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Loper Sheet Metal, Inc. v. Commissioner, 53 T. C. 385 (1969)

A profit-sharing plan and a related pension plan must be considered together to
determine if they meet nondiscrimination requirements under Section 401(a) of the
Internal Revenue Code.

Summary

Loper  Sheet  Metal,  Inc.  established  a  profit-sharing  plan  for  its  two  sole
shareholders, while union employees were covered by a separate pension plan. The
IRS challenged  the  tax  deductions  for  contributions  to  the  profit-sharing  plan,
arguing it discriminated in favor of the shareholders. The Tax Court held that while
the plans together met the coverage requirements of Section 401(a)(3), they failed
to satisfy the nondiscrimination requirements of Section 401(a)(4). Contributions to
the profit-sharing plan were disproportionately higher than those to the union plan,
and the benefits projected under the profit-sharing plan significantly favored the
shareholders. The court’s decision highlights the need for equitable distribution of
benefits across different employee groups to qualify for tax-exempt status.

Facts

Loper  Sheet  Metal,  Inc.  was incorporated in  1962 and engaged in  sheet-metal
fabrication. Its two sole shareholders, Charles Wood and Otto Meinhardt, were the
only participants in a profit-sharing plan established in 1963. The company’s union
employees were covered by a preexisting pension plan established under collective-
bargaining agreements. Contributions to the profit-sharing plan were 15% of the
shareholders’ compensation, while contributions to the union plan were significantly
lower,  at  about  3% of  union  employees’  compensation.  The  profit-sharing  plan
provided more favorable benefits and vesting terms compared to the union plan.

Procedural History

The IRS disallowed Loper Sheet Metal, Inc. ‘s deductions for contributions to the
profit-sharing plan for the tax years 1963-1965. The company petitioned the U. S.
Tax Court, which reviewed the case to determine if the profit-sharing plan qualified
for tax-exempt status under Section 401(a) of the Internal Revenue Code.

Issue(s)

1. Whether the profit-sharing plan, when considered in conjunction with the union
pension plan, meets the coverage requirements of Section 401(a)(3) of the Internal
Revenue Code.
2. Whether the profit-sharing plan, when considered with the union pension plan,
satisfies the nondiscrimination requirements of Section 401(a)(4) of the Internal
Revenue Code.

Holding
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1. Yes, because when viewed as a single unit, the profit-sharing plan and the union
pension plan together cover enough employees to satisfy the minimum coverage
requirements.
2.  No, because the contributions and benefits under the profit-sharing plan are
discriminatory in favor of the shareholders when compared to those under the union
pension plan.

Court’s Reasoning

The court applied the rules under Sections 401(a)(3) and 401(a)(4) of the Internal
Revenue Code. It considered the profit-sharing and union pension plans as one unit
for  coverage  purposes,  finding  they  met  the  minimum coverage  requirements.
However,  the  court  found  that  the  plans  failed  the  nondiscrimination  test.
Contributions to the profit-sharing plan were significantly higher as a percentage of
compensation compared to the union plan. The court also compared the projected
benefits, finding that the shareholders’ benefits were disproportionately higher than
those of union employees. The court noted additional discriminatory features, such
as more favorable vesting, loan provisions, and death benefits in the profit-sharing
plan. The court emphasized the need for equitable treatment of all employees under
a company’s benefit plans to qualify for tax-exempt status.

Practical Implications

This decision underscores the importance of ensuring that employee benefit plans
do not  discriminate in  favor of  highly  compensated employees or  shareholders.
Employers must carefully structure their plans to ensure contributions and benefits
are proportionate across different employee groups. This case has influenced how
similar  cases  are  analyzed,  particularly  in  determining  whether  multiple  plans
should be considered together for qualification purposes. It  has implications for
businesses in designing and implementing employee benefit plans, as failure to meet
nondiscrimination requirements can result in the loss of tax deductions. Subsequent
cases  have  applied  this  ruling  to  ensure  that  all  employees  receive  equitable
treatment under employee benefit plans.


