not violale ERisA, The court also tound that Xerox's disclosure of the method had been inade-
quate in documents issued in 1993, but that the Employees were not entitled to any remedy for
that deficient disclosure because they had neither relied on that disclosure nor been prejudiced by
it. The Employees timely filed this appeal.

Xerox's method of accounting for prior distributions in calculating the Employees’ final
retirement benefits violates the substantive requirements of ERISA, The Income Guarantee
Plan phantom offset violates ERISA by overestimating the value of distributions made upon a
previous separation from employment, and the corresponding reduction in benefits at retire-
ment. ERISA requires actuarial equivalence between the actual distribution and the accrued
benefit it replaces.

As a hybrid defined benefit plan with some features of a defined contribution plan, the
Income Guarantee Plan (both before and after amendment, and including the Cash Balance
Retirement Account component) must satisfy the actuarial rules ERISA applies to defined bene-
fit plans. It is well settled that ERISA allows so-called “floor-offset” plans, in which the participant
takes the greater of a defined benefit or a defined contribution benefit amount. However, the de-
fined benefit and defined contribution portions of a combined floor-offset plan must satisfy the
ERISA requirements applicable to the respective types of plans.

The trouble arises in integrating the distributions with Xerox’s obligations under the de-
tined benefit portion of its pension plans. The Income Guarantee Plan guaranteed the Employees
a minimum total retirement benefit, and provided benefits to the extent the Profit Sharing Plan
failed to satisfy that minimum. The Income Guarantee Plan’s promise of a defined benefit
amount triggered ERISA’s defined benefit plan rules, which require that any lump-sum substitute
for an accrued pension benefit be the actuarial equivalent of that benefit. Some reduction of fu-
ture pension benefits to account for the prior distributions is appropriate, but only to the extent
that the future benefit is “attributable to the distribution”

The applicable regulations permit a plan to subtract from a final defined benefit only the
“accrued benefit attributable to the [prior] distribution.” Xerox’s “phantom account” offset exag-
gerates the amount of “accrued benefit” under the Income Guarantee Plan attributable to the
Employees’ Profit Sharing Plan distributions, in violation of those regulations, by deducting from
the Employees’ benefits the distribution’s hypothetical value at final retirement, rather than the
benefit attributable to the distribution itself. The Employees—-and all other plan participants
subject to similar benefit adjustments—are entitled to a calculation of benefits that subtracts
from their final Income Guarantee Plan benefit only the benefit actually attributable to the Profit
Sharing Plan distributions.

Because Xerox improperly overstated the benefit attributable to the Profit Sharing Plan dis-
tributions the Employees received in 1983, we reverse the judgment of the district court.

Reversed and Remanded.

Case Commentary

The Ninth Circuit held that Xerox violated ERISA because its reduction in pension benefits to the
plaintiffs was greater than the accrued pension benefit from the earlier distributions.

Case Questions
1. Do you agree with the decision of the court?
2. Was there any justification for Xerox’s scheme?
3. Is there an ethical resolution to this matter?
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