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Section 410.-Minimum Participation Standards

26 CFR 1.410(b)-1: Minimum coverage requirements.
(Also Section 401; 1.401-4)

Qualification; discrimination; comparing benefits or contributionsin separate
plans. Guidelines are provided for determining whetheresalplans, considered as a
single plan, provide contributions and benefitg thacriminate in favor of employees
who are officers, shareholders, or highly compestsaRev. Rul. 70-580 superseded.

Rev. Rul. 81-202
SECTION 1. PURPOSE

This revenue ruling provides guidelines for deteing whether several different
retirement plans, considered as a unit, providéridmrtions or benefits that
discriminate in favor of employees who are officestsareholders, or highly
compensated (the prohibited group). These guidetimenot constitute an exclusive
list of the methods that may be used to demonstnatdwo plans, taken as a unit, do
not discriminate in favor of the prohibited grodjnis revenue ruling also supersedes
Rev. Rul. 70-580, 1970-2 C. B. 90.

SEC. 2. BACKGROUND

.01 Section 410(b) of the Internal Revenue Codaires that, in order to satisfy
the requirements of section 401(a) of the Codetieement plan must cover either a
certain percentage of employees or a classificati@mployees that does not
discriminate in favor of the prohibited group.

.02 Section 1.410(b)-1(d)(3)(i) of the Income TaegRBlations allows an employer
to designate two or more plans as a single plapdgooses of satisfying the
requirements of section 410(b) of the Code. (Secid10(b)-1(d)(3)(ii) of the
regulations prohibits this designation in certaases involving TRASOPs and plans
subject to section 401(a)(17)). However, if sevptahs are so designated as a unit,
the plans considered as a unit must also satistmdmdiscrimination requirements of
section 401(a)(4).



.03 Section 401(a)(4) of the Code requires thabyder to satisfy the requirements
of section 401(a), either the contributions orlleaefits under a retirement plan must
not discriminate in favor of the prohibited group.

.04 Section 401(a)(5) of the Code provides thatisement plan shall not be
considered discriminatory, within the meaning aftems 401(a)(4) and 410(b),
merely because the contributions or benefits ofleyges under the plan differ
because of any retirement benefits created unaée St Federal law. An example of
such retirement benefits is the old age, survivamg, disability insurance benefits
under the Social Security Act (social security sl Section 1.401-3(e) of the
regulations and Rev. Rul. 71-446, 1971-2 C.B. 1®¥ide rules for measuring the
value of employer-provided social security benefits

.05 Section 401(a)(5) of the Code also providesgbeeral plans of an employer
shall not be considered discriminatory, within theaning of section 401(a)(4),
merely because employees' rights to benefits uh@eseparate plans do not become
nonforfeitable at the same rate. Rev. Ruls. 74-18%4-1 C.B. 96 and 74-166, 1974-
1 C.B. 97 provide rules for measuring the valudifiéring vesting schedules.

SEC. 3. GENERAL RULE

.01 General Rule- Several plans, c onsidered as a unit, will satiséy
nondiscrimination test of section 401(a)(4) of @mde as to the amount of benefits or
contributions, if either the Normalized Employewr#ded Benefits or both the Actual
Employer Contributions and the Adjusted Employentdibutions do not constitute a
greater percentage of non-deferred compensatigorétibited group employees than
for rank and file employees. The choice of eitlesting Normalized Employer-
Provided Benefits or both Actual and Adjusted EngploContributions may be made
by the taxpayer independent of whether the plamglmnsidered are defined benefit
plans or defined contribution plans. In testingd@crimination, the normalized
employer-provided social security benefits or alctunal adjusted employer
contributions to social security may be taken extoount. (See section 6.) In testing
for discrimination, reasonable groupings of pap@écits by compensation ranges may
be made. However, pursuant to section 401(a)(1)eo€Code, a plan providing
benefits for an owner-employee may not provide rdoations or benefits for
employees that are less favorable than contribsittwrbenefits for owner-employees.

.02 Normalized Employer-Provided Benefits defined- For purposes of this revenue
ruling, Normalized Employer-Provided Benefits dre flat benefits or unit benefits
computed under section 4, normalized in accordattesection 5 to reflect the value



of an annuity for the life of the participant conmogng at age 65 with no death
benefits and no other ancillary benefits and teeotfa difference in vesting
provisions among the plans being considered.

.03 Actual and Adjusted Employer Contributions de fined-

(1) Defined contribution plans-In the case of ard contribution plan, the
Actual Employer Contributions are the employer dbutions allocated to the
account of a participant (not including forfeituresen if used to reduce employer
contributions) and the Adjusted Employer Contribn$ are the sum of the employer
contributions and forfeitures allocated to the artaf the participant.

(2) Defined benefit plans-In the case of a definedefit plan the Actual and
Adjusted Employer Contributions are identical. Saohtributions are the annual
level dollar contributions from the date of initi@rticipation in the plan to the latest
of 65, current age, or the normal retirement agend the normalized flat benefit
described in section 3.02. These contributions fhestetermined using solely
reasonable interest and mortality assumptions.

SEC. 4. LEVEL OF EMPLOYER BENEFITS
.01 Flat benefit basis-

(1) Defined benefit plans-In the case of a defibedefit plan the flat benefit used
for testing discrimination is the employer-providaattion of the participant's most
valuable projected benefit. The participant's nvasiable projected benefit is deter-
mined by projecting the accrued benefit to which plarticipant would be entitled at
each possible retirement age based on the assumtipéibhe or she continued to earn
annually until such age the same rate of compeamsas in the current year. This
computation is made without regard to any bendfitbaitable to voluntary employee
contributions. See section 411(d)(5) of the CodesE projected benefits are
expressed as the actuarial equivalent amount ofgaefit commencing at age 65,
and the most valuable projected benefit is seledtkd employer-provided portion of
the participant's most valuable projected bengfibhe total benefit reduced by the
projected benefit at age 65 attributable to mangiamployee contributions that
would be made to the date of the most valuableepteql benefit.

(2) Defined contribution plans-In the case of armd contribution plan that
provides a pre-retirement death benefit not leas the account balance, the
participant's normalized flat benefit is determiesdhe amount purchasable as a life
annuity commencing at age 65, by the accumulatisimg a reasonable mortality and



interest rate, of both (a) the participant's act@atance in the year that
discrimination is being tested, and (b) all reabbnastimated future Adjusted
Employer Contributions for the participant. In tese of a defined contribution plan
that provides no pre-retirement death benefit gtteine other than the minimum
required benefit under section 401(a)(11)(C) (me¢ato joint and survivor annuities),
the participant's normalized flat benefit is deteed as the amount purchasable as a
life annuity commencing at age 65 by the accumuatiising a reasonable interest
rate only, of both (a) the participant's accoundibee in the year that discrimination is
being tested, and (b) all reasonably estimateddutajusted Employer Contributions
for the participant. In the case of a money purehdan, future Adjusted Employer
Contributions shall be determined as the amourtifsge in the plan. Thus, for ex-
ample, in a plan that provides for contributions<@&b of compensation reduced by
forfeitures, future Adjusted Employer Contributicar® X% per year.

.02Unit bene fit basis- For either a defined benefit or defined contribataan,
the unit benefit may be determined by dividing fllaé benefit computed as described
in subsection .01 by the years of service the @pent would have at the age at which
the flat benefit was determined. Service must lderdened on a reasonable and
consistent basis.

SEC. 5. NORMALIZING BENEFITS

.01 General Rule- In the case of a defined benefit plan providingillarg benefits,
the flat benefit described in section 4.01(1) niaeshormalized by multiplying such
flat benefit by the factors described in subsesti@?2, .03, .04, and.05 in succession.

.02 Form of annuity- If th e plan provides benefits in a form other tlaama single
life annuity, the adjustment factor is the ratidlod present value of benefits under
such form to the present value of benefits undiée annuity. The reciprocals of the
factors found in section 9 of Rev. Rul. 71-446 rhayused for this purpose.

.03 Pre-retirement death benefit- If the plan provides for pre-retirement death
benefits, the adjustment factor is the ratio ofghesent value of death benefits and
retirement benefits to the present value of ret@entenefits. The reciprocals of the
factors used in section 8 of Rev. Rul. 71-446 maysed for this purpose.

.04 Disability benefit-
(1) If the plan provides a qualified disability lefm (as defined in section

411(a)(9) of the Code), commencing at disability payable for life, or until
recovery from disability before normal retiremegeaand such benefit is payable



only for the period of time when the participangigjible for and receives disability
benefits under the Social Security Act, the disgbédjustment factor is 1.11.

(2) If the plan provides any other form of disalyilbenefit, such benefit shall be
considered under section 4.01 as a retirement ibenef

.05 Vesting- If th e plans being compared provide for differeates of vesting, the
level of benefits may require adjustment by a wegstidjustment factor. Section
401(a)(5) of the Code provides for adjustmentsichsa situation. However, until
regulations are adopted under this section, see Rdv74-166.

SEC. 6. IMPUTING SOCIAL SECURITY BENEFITS OR CONTBUTIONS

.011n general- Except as provided in subsections .04 and .0&giplans of an
employer, when considered as a unit, discrimirmatavor of the prohibited group,
this discrimination may be eliminated by considgramployer-provided social
security benefits as Normalized Employer-Provideddits or as both Actual and
Adjusted Employer Contributions. This section pd®ss rules for measuring the value
of the employer-provided social security benefite@ntributions. Subsections .02
and .03 provide rules for measuring the value ofadsecurity in testing whether
plans discriminate in favor of a participant whacg an owner-employee. Subsection
.04 provides rules for measuring the value of d@&aurity in testing whether plans
discriminate in favor of an owner-employee. If sbcecurity benefits or
contributions are imputed, they must be imputedafbindividuals in the same
manner.

.02 Imputing social security benefits-

(1) Flat benefits-In the case of a plan testingdiscrimination on a flat benefit
basis, employer-provided social security benefiéy tme determined under either (A)
or (B) below.

(A) The imputed social security benefits equal B7 dercent of a participant's
highest five-year average compensation, to thenestech compensation does not
exceed the participant's covered compensationa lparrticipant with less than 15
years of service at expected retirement age, thauat should be reduced to 2 1/2
percent per year of service. Covered compensatiany plan year will be de-
termined in accordance with the rules set forteaation 3.02 of Rev. Rul. 71-446, as
clarified by Rev. Rul. 78-92, 1978-1 C.B. 118.



(B) The imputed social security benefits equal 83gkrcent of the participant's
primary insurance amount, determined using the sssemptions that are used to
compute the flat benefit under section 4.01.

(2) Unit benefits-In the case of a plan testingdscrimination on a unit benefit
basis, employer-provided social security benefiéy tme determined under either (A)
or (B) below.

(A) The imputed social security benefits equaldedcent of compensation in any
year to the extent such compensation does not éxbhedaxable wage base for the
calendar year within which the plan year ends.

(B) The imputed social security benefits equaldh®unt determined under
paragraph (1) divided by the participant's projdgtears of service as used in section
4.02.

.03 Imputing social security contributions- Both actual and adjusted employer
contributions to social security for a plan year deemed to be 7% of the participant's
compensation in that year to the extent that soahpensation does not exceed the
taxable wage base for the calendar year within kvttie plan year ends.

.04 Discrimination in favor of an owner-employee-

For purposes of testing whether several plansidigtate in favor of an owner-
employee,

(1) if such owner-employee participates in a defibenefit plan, social security
benefits may not be taken into account, and

(2) if such owner-employee participates in a definentribution plan, social
security benefits may only be taken into accoutitefrequirements of section
401(d)(6) are satisfied.

.05 Multiple integration- This subsection only applies in the case whereetlser
some participant covered in one or more of the ¢oation of plans being tested for
discrimination who is covered under another plaot (im the combination) maintained
by the employer in which social security must beured for that plan to be
nondiscriminatory (i.e., an integrated plan). listtase, the amount of social security
benefits or contributions imputed under subsecti®@sand .03 is multiplied for each
participant by the multiple integration factor timtowest for any participant. The
multiple integration factor is equal to the excafsany, of the number 1 over the sum



of the integration utilization factors for all oth@ans in which this individual partici-
pates. The integration utilization factor is thea®f (a) the lowest amount of social
security benefits or contributions needed to beuitag for that plan to be
nondiscriminatory, to (b) the maximum amount thatyrbe imputed under this
section.

SEC. 7. REASONABLE INTEREST RATES

.01 For purposes of this revenue ruling, all corapahns must be based on
reasonable actuarial assumptions. Although thengsisons used for every purpose
need not be identical, they must not be applieghimconsistent manner so as to
distort the results.

.02 The reasonableness of the interest rate isndieied under the facts and
circumstances. For purposes of this revenue rudingnterest rate not less than 5
percent nor more than 6 percent will automatica#yconsidered reasonable.

SEC. 8. SCOPE OF REVENUE RULING

This revenue ruling considers only whether the amhofibenefits or contributions
are discriminatory in ongoing plans. However, otagpects of discrimination could
nonetheless exist. For example, in the case optaas each providing full vesting
after 10 years service, more rapid vesting maydseled to satisfy the requirements
of section 411(d)(1) of the Code. See Rev. Prod1,61976-1 C.B. 550. The
adjustment described in section 5.05 adjusts thffarence in vesting schedules but
does not consider the minimum vesting necessgoyeidude discrimination.

SEC. 9. EXAMPLE

.01 Facts-Employer M maintains a defined benefit and a d&finontribution
pension plan in 1981. Neither plan permits emplaya@ributions.

(1) The defined benefit plan covers all the rantt file employees of M and
provides for a benefit accrual each year of 2 perokthat year's compensation. This
benefit is provided in the form of a life annuitgtig monthly starting at age 65. The
plan also provides an insured death benefit pa@etirement of 100 times the
anticipated monthly annuity. The plan provides &rtl immediate vesting but does
not provide an early retirement benefit.

(2) The defined contribution plan covers the twarsholders of M and provides
for contributions each year of 20 percent of tredis compensation. The plan



provides for full and immediate vesting and a pregment death benefit of the
participant's account balance. Considered aloeejéfined contribution plan does
not satisfy the coverage requirements of secti@{l)lof the Code and must be
considered in combination with the defined ber@én to satisfy the coverage and
nondiscriminatory requirements.

(3) The patrticipants in the plans and other infdromais shown below:

.02 Analysis of comparability -In accordance with section 3.01, the plans may be
tested for discrimination by comparing either theridalized Employer-Provided
Benefits or both the Actual and Adjusted Employentibutions. The analysis below
first considers whether the Normalized EmployervitRted Benefits are nondis-
criminatory. In accordance with section 3.02, thealized Employer Provided
Benefits may be compared as either flats benefitsi benefits.

.03 Flat benefit basis-

(1) Defined contribution plan-In order to compane Normalized Employer-
Provided Benefits on a flat benefit basis, one ndestrmine the normalized benefit
for the two employees in the defined contributidemp Because the defined contribu-
tion plan provides a pre-retirement death benéfiiod less than the account balance,
in accordance with section 4.01(2) the normalizexiit is determined by projecting
both the account balance and future assumed Adj&steloyer Contributions to age
65 and determining the single life annuity whiclaesuarially equivalent to this
projected account balance. In this example, thd @82 Mortality Table and 5
percent interest are used for this purpose.



(2) Defined benefit plan-Because the defined bépédn provides for no early
retirement benefits, the flat benefit determinedarrsection 4.01(1) is the sum of 2%
of current compensation times the number of yaars the attained age to age 65
plus the current accrued benefit. This benefit niush be normalized in accordance
with section 5. The plan provides for a pre-retiegtndeath benefit requiring
normalization. Although any reasonable actuarieidizss may be used for this
adjustment, section 5.03 states that the recip(@¢8) of the factor shown in section
8 of Rev. Rul. 71-446 (8/9) may be used. For tRegple, this 9/8 factor is used. The
Normalized Employer-Provided Flat Benefit may benpated as follows:

(3) Comparison-The flat benefits are compared Ipressing the normalized flat
benefits as a percentage of 1981 compensation.

The percentages are higher for the prohibited grébprefore, in order to
demonstrate that the plan is nondiscriminatory @atdenefit basis, social security
benefits must be imputed using the rules of se@iohlthough there are several ways
to impute social security benefits, in this exantpke method described in section



6.02(1)(A) is used. Covered compensation was coaappiirsuant to section 3 of
Rev. Rul. 71-446.

Line (8) shows the Normalized Employer-Provided &és are nondiscriminatory,
and no further computation need be made. Howegeildstrative purposes,
comparability is also tested on a unit benefit asid on a contributions basis.

.04 Unit benefit basis --In accordance with section 4.02 the unit berafibunt is
obtained by dividing the flat benefit amount (omé&.i(2) of Table 3) by the years of
service the participant would have at age 65.

The percentages are higher for the prohibited grébprefore, in order to
demonstrate that the plan is nondiscriminatory aniabenefit basis, social security
benefits may be imputed, as allowed by sectionltholigh there are several ways of
imputing social security benefits, in this examgbeial security benefits are imputed
using the rule described in section 6.02(2)(A). Tdeable wage base for 1981 is
$29,700.

Even after imputing social security benefits, teadfits under the plans are
discriminatory on a unit benefit basis. Neverthg|égcause the plan is not
discriminatory on the flat benefit basis, the Nolimed Employer-Provided Benefits
are nondiscriminatory.

.05 Contributions-

(1) Defined contribution plan-Section 3.01 providest contributions will be
nondiscriminatory if both the Actual Employer Cobhtitions and the Adjusted



Employer Contributions do not constitute a greptcentage of non-deferred
compensation for the prohibited group than forrtnek and file employees.

Section 3.03(1) defines Actual and Adjusted Empldyentributions. Because
there are no forfeitures in the defined contribjpdan, the Actual and Adjusted
Employer Contributions both equal 20% of compewpsatr $20,000 for A and
$18,000 for B.

(2) Defined benefit plan-Section 3.03(2) defines Attual and Adjusted
Employer Contributions in the case of a defineddfieplan as the level dollar
contribution, required from the date of initial paipation to the later of 65, or the
normal retirement age, to fund the amount describaéction 3.02. The amount
described in section 3.02 is the amount contaimelthe (8) of Table 2. Although any
reasonable actuarial assumptions may be usedisocdmputation, the UP 1984
Mortality Table and 5 percent interest are useithimexample.

The contributions may be computed as follows:

(3) Comparison-Expressed as a percentage of 198feamsation, the
contributions are discriminatory. However, as akoWvby section 6, social security
contributions may be imputed to eliminate this diemation. Section 6.03 states that
social security contributions are deemed to be Y#ompensation up to the taxable
wage base. The taxable wage base in 1981 is $29,700

Thus, the total contributions are discriminatorgvirtheless, because the plan is
not discriminatory on the basis of benefits, thgureements of section 401(a)(4) of
the Code are satisfied.



SEC. 10. EFFECT ON OTHER DOCUMENTS

This revenue ruling supersedes Rev. Rul. 70-58ausecthe positions stated
therein are restated in this ruling.





