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RETIREMENT BENEFITS

Litigation May Proceed for  
Underpaid Pension Benefits

T he U.S. District Court for the Southern Dis-
trict of New York refuses to dismiss the 
plaintiff employees’ lawsuit against the de-

fendant national consumer goods company for 
failure to pay promised pension benefits, failure to 
provide requested plan documents and breach of 
fiduciary duty under the Employee Retirement In-
come Security Act of 1974 (ERISA).

The defendants included a U.S.−based interna-
tional consumer products company, the pension 
plan sponsored by the company and members of 
the company Employee Relations Committee. The 
plaintiffs were former employees who participated 
in the company plan.

The plan was a defined benefit pension plan. 
Until July 1, 1989, a participant’s benefit was de-
termined using a final average pay formula, which 
generally meant that the level of benefits was based 
on the participant’s length of service and average 
salary during his or her final years of service. Ef-
fective July 1, 1989, the plan became a cash balance 
plan, which used a career average pay formula. 
Specifically, the revised plan formula defined a par-
ticipant’s benefits in terms of a personal retirement 
account (PRA) balance, which reflected accumulat-
ed, monthly pay-based credits and interest. Upon 
retirement, the PRA balance is converted into an 
annuity or, if preferred, paid as a lump sum.

Because the benefits provided under the new 
formula would, in some circumstances, be less 
valuable than benefits provided under the old 
formula, the company offered enhanced benefits 
for participants with pre-July 1989 benefits. Those 
participants were to receive the larger of the an-
nuity calculated under the pre-July 1989 average 
pay formula or the new PRA formula. Participants 
also could continue to make employee contribu-
tions under the pre-July 1989 formula and then 
receive the larger of the two benefits calculated as 
described above.

Both plaintiffs had accrued pre-July 1989 ben-
efits and opted to make additional employee con-

tributions. When they retired, they each elected to 
receive their benefits in the form of a lump-sum 
distribution.

In 2005, the company acknowledged that the 
lump-sum payments to participants with pre-
July 1989 benefits were less than the amounts to 
which they were statutorily entitled. To correct 
the problem, the company adopted the residual 
annuity amendment (RAA) retroactively to July 
1989, which granted an additional annuity ben-
efit to any participant with pre-July 1989 benefits 
who elected a lump sum and whose benefit under 
the old formula was greater than his or her benefit 
under the PRA formula. The company never pro-
vided plan participants with an updated summary 
plan description or summary of material modifi-
cations disclosing the RAA.

In May 2010, the company settled three law-
suits that alleged the company had miscalculated 
the pension benefits of several thousand partici-
pants. The parties agreed to carve out any RAA 
claims from the settlement agreement, which pro-
hibited the plan or the company from asserting in 
any future legal proceeding that RAA claims were 
released under the settlement agreement.

In August 2014, one of the plaintiffs received a 
small residual annuity and a lump-sum payment 
representing missed payments from the date his 
original lump-sum benefit was paid. The other 
plaintiff received no residual annuity. After the 
defendants denied their claims to determine how 
their benefits were calculated, the plaintiffs filed 
suit in June 2016.

The court finds that the plaintiffs’ claims for 
benefits under the RAA were not barred by the 
settlement agreement, which unambiguously ex-
cluded claims for RAA benefits. In addition, the 
court determines that the plaintiffs’ claims were 
timely under the analogous six-year statute of 
limitations in New York because the plaintiffs 
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did not thoroughly probe the gaps and internal 
inconsistencies in that report. Cumulatively, the 
court finds that the defendant (1) failed to con-
sider the earlier 2013 report, (2) failed to probe 
the valuation specialist’s reliance on management 
representations and projections, (3) failed to in-
vestigate the appropriateness of the valuation 
specialist artificially increasing the value of the 
company and (4) failed to investigate the valua-

tion specialist’s practice of rounding up the esti-
mated valuation.

For the foregoing reasons, the court finds that 
the defendant engaged in a prohibited transaction 
by failing to ensure that the ESOP paid no more 
than fair market value for the company stock 
and, as a result, damaged the ESOP by agreeing 
to overpay more than $29.8 million for the stock. 
Accordingly, the court orders the defendant to re-
pay the ESOP for the overpayment.  

Brundle v. Wilmington Trust, N.A., No. 1:15-cv-1494 
(LMB/IDD) (E.D.Va. March 13, 2017).

were unaware of the RAA until 2011. The plain-
tiffs alleged that the defendants breached their 
ERISA fiduciary duties by concealing the exis-
tence of the RAA from participants and willfully 
misreading and misrepresenting the RAA in the 
course of determining the plaintiffs’ benefits un-
der the RAA. The court finds that failure to dis-
close the RAA may be a breach of fiduciary duty. 
The court states that “although ‘the act of amend-
ing a pension plan does not trigger ERISA’s fidu-

ciary provisions,’ the subsequent decision to con-
ceal and delay implementation of the RAA is a 
matter of plan administration, to which ERISA’s 
fiduciary duties apply.”

The court also determines that the plaintiffs 
adequately pleaded claims for denial of the right 
to requested documents and for contempt of court 
for noncompliance with the court order approving 
the settlement agreement in the previous lawsuits. 

Accordingly, the court denies the defendants’ 
motion to dismiss for all counts.   

Caufield et al. v. Colgate-Palmolive Co. et al., No. 
1:16-cv-04170-LGS (S.D.N.Y. February 24, 2017).
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