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Otherwise Excludable Employees

IRC §410(b)(4)(B) – allows the testing of a plan 
by disaggregating Otherwise Excludable
Employees.

� Otherwise Excludable Employees are participants in 
the plan who have not satisfied the statutory entry 
requirements, but are participants in the plan. 

� Statutory requirements are age 21 or one year of 
service.

� The plan may have adopted eligibility requirements 
that are more liberal than the statutory entry 
requirements. 
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Otherwise Excludable Employees

� It is an elective option to use in testing these 

otherwise excludable separately - Why not use it if 
beneficial?

� Often allows for better test results by separately 

testing the employees that are considered Otherwise 

Excludable Employees. 

� If using Otherwise Excludable Employees for testing 

purposes, must use for *all* tests !!
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Otherwise Excludable Employees

How to know when an Employee can be 
considered Otherwise Excludable:

� Substitute Age 21 and 12 months of service (with 1000 

hours) for the eligibility requirements.

� Substitute 6 months from date satisfied statutory 

requirements not to exceed the first day of the next 

plan year.
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Statutory Entry versus Plan Entry

Plan entry dates may be used instead of statutory

entry dates to determine Otherwise Excludable.

� Interpretation #1 – statutory entry assumes dual entry, 

but no later than first day of next plan year.

� Interpretation #2 – plan entry assumes the plan’s actual 

entry (monthly, quarterly, etc.)
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Statutory Entry versus Plan Entry

Plans | Provisions | Eligibility
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Statutory Entry versus Plan Entry

� Interpretation #1 – Statutory Entry 

– if box is checked, will use the statutory entry –

which may be later than plan entry. (box checked)

� Interpretation #2 - Plan Entry 

– others interpret otherwise excludable to use the 
plan entry, not the statutory entry dates. (leave box 

unchecked)
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Identifying Employees considered 
Otherwise Excludable 

Employees | Census | Browse
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Identifying Employees considered 
Otherwise Excludable 

Employee Summary Report (detail)
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Coding Eligibility for Otherwise 
Excludable Employees

� Employee|Census|Service – Anniversary of Hire 

Hours

� Compensation History – Hours

� Termination of Employment

� Rehires

� Overrides – overrides in one field can cause the 

system to provide incorrect results for OEX
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Coding Eligibility for Otherwise 
Excludable Employees

Employee | Census | Service – Entering Anniversary of 

Hire Hours
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Coding Eligibility for Otherwise 
Excludable Employees

Employee | Census | Service – Use the Edit

Grid to Enter Anniversary of Hire Hours 

� Customize your Edit grid – add to Selected Fields 

– Hrs Anniv 1 (hrs from date of hire to end of prior plan year)

– Hrs Anniv 2 (hrs from beg of plan year to anniv of hire)
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Coding Eligibility for Otherwise 
Excludable Employees

Customize your Edit grid 
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Coding Eligibility for Otherwise 
Excludable Employees

Employee | Census | Service – Use the Edit Grid 

to Enter Anniversary of Hire Hours 

� Use for easy entry of Anniversary of Hire Hours

� Sort Employees by Date of Hire

� Easy to Determine who needs entry for 

Hrs Anniv1 and Hrs Anniv2
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Coding Eligibility for Otherwise 
Excludable Employees

Employee | Census | Service – Use the Edit 

Grid to Enter Anniversary of Hire Hours
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401(k)/(m) treatment of HCE Otherwise 
Excludable Employees

Plans | Assumptions | 401(k/m)

� Otherwise Excludable – Test Separately Instead of 

Including Otherwise HCE Excludable HCE with 
Other Employees 

� If not checked - will test the OEX HCE with all HCE 

(recommended)
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401(k)/(m) treatment of HCE Otherwise 
Excludable Employees

Plans | Assumptions | 401(k/m)
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Example #1

Employee works more than 1000 hours in the plan year

Employee hired 9/24/07

Worked  9/24/07 – 12/31/07   750 hours

Worked   1/1/08 – 9/24/08    1400 hours

Worked   1/1/08 – 12/31/08   1850 hours

� In total worked more than 1000 hours (750 + 1400 = 
2150 as of the first anniversary of hire

� DOP as of 7/1/08 for all sources since there is a dual 
entry into the plan.
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Example #2

Employee worked less than 1000 hours in the plan year

Employee hired 2/22/07

Worked 2/22/07 – 12/31/07   775 hours

Worked   1/1/08 – 2/21/08    250 hours

Worked   1/1/08 – 12/31/08   900 hours

� In total worked more than 1000 hours (775 + 250 = 
1025 as of the first anniversary of hire

� DOP as of 7/1/08 for all sources since there is a dual 
entry into the plan.
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