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Introduction

Cutting Through the Red Tape
As a producer, you already know how governmental rules and
regulations have significantly affected the retirement plan industry.
Although necessary, these laws and requirements very seldom make it
easier to sell retirement services.
The Economic Growth and Tax Relief Reconciliation Act of 2001
(EGTRRA) and the finalized New Comparability plan regulations present
you with a sales opportunity that you can’t afford to ignore. These new
provisions make it more attractive than ever to sell, start, and participate in
retirement plans.

How to Use this Edition of The Book
While the scope of the legislation is extensive, we have designed The Book
to focus on key aspects of the new laws that will help you and your clients
understand and benefit by these positive changes.
In the first section you will find information about EGTRRA, the largest tax
cut package in nearly 20 years. EGTRRA has been designed to phase in
over the next 9 years; however, many of the new provisions will take effect
as early as January 1, 2002. Now is the time to take action — you and your
clients have just enough time to review existing plans in order to take full
advantage of these new provisions. You will find key provisions listed with
corresponding sales strategies.
The second section focuses on the finalized New Comparability plan
regulations. New Comparability plans have been Transamerica Retirement
Services’ flagship plan design for the past decade. As one of the first
providers to offer these cross-tested plans, Transamerica Retirement
Services followed legislative activity, and not surprisingly, the finalized regulations have mirrored our own positive expectations. New Comparability
plans remain the most beneficial plan design for many small businesses
with fewer than 100 employees.
Please take a moment to review the information inside, and then keep this
edition of The Book handy as a reference.
It is our hope that this edition of The Book will not only be informational,
but also a valuable sales tool.
FOR PRODUCER USE ONLY; NOT FOR PUBLIC DISTRIBUTION.
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T h e E c o n o m i c G r o w t h a n d Ta x R e l i e f
Reconciliation Act of 2001 (EGTRRA)
EGTRRA Overview

I

Transamerica Retirement Services, major employers, and the ERISA
Industry Committee are hailing the Economic Growth and Tax Relief
Reconciliation Act of 2001 as a significant legislative achievement
that touches all plan types and addresses the needs of an aging and
increasingly mobile workforce.
Signed into law by President Bush on June 7, 2001, EGTRRA has
enhanced business opportunities for the retirement services industry —
particularly for qualified defined contribution plans — and has resulted in
numerous benefits for producers, plan sponsors, and employees, alike.

Executive Summary
There are a total of 36 significant EGTRRA provisions that directly affect
qualified defined contribution plans and IRAs. At Transamerica Retirement
Services, we have thoroughly analyzed all EGTRRA provisions and
selected the most important provisions for you to use in your retirement
business for inclusion in The Book. (A full listing of those provisions can
be found on the producer Website at www.ta-retirement.com.)

The Sales Opportunities Created by EGTRRA
Sell More to Your Existing Clients:
Increase Plan Assets in the Door
EGTRRA Means Higher Limits
• Increased Limit on 401(k) Elective Deferrals
• Catch-Up 401(k) Elective Deferrals*
• Increased Compensation Limit
• Increased section 415 Limits
Profit from Portability EGTRRA Rollovers Move Money Into Your Client’s Plan
• Rollovers Between Various Types of Plans*
• Expansion of Spousal Rollovers

Establish New Clients:
Expanded Opportunities for New Business
Convert Money Purchase Plans to 401(k) Profit Sharing Plans
• Increase in Deduction Limit for Profit-Sharing Plans
– 10% increase means Transamerica Retirement Services’
New Comparability Plans are more appealing than ever before
• Definition of Compensation for Purposes of Deduction Limits
• Elective Deferral Not Taken Into Account for Deduction Limits
Tax Credits Can Make the Difference to Small Businesses and Participants
• Small Business Tax Credit for New Retirement Plan Expenses
• Income Tax Credit for Low-and Middle-Income Savers
EGTRRA Makes It Simple
• Modification of Top Heavy Rules
• Repeal of Multiple Use Test
• IRS User Fee Waived for Certain Plans
• Default IRA Rollovers*
* If permitted by the employer’s plan
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Using EGTRRA to Enhance
Sales Opportunities
Using EGTRRA to Enhance Sales Opportunities
In any type of sales there are basically two ways to increase your profits:
by selling more to your existing clients, and by establishing new clients.
The EGTRRA provisions highlighted in this publication can help you use
both avenues to increase your retirement plan sales.
Sell More to Your Existing Clients: Increase Plan Assets in the Door
II

Taking advantage of the relationships you already enjoy with existing
clients is step one. Chances are, you are already a key advisor on your
client’s retirement plan and/or other financial needs.
Educating your current clients about the advantages created by EGTRRA
(especially the increased contribution limits) will not only help to build a
more secure future for your clients and their employees, but also help to
make the plans you already service more lucrative for you.
EGTRRA Means Higher Contribution Limits

Higher contribution limits are good news for everyone. Participants —
including highly compensated and older employees — can now put more
tax-deferred income aside for their own benefit. This leads to greater
total plan contributions for an increased overall value not only for
participants, but for plan sponsors as well. And that means greater business
opportunities for you — thanks to the following EGTRRA provisions:

New Contribution Limits Benefit Investors
Maximum Limits for Defined
Contribution Plans & IRAs:
Maximum Combined Employer/
Employee Contributions

Maximum Compensation

Current Law Effective 2002 Effective 2003

$35,000 i

$40,000 ii

N/A

$170,000

$200,000 iii

N/A

$10,500

$11,000

$12,000iv

N/A

$1,000

$2,000iv

$6,500

$7,000

$8,000v

N/A

$500

$1,000vi

$2,000

$3,000

$3,000vii

N/A

$500

$500viii

Employee Contribution Limits:
401(k) Plans
Catch-Up Limits for 401(k) Plans
[Age 50+ only]
SIMPLE 401(k) Plans / SIMPLE IRAs
Catch-Up Limits for SIMPLE
401(k) Plans [Age 50+ only]
IRA Limits
Catch-Up Limits for IRAs
[Age 50+ only]

(i) Lesser of $35,000 or 25% of employee compensation. (ii) Lesser of $40,000 or 100% of employee compensation; with
Cost of Living Adjustment (COLA) increase in $1,000 increments after 2002. (iii) COLA increase in $5,000 increments
after 2002. (iv) Increasing by $1,000 each year in 2004-6; thereafter, COLA increase in $500 increments. (v) Increasing
by $1,000 each year in 2004-5; thereafter, COLA increase in $500 increments. (vi) Increasing by $500 each year in
2004-6; thereafter, COLA increases in $500 increments. (vii) Annual limit remains at $3,000 in 2004; increases to
$4,000 in 2005-7; $5,000 in 2008; thereafter, COLA increase in $500 increments. (viii) Annual IRA limit continues to
increase by $500 in 2004-5; increases by $1,000 in 2006 and thereafter. No COLA increase provided.
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Sales Opportunities

Using EGTRRA to Enhance
Sales Opportunities

Increased Limit on 401(k) Elective Deferrals1

II

Sheila Jennings
2001
Maximum Compensation
401(k) Contribution
NCP Contribution

Catch-Up 401(k) Elective Deferrals1,2

Catch-Up Contribution
Total Retirement Savings

Post EGTRRA
2002

$170,000
5%

$8,500

II

Instead of being limited to contributions of $10,500, new legislation means
401(k) plan participants will be able to put aside up to $15,000 of taxdeferred income by 2006. The increases will begin at $11,000 in 2002
and continue incrementally over the next four years to make plan
participation and earning potential more attractive than ever.

New Limits Benefit Investors
HCEs Can Save More*

$200,000
5%

$10,000

$26,500

$30,000

$0

$1,000

$35,000

$41,000

*This illustration is based on demographics and assumes the plan passes all applicable nondiscrimination tests.

Baby Boomers are currently setting aside only about 40 percent of what
they will need for retirement.3 This catch-up provision gives them the
ability to "catch-up" on providing for their retirement security by increasing
the limits on pre-tax employee contributions by $1,000 in 2002 increasing
annually to $5,000 in 2006 for certain workers 50 and older.
This provision may be particularly attractive to female employees re-entering
the workforce after child rearing.

Section 415 Limits1
This provision allows total contributions of up to the lesser of $40,000 or
100% of the employee's income starting in 2002. These figures are
increased from the lesser of $35,000 or 25% of income under current law.
The $40,000 limit will be subject to cost-of-living increases after 2002.

Compensation Limit1
Currently, many highly compensated employees find it challenging to set
aside enough tax-deferred income to accumulate sufficient savings to
allow them to maintain their present lifestyle in retirement.
EGTRRA allows up to $200,000 of their income to be considered when
determining contributions to their retirement plan (with cost-of-living
increases occurring after 2002) to help them defer enough income to allow
them to continue living as they do now.
Here is an example of how this provision might apply: Sheila Jennings
is a 55-year old founder of a five-person company. Her annual gross
income is $250,000. Currently, only $170,000 of her total income is taken
into account when considering her 401(k) and New Comparability
plan contributions.
After EGTRRA, Sheila can base her contributions on $200,000 of
her salary. In addition, since her employer’s plan provides for catch-up
contributions and she reached her maximum plan deferral limit of 5%, she
is permitted to make a catch-up contribution of $1,000. These adjustments
could increase her total retirement savings in 2002 from $35,000 to
$41,000 — an increase of $6,000.

The increased contribution limits can have a significant impact on an
investor's retirement savings. Here is just one example of how the
increased limits might benefit a small business owner.
Let's say that Betty Taylor works with her husband in their family business,
but (in order to save them money) she does not take a salary. By
deciding to take a $14,000 salary in 2002, new EGTRRA rules allow
Betty to contribute up to $11,000 into a 401(k) plan (subject to testing
requirements). In addition, assuming Betty is 50 or older, she could also
take advantage of the catch-up provision to add up to another $1,000 a
year to her total savings.
By doing so, Betty is able to invest a substantial amount of income for her
future — income that comes from the family business, but will be tax
deferred and will be available for her retirement.

New Limits Benefit Investors
Previously Unpaid Spouse Can Now Save More*

Betty Taylor
2001
Gross Income

$0

(401(k) Contribution)

$0

Post EGTRRA
2002
$14,000**
($11,000)

Catch-Up Contribution

$0

$1,000

401(k) Savings

$0

$12,000

* This illustration is based on the plan passing all applicable nondiscrimination tests.
** The $14,000 paid to Betty will be subject to FICA at the employee and employer tax rate of 15.3%.
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Using EGTRRA to Enhance
Sales Opportunities

Profit from Portability:
EGTRRA Rollovers Move Money Into Your Clients’ Plans

Win New Clients:
Expanded Opportunities for New Business

The average American employee switches jobs several times before age
32, with each job lasting about five years.4 The result of this job-hopping is
often low account balances in multiple retirement savings plans. The
rollover provisions of EGTRRA, however, help to make the retirement
business more in sync with the typically nomadic work life of today's
workforce — allowing employees on the move to take their equity in
existing plans with them. So now with every new employee also comes the
potential for an increase in plan assets.

A truly enhanced product offering can also help you gain new retirement
plan clients as well.

II

II

Using EGTRRA to Enhance
Sales Opportunities

The many tax advantages and simplified requirements that EGTRRA
delivers can be compelling sales points for the once-elusive prospects on
your list.

Big Opportunities if Your Clients Have Money Purchase Plans
Rollovers Between Various Types of Plans

2

Before EGTRRA, account balances from a 401(k), 403(b) or 457 plan
could be rolled over only to the same type of plan, or to an IRA. Under
EGTRRA, an employee can take their existing account balance and roll it
over to their new employer's plan, regardless of plan type.5 This not only
makes participation more attractive, but also serves as a way to increase
plan assets. This will allow, for example, a school teacher to rollover TSA
assets into a corporate 401(k) plan.

EGTRRA has opened up a whole new market of potential clients: sponsors
with money purchase plans. Profit sharing plans have always offered a
number of advantages over money purchase plans, including:
• The option of adding a 401(k) feature
• No minimum funding required
• Safe Harbor contributions are permitted
• Compatibility with New Comparability plans

Expansion of Spousal Rollovers

• Discretionary vs. mandatory contributions
• Greater benefits to select employees

Previously, if an employee and his spouse both participated in a retirement
plan and the employee’s spouse died, the employee would have to
accept distributions from his deceased spouses' retirement plan, which
inevitably meant taxation and penalties. EGTRRA allows the employee to
rollover those distributions to his employer’s 401(a), 401(k), 403(b), or
governmental 457 plan. In that way, the employee not only avoids
immediate taxation and penalties on the distribution, but is also able to
add to his own retirement plan.
These newly relaxed rollover requirements provide a great opportunity
to offer value-added service to clients and participants. Employee
communications are key in helping participants determine what types of
distributions may be rolled over. By providing these much needed valuable
educational materials (refer to the Rollover Chart in Appendix A), you're
not only encouraging greater participation, but also helping to further
solidify your relationship with plan sponsors.

• Shared cost — both employers and employees can contribute to
the plan
• Flexibility (lump sum, annuity distributions or both may be
permitted, cash only plan permitted, no spousal consent required
with lump sum and cash only plans, etc.)
(Refer to Appendix B to see an example of how converting to a profit
sharing plan from a money purchase plan can make a significant
difference in a company's savings.)
Despite these many advantages, however, many employers have previously
favored a money purchase plan because of the higher deduction limit
allowance. Thanks to the increased deduction limits of EGTRRA, profit
sharing plans are now on par with money purchase plans.
The following three EGTRRA provisions are arguably the most beneficial to
plan sponsors.
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Using EGTRRA to Enhance
Sales Opportunities

Increase in Deduction Limit for Profit Sharing Plans

II

Sometimes smaller businesses (as well as modestly compensated
employees) are the toughest to sell on the importance of a retirement plan.
The tax advantages offered by EGTRRA to both these groups, however,
can turn these holdouts into new clients and participants.

II

Previously, profit sharing plans were limited to employer tax deductions of
only 15% of the total compensation paid to eligible employees. After
December 31, 2001, that deduction limit will increase to 25% — the same
amount that is allowed for money purchase plans.

Tax Credits Can Make the Difference to Small Businesses
and Participants

Definition of Compensation for Purposes of Deduction Limits
Small Business Tax Credit for New Retirement Plan Expenses
Before EGTRRA, employers had to subtract 401(k) employee deferrals
from their company’s eligible payroll figure. Naturally, that would reduce
their adjusted eligible payroll amount, and thus reduce their final
deductible amount. Under EGTRRA, employee deferrals are not required
to be subtracted from compensation — giving employers an increased
deductible amount.
Elective Deferral Not Taken Into Account for Deduction Limits

This EGTRRA provision will be of interest to small businesses considering
a new retirement plan. The business must have 100 or fewer employees
(who earned more than $5,000 in the prior year, with at least one nonhighly compensated employee participating). EGTRRA offers these
businesses a tax credit equal to 50% of the first $1,000 of administration
and retirement education expenses for the first three years. This is an
incentive that's tailor made for new small business sponsors.
Income Tax Credit for Low- and Middle-Income Savers

Another benefit to employers considering a profit sharing plan is the fact
that under EGTRRA, 401(k) elective deferrals are no longer deemed to be
employer contributions, therefore they are not subject to the deduction
limit. This gives employers a bigger base to use for matching and profit
sharing contribution amounts. This is especially helpful for employers who
want to reward key employees.

INCREASED PROFIT SHARING DEDUCTION LIMIT
2001

2002

Company Eligible Payroll

$1,000,000

$1,000,000

401(k) Employee Deferral

($100,000)

$100,000

$900,000

$1,000,000

Eligible Payroll
Deduction Limit

x 15%

x 25%

Employer Deductible Amount

$135,000

$250,000

401(k) Employee Deferral

$100,000

N/A

$35,000

$250,000

$135,000

$350,000

Amount of Employer
Contributions (matching & profit sharing)
Total Deductible Amount
(deferrals & employer contribution)

• For purposes of deduction limit, the definition of compensation includes elective deferrals.
• Elective deferrals are no longer treated as (or not "deemed to be") employer contributions; therefore, they are in
addition to the deduction limit.

Many low- and middle-income savers are reluctant to participate in a
retirement plan, often feeling that their contributions won't be significant
enough to "make it worth their while." An EGTRRA temporary nonrefundable
income tax credit can help to change their minds — and increase their
contributions. Employees in the lower tax brackets will be given a tax credit of up to 50% on their contributions of up to $2,000. This gives these
employees an incentive to contribute more: higher contributions equal
higher tax credits.
Take for example, John Logan, a 21-year-old retail employee. He files
as head of household and is in the 15% tax bracket. By increasing his
contributions by $720, the EGTRRA tax credit helps him to realize a
$1,080 increase in 401(k) savings.

New Limits & Tax Credit Benefit Investors
NHCEs Can Save More

John Logan

Post EGTRRA
2002

2001
Gross Income
(401(k) Contribution)
Employer Match

$18,000
2%

($360)

$18,000
6%

($1,080)

$180

$540

Gross Income on W-2

$17,640

$16,920

Federal Income Tax

($2,646)

($2,038)

Bottom Line Tax Credit*
Impact on Federal Income
Tax After Tax Credit
401(k) Savings

$0**

$540

$2,646

$1,498

$540

$1,620

* Deduction is applied after FICA and all other applicable taxes are taken from Gross Income.
** Does not reflect amount of 2001 tax rebate check.
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Using EGTRRA to Enhance
Sales Opportunities
EGTRRA Makes It Simple

II

User Fee Waived for Certain Plans
Thanks to EGTRRA, the IRS will no longer charge small businesses (plans
with 100 or fewer employees and with at least one non-highly compensated
employee participating) a fee for determination letters within the first 5 plan
years. Because this fee will be waived during the first five years of the
plan, small businesses will find it easier and more affordable to establish a
qualified plan.

II

Administration is a big issue for many potential plan sponsors. With so
many rules, regulations and other governmental red tape, employers often
fear a qualified plan will be more trouble than it's worth. EGTRRA, unlike
much legislation, can serve to make implementing (and therefore selling)
retirement plans even easier.

Using EGTRRA to Enhance
Sales Opportunities

Modification of Top Heavy Rules
Default IRA Rollovers
Small employers, especially, are plagued by the complicated rules that
apply to top-heavy plans — those plans where more than 60% of the
account balances are held often by highly compensated, "key employees."
Under this new legislation, top-heavy rules will be simplified in the
following ways:
• Definition of "key employee" is easier to understand; categories
reduced from 5 to 3
• Look-back year for key employee determination is repealed
• 4-year look-back rule repealed for determining key employee status
• 4-year look-back rule for distributions is repealed, except for inservice distributions
• 4-year look-back rule for taking into account balances of individuals
who have not performed services is repealed

Another way that EGTRRA helps both employers and employees is through
the automatic rollover provision. Currently, if an employee terminates
employment with $5,000 or less in the employer’s plan, then the employer
may cash out that account without the employee's consent. That often
means immediate taxation on the already modest sum for the employee.
EGTRRA allows the employer (unless otherwise instructed by the employee)
to automatically roll over a participant's account balance that's between
$1,000 to $5,000 into a designated IRA. It makes the employer's job
easier and provides a chance for the employee to maintain their taxdeferred savings.
This provision also provides the employer with some relief from ERISA
fiduciary liability concerning the IRA rollover.

• Safe Harbor 401(k) plans are exempt from top-heavy testing
• Matching contributions may be used to satisfy the top-heavy minimum
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New Comparability Plans (NCP)
Finalized NCP Regulations

III

Thanks to EGTRRA’s increased deduction limit for profit sharing plans,
Transamerica Retirement Services’ New Comparability Plans (NCPs) are
now more appealing to your clients than ever before. NCPs were designed
to demonstrate compliance with the IRS nondiscrimination requirements
based on plan benefits rather than plan contributions. For that reason,
NCPs have proven to be of particular benefit to small businesses
interested in rewarding key employees with a larger share of profit
sharing contributions.
With this in mind, Transamerica Retirement Services has been closely
monitoring the status of New Comparability Plan regulations, which the IRS
and U.S. Treasury finalized on June 28, 2001. As predicted, most of the
proposed regulations were in fact retained, including cross-testing gateways.
In addition, the final regulations have expanded on the idea of broadly
available allocation rates (BAARs), added an option for combination of
service and age points, and clarified special rules regarding Defined
Benefit (DB)/Defined Contribution (DC) combination plans.
Overall, these regulations will have a very positive effect on your NCP sales.
They offer plan sponsors greater flexibility in the area of job classification
(allowing employers to define classes based on age, service, or age and
service), offer more definitive rules for cross-tested plans, and should
mean only minimal disruption to NCPs already in place. And judging by all
indications, we can expect these favorable regulations to remain in place
for the longterm.

Special Provisions of the Final NCP Regulations
The following is a listing of the special rules that are the result of the final
NCP regulations:
• 5% minimum gateway requires IRC 415(c)(3) compensation (Note:
3401(a) and W-2 also meet the IRC 415(c)(3) definition).
• 3:1 Ratio Gateway can use any definition of compensation that
meets IRC 414(s).
• For administrative simplicity, it is recommended that the same
definition of compensation be used for the gateway and for other
plan purposes.
• Partial plan year compensation may be used for the 5% gateway for
new entrants and terminees during the year.
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New Comparability Plans (NCP)

• Plan can impose hours or last day requirement for the gateway,
subject to IRC 410(b) testing.
• Although matching contributions may be used to satisfy the
gateway contribution, Transamerica Retirement Services’ 3% safe
harbor/NCP plan design is still the more favorable solution.
Choosing the 3% safe harbor option means less work and easier
administration for sponsors.

New Comparability Plans (NCP)

Overview of Cross-Testing Defined Contribution Plans under
Final Regulations
The following flow chart is a valuable tool for using gateways in cross
testing defined contribution plans.

Does plan provide
broadly available
allocation rates “BAARs”1?

III

• Elective deferrals for the highest paid HCE do not count in
determining NCP allocation rates for the 3:1 ratio gateway,
thereby reducing the highest HCE NCP rate and the required
NHCE contribution.

3:1 Ratio Gateway
=

18%

Highest HCE Deferral Rate

=

5%

Lowest NHCE NCP Rate

=

3%

YES

Cross-test
under old rules

YES

Cross-test
under old rules

YES

Cross-test
under old rules

NO
Gateway #12

To Meet 3:1 Ratio Gateway

Are all eligible NHCEs
receiving at least
5% of pay3?
NO

New Rules: 18% - 5% = 13% ÷ 3 = 4.33%

• Without this new rule, the plan would have had
to meet the 5% minimum gateway.

Cross-test
under old rules

NO
Does the plan provide
allocation rates based
on a gradual age or
service schedule1?

Highest HCE NCP Rate

YES

III

Cross-Testing DC Plans Under Final Regulations
(An Overview*)

• Non-elective contributions could be used to satisfy the gateway
contribution.

Gateway #22

Is each eligible NHCE
allocation rate at least
1/3 of the highest
HCE allocation rate?
NO
Cannot cross-test unless
plan is amended to meet
BAARs, gradual age or
service schedule or 1
of the gateways.

• If plan uses the early participation rule, the gateway contribution
need not be provided to the group of younger and newer
employees, provided the group meeting the highest eligibility age
and service conditions of IRC 410(a) satisfy IRC 410(b).
1

• BAARs have limited or no applicability to the small business market.
• Age-weighted and points allocation plans must meet the gradual
age or service schedule alternative although neither is cross-tested.
A quick testing of Transamerica Retirement Services’ age-weighted
and points allocation plan designs appear to indicate our prototype
and volume submitter plans will pass this alternative automatically.

2
3

See Appendix C for complete definition.
Plan needs to meet only one Gateway.
IRC 415(c)(3) compensation.

*Does not include DB/NCP combination. Final regulations apply to plan years beginning on or after January 1, 2002.

Consult Appendix C for further BAAR and "gradual age and service" definitions.

• Difference in allocation rates resulting from any method of
permitted disparity under the integration rules are disregarded for
purposes of the BAARs.
• Plans providing two allocation rates can be treated as providing a
single rate for purposes of the BAARs if the group receiving the
higher rate passes IRC 410(b) testing.
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Appendix A: Rollovers Between
V a r i o u s Ty p e s o f P l a n s

Appendix A: Rollover Chart

Rollover
From

To

2002

IRA

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

Y
N
Y1
Y
N
N
N
N
N

Y
N
Y1
Y
N
Y
Y
Y
Y

SIMPLE IRA

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

Y3
Y
Y1
Y
N
N
N
N
N

Y3
Y
Y1
Y
N
Y
Y
Y
Y3

Roth IRA

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

N
N
Y
N
N
N
N
N
N

N
N
Y
N
N
N
N
N
N

SEP

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

Y
N
Y1
Y
N
N
N
N
N

Y
N
Y1
Y
N
Y
Y
Y
Y

SIMPLE 401(k)

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

Y
N
N
Y
N4
Y
N
N
Y

Y
N
N
Y
N4
Y
Y
Y
Y

Safe Harbor 401(k)

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

Y
N
N
Y
N4
Y
N
N
Y

Y
N
N
Y
N4
Y
Y
Y
Y

IV

2001
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Appendix A: Rollovers Between Various
Ty p e s o f P l a n s

Appendix A: Rollover Chart

Rollover
From

To

403(b)

Qualified Plan

2

After-Tax
Contributions
in Qualified Plan2

After-Tax
Contributions
in IRA

1

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

Y
N
N
N
N
N
Y
N
N

Y
N
N
Y
N
Y
Y
Y
Y

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

N
N
N
N
N
N
N
Y
N

Y
N
N
Y
N
Y
Y
Y
Y

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

Y
N
N
Y
N4
Y
N
N
Y

Y
N
N
Y
N4
Y
Y
Y
Y

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
Governmental 457
Qualified Plan2

N
N
N
N
N
N
N
N
N

Y5
N
N
Y5
N
Y5
N
N
Y5

IRA
SIMPLE IRA
Roth IRA
SEP
SIMPLE 401(k)
Safe Harbor 401(k)
403(b)
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Only if the taxpayer’s adjusted gross income (AGI) for the tax year does not exceed $100,000, and the
taxpayer is not married filing separately.

Benefits of offering a PSP vs. MPP:
• All employees permitted to make 401(k) salary deferrals.
• By adding the non-elective Safe Harbor contribution to the 401(k)
profit sharing plan, the plan will not be subject to the ADP test
and the Safe Harbor contribution can be used to satisfy the Top
Heavy minimum.
• New Comparability design allows owners and select employees to
save more.

Compare the Difference
401(k) Profit Sharing Plan:

• Owners save $80,000 ($58,000 employer contribution plus
$22,000 401(k) employee savings).
• Workers save $12,800 ($6,800 employer contribution plus $6,000
401(k) employee savings).
Money Purchase Plan:

• Owners save $43,200 (all employer contribution).
• Workers save $21,600 (all employer contribution).

Johnson Wiring Company:
Effective 1/1/2002

NAME

AGE

SALARY

MONEY PURCHASE
PLAN (MPP)

401(k) PROFIT
SHARING PLAN (PSP)

CONTRIBUTION % OF
AMOUNT
SALARY

NEW
3%
401(k)
COMPARABILITY % OF SAFE HARBOR
TOTAL
CONTRIBUTION
PLAN
SALARY CONTRIBUTION CONTRIBUTION

Owner 1 60 $200,000

$21,600 10.8%

$11,000

$23,000

11.50%

$6,000

$40,000

Owner 2 39 $200,000

$21,600 10.8%

$11,000

$23,000

11.50%

$6,000

$40,000

Worker 1 60

$45,000

$4,860 10.8%

$1,350

$180

0.40%

$1,350

$2,880

Worker 2 50

$30,000

$3,240 10.8%

$900

$120

0.40%

$900

$1,920

Worker 3 40

$25,000

$2,700 10.8%

$750

$100

0.40%

$750

$1,600

Worker 4 40

$25,000

$2,700 10.8%

$750

$100

0.40%

$750

$1,600

Worker 5 30

$25,000

$2,700 10.8%

$750

$100

0.40%

$750

$1,600

Worker 6 30

$20,000

$2,160 10.8%

$600

$80

0.40%

$600

$1,280

Worker 7 21

$15,000

$1,620 10.8%

$450

$60

0.40%

$450

$960

$15,000

$1,620 10.8%

$450

$60

0.40%

$450

$960

2

Qualified Plan: 401(k), 401(k) Profit Sharing, Profit Sharing, Money Purchase plans

3

Only after the individual has participated in the SIMPLE plan for two years.

Worker 8 21

4

Amounts received under a SIMPLE 401(k) plan may not be rolled over to another SIMPLE 401(k) plan
because a SIMPLE 401(k) plan may only receive elective and matching contributions

Total for HCEs $400,000

$43,200

$22,000

$46,000

$12,000

$80,000

Only through direct trustee-to-trustee transfer.

Total for NCHEs $200,000

$21,600

$6,000

$800

$6,000

$12,800

5

24

2002

To see the difference a profit sharing plan can make, take a look at
Johnson Wiring Company in the example below. By converting their money
purchase plan to a 401(k) profit sharing plan, the owners are able to save
an additional $36,800. How is this possible? Their new profit sharing plan
lets them take advantage of the 401(k), New Comparability, and safe
harbor features. These money-saving options were not available in their
money purchase plan.

VI

IV

Governmental 457

2001

Appendix B: Build More with a
401(k)Profit Sharing Plan
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A p p e n d i x C : C r o s s - Te s t i n g D e f i n i t i o n s

Broadly Available Allocation Rates (BAARs) mean:
• Each allocation rate must be available to a group of employees
that satisfies the objective 70% IRC 410(b) test (excludes Average
Benefits Test)

Resources

Scott Klein, American Benefits Council
Portman-Cardin Summary
www.ta-retirement.com

Gradual age or service schedule means:
• One schedule applies to all employees
• Allocation rates can be service based or age based or a combination
of both

IV

• Allocation rates must increase "smoothly" (i.e., the allocation rate
for any age, service or age and service band cannot be more than
5 percentage points higher than the immediately preceding band
and cannot be more than 2x that allocation rate. Also, ratio of
allocation rate for any band to allocation rate for immediately
preceding band cannot be more than the ratio of the allocation
rates between the 2 immediately preceding bands)

1

Will be subject to Cost of Living Adjustment (COLA). See contribution
limit chart for specifics.

2

If permitted by the employer's plan

3

Scott Klein, American Benefits Council

4

Portman-Cardin Summary

5

Tax-exempt employer 457 plans are excluded.

• Allocation rates must increase at regular intervals (same length)
VI

• Also applies to DC plans with a uniform target benefit allocation, age
weighted and points allocation
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