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Internal Revenue Code Section 72(m)(7) 
Annuities; certain proceeds of endowment and life insurance contracts 
. . .  

(m) Special rules applicable to employee annuities and distributions under employee plans.

(1) Repealed.

(2) Computation of consideration paid by the employee.

In computing-

(A) the aggregate amount of premiums or other consideration paid for the

contract for purposes of subsection (c)(1)(A) (relating to the investment in the

contract), and

(B) the aggregate premiums or other consideration paid for purposes of

subsection (e)(6) (relating to certain amounts not received as an annuity),

any amount allowed as a deduction with respect to the contract under section 404 which 

was paid while the employee was an employee within the meaning of section 401(c)(1) 

shall be treated as consideration contributed by the employer, and there shall not be taken 

into account any portion of the premiums or other consideration for the contract paid 

while the employee was an owner-employee which is properly allocable (as determined 

under regulations prescribed by the Secretary) to the cost of life, accident, health, or other 

insurance. 

(3) Life insurance contracts.

(A) This paragraph shall apply to any life insurance contract-

(i) purchased as a part of a plan described in section 403(a) , or

(ii) purchased by a trust described in section 401(a) which is exempt from

tax under section 501(a) if the proceeds of such contract are payable

directly or indirectly to a participant in such trust or to a beneficiary of

such participant.

(B) Any contribution to a plan described in subparagraph (A)(i) or a trust

described in subparagraph (A)(ii) which is allowed as a deduction under section

404 , and any income of a trust described in subparagraph (A)(ii) , which is

determined in accordance with regulations prescribed by the Secretary to have

been applied to purchase the life insurance protection under a contract described

in subparagraph (A) , is includible in the gross income of the participant for the

taxable year when so applied.
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(C) In the case of the death of an individual insured under a contract described in

subparagraph (A) , an amount equal to the cash surrender value of the contract

immediately before the death of the insured shall be treated as a payment under

such plan or a distribution by such trust, and the excess of the amount payable by

reason of the death of the insured over such cash surrender value shall not be

includible in gross income under this section and shall be treated as provided in

section 101 .

(4) Repealed.

(5) Penalties applicable to certain amounts received by 5-percent owners.

(A) This paragraph applies to amounts which are received from a qualified trust

described in section 401(a) or under a plan described in section 403(a) at any time

by an individual who is, or has been, a 5-percent owner, or by a successor of such

an individual, but only to the extent such amounts are determined, under

regulations prescribed by the Secretary, to exceed the benefits provided for such

individual under the plan formula.

(B) If a person receives an amount to which this paragraph applies, his tax under

this chapter for the taxable year in which such amount is received shall be

increased by an amount equal to 10 percent of the portion of the amount so

received which is includible in his gross income for such taxable year.

(C) For purposes of this paragraph , the term "5-percent owner" means any

individual who, at any time during the 5 plan years preceding the plan year ending

in the taxable year in which the amount is received, is a 5-percent owner (as

defined in section 416(i)(1)(B) ).

(6) Owner-employee defined.

For purposes of this subsection , the term "owner-employee" has the meaning assigned to

it by section 401(c)(3) and includes an individual for whose benefit an individual

retirement account or annuity described in section 408(a) or (b) is maintained. For

purposes of the preceding sentence, the term "owner-employee" shall include an

employee within the meaning of section 401(c)(1) .

(7) Meaning of disabled.

For purposes of this section , an individual shall be considered to be disabled if he is

unable to engage in any substantial gainful activity by reason of any medically

determinable physical or mental impairment which can be expected to result in death or

to be of long-continued and indefinite duration. An individual shall not be considered to

be disabled unless he furnishes proof of the existence thereof in such form and manner as

the Secretary may require.

(8) Repealed.

(9) Repealed.

(10) Determination of investment in the contract in the case of qualified domestic

relations orders.



 

Under regulations prescribed by the Secretary, in the case of a distribution or payment 

made to an alternate payee who is the spouse or former spouse of the participant pursuant 

to a qualified domestic relations order (as defined in section 414(p) ), the investment in 

the contract as of the date prescribed in such regulations shall be allocated on a pro rata 

basis between the present value of such distribution or payment and the present value of 

all other benefits payable with respect to the participant to which such order relates. 
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