Jones v. Commissioner, 51 T. C. 651 (1969)

A retirement bond purchase plan must be a definite written program to qualify
under Section 405 of the Internal Revenue Code.

Summary

In Jones v. Commissioner, the Tax Court ruled that Nelson Jones, a self-employed
osteopath, could not deduct contributions to a retirement bond purchase plan under
Section 405 because he lacked a formal written plan during the tax year in question.
Jones purchased U. S. Government Retirement Plan Bonds, asserting they were part
of a pension plan. However, the court found that without a written plan committing
to coverage and non-discrimination for future employees, the contributions were not
deductible. This decision underscores the necessity of a formal written plan for tax-
deductible contributions to retirement bond purchase plans, highlighting the
integration of self-employed individuals’ plans with established pension plan rules.

Facts

Nelson H. Jones, a self-employed osteopath, purchased U. S. Government
Retirement Plan Bonds on December 31, 1963, for $2,400. The purchase application
indicated the bonds were acquired for a plan under Sections 405 and 401 of the
Internal Revenue Code. Jones had only part-time or temporary employees during
1963-1967, none working more than 20 hours per week. He claimed a deduction of
$1,200 for the bond purchase on his 1963 tax return, supported by IRS Form 2950
SE. In November 1965, Jones submitted IRS Form 3673 for approval of his plan,
which was approved but did not retroactively apply to 1963.

Procedural History

The Commissioner of Internal Revenue determined a deficiency in Jones’ 1963
income taxes due to the disallowed deduction. Jones petitioned the U. S. Tax Court
for review. The court found all facts stipulated and ruled that Jones did not have a
qualifying plan in 1963, thus disallowing the deduction.

Issue(s)

1. Whether Jones had a qualified retirement bond purchase plan under Section 405
of the Internal Revenue Code during the taxable year 1963.

Holding

1. No, because Jones did not have a formal written plan that met the requirements of
Section 405 during 1963.

Court’s Reasoning
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The court emphasized that a “plan” under Section 405 must be a “definite written
program and arrangement,” referencing long-standing administrative
interpretations. The court rejected Jones’ argument that his bond purchase
application and subsequent forms constituted a sufficient plan. It highlighted
Congress’s intent with H. R. 10 to prevent abuse by self-employed individuals,
requiring detailed written provisions for coverage and non-discrimination, especially
for future full-time employees. The court noted that while Jones filed a plan in 1965,
it did not apply retroactively to 1963. The decision affirmed the necessity of a formal
written plan within the taxable year to qualify for deductions under Section 405.

Practical Implications

This ruling clarifies that self-employed individuals must establish a formal written
retirement bond purchase plan within the taxable year to claim deductions under
Section 405. Legal practitioners advising self-employed clients should ensure such
plans are documented and committed to covering future full-time employees. The
decision impacts how self-employed individuals structure their retirement plans,
emphasizing the need for compliance with detailed statutory requirements.
Subsequent cases, such as those involving similar self-employed retirement plans,
have reinforced the necessity of formal documentation to qualify for tax benefits.
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