
What is a Safe Harbor 401(k) Plan?

A Safe Harbor 401(k) Plan is a type of employer-sponsored retirements savings plan in the United States that is designed to provide certain 
benefits and protections for both employers and employees. It is a called safe harbor because it offers employers a safe harbor from some of 
the annual nondiscrimination testing requirements that traditional 401(k) plans are subject to.
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Employers are required to make contributions to employees’ 
retirement account in one of two ways:

    • Basic Safe Harbor Match - Employers must match employee 
contributions dollar for dollar up to 3% of an employee’s 
compensation, and then 50% on the next 2% of compensation.

     • Enhanced Safe Harbor Match - Employers can choose to 
provide a more generous matching contribution, such as a 4% 
match without any reduction on the first 5% of employee 
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Features of a Safe Harbor 401(k) Plan

NONDISCRIMINATION TESTING
One of the primary benefits of a Safe Harbor 401(k) Plan is that 
is allows employers to bypass certain annual nondiscrimination 
tests, such as the ADP and ACP tests, which can be complex and 
restrictive for traditional 401(k) plans. This makes it easier for 
highly compensated employees to make maximum 
contributions.

VESTING
Safe Harbor 401(k) Plans typically have a vesting schedule that 
determines when employees have full ownership of employer 
contributions. Vesting schedules can vary, but they must be at 
least as generous as the vesting schedules for traditional 401(k) 
plans.

EMPLOYEE BENEFITS
Employees benefit from Safe Harbor 401(k) Plans because they 
know they will receive employer contributions regardless of their 
participation level, making it a more attractive 
retirement savings options.

CONTRIBUTION LIMITS
Safe Harbor 401(k) Plans are subject to the same contibution 
limits as traditional 401(k) plans. As of the last known update 
in September 2021, the annual employee contribution limit was 
$19,500 (plus an additional $6,500 catch-up contribution for 
those aged 50 years and older). These limits are subject to change 
with inflation. 

It is important to note that Safe Harbor 401(k) Plans come with certain administrative responsibilities and costs for employers, but they can be 
a valuable tool for businesses looking to provide retirement benefits to their employees while avoiding some of the complexities of traditional 
401(k) plan compliance testing. However, the rules and regulations surrounding retirement plans can change over time, so it is advisable to 
consult with a qualified financial advisor or benefits expert to ensure compliance with current regulations and to understand how a Safe Harbor 
401(k) plan may be beneficial for your specific situation.
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DISCLAIMER: All References to IRS Codes can be found at: https://www.irs.gov/tax-professionals/tax-code-regulations-and-official-guidance. We are providing the descriptions above to help you understand services or prod-
ucts we may make available to you, or factors that you should generally consider when deciding whether to engage in any transaction, service or product. Please note that it is important that you evaluate this material and 
exercise independent judgment when making investment decisions. This information, including any description of specific investment services or products, is marketing material and is solely for the purposes of discussion and 
for your independent consideration. It should not be viewed as a suggestion or recommendation that you take a particular course of action or as the advice of an impartial fiduciary. If you would like more details about any of 
the information provided, or you would like personalized recommendations or advice, please contact your Financial Advisor. Heritage does not provide tax and legal advice and you should consult with your tax and legal advisors 
regarding your personal circumstances. For Broker Dealer and Plan Sponsor Use Only – Not for Public Distribution. 
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