Lindley v. Life Investors Insurance Company of America Doc. 301

INTHE UNITED STATESDISTRICT COURT FOR THE
NORTHERN DISTRICT OF OKLAHOMA

DENNY LINDLEY, )
)
Plaintiff, )
) BASE FILE
V. ) Case No. 08-CV-0379-CVE-PJC
)
LIFE INVESTORSINSURANCE ) Consolidated with
COMPANY OF AMERICA, ) Case No. 09-CV-0429-CVE-PJC
now known as TRANSAMERICA LIFE )
INSURANCE COMPANY, )
)
Defendant. )

OPINION AND ORDER

Now before the Court is Life Investors Insurance Company of America’s Objections to
Magistrate’s November 5, 2009 Discovery Order (Bi67). Defendant asks the Court to set aside
a discovery ruling by Magistrate Judge Paul da@8} ordering defendant to produce evidence of the
payment differential between the higher billed amount of claims and the actual charges paid by
defendant for all insured Oklahoma residents after April 1, 2006.

.

Bankers United Life Assurance Company (BasKénited) issued a cancer-only insurance
policy (the Policy) to Denny Lindley in 1995. Bankeéhsited merged into Life Investors Insurance
Company of America (Life Investors), now knovas Transamerica Life Insurance Company
(Transamerica), Life Investor's successor-in-interest. The Policy is a supplemental, cancer-only
insurance policy and the Policy pays Lindley‘thetual charges” for his cancer treatment. Lindley
was diagnosed with cancer in February 2001, and he began submitting claims under the Policy for
reimbursement of his medical expenses for caineatment. From Febary 2001 to April 1, 2006,

Lindley submitted claims based on the amoustredical provider billed primary healthcare
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insurer, and Life Investors paid the claimsha amount requested by Lindley. In April 2006, Life
Investors instituted a new claims handling procedurd informed plaintiff that it would pay him
only the “actual charges” being paid for theveges. Instead of paying the amount billed to
Lindley’s primary healthcare inser, Life Investors would payindley the amount actually accepted
by his medical providers as full payment for the services rendered.

Lindley filed this lawsuit alleging that Lifeavestors breached the Policy and acted in bad
faith by refusing to pay him the higher amourtastl on his medical billeven if his medical
providers accepted something less than the actual billed amount as full payment. The parties
conducted discovery on plaintiff's claims and nuows discovery disputes have arisen. In his
second set of interrogatories, requests for prisoluicand requests for adssion, Lindley asked Life
Investors to:

Identify the total difference between the following amounts:

(@) the total amount of money You have paid to date in benefits on all Actual
Charge Claims to Oklahoma residents since the 2006 Change; and

(b) the total amount of money you wouldve paid in benefits to Oklahoma
residents to date had You naotplemented the 2006 Change or otherwise
processed, adjusted, calculated or paid Actual Charge Claims.

Dkt. # 145, Ex. 1, at 6. Defendantijected to this interrogatory on the grounds that the information
sought was irrelevant and the discovery reqwastoverly broad and unduly burdensome, Hd.
6, at 3.

Plaintiff filed a motion to compel defendant&spond to this interrogatory and asserted that

this information was relevant taus claim for punitive damageslaintiff claims that he may be

entitled to punitive damages up to the amount ef“tmancial benefiderived” by defendant’s

conduct to plaintiff and others, and it is necegta know the gain defendant derived from its

2



allegedly unlawful conduct to determine the “cap’punitive damages. Dkt. # 145, at 22. He also
claims that the requested discovery is relevarhe issue of defendant’s reprehensibility when
determining if any award of punitive damages is appropriate. Defendant responded that it would
be forced to manually review each claim subrdigence April 1, 2006 to calculate the difference
between the higher billed amount and actual chaayebthis would require several weeks of its
employees’ time. Dkt. # 162, at 4-6. Defendangiued that the evidence had little or no relevance

to any issue in this case, and the burdgoroflucing the evidence would outweigh the usefulness

of complying with plaintiff's discovery request.

The magistrate judge found that the requested information was relevant to plaintiff's demand
for punitive damages, and granted plaintiff’'s moatto compel. Dkt. 247. He noted defendant’s
concern that plaintiff's discovery requestsaaverly broad and unduly ldensome, but found that
this did not prevent discovery of the informatswught by plaintiff. However, the magistrate judge
did not require defendant to pEsd to plaintiff's interrogatory ui two weeks before trial. Idat
2.

On February 22, 2010, the Court entered aniopiand order (Dkt. # 300) granting in part
and denying in part defendant’s motion fonsoary judgment. The Court found that defendant
reasonably relied onKQA. STAT. tit. 36, 8 3651 when reducing payment on plaintiff's insurance
claims for treatment provided after Novemkef006, and entered partial summary judgment for
defendant on plaintiff's breach of contract and baith claims for any reduction of plaintiff's
insurance claims after November 1, 2006. Howgethee Court had previously determined that
plaintiff was entitled to judgment on the pleadiogshis breach of contrackaim for any treatment

provided between April 1 and November 1, 2006. BR40. Plaintiff may also proceed on his bad



faith claim as to any treatment between Aprintd November 1, 2006. This means that plaintiff's
bad faith claim, and any potential award of pumitilamages, must be based on defendant’s conduct
related to these claims, because defendant’s tieduaf plaintiff’'s insurance claims for treatment
after November 1, 2006 was not a breach of contract or an act of bad faith.

.

Defendant has appealed the magistrate judyeisr requiring it to disclose the difference
between the amount actually paid to Oklahoma insureds under the statutory definition of actual
charges and the amount that would have beenifpaédendant continued to pay claims based on
the higher billed amount. Defendant raises four diges to the magistrate judge’s order: (1) the
information plaintiff seeks is not relevant tglslaim for punitive damages; (2) plaintiff's discovery
request does not actually measure the “financial benefit derived” from defendant’s conduct; (3)
requiring the requested discovery would impose an undue burden on defendant; and (4) the
magistrate judge failed to consider the impd@® 3651 when ordering the discovery. Dkt. # 267.
Plaintiff responds that defendant has not shown that the magistrate judge’s order was clearly
erroneous or contrary to law, and the Court should deny defendant’s appeal.

Federal magistrate judges may hear and deteramy pretrial matter that is not dispositive
of the case and must enter a “written orderrsgttdrth the disposition of the matter.” 28 U.S.C.

§ 636(b)(1);_Phillips v. Beierwalted66 F.3d 1217, 1222 (10th Cir. 2006). Fed. R. Civ. P. 72(a)

provides that an order of the magistrate judge retxial matter that is not dispositive shall be set
aside or modified only if the order is found lbe clearly erroneous or contrary to the law.
Defendant’s appeal was filed before Decenthe2009, and it is governed by the version of Rule

72(a) in effect at that timéWhen defendant’s appeal svAled on November 23, 2009, defendant



had ten days to appeal the magistrate judge’s ruling on a non-dispositive matter. Plaintiff initially
objected to the timeliness of defendant’s appeakt. # 281, at 2-3.However, plaintiff has
withdrawn this objection and states that he doedisptite that defendant’s appeal of the magistrate
judge’s November 5, 2009 order is timely. Dkt. # 286, at 2.

In light of this Court’s ruling on defendant’sotion for summary judgment, much of the
discovery compelled by the magistrate judgersleévant and defendasihould not be required to
produce all of the discovery ordered by the magisiuadge. Plaintiff may seek discovery of any
“relevant” information, meaning that the plaintiff's discovery request must be “reasonably calculated
to lead to discovery of admissible evidence.td He. Civ. P. 26(b)(1). Any “payment differential”
between the higher billed amount requested by an insured and the actual charges paid by defendant
for treatment provided after November 1, 2006hds longer relevant, because the Court has
determined that defendant properly reduced mantran claims to the amount actually accepted by
a medical provider in compliance with 8 3651 after November 1, 2006. Thus, there is no reason to
permit discovery concerning payment differential for any treatment after November 1, 2006.

Plaintiff claims the requested discoveryredevant to defendant’s reprehensibility for
determining whether punitive dages should be awarded and the amount of punitive damages.
Plaintiff assumes that he will ntitled to punitive damages forettincreased financial benefit
derived by the defendant.” S@&LA. STAT. tit. 23, § 9.1.C. This requires plaintiff to show that

defendant “has intentionally and with malice brestits duty to deal fdy and act in good faith



with its insured.” This is a very high standaethd, assuming that punitive damages will be
submitted to the jury, it is far more likely theaty award of punitive dargas will be based on the
“reckless disregard” standard and limited by the caps imposed by & 9Plamtiff also assumes
that he can recover punitive damages for deferglantire course of conduct, including for harm
to all Oklahoma residents wighsimilar insurance policy. S&kt. # 281, at 5. Under Philip Morris

USA v. Williams 549 U.S. 346 (2007), the Court must enshae the jury does not consider harm

to third parties when determining the amounpwhitive damages, even though this evidence may

be admissible to show defendant’s reprehensibbi#cause it would violate the Due Process Clause

of the Fourteenth Amendment to impose punitive dggador harm to persons that are not parties

to this case. While evidence of payment differémiay be relevant to defendant’s reprehensibility,

this evidence has little or no relevance to the amoiymiinitive damages. However, the magistrate
judge found that the requested discovery is reietaplaintiff's demand for punitive damages, and

this conclusion was not clearly erroneous or contrary to law.

Defendant argues that the limited relevance of the evidence does not outweigh the burden

that would be imposed by requiring it to complghaplaintiff's discovery request. Defendant has

provided the affidavit of James A. Byrne, the Diceaif Claims Analysis for Transamerica and the

! For the Court to submit punitive damages ®jtiry under 8§ 9.1.C, plaintiff would have to
prove by clear and convincing evidence thdéddant acted with “hatred, spite, or ill-will,
or else the doing of a wrongfatt intentionally without just cause or excuse.” Oklahoma
Uniform Jury Instructions No. 5.6.

Defendant argues that the reqeestiscovery does not meastire financial benefit derived

by defendant, because plaintiff does not acctmrra reduction in premiums to other policy
holders. Dkt. # 267, at 6. As the Court has found it unlikely that plaintiff will be entitled

to punitive damages under § 9.1.C, defendangiaraent that plaintiff's discovery request

does not measure defendant’s financial benefit does not provide a basis to set aside the
magistrate judge’s order.



former Director of Claims Analysis for Lifewestors, and Byrne states that approximately 104
Oklahoma residents with insurance policies simdaplaintiff’s Policy made claims for treatment
after April 1, 2006. Dkt. # 162, Ex. B, at 3. He states that 975 claims have been submitted by these
104 Oklahoma residents and it would take weeksv@w the individual claims to determine the
difference between the amount paid by defendant and the higher billed amount, if any, for each
claim. ld.at 3-4. Byrne’s affidavit does not spediiyw many claims were submitted for treatment
between April 1 and November 1, 2006, but it is o@able to assume that the number of claims is
significantly less than 975. Thus, any undue baiidgosed by plaintiff's discovery request has
been lessened by the Court's summary judgmaing and the corresponding limitation on the
scope of fact discovery. The magistrate jud@@ding concerning the relevance of the requested
discovery is not clearly erroneous or contrariate, and the Court declines to set aside his order
in its entirety. Defendant is required to compliyhwthe magistrate judge’s order to the extent that
it encompasses insurance claims submitted by Oklahoma residents for treatment between April 1
and November 1, 2006.

IT ISTHEREFORE ORDERED that Life Investors Insurance Company of America’s
Objections to Magistrate’s Novembgr2009 Discovery Order (Dkt. # 267 )gisanted in part and
denied in part, and the magistrate judge’s order (Dkt. # 24 haslified. Defendant is required
to comply with the magistrate judge’s order and calculate the payment differential for claims
submitted by Oklahoma residents for treatment between April 1 and November 1, 2006, but
defendant has no obligation to calculate the payment differential for claims for treatment after
November 1, 2006.

DATED this 22nd day of February, 2010. f _ o
(Lo Y Can(

CLAIRE V. EAGAN, CHIEF JUDGE
UNITED STATES DISTRICT COURT




