IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

PAUL F. MCELROY : CVIL ACTI ON

SM THKLI NE BEECHAM HEALTH & :
WELFARE BENEFI TS TRUST PLAN FOR US :
EMPLOYEES, SM THKLI NE BEECHAM :
CORPORATI ON and UNUMPROVI DENT ;
CORPCORATI ON : NO. 01-5734

MEMORANDUM AND ORDER

HUTTON, J. July 31, 2002

Presently before the Court are Defendants Sm thKline Beecham
Corporation and SmithKline Beecham Health & Wlfare Benefits
Trust Plan for US Enployees’ Mdtion for Sumrmary Judgnent (Docket
No. 3), Defendant UnunProvident Corporation’s Mtion for Summary
Judgnment (Docket No. 12), Plaintiff Paul F. MEroy's Cross-
Motion for  Summary  Judgnent and Response to SmthKline
Def endant s’ Motion for Summary Judgnent (Docket No. 13),
Def endant  UnunProvi dent Corporation’s Menmorandum of Law in
Opposition to Plaintiff’s Cross-Mtion for Summary Judgnent and
in Further Support of its Mdtion for Summary Judgnent (Docket No.
16), SmithKline Defendants’ Menorandum of Law in Opposition to

Plaintiff’s Cross-Mtion for Summary Judgnment and in Further



Support of its Mtion for Summary Judgnment (Docket No. 17),
SmthKline Defendants’ Exhibits in Further Support of their
Motion for Sunmary Judgnent (Docket No. 18), Plaintiff’s Reply to
Def endants’ Mdtion in Qpposition to Plaintiff’s Cross-Mtion for
Summary Judgnent (Docket No. 19, 20), SmthKline Defendants’
Suppl enental Menorandum in Support of its Mtion for Summary
Judgnent (Docket Nos. 21, 23) and Defendant UnunProvident®s
Suppl enental Menorandum in Support of its Mtion for Summary
Judgnent (Docket No. 22). For the reasons discussed below,
Defendants Mdtions for Sunmary Judgnent are GRANTED and
Plaintiff’s Cross-Mtion for Sunmary Judgnment is DEN ED.

. BACKGROUND

On Novenber, 13, 2001, Plaintiff Paul F. MEroy filed a
four-count Conplaint pursuant to the Enployee Retirenent I|ncone
Security Act (“ERISA"), 29 US.C § 1132(a)(1)(B), & 1132(a)(3)
agai nst Defendants SmthKline Beecham Corporation, SmthKline
Beecham Health & Wl fare Benefits Trust Plan for US Enpl oyees

(“SmthKline”) and UnunProvident Corporation® (collectively,

! The Court questions the appropriateness of UnunProvident as a defendant in
the instant action. Under ERISA, suits to recover benefits nay be filed only
against the Plan as an entity. See 29 U.S.C. 8§ 1132(a)(1)(B); 1132(d). Suits
for breach of fiduciary duty may be filed only against the fiduciary. See id.
8§ 1109(a); 1105(a). A fiduciary is soneone who exercises any discretionary
authority, discretionary control or discretionary responsibility over the
managenment, assets or administration of such plan. See 29 U S.C. §

1002(21) (A). Under the uncontested facts of record, SmithKline is the
fiduciary since it alone funded and administered the Plan. Therefore,
SmithKline is the proper defendant.
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“Defendants”). Specifically, Plaintiff contests the cal cul ation
of the anmobunt of long-termdisability benefits owed to him under
Sm t hKl i ne Beecham s Long-Term Disability Plan (“the Plan”). The
factual allegations on which the Plaintiff bases his claimare as
foll ows.

From Novenber of 1965 wuntil My of 1996, Plaintiff was
enployed with Conrail as a conputer system analysis. See Pl.’s
Conpl. at 1 21. After nore than thirty years, Plaintiff left
Conrail and began to work for SmthKline Beecham in their
Clinical Laboratories on Septenber 9, 1996. As part of the
benefits package provided by SntihKline, Plaintiff was entitled
to basic long-termdisability benefits. |In addition to the basic
benefits, Plaintiff purchased increased l|ong-term disability
benefits. The SmthKline long-term disability policy provided
t hat certain other disability paynents received by the
beneficiary may offset the SmthKline disability paynent. See
Defs.” Mot. Summ J., Ex. B (SmthKline's Long-Term Disability
Pl an) . Specifically, the offset provision permtted SmthKline
to “reduced dollar for dollar” paynents a beneficiary received
from

- Primary Social Security benefits (your benefit
?nlgzgker’s Conpensation or GCccupational D sease Law
(i ncluding any lunp sum paynents);

- State disability benefits or simlar government
benefits; or
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- Benefits received fromthe SmthKline Beecham Pensi on
Pl an.

Defs.” Mot. Summ J., Ex. B.

According to Plaintiff, he becanme disabled on February 27,
1997 due to a heart condition. See Pl.’s Cross-Mt. Summ J. at
4; Defs.” Mot. Summ J., Ex. C. In July of 1997, Plaintiff filed
his claim for long-term disability benefits but SmthKline,
citing a preexisting condition, denied Plaintiff’s claim See
Defs.” Mt. Summ J., Ex. C, D Plaintiff then appeal ed
SmthKline’s denial of his long-term disability benefits and

brought suit against SmthKline on July 30, 1999. See MElroy v.

SmithKli ne Beecham Corp., Gv. A No. 99-3842 (E.D. Pa. 1999).

The parties settled the case in July of 2000 and Plaintiff was
reinstated to the SmthKline Plan, becomng eligible for benefits
effective July 13, 2000. Defs.” Mt. Summ J., Ex. F.

Prior to filing his first Ilawsuit against SmthKline,
Plaintiff began receiving $2,023.15 in benefits on January 13,
1998 fromthe Railroad Retirement Board as a result of his prior
enpl oynent with Conrail. See Pl.’s Conpl. at § 34; Defs.’ Mot.
Summ J., Ex. E On Septenber 26, 2000, SmthKline inforned
Plaintiff that it would apply an offset to reduce Plaintiff’s
disability paynents by the anmpbunt of disability annuity paynents
Plaintiff was receiving under the Railroad Retirement Act. See

Defs.” Mot. Summ J., Ex. G Plaintiff then appealed the Plan
-4-



Adm nistrator’s determ nation on Cctober 5 and COctober 10, 2000.
See id., Ex. H On Novenber 10, 2000, the Plan Adni nistrator
denied Plaintiff’s appeal finding that the disability annuity
Plaintiff receives pursuant to the Railroad Retirenent Act was a
“simlar government benefit” under the Plan and therefore had to
be deducted from Plaintiff’s SmthKline benefit paynent. See
id., Ex. J. Plaintiff then comenced the instant lawsuit in
Novenber of 2001 contesting the Plan Adm nistrator’s application
of the offset provision to the Railroad Retirenent Act benefits.
SmthKline then filed the instant Mdtion for Sunmary Judgnent on
March 12, 2002, to which Plaintiff responded with his own Cross-
Motion for Summary Judgnent.

1. LEGAL STANDARD

A.  Summary Judgnent

Summary  j udgnent is appropriate "if the pl eadings,
depositions, answers to interrogatories, and adm ssions on file,
together with the affidavits, if any, show that there is no

genuine issue as to any material fact and that the noving party

is entitled to a judgnent as a matter of law." Fed. R Cv. P.
56(c). The party noving for summary judgnent has the initial
burden of showing the basis for its notion. Celotex Corp. v.

Catrett, 477 U S. 317, 323, 106 S.Ct. 2548, 91 L.Ed.2d 265

(1986). Once the novant adequately supports its notion pursuant
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to Rule 56(c), the burden shifts to the nonnoving party to go
beyond the nere pleadings and present evi dence through
affidavits, depositions, or adm ssions on file to show that there
is a genuine issue for trial. See id. at 324. A genuine issue
is one in which the evidence is such that a reasonable jury could

return a verdict for the nonnoving party. Anderson v. Liberty

Lobby, Inc., 477 U.S. 242, 248, 106 S. C. 2505, 91 L.Ed.2d 202

(1986).
When deciding a notion for summary judgnent, a court mnust
draw all reasonable inferences in the |ight nost favorable to the

nonnmovant . Big Apple BMN Inc. v. BMNWof N. Am, Inc., 974 F.2d

1358, 1363 (3d Gr. 1992), cert. denied, 507 U S 912, 113 S. Ct.

1262, 122 L.Ed.2d 659 (1993). Mreover, a court may not consider
the credibility or weight of the evidence in deciding a notion
for summary judgnent, even if the quantity of the noving party's
evi dence far outweighs that of its opponent. 1d. Nonetheless, a
party opposing sumrary judgnent nust do nore than just rest upon
mere allegations, general denials or vague statenents. Sal dana

v. Kmart Corp., 260 F.3d 228, 232 (3d Gir. 2001).

1. DISCUSSI ON

In its Motion for Summary Judgnment, SmthKline argues that
the decision of the Plan Adm nistrator to offset Plaintiff’s

long-termdisability benefits pursuant to section 502(a)(1)(B) of
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ERI SA was not arbitrary or capricious. See Defs.’” Mt. Summ J.
at 7. According to SmthKline, “the Plan Admnistrator’s
deci sion nust be accorded great deference and this Court cannot
upset his judgnent.” |d. Plaintiff counters that a hei ghtened
standard of review applies since SmthKline both funds and
admnisters the Plan. See Pl.’s Resp. to Defs.” Mdt. Sunm J. at
14. Furthernore, Plaintiff alleges that the Plan Adm nistrator’s
application of the offset provision is “unreasonabl e and an abuse
of discretion” as well as “contrary to the law of this Grcuit.”
Id. at 8, 15. Both parties agree that there is no material fact
at issue in this case. See id. at 8. Accordingly, the Court
hereafter considers each claim

A. ERI SA St andard of Revi ew

First, the Court nust determne what standard should be
applied in reviewing SmithKline's decision to reduce Plaintiff’s
long-term disability benefits. In determning the appropriate
standard of review under ERISA, the United States Suprene Court

in Firestone Tire & Rubber Co. v. Bruch, 489 U S. 101, 109, 109

S .. 948, 103 L.Ed.2d 80 (1989) rejected the universa
application of the arbitrary and capricious standard when
reviewing an ERISA admnistrator’s decision regarding benefits
eligibility. Rat her, applying principles of trust Ilaw, the

Firestone Court held that "a denial of benefits chall enged under
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§ 1132(a)(1)(B) is to be reviewed under a de novo standard unl ess
the benefit plan gives the admnistrator or fiduciary
di scretionary authority to determne eligibility for benefits or
to construe the terns of the plan.” 1d. (enphasis added).

The Firestone holding was subsequently interpreted by the

Third Circuit in Luby v. Teansters Health, Wlfare & Pension

Trust Funds, 944 F.2d 1176 (3d G r. 1991). Under Luby, where an

admnistrator is granted discretionary authority to grant or deny
benefits, the adm nistrator’s factual determ nations as well as
interpretations of the plan are reviewed under the arbitrary and
capricious standard. See id. at 1183-84. The Third Crcuit has

al so held that, where a conflict of interest exists, a heightened

standard of review should apply. See Pinto v. Reliance Standard

Life Ins. Co., 214 F.3d 377, 378 (3d Gr. 1998). The Pinto Court

addressed the conflict of interest that arises when an insurer
both deci des clainms and pays benefits fromits own assets because
“the fund from which the nonies are paid is the sane fund from
which the insurance conpany reaps its profits . . .7 Id.
Therefore, in cases where “the sane entity both funds and
adm nisters an ERI SA plan,” a “heightened standard of scrutiny”

applies. Ovosh v. Program of Goup Ins. for Salaried Enployees

of Vol kswagen of Am, 222 F.3d 123, 129 n.7 (3d G r. 2000).

1. De Novo Revi ew




First, Plaintiff asserts that de novo review is appropriate
here because, in his view, the Plan Adm nistrator neglected his
duty to interpret the Plan altogether. See Pl.’s Cross-Mt.
Summ  J. at  13. “Under ERI SA, the standard of review over a
trustee’s decision to deny benefits or the interpretation of the

plan is de novo as a general rule; only when the plan gives the

trustee discretion to deny benefits or construe the terns of the

plan should a court enploy the arbitrary and capricious

standard.” In re Unisys Savings Plan Litig., 173 F.3d 145, 154

(3d Cr. 1999) (enphasis in original). In the instant case,
SmthKline Beechanmis long-term disability Plan relegates to
SmthKline “the absolute right to interpret the provisions of the
Plan and all welfare benefit plans, to nmake determ nations
of fact and eligibility for benefits, and to decide any dispute
that may arise regarding the rights of enployees, and their
dependants or beneficiaries, under these plans.” Defs.’” Mot.
Summ J. at 9, Ex. K Thus, the plain |anguage of the Plan
clearly designates discretionary authority to SmthKline.
Accordingly, SmthKline argues that an arbitrary and capricious
standard should apply. See Defs.” Mdt. Summ J. at 9.
Plaintiff, however, contends that de novo review is the
appropriate standard because, according to Plaintiff, the Plan

Adm ni strat or “made no independent effort, undertook no
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del i beration, conducted no independent analysis to construe the
Plan’s terns.” See Pl.’s Cross-Mot. Summ J. at 13. I n cases
where the entity vested with discretion commts nonfeasance by
failing to deliberate, discuss or interpret the plan, deferential

review i s inappropriate. Mbench v. Robertson, 62 F.3d 553, 567

(3d Gr. 1995), cert. denied, 516 U S 1115, 116 S.C. 917, 133

L. Ed. 2d 847 (1996). In Mench, the Third Crcuit found that de
novo review was appropriate “because the record [was] devoid of
any evidence that the Committee construed the plan at all.” 1d.
at 567. The Court explained that “t]he deferential standard of
review of a plan interpretation ‘is appropriate only when the
trust instrunment allows the trustee to interpret the instrunent
and when the trustee has in fact interpreted the instrunent.’”

Id. (quoting Trustees of Cent. States, Southeast & Southwest

Areas Health & Wlfare Fund v. State Farm Miut. Auto. Ins., 17

F.3d 1081, 1083 (7th Cr. 1994)) (citations omtted).

The Court declines to apply a de novo standard of review in
the instant case. Contrary to Plaintiff’s contention that the
Plan Adm nistrator “conpletely ignored the anbiguities in the
Plan | anguage,” the Court finds that the Plan Adm nistrator
personally wundertook the inquiry as to whether to offset
Plaintiff’s benefits based on the “simlar governnment benefit”

| anguage of the Plan. The evidence of record shows that the Pl an
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Admi ni ster |ooked to outside sources to aid him in his
interpretation and anal yzed and di sti ngui shed case | aw presented
by Plaintiff. See Defs.” Mot. Summ J., Ex. J. Since there is
no support for Plaintiff’s contention that the Plan Adm nistrator
acted “without knowedge of or inquiry into the relevant
circunstances and nerely as a result of his arbitrary decision or
whim” Plaintiff’s request to apply de novo review is denied.

2. Hei ght ened Arbitrary and Caprici ous Standard

Next, Plaintiff asserts that, even if this Court declines to
apply de novo review to the Plan Admnistrator’s decision, a
hei ghtened arbitrary and caprici ous standard shoul d apply because
SmithKline both funds and adm nisters the Pl an. See Pl.’s Resp.
to Defs.” Mot. Summ J. at 14. SmithKline, however, retorts that
there is no conflict of interest warranting departure from

Firestone’s arbitrary and capricious standard because, “a finding

of a conflict only arises where, unlike here, an insurance
conpany both funds and adm ni sters an enpl oyee benefits plan, and
does not arise when an enployer takes on those dual roles.”
Defs.” Mem of Law in Qop’'n to Pl.’s Cross-Mot. Summ J. at 17
(enphasis in original).

As noted above, the Third Grcuit has held that, where a
conflict of interest exists, a heightened standard of review

should apply. See Pinto v. Reliance Standard Life Ins. Co., 214
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F.3d 377, 378 (3d Cr. 1998). The Pinto Court addressed the
conflict of interest that arises when an insurer both decides
clainms and pays benefits fromits own assets because “the fund
from which the nonies are paid is the same fund from which the
i nsurance conpany reaps its profits . . ..” Id. It is
uncontested, as SmthKline indicates, that the Third Grcuit’s
ruling in Pinto dealt exclusively with the situation where an
i nsurance conpany both admnisters and funds the plan. See
Pinto, 214 F.3d at 378. However, other district courts in this
Crcuit have recognized that the heightened arbitrary and
capricious standard is not regulated solely to cases involving an

i nsurance conpany, but my apply to enployer funded and

adm ni stered plans as well. See e.qg., Frieberg v. First Union

Bank of Del., No. Gv. A 99-571-JJF, 2001 W 826549, at *3 (D

Del . July 18, 2001); see also Rendulic v. Kaiser Alum num & Chem

Co., 166 F.Supp.2d 326, 336 (WD. Pa. 2001) (finding Frieberg
“persuasive relative to the appropriate standard of review, and
agree that Pinto’s heightened standard is not limted solely to
pl ans that are funded and adm ni stered by insurance conpanies”).
In Frieberg, the district court applied the Pinto hei ghtened
standard of review to a case in which an enpl oyer both funded and
adm ni stered the plan and the benefits paid were taken directly

out of the enployer’s operating funds. See Frieberg, 2001 W
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826549, at *4. In support of its decision to apply Pinto to an
enpl oyer adm nistered and funded plan, the court cited recent
| anguage fromthe Third Crcuit that indicated Pinto s hei ghtened
standard of review applies nore broadly to “entities” that both
fund and adm nister plans, rather than to insurance conpanies

al one. See Ovosh v. Program of Goup Ins. for Salaried

Enpl oyees of Vol kswagen of Am, 222 F.3d 123, 129 n.7 (3d Cir.

2000) (explaining that in cases where “the sane entity both funds

and administers an ERISA plan,” a “heightened standard of

scrutiny” applies) (enphasis added); see also Rendulic, 166

F. Supp.2d at 336; Frieberg, 2001 W 826549, at *3. Mor eover ,
Pinto recognized that “variations” of a plans “adm nistration,
interpretation, and funding . . .” “mght affect a district
court’s assessnment of the incentives of an adm nistrator/insurer
and therefore affect the nature of its review” Pinto, 214 F.3d

at 383 & n.7; see also Frieberqg, 2001 W 826549, at *3.

Here, SmthKline concedes that “that it alone funds and
adm nisters the [long-term disability] Plan, the source of the
sought after benefits.” Defs.’” Supp. Mem in Supp. of Mt. for
Summ J. at 2. Moreover, SmthKline pays disability benefits

“wWith corporate assets.”? Defs.” Ex. in Further Supp. of Mot.

2 Among its exhibits in support of its Mtion for Summary Judgnent,

SmithKline includes a case fromthe Wstern District of Pennsylvania that
concl uded a hei ghtened arbitrary and capricious standard did not apply to
Smi t hKl i ne because, even though SmthKline “sponsors and adm nisters the Pl an,
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Summ J., Ex. T. Therefore, given that the long-termdisability
Plan is both funded and adm nistered by SmthKline, and that the
benefits paid to the plan beneficiaries are derived not from a
separate fund but fromthe general corporate assets, the concerns
that pronmpted the Third Circuit to inplement a heightened
standard of reviewin Pinto are present here. Under the facts as
presented, SmthKline has “a financial incentive to deny
borderline clainms” because it will “incur[] a direct expense by
payi ng benefits.” Frieberg, 2001 W 826549, at *4. \Wile this
Court finds Frieberg's reasoning persuasive, the heightened
arbitrary and capricious standard of review has relatively little
i npact upon the Court’s review of the case at bar.

a. Sliding Scale

The sliding scal e approach developed in Pinto requires the
Court to determne the extent to which an alleged conflict
inpacted the admnistrator’s decision based upon “procedural
abnormalities” including “(1) the insurer’s reversal of its
original determnation wthout the examnation of additional

evidence; (2) a self-serving selectivity in the use of evidence;

benefits are paid fromthe Smithkline Enpl oyee Benefits Trust, not fromits
own funds.” Cefalo v. SnithKline Corp., Cv. A No. 00-172, at 5 n.3 (WD
Pa. Cct. 20, 2000) (enphasis added). |In the instant case, SmthKline has not
presented to this Court that the benefits are derived froma trust. If the
benefits were paid froma separate trust account, this Court could easily
conclude that the highly deferential arbitrary and capricious standard
applies. See Abnathya v. Hoffmann-lLaRoche, Inc., 2 F.3d 40, 45 n.5 (3d Gr.
1993).
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and (3) a bias in decision-naking to the benefit of the insurer.”

Russell v. Paul Revere Life Ins. Co., 148 F. Supp.2d 392, 405 (D

Del . 2001) (citing Pinto, 214 F.3d at 393-94). Thus, the
hei ghtened arbitrary and capricious review requires the court to
engage in a two-part analysis which exam nes not only the nerits
of the Plan Adm nistrator’s decision, but also the process by
which the Adnm nistrator arrived at the decision. Pinto, 214 F.3d

at 393; see also Frieberg, 2001 W. 826549, at * 5.

In the instant case, the record is devoid of any evidence of
the “Pinto-type ‘procedural anomalies’ which would necessitate a
particularly *heightened standard of review”’ Russel |, 148
F. Supp. 2d at 406. 1In a letter dated Septenber 26, 2000, the Plan
Adm nistrator provided Plaintiff with the calculations for his
long-term disability benefits from SmthKline. See Defs.’” Mot.
Summ J., E. G This letter indicated that the nonthly
SmthKline disability paynent would be offset by Plaintiff’s
nmont hly Railroad benefit. See id. In letters dated Cctober 5,
2000 and COctober 10, 2000, Plaintiff appealed the Plan
Adm nistrator’s cal cul ati on. See id., Exs. H 1I. The Pl an
Adm ni strator responded on Novenber 10, 2000 and inforned
Plaintiff that his “long term disability (“LTD') benefit was

calculated in accordance with the terns of SmthKl ine Beecham s

Long Term Disability Plan” and that “[u]lnder the terns of the
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Plan, any LTD paynent is to be reduced by any paynents received
from‘state disability or simlar governnment benefits.’”” 1d., Ex.
J. The Plan Administrator went on to explain to Plaintiff that,
in accordance with the findings of the Railroad Retirenent Board
Bureau of Law, the Administrator construed “siml|ar governnent
benefits” to include Plaintiff's Railroad benefit. 1d.
Moreover, the Adm nistrator used additional evidence in making
his determnation and also distinguished the case |law cited by
Plaintiff in support of his argunment. 1d.

Thus, based on the above review of the procedure followed in
the instant case, the Court finds that there is no inconsistent
treatnent of the sanme facts by the Plan Admnistrator wth
regards to the offset of benefits. Nor is there is there any
evidence that the Plan Adm nistrator was self-serving in his
reliance on certain evidence. The record shows that he
interpreted the plain |language of the Plan and sought outside
evidence to aid himin his interpretation. He considered the
case law provided by Plaintiff and distinguished it from the
facts of Plaintiff’'s claim Moreover, there is no indication
that the Plan procedures were not followed in Plaintiff’'s
challenge to the offset of benefits. Therefore, even under the
hei ght ened arbitrary and capricious standard of review, the scale

would not slide far away from the deferential standard.
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Accordingly, the Court wll review the Plan Admnistrator’s
decision to offset the disability paynent with the Railroad
benefit under the arbitrary and capricious standard of review,
granting the appropriate deference to the Admnnistrator, but with
the slight nodification that the deference paid “is not

absolute.” See Russell, 148 F. Supp.2d at 406.

B. The Merits of Plaintiff's daim

Once the Court has determ ned the appropriate standard of
review under ERISA, then the Court may review the nerits of
Plaintiff’s claim The crux of Plaintiff’s conplaint is that
SmthKline’s Plan Admnistrator wongfully applied the Plan's
offset provision to benefits Plaintiff received under the
Railroad Retirement Act. The offset provision at issue in this
case reads as foll ows:

The benefits you receive from the LTD Plan wll be
reduced dollar for dollar by any other paynents you are
eligible to receive from
- Primary Social Security benefits (your benefit only);
- Wrker's Conpensation or GCccupational Disease Law
(i ncluding any lunp sum paynents);
- State disability benefits or simlar governnent
benefits; or
- Benefits received fromthe SmthKline Beecham Pensi on
Pl an.
Benefits from individual disability policies are not
consi dered for LTD purposes.

Defs.” Mt. Summ J., Ex. B. In the instant case, Plaintiff
began receiving $2,023.15 in disability benefits on January 13,

1998 fromthe Railroad Retirenment Board as a result of his prior
-17-



enpl oyment with Conrail. See Defs.” Mdt. Summ J., Ex. E. \Wen
Plaintiff was reinstated to the SmthKline Plan on July 13, 2000,
the Plan Adm nistrator, who was vested with the authority to
interpret the Plan, determined that Plaintiff’s Railroad benefits
constituted “simlar government benefits” under the SmthKline
Plan’s offset provision and deducted that anount, “dollar for
dollar,” fromPlaintiff’s SmthKline benefits. See id., Exs. G
J. Plaintiff contests the Plan Adm nistrator’s determ nation and
asserts that the Admnistrator’s conclusion that Railroad
benefits offset SmthKline benefits is “so unreasonable as to
require reversal under any standard of review”™ Pl.’s Cross-Mt.
Summ J. at 15.

At the outset, the Court notes the offset provision included
in the SmthKline Plan does not violate ERI SA and is enforceable

by federal |[|aw. See Alessi Vv. Raybestos-Mnhattan, Inc., 451

U S 504, 521, 101 S.C. 1895, 1095, 68 L.Ed.2d 402 (1981). The
Al essi  decision recognized the legitimte purpose of setoff
provisions to enable an enployer to reduce its cost for the
pension plan by conbining pension funds wth other available
incone sources to mamintain the established benefit |evel of
retired or disabled enployees. 451 U.S. at 525. Mor eover ,
courts have repeatedly upheld the practice of deducting Social

Security benefits from disability paynents against a variety of
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chal l enges. See, e.qg., Lanb v. Connecticut CGen. Life Ins. Co.

643 F.2d 108 (3d Gr. 1981), cert. denied, 454 U S. 836, 102

S .. 139, 70 L.Ed.2d 116 (1981); see also Godwin v. Sun Life

Assurance Co., 980 F.2d 323, 327 (5th Cr. 1992) ("[A]s a general

rule, Social Security old age incone may be offset against
monthly disability paynents."). Furthernore, the Railroad
Retirement Act replaces the Social Security Act for enploynment in

the railroad industry. See Hisquierdo v. Hisquierdo, 439 US

572, 590, 99 S.Ct. 802, 59 L.Ed.2d 1 (1979).

Wth regards to the offset provision at issue in the instant
case, the Court finds, and neither party disputes, that since
“simlar governnent benefits” is reasonably susceptible to nore
than one interpretation, the phrase at issue is anbiguous. See

Taylor v. Continental G oup Change in Control Severance Pay Pl an,

933 F.2d 1227, 1232 (3d Gr. 1991). Thus, the Court’s inquiry
turns to whether the Plan Adm nistrator’s interpretation of the
phrase “sim|ar government benefits” was reasonable. Under the
arbitrary and capricious standard, “the district court may
overturn a decision of the Plan adm nistrator only if it is
‘W t hout reason, unsupported by the evidence or erroneous as a

matter of law '” Abnathya v. Hoffrmann-LaRoche, Inc., 2 F.3d 40,

45 (3d Gir. 1993).
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As noted above, the SmithKline policy includes an offset
provision by allowing a deduction for Primary Social Security
benefits, Wirker’s Conpensation and “State disability benefits or
simlar governnent benefits.” See Defs.” Mt. Summ J., Ex. B
The Plan Administrator interpreted “State disability benefits or
simlar governnent benefits” to require that the SmthKline
di sability paynents be offset by the full amount of the Railroad
Retirenent benefits. The evidence of record shows that in making
this determnation, the Plan Admnistrator interpreted the
rel evant Plan ternms. Mreover, the Plan Adm nistrator conducted
a factual inquiry into the nature of the disability paynment
Plaintiff received fromthe Railroad. See id., Ex. N

In a letter dated August 22, 2000, the CGeneral Attorney for
the Railroad Retirenment Board informed the Plan Adm nistrator
that “Disability benefits paid by the Railroad Retirenent Board
are paid under the provisions of th Railroad Retirenent Act. In
general, the Railroad Retirenment Act replaces the Social Security
Act for enploynent in the railroad industry . . ..” Id., Ex. N
The Ceneral Attorney concluded that “the entire disability
benefit paid under the Railroad Retirenment Act is a governnent
disability benefit . . ..” Id. Moreover, Plaintiff’s Railroad
Retirement Award Notice, dated Decenber 12, 1997, classified

Plaintiff's Railroad paynents as a “disability annuity,” and not
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as a pension. See id., Ex. Q Based on this factual inquiry
into the nature of the disability benefit under the Railroad
Retirement Act and his own interpretation of the Plan |anguage,
SmthKline’s Plan Adm nistrator concluded that the offset
provision for “state disability or simlar governnent benefits”
included Plaintiff’'s Railroad disability benefit. See id. at 10.
Therefore, based upon the undisputed evidence of record, the
Court cannot say that SmthKline's Plan Admnistrator acted
capriciously in deciding that the phrase “simlar governnent
benefits” includes benefits paid under the Railroad Retirenent
Act .

In Sum the Court finds that SmthKline' s decision was not

unr easonabl e, and that no unfairness or procedural abnormalities

marred SmthKline' s decision-nmaking abilities. Therefore, the
Court affirnms the Plan Admi nistrator’s decision. Accordi ngly,
Def endant s’ Motions for Summary Judgnent is granted and

Plaintiff’s Cross-Mtion for Sunmary Judgnent is denied.

An appropriate Order follows.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

PAUL F. MCELROY : CVIL ACTI ON

SM THKLI NE BEECHAM HEALTH & :
WELFARE BENEFI TS TRUST PLAN FOR US :
EMPLOYEES, SM THKLI NE BEECHAM :
CORPORATI ON and UNUM PROVI DENT :
CORPCORATI ON : NO. 01-5734

ORDER

AND NOW this 31t day of July, 2002, upon consideration
of Defendants SmthKline Beecham Corporation and SmthKline
Beecham Health & Wl fare Benefits Trust Plan for US Enpl oyees’
Motion for Summary  Judgnent (Docket No. 3), Def endant
UnunProvi dent Corporation’s Mtion for Sunmary Judgnment (Docket
No. 12), Plaintiff Paul F. MElroy’s Cross-Mtion for Sunmary
Judgnent and Response to SmithKline Defendants’ Mtion for
Summary Judgnent  (Docket  No. 13), Def endant  UnunPr ovi dent
Corporation’s Menorandum of Law in Opposition to Plaintiff’'s
Cross-Mdtion for Sunmary Judgnent and in Further Support of its
Motion for Summary Judgnment (Docket  No. 16), Sm t hKl i ne
Def endant s’ Menorandum of Law in Qpposition to Plaintiff’s Cross-
Motion for Summary Judgnent and in Further Support of its Mdtion

for Summary Judgrment (Docket No. 17), SnmithKline Defendants’



Exhibits in Further Support of their Mtion for Summary Judgnent
(Docket No. 18), Plaintiff's Reply to Defendants’ Mtion in
Qpposition to Plaintiff’s Cross-Mtion for Summary Judgnent
(Docket No. 19, 20), SmthKline Defendants’ Suppl enent al
Menorandum in Support of its Mtion for Summary Judgnent (Docket
Nos. 21, 23) and Def endant UnunProvident's  Suppl enent al
Menorandum in Support of its Mtion for Summary Judgnent (Docket
No. 22), IT IS HEREBY ORDERED t hat

(1) Defendants SmithKline Beecham Corporation, SmthKline
Beecham Health & Welfare Benefits Trust Plan for US Enpl oyees’
Motion for Sunmary Judgnent is GRANTED

(2) Def endant  UnunProvi dent Corporation’s WMtion for
Summary Judgnent i s GRANTED,

(3) Plaintiff Paul F. MElroy’'s Cross-Mtion for Summary
Judgnent i s DEN ED

| T I'S FURTHER ORDERED that Judgnent is entered in favor of
Def endants SmthKline Beecham Corporation, SmthKline Beecham
Health & Wlfare Benefits Trust Plan for US Enployees and

UnunPr ovi dent Corporation against Plaintiff Paul F. MElroy.

BY THE COURT:

HERBERT J. HUTTON, J.



