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SUBPART E—TREATMENT OF TRANSFERS TO
RETIREE HEALTH ACCOUNTS

Sec.
420. Transfers of excess pension assets to retiree
health accounts.

§420. Transfers of excess pension assets to re-
tiree health accounts

(a) General rule

If there is a qualified transfer of any excess
pension assets of a defined benefit plan to a
health benefits account, or an applicable life in-
surance account, which is part of such plan—

(1) a trust which is part of such plan shall
not be treated as failing to meet the require-
ments of subsection (a) or (h) of section 401
solely by reason of such transfer (or any other
action authorized under this section),

(2) no amount shall be includible in the gross
income of the employer maintaining the plan
solely by reason of such transfer,

(3) such transfer shall not be treated—

(A) as an employer reversion for purposes
of section 4980, or

(B) as a prohibited transaction for pur-
poses of section 4975, and

(4) the limitations of subsection (d) shall
apply to such employer.

(b) Qualified transfer
For purposes of this section—
(1) In general

The term ‘‘qualified transfer’” means a
transfer—

(A) of excess pension assets of a defined
benefit plan to a health benefits account, or
an applicable life insurance account, which
is part of such plan,

(B) which does not contravene any other
provision of law, and

(C) with respect to which the following re-
quirements are met in connection with the
plan—

(i) the use requirements of subsection

(e)(1),

(ii) the vesting requirements of sub-
section (¢)(2), and

(iii) the minimum cost requirements of
subsection (¢)(3).

(2) Only 1 transfer per year

No more than 1 transfer with respect to any
plan during a taxable year may be treated as
a qualified transfer for purposes of this sec-
tion. If there is a transfer from a defined bene-
fit plan to both a health benefits account and
an applicable life insurance account during
any taxable year, such transfers shall be treat-
ed as 1 transfer for purposes of this paragraph.

(3) Limitation on amount transferred

The amount of excess pension assets which
may be transferred to an account in a quali-
fied transfer shall not exceed the amount
which is reasonably estimated to be the
amount the employer maintaining the plan
will pay (whether directly or through reim-
bursement) out of such account during the
taxable year of the transfer for qualified cur-
rent retiree liabilities.

(4) Expiration

No transfer made after December 31, 2025,
shall be treated as a qualified transfer.

(c) Requirements of plans transferring assets
(1) Use of transferred assets
(A) In general

Any assets transferred to a health benefits
account, or an applicable life insurance ac-
count, in a qualified transfer (and any in-
come allocable thereto) shall be used only to
pay aqualified current retiree liabilities
(other than liabilities of key employees not
taken into account under subsection
(e)(1)(D))! for the taxable year of the trans-
fer (whether directly or through reimburse-
ment). In the case of a qualified future
transfer or collectively bargained transfer to
which subsection (f) applies, any assets so
transferred may also be used to pay liabil-
ities described in subsection (£)(2)(C).

(B) Amounts not used to pay for health bene-
fits or life insurance

(i) In general

Any assets transferred to a health bene-
fits account, or an applicable life insur-
ance account, in a qualified transfer (and
any income allocable thereto) which are
not used as provided in subparagraph (A)
shall be transferred out of the account to
the transferor plan.

(ii) Tax treatment of amounts

Any amount transferred out of an ac-
count under clause (i)—

(I) shall not be includible in the gross
income of the employer for such taxable
year, but

(IT) shall be treated as an employer re-
version for purposes of section 4980
(without regard to subsection (d) there-
of).

(C) Ordering rule

For purposes of this section, any amount
paid out of a health benefits account, or an
applicable life insurance account, shall be
treated as paid first out of the assets and in-
come described in subparagraph (A).

(2) Requirements relating to pension benefits
accruing before transfer

The requirements of this paragraph are met
if the plan provides that the accrued pension
benefits of any participant or beneficiary
under the plan become nonforfeitable in the
same manner which would be required if the
plan had terminated immediately before the
qualified transfer (or in the case of a partici-
pant who separated during the 1l-year period
ending on the date of the transfer, imme-
diately before such separation).

(3) Minimum cost requirements
(A) In general

The requirements of this paragraph are
met if each group health plan or arrange-
ment under which applicable health benefits

1See References in Text note below.
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