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THE WHITE HOUSE 

~~ Last Day: April 

~~~ '\ 
WASHINGTON 

April 15, 1976 

MEMORANDUM FOR 
L\\\\:) 

THE PRESIDENT 

JIM CANNO~ FROM: 

SUBJECT: H.R. 12725 - Tax-free rollover 
for terminated retirement plans 

Attached for your consideration is H.R. 12725, sponsored 
by Representative Ullman, which would amend the Internal 
Revenue Code of 1954 to permit tax-free "rollovers" of 
distributions from employee retirement plans in the 
event of the termination of those plans. 

Additional information is provided in OMB's enrolled 
bill report at Tab A. 

OMB recommends that you sign the enrolled bill as soon 
as possible. Treasury believes that some taxpayers who 
would be affected by this legislation have not yet filed 
their 1975 returns in the hope that this bill will be 
signed before midnight, April 15. Bill Seidman, Alan 
Greenspan, Max Friedersdorf, Counsel's Office (Lazarus) 
and I recommend approval of the enrolled bill. 

RECOMMENDATION 

That you sign H.R. 12725 at Tab B. 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 

APR 1 4 1976 

MEMORANDUM FOR THE PRESIDENT 

Subject: Enrolled Bill H.R. 12725 - Tax-free rollover for 
terminated retirement plans 

Sponsor - Rep. Ullman (D) Oregon and 4 others 

Last Day for Action 

As soon as possible. 

Purpose 

To amend the Internal Revenue Code of 1954 to permit tax-free 
"rollovers" of distributions from employee retirement plans in 
the event of the termination of those plans. 

Agency Recommendations 

Office of Management and Budget 

Department of the Treasury 

Discussion 

Approval 

Approval 

The enrolled bill would permit an employee of a company that 
prematurely terminates its retirement plan to rollover his 
distribution from that plan, tax free, into another qualified 
plan or into an individual retirement account (IRA) • 

H.R. 12725 is intended to correct an unforeseen inequity in 
the 1974 pension reform legislation. Under that legislation, 
an employee who receives a lump-sum "payout" from a pension, 
profit-sharing, stock-bonus, or annuity plan can avoid tax 
on this distribution if he contributes the money to another 
qualified retirement plan or to an IRA account within 60 days. 
However, this tax-free rollover is available only when an 
employee dies, is fired, reaches 59 1/2 years of age or 
becomes disabled. 
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Thus, amounts distributed to an employee because the employer 
terminates the plan do not meet the test for tax-free rollover 
treatment, even though the employee did not request or desire 
such premature distribution. 

To remedy this inequity and put these disadvantaged benefi­
ciaries in the same position they would have been in if they 
had been included in the 1974 pension act, H.R. 12725 would 
apply to distributions made on or after July 4, 1974 -- the 
effective date for tax-free rollovers under that legislation. 
Employees who have received distributions since then would 
have until December 31, 1976 to put their money into a new 
plan. 

The urgency of this proposed measure arises from Congress' 
expressed intent to assist affected employees who otherwise 
would have to pay, by April 15, 1976, a tax .on distributions 
made in 1975 from terminated retirement plans. While these 
taxpayers can, of course, file amended returns after that 
date to reclaim taxes paid for this purpose, it would be more 
burdensome for them to do so. We understand from Treasury that 
some taxpayers who would be affected by this legislation have 
not yetfiled their 1975 returns in the hope that this bill 
will be signed into law before midnight April 15, 1976. 
Accordingly, we recommend that you sign the enrolled measure 
as soon as possible. 

CJ~ -n,. d'-/ 
A(ssistant Director 
for Legislative Reference 

Enclosures 



~~ i EXECUTIVE OFFICE OF THE PRESIDENT 
,OFFICE OF MANAGEMENT AND BUDGET 

DATE: 4-28-76 

TO: Bob Linder 

FROM: Jim Frey 

Attached is the Labor views 
letter on H.R. 12725. Please have 
it included in the enrolled bill 
file. Thanks. 

OMB FORM 38 



U.S. DEPARTMENT OF LABOR 

Honorable James T. Lynn 
Director 

OFFICE OF THE SECRETARY 

WASHINGTON 

APR 2 31976 

Office of Management and Budget 
Washington, D. C. 20503 

Dear Mr. Lynn: 

This is in response to your request for a report from this 
Department on the enrolled enactment of H.R. 12725, which 
amends the Internal Revenue Code of 1954 to permit the tax­
free rollover of distributions from employee retirement 
plans on account of plan terminations. 

The Employee Retirement Income Security Act of 1974 already 
permits certain tax-free rollovers to facilitate transfer of 
employees' retirement funds from one pension plan to another. 
H.R. 12725 would extend the tax-free rollover treatment to 
funds distributed from pension plans which have been terminated, 
partially terminated or "frozen" (that is, where the employer 
has ceased contributing to the plan). 

This Department recommends that the President approve this 
bill because it would provide for greater portability of 
pension funds. 

Sincerely, 
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DEPARTMENT OF THE TREASURY 
WASHINGTON. D.C. 20220 

ASSISTANT SECRETARY 

APR 14 1976 

Dear Sir: 

This is in response to your request for the views of 
the Treasury Department on H.R. 12725 (94th Congress, 2d 
Session), an enrolled bill entitled "AN ACT To amend the 
Internal Revenue Code of 1954 to permit tax-free rollovers 
of distributions from employee retirement plans in the 
event of plan termination" (the ''Act'')~ ·The Act adopts 
a rule which we believe would have been included as part 
of the Employee Retirement Income Security Act of 1974 
("ERISA") had the problem been specifically considered in 
connection with that legislation. · 

Under currerit law, if an employee receives a lump-sum 
distribution from his employer's pension plan when he · 
ceases to be an employee or after he has attained the age 
of 59-1/2, he can defer taxation on the amount received by 
transferring it to another qualified pension plan or to an 
individual retirement account within 60 days after receipt. 
This provision was designed to facilitate the portability 
of perision funds. ·These tax-deferred rollover provisions, 
however, do not presently apply wheri an employee receives 
a lump-sum distribution from his employer's pension plan 
and continues to work for the same company. · 

The Act extends tax-deferred rollover treatment to 
funds distributed from a pension plan on account of its 
termination, partial termination, or the complete discon­
tinuance of employer contributions, .even though the re­
cipient·continues to work for the same company •. The Act 
applies the same rule when a lump-sum distribution occurs 
in connection with the termination of a parent-subsidiary 
or controlled group relationship or in connection with · 
the sale of substantially all the assets used by a cor­
poration in a trade or business. 

In these situations, the receipt of pension funds 
occurs not because of the employee's. own volition, put 
because of a decision made by his employer, .or other 
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circumstances, requ~r~ng termination or discontinuance · 
of the plan. Accordingly; it is appropriate to provide 
tax-deferred rollover treatment so that the employee may 
preserve the character of the amounts received as funds 
that· have been set aside for retirement. · 

The Act takes effect on July 4, 1974, .to cover the 
initial 60-day rollover period afforded protection under 
ERISA. ·As a result, employees may use the extended roll­
over provisions for the calendar year 1975, and, in some 
cases, the calendar year 1974. ·In·addition, the Act ex­
tends the normal 60-day rollover period·until December 31, 
1976, to facilitate the transfer of previously ineligible 
amounts. · 

It is anticipated that the Act will result in a revenue 
loss of $50 million· for the calendar 1976 and $70 million 
a year for the calendar year 1977 and thereafter. 

For the reasons set forth above, the Treasury Department 
recormnends that the Act be signed into law. · 

Sincerely yours, 

Charles M. Walker 
Assistant Secretary 

Director, Office of Management and Budget 
Attention: Assistant Director for 

Legislative Reference,· Legislative · 
Reference Division · 

Washington, D.C'. ' 20503 



THE WHITE HOUSE 

ACTION MEMORANDUM WASHINGTON LOG NO.: 

Da.te: April 14 Time: 700pm 

FOR ACTION: Dick Parsons ~ cc (for informa.tion): 
Bill Seidman~ 
Ken Lazarus et-a..._ 
Max ~~iedersdor~~.,...;-.AJ> u 
Alan Greenapan ( j//U-IV..,--, ~ 

FROM THE STAFF SECRETARY 

Jack Marsh 
Jim Cavanaugh 
Ed Schmults 

DUE: Da.te: April 15 Time: !lOam 

SUBJECT: 

H.R. 22715 - Tax-free rollover for terminated· retirement 
plans 

ACTION REQUESTED: 

--For Necessa.ry Action --For Your Recommenda.tiona 

-- Prepa.re Agenda. a.nd Brie£ --Dra.ft Reply 

---X. For Your Comments __ Dra.ft. Rema.rks 

REMARKS: 

Please return to Judy Johnston, Ground Floor West Wing 

OMB recommends this be signed by the President asap. 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

If you ha.ve a.ny questions or if you a.nticipate a. 
delay in submitting the requir._4 ~eria.l, please 
telephone the Staff Secretary imdtedla aly. 

K. R. COLE, JR. 
For the President 



THE WHITE HOUSE 
ACTION ~,,fE~fORANDCl\f WASIII.'i(il'fJN LOG NO.: 

Date: April 14 
Time: 700pm 

FO.H. ACTION: Dick Parsons 
Bill Seidman 

cc (for information) : Jack Marsh 
Jim Cavanaugh 
Ed Schmults Ken Lazarus L (J 

Max Friedersdor:fV"'~. · 
Alan Greenspan 

FROM THE STAFF SECRETARY 

DUE: Date: April 15 Time: 930am 

SUBJECT: 

H.R. 12725 - Tax-free rollover for terminated retirement 
plans 

ACTION REQUESTED: 

__ For Necessary Action __ For Your Recommendations 

__ Prepare .. ll.genda and Brie£ --. Draft Reply 

_K__ For Your Comments __ Draft Remarks 

REMARKS: 

Please return to Judy Johnston, Ground Floor West Wing 

OMB recommends this be signed by the President asap. 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

If you have any questions or if you ~mticipate a 
delay in submitting tho required mntNial,' please 
tebphone tho !ita££ Secretary imrncdiatcly. 

Jmues M. Cmmon ,, 
For the Pr05idcnt 



THE WHITE HOUSE 
ACTION ~.·fEMORANDUM WAS 11!:-;<;TON LOG NO.: 

Date: April 14 

FOR ACTION: Dick Parsons 
Bill Seidman/ 
Ken Lazarus 
Max Friedersdorf 
Alan Greenspan 

FROM THE STAFF SECRETARY 

DUE: Date: April 15 

SUBJECT: 

Time: 700pm 

cc (for information): Jack Marsh 

Jim Cavanaugh 
Ed Schmults 

Time: 930am 

H.R. 12725 - Tax-free rollover for terminated retirement 
plans 

lS.CTION REQUESTED: 

__ For Necessary Action __ For Your Recommendations 

__ Prepare Agenda and Brief __ Draft Reply 

~ l:,or Your Comments __ Draft Remarks 

REMARKS: 

Please return to Judy Johnston, Ground Floor West Wing 

OMB recommends this be signed by the President asap. 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

If you have any questions or i£ you anti~ipate a 
delay in submitting tho required material,• ploase 
telephone the Staff Secretary imrncdiatcly. 

James M. Cmmon ." 
For the Pl·osident 



-· THE WHITE HOUSE 
ACTION ME:\'IORANDUM W A S II I :i c; T 0 N LOG NO.: 

Date: April 14 

FOR ACTION: Dick Parsons 
Bill Seidman 
Ken Lazarus¥""' 
Max Friedersdorf 
Alan Greenspan 

FROM THE STAFF SECRETARY 

DUE: Date: April 15 

SUBJECT: 

Time: 700pm 

cc (for information): Jack Marsh 

Jim Cavanaugh 
Ed Schmults 

Time: 930am 

H.R. 12725 - Tax-free rollover for terminated retirement 
plans 

ACTION ~EQUESTED: 

__ For Necessary Action --For Your Recommendations 

___ Prepare .P.genda and Brie£ __ Draft Reply 

~ ror Your Comments __ Draft Remarks 

REMARKS: 

Please return to Judy Johnston, Ground Floor West Wing 

o~m recommends this be signed by the President asap. 

No objection -- Ken Lazarus 4/15/76 

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. 

I£ you hove any questions or if you gnticipate a 
delay in submitting the required material; please 
telephond the £tuff Secretary immediately. 

Jnmes M. Cmmon '1 

For the Pnl5idcnt 



.THE WHITE HOUSE 

ACTION ME\-fORANDUM WASII!Sf:.J'l>N LOG NO.: 

Date: April 14 
Time: 700pm 

FOR ACTION: Dick Parsons""' 
Bill Seidman 
Ken Lazarus 
Max Friedersdorf 
Alan Greenspan 

cc (for information): Jack Marsh 

Jim Cavanaugh 
Ed Schmults 

FROM .THE STAFF SECRETARY 

DUE: Date: April 15 Time: 930am 

SUBJECT: 

H.R. 12725 - Tax-free rollover for terminated retirement 
plans 

ACTION REQUESTED: 

__ For Necessary Action __ For Your Recommendations . 
__ ·Prepare ligenda a.nd Brie£ --Draft Reply 

_K_ For Your Comments -- Draft Remarks 

REMARKS: 

Please return to Judy Johnston, Ground Floor West Wing 

OMB recommends this be signed by the President asap. 

PLEASE ATTACH THIS COPY TO :MATERIAL SUBMITTED. 

I£ you have any questions or if you anticipate a 
delay in submitting the required material,· please 
telephone the Staff Secretary immediately. 



Union Calendar No. 499 
94T~ncs~!~!ESS H. R. 12725 

[Report No. 94-1020] 

IN THE HOUSE OF REPRESENTATIVES 

MARCH 23, 1976 

Mr. ULLMAN (for himself, Mr. KARTH, Mr. ScHNEEBELI, Mr. CoNA.BLE, and Mr. 
STEIGER of Wisconsin) introduced the following bill; which was referred 
to the Committee on "\V ays and Means 

APRIL 8, 1976 

Reported with amendments, committed to the Committee of the Whole House 
on the State of the Union, and ordered to be printed 

[Omit the part struck through and insert the part printed in italic] 

A BILL 
To amend the Internal Revenue Code of 1954 to permit tax-free 

rollovers of distributions from employee retirement plans 

in the event of plan termination. 

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled, 

3 Thatr--

4 (a) TERMINATION OF EMPLOYEE TRUST, ETC.-Sec-

5 tion 402 (a) of the Internal Revenue Code of 1954 (relating 

6 to taxability of beneficiaries of exempt trusts) is amended-

7 ( 1) by striking out paragraph ( 5) (A) and insert-

S ing in lieu thereof the following: 

9 " (A) the balance to the eredit of an employee 

10 is paid to him-

I 



9 ... 

1 ·. '.' (i) . within one taxable year of the em-

2 ploye~ on account of a termination of the plan 

3 of which the trust is a part or, in the case of 

4 a profit-sharing or stock bonus plan, a complete 

5 discontinuance of contributions under such plan, 

6 or 

7 '' (ii) m one or more distributions which 

8 constitute a lump-sum distribution within the 

9 meaning of subsection (e) ( 4) (A) (deter-
·.· .. 
- -~ ... / .... 

10 mined without reference to subsection (e) ( 4) 

11 (:B)),", 

12 ( 2) by striking out "the lump-sum distribution" 

13 in the last sentence of paragraph ( 5) and inserting in 

14 lieu thereof "a payment", and 

15:1;.:~ (3) by adding at the. end thereof the following 

16 paragraph: 

17 

18 

19 

20 

21 

22 

23 

24 

25 

. " ( 6) SPECIAL ROLI,OVER RULES.-For purposes 

of paragraph (5) (A) (i)-

"(A) TIME OF TERMINATION.-A complete . ' 

discontinuance of contributions under a profit­

sharing or 'Stock bonus plan shall be. deemed to 

?Ccur on the day the plan administrator notifies 

the Secreta~ or his delegate (in acc?rdance with 

regulations prescribed by the Secretary or his dele­

gate) that all contributions to the plan have bee:p 
1 

1 

2 

3 

4 

5 

G 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

3 

completely discontinued. For. purposes of section 

411 (d) ( 3) , the plan shall be. . considered to b.e 

terminated no later than theday such notice is fil~d 

with the Secretary or his delegate. 

" (B) SALE OF SUBSIDIARY OR ASSETS.-

'' (i) A statement payment of the balance :to 

the credit of an employee of a corporation (here­

inafter referred to a:s the employer corporation) 

which is a subsidiary corporation (within the 

meaning of section 425 (f)) or which is a mem­

ber of a controlled group of ,corporations (with­

in the meaning of ·section 1563 (a)) 1563 (a), 

determined by substituting '50 percent' for '80 

percent' each place it appears therein) in con­

nection with the liquidation, sale, or other 

means of terminating the parent-subsidiary or 

controlled group relationship of the employer 

corporation with the parent corpo.ration or con­

trolled group, or 

" ( ii) a payment of the , balance to the. 

credit of an employee of a corporation (here­

inafter referred to as the acquiring corpora­

tion) in connection with the sale or other trans~ 

fer to the acquiring corporation of all or sub­

stantially all of the. assets u:sed by the previo\JS. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23. 

24 

25 (a) 

4 

employer of the employee (hereinafter referred 

to as tlle selling corporation) in M aetive 

•W:smess (wiihift the meMing ei seetion 355 {b) 

(2) (A.) ) eetuluetea by the selling eorporation. 

a trad~ or business conducted by the selling 

corporation, 

shall be treated as a payment or distribution on 

account of the termination of the plan with respect 

to such employee if the employees of the employer 

corporation or the acquiring corporation (whichever 

applies) are not active participants in such plan at 

the time of such payment or distribution. For pur­

poses of this subparagraph, in no event shall a pay­

ment or distribution be deemed to be in connection 

with a sale or other transfer of assets, or a liquida­

tion, sale, or other means of terminating such parent­

subsidiary or controlled group relationship, if such 

payment or distribution is made later than the end 

of the second calendar year after the calendar year 

in which occurs such sale or other transfer of assets, 

or such liquidation, sale, or other means of terminat­

ing such parent-subsidiary or controlled group rela­

tionship.". 

(b) TERMINATION OF ANNUITY PL.AN.-Section 403 

(relating to rollover amounts) is amended-

1 

2 

3 

4 

5 

6 

.7 

8 

9 

10 

11 

12 

13 

14. 

15 

16 

17. 

18 

19 

20 

21 

22 

23 

21 

25 

5 

(1) by striking out subparagraph .(4) (A) and 

inserting in lieu thereof the following: 

" (A) the balance to the credit of an employee 

is paid to him-

" (i) within one taxable year of the em­

ployee on account of a termination of the plan 

of which such trust. is a part or, in the case of a 

profit-sharing plan, a complete discontinuance of 

contributions under such plan, or 

"(ii) in one or more distributions which 

constitutes a lump-sum distribution within the 

meaning of section 402 (e) ( 4) (A) (deter­

mined without reference· to section 402 (e) ( 4) 

(B)),", 

( 2) by striking out "the lump-:-sum distribution" 

in the last sentence of paragraph (4) and inserting in 

lieu thereof "a payment", and · 

· ( 3) by adding at the· .end thereof the following 

paragraph: 

" ( 5) SPECIAL ROLLOVER RULES.-For purposes 

of paragraph (4) (A) (i)-

" (A) TIME OF TERMIN .ATION .-A complete 

discontinuance of contributions under a profit-sharing 

plan shall be deemed to occur on the day the 

plan administrator notifies the . Secretary or h.~~ 



1 

2 

3 

4 

9 

10. 

11 

12 

13 

14 

15. 

16 

17 

18' 

19 

20 

21 

22 

24' 

25 

6 

delegate (in accordance with regulations prescribed 

by the Secretary or his delegate) that all contri-

.. ·· butions to the plan have been completely discon­

tinued. For purposes of section 411 (d) ( 3) , the 

plan shall be considered to be terminated no later 

·than the day such notice is filed with the Secretary 

or his delegate. 

" (B) SALE OF SUBSIDIARY OR ASSETS.-

" (i) A payment of the balance to the 

credit of an employee of a corporation (herein­

after· referred to as the employer corporation) 

which is a subsidiary corporation (within the 
· · meaning of section 425 (f) ) or which is a mem­

ber of a controlled group of corporations (with­

in the meaning of section 1563 (a)) 1563( a}, 

determined by substituting '50 percent' for '80 

percent' each place it. appears therein) in con-

,,· nection with the liquidation, sale, or other 

means of terminating the parent .... subsidiary or 

controlled group relationship of the employer 

corporation ·with the parent corporation or 

·'controlled group, or 

"(ii) A payment of the balance to the 

ciedit of an' employee of a corporation (here­

inafter referred to as the acquiring corporation) 

1 

2 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

1E' 

16 

17 

18 

19 

20 

21 

22 

23 

24 

7 

in connection with the sale or other transfer 

to the acquiring corporation of all or substan­

tially all of the assets used by the previous e:rn­
ployer of the employee (hereinafter referred 

to as the selling corporation) in ftfl: ae-ti-ve ffiffii-

fte$ (within the meaning ffl seettefl: 355 (b) 
' . 

(2) (A)) conducted by the selling COFpomtion, 

a trade or business conducted by the selling 

corporation, 

shall be treated as a payment or distribution on ac;.. 

count of the termination of the plan with respect to 

such employee if the employees of the employer 

corporation or the acquiring corporatioli (whichever 

· applies) are not active participants in such plan at 

the time of such payment or distribution. For pur­

poses of this subparagraph, in no event shall a pay­

m(mt or distribution be deemed to be in accordanc~ 

with a sale. or other tmnsfers transfer of assets, or 

a liquidation, .sale, or other means of terminating 

such parent-subsidiary or controlled group relation.;. 

ship, if such ·payment or distribution is made later 

than the end of the second cal~ndar year after the 

calendar year in which occurs such sale 'or other 
• • ' • • . . t ' 

transfer of assets, or such hqmdat10n, sale, or other 
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8 
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10 

11 

12 

13 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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means of terminating· such parent-subsidiary or 

controlled group relationship.". 

. (c) CoNFORMING AJ\fENDMENTS.-

( 1) Section 401 (a) of such Code (relating to re­

quirements for qualification) is amended by adding after 

paragraph (19) the following: 

" ( 20) .A trust forming part of a pension plan shall 

not be treated as failing to constitute a qualified trust 

under this section merely because the pension plan of 

which such trust is a part makes a payment or distri­

bution described in section 402 (a) ( 5) (A) ( i) or 403 

(a) (4) (A) (i). This paragraph shall not apply to a 

- -defined benefit plan unless the employer maintaining 

such plan files a notice with the Pension Benefit 

Guaranty Corporation. (at the time and in the manner 

prescribed by the Pension Benefit Guaranty Corpora­

tion) notifying the Corporation .of such. payment or 

distribution and the Corporation has approved such 

payment or distribution or, within 90 days after the date 

on which such notice was filed, has failed to disapprove 

such payment or distribution.". 

(2) The last sentence of section 401 (a) of such 

Code is amended by striking out "and ·( 19) " and in­

serting in lieu thereof " ( 19) , and ( 20) ". 

( 3) Section 404-f&t- 404 (a) ( 2) of such Code 

J 
} 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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(relating to employee annuities) is amended by striking 

out "and ( 19)" and inserting in lieu thereof ", ( 19), 

and (20) ". 

( 4) Section 805 (d) ( 1 ) (C) of such Code (relating 

to. pension plan reserves) is amended by striking out 

"and ( 19)" and inserting in lieu thereof " ( 19), and 

(20) ". 

(d) TECIINIOAL TRANSITIONAL RULES.­

(1) IN GENERAL.-

( A) PERIOD FOR ROLLOVER CONTRIBUTION.­

In the case of a payment described in section 402 

(a) (5) ( Af (other than a payment described in 

section 402 (a) ( 5) (A y as in effect on the day 

before the date of the enactment of this Act) er 

section 403 (a) (4) (A) (other :than a payment 

described in section 403 (a) ( 4) (A) as in effect on 

the day before .the date -of the enactment of this 

Act) of the Internal Revenue Code of 1954 (relat­

ing to distributions of the balance to the credit of the 

employee) which is contributed by an employee 

after the date of the enactment of this Act to a tru~t, 

plan, account, annuity, or bond described in section 

402 (ar {5) (B) or 403 (a) (4) (B) of such Code, 

the applicable period specified in section 402 (a) ( 5) · 

(B) or 403 (a) (4) (B) of such Code (relating to 
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19 
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10 

rollover distributions to another plan ot retirement 

account) shall not exp1re before December 31, 

1976. 

(B) TIME OF CONTRIBUTION'.-· 

(i) GENERAL RULE.-If the initial portion 

of a payment the applicable period for which is 

determined under subparagraph (A) 1s con­

tributed before December 31, 1976, hy an indi-

vidual to a trust, plan, account, annuity, or bond 

described in subparagraph (A) and the remain-

. ing portion of such payment is contributed by 

such individual to such a trust, plan, account, 

annuity, or bond not later than 30 days after the 

date a credit or refund is allowed by the Secre­

taty of the Treasur)t or his delegate under sec~ 

tion 6402 of the Internal Rev~nue Code of 1954 

with respect to the contribution, then, for pur­

poses of subparagraph · (A) and sections 402 

(a) (5) and 403 (a) (4) of ·such' Code, at the 

election· of the individual ( nuide in accordance 

with regulations prescribed by the. Secretary or 

his · deleg&te) , such remaining portion shall be 

considered to have been contributed on the date 

the initial portion of the payment was con­

tributed.· For purposes of this subparagraph, the 
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23 

24 

25 

initial portion of a payment is the amount by 

which such payment exceeds the amount of the 

tax imposed on such payment by chapter 1 of 

such Code (determined without regard to this 

subparagraph) . 

( ii) REGULATIONS.-FOl· purposes of this 

subparagraph, the tax imposed on a payment by 

chapter 1 of the Internal Revenue Code of 1954, 

and the date a credit or refund is allowed by the 

Secretary of the Treasury or his delegate under 

section 6402 with respect to a contribution, shall 

be detennined under regulations prescribed by 

the Secretary of the Treasury or his delegate. 

(C) PERIOD OF LIMITATIONS.-If an individ:.. 

ual has made the election provided by subparagraph 

(B), then-

(i) the period provided by the Internal 

.Revenue Code of 1954 for the assessment of any 

deficiency for the taxable year in which the pay­

ment described in subparagraph (A) was made 

and each subsequent taxable year ef the imlivid 

Hal fer which his ·taxable income for which tax 

is determined by reference to the treatment of 

such payment under such Code ~r the status 

under such Code of any trust, plan, account, an-
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nuity, or bond described in subparagraph (A) 

· sflflJl oot expire shall, to the extent attributable to 

such treatment, not expire before the expiration 

of 3 years from the date the Secretary of the 

Treasury or his delegate is notified by the in­

dividual (in such manner as t~e Secretary of 

the Treasury or his delegate may prescribe) ffl 

the eoRtribution ffl the remaimRg portion ffl the 

paymeRt, anti that such individual has made (or 

failed to make) the contribution of the remaining 

portion of the payment within the period specified 

in subparagraph (B) (i), and 

(ii) such deficiency may be assessed before 

the expiration of such 3-year period notwith­

standing the provisions of section 6212 ( cr of 

such Code or the provisions of any other law 

or rule of law which would otherwise prevent 

such assessme!lt. 

( 2) ROLLOVER CONTRIBUTION FOR CERTAIN 

PROPERTY SOLD.-Sections 402 (a) (5) (C) and 403 

(a) ( 4) (C) of the Internal Revenue Code of 1954 

(relating to ·the requirement that rollover amount must 

consist of property received in a .distribution) shall not 

apply with respect to that portion of the property re-

1 
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4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

1f' 

16 

17 

18 

19 

20 

21 

22 

13 

ceived in a payment described in section 402 (a) (5) (A)­

( other than a payment described in section 402 (a) ( 5) 

(A) as in effect on the day before the date of the en­

actment of this Act) or 403 (a) (4) (A) (other than 

a payment described in section 403 (a) (4) (A) as in 

effect on the day before the date of the enactment of 

this Act) of such Code which is sold or exchanged 

by the employee on or before the date of the enactment 

of this Act, if the employee transfers an amount of 

cash equal to the proceeds received from the sale or 

exchange of such property in excess of the amount con­

sidered contributed by the employee (within the mean· 

ing of section 402 (a) (4) (D) (i) of such Code). 

(3) NONRECOGNITION OF GAIN OR LOSS.-For pur­

poses of the Internal Revenue Code of 1954, no gain or 

loss shall be recognized with respect to the sale or ex­

change of property described in paragraph (2) if the 

proceeds of such sale or exchange are transferred by an 

employee in accordance with this subsection and the 

applicable provisions of section 402 (a) ( 5) or 403 

(a) ( 4) of such Code. 

-ftlt (e) EFFECTIVE DATE.-The amendments made by 

23 this Act shall apply with respect to payments made to an 

24 employee on or after July 4, 1974. 
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94TH CoNGRESS l HO DSE OF REPRESENTATIVES { REPORT 
'Ed Session j No. 94-1020 

PENSION PLAN TAX-FREE ROLLOVERS 

APRIL 8, 1976.-Committed to the Committee of the Whole House on the 
State of the Union and ordered to lJe printed 

Mr. ULLMAN, from the Committee on "\Vays and Means, 
submitted the following 

REPORT 
together with 

SUPPLEl\IENTAL VIEWS 

[To accompany H.R. 12725] 

The Committee on "\Vavs and Means, to whom was referred the bill 
(H.R. 12725), to amend the Internal Revenue Code of 1954 to permit 
tax-fr·ee rollovers of distributions from employee retirement plans in 
the event of plan termination, having considered the same, report 
favorably thereon with amendments and recommend that the bill 
as amended do pass. 

The amendments are as follows : 
Page 3, line 7, strike out "statement" and insert "payment". 
Page 3, line 13, strike out "1563 (a) ) " and insert "1563 (a), deter­

mined by substituting '50 percent' for '80 percent' each place it ap­
pears therein) ". 

Page 4, beginning in line 2, strike out "an active" and all tliat fol­
lows down through line 4 and insert "a trade or business conducted by 
the selling corporation,". 

Page 6, line 13, strike out "1563 (a))" and insert "15'63 (a), deter­
mined by substituting '50 percent' for '80 percent' each place it appears 
therein)". 

Page 7, beginning in line 1, strike out "an active" and all that follows 
down through line 3 and insert "a trade or business conducted by the 
selling corporation,". 

Page 7, line 12, strike out "transfers" and insert "transfer". 
Page 8, line 18; strike out "404(a)" and insert "404(a) (2)". 
Page 8, line 25, strike out "TECHNICAL" and insert "TRA~SITIONAL". 
Page 11, beginning in line 13, strike out "of the individual for 

which his taxable income" and insert "for which tax". 
Page 11, line 18, st;rike out "shall not expire" and insert "shall, to 

the extent attributable to such treatment, not expire". 

57-006 
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Page 11, beginning in line 23, strike out "of the contribution of the 
remaining :portion of the payment, and" and insert in lieu thereof 
"that such mdividual has made (or failed to make) the contribution 
of the remaining portion of the payment within the period specified in 
subparagraph (B) (i), and". 

Page 13,1ine 9, strike out" (d)" and insert" (e)". 

I. SUMMARY 

Under the bill, tax-free rollover treatment is to be available to an 
employee who receives a payment on account of a termination of his 
employer's retirement plan or on account of a complete discontinuance 
of contributions under such a plan. This treatment is also to be made 
available in certain situations involving sales of subsidiaries and divi­
sions of corporations. The payment from the plan generally must be 
reinvested by the employee m a qualified plan or individual retirement 
account within 60 days. 

This provision is to apply with respect to payments made to an 
employee on or after July 4,1974. 

II. EXPLANATION OF THE BILL 

Present law 
Under present law,t an employee who receives a lump sum distribu­

tion from a qualified pension, profit-sharing, stock bonus, or annuity 
plan may generally contribute (roll over), on a tax-free basis, the por­
tion of the distribution not consisting of employee contributions, to 
another such plan or to an individual retirement account, individual 
retirement annuity, or individual retirement bond (referred to collec­
tively as a_n "~R~"). I~ the contribution satisfies certain requirements, 
the plan distnbutwn will generally not be taxed to the employee until a 
subsequent distribution by the other plan or IRA. Tax-free rollovers 
are also permitted from an IRA to a plan under these rules if the IRA 
assets were derived solely from a qualified plan. 

To qua~ify. as a tax-free rollover, the same property (other than 
money) distributed by the plan or IRA must be contributed to the 
other plan or IRA within 60 days after it is received. 

A distribution from a qualified plan is not accorded tax-free roll­
~wer treatment unl~ss_it is a lump sum distribution .. Thus, for example, 
It must be made withm one taxable year of the recipient it must con­
sist of the balance to the credit of the employee under the plan the 
employee must have been a planned participant for 5 or more ta~able 
years, a_nd the distri~ution must be made on account of the employee's 
separatiOn f~om service 2 or death, or af~r t~e employee has attained 
age 59¥2 or (m the case of a self-employed mdividual) became disabled. 

1 Sections 402(a) (5), 403(a) (4), 408(d) (3), and 409(b) (3) (C) of the Internal Rev­
enue Code of 1954. 

2 The "separation-from-service" alternative does not a,pply to self-employed Individuals. 
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Geneml reasons for change 
It has been brought to your committee's attention that in a signifi­

cant number of cases employers terminate plans and distribute their 
assets even though the employees continue to work for the same em­
ployers. This may happen, for example, when an employer is ac­
quired by another corporation and becomes a subsidiary of that other 
corporation. Your committee has concluded that, in such a case. an em­
ployee who wishes to recommit those funds to some sort of tax-qualified 
retirement vehicle (e.g., tax-qualified pension plan or IRA) or to a 
profit-sharing or stock bonus plan should be permitted to do so on the 
same basis as an employee under present law whose distribution quali­
fies as a lump sum distribution. This tax-free rollover treatment is to 
apply to a distribution which would be a lump sum distribution but for 
the fact that it is made on account of a termination of the plan or a 
complete discontinuance of contributions under the plan. This treat­
ment is also to be made available in certain situations involving sales 
of subsidiaries and divisions of corporations. 

Your committee has concluded that such a rule would have been 
included in the Employee Retirement Income Security Act of 1974 
(ERISA) if the issue had been presented during the legislative con­
sideration of that Act. As a result, this bill makes the rule retroactive 
so as to achieve as nearly as practical the results that would have been 
achieved had the rule been enacted as part of ERISA. 

Explanation of provision 
Under the bill, a distribution of the balance to the credit of an em­

ployee under a pension, etc., plan which is paid to the employee within 
one taxable year, on account of the termination of the plan or the 
complete discontinuance of contributions under the plan, is to be 
eligible for tax-free rollover treatment. 

Because in some cases it may be difficult to fix the date when a 
complete discontinuance of contributions occurs, the bill provides that 
for this purpose a complete discontinuance of contributions is deemed 
to occur at the time the administrator of the plan notifies the Internal 
Revenue Service that all contributions under the plan have been com­
pletely discontinued.3 

For tl:is purpose., if an employee of a subsidiary corporation or a 
corporatwn wlnch Is a member of a controlled group of corporations 
receives a distribution from the plan of the parent corporation or an­
other member of the controlled group in connection with the liquida­
tion, sale, or other means of terminating the parent-subsidiary or con­
trolled group relationship, the distribution could be treated as if it 
were made on account of the termination of the plan and could be 
eligible for tax-free rollover treatment. 

Similarly, under the bill, if a corporation sells to another corpora­
tion the assets it uses in a trade or business (e.g., what is usually de­
scribed as a branch or division) and the employees of the seller become 

• Further, the plan Is to be considered as having been terminated no later than the date 
that notice Is sent, for purposes of section 41l(d) (3), which reequires the vesting 
of all funded benefits when there has been a complete discontinuance of contribntlons 
under a plan that does not come under the new ERISA funding rules of section 412. 
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employees of the buyer, the~ !1 distribution from the seller's plan to 
those employe.es c.·ouJd be eligible for tax-f.ree rollover treatment. 

Your committee understands that there may be some circumstaRces 
to which this bill lit_erally applies, whe~e ~nde~ present law th~, em­
ployee is already entitled to l~mp sum dist,rihu~wn (the 10-year sep­
arate basket" treatment provided tmder ERISA (sec. 402 (e) of the 
Code)) or rollover treatment. This bill is not int~n.ded to. withdraw 
lump sum distribution treatment in any case where 1t IS provided under 
present law. 

Effective date 
The new rules are to apply to distributions made to employees o~ 

or aftPr July 4, 1974 (60 days before the date of the enactn:ent of 
}<~RISA under which tax-free rollover treatment became available). 

~peci;l rules are provided for termination. distributi?ns .wh~ch have 
taken place or will take place bef?re .ena~tment of tl~Js b1ll, m order 
to make it possible for such a distnbutwn to quahfy fo~ tax~fr~e 
rollover treatment. Under these special rule~ the GO-day perwd w1thm 
which a qualified distribution under the ::;ew rnl~s !flUSt be _rolled over 
is not to expire before December 31, 1916.4 Tlus IS ?one m or:der to 
provide su~cient t.ime for the Internal ~evenue Service to pul;>l~sh the 
necessarv mstrnctwns and for the Service and others to publiCize for 
the tax-free rollover treatment provided by the bill. 

An employee who receiv~d a I?lan ter~1~nation _distribution of prop­
ertv (other than money) m tlus trans1t10n penod may have recog­
niz'ed that the distribution did not qualify for tax-free rollover treat­
ment under present law and may have sold or exchanged the property. 
In such a case, (1) the sale or exchange itself generally ".'ould have 
hcen a taxable event and (2) the same-property rule described above 
(under Present law) would prevent this relief provision o£ the bill 
from applying .. In order to ~voi~ such _£:ustration. of the purposes 
of this retroactive element of this proviSIOn, the bill provi~es that 
where the property distributed was sold or exr,ha~~ed durmg the 
1wriod ending with the date of the enactment of tlns bill), the. rul~s are 
:satisfied if the proceeds of the f'ale (less any employee contl'lbutwns) 
:are rolled over. Further, the bill provides for non-recognition of gain 
.or loss on the sale or exchange if such proceeds are rolled over. 
. rnder the bill, the time for rolling over a distribution does not 
expire be:fore Decembe: 31: 19~6. To acco~modat~ taxpayers who have 
alreaclv paid tax on d~stnbutH.ms. the bill perm1ts tlw rolJover to be 
made in two stages. lJnder th1s two-stage approach, the amount re­
qnin~d to be rolled m·e.r b:y De.cember 31, 1976, _would be reduced by the 
tax imposed on. the chstnb~ltH?n. ~t the election of.the taxpayer, the 
remaining portion o:f the,.. d1~tnb1_1ti?n would be considered to be rolled 
over by December 31, 191 ?' d, withm 30 days after the Internal Reve­
nue Service allows a credit or a refund on account of tf1e rollover, the 
taxpayer rolls over the m~oun~ of t?at refund or credit. . 

In order to protect agamst s1tuati?ns :where a t~xpaye~ Improperly 
:fails to make the second-stage contnbutwn, ~he bill provi~es that the 
period of limitations on assessment of a defiCienc:y: (e.g._, of mcome t.ax 
or of chapter 43 excise tax) on account o~ that failure IS not to expire 

• This extension of the 60-day rule also applies to distributions made after the bill's 
enactment and before November 2, 1976. 
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before 3 years from the date the taxpaye:r no~ifies the Inter~al Revenu"' 
Service whether the second-stage contribut'lOn has been timely made. 
The bill also authorizes the assessment of a deficiency before the ex-
piration of such 3-year period. . 

In the usual case where the Service sends the taxpayer a tax refund 
check the re:fund .;ould be considered allowed when the check is sent. 
For this purpose, under Treasury regulations, the ~ax imposed ~m a 
taxpayer's d!str.ib~tion is to. he .the ~xcess of the tax ~mposed on h~s or 
her income mcludmg the chstnbutwn, over the tax unposed on his or 
her income' excluding the distribution. 

III. EFFE£T ON THE REVENUES OF THE BILL AND VOTE 
OF THE COMMITTEE IN REPORTING THE BILL 

In compliance with clause 7 of Rule XIII of the Rules of the Honse 
of Representatives, the following statement is made relative to the 
effect on the revenues of this bill. Your committee estimates that this 
provision will result in a decream in tax liability of $50 million for 
calendar year 1976 and $70 million a year for calendar year 1D77 and 
subsequent years. 

In compliance with clause 27 (b) of Rule XI of the Rules of the 
House of Representatives, the :following statement is made relative to 
the vote o:f the Committee on reporting the bill. This bill was by 
voice vete unanimously ordered :favorably repovted by the Committee. 

IV. OTHER MATTERS REQUIRED TO BE DISCUSSED 
UNDER HOUS'E RULES 

In compliance with clause 2(1)(3) of Rule XI of the Rules o,:f the 
House o:f Representatives, the following statements are made: 

With respect to subdivision (A), relating to oversight findings, it 
was as a result of your committee's oversight activit;y concerning the 
effects of the Employee Retirement Income Secmity Act of 197 4 that it 
·concluded that the provisions of this bill are appropriate to modify 
the unnecessarily restrictive limitations on the tax-:free rollo'>er rights 
of an employee who receives a distribution of his or her entire account 
from a tax-qualified retirement, etc., plan. 

With respect to subdivision (B) your committee states that the 
ohanges made to existing law by this bill invelved no new budget 
a;uthority. These changes involve an insubstantial increase in tax 
expenditures for the fiscal year 1976. 

With respect to subdiv>isions (C) and (D), your committee advises 
that no estimate or comparison has been submitted to your committee 
by the Director of the Congressional Budget Office relative to the 
changes made by your committee, nor ha:ve any oversight findings or 
recommendations been submitted to your committee by the Committee 
on Government Operations. 

V. CHANGES IN EXISTING LAW MADE BY THE BILL, AS 
REPORTED 

In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as re-



ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 

INTERNAL REVENUE CODE OF 1954 

* * * * * * * 
SUBTITLE A-INCOME TAXES 

* * * * * * * 
CHAPTER 1-NORMAL TAXES AND.SURTAXES 

* * * * * * * 
SUBcHAPTER D-DEFERRED CoMPENSATioN, ETc. 

* * * * * * 
PART I-PENSION, PROFIT-SHARING, STOCK BONUS PLANS, ETC. 

Subpart A-General Rule 

* * * * * * * 
SEC. 401. QUALIFIED PENSION, PROFIT-SHARING, AND STOCK BONUS 

PLANS. 
(a) REQUIREMENTS FOR QuALIFICATION.-A trust creftted or. or­

ganized in the United States and :forming part of a stock bonus, pen­
sion, or profit-sharing plan of an employer for the exclusive benefit of 
his employees or their beneficiaries shall constitute a qualified trust 
under this section-

(1) if contributions are made to the trust by such employer, or 
employees, or both, or by another employer who is entitled to de­
duct his contributions under section 404(a) (3) (B) (relating to 
deduction for contributions to profit-sharing and stock bonus 
plans), for the purpose of distributing to such employees or their 
beneficiaries the corpus and income of the fund accumulated by 
the trust in accordance with such plan; 

(2) if under the trust instrument it is impossible, at any time 
prior to the satisfaction of all liabilities with respect to employees 
and their beneficiaries under the trust, for any part of the corpus 
or income to be (within the taxable year or thereafter) used for, 
or diverted to, purposes other than for the exclusive benefit of 
his employees or their beneficiaries; 

(3) if the plan of which such trust is a part satisfies the require­
ments of section 410 (relating to minimum participation stand-
ards); and · 

( 4) if the contributions or benefits provided under the plan do 
not discriminate in favor of employees who are­

( A) officers, 
(B) shareholders, or 
(C) highly compensated. 
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For purposes of this paragraph, there shall be excluded from con­
sideration employees described in section 410(b) (2) (A) and (C). 

( 5) A classification shall not be considered discriminatory 
within the meaning of paragraph ( 4) or section 410 (b) (without 
regard to paragraph (1) (A) thereof) merely because it excludes 
employees the whole of ·whose remuneration constitutes "wages" 
under section 3121 (a) ( 1) (relating to the Federal Insurance Con­
tributions Act) or merely because it is limited to salaried or 
clerical employees. Neither shall a plan be considered discrimina­
tory within the meaning of such provisions merely because the 
contributions are benefits of or on behalf of the employees under 
the plan bear a uniform relationship to the total compensation, 
or the basic or regular rate of compensation, of such employees, 
or merely because the contributions or benefits based on that part 
of an employee's remuneration which is excluded from "wages" 
by section 3121 (a) ( 1) differ from the contributions or benefits 
based on employee's remuneration not so excluded, or differ be­
cause of any retirement benefits created under the State or Federal 
law. For purposes of this paragraph and paragraph ( 10), the total 
compensation of an individual who is an employee within the 
meaning of subsection (c) ( 1) means such individual's earned 
income (as defined in subsection (c) (2)), and the basic or regular 
rate of compensation of such an individual shall be determined, 
under regulations prescribed by the Secretary or his delegate, 
with respect to that portion of his earned income which bears the 
same ratio to his earned income as the basic or regular compensa­
tion of the employees under the plan bears to the total compensa­
tion of such employees. For purposes of determining whether 
two or more plans of an employer satisfy the requirements of 
parag-raph (4) when considered as a single plan, if the amount of 
contributions on behalf of the employees allowed as a deduction 
under section 404 for the taxable year with respect to such plans, 
taken together bears a . uniform relationship to the total com­
pensation, or the basic or regular rate of compensation, of such 
employees, the plans shall not be considered discriminatory merely 
becau_se t~e rights of employees to. or derived from, the employer 
contributions under the separate plans do not become non forfeit­
able at the same rate. For the purposes of determining whether 
two or more plans of an employer satisfy the requirements of 
paragraph ( 4) when considerd as a single plan, if the emplovees' 
rights to benefits under the separate plans do not become nonfor­
feitable at the same rate, but the levels of benefits provided by the 
separate plans satisfy the requirements of regulations prescribed 
by the Secretary or his delegate to take account of the differences 
in such rat~s, the plans shall not be considered discriminatory 
merelv becn.use of the difference in such rates. 

(6)' A plan shall be considered as meeting the requirements o£ 
paragraph (3) during the whole of any taxable year of the plan 
i:f on one day in each quarter it satisfied such requirements. 
. (7) A trust shall not constitute a qualified trust under this sec­

tion unless the plan of which such trust is a part satisfies there-



8 

quirements of section 411 (relating to mmimum vesting 
standards). 

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

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

( A) either will be distributed to him not later than his 
taxable year in which he attains the age of 70% years, or, in 
the case of an employee other than an owner-employee (as 
defined in subsection (c) (3) ), in which he retires, whichever 
is the later, or 

(B) will be distributed, commencing not .later than such 
tax·llible yea.r, (i) in accord!tnce with regul•ations prescribed 
by the Secretary or his delegate, over the life of such em­
ployee or over the lives of such employee and his spouse, or 
( ii) in accordance with such regulations, over a period not 
extending beyond the life expectancy of such employee or 
the life expectancy of such employee and his spouse. 

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

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

(A) paragra,ph ( 3), the first and second sentences .of para­
graph ( 5), and section 410 shall not apply, but--

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

(ii) such plan shall not be considered discriminatory 
within the meaning of paragra,ph ( 4~ solely because 
under the pl~,tn contributions <ilescribed in subsection (e) 
which ·are in excess of the amounts which may be de­
ducted under section 404 for the taxable year may be 
made on behalf of any owner-employee ; and 

(B) -a trust forming- a part of such plan shall constitute 
a oualified trust under this section only if the requirements in 
subsecti@n (d) are also met. 

( 11) (A) A trust shall not constitute a qualified tnlst under this 
section if the plan of which such trust is a part provides for the 
payment of benefits in the form of an annuity unless such plan 
provides for the payment of annuity benefits in a form having the 
effect of a qualified joint and survivor annuity. 

(B) Notwithstandina the provisions of subparagraph ("~), 
in the case of a plan wl1ich provides for t.he p~yment. of bene ts 
before the normal retirement age (as defined m sectwn 411 (a) 
( 8)), the plan is not required to provide for the p~yme~~ of and 
nuity benefits in ·a form having. the eff_ect .of a quahfied JOint a;n 
survivor mmuity during the penod begmnn1;g_on the date on_which 
the employee enters into the plan as a participant and endmg on 
the later of- · · t 

( i) the date the employee reaches the earhest ret1remen 
age under the plan, or . . 1 

( ii) the first day of the 120th month begmmnp; before t 1e 
date on which the employee reaches normal retirement age. 

(C) A plan described in subparagraph (B) does not meet t~e 
requirements of subparagraph (A) unless, u:r.1der the plan, a parh­
cipant has a reasonableL period d~ring which. he may elect the 
qualified joint and survivor annmty form wit~ respect. to tJ.:te 
period beginning on the date on ~vhich the penod desc:I~ed m 
subparagraph (B) ends and endmg on t?:e dat.e on "hich he 
reaches normal retirement age (as ~efinecl m sec.twn 411 (a) ( 8) ) 
if he continues his employment durmg that period. A pla1_1 does 
not meet the requirements of this subparagraph u~less, m ~he 
case of such an election, the payments under the survivor annmty 
are not less than the payments which .''~ould have been made under 
the joint -annuity to which the pa~ICip.ant ~oulcl have been .en­
titled if he made an election clescnbed m this subparagraph Im­
mediately prior to his retirement and if .hi~ retireme1_1t ha~ o~­
enrred on the day before his death and 'v1thm the perwd withm 
which an election can be made. . 

(D) A plan shall not be treated as not satisfying the reqm_r~­
ments of this paragraph s?.Jely beca?se the sp~mse of the partici­
pant is not entitled to rece1ve a. survivor annmty (whethrr or not 
an election described in subparagraph (C) has been made under 
subparagraph (C)) unless the partici~ant an~ his spouse have 
been married throughout the 1-year penod endmg 011 the date of 
such participants death. 

(E) A plan shall not be treated as satisfying the !~quirements 
of this paragraph unless, n1_1der the plan, each participant has a 
reasonable period (as descnbed. by the ~ecretary or. hrs de!egate 
by regulations) before the annmty startmg elate durmg which. he 
may elect in writing (after having received a written explanation 
of the terms and conditions of the joint and survivor annuity and 
the effect of an election under this subparagraph) not to take such 
joint and survivor annuity. 
· (F) A plan shall not be treated as not satisfying the require­
ments of this paragraph solely because under the plan there is a 
}f}r'Ovision that any election described in s~1bparagraph (C) or 
(E), and any revocation of any such electwn, does not become 
effective (or 'ceases to be effective) if the :participant dies within 
a period (not in excess of 2 years) beginnmg on the date of such 
election or revocation, as the case may be. The precedin~; sentence 
does not apply unless the plan provision described in the preced-

H. Rept. 94-1020-2 



10 

ing sentence also provides that such an election or revocation will 
be given effect in any case in which-

( i) the participant· dies from accidental causes, 
(ii) a failure to give effect to the election or revocation 

would deprive the participant's survivor of a survivor an­
nuity, and 

(iii) such election or revocation is made before such acci­
dent occurred. 

(G) For purposes ofthis paragraph-
( i) the term "annuity starting date" means the first day 

of the first period for which an amount is received as an an­
nuity (whether by reason of retirement or by reason of dis­
ability), 

(ii) the term "earliest retirement age" means the earliest 
date on which, under the plan, the participant could elect to 
receive retirement benefits, and 

(iii) the term "qualified joint and survivor annuity" means 
an annuity for the life of the participant with a survivor an­
nuity for the life of his spouse which is not less than one-half 
of, or greater than, the amount of the annuity payable during 
the joint lives of the participant and his spouse and which is 
the actuarial equivalent of a single life annuity for the life of 
the participant. 

For purposes of this paragraph, a plan may take into account in 
any equitable manner (as determined by the Secretary or his dele­
g~te) any increased costs resulting from providing joint and sur­
VIvor annuitv benefits. 

(H) This"'paragraph shall apply only if-
( i) the annuity starting date did not occur before the effec­

tive date of this paragraph, and 
( ii) the participant was an active participant in the plan 

on or after snch effective date. 
(12) A trust shall not constitute a qualified trust under this 

section unless the plan of which such trust is a part provides that 
in the case of any merger or consolidation with, or transfer of 
assets or liabilities to, any other plan after the date of the enact­
ment of the Employee Retirement Income Security Act of 1974, 
each participant in the plan would (if the plan then terminated) 
receive a benefit immediately after the merger, consolidation, or 
transfer which is equal to or greater than the benefit he would 
have been entitled to receive immediately before the merger, con­
solidation, or transfer (if the plan had then terminated). This 
paragraph shall apply in the case of a multiemployer plan only to 
the extent determined by the Pension Benefit Guaranty 
Corporation. · · 

(13) A trust shall not constitute a qualified trust under this 
section unless the plan of which such trust is a part provides that 
benefits provided under the plan may not be assigned or alienated. 
For purposes of the preceding sentence, there shall not be taken 
into account any voluntary and revocable assignment of not to 
exceed 10 percent of any benefit payment made by any partici­
pant who is receiving benefits under the plan unless the assign­
ment or alienation is made for purposes of defraying plan ad­
ministration costs. For purposes of this paragraph a Lloan made 
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to a participant or beneficiary shall not' be treated as an assign­
ment or alienation if such loan is secured by the participant's 
accrued nonforfeitable benefit and is exempt from the tax im­
posed by section 4975 (relating to tax on prohibited transactions) 
by reason of section 4975(d) (1). This paragraph shall take effect 
on January 1, 19761 and shall not apply to assignments which 
were irrevocable on the date of the enactment [September 2, 
1974] of the Employee Retirement Income Security Act of 1974. 

(14) A trust shall not constitute a qualified trust under this 
section unless the plan of which such trust is a part provides 
that, unless the participant otherwise elects, the payment of bene­
fits under the plan to the participant will begin not later than the 
60th day after the latest of the close of the plan year in which-

( A) the date on which the participant attains the earlier 
of age 65 or the normal retirement age specified under the 
plan, 

(B) occurs the lOth anniversary of the year in which the 
participant commenced participation in the plan, or 

(C) the participant terminates his service with the 
employer. 

In the case of a plan which provides for the payment of an early 
retirement benefit, a trust forming a part of such plan shall not 
constitute a qualified trust under this section unless a participant 
who satisfied the service requirements for such early retirement 
benefit, but separated from the service (with any nonforfeitable 
right to an accrued benefit) before satisfying the age requirement 
for such early retirement benefit, is entitled upon satisfaction of 
such age requirement to receive a benefit not less than the benefit 
to which he would be entitled at the normal retirement age, actu­
arially reduced under regulations prescribed by the Secretary or 
his delegate. 

(15) A trust shall not constitute a qualified trust under this 
section unless under the plan of which such trust is a part-­

(A) in the case of a participant or beneficiary who is re­
ceiving benefits under such plan, or 

(B) in the case of a participant who is separated from the 
service and who has nonforfeitable rights to benefits, 

such benefits are not decreased by reason of any increase in the 
benefit levels payable under title II of the Social Security Act or 
any increase in the wage base under such title II, if such increase 
takes place after the date of the enactment [September 2, 1974] of 
the Employer Retirement Income Security Act of 1974 or (if 
later) the earlier of the date of first receipt of such benefits or the 
date of such separation, as the case may be. 

(16) A trust shall not constitute a qualified trust under this 
section if the plan of which such trust is a part provides for bene­
fits or contributions which exceed the limitations of section 415. 

(17) In the case of a plan which provides contributions or bene­
fits for employees some or all of whom are employees within the 
meaning of ~mbsection (c) ( 1), or are shareholder-employees 
within the meaning of section 1379 (d), only if the annual compen­
sation of each employee taken into account under the plan does 
not exceed the first $100,000 of such compensation. 
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(18) In the case of a trust which is part of a plan providing a 
defined benefit for employees some or all of whom are employees 
within the meaning of subsection (c) ( 1), or are shareholder-f'm­
ployees within the meaning of section 1379 (d), only if such plan 
satisfies the requirements of subsection ( j). 

(19) A trust shall not constitute a qualified trust under this sec­
tion if under the plan of which such trust is a part any part of a 
participant's accrued benefit derived from employer contributions 
(whether or not otherwise nonforfeitable), is forfeitable solely be­
cause of withdrawal by such participant of any amount attributa­
ble to the benefit derived from contributions made by such partic­
ipant. The preceding sentence shall not apply to the accrued bene­
fit of any participant unless, at the time of such withdrawal, such 
participant has a nonforfeitable right to at least 50 percent of such 
accrued benefit (as determined under section 411). The first sen­
tence of this paragraph shall not apply to the extent that an ac­
crued benefit is permitted to be forfeited in accordance with 
section 411 (a) ( 3) (D) (iii) (relating to proportional forfeitures 
of benefits accrued before enactment [September 2, 1974] of the 
Employee Retirement Income Security Act of 1974, in the event 
of withdrawal of certain mandatory contributions). 

( 920) A tntst forming part of a pension plan shall not be treated 
a8 failing to constitute a qtwlifir-:d trust under thi~ section merely 
because the pension plan of 'which .mch trust is a part makes a pay-
1nent or di8tribution described in section 4092 (a) ( 5) (A) ( i) or 403 
(a) (4) (A) (i). This paragraph shall not apply to a defined bene­
fit plan unless the employer maintaining such plan files a notice 
1Dith the Pension Benefit Guaranty Corporation (at the time ana 
in the manner prescribed by the PenBion Benefit Guaranty Cor­
poratwn) notifying the Corporation of such payment or distribu­
tion and the Corporation has approved sttch payment or dwtribu­
tion or, 1oithin 90 days after the date on which gnch notice was 
filed, has failed to aisappr01!C such payment Or dwtribution. 

Paragraphs (11), (12), (13), (14), (15), [and (19)] (19), and (~0) 
shall apply only in the case of a plan to which section 411 (relating to 
minimum vesting standards) applies without regard to subsection (e) 
( 2) of such section. 

* * * * * * 
SEC. 402. TAXABILITY OF BENEFICIARY OF EMPLOYEES' TRUST. 

(a) TAx<\BILITY OF BENEFICIARY OF ExEl\IPT Tm:rsT.-
(1) GENERAL RFLE.-Except as provided in paragraphs (2) 

and ( 4), the amount actually distributed or made available to 
any distributee by any employees' trust described in section 401 
(a) 'vhich is exempt from tax under section 501 (a) shall be tax­
able to him, in the year in which so distributed or made avail­
able, under section 72 (relating to annuities). The amount actu­
ally distributed or made available to any distributee shall not 
include net unrealized appreciation in securities of the employer 
corporation attribut&ble to the amount contributed by the em­
ployee. Such net unrealized appreciation and the resulting ad­
justments to basis of such securities shall be determined in accord­
ance with regulations prescribed by the Secretary or his delegate. 
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(2) CAI'lTAL GAINS TREATMENT FOR PORTION OF LUMP SUl\I DISJ 
TRJBUTION.-In the case of an employee trust described in section 
401(a), which is exempt from tax under section 501(a), so much 
of the total taxable amount (as defined in subparagraph (D) of 
subsection (e) ( 4) of a lump sum distribution as is equal to the 
product of such total taxable amount multipled by a fraction-

(A) the numerator of which is the number of calendar 
years of active participa.tion by the employee in such plan 
before ,January 1, 197 4, and 

(B) the denominator of which is the number of calendar 
years of active participation by the employee in such plan. 

shall be treated as a gajn from the sale or exchange of a capital 
asset held for more than 6 months. For purposes of computing 
the fraction described in this paragraph and the fraction under 
subsect~on (e) ( 4) (E), the Secretary or his delegate may prescribe 
regulatmns under which plan years ma.y be used in lieu of calendar 
years. For purposes of this paragraph, in the case of an indi,·icl­
ual 'Yho .is an employee without regard to section 401 (c) ( 1), de­
te~mu~atwn of whether or ~ot any distribution is a lump sum dis­
tnbubo!l shall be made w1thout !'egard to the recp1irement that 
a_n electiOn be made under subsectiOn (e) (4) (B), but no distr·ibu­
tron to any taxpayer other ~ha1_1 an. individual e~tate, or trust may 
be treated as a lump sum d1stnbutwn under th1s paragraph. 

(3) DEFINITIONs.-For purl?oses of this subsection-
( A) The term "secutibes" means only shares of stock and 

bonds or debentures issued by a corporation with interest 
coupons or in registered form. 

(B) The t.e~m "securities of the emi?h_>yer corporation'' in­
cludes s~cunbes ?f a parent or. subs1dmry corporation (as 
defined m subse~twns (e) and (f) of sectwn 425) of the em­
Ployer corporatmn. 

(4) DISTRIBUTION BY UNITED STATES TO NONRESIDENT ALIENS.­
The. am_ount includi_ble under paragraph ( 1) or ( 2) of this snb­
sectJon m the gross mcome of a nonresident alien individual with 
resp~ct to a distribution made by the United States in respect of 
services performed by an employee of the United States shall not 
exceed an amount which bears the same ratio to the amount in­
cludible in gross income without regard to this paragraph as-

( A) the aggregate basic salary paid by the United States 
to such em_ployee for ~uch service~, reduced by the amount 
of such basic salary wlnch was not mcludible in gross income 
by reason of being from sources without the United States. 
bears to · 

(B) the aggregate basic salary paid by the United States 
to such employee for such servica'l. 

In the case of distributions under the Civil Service Rt>tirement 
Aet ( 5 U.S. C. 2251), the term "basic salary" shall have the mean­
ing provided in section 1 (d) of such Act. 

(5) R.m.wv~R AUOUNTS.-~n t~e case of an employees' trust de­
sen bed m sectwn 401 (a) which 1s exempt from tax un&er section 
501(a), if--

[ (A) the balance of the credit of an employee is paid to 
him on one or more distributions which constitt1te a lump sum 
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distribu~ion wi.thin the meaning of subsection (e) (4) (A) 
· ( determmed without reference, to subsection (e) ( 4) (B) ) ,] 

. (A) the balance to the cred~t of an employee. is paid to 
hun- · · · 

( i) wit~in ~ tamable year of the employee on aecount 
of a. term~natwn of the plan of which the trust is a part 
or, ~n the ca_;se of .a profit-sharing or stock bonus plan, a 
complete d~scont~nuance of eontributions under such 
plan, or · 

( ii) in one or more distributions which constitute a 
lump-swm distributi~n wit~i;n the meaning of subsection 
(e) (4) (A) (determ~ned w~thout reference to subsection 
(e) (4) (B)), 

. (B) (i) the employee transfers all the property he receives 
m such distribution to an individual retirement account de­
scribed in section 408(a), an individual retirement annuity 
described in section 408 (b) (other than an endowment con­
tract), or a retirement bond described in section 409, on or 
before the 60th day after the day on which he received such 
property, to the extent the fair market value of such property 
exceeds the amount referred to in subsection (e) ( 4) (D) ( i), 
or 

(ii) the employee transfers all the property he receives 
in such distribution to an employees' trust described in section 
401(a) which is exempt from tax under section 501(a), or to 
an annuity plan described in section 403 (a) on or before the 
60th day after the day on which he received such property, to 
the extent the fair market value of such property exceeds the 
amount referred to in subsection (e) ( 4) (D) ( i), and 

(C) the amount so transferred consists of the property 
(other than money) distributed, to the extent that the fair 
market value of such property does not exceed the amount 
required to be transferred pursuant to subparagraph (B), 

then such distributions are not includible in gross income for the 
year in which paid. The purposes of this title, a transfer described 
in subparagraph (B) (i) shall be treated as a rollover contribu­
tion as described in section 408(d) (3). Subparagraph (B) (ii) 
does not apply in the case of a transfer to an employees' trust, or 
annuity plan if any part of [the lump sum distribution] a pay­
ment described in subparagraph (A) is attributable to a trust 
forming part of a plan under which the employee was an employee 
within the meaning of section 401 (c) ( 1) at the time contributions 
were made on his behalf under the plan. 

* * * * * * * 
(6) SPECIAL ROLLOVER RULES.-For purposes of paragraph (5) 

(A) (i)-
(A) TIME OF TERMINATION.-A complete discontinuance of 

contributions under a profit-sharing or stock bonus plam shall 
be deemed to occur on the day the plan admini~trator notifies 
the Secretary or his delegate ( i;n accordance with regUlations 
preseribed by the Seoretar·y or his delegate) that all contri-
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butions .to the plan ha;ve beern completely discontinued. For 
purposes of section 41.1 (d) ( 3), the plan shall be considered 
to be terminated no later than the day Bitch notice is filed with 
the Secretary or his delegate. 

(B) SALE' OF SUBSIDIARY OR ASSETS.-
( i) A payment of the balance to the credit of an em­

ployee of a corporation (hereinafter referred to as the 
employer corporation) which is a subsidiary corporation 
( withi;n the me,affl,ing of section ,425(!)) or which is a 
member of a controlled group of corporations (within 
the meaning of section 1563 (a), determined by substitut­
ing "50 peTcent" joT "80 peTcimt" each place it appeaTs 
therein) in connection with the liquidation, sale, or otheT 
means of terminating the parent-subsidiary or controlled 
gToup Telationship of the employeT corporation with the 
parent corporation or eontrolled group, or 

( ii) a payment of the balance to the credit of an em­
ployee of a corporation (hereinafter referred to as the 
acquiring corporation) in conrnection with the sale or 
other transfer to the acquiring corporation of all or sub­
stantially all of the ass~ts used by the previous employer 
of the employee ( here~nafter referred to as the selling 
corporation) in a trade or business condueted by the 
selling corporation, · 

shall be treated as a payment or distribution on account of. 
the tennination of the plan with respect to sueh employee ~t 
the employees of the employer corporation or the acquiring 
corporation (whichever applies) are not active participants 
in such plan at the time of such payment or distribution. For 
purposes of this subparagraph, in no event shall a payment 
or distribution be deemed to be in connection with a sale or 
other transfer of a.~sets, or a liquidation, sale, or othe1• means 
of terminating such parent-subsidiary or controlled group 
relationship, if such payment or distribution is made later 
than the end of the second oalendar year after the calendar 
year i'l'l: w0ich_ oceurs sueh sale or other transfer .of asset8, or 
sueh bquidatwn, sale, or other means of term~nating such 
parent-subsidiary or controlled grorup relationship. 

* * * * * * * 
SEC. 403. TAXATION OF EMPLOYEE ANNUITIES. 

(a) TAXABILITY OF BENEFICIARY UNDER A QuALIFIED ANNUITY 
PLAN. 

(1) G:ENERAL RUL:J?.-Except as provided in paragraph (2), if 
an annmty contract IS purchased by an employer for an employee 
under a plan which meets the requirements of section 404(a) (2) 
(whether or not the emp!oyer deducts the amounts paid for the 
contract under such sectiOn) , the employee shall include in his 
gross inc?me the amounts received nnder such contract for the 
year received as provided in section 72 (relating to annuities). 

(2) CAPITAL GAINS TREATMENT FOR CERTAIN DISTRffiUTIONS.­
(A) GENERAL RULE.-!£-



(i) an annuity contract is purchased by an employer 
:for an employee under a plan described in paragraph 
(1); 'b. 

( ii) such plan requires that refunds of contn utwns 
with respect to annuity contracts purch.ased under such 
plan be used to reduce subsequent premiUms on the con-
tracts under the plan; a!ld . . . . 

(iii) a lump sum distnbution (as defined m sectwn 
402 (e) ( 4) (A) ) is paid to the recipient, . . 

so much of the total taxable amount (as defined m section 
402(e) (4) (D)) of such distributon as is equal to the product 
of such total taxable amount multiplied by the fraction de­
scribed in section 402 (a) ( 2) shall be treated as a gain from 
the sale or exchanae of a capital asset held for more than 
6 months. For purposes of this par~graph, in the case of.an 
individual who is an employee Without regard .to .sect!on 
401 (c) ( 1), determin!ltio!l of whether or not ~ny distnbutwn 
is a lump sum distnbutwn shall be made without regard to 
requirement that an election be made under subsection (e) 
( 4) (B) of section 402, but no distribution to any taxpayer 
other than an individual, estate, or trust may be treated as a 
lump sum distribution under this paragraph. 

(B) Cnoss REFERENCE.- . 
For imposition of separate tax on ordinary income portion of 

lump sum distribution, see section 402 (e). 
(3) SELF-El\t:PLOYED INDIVIDUALs.-For pur{'oses of this sub­

section, the term "employee1
' includes an individual who is an 

employee within the meaning of section 401 (c) ( 1), and the em­
ployer of such individual is the person treated as his employer 
under section 401 (c) ( 4). 

(4) RoLLOVER Al\lOUNTs.-In the case of an. employee aimuity 
described in 403(a) if-

[(A) the baiance to the credit of an employee is paid to 
hi1~1 in one or more distributions which constitute a lump sum 
distribution within the meaning of section 402 (e) ( 4) (A) 
(determined without reference to section 402 (e) ( 4) (B)),] 

(A) the balance tp the credit of an employee is paid to 
him-

( i) within one ta;Mble year of the employee on ac­
count of a termination of the plan of which suck trust 
is a part or; in the case of a profit-shari~g plan~ a com­
plete discontinuance of contribution8 under such plan, 
or 

( ii) in one or more distribu.tions which constitutes a 
71lmp-s-um distribution within the meaning of section 
402 (e) ( 4) (A) (determined without reference to section 
402(e) (4) (B)), 

(B) ( i) the employee transfers all the pil'opex~y he receives 
in such distribution to an individual account. described in sec­
tion 408 (a). an individ.qal retir.ement annuity described in 
section 408 (b) (other than aR endowment contract), or a 
retirement bond described in section 409, on or before the 
60th day after the day on which he received such property 

I 
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to the extent the fair market value of such property exceeds 
the amount referred to in section 402 (e) ( 4) (D) ( i), or 

(ii) the employee transfers all the property he r:eceiv~s 
in such di11tribution to an employees' trust descnbed m 
se~tion 401(a) which is exempt from tax under section 
501 (a), or to an annuity plan described in subsection (a) 
on or before the 60th day after the day on which he re­
ceived such property to the extent the fair marke~ value 
of such property exceeds the a.mount referred to m sec-
tion 402(e) (4) (D) (i), and · 
(C) th.e amount so transferred consists of the property 

distributed to the extent that the fair market value of such 
property does not exceed the amount required to be trans-
ferred pur~ua~t t~ subp~ra()'raph (B). . 

then slldl dis~nbutwn IS not mcfudib~e I~ gross mcome for the :year 
in whiCh paid. For pur.poses of this title, tt transfer descr~bed 
in subparagraph (B) (i) shall be treated as a rollover c~~ltribu­
tion described in section 408(d) (3). Subparagraph (B) (n) does 
not apply in the case of a trans:fer to an ei?Pl?Yet;s' trust, or 
annuity plan i:f any part of [the lu~p s~ distnbutwn] a PG;Y­
numt described in subparagraph (A) IS attnbutabl~ t? an annmty 
plan under which the employee was. an emplo:yee 'Yithm the mean­
ing of section 401 (c) ( 1) at the time contr1butwns were made 
on his behalf under the plan. 

(.5) SPECIAL ROLLOVER RULES.-For purposes of paragraph (4) 
(A)(i)-

(A) TntE OF TERMINATION.-A complete discontiriiUUlNCe of 
contributions under a profit-sharing plan shall be deemed to 
occur on the day the plan administrator notifies the Secretary 
or hi8 delegate (in accordance with regula-tion.~ pre.<Jcribed by 
the SecTetary or hi8 delegate) that all contributions to the 
plan }ul/oe been completely disr:ontinued. For purposes of sec­
tion 411 (d) ( 3), the plan shall be considered to be terminated 
no later than the day such notice is filed with the Secretary 
or his delegate. 

(B) 8ALE OF SUBSIDIARY 08 ASSE'J'S.-
( i) A payment of the balance to the credit of an em­

ployee of a corporation (hereinafter referred to aB the 
employer Mrporation) 1.0hich is a subsidiary corporation 
(within the meaning of section 4~5(/)) or 1ohich is a 
rne1n"her of a contro'lled group of corporations (wit kin 
the meaning of section 1.563 (a), determi1'Wd by substit1d­
ing "50 percent" for "80 percent" each place it appears 
therein) in connection with the liquidation, sale, or other 
mean8 of terminating the parent-subsidiary or controlled 
group relationship of tlw employer oorporation 1oith the 
parent corporatiOn or controlled group, O'l' 

( ii) A payment of the balance to the credit of an em­
ployee of a corporation ( herei'Rafter referred to as the 
acqui1ing corporation) in c.onnecti{)n 'With the sale or 
other transfer to. the ao.qwiring corporation of all or sub­
stantially all of the assets u.~ed by the previous employer 
of the employee (hereinafter referred to a8 the selling 
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cor"pO'l'ation) in a trade or business co'IUlucted by the sell­
ing cO'l'pO'l'ation, 

shall be treated as a payment or distribution on account of 
the termination of the plan with respect to such employee if 
the employees of the empolyer corporation or the acguiring 
cO'l'pO'l'ation (whichever applies) are not active partwipants 
in such plan at the time of such payment or distribution. For 
purposes of this subparagraph, in no event shall a payment 
or distribution be deerned to be in r.tccO'f'dance with a sale or 
other transfer of assets, 0'1' a liquidation, sale, 0'1' othe'l' means 
of terminating such parent-subsidiary or controlled group 
relationship, if such payment 0'1' distribution is made later 
thmn the end of the second calendar' year after the calendar 
yea:r in which occurs such sale 0'1' other transfer of assets, or 
such liquidation, sale, 0'1' other means of terrnirnating such 
parent-subsidiary 0'1' con&rolled gr"oup relationship. 

* * * * • • • 
SEC. 404. DEDUCTION FOR CONTRIBUTIONS OF AN EMPLOYER TO 

AN EMPLOYEES' TRUST OR ANNUITY PLAN AND COMPEN­
SATION UNDER A DEFERRED-PAYMENT PLAN. 

(a) GENERAL RuLE.-If contributions are paid by an employer to or 
under a stock bonus, pension, profit-sharing, or annuity plan, or if 
compensation is paid or accrued on account of any employee under a 
plan deferring the receipt of such compensation, such contributions or 
compensation shall not be deductible under section 162 (relating to 
trade or business expenses) or section 212 (relating to expenses for 
the production of income) ; but if they satisfy the conditions of either 
of such sections, they shall be deductible under this section, subject, 
however, to the following limitations as to the amounts deductible in 
any year: 

( 1) PENSION TRUSTS. 
(A) IN GENERAL.-In the taxable year when paid, if the 

contributions are paid into a pension trust, and if such tax­
able year ends within or with a taxable year of the trust for 
which the trust is exempt under section 501 (a), in an amount 
determined as follows: 

(i) the amount necessary to satisfy the minimum fund­
ing standard provided by section 412 (a) for plan years 
ending within or with such taxable year. (or for any 
prior plan year), if such amount is greater than the 
amount determined under clause (ii) or (iii) (which­
ever is applicable with respect to the plan). 

( ii) the amount necessary to provide with respect to 
all of the employees under the trust the remaining un­
funded cost of their past and current service credits dis­
tributed as a level amount, or a level percentage of com­
pensation, over the remaining future service of each such 
such employee, as determined under regulations pre­
scribed by the Secretary or his delega.te, but if such re­
maining unfunded cost with respect to any 3 individuals 
is more than 50 percent of such remaining unfunded cost, 
the amount of such unfunded cost attributable to such 
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individuals shall be distributed over a period of at least 
5 taxable years, 

(iii) an amount equal to t~e normal ~ost of the plan, 
as determined under regulatwns prescnbed by the Sec­
retary or his delegate, plus, ~f past s~rvice or ot~er sup-

. plementary pension or annmty credits a:re provided ~y 
the plan, an amount necessary ~o amortize s~ch credits 
in equal annual payments (until full;y amortize~) over 
10 years, as deteri?ined under regulatiOns prescribed by 
the Secretary or his delegate. . . . 

In determining the amount ded_uctible ill such year under t~e 
foregoing linntations the fundillg m~thod and the actuanal 
assumptions used shall be those used for su~h year under sec­
tion 412 and the maximum amount deductible for such year 
shall be' an amount equal to the full funding limitation for 
such year determined under section 412. 

(B) SPECIAL RULE IN CASE OF CERTAIN AMENDMENTS.-In 
the case of a plan which the Secretary of ~abor finds to.be col­
lectively bargained which makes an electiOn under this sub­
paragraph (in such ~anner an~ at such time as may be pr<;>­
videct under regulatwns pr~scri~e~ by the Secre~ary or his 
delegate), if the full fundillg l~mitatw~ determilled under 
section 412 (c) ( 7) for such year IS zero, If as a result of any 
plan amendment applying to such plan year, the amount de­
termined under section 4~ (c) ( 7) (B) exceeds .the am~unt ~e­
termined under section 412(c) (7) (A), and If the fundillg 
method and the actuarial assumptions used are those used for 
~uch year under section ~1~, th.e maximu.m amount deductible 
ill such year under the lmntatwns of this paragraph shall be 
an amount equal to the lesser of-

(i) the full ~unding.limitation for su~h year. deter­
mined by applyillg sectiOn 412(c) (7) but illcreasmg the 
amount referred to in subparagraph (A) thereof by 
the decrease in the present value of all unamortized li­
abilities resulting from such amendment, or 

(ii) the normal cost under the plan reduced by the 
amount necessary to amortize in equal annual install­
ments over 10 years (until fully amortized) the decrease 
described in clause ( i). 

In the case of any election under this subparagraph, the 
amount deductible under the limitations of this paragraph 
with respect to any of the plan years following the plan year 
for which such election was made shall be determined as pro­
vided under such regulations as may be prescribed by t~e 
Secretary or his delegate to carry out the purposes of this 
subparagraph. 

(C) CJ<JRTAIN COLLECTIVELY-BARGAINED PLANS.-In the 
case of a plan which the Secretary of Labor finds to be collec­
tively bargained, established or maintained by an emJ?loyer 
doing business in not less than 40 States and engaged ill the 
trade or business of furnishing or selling services described in 
section 167 ( 1) ( 3) (A) (iii), with respect to which the rates 
have been established or approved by a State or political sub-
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division thereof, by any agency or instrumentality of the­
United States, or by a public service or public utility commis­
sion or other similar body of any State or political subdivi­
sion thereof, and in the case of any employer which is a. 
member of a controlled group with such employer, subpara­
graph (B) shall be applied by substituting fm· the words. 
"plan amendment" the words "'plan amendnrent or increase. 
in benefits payable under title II of the Social Security Act" .. 
For purposes of this subparagraph, the term "controlled. 
group" has the meaning provided by section 15H3 (a), deter­
mined without regard to section 1563 (a) ( 4) and (e) ( 3) (C) .. 

(D) CARRYOVER.-Any amount paid in a taxable year in 
excess of the amount deductible in such year under the fore­
going limitations shall be deductible in the succeeding taxable 
years in order of time to the extent of the difference between 
the amount paid and deductible in each such succeeding year 
and the maximum amount deductible for such year under the 
foregoing limitations. 

(2) EMPLOYEE's .AxN~s.-In the t~xable year when paid, in 
·an amount determmed m accordance wrth paragraph (1), if the 
contributions are paid toward the purchase of retirement annui­
ties, or retirement annuities and medical benefits as described in 
section 401(h), and such purchase is a part of a plan which meets 
the requirements of section 401(a) (3), (4), (5), (u), (7), (8)> 
(11), (12), (13), (14), (15), (16), (17), (18), (and (19)] (19) 
and (930), and, if applieable, the requirements of section 401(a} 
(9), (10), (17), and (18) an.d of section 401(d) (other than 
paragraph (1) ), and if refunds of premiums, if any, are applied 
within the current taxable year or next succeeding taxable yea!l 
towards the purchase of such retirement annuities, or such re'tire­
ment annuities and medical benefits. 

( 3) STOCK BONUS AND PROFIT-SHARING TRUSTS.-
( A) LIMITS ON DEDUCTIBLE C01\TTRIBU'l'IOXS.-Jn the taxable. 

year when paid, if the contributions are paid into a stock 
bonus or profit-sharing trust, and if such taxable year ends: 
within or with a taxable year of the trust with i·espect to 
whi~h the trust is exempt under section 501 (a), in an amount. 
not m excess of 15 percent of the compensation otherwise 
paid or accrued during the taxable year to all employees. 
under the stock bonus or profit-sharing plan. If in any taxable· 
ye&,r there is paid into the trust, or a similar trust then in 
effect, amounts less than the amounts deductible under the 
preceding sentence, the excess, or if no amount is paid, the, 
amounts deductible, shall be carried forward and be deductible 
when paid in the succeeding taxable years in order of time, 
but the amount so deductible under this sentence in any such 
succeeding taxable year shall not exceed 15 percent of the 
compensation otherwise paid or accrued durin a such sncceed­
ing taxable year to the beneficiaries under th: plan, but the 
amount so deductible under this sentence in anv one succeed­
ing taxable year together with the amount so deductible under, 
the first sentence of this subparagraph shall not exceed 25 
percent of the compensation otherwise paid or accrued durin a· 
such taxable year to the beneficiaries under the plan. In add~-
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tion, any amount paid into the trust in any taxable year in 
excess of the amount allowable with respect to such year 
under the preceding provisions of this subparagraph shall be 
deductible in the succeeding taxable years in order of time, 
hut the amount so deductible under this sentence in any one 
such succeeding taxable year together with the amount allow­
able under the first sentence of this subparagraph shall not 
exceed 15 percent of the compensation otherwise paid or 
accrued duving such taxable year to the beneficiaries under 
the plan. The term "stock bonus or profit-sharing trust", as 
u.sed in this s~bparagraph, shall n~t include any trust de­
Signed to provide benefits upon retirement and covering a 
period of years, if under the plan the amounts to be con­
tributed by the employer can be determined actuarially as 
provided in paragraph (1). If the contributions are made 
to 2 or more stock bonus or profit-sharing trusts, such trusts 
shall be considered a single trust for purposes of applying 
the limitations in this subparagraph. 

(B) PROFIT-SHARING PLAN OF AFFILIATED GROUP.-,--Jn the 
case of a profit-sharing plan, or a stock bonus plan in which 
contributions are determined with reference to profits, of a 
group of corporations which is an affiliated group within the 
meaning of section 1504, if any member of such affiliated 
group 1s prevented from makinP.; a contribution which it 
would otherwise have made under the plan, by reason of 
having no current or accumulated earnings or profits or be­
cause such earnings or profits are less than the contributions 
which it would otherwise have made, then so much of the con­
tribution which such member was so prevented from making 
may be made, for the benefit of the employees of such member, 
Ly the other members of the group, to the extent of current 
or accumulated earnings or profits, except that such contribu­
tion by each such other member shall be limited, where the 
group does not file a consolidated return, to that proportion 
of its total current and accumulated earnings or profits re­
maining after adjustment f0r its contribution deductible 
without regard to this subparagraph 'vhich the total pre­
vented contribution bears to the total current and accumu­
lated earnings or profits of all the members of the group re­
maining after adjustment for all contributions deductible 
without regard to this subparagraph. Contributions made 
under the preceding sentence shall be deductible under sub­
paragraph (A) of this paragraph by the employer making 
such contribution, and, for the purpose of determining 
amounts which may be carried forward and deducted under 
the second sentence of subparagraph (A) of this paragraph in 
r;ucceeding taxable years, shall be deemed to have been made 
by the employer on behalf of whose employees such contribu­
tions were made. 

( 4) TRUSTS CREATED OR ORGANIZED OUTSIDE THE UNITED STATES.­
'[ f a stock bonus, pension, or profit-sharin~ trust would qualify 
for exemption under section 501 (a) except for the :fact that it is a 
trust created or organized outside the United States, contribu­
tions to such a trust by an employer which is a resident, or corpo-
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ration or other entity of the United States, shall be deductible 
under'the preceding paragraphs. . . . 

( 5) OTHER PLANS.-If the plan IS not o~e mcl.uded m para­
graph (1) (2) or (3) in the taxable year I~ which an ~mount 
attributable to the cont~ibution is includible. m the gross mcome 
of employees participating in the plan, ~~t, m the cas~ of a plan 
in which· more than one employee participates only If separate 
accounts are maintained for each employee. 

(6) Tum WHEN CONTRIBUTIONS DEEl\iED MADE.-For purposes of 
ara(J'raphs (1), (2), and (3), a taxpayer shall. be deemed to ha':"e 

fnad~ a payment on the last day of the precedmg tax~ble year If 
the payment is on account of such taxable. year and IS made not 
later than the time prescribed "?Y law for filmg the return for such 
taxable year (including extenswns thereof). . 

(7) LIMIT oN DEDUCTIONS.-If amounts are deductible under 
paragraphs (1) and (3), or (2) and (3), or (1), (2), and (3)J 
in connection with two or more trusts, or ~ne o~ more trusts an 
an annuity plan, the total amount deductible m a taxable year 
under such trusts and pl~ns shall n?t exc~ed the greater of. 25 
percent of the compensatiOn otherwise paid or accrued durmg 
the taxable year to the beneficiaries of the trusts or plans, or the 
amount of contributions made to or under the trusts or plans to 
the extent such contributions do not. exceed th~ a:mount of ~m­
ployer contrib~tions neces~ary to satisfy the mmimum !undmg 
standard provided by sectiOn 412 for the plan y~ar whiCh ends 
with or within such taxable year (or for any prior plan year). 
In addition, any amount paid i~to such trust or under such 
annuity plans in any taxable year m excess of tJ:e amou~t. allow­
able with respect to such year. und~r the preced~ng provisions of 
this paragraph shall be deductible m the Slfcceedmg tax;able years 
in order of time, but the amount so deductible und~r this sentence 
in any one such succeeding taxable year together with the amount 
allowable under the first sentence . of this p~ragraph shall not 
exceed 25 percent of the compensatiOn ~th~rwise paid or accrued 
during such taxable years to the benefimanes under the t~usts or 
plans. This paragraph shall not have the effect of reducmg the 
amount otherwise deductible under paragraphs (1), (2), and (3), 
if no employee is a beneficiary u.nder more than one trust or a 
trust and an annuity plan. . 

(8) SELF-EMPLOYED INDIVIDUALs.-In the case of a plan mcluded 
in paragraph ( 1), ( 2), or ( 3) which provides contributim;s ?r 
benefits :for employees some or all of whom are employees w_Ithm 
the meaning of section 401 (c) ( 1), for purp~ses. o~ this secti?n-

(A) the ter~ "employee:' mcludes ~n mdividual who IS an 
employee withm the meanmg of sectiOn 401 (c) ( 1), a~d the 
employer of such individual is the person treated as his em­
ployer under section 401 (c) ( 4) ; 

(B) the term "earned income" has the meaning assigned 
toitbysection401(c) (2); . . . 

(C) the contributions to ~uc?- plan on be~al:f of an I~divid­
ual who is an employee withm the meamng of sectiOn 401 
(c) ( 1) shall be considered to satisfy the conditions of section 
162 or 212 to the extent that such contributions do not exceed 
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the earned income of such individual derived :from the trade 
or business with respect to which such plan is established, 
and to the extent that such contributions are not allocable 
(determined in accordance with regulations prescribed by 
the Secretary or his delegate) to the purchase of life, accident, 
health, or other insurance; and 

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

(9) PLANS• BENEFITING SELF-EMPLOYED INDIVIDUALS.-In the 
case of a plan included in paragraph (1), (2), or (3) which 
provides contributions or benefits for employees some or all of 
whom are employees within the meaning of section 401 (c) ( 1)-

(A) the limitations provided by paragraphs (1), (2), (3), 
and (7) on the amounts deductible for any taxable year shall 
be computed, with respect to contributions on behalf of em­
ployees (other than employees within the meaning of section 
401 (c) (1)), as i:f such employees were the only employees :for 
whom contributions and benefits are provided under the plan; 

* 

* 

* 

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

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

( ii) without regard to the second sentence of para­
graph (3); and 

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

* * * * * * 
Subchapter L-Insurance Companies 

* * * * * * 
Subpart B-Investment Income 

* * * * * • 
SEC. 805. POLICY AND OTHER CONTRACT LIABILITY REQUIRE­

MENTS. 

* * * * "' • • 
(d) PENSION PLAN RESERVES.-

(1) PENSION PLAN RESERVES DEFINED.-For purposes of this 
part, the term "pension plan reserves" means that portion of the 
life insurance reserves which is allocable to contracts-

(A) purchased under contracts entered into with trusts 
which (as of the time the contracts were entered into) were 
deemed to be (i) trusts described in section 40l(a) and ex-
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empt from tax under section 501(a), or (ii) trusts exempt 
from tax under section 165 of the Internal Revenue Code of 
1939 or the corresponding provisions of prior revenue laws; 

(B) purchased under contracts entered into under plans 
which (as of the time the contracts were entered into) were 
deemed to be phtns described in section 403 (a), or plans meet­
ing the requirements of section 165 (a) (3), ( 4), ( 5), and ( 6) 
of the Internal Revenue Code of 1939; 

(C) provided for employees of the life insurance com­
pany under a plan which, for the taxable year, meets the 
requirements of section 401(a) (3), (4), (5), (6), (7), (8), 
(11), (12), (13), (14), (15), (16), [an<\ (19)] (19), and 
(20); 

(D) purchased to provide retirement annuities for its em­
ployees by an organization which (as of the time the contracts 
were purchased) was an organization described in section 501 
(c) (3) which was exempt from tax under section 501(a) or 
was an organization exempt :from tax under section 101 ( 6) of 
the InternaJ Revenue Code of 1939 or the corresponding pro­
visions of prior revenue laws, or purchased to provide retire­
ment annuities for employees described in section 403 (b) 
( 1) (A) ( ii) by an employer which is a State, a political sub­
division of a State, or an agency or instrumentality of any one 
or more of the foregoing; or 

(E) purchased under contracts entered into with trusts 
which (at the time the contracts were entered into) were in­
dividual retirement accounts described in section 408 (a) or 
under contracts entered into with individual retirement an­
nuities described in section 408 (b). 

* * * * * * 

VI. SUPPLEMENTAL VIE.lVS OF HO~. CHARLES A. VANIK 

Following and expanding upon Section 1501 of H.R. 10612, this bill 
appropriately amends Section 402 (a) of the Internal Revenue Code of 
195~ to en~ble the unforeseeably large number of victims of plans 
'vh~ch t~rmma_te (or to which contributions are discontinued) whore­
mam with their employers to rollover their distributions on a tax-fr0e 
basis into an In1iv~dual Retirement Account (IRA) or another quali­
fied plan. Th~ bill ~sa sound one and a timely one which deserves im­
m_ediate cons11erabon. ·without detracting from my support of this 
lJill, _I :vould like to point out that additional actions need to be taken 
to ehmmate other problems with IRAs. 
_Un~er,~~e definition i!l Section. 40~(e)_(4)(A), a "lump sum dis­

~,nbutwn IS defined to mclude distnbutwns from a qualified trust~ 
(I) on account of the employee's death, (II) after the employee at­

tam~ age 59%, (III) on account of the employee's separation from the 
serVIce, <?r _(IV) after the employee has become disabled ... ". The 
further hmit~bon that an employee must have been a plan participant 
f~r IJ .rr;,ced~n~ taxable years in order to receiv_e a "lump sum dis­
tributiOn ehgible for rollover treatment (heremafter ''5 year re-
quirement") is buried in Section 402(e) (4) (H). ' 

To my knowledge, neither the voluminous ERISA Conference 
~eport, C?mmittee_Reports nor even IRS Publication 590, which pro­
VI~es tax m~ormatwn on IR~s. make any mention of the 5 year re­
q_m~·ement. Further, the reqmrement was ori()'inallv intended onlv to 
~lmit the availability of special10-year income'"'averaO'inO'. but the latter 
Is already limited to portions of a distribution attribt1table to calendar 
years of plan participati_on beg:inning after December 31, 1973. M(Jre­
over, both favorable_ capital gams treatment under Section 402(a) (2) 
and 19-year averagmg are no longer available ·where a rollover is 
made mto an IRA and benefits are subsequently distributed therefrom. 

The effect of the continued 5 year requirement in the present bill is 
to prevent~ an employee who happens to have been a plan participant for 
less than D ye_a~s (and employed less than 6 or even 8 years where the 
plan h~s a mi~lmum service requirement for participation) and who 
otherwise quahfies for a "lump sum distribution" as defined in section 
~02(e) (4) (A) from transferring the full amount of his distribntion 
mto ~n IRA or other qualified plan, and to remove the tax incentive 
for him to do so. 

~tis argu_ed that a tax-free rollover is unnecessary because the hard­
s~Ip of havmg a.n unusually large taxable inco!ne in a single year may 
usually be alleviated through regular 5 year mcome averaging. This 
~nay be true, ~ut the result would nevertheless defeat our original 
m_tent and ~asw purpose of providing through the ERISA rollover a 
widely availa~le m~chanism for portability of vested benefits. More­
over, the contmuatwn of the 5 year requirement is completelv con­
tra~y to our fundamental p~rpose of providing effective incentives and 
vehiC~es :for the accumulatwn of adequate retirement savinO'S during 
workmg years. "' 

CHARLES A. v ANIK. 
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JlintQ!'fourth Q:ongrtss of the tlnittd ~tatts of america 
AT THE SECOND SESSION 

Begun and held at the' City of Washington on Monday, the nineteenth day of January; 
one thousand nine hundred and sez:enty-six 

Sn Set 
To amend the Internal Revenue Code of 1954 to permit tax-free rollovers 

of distributions from employee retirement plans in the e>ent of plan 
termination. 

Be it enacted by the Senate anrl House of Representatives of the 
United State:~ oj AmericfL in Congre8.'f a.~8em1Jled, That-

( a) Tm:m-:-.-.\TIO:-> 0},' E.)trLOYEE TRt"ST, r.rc.-section 402{a.) of the 
Internal He,·enue Code of l!}.'H (relating to taxability of beneficiaries 
of exempt trn~ts) is anwnrled-

( 1} by strik-ing out paragraph ( 5) (.A) and in.sening in lil'u 
thereof the following: 

""(AJ the babnre to rlw Cl"{'(lit of an entployee is paid to 
him-

;< ( i) within one t:u:nble war of I he l"ntployre on account 
of a tenninat.ion of the pf:lll of which tile t nl!>"t is a pnrt 
or, in the·~~ of a proht-~harin;; or stoc·k bon11s plnn. a 
complete discontinullllce of contributjons unJt>r· such 
pbn.or 

.. (ii) in one or more distributions which C01l$tituh~ a 
lump-sum di:rtribution within the mt:>anin;; of sul~ion 
(e) ( -~) ( .\) ( deterntined ;...-ithout rderence to sul)S.t>ction 
(c) (4) (B)),'', 

(2) by striking out "the lump-sum distribution" in the last 
sent~nce of paragraph ( 5) and inserting in lieu thereof "a 
payment", and . 

( 3) by adding at the end thereof the followmg paragraph: 
"(6) SPECIAL ROLLOVER RULES.-For purposes of paragraph 

(5) (A) (i)-
"(A) TIME OF TEIDHNATION.-A complete discontinuance 

of contributions under a profit-sharing or stock bonus plan 
shall be deemed to occur on the day the plan administrator 
notifies the Secretary or his delegate (in accordance with 
re?'tlations prescribed by the Secretary or his delegate) that 
all contributions to the plan have been completely discon­
t.umed. For purposes of section 411 (d) { 3), the plan shall be 
~onsider~d to be terminated no later than the day such notice 
IS filed wtth the Secretary or his delegate. 

,; {B) SALE OF SUBSIDL\RY OR ASSETS.-

" ( i) A payment of the balance to the credit of an 
employee of a corporation {hereinafter referred to as the 
employer corporation) which is a subsidiary corporation 
{within the meaning of section 425(f)) or which is a 
member of a controlled group of corporations (within 
the meaning of section 1563(a), determined by substi­
tuting '50 percent' for '80 percent' each place it appears 
therein) in connection with the liquidation, sale, or other 
means of terminating the parent-subsidiary or controlled 
group relationship of the employer corporation with the 
parent corporation or controlled group, or 

" ( ii) a payment of the balance to the credit of an 
employee of a corporation (hereinafter referred to as the 
acquiring corporation) in connection with the sale or 



- .. 

H.R. 12725-2 

other transfer to the acquiring corporation of all or 
substantially all of the nssets used by the pre,·ious 
employer of the employee (hereinafter referred to as the 
selling corporation) in a trade or business conducted by 
the selling corporation~ 

shall be treated as a payment or distribution on accmmt of the 
termination of the plan with respect to such employee if the 
employees of the employer corporation or the acquiring cor­
poration (whichever applies) are not acti,·e participants in 
such plan at the time of such payment or distribution. For 
purposes of this subparagraph~ in no e\·ent shall a payment 
or distribution be deemed to be in connection with a sale or 
other transfer of as..c:ets, or a liquidation. sale. ot· other means 
of terminating such parent-subsidiary or controlled group 
relationship, lf such payment or distribution is made bter 
than the end of the second calendar vear after the c:tlentlar 
year in which occurs such sale or other tmnsfer of n~ts. 
or such liquidation. s.'\le. or other means of tl•rminating such 
parent-subsidian- or controlled group relationship.". 

(b) TEirnL'i'ATIO:"f OF :\sxUTT Pr_\x.-Section -ltl:)(lt) (n·bting 
to rollover amounts) is amend~l-

(1) by strikin~ out subparn_!,_rrnph (4) (A) awl in.st•rting in 
lieu thereof the following: 

""(A) the balance to the cn~iit of nn f'lllplo)·f'e is paid to 
him-

"(i) within one taxable year of the emplone on 
accmmt of a termination of the plan of wh.ich suci1 tnl.St 
is a part or, in the case of a profit-sharin~ plan. a com­
plete discontinuance of contributions under such J?lan, or 

"(ii) in one or more distributions which const1_tutes a 
hm1p-sum distribution within the meaning of sect:on 402 
(e) (4) (A) (determined without reference to section 402 

(e) (4) (B)),", d" "b · "· th 1 t (2) by strikin<Y out "the lump-sum 1str1 ut10n m · e as sen-
tence of paragraph ( 4) and inserting in lieu thereof "a payment", 
and 

(~) by adding at the end thereof the following paragraph: 
" ( 5) SnaAL ROLLO\"'E.R Rt:u:s.-For purposes of paragraph ( 4) 

(.\) (i)-
.. ( .\) Tna or T£Rlll'X.\TIO-s.-A complete discontinuance 

of contributions under a profit-sharing plan shall be deemed 
to occur on the day the plan administrator notifies the Secre­
t!lry or his delE"gate (in accordance with rt'gulntions prescribed 
b> the S«retary or his delegate) that all contributions to the 
p1:m haYe been completely discontinued. For purposes of 
~t ion ·H 1 (d) ( 3), the pIan shall be considered to be termi­
nat~l no later than the da\" such notice is filed with the 
Secretarv or hi.s delegate. · 

.. (B) 'SALE OF St7BSIDllRY OR ASSETS.-
"(i) A payment of the balance to the credit of an 

employee of a corporation (hereinafter referred to as 
the employer corporation) which is a subsidiary corpora­
tion (within the meaning of section 425 (f)) or which is 
a member of a controlled group of corporations (within 
the meaning of section 1563 (a), determined by substi­
tuting '50 percent' for '80 percent' each place it appears 
therem) in connection with the liquidation, sale, or other 
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means of terminating the parent-subsidiary or controlled 
group relationship of the employer corporation with the 
parent corporation or controlled group, or 

"(ii) .A. payment of the balance to the credit of an 
employee of a corporation (hereinafter referred to as 
the acquiring corporation) in cmmection with the sn.le 
or other transfer to the acquiring corporation of all or 
substantially all of the assets used by the previous 
employer of the employee (hereinafter referred to as the 
selling corporation) in a trade or business conducted by 
the selling corporation, 

shall be treated as a payment or distribution on account of 
the the termination of the plan with respect to such 
employee if the employees of the employer corporation or the 
acquiring corporation (whichever applies) are not active 
participants in such plan at the time of such payment or dis­
tribution. For purpOSE's of this suhpar.~graph, in no event 
shall a payment or distribution be det•med to be in accordance 
'With a sale or other transfer of ns.<:ets, or a liquidation. S!lle, 
or other means of terminating such parent-subsidiary or con­
trolled group relntion!;hip, it surh payment or distribution 
is made later than the end of the se<'ond calendar Yf'ar after 
the calendar year in which occurs such S!lle or other transfer 
of assets, or such liquidation. sale, or other means of 
terminating such parent-subsidiary or controlled group 
relationship.". 

(c) Co~roR::m~G A~n:~mrE~TS.-
. (1) Section 40l(a) of such Code (relating to requirements for 
qualification) is amended by adding after paragraph (19) the 
following: · 

"(20) .. A. trust fonning part of a pension plan shall not be treated 
as :failino- to constitute a qualified trust under this section merely 
because the pension plan of which such trust is a part makes a pay­
ment or distribution described in section 402 (a) ( 5) (A) ( i) or 403 . 
(a) (4) (A) (i). This paragraph shall not apply to a defined benefit 
pln.n unli:'SS th<' em plover maintaining such plan files a notice with 
the Pension ~.nt'fit Gu:1ranty Corporution (at the time and in 
the numnf'r {ln'St'"rilx-d by the Pen!'ion RenPfit Gu:1ranty Corpom­
t.ion) noti fymg the Corporntion of such payment or distribution 
n.nd th,~ Corporation hn..~ :tpprn'm such p:tym('nt or distribution 
nr, •ithin ~) d:tY" after the date on which such notice wa.s filed, 
hu fll,ilf'd to di!lapproTe such payment or distribution."-

(2) The h .. .:t ~·ntt"n(...- o( ~'<'"finn Wl in) of ~ueh Code is amf'ncled 
hy ~ riking out .. ancl ( 19) 1" and in~rting in lieu thereof ""(19), and 
,._"'ll -. 
' (3) Srdion ·10-l(a) (::!) of such Code (relating to employee 
ll.nnnit.i~) is nml.'ndNl hy striking out •'and (19)'1 and insertmg 
in lieu thereof ... ( l!l). and (~) !1-~ 

( ·l) &"Ction S05 (d) { 1) (C) of such Code ( relatin!! to pension 
pbn re:;errt'S) is amended by striking out "and (19)" and insert­
mg in lieu tl1ereof "(19), and (20)". 

(d) Th.\~SITIO~AL Rcu:..;;;_-
(1) J~Gf:~F.R.:\L..-

(A.) PERIOD FOR ROLLOVER CO!Ii"TRIBUTION.-ln the case of a 
pa:yment described in section 402(a) (5) (A) (other than a 
payment described in section 402(a) (5) (A) as in effect on 
the day before the date of the enactment of this Act) or 
section 403(a) (4) (A) (other than a payment described in 
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section 403(a) (4) (A) as in effect on the day before the date 
of the enactment of this Act) of the Internal Revenue Code 
of 1954 (relating to distributions of the balance to the credit 
of the employee) which is contributed by an employee after 
the date of the enactment of this Act to a trust, plan, 
account, annuity, or bond described in section 402(a) (5) (B) 
or 403 (a) ( 4} (B) of such Code, the applicable period specified 
in section 402 (a.)( 5) (B) or 403 (a.)( 4 )(B) of such Code 
(relating to rollover distributions to another plan or retire­
ment accmmt) shall not expire before December 31, 1976. 

(B) TnaoFCO~UTIO!i.-
(i) GE:xEJUL RL"LE.-l.f the initial portion of a pay­

ment the applicable period for which is determined under 
subparagraph (A) is contributed before December 31, 
1!)76, by an indi,·idual to a trust, plan, account, annuity, 
or bond described in subparagraph (A) and the remain­
ing portion of such payment 1s contributed by such indi­
vidual to such a trust, plan. account~ annuity, or bond not 
later than 30 days after the date t\ credit or reflmd is 
allowed by the Secretary of the Tn'nsury or his delegnte 
under section 6-102 of the Internal Ue\"enue Code of 1~5-l 
with respect to the contribution, then, for purposes of 
subparagraph (A) and seetions -lQ-2(a) (5) and 403(a) 
(!)of such COlle, at the election of the indi\·idu:ll (made 
in accordance with regulations pre:;cribed bv the ~t>Cre­
tary or his dele!!fite), such remaining portion sh:lll be 
considered to ha~:e been contributed on the date the initial 
portion of the payment was contributed. For purposes 
of this subparagraph, the initial portion of a payment is 
the runmmt by which such payment exceeds the amount of 
the tax imposed on such payment by chapter 1 of such 
Code (determined without regard to this subparagraph). 

(ii) fuGULATIONs.-For purposes of this subpara­
graph, the tax imposed on a payment by chapter 1 of the 
Internal Revenue Code of 1954, and the date a credit 
or refund is allowed by the Secretary of the Treasury 
or his delegate under section 6-102 with respect to a con­
tribution, shall be determined mulct· regulations pre­
scribed bv the Secretarv of the Treasurv or his delegate. 

(C) PJ:JUoo or LunT.\THJxs.-If an in,li;·idual has lnade 
tJw. elt"d~on pro"i<l\'(l by !:mbparagrnph (B). then-

(1) the period pro\--ided by the Internal Revenue Code 
of 19.:H for the IL~ment of anv ddicil'ncv for the tax­
able yt'Sl" in which the paym£>nt dl•scribed in subpara­
gr.spb (.\) was made and each sub!k.>quent taxable year 
lor which tax is determine<! bv reference to tht.' treatment 
of su~-h payment under such Code or the status under 
such ~()(~~of any tnt:.-t, p!:m, account, annuity, or bond 
tlc:;cnbed m subparngrnph (A) shall, to the extent attrib­
utable to such treatment, not expire before the expiration 
of 3 wars from the date the Secretary of the Treasury or 
hlS del~"Ute is notified by the individual (in such manner 
as the_ &cretary of t_he .T_reasury or his delegate may 
prescnbe) that such mchndual has made (or failed to 
make) the ~on~ribution o! the remaining portion of the 
payment Withm the penod specified in subparaQTaph 
(B)(i),nnd ::> 
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(ii) such deficiency may be assessed before the expira­
tion of such 3-year period notwithstanding the pr·oyisions 
of section 6212(c) of such Code or the provisions of any 
other law or rule of law which would otherwise prevent 
such assessment. 

{2) ROLLOVER CO~TRIB"GTIOX FOR CERTAIX PROPERTY SOLD.­
Sections 402(a) (5) (C) and 403(a) (4) (C) of the Internal Reve­
nue Code of 1954 (relating to the requirement that rollover 
amount must consist of property received in a distribution) shall 
not apply with respect to that portion of the property received 
in a payment described in section 402(a) (5) (A) (other than a 
payment described in section 402(a) (5) (.A) as in effect on the 
day before the dat~ of the enactment of this Act) or 403 (a) ( 4) 
(A) (other than a payment described in section 403(a) (4) (A) 
as in effect on the day before the date of the enactment of 
this Act) of such Code which is sold or exchanged by the 
employee on or before the date of the enactment of tllis Act, if 
the employee transfers an amount of cash equal to the proceeds 
received from the sale or exchange of such property in excess of 
the amount considered contributed by the employee (within the 
meaning of section 402 (a) ( 4) (D) ( i) of such Code). 

(3) XOXREGOGXITION OF GAIX OR LOSS.-For purposes of the 
Internal Revenue Code of 1954, no gain or loss shall be recognized 
with respect to the sale or exchange of property described in 
paragraph (2) if the proceeds of such sale or exchange are trans­
ferred by an employee in accordance with this subsection and the 
applicable provrsions of section 402(a) (5) or 403(a) (4} of such 
Code. 

(e) EFFE<mvE D.lTE.-The amendments made by this Act shall 
apply with respect to payments made to an employee on or after 
July 4, 1974. 

Vic~ Pruiknl oft.~., [jniud StaU,. and 
Pruident of the Senat~ 




