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Disability Insurer’s Recoupment of Overpaid 
Benefits Limited to Traceable Funds

T he U.S. District Court for the Eastern Dis-
trict of Virginia holds the defendant in-
surance company could recover overpaid 

disability benefits paid to the plaintiff employee 
but does not allow the defendant to recoup most 
of the amount because of the Employee Retire-
ment Income Security Act’s (ERISA’s) tracing re-
quirements.

The plaintiff was the former president and 
chief executive officer of a travel documents ex-
pediting company. He was a participant in the 
company’s long-term disability plan adminis-
tered by the defendant insurer. The plaintiff re-
signed on September 1, 2010 because of severe 
back problems. The defendant granted the plain-
tiff ’s claim for disability benefits as of December 
1, 2010. The plaintiff then became the nonexecu-
tive chairman of the company, functioning as 
advisor and mentor to his successor. As chair-
man, the plaintiff was entitled to compensation 
of $50,000 per year, plus a profit-sharing bo-
nus to be determined by the board of directors 
based on the company’s performance. In 2012, 
the plaintiff received a bonus of $280,000. The 
plaintiff also received a salary from an unrelated 
company for consulting work. 

The plan provided that disability benefits 
would cease if a participant’s disability earnings 
exceeded 80% of his indexed total monthly earn-
ings. The plan defined disability earnings as the 
employment income received while disabled but 
excluded income not derived from performed 
work. The plan defined total monthly earnings as 
earnings reported by the company but excluded 
commissions, bonuses, overtime pay and any 
extra compensation. When the defendant dis-
covered the amount of the plaintiff ’s combined 
income for 2012, it retroactively terminated his 
disability benefit to January 1, 2012. After ex-
hausting the claims-and-appeal procedure un-
der the plan, the plaintiff filed suit, alleging the 
defendant’s termination of his disability benefits 

violated ERISA Section 502(a)(1)(B). The defen-
dant filed a counterclaim for restitution under 
ERISA Section 502(a)(3) to recover the amount 
it overpaid to the plaintiff after his eligibility ter-
minated. 

The plaintiff contended the plan language un-
ambiguously excluded the profit-sharing bonus 
because: (1) the plaintiff was not actually per-
forming work for the company in 2012 because 
of his disability, (2) the bonus was not derived 
from work performed because it was tied to the 
company’s performance, (3) the common defini-
tions of earnings and bonuses are distinct, with the 
former defined as wages, but the latter defined as 
something in addition to what is strictly due, and 
(4) the inclusion of the bonus in disability earn-
ings renders the policy inconsistent because bo-
nuses are expressly excluded when determining 
total monthly earnings. The defendant countered 
that the plaintiff received the bonus as payment 
for work he performed for the company and rec-
ognition of his advisory service to the company. 
The defendant posits that “disability earnings” 
included all income derived from the plaintiff ’s 
work during his disability.

The court finds none of these arguments suf-
ficiently persuasive to overturn the defendant’s 
reasonable interpretation of the plan under an 
abuse-of-discretion review. However, the court 
finds the defendant is not entitled to restitution of 
the payments it made to the plaintiff after Janu-
ary 1, 2012. The plan did not permit rescission to 
cover overpayments and was therefore not an ap-
propriate equitable basis for the defendant’s resti-
tution counterclaim. The court deems the defen-
dant is only entitled to the balance remaining in 
the plaintiff ’s account as of December 2013. The 
court determines that any funds deposited after 
that time did not come from the defendant and 
therefore are not subject to an equitable lien. 
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The court finds that although the side letter 
did not unambiguously create vested medical 
benefits, it did require the union and the de-
fendants to come to an agreement before the 
plaintiffs’ benefits could be terminated or al-
tered. However, the court finds that, because 
subsequent CBAs did not include the contin-
uation-of-coverage provisions, it could not 
determine whether the defendants remained 

bound by the side letter or whether the union 
had agreed to release the defendants from 
their obligation to provide retiree medical 
coverage. Accordingly, the court denies both 
parties’ cross-motions for summary judgment 
due to the existence of a genuine issue of mate-
rial fact as to whether the parties agreed that 
the defendants had satisfied their obligation 
under the side letter and thereby permits the 
case to proceed to trial. 

Zanghi et al. v. FreightCar America, Inc. et al., No. 
3:13-146 (W.D.Pa. March 30, 2015).
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In its counterclaim against the plaintiff, the 
defendant argued it was entitled to restitution 
through an equitable lien on the present value 
of the plaintiff ’s investment account for funds 
deposited from January 2012 through August 
2013. The court states the defendant correctly 
asserted that the mere fact that the plaintiff 
spent the majority of funds does not auto-
matically bar equitable restitution. The court 
explains that the defendant could recover if it 
could trace the spent funds to an identifiable 
product in the plaintiffs’ possession. However, 
where the property subject to the lien is mingled 

with other property in one indistinguishable 
mass, the lien cannot be enforced. Although 
the plaintiff had deposited the disability checks 
into the investment account, he had withdrawn 
most of the money for remodeling his house. 
Since the plaintiff spent the money for renova-
tion services rather than to acquire property, 
the court surmised the defendant failed to meet 
its burden of tracing the spent overpayments 
to a product still in the plaintiff ’s possession. 
Accordingly, the court grants the defendant’s 
judgment in part, limited to the approximate 
$9,900 remaining in the plaintiff ’s investment 
account.  

Fine v. Sun Life Assurance Company of Canada, No. 
1:14cv551 (E.D.Va. April 6, 2015).
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