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COMMERCL COMMITTEE -~ NEVADA STATE LEGISLATURE - 581? SESSION

April 14, 1975 . R

The meeting was called to order by Chairman Robinson at 4:20 P.M.

MEMBERS PRESENT: Mr. Benkovich
Mr. Demers
Mr. Getto :
Mr. Harmon : -
Mr. Moody o
Mr. Schofield
Mr. Wittenberg

Mr. Chairman
Mr. Hlokgg

MEMBERS ABSENT: (i NONE-

SPEAKING GUESTS: Pat Clark, DeLuca Company

. Walt Martini, Nevada Beer Wholesalers
Assemblyman Heaney
Noel A. Clark, Public SerVLCe Pomn1salon '
Senator Echols
Jim Joyce, Savings and Loan League of Northern

Nevada ,

Mike Melner, Department of Commerce n
MilosTerzich, American Life Insurance Associatio

The purpose of this meeting was to hear testimony on the
following bills: : :

AB 538 SB 224
AB 584 AJR 26
A -_

Discussion began with AB 584 which:

Limits vertical competition in distribution
and marketing of alcoholic beverages.

Mr. Pat Clark spoke in favor of the bill saying the purpose

for it was to protect the wholesalers throughout the State of “
Nevada who have a great investment in the industry over the
years.by preventing manufacture?s and distillers from coming

into this State backed by millions of dollars and competing

with those who have been operating in this State for many years.
He said they enjoy competition as long as it can fight ‘it honestly
and fairly. He said there is no way they can compete with a
manufacturer or a distiller who has control of the distiller's

_ price and the wholesalér's price when all the local companies

have is the wholesaler's price. He said this particular law
is already in 22 states. Seventeen states have monopoly laws
which is a law that the state controls the industry and there
are eleven states out of the 50 which do not have any type of .
law. He said they ask for nothing more than what the other (
states have--just good honest competition. -

Mr. Clark spoke about three-tier service. This is:
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Distiller/Manufacturer - o B C
Wholesaler '
- Consumer

He said there is nothing at all right now to stop a_manufacturer
or distiller from coming into Nevada, securing a license, and
going into direct competition with the wholesaler. If this
happens, the wholesalers in this State will be in a lot of
trouble. o ~ S

Walt Martini sﬁpplied the committee with a list of all the
wholesalers in Nevada and the total number of persons they

employ. He also informed the committee of the laws in other
states: Co ‘

Eleven states have no laws protecting the wholesaler
from the manufacturer going into the wholesale or .
retail business. They are: T

Maryland New York Hawaii-
Minnesota Alabama - Nevada -
Ohio Arizona District of Columbia

New Jersey Louisana

Seventeen states have state monopoly laws on all types
of alcoholic beverages. They are: ‘

Alabama Mountana Utah

Idaho New Hampshire Pennsylvania
. Iowa North Carolina Vermont

Maine Ohio -Washington
Michigan Oregon West Virginia
Wyoming Virginia :

The remaining 22 states are the ones that do have laws
controlling the relationship in the three-tier series.

This concluded testimony on AB 584. Discussion then turned to
AJR 26 which:

Memorializes the President, the Secretary'of State and
Congress to undertake negotiations with Canada to
stabilize the price of natural gas.

Assemblyman Heaney said this measure was conceived when he heard
on the radio that Sierra Pacific Power Company had made yet
another application for a rate increase. According to the Power
Company's president, Mr. Campbell, this increase was brought
about by the increased cost of natural gas. -Inasmuch as all
of us are concerned on behalf of the consumer and .the public ('
in general as to what is happening with the increase cost of

the supply of power, Mr. Heaney felt this measure would be a
positive step to at least assist one of the power companies in
the State. This is the intent of the Resolution. Perhaps then.
something will be done with regard to negociating with Canada
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to have them live up to their contracts as to the amount of {
natural gas that is to be supplied to the United States and
thus to Sierra Pacific Power Company. It would get at two
problens: o

1. The restricted amount of natural gas.

2. Increased cost of this gas.
He read from a Wall Street Journal article dated March 19, 1975
which stated that apparently the Canadian Government has consented
to clear a certain amount of gas foxr export to the U.S. but it
is at a substantially increased cost and it is a short term
situation over the next 19 months. Hopefully through this
Resolution some pressure can be brought against the provincial
governments in Canada, particularly that of British Columbia
which is the supplier for the pipeline company that delivers
gas to Sierra Pacific Power Company.- - He went on to say that
this not only concerned natural gas use but also, natural gas
as it is used to produce electrical power. He said Canada
simply is not living up to its contracts with the U.S. in this
regard. 70% of the natural gas supplied to Sierra Pacific Power
Company comes out of Canada. The utility has little control
over this, hence we have to go to the Federal Government for
help.

Mr. Noel Clark, Chairman of the Nevada Public Service Commission,
then spoke on AJR 26. He said Canada not only supplies Sierra
Pacific Power Company but it supplies all of Northern Nevada.

It first goes to West Coast Transmission, thence to the Northwest
Pipeline, thence to Southwest Gas and then to Sierra Pacific
Power Company in the Reno Area. 1In .1960-the price. per MCF
(thousand cubit feet) was 23¢. In January 1973 it was 31¢, in
November 1974 it was raised to $1.00 per MCF. He said they have
been informed that in July 1975 the price will go to $1.35 per
MCF and then by October 30, 1975, it will go to $1.91 per MCF.
He said Canada does supply approximately 70% of the supply of
Northwest Pipeline. :

Canada is under a contractual commitment to export to the U.S.
with 809,000,000 MCF of natural gas, however, they only delivered
something like 400,000,000 MCF for the last Fall and Winter
heating period. It is anticipated that this will drop to :
300,000,000 MCF for the 74-75 season. There has been a tax war
going on in Canada and they have served notice on the U.S. that
there will be no exports of natural gas to the U.S. from- Canada
after 1980. Mr. Clark said he is fearful this is true, it would
leave Northern Nevada without any source of natural gas whatsoever
He said the Government is going to have to firm up these contracts
and added that they are not only contracts, but also, in part,
treaties. ,

It was noted that the bill referred to MCF as million cubic fer
when it actually is "thousand cubic feet". The bill will be
amended to read "“thousand cubic feet (MCE)".

Mr. Clark said the 70% comes from Canada and less than 10% comes
from Wyoming and the remainder comes from New Mexico. ‘
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Mr. Hickey wanted to know if any of the plants in Nevada were
preparing to convert to ceoal. Mr. Clark said this was contemplaced
at the plant in Wabuska but it was determined that the cost of
conversion would be in excess of what it would require to build

a new plant. He said that Sierra Pacific has on their drafting
board that is anticipated to be coal. They were looking at

nuclear but their partners did not see fit to continue the
investigation into a nuclear plant in Northern Nevada because

a Nuclear Plant would be too big for Sierra Pacific. So the

new plant will have to be coal or some form of fossil fuel.

This concluded testimony on this bill.

Dr. Robinson brought to the attention of the committee a Senate
Amendment to AB 28 which was brought about by the fact that the
Senate did not feel that the State Fire Marshal should be given
the right to make rules and regulations more stringent than
Federal regulations. Mr. Wittenberg moved that the committee
not concur with this Senate Amendment to AB 28. This was
seconded by Mr. Getto and carried the committee with Mr. Demers
dissenting.

Testimony was then heard on 8B 224 which:

Authorizes deposit of public funds in lnsured ‘ -
savings and loan associations. . o
Senator Echols spoke on this bill since the Senate has already
held hearings on it. He said said the Senate committee did

an extensive amount of work on this bill. There were about
four areas of major concern:

1. The constitutionality of the depositing of =
public funds in a savings and loan association.

They had an opinion that if they were mutual associations that
this would indeed be unconstitutional This is the purpose for
the amendment which state "stock companies that are not mutual
associations”. This corrected the constitutional problem.

2, Comparatlveness of savirigs and loan associations’
insurance as compared to the Federal Deposit Insurance
Corporation of Banks.

He said they were provided with information that, basicaliy,’
the insurance is the same. It is a relatively new Federal act
that made them this way. :

3. Reserves that are required.

Banks have a little more stringent reserve requirements. They ,
are only permitted to loan up to a certain percentage of their L
money - in most cases somewhere slightly in excess of 50%. The
reserve requirements for a savings and loan are not as stringent
and there is a logical reason--they are not permitted to make
any unsecured loans. Basically, he said, the reserves are fairly
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comparable because of the strong secured position of all the /-
loan portfolios in the savings and loans and the fact that
banks in many instances and a good portlon of their loans

are made on signatures only. :

4. Requirement that public deposits be backed

by securities of the government.
The same requirements prevail in both savings and loans and in
banks. ‘

He said it was felt that this bill would benefit many small
entities because they will be able to obtain a little higher .
rate of interest. He added that he did not anticipate the
wholesale transfer of funds from banks into savings and loans.

Mr. Demers asked about the liquidity of funds in savings and
loans. Senator Echols did not think this would be a problem
as that type of money would be invested in TCD's and he felt
the savings and loans would be in a position to handle it.

Mr. Wittenberg wondered what the economic impact from this
bill would be as to funds being taken out of banks and placed
in savings and loans. Senator Echols said the consensus of
testimony heard in his committee indicated that the impact
would not be significant. He estimated that probably only
10% would be switched. ' ‘ _

Dr. Robinson wondered that if these monies (the total amount -

of public funds on deposit is approximately $300,000,000 so

if 10% was switched to savings and loans, the amount could

be a switch of $30,000,000) being deposited into savings . ,
and loans and then their making of long term real estate loans
and he wondered if this could cause an imbalance in liquidity.
Senator Echols said there was a remote possibility that it

could get to this situation but he felt the people doing the
1nvest1ng of monies would take these factors 1nto con51derat10n.‘

He said Security National Bank was the only opposition they
had to the bill and he felt this problem had been resoclved by
amendment. There was no adamant opposxtlon from the banking
fraternity--they did not support it or oppose it.:

Senator Echols said that savings and loans are a very 31gnlflcant
factor in the economy as they make important loans on real estate
and they are entitled to the public funds on this bases.

Senator Echols said all the opposition to the bill was to its
legality. There was no opposition to its concept.

Copies of the minutes on the Senate hearings on SB 224 and -
other information with regard to the bill are attached hereto&

Jim Joyce then spoke saylng Wally Warren who was representlng
the banking industry in Nevada appeared before the Senate
committee and testified in favor of the bill.. This bill would
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merely allow those people respon31ble for &ep031t1ng these 4
funds to deposit them in savings and loans if they so desired."
It does not require that any public funds be deposited in

any savings and loans. It allows those responsible for
depositing public funds to go into the competitive market
place and seek the highest interest. The reason public

funds can now be placed in savings and loans is because
Congress has enacted a law that the insurance on finds in
savings and loans could be extended up to $100,000 per
depositor. Therefore, public fuuds could be deposited in

a savings and loan on an insured basis up to $100,000.

He said the financial impact would be very small when the
vast amount of public money available is considered. He
estimated that it would involve approximately six or seven
million dollars. He said different State agencies could

each deposit up to $100,000 in the same savings and loan -

and still be insured but the State of Nevada General Fund
would be limited to $100,000 only. Mr. Melner elaborated

on this saying that if accounts are arbitrarily set up by,

for example, .the State Treasurer, all these accounts would
be considered one separate public unit account. However,

if they are established by separate agencies, each agency
could have $100,000 on deposit and be insured. He added

that this does not preclude the deposit of more than $100, 000
in any one account, this is, however, all that would be insured.

Dr. Robinson wondered if the intent was to allow accounts of
more than $100,000 and would Senator Echols be opposed to _
an amendment in the bill actually setting out this limitation.
The Senator did not think there would be any opp051tlon to -
such an amendment.

Mr. Getto wondered if since they pay a higher rate of interest -

if there was a higher risk in depositing in a savings and loan.
Mr. Joyce said there is no element of risk and that they can

pay a higher rate of interest because they were initially
authorized to stimulate housing. Their loans are prlmarlly
totally housing oriented and they are restricted from d01ng

many of the things banks do such as granting personal loans,
automobile financing and checking accounts._ : -

Mr. Melner commented that the Department of Commerce was called
upon to look into the two insurance programs - the insurance
program for the Federal Savings and Loan Insurance Corporation
and the Federal Deposit Insurance Corporation which insures
banks. He stated that these two programs are identical and

the payments are made within about the same period of time

if there is a failure - within 5 days to 3 weeks. With regard
to the question on constitutionality, these are not mutual
associations in Nevada, the State does not become an investor -
but rather a depositor and has all the protection of a deposifer.
With regard to the question about reserves and the maintenanc
of reserves, banks do maintain higher reserves but that is
because they have a higher risk portfollo or they are not -
collateralized. :
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Discussion was then taken up on AB 538 which:

RN

Clarifies exemption of insurers' general
premium tax.

Milos Terzich spoke in favor of this bill saying that it is
only making a very small change which is on Page 2, _Line 2
adding Section 408 of the United States Internal Revenue Code
to this provision. The purpose of this bill is to add this
Section 408 of the Internal Revenue Act as a part of the
exemption from the premium tax. Section 408 is Individual
Retirement Accounts. Section 401 mentioned on the bill deals
with Qualified Pension Profit Sharing and Stock Bonus Plans.
Section 403 deals with Taxation of Employee Annuities.

Section 404 deals with Deductions for Contribution of Employer
to Employee Trusts or Annuity Plan and Compensation under a
Deferred Payment Plan. Section 501 deals with Exemption from -
Tax on Corporations, Certain Trusts, Etc. So, Section 408
falls completely in line with the other Sections mentioned
in the bill.

In 1969, the Nevada Legislature amended its premium~tax law.
(This is the premium tax law where insurance companies pay
a 2% premium tax on earned premiums). The amendment exempted

- companies from these qualified Federal plans and premiums

and annuity considerations issued under these qualified plans.
The reason for this was to try to but insurance companies :
under the same competitive basis as banks and savings and loans

and other entities which ure in the bu51ness of pr0v1dlng
Drotectlon under these plans.

Sectlon 408 provides that an employee (if he is working for
an employer that has a pension plan or retirement account)
upon his termination and if the employer has made a separate
account of contributions, the employee could withdraw that
retirement money (it is called a roll-over provision) and
within 60 days he has the opportunity to put that into a ‘
individual retirement account without any tax consequences

" whatsoever. It also provides that the employee to create

his own individual retirement plan up to $1500 per year and
that is non-taxable to him except on a deferred basis when
the funds start coming out from it. Section 408 specifically
provides the purchase of annuity and endowment contracts
from insurance companies which, if it meets all the requ;rements,
is tax deductible. If he did the same thing through a bank

or a savings and loan, they could create a trust as long as

it met all the requirements. They do not pay any premium

taxes on what they receive. Insurance companies, if they

are required to pay a premium tax, they would automatically
pass this cost on to the purchaser. This would deduct from ’
the employee what he could get under a bank plan. This bill
would put banks and insurance companies on the same basis. (
A person wouiu get the same exact benefit from an insurance
company as Irom a bank or savings and loan. This bill will

but insurance companies, banks and savings and loans on the
same competive basis. :
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Mr. Terzich said there is no objection from the Insurance
Commissioner's Office on this bill. Section 408 became
effective December 31, 1974 so there is no loss of premium
tax to the State. :

Dr. Robinson said he had SB 69 and AB 492 and the amendments
thereto. He said he has combined the two bills retaining

SB 69. Dr. Robinson read to the committee the way SB 69 would
read. Mr. Demers moved the adoption of Amendment No. 7767 to
SB 69. This was seconded by Mr. Wittenberg and carried the
committee unanimously. Mr. Demers then moved "do pass as
amended of SB 69. This was seconded by Mr. Wittenbkberg and
carried the committee. ) '

Mr. Wittenberg moved "Indefinite Postponement" of AB 492.
This was seconded by Mr. Demers and carried the committee.

Mr. Benkovich moved that the proposed amendment to _AJR 26
deleting "million cubic feet" and inserting "thousand cubic
feet (MCF)" be adopted. This was seconded by Mr. Hickey and -

carried the committee. Mr. Hickey moved a "do pass as amended”

of AJR 26. This was seconded by Mr. Schofield and carried the
committee. ' ' o

Mr. Wittenberg moved a "do pass" of AB 538. This was seconded
by Mr. Schofield and carried the committee.

'Mr. Schofield moved a “"do pass" of AB 584. This was seconded
Oy Mr. Demers and carried the committee. '

Mr. Demers moved for adjournment. This was seconded by Mr. ;"
Schofield and the meeting was adjourned at 6:00 P.M. :

Respectfully submitted,

Joan Anderson, Secretary
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he would prefer to have it spelled out. Senator Raggio said that would entitle 0875
a person to build his own building for his own use, such as a ranch house, famm
‘ building, etc. Senator Raggio asked if it would make it clearer if something
like “to which the general public is invited" instead of the other phrase. Hr.
McAuliffe said he would prefer that kind of a definition. There was a general
discussion about this. , :

Page Five

There was a five minute break at 3:00 p-m. The meeting began again at 3:10 p.m.

S.B. 224: Authorizes deposit of public funds in insured savings and loan associates,
Fiscal Note: No. (BDR 31—-1‘83) . . ‘

Testimony was taken as follows.

Shexman Miller, Nevada Loan Association, testified on S.B. 224. This bill simply

provides that the funds of the state of Nevada and other municipalities within the
state's governmental units may be invested in insured commercial banks and insured
savings and loan associations. Mr. Miller introduced all of the people that were

there and said they would be happy to answer questions.

Mike Melner, Department of Comnerce, testified next. He said the Department of
Commerce supervises what are generally competing industries, banks and savings
and loans. He said it was his understanding that the banks are not orposed to
this bill. He said what this bill does is bring savings and loans into competition
for certain public funds. The savings and locans would be able to accept public
, deposit, and the statute now does not allow it. The savings and loans would have

‘ to put up the same collateral as the banks. Even if collateral were not required

there would be up to $100,000 in Federal Savings and Loan Insurance Corooratlon

insurance available. : .
Senator Monroe asked if the savings and 1oan would pay the same rate of interest
as the banks. Mr. Melner said if they were competitive maybe they would:pay more.
Senator Sheerin asked if this would include the retirement funds. Mr. Melner said
he thought it would. Senator Echols said the retirement funds are invested outside -
of the state and he would like to see them invested in the State of Nevada. Senator
Raggio said this bill would not require the deposit of funds Jjust authorize it.

Bob Warren, Nevada League of Cities, also representing the Nevada Association of
. County Commissioners. He testified in favor of the bill. Both groups feel that
a competitive situation between banks and savings and loans will generate increased
revermes for the cities and counties. They also feel that the large amounts of
money invested in Nevada as of June of 1974, some $307,000,000 in public funds in
Nevada Banks, that roney, they feel, if it were invested in smaller increments
because of the $100,000 guarantee, would help to strengthen and expand this indus-
try, which is a basic industry that is very important to the economy and growth
of the area. This would generate funds and return them back to the municipalities
in the form of increcased assesed evaluation. For these reasons they are in favor
of the bill. :

Jim Lien, Nevada Tax Commission, testified next. The Nevada Tax Commission has the
responsibility for the budget for some 200 entities in the state. They find a tre-

.’ mendous arount of problems for small entities .to invest because them have very sv
amounts of money to invest. They have been forced into putting the monsy into a
plain savings account in the bank. The savings and loan will, of course, allcw then
a higher rate of interest. ' x

Senator Bryan moved a do pass.
Senator Raggio seconded the motion.
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At this time Mr. Walley Warren stood from the audience. He was representing the
Nevada Bankers Association. He said the bill as it is presently written, if there
are no changes, tney have no ogoosz.tlom : , 7 _ A




WAl Cie. MUESL Nk

STATE OF NEVADA

Qe: S 24

DEPARTMENT OF COMMERCE
' MNye BuiLping, Room 321
201 SOuUTH FALL STREET
CARSON CITY. NEVADA 89701

0677

BANKING
COVEXNOR (702) B85.4250 COMSUMER AFFA

MICHAEL L. MELNER

iy

‘- DIVISIONS OF .

‘ MIKE O'CALLAGHAN ‘ . . R o
. v - Finz MansHaL

DirscTOR FNSURANCE
- REAL, EsTaTE

March 18, 1975 o | . SAVINGS AND LOAN

-

Senator Eugene V. Echols
Room 321 Legislative Building
Carson City, Nevada 89701

Dear Senator Echols:
You have asked that this department clarify a number of points regarding S.B.
224, B

This department regulates both the state-chartered® banks and state~chartered
savings and loan institutions. We are in contact regularly with both the Federal
Deposit Insurance Corporation, which insures banks, and the Federal 3avings and
Loan Insurance Corporation, which insures savings and loan associations. A care-
ful investigation of both insurance corporations reveals that bank insurance and
savings and loan insurance are nearly identical, both as to dollar amount and as
to expeditious payment of claims. Insurance payments under both programs are usu-
ally completed within five days to three weeks after a bank or savings and loan
corporation is placed in default.

Some question has been raised about the constitutionality of the placing of
public funds in savings and loan associations. No savings and loan irstitution
doing business under the laws of the State of Nevada is a mutual association.
N.R.S. 673.018 regarding '"membership" in mutual associations is in archaic lan- -
guage dating back to the time when there was authorization for state-chartered
mutuals. A careful examination of Chapter 673 of the Nevada Revised Statutes re-—
veals that the formation and organization of savings and loam corporations presumes
that only stock corporations are to be formed under the statutes of Nevada. People

‘placing funds in accounts of savings and loan associations chartered in Nevada are,

as a matter of law, depositors. Investors are those who buy stock in the corpora-
tion when it is originally formed. Depositors are clearly not investors. No pub-

" lic agency has ever intended or attempted to purchase stock in these corporations.

I would also note that the one federally-chartered saviungs and loan association do-
ing business in the State of Nevada has, as a maiter of law, a depositor relation-
ship with individuals and businesses having accounts in the association rather than
an investor relationship, in accordance with Paragraph 545. 1~2 of the Federal Home
Loan Bank Board rules.

An additional question has been raised as to the comparison of reseives main-
tained by banks to reserves maintained by savings and loan institutions. Certainly,
banks are required to maintain much more in the way of reserves than are savings and
loan associations. Savings and loan corporations only make loans on real estate,
and all loans are secured. Banks have the authority and do, in fact, make many un-

 secured loans. The Commissioner of Savings Associations can require a Specific Loss

Reserve on real property in accordance with N.R.S. 6731319 aad 673. 2758.

[
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Page Two

Senator Fugene V. Echols ' - -~y

: . - March 18, 1975

The corporate charter of each state-chartered savings and loan association is
on file with the Secretary of State. These associations are, in fact, stock cor-
porations and would, therefore, appesar to be eligible for the deposit of public
funds. « . -

I have an extensive research file which I would be happy to make available to
you if you so desire. o

Sincerely, o - .

— @ S 3 e

Michael L. Melner
‘Director

MLM/ ik

. . N,

- e
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compensation Includible in his gross
income for such taxable year, or $1,~
590, whichever is less.

“(2) Covered by certain other plans.
~—No deduction is allowed under sub-
section (2) for an individual for the
taxable year if for any part of such
year-——

“{AY he was an active participant

S Ine— -

“{i) a plan described In section 401
(a) which Includes a trust exempt
Irom tax under section 501(a),

“(11) an annuity plan described in
section 403(a),

“{1ii) a qualifled bond purchase plan
described in section 405(a), or

“{v) a plan established for its em-
ployees. by the United States, by a
State or political division thereof, or
by an agency or instrumentality of
any of the foregoing, or

“(B) amounts were contributed by
his employer for an annuily contract
described in section 403(h) (whether
or not his rights in such contract are
nonforfeitable)

“(3) Contributions efier age 70Yo.—
No deduction is allowed under subsec-
tion (2) with respect to any payment
described in subsection (a) which is
made during the taxable year of an
individual who has attained age 701
before the close of such taxable year.

“(4) Reconlridbuted amounts. — No
deduction is allowed under thils sec-
tion with respect to a rollover con-
tribution described in seetion 402(a)
2%)), 403({a) (4), 403(d) (3), or 403(b)(3)

«(5) Amounts contributed under

‘endowment contract—In the case of

an endowment contract deseribed in
sectlon 408(b), no deduction is al-
lowed under subsection (a) for that

s portion of the amounts paid under

the contract for the taxable year
properly allocable, under regulations
prescribed by the Secretary or his
delegate, to the cost of life insurance.

“fc) Definitions and Special Rules.—

“(1) Compensation. — For purposes
of thls section, the term ‘compensa-

Code Sec. 219(b)(2)

PENSION REFOEM LAW

tlon’ includes earned income as de-
fined in section 401 (c) (2).

“(2) Married
maximum deduction under subsection

{(b) (1) shall be compuled separately -

for each individual, and this seciion
shall be applied without regard to any
community property laws”.

(2) Deduction allowed in arriving
at adjusted gross income. — Sectlon
62 (defining adjusted gross income)
is amended by irserting after para-
graph (9) ’c‘qe following new para-
graph:

“(10) Retirement savings~The de«
duction allowed by section 219 (relat-
ing to deduction of ceriain retirement
savings)”. _

(b) Individual Relirement Ac~-
counts—Subpart A of part 1 of sub-
chapter D of chapter 1 (relating to
retirement plans) is amended by add-
ing at the end thereof the fonow}n”
new sectzon

“SEC. 408.
MENT ACCOUNTS.

“ra) Individual Retirement
count—For purposes of this section,
the term ‘individual retirement ac-
count’ means a ftrust created or or-
ganized in the United States for the
exclusive benefit of an indlvidual or
his beneficiaries, but only if-the writ-
ten governing mstrument creating
the trust meets the followm“ require-
ments:

“(1) Except In the case of a rollover '

contribution described In subsection
(d) €3), in section 402(a) (5), 403({a){4),

“or 408(b)(3)¢(C), no contribution will

be zccepted unless it is In cash, and
contributions will not be accepted for
the taxable year in excess of §1,500
on behalf of any individual,

“(2) The trustee is a bank (as de-
fined In section 401(d)(1)) or such
other person who demonstrates to the
satisfaction of the Secretary or his
delegate that the manner in which
such other person will administer the
trust will be consistent with the re-
quirements of this section.

individuals. — The-

INDIVIDUAL RETIPE— .

Ac~

/
\

I —— 1.9 AT WA

i

3

-TEXT OF LAW

"{3) No part of |
be Invested in llfe

“(£) The Intereg
in the balance in
forfettable,

“(5) The assets
be commingled w
exeept in a comr
conmnnon Investmer

*{6) The entire

" dividual for whose

maintained will be
not Yater than the
year in which he .

- will be distribute

Jore the close of &
accordance with

~ seribed by the Se

gate, over —

“{A) the life of
the lves of such
spouse, 0T

*{B) =z pertod i«
the Hfe expectenc
or the lfe expec
dividual and his §

“CH X an In
benefit the trust

" before his entire

-

distributed to hin
has been commer
paragraph (6) to.
and such survivi
fore the entire in

- tributed to such s

terest (or the rex
Interest I distri
commenced) will,
ter his death (ort
viving spouse), be
Psffe(l to‘ the pur\.u
annuity for his
ficiaries (or the !
ficlaries of his sur
will be payable i
beneficlary or be
term certain not e
life expectancy of
benecficiaries) and
be Immediately

benefletary or bal
ceding sentence ¢
tributions over &
menced before U




REFORM LAW

Income as de-
(2).

iduals. — The
nder subseciion
uted separately
nd this section
it regard to any
tws”,

red in arriving
pme. — Section
gross income)
ng after para-
ing new para-

vings.—The de-

tion 219 (relat- .

tain retirement

tirement . Ac-
part 1 of sub-
1 (relating to
nended by add-
i the following

UAL - RETIRE-

zt?‘jht Ac~
of this sectlon,
retlrement ac-
created or or-
States for the
n individual or
nly if the writ-
ment  creating
lowing require-

1se of 2 rollover
. In subsection
D (5), 403(2) (4),
miribution wil
is In cash, and
be accepted for
xeess of $1,500
duzl,

a bank (as de-
1(1)) or such
anstrates tg the
swcretary or his
nner in which
administer the
it with the re-
ion,

s

TEXT OF LAW

“(3) No part of the trust funds will
be Invested in life Insurance contracts.

*(4) The Interest of an individual
In the balance in his account {s non-
forfeltable.

“(5) The assets of the trust will not
be commingled with other property
except in a2 common trust fund or
common investmendt fund.

“(6) The entire interest of an in-
dividual for whose benefit the trust is
malniained will be distributed to him
not later than the close of his taxable
year In which he aftains age 701, o
will be distributed, commencing be-
fore the close of such taxable year, in
accordance with regulations pre-
scribed by the S°cretary or his dele-
gate, over - —

“(A) the life of such individual or
the lives of such individual and his
spouse, or

“(B) a period not extending beyond
the life expectancy of such Ingdlvidual
or the life expectancy of such in-
dividual and his spouse,

“(7) If an Individual for whose
benefit the trust Is maintained dles
before his entlre interest has been
distributed to him, or if distributlon
has been commenced as provided in
paragraph (6) to his surviving spouse
and such surviving spouse dles be-
fore the entire interest has been dis-

. tributed to such spouse, the entire in-

terest (or the remaining part of such

- interest If distribution thereof has

commenced) will, within 5 years af-
ter his death (or the death of the sur~
viving spouse), be distributed, or ap-
plied to the purchase of an immedlate
annuity for his beneficiary or bene-
ficiarles (or the beneficiary or bene-
ficiaries of his surviving spouse) which
will be payable for the life of such
beneficiary or beneficiaries (or for a
term certain not extending beyond the
life expectancy of such beneficiary or
beneficiarles) and which annuity will
be Immediately distributed to such
beneficlary or beneficlaries. The pre-
ceding sentence does not apply If dis-
tributions over a term certain com-
menced before the death of the in-

1

dividual for whose benefit the trust
was maintained and the term cer-
tain is for a period permitted under
paragraph (6).

“(b) Individual Relirement An-
nuity—For purposes of this sectlon,
the term ‘individual retirement an-
nuity’ means an annuity contract, or
an endowment contract (as deter-
mined under regulations prescribed by
the Secretary or his delegate), Issued
by =an
meetls the following requirements:

“{1) The contract Is not transter-
able by the owner.

“(2) The annual premium under the
contract will not exceed $1,500 and -

any refund of premiums will be ap-

-plied before the close of the calendar

year following the year of the re-

fund toward the payment of future -
premiums or ine purchase of addi- -

tional benefits,”

“(3) The entlre Interest of the own-
er will be distributed to him not later
than the close of his taxable year in
which he attains age 701, or will be
distributed, in accordance with regu-
lations prescribed by the Secretary or
his delegate, over—

“{A) the llie of such owner or the
lives of such owner and his spouse, or

“(B) 2 perlod not extending beyond

the life expectaney of such owner or ..~ =
the life expectancy of such ownerand .

his spouse.
“(4) If the owner dies before his

entire interest has been distributed to -
him, or if distribution has been com- -

menced as provided in paragraph (3)
to his surviving spouse and such sur-
viving spouse dies before the entire

interest has been distributed to such
spouse, the entire Interest (or the re-

maining part of such Interest if dis~
tribution thereof has commenced)
wili, within 5 years after his death

(or the death of the surviving spouse),

be distributed, or applied to the pur-
chase of an immediate annuity for his
beneflclary or beneficiarles " (or the
beneflciary or beneficiaries of hls sur-

viving spouse) which wil be payable.

for the -llfe of such beneficlary or
Code Sec. 408(b)(4)

insurance c¢ompany which

-
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beneficlarles (or for a term certain
not extending beyond the life expect-
ancy of such beneflelary or bene-
ficiarles) and which annully will be
immediately distributed to such bene-
ficiary or benefictaries. The preced-
Ing sentence shall have no application
it distributions over a term certain
commenced before the death of the
owner and the term certain Is for a
;gg;-lod permitted - under paragraph
“{5) The entire interest of the own-
er Is nonforfeltable.
Such term does not include such an
annuity contract for any taxable year
of the owner in which it is disquali-
fied on the application of subsection

(e) or for any subsequent taxable-

year. ¥or purposes of this subsection,
no contract shall be trealed as an
endowment contract if it .matures
later than the taxable year in which
the individual in vhose name such
contract 1s purchased attains age
70Y%; if it is not for the exclusive

benefit of the individual in whose -

name it is purchased or his bene-
ficiaries; or if the .aggregatz an-
nual premiums under 2all such con-
tracts purchased in the name of such
Individual for any taxable year exceed
$1,500.

“(c) Accounts Established by Em-
ployers and Certain Associations of
Employees—A trust created or or-
ganized In the United States by an
employer for the exclusive benefit of
his employees or their bereficiarles, or
by an association of employees (which
may include employees within the
meaning of section 401{c) (1)) for the
exclusive beneflt of its members or
thelr beneficlaries, shall be treated
2s an Individual retxrement account
(described in-subsection (a)), but only
it the written governing instrument
creating the trust meets the following
requirements:

“{1) The trust satisfles the regulre-
ments of paragraphs (1) through (7)
of subsection (a).

“(2) There Is a separate accounting

for the iInterest of each employee or
member, .-

Code Sec. 408(b) (5)

PENSION REFORM LAW

The assets of the trust may be held

in 2 common fund for the account of -

all individuals who have an Interest
in the trust.

“td) Tax Treatment of Distribu-
lions.—

“¢1) In general-—Except as other-
wise provided in this subsection, any
amount pald or distributed oui of
an individusl retirement aceount or
under an indlvidual retirement an-
nuity shall be Included in gross in-
come by tlie payee or distributee, as
the case may be, for the taxable year
in which the paymenL or distribution
is received. The basis of any person

in such an account or. annuity Is.

zero.
«r2) Distributions of annuity con-

tracts~Paragraph (1} does not apply .

to any annuity contract which meets
the  requirements of paragraphs (1),
3), (4), and (5) of subsection (b)
and which is distribuied from an in-
dividual retirement acecount. Section
72 applies to any such-annuily con-
traet, and for purposes. of section 72
the Investment in such contract Is
2€ro.

“(3) Rollover coniribution. — An
amount is described in this paragraph
as z roliover contribution if it meets
the requirements of subparagraphs
(A) and (B).

“(A) In general. — Paragraph (1)
does not apply to any amount paid or
distributed out of an individual retire-

ment account or individual retirement

annuify to the individual for whose

benefit the account or annulty is

maintained if—

“¢i) the entire amount rece}vec} {in-
cluding money and any other proper-
ty) is paid into an individual retire-
ment account or Individual retire-
ment annuity (other than an endow-
ment contract) or retiremen{ bond
for the benefit of such individual not
later than the 60th day after the day
on which he receives the payment or
distribution; or -

- “(11) the entire’ amount recelved
(including money and any other prop-.

erty) represents the entire amount In

b e
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the account or the entire value of the
annulty and no amount In {he ac-
count and no part of the value of the
annulty is atiributable to any source
other -than a rollover contribution
from an employee's trust described In
section 401(2) which is exempt from
tax under sectlon-501(a) (other than
a trust forming part of a plan under
which the individuzal was an employee
within the meaning of section 40i(c)
(1} at the time contributions were
made on his behalf under the plan),
or an annulty plan described In sec-
tion 403(2) (other than 2 plan under
which the individual was an employee
within the meaning of sectlon 401(c¢)
{1) at the time contributions were
made on his behalf under the plam)
and any earnings on such sums and
the entire amount thereof is pald into
another such trust (for the beneflt of
such Individual) or annuity plan not
later than the 60th day on which he
recelves the payment or distribution.

“(8) Limitatton—~Thls paragraph
does not apply to any amount de-

"seribed In subparagzraph (A1) re-

celved by an Indivicduzl from an in-
dividual retlremeni account or In-
dividual retirement snnuity 17 at any
time during the 3-ycar perlod ending
on the day of such recelpt such in-
dividual recetved any other amount
deseribed In that subparagraph from
an Individual retirement account, In-
dividual retirement annuity, or a re-
tirement bond which was not Includl-
ble In his gross income because of the
application of this paragraph.

#(4) Excess coniributions returned
before due date of return—Paragraph
(1) does not apply to the distrivution
of any contribulion pald during a
taxable year to an individual retire-
ment account or for an Indlvidual re-
tirement annulty to the extent that
such coniribution exceeds the amount
allowable as a deduction under section
219 §f

“{A) such distri‘rﬁutlon 15 recelved
on or before the day prescribed by law
({including extensions of time) for fii-

259

ing such indlvidual’s return for such
taxable year,

“(B) no deduction is allowed under
section 219 with respect to such ex-
cess contribution, and

“(C) such distributlon i3 eccom-

panied by the amouni of net Income
atiributable to sueh excess contribu-
tion.
Any net Income described in subpma-
graph (C) shall be included in the
gross Income of the individual for
the taxable year In which recelved.

“(5) Transfer of account incident
to divorce.~The transfer of an indl-
vidual's interest in an individual re-
tirement azccount, Individual refire-
ment annuity, or retiremeni bond to
his former spouse under a divorce
decree or under a written instrument
incident to such dlverce is not to be
considered a taxable transfer made by

such Individual not withstanding any .

other provision of this subtzt!e and
such Interest at the time of the trans-
fer is to be treated 2s an in-
dividual retirement account of such

spouse, and not of such individuzl. -

Thereafter such account, annulty, or
bond for purposes of this subtitle Is
to be treated as malnitzined for the
benefif of such spouse.

“re) Tax Treatment of Accounts
and Annuities.—

“r1) Exemption from ta:z:.«-Any m—
dividual retirement account is ex-
empt from tazation under thls sub-
title unless such account has ceased
to be an Iindividual retirement ac-
count by reason of paragraph (2) or
(3). Notwithstanding the preceding
sentence, any such account is sub-
ject to the taxes imposed by section
511 (relating to Imposition of fax on
unrelated buslness Income of char-
itable, ete, organizations).

“r2) Loss of exemption of account
where employee engages in prohibited
transaction.—

“(A) In general—If, during any
taxable year of the individual for
whose .benefit any individual retire-

ment account Is established, that in- .

Code Sec. 408(e)(2)
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dividual or his beneficlary engages
in any transaction prohibited by scc-
tion 4975 with respect to such ac-
count, such account ceases to be an
individual retirement account as of
the flrst day of such taxable year,

For purposes of thls paragraph——

_ (D the Individual for whose bene-
fit any account was established Is
treated as the creator of such ac-
count, and

" *{1l) the separate account for any

‘individual within an individual re-

tirement account maintained by an
employer or association of employ-
ees Is ireated z2s 2 separate Indlvid-
ual retirement account.

“(BR} Account itreated as distribui-
ing all its assels—In any case In
which any account ceases fo be an

individual retirement account by rea- .

son of subparagraph (A) as of the
first day of any taxable year, para-
graph (1) of subsection (&) applies as
it there were gz distribution on such
first day In an amount equal fo the
falr market value (on such first day)
of 21l assets in the account (on such
first day).

“(3) Effect of borrowing on an-
nulty contract~If during any tax-
able year the owner of an Individual
retirement annulfy borrows any mon-

.ey under or by use of such contract,

the contract ceases to be an indi-
vidual retirement annuity as of the
first day of such taxable year. Such
owner shall include in gross income
for such year an amount equal to the
falr market value of such contract
as of such first day.

“¢4) Effect of pledging account as
security—If, during any taxsble year
of the Individual for whose bensfit
an Individual retirement account Is
established, that indivldual uses the
account or any portlon thereof as
securlty for a loan, the portion so
used is treated as distributed to that
individual.

“¢5) Purchase of endowment con-
tract by {iIndividucl retirement ac-
count—If the asse's of an Individual
retlrement accoun. or any part of

Code Sec. 408(e)(3)
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such assels are used to purchase an
endowment contract for the benefit
of the individual for whose beneflt
the account is established—

“(A) to the extent that the amount -

of the assets Involved in the purchase
are not atiy'butable to the purchase
of life ihd
treated as o wollover contribution de-
scribed In subsection (€)(3), and
“(B) to {he exlent that the amount

of the assets Involved in the purchase

are atfributable to the purchase of
life, health, aceldent, or other Insur-
ance, such amounis are trealed =2s
distributed to that Individuwal (but
the provisions of subsection () do not
apply).

“¢¢) Commingling 1rdtzldual re-
tirement account amounts in ceriain
common {rust funds and common
investment Junds—Any common
trust fund or common Investment
fund of individual. retirement account
assets which Is exempt from taxation
under this subtlile does not cease to
be exempt on account of the particl-
pation or incluston of assets of a trust
exempt from taxailon under section
501(2) which is described In sectlon
401(a). .

“(f) Additional Tax on C.‘erz‘am
Amounts Included in Gross Income
Before Age 59V~ ‘

«(1) Early distributions from an

individual retirement account, efc— -

If a2 distribution from an individual
retirement account or under an in-
dividual retirement annuity {o the
individual for whose benefit such ac-

count or annulty was establlshed is

made before such Individual atiains
age 53%, his tax under this chapier
for the taxable year In which such
distribution is recelved shall be in-
creased by an amount equal to 10
percent of the amount of the distri-
bution which is includible In his grose
Income for such taxable year.

“r2) Disgualification cases~—If an

amount is includible in gross Income

for a taxable year under subsection
(e} and the taxpayer has not at-
tained age 591, beifore the beglnning

3;rvnce the purchase Is-
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of such taxable vear, his tax under
this chapter for such taxable year
shall be Increased by an amount
equal to 10 percent of such amount
s0 required to be included In his gross
income.

“(3) Disability cases—Paragraphs
(1) zhd (2) do not apply if the
amount paid or distributed, or the
disqualification of the account or an-
nully under subsection (e), Is attrib-
utable to the taxpayer becoming dis-
abled within the meaning of section
72(m) (7).

“fg) Community Properly Laws.—
Thils sectlon shall be applied without

regard to any comununity property

laws.

“th) Custodial Accounts-—-For pur-
poses of this section, a custodial ac-
count shall be treated as a trust if
the assels of such account are held
by 2 bank (as defined in sectlon 401
{d) (1)) or snother person who dem-
onstrates, to the satisfaction of the
Secretary or his delegate, that the
manner In which he will administer
the account will be consistent with
the requirements of this section, and
it the custodial account would, ex-
cept for the fact that it is not a
trust, constitute an individual retire-
ment account described in subsection
(2). For purposes of this title, in the
case of a cusieifial account treated as
a trust by rezmson of the preceding
sentence, the costodian of such ae-
count shall be treated as the frustee
thereo!.

" %(i) Reporis. — 'The trustee of an
individual retlrement account and
the issuer of an endowment contract
described In subsection (b) or an In-
dividual retirement annulty shall
make such reports regarding such
account, contract, or annuify to the
Secretary or his delegate and to the
individuals for whom the account,
contract, or annulty is, or 1s to be,
malntqined with rcsnect to contri-
butlons, distributlons, and such other
matters as the Secretary or his dele-
gate may require under regulations.
The reports required by this svbsec-
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‘tlon shall be filed at such time and

in such manner and furnished to
such Individuals at such time and'in
such manner as may be required by
those regulations.

“(1) Cross References.—

#(1y For {ax on ecxcess contribu-
fions in individual relirement ac-
counts or annuities, see section 49573,

“(2) For tax on cerlain accumula-
tions in individual relirement =ac-
counis or annnilies, sce seclion 49747

(¢) Retirement Bonds.—Subpart A
of part I of subchapter D of chapter
1 (relating to retirement plans) Is
amended by inserting after sectlon 408
the following new section:

“SEC. 409, RETIREMENT BONDS

“(a) Relirement Bond-—For pur--
poses of this -section and sectlon 219
(2), the term ‘retirement bond’ means
a bond issued under the Second Lio-

- erty Bond Acl, as amended, which by

its terms, or by regulations pre-
scribed by the Secretary or his dele-
gate under such Act—

“{1) provides for paymeni of In-
terest, or investment yield only on
redemphon,

“(2) " provides that no Interest, or
investment yield, Is payable if the

. bond is redeemed within 12 months

after the date of its_ issuance;
“(3) provides that it ceases to bear

interest, or provide investment yield .

on the earlier of—

“(A) the date on which the indi-
vidual in whose name it is purchased
(hereinailer in this section referred to
as the ‘registered owner‘) attains age
70%,; or

“(B) 5 years after the d'tte on which
the registered owner dies, but not
later than the date on whlch he
would have attained the age 0y, had
he lived;

“(4) provides that, ehccpt in the
case of a rollover contribution -de-
seribed In subsection (B (3)(C). or I
seclion - 402(a){5), 403{a){4), or 408
(d)(3) the registered owner may not
contribute for the purchase of such

Code Sec. 409(a)
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