
 Plan Sponsor

Digest
Issue 1, 2020 Your Challenge, Our Solutions™

How to locate missing participants
The DOL provides guidance to defined contribution plan administrators on locating missing 
participants of plans that are being terminated.

In 2004, the Department of Labor (DOL) 
issued guidance (FAB 2004-02) on locating 
missing participants in terminating 
defined contribution (DC) plans. One of 
the steps called for using a federal letter-
forwarding program. At the time, both the 
IRS and the Social Security Administration 
offered letter-forwarding services, but 
those programs are since discontinued.

Following this, the DOL issued new 
guidance (FAB 2014-01) on locating 
missing participants of terminating  
DC plans. This article is a discussion  
of the guidance.

Search steps
When a retirement plan is terminated, 
a plan administrator must generally 
distribute all plan assets within one 
year of the plan’s termination date. 
Prior to making distributions, the 
plan administrator must contact plan 
participants (and beneficiaries) to explain 
the process involved in distributing their 
account balances. The DOL provides a 
model notice at www.law.cornell.edu/cfr/
text/29/2550.404a-3.

Additional search methods
Other search methods may involve using 
credit reporting agencies, investigation 
databases, and commercial locator 
services. However, fiduciaries must 
consider the size of a participant’s account 
balance and the cost of additional search 
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dministrators often have difficulty locating some former employees. 

Under FAB 2014-01, the required steps for locating missing participants 
are to:

1.	 	Use	certified	mail. This is an easy and often inexpensive way to 
determine if a participant can be located.

2.	 	Check	related	plan	and	employer	records. Other employer plans, such 
as a group health plan, may have more up-to-date information. If there 
are privacy concerns, a fiduciary can simply ask a provider to forward a 
letter to the missing participant.

3.	 	Check	beneficiary	records. Contact the individuals the missing  
participant named on his or her beneficiary form to obtain updated  
contact information.

4.	 	Use	free	electronic	search	tools.	This step replaces the letter-forwarding 
requirement. Plan fiduciaries must make reasonable use of free Internet  
search tools, such as search engines, public record databases (e.g.,  
those with licenses, mortgages, and real estate taxes), obituaries and 
social media.

Investment	and	insurance	products	offered	through	RBC	Wealth	Management	are	not	insured	by	the	FDIC	or	any	other	federal	
government	agency,	are	not	deposits	or	other	obligations	of,	or	guaranteed	by,	a	bank	or	any	bank	affiliate,	and	are	subject	to	
investment	risks,	including	possible	loss	of	the	principal	amount	invested.
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methods. A plan fiduciary is permitted 
to  charge a missing participant’s account 
reasonable expenses related to efforts to 
locate the participant (consistent with  
the terms of the plan).

Next steps for plan fiduciaries
If a participant cannot be located, the 
plan fiduciary is responsible for deciding 
where to put the missing participant’s 
assets and is charged with choosing the 
most prudent investment vehicle. Section 
404(a) of ERISA requires plan fiduciaries 
to consider individual retirement accounts 
or individual retirement annuities that 
preserve assets for retirement.

•  IRA safe harbor — A regulation 
published by the DOL in 2006 (Section 
2550.404a-3) included a fiduciary 
safe harbor covering participant 
distributions from a terminated  
DC plan for assets moved into an  
IRA. The safe harbor requires that  
the plan fiduciary ensure the 
investment product is designed to 
preserve principal and that fees and 
expenses are not excessive.

•  Other distribution options — If a 
fiduciary is unable to find a provider 
that will accept a rollover distribution 
(which is very unlikely) or determines 
that a rollover distribution is not 
appropriate based on facts and 
circumstances, there are two  
additional options:

 •  Open an interest-bearing, federally 
insured bank account in the name  
of the missing participant, or

 •  Transfer the assets to a state 
unclaimed property fund, subject to 
the applicable state’s escheat laws.

However, these options subject the 
participant’s assets to tax, withholding, 
and possibly a 10% early distribution tax. 
By choosing one, a fiduciary might well 
be violating ERISA’s prudence and loyalty 
requirements. The DOL has confirmed 
that another alternative, a distribution of 
100% income tax withholding (essentially 
transferring the account balance to the 
IRS), is not an acceptable way to distribute 
a missing participant’s benefits.

CIP issues
Fiduciaries may have concerns about 
legal issues that might prevent them from 
establishing IRAs or bank accounts for 
missing participants. The DOL states that 
banks and other financial institutions will 
not be required to comply with customer 
identification and verification provisions 
(CIP) when an employee benefit plan 
establishes an account and transfers 
the funds for the missing participant. 
CIP programs will apply when a former 
participant or beneficiary first contacts  
the institution.

Because of the possibility of human or mechanical 
error by DST Systems, Inc. or its sources, neither 
DST Systems, Inc. nor its sources guarantees the 
accuracy, adequacy, completeness or availability 
of any information and is not responsible for any 
errors or omissions or for the results obtained from 

the use of such information. In no event shall DST 
Systems, Inc. be liable for any indirect, special 
or consequential damages in connection with 
subscriber’s or others’ use of the content. 

© 2019 DST Systems, Inc. Reproduction in whole 
or in part prohibited, except by permission. All 
rights reserved. Not responsible for any errors  
or omissions.
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A checklist for plan sponsors
Plan sponsors should periodically review their plans’ provisions and features to ensure the plan 
continues to operate at maximum effectiveness.

Once a retirement savings plan is 
approved and in place, it’s tempting to 
sit back and adopt an “I’m done,” hands-
off attitude. However, to ensure that a 
plan will continue to operate effectively, 
employers should periodically review plan 
provisions and features. Here are some 
points to check.

•  How the plan is presented — The more 
convinced employees are of the wisdom 
of saving for retirement, the greater 
the level of employee participation. 
The greater the participation, the more 
the plan can benefit all employees—
including highly compensated ones. 
Regular meetings, newsletters and 
handouts are effective means of 
communicating plan advantages. Check 
to make sure printed materials are up 
to date and easy to understand, and 
distribute them frequently.

•  Plan investments — Employers that 
sponsor participant-directed plans can 
limit potential legal liability for losses 
caused by employees’ investment 
decisions if plan investment choices 
meet certain requirements under 
Section 404(c). Very generally, where 
404(c) protection is sought, a plan 
should offer at least three “core” 
investment choices, allow employees 
to switch investments at least once 
each quarter, and provide participants 
with adequate disclosure of specified 
investment information.

•  Administration — Participants and 
beneficiaries must be given a copy of 
the Summary Plan Description (SPD) 
within 120 days after a plan is adopted 
or within 90 days after becoming 
eligible to participate in the plan or 

receive benefits. Review the SPD to 
make sure it accurately describes the 
provisions of your plan. If changes have 
been made to the plan document—
which is likely, given the recent tax law 
changes—then all participants must 
receive a notification of these changes 
within 210 days after the end of the 
plan year in which the changes were 
adopted. Generally, all participants 
must receive a copy of the SPD every 
five years.

•  Summary annual reports (SARs) — 
Summary annual reports must  
be distributed to participants within 
nine months after the close of the  
plan year. If a plan receives an extension 
to file its annual report (Form 5500) 
with the IRS, then the SAR must be 
distributed within two months after  
the end of the extension.

•  Plan rollovers — Qualified plans  
must allow a participant to elect  
direct rollover of any eligible 
distribution to an IRA or another 
employer-sponsored retirement plan. 
Your plan should have procedures in 
place to handle direct rollovers.

•  Bonding — Generally, plan fiduciaries 
and others who handle the assets of a 
plan must be bonded. The bond must 
be equal to at least 10% of the funds 
handled by the bonded individual, but 
cannot be for less than $1,000 and need 
not be for more than $500,000.

•  Loans to participants — Loans that 
are not properly administered may be 
treated as constructive distributions 
resulting in taxable income to the 
recipients. Review loans to make sure 
that loan balances do not exceed the 

maximum limitations. Unless used 
to finance the purchase of a principal 
residence, all loans must be repaid 
within five years. A plan may impose 
more stringent conditions on loans 
than the law requires.

•  Plan forms — All forms should  
meet current requirements. Forms  
that may need updating include 
beneficiary designation forms, benefit 
election forms, and the notice of 
distribution options.

Because of the possibility of human or mechanical 
error by DST Systems, Inc. or its sources, neither 
DST Systems, Inc. nor its sources guarantees the 
accuracy, adequacy, completeness or availability 
of any information and is not responsible for any 
errors or omissions or for the results obtained from 
the use of such information. In no event shall DST 
Systems, Inc. be liable for any indirect, special 
or consequential damages in connection with 
subscriber’s or others’ use of the content. 

© 2019 DST Systems, Inc. Reproduction in whole 
or in part prohibited, except by permission. All 
rights reserved. Not responsible for any errors  
or omissions.
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