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Certiorari Denied in Case of Delayed Distribution of Benefits

Though limited to the D.C. Circuit, Stephens v. US Airways now stands as a warning that
delayed payouts of ERISA benefits may draw claims for interest—unless those delays are tied
to administrative processes.

Plan sponsors and plan administrators are encouraged to review their processes for calculating and distributing
terminating participants’ benefits from ERISA plans following the U.S. Supreme Court’s denial of the Pension
Benefit Guaranty Corporation’s certiorari petition in Stephens v. US Airways Group, Inc., 644 F.3d 437 (D. D.C.,
July 15, 2011); cert. denied, 2012 U.S. LEXIS 2627 (April 2, 2012).

Background

The US Airways Pension Plan (the Plan), offered to US Airways pilots, allows terminating participants to elect to
receive their distributions in the form of an annuity or in a single lump-sum payment. Monthly annuity payments
commence on the first day of the month beginning after a pilot’s date of retirement; lump-sum distributions are not
paid until 45 days after the first day of the month beginning after a pilot’s retirement date.

The pilots bringing the complaint had retired and elected lump-sum distributions. Each received his or her
distribution 45 days after the first of the month following his or her retirement, but US Airways did not pay interest
during the 45-day delay. The pilots sued, arguing that US Airways’ refusal to pay interest during the 45-day period
violated the actuarial equivalence requirement of ERISA § 204(c)(3) because the delay caused the lump-sum
distribution payments to be worth less than the annuities the pilots would have received under the Plan.

The Majority Opinions

In a split decision, the majority of a three-judge panel of the U.S. Court of Appeals for the District of Columbia
found that the Plan’s distribution policy delaying payments for lump-sum distributions did not violate ERISA. The
court held that US Airways accurately calculated the pilots’ lump-sum distributions to be the actuarial equivalent
as of the annuity start date, thus avoiding a violation of ERISA § 204. Relying on Internal Revenue Service
regulations permitting only “reasonable” delays in payment, however, the majority held that US Airways
unreasonably delayed distributing lump-sum payments to the pilots, and the pilots were entitled to interest.

The majority opinion concluded that plan administrators can demonstrate reasonableness where the delay is
related to the administrative process for calculating benefits. Here, however, the court found that the 45-day delay
by US Airways was unrelated to the administrative calculation process, which US Airways admitted only took 21
to 30 business days to complete. Because US Airways could not tie the entire 45-day period to administrative
tasks, the court found that US Airways unreasonably delayed payment of benefits, and the pilots were entitled to
interest for the 45-day period.

Judge Brett Kavanaugh, concurring in the judgment only, opined that the 45-day delay by US Airways violated the
actuarial equivalency requirements of ERISA. It was Judge Kavanaugh’s opinion that, because the lump-sum
distribution check was not distributed on the same day that annuity payments were scheduled to start, the lump-
sum distribution was worth less than annuity payments. He believed the pilots were entitled to the difference
between the value of the lump sums at the time paid and the value of those lump sums 45 days earlier on the
annuity start date.
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The Dissenting Opinion

In her dissenting opinion, Judge Karen Henderson argued that interest was not warranted and that the 45-day
delay was reasonable because the Plan required benefits be calculated based on the pilots’ “Final Average
Earnings.” Judge Henderson pointed out that because pilots are paid hourly and pay can fluctuate dramatically
based on hours logged, pay differentials, and other adjustments, the three- to four-week period for calculating
lump-sum distributions could not begin until the retiring pilot received his or her final check on the 18th of the
month following retirement. Factoring in the delay for calculating Final Average Earnings and adding the three- to
four-week period to calculate the lump-sum distribution, Judge Henderson found ample support for the 40- to 45-
day administrative period US Airways took to calculate and distribute lump-sum benefit payments.

The dissent also disagreed with the majority about the amount awarded as interest. Because the court agreed
that US Airways acted reasonably in processing distributions up to the 30-day mark (there was no dispute that it
took 21 to 30 days to calculate the lump-sum benefit), the dissent opined that plaintiffs should be entitled to no
more than 15 days’ interest.

Practical Considerations

Although the Stephens decision is currently limited to the D.C. Circuit, its implications are far reaching should
other circuits subscribe to the majority or concurring opinions. While this does not mean that plan administrators
should rush benefit calculations, plan administrators are now on notice that any delay in distributing benefits
beyond the time objectively required for necessary administrative functions and tasks could subject plan sponsors
or administrators to claims for interest on distributions.
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About Morgan, Lewis & Bockius LLp

With 22 offices in the United States, Europe, and Asia, Morgan Lewis provides comprehensive transactional,
litigation, labor and employment, regulatory, and intellectual property legal services to clients of all sizes—from
global Fortune 100 companies to just-conceived start-ups—across all major industries. Our international team of
attorneys, patent agents, employee benefits advisors, regulatory scientists, and other specialists—nearly 3,000
professionals total—serves clients from locations in Beijing, Boston, Brussels, Chicago, Dallas, Frankfurt,
Harrisburg, Houston, Irvine, London, Los Angeles, Miami, New York, Palo Alto, Paris, Philadelphia, Pittsburgh,
Princeton, San Francisco, Tokyo, Washington, D.C., and Wilmington. For more information about Morgan Lewis
or its practices, please visit us online at www.morganlewis.com.

IRS Circular 230 Disclosure

To ensure compliance with requirements imposed by the IRS, we inform you that any U.S. federal tax advice
contained in this communication (including any attachments) is not intended or written to be used, and cannot be
used, for the purpose of (i) avoiding penalties under the Internal Revenue Code or (ii) promoting, marketing, or
recommending to another party any transaction or matter addressed herein. For information about why we are
required to include this legend, please see http://www.morganlewis.com/circular230.

This LawFlash is provided as a general informational service to clients and friends of Morgan, Lewis & Bockius LLP. It should not be construed
as, and does not constitute, legal advice on any specific matter, nor does this message create an attorney-client relationship. These materials
may be considered Attorney Advertising in some states. Please note that the prior results discussed in the material do not guarantee similar
outcomes. Links provided from outside sources are subject to expiration or change. © 2012 Morgan, Lewis & Bockius LLP. All Rights
Reserved.
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