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COMPANY EXECUTIVES AND FIDUCIARY LIABILITY

nder the Employee Retirement
l | Income Security Act of 1974
(ERISA) and Department of
Labor (DOL) regulations and guidelines,
individuals identified as their employer’s
fiduciaries are legally required and held
accountable to act in the best interests
of the plan’s participants.

The DOL considers fiduciary obligations
and standards to be exceedingly important
and imposes severe penalties for a breach
of fiduciary responsibility. Claims brought
by past or present employees, or their

A common misconception is that the
fidelity bond provides protection to plan
fiduciaries for a breach of responsibility.
It does not. There is a clear distinction
between the protection afforded by a
fidelity bond (required for the benefit of
the sponsor and plan participants) and
that provided by fiduciary liability insurance
(optional). The latter provides protection
to fiduciaries.

ERISA Fidelity Bond
The ERISA fidelity bond is intended to
protect a qualified plan, such as a 401(k)

A common misconception is that the fidelity bond provides protection
to plan fiduciaries for a breach of responsibility. It does not.

families, present significant financial
exposure including loss indemnification,
penalties, and associated legal fees. In fact,
company executives and owners may be
held personally liable in the case of violations
that result in plan or benefit losses.

To ensure some degree of protection

for employers and participants, ERISA
requires sponsors to purchase a fidelity
bond. A fidelity bond insures against

the improper management and resulting
losses with respect to plan assets. ERISA
requires the amount of coverage to be
equal to or greater than 10 percent of the
plan assets, to a maximum of $500,000.
Of course, plan sponsors can secure
coverage in excess of that amount.
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or profit sharing plan, from losses caused
by theft, fraud, or other dishonesty on the
part of a plan official or someone who
handles the assets.

Fiduciary Liability Insurance
Fiduciary liability insurance protects the
individual fiduciary(ies) associated with
the plan’s management. There are three
fundamental approaches to implementing

fiduciary liability coverage:

m The plan may purchase the insurance,
or

= Each fiduciary may purchase liability

coverage, or

m The plan sponsor can secure a fiduciary

liability policy

The distinction between the coverage
provided by the (ERISA-required)
fidelity bond and the optional fiduciary
liability insurance is something all plan
fiduciaries should understand—especially
because they are held personally liable.

A Prudent Decision

Generally, fiduciary liability insurance

is readily available at a modest cost.
Purchasing such coverage provides an
important layer of insulation from the
broad array of potential liability associated
with being a fiduciary. Bl

John Grace is a consultant at Cobn Benefits
Consultants, a J.H. Cobn-affiliated company.
He may be reached at jgrace@cobnbenefits.com
or 516-247-3426.


http://www.jhcohn.com/Services/Consulting-Services/Employee-Benefits-and-Retirement-Plans.aspx

For more information on Cohn Benefits
Consultants, click here.

California

San Diego

4180 Ruffin Road, Suite 235
San Diego, CA 92123
858-535-2000

Los Angeles

Good Swartz Brown & Berns,

A Division of ]J.H. Cohn LLP
11755 Wilshire Boulevard, 17th Floor
Los Angeles, CA 90025
310-477-3722

Warner Center

Good Swartz Brown & Berns,
A Division of J.H. Cohn LLP
21700 Oxnard Street, 7th Floor
Woodland Hills, CA 91367
818-205-2600

Cayman Islands

P.O.Box 1748 GT

27 Hospital Road

George Town, Grand Cayman
877-704-3500 x7839

Connecticut

Glastonbury

180 Glastonbury Blvd.
Glastonbury, CT 06033
860-633-3000

New Jersey

Roseland

4 Becker Farm Road
Roseland, NJ 07068
973-228-3500

Eatontown

27 Christopher Way
Eatontown, NJ 07724
732-578-0700

Lawrenceville

997 Lenox Drive
Lawrenceville, NJ 08648
609-896-1221

Metro Park

333 Thornall Street
Edison, NJ 08837
732-549-0700

New York

Manhattan

1212 Avenue of the Americas
Suite 1200

New York, NY 10036
212-297-0400

Charles Brucia & Co.,

A Division of J.H. Cohn LLP
1212 Avenue of the Americas
New York, NY 10036
212-682-2459

Frederic Kantor & Company,
A Division of J.H. Cohn LLP
1212 Avenue of the Americas
New York, NY 10036
212-727-2300

Long Island

100 Jericho Quadrangle
Suite 223

Jericho, NY 11753
516-482-4200

White Plains

This newsletter is published by J.H. Cohn LLP for the
general information of its clients, friends, and business
associates and should not be acted upon without prior
professional consultation.

1311 Mamaroneck Avenue
White Plains, NY 10605
914-684-2700

== JH COHN LLP 877-704-3500

Accountants and Consultants since 1919 www.jhcohn.com

In compliance with U.S. Treasury Regulations, the information included herein (or in any attachment) is not intended or written to be used, and it cannot be used by any taxpayer
for the purpose of i) avoiding penalties the IRS and others may impose on the taxpayer or ii) promoting, marketing or recommending to another party any tax related matters.
Copyright © 2010 J.H. Cohn LLP All Rights Reserved


http://www.jhcohn.com/Services/Consulting-Services/Employee-Benefits-and-Retirement-Plans.aspx
www.jhcohn.com

