Types of Defined Contribution Plans
Profit Sharing Plan

A plan established and maintained by an employer to provide for the participation in its profits by its employees or their beneficiaries.  The amount of company contribution  is discretionary and may vary from year-to-year.  The company need not have a profit to contribute to the plan.
The manner in which the contribution is allocated determines what type of profit sharing plan you establish.  Below are four different ways in which the plan may allocate its company contribution.

Pr0-rata Allocation:  The contribution is allocated purely by compensation.  Compensation is not skewed in favor of any individual.

Allocation Integrated with social security:  The contribution is allocated by compensation plus an additional amount is allocated on compensation over the taxable wage base.  The result is that participants making over the taxable wage base will receive a larger percent of the contribution.

Age-Weighted Allocation:  Contributions are allocated based on an employee’s age as well as their compensation.  The result is that older employees receive contributions much larger than those received by younger workers making the same rate of pay.  This design is advantageous for companies with older key employees.
Class Allocation:  Contributions are allocated based what category or class the employee is grouped.  Classes are pre-determined and each class receives a specified percent.  This type of plan is subject to additional discrimination testing.  This type of plan allows for companies to reward different classes of employees with different percentages of compensation.

401(k) Plan


A defined contribution plan that enables employees to choose between receiving current compensation and making pre-tax contributions to an account through a salary-reduction agreement.  Employers may also make matching contributions and profit sharing contributions within a 401(k) Plan.

Traditional 401(k) Plan – A traditional 401(k) plan is subject to the ADP and ACP Testing that regulates the disparity between the amount the highly compensated group of employees defer and the amount the non-highly compensated group of employees defer.  This type of 401(k) plan works well for companies with high levels of participation from all employees.  In most cases, it does not require the employer to make any company contributions.
Safe Harbor 401(k) Plan – A safe harbor 401(k) plan allows the plan to automatically satisfy certain nondiscrimination testing requirements.  This type of plan was established to encourage plan participation from the non-highly compensated employees and maximize highly compensated employee salary deferrals.  

This type of plan is ideal for companies with highly compensated employees whose contributions will be limited due to the low contribution rates among non-highly compensated employees.

With safe harbor plans, an employer contribution is mandatory.  The contribution options include a company match for contributing participants or a non-elective contribution to all eligible employees.  Under this plan, the safe harbor contributions are always 100% vested.
Money Purchase Plan


A type of defined contribution plan in which employer’s contributions are determined by a specific formula, usually a percent of pay.  The contribution amount is written into the plan document and IS NOT discretionary.  
Simple Plan


A type of plan that may be implemented by employers with 100 or fewer employees in which the employer matches 100% of employee deferrals up to 3% of compensation or provides a nonelective contribution up to 2% of compensation.  These contributions are immediately and 100% vested. 
