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FIDELITY BONDING REQUIREMENTS FOR YOUR PLAN 
 
 

Do you know that a fidelity bond is required for your plan?  Do you know why? 
Have you gotten the bond yet?  Is it for the correct amount? 

 
 

What is the bonding required by federal regulation? 
Section 412 of ERISA requires that fiduciaries and other persons who handle or are responsible for the 
assets of a qualified plan be bonded. 
 

 
What is the purpose of the bonding requirement? 

The bond is to reimburse the plan if any plan assets are lost through the fraud or dishonesty of persons 
handling plan funds.  Fraud or dishonesty includes such acts as theft, forgery, embezzlement, 
misappropriation, or willful misapplication of plan assets. 
 
 

Who must be bonded? 
The "administrators, officers, and employees" of a qualified plan who "handle" plan assets must be 
bonded. 
 
An administrator is defined as: 
A person with responsibility, acting as an agent for the plan, for the ultimate control, disposition or 
management of the money received by plan participants or contributed by the employer.   
Examples:  Plan Administrator; Plan Trustee 
 
If a partnership, corporation, association or other entity is named the administrator of a plan, the 
bonding requirements apply to the representative of the entity who actually handles plan funds. 
 
An officer is defined as:  
Any person who is designated as an officer by the plan or who performs or is authorized to perform 
executive functions of the plan.   
Example:  Plan Committee 
 
An employee is defined as: 
Any person who performs work for or directly related to the plan.   
Example:  Office manager of the plan sponsor who writes checks for the plan. 
 
For the purpose of the bonding provisions, the terms "administrator, officer or employee" also includes 
persons indirectly employed or otherwise retained to perform such work for the plan who perform 
"handling functions" for the plan. 
 

What does "handling" plan assets mean? 
A person is considered to "handle" plan assets whenever his duties or activities are such that there is a 
risk that the assets could be lost because of his acts of fraud or dishonesty.  This includes relationships 
which involve access to plan assets or decision making powers regarding plan assets which would give 
rise to such a loss. 
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What are some examples of persons who have to be bonded? 

 Remember, the requirement for bonding an individual is based on whether that person actually handles 
or has access to plan assets.  Any individual is to be bonded who: 
 
 
1. Has physical contact with cash, checks or similar plan property unless close supervision or the 

nature of the property make the risk of loss negligible. 
 

Examples: A trustee receiving contributions and dividend checks for the plan would have to 
be bonded.  However, a clerical person who only tabulates and delivers plan 
deposits to the bank and who is closely supervised would not have to be bonded. 

 
 
2. Has the ability to take possession of cash, checks or other plan property. 
 

Examples: A person whose signature would be honored on a plan asset account, or who has 
access to the plan's safe deposit box even if such a person has not been given 
permission to make withdrawals from the asset account or open the safety deposit 
box. 

 
 
3. Has the power to transfer plan property (mortgages, titles to land and property, securities) to 

himself or negotiate such funds for value. 
 

Example:   Plan sponsor who can sign over the title to plan property to himself in an act of 
embezzlement. 

 
 
4. Disburse plan funds, including those persons who actually disburse the funds and those persons 

who authorize or direct disbursements. 
 

Examples: Trustee who directs disbursements.  Office manager who writes checks for cash 
disbursements to participants from the plan’s checking account. 

 
 

5. Has the power to sign or endorse checks or similar instruments.  Note:  If cosigners are required, 
all cosigners must be bonded. 

 
Example: Trustee of plan who endorses and reinvests dividend check back to plan. 

 
 
6. Has supervisory responsibility with regard to the activities described in (1) through (5) above, if 

the possibility of a loss to the plan due to fraud or dishonesty of the supervisor exists. 
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What amount of bond is necessary? 

Every individual must be bonded for at least 10% of the amount of plan funds the individual potentially 
could handle up to a maximum of $500,000, but in no case for less than $1,000.  The amount of funds 
considered to be handled by each person is the total funds subject to risk of loss through acts of fraud or 
dishonesty by such person during the preceding year. 
 
 
 

How do I get a fidelity bond? 
You can obtain the necessary bond by calling your casualty agent and asking the agent to get an ERISA 
fidelity bond for your plan or go to www.ab-d.com/docs/ERISA.pdf for an application.   
 
The bond must be one which reimburses the plan from the first dollar of loss up to the full amount for 
which the person causing the loss is bonded.  The bond must provide a period of no less than one year 
after termination or cancellation in which to discover a plan loss.  It may be a blanket schedule or 
individual bond. 
 
 
 

Are there any exceptions to the bonding requirement? 
Yes.  If a business is wholly owned by an individual or by an individual and his spouse, and if there are 
no employee participants other than the individual and his spouse, bonding is not required.  In a 
partnership, bonding is not required if there are no employee participants other than the partners and 
their spouses. 
 
Example: Husband and wife own a small business.  They have a target benefit plan.  They are the 

only participants in the plan.  They are trustees of the plan with full asset management 
responsibilities. They do not have to be bonded as there are no employees in their plan.  
However, when one of their employees becomes a participant in the plan, both trustees 
will have to be bonded. 

 
 

But I don't want to buy a bond... 
However irritating the bonding requirement may be, the law clearly states that it is "unlawful" for any 
plan official to receive, handle, disburse, or otherwise exercise custody or control of any plan assets 
without being bonded.  Indeed, the annual report submitted to the Department of Labor requires that the 
amount of the bond and name of the surety company issuing the bond be disclosed. 
 
 

Please purchase a fidelity bond from your casualty agent ASAP! 
Be sure your casualty agent understands that a fidelity bond is not the same as fiduciary liability 
insurance.  We will need your bonding information to complete your Form 5500.   


