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Plan Participant Ineligible for Increased  
disability Benefits 

The U.S. Court of Appeals for the Eighth 
Circuit affirms the district court’s decision 
that the defendant plan did not abuse its 

discretion in denying increased disability bene-
fits to the plaintiff plan participant under a pre-
existing condition clause.

The plaintiff was employed by a Minnesota 
manufacturing company and worked at a com-
pany division in South Dakota. The defendant 
was the long-term insured disability benefits 
plan sponsored by the plaintiff ’s employer that 
covered the plaintiff. The defendant’s insurer was 
granted discretion to determine eligibility for 
benefits. The plaintiff was diagnosed with multi-
ple sclerosis (MS) in 2000 but continued to work 
for her employer until 2008.

The plaintiff first purchased disability insur-
ance when she was hired in 1988, but the plan 
changed insurers effective April 1, 2005. The 
plaintiff was insured for core coverage as a con-
dition of her employment. On April 1, 2007, she 
purchased an option for increased “buy-up” cov-
erage. The buy-up option included a preexisting 
condition limitation that precluded buy-up cov-
erage for a particular disability if medical treat-
ment for that condition was rendered within 12 
months prior to the effective date of the buy-up 

coverage. The preexisting limitation dropped off 
if no disability claims were filed for one year after 
the effective date of the buy-up coverage. In the 
plaintiff ’s case, if she was treated for MS between 
April 1, 2006 and April 1, 2007 and then became 
disabled because of her MS prior to April 1, 
2008, the preexisting condition exclusion would 
limit her benefits to the core coverage.

The plaintiff terminated employment on 
March 25, 2008. In response to her claim for 
benefits, the defendant’s insurer told the plain-
tiff that her long-term benefits were approved 
only for core coverage because her disability was 
due to a preexisting condition for which she had 
received treatment within the 12-month period 
prior to the buy-up option effective date.

The plaintiff exhausted her administrative 
remedies under the plan and filed suit in district 
court. The district court found that the defen-
dant’s insurer did not abuse its discretion in de-
nying the plaintiff buy-up benefits because of the 
defendant’s preexisting condition provision and 
the plaintiff ’s violation of those terms.

The court reviews the district court’s decision 
using the same abuse-of-discretion standard of 
review used by the district court. The plaintiff 
advocated for a de novo review based on a South 
Dakota Department of Insurance administrative 
ruling that stated that a discretionary clause was 
not permitted in any individual or group health 
policy, negating the discretionary language in 
the plan. However, the defendant plan argued 
that it was governed by the laws of Minnesota, 
which were not preempted by the Employee Re-
tirement Income Security Act. Moreover, the 
South Dakota law only applied to policies issued 
or renewed after June 30, 2008.

The plaintiff argued Minnesota law provided 
that if a group disability insurer changes, the new 
insurer shall credit the period of time the per-
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The plaintiff was insured for core 
coverage as a condition of her 
employment. On April 1, 2007, she 
purchased an option for increased 
“buy-up” coverage. The buy-up 
option included a preexisting 
condition limitation . . .
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son was covered by the prior plan for purposes 
of satisfying a preexisting condition. The court 
finds the Minnesota statute does not apply be-
cause the disability insurer did not change. In-
stead, the plaintiff purchased the enhanced buy-
up benefits from the same insurer. 

Having dispensed with state statutory issues, 
the court determines whether the defendant’s 
interpretation of the insurance policy was rea-
sonable. The plaintiff claimed that although her 

disability arose out of a preexisting condition, 
she was effectively grandfathered for coverage 
under the prior policy. However, the court finds 
that the buy-up option did not replace the prior 
policy. In addition, the buy-up option contained 
a window of preexisting condition limitations 
under which the plaintiff ’s medical treatment 
and disability claim fell. 

Accordingly, the court affirms the district 
court’s decision.   

Brake v. The Hutchinson Technology Incorporated 
Group Disability Income Insurance Plan, No. 13-3421 
(8th Cir. December 29, 2014).
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Income Security Act (ERISA) specifically defines 
plans that result in a deferral of income as pen-
sion plans and plans that offer medical benefits as 
welfare plans. Therefore, retiree health care ben-
efits were not a form of deferred compensation. 
The Court also opines that the Sixth Circuit mis-
applied the illusory promises doctrine, which in-
structs courts to avoid constructions of contracts 
that would render promises illusory because such 
promises cannot serve as consideration for a con-
tract. The Sixth Circuit construed provisions that 
admittedly benefited some class of retirees as il-
lusory merely because they did not equally benefit 
all retirees. The Supreme Court asserts that inter-
pretation is a contradiction in terms—A partially 
illusory promise is not illusory. 

The Court also finds that the Sixth Circuit 
failed to consider the traditional principle that 
courts should not construe ambiguities to create 
lifetime promises. Since vesting of welfare plan 
benefits is not required by law, an employer’s 
commitment to vest such benefits must be clearly 
found in the plan documents and stated in clear 
and express language. Finally, the Court deter-
mines that the Sixth Circuit failed to consider the 
traditional principle that contractual obligations 
will cease, in the ordinary course, upon termina-
tion of a bargaining agreement. 

The Court rejects the Yard-Man inferences as 
it applies in this case, vacates the judgment of the 
Sixth Circuit and remands to the Sixth Circuit 
with instructions to apply ordinary principles of 
contract law.   

M&G Polymers USA, LLC et al. v. Tackett et al., No. 
13-1010 (January 26, 2015).
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