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Subsec. (c)(3). Pub. L. 106–170, § 535(b)(1), amended 
heading and text of par. (3) generally, substituting 
present provisions for provisions relating to mainte-
nance of benefit requirements. 

Subsec. (e)(1)(D). Pub. L. 106–170, § 535(b)(2)(B), sub-
stituted ‘‘or in calculating applicable employer cost 
under subsection (c)(3)(B)’’ for ‘‘and shall not be subject 
to the minimum benefit requirements of subsection 
(c)(3)’’. 

1996—Pub. L. 104–188, § 1704(a), provided that, except 
as otherwise expressly provided, whenever in title XII 
of Pub. L. 101–508 an amendment or repeal is expressed 
in terms of an amendment to, or repeal of, a section or 
other provision, the reference shall be considered to be 
made to a section or other provision of the Internal 
Revenue Code of 1986. Section 12011(a) of title XII of 
Pub. L. 101–508 directed the amendment of part I of sub-
chapter D of chapter 1 by adding this subpart, including 
this section, without specifying that amendment was 
to the Internal Revenue Code of 1986. 

Subsec. (e)(1)(C). Pub. L. 104–188, § 1704(t)(32), sub-
stituted ‘‘means’’ for ‘‘mean’’. 

1994—Subsec. (b)(1)(C)(iii). Pub. L. 103–465, § 731(c)(1), 
substituted ‘‘benefits’’ for ‘‘cost’’. 

Subsec. (b)(5). Pub. L. 103–465, § 731(a), substituted 
‘‘2000’’ for ‘‘1995’’. 

Subsec. (c)(3). Pub. L. 103–465, § 731(b), amended par. 
(3) generally, substituting present provisions for provi-
sions outlining minimum cost requirements for plans, 
providing for elections to compute costs separately, 
and defining ‘‘applicable employer cost’’ and ‘‘cost 
maintenance period’’. 

Subsec. (e)(1)(B). Pub. L. 103–465, § 731(c)(2), reenacted 
subpar. (B) heading without change and amended text 
generally. Prior to amendment, text read as follows: 
‘‘The amount determined under subparagraph (A) shall 
be reduced by any amount previously contributed to a 
health benefits account or welfare benefit fund (as de-
fined in section 419(e)(1)) to pay for the qualified cur-
rent retiree health liabilities. The portion of any re-
serves remaining as of the close of December 31, 1990, 
shall be allocated on a pro rata basis to qualified cur-
rent retiree health liabilities.’’ 

Subsec. (e)(1)(D). Pub. L. 103–465, § 731(c)(3), sub-
stituted ‘‘and shall not be subject to the minimum ben-
efit requirements of subsection (c)(3)’’ for ‘‘or in cal-
culating applicable employer cost under subsection 
(c)(3)(B)’’. 

EFFECTIVE DATE OF 2008 AMENDMENT 

Amendment by Pub. L. 110–458 effective as if included 
in the provisions of Pub. L. 109–280 to which the amend-
ment relates, except as otherwise provided, see section 
112 of Pub. L. 110–458, set out as a note under section 72 
of this title. 

EFFECTIVE DATE OF 2007 AMENDMENT 

Pub. L. 110–28, title VI, § 6612(c), May 25, 2007, 121 Stat. 
181, provided that: ‘‘The amendments made by this sec-
tion [amending this section] shall take effect as if in-
cluded in the provisions of the Pension Protection Act 
of 2006 [Pub. L. 109–280] to which they relate.’’ 

Pub. L. 110–28, title VI, § 6613(b), May 25, 2007, 121 Stat. 
181, provided that: ‘‘The amendment made by sub-
section (a) [amending this section] shall apply to trans-
fers after the date of the enactment of this Act [May 25, 
2007].’’ 

EFFECTIVE DATE OF 2006 AMENDMENT 

Amendment by section 114(d) of Pub. L. 109–280 appli-
cable to plan years beginning after 2007, see section 
114(g)(1) of Pub. L. 109–280, as added by Pub. L. 110–458, 
set out as a note under section 401 of this title. 

Pub. L. 109–280, title VIII, § 841(b), Aug. 17, 2006, 120 
Stat. 1009, provided that: ‘‘The amendments made by 
this section [amending this section] shall apply to 
transfers after the date of the enactment of this Act 
[Aug. 17, 2006].’’ 

Pub. L. 109–280, title VIII, § 842(b), Aug. 17, 2006, 120 
Stat. 1009, provided that: ‘‘The amendment made by 

this section [amending this section] shall apply to 
transfers made in taxable years beginning after Decem-
ber 31, 2006.’’ 

EFFECTIVE DATE OF 2004 AMENDMENT 

Pub. L. 108–357, title VII, § 709(b)(3), Oct. 22, 2004, 118 
Stat. 1552, provided that: ‘‘The amendments made by 
this subsection [amending this section] shall apply to 
taxable years ending after the date of the enactment of 
this Act [Oct. 22, 2004].’’ 

EFFECTIVE DATE OF 1999 AMENDMENT 

Pub. L. 106–170, title V, § 535(c), Dec. 17, 1999, 113 Stat. 
1935, provided that: 

‘‘(1) IN GENERAL.—The amendments made by this sec-
tion [amending this section and sections 1021, 1103, and 
1108 of Title 29, Labor] shall apply to qualified transfers 
occurring after the date of the enactment of this Act 
[Dec. 17, 1999]. 

‘‘(2) TRANSITION RULE.—If the cost maintenance pe-
riod for any qualified transfer after the date of the en-
actment of this Act [Dec. 17, 1999] includes any portion 
of a benefit maintenance period for any qualified trans-
fer on or before such date, the amendments made by 
subsection (b) [amending this section] shall not apply 
to such portion of the cost maintenance period (and 
such portion shall be treated as a benefit maintenance 
period).’’ 

EFFECTIVE DATE OF 1994 AMENDMENT 

Section 731(d) of Pub. L. 103–465 provided that: 
‘‘(1) EXTENSION.—The amendments made by sub-

sections (a) and (c)(3) [amending this section] shall 
apply to taxable years beginning after December 31, 
1995. 

‘‘(2) BENEFITS.—The amendments made by sub-
sections (b) and (c)(1) and (2) [amending this section] 
shall apply to qualified transfers occurring after the 
date of the enactment of this Act [Dec. 8, 1994].’’ 

EFFECTIVE DATE 

Section 12011(c) of Pub. L. 101–508 provided that: 
‘‘(1) IN GENERAL.—The amendments made by this sec-

tion [enacting this section and amending section 401 of 
this title] shall apply to transfers in taxable years be-
ginning after December 31, 1990. 

‘‘(2) WAIVER OF ESTIMATED TAX PENALTIES.—No addi-
tion to tax shall be made under section 6654 or section 
6655 of the Internal Revenue Code of 1986 for the taxable 
year preceding the taxpayer’s 1st taxable year begin-
ning after December 31, 1990, with respect to any under-
payment to the extent such underpayment was created 
or increased by reason of section 420(b)(4)(B) of such 
Code (as added by subsection (a)).’’ 

APPLICABILITY OF AMENDMENTS BY SUBTITLES A AND B 
OF TITLE I OF PUB. L. 109–280 

For special rules on applicability of amendments by 
subtitles A (§§ 101–107) and B (§§ 111–116) of title I of Pub. 
L. 109–280 to certain eligible cooperative plans, PBGC 
settlement plans, and eligible government contractor 
plans, see sections 104, 105, and 106 of Pub. L. 109–280, 
set out as notes under section 401 of this title. 

PART II—CERTAIN STOCK OPTIONS 

Sec. 

421. General rules. 
422. Incentive stock options. 
[422A. Renumbered.] 
423. Employee stock purchase plans. 
424. Definitions and special rules. 
[425. Renumbered.] 

AMENDMENTS 

1990—Pub. L. 101–508, title XI, § 11801(b)(6), 
(c)(9)(A)(ii), Nov. 5, 1990, 104 Stat. 1388–522, 1388–524, 
struck out items 422 ‘‘Qualified stock options’’ and 424 
‘‘Restricted stock options’’ and redesignated items 422A 
and 425 as 422 and 424, respectively. 
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1981—Pub. L. 97–34, title II, § 251(b)(6), Aug. 13, 1981, 95 
Stat. 259, added item 422A. 

1964—Pub. L. 88–272, title II, § 221(a), Feb. 26, 1964, 78 
Stat. 63, substituted ‘‘CERTAIN STOCK OPTIONS’’ for 
‘‘MISCELLANEOUS PROVISIONS’’ in part II heading, 
and ‘‘General rules’’ for ‘‘Employee stock options’’ in 
item 421, and added items 422–425. 

§ 421. General rules 

(a) Effect of qualifying transfer 

If a share of stock is transferred to an individ-
ual in a transfer in respect of which the require-
ments of section 422(a) or 423(a) are met— 

(1) no income shall result at the time of the 
transfer of such share to the individual upon 
his exercise of the option with respect to such 
share; 

(2) no deduction under section 162 (relating 
to trade or business expenses) shall be allow-
able at any time to the employer corporation, 
a parent or subsidiary corporation of such cor-
poration, or a corporation issuing or assuming 
a stock option in a transaction to which sec-
tion 424(a) applies, with respect to the share so 
transferred; and 

(3) no amount other than the price paid 
under the option shall be considered as re-
ceived by any of such corporations for the 
share so transferred. 

(b) Effect of disqualifying disposition 

If the transfer of a share of stock to an indi-
vidual pursuant to his exercise of an option 
would otherwise meet the requirements of sec-
tion 422(a) or 423(a) except that there is a failure 
to meet any of the holding period requirements 
of section 422(a)(1) or 423(a)(1), then any increase 
in the income of such individual or deduction 
from the income of his employer corporation for 
the taxable year in which such exercise occurred 
attributable to such disposition, shall be treated 
as an increase in income or a deduction from in-
come in the taxable year of such individual or of 
such employer corporation in which such dis-
position occurred. No amount shall be required 
to be deducted and withheld under chapter 24 
with respect to any increase in income attrib-
utable to a disposition described in the preced-
ing sentence. 

(c) Exercise by estate 

(1) In general 

If an option to which this part applies is ex-
ercised after the death of the employee by the 
estate of the decedent, or by a person who ac-
quired the right to exercise such option by be-
quest or inheritance or by reason of the death 
of the decedent, the provisions of subsection 
(a) shall apply to the same extent as if the op-
tion had been exercised by the decedent, ex-
cept that— 

(A) the holding period and employment re-
quirements of sections 422(a) and 423(a) shall 
not apply, and 

(B) any transfer by the estate of stock ac-
quired shall be considered a disposition of 
such stock for purposes of section 423(c). 

(2) Deduction for estate tax 

If an amount is required to be included 
under section 423(c) in gross income of the es-
tate of the deceased employee or of a person 

described in paragraph (1), there shall be al-
lowed to the estate or such person a deduction 
with respect to the estate tax attributable to 
the inclusion in the taxable estate of the de-
ceased employee of the net value for estate tax 
purposes of the option. For this purpose, the 
deduction shall be determined under section 
691(c) as if the option acquired from the de-
ceased employee were an item of gross income 
in respect of the decedent under section 691 
and as if the amount includible in gross in-
come under section 423(c) were an amount in-
cluded in gross income under section 691 in re-
spect of such item of gross income. 

(3) Basis of shares acquired 

In the case of a share of stock acquired by 
the exercise of an option to which paragraph 
(1) applies— 

(A) the basis of such share shall include so 
much of the basis of the option as is attrib-
utable to such share; except that the basis of 
such share shall be reduced by the excess (if 
any) of (i) the amount which would have 
been includible in gross income under sec-
tion 423(c) if the employee had exercised the 
option on the date of his death and had held 
the share acquired pursuant to such exercise 
at the time of his death, over (ii) the amount 
which is includible in gross income under 
such section; and 

(B) the last sentence of section 423(c) shall 
apply only to the extent that the amount in-
cludible in gross income under such section 
exceeds so much of the basis of the option as 
is attributable to such share. 

(d) Certain sales to comply with conflict-of-inter-
est requirements 

If— 
(1) a share of stock is transferred to an eligi-

ble person (as defined in section 1043(b)(1)) pur-
suant to such person’s exercise of an option to 
which this part applies, and 

(2) such share is disposed of by such person 
pursuant to a certificate of divestiture (as de-
fined in section 1043(b)(2)), 

such disposition shall be treated as meeting the 
requirements of section 422(a)(1) or 423(a)(1), 
whichever is applicable. 

(Aug. 16, 1954, ch. 736, 68A Stat. 142; Pub. L. 
85–320, § 1, Feb. 11, 1958, 72 Stat. 4; Pub. L. 85–866, 
title I, §§ 25, 26(a), Sept. 2, 1958, 72 Stat. 1623, 1624; 
Pub. L. 88–272, title II, § 221(a), Feb. 26, 1964, 78 
Stat. 63; Pub. L. 97–34, title II, § 251(b)(1), Aug. 13, 
1981, 95 Stat. 259; Pub. L. 101–508, title XI, 
§ 11801(c)(9)(B), Nov. 5, 1990, 104 Stat. 1388–524; 
Pub. L. 108–357, title II, § 251(b), title VIII, 
§ 905(a), Oct. 22, 2004, 118 Stat. 1458, 1653.) 

AMENDMENTS 

2004—Subsec. (b). Pub. L. 108–357, § 251(b), inserted at 
end ‘‘No amount shall be required to be deducted and 
withheld under chapter 24 with respect to any increase 
in income attributable to a disposition described in the 
preceding sentence.’’ 

Subsec. (d). Pub. L. 108–357, § 905(a), added subsec. (d). 
1990—Subsec. (a). Pub. L. 101–508, § 11801(c)(9)(B)(i)(I), 

substituted ‘‘422(a) or 423(a)’’ for ‘‘422(a), 422A(a), 423(a), 
or 424(a)’’ in introductory provisions. 

Subsec. (a)(1). Pub. L. 101–508, § 11801(c)(9)(B)(i)(II), 
struck out ‘‘except as provided in section 422(c)(1),’’ be-
fore ‘‘no income’’. 
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