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HEALTH 
BENEFITS

Insurance Company’s Claim  
Barred by Contractual Limitations Period

T he United States Court of Appeals for the 
Sixth Circuit affirms a decision finding that 
equitable claims regarding nondisclosure 

of a preexisting condition are time barred by a 
contractual limitations period.

The plaintiff insurance company provided 
health benefits under an ERISA benefits plan 
(the plan) to employees of the defendant com-
pany, including two individual defendants and 
their son. The plaintiff and the defendant com-
pany contracted to provide these health bene-
fits. The contract required covered employees  
to complete a medical history questionnaire  
if they wished to be covered under the plan.  
The application submitted by the individual 
defendants stated that neither they nor their 
dependents currently had, or previously had, 
any of the medical conditions listed on the form, 
including hemophilia. The individual defen-
dants also checked a box indicating that neither 
they nor their dependents “had, or [had] been 

treated for, or been told that” they had “any other 
condition/disorder/disease” that was not listed 
explicitly on the form.

The contract between the parties gave the 
plaintiff “the right to void a covered person’s cov-
erage if that person engages in fraudulent con-
duct relating to an application.” The contract also 
included a provision permitting the parties to 
recover for actions brought under the policy. The 
contract stated “no [action at law or in equity] 
shall be brought after the expiration of three (3) 
years after the time written proof of loss is required 
to be furnished. In the case of legal action other 
than those to recover benefits, no such action 
may be brought more than two (2) years from the 
date the cause of action arises.”

In August 2004, the plaintiff conducted an 
audit that revealed the individual defendants’ son 
had hemophilia, a preexisting condition that had 
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who are indisputably still represented by the 
union under an extant CBA. The court also rea-
sons that the defendant’s premise is based on 
unsound assumptions about the preclusive effect 
of arbitration involving retiree benefits.

In support of its position, the court notes the 
proposed consent rule fails to account for the fact 
that an impermissible reduction in retirement 
benefits under the CBA affects current employees 
as well as retirees. The U.S. Supreme Court has 
observed that future retiree benefits are “part and 
parcel” of an active employee’s compensation. 
Thus, the court notes that when the union seeks 
an arbitration order to determine whether the 
defendant has impermissibly reduced retirement 
benefits, it does so—at least in part—on behalf of 
current employees because “in order for a current 
employee to make a prudent decision about 

when to retire, accurate information about his 
entitlement benefits is crucial.” Accordingly, the 
court finds consent of the retirees unnecessary 
and rejects the consent rule proposed by the 
defendant.

In addition, the court dismisses the defendant’s 
argument that the union lacks standing to compel 
arbitration of retirees’ claims because it has not 
demonstrated “injury in fact” and because it can-
not assert the rights of third parties in federal 
court. The court concludes “where, as here, the 
union has associational standing to bring a suit to 
compel arbitration on behalf of its current mem-
bers, we know of no rule depriving it of that stand-
ing solely because it may lack standing to bring 
suit on behalf of non-members.” Thus, the court 
affirms the district court’s judgment granting the 
union’s petition to compel arbitration.

The case is International Brotherhood of 
Electrical Workers, AFL-CIO Local 1245 v. Citizens 
Telecommunications Co. of California, No. 
06-16189 (9th Cir. Dec. 5, 2008). LLR
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not been disclosed on the insurance application. 
The plaintiff admitted that it knew the dependent 
had hemophilia “on or before February 1, 2002” 
because it covered his hemophilia treatment at 
that time, but the plaintiff claims it did not know 
this was a preexisting condition.

The plaintiff filed suit against the defendant 
company, its chief financial officer and the indi-
vidual defendants on April 14, 2005. In its com-
plaint, the plaintiff alleged the defendants 
breached the insurance contract, made negli-
gent representations and engaged in fraudulent 
behavior. The defendants filed a joint motion for 
summary judgment claiming the plaintiff had 
failed to file its suit within the contractual limi-
tations period. The district court granted the 
defendants’ motion for summary judgment and 
the plaintiff filed this appeal.

In considering the plaintiff’s appeal, the Sixth 
Circuit notes that the district court did not 
address subject matter jurisdiction. The court 
finds it necessary to address this issue and is 
ultimately satisfied that it has subject matter 
jurisdiction over the plaintiff’s claim, as it is a 
claim for equitable relief against a fiduciary of 
an ERISA plan and the claim is not “wholly 
insubstantial or frivolous.”

The court then addresses whether the district 
court properly granted the defendants’ motion 
for summary judgment. The court notes ERISA 
does not contain a limitations period for claims 
such as this under ERISA 502(a)(3). The court 
recognizes, however, that parties can contractu-
ally agree on a limitations period and the limita-
tions period will be enforced, provided it is rea-
sonable.

Here, the court notes that the contract 
includes a two-year limitations period for “legal 
actions” and a three-year limitations period for 
other claims. The court recognizes it is question-
able which limitation period applies to the 
plaintiff’s equitable claim, but finds it does not 
have to decide the issue because the plaintiff’s 
claim is barred even if it assumes the three-year 
limitation applies.
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The plaintiff’s main argument is it did not 
discover the alleged fraud until August 2004, 
when it conducted the audit. The plaintiff relies 
on the “discovery rule,” which provides that a 
claim accrues and the statute of limitations 
begins to run when the plaintiff discovers—or in 
the exercise of due diligence should have discov-
ered—the injury that forms the basis for his 
claim. The court notes that in the context of 
fraud, courts have “imposed upon the plaintiff a 
positive duty to use diligence in discovering the 
existence of a cause of action.” Moreover, in 
determining whether a plaintiff was reasonably 
diligent, a plaintiff’s “superior personnel and 
equipment with which to detect foreseeable . . . 
error” is relevant to the inquiry.

The court reviews the facts and finds that at 
least as early as February 2002, the plaintiff should 
have known that the defendants did not disclose 
their dependent’s preexisting condition, as it had 
paid over $8,000 worth of hemophilia treatment 
by February 2002—only a few months after the 
contract’s formation. The court finds that while 
the plaintiff may have obtained actual knowledge 
of the preexisting condition in August 2004, it 
reasonably should have discovered this fact in 
February 2002. The court notes that the plaintiff is 
a “sophisticated insurance company” that had in 
its hands for more than three years information to 
place it on notice of the possibility of fraud. 
Accordingly, the court concludes the plaintiff’s 
claim accrued in February 2002 and, therefore, 
the plaintiff’s claim filed more than three years 
later, in April 2005, is time barred.

In addition to its equitable claim under ERISA, 
the plaintiff filed claims for fraud, negligent mis-
representation, breach of contract  
and unjust enrichment. The court notes there  
is some confusion over whether these claims 
were brought under federal common law or 
Ohio law. Regardless, the court finds that in 
either case the claims would be barred under the 
two-year or three-year contractual limitations 
period. Accordingly, the court affirms the judg-
ment of the district court granting summary judg-
ment to the defendants.

The case is Medical Mutual of Ohio v. k. Amalia 
Enterprises Inc. et al., No. 07-4422 (6th Cir. Dec. 2, 
2008). LLR
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