
WHAT
MAKES THE
401(K) SO
POPULAR?

RETIREMENT PLAN FAQs
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THE ANSWER TO THIS QUESTION CAN BE
SUMMARIZED WITH ONE WORD - FLEXIBILITY.

The 401(k) plan has become one of the most popular forms of qualified retirement
plans because it offers a robust set of customizable features and elements to benefit
the company sponsoring the plan and its employees. Flexibility is significant because it
translates to customization. In today’s world, where we can customize our sandwiches,
our frozen yogurt, and even our sneakers to meet our needs, we should be able to
customize our retirement plan too. Let’s take a look at what 401(k) plans offer and the
options available to plan sponsors.



KEY PLAN FEATURES
Affordability
The 401(k) plan is less expensive than other types of qualified retirement plans,
and employer contributions aren’t required like they are in other plan types.
Plus, employees are able to reduce their taxes through salary deferrals into the
plan, and employers may receive tax incentives for sponsoring a plan.

Eligibility Options
With a 401(k) plan, you can utilize eligibility requirements to exclude or include
certain employees from the plan. There are a few minimum requirements set
forth by ERISA that employers must comply with, but beyond those you have
great flexibility in choosing the age, years of service, and hours worked
requirements.

Automatic Features
On average, 30% of employees don’t participate in their company’s 401(k) plan.
Adding automatic enrollment or automatic escalation to your plan can increase
the participation rates and contributions in your plan and help employees save
for retirement.

Roth 401(k)
Employers are increasingly adding a Roth 401(k) feature to their plans. With a
Roth, the deferrals are after-tax. If you elect to offer a Roth option, then
employees have the option to make pre-tax deferrals to the 401(k) or after-tax
Roth deferrals, or both!

Vesting
Employee deferrals are always 100% vested, meaning, employees can take that
money with them if they leave the company. Employer contributions, on the
other hand, are subject to a vesting schedule chosen by the employer. If the
employee leaves and isn’t fully vested in their 401(k) account, then the
employee “forfeits” the unvested portion of the money. Forfeited money is
distributed into a forfeiture account and can be used to distribute to other
employees or pay for plan expenses. 



COMBINING PLANS
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Profit Sharing Plans

In addition to sponsoring a 401(k), you can also make a profit sharing
contribution to your plan. This is a discretionary amount given to eligible
employees on a yearly basis and is not determined by the actual profits of the
company. A formula is determined by the employer and eligible employees
receive a contribution based on this formula. These contributions can be
allocated in numerous ways, such as prorate based on compensation, based on
age and/or years of service, or based on groups.

Defined Benefit Plans

A defined benefit plan can be offered in conjunction with a 401(k) plan to
maximize retirement benefits. Employers can shelter more income from taxes
by sponsoring a defined benefit and defined contribution plan. Combined,
these plans allow for higher contributions and larger tax deductions.

As you can see, the 401(k) plan offers a plethora of design options that can
accommodate a company of any size, which is why it is so popular among
today’s employers.

Contact us today to explore the design options available to
you in a 401(k) plan.
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