Gallion v. Médco Health Solutions Inc et al Doc. 25

1
2
3
4
5 UNITED STATES DISTRICT COURT
6 EASTERN DISTRICT OF WASHINGTON
7| KAREN GALLION,
NO: 13-CV-0135TOR
8 Plaintiff,
ORDERGRANTING DEFENDANT
9 V. MEDCO HEALTH SOLUTIONS,
INC.'s MOTION FOR JUDGMENT
1C|{| MEDCO HEALTH SOLUTIONS, ON THE PLEADINGS
INC., et al,
11
Defendan.
12
13 BEFORE THE COURT is Defendant Medco Health Solutions, Inc.’s

14|| Motion for Judgment on the PleadingSCF No0.13). This matter was heard with
15|| oral argumenon April 2, 2014 Bradley E. Smith appeared on behalf of the

16|| Plaintiff. Deidra Nguyerappeared on behalf of Defend&iedco Health

17|| Solutions. The Court has reviewed the briefing and the record and files hemeth
18|| is fully informed.

19| //

20| /1
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BACKGROUND

Plaintiff assertsa variety of state law claims arising from an allegedly
wrongful denial of shosterm and longerm disability benefits by her former
employer, Defendant Medco Health Solutions. Medco now moves to dismiss
Plaintiff’'s claims as barred by a ofyear limitations period in the subject disability
insurance policy. For the reasons discussed below, the Court will grant the mg

FACTS

Plaintiff Karen Gallion (“Plaintiff’) was employed by Defendant Medco
Health Solutions, Inc. (“Medco”) from September 199Baxember 2010 as a
data entry operator. On or about November 11, 2010, Plaintiff was forced to st
working due to symptoms attendant to pinatimatic stress disorder (“PTSD”).
Plaintiff asserts that her PTSD resulted from working under an abusiveisope

Unable to work, Plaintiff submitted a claim for shtetm disability (“STD")
benefits under disability insurance policy sponsored by Medco and provided to

all Medco employees. The administrator of the STD policy, Defendant Disabili

ManagemenAlternatives, LLC, denied the claim on or about December 2, 201Q.

Plaintiff returned to work on December 13, 2010, despite the fadien@®TSD
symptoms had not improved.
Plaintiff's return to work was not successful. On December 17, 2010, as

“direct result of the work environment,” Plaintiff attempted to commit suicide. A
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some point thereafter, Plaintiff submitted a second claim for STD benefits unde
the same policy. This claim was also denied by Defendant Disability Managen
Alternatives. Plaintiff did not thereafter return to work at Medco.

Plaintiff subsequently appealed the denials of her claims pursuant to the

appeal procedures set forth in the Summary Plan Description (“SPD” or “Plan”).

These appeals were ultimately denied on AprjlZPL1, and August 2, 2011.

Plaintiff filed the instant action ithe Spokane Countyuperior Court on
December 24, 2012. She subsequently filed an amended complaint on March
2013, which was served on Medco on March 6, 2013. Medco removed the act
to this Court on April 4, 2013, on diversity jurisdiction and federal question
grounds. Medco now moves to dismiss Plaintiff's claims as-biareed under the
oneyear limitations period in thelan

DISCUSSION

Motions for judgment on the pleadings are governed by Federal Rule of

Civil Procedure 12(c). Rule 12(c) provides that a party may move for judgment

the pleadings “[a]fter the pleadings are closed],] but early enough not to delay
trial.” Fed. R. Civ. P. 12(c). To prevail on such a motionntlo®ing party must
“clearly establish[] on the face of the pleadings that no material issue of fact
remains to be resolved and that it is entitled to judgment as a matter oHa.”

Roach Studios, Inc. v. Richard Feiner and Co., 1886 F.2d 1542, 185(9th Cir.
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1989). This standard is “functionally identical” to the standard applicable to a
Rule 12(b)(6) motion Cafasso, U.S. ex rel. v. Gen. Dynamics C4 Sys,,d8¢.
F.3d 1047, 1055 n.4 (9th Cir. 2011).

To withstand dismissalnder Rule 12(b)(6)a complaint must contain
“enough facts to state a claim to relief that is plausible on its faaell’Atl. Corp.
v. Twombly 550 U.S. 544, 570 (2007). “Naked assertion[s],” “labels and

conclusions,” or “formulaic recitation[s] of the elements of a cause of action wil

not do.” Id. at 555, 557. “A claim has facial plausibility when the plaintiff pleads

factual content that allows the court to draw the reasonable inference that the
defendant is liable for the misconduct allegedshcroft v. Iqgbal5%6 U.S. 662,

678 (2009). While a plaintifieednot establish a probability of success on the
merits, he or she must demonstrate “more than a sheer possibility that a defen
has acted unlawfully.d.

A complaint must also contain a “short and plain statement of the claim
showing that the pleader is entitled to relief.” Fed. R. Civ. P. 8(a)(2). This
standard “does not require detailed factual allegations, but it demands more th
unadorned, the defendamtlawfully-harmedme accusation.’Igbal, 55 U.S. at
678 (quotingTwombly 550 U.S. at 555). In assessing whether Rule 8(a)(2) has
been satisfied, a court must first identify the elements of the plaintiff's claim(s)

then determine whether those elements could be proven on the facts pled. Th
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court should generally draw all reasonable inferences in the plaintiff's &eor,
Sheppard v. David Evans and Assp694 F.3d 1045, 1051 (9th Cir. 2012), but it
need not accept “naked assertions devoid of further factual enhanceigesat,”

556 U.S.at 678 (internal quotations and citation omitted).

In ruling upon a motion to dismiss, a court must accept all factual allegations

in the complaint as true and construe the pleadings in the light most favorable {

the party opposing the motiosprewell v. Golden State Warrio266 F.3d 979,
988 (9th Cir. 2001). The court may disregard allegations that are contradicted
matters properly subject to judicial notice or by exhibdat. The court may also
disregard conclusory allegations and argumentshwhie not supported by

reasonable deductions and inferendes.

The Ninth Circuit has repeatedly instructed district courts to “grant leave {

0]

by

0]

amend even if no request to amend the pleading was made, unless ... the pleading

could not possibly be cured by the allegation of other fattsgez v. Smit203
F.3d 1122, 1130 (9th Cir. 2000). The standard for granting leave to amend is
generous-the court “should freely give leave when justice so requireed. R.

Civ. P. 15(a)(2).In determining whether leave to amend is appropriate, a court

must consider the following five factors: bad faith, undue delay, prejudice to the

opposing party, futility of amendment, and whether the plaintiff has previously
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amended the complaintUnited States v. Corinthian Gefes 655 F.3d 984, 995
(9th Cir. 2011).
A. One-Year Limitations Period

Medco has moved to dismiss Plaintiff's claims as tbaered under the one
year limitations period set forth in the Plan. Hpplicableprovisionstates:

OneYear Limit to File LegalAction

If the Plan Administrator or Claims Administrator denies a claim on

appeal, you have the right to file suit in federal court under ERISA

Section 502(a). However, no legal action for recovery of benefits

allegedly due under the Plan may be commenigeyou or on your

behalf against the Plan, the Claims Administrator or any other Plan

fiduciary, claims administrator or other third party claims

administrator unless it is filed within one year after the date of the

final determination under the Claimgpeal Procedure described

here.

ECF No. 141 at 1617.

The parties dispute whether this limitations period appliesyelaim
arising from a denial of STD benefits, or whether it applies only to claims filed
under ERISA Section 502(a). This distinction is material beqd)$éedco’s
ShortTerm Disability Program, by its own terms, “is not subject to, nor governe
by, the requirements of the Employee Retirement Income Security Act of 1974

(ERISA),” ECF No. 141 at 9; and (2) Plaintiff's claims were not filed under

ERISA Section 502(a)Thus, Plaintiff's claims arenly time-barred if the one
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year limitations period applies to any claim arising from a denial of STD benefit
as opposed to only ERISA claims.

Neither party briefed the isse¢which state’s law governs interpretation of
thePlan At the hearing on the motion, the parties agreed that Washington law
applies. Washirgton follows the “objective manifestation” #ory of contracts.
Hearst Commc’ns, Inc. v. Seattle Times, @64 Wash.2d 493, 503 (2005).

Under this approach, [courts] attempt to determine the parties’ intent

by focusing on the objective manifestations of the agreement, rather

than on the unexpressed subjective intent of the parties. We impute

intention corresponding to the reasonable nmegaof the words used.

Thus, when interpreting contracts, the subjective intent of the parties

is generallyirrelevant if the intent can be determined from the actual

words used. We generally give words in a contract their ordinary,

usual, and popular meaning unless the entirety of the agreement

clearly demonstrates a contrary intent. We do not interpret what was

intended to be written, but what was [actually] written.

Id. at 50304 (citations omitted)In short,if a contract language is clear and
unambiguous, theontract must be enforced written. Allstate Ins. Co. v.
Peasley 131 Wash.2d 420, 424 (1997)

Whether contract language is ambiguous is a question ofGAMMAC v.
Everett Chevrolet, Inc:--- Wash. App---, 317 P.3d 1074, 1078 (2014An
ambiguity is not present simply because two parties to a contract have offered
differing interpretationsld. “If only one reasonablemeaning can be ascribed to

the agreement when viewed in context, that meaning necessarily reflects the

parties’ intent; if two or more meanings are reasonable, a question of fact is
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presented.”ld. (emphasis added) (quotation and citation omittédgourt must

not “read an ambiguity into an agreement where it can reasonably be avdaled.
at 1080. Hencgudgmern as a matter of law is only appropriate if the language il
guestion, “viewed in light of the parties’ other objective manifestations, has onl
one reasonable meaningd. The principlethat anbiguities musbe construed
against the drafteanly appliesvhen it is not otherwisegssible to ascertain the
parties’ intent. See Wash. Prof’l Real Estate LLC v. Yqults3 Wash. App. 800,
818 (2A1) (“[A] reviewing court should not resort to the rule of interpretation tha
construes the agreement againstiresfter unless the intent of the parties cannot
otherwise be determined; the primary goal in interpreting a contract is to ascert
the parties’ intent.”) (quotation and citation omitted).

The first sentence of treneyear limitations provision references a “right to
file suit in federal court under ERISA Section 502(a).” This sentence is clearly
ERISA-sspecific. The second sentence does not specifically mention ERISA; it
states that “no legal actidar recovery of benefitsmay be commenced more than
one year after a claim is denieblledco asserts that the first and second sentencs
exist independently, and urges the Court to interpret the plain language of the

second sentenee‘no legal action*—to mean precisely what it says. Plaintiff, for

her partcontendghat the first sentence limits the scope of the second, such that
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the phrase, “no legal action for recovery of benefits” means, “no legal action for

recovery of benefitander ERISA

Plaintiff’'s reading, while plausible in isolation, is contradicted by the conte

of thePlanas a whole. As noted above, tPlanunequivocally states that the
ShortTerm Disability Program “is not subject to, nor governed by” ERISy,
then,would it incorporatea provisionrequiringany action to recover befits tobe
filed under ERISA within one year? This interpretation simply does not make
sensan view of thePlan’sunequivocal statement that ERISA does not apply to
claims for STD benefitsin the context of the entire Plahgtonly “reasonable
meaning” of this provision is thainylegal action to recove3TD benefits must be
filed within one year.Everett Chevrolet, In¢--- Wash. App---, 317 P.3d at
1078.

The reference to ERISA in thgovisionis admittedly puzzlinglt bears
noting, however, thad separatsection of the SPD addressing the Ldrerm
Disability Programwhich is subject to ERISAcontains a virtually identical one
year limitations provisionSeeECF No. 141 at 2425. Thus, it is possible that the
drafter of thePlansimply “copied and pastedhe limitations language from the
LTD benefits section into the STD section without realizing that the reference t(
ERISA should have been deleted. Regardless of how it occurred, however, thg

that the dafter of thePlanput oneyear limitations provisions ihothsections of
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the documenis an “objective manifestation” afitent to require that claims to
recovereither type obenefitsbe filed within one yearregardless of the type of
claim being asseed. Based upothis objective manifestatioaf intent and the
context of the Plan as a whole, theurt concludes that the oirear limitations
period applies tanyclaim arising from a denial of STD benefits, regardless of
whether the claim is filed under ERISection 502(a)
B. Enforceability of Limitations Period

Plaintiff argues that even if the oiyear limitations period applids her
claims the Court shouldefuse to enforce it on unconscionability and public poligy
grounds. In support of this argument, Plaintiff notes that she did not individually
negotiate the contract, that the Washington Legislature has declared limitation$
periods shorter than three ygdor disability insurancelaims violativeof public
policy, and thatontrollingprecedent forecloses a limitations period less than four
years on Consumer Protection Act claims. ECF No. 1718t 9

“Generally, parties can shorten the applicable statute of limitations by
contract unless a shorter time frame is unreasonable or prohibited by statute of
public policy? McKee v. AT&T Corp.164 Wash.2d 372, 399 (2008¢e also
Wothers v. Farmers Ins. Co. of WastD1 Wash. App. 75, 780 (2000) (A

statute of limitation cannot enlarge the time for the commencement of an actiof

—

174

when the time limitation therefas fixed by contract.”). As a threshold matter, the
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Court finds that the ongear limitations provision is not unreasonablie reaching
this conclusion, the Court notes that the Washington Legislature has endorsed
year limitations periods on actions to recover benefits under an insurance cont
SeeRCW 48.18.200(1)(c) (o insurance contract .shall contain any condition .
.. limiting right of action against the insurer to a period of less than one year frg
the time when the cause of action acdrligs Ashburn v. Safeco Ins. Co. of Am.
42 Wash. App. 692, 694.986)(noting that RCW 48.18.200(1)(c) “impliedly
authorizes” ongyear limitations periods in insurance contracts). Although this
provision of the Insurance Code does not apply to Plaintiff's claims (see below)
the fact that the Legislature has provided for-gear limitations periods in the
insurance context weighs sharply against a finding that the limitation period at
Issue is unreasonable.

The relevant questigithen,is whether the ongear limitations period is
“prohibited by statute or public policyMcKee 164 Wash.2d at 399. With regard
to her claimgo recoverSTD benefits Plaintiff argues that RCW 48.21.010 and
.050, together with RCW 48.20.032 and .1g/&clude a limitations period shorter
than three years. ECF No. 17 at This argument is unpersuasiv€herelevant
portion of thePlan is not dgroup disability insurance” policy within the meaning
of RCW Chapter 48.21 because it is not “provided by a master policy issued to

employer.” RCW 48.21.010(1). Instead, Sisort Term DisabilityPlan “is
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financed entirely by [Medco] . . . and is paid for from its general assets.” ECF |
14-1 at 9. Consequentlthe satutes citedbove do not applySee May v.
Honeywell Int’l Inc, 2007 WL 1461243 at *6 (W.D. Wash. 200@y’d in part on
other grounds331 F. App’x 526 (2009holding that a shi-term disability plan
that is “simply an iFhouse benefit program funded by [a] company itself” is not g
group disability plan within the meaning of RCW 48.21.019r do these
statutes state a sufficiently compelling public policy to override the general rule
thatparties to a contract are free to bind themselves to shorter limitations perio
than might otherwise apphSee McKegl64 Wash.2d at 399yothers v. Farmers
Ins. Co. of Wash101 Wash. App. at 780. Accordingly, Plaintiff's breach of
contract claims (first and second causes of action) must be dismissed with
prejudice. As Plaintiff has naiteda statute or public policy that would prohibit
enforcement of the orgear limitations period as to hesuses of action fdrvad
faith, negligent infliction of emotional distress, and for violations of the
Washington Insurance Fair Conduct Atttird, fourth, fifth and seventh causes of
action), these claims must be dismissed as well.

With respect to her CP&laim, Plaintiff argues that a contractual limitations
period shorter than the foyear statute of limitations set forth in RCW 19.86.120
Is unenforceable as a matter of law pursuant to the Washington Supreme Cour

decision inMcKee The Court is notgrsuaded. ThklcKeecase involved a two
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year limitations period on claims for violations of a consumer telephone servicq
contract. 164 Wash.2d at 399. The court held that this limitations period was

unenforceable as to the plaintiff's CPA claims, explaining that it washash

and onesided when imposed on a consumer in a contract of adhesion for a bagi

consumer servicé Id. This Court does not reddcKeeto categorically preclude
contractual limitations periods shorter than three years from bepiged to CPA
claims Had the Washington Supreme Court intended to announce such a brig
line rule, it easily could have done sbhe better reading dflcKeeis that a court
must consider whether a shorter limitations period would unduly frustrate the
purpose of the CPA on the facts of a particular case.

There are, howeveothercases which support Plaintiff's contention that
CPA claimsshouldnot subject t@ limitations periodn an insurance policySee,
e.g, Simms v. Allstate Ins. C@7 Wash. App. 87877-78 (1980) (plaintiff's
failure to bringCPA claimwithin fire insurance policy’s ongearlimitation period
did not bar claim)Q’Neill v. Farmers hs. Co. of Wash124 Wash. App. 516,
530-31 (2004) ¢neyear limitation period in homeowners policy did not apply to
CPAclaim arising from insurer’s alleged breach of the poliby}; see Wotheys
101 Wash. App. at 780 (dismissing breach of contract and CPA claims filed aft

oneyear limitations period in insurance policyfhesewould appear to support a

ORDERGRANTING MOTION FOR JUDGMENT ON THE PLEADINGS 13
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finding that enforcing a shorter limitations period on CPA claims in the insurang

context is against publolicy.

In any event, Plaintiff's CPA claim, as currently pled, fails to state a claim.

The Court understands Plaintiff to be assertipgraseCPA claim predicated upon
Medco’s alleged breach of the Washington insurance statutes anghfigstlaims
handling regulationsThese statuteand regulationshoweverdo not apply to
Medco becauskledcois not “engaged in thieusines®f making contracts of
insurance.” RCW 48.01.050 (emphasis addee®;also Helper v. CBS, In89
Wash. App. 838, 846 n.2 (1985) (explaining that an emplaiah provides an
“in-house” longterm disability plan for the sole benefit of its employees ismot
the “business” of selling insurance within the meaning of RCW 48.01.050 and
therefore cannot be sued for per se CPA violations predicated on allegéidnsola

of the insurance code).

e

At oral argument, Plaintiff argued that the insurance code and administrative

regulations apply to Medco because it provides “insurance” as that term is defi
in RCW 48.01.040. AssumirgyguendahatMedco providesinsurancg” it is not
subject to the statutes and regulations that could potentially give rise to a per s
CPA claim BothIFCA andits implementing regulations apply exclusively to

persois engaged in thbusines®f insurance.” RCW 48.30.010(WWAC 284
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30-330. Again, there is no dispute that Medco is not in the business of selling
insurance. Accordingly, Plaintiffper seCPA claim is dismissed with prejudice.

Because Plaintiff could potentially amend her complaint to assert-paron
seCPA claim,however the Court will dismiss this claim with leave to amend
within fourteen (14) days of the date of this ordel.opez 203 F.3cat113Q If
Plaintiff elects to amend, she should allege with particularity the conduct that
satisfies each of the five elements of a-pen seCPA claim. See Fed. R. Civ. P.
8(a)(2).

C. Claims Based Upon Denial of LTD Benefits

Medco asserts that the amended complaint fails to state a claim for wron
denial of LTD benefits. The Court agrees. Although Plaintiff claims that she is
“entitled” to LTD benefitsseeECF No. 1 (Am. Compl.) at T 3.1, her amended
complaintdoes nospecificallyallege that she evappliedfor such benefitas the
Plan requiresSeeECF No. 141 at 23 (“You must file a claim form with the
Claims Administrator, within 30 days of satisfying the Elimination Period, in ord
to receive LTD benefits.”). This omission is conspicuous in view of Plaintiff’s
detailed allegations about having applied for STD benefieceECFNo. 1 (Am.
Compl.) at 11 2.3, 2.4. Accordingly, the Court will dismiss any claims arising
from Medco’s alleged failure to pay LTD benefits with leave to amend within

fourteen (14) days of the date of this order.
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D. Other Named Parties

Plaintiff's Complaint names two additional party defendabtsability
Management Alternatives, LLC, third party administrator and whmNyed
subsidiary of Hewitt Associates, LLC and Hartford Lafed Accident Insurance
Company, third party claims administrator for Medchdioag-Term Disability
Program.ECF No. 1, Exhibit 1. On September 6, 20h&, €Court ordered
Plaintiff to immediately file pursuant to Fed. R. Civ. P. 41(a)(1)(Agr voluntary
dismissal of the Defendants who have not been seilz€& No. 9 at 2.Plaintiff
did not move to dismiss anyone. However, no proof of service has been filed \
respect to these named defendants and they have not otherwise appeared in t
case.

Pursuant to Fed. R. Civ. P. 4(m), the Coult dismissDisability
Management Aernatives LLC, andHartford Lifeand Accident Insurance
Company
ITISHEREBY ORDERED:

1. Defendant Medco Health Solutions, Inc.’s Motion for Judgment on the

Pleadings (ECF No. 13) GRANTED. Plaintiff's claims for violations
of the Washington Consumer Protection Act, as well as any claims

arising from a denial of lonterm disability benefits, arel SM | SSED
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with leave to amend withifourteen (14) days of the date of this order.
All other claims areDI SM | SSED with prejudice.

2. DefendantPisability Management AlternativeELC, andHartford Life
and Accident Insurance Company, are dismissed without prejudice an
the Clerk of Court shall terminate them from the caption of this case.

The District Court Executive is hereby directed to enter this Order and

providecopies to counsel

DATED April 2, 2014.

il

- THOMAS O. RICE
United States District Judge
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