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PREEMPTION

Court Enforces California Law Banning 
Discretionary Clauses in Insurance Contracts

T he U.S. District Court for the Northern 
District of California grants the plaintiff 
employee’s motion for partial summary 

judgment to review her long-term disability case 
on a de novo basis due to an insufficient grant of 
discretionary authority in a summary plan de-
scription and a California prohibition on discre-
tionary clauses in insurance contracts.

The plaintiff was employed by a pharmaceu-
tical company that sponsored a long-term dis-
ability plan for its employees. The defendant was 
the insurance company that insured and admin-
istered the plan. The plaintiff filed suit seeking to 
recover plan benefits denied by the defendant. 
The plaintiff requested a ruling, not on her en-
titlement to benefits, but on the determination 
of the standard of review the court should ap-
ply when reviewing the defendant’s denial of the 
plaintiff ’s claims.

The defendant insured the plan pursuant to 
the terms and conditions of a group contract. The 
defendant also issued a group disability insurance 
certificate and provided a summary plan descrip-
tion (SPD) describing the terms and conditions 
of the plan. The SPD stated that the claim admin-
istrator is the named fiduciary that serves as the 
final review committee and has the sole discretion 
and authority to interpret plan provisions.

The plaintiff argued that the denial of her 
benefits should be reviewed de novo because the 
grant of discretionary authority to the defendant 
contained in the plan SPD was insufficient due to 
its lack of inclusion in the group contract or cer-
tificate. The plaintiff further argued that the dis-
cretion-granting language in the SPD carried no 
force because the SPD was not an actual insurance 
document. In addition, the plaintiff argued that 
California Insurance Code (CIC) Section 10110.6 

voided any discretionary clauses contained in the 
plan.

The court notes that the standard of review for a 
denial of benefits under the Employee Retirement 
Income Security Act of 1974 (ERISA) depends 
on the terms of the plan. A denial of benefits is to 
be reviewed under a de novo standard unless the 
benefit plan gives the administrator or fiduciary 
discretionary authority to determine eligibility for 
benefits or to construe the terms of the plan.

The court follows the ruling by the U.S. Su-
preme Court in Cigna Corporation et al. v. Amara 
et al., 563, U.S. 421 (2011) and determines that the 
SPD alone could not be enforced under ERISA 
Section 502(a)(1)(B) as the plan itself. The court 
therefore finds the defendant failed to show that 
the plan provided discretionary authority to the 
defendant.

The defendant argued that CIC Section 10110.6 
was preempted by ERISA. The court finds the 
defendant’s argument contrary to precedent set 
by the U.S. Court of Appeals for the Ninth Cir-
cuit. The court notes that the ban on discretion-
ary clauses in insurance policies was grounded in 
policy concerns specific to the insurance industry 
to ensure fair treatment of claims by insurers with 
potential conflicts of interest. The court holds that 
if CIC Section 10110.6 did not apply to employer-
sponsored insurance plans, it would be rendered 
“practically meaningless.”

Accordingly, the court grants the plaintiff ’s 
motion for partial summary judgment, and the 
plaintiff ’s case will be reviewed on a de novo ba-
sis.    

Gallegos v. The Prudential Insurance Company of 
America, No. 16-cv-01268-BLF (N.D.Cal. January 3, 
2017).


