ployees

Mvr. Marone. Pensionless employees, )

T think thot the action to be taken as regards pensionless employees
is o matter for the Congress to determine but the legislative inequity
which exists against the self-employed does not exist against the
pensionless employee. The law permits them to have o pension. It
does not. permit the self-employed to.  So, in eliminating the legis-
Intive inequity, the Congress has no oeccasion to look toward the
pensionless employee. That becomes a question of whether the Con-
rress wants to say to an employer, you must have a pension fund for
your employee, .

Senator Tlarrke. Tsw’t that a legalistic interpretation rather than
a factual approach to the problem? The fact of the matter is, many
of these pensionless people are not in a position where they can estab-
lish their own pension funds if they wanted to or not.

Mr, Marone. I am not taking w position in opposition to action on
that subject. T am saying that it seems to me that the factors to be
sonsidered in it are different than the factors here because this is tho
legislative inequity.

Now, looking at it factually, and I believe T have made, I may have
made this statement, before you came in, Senator, it was testified that
the number of people being covered under pension plan each year,
new people, is now o million a year. If TL.R. 10 is established so
that a self-employed man has some inducement to set up a plan for
himself and his employees, T would anticipate that that figure would
double, treble, or even become greater in terms of the number of
pensionless people that are brought under. I am not sure that you
would be dealing with the same situation at all after TIL.R. 10 had been
in effect for 2 yenrs, we will suy, as you are dealing with right now,
with IT.R. 10 never having been in effect, ’

Senate Manrkn, Let me ask you: The Treasury contends that if you
take this steg), that this is just a first step, and as I understand ‘the
position of the proponents, that they have withdrawn the extent to
which this particular provision is to go in response to certain Treasury
objections heretofore, is that correct?

r. Marone, The Treasury suggestion that it be done on a previous
ocension, yes.

Senator ITarrke, Now they contend that even though they objected
to the wide extension of the provisions of this type, you have cut
it down and, as a result, it is going to be expanded because this will
be a legislative precedent, isn’t that right ?

Mr. Mavone. That’s right.

Senator Ilarrke. In your opinion, will it be a legislative precedent ?

Mr. Marone. It does not seem to me that it is for the reason that I
have just stated.

Senator Harrke. Assuming that it was, for the moment, if it is,
would it be a legislative ground for legislative precedent and a result-
ing cost to the Government would be in excess of $1 billion, then, which
is a significant amount ¢

Mr. Mavong., It certainly is.

Senator Harrkr. Would your position then, still, your personal or
your cumulative, however you wanted to testify, would your position

4277759-——8
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still be that if it would affect the Treasury balance to that extent, would
your position still be in favor of this type of bill ¢

Mr. Marone, That becomes a diffieult question.

Senator Harrxn, It is a difficult question, but 1 think that is o ques-
tion that the Senator is going to ultimately have to face. I want you
to help me give an answer to it.

Mr. Maronz. X think that as you posed it, it is the question of what
kind of a Frice are you willing to pay for unfairness and injustice and
inequity : How mucz are you willing to pay to continue it ¢

Senator ITarrr. Don’t ask me a question.

Mr. Marone. Well, I mean those are the questions T ask myself in
irying to answer your question.

Senator Harrke, That is the one T asked myself, too. ¥ want your
help as my superior.

Mr. Marone. I would say that if we are going to put a price tag
on every change in the tax law and to say, until the budget 1s in bal-

" ance and we have a surplns we will not correct any inequities of any

kind or make any change in the tax law of any kind, then I would
say this change 1s no more entitled to be considered than another.
But with all due respect, I believe the Senator will agree with me that
that will not be the case and is not the case, and it becomes rather a
matter of weighing the extent of the inequity and the injustice that
results from it.

I think when you weigh that with reference to this legislation, it puts
it very high on the }priorit'y list for attention,

Senator Harrke. The Treasury’s contention is, and after all this
is something I think that is major, is that they recommend that the
tax treatment of retired savings be carefully considered in conjune-
tion with the Ways and Meuns Committee’s announced plans for an
extensive inquiry into the operating for constructive reform of the
Federal tax system, a project in which the Treasury is cooperating.

In view of that statement, do you feel that you could in good con-
science still recommend that we a({opt this or do you feel that we should
follow the procedure as outlined here by the Treasury Department and
the weight of this overall study?

My, Marowe, In all frankness, Senator, in the light of the expe-
rience that we have had, I can only evaluate that as another excuso
that the Treasury Departiment has come up with to postpone consider-
ation of this legislation.

Congressman Keogh told you the long history of the basis of oppo-
sition by the Treasury Department, our meeting its objection, its
coming up with another objection, and finally coming up here with
the objection that we had met their former objection and hence we
were not entitled to action. So that I must say I have to have a little
salt to go along with that statement.

Senator Harrge. Do you believe that any group is entitled to se-
lective tax relief and more general tax reduction cannot be properly
made as it is alleged by the Treasury Department, ?

Mr. Marone. I do not believe they are entitled to tax relief but
1 do believe they are entitled to the elimination of inequity and an
injustice because it is ¥er1)etuated by general tax reduction and you
would never get rid of injustices and inequities if you put them on
the basis of general tax reduction.
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Senator Harrke. In other words, you do not classify this in terms
as selective tax relief but, as I understand, you say this is removal of
inequity in taxation, is that right ¢

Mr. Mavone. That’s right.

Senator Harrke. Now then, the Treasury also says that the right
to the funds under the employee pension plans is not wholly within
the control of the ultimate recipient but, under this proposal, it would
be under the control of the individual self-employed person.

Now, how would you meet that ¢

Mr. Marone. I rankly didn’t follow that statement; I couldn’t
follow it this morning when it was made and I am not sure what they
mean by it.

Senator Harrge. In other words, as I understand his contention,
the pensioned employee under the pension plan has to stay a certain
period of time before he can ultimately acquire any of the benefits un-
der the pension plan whereas, under this particular proposal, the funds
are always within the jurisdiction and control of the individual and
«can always be gathered back unto him.

Mr. Marone. In other words, they are saying that because a man
has the initiative to be his own boss, they are going to deprive him of
the right to do this. I cannot subscribe to that doctrine and it seems
to me that it is really a strawman because, if the Treasury Department
had information which indicated that any substantial number of em-
ployees had lost the rights to participate, so that it was a major factor
in this entire picture, they would have come in here with some statis-
tics to support it. Since 1t was only a general statement, without sta-
tistics, I assume it cannot be supported.

Senator Harrze. The Treasury Department also contends that self-
employed people may often have offsetting advantages over employees
with respect to their retirement. In other words, he contends that
there is no fixed retirement age and that they can continue to be in
an earning capacity long after their retirement age is acquired and
that this is an advantage to a self-employed person that a person un-
der a pension plan does not. Ilow would you meet that objection ?

Mr. Marowe. T know many vetired corporation employees who have
gone to work in other capacities after their retirement.

Senstor Harrke. Many retired generals have also taken positions
of importance.

Mr. Mavone. Which are quite remunerative.

Senator Harrge. Sometimes they do business with the Government
afterward.

Mr. Marone. I cannot see that there is any difference at all be-
tween self-employed men and the employed man in that regard.

Senator Harrxn. They also contend that self-employed persons
are able to spread their earned income over a longer period of time.
Do you feel tﬁat that is a valid objection?

Mr. Marone. As far as the legal profession is concerned, it is a
shorter period of time. The starvation period that the average
young lawyer goes through until he reaches approximately 45 and
has about 20 years of peak earning which then .faﬁs off again, T think
his maximum earning period is shorter than the maximum earning
period of a great many employed people.
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Senator Harrre. Just as an offside, Senator Byrd, Mr. Chairman,
if you will excuse me, I remember when my father told me during
the depression, after sending three other children ahead of me to
college, that it certainly was a waste of time to send children to
school and they would be better off to go out and spend their time
digging ditches and he didn’t want me to go ahead and continue
my education.

Mr. Maronz. T was there in the depression, too. I have some ap-
preciation of your father’s problem.

Senator Harrkn. There are three specific objections which the
Treasury Department then proceeds to make in addition to these
generalized statements. I would like to, if you do not care to com-
ment on these—one of them is that ILR. 10 establishes a system which
provides for a benefit only to the employer which would not nec-
essarily extend to his employees—a new concept in the Jaw.

Mr. Marowe. That is a very iffy objection. If the self-employed
man were authorized to set up a pension fund, if he set it up him-
self, and if he did not set it up for his employees, then that situation
would exist; but the pressures from employees that are going to
result, are going to force a great majority of employers to set up
these pension funds for employees. :

Either they are going to be set up or the employer is going to have
to pay higher salaries to keep his employees to compensate for the
failure to get this retirement benefit because, when you get 18 mil-
lion people under pension funds now with an increase of from 3 or
4 million a year, the forces to push the creation of these funds by
self-employed people, when they have the inducement that they can
participate themselves, are going to be tremendous.

Senator Hartke. Let me ask you, isn’t it true under this setup
under the present time that these employees could still have the
benefit. of the pension now and now just employers are excluded,
isn’t that right?

Mr. Marone. That is correct. ,

Senator Harrre. This does not create any differentiation in the
present situation, but the actual, as I understand it, the pension plan,
is added inducement to retain employment and also the benefit of
the employment, isn’t that right.

Mr., Marone. That’s right, but my point is that as more and more
employers set up pension plans, there will be a greater and greater-
demand from employed persons that they be available.

Senator Harrge. You and I are not in disagreement on that point.

Second, he says that the selt-employed persons may time their con-
tributions. In other words, this is an element that he cannot even go
to his wages or his earnings, but it comes back as a savings and he
can time his contributions in an effort to set up his financing of his
particular plan. How would vou meet that specific objection?

Mr. Marone. It would be limited to 10 percent of his earned in-
come so even if he goes and digs into his past savings once or twice,
T can’t see that any great inequity is going to result.

Senator Harrkr. The third objection here is, it says that it will
prevent or discourage, that there is nothing to prevent or discourage
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the withdrawal and consumption of the specified saving before the
age of retircment, that the penalty is not strong enough to keep him
from doing that.

Mr. Mavone. The proponents of this bill have admitted the desir-
ability of a penalty to discourage that. If the penalty is not ade-
quate, I think that there would be no objection to making it adequate.
We have admitted a penalty is desirable. I think it is adequate. If
it is not, it is a matter of degree.

Senator HarTre. You are willing to concede that to make an ade-
quate penalty to stop that.

Let me ask you this, in regard to lawyers generally, are they en-
titled to participate in pension plans now if they can qualify as an
individual employee of a corporation?

Mr. Maronr. If they are an employee of a corporation, they can.

Senator Harrke. Isn’t it generally true that as far as security is
concerned, for individuals, and the real feature that those people
that are corporate lawyers, so to speak, are in some way employed by
cdrporations, that they are not the ones who are the most needing
help of a retirement, fund? ,

Mr. Marown, I believe that perhaps before the Senator came in I
mentioned the fact that there 1s an alarming trend toward employ-
ment, toward the acceptance of employment by corporations in the
legal profession. The number of lawyers employed by corporations
have trebled in the last 10 years. This is the result of a number of
factors but a not inconsiderable factor, in my opinion, is the avail-
ability of the pension plan, that he receives the benefit, through a
corporation which he cannot receive if he works for a private law
firm, as a partner in the law firm or practices individually.

This conference on legal education at the University of Michigan
which T attended yesterday, it was brought out by a number of law
deans that in the thinking of the average young eollege student who
is Jooking for a career, substantial weight 1s given to the availability
of a pension plan on which he can expect to retire after his career is
prety well over.

Senator Harrxe. That’s all.

Senator Frear. Mr. Malone, Senator Anderson of New Mexico is
delayed on the floor of the Senate because of pressing legislation in
which I am sure you know the Senator has very keen interest. Ile
would like for me to state on his behalf that he regrets not being
here to present you to this committee and also, I am sure, make a
statement of high regard and esteem in which you are held in New
Mexico, and to the devotion that you have to its citizens as well as
the very valuable and able service you are rendering to the people
of the United States as President of the American Bar Association,

On behalf of the committee, we thank you for your testimony.

Mr. Marons. Thank you, Senator. I am sure Senator Anderson
could not have made the statement better. I appreciate it.

Senator I'rear. Thank you, sir. '

The next witness is Mr. Peter Ilenle, assistant director of research,
AFL-CIO.
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STATEMENT OF PETER HENLE, ASSISTANT DIRECTOR OF
RESEARCH, AFIL-CIO

Senator Frear, Mr. Henle,

Mr. Hexce. Thank you very much, Mr. Chairman, and members
of the committee. :

My name is Peter Henle; I am assistant director of research for the
- AFL-CIO.

T think gm‘haps the best way to proceed, if I may, is to read this
relatively brief statement.

I app‘reciate very much this ogportunity to present the views of the
AF1L-CYO regarding H.R. 10, the proposed “gelf-Employed Individ-
ual’s Retirement Act of 1959.”

This proposed legislation which the committee is considering, has
ained considerable support. Its sponsors were able to win approval
y the House Ways and Means Committee without the holding of any

public hearing in this Congress. * The bill passed the House of Repre-
sentatives by a voice vote after little debate. Many important pré-
fessional associations of doctors, lawyers, accountants, and other self-
employed persons, have indicated their support for this legislation.

Despite this showing of support, the AF1~CIO firmly believes that
many individuals have not been fully informed about this legislation
and have not realized its full implications. We welcome this public
hearing as an opportunity for this committee to weigh carefully the
arguments for and against this legislation.

We are here to oppose this bill in the most vigorous terms. We
believe that HLR. 10 represents special interest legislation providing
tax benefits for a relatively few in our population; that it does not
correct any existing inequity in our tax laws, but rather helps to create
new ones; and that it would deprive the U.S. Treasury of much-
needed revenue in 1960 and future years. I would like to expiain in
more detail the basis on which we make this statement,

In essence, this legislation would provide a special tax deduction for
self-employed individuals who would be allowed to deduct froin their
income amounts paid by them as “retirement deposits.” Any self-
employed individual would be allowed to include as such a deduction
amonnts up to 10 percent of his annual income to a maximum of $2,500.

The basic argument for this legislation was clearly stated by the
House Ways and Means Committee in its report. Under the title,
“Reason for the Bill,” this report states:

This bill iy intended to achleve greater equality of tax treatment between
self-employed individuals and employees. Under present law the employees of a
business can achieve this postponement of tax on retirement income savings if
the employer pays into a qualified pension, profit-sharing, or stock bonus plan
what he might otherwise bave paid directly to the empleyees.

Thus the case for this bill is based entirely on what is considered to
be the inequitable operation of the current tax laws which allegedly.
provide special benefits for employees while discriminating against the
self-employed.

Proponents of this legislation have tried to create the impression
of a vagt inequity in tax treatment: On the one hand are all the
Nation’s wage and salary workers enjoying special bhenefits under
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private pension plans and on the other hand are.all the self-employed
deprived of any similar opportunity. :

Unfortunately, this picture, we believe, does not corrvespond with
reality. Lo begin with, most wage and salary workers are not at the
sresent, time enrolled under any private pension program. The num-

r of such employees is limited to those whose unions have been able
to develop such a program through collective bargaining or whose
employers have unillatemlly initiated such plans, '

The AFYL~CIO and its afliliated unions are proud of the achieve-
ments that they have been able to make in the field of private pension
programs, but it must be remembered that union membership still
remains :Lp%roximately one-third of all wage and salary workers. It
might well be that in certain industries the majority of workers have
been able, with the help of their unions, to gain private pension plans,
but in many other sections of the economy, such plans cover but a small
proportion of the employees.

The Department of Health, Education, and Welfare has been study-
ing_lg private pension plans and has been able to prepare the most reli-
able estimates available regarding their coverage.r The Department
estimates that the number of workers cover by such private plans as
of December 31, 1957, was 17.7 million workers. The total number of
private nonagricultural wage and salary workers that particular
month was 43.8 million. Thus the total number of workers who are
enjoying the benefits of any type of private pension plan constitute
only 40.4 percent of the total.

The Department also estimates that the total employer contributions
to these private pension plans during the year 1957 was $3.9 billion.
According to the Department of Commerce, total wage and salary
disbursements in the nonfarm private economy for that year amounted
to $194.6 billion. Thus employer contributions were only 2 percent of
these wage and salary disbursements. Incidentally, it should be noted
that employee contributions to these pension plans, on which full in-
come taxes were paid, amounted to $680 million.

Thus the prevalence of private pension Elans, together with what-
ever tax arrangement they provide, is nowhere near as widespread as
the proponents of this legislation might lead one to believe.

The second point we wish to make regarding this legislation is that
the application of today’s tax laws with respect to those workers cov-
ered by private pension plans is far more limited and restrictive than
the application of HL.R. 10 would be for the self-employed. In other
words, the size of the typical employer contribution to pension plans
is far more modest than the contribution which H.R. 10 would allow
the self-employed individual to make in his own behalf and almost at
his own discretion toward his retirement.

For confirmation of this statement, I would like to refer to the bi-
ennial study on the costs of fringe benefits made by the U.S. Chamber
of Commerce. While we believe that this study considerably over-
states employer contributions (largely because its sample of employers
is too heavily weighted in favor of tg

2 Source: “Growth in Employee-Benefit Plans, 1954-57,” by Alfred M. Skolnik and
Joseph Zisman, Social Security Bulletin, March 1989,

e larger firms), even these over-
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stated figures demonstrate the relatively modest nature of employer

contributions,
Tho most recent chamber study for the year 1957 shows the cost of

pensions in various industries to be as follows:

Industry’s payments for employces’ penstons,t 1957, for companics having
pensions

Ponaton poy-
ments as per-
otnt of payroll
R 7 |
3.9
. 6.7
- 20
- 3.2
LB

Industry:
Total, all industries....co.o...
MANUPRCTUTIIE e et et e e s e e e o
1"ublic utilities (electric, gas, water; telephone, ete.
Trade (wholesnle and Petiil) v
Hotels e e i o e
Banks, finance and trust companios. .. ... oo . P
Insurance compunies........... e e o e 1 2 e e 4 e 7.9
Miscellanecous industries (coal mining, warchousing, and laundries).. 3.2

o *I')‘l('“rlnge Benefits, 1807 Chawmber of Commerce of the United Stotes, Washington

From thoses figures, it is clear that the typical employer contribu-
tion toward a pension plan is approximately 5 percent of payroll. If
we consider that today’s average hourly rate for the employee with a
pension in manufacturing is approximately $2.20, it can be seen that
the average employer contribution would amount to approximately
11 conts for (»a.cL hour worked, or about $220 a year (assuming 2,000
hours worked a year).

By contrast ILR. 10 permits deductions of up to 10 percent of total
earnings to a maximum of $2,500 a year, more than 11 times the
total set aside by employers for the typical wage and salary worker.
Under private pension plans ILR. 10 permits the deduction of up to
$2,500 by any individual self-employed person in any 1 year. For an
individual in the upper-income brackets, the tax benelits under this
proposed legislation would be far in excess of any tax advantage
aceruing to any worker for whom a retirement fund had been estab-
lished by his employer.

While the AFIL~CIO takes pride in the pension agreements its
affiliates bave negotiated through collective bargaining, it must be
recognized that the average pension yielded by these plans is still
of very moderate size. Flowever, the retivement, programs that would
be given preferential tax treatment under HL.R. 10 involve quite sub-
stantial sums and are particularly geared to the tax status of the
higher income individual. As Congressman John W. Byrnes, Re-
publican of Wisconsin, stated on the floor of the Iouse on July 29,
1958

The people who will get the real advantage and the real tax break under this
proposal are those in the extremely high income tax bracket, It is this group
that can avail itself of the program and it is this group that will benefit most
by the postponement of the incomertax liability from a period of high surtax-
bracket rates to a period of lower income and lower surtax-bracket rates.

There are two other aspects of this legislation to which I wish to
call the committee’s attention.

(1) This bill would cost substantial sums of money from the Fed-
eral revenue~~The Treasury Department has estimated that passage
of this bill would mean a loss of approximately $365 million a year
in tax revenue. While the proponents of this bill argue that it might
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bo a year or two before the lost, revenue would reach this figure, this is
novertheless a poor time for Congress to pass legislation that would
have such a crippling effect, on the prospects for incrensed revenue in
the years imme({intol ahead,

(2) Nelf-employed individuals alveady reccive many specific taw
advantages~Theso ave frequently overlooked by the proponents of
this legislation. For example, their income is not subject to the
withhoning tax system as iy the income of all employees.  The with-
holding system has the effeet of making cortain that almost every
gingle dollar of taxes levied on wages and salaries is fully paid to the
Federal Government. On the other hand, the problem of assuring
full pauyment, of taxes by the self-employed in({ivitlunl is far more
diflicult. No withholding system can apply to his income. Official
studies show that it is this group of taxpayers that is responsible for
not reporting large sums of taxable income to the Federal Govern-
ment. 1t has been estimated that approximately 30 percent. of all self-
employed income is not reported on income tax returns.*

T hope that this committee will nderstand the reasons behind our
determined opposition to this legislation.  We feel that our point of
view has not received adequate consideration.  We hope very much
that this committee will consider very carefully the issues involved
in TLR. 10 and will refuse to give its approval to this legislation.

Senator Frear. Thank you, Mr. Henle. You said:

On the other hand, the problem of assuring full payment. of taxes by the self-
employed individual is far more diffiealt,

Just what do you mean by that?

Mr. ITunee, Mr. Chairman, the 'Treasury Departmnent, as T under-
stand it, faces a far more diflicult problem in auditing the tax returns
of self-employed individuals who are, after all, their own boss and who
keep their own set of books, Many of these people acerne income on
a cash basis.  Their records may be inadequate.

Senator Frear. Are you saying that they may not fully report all
their income? '

My, Hente, T am saying, Mr. Chairman, that official studies have
shown that a larger proportion of self-employed income is not re-
ported on the income tax returns than any odler type of income. You
understand that. Obviously, it is quite true therve is as large a pro-

ortion of honest lawyers or honest doctors as there ave honest brick-
ayers or steelworkers, but it so happens that perhaps, may 1 say,
temptations are a little greater. So far as the individual worker or
salaried person is concerned, he has no opportunity because of the
withholding system to do anything except report his entire income.

Senator Frear. Do I gather from what you are saying, if he had
the opportunity he might forget some of his income and not, report it ?

Mr. Henee. None of us like to pay taxes. T am certainly not trying
to imply that any particular occupational group in the population is
any more honest than any other.

Senator Frear. I don’t think you are, but T think it is a pretty well
known faect, and it has been published in the papers, T believe, that

revronmecone sy

) Holland, David M., and Kahn, C. ¥arry, “Comparison of Personal and Taxable Income,”
in Yederal Tax Policy for Feonomie Growth and Stability, Joint Keonomic Comnittee 19568,
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the estimate-—as a matter of fact, I think a membor of this committee
pul something in the record not, too long ago where if all the taxoes
wore collected, on which taxes should be paid, it smounted to some-
thing over $3 billion. I don’t want to embarrass you, and T am not
attempting to, but do you agres with that, is it a fact?

My, Hewie. Yes, I do.

Senator Frear, You are a vesoareh man and ¥ think you have comy
in contact with some of these things, I think, ag a matter of fuct, you
spoak as an expert on it.

Mvr, Hunes, Mr, Chairman, 1 would like to refer you to the source

T mention horo and T might simply (%uoto, because of your particular
interest, the figures concorning it. This is the tax volume that was
prepared by a number of experts in the field for the Joint Keonomie
Jowmmittes in November 1956, At that time, the Joint Keonomie
Jommitteo conducted extensive hearings on this issue.  One of the
papers that was submitled by pu,rtim.lﬂu' exports in this field dealt
with this particular problem. It indieated this: that taking the total
individual tax returns, the percent of {otal income froimn various
sourees not reported on tax returns was as follows:

For wages and salarvies, § percent of such income was not, reporied.

For dividends, 13 percent was not reported.

TFor interest payments, 61 percent was not reported.

And for entrepreneural income-—in other words, income from self-
emnloyed persons—30 percont was not reported.

And in torms od billions of dollars the largest amount was the income
from self-employed persons.

Senator Frear, How much did that amount to?

Mr. Henre. $10.4 billion,

Senator Frear. $10 billion unreported income?

Mr. Henre. Right.

Senator Curris. Was that 61 percent of the interest is not reported ?

Mvr, Hunie. That is right, Senator.

Senator Curris, Now, to whom is that interest paid? Is it paid to
established business institutions many of whom are regulated, such
as savings and loan associations, loan companies, banks? Can it be
that 61 percent of the interest that is paid by our people is paid on
loans that are made out of the pocket in cash #

Mr. Henpe. Senator, there 1s a little misunderstanding here, I think.
This refers to only individual income tax returns. So this would not
include payments to business enterprises or corporations or banks
that would have to file a different type of return. "This would be
interest paid by savings institutions to savers or savings and loan
institutions to their shareholders, or interest paid on Government or
corporate bonds to individuals that should be reported on their indi-
viduals that should be reported on their individual income tax returns.

Senator Curris. Tt is still a rather astounding figure that more than
half of the savers of the country, 61 percent, are not paying a tax.

Mr. Hence. This is one of the reasons why the AFL~CIO for such
3 long time has favored a system of withholding on dividends and
interest in order to obtain this additional tax revenue.

Actnally, this is not necessarily a condition which applies only to
one income froup. It applies to low income people as well as high
income people.
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Senator Curris. T for one have been very disturbed for a long time
over what big government and high taxes are doing to the morals of
the country. L think it is wrecking it. 1ut who is the authority for
those figures?

Mr, Tlunie. The paper is entitled “Comparison of Personal and
Taxable Income,” by two specialists at, the National Bureau of Eco-
nomic Resenrch in Now York,

Senator Currrs. ' Who were the specialists

My, Henes, David M. Holland and C. 1arry Kahn. ,

Senator Frear, Would you also identify that report from which
youare rending, Mr. Henle? ) )

Mr. Henue It i entitled, “Federal Tax Policy for Iconomie
Growth and Stability,” papors submitted by panelists appearing before
the Subcominitice on Lax Policy, Joint Committee on the Kconomie
Report, 84th Congress, 18t session.

Senator Cuwrts, Did the full committee make that a finding of fact?

Mr. Hunue, What T am reading from is & particular paper that was
submitted. 1 do not have before me the report of the committee as o
whole, if there was one,

Senator Curnis, "There was no such finding by the committee ?

Mr. ITunee. Senator, I cannot say aye or nuy; I am not familiar
enough to know whether there was such a report.

Senator Wirtiams, Were they reporting for themselves as indi-
viduals or were they reporting for some group ¢

Mr. Hexve. Thoy were reporting for themselves. They were asked
by the Joint Kconomic Committee to investigate this particular prob-
lem and submit the results of their findings.

Senator Wirriams, What is their background that would gualify
thom to make such a report? That is, with whom are they associated ¢

Mr. Hrenwe, Well, they were associated at this time with the Na-
tional Bureau of Economic Research which is a very highly regarded
:inde[[()endent, impartial, objective, economic research bureau in New
tY_.'or supported by funds from business, from labor, and from founda-
ions.

Senator Curris. I have more questions, but that is all I want you
toyield for at this time.

Senator Fruar, I would like further identification on that report.

Were those witnesses called by the Joint Economic Committee?

Mr. Hexwe., The procedure, as I recall it, was this: that individuals
were asked to contribute particular papers. Then in various panels
the groups were called to Washington for hearings of the Joint
Economic Committee.

Senator Frear. Is that a committee document? I am just trying
to gety—-

Mr. Henve. Thisis a committee document.

Senator Fruar. Identify it by that, then, please.

Mr. Henee, Well-—

Senator 'rear. Number, date.

Mr. Henee, The date is November 9, 1955. There is no other,
there i8 no——

Senator Frear. A Senate document ¢

Mr. Henwe, No, it is a joint committee print.

Senator Curtis. Isitareport or hearings?
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My, Henen, Tt is neither; it is papors. There were hearings and
thore is a separate volume appearing but thig particular docunent in-
volves the papers that were submitted to the joiut committee for hear-
ings on tax policy. )

Senator Cunrs. Tt is o statement, of witnesses, you might say ¢

Mr. IHwenee. That’s vight, excopt that under the committee proce-
dure, the papers were submitted 2 months in advance and then printed
so that all committee members would have the document available
when the hearings wore held.

Sanator Currs, But it is neither findings nor veport of the com-
mittea?

Mr. Henras That is true, Senator, but T feel fairly cortain that the
point T am making heve hag been included in congressional findings;
}If am sure not just by the Joint Keonomic Committeo. I would be
glad to check with that.

Senator Wirrams. Iow would the withholding tax on interest
work in actual practice? An individual owes money to the bank.
Wonld he withhold & portion of it. when he paid it or wonld the bank
withhold its own tax? 1 can undorstand the bank withholding in-
tevest it pays depositors, but a lot of money is owed by the indi-
vidual.  IMow wounld you work a withholding tax on the amount 1
owed thobank?  Flow would that work in actual practice?

M, FIuNue, Senator—

Senator Wirriaws, T very much intorested in your proposal, but
I am wondering about the mechanies,

My, Henrr, T wanted to say that there are far more competent, peo-
plo to discuss this issue than I, but let me explain to you how I seo
the thing working. So far as the interest which a bank would pay
you, it would make some small deduetion for tax. It would so notify
the Treasury and would so notify you, the individual, and instead of
forgetting that this interest has accumulated over the year, the tax-
payer would have this veminder and would therefore include it in his
Income,

Senator Wirriams. T can understand that, but put that in reverse.

Mr. Hunre. Tf yon owe interest to the bank, that is not the type of
interest that would appear on an individual income-tax retyrn.

Senator Winrianms, Yes; it would. Tt would appear as a deduction
and it wonld appear on the return of the recipient and that is what I
was wondering. . When you speak of withholding on interest, do you

mean only the withholding tax on interest that is paid by banks on

saving deposits or do you mean withholding tax on interest in gen-
eral? T am asking for information.

Mr. Hexre. As I understand it, it would apply to any intevest that
is paid to an individual, but if you borrowed money from a bank, such
a withholding system would not apply.

Senator Winrrams. How woul(s) it apply on a bond that is bought,
ordinary corporation bond, coupon bonds, and you clip those bonds
every 6 months and there are millions and millions of dollars of those
outstanding—even Government bonds, many of them, are coupon
bonds, and how would the mechanics of withholding tax on coupon
bonds work ?

Mr. Hence. It could not apply on currently outstanding coupon
bonds. . It could apply to :&;eria§J bonds, for example. Arrangements
could be made for it to apply in the future for corporate bonds.
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Senator Cuwris, 1 might enlighten the Senator from Delaware on
that point a bit.

Senator Frear. 'The Senior Senator from Delaware?

Senator Currts. Fither of yon may receive it, if you wish.

The Ways and Means Committee some years ago approved a pro-
posal for withholding of interest of tax on interest and dividends.
Two or three days later the action was rescinded, but that bill that
was before us put the burden only upon corporations to withhold.
The transactions between individuals, the payer of interest, as an
individual, was not required to withhold., Corporate entities and the
Federal Government.

I think one of the reasons that the action was rescinded was because
of the effect upon £-bonds, The Federal Government would be with-
holding the tax full amount of interest accumulated on K-bonds
at the time of its payment. That wasn’t enthusiastically supported
by the Bond Division of the Treasury.

Mr. Hunre, Well, Senator, 1 don’t mean to indicate that I have the
answer to this problem, [ think the fact that the Ilouse Ways and
Means Committes is going to reopen the entire question of the tax
structure this fall wil §ive us a good opportunity to review this and
many other issues, but I do think it is relevant to a discussion of the
igsues involved in H.R. 10.

Senator Winniams, I merely raised the question because I was won-
dering about the mechanics of how it worked. 1t is easier to propose
witlﬂmlding on interest than it is to work out a formula; that is the
cateh.

Mr., Huxre, I would agres with you, Senator. 1 am sure that
other people who have given this question greater study than I, would
have a ready answer for you on some of the issues you raise.

Senator %;VILLIAMS. I can understand it would be very simple to
work out a withholding on dividends, but I am not too sure how it
will work on interest.

Senator I'rpar. In that interest that you reported from the green-
backed book before you, would that interest include accrued interest
on Government bonds, like the T-bonds, that probably wouldn’t pay
their interest until the 10-year period had expired ¢

Mr, Hene. I really don’t know, but I don’t think so, since the
Government gives holders of E-bonds alternate ways of computing
that interest.

Senator Frrar, Have you run across in your research and findings
the number of self-employed people who have failed altogether to
file a tax return—-—

Mr. Henve. No, I have not, Senator.

Senator Frear. Would that come within your scope of operation ¢

Mr. Hrnee, I am not so sure how you could possibly get at that
- figure. It would bave to be a rough estimate. I would have to
look into it to see if there are any readily available figures.

Senator Frear, Once in a while I think we read in the press, and
of course they are always most accurate, that we would like to, I
mean the Bureau of Internal Revenue, have caught up with people
who have failed to file returns completely. So if you have not gone
into that, any of the figures in your report would not include—-

Mr, HenLe, That’s right. '
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Honttor Feeare Deblieitn of the Tronsirey or taxabls ineoms that
showld have hoen paid 1o the Treasuey,

Mec lenne, £ oam not sy B think thin over $10 hillion would
ineluda nok only underveporting but. fuilure to report, vmnplutvly,

Seantor Fsak, Failuee o veport, That, wonld be ineluded, So
then they mut v, thers muat be domas who have faited o veport
alioget how,

M Hlenew Yoo, but thess figaves wern dovelopod by studying total
amowts of income,

Sonator Fwwaw, You wonld have no way of knowing what per
caniage of thase who failed to veport. entively  would by ol £om
pli\.\}m% ¢

Me. Henee, 'That® vight,

Senator Frear, Tn the course of your operations or seope of opern,
tHowg, do you suppose theee world he any estimmate that eould he mnda
by you, or would that. have to eome from the Prassury  Dopaet-
mon ¢

Me Tienee, Probably have to conw from the 'Uvenstey Dopretiment,
but i you wishy, Towill b glad 1o cheek and seo i T ean Gnd that,
information,

Sonntor Freaw, T am soeking information, ift yon can holp, and
1 wonld appreciate ity although 1 don't want (o put. you to any gront.
bunden in seeuving it. '

Senator Hawrke, Lot e ask you: Do you think thore is at the
proscat tine any tax diserimination in favor of the pension plan
amployecs §

Mre, Hexun, Well, Senator o

Nonator Hanrke, The Treasury Dopaetmoent indicndes thors is, The
proponents of the il elaim that there s

I\}'\*. Hexer, 1 would say this: T am porfectly willing to agies that
the self-omployed person does not. have the smne tnx treatment in
lagistation regarding vetivement. plans that the employed porson has.
However, so far as the existence of a gonuine inequity at tho prosont
time, we feel that because only & minerity of the employees have this
particular tax advantage, and also beeause the self-employed perdon
fxas other {ax advantages not shared by the employee, that therefore
this partienlar problem is not one that is of sueh w prossing nature
that Congress should legislate at this time. Do I make mysolf cloart

Senator Harvre, 1 think ¥ understand,

1ot me ask you this: Let’s come back first, beeause we have to make
a determination where you talk about self-employed individuals re-
aeiving many specific tax advantages: Are there other than what you
call tax avoidance, and that is what you really have roference to-«---

Mr. Hexve, T don’t know.

Senator Harrwe, Tax evasion, pardon me,

Mr. Haxer. I think there would be some others. In the normal
course of business, a self-employed person’s business, he has, I believe,
opportunities to categorize ceriain expenses as a business expense that
in another case might be considered personal expense.

There is the use of a car, the problems involved in having a car
and using it both for business and personal use. There are a number

of others. . . ] )
Senator Harrsr. What you are still talking about is tax evasion?
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Mr, Thuni, Not necossnrily, heeause this ean be porfectly Tegal, 1,
[ ot thad, the tlingns of the 'Teensurey lesve siieh w middle i_grmmd.,
n fuzny arven hove, Chad the fellow mny well be within the tuw, but it is
uinmply the way Che dnw b Lo opernte in nense of Ui sor,

onntor Hawresw Lad o see if T anderstand what, you sre snying,

What yon wre snying, in substanes, in that becnose of the nafure of
this tndividund solf ernployed person, under normnl cirenmstunees,
partioularly if e is ongaged in some kind of boginess, his incomne is
nob vo identified in one solid bulle that he hag maybe ahaneo Lo either
avindo or avoid puying tnxes which the salaried employes does not
Linves s in Lhnd whint, yornree saying ¢

Mus Henne You pul it very u{unrly.

Honntor Hawrcn, That is whad T wasded to geb af, fiest, Those things
are renlly epiticivms divectod ol the present. stractire of the lnw.,  Are
they enforesment or ndministration é

N¥r. HuNnta, o Home oxtent, yess bul, soine of them are unavoid-
ablo,  NMome of them, not. matter how muny inspectors yoir hired or
how eavofuliy you went. over the tux rulings, would stil] be there,

Honntor Hawese, Vet come back (o one other thing.

In vepgurd to your first, stadement, really, the question of o of
rovenue, do you rendly believe, now, that loss of revenne is the over-
riding fuctor, us Mr. Linduny stated, was the "Treasury Departmoont’s
position todny 4
. Mvr, Hoswn, 16 s noly, a8 far ag T am concerned, the overriding
foctor,

Honator Hamrws, Wo conldn’t Hive in o democracy where we are
going to put a dollar value ahead of everything elee, conld we?

Mr Henen, That's true,

Senator Hawrke, In other words, we live in o country of law and
justice; that is the idea, What i what you want---which is what you
wanl., isn’t it

M, Henee, That’s right, Senator,

Senator Hanrsn Wouldn’t make any difference if we didn't give
one penny of taxation, if we were going to tax people on an unfair
bagiy, an equitable busis, 180t that right?

My, HeNgn, The question is, is there equity here?

Senutor Harew, That is the fallacy of putting a dollar value on any
type of tax law, isn’t it?

r. Hunes, T agree with the general point you are making., At the
samo time, it is not unreasonable to look at the Joss in revenue that
any particular tax proposal might involve.

Senator TTarrxe. But we have to assume this, not if the law itself
is unjust and inequitable. 1t wonldn’t make any difference if it raised
one penny or a hundred billion dollars, isn’t that right?

Mr. Henee, If it was a clear case of injustice, T agree,

Excuse me, but just let me add one point, When it is recognized
that the Congress will be reviewing the entire tax structure next year,
and that this committee will have an opportunity to review in much
broader scope the whole gamut of problems, it seems to me a particu-
larly poor time to single out one particular inequity.

We can come up here with lots of inequities. If you wanted to deal
with inequities, we will produce a few.

Senator Harree. The fact of the matter is, you constantly are doing
so; you are pointing them out, which I think is good. I don’t want

¥ :
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to oriticize that, but the poiut of it is that it is recognized that if you
could rewrito the entire tax law and give it o complete study, that is
tho bust way to do ity correct all the inm’luitxim that you can tind; is that
not. right ¥ "T'hat is your contention, isn’t it ¢

My, Hunra That's right,  "That is the opportunity that Congross
is going to have,

Senator Hawrke. Bat the point of it that T am getting at is that
you do-—-at least 1 gnthered the impression that you do recognize, ns
doos the "Trensury Department. n-m‘ as the proponents contend, that
thore is o tax discrimination at the present time in favor of pensioned
cmployees, ‘

0w, Iy question is: 18 it proper for us to do as Senantor (Gore yug-
gosted this morning, to eliminate all of the tax diserimination, or to
oxtond it furthor than the proponents want it oxtended

Mr, Henne, 1 would cortainly say this, that the more equitable pro-
posal is cithor of the two alternatives you propose than 1LR. 10.

In other words, everyone should have it or no one should have it,
but not just some, »

Sonator Hawrrwr. Lot me place this to you s o practical legislative
problem. I am just assuming the position of the proponents for a
moment. A

Lt you had proposed to have it extended to the broader coverage
and met with the opposition of the Treasury Department, thut this
was too broad, and then they contracted the thing in comphiance with
the Treasury’s request, and they ave before us now and are faced with
the argument that they must either go one way or the other: Do we
have to then assume one of two things, must vote against. this and vote
to eliminate the present tax diseriminntion; is that right?

Mr, Hener, It is not for me to say what any committee member
should de. .

1 do feel that to the extont that there is o problem involved iu,this
legislation, to that extent this will be discussed, along with many other
factors bearing on the same type of situation, many other types of
inequities which are just as valid as this one here, in the coming
months, aithough I recognize the difliculties of the proponents in meot-~
ing some of these Treasury Department arguments. :

Nevertheless, at this stage of the game, the AFL-CIO would be
terribly disappointed if this committee should decide to report this
legriislation. \

Senator Harrrr. Let me ask you, though—1I think you have to be
consistent—this is a problem that concerns me that Mr. Ruttenberg,
when ho testified before the Committeo on Ways and Means of the
House of Representatives, 85th Congress, he states this in his ques-
tion in the second paragraph—he was talking particularly there about
the contributions to Government retived funds and railroads—ahe said :

One very special tax problem of workers is the fact that the present law forces
them to pay income taxes under contributions te various Government retirved
systems, old-age and survivors insurance, civil service retirement, and railroad
retirement.

This is felt acuately, particularly by railroad workers who, under
the railroad retirement program, contribute a larger portion of their
pay for this purpose than other groups.
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T'his inequity should be eliminated by excluding these contributions
from income tax for income tax purposes and from wages for with-
holding purposes. , o

Wae believe, however, there should be an upswr limit of $500 of the
amount of contributions that could be thus excluded from income.

Wo further believe that if Congress should apply this principle
not only to contributions made by workers to (imblw pension plans, but
also to contributions made by self-employed individuals to private
peusion plans, it is particularly important that the $500 limit be
maintained, o
: "Wéwm’t this a tacit recognition, at least, of the principle involved

1010

Mr. Huonre, T am not go sure, Senator, that it was, It is true that
many of our union people have been very concernced about a related
aspect of this problem, and the railroad unions and the civil service
unions, as representatives of workers in those aveas of the economy,
have been particularly concerned because the employee contribution
under retivement plans for these workers is more than double the
normal social security contribution.

In the railrond industry, for example, employees are helping to de-
Tray the cost of an unemployment compensation system which in all
private industry outside of the railroads is defrayed completely by
employers. This is one reason why these unions have raised questions
about this problem, and it was to that problem that Mr. Ruttenberg
was directing his testimony.

These unions have raised questions whether it would be possible
to obtain an arrangement whereby employee contributions to these
compulsory programs would not be considered as wages for income-
tax purposes,

1t seems to me the differences between this proposal and H.R. 10
are two: :

One, we were discussing only Government-imposed programs. The
self-employed would also benefit to the extent of their contribution.

Secondly, we suggested an upper limit for.the amount of such a
treatment of $500 a year.

You see, from our point of view, even if it is recognized that there
are speciul’ problems for the selfmemgloyed, the treatment that H.R. 10
would allow, by allowing an upper limit of almost astronomical pro-

ortions, would grant the real benefits to those in the upper income
rackets, and we don’t think that is fair,

Senator Hartxe. In other words, what you are saying in substance
is that it is not the principle so much as the actual way this particular
bill is written ; am rightr?)

Mr. Henep, It is both, If we grant the principle, there are still
serious objections to the bill in the way it is written.

Senator Harrxe. Those people are pensionless employees.

Mr. HeNre. Yes.

Senator Harrke. And those who are on_inadequate pension-em-
ployee systems, they have as much right to claim this tax differentia-
tion as taxemp ogees, do they not.?

Mr. Hexve. They certainly do.

Senator Flarrxe. And, really, don’t the self-em]oloyed people have
the same right to claim that as’a matter of principle?

42T (B
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Mr. Huwen, Yes, indeed, and I go back to your original presenta-
tion of the two alternatives; if thero is preforential tax treatment
eithor overyone should got it, or nobody. If we are going to extend
this prinociple, it should bo extended not just to the self-employed,
butﬁto pensionless employes and those with inadequate pensions as
waoll,

Senator Harrxe, That’s all T have, Mr. Chairman.

Senator Frear. The Senator from Nebrnsk&, Senator Curtis,

Senator Currs. You, of course, favor n continuation of the deduc-
tion s o buginess expense for employers of their contribution to pri-
vate pension plans ¢

My, TTunry, Yes; wedo.

Senator Cunnis, According to your statoment, you suy that the
Department, moaning Health, Xdueation, and Weii'u.m, nlso estimatos
that the total employer contributions for these private pension plans
during the year 1967 was $3.9 billion. It is probably n little more
than that now, is it not§

bll\elw. Hunww, Perhaps so, although these are the Iatest figures avail-
able.

Senator Courris. Now, that $3.9 billion was not subject, to the cor-
porate income tax, was it

Mbr. Henru. That’s correct.

Senator Curris, Of course, it not being paid to stockholders, it
would not be subject to any individual tax, would it ¢

Mr, Henve, ' .‘}mt’s correct,

Senator Curwrs. Now, somo of those companies paying those pen-
sions might have been small companies, not in the 52 percent bracket,
but by and large they were larger concerns; is that not correct ¢

Mr. Henue, In general it is true that the pension programs ave
more frequently found in larger concerns.

Genator Corris, So if that was subject to the 52 percent tax, the
Treasury lost 52 percent of it, and then, inasmuch as it was not paid
out as earnings by the company, they lost again.

Roughly speaking, or estimating roughly, probably 70 percent of
that would have been paid in taxes }mg it not been paid into these
private pension funds, wouldn't it ¢

Mr. Henee, Senator, X just wouldn’t have the basis for——.

Senator Curris. 52 percent of it would, wouldn’t it %

Mr. Henre. Perhaps so, although this includes, may I point out,
not only contributions to pension plans that our unions have nego-
tiated, but it includes contributions to stock bonus plans, profit-sharing
plans, unilateral pension plans.

Senator Curris. You used the term “private pension plans.”

Mr. Henre. T did, indeed, and I should have made it clear that it
isa broader term than that. ,

Senator Curtis, In any event, it probably results in a tax benefit or
a taxloss to the Treasury of upwards of $2 billion.

Mr. Henee. Perhaps so. I am perfectly willing to accept your
figure as an estimate.

Incidentally, may X correct for the record exactly what this figure
covers, because I am now reading from the table in which it is included.
Tt includes private pension and deferred profit-sharing plans.

Senator Curris. How do you define “deferred profit-sharing” plans?
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Mr. Huniy, That is probably o fairly technical definition of the
Internal Revenue Service.

Senator Cunrss. 'What is your understanding of how it works in lay-
maen’s language ¢

My, Hunee, ‘Fhe corporation normally agrees to set aside a certain
proportion of its profits, not for immediate distribution to the em-
ployces, but for deferred distribution upon their retirement.

Senator Curris. But it all includes payments to employees in re-
tirement ?

Mr. Henne. Yes, from the lowest to the highest.

Senator Curris, My figure of 70 percent is not correct because if
b2 percent of it is paid in corporate tax, then there would only be 48
percent, paid in dividends before you would apply the individual tax.

My, Ienne, Not all that would be paid in dividends. I am per-
fectly willing the dividend portion may be 50 percent-—m-

Senntor Currs, So wo will just talk about 52 percent, It would
still mean that the Federal Government is losing $2 billion in cor-
porate taxes a year because of private pension plang, would it not?

Mr, Hrewue, Let’s not forget it is going to get at least a good chunk
of thut money back when it 18 paid out.

Senator Currs, It would, under most of these$

My, Henre. That’s right.

Senator Currrs, Including the proposal before us.

Now, in your suggestion u little bit ago that this deferring taxes
for retirement, plans should include everybody or no one, if it is not
extended to everybody, you still would contend for retaining it for
these existing plans?

My, ey, Senator, we have had some discussions with the Inter-
nal Revenue Service, I believe, over the tax status of pension plans
and employer contributions.

I am not fully up to date regarding the status of this problem. I
am sure I can say, however, that in the coming hearings we are per-
fectly willing to review this as well as any other aspect of the whole
tax situation, and we are perfectly willing to try and work out an
equitable arrangement,

Senator Curris. But you wouldn’t want this repealed ?

Mr. Henvve, Wouldn’t want this repealed ?

Senator Curris. Yes; the provision of law that employers can de-
duct contributions and deferred earnings and profit sharings and so
on, that they can deduct that.

r. Hexpe, ¥ certainly don’t want it repealed at this moment, no.

Senator Curris. Are you, and I do not want the figures because
there is nothing personal about this, but are you under a pension plan
as an employee of the AFL~CLO?

My, Henwe, Yes.

Senator Currrs, Do a great many of the international unions and
other union entities have retirement plans

Mr. Henpe. Many of them, yes. I don’t know the exact number,

Senator Curris. Are they statutory plans?

Mr. Henee, I am sorry. What do you mean by statutory plans?

Senator Curtis. They do not meet the requirements of the Internal
Revenue with respect to company plans, do they?

Mr. Hevie, I just don’t know whether——
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Senator Currs. The whole thing is paid out of the tax-exempt
money, is it not

Mr. Hewer, I was going to say I wasn’t sure whether you mean
had to have their qlans cleared, but I remember some discussions on
this point, and I believe that such plang are generally statutory plans,
have to meet the requirements of the Internal Revenue Service, yes.

Senator Currs. Why ¢

Mr. Henre, I will be happy to look into it.

Senator Curris. Who is your employer? What is the correct title
of 1‘gour employer?

r. Henre. American Federation of Labor and Congress of Indus-
trial Organizations.

Senator Curris. Isany of their income taxed ¢

Mr. Henve, It is not.

Senator Curris. Why would they be meeting the requirements of
the Internal Revenue Code in order to pay a pension ¢

Mr. Henee. Senator, we are really getting involved in fairly detailed
tax matters. T said I didn’t know for certain. My impression was
that they nevertheless had to meet certain Internal Revenue Service
requirements. I would be happy to check on it and let you know, or
let the committee know in any way.

Senator Cortis. Now, in the retirement plans that you know of set
up by unions, do the employees contribute to those ¢

Mr. Henre, Insome cases, yes; in most cases, I do not think so.

Senator Corms. In the case of the AFL~CIO, is there an employee
contribution? -

Mr. Henve, No, there is not.

Senator Currts. Do you know of any unions where there is an em-
ployee contribution ?

Mr. Hexee. T am sorry; I am just not familiar with the plans of
our various international unions. I would be very happy to find out
for you, if you wish.

- Senator Curris. Now, if the tax loss in these private pension plans,

as referred to in your statement, or the amount employers paid, is

$3.94 billion, and if the loss in revenue is $2 billion, and I think that

is a \lregy conservative estimate, that is for the benefit of 17 million
eople?

P r. Hente, Yes,

Senator Courtis. How many gainfu]lgr employed people do we have
in the country, including self-employed

Mr. Henwe. Including self-employed, it includes something around
66 million. That includes agricultural workers, domestic servants, all
types of employees that are self-employed.

%enator Jurtis. In other words, roughly a fourth of gainfully em-
E]oyed. people.of the country share in a pension plan accumulated

efore or without taxes at a loss in revenue of upward of $2 billion?

Mr, Henue, Let’s not forget that these same employees do contribute
close to $700 million in each year on which they do pay taxes.

Senator Curris. I am thinking of the losses of revenue to the
Treasury. .

That’s all, Mr. Chairman.

Senator Frear, Were there any figures requested of Mr. Henle that
you want for the record ¢

Senator Curtis. No.

w
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Senator Frrar. Thank you very much, Mr, Henle.

Mr. Henzp, Thank you, Mr, Chairman,

Senator Frear. Our next witness is Dr. Edward C. Mazique, presi-
dent-elect of the National Medical Association.

Please proceed, Dr. Mazique.

STATEMENT OF DR. EDWARD C. MAZIQUE, PRESIDENT-ELECT OF
THE NATIONAL MEDICAL ASSOCIATION

Dr. Maziqur. Thank you for the opportunity to upgear before you
today in the interest of advancing economic security for the self-em-
ployed in their declining years.

I am Dr. Edward C. Mazique, president-elect of the National Med-
ical_Association, an_organization primarily of Negro physicians in
the United States. In the absonce of federally backed social security
protection, a tax-sheltered plan for self-employed gersons, such as
contained in H.R. 10, is of major interest to our medical society, for
it vitally and directly affects the future well-being of our members
and their families,

The long period of preparation necessary to qualify as a physician in
this age of specialization limits the productive years, accordingly.
Moreover, as is often the case for Negro physicians, the productive
years are further reduced by postponed medical training due to
limited educational funds. Added to this is the further pestpone-
ment of professional activities by physicians generally compared to
some other fields of endeavor an tﬁe consequent late arrival of their
families, These facts, together with inflated living and high taxation
during such a short span of his productive life, and coupled with the
accepted fact that doctors are poor businessmen, often inflict a feeling
of baflling insecurity and creeping futility.

A federally backed plan, such as the Keogh bill provides, would
materially assure the self-employed person equal economic protection
under the law and guarantee him against complete destitution in
emorgencies and advancing age, which %und he would himself establish
while his earning capacity 1s at its maximum,

The issue of growing insecurity approaches reality, first, among
those serving exclusively the Negro group where general economic
uncertainties are detected often before they are felt elsewhere. With-
out adequate security plans and usually without supplementary capital
investments, medical services represent the physician’s sole means of
survival and its termination can produce tragic destitution for him-
self and his family. Numerous cases of physician res]l)qonsibilities are
broadened by a system of extended family relationship which still
persists in the lower socioeconomic groups.

Factors of advancing age, catastrophie illnesses and other unfore-
seen emergencies bear grave concern for the physicians in their years
of decline. Today, insurance against these contingencies are on a
voluntary basis and, as much as one desires, may be freely purchased
after all income taxes are paid. Y¥lowever, the net derived from the
practice of medicine after meeting the heavy overhead, taxable and
nontaxable demands, set arbitrary limitations on this form of pro-
tection. Fence, caught between inflated high living cost and taxa-
tion, the area of maneuverability for those attempting long-range
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soourity for thomsolves and fumilies is thus eurtailed, and physicians
aro increasingly bocoming so anxious that community practioco is bogin-
ning Lo suffor,

The accepted twin relationship of public apgoncies of hondth and
wolfure demonstrate the inextricable prartnorship of these two which
govern overy aspeet of our lives, 14 is intm-om.inrx to noto here in
passing that whils physicinns hnve taken the leadership in the eradiea-
tion of diseases nm‘ the promotion of sound henlth standards that the
American people might Tive longoer, fuller lives, they have so neglocted
themsotves,  What we have so genarousty done for others, we agk that
you rmvidu for us that our years also may bo long and happy, for
i all probability the doctor too will become i1l and, if he lives long
cnough, nged,

1t is therefore, on behalf of the National Medical Association, that
L argo favorable consideration and veport bo given the bill before you
today, that physiciang may have at least a measure of lasting security
comprrable to that now enjoyed by others in our society.

Senator Ferar., Are thore any quostions?

Thank you v, Mazigue.

Our next witness is Mrs, Maurine Howard Abernathy, fivst vice
wesident and president-eleet of the National Association of Women
AWYErs,

Please proceed, Mrs. Abernathy.

STATEMENT OF MRS, MAURINE HOWARD ABERNATHY, FIRST VICE
PRESIDENT AND PRESIDENT-ELECT OF THE NATIONAL ASSOCIA-
TION OF WOMEN LAWYERS

Mrs. Asernvaray., Mr, Chairman and mombors of the committee,
my name is Mrs. Maurine Ioward Abernathy. I am a practicing
lawyer in the Distriet of Columbia, and T am presently first vice
resident and president-eleet of the National Association of Women

awyers. This organization is composed of approximately 900
women, who are practicing lawyers throughout l‘}m United States;
it is the only woman's organization recognized by the American
Bar Association, and it is represented by a delogate in the house
of delegates of the American Bar Association.

At its midyear meeting in February 1957, the National Association
of Women Lawyers voted for and went on record as favoring and
supporting legislation which would entitle the self-employed to the
same tax treatment of retirement savings as enjoyed by corporate
employees under pension plans, that is, the right {o set aside earn-
ings during the peak years of a lawyer’s practice, on which the tax
would be deferred to a time when her earnings may be reduced be-
cause of age, disability, or other reasons caused by advancing years.
We believe the Government should encourage self-employment rather
than penalize it by not giving the self-employed the same privileges
asbig corporations.

The self-employed have gone about their business unorganized,
and, therefore, occupy the place of the forgotten man, because they
had no one to speak for them. We believe that it is time for this
inequity to be corrected.
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The Nationnl Associstion of Women Lawyers wishes o thank this
commnitteo for giving it the opportunity to testify in favor of HL.R.
10 (8. 1079), und wishes to go on rocord ns supporting in toto the
recommondations presented here by the Americun Bar Association.

Senator F'rean, Arve there any questions?

'Thank you, Mrs. Abernathy.

Qur next witness is the Honorable Josoph W, Barr, a Representa-
tive in Congress from the State of Indiana.

Proceed in your own way, Mr. Barr.

STATEMENT OF HON. JOSEPH W. BARR, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF INDIANA

Ropresentative Banr. One of the fow economic facts that are diffi-
cult to dispute today is that the United States of America faces s capital
deficit in the next 10 to 15 years. This Nation will unquestionably
have real difficulty saving the capital that it needs to provide for a rate
of growth to em&',loy the millions of youngsters now in school, who
will soon be added to our labor force.

It is my personal opinion that I{.R. 10 is one of the few bills I have
seon in my short tenure here in this Congress that, provides a real incen-
tive to save. T helieve that it does correct an inequity existing between
professional and self-employed persons and my colleagues in business,
twho have deferred compensation, stock options, and other tax advan-
ages.

It can be argued that passing TLR. 10 may constitute a temporary
tax loss to the United States. I firinly believe that the advaniages to
tho Nation that will accrue from this new source of savings will more
than offset this tax loss,

I respectfully urge that your committee favorably report what I
consider to bo an excellent piece of legislation.

Senator Fxear. Arethere any questions?

Thank you, Mr. Barr.

Representative Bark. ‘Thank you, Mr. Chairman.

Senator Frear, Our next witness is Mr. James M. Landis, general
counsel, Association of Mutual Fund Plan Sponsors, Inc.

Mr. Landis.

STATEMENT OF JAMES M. LANDIS, GENERAL COUNSEL, AJSOCIA-
TION OF MUTUAL FUND PLAN SPONSORS, INC.

Mr. Laxpis. My name is James M. Landie. X am general counsel
to the Association of Mutual Fund Plan Sponsors, Inc. .

"T'he purpose of my appearance here is to s%ggest a clarifying amend-
ment to clause (111) of paragraph (c¢) (8) (A) of section 4 of the bill
before you, a section which amends section 405 of the Internal Revenue

Jode of 1954.  (L.ines 21 to 23 on page 26 of HL.R. 10,)

T can best explain the purpose of this amendment by explaining the
phase of the mutual fund industry that we represent, since that section
already [iermits the investment of restricted retirement funds in stock
in a regulated investment company meeting the requirements of section
851 of the Internal Revenne Code.
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The contruetial phase of the mutual fund industry differs from
the norinel oporations of that industry in that instend of selling stock
in an invostment cmn‘mny, it offors for sule sontraots enlling for pori-
odic payments, usually on a monthly busis, of from $10 o month ap,
The proceeds of thesy puyments wre invested sither in the securitics
of u mutual fund at m\}; assot value, that i, froe from an additional
solling commisison, or divectly in o mutunl fund. This contractuni
plan is, in essonce, o plan for the acquisition through periodic puy-
ments—mueh in the manner of life insurance-—~of & growing stake in
Ameriean entorprigo.  There are some 84 companies presontly engngrod
in this industry. ‘e net assots of the funds they merchandiso as of
Decmber 31, 1958 were $2,678 million, and as of today probably top:
the $3 billion figure. The associntion T veprosent comprises 10 of
these cmnrm\ios, the assets of the funds thoy mm'u‘hmu'liﬂo totaling
some $2 billion. ~ As of Murch 31, 1959, out of 8 of these 10 companies,
somo $841,000 plans wore in foren, '

All of the companies who are members of the assosiation are vog.
istered with the Securities snd Ixchange Commission under the
Investment Company Act of 1940 and qualify under section 851 of
the Internal Revenue Code, 'They are ofomxly rogulatod by the SEC
as to the commissions they ean charge, the manngotent foes that they
can collect, the typo of advertising that they can employ, the nature
of their investment policies, and literally o ]mndrm{ atid one other
matters, Their record to date has tot only been good; it has been
oxcellent.  This does not mean that they ean gnaranteo the futuve,
since they vepresont like all mutual finds investients in a broad
vange of equiiy ceeuvitios whose value a year or 10 yoars from now
can be niore ov less than the acyuisition cost.  Ilowever, in that they
ropresent & shaye in equitios as eontreasted with a claim for n fixed
dollar amount, they ean be vogarded as o hodge against inflation--s
possibility of which all of w: mast be awure.

One feature common to most oi these contractunl plans is that they
combine a form of group insurance with the periodic payments. In
other words, if the plan holder dics before the payments are com-
pleted, the insuranes company steps in and immodiaioly completes the
payments under the plan, so that the plan holder’s estate or his des-
1gnated beneficiary receives tho value of a fully completed plun. The
insurance rates are low, very low in fact. The companies who are
the insurers are well recognized, the John Hancock, the Connecticut
General Life, the United States Life, to take the major companies in
this business. The sccurities acquired as a result of the periodic

ayments ave held by banks as custodians. Among these custodians,
'or example, are the Kmpire Trust Co., the Bank of New York, the
Chemical Corn Bxchange Bank, the National Shawmut Bank of Bos-
ton, and others of similar standing and similar integrity.

I think that you can see that as a result of a stock market decline,
there can be a depreciation in the value of an investment of this type,.
but the possibility of bankruptey is substantially negligible.

Indeed, to my mind, the mutual fund contractual pl%m is a new but
most valuable instrament in estate planning. It does not supplant in-
surance or savings bank deposits or Government bonds but it adds the
opportunity through periodic payments to acquire an increasin
share in the future of American enterprise. It is not and never should
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bo regurded as o devico for speculation. Instead, it is o medium for
long-term invostmont, .

It seems patont to mo that there was no desire by the Touse to ex-
cludo the mutund fund contractunl plans ag o wedium of investment
for the restricted retivemont funds provided for by this bill. The
lnnguage of the bill should even now permiit this form of investment
and my own opinion and that of other lawyers i that it does. But
admittodly there could be o difference of opinion on this point and
because of thai, vie of the associntion wonld like to be sure of that fact.
Weo therefore submit as w elurifying amendment the substitution of
the following languago for the language now presently in clause (111)
of pnmgmpﬁ (¢) (8) (A) of section 4 of the bill, nunely :

(i) stock or o porlodic puymont plun (whether such plan he an Insured plan
or othorwiso) reglstored under the Investment Company Act of 1940 for the
purchaso of stock or an oguivalent interest in 4 regulated invesiment company
meeting the requiroments of section 841,

Senntor Wuegan, Thank you, My, Landis.

Ave there sny questions

Wo will now hesr from Mr. Robert A, Holloway, Chairman of the
Realtor’s Washington Comumitiee of the Nations] Agsociation of Real
Lstato Boards,

Please proceed, Mr. Holloway.

STATEMENT OF ROBERT A. HOLLOWAY, CHAIRMAN, REALTORY
WASHINGTON COMMITTEE OF THE NATIONAL ASSOCIATION OF
REAL ESTATE BOARDS

Mer. Horwoway, My name is Robert A. Tlolloway, and 1 am a realtor
engaged in the real estate brokerage and home building business in
Baton Rouge, L., s o partner in the firm of Bardwell and Holloway.
As chairman of the Renltors’ Washington Committee T am testifying
in behalf of the National Association of Real Estate Boards. Our
organization consists of about 65,000 licensed real estate brokers who
are known as realtors.  'The overwhelming majority are self-employed
and hence vitnlly concerned with this legislation.

ILR. 10, or &. 1979 introduced by Senator Smathers, a member of
this commitiee, would permit a self-employed person to deduct up
to 10 percent (f)ut not to exceed $2,500 in any one ym? which money
would be invested in certain restricted type anumity funds, with the
anl f-emrloyed person paying the tux on the annuities during the year
in which he receives them.

The realtors whom I have the honor to represent are essentially
small businessmen engaged in performing a professional-type service
to the public. Indeed, the existence of 47 State real estate licensing
laws attests to the personal-type service which the realtor performs
and which makes him essentially a self-employed person,

Whether it be real estate brokerage, management or appraising,
the preferable form of doing business is the personal and unincor-
perated one. TIowever, our tax laws by denying the self-employed
person the right to participate in a qualified pension plan will nevit-
ably force the more impersonal corporate form as the more prevalent
vehicle for projecting the realtor’s personal service to the publie.
‘There is serious question as to whether this is desirable. Yet the
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Congress has inndvertently, wo beliove, taken aflirmative action to
foreo tho corporate form on roaltors as well ag other self-employed
persons performing a personnl-typo servico. I will explain this in
grontor detail in a fow moments. '

Wo do not boliove that theve exists sorious question as to tho tax
diserimination against solf-employed persons which the Smuthers-

XKoogh-Simpson bill secks to correet.” The committee is no doubt

aware of tha President’s support of the principle of this legislation,
a8 announced in his fivst state of the Union messnge in Janunry 1053
and in & major ecanmpaign address the A)mvimm October, '

The Treasury Departmont conceded in o voport dated June 27,
1955, that under existing law employces of corporations covered b;y
qualified ponsion plans enjoyed a “substentini potential tax advantage”
over sol f-employod indiviémﬂﬂ. o

Tho purpose and the details of this legisiation are well known to
the committoo. Weo doubt that there has been for many yesrs a
mensure which has enjoyed such widesproad reporting and comment
as this bill. I will therefore confine the remainder of my statement
to specific objoctions which have been raised against the bill b
Treasury officials und some Members of the Congress, objections which
unfortunately have cast the moeasure asa controyersiad one.

There are two principal avguments advanced against favorable con-
sideration of th is?o;gis‘mtion. E

First, thore is the question of loss in rovenue and this statoment
assumes for the purpose of argument only that the T'reasury’s estimate
of $368 million is correct.  Other witnesses more competent than I
in this field will, T am sure, successfully rebut this estimate.

Woe believe that removal of an admitted tax inequity should be of
paramount consideration. This inequity should not be permitted to
stand because its existence is an admission that the Congress desires
that thoss who are solf-employed should bear & greater tax burden
than those who serve the corporation even though the latter may boe
a legal fiction created only for the tax consequences.

Secondly, it is snid that approval of FLR. 10 would still leave
pensionless the employees of corporations and self-employed persons
who are not participants of a qualified pension plan. This has some
validity, but these employees at, least have the vehicle in existing law
to participate in a plan created by their employers who have the in-
centive of a tax deduction to create such a plan. The self-employed
person is completely excluded under existing law and in all fairness
this inequity cries out for paramount consideration.

However, there are more compelling veasons why this argument
does not stand up under critical analysis. The best evidence, in my
opinion, of the fallacy underlying this argument is the action of the

ate Finance Committee and the Senato last year in approving a
new subchapter S as part of the Internal Revenue Code.

This provision, one of the most far reaching in the code, singled
out 8 portion only of the Nation’s self-employed and in effect told
them this:

You proprietors and pariners canmot participate in your pension plans be-
cauge you are not emplogees. Incorporate and them elect not to be tayed as a
corporation. Presto, you are now an employee and you can participate in &
pension plan.
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Howaover, you lawyers, accountants, doctors, architects and others who are for-
bidden by Btate law from doing business in the corporate form, well, you will
have to sit this one ont,

I ag o real ostate broker can incorporate and try to tuke advantago
of subchaptor 8. But isn’t it n strange perversion of our tax laws o
require that I incorporate, go through. the expense and the hazards
of doing business in n form that is not the most desirable, in order to
bo able to participato in a pension plan?

Of course, I am not sure that the Internal Revenue Service will

rermit me to incorporate solely because of the tax advantages flowing
from subchaptor 8. If this be g0, then the Congress lust year create
a Tar greator inequity than this statement suggests.

1 am submitting for the record a memorandum prepared by our
counsel, appropriately entitled: “Ilow the Congress in 1958, by Fx-
tending the Corporate Pension and Other Fringe Benefits to Some
Solf«]‘)mvlo od, Aggravated the Inequity Which FLR. 10 Seeks To
Correct.’ iyhopo) that you will all take the time to read it. I am con-
fident that you will reach the same conclusion as I, that H.R. 10~-the
Smathers-Keogh-Simpson bill-—provides the only remedy for the
inequity which Congress made more pronounced in 1958 through the
enactment of subchapter 8,

I have here with me our counsel, John C, Willismson, who will as-
sist me in answering any technical questions which this statement may
prompt.

June 9, 1950,
MEMORANDUM

Hubject : Tow the Congress in 1058, by extending the corporate penslon and other
fringe benefits to some self-employed, aggravated the inequity which HLR.
10 seeks to correct.

HLR. 10, the Keogh-8impson bill, passed the House of Representatives on
March 16, 1959, by an almost unanimous vote. The bill would permit self-
employed persons to defer taxes on a portion of their income (not more than 10
pereent and not to exceed $2,500 in any one year) which deduetible amounts
must be invested in certaln restricted retirement funds.

The bill thus secks to equalize the tax treatment of such contributions, in the
case of self-employed persons, with that of corporations which are now per-
mitted tax deductions for pension funds and other deferred compensation plans
for the benefit of employed persons,

Under present law a self-employed person may establish a pension or profit- .
sharing plan for his employees, but as a self-employed person, be he a partner
or proprietor, he is not considered an employee and hence not eligible to partiel-
pate in the pension plan. This {8 the essence of the inequity which HL.R. 10
gecks to correct.

The Congress in the Technieal Tax Amendments Act of 1958 added sub-
chapter 8 to the Internal Revenue Code. Subchapter 8 provides that a closely
held domestie corporation may elect not to be taxed as a corporation. The re-
quirements for such election are that with respect to a domestic corporation-—~

(@) There be less than 11 stockholders.

(1) All stockholders be individuals or estates.

(o) No stockholder be & nonregident allen.

(d) Only one class of stock be outstanding.

(e) The corporation not be a member of an affilinted group of corpora.
tions tied to a common parent,

(f) Al stockholders agree to the election not to be taxed as a corporation.

Thus a self-employed person who incorporates and makes the election not
to be taxed as a corpoyation pays income tax as though he were & proprietor or
partner; 1. e, he pays taxes on his salary plus distributed and undistributed
profits as of the close of the corporation’s taxable year.
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Tho basts for the provision is shrouded with uncertainty, I subchapter 8
wero Intended as & small business tax relief mweasury, then the word “small” re-
forred only to “closely held” and not to income ov eapitnlization,

Subchapter 8 could, therefore, be uxed to qualify a proprictor or partner us
an employse and, therofore, make him eligible to particlpaie In a qualitied pon-
sion pinn, an well as other tringe benefits such ug o profit-sharing plan, stock-
bonus plan, group Ufe, heslth and aceldent insurnnce, wage continuaiion plans
for slek employees, ote,

hus technically a self-employed person having only one other employee (his
gecretary, for exampie) could incorporate, set up a pension plan for himsell (ng
a corporute employee) and his secretarvy, Ry intograting the plan with socinl
recurity, the corporation would be required to congribute only with rospect to
compensation in excess of the $4800 socin) secarity base wagne. Thus, con-
colvably, the self-employed person might find himself enjoying thoe beneflts of a
maoditied verston of the Keogh-8lmpuon plan,

iowever, subebaptor 8 1y clonked with go much uncertainty that tax Inwyers
and acconntants arve reluctant to touch kt.  But of grenter signifleance than this
wneertainty s the perversion of the tax code which underlies the proposal.

On the one hand, the Internal Revenue Service frowns on incorporation solely
for the tax consequences, Yot the Qongress in subehnpter 8, In substance, urges
on proprietors and pariners: “In your present business form you are not an
omployee sud are therefore ineligible to parvticiplate in a penston plan.  Ine
corporate and, presto, you aro an employee.  You will atill be taxed a8 n pnrtner-
ship, but you can now pacticipate in a pansion plan,”

Incorporation mny be a desivable form of dolng business for some self-
employed persons but fncorporation ought not to be dictated solely by tax con-
alderntions which eduld be accomplighed by merely permitting the self-craployed
to participate in a plan without adopting the corporate form,

Remember that subchapter § muay be used only by self-omployed persons who
are able to function as corporations,

The ennctment of subehapter § further apgravated the situation with respect
to self-employed persons who are prevented by State law from ndopting the cor-
pornte form. These are the lawyers, doctors, accountants, architects, profes-
sfonal engineers, and perhaps others. ‘Theso groups arve unable to participate in
the fiction which the Congress created in 1958 in subchaptor 8 for other sclf-
employed,

Thus we have a classical example of the result of an unsound approach to
the curing of a tax inequity.

In conclusion:

A seif-employed person, who may do business in a corporate form, shonld not
be required to incorporate in order to participate in n pension plan,

A self-employed person, who s forbidden to do business in a corporate form
does not even have the questionable hnven of subchapter 8,

The incescapable conclusion is that ¥LR. 10 (8, 1979), the Keogh-Simpsons
Swmathers bill provides the only remely for the inequity which Congres made
more pronounced in 1968 through the ennctment of subchapter 8.

Senator Frear. Thank you Mr. Holloway.

Off the record.

(Discussion off the record.) . i

Senator Frear. The committee will be in recess.

(By direction of the chairman, the following is made a part of the
record )

Proenix Trroe & Trusr Co.,
. Phoeniw, Ariz., Aprit 20, 1959.
Sepator Cari HAYDEN,
U7.8. Senatc Building,
Waskington, D.C. i

Drag Sexatos HavpeEN: The Phoenix Title & Trust Co. is very much inter-
ested in the Xeogh bill which has passed the House as H.R.10, and is now
before the Senate, covering equal rights for self-employed.

There is language in the bill to the effect that only a bank could be the trustee.
This would sct {0 exclude the Phoenix Title & Trust Co. from being trustee for
geif-employed persons. If this bill were passed with the prerent language, we
feel it would be discriminatory against our institution, especially in view of
the fact that we are currently handling in excess of 80 percent of the retirement
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trusts o Arlzonn. We would like to see the language changed so that it wonld
permit other corporations having trust powers to net ns such trustees, provided
guch corporations are under the supervision of Federal or State regulatory
bodion,

Our compuny and the undersigned would apprecinte your efforts in getting
this portion of the bill amended so that our company and other such corporate
trust companles will not be excluded from hnndiing this trust business. We
would also apprecinte being kept Informed on this matter, as 1t iv vital to our
business and existence,

Phank you for your eiforis in thls matter.

Yours very truly, ]
. L Connmius, Haccubive Vice Prosident.

Orpanoms County Disrrior Denral Sociery,
Olclahona Uity, Okla., January 8, 1957,
Hon, Hanwy ¥, Dyun,
Chatrman, Senate Mnance Oommittce,
Sonate Offioe Bullding,
Washington, D.O.

DrAr Hevaron Byep: Mnclosed 1 resolution unauimously adopted by this
organization on January 8, 1007,

Tho members of this organization request a hearing on this proposal at the
earliest tlmoe possible, and ask thot this resolution be included in the printed
record of the hearing.

Sincerely, ’
Wirtiax I5. Doy, D.D.S.
REsOLUTION

Whersas self-employed persons, as those in the dental profession, arve discrim-
inated against in regard to tax leglslation in the Internal Revenue Code, as
opposed to those persons, such as corporate officers and employees wlo are al-
lowed tax relief under private pension and retirement programs; and

‘Whereas a propossl known as the Jenkins-Keogh bill has been before the
Congress of these United States for more than 6 years ; and

Whereas both major political parties as well as the President of these United
States have supported the prineiples of this proposal ; and

Whereas this proposal is to be again brought before the 85th Congress for
it consideration: Therefore bo it ’

Resolved, That this Oklaboma County District Dental Boclety, composed of
162 membevs, ask that this Jenking-Keogh proposal be given unlimited support
and consideration by this 85th Congress toward the enactment of adequate
legislation to eliminate this tax inequality; and be it further

Roesolved, That a copy of this resolution be forwarded to Hon, Robert 8, Kerr,
Senator from Oklahoma; Hon. Mike Monroney, Senator from Oklahoma ; Hon,
John Jarman, Congressman from the Fifth Disiriet of Oklshoma; Hon. Jere
Cooper, chalrman of the House Committee o Ways and Means, and Hon. Harry
. Byrd, chairman of the Senate Finance Committee, urging them to suppoxrt
this timely proposal by these geaerous giving of their time and efforts to influence
the enactment of this equalizing legisiation. .

nanimously approved by membership January 8, 1957,

Wiriax H, Dovie, D.D.S., President.
Wiwraam €. Bracg, D.D.8,, President-elect.
H. W. Fostzn, D.D.8., Secretary.

aroe

TR 8oUTH CAROLINA NATIONAY BANK,
Charleston, 8.0., April 18, 1959.
Hon. OLINn D, JOHNSTON,
Senate Qffice Building,
Washington, D.0O.

Drar Sexator JornsrTon : There is presently before the Senate Finance Com-
mittee o bill entitled “Self-Employed Individuals Retirement Act of 1959 which
iﬁi de:ﬁgfgt«;% %s H.R. 10, This bill was passed by the House by volce vote on

arc] , 1959,

[ T
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The investment restrictions contained in the bill in its present form ghould
it become law, will present many problems to the banks in administering the
accounts contemplaied. We do not know what the prospeets are that this bill
will be enacted into law but our interest lies in being able to properly service
the accounts of our customers who may wish to take advantage of the provizions
of the bill in the event it is passed by the Senate and signed by the President.

It is obvious that the proper investment of small amounts contributed by a
large number of individuals can only be on the basis of 8 pooling or collective
investment of funds. Such collective investment of trust funds by s national
bank is lmited under section 17 and section 10-C of regulation I of the Board
of Governors of the Federal Reserve System. The restrictlons of the bill in its
present form. would probably probibit collective investment under either of the
provisions referred to.

Many banks including the South Carolina Natlonal are operating common
trust funds at the present time under section 17 of the regulations referved
to and if permitted might tind its present common trust fund or one of them
suitable for the investment of the accounts created under the terms of the bill.
In any event, it would seem highly desirable that banks be permitted to invest
under one or other of the sections referred to or relief might be had by amend-
ing the investment restrictions so that the accounts could be invested under the
various State statutes relating to the investment of trust funds so that the
retirement funds of an individual could be invested under the State statutes
of the residence of the particular individual.

It is, of course, possible that the Board of Governors of the Federal Reserve
System might amend the provisions of regulation I in the event that the bill
became law so as to perinit collective investment of accounts, but there is no
assurance that they would do so and in our opinion it would be desirable to
amend the provisions of the bill as indicated.

Your consideration of these recommendations will be greatly appreciated.

Sincerely, .
R. P, BpMunos, Jr.,
Vice President and General T'rust Oficer.

P

CreveLanp, QOuto, February 6, 1957,
Senator Harey B, Byrp,
Ohatrman of the Senate Finance Commitice,
Senate Ofloe Building, Washington, D.C.

Dran 81 : The enclosed material is a copy of a resolution passed by the Cleve-
land Dental Soclety at its January 31 meeting. Will you please see that this
proposal gets a timely hearing, and that thig resolution is included in the printed
record of that hearing?

Sincarely
’ Harry J. GEURINK,

Cheirman, Legislative Qommitice of the Oleveland Dental Society.

RESOLUTION

Whereas a proposal known a8 the Jenkinsg-Keogh bill can give the professionu:
man some of the tax benefits denied to him since the Internal Revenue Code was
enacted ; and

Whereas the principles of this bill have been before our national legislators
for over 8 years in some form or other and have favorably impressed these law-
makers by their soundness and fairness ; and

Whereas under this bill the self-employed individual would be able to set aside
money for future retirement, tax free, such as corporations now set aside for
thelr pension plans; and

‘Whereas such savings thus set aside would present a definite hedge against
infiation : Therefore be it

Resolved, That the Olevelaud Dental Soclety support the principles of the
%enki;xs&%eogh proposal and urge the 85th Congress to enact them into law; and

e 1t further

Resolved, That the Cleveland Dental Society urge Senators John Bricker and
Frank Lauschie, Representatives Michael Feighan, Frances Boiton, Charles W,
Vanil, and William H, Minshall, Senator Harry ¥. Byrd, chairman of the Senate

& .
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Finance Committes, and Representative Jere Cooper, chairman of the House
Committee on Ways and Means to use their support and influence to secure an
early enactment of this proposal.
Respectfully submitted. .

James M. GENTILLY,

W. . SrerviNg,

Harry J. GEURINK,

Chatrman, Legislan've Commitice of the Cleveland Dental Sooiety.

Wear CoasT DIsTRIOT
DENTAY, SOCIETY OF FLORIDA, :
. Tampa, Fla., February 12, 1957,
Senater ¥Larry ¥, Byrp, :
Ohairman of the Senante Finance Commitiee,
U.8. Benate, Washington, D.0.

Dear Senator Byrp: Encloged is & copy of a resolution passed by the West
Coast District Dental Soclety at its midwinter meeting held i Tampa, Fla., on
January 25, 1957,

OQur group is extremely interested in the Jenking-Keogh proposat becavse of
its importance and beneficial deferred tax payments for those of us that are selfs
employed.

The West Coast District Dental Society will appreciate your support of this
proposal and your efforts to bring about a timely hearing on this proposal with
the inclusion of our resolution in the printed record of the hearing.

Yours very truly,
James Howpsroox, D.D.8.

QUTLINE OF A RESOLUTION IN SUPPORT OF TRRE JENKINS-Kross PROPOBAYL

Whereas the Jenkins-Keogh bill will again be before the Congress of the
’Gnkted Stutes ‘at its ensuing session, and the officers and members of the West
paat Digtiict Dental Soclety of Florida desired to express their great interest
d pagsage of sald bill: Therefore be it
Reaol'ved That the West Coast District Dental Society of Florida supports the
principles or the Jenkins-Keogh proposal and urges the 85th Congress to enact
it into law ; and be it furthex
Resolved, That the West Coast District Dental Soclety of Florida urge Senator
Spessard L. Holland, Senator George Smathers and Representative William O,
Cramer, Representative Jere Cooper, chairman of the House Committee on Ways
and Means, and Senator Harry F. Byrd, chairman of the Senate Finance Com-
mittee to lend thelr efforts, lnﬂuence, and support to the early enactment of this
proposal.

This 26th day of January 1087,
: ) Wear CoasT Digteror DENTAL S00mIy
' ) OF K'1L.ORIDA,
By J. Leoxw Socuwarrz, D.D.S., President.

Attest:
James Horwostocx, D.D.8, Secretary.

OrreoN STATE DENTAL ASSBOUIATION,

: Portiand, Oreg., February 4, 1967,
Hon, Harry F. Berp,

Chetrman of the senate Finance Oommittee,
U.8. Benate, Washington, D.C.

Drar Senator Byrp: It i the conviction of the dental profession that the.
Jenkins-Keogh proposal should be enacted into law during the 85th session of
Congress. In' accordance with that conviction, the Executive Council of the
Oregon State Dental Assoclation adopted the enclosed resolution on January 12,
1957, and directed the Secretary to distribute coples of the resolution to members
of its congressional delegation and to the appropriate chairman of the Senate
and House of Representatives.

- Consequently, the Oregon State Dental Association respectfully requests that
you earnestly strive for passage of bills LR, 9 and H.R. 10 during the 83th
sesglon of Congress,
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furthermore, our inembetaiilh requests that heurings be held on this propogal
and (hid the attrehed resolution be placed fn the record of these honrings,
Very truly yours,
riomas 13, Hovow Seeretary.
Resonurion

Whereas the Tuternal Revenue Code prants consfderable income tax sivings
to cortain Individuals, such us corporate employevs, by not subjocting to present,
taxation corporate contributions to their retirement or penston funds which have
been estabiished for thetr benofit ; and

Wherens solf-employed {m‘mnm ure nob qecorded a Hke privitege of Income tax
savings ont amounts contiibuted by thom to thelr own retivrement programs; and

Wherens (hin fnecome tax iquunv could be correcied by pnssage of the Jonking-
Keogh proposal, H.R. 9 and 11L.R. 10, the principles of which have {he wpproval
;sf both mafor political parties and ihe Presidont of the United Btates; thorefore
ho {1t

Pesolved, That the membership of the Oregon Btate Dental Associntion endorge
the tonet. of the Jenkins-Keoph proposal, ILR, 9 and K. 10, which would pernit
solf-employed persons to obtain income tax savings on contributions to thelr
pension or retivemoent, programs similar to those now provided by Inw to corpo-
rate employees with respect {o contributions made to thely ponsion or retirement
programs by their employers ; and be it furthor

Rexolved, That the mombt\wl\ip of the Oregon State Dental Assoclation urge
the 85th Congress to enact the Jenkins-Keogh proposat qulekly into lnw and
vequests the members of (he Ovegon congressional delegation to diligently strive
for early passage of this desirable legisiation ; and be i further

Resolved, That the Ovegon State Dental Assovtation reguest its congrossionnt
delegation to place this resolution {n the Congressionnl Record.

INDIANA SrATE DENTAL ABSOCIATION,
Indtanapolis, Ind., February 9, 1955,
Fon. Harny I Bywy,
Chairman, Nenale Pinance Commitiee,
U.8. Nenate, Washington, .0,

My Dear Sevaor Byrn: At a recent meeting of the bourd of trustees of the
Indinna State Dental Association, the members of that group, after due study
and discussion of the bueden of Federal {axes, approved a resolution strongly
favoring the principles of the Jenkins-Keogh bitls (ILR. ¢ and H.R, 10) and the
transmission of that resolution to the members 0f the Indinna delegition in the
V.8, Congress and to two specific committee chairmen. The board of trustees
also asked that the vesolution be placed in the vecords of any hearings that muy
be held and also in the Congressional Record.

Consequenily, at the request of the board, of Paul H. Asher, D.D.S,, 3807
Washington Sivect, Gary, president of the Indmna State Dentnl Associutlon, and
of the other officers, Iam transmitting to you this resolution:

“Whereas existing tax laws discriminate against the self-employed by granting
to corporate officials and employees substantial income tax savings on certain
amounts contributed to a corporate pension or rvetirement program for the benefit
of thoge officials and employees, while similar tax savings are not granted to self-
employed individuals in connection with amounts contributed by them to their
private pension or retirement programs; and

“Whereas legislation, known as the Jenkins~Keogh bills (FLR. 8 and H.R. 10),
has been before the Congress for the last 6 years; and

“Whereas during these ¢ years the egsential equity of the Jenkins-Kceogh
proposal has been proved by sound evidence and has gained the endorsement
of the Republican and Democratic Parties, of the President of the United States,
of tax anthorities, and of countless individuals: Therefore be it

“Resolved, That the Indiann State Dental Association supports the principles
of HR. 9and HLE. 19 ; and he it further

“jesolved, That the membership of the Indiana State Dental Association wishes
the 85th Congress to be uware of the profession’s conviction that the proposal
should be epacted into law and asks every member of the Indiana delegation
(Senators Capehart and Jenner, and Representatives Madden, Halleck, Nimtz,
Adair, Beamer, Harden, Bray, Denton, Wilson, Harvey, and Brownson), together
with the Honorable Jere Oooper, chairman of the House Commilttee on Ways
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and Meang, and the Ilonorable Harey ¥ Byrd, choirmnon of the Benate Finance
Cormmittes, Lo glve his or her leadership and influence In the Congress to the
achlevement of this objectlve as soon ax poussible.”
The Indlann Htnte Doentel Associntion wiil appreclnte your Interest and
support,
ith kind rogords and beat wishes,

Mincerely yours. o
Buovrnior T Jonngon,

PU——

INIANA Frark DENTAL ABHOUTATION,
Indtanapotis, Ind., June 15, 1959,
Hon. Haury H. TBynp, '
Ohatrman, the Pinance Commitiee,
U.N. Henante, Washington, 1.0,

My Duanr Benaror Bynrn: On bohalf of the members and officers of the Indlana
ftnte Dentnl Assoclation, 1 wish to convey to you the strong endorsement hy
our association of the Smathers-Koogh-Bimpson bifl (H.X. 10 and #. 1979)--the
proposed Beif-Mmployed Individunls' Roetirement Act,

Durlpg the 100st annual session of the association, held May 18 through May
20, 19569, enthusinstie approval of the bill was expressed by the bourd of trustees
and by the house of delegates, with the hope that the act would be reported
favorably and that the endorsement would be noted in the written record of the
hearings,

Uonsoquoently, the association respectfully reguests your support.

Vory truly yours,
Broverickx ¥, JORNsON.

P el

Wisconsin Hrate Denrar, Soorwry,
Mitwoulkee, Win, Jonwuwary 8, 1957,
Hon, aney ¥ Byun,
Chutrman of the Nenwte Finance Committes,
Noenato Offico Bullding, Washington, D.C.

Duanr B Mombers of the dental profession in Wisconsin, in eommon with
other self-employed individuals are vitally concerned with gecuring passage of
loglslntion embracing the principles of the Jenkins-Keogh proposal,

Iinclosed 18 a copy of a resolution adopted by the executive council of the
Wisconsin 8tate Dental Soclety, representing our membership of over 2,200, as
of December 28, 1050,

‘Wo trust that we can count on your ungualified support to institute hearings
velntive to this measure and that our resolution can be incorporated in the
record of these hearings,

Many thanks for your active cooperation in the past. You have our sincere
wishes for a happy and successful year in 1957,

Sincerely yours,
J. D. Kenry, D.D.S., President.

‘Whereas under present regulations of the Internal Revenue Cede officials and
employees of corporations snjoy substantial savings in Income taxes on moneys
centributed toward retirement or pension programs instituted by corporations
for thelr employees' benefit ; and

Whereas self-employed individuals do not now participate in comparable tax
savings on amounts which they contribute to their own private pension or retive-
ment programs ; and

Whereas during the last severnl years measures to correct this tax saving
Inequity have been before Congress in & form now generally known as the
Jenkins-Keogh billg; and

Whereas under the aforementioned proposal the self-employed would be
enabled and encouraged to develop sound programs under which they could put
aside funds for retirement purposes; and

Wheresas all evidence submit.ed in regard to the Jenkins-Keogh proposal has
testifled to the effect that it is a loglcal spproach to correct the present ineguities
suffered by the self-employed, to the extent that both political parties and the
President of the United States have given it their endorsement : Therefore be it

Resolved, That the Wisconsin State Dental Soclety through its membemhlg
heartily lends its support to the principle as advanced in the Jenkins-Keog

4277 5D o3 O
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proposal that woulid ennble dentlsts and all gelf-omployed porsons to contribute
apecified amounta to voluntarey retirement or penston programs under conditions
which wonld assire them tux savingy equal to those now conferred on corpora-
tion officials snd cwployees in thele shllar progeams; and be it further
Resolved, That the Wiseonsin Stale Dental Socloty through s memborship
urges onch member of the congressional delegiation from Wikconsin (v actively
support and advance this proposal so that s objeetive enn be uchleved an soon as
possible, and asks that the 8Hth Congress ennct the measure into lnw,
The above resolution wig adopted by the oxecutive councll of the Wisconsin
State Dental Sovlety on December 28, 1056,
WiscoNsIN Srarh DeNrAn Sootsry,
Kunneru B, Quane, Naooouting Scorctary.

P —

Ourning or A REgoLuTtoN 18 Surrorr oy vnw Junking-Keour PPROrosar,

Whereas the Internal Revenue Code diseriminates agningt those individunis
who ave employed by denylug to them tax benefits shllay to those granted to
corporate officors and employees with rvespect to funds allocated to private
pension or retiremoent programs ; and

Whevear this disevinination agalnst self-employed Individuals cannot he justi-
fied by any acceptable standards of falrness or equality ; and

Whereas & proposal, known as the Jonkins-Ioogh bill, to rectify this inequity
in the Internal Revenue Code has been before the Congress for some years, and
in that periad, the principles of this proposal have gained the full suppoert of both
major political partles, of the President of the United States, of leading tax
auwthorities, of numerous private organizations, and of millions of self-cmployed
individuals ; and

Whereas the enactinent of this propoeal, in addition to correcting a gross tax
fneguity, would further substantially the anti-inflation policies of the Federal
Government by stimulating sound anl useful saving programs: Therefore be it

Resolyed, 'That the Fox River Valley Dental Soclety supports the principles of
the Jenkins-Keogh proposal and urges the 85th Congress to enact it {nto law:
And be it further

Regoived, That the Fox River Valley Dental Soclety urge Senator Hvevett
Dirksen, Senator Paul Douglas, Representative Russell Keenoy, Representative
Noab Magon, Representative Jere Cooper, chalrman of the House Committee on
Ways and Means, and Senator kHarry F. Byrd, chatrman of the Senate Finance
Committee to lend their efforts, influcnce and support to the enrly enactment of
this proposal.

Tromas P, Howrang,
Prestdent, Foo River Valley Dental Socicty.

Pavr B. Kriser,
Secoertary, Fow River Valley Dental Society.

Mip-Frrixavra Denran Soctrry,
February 8, 1957,
Hon. Harry F. Bygp,
Chairman, Senate Finance Commitice,
Senate Office Building,
Washingéon, D.O.
Sz : I am enclosing a copy of a resolution recently passed by the Mid-Peninsula
Dental Society composed of 124 members.
1t is requested that an early bearing be given the Jenking-Keogh proposal and
that the resolution be lucluded In the printed record of the hearing.
Sincerely yours, .
Jonun 8. LepeErwoon, D.1.8,, Seoretary.

ResoLution To SurroRT THE JENKINS-Krogs PROPOSAL

Whereds self-employed persons due to the Internal Revenue Code are now
unable to obtain tax benefits as do corporate officers and employees with their
pension and retirement plaps, and .
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Wheratts thore geems to be no relfef for the nelf-employed individuals in the
dtueriimination, and

Wherons the Jenking-Keogh bill sety forth n menns to correct this inequity in
the Internal Roevenue Code, and

Wherens the nbove-mentioned bl over & period of more than ¢ years hag
gninod the approval of both polltleal parties, the President, prominent tax ex-
perts, o great many private orgrnizations, and miifons of the self-employed, and

Whereay n proposal closely alined to thin one ty proving to be a suceess in
Great Beitaln, and

Whereas it wonld help greatly the Foederal Government's antl-infintion pro-
geam by encouraging retivewent plang ; Fherefore he it

Roaolved, 'That the Mid-Peninsula Dentul Soclety does approve the Jenkins-
Keogh proposnd and asks the Congress to make 1t law at the earliest possible
thme s nud be it further

Resolved, That the Mid-Pentnsuin Dentn) Soclety requests Senstor Wilitam
Enowland, Senntor Thomas 1. Kuchel, Representative J. Arthur Younger, Rep-
resentative Charles N, Gubser, Representative Jere Cooper, chalrman of the
House Committeo on. Ways and Means, and Senator Harry . Byrd, chairman
of the Henate Finance Committee, to nse thelr ntmost effort to have this pro-
posal ennctod into lnw at an enrly date,

AvAax R. Cass, Prestdent.,

v T

.8, 8ENATE,
Washington, D.0., April 20, 1950,
Hon, anry IMroop Byun,
Chatrman, Scnate Finance Committee,
Washington, D.0.

Drar Me. Cramman: Kaclosed i a letter I have recelved from one of my
conntituents, Mr. Biduey Lelwant, of Newark, N.J., concerning a provision of
the Simpson-Keogh hill which, Mr. Leiwant states, would “prohibit an ipdividual
from using Canadlan life Insurance or annuities to self-fund an individual
retirement program.” '

Mr, Leiwant’s letter 1s forwarded for whatever conslderation the committes
may deem appropriate during its deliberations upon the bill. 1 would appreciate
it, also, if Mr. Leiwant's leiter could be made a part of the record before the
committee,

Sincerely,
Cripronp P. Casg, U.8. Sentor.

YLave Acency or Now Jeasey, Ixc.,
Newarlk, NJ., Aprit 10, 1850,
Re Self-Bmployed Individual's Retirement Act of 1059,

Hon, Crrerorp P, Casg,
1.8, Benate, Washingion, D.0.

Dear SzwaTton Case: I want to bring to your attention an adverse and dis-
criminatory’ feature of the Simpson-Keogh bill, which will recelve early consid-
eration by the Senate Finance Committee. I refer to the stipulation which will
prohibit an individual from ualng Canadian life insurance or annuities to self-fund
an individual retirement program. As passed by the House, this legislation would®
permit certain individuals to use tax-exempt funds for retirement purposes, but
would disailow the deduction if such funds were invested in Canadian insurence
or annuities.

Canadian companies offer annuities and retirement plans which often ave
superlor to stinilar plans s0ld by U.8. companies, and the selective U.8, taxpayer
wants and deserves that plag which will best serve his needs, The man whe will
be harmed the most by this legislation is the individual who has already built
his retirement program on a foundation of Canadian policies or annuities because
the proposed legisiation provides for the use of both new and old contracts,
providing such contracts are otherwise qualified.

Legislation similar to Simpson-Keogh became law in Capnada on January 1,
1968, I probably need not tell you that the Canadian counterpart of Simpson-
Keogh discriminates In no way whatsoever against the many U.8. life insurance
companies writing millions of dollarg of life insurance annually within the
boundaries of Canada, The discriminatory feature of Simpson-Keogh is patently
o device of shortsighted private interests.
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My vwn branch office employs 18 Amerlenn citivens,  We reprosent hundreds of
New Jersey fnsurance agents, who, in tuen, vepresent. thousands of New Jorsey
policyholders.  If this figure were multiplied by the number of Canadian branch
offiees in our country, you could readily see tho irrepurable havin that would be
suffered by a large scction of American citlzens resulting from this contem-
plated  diseviminntory provigion. Those who are diseriminated ngainst arve
Ameriean citizens essentinlly and not Oanadian companies.

Wao look to you, our very able Senator, for your energetic efforts in remov-
ing this most diseriminatory provision from what is otherwise an excellent plece
of legislation.

Respectfully yours,
Sy W, Lsaiwant, Q.1.1,

e -

Nortrir CAROLINA DrnTAT, Socieny,
Raletgh, N.C., Janwary 30, 1957,
Hon, Hawny B, Bynp,
Chairman, Senate Finance Commitice,
U.8. Senate, Washington, D.C.

My Dmar Senvaror Byro: Enclosed 18 a vesolution passed by the oxecutive
commitiee on behalf of the members of the North Cavollua Dental Soclety in
support of the Jenkins-Keogh bilis (JLR. § nnd 10).

We would like to request that hearings be held on the proposed legislation
and that this resolution be placed in the record of these hearings,

Under present law, self-employed persons are practicaily foreclosed from
ostablishing retirement savings programs because they are not permitted to en-
Joy the same tax advantages extended to employees under qualified plans estab-
lished by thelr employer. We consider this a serious inequity.

We endorse the Jenking-Keogh proposal as a means of correcting this situn-
tion and thereby concouraging more individuals to institute retirement savings
programs of thelr own, with the obvious benefleinl effeet on the Nation's economy.

We strongly urge you, therefore, to lend your leadership and influence to enact
these bills into law at the earliest possible date.

Sincerely yours,
Oriv W. Owen, D.D.S,,

Ohatrman, Boeccutive Oommittoe.

Resorurron iv Burrort or THE JENwINS-KEoe1r Prorosar (HLR. 9 ann 10)
SusMrrTep BY THE NorTi CAROLINA DENTAL SoCiRTY

Whereas corporate employees covered by an approved pension plan are not
required to pay income tax on the employer’'s contributions to the pension fund,
under the present provisions of the Internal Revenue Code; and

Whereas self-employed individuals are not granted a similar privilege under
the Internal Revenue Code in respect to amounts they might set aside in a re-
tirement fund; and

Whereas the Jenkins-Keogh bills (HLR, § and 10) seek to correct this existing
tax inequity : Therefore be it ‘

Resolved, That the executive committee of the North Carolina Dental Society,
on behalf of the membership of the society, endorses the Jenkins-Keogh bills
(IHL.R. 9 and 10} in principle; firmly convinced that enactment of this legislation
would not only correct existing tax inequities under the present Internal Rev-
enue Code, but would strengthen the economy of the Nation by providing the
proper incentive to sound savings practices on the part of self-employed in-
dividuals; and be it further

Resolved, That the 1.050 dentist-members of the North Caroling Dental Society
strongly urge the 8ith Congress to enact this proposal into law without delay
and request the support of the North Carolina congressional delegation in the

schievement of this objective.

January 30, 1957.
PxecuTive CoOMMITTEE,

Norret CAroLINA DENTAT S0012TY,
Oy W. Owen, D.D.8., Ohairman.
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Nort il CAROLINA DENTAL 800Ky,
Balcigh, N.O., February 7, 1967.

Hon., anny 10 By,
Ohatrman, Scnate Mnance Commitice,
U.H. Henate, Washington, .0,

Drar S 1 urge you to give your full support to the Jenkins-Keogh retirement
bills (JLE. 9 and 10). The L,050 dentists of the North Carolina Dental Soclety
are vitally Interosted in the pussnge of this bill,

Yours truly,
Honaor K. TiromrroN, President.

e NNty Digreior DENTAL S00IETY,
Tuokahoe, N.Y., Vebruary 23, 1967,
Sonator Hanry ¥, Bynn,
Chairman, Scnate Mnance Commitice,
1.8, Senate,
Washington, D.O.

Drak Senvaron Bynp: Hnclosed s o resolution unahhmously adopted by the
Board of Governors of the Ninth District Dental Soclety of the State of New
York, ut a regular meeting, February 6, 1057,

Our soclety has a pald active membership of 800, 80 percent of the practicing
gentlsts In .the countries of Westchester, Yutnam, Dutchess, Rockland, and

TANEO.

We respectfully request that hearings be held on the Jenkins-Keogh bill and
that our resolution be placed in the record of these hearings.

Sincerely,
TrroMas W. Paumer, D108,
Recretary-Treasurer.

Trn Niwrn Digtrier Dentan Soomery’s Resonurion pi JENxrws-Kroon Binn

Whereas the Internal Revenue Code discriminates against seif-employed indi-
viduals by denying to them tax benefits analagous t¢ those granted to corporate
officers and employees with respect to funds allocated to private pension or
retirement, programs; and

Whereas a proposal, known as the Jenkins-Keogh bill, to rectify this inequity
in the Internal Revenue Code has been before the Congress for several years,
and, in that period, has gained the support of millions of self-employed individ-
uals ag well ag Government leaders ; and

Whereas the enactment of this proposal, in addition te correcting a gross tax
inequity, would contribute {o the anti-inflation policles of the Federal Govern-
meni by stimulating sound and useful saving programs: Thercfore be it

Resolved, That the Ninth District Dental Soclety, a component of the Dental
Society of the State of New York, supports the principles of the Jenkins-Keogh
proposal and urge., *he 85th Congress to enact it into law ; and be it further

Resolved, That the Ninth Distriet Dental Soclety urges the enactment of this
proposal through the efforis and support of Senator Harry ¥. Byrd, chairman of
the Senate Minance Committee,

Forr Monaan, Coro., March 5, 1959.
Senator Gorpon ALLOTT, .
U.8. Benate, Washington, D.C.
billl)%‘}t‘; Gorvon: I am writing you just a short line with reference to Senate

Generally, I would say the bill is a step in the right direction considering
the benefits that employees of large corporations are able to get compared to
those of persons in my own position and others conducting their own businesses,

I am at a loss to understand, however, why it is designated at page 24 para-
graph 7 of the bill that the trustee {o be named must be u bank and it does
not appear clear to me from the terms of the bill just who is going to say
what investments are to be purchased unless they are set forth in the actual
trust instrument in accordance with the act. ¥rauvkly, I think it needs re-
working in its entirety with respect to this matter.
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As you know Colorade and many other States have the uniform sct covering
the creation of trusts for minors relative to the ownership of stock and it
seems to me that an aet patterned after that uniform act would be much
better than creating the complicated situation set up in the bill

In the first place the smuall banks in northeastern Colorado do not have trust
powers and 1 know you are also aware of the fact that State banks do not
have trust powers and it seems to me that the bill threws a considerable amount
of diseretion to the bank relative to investments,

One other matter that strikes me as very unfair and inequitable particularly
as a broker-dealer in stocks and bonds, s the provision relative to permlissibie
investments.

Ag I read the nct, permissible investmenty are only stocks and securities
Hsted on a securities exchange. This could lead to all types of complications
because stocks are often listed and delisted from exchanges In short periods
of time. In addition, it is not fair to the over-the-counter market covering
many very fine investments in securities.

I am so definitely opposed to the bill as it presently stands that I would be
glad to spend a conslderable amount of time with someone in an attempt to
make it & more falr and equitable bill,

Kindly let me hear from you.

Yours very truly,
Diox PAYNTER.

BurBaNg, Cavw., April 8, 1959,
Hon. TrOoMAS H, KUOHEL,
Senate Office Building, Waahmat(m, D.0.

Sm: As a self-employed person I am interested in the terms of the self-exm
ployed individuals retirement biil of 1889, ELR. 10, which has passed the KHouse:
and will soon be hefore the Senate,

Section 4(a) of the bill requires that the trustee be a bank. Regulated invest-
ment companies (mutual funds) are able to set up trusts, including irrevocable
trusts, at no charge to the investor. Banks are usually considered too conserva-
tive for the average businessman in their investients. With roughly 50 percent
of thelr portfolios in bonds and preferreds, thetr trusts do not have the growth
factor that the average person is after. The trustee fee would be quite high in
the tnitial phase of the program.

In talking to various bank trust officers around the Los Angeles srea, I find
there is 8 general belfef that the Bank of America has been a strong lobbyist
for this bill and, of course, they would want the requirement of a bank trustee.
The Bank of America hag plans to get up a pool trust arrangement whereby all
buginessmen’s contributions to the retirement trusts would go into their regular
trust department. The other banks have not as yet made any such plans. This
method pretty mwuch alienates the businesman from his trust investments and
leaves himm without a voice as to the avenue of investment., He is asked to con-
tribute blindly. This, I am sure, will deter many small businessmen from geing
into the retirement plan.

Under such an arrangement I would not be so willing to contribute a share
of my earnings. However, if I could set up a trust with a regulated investient
company I would have a degree of choice in that X could choose a company on
the basis of the types of securities in which they are investing. It would be
a trust which is personal to me and which X could watch and know what was
going on. I also feel that the self-employed person should be free to set up
more than one such trust and contribute to each as he wishes.» 1 realize the
trusts must be irrevocable in accordance with the present terms of the bill,

Your consideration will be appreciated.

Very truly yours,
Cren A, SKIDMOKRE,
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SOUPHERN CALIFORNIA STATE DENTAYL ASSOULATION,
Los Angcles, Calif., March 1}, 1957.
Hon, XIaunry I, Bygp,
Chaetrman, Senate Finance Commitice,
U.8. Scnate, Washington, D.(.

Ionowasie 8ix: This assoctation, numbering nearly 4,000 ethical dentists, re-
spectfully submits the following resolution in unanimous support of the Jenkins-
Keogh bilis ILR. 9 and 10

Whereas there are now pending before the Congress, ILR. 9 and 10, commonly
referred to as the Jenkins-IKcogh bills, which bills would grant to self-employed
persons substantinily the sume tax beuneflts s are now available to employed
persong particlpating in corporate pension plany, and

Whereas common justice demands that self-employed citizens of the United
Btates bave avoilable to themselves the same tax beneflts as are provided for
employed persons, ,

Resolved, ''hat the Southern California State Dental Association in annual
session assembled, urges the 86th Congress to enact snid proposal into law,

Resolved, further, That 4 copy of this resolution be sent to each Senator and
Representative from California and to the Vice DPresident of the United States.

We carnestly hope that hearvings will be held on this proposal and that our
resolution be placed in the record of such hearings,

We uhall be very grateful to you, sir, for all that you may do to advance so
wholesome and 8o worthy a cause.

Bincerely yours,
Joun J. Wuire, D.D.8,, President.

Drrawang Srati DeNTAL Soomwery,
Wilminglon, Del., Janvary 84, 1957,
Hon, Harry F. Byup,
Ohatrman, 8enate Pinance Qommitiee,
Renate Offive Building,
Washington, D.C.

Drar 8m: The Delaware Hiate Dental Society has unanimously approved
the accompanying resolution in suppori of the Jenkins Keogh bill,

It is the wish of the Delaware State Dental Soclety that this resolution be
read into the minutes of the Senate Finance Commitiee hearing, of this amend-
ment to the Revenue Code.

Sincerely,
Ances G, Souiek, DUD.S, Nceretary.

Whereas tax benefits ave ufforded corporate officers and employees through
pension plang, and

Wherens self-employed individuals are denied such tax relief through any
type of private retirement plan, and

Whereas legislation known as the Jenkins-Keogh proposal has heen reported
out of committee in previons sessions of Congress to provide a means of estah-
Mshing private retirement plans with tax benefits, and

Whereas during the ¢ years that the Jenkins-Keogh proposals have been be-
fore Congress, it has been reported favorably out of committee, has the en-
dorsement of the two major political parties and the President of the United
States : Therefore be it

Resolved, That the Delaware State I)ental flociety support the Jenkins-Keogh
biil and its plan to provide tax savings on rertain amounis paid into private
retirement plans, and be it further

Resolved, Thut the Delaware State Dental Society urge enactment of the
genkin&-Keogh bill inte law by the 86th Congress by so informing the Delaware

elegation. i
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Tar WyoMiNg Srarn MEDICAL So01ETY,
Cheyenne, Wyo., April 20, 1959.
Hon. GALe W. McGnn,
U.8. Senate,
Washington, D.0.

Drar SEnaTror McoGrer: As chairman of the legislative committee of the
Wyoming State Medical Soclety, ¥ wish to indicate to you the society’s interest
in securing the passage of the Kcogh-S8impson bill (H.R. 10). We feel that this
bill, to encourage the establishment of voluntary pension plans by the self-
employed, is worthy of your favorable consideration,

Yours very truly, ‘ )
W, H. Penvover, MDD,
Chairman, Legistative Committee,

PreyNsYLVANIA INgTTrUTE 0F CERTIFIED I'UBLIO ACCOUNTANTS,
Philadclphia, Pa., May 8, 1959.
Hon. Hagrry F. ByRp,
Chairman, Senate Finance Commitice,
U.8. Senate, Washington, D.C.

Dear SENaTor Bynp: X a enclosing a copy of a resolution which was approved
by the unanimous vote of the Pennsylvania Institute's Council expressing support
for the Keogh-8impson bill, HLR. 10. Copies of this resolution have also been
sent to the members of your committee as well as Senators Hugh Scolt and
Joseph &, Clark and Representative Richard M. Simpson for their information,

The Pennsylvania Institute of Certified Public Accountants, as well ag the
American Institute of Certified Public Accountants and the respective professional
societies of the other States, have been active in urging passage of this legisla-
tion. As certified public accountants, our members congider that this legislation
is necessary to correct the inequity which exists in the present tax structure with
relation to all professional and self-employed persons.

‘We sincerely hope that you will give favorable consideration to this legisiation
and that you will have our resolution entered as a part of the record of hearings
when hearings are held on thig bill in the Finance Committee.

Respectfully yours,
. I, WiLr.Arp HEINTZELMAN, Secretary.

RESOLUTION BY THE COUNCIL OF THE PUNNSYLVANIA INSTITUTE OF CERTIFIED
PusLic AccoUNTANTS RegarniNg THE Kroan-Simapson Bivr, FLR, 10

Whereas HLR. 10 was introduced by Representative Iugene Keogh, of New
York, on the opening day of the 86th Congress and LR, 9, an identical bill, was
i&ltmdm:jed by Representative Richard M. Simpson, of Pennsylvania, on the same

ay; an

Whereas the proposed bills, known as the Keogh-Simpson bill, would permit
self-employed persons to defer income tax cach year on a proportion of their
personal income to provide for their retirement, this portion of their income to be
paid in voluntarily to a restricted retirement fund or as a premiums on insur-
ance policies with retirement features; and

‘Whereas the Keogh-Simpson bill, FLR. 10, was passed by an overwhelming
majority of the Members of the House of Representatives on March 16, 1959 ; and

Whereas the Pennsylvania Institute of Qertified Public Accountants, as well as
the American Institute of Certifled Publlec Accountants and the professional
socleties of certified public accountants of the other States together with the
assoclations of other professional and self-employed groups, consider that this
legislation is necessary to correct the inequity in our present tax structure
with relation to all professional and self-employed persouns; and

‘Whereas the Peansylvania Institute has joined with the American Institute of
Certified Public Acconntants and the other State societies and assoclations of
professional and self-employed persons in expressing its support of the Keogh-
Simpson bill: Therefore be it ;

Resotved, That the Council of the Pennsylvania Institute, by unanimous vote
of the mermbers present at its meeting on March 23, 1959, reafirmed its support
of this legislation and directed the secretary of the institute to transmit a
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copy of this resolution to the members of the Finance Commitiee of the U.8.
Senate requesting them to give favorable consideration to the Keogh-Simpson
bill.
Hanrny C. Zue, President.
B, WirLAgp HEINTZELMAN,
Becretary.

o

CoMmMITTEE ON EMPLOYEES TRUSTS,
TRUST DIVISION, AMERICAN BANKERS ASBOCIATION,
May 27, 1959.
Trur FINANOE COMMITTER,
U.8. Senate,
Washingion, D.C.
(Attention Hon, Harry . Byrd, chairman.)

SELP-TIMPLOYED INDIVIDUALS’ RETIREMENT Aot oF 1950--RESTRICOTED RETIREMENT
HFunps

The Self-Bmployed Individuals’ Retirement Act of 1959 prescribes two means
by which a qualified individual may set aside retirement funds pursuant to its
provigions: (1) the purchase of a restricted retirement annuity policy through
a life insurance company; and (2) the deposit and accumulation of funds in
a restricted retirement trust of which the trustee must be a bank or trust
company.

The banks and trust companies across the Nation are pleased to ghare with
the ingurance industry the opportunity to be-of service to self-employed persong
which the act will provide., In the course of the daily operations of the trust
business, trustmen are constantly made aware of the comparative difficulties
which self-employed persons have in making provision for their retirement years.
As a result, trustmen understand, sympathize with, and endorse the desires of the
gelf-employed to he placed on a par in this respect with employed persons who
work under retirement funding programs financed by their employers.

As the act has taken shape over the years since its principles first came under
consideration in 1945, its trust provisions have been refined to the point that
only & few further modifications seem necessary to make it generally workable.
Our purpose in this memorandum is to set forth four suggested further refine-
ments which, in our opinion, will make it possible for bankg and trust companieg
to best carry out the dutles with which they will be charged as trustees, to the
end that restricted retirement funds cstablished pursuant to the act may be
administered to the greatest advantage of those eitizens it is intended to help.

FORMS OF RESTRICTED RETIREMENT TRUSTS

As trustmen and their legal counsel have given thought te how restricted
retirement funds can best be operated, three basic patterns of trusts have begun
to emerge. 'These are——

(1) A self-employed person may establish an individual inter vivos trust con.
forming to the requirements of the act, under which the trustee may invest
directly in permitted assets or, if the act ultimately so permits, in a common
}yrust dfund operated by the trustee pursuant to regulations of the Federal Reserve
3oard ;

(2) A professional or other association, or group of individuals acting to-
gether, may establish a trust conforming to the requirements of the act, under
which geparote accounts for cach member will be maintained, but assets will
be invested collectively; and

(8) A bank may declare a trust, stating its intention to qualify such trust
as a restricted retirement fund and to accept deposits therein from qualified
self-employment individuals for collective investment, with separate accounts
to be maintained for each depositor,

It seems most likely that the bank-declared, collective form of trust (number
(8) above) will be the most commonly used. Trusts of this form may reason-
ably be cxpected to attract many thousands of members, because of the invest-
ment advantages and administrative economies to be derived from the pooling
by the members of their retirement resources.
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LET THE INDIVIDUAL SFELECT HIS OWN INVESTMENT MEDIUM

The greatest advantages will be available to members if the trust facilities
are such that the members, individually, may select the types of luvestments
they prefer for their own retirement funds. Mo one person, a portion in bonds
and a portion in stocks will form a desirable arrangement; to another, a portion
in insurance and a portion in stocks will seem appreopriate; and others may
conceivably prefer all insurance, or all bonds, or all stocks, or other combina-
tions. Surveys made by banks among persons to be covered by the act have
shown that the trusts to be established should permit this flexibility.

FOUR SUGGESTED REVINEMENTS IN THE AoR*

These are the four suggested further rvefinements in the bill’s provisions which
we hope may have the favorable comsideration of the Congress:

{1) Provide that restricted retirement funds may be invested in assets which
are permitted for the investment of trust funds by national banks under regula-
tions of the Board of Governors of the ¥Federal Reserve System issued pursuant
to section 11(k) of the Federal Reserve Act;

(2) As is the case with common trust funds and collective trusts for employee
retirement funds, provide that participations in restricted retirement trusts
shall be exempt from issuance stamp taxes ;

(3) Provide, with reference to prohibited transactiong—

(a) that a restricted retirement fund shall not lose its tax exemption as
the result of a prohibiied transaction, if adjustment satisfactory to the Sec-
retary of the Treasury is made within such reasonable time as the Secretary
determines;

(b) that a member who knowingly engages in a prohibited transaction
shall continue to be penalized by loss of his tax exemption; and

(c) that the definition of prohibited transactions in this act be made uni-
form in effect with the now existing definition in the Internsl Revenue Code
(sec. 503(c) ), except that in this act the trustee shall be prohibited from
lending corpus or income of the trust to a member; and

(4) Just as a member may have a restricted retirement policy purchased
from funds in a restricted retirement trust, provide that he may, also, direct
the transfer of the cash surrender value of a restricted retirement policy to &
restricted retirement fund.

These four sug