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Internal Revenue Code Section 4975(c)(1)(B) 
Tax on prohibited transactions. 
 
. . . 
 
(c) Prohibited transaction. 
 

(1) General rule. For purposes of this section, the term "prohibited transaction" means any 
direct or indirect— 

 
(A) sale or exchange, or leasing, of any property between a plan and a disqualified 

person; 
 
(B) lending of money or other extension of credit between a plan and a disqualified 

person; 
 

(C) furnishing of goods, services, or facilities between a plan and a disqualified person; 
 

(D) transfer to, or use by or for the benefit of, a disqualified person of the income or 
assets of a plan; 

 
(E) act by a disqualified person who is a fiduciary whereby he deals with the income or 

assets of a plan in his own interest or for his own account; or 
 

(F) receipt of any consideration for his own personal account by any disqualified person 
who is a fiduciary from any party dealing with the plan in connection with a 
transaction involving the income or assets of the plan. 

 
(2) Special exemption. The Secretary shall establish an exemption procedure for purposes of 

this subsection. Pursuant to such procedure, he may grant a conditional or unconditional 
exemption of any disqualified person or transaction, orders of disqualified persons or 
transactions, from all or part of the restrictions imposed by paragraph (1) of this 
subsection. Action under this subparagraph may be taken only after consultation and 
coordination with the Secretary of Labor. The Secretary may not grant an exemption 
under this paragraph unless he finds that such exemption is— 

 
(A) administratively feasible, 
 
(B) in the interests of the plan and of its participants and beneficiaries, and 

 
(C) protective of the rights of participants and beneficiaries of the plan. 
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Before granting an exemption under this paragraph, the Secretary shall require adequate 
notice to be given to interested persons and shall publish notice in the Federal Register of 
the pendency of such exemption and shall afford interested persons an opportunity to 
present views. No exemption may be granted under this paragraph with respect to a 
transaction described in subparagraph (E) or (F) of paragraph (1) unless the Secretary 
affords an opportunity for a hearing and makes a determination on the record with respect 
to the findings required under subparagraphs (A), (B), and (C) of this paragraph, except 
that in lieu of such hearing the Secretary may accept any record made by the Secretary of 
Labor with respect to an application for exemption under section 408(a) of title I of the 
Employee Retirement Income Security Act of 1974. 

 
(3) Special rule for individual retirement accounts. An individual for whose benefit an 

individual retirement account is established and his beneficiaries shall be exempt from 
the tax imposed by this section with respect to any transaction concerning such account 
(which would otherwise be taxable under this section) if, with respect to such transaction, 
the account ceases to be an individual retirement account by reason of the application of 
section 408(e)(2)(A) or if section 408(e)(4) applies to such account. 

 
(4) Special rule for Archer MSAs. An individual for whose benefit an Archer MSA (within 

the meaning of section 220(d)) is established shall be exempt from the tax imposed by 
this section with respect to any transaction concerning such account (which would 
otherwise be taxable under this section) if section 220(e)(2) applies to such transaction. 

 
(5) Special rule for Coverdell education savings accounts. An individual for whose benefit a 

Coverdell education savings account is established and any contributor to such account 
shall be exempt from the tax imposed by this section with respect to any transaction 
concerning such account (which would otherwise be taxable under this section) if section 
530(d) applies with respect to such transaction. 

 
(6) Special rule for health savings accounts. An individual for whose benefit a health savings 

account (within the meaning of section 223(d)) is established shall be exempt from the 
tax imposed by this section with respect to any transaction concerning such account 
(which would otherwise be taxable under this section) if, with respect to such transaction, 
the account ceases to be a health savings account by reason of the application of section 
223(e)(2) to such account. 

 
. . . 


