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In a traditional allocation plan, the non-discrimination tests are met by providing 
an equal contribution percentage to all eligible participants without exceeding the 
individual allocation limits.

In the first allocation example on the following page, each participant receives an 
allocation of 25% of compensation – except the highest paid owner who is capped 
at $45,000.  The total allocation to two owners is $88,000. The 5% cost to all other 
employees is $103,750.

However, the average age of the owners is 56 and the average age of all other 
employees is 39. This 17 year difference allows the plan to prove that benefits 
provided at retirement by a 5% allocation to the non owner employees is on par 
with the benefits provided by the same $90,000 allocation to the owners. The 
employee cost is reduced to $20,750 for savings of $83,000.
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