Automatic Rollover IRAs:
The Key to the Uncashed
Checks Dilemma
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Many plan distribution checks are not received or acknowledged by
the former employee. These uncashed checks may represent plan assets
and problems for plan sponsors. Automatic rollover IRAs may be the best
solution to the problems caused by uncashed checks.
The material in this white paper is presented for informational purposes only. The information presented is not investment, legal, tax or compliance
advice. Millennium Trust Company performs the duties of a directed custodian, and as such does not provide due diligence to third parties on
prospective investments, platforms, sponsors or service providers and does not sell investments or provide investment, legal, or tax advice.
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OVERVIEW
When an employee retires or terminates employment,
he or she is generally entitled to a distribution of
his or her retirement account from the employersponsored retirement plan. Many plan distribution
checks are not received or acknowledged by the
former employee (for a variety of reasons).
A plan sponsor continues to have fiduciary
obligations with respect to these uncashed checks
and they are consequently an ongoing burden.
Uncashed checks from employer-sponsored retirement
accounts increase plan costs, complicate plan
administration and prevent fiduciary responsibilities
from being fulfilled.
Automatic rollover IRAs provide a simple, effective
solution to this problem. In certain circumstances, the
funds returned to the plan when checks are uncashed
can be rolled over into IRAs under regulations put in
place by the U.S. Department of Labor (“DOL”).
This white paper details why uncashed checks
have become a problem for plan sponsors, how
widespread the problem is, how the problem can
affect plan sponsors and why automatic rollover IRAs
may be the best solution to the problem, all based
on guidance and rulings from the DOL with respect to
the Employee Retirement Income Security Act of 1974
(“ERISA”), and the Internal Revenue Service (“IRS”) with
respect to the Internal Revenue Code (“Code”).
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SUMMARY OF CONCLUSIONS
Causes and prevalence of uncashed checks
• T rends regarding length of employment, retirement plan
automatic enrollment and mandatory distributions all contribute
to the problem of uncashed checks.
• T he problem of uncashed checks is extensive and continues
to grow.

Issues Created by Uncashed Checks
• P lan sponsors remain responsible for these uncashed checks
until they are claimed by the appropriate participant or
beneficiary.
• Forfeiture and escheatment of plan assets may not be options.
• U
 ncashed checks sometimes cause tax compliance issues
and complications.

Benefits of Automatic Rollover IRAs
• U
 tilizing an automatic rollover IRA for uncashed checks
satisfies fiduciary responsibilities.
• IRA custodians are skilled at reuniting retirement plan
participants with their funds.
• P lan sponsors no longer have to administer or monitor rolled
over assets.
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INTRODUCTION

Millennials make up the largest part of the U.S. workforce

Many mandatory distribution checks to retirement plan
participants remain uncashed, resulting in a loss of funds on
their part, as well as serious complications for plan sponsors.
These uncashed checks are a real problem for retirement plan
sponsors, and this problem continues to grow. Uncashed checks
represent a fortune of uncollected funds that plan participants
or beneficiaries are not able to use, and also represent serious
issues for fiduciaries.

U.S. labor force by generation, 1994-2017 (in Millions)

Plan sponsors often spend considerable time and resources
trying to resolve this issue. Uncashed checks can also cause a
problem for plan recordkeepers or other service providers if a
plan is audited. As fiduciaries, plan sponsors must act prudently in
administering the plan, which includes the need to have prudent
procedures to ensure participants and beneficiaries receive the
benefits to which they are entitled under the plan.
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DOL’s regional enforcement offices have begun focusing on
the issue of missing participants in their audits of plan sponsors.
Additionally, uncashed checks can raise issues with the IRS and
other agencies regarding taxes, escheatment and unclaimed
property. However, as chronic and severe as the problem of
uncashed checks is, there is an effective solution: automatic
rollover IRAs.

CAUSES OF UNCASHED CHECKS
Most uncashed checks are the result of plan participants not
realizing they have money owed to them. This is compounded
by difficulties encountered by plan sponsors and plan service
providers in maintaining records and communications with
participants, many of whom change jobs frequently and are
perhaps not aware of these benefits.
According to the Bureau of Labor Statistics, as of January 2016,
the median tenure of younger workers (ages 25 to 34) was three
times lower than that of workers ages 55 to 64, at 2.8 years
and 10.1 years respectively.1 And this younger age group, often
referred to as the Millennials (ages 22 to 37 in 2018), now makes
up the largest portion of the workforce according to Pew Research
and the U.S. Census Bureau.2
With a greater number of U.S. workers switching employers on
a more regular basis, it’s becoming increasingly difficult for plan
sponsors to keep track of former employees and stay current on
their personal information, such as addresses. This often results in
checks being mailed to the wrong person or being returned by the
U.S. Postal Service.
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Even if a plan participant has not moved away, plan records
are not easy to keep current. For instance, if a former employee
passes away and a plan sponsor is not informed, a check
can continue to go uncashed indefinitely unless a relative or
beneficiary contacts the plan sponsor.
Many employers now automatically enroll their employees in
retirement benefit programs. Auto enrollment has dramatically
increased participation rates, but unfortunately it has also led to a
rise in accounts left behind and uncashed checks.
Estimates suggest that between 2005 and 2015, 25 million
terminating employees left one workplace plan account behind.
Additional millions left more than one job without requesting
distributions from those plan sponsors.3
The law allows small accounts – less than $5,000 – to be
distributed upon an employee’s termination of employment.4 In
other words, the plan can provide that the account cannot stay in
the plan after an employee separates from service. In addition,
for the smallest accounts – less than $1,000 – the law allows the
employee to be sent a check immediately upon termination of
employment.5 Because of automatic enrollment, the prevalence
of accounts of this size has increased, leading to an increase in
uncashed checks.
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The uncashed check issue affects a vast amount of plan
participants. According to Risk Compliance Performance Solutions,
a firm that specializes in specialized locator services, 10% to 15%
of a typical defined contribution plan’s participant data has some
type of issue.6
One study which tracked 11 million records for corporations,
mutual funds, brokerages, and securities holders, found hundreds
of thousands of inaccuracies and inconsistencies among
basic worker information, such as social security numbers and
addresses.7 This same study also found that a quarter of a million
of the records belonged to workers who had died. Even though
15% of this number had been dead for more than a decade and
43% were dead for more than five years, mail was still being
sent to their addresses. These figures show how likely it is for
plan sponsors to lose track of plan participants, adding to the
uncashed check dilemma.

PROBLEMS ASSOCIATED WITH
UNCASHED CHECKS
While there are numerous issues that uncashed checks can
cause for plan sponsors, the most important may be that plan
sponsors retain fiduciary responsibility to former employees with
uncashed checks.

Need to Continue Fiduciary Oversight.
The DOL has repeatedly indicated that uncashed checks have
implications for plan fiduciaries. For example, many plan
service providers retain “float” on amounts held in a payment
account when a check is cut for a participant. DOL expects
plan fiduciary to monitor this additional compensation, to ensure
compensation to its service provider is reasonable and to avoid
any prohibited transactions. DOL first addressed this issue in
a 1993 Advisory Opinion8 and later reiterated the importance
of this issue in a 2002 bulletin for its enforcement division.9
DOL has stated that plan fiduciaries “should review periodic
statements or reports of distribution checks to determine the extent
to which checks tend to remain outstanding for unusually long
periods of time (e.g., 90 or more days).”
If and when the uncashed check are canceled, and the assets
are returned to the plan, a new account must be created, which
increases plan costs. Plan fiduciaries have a duty to monitor plan
expenses, and ensure that plan fees are reasonable. This would
include exploring prudent options to deal with accounts of missing
and unresponsive participants.

Young people switch jobs more often
The median tenure of younger workers was three times lower than
that of older workers
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Increased DOL Enforcement Activity.
DOL’s regional offices have begun to aggressively question plan
sponsors during regular audits regarding the efforts sponsors have
made to find and contact missing participants.10 DOL states its
enforcement activities in this area helped former employees in
defined benefit plans collect $326.7 million dollars in fiscal year
2017.11 Groups representing plan sponsors have called upon DOL
to issue guidance on a fiduciary’s obligations in connection with
missing or unresponsive participants in ongoing plan, but DOL has
shown no interest in backing off on this increased audit activity
until that guidance is issued.

Forfeiture May Not Be An Option.
Some plans provide in the plan document that a missing
participant’s or beneficiary’s will be forfeited, but subject to
reinstatement if the participant or beneficiary is located.12 Even
if the plan document allows for this, it comes with challenges. If
the participant or beneficiary is located, the account is generally
reinstated by the plan sponsor making a payment into the plan.
Records must be kept to ensure that the information regarding
the forfeited account is not lost, and because the account has
been closed, the plan’s recordkeeper is not maintaining this
information—which means it must be maintained by the HR
department. Finally, unlike transfer to an IRA, no interest or
earnings is being provided. In short, this solution may not be
preferred for many plan sponsors.
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DOL’s regional offices have begun
to aggressively question plan
sponsors during regular audits
regarding the efforts sponsors
have made to find and contact
missing participants.10

Escheatment May Not Be An Option.
Unlike other financial accounts, retirement plans governed by
ERISA may not be able to escheat to a state the assets associated
with uncashed checks. Escheatment is, fundamentally, a state
law governing unclaimed assets. The DOL has repeatedly stated
that ERISA’s preemption provision – under which ERISA supersedes
any state law that relates to an ERISA-governed plan – would
override a state escheatment law.13 This option may be available
for missing participants in a terminated plan, but even in that case,
DOL has opined that the “preferred” option is a rollover to an
individual retirement account.14

Reporting and Withholding Issues.
A consistent area of concern and uncertainty for plan sponsors is
how to comply with the tax rules for withholding and reporting of
an uncashed check. There is currently no guidance from IRS on
how to handle these issues for uncashed checks from a plan15.
Typically, when a check is issued, 20% withholding is applied
(as it would be for most distributions that are eligible rollover
distributions, unless an exception applies).
The distribution is also typically reported as a taxable distribution
(on Form 1099-R). If the check is uncashed, the plan faces the
issue of whether or not to modify the prior Form 1099-R reporting,
especially if assets are returned to the plan after a period of time.
In addition, it is not clear how the plan should handle amounts that
were withheld and sent to the IRS. Regardless of the approach
the plan takes, accurate records must be maintained.

Plan sponsors who fail to resolve the issues of uncashed checks
can also find themselves being fined by the DOL, or facing
lawsuits from plan participants who are unhappy with how their
retirement benefits were handled. The last thing any plan sponsor
wants is for these claims to escalate into a class action lawsuit.

AUTOMATIC ROLLOVER IRAs MAY BE THE
BEST SOLUTION
As stated above, a plan sponsor continues to have fiduciary
obligations with respect to uncashed checks. However, in certain
circumstances, funds returned to the plan when a check is not
cashed can be rolled into an IRA in the name of the participant or
his or her beneficiary.
According to final rules issued by the DOL, plan sponsors “will
be deemed to have satisfied [their] fiduciary responsibilities
in connection with automatic rollovers of certain mandatory
distributions to individual retirement plans” if the requirements set
forth in the rules are satisfied.16
This means that plan sponsors who consider participants to be
missing or non-responsive can take advantage of automatic
rollover IRAs if a participant’s balance is $5,000 or less and they
meet the DOL’s safe harbor requirements.

The Safe Harbor Requirements Include:
• T he rollover amount cannot be more than $5,000, unless from
a terminating defined contribution plan.
• T he account balance must be rolled over to an entity
authorized by the IRS to act as an IRA custodian, such as a
trust company, bank, credit union or registered mutual fund.
• T he rolled over money must be invested in a product that
meets requirements relating to preserving principal and
providing a reasonable rate of return and liquidity.
• T he fees and expenses for the IRA cannot be more than the
fees and expenses the IRA provider charges for similar, nonautomatic rollover IRAs.
• T he participant must have the power to enforce the terms of
the IRA.
As noted, automatic rollover IRAs can also be used for larger
account balances if the distribution is part of a terminating defined
contribution plan.18
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Pursuant to authorized rollover procedures, the custodian will
open an IRA in the name of the plan participant and invest the
funds in investments that are intended to minimize risk, preserve
the principal, maintain liquidity and give a reasonable rate of
return. These investments include money market funds, interestbearing savings accounts, certificates of deposit, and stablevalue products.
Most IRA custodians will take multiple steps to locate the
participant to reunite them with their newly created account,
conducting research in an attempt to locate and notify the
appropriate parties. For instance, at Millennium Trust Company, a
plan participant will be considered missing if any of the following
three criteria is met:
• A
 ddress information is not included in the ﬁles received from
the plan sponsor.
• T he address provided by the plan is different from U.S. Post
Ofﬁce National Change of Address (NCOA) records and the
participant remains unresponsive to outreach at the NCOA
identiﬁed address.
• C
 ommunications such as Welcome Kits or tax forms sent
by Millennium Trust are returned by the U.S. Postal System
because the address is invalid or the individual no longer lives
at the address given.
The initial search for missing plan participants is conducted to
provide Millennium with the most updated address information
available. Afterward, a notice is mailed to new accountholders
with instructions on how to claim their IRA. Once the individual’s
identity is confirmed to be that of the plan participant, their IRA will
be classified as active and the accountholder will have complete
control over the assets.
These participants are also provided with a Welcome Kit including
a link to our account agreement and pertinent information regarding
their IRA, as well as answers to frequently asked questions and
access to legal disclosure documentation. This way participants are
fully informed about their benefits, as well as their options.
If an initial attempt to locate plan participants is unsuccessful,
Millennium Trust will then make sure those accountholders remain
on record as missing and will perform annual attempts to locate
them. By utilizing automatic rollover IRAs, plan sponsors will have
been deemed to have met their fiduciary responsibilities, freeing
them from the ongoing fiduciary and administrative burden of
uncashed checks/unclaimed plan assets.

By utilizing automatic rollover
IRAs, plan sponsors will have been
deemed to have met their fiduciary
responsibilities, freeing them
from the ongoing fiduciary and
administrative burden of uncashed
checks/unclaimed plan assets.
PREVENTING UNCASHED CHECKS
While automatic rollover IRAs are the best solution for existing
uncashed checks, plan sponsors would be best served to try and
avoid them altogether.
Millennium Trust offers a pre-emptive search service that leverages
extensive database searches to help identify participants and
enable easy follow up. With as little as a name and Social
Security number, Millennium Trust utilizes a multi-step search
process to identify inconsistencies in participant addresses and
inaccuracies within participant data. Should the need go beyond
a search for an address, Millennium Trust can also assist with
beneficiary and mortality searches.
Plan sponsors should also consider steps to prevent participants
from becoming missing in the first place. These types of preventive
procedures could include:
• Encouraging quarterly updates of employees’ address and
contact information.
• Focusing on keeping data accurate and complete during
corporate transactions or changes in recordkeepers.
• Including information about retirement plan options in the
offboarding process.
• Obtaining a personal email address or cell phone number
during the offboarding process.
By taking these preventative steps, plan sponsors may be able to
limit the amount of uncashed checks from their plan.
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CONCLUSION
Data from across the country shows that the problem of uncashed
checks represents a serious and growing dilemma for retirement
plan sponsors. Estimates suggest that hundreds of thousands of
plan participants remain disconnected from their funds, and plan
sponsors retain fiduciary responsibility to those former employees
with uncashed checks.
With administration costs continuing, escheatment not being
an option in many cases and the threat of fines and lawsuits
increasing the longer plan sponsors fail to follow through on their
responsibilities, it becomes clear that automatic rollover IRAs provide
an easy solution to the problem (both fiduciary and administrative) of
uncashed checks from retirement plan distributions.

ABOUT MILLENNIUM TRUST
While automatic enrollment and contribution escalation have
proven to be best practices for helping more Americans save
more for retirement, these plan features had an unexpected
side effect – an increase in the number of small accounts left
behind by former employees. Safe Harbor IRAs have
become a best practice for addressing issues related to small
accounts, and heightened regulatory scrutiny has some plan
sponsors reconsidering whether they should adopt automatic
rollovers for all small plan accounts.
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What We Do
Automatic Rollover IRAs
Workplace Savings IRAs
Direct Rollovers
Uncashed Checks
Search Services

Who We Work With

1,500 TPAs consultants
financial 100,000
advisors
attorneys

plan sponsors
recordkeepers
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