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OPINION

Background

On December 13, 1998, the appellant, Larry Eugene Benton (“Benton”), was a passenger in
acar driven by William Hays that was struck by a car driven by ZellaLynn (“Lynn”) on Highway
55 in Coffee County, Tennessee. Benton wasinjured in the accident and was hospitalized for five
daysat TheVanderbilt University Medica Center (“Vanderbilt”). Hewasrel eased from the hospital
on December 18, 1998, after incurring hospital expenses of $31,504.84.

At thetime of the accident, Benton wasinsured by Blue Cross and Blue Shield of Tennessee
(“BlueCross’), which had acontract with VVanderbilt. Thecontract provided, inpart, that Vanderbilt
would provide health care services to members of the Blue Cross health care plan at established
discounted rates and that Vanderbilt would not bill any Blue Cross member for the difference
between the actual medical expenses and the discounted rates. As stated in section 6.1 of the
contract:

[Vanderbilt] shall be reimbursed for the provison of Covered
Services provided to [Blue Cross] Members in accordance with the
termsset forth inthisInstitution Agreement . . .. [Vanderbilt] agrees
to accept . . . [a] percent of covered charges as payment in full for
services rendered to [Blue Cross| Members not covered through a
Network product. Such reimbursement asisdescribed in thissection
shall represent the maximum amount payable to [Vanderhilt] for
Covered Services and [Vanderbilt] shall not bill any [Blue Cross|
Member for any contractual difference between billed charges and
such reimbursement.

(Emphasisadded). Blue Crosspaid Vanderbilt itsfull obligation under the contract, which covered
all but $14,772.09 of the hospital expenses incurred by Benton.

Benton later filed a lawsuit against Lynn in the Circuit Court for Coffee County for the
personal injuries he suffered in the accident. Vanderbilt then sought to recover $14,772.09, i.e,, the
amount of Benton's hospital expenses that had not been paid by Blue Cross.? Vanderbilt had
previously filed astatutory Notice of Hospital Lien with the Clerk of the Circuit Court for Davidson
County against any monetary recovery Benton might receive from Lynn.

2 See Tenn. Code Ann. § 29-22-101 (2000) (providing for hospital liens).
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Asaresult of Vanderbilt’ sactions, Benton filed acomplaint® against VVanderbilt in the Circuit
Court for Davidson County alleging an abuse of process, breach of contract, and aviolation of the
Tennessee Consumer Protection Act on the grounds that Vanderbilt had agreed to accept payment
infull from Blue Cross pursuant to section 6.1 of the contract between them. Inresponse, Vanderbilt
filed a motion seeking to compel arbitration and to stay the legal action pending arbitration. The
motion asserted that Benton was bound by an arbitration provision contained inthe contract because
he was a third-party beneficiary to the contract. The arbitration provision in section 8.2 stated, in
part:

Arbitration. If a dispute . . . arises between the parties of this
Agreement involving a contention by either party that the other has
failed to perform its obligations and responsibilities under this
Agreement, then the party making such contention shall promptly
give written notice to the other. Such notice shall set forth in detall
the basisfor the party’ scontention . . . . The other party shall within
thirty (30) calendar days after receipt of the notice provide awritten
response seeking to satisfy the party that gave notice regarding the
matter asto which notice was given. Following such response. . . if
the party that gave notice of dissatisfaction remains dissatisfied, then
that party shall so notify the other party and the matter shall be
promptly submitted to inexpensive and binding arbitration in
accordance with the Tennessee Uniform Arbitration Act . . . .

(Emphasisadded). Benton argued that he was not bound by the arbitration provision because hewas
not a“party” to the contract.

The tria court found that Benton was “not bound to the arbitration provision” and denied
Vanderbilt's motion to compel arbitration. The Court of Appedls reversed the trial court’s
judgment,* concluding that Benton was subject to the arbitration provision because he was a third-
party beneficiary to the contract who was seeking to enforce rights under the contract.

We granted this appeal.
Analysis
Benton arguesthat the Court of Appealserredin holding that hewasbound by the arbitration

provision contained in the contract between his medical insurer, Blue Cross, and Vanderbilt. He
contends that the arbitration provision is not applicable because he was not a“ party” to the contract

3 The caption of the complaint stated “class action complaint.” There is no indication, however, that a class
action has been certified by the trial court.

4 An order denying a motion to compel arbitration is an appealable order. Tenn. Code Ann. § 29-5-319(a)(1)
(2000).
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and cannot be forced to waive his constitutional right to pursue judicial action. Vanderbilt argues
that Benton was bound by the arbitration provision in the contract because he was a third-party
beneficiary seeking to enforce rights under that contract.

To place these issues into the appropriate context, we begin our analysis by summarizing
certain genera principles governing arbitration contracts. In genera, arbitration agreements in
contracts are favored in Tennessee both by statute and existing caselaw. The Uniform Arbitration
Act provides:

A written agreement to submit any existing controversy to arbitration
or a provision in a written contract to submit to arbitration any
controversy thereafter arising betweenthepartiesisvalid, enforceable
and irrevocable save upon such grounds as exist a law or in equity
for the revocation of any contract . . . .

Tenn. Code Ann. § 29-5-302(a) (2000). Asthis Court has recognized,

[a]ttitudes towards arbitration changed as time passed. This change
was reflected in the courts by judicial decisions praising arbitration
and in society by the passage of statutes embracing arbitration as an
aternativeforumfor disputeresolution. Theeffectivenessof modern
arbitration statutes has been measured in terms of their inclusion of
provisions making agreements to arbitrate irrevocable and initiating
atime-saving procedure for compelling arbitration . . . . Moreover
the[Uniform Arbitration Act] embodiesalegidative policy favoring
enforcement of agreements to arbitrate.

Buraczynski v. Eyring, 919 SW.2d 314, 317 (Tenn. 1996).

Having observed that arbitration contracts are favored in Tennessee, we next discuss the
rights and obligations of third-party beneficiariesto acontract. Asthe Court pointed out in Owner-
Operator Independent Drivers Association v. Concord EFS, Inc., 59 SW.3d 63 (Tenn. 2001), athird
party is an intended third-party beneficiary of acontract, and thus entitled to enforce the terms of a
contract, where (1) the partiesto the contract have not otherwise agreed, (2) recognition of thethird-
party’s right to performance is appropriate to effectuate the parties intent, and (3) terms or
circumstancesindicatethat performance of the promiseisintended or will satisfy an obligation owed
by the promisee to the third party. Id. at 70.

This Court has aso said that a third-party’ s rights “depend upon and are measured by the
termsof the contract.” United StatesFid. & Guar. Co. v. Elam, 278 S\W.2d 693, 702 (Tenn. 1955).
“Before the beneficiary may accept the benefits of the contract, he must accept all of itsimplied, as
well asexpress, obligations.” Id. Aswe have explained, “if the beneficiary accepts, he adopts the
bad as well as the good, the burden as well as the benefit.” Id.
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With these principlesin mind, we now turn to the critical issuein this case, i.e., whether an
arbitration provision in a contract is binding against a third-party beneficiary who brings an action
seeking to enforce the terms of that contract.

Although this is a question of first impression in Tennessee, numerous courts and |legal
commentators have held as ageneral rulethat athird-party beneficiary who seeks to enforce rights
under acontract is bound by an arbitration provision in that contract. See Ex parte Dyess, 709 So.
2d 447, 451 (Ala. 1997); Restatement (Second) of Contracts 8 309 cmt. b (1981). Asoneleading
commentator states, “where[a] contract contains an arbitration clausewhichislegally enforceable,
the generd rule is that the beneficiary is bound thereby to the same extent that the promisee is
bound.” Williston on Contracts 8§ 364 A. (3d ed. 1957).

For example, in District Moving & Storage Co. v. Gardiner & Gardiner, Inc., aMaryland
appellate court relied on the rule stated in the Williston treatise in concluding that the lessee of a
warehouse was bound by an arbitration provision when seeking to enforce the terms of a contract
between a contractor and the owner of the warehouse. District Moving, 492 A.2d 319, 322-23 (Md.
Ct. Spec. App. 1985) (quoting Williston on Contract 8 364 A. (3d ed. 1957)). The Maryland court
concluded that because the | essee was athird-party beneficiary, he was not permitted to enforce his
rights under the contract while at the same time avoiding the obligations entailed by the arbitration
provision. Id. at 323 (citing Jeanesv. Arrow Ins. Co., 494 P.2d 1334 (Ariz. App. 1972)).

Similarly, in Johnson v. PennsylvaniaNational Insurance Cos., 594 A.2d 296 (Pa. 1991), the
Pennsylvania Supreme Court concluded that the plaintiff, who sought uninsured motorist benefits
under an insurance policy to which she was not a party, was required to submit her clam to
arbitration under an arbitration provision contained in the policy. The Court reasoned:

Aninjured person who makes a claim for uninsured motorist
benefits under a policy to which he is not a signatory is in the
category of athird party beneficiary. Historicaly, thisCourt hasheld
that third party beneficiaries are bound by the same limitationsin the
contract asthesignatoriesof that contract. Thethird party beneficiary
cannot recover except under the terms and conditions of the contract
from which he makesaclaim.

Id. at 298-99. Accordingly, in holding that the third-party beneficiary was subject to arbitration, the
Pennsylvania court emphasized that “the right of abeneficiary is subject to any limitation imposed
by the terms of the contract.” Id. at 299 (quoting Restatement (Second) of Contracts 8 309 cmt. b
(1981)).

The Supreme Court of Alabama has recently applied the same analysis and has reached
similar results. In Ex parte Dyess, 709 So. 2d 447 (Ala. 1997), the court held that the petitioner, who
wasinjured whiledriving acar owned by adeal ership and filed acause of action under the uninsured
motorist provisions of the dealership’ sinsurance policy, was bound by an arbitration clause in the

-5



insurance policy. The Alabama court reasoned that a third-party beneficiary who seeks to recover
under the terms of an insurance contract cannot “pick and choose the portions of the contract that
hewantsto apply.” 1d. at 451. Inalater case, the Alabamacourt again reiterated that “athird-party
beneficiary cannot accept the benefit of a contract, while avoiding the burdens or limitations of that
contract.” Cook’s Pest Control, Inc. v. Boykin, 807 So. 2d 524, 526 (Ala. 2001); see also Georgia
Power Co. v. Partin, 727 So. 2d 2, 5 (Ala. 1998) (“The law is clear that athird party beneficiary is
bound by the terms and conditions of the contract that it attempts to invoke.”).

In contrast, those courts that have exempted a third-party beneficiary from an arbitration
provisioninthe contract have generally emphasized contractual |languagethat limited the arbitration
clauseto the “parties’ to the agreement. See Rath v. Managed Health Network, Inc., 844 P.2d 12,
13 (Idaho 1992); City of Peru v. Ill. Power Co., 630 N.E.2d 454 (Ill. App. Ct. 1994). In Rath, the
Idaho court concluded that athird-party beneficiary was not required to arbitrate adispute wherethe
arbitration provision in the contract was limited to “[a]ny controversy between the parties to this
Agreement.” Rath, 844 P.2d at 13 (emphasisin original). Likewise, in City of Peru, the lllinois
court held that the third-party beneficiary was not subject to the arbitration provision in a contract
wherethethird party wasnot a“party” asdefined in the agreement. City of Peru, 630 N.E.2d at 457-
58.

In our view, the Alabama, Pennsylvania, and Maryland decisions, which relied on Williston
on Contracts aswell asthe Restatement (Second) of Contracts, reflect the better-reasoned anaysis.
First, thisanalysisis consistent with the general rule that the rights of athird-party beneficiary are
subject to any limitations imposed by the terms of the contract. See Restatement (Second) of
Contracts 8 309 cmt. b (1981). Asthis Court has emphasized, “before the beneficiary may accept
the benefits of [a] contract, he must accept all of itsimplied, aswell asexpress, obligations.” Elam,
278 SW.2d at 702. Indeed, in light of these well-established principles, we believe that the term
“parties’ in an arbitration clause is not by itself sufficient to exempt a third-party beneficiary who
is seeking to enforce rights under the contract. Seeid.

Second, this analysis is also consistent with principles of contractual interpretation that
require a contract be interpreted as awhole according to its plain terms. See Cocke County Bd. of
Highway Comm’rs v. Newport Utilities Bd., 690 SW.2d 231, 237 (Tenn. 1985). Thus, where a
third-party beneficiary seeks to enforce rights under a contract, an interpretation of the contract as
awholerequiresthat the third party not be permitted to interpret the contract in apiecemeal fashion
by avoiding unfavorable terms. See Elam, 278 SW.2d at 702.

Third, this analysis properly underscores that an arbitration provision in a contract is
applicable only to actions brought by a third-party beneficiary seeking to enforce rights under that
contract. See Ex parte Dyess, 709 So. 2d at 451; Johnson, 594 A.2d at 299. Anarbitration provision
may not be applicable in cases where claims are raised under other legal theories and are not
intertwined with rights being enforced under the terms of the contract. See Cocke County Bd. of
Highway Comm'rs, 690 S.W.2d at 237 (arbitration not applicable to tort clam brought by third
party); Cook’s Pest Control, Inc., 807 So. 2d at 525 (third party’s claims of negligence and
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wantonness were not subject to the arbitration provision). The narrow effect of our holding assures
that athird-party beneficiary does not forego legal remedies on other claims for relief. For these
reasons, wefurther concludethat thereisno merit in theargument that third-party beneficiarieswho
are subject to an arbitration provision under acontract they seek to enforce areforced to waivetheir
rightsto seek judicial relief. Moreover, we also emphasize that third parties have aright to judicial
review of the arbitration results and process. See Tenn. Code Ann. 88 29-5-313, 29-5-319 (2000).

Finally, in adopting this analysis, we observe that the Tennessee cases cited by Benton are
distinguishable. In Frizzell Construction Co. v. Gatlinburg, L.L.C., 9 SW.3d 79 (Tenn. 1999), for
instance, the Court’ s statement that “a party cannot be required to submit to arbitration any dispute
which he has not agreed so to submit” was made in interpreting an arbitration provision between the
parties to a contract and not to athird-party beneficiary. Id. at 84. Similarly, in Cocke County Bd.
of Highway Commissioners, the Court’ sobservation that “ arbitration clausesare not binding onthird
parties who are not partiesto the contract” was made with regard to atort claim and not a breach of
contract claim brought by a third-party beneficiary based on the underlying contract. 690 SW.2d
at 237.

Applying these principles, we conclude that the Court of Appeals correctly held that Benton
was bound by the arbitration provision contained in the contract between Vanderbilt and Blue Cross.
Benton was a third-party beneficiary to the contract who filed an action seeking to enforce rights
under the contract. Benton’s claim was dependent on his status as a third-party beneficiary to the
contract and Vanderbilt’ salleged obligationsunder section 6.1 of theagreement. Accordingly, based
on the general principle that athird-party beneficiary cannot enforce favorable terms of a contract
while avoiding unfavorabl e terms, we conclude that Benton’ s claim seeking to enforce the contract
is subject to the arbitration provision.

Conclusion

After reviewingtherecord and applicableauthority, we concludethat an arbitration provision
inacontract is enforceable against athird-party beneficiary who hasfiled a cause of action seeking
to enforce the contract. We therefore affirm the Court of Appeals judgment. Costs of the apped
are taxed to the appellant, Larry Eugene Benton, and his surety, for which execution shal issue if
necessary.

E. RILEY ANDERSON, JUSTICE



