
Suspending or Reducing Employer Contributions

The following Q&As are for informational purposes only. They provide general information only, and have not been drafted to

address specific situations or fact patterns. Plan sponsors are advised to consult their tax and/or legal advisor for specific

guidance.
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Is there any relief available for an employer to reduce or suspend a safe harbor contribution mid-year?

Yes. As long as certain conditions are met, an employer may reduce or suspend its safe harbor matching or 
nonelective contribution mid-year. In order to do so, the employer must: (a) be operating at an economic loss, or (b) 
have included language in the annual safe harbor notice provided to participants prior to the plan year indicating that 
the plan may be amended during the plan year to reduce or suspend the contributions.

What is “operating at an economic loss”?
Neither the Code nor the regulations clearly define what is considered “economic loss.” The only guidance with respect 
to this term is found in Internal Revenue Code (IRC) section 412(c)(2)(A), specific to defined benefit or other covered 
plans applying for a waiver of minimum funding requirements. As such, we advise you discuss with your ERISA counsel. 
The prevailing thought is that an employer (or group of related employers in a controlled group, which may make it 
more difficult to qualify) would need to demonstrate that expenses exceed income for the year to date.

Does the plan’s safe harbor notice automatically include necessary language to suspend or reduce contributions?

The language will vary by provider and by plan. It is important to review the notice sent prior to the plan year for 
inclusion of language stating that the plan may be amended to reduce or suspend the safe harbor contribution as well 
as language stating this will not occur until at least 30 days following notice of such is provided.

What does the plan sponsor need to do to suspend the safe harbor contribution?

A subsequent notice must be sent to all participants informing them the plan has been amended to reduce or suspend 
the safe harbor contribution. In addition, the plan must be amended to remove the safe harbor contributions. The 
reduction or suspension cannot be effective until 30 days following the notice or 30 days after the effective date of the 
plan amendment. The subsequent notice must also inform participants they have a reasonable opportunity to change 
their deferral elections prior to the effective date of the reduction or suspension.

Does reduction or suspension of the safe harbor contribution affect testing?

Yes. By reducing or suspending the safe harbor contribution, the plan will be required to undergo ADP/ACP 
nondiscrimination testing for the entire plan year under the current-year testing method. A plan that has reduced or 
suspended is prohibited from electing the prior-year testing method. The plan will not be allowed to rely on the top-

heavy exemption for the year either. Additionally, even if reduced or suspended, the employer is required to pay the 
original safe harbor contribution from the beginning of the plan year through the effective date of the change.

Do these rules apply if the plan uses the year-by-year election for a safe harbor nonelective contribution?

Yes. The rules for a year-by-year, or contingent, election by an employer to make a safe harbor nonelective contribution 
is a different process and election from the rules associated with the reduction or suspension of a safe harbor 
contribution.

Plan sponsors who want to make the year-by-year election for the safe harbor nonelective contribution must indicate 
as such in the plan document and then send a supplemental notice if they decide to provide the safe harbor 
contribution. Plans cannot use the contingent election approach in conjunction with a safe harbor match.

Disclaimer: These materials do not constitute tax or legal advice upon which any party can rely. Plan sponsors should be advised to consult their 

own legal or tax advisors for questions on their specific situation. 
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