
 Summit Group Retirement Planners, Inc. – Retirement In America 
  

 

Summit Group Retirement Planners, Inc. 

Retirement in America Article #13: Retirement Plan Forfeitures 

There are many types of employer sponsored retirement plans.  These retirement 

programs are integral in providing hard working Americans with an opportunity to save money 

while they are working for their future retirement years.   

With that being said, Employer sponsored retirement plans (401(k)/403(b) for example) 

can contain retirement plan forfeitures.  Retirement plan forfeitures are nonvested employer 

contributions of terminated participants.  There are several ways that retirement plan forfeitures 

can be utilized, and as a plan sponsor serving in a fiduciary capacity it is important to understand 

these parameters.   

Uses of Retirement Plan Forfeitures  

 According to the Vanguard commentary piece, “Avoiding pitfalls in retirement plan 

forfeitures”, the guidance provided by the Internal Revenue Code (IRC) and relevant Internal 

Revenue Service (IRS) suggests that plan forfeitures may be used in four ways.  They are: 

- Reducing future employer contributions; 

- Paying reasonable retirement plan expenses; 

- Allocating among participants as additional contributions; and 

- Restoring previously forfeited participant accounts 

When plan sponsors use forfeitures to reduce future employer contributions (commonly 

used), forfeitures can satisfy some or all of the employer contribution funding instead of using 

new employer monies to fund the retirement plan.  There are expenses that are incurred for 

operating the retirement plan and the forfeitures can be used to satisfy paying those expenses.  If 

the plan document allows for it, plan sponsors may allocate forfeitures as an additional employer 

contribution.  Finally, for certain rehired participants who repay plan distributions, they may buy 

back previously forfeited balances , in which case the plan sponsor may reinstate previously 

forfeited amounts using available forfeitures.     

Key Takeaways 

 Retirement plan forfeitures can be utilized in a variety of ways.  It is important to have a 

sound fiduciary process in place for utilizing the retirement plan forfeitures.  The plan sponsor 

serving as the primary fiduciary should act in the best interests of the retirement plan participants 

and their beneficiaries when implementing a strategy for forfeitures as they should for all of their 

responsibilities.   
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Further Reading 

For further information, please contact a Summit Group Retirement Planners, Inc. 

Representative: 267-433-1050 or dfiorenza@sgretirementplanners.com.  Summit Group 

Retirement Planners, Inc. specializes on collaborating with employers on the design, installation, 

and ongoing servicing needs of their retirement programs.   

Securities offered through LPL Financial. Member FINRA/SIPC.  Investment advice 

offered through Summit Group Retirement Planners, Inc., a Registered Investment Advisor.  

Summit Group Retirement Planners and The Summit Group Associates are separate entities from 

LPL Financial.  The opinions voiced in this material are for general information only and are not 

intended to provide specific advice or recommendations for any individual.  

This information is not intended as authoritative guidance or tax or legal advice. Each 

plan has unique requirements, and you should consult your attorney or tax advisor for guidance 

on your specific situation. In no way does advisor assure that, by using the information provided, 

plan sponsor will be in compliance with ERISA regulations. 

 

Author: 

Derek Fiorenza – COO/CCO Summit Group Retirement Planners, Inc. 

References 

https://www.dol.gov/sites/default/files/ebsa/about-ebsa/our-activities/resource-
center/publications/401kPlansSmallBusiness.pdf  

“Avoiding Pitfalls in Retirement Plan Forfeitures” – Vanguard Commentary July 2014 

  

mailto:dfiorenza@sgretirementplanners.com
https://www.dol.gov/sites/default/files/ebsa/about-ebsa/our-activities/resource-center/publications/401kPlansSmallBusiness.pdf
https://www.dol.gov/sites/default/files/ebsa/about-ebsa/our-activities/resource-center/publications/401kPlansSmallBusiness.pdf

