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SUMMARY

The Third Circuit held that a former employee who had cashed out of a defined-contribution 401(k)
plan could qualify as an ERISA participant when alleging that fiduciary misconduct reduced the value
of his benefits. The court concluded that Graden had statutory standing under 29 U.S.C. § 1132(a)(2)
to sue plan fiduciaries on behalf of the plan and vacated the district court’s dismissal for lack of

standing.
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QUESTIONS PRESENTED

1. Whether a former employee who voluntarily cashed out of a defined-contribution ERISA plan may
qualify as a plan participant with statutory standing when he alleges that fiduciary misconduct caused his

benefit payment to be less than the amount due under the plan and ERISA.

2. Whether the plaintiff's claim is for ERISA benefits rather than extracontractual damages merely because

it is brought under 29 U.S.C. § 1132(a)(2) against plan fiduciaries.

3. Whether the alleged amount of the deficient benefit is too speculative or difficult to calculate to support

participant standing.

HOLDINGS

1. A former employee who alleges a colorable claim that fiduciary misconduct caused his benefit payment
to be deficient on the day it was paid qualifies as an ERISA participant and has statutory standing to sue
under 29 U.S.C. § 1132(a)(2).

2. The Court rejected the benefits-versus-damages dichotomy as the governing test for participant standing.
The proper inquiry is whether the plaintiff colorably claims that the benefit payment was deficient under
the plan and ERISA when paid, rather than whether the requested monetary relief could also be

described as damages.

3. A benefit need not be a liquidated amount to be recoverable or to support participant standing. The
alleged loss may be measured by what the affected accounts would have earned through prudent

alternative investments.

KEY QUOTATIONS

“In sum, we hold that, when determining participant standing under ERISA, the relevant inquiry is whether
the plaintiff alleges that his benefit payment was deficient on the day it was paid under the terms of the plan
and the statute.” (4956 F.3d at 303)

“The sensible holding, therefore, is that former employees whose benefits would be made whole by a
restoration of losses to the plan are participants with standing to sue on behalf of the plan—and take part in
any recovery.” (496 F.3d at 303)

FACTUAL BACKGROUND

Howard Graden was a Conexant employee and participant in the Conexant Retirement Savings Plan, a defined-
contribution 401(k) plan. He directed his account into a fund composed entirely of Conexant common stock; the
stock declined from $7.42 per share on March 5, 2004, to $1.70 per share when he voluntarily cashed out on

October 4, 2004. Graden alleged that the decline resulted from a failed merger and that the defendants breached

fiduciary duties by offering the stock fund and making false or misleading merger-related statements.
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Graden alleged that Conexant and plan fiduciaries mismanaged plan assets by continuing to offer Conexant
stock as an investment option and by making misleading merger-related statements. The District Court
concluded that Graden was not an ERISA participant because he had cashed out of the plan and dismissed for
lack of statutory standing without reaching the defendants' alternative failure-to-state-a-claim argument. The

Third Circuit vacated and remanded.

DISPOSITION

reversed_and_remanded

REMAND INSTRUCTIONS

The District Court was instructed to proceed with further proceedings after recognizing Graden's statutory
standing; the Third Circuit did not decide the merits of the alleged fiduciary breaches or the defendants'

alternative failure-to-state-a-claim argument.
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