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This newsletter and all supplements are meant to provide general information only.  It should not be used as a 
supplement for legal advice or opinion in any specific case.

Focusing on issues and questions that may affect you and your participants.

W o r k  F o r c e  R e d u c t i o n s  a n d  Pa r t i a l  P l a n 
Te r m i n at i o n
SITUATION: For a variety of reasons, our company has been forced to let quite 
a few people go this year. A colleague told me that if we cut our workforce too 
much, the reduction could cause a partial termination of our 401(k) plan.

You can determine your company’s 
turnover rate by dividing the number of 
employees participating in your plan who 
had an employer-initiated severance from 
employment during the “applicable period” 
— generally, the plan year — by the total 
number of employees participating in the 
plan at the start of that period, plus any 
employees who became participants dur-
ing the year. The applicable period can be 
longer if a series of related severances from 
employment occurs.

Employer-initiated severance generally 
includes nonvoluntary severance for any 
reason other than the employee’s death, 
disability, or retirement on or after normal 
retirement age. Severance can be consid-
ered employer-initiated even if it is caused 
by an event outside of the employer’s con-
trol, such as an economic downturn.

COMMENT: Even if you’ve made a substan-
tial reduction in your workforce, you may 
be able to show that your turnover rate 
is routine or comparable to that in your 
industry and that a partial termination has 
not occurred.

QUESTION: Is that true, and what does it 
mean for our plan?

ANSWER: Yes, a partial plan termination 
can occur on account of participant 
turnover. When a partial plan termination 
occurs due to turnover, participant 
employees who had a severance from 
employment during the period must 
become 100% vested in the amounts 
credited to their plan accounts, regardless 
of how long they had been employed. If 
the benefits are not made nonforfeitable, 
the plan risks the loss of its tax qualified 
status.
DISCUSSION: According to the IRS, a partici-
pant turnover rate of 20% or more creates 
a “presumption” of partial termination. 
However, the determination of whether or 
not a partial plan termination has occurred 
will ultimately depend on the facts and cir-
cumstances of the particular situation. In 
some instances, a facts-and-circumstances 
test may show that a turnover rate of 20% 
or more is routine for the plan sponsor or 
for employers in the sponsor’s industry and, 
thus, that a partial termination has not 
occurred.

I n s i d e  Th i s  I s s u e :
 1 Work Force Reductions and Partial  
  Plan Termination

 2 Mid Year Non-Discrimination Testing:   
  Avoiding Failure

 2 IRS Limits for 2014, 2015 and 2016  
  Tax Years 

 3 Focus on Safe Harbor 401(k) Plans

 3-4 Build 401(k) Plan Participation by  
  Adding Profit Sharing

 4 DRS Compliance Calendar for Defined  
  Contribution Plans*

 4 Contact Us 



DRSUpdate

r e t i r e m e n t  s o l u t i o n s  f o r  t h e  d i g i t a l  a g e

I R S  L i m i t s  f o r  2 0 1 5 ,  2 0 1 6  a n d  2 0 1 7  Ta x  Ye a r s
Annual Compensation Limit – The maximum compensation 
which may be used to calculate benefits and contributions un-
der a qualified retirement plan for the 2017 Plan Year. $270,000

Annual Defined Contribution Limit - Generally includes em-
ployer contributions, employee contributions, and forfeitures 
allocated to a participant’s account under a defined contribu-
tion plan. $54,000 

Highly Compensated Employee Threshold - An individual is 
considered highly compensated for IRS non-discrimination 
testing if the employee owned more 5% of the company in the 
current or prior year or if in the prior year the employee’s com-
pensation was more than the HCE threshold for that year. For 
example, to be considered an HCE in 2017, a participant must 
have made more than $120,000.00 in 2016.  To be considered 
an HCE for 2018, a participant will have to make more than 
$120,000 in 2017.

Annual Limits: 2015 2016 2017
Annual Compensation Limit 
[401(a)(17)/404(l)] :

$265,000 $265,000 $270,000

Annual Contribution Limit 
[415(c)(1)(A)] : 

$53,000 $53,000 $54,000

HCE Threshold [414(q)(1)(B)] : $120,000 $120,000 $120,000

Annual Deferral Limit  
[402(g)(1)] :

$18,000 $18,000 $18,000

Catch-Up Contributions 
[414(v)(2)(B)(i)] : 

$6,000 $6,000 $6,000

M i d  Ye a r  N o n - D i s c r i m i n at i o n  Te s t i n g :   A v o i d i n g  Fa i l u r e
As part of our regular service to your plan, DRS performs the IRS mandated non-discrimination testing at the end of 
each plan year.  These tests compare the deferral and match contribution percentages of your Non-Highly Compensated 
Employees (NHCEs) to that of your Highly Compensated Employees (HCEs).  If the two percentages are within the IRS’s 
acceptable range of each other, your plan is considered to be passing these tests.  Likewise, if the percentages are outside of 
the IRS’s acceptable range, then your plan is considered to be failing these tests and corrective action must be taken.  

For those plans concerned they might fail 
their non-discrimination tests and those 
who would like to know how they are doing 
so far this year, DRS recommends running 
a mid year non-discrimination test.  A mid 
year non-discrimination test projects how 
your plan would do on its non-discrimi-
nation testing if your participants were to 
continue contributing at the same levels 
they have so far throughout this year.  

The real benefits of running a mid-year test 
depend upon the results.  A passing projec-
tion can give a plan sponsor substantial 
peace of mind.  The knowledge that every-
thing should run smoothly at the end of 
the year is a rare commodity to be enjoyed.  
Conversely, a failing projection gives a plan 

sponsor time to react and prepare.  How a 
plan corrects a failing test can impact the 
financial decisions of the corporation and 
the personal tax returns of all your HCEs.  
Therefore, early notice of a potential testing 
failure can remove the surprise from the 
testing results and give you, the plan spon-
sor, a critical opportunity to react.  

Armed with the knowledge of a potential 
failure, a plan sponsor can take steps to 
improve year-end test results by reducing 
HCE contributions and increasing NHCE 
contributions through education programs 
and enrollment meetings.  In many cases, 
this alone can be enough to turn a fail-
ing test into a passing one.  Even if a plan 

sponsor does not attempt to improve the 
test results, knowledge of a failing test can 
be used to warn the HCE’s of the potential 
impact to their personal tax returns.  

If you think your plan could benefit from 
running mid year tests, you should con-
tact DRS to initiate the process.  For more 
information on these tests, including an 
estimate on the cost and a list of the census 
information DRS will need, you can call the 
DRS Plan Support Department at 888-377-
4015 or email them at helpdesk@drs401k.
com.  They will be able answer all of your 
questions or direct you to someone who 
can.

Annual Deferral Limit – The maximum any 
one participant may defer for the 2017 Plan 
Year. $18,000

Catch-Up Deferral Limit – For participants 
turning age 50 or older during the Plan Year, 
the maximum additional “catch-up” deferrals 
allowed for the 2017 Plan Year. $6,000

Income Subject to Social Security - The maxi-
mum amount of earnings subject to social 
security taxes in 2017. $127,200

If you have not already done so, please 
update this information with your payroll de-
partment. If you have any questions regard-
ing these limits or how they affect your plan, 

please feel free to contact our Helpdesk at 
303-485-9000 or helpdesk@drs401k.com for 
assistance.
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F o c u s  o n  S a f e  H a r b o r  4 0 1 ( k )  P l a n s
To help safe harbor plan sponsors vet their plans, and for employers who are considering a safe harbor design, here is a 
review of the safe harbor requirements.

A safe harbor design allows a 401(k) plan 
to avoid annual nondiscrimination testing 
on pretax salary deferrals and employer 
matching contributions. Typically, a 401(k) 
plan that fails nondiscrimination testing 
must refund contributions to highly paid 
employees or recharacterize them as after-
tax contributions if the plan allows. Highly 
compensated employees’ annual contribu-
tions are reduced, and they are forced to 
pay income taxes they weren’t expecting.

The Trade-off — Required Contributions
In exchange for relief from the nondiscrimi-
nation testing requirements and higher 
contributions for highly compensated 
employees, a safe harbor plan sponsor must 
either (1) make a nonelective contribution of 
at least 3% of compensation for each non-
highly compensated employee eligible to 
participate in the plan or (2) make match-
ing contributions under a qualifying match-
ing formula. The basic matching formula 
is 100% of the first 3% of compensation 
deferred, plus 50% of deferrals between 3% 
and 5% of compensation.

The rules are a little different for a plan 
with a qualified automatic contribution ar-
rangement (QACA). For these plans, the safe 
harbor matching contribution formula is a 

100% match on the first 1% of compensa-
tion deferred and a 50% match on deferrals 
between 1% and 6%. Participants may be 
required to have two years of service before 
becoming vested in QACA contributions. 
The minimum employee deferral percent-
age must start at not less than 3% and, af-
ter two plan years of participation, increase 
at least one percentage point annually to 
no less than 6% (with a maximum of 10%) 
unless the participant elects otherwise.

You can reduce or stop safe harbor match-
ing contributions during a plan year if 
you give your participants at least 30 days’ 
notice so they can change their elective 
deferrals if they want to, but you’ll have to 
perform annual nondiscrimination testing 
for the entire plan year.

Other Safe Harbor Requirements
You must provide a notice of rights and 
obligations under your safe harbor plan 
to all eligible employees between 30 and 
90 days before the start of each plan year. 
Employees who will become eligible during 
the year must be given reasonable advance 
notice. In addition:

• All safe harbor contributions are 
immediately 100% vested.

• You can’t set conditions on the receipt of 
safe harbor contributions — for example, 
that plan participants be employed on 
the last day of the plan year or work at 
least 1,000 hours during the plan year. 
(However, the plan can have minimum 
age and service requirements that 
employees must meet before they are 
eligible for plan participation.)

• Safe harbor contributions generally can’t 
be available for in-service withdrawal 
before age 59 1/2.

Changing Plan Design
If your 401(k) plan isn’t currently a safe 
harbor plan but you are thinking it would 
be advantageous to operate under a safe 
harbor design, be aware that safe harbor 
provisions cannot be added to an existing 
401(k) plan during a plan year. Rather, you 
must amend your plan to add a safe harbor 
design for the next plan year. The amend-
ment must be adopted before the first day 
of the new plan year.  Please note, because 
of the time involved in amending your plan 
and the participant notification require-
ments, we recommend that you contact us 
as early as possible if you wish to amend 
your plan for next year.

B u i l d  4 0 1 ( k )  P l a n  Pa r t i c i p at i o n  b y  A d d i n g  P r o f i t  S h a r i n g
Many a company has started a 401(k) salary deferral plan for non-tax as well as tax benefits. The most common non-tax 
benefits are to retain and attract qualified employees and to motivate present employees to improve their performance. 
But offering a plan with attractive features, such as matching contributions, investment options, and loan provisions, may 
not be enough to achieve the anticipated benefits. A low participation rate is a frequent 401(k) plan problem.

A Profit Sharing Feature Can Enhance 
the Attraction of Your Retirement Plan 
The effect of profit sharing can be very 
positive on a company’s competitive-
ness, profitability, and workers. Em-
ployer profit sharing contributions to an 
existing 401(k) plan provide employees 
with a personal stake in the company’s 
welfare. By making such contributions 
an employer can:

• Boost efficiency, because employees 
feel personally responsible for profits 

• Avoid the losses and waste that 

discontent and carelessness can cause

• Help cut employee turnover through 
rewarding continued service

• Improve employees’ job satisfaction

• Add more financial security for 
employees’ retirement

• Emphasize management efficiency and 
encourage personal quality control

• Increase corporate profitability

Profit Sharing Essentials
A profit sharing plan is a type of tax-

qualified retirement plan that an employer 
establishes in order to allow employees 
to participate in company profits. The 
employer generally makes contributions to 
the participating employees’ plan accounts 
from company profits using the method 
that the plan documents specify. The plan’s 
trustee holds and invests any employer 
contributions until plan distributions are 
made.

A primary employer benefit of a profit 
sharing plan is its flexibility. No contribu-
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D R S  C o m p l i a n c e  C a l e n d a r  f o r  D e f i n e d  C o n t r i b u t i o n  P l a n s *

July 31, 2017 – Initial 2015 Form 5500 and 
8955-SSA filing deadline or deadline for fil-
ing extension (5558) 
 
July 31, 2017 – Deadline to file Form 5330 to 
report prohibited transactions and excess 
401(k) contributions for 2016 
 
July 31, 2017 – Deadline to distribute Sum-
mary of Material Modification (SMM) for 
plans with amendments effective in 2017 
 
September 4, 2017 – DRS closed for Labor 
Day Holiday 
 
September 30, 2017 – Distribute Summary 
Annual Report (SAR) for plans that did not 
extend their 5500 filing deadline 
 
October 15, 2017 – Final filing deadline for 
2016 Form 5500 if extension was filed prior 
to July 31, 2017 
 
November 23, 2017 – DRS closed for Thanks-
giving Holiday 
 
December 1, 2017 – Deadline to distribute 
Safe-Harbor Notice, Qualified Default 
Investment Alternative Notice and Annual 
Automatic Contribution Arrangement 
Notice 
 

December 15, 2017 – Extended deadline for 
distribution of SAR to participants 
 
December 25, 2017 – DRS closed for Christ-
mas Holiday 
 
December 31, 2017 – Final deadline to cor-
rect failed ADP/ACP test via distributions or 
qualified nonelective contributions 
 
December 31, 2017 – Required minimum dis-
tributions due under IRC Section 401(a)(9) 
 
January 1, 2018 – DRS closed for New Year’s 
Holiday  
 
January 15, 2018 – DRS closed for Martin 
Luther King Jr. Holiday  
 
January 31, 2018 – Mailing deadline for 
participant copies of 2017 1099-R’s 
 
January 31, 2018 – DRS Year-End Information 
Packet and Census Data Due 
 
February 19, 2018 – DRS closed for Presi-
dent’s Day Holiday  
 
February 28, 2018 – Filing deadline for 2017 
1099-R’s and 1096 
 

March 15, 2018 – Deadline to correct excess 
deferral and match for 2017 plan year test-
ing failures without IRS penalties 
 
March 30, 2018 – DRS closed for Good Friday 
Holiday 
 
April 1, 2018 – Required minimum distri-
bution (RMD) begin date for participants 
attaining age 70 1/2 or retiring after age 70 
1/2 in 2018 
 
April, 13 2018 – Deadline to process correc-
tive distributions for excess deferrals 
 
May 28, 2018 – DRS closed for Memorial Day 
Holiday 
 
June 30th, 2018 – Deadline to process cor-
rective distributions for failed ADP/ACP test 
from EACA plans without incurring 10% 
excise tax 
 
July 4, 2018 – DRS closed for Independence 
Day Holiday 
 
 
 
*assumes 12/31 Plan Year End 

For general questions:
helpdesk@drs401k.com

To submit your payroll files:
files@drs401k.com

To submit your year-end census data:
yearend@drs401k.com

For audit support, tax forms, and testing 
inquiries:
compliance@drs401k.com

For quotes for new retirement plan 
services:
proposals@drs401k.com

tions are required if there are no profits 
in a particular year. The plan may also be 
structured so that even when there are 
profits, the annual contribution depends 
on the employer’s assessment of its ability 
to make the contribution. Moreover, a profit 
sharing plan can permit higher plan con-
tributions than just a 401(k) plan. The 2017 
maximum total per-employee is $18,000 
for a 401(k), plus a catch-up contribution of 
$6,000 if the employee is age 50 or older. 

But the total “annual additions” maxi-
mum, including profit sharing, is $54,000 
per employee account or 100% of annual 
compensation, whichever is less, in 2017. 
The employer’s maximum deduction for 
profit sharing contributions is 25% of the 
compensation paid for the year to partici-
pating employees.

Relatively Simple To Add
Making the changes necessary to add 

profit sharing contributions to an exist-
ing 401(k) plan isn’t difficult. The major 
difference is that a combined plan would 
include all eligible employees, even 
those who don’t participate in your pres-
ent plan. It is possible that as a result 
of their participation in profit sharing, 
more of your employees will be aware of 
retirement planning and choose to make 
voluntary 401(k) contributions as well.

continued from page 3
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