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S c h e d u l e  B — P i e c e  B a t e  S c h e d u l e  f o e  t h e  H a n d k e k c h i e f , S q u a r e  S c a r f ,  a n d -A r t  L i n e n  I n d u s t r y  i n  P u e r t o  R i c o  1— C o n t in u e d

D o il i e s N a p k in s T a b le  s c a r v e s S q u a r e s T a b le  c lo th s

N o . O p e r a t io n
8" x 
16"

10" x 
14"

12" x 
18"

12" x 
12"

15" x 
15"

18" x 
18"

17" x 
36"

17" x 
45"

17" x 
54"

36" x 
36"

45" x 
45"

54" x 
54"

54" x 
72"

72" x 
72"

72" x 
90"

179 H a l f  r o ll, c a m b r ic  a n d  c r a sh , a t  3.06 
c e n ts  p e r  d o z e n  in c h e s ------- ------------ 1.47 1.47 1.84 1.47 1.84 2.20 3.24 3.79 4.35 4.41 5.51 6.61 7.71 8.81 9.91

180 H a n d  o r  F r e n c h  r o llin g , 10 s t i t c h e s  
o r  le s s  p e r  in c h ,  c a m b r ic , a n d  c r a sh  
a t  1.98 c e n ts  p e r  d o z e n  in c h e s -------- .95 .95 1.19 .95 1.19 L43 2.10 2.46 2.81 2.85 3.56 4.28 4.99 5.70 6.42

181

H e m m in g  s t i t c h  o v e r  p a sa d a , m e a s ­
u r in g  a ll a r o u n d  ed g e :

C a m b r ic  a t  1.88 c e n t s  p e r  d o z e n  
in c h e s 2________________________ .90 .90 1.13 .90 1.13 1.35 1.99 2.33 2.67 2.71 3.38 4.06 4.74 5.41 6.09

182 C r a s h , a t  1.75 c e n t s  p e r  d o z e n  
i n c h e s 2-------- --------- ------------------- .84 .84 1.05 .84 1.05 1.26 1.86 2.17 2.48 2 .52 3.15 3.78 4.41 5.04 5.67

183

S e c o n d  s e a m s , for  s e p a r a te  b o r d e r s , 
m e a s u r in g  a ll  a r o u n d  ed g e:  

C a m b r ic , a t  1.88 c e n t s  p e r  d o z e n  
i n c h e s 2________________________ .90 .90 1.13 .90 1.13 1.35 1.99 2.33 2.67 2.71 3.38 4.06 4.74 5.41 6.09

184 C r a s h , a t  1.75 c e n t s  p er  d o z e n  
in c h e s  2....... ................... ..................... - .84 .84 1.05 .84 1.05 1.26 1.86 2.17 2.48 2.52 3.15 3.78 4.41 5.04 5.67

185

S e c o n d  s e a m s , for s e p a r a te  b o r d e r s , 
w it h  F r e n c h  c o r n e r s , m e a s u r in g  a ll  
a r o u n d  e d g e :

C a m b r ic ,  a t. 2.09 c e n ts  p e r  d o z e n  
in c h e s  2......... ............................... ........ 1.00 1.00 1.25 1.00 1.25 1.50 2 .2 2 2.59 2.97 3.01 3.76 4.51 5.27 6.02 6 .7 7

186 C r a sh , a t  1.88 c e n t s  p e r  d o z e n  
in c h e s  2____ ____________________ .90 .90 1 .1 3 .90 1 .1 3 1.35 1.99 2.33 2.67 2.71 3.38 4.06 4.74 5.41 6.09

1 See current wäge order for this industry for definition of the 2 Piece rate  not applicable when operation is performed on articles
industry and of the classification of “hand-sewing” and “other opera- which are otherwise wholly machine-sewn,
tions,” and for applicable minimum hourly wage rates.

S c h e d u l e  B . — P i e c e  B a t e  S c h e d u l e  f o r  t h e  H a n d k e r c h i e f , S q u a r e  S c a r f , a n d  A r t  L i n e n  I n d u s t r y  i n

P u e r t o  R i c o  1— C o n c lu d e d

1 8 7 .4

1 8 7 .5

1 8 7 .6

200
201

202
203

205

O p e r a t io n

S c a llo p  c u tt in g

H a n d - c u t t in g  m a c h in e -e m b r o id e r e d , s h a l lo w , c u r v e d  s c a llo p s  o n  
h a n d k e r c h ie f s  o r  sq u a r e  s c a r v e s :  _

S m a ll ,  m e a s u r in g  fr o m  ¡He" u p  t o  b u t  n o t  in c lu d in g  ?s  , a lo n g  

o u t s id e  e d g e . . . . .  ,
M e d iu m , m e a s u r in g  fr o m  % ”  u p  t o  b u t  n o t  m c lu d m g  , a lo n g  

o u t s id e  e d g e . . . .
L a r g e , m e a s u r in g  fr o m  t o  a n d  in c lu s iv e  o f  1J4 a lo n g  o u ts id e

e d g e .
N e e d le p o in t  o p e r a tio n s  5 7

C o m p a c t  f lo r a ls , f ig u r e s  a n d  la n d s c a p e s ............— ........................................ .
S c a t te r e d  f lo r a ls ---------------------------------------- ------------------------------- — -------
S c a t te r e d  flo r a ls  c o n s is t in g  o f  b o r d e r s  o r  g a r la n d s  o n ly ......................- - -
C o m b in a t io n s  o f  c o m p a c t  c e n te r  a n d  s c a tte r e d  b o r d e r s  in  w h ic h  th e  

c o m p a c t  p o r t io n  t o ta ls  45 p e r c e n t  o r  m o r e  o f  th e  t o t a l  d e s ig n .  
C o m b in a t io n s  o f  c o m p a c t  c e n te r  a n d  s c a t te r e d  b o r d e r s  in  w h ic h  th e  

c o m p a c t  p o r t io n  to t a ls  le s s  t h a n  45 p e r c e n t  o f  t h e  e n t ir e  d e s ig n .  
2 .2 0  c e n ts  m u s t  b e  a d d e d  t o  t h e  a b o v e  p ie c e  r a te s  t o  c o v e r  t h u m b ­

ta c k  m o u n t in g  o n  fr a m e  for e a c h  p ie c e  o f  c a n v a s .
E m p lo y e r s  u s in g  o th e r  m e t h o d s  m u s t  s e t  i n d iv id u a l  r a te s  for m o u n t ­

in g  a n d  r e m o v in g  c a n v a s  in  a c c o r d a n c e  w i t h  S e c t io n  545.10.

C e n ts U n i t  o f  p a y m e n t

2 8 .5 7 P e r  d o z e n  s c a llo p s .

3 5 .9 8 D o .

5 3 .9 6 D o .

2 9 .1 2 P e r  1 ,000  s t it c h e s .
3 1 .3 6 D o .
3 3 .6 0 D o .
3 1 .3 6 D o .

3 3 .6 0 D o t

* E x c e p tio n s .  T h e s e  p ie c e  r a te s  d o  n o t  a p p ly  t o  t h e  fo llo w in g  t y p e s  o f  n e e d le p o in t .  F o r  t h e s e  a n d  a ll  o th e r  v a r ie t ie s  
o f  n e e d le p o in t  n o t  c o v e r e d  b y  th e  s c h e d u le  a n d  d e f in it io n s ,  p ie c e  r a te s  m u s t  b e  s e t  b y  e m p lo y e r s  in  a c c o r d a n c e  w it h  

R e g u la t io n  545.10.
1. F lo r a ls  h a v in g  m o r e  t h a n  10 ,000  s t it c h e s .
2 . F lo r a ls  h a v in g  m o r e  t h a n  36 co lo r  to n e s .
3 . F ig u r e s  a n d  la n d s c a p e s  h a v in g  m o r e  t h a n  3 ,0 0 0  s t it c h e s .
4. F ig u r e s  a n d  la n d s c a p e s  h a v in g  m o r e  t h a n  2 5  c o lo r  to n e s .
5 . P e t i t  p o in t .
6 . S t a m p e d  g r o s p o in t . , , .  .___ ,___ _ . .  .  „„„

7 D e f in i t io n s .  (1) A  s c a t te r e d  d e s ig n  is  o n e  in  w h ic h  50 p e r c e n t  or m o r e  o f  t h e  c o m p o n e n t  p a r ts , w h e n  h m s h e d , a re
s e p a r a te d  b y  s p a c e s  o f  u n s e w n  c a n v a s .  . . . . .  , . • .  ___ __ __

(2) A  c o m p a c t  d e s ig n  is  o n e  in  w h ic h  50  p e r c e n t  or m o r e  o f  t h e  f in is h e d  p ie c e  c o n ta in s  n o  s p a c e s  o f  u n s e w n  c a n v a s .

[F.R. Doc. 60-9846; Filed, Oct. 19, 1960; 8:51 a.m.]

T i t le  3 9 — P O ST A L S ER V I C E
C h a p t e r  I — P o st  O f f i c e  D e p a r t m e n t

P A R T  4 — I N F O R M A T I O N  O N  

P O S T A L  M A T T E R S

P A R T  3 3 — M E T E R  S T A M P S

P A R T  4 6 — R U R A L  S E R V I C E

M i s c e l l a n e o u s  A m e n d m e n t s

The regulations of the Post Office D e ­
partm ent are amended as follows:

I. In § 4.2 General posta l publications, 
as amended by Federal Register Docu ­
m ent 60-1647, 25 F.R. 1616, paragraphs 
(h) and (i) are amended to show the

current content of “Postal Laws” and  
“Postage Stam ps of the United States” 
respectively. As so amended, paragraphs 
(h) and (i) read as follows:
§ 4 .2  G en era l p o s ta l p u b lic a t io n s .

* * * * *
(h) “Postal Laws” is a compilation of

the laws affecting the Post Office Depart­
m ent. It contains all of title 39 of the  
U.S. Code, as well as pertinent parts of 
titles 3, 5, 6, 16, 18, 28, 31, 38, 41, and 
46. ($2.75) (No general distribution
made to post offices.)

(i) “Postage Stam ps of the United  
States, 1847-1959,” lists all issues of 
stamps from the first adhesive stamp, 
issued in  1847, through the Dr. Ephraim

McDowell “Famous American” stamp, 
issued December 3, 1959. It contains an  
illustration of each stamp and gives de ­
tailed inform ation on each stam p as well 
as m iscellaneous historical inform ation  
on stam ps. ($1 a copy.) (No general 
distribution made to post offices.)

N o t e  : The corresponding P osta l M anual 
section is 114.2 .(g) an d  (h ) .

(R.S. 161, as am ended, sec. 501, P u b . Law 
86-682 ( 74 S ta t. 580); 5 U.S.C. 22, 39 U.S. 
Code 501)

II. In  Part 33—Meter Stamps, make 
the following, changes:

A. In  § 33.1 Postage m eters, paragraph 
(d) is amended to reflect changes in the 
corporate nam es of the manufacturers 
in  subparagraphs (1) and (2 ); and by 
adding a subparagraph (5) to  show a 
newly authorized postage meter m anu­
facturer. As so amended, paragraph 
(d) reads as follows:
§ 3 3 .1  P o s ta g e  m e te r s .

* * * * *
(d) M eter m anufacturers. Postage 

m eters m ay be leased from authorized  
manufacturers who are held responsible 
by the Post Office Department for the 
control, operation, m aintenance and re­
placement, when necessary, of meters 
m anufactured by them. The following 
manufacturers are presently authorized 
to lease m eters to mailers:

(1) Com mercial Contro ls Corp., Division 
of Friden, Inc., Rochester, N.Y.

(2) In te rn a tio n a l Postal Supply  Co., Divi­
sion  of F riden, Inc., Lewistown, Pa.

(3) N ational Cash R egister Co., Dayton, 
Ohio.

(4) Pitney-Bowes, Inc., S tam ford , Conn.
(5) P ostalia  Division, Tele-N orm Corp., 

New York, N.Y. (au th o riza tio n  lim ited  to  
only New York City and  W estchester County, 
N .Y .).

N o t e  : The corresponding Postal M anual 
section is 143.14

B. Section 33.2 M eter license is amend­
ed to show the current designation of 
the postage m eter application and li ­
cense form and to clarify the procedures
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on revocation of a license. As so amend­
ed, § 33.2 reads as follows:

§ 3 3 .2  M eter  l ic e n s e .

(a) Application. A patron may obtain  
a “License To Use a Postage Meter”, 
Form 3601-A, by submitting an applica ­
tion on Form 3601-A (or a form supplied 
by the manufacturer) to the post office 
where his m etered m ail will be deposited. 
No fee is charged. The application must 
specify the make and model of the meter. 
A specimen meter stam p m ust be sub­
mitted with the application. On ap ­
proval, the postmaster will issue a 
license. .

(b) Revocation. (1) The license may 
be revoked if used in  operating any 
scheme or enterprise of an unlawful 
character, for nonuse during any con ­
secutive 12 months, or for any failure to  
comply with the regulations governing 
the use of postage meters.

(2) The m eter license holder will be 
notified by the postmaster that the 
license is to be canceled, and the reasons 
for cancellation. If no w ritten state ­
ment of objections is filed by the license 
holder within 10 days, the postmaster 
will cancel the license. If a written  
statement is filed, the Bureau of Opera­
tions, Postal Services Division, will de ­
cide whether or not the license shall be 
continued in effect and will notify thè  
license holder through the postmaster.

N o t e : T he corresponding Postal M anual 
section is 143.2.

§ 3 3 .4  [A m e n d m e n t]

. C. In § 33.4 M eter stam ps, paragraph  
(a) is amended by adding an illustration  
of the meter stamp that will be used by a 
newly authorized m eter manufacturer. 
As so added, the new illustration is as 
follows:

N o t e : The corresponding Posta l M anual 
section is 143.4.

(R.S. 161, as am ended, secs. 501, 4052, 4053, 
Pub. Law 86-682 (74 S ta t. 580, 656, 657); 
5 U.S.C. 22, 39 U.S. Code 501, 4052, 4053)

III. In Part 46— Rural Service, make 
the following changes:

A. in  § 46.3 Carrier service paragraph  
(p) is amended to show that rural car­
riers will deliver unnumbered insured 
mail the same as ordinary mail; and 
Paragraph (c) is amended by inserting  
ordinary” im mediately preceding “par­

cel-post” in the first sentence therein. 
As so amended, paragraphs (b) and (c) 
read as follow s:

§ 4 6 .3  C arrier se r v ic e .

* * * * *

(b) To residence. Rural carriers will 
deliver registered, certified, numbered 
insured, COD, and special delivery mail 
to the patron’s residence if it is not more 
than one-half mile from the route and 
if  there is a passable road leading to it. 
Unnumbered insured m ail will be de­
livered the same as ordinary mail.

(c) Parcel delivery. Rural carriers 
will deliver outside of boxes ordinary 
parcel-post packages that are too large 
to go in  the boxes, provided the addressee 
has filed with the postmaster a written  
order for delivery in  this manner. The 
written order m ust provide that the Post 
Office Department and the carriers are 
relieved of all responsibility in  case of 
loss or depredation. Where a patron  
lives within hailing distance of a route, 
the carrier will, before making delivery 
in  this manner, make a reasonable effort 
to hail the patron so that he m ay come 
to the m ail box to receive the parcel.

N o t e : T he corresponding Postal M anual 
sections are 156.32 and  156.33.

§ 4 6 .5  [A m e n d m e n t]

B. In § 46.5 R ural boxes, subparagraph
(4) of paragraph (a ), as amended by 
Federal Register document 60-5283, 25 
F.R. 5184, is amended by changing the  
address of “Akron M etal Sales Co.”, 
where it appears in the list of approved 
manufacturers of rural m ail boxes, to 
read “Akron M etal Sales Co., 1079 E & J 
Street, Barberton, Ohio.”

N o t e : The corresponding P osta l M anual 
section  is 156.514.

(R.S. 161, as am ended, secs. 501, 6005, P ub. 
Law 86-682 ( 74 S ta t. 580, 686) ; 5 U.S.C. 22, 39 
U.S. Code 501, 6005)

[ s e a l ] H e r b e r t  B. W a r b u r t o n , 
G eneral Counsel.

[F.R. Doc. 60-9775; Piled, Oct. 19, 1960; 
8:45 a.m.]

T i t le  2 6 — IN T ER N A L R EV EN U E, 

1 9 5 4

C h a p t e r  I — I n t e r n a l  R e v e n u e  S e r v i c e ,  

D e p a r t m e n t  o f  t h e  T r e a s u r y  

S U B C H A P T ER  A — I N C O M E  T A X  

[T. D. 6497]

P A R T  1 — I N C O M E  T A X ;  T A X A B L E  

Y E A R S  B E G I N N I N G  A F T E R  D E ­

C E M B E R  3 1 ,  1 9 5 3

D i s t r i b u t i o n s  o r  P a y m e n t s  U n d e r  

C e r t a i n  E m p l o y e e  P l a n s

On February 4,1960, notice of proposed 
rule making regarding the am endm ent of 
the Income Tax Regulations (26 CFR 
Part 1) in  order to clarify the tax treat ­
m ent of distributions or paym ents under 
certain employee plans was published in  
the F e d e r a l  R e g i s t e r  (25 F.R. 963). 
After consideration of all such relevant 
m atter as was presented by interested  
persons regarding the rules proposed, the  
following am endm ents to the regulations 
are hereby adopted:

P a r a g r a p h  1. Paragraph (a) of § 1.72- 
2 is amended (A) by revising subpara­
graph (1) and (B) by adding a new

subparagraph (3) at the end thereof. 
These amended and added provisions 
read as follows:
§ 1 .7 2 —2  A p p lic a b ility  o f '  s e c tio n .

(a) C ontracts. (1) The contracts 
under which amounts paid will be sub­
ject to the provisions of section 72 in ­
clude contracts which are considered to  
be life  insurance, endowment, and an ­
nuity contracts in  accordance with the  
customary practice of life  insurance com ­
panies. For the purposes of section 72, 
however, it is im m aterial whether such 
contracts are entered into with an insur ­
ance company. The term “endowment 
contract” also includes the “face-am ount 
certificates” described in  section 72 (1).

* * * * *
(3) (i) Sections 402 and 403 provide 

that certain distributions by employees’ 
trusts and certain paym ents under em ­
ployee plans are taxable under section  
72, except that section 72(e)(3 ) does 
not apply to such distributions or pay ­
ments. For purposes of applying section  
72 to such distributions and payments 
(other than  those described in subdivi­
sion (in) of this subparagraph), each  
separate program of the employer con ­
sisting of interrelated contributions and 
benefits shall be considered a single  
contract. Therefore, all distributions or 
payments (other than those described in  
subdivision (iii) of th is subparagraph) 
which are attributable to a separate pro­
gram of interrelated contributions and 
benefits are considered as received under 
a single contract.- A separate program  
of interrelated contributions and bene­
fits m ay be financed by the purchase 
from an insurance company of one or 
more group contracts or one or more 
individual contracts, or may be financed  
partly by the purchase of contracts from  
an insurance company and partly  
through an investm ent fund, or m ay be 
financed completely through an invest ­
m ent fund. A program m ay be con ­
sidered separate for purposes of section  
72 although it is only a part of a plan  
which qualifies under section 401. There 
m ay be several trusts under one separate 
program, or several separate programs 
m ay make u s e  of a single trust. See, 
however, subdivision (iii) of this sub- 
paragraph for rules relating to w hat con ­
stitutes a “contract” for purposes of 
applying section 72 to  distributions 
commencing before October 20,1960.

(ii) The following types of benefits, 
and the contributions used to provide 
them, are examples of separate pro­
grams of interrelated contributions and 
benefits:

(a) Definitely determinable retire ­
m ent benefits.

(b) Definitely determinable benefits 
payable prior to retirement in case of 
disability.

(c) Life insurance.
id )  Accident and health insurance.

However, retirement benefits and life  
insurance will be considered part of a  
single separate program of interrelated  
contributions and benefits to the extent 
they are provided under retirement in ­
come, endowment, or other contracts 
providing life insurance protection. See
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examples (6 ), (7 ), and (8) contained  
in  subdivision (iv) of this subparagraph 
for illustrations of the principles of this  
subdivision. See, also, § 1.72-15 for rules 
relating to the taxation of amounts re ­
ceived under an employee plan which  
provides both retirement benefits and 
accident and health benefits.

(iii) If any amount which is taxable  
under section 72 by reason of section 402 
or 403 is actually distributed or made 
available to any person under an em ­
ployees’ trust or plan (other than the 
Civil Service Retirem ent Act) before Oc­
tober 20, 1960, section 72 shall, notw ith ­
standing any other provisions in  this 
subparagraph, be applied to all the dis ­
tributions with respect to such person 
(or his beneficiaries) under such trust 
or plan (whether received before or after 
October 20, 1960) as though such dis ­
tributions were provided under a single  
contract. For purposes of applying sec ­
tion 72 to  distributions to which this 
subdivision applies, therefore, the term  
“contract” shall be considered to  include 
the entire interest of an employee in  
each trust or plan described in  sections 
402 and 403 to the extent that distribu ­
tions thereunder are subject to the pro­
visions of section 72. Section 72 shall 
be applied to distributions received 
under the Civil Service Retirement 
Act in  the manner prescribed in  sub ­
division (i) of this subparagraph (see 
example (4) in  subdivision (iv) of this 
subparagraph). V

(iv) The application of this subpara­
graph m ay be illustrated by the follow ­
in g  examples:

Example ( I ) .  On Ja n u a ry  1, 1961, X  Cor­
p o ra tio n  estab lished  a  noncoritribu tory  
p ro fit-sharing  p la n  for its  employees pro ­
v id ing th a t  th e  am o u n t s tan d in g  to  th e  
aceoun t of each p a r tic ip a n t w ill be paid  to  
h im  a t  th e  tim e of h is  re tire m en t and  also 
estab lished  a  con tribu to ry  pension p lan  for 
i ts  employees provid ing for th e  paym en t to  
each p a r tic ip a n t of a  life tim e pension  a fte r 
re tirem en t. The p ro fit-sharing  p lan  is 
designed to  enable  th e  employees to  p artic i ­
p a te  in  th e  profits of X  Corporation; th e  
am o u n t of th e  co n tribu tions to  i t  are deter- 
m in ted  by reference to  th e  profits of X  Cor­
po ration ; and  th e  am o u n t of any  d is trib u tio n  
is  determ ined  by reference to  th e  am o u n t of 
co n tribu tions m ade on behalf of any  p a r ­
t ic ip a n t and  th e  earnings thereon . O n th e  
o th e r hand , th e  pension p lan  is  designed to  
provide a life tim e pension  fo r a  re tired  
employee; th e  am o u n t of th e  pension  is to  
be determ ined  by a  fo rm ula  se t fo rth  in  th e  
p lan ; and  th e  am oun t of co n trib u tio n s to  
th e  p lan  is th e  am o u n t necessary to  provide 
such  pensions. In  view of th e  fa c t th a t  each 
of these p lans c o n s titu te s  a separate  program  
of in te rre la ted  co n tribu tions an d  benefits, 
th e  d is trib u tio n s from  each shall be  trea ted  
as received u n d er a  separate  con trac t. If 
these p lans h ad  been  estab lished  before 
O ctober 20, 1960, th en , in  th e  case of an  
employee who receives a d is trib u tio n  u n d er 
th e  p lans before O ctober 20, 1960, th e  d e te r ­
m in a tio n  as to  w hether th a t  d is trib u tio n  
an d  all subsequen t d is trib tu io n s to  such  
employee are received u nder a single con ­
tra c t or under more th a n  one co n tra c t sha ll 
be m ade by applying th e  ru les in  subdiv ision 
(iii)  of th is  subparagraph . O n th e  o ther 
han d , in  th e  case of an  employee who does 
n o t receive any  d is trib u tio n  u nder these 
p lans before O ctober 20, 1960, th e  d e te r ­
m in a tio n  as to  w hether d is trib u tio n s to  h im  
are received u n d er a single co n tra c t or u n d er 
m ore th a n  one co n trac t sh a ll be m ade in

accordance, w ith  th e  ru les illu stra ted  by 
th is  example.

Example (2 ). On Ja n u ary  1, 1961, Z Cor­
p o ra tion  estab lished  a pro fit-sharing  p lan  
for i ts  employees provid ing th a t  any em ­
ployee may m ake con tribu tions, n o t in  ex­
cess of 6 percen t of h is  com pensation, to  a  
t r u s t  and  th a t  th e  em ployer would m ake 
m atch ing  con tribu tions o u t of profits. U n ­
der th e  p lan , a p a r tic ip a n t m ay receive a 
periodic d is trib u tio n  of th e  am oun t stand ing  
in  h is  account du ring  any period th a t  he is 
ab sen t from  work due to  a  personal in ju ry  
or sickness. On separation  from  service; th e  
p a r tic ip a n t is en title d  to  receive a d is trib u ­
t io n  of th e  balance stan d in g  in  h is account 
in  accordance w ith  one of several options. 
One option  provides fo r th e  im m edia te  d is ­
t r ib u tio n  of one-half of th e  account and  
fo r th e  periodic d is trib u tio n  of th e  rem ain ­
in g  one-half of th e  account. In  addition , 
any  p a rtic ip a n t may, afte r th e  com pletion 
of five years of partic ipa tion , w ithdraw  any 
p a r t  of h is account, b u t  in  th e  case of such  
a  w ithdraw al, th e  p a r tic ip a n t fo rfe its  h is  
r ig h ts  to  partic ip a te  in  th e  p lan  for a  period 
of tw o years. Thus, a  p artic ip a n t may re ­
ceive d is trib u tio n s before separation  from  
service; h e  m ay receive a d is trib u tio n  of a 
lu m p  sum  u p o n  separation  from  service; he 
m ay also  receive periodic d is tribu tions upon  
separation  from  service. However, since i t  
is th e  to ta l am o u n t received u n d er all th e  
options th a t  is  in te rre la ted  w ith  th e  c o n tri ­
b u tions to  th e  p lan  and  n o t th e  am o u n t re ­
ceived u nder any  one option , th is  profit- 
sha ring  p lan  consists of only one separate 
program  of in te rre la ted  con tribu tions and  
benefits an d  a ll d is trib u tio n s u n d er th e  p lan  
(regardless of t h e  op tion  u n d er w hich re ­
ceived) are trea ted  as received un d er one 
con tract. However, if, in stead  o f  providing 
th a t  th e  am o u n t stand ing  in  an  employee’s 
accoun t w ould be paid  to  h im  du ring  any 
period th a t  he is ab sen t from  w ork due to  a 
personal in ju ry  or sickness, th e  p lan  p ro ­
vided th a t  a  portion  of th e  am o u n t in  th e  
em ployee’s accoun t w ould  be used to  p u r ­
chase inc iden ta l accident and  h ea lth  in su r ­
ance, th is  p lan  w ould consist of two sep ­
a ra te  program s of in te rre la ted  con tribu tions 
an d  benefits. The accident an d  h e a lth  in ­
surance, and  th e  con tribu tions used to  p u r ­
chase it ,  w ould be considered as one separate 
program  of in te rre la ted  con tribu tions and  
benefits and , therefore, a  separate  con tract; 
whereas, th e  rem ain ing  co n tribu tions and  
benefits would be considered an o th er sep ­
a ra te  program  of in te rre la ted  con tribu tions 
and  benefits and, consequently, an o ther sep ­
a ra te  con trac t.

Example (3 ). On Ja n u ary  1, 1961, N Cor­
p o ra tion  estab lished  a pro fit-sharing  p lan  
for its  employees providing th a t  th e  employ ­
ees m ay m ake con tribu tions, n o t in  excess 
of 6 p e rcen t of th e ir  com pensation, to  a 
t r u s t  and  th a t  N C orporation w ould m ake 
m a tch in g  con tribu tions o u t o f its  profits. 
U nder th e  p lan , th e  employee may elect each 
year to  have h is  and  th e  em ployer’s co n tri ­
b u tio n s  for such  year placed in  e ith er  a 
savings arrangem en t or a  re tire m en t a r ­
rangem ent, S uch  a n  election is irrevocable. 
U nder th e  savings arrangem ent, co n trib u ­
tio n s  to  such arrangem en t for any one year 
and  th e  earnings the reon  will be d is trib u ted  
five years la ter. T he re tire m en t arrange ­
m e n t provides th a t  all con tribu tions there to  
an d  th e  earnings thereon  w ill be d is trib u ted  
w hen th e  employee is separated  from  th e  
service of N Corporation. Since th e  d is tr ib u ­
tio n s  u nder th e  re tire m en t arrangem en t are 
a ttr ib u ta b le  solely to  th e  co n tribu tions m ade 
to  such  arrangem en t and  are n o t affected in  
any  m anner by co n tribu tions or d is tribu tions 
u n d er th e  savings arrangem en t o r any o ther 
p lan , such  d is trib u tio n s are trea ted  as re ­
ceived u n d er a separa te  program  of in te r ­
re la ted  con tribu tions and  benefits. S im ilarly, 
since d is trib u tio n s d u rin g  any  year under 
th e  savings arrangem en t are  a ttr ib u ta b le

only  to  con tribu tions to  such arrangem ent 
m ade du ring  th e  fifth  preceding year and  
are n o t affected in  any m anner by any o ther 
co n trib u tio n s to  or d is trib u tio n s from  such  
arrangem en t or any o th e r p lan , th e  savings 
arrangem en t co n stitu tes  a series of separate  
program s of in te rre la ted  con tribu tions and  
benefits. T he co n tribu tions to  th e  savings 
arrangem ent for any  year and  th e  d is trib u ­
tio n  in  a  subsequen t year based the reon  
co n s titu te  a separate co n tra c t for purposes 
of section 72.

Example (4) . T he Civil Service R etire ­
m e n t Act, w hich provides re tire m en t bene ­
fits fo r partic ip a tin g  employees, consists of 
a com pulsory program  and  a vo lun tary  pro ­
gram . U nder th e  com pulsory program , all 
p a rtic ip a tin g  employees are required  to  m ake 
ce rta in  con tribu tions and, upon  re tirem en t, 
are provided re tire m en t benefits com puted 
on  th e  basis of com pensation an d  len g th  of 
service. • U nder th e  vo luntary  program , such 
partic ip a tin g  employees are p erm itted  to  
m ake co n tribu tions in  ad d ition  to  those re ­
qu ired  u n d er th e  com pulsory program  and, 
upon  re tirem en t, are provided add itional 
re tire m en t benefits com puted  on  th e  basis 
of th e ir  vo lun tary  con tribu tions. D istribu ­
tions received u n d er th e  Act co n s titu te  d is ­
tr ib u tio n s  from  tw o separate  con trac ts  for 
purposes of section  72. D istribu tions re ­
ceived u n d er th e  com pulsory program  are 
considered as received u n d er a  separate p ro ­
g ram  of in te rre la ted  con tribu tions and  bene ­
fits since th ey  are com puted solely u nder th e  
com pulsory program  an d  are n o t affected by 
a n y  con tribu tions or d is trib u tio n s u n d er th e  
vo lun ta ry  program  or u n d er any o th e r plan. 
For sim ilar reasons, d is trib u tio n s w hich are 
a ttr ib u ta b le  to  th e  vo lun ta ry  con tribu tions 
aré considered as received u n d er a  separate 
program  of in te rre la ted  co n trib u tio n s and  
benefits.

Example (5 ). On Ja n u a ry  1, 1961, M Cor­
po ra tion  established, a con tribu to ry  pension 
p lan  fo r its  employees and  created  a  t ru s t  
to  w hich i t  m akes con tribu tions to  fu n d  such 
p lan . T he p lan  provides th a t  each  p a rtic i ­
p a n t w ill receive a fte r  age 65 a pension of 
lYi percen t of h is com pensation fo r  each 
year of service perform ed subsequen t to  the  
estab lishm ent of such  p lan . In  order to  fund  
p a r t  of th e  benefits u n d er th e  p lan, the 
tru s te e  purchased  a group an n u ity  contract. 
The. rem ain ing  p a r t  o f th e  benefits are to  be 
paid  o u t of a  separate  investm en t fund . This 
pension  p la n  co n s titu tes  a single program  of 
in te rre la ted  con tribu tions and  benefits and, 
therefore, all d is trib u tio n s received by an 
employee under th e  p lan  are considered as 
received u n d er a single con trac t for purposes 
of section 72.

Example (6) . On Jan u ary  1, 1961, Y Cor­
p o ra tion  established a  noncon tribu to ry  pen ­
sion p lan  (in clud ing  in c iden ta l death  
benefits) for its  employees an d  created  a 
t r u s t  to  w hich i t  m akes con tribu tions to  
fu n d  such  plan . T he p lan  provides th a t 
each p a r tic ip a n t will receive afte r age 65 a 
pension o f 1 percen t of h is  com pensation 
for each  year of service perform ed subse ­
q u e n t to  th e  estab lishm ent of such  plan. 
In  addition , such p lan  provides for th e  pay ­
m e n t of a d ea th  benefit if th e  employee 
d ies before age 65. The tru s te e  funded  the 
d ea th  benefits th ro u g h  th e  purchase of a 
group te rm  in surance policy and  funded  the 
re tire m en t benefits th ro u g h  th e  purchase of 
a  group an n u ity  con trac t. Because of a 
su b seq u en t change in  fu n d in g  from th e  de ­
ferred  a n n u ity  m ethod  to  th e  deposit ad­
m in is tra tio n  m ethod, th e  tru s te e  purchased 
a  second group an n u ity  co n tra c t to  provide 
th e  re tire m en t benefits u nder th e  p lan  ac ­
c ru ing  afte r the- effective- d ate  of th e  change 
in  m ethod  of fund ing . Thus, re tirem ent 
benefits d is trib u ted  to  an  employee whose 
seryice w ith  Y C orporation comm enced be ­
fo re  th e  effective d a te  of th e  change in 
m ethod  of fu n d in g  will be a ttr ib u tab le  o 
b o th  group a n n u n ity  con trac ts . T his pens on
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p lan  Includes tw o separate program s of in ­
te rre la ted  co n tribu tions and  benefits. The 
dea th  benefits, and  th e  con tribu tions re ­
qu ired  to  provide them , are considered  as 
one separate  program  of in te rre la ted  con ­
tr ib u tio n s a n d  benefits; whereas, th e  re tire ­
m e n t benefits, and  th e  con tribu tions re ­
qu ired  to  provide them , are considered as 
an o ther separa te  program  of in te rre la ted  
con tribu tions and  benefits. Therefore, any 
re tire m en t benefits received by an  employee, 
w hether a ttr ib u ta b le  to  one or b o th  of th e  
group an n u ity  contracts , shall be considered 
as received u nder a single co n tra c t for p u r ­
poses of section 72. In  determ in ing  th e  tax  
tre a tm e n t of any such  re tire m en t benefits 
u n d er section 72, no am o u n t of th e  prem ium s 
used to  purchase th e  group te rm  insurance 
policy shall be tak en  in to  account, since 
such  prem ium s, and  th e  d ea th  benefits w hich 
they  purchased, co n s titu te  a  separate  pro ­
gram  of in te rre la ted  co n tribu tions and  
benefits.

Example (7). Assume th e  sam e fac ts  as 
in  example (6 ) except th a t ,  in  lieu  of fu n d - ’ 
ing th e  benefits in  th e  m anner described in  
th a t  example, th e  tru s te e  purchased  in d i ­
v idual re tirem en t incom e con trac ts  from  an  
in surance com pany. A dditional indiv idual 
re tirem en t incom e con trac ts  are purchased  
in  order to  fu n d  any  increase in  benefits re ­
su ltin g  from  increases in  salary. Therefore, 
d is trib u tio n s to  a p articu la r  employee may 
be a ttr ib u ta b le  to  a  single re tire m en t incom e 
con trac t or to  more th a n  one such  con tract. 
All d is trib u tio n s received by an  employee 
under th e  pension p lan , w hether a ttr ib u tab le  
to  one or m ore re tire m en t incom e con trac ts  
and  w hether m ade directly  from  th e  in su r ­
ance com pany to  th e  employee or m ade 
th rough  th e  tru stee , are  considered as re ­
ceived tinder a  single co n trac t for purposes 
of section 72. For ru les re la tin g  to  th e  tax  
tre a tm e n t of co n tribu tions and  d is trib u tio n s 
under re tirem en t income, endow m ent, or 
o ther life in su rance con trac ts  purchased  by 
a t ru s t  described in  section  401(a) and  
exempt u n d er section 501(a), see paragraph
(a) (2), (3)', and  (4) of § 1 .402(a)-l.

Example (8) . Assume th e  sam e facts as in  
example (6) except th a t ,  in  lieu  of fund ing  
the  benefits in  th e  m anner described in  th a t  
example, th e  tru stee  funded  th e  d ea th  bene ­
fits and  p a r t  of th e  re tirem en t benefits by 
purchasing in d iv idual re tirem en t income 
contracts from  an  insurance com pany. The 
rem ain ing p a r t  of th e  re tirem en t benefits 
(such as any  increase in  benefits resu lting  
from  increases in  salary) are to  be paid  o u t 
of a separate investm en t fund . T his pen ­
sion p lan  includes, w ith  respect to  each p ar ­
tic ipan t, two separate  con trac ts  for purposes 
of section 72. T he re tirem en t income con ­
trac t purchased  by th e  t ru s t  for each p a r ­
tic ipan t is a  separate  program  of in te rre la ted  
con tribu tions an d  benefits and  all d is tr ib u ­
tions a ttr ib u ta b le  to  such  co n tra c t (w hether 
made directly  from  th e  in surance com pany 
to  th e  employee or m ade th ro u g h  th e  tru stee) 
are considered as received u nder a single 
contract. For ru les re la tin g  to  th e  tax  tr e a t ­
m ent of con tribu tions and  d is trib u tio n s 
under re tire m en t income, endow m ent, or 
o ther life insu rance  con trac ts  purchased  by 
a tru s t described in  section  401(a) and  
exempt Under section 501(a), see paragraph
(a) (2), (3), and  (4) of § 1 .402(a)-l. The 
rem ain ing d is tribu tions under th e  p lan  are 
considered as received u n d er an o ther sep ­
arate  program  of in te rre la ted  con tribu tions 
and benefits.

P a r . 2. Paragraph (a) (3) of § 1.72-13 
is amended to read as follows:
§ 1 .7 2 —1 3  S p e c ia l r u le  f o r  e m p lo y e e  

c o n tr ib u tio n s  rec o v er a b le  in  th r e e  
y ears.

(a) Am ounts received as an annuity.
*  *  *

(3) The aggregate of the amounts re ­
ceivable as an annuity within the pre­
scribed 3-year period shall be the total 
of all annuity payments anticipatable by 
an employee (or a beneficiary or bene­
ficiaries of an employee, if the employee 
died before any am ount was received as 
an  annuity) under the contract as a 
whole as defined in paragraph (a) of 
§1.72-2. See paragraph (a )(3 ) of 
§ 1.72-2 for rules for determining what 
constitutes “the contract” in the case of 
distributions from an employees’ trust 
or plan.

P a r . 3. Paragraph (a) (3) (i) of § 1.402
( a ) - l  is amended to read as follows:
§ 1 . 4 0 2 ( a ) —1 T a x a b ility  o f  b e n e fic ia r y  

u n d e r  a  tru st w h ich  m e e ts  th e  re- 
• q u ir e m e n ts  o f  s e c t io n  4 0 1 ( a ) .

(a) In general. * * *
(3) (i) If a trust described in  section  

401(a) and exempt, under section 501(a) 
purchases under the plan retirement in ­
come, endowment, or other contracts 
providing life insurance protection, pay ­
able upon the death of the employee 
participants, and either:

(a) The proceeds of such life insur ­
ance are payable to a beneficiary of the  
employee participant, other than the 
trust, or

(b) In  case such proceeds are payable 
to the trust, by the terms of the plan the  
trustee is required to pay over all of such  
proceeds to a beneficiary of the employee 
participant;

then, the portion of the premiums paid  
for the life  insurance protection provided 
under such contracts from either the  
contributions of the employer or earnings 
of the trust will constitute income to the 
employee for the year or years in  which  
the contributions or earnings are applied 
toward the purchase of such life .insur­
ance. If the amount payable upon death  
at any tim e during the year exceeds the 
cash value of the insurance policy at the  
end of the year, the entire amount of 
such excess will be considered current 
life insurance protection. The cost of 
such insurance will be considered to be 
a reasonable net premium cost, as deter ­
mined by the Commissioner, for such  
amount for the appropriate period. The 
amount thus to be included in  the gross 
income of the employee under this sub­
division shall be considered as premiums 
or other consideration paid or contrib ­
uted by the employee only with respect 
to any benefits attributable to the con ­
tract (within the m eaning of paragraph 
(a) (3) of § 1.72-2) providing the life  
insurance protection.
(Sec. 7805, In te rn a l Revenue Code of 1954, 
68A S ta t. 917; 26 U 8 .C. 7805)

[ s e a l ] D a n a  L a t h a m ,

Com m issioner of In ternal Revenue.

Approved: October 14, 1960.

F r e d  C. S c r i b n e r , Jr.,
A cting Secretary  of th e  Treasury.

[F.R. Doc. 60-9849; Filed, Oct. 19, 1960;
8:51 a jn .]
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C h a p t e r  I — O f f i c e  o f  t h e  S e c r e t a r y  o f  

D e f e n s e

S U B C H A P T ER  A — A R M ED  S E R V I C E S  

P R O C U R EM EN T  R EG U L A T I O N S

P A R T  1 — G E N E R A L  P R O V I S I O N S

P A R T  2 — P R O C U R E M E N T  B Y  

F O R M A L  A D V E R T I S I N G

P A R T  3 — P R O C U R E M E N T  B Y  

N E G O T I A T I O N

P A R T  6 — F O R E I G N  P U R C H A S E S  

P A R T  7 — C O N T R A C T  C L A U S E S

P A R T  8 — T E R M I N A T I O N  O F  

C O N T R A C T S

P A R T  1 0 — B O N D S  A N D  I N S U R A N C E  

P A R T  1 2 — L A B O R

P A R T  1 3 — G O V E R N M E N T  P R O P E R T Y  

P A R T  1 6 — P R O C U R E M E N T  F O R M S

P A R T  3 0 — A P P E N D I X E S  T O  A R M E D  

S E R V I C E S  P R O C U R E M E N T  R E G U ­

L A T I O N S

M i s c e l l a n e o u s  A m e n d m e n t s

The following amendments to this sub- 
chapter are issued by direction of the  
Assistant Secretary of Defense (Supply 
and Logistics) pursuant to th e authority  
contained in Department of Defense D i­
rective No. 4105.30, dated March 11, 1959 
(24 F.R. 2260) and 10 U.S.C. 2202, and  
have the concurrence of the m ilitary 
departments.

1, Add §§ 1.300, 1.300-1, 1.300-2 and 
1.3Ô0-3, revise § 1.301 and add §§ 1.302-5 
and 1.314, as follows:
§ 1 .3 0 0  M eth o d s o f  p r o c u r e m e n t.

§  1 .3 0 0 —1 C o m p etit io n .

All procurements, whether by formal 
advertising or by negotiation, shall be 
made on a competitive basis to the m axi­
mum practicable extent.
§ 1 .3 0 0 —2  F o r m a l a d v e r tis in g .

Purchases and contracts for supplies 
and services shall be made by formal 
advertising in  all cases in  which the use 
of such method is feasible and practi­
cable under the existing conditions and 
circumstances. Procurement by formal 
advertising shall be in  accordance with  
detailed requirements and procedures 
set forth in  Part 2 of this subchapter.
§ 1 .3 0 0 —3  N e g o t ia tio n .

If the use of formal advertising is not 
feasible and practicable, purchases and 
contracts for supplies and services may  
be negotiated in accordance with the de ­
tailed requirements and procedures set 
forth in  Part 3 of this subchapter. ,
§ 1 .3 0 1  I n te r d e p a r tm e n ta l a n d  c o o r d i ­

n a te d  p r o c u r e m e n t.

Supplies and services m ay be obtained 
in  appropriate circumstances as pro­
vided in  Part 5 of this subchapter by such 
m eans as interdepartm ental and coordi­
nated procurement.


