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Internal Revenue Code Section 408(e)(2)
Individual retirement accounts.

(e) Tax treatment of accounts and annuities.

(1) Exemption from tax. Any individual retirement account is exempt from taxation under
this subtitle unless such account has ceased to be an individual retirement account by
reason of paragraph (2) or (3). Notwithstanding the preceding sentence, any such account
is subject to the taxes imposed by section 511 (relating to imposition of tax on unrelated

business income of charitable, etc. organizations).

‘ (2) 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 retirement account is established, that individual or his beneficiary engages
in any transaction prohibited by section 4975 with respect to such account, such
account ceases to be an individual retirement account as of the first day of such

taxable year. For purposes of this paragraph—

(i) the individual for whose benefit any account was established is treated as the
creator of such account, and

(ii) the separate account for any individual within an individual retirement account
maintained by an employer or association of employees is treated as a separate

individual retirement account.

(B) Account treated as distributing all its assets. In any case in which any account ceases
to be an individual retirement account by reason of subparagraph (A) as of the first
day of any taxable year, paragraph (1) of subsection (d) applies as if there were a
distribution on such first day in an amount equal to the fair market value (on such first

day) of all assets in the account (on such first day).

(3) Effect of borrowing on annuity contract. If during any taxable year the owner of an
individual retirement annuity borrows any money under or by use of such contract, the
contract ceases to be an individual 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 fair

market value of such contract as of such first day.

(4) Effect of pledging account as security. If, during any taxable year of the individual for
whose benefit an individual retirement account is established, that individual uses the
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account or any portion thereof as security for a loan, the portion so used is treated as
distributed to that individual.

(5) Purchase of endowment contract by individual retirement account. If the assets of an
individual retirement account or any part of such assets are used to purchase an
endowment contract for the benefit of the individual for whose benefit the account is
established—

(A)to the extent that the amount of the assets involved in the purchase are not attributable
to the purchase of life insurance, the purchase is treated as a rollover contribution
described in subsection (d)(3), and

(B) to the extent that the amount of the assets involved in the purchase are attributable to
the purchase of life, health, accident, or other insurance, such amounts are treated as
distributed to that individual (but the provisions of subsection (f) do not apply).

(6) Commingling individual retirement account amounts in certain common trust funds and
common investment funds. Any common trust fund or common investment fund of
individual retirement account assets which is exempt from taxation under this subtitle
does not cease to be exempt on account of the participation or inclusion of assets of a
trust exempt from taxation under section 501(a) which is described in section 401(a).



