
Profit Sharing Plans: Cross-Tested Formula
In a cross-tested formula, employees are assigned to 
classification groups based upon ownership or job title.  
Each group receives a different percentage of the 
contribution, subject to nondiscrimination testing. 

Cross-Tested and 401(k) Safe Harbor Profit Sharing

Contributions are for illustration purposes only, and actual contributions may vary. 
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informational purposes only. Lafayette Life does not serve as plan administrator or fiduciary, 
nor does Lafayette Life or its representatives provide ERISA, legal or tax advice. Your personal 
or legal tax advisors should always be consulted and relied upon for advice.
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401(k) Safe Harbor with Cross-Tested  
Profit Sharing
Combining a Cross-Tested Profit Sharing with a  
Safe Harbor 401(k) is a powerful formula.

Advantages
Angle-right	Owners can defer the maximum amount.
Angle-right	Profit Sharing allocations favor the owner.
Angle-right	Tax-deferred retirement savings.
Angle-right	Availability of life insurance with tax-deductible 

premiums.

Considerations
Angle-right	Safe harbor contributions are required. 
Angle-right	Owner profit sharing allocations impacted by employee 

demographics.

Sample Contribution Analysis
• 	Business owner age 55, Spouse 52
• 	Two employees age 24, 33

Profit Sharing  
+ Safe Harbor  401(k) Total Annual 

Contribution

Owner & 
Spouse $69,500 $60,000 $129,500

Employees $2,600 — $2,600

Employer 
Contribution $72,100

Percent to  
Owner/Spouse 98%

Advantages
Angle-right	Allocation percentages favor the owner.
Angle-right	Discretionary, tax-deductible contributions.
Angle-right	Availability of life insurance with tax-deductible 

premiums.

Considerations
Angle-right	Owner allocations impacted by employee 

demographics.

Profit Sharing Formula Comparison
Angle-right	Salary Proportion and Cross-Tested
•	Business owner age 55, Spouse 52
•	Two employees age 24, 33

Salary Proportion 
Formula

Cross-Tested 
Formula

Owner & Spouse $77,000 $93,000

Employees $10,400 $2,600

Total $87,400 $95,600

Percent to 
Owner/Spouse 88% 97%

Innovative Retirement Plans  
for Small Businesses

LL-2405-W (01/23)

Retirement Services
www.llic.com · 800.555.6048

	 DESIGN	 ADMINISTRATION	 FUNDING

The Lafayette Life Insurance Company
400 Broadway
Cincinnati, OH 45202-3341


