Business Loss Scenario
Advisor Skims 401(k) Deposits
Coverage: Fiduciary Liability
Cause of Action: Negligent Selection of Advisor
Type of Organization: Sports Apparel Retailer
Number of Employees: More than 300
Annual Revenue: More than $50 million
Description of Event

It turned out that the internal investment manager hired by a sports apparel retailer to
manage investments of its 401(k) plan was allegedly skimming money off the top of
employees’ retirement fund contributions. He was also a relative of the company’s plan
administrator and, therefore, a thorough criminal background check was not performed. The
Department of Labor (DOL) discovered the scheme during a spot audit. The DOL issued a
letter advising the sports apparel retailer of its findings and demanded that the retailer and
the investment manager make the plan whole (i.e., replace the funds that were stolen, as
well as the investment income the funds would have earned had they been invested as
directed by the participants). If the plan was not made whole, the DOL would pursue
additional courses of action, including litigation.

Resolution

The retailer settled with the DOL prior to litigation and agreed to contribute more than $2
million to the employees’ 401(k) accounts—the amount of funds skimmed from the top of
the employees’ contributions and the investment income the funds would have earned had
they been invested as directed by the employees. Total legal expenses incurred by the
sports apparel retailer topped $75,000.
Could this happen to your organization? Contact your trusted Chubb agent or
broker:
The Andersen Insurance Group
5870 Trinity Parkway, Suite #130, Centreville, VA 20120
Phone: (703) 988-0101
Email: info@theandersengrp.com

Chubb Group of Insurance Companies
Warren, NJ 07059
www.chubb.com
Loss scenarios are hypothetical in nature and for illustrative purposes only. Whether or not or to what extent a particular loss is
covered depends on the facts and circumstances of the loss and the terms, conditions, and endorsements of the policy as issued. It
is impossible to state in the abstract whether the policy would necessarily provide coverage in any given situation. Consult your
agent, broker, or other expert.

