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DISABILITY BENEFITS

Disability Plan Administrator Not Required  
to Offset Net Social Security Benefits

T he U.S. Court of Appeals for the First Cir-
cuit affirms a district court ruling that the 
plaintiff long-term disability plan benefi-

ciary was not entitled to request that her benefit 
offset from Social Security be determined on a 
net-of-tax basis.

The plaintiff was a former employee of an aero-
space and defense company. The company spon-
sored a long-term disability plan in which the 
plaintiff participated. The defendants included the 
company and the insurance company that funded 
and administered the plan.

The plan gave the insurer broad authority in 
administering the plan. The plan provided that 
a participant who suffered from a total disability 
would receive monthly benefits that would equal a 
percentage of the participant’s predisability earn-
ings minus all other income benefits. The plan 
further defined other income benefits to include 
benefits under the federal Social Security Act.

The plaintiff became disabled and applied for 
plan benefits in July 2003. The insurer approved 
her application and made monthly payments to 
the plaintiff in the amount of 60% of the plaintiff ’s 
predisability income from December 2003 until 
April 2010. At that time, the insurer began offset-
ting the plaintiff ’s monthly benefit by the amount 
of her gross Social Security benefit.

Although the plan benefits were tax-free, the 
plaintiff was required to pay federal and state in-
come taxes on her Social Security benefit. The plain-
tiff requested that the insurer offset her plan benefits 
by the net, rather than the gross, amount of her So-
cial Security benefits. The insurer denied the claim, 
stating that it was the industry standard to offset the 
gross amount of Social Security benefits and that the 
insurer did not involve itself with taxation.

The plaintiff filed suit in federal district court, 
alleging the insurer had breached its fiduciary 
duty, and requested a declaration that her past 
and future plan benefits be offset against her So-
cial Security benefits minus any income taxes she 

was assessed on such benefits. The district court 
ruled the plaintiff had not met the burden of proof 
that the offset of her plan benefits was a reduc-
tion of her benefits and reasoned that the extent 
of the plaintiff ’s income tax exposure was beyond 
the  control of the insurer. The district court also 
held that the insurer interpretation of the plan was 
reasonable and granted summary judgment to the 
defendants.

The court finds the plan language stating that 
the benefit offset was determined by other benefits 
that were “payable” and “eligible to [be] received” 
by participants illustrated that the amount the in-
surer could permissibly offset was the full amount 
of Social Security benefits “payable” to the plaintiff 
or, in other words, the amount the plaintiff was eli-
gible to receive from the Social Security Adminis-
tration. The court declines to read an implicit net 
offset limitation into the plan where one did not 
exist. The court also opines that the administrative 
consequences flowing from the plaintiff ’s interpre-
tation would require the insurer to take in a stag-
gering amount of personal tax information from 
plan participants and beneficiaries. This burden 
could span over many years as tax obligations can 
change on a yearly basis. The court finds that allow-
ing for such offsets would result in a tremendous 
increase in the administrative burden of the insurer 
and could potentially affect its actuarial account-
ing. The court also finds that the plan did not state 
that other benefits would be subject to tax or that, 
after the offset, the benefit actually payable would 
equal 60% of the participant’s gross monthly pre-
disability earnings. Therefore, the court refuses to 
imply something different into the plan.

Accordingly, the court affirms the decision of 
the district court that the insurer was under no 
obligation to offset the plaintiff ’s plan benefits by 
her net-of-taxes Social Security benefits.    
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