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or whether employees should be allowed to bring their claims 
in class or collective actions despite any such agreement. The 
Court upheld the validity of individualized arbitration agree-
ments, allowing an employer to have its employees sign away 
their rights to pursue class actions.

Under FAA, courts are to enforce agreements to arbitrate 
and the terms of arbitration selected by the parties. FAA has a 
saving clause that provides for an exemption from enforcement 
when “such grounds exist at law or in equity for the revocation 
of any contract.” The saving clause cannot, however, be grounds 
for preferential treatment for a certain type of contract—in this 
case, an arbitration agreement.

The employees and the National Labor Relations Board 
(NLRB) contended that NLRA protects employee rights to 
bring class or collective actions. They argued that individualized 
arbitration agreements violate NLRA and that the FAA savings 
clause provides an exemption for enforcement of arbitration. 
Conversely, the employers took the position that FAA requires a 
court to enforce the parties’ arbitration agreement.

In examining the history and purpose of FAA, the Supreme 
Court notes that the law liberally favors arbitration as a speedier, 
often cheaper, alternative compared with the court process. The 
employees in this case, however, were unsuccessful in their at-
tempt to rely on the FAA savings clause to invalidate arbitration 
agreements on grounds other than contract defenses (fraud, 
duress and unconscionability) that may apply to any contract. 
The Supreme Court also rejected the employees’ contention that 
NLRA conflicts with FAA and should be enforced over FAA, 
finding that NLRA does not protect an employee’s right to bring 
class or collective actions. The right to bring class or collective 
actions is not a concerted activity under NLRA. 

The Court also rejected the employees’ contention that the 
NLRB interpretation that FAA conflicts with NLRA should be 
granted deference. NLRB is empowered to interpret NLRA, not 
the FAA and, therefore, the Court found that deference is not 
appropriate. The Court also noted that the language in FAA is 
unambiguous.

In a concurring opinion, Justice Clarence Thomas places 
emphasis on the fact that FAA allows for the revocation of an 
arbitration agreement only when the concern is with the forma-
tion of the agreement itself, not with the legality of the contract.

In a dissenting opinion, Justice Ruth Bader Ginsburg 

highlighted that Congress sought to place employees on a 
more equal footing with employers by protecting their ca-
pacity to act collectively when it enacted NLRA. According 
to Ginsburg, the right to enforce workplace rights through 
collective or class action suits is concerted activity under 
NLRA, and individualized arbitration agreements are un-
lawful. The saving clause allows courts to refuse enforcement 
of arbitration agreements on the basis of illegality. Focus-
ing on the impact of the majority’s decision on employees, 
Ginsburg noted that it will prevent individuals from bringing 
wage-and-hour claims because, independently, the potential 
recovery for such claims is often outweighed by the expense 
of bringing the claim.

Although this case solidifies an employer’s ability to enter 
into individualized arbitration agreements with employees, 
questions remain about prohibitions on the ability of individu-
als to pursue a breach-of-fiduciary-duty claim on behalf of their 
retirement plan. 

Railroad Employee Stock Options Are Not 
Taxable “Money Remuneration”

Wisconsin Central Ltd. v. United States, 585 U.S. ___, 2018 
WL 3058014 (June 21, 2018). 
Employee stock options are not a form of taxable “money remu-

neration” under the Railroad Retirement Tax Act of 1937.

During the Great Depression, railroad pension funds 
struggled to avoid insolvency. As a result, Congress adopted 
the Railroad Retirement Tax Act of 1937, which federalized 
private railroad pension plans. The act remains in effect to-
day. At the time the act was passed, railroads compensated 
employees not only with money but also with food, lodging 
and railroad tickets. This nonmonetary compensation was 
not considered in calculating an employee’s pension, so Con-
gress limited its tax on employee compensation to “any form 
of money remuneration.” 29 USC § 3231(e)(1). 

Today, some railroads have adopted employee stock op-
tion plans. The U.S. argues that these stock options are a 
form of taxable money remuneration under the act, because 
the stock can be easily converted into money. The railroad 
argues that stock options should not be considered money 
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remuneration, because Congress intended to exclude forms 
of nonmonetary compensation.

The District Court for the Northern District of Illinois de-
termined that the language of the act is ambiguous, and the 
Treasury Department interpretation that stock options are 
taxable compensation is reasonable; therefore, the district 
court found for the U.S., allowing the government to tax em-
ployee stock options. 194 F. Supp. 3d 728 (N.D. Ill. 2016). The 
Seventh Circuit Court of Appeals affirmed the district court 
decision. 856 F.3d 490 (7th Cir. 2017). The Supreme Court 
granted certiorari to resolve a split on the issue between the 
circuits. 

In a 5-4 decision, the Court determines that stock options 
are not taxable money remuneration under the act. Justice 
Neil Gorsuch writes the opinion for the majority and empha-
sizes that the ordinary meaning of “money remuneration” 
at the time Congress passed the statute should control. The 
Court finds that the term was defined in 1937 as a medium 
of exchange, and stock options are not regularly understood 
as a medium of exchange. The Court also highlights the In-
ternal Revenue Code, passed around the same time, which 
makes specific distinctions between money and stock, and 
the Federal Insurance Contributions Act (FICA), which 
taxes “all remuneration” including those not paid in cash. 
The Court finds that the distinction in the language of these 
acts and the Railroad Retirement Tax Act must have mean-
ing; therefore, money remuneration must not include stock 
options. The Court finds further support for its position in 
the language of a regulation passed by the IRS shortly after 
enactment of the Act. 

Justice Stephen Breyer, joined by three other justices, dis-
sents. In his opinion, he argues that the language of the Act 
is ambiguous about what is included in money remuneration. 
He explains that additional definitions of money, including 
from the time the law was passed, do not limit its understand-
ing to a formal medium of exchange. Breyer further indicates 
that Congress’s purpose in the language was to exclude only 
those forms of compensation that are nontransferable or oth-
erwise difficult to value, and stock is both transferable and has 
an agreed-upon value. He argues that since the language is 
ambiguous, deference should be given to the Department of 
Treasury’s consistent interpretation of the law since the incep-

tion of the act. As a result, Breyer would find that employee 
stock options are a form of taxable compensation.

As a result of this case, railroads and their employees are 
not required to pay taxes on employee stock options. 

Tenth Circuit Rules That Health System Plan 
Is a Church Plan 

Medina v. Catholic Health Initiatives, 877 F.3d 1213 
(10th Cir. Dec. 19, 2017).
The Catholic Health Initiative (CHI) retirement plan is a church 

plan exempt from Employee Retirement Income Security Act 

(ERISA) reporting and funding requirements.

 The plaintiff, a CHI employee, filed a class action in which 
he alleged that CHI’s retirement plan failed to comply with 
ERISA reporting and funding requirements. CHI is a non-
profit organization that was created to carry out the healing 
ministry of the Roman Catholic Church. It operates 92 hos-
pitals and numerous other health care facilities in 18 states 
nationwide. CHI offers a retirement plan for its employees, 
a plan with over 90,000 participants and beneficiaries and 
approximately $3 billion in assets. The plan is administered 
by CHI and Affiliates Defined Benefit Plan Subcommittee.

In refuting the plaintiff ’s allegations, CHI argued that 
it was exempt from ERISA reporting and funding require-
ments because of the ERISA church plan exemption. Church 
plans are generally exempt from ERISA requirements, and 
the exemption extends to principal-purpose organizations. 
A principal-purpose organization is a “church-affiliated 
organization whose principal purpose is administering or 
funding a benefit plan for the employees of a church or a 
church-affiliated nonprofit organization.” The district court 
agreed that the CHI plan was in fact an exempt church plan. 
The plaintiff appealed. 

In applying the Supreme Court’s holding in Advocate 
Health Care Network v. Stapleton, the Tenth Circuit Court of 
Appeals likewise agreed with CHI, finding that the CHI re-
tirement plan met the criteria for the church plan exemption. 
In its analysis, the court applied a three-step inquiry: (1) Is 
CHI a tax-exempt nonprofit organization associated with a 
church? (2) Is the retirement plan maintained by an organi-


