SECREST

SW

WARDLE

no-fault newsline

A ROAD MAP FOR MOTOR VEHICLE INSURERS AND OWNERS

Supreme Court Enforces Insurance

Contract Limitations

By Michael Updike

In Shirley Rory and Ethel Woods v. Continental Insurance
Company, 4__Mich ___; _ NW2d ___ (Supreme Court
No. 126747, rel'd 7/28/05), the Michigan Supreme Court
held that contract terms in an insurance policy are binding
on both the insurer and the insured, regardless of whether
the term may be viewed by some as unreasonable or unfair,
and whether or not the insurance policy itself is regarded

as a contract of adhesion.

In Rory, the plaintiff was involved in a motor vehicle
accident. The plaintiff had an insurance policy with the
defendant, which included uninsured motorist coverage.
The plaintiff sued the driver of the other vehicle involved
in the accident, but discovered the driver and vehicle

were uninsured. The plaintiff filed a claim for uninsured
motorist coverage with the defendant. Who denied the
claim because its policy required all claims for uninsured
motorist benefits to be filed within a year of an accident,
and the claim was filed more than a year after the accident.
The plaintiff sued the defendant, seeking to reform the
insurance policy and an order allowing plaintiff more time
to file a claim for uninsured motorist benefits with the
defendant. Both the trial court and the Court of Appeals
[the Court of Appeals in a published decision reported at
262 Mich App 679; 687 NW2d 304 (2004)] held that the
one-year contractual limitation following an accident for
filing an uninsured motorist coverage claim was unfair

and unreasonable, and that the insurance policy itself was
a contract of adhesion. The Court of Appeals imposed a
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This decision is of significant benefit to insurers
because it makes the terms in their policies, even
ones that limit the contractual remedies of their
insureds, less likely to be successfully challenged
in the courts. However, insurers must take care

to make sure that whatever policies they issue in
Michigan have been properly approved by the
Commissioner. Insurers must also take steps to
prevent or at least reduce the risk of any challenge
to a contract term based on unconscionability,

waiver or fraud.
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three-year period of limitations for the filing of an uninsured motorist claim, despite the specific contract limitation of a year

for the filing of a claim following an accident.

The Supreme Court granted leave and reversed both the trial court and the Court of Appeals. The Supreme Court remanded
the case for entry of an order granting the defendant insurer summary disposition. The Supreme Court decision in the case
was closely decided, with Justice Young, joined by Chief Justice Taylor and Justices Corrigan and Markman, forming the
majority, while Justices Cavanagh, Weaver and Kelly all filed separate dissents.

The Supreme Court issued three key holdings in Rory: (1) An insurance contract, whether it is styled or regarded as a contract
of adhesion, is still a contract and is subject to exactly the same rules of construction as any other contract; (2) unless a specific
term in an insurance policy violates the law or is unenforceable because of a traditional contract defense such as waiver, fraud
or unconscionability, it is to be enforced as written and courts are not free to modify the term or refuse to enforce it; and (3)
the Legislature has made the Commissioner of the Office of Financial and Insurance Services responsible for deciding whether
or not an insurance policy, or a term within a policy, is reasonable--if the Commissioner has approved a policy or a term

within a policy, it is per se reasonable and not subject to challenge.
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