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CLAIMS PROCEDURES

De Novo Review Granted Where Insurer  
Had No Discretionary Authority

T he U.S. District Court for the Northern 
District of California finds that the defen-
dant insurer’s documents inadequately pro-

vided that it had discretionary authority to deter-
mine benefits and that state law prohibiting 
insurance companies from having discretionary 
authority was not preempted by the Employee Re-
tirement Income Security Act of 1974 (ERISA). 

The plaintiff was employed by a health plan 
insurance organization and was a participant in 
the organization’s group welfare benefit plan. The 
defendants included the plan and the insurance 
company that administered and insured the long-
term disability benefits under the plan. The plain-
tiff filed a claim for long-term disability benefits 
but was denied by the defendants.

After exhausting her administrative remedies 
under the plan, the plaintiff filed suit and requested 
that the court review the case on a de novo basis. 
The court explains that principles of trust law re-
quire courts to review a denial of plan benefits under 
a de novo standard unless the plan unambiguously 
grants discretion to the administrator to determine 
benefit eligibility or interpret the terms of the plan.

The insurer established the plan under a group 
contract, which consisted of the certificate of 
coverage listed in the schedule of plans that was 
attached to the contract. Appended to the con-
tract was a summary plan description (SPD) that 
specifically stated it was not a part of the group 
insurance certificate. The SPD also provided that 
it described the health and welfare benefits pro-
vided to employees but that if there was a conflict 
between the SPD and the related benefit program 
materials or the plan, those items would take pre-
cedence over the SPD. 

The plaintiff asserted that only the SPD con-
tained a grant-of-discretion clause to the insurer 
and that under decisions rendered by the U.S. Su-
preme Court and the U.S. Court of Appeals for the 
Ninth Circuit, an SPD is not a “plan document.” 
In addition, the plaintiff noted that any grant of 

discretion would be voided by operation of Cali-
fornia Insurance Code Section 10110.6 (CIC 
10110.6). 

The court finds that neither the contract nor 
the certificate of insurance contained unambigu-
ous language granting discretion to the insurer to 
determine benefits or interpret the plan. There-
fore, the court finds that the de novo standard of 
review is appropriate. 

The court notes that CIC 10110.6 prohibits an 
insurance policy, contract, certificate or agree-
ment from containing a provision that grants dis-
cretionary authority to the insurer. The defendants 
asserted that CIC 10110.6 did not void the grant of 
authority in the plan document and was inappli-
cable because the plan was not an insurance con-
tract or an insurer. The defendants further argued 
that CIC 10110.6 was preempted by ERISA. 

The court notes that nearly every federal district 
court that examined CIC 10110.6 in the ERISA 
context concluded that CIC 10110.6 was applicable 
to ERISA plans. The court explains that while state 
law regulating insurance generally is not displaced 
by ERISA, where that law stands as an obstacle to 
the accomplishment of the full purposes and objec-
tives of Congress, federal preemption occurs. The 
ERISA “savings clause” protects state laws regulat-
ing insurance from ERISA preemption if the state 
law is specifically directed toward entities engaged 
in insurance and the state law substantially affects 
the risk pooling arrangement between the insurer 
and the insured. Since the savings clause applies in 
this case, the court determines that CIC 10110.6 
was not preempted by ERISA. 

Therefore, since the defendants could not 
demonstrate that the plan granted discretionary 
authority to the insurer or that CIC 10110.6 was 
preempted by ERISA, the court grants the plain-
tiff ’s motion for a de novo review of the case.   

Murphy v. California Physicians Service et al., No. 
14-cv-02581-PJH (N.D.Cal. October 3, 2016).


