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USDC Decision a Reminder that
Insurance Policies Must Not Be Interpreted
to Result in “Absurd Consequences”

Although an insurance company that in
good faith denies a claim of coverage on
the basis of a “plausible interpretation
of its insurance policy” cannot ordinar-
ily be said to have committed an unfair
or deceptive act in violation of the Mas-
sachusetts Consumer Protection Act,
M.G.L. ch. 93A," carriers must be
mindful of the old adage, “There is an

exception to every rule.”

A recent decision by Chief Justice Saylor
of the United States District Court for
the District of Massachusetts exempli-
fied this in Pimentel v. AmGuard Ins.
Co.? Judge Saylor found that a liter-
al interpretation of the policy language
would not protect an insurer from
liability under ch. 93A when such an in-
terpretation would lead to “a number of
absurd consequences.”

Interpretation of language in an insur-

ance contract is no different from the
interpretation of any other contract,
and thus “the plain, unambiguous lan-
guage” of the coverage provisions and
exclusions are controlling.? Every word
in an insurance contract serves a pur-
pose and must be given meaning and
effect whenever practicable.* However,
in determining whether there is cov-
erage under a given policy, the court
“must ascertain the fair meaning of the
language used, as applied to the subject
matter.”

Although an insurer’s denial of coverage
based on an unreasonable interpreta-
tion of policy terms may constitute bad
faith, “plausible, although ultimately in-
correct” interpretations of an insured’s
policy coverage do not. In other words,
the question in determining wheth-
er an insurer has acted in bad faith is
not whether the carrier has correct-

ly interpreted its policy language, but
whether that interpretation is “within
the penumbra of some common-law,
statutory or other established concept of
unfairness.”’

This concept of fairness was at the heart
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of Judge Saylor’s decision in Pimentel.
In that case, the plaintiff policyholder
purchased a new home on June 28th,
and purchased a homeowners policy
from the defendant carrier on the same
day. The policy took effect on June 28th
and included coverage for fire losses. A
fire occurred one month later, in July,
after the plaindiff had filed a homestead
declaration and began cleaning and
moving some items into the home but
before she had moved all her furniture
to or spent the night at the property.

The defendant carrier denied coverage
for the damage based on policy lan-
guage stating that coverage applied to
the “residence premises,” defined as the
“dwelling where you reside ... on the
inception date of the policy period.”
The carrier’s position was that since the
plaintiff had not fully moved into the
home, she did not “reside” there when
the fire occurred and thus coverage did
not attach. The plaintiff brought claims
for declaratory judgment, breach of
contract and violation of Mass. Gen.
Laws ch. 93A. Both parties filed cross

motions for summary judgment.

In granting summary judgment for the
plaintiff on all counts, Judge Saylor
held that “at the very least,” the policy
was ambiguous and thus should be in-
terpreted in favor of the policyholder.
The court explained that “no reasonable
purchaser of a new homeowner’s policy”
would anticipate having a “gaping hole”
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in coverage between the day of the clos-
ing and when they fully move in to their
new home, as the two events are “not
normally the same day.”

Additionally, Judge Saylor noted that
the carrier’s interpretation ignored the
“on the inception date of the policy
period” language, which, when read lit-
erally in line with the carrier’s position
on “reside” would mean that coverage
would still not attach even after the pol-
icyholder moved in unless that move-in
occurred on the same day on which the
policy took effect — which “is not a rea-
sonable construction of the policy.”

The court also noted that the carri-
er’s interpretation would render the
policy’s vacancy exclusion, which had
previously been interpreted by the SJC
as not applying to periods of vacancy
applying before the policy period, to be

meaningless.®

The court held that a more reason-
able interpretation of the policy is that
coverage would apply to the property
as of the inception date, provided that
the policyholder intends to occupy the
dwelling as a residence (as opposed to a
vacation or commercial property), and
further provided that the policy’s vacan-
cy exclusion would apply if the property
was vacant for more than 60 days. Giv-
en that the plaindiff did in fact intend
to reside in the property, and the prop-
erty had only been vacant for 24 days
since the policy’s inception, the court
ruled that there was coverage under the
policy and thus the carrier had breached
the insurance contract by denying such
coverage.

As to the plaintiff’s 93A demand, the
court held that the defendant’s in-
terpretation of the policy against the
plaintiff was not “plausible” for the rea-
sons noted above, thereby qualifying it
as “otherwise oppressive” acts constitut-
ing an unfair or deceptive trade practice.
Additionally, that the carrier’s interpre-
tation would mean that the carrier was
collecting a premium for coverage that
would never vest, and that the carrier
did not provide any warning to the poli-
cyholder regarding this lack of coverage,
also constituted unfair and deceptive
trade practices. However, Judge Saylor
did not find sufficient evidence in the
record that these violations were “will-
ful,” meaning that the plaintiff was not
entitled to multiple damages.

Opverall, this decision serves as a cau-
tionary tale to insurers that just because
they can articulate a reason for a de-
nial does not mean that they should
— a literal reading of policy language
can be deemed implausible and in vi-
olation of 93A when such a reading is
unreasonable. Instead, reading poli-
cy language more narrowly or broadly
than its literal wording might at first
suggest is the appropriate approach
when to do so will “better capture the
reasonable expectation of the parties
— the central object of all contract
interpretation.”

In particular, carriers should be cautious
of an interpretation that could hypo-
thetically result in a policyholder never
being entitled to coverage, as to charge
a premium in exchange for no benefit
at all would seem to be per se unfair and
deceptive. (]
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