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UNITED STATES DISTRICT COURT

FOR THE EASTERN DISTRICT OF CALIFORNIA

PRIME HEALTHCARE SERVICES —
SHASTA, LLC, a Delaware
Corporation doing business as Shasta
Regional Medical Center,

Plaintiff,
V.
UNITED HEALTHCARE SERVICES,
INC., a Minnesota Conration licensed to
do business in California, and DOES 1
through 100, Inclusive,

Defendants.

Plaintiff provided emergency servidesdefendant’s health insurance members
and then later sued defendant under state laadlegedly scant reimbursements. Plaintiff is
Prime Healthcare Services — Shasta, LLCi(f#f), a non-contracted emergency services
provider. Prime contends defendant United Healre Services, Inc. (“UHC”) ran a “payment

scheme” that “intentionally and artificialyeflated” the amounts it reimbursed Prime for

No. 2:16-cv-01773-KIM-CKD

Doc. 26

emergency services, which violated UHC’s cantual duties and state law. UHC now moveg to
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dismiss. Mot., ECF No. 11. Prime opposes. Opp’'n, ECF No. 17. The court submitted thg¢
motion, ECF No. 23, and as explained belthw, court GRANTS it with leave to amend.

l. BACKGROUND

Prime alleges it provided “emergency seeg, post-stabilizain services, and

other services” to UHC’s members beginningpproximately May 2013. Compl. 11 8, 14, E

A, ECF No. 1. Although Prime bikkeUHC for “the reasonable vaiof the emergency services

calculated as “100% of [Prime’standard undiscounted rates|[,]'ire contends UHC paid less.

Id. 11 8, 14, 16. Prime alleges UHGtentionally and artificially deflated” the amounts it paid
Prime for out-of-network emergency servicés)ating UHC'’s contratual duties, the Knox-
Keene Act and the California Insurance Codt 1 8-11, 13, 18, 29.

Prime initially sued UHC in state court, asserting causes of action for: (1) qu
meruit, (2) unfair competition under CalifoanBusiness & Professions Code section 17200,
(3) breach of contract as a thiparty beneficiary, (4) breach odntract through an assignment
rights, and (5) breach of the covenaf good faith and fair dealindd. {1 19-32. UHC remove
the case based on both diversity and federal quregtrisdiction, asserting that Prime’s claims
arise under federal law and thiaé Medicare Act preempts Prime’s claims. Not. Removal
ECF No. 1. UHC now moves thsmiss under Federal Rules@iil Procedure 12(b)(1) and
12(b)(6).
Il. SUBJECT MATTER JURISDICTION (RULE 12(B)(1))

UHC moves to dismiss for lack of selj matter jurisdictin under Federal Rule
of Civil Procedure 12(b)(1)On a Rulel2(b)(1) dismissal motion, thapplicable standard
depends on the nature of the jurtsidnal challenge. If the jurisdictional challenge is facial, tf
court assumes the factual allegations in the complaint are true and assesses if they estab
jurisdiction. Williamson v. Tucker645 F.2d 404, 412 (5th Cir. 198Mprtensen v. First Fed.
Sav. & Loan Ass’n549 F.2d 884, 891 (3d Cir. 1977). lethhallenge is factual, meaning it
disputes the existence of subject mgtiesdictionin fact, then “no presumptive truthfulness
attaches to plaintiff's allegations, and the existesfadisputed materiahtts will not preclude thg

trial court from evaluating for itself the merits of jurisdictional claim§tornhill Publ’g Co. v.
2
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Gen. Tel. & Elec. Corp594 F.2d 730, 733 (9th Cir. 1979) (quotMgrtensen549 F.2d at 889)
In a factual attack, theourt may consider evidence beyond the pleadidgsn of Am. Med.
Colls. v. United State17 F.3d 770, 778 (9th Cir. 2000) (issassing jurisdiction, the court m:
consider affidavits, testimony, onyother evidence pperly before it).

Here, UHC raises a factual jurisdictional challenge. Prime concedes the lac
jurisdiction in part, albeit for different reasonBrime contends the court never had subject m
jurisdiction and should remand the matter toestaturt without ruling on UHC’s motion. Opp’f
6.1 UHC contends the court has power to rule on the motion because the case involves a
guestion, but should dismiss for lack of subjeetter jurisdiction because Prime did not exha
administrative exhaustion requirements. Mot. 6-14.

Assessing jurisdiction involves a multi-step process. First, the court must

determine if the case qualifiesdem on one of the two primary foundations for a federal cour

subject matter jurisdiction: federal questiordosersity. 28 U.S.C. 88 1331, 1332. If neither i$

present “the district court lacks subject majtieisdiction [and] the case shall be remanded” tg
the state court. 28 U.S.C. § 1447(c). If a basigufagdiction is present, hfirst step is satisfied
but the court is not absolved of theedl to address other jurisdictional bars.

A. Step One: Diversity or Federal Question Jurisdiction

District courts exercise diversity-of-@gnship jurisdiction in cases in which the
amount in controversy exceeds $75,000 and the pantéein complete diversity. 28 U.S.C.
§ 1332. District courts havederal question jurisdiction over falivil actions arising under the
Constitution, laws, or treaties of the United States.” 28 U.S.C. § 1331. The complaint itse
rather than counterclaims defenses, must generatlgntain the federal questioviaden v.
Discover Bank556 U.S. 49, 60 (2009 puisville & Nashville R. Co. v. Mottleg211 U.S. 149,
152 (1908), though a preemption defenselmaan exception to this rul&ee Sullivan v. First
Affiliated Sec., In¢.813 F.2d 1368, 1372 (9th Cir. 1987). Here, plrties agree they are diver|

in that Prime is a citizen of Delaware and Cafifar and UHC is a citizen of Minnesota. Com

! Prime claims to have a pending mottorremand, but has filed no such motion.
3
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19 1-2. The amount in controversy is “no less than $1,534,443d.07Y 2-3, 8; Not. Removal

1 1. The court has diversity jurisdiction.

UHC also contends the federal Medicare Act’'s preemptive influence in this c
poses a federal question. Mot 10. But having established diversagigtion, the court need
not reach this question.

B. Step Two: Other Bars touBject Matter Jurisdiction

Establishing diversity jurisdiction is méyehe starting point. The court may sti
lack subject matter jurisdiction if other jurisdiatal bars apply. As here, a claim may implica
as a prerequisite an adminisiva review process that, until fully complied with, deprives the
court of jurisdiction. SeeKaiserv. Blue Cross of Cgl347 F.3d 1107, 1111-14 (9th Cir. 2003
(affirming dismissal of claims under Rule 13{)based on plaintiff’s failure to exhaust
administrative remedies). In this respect, UalGues Prime’s claims implicate the Medicare
and so Prime’s failure to exhaust the Act’s adstrative exhaustion requirement warrants Ru
12(b)(1) dismissal. Mot. 6. Prime contendsclesms do not trigger the exhaustion requireme
Opp'n 12.

The Medicare Act and its implementingytdations bar federal court jurisdiction
over Medicare Act claims until the available Health and Human Service’s administrative af
process concludes. Indeed, 42 U.S.C. § 40%5¢hye applicable to the Medicare Act by 42
U.S.C. § 1395if, provides that 42 U.S.C. § 405(g) is “thele avenue for judicial review” for
claims *arising under’ the Medicare ActHeckler v. Ringer466 U.S. 602, 614-15 (1984ge
42 C.F.R. § 422.566(b)(1) (setting forth administeippeal process thatows a provider to
request an organization deterntioa “with respect to . . . (1Payment for...emergency service

poststabilization care, or ungy needed services.”$ee alsal2 C.F.R. § 422.582 (providing at

242 U.S.C. § 1395(ii) provides, in relevant part, tfiap action . . . to recover on any
claim arising under” the Medicare laws shall be “brought under [28 U.S.C. 8] 1331.” It cha
virtually all Medicare claims throughithadministrative review systenghalala v. lllinois
Council on Long Term Care, In629 U.S. 1, 1 (2000) (citigR U.S.C. § 1395(ii)).
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avenue for the provider to seek reconsatien of the organization determinatior. claim

“arises under” the Medicare Act when “both thaemsting and the substantive basis” for the clgim

derives from the Medicare Actleckler, 466 U.S. at 615. Failure to exhaust such a claim leg
to dismissal.SeeKaiser, 347 F.3d at 1111-14 (affirming Rule 12(b)(1) dismissal based on
Medicare provider’s failure to &aust administrative remedie§)¢ Sung Uhm v. Humana, Inc.
620 F.3d 1134, 1144 (9th Cir. 2010) (finding no jurisdic over contractrad unjust enrichment
claims arising under Medicare Act where plaintiff did nott fesshaust grievance process).
Here, the parties dispute the MedicArt’s applicability. UHC argues that

because no contract governs its emergency squagments to Prime, the Medicare Act and it

implementing regulations dictate itsypaent obligations, at least for UHOdedicare Advantage

(“MA”) members® Mot. 13; 42 C.F.R. §§ 422.214, 417.558, 422.520. Yet the complaint dq
not plead which class of members Prime servicgek e.g, Compl. 119, 11, 14. Evidence
properly before the court shows Prime serviaetkast some daJHC’s MA enrollees.See
Gretchen Hess Decl. 1 2, 3, Ex. E, ECF No. Bfme neither rebuts this evidence nor argug
serviced only non-MA members. Instead, Pringuas its claims do not Siciently intertwine
with Medicare benefits questions to trigglee Act’s exhaustion requirement. Opp’n 8-14.
Prime bases its argument BenCare, Ltd. v. Humana Health Plan of Tex.,,Inc
395 F.3d 555 (5th Cir. 20049tatutorily superseded on other groundsA@yU.S.C. § 1395w—
24(a)(1)(A) (2014) In RenCarethe Fifth Circuit held that lmause the provider’s state law
claims were not “inextricably tertwined with a claim for Medicarbenefits” they did not arise
under the Act.ld. at 560. RenCaranvolved an express contram¢tween the hospital and
provider, which the court emphasized was “subject to very few restrictions” because the p
were free to negotiateir own terms.id. at 55960 (internal citations omitted). Accordingly
theRenCarecourt found “[t]he only inteest at issue [wa]s Ren@ss interest in receiving

payment under its contract with Humanadd’ at 560. The court concluded Humana'’s failure

? Medicare Advantage members are part ofamaged health caegrangement that
extenddMedicare health coverage to the private insurance mafes.
https://www.medicarehealthplans.com/adeaet-plans (last vigd Sept. 29, 2017).
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pay under its express contradtiwRenCare did not trigger thfct’s exhaustion requirementd.
Prime would transform this limited holding, persuasiv®est, into a blanket rule that the Act’s
exhaustion requirement attaches only when healtheranollees’ rights are at issue, not wherg, as
here, a provider’s rights aet issue. Opp’n 12, 14.

The court disagreedkenCares persuasive only in the circumstance in which an
express written agreement defines a specifiedfoat@edical services. Compl. 1 8-9. Here,|as
noted, Prime and UHC have no express contract. The Medicare Act might dictate proceduires o
“inextricably intertwine” withPrime’s reimbursement claims, but Prime’s vague complaint
prohibits the court from determining to what extent this may be so. The complaint’s lack of
pertinent detail and silence with respect to eompliance with the Act’'s exhaustion requirement
warrants dismissal at this stage. The courBBRS UHC'’s Rule 12(b)(1) motion to dismiss, Qut
with leave to amend if Prime can amend while complying in full with Federal Rule of Civil
Procedure 11.

1. FAILURE TO STATE A CIAIM (RULE 12(B)(6))

The complaint’s vagueness also suppdismissal under Rule 12(b)(63ee Bell
Atl. Corp. v. Twombly550 U.S. 544, 570 (2007). A party mapve to dismiss for “failure to
state a claim upon which relief can be grantdéet. R. Civ. P. 12(b)(6). The court may grant
such a motion only if the complaitacks a “cognizable legal theory” or if its factual allegatioris
do not support a cograble legal theoryHartmann v. Cal. Dep't of Corr. & Rehal¥07 F.3d
1114, 1122 (9th Cir. 2013). The court assumestlegations are true and draws reasonable
inferences from themAshcroft v. Igbal556 U.S. 662, 678 (2009).

A complaint need contain only a “shortdaplain statement of the claim showing
the pleader is entitled telief,” Fed. R. CivP. 8(a)(2), not “detaitkfactual allegations,”
Twombly 550 U.S. at 555. But this rule demands more than unadorned accusations; “suffjcient
factual matter” must make the claim at least plausilgbal, 556 U.S. at 678. Accordingly,
conclusory or formulaic recitations afcause’s elements do not alone suffilck.(quoting
Twombly 550 U.S. at 555). Rule 12(b)(6) assessmamtontext-specifiegquiring courts to

draw on “judicial experience and common sendd.”at 679.
6
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UHC moves to dismiss each claim undeteR12(b)(6), and Prime asks only tha
be granted leave to amend, but otherwise offers no opposgeeOpp’'n 16.

A. Prime’s UCL Claim (Claim Two)

To state a claim for relief under CalifoanBusiness and Professions Code sect
17200 (the “UCL"), Prime must allege facts tamglto show UHC actednlawfully, unfairly or
fraudulently. Sege.g, Berryman v. Merit Prop. Mgmt., Incl52 Cal. App. 4th 1544, 1554
(2007). As UHC argues, Prime has not so allegabMot. 17-20.

To succeed under the unlawful prong, amlanust show a plausible statutory
violation. Seee.g, Maystruk v. Infinity Ins. Co175 Cal. App. 4th 881, 886 (2008erryman
152 Cal. App. 4th at 1554-55 (granting motiomémur as to plaintiffs UCL claim without
leave to amend where the complaint pled no aliegsa to find defendants a@lly violated cited
statutes). Prime claims UHC'’s insufficienimbursement for emergency services violates the
Knox-Keene Act and the Insurance Codsompl. 11 8, 13-14, 16-18, 20-22. But its factual
allegations do not plausibly supptiese violations. The Knoxd€ne Act requires hospitals ta
offer emergency care even if a patient caqayt, requires health plans to reimburse the
providers and delineates prompt payment rufgseCal. Health & Saf. Code 8§ 1371, 1371.35
1371.4. The relevant Insurance Code provisioaadate prompt reimbursement for certain
emergency servicesSeeCal. Ins. Code 88 10123.13, 10123.147, 10133(a). The problem fg
Prime, however, is its complaint does nagd what services Prime performed, when it
performed them, when or how ctuUHC paid Prime or how UH& payments diluted statutory
standards. Prime’s UCL claim as plkges not survive under the unlawful prong.

Prime’s UCL claim also does not surgiunder the “unfair” prong because the
complaint neither references an establishedippblicy UHC purportedlyiolated nor alleges
sufficient details to show UHC'’s actice was immoral and unethic#&tlias v. Hewlett-Packard

Co., 903 F. Supp. 2d 843, 858 (N.D. Cal. 2012).

on

1%

-

Finally, Prime’s UCL claim does not survive under the fraudulent prong becquse

Prime does not plead that UHC’s busingssctice will likely deceive the publidzreeman v.

Time, Inc, 68 F.3d 285, 289 (9th Cir. 1998ardin v. Daimlerchrysler Corp 136 Cal. App. 4th
7
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1255, 1274 (2006) (complaint failed under UCL'aud prong where plaintiff pled no facts
showing how defendant’s act deceived phélic).
The court DISMISSES Prime’s UCL claim, here also with leave to amend.

B. Quantum Meruit (Claim One)

As discussed above, to the extent Rrgarviced UHC's MA members, federal
regulations determine the amount UHC ow&ke regulatory requirements negate Prime’s
contention that UHC implicitly promised to pay a “reasonable val&eé, e.gCal. Emergency
Physicians Med. Grp. v. PacifiCare of Galll Cal. App. 4th 1127, 1137 (2003) (affirming
dismissal of quantum meruit claim whergidature specified anent obligations)disapproved

of on other grounds by Centinela Freeman Emetgeévied. Assocs. v. Health Net of Cal., Jdc.

Cal. 5th 994 (2016). The complaint also lackddanecessary to establish the “reasonable value”

of Prime’s services such aggee type or Prime’s normalt& The court DISMISSES this
claim, with leave to amend.

C. Breach of Contract Claims [&ms Three, Four, and Five)

Prime alleges it has no contract with UH@t asserts three contract-related

claims. SeeCompl. 11 7, 31.

First, Prime asserts rights as a third-pa@asypeficiary to the Evidence of Coverage

between UHC and its membersl. 11 25-29. Under California lavithird party beneficiary
status” depends on contract intexfation and “the contract muse¢ set out in the pleadings.”
Cal. Emergency Physician$11 Cal. App. 4th at 1138. Here, because the complaint
insufficiently pleads contract formation, implied otherwise, the complaint does not support
third-party beneficiary claim.

Prime premises its second contract claim on UHC’s members’ assignment o
insurance benefit rights to Prime. Conff]].26-27, 31. The only language supporting this cl

comes from the “Condition of Adissions” form that specifiesdlrate of “direct payment to

je2)

f their

[aim

[Prime] of all insurance benefits otherwise payable to or on behalf of the patient . . . including

emergency services . . . [is] notexceed the hospital’'s actual chargekl’  31. Although

Prime alleges it steps into a patient’s shoes foefieentittement purposes when the patient s
8
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this form, the language merely shows a patiengassi his or her allegedight” to receive direc
payments from UHC to Primdd. § 31. Because this assignment, even if valid, has nothing
with UHC's alleged failure to pay Prime foilled charges, this claim does not survive under
Rule 12(b)(6).

Without a legal hook for its two contragaiims above, Prime cannot maintain it
claim for breach of the covenant of good faith anddaaling. Prime admits in its pleading thé
it is a non-contracted provideld. {1 7, 32. But “[tlhe prerequisifor any action for breach of
the implied covenant of good faith and fair deglis the existence ofantractual relationship
between the parties, since the covenaanigmplied term in the contract3pencer v. DHI
Mortg. Co, 642 F. Supp. 2d 1153, 1165 (E.D. Cal. 2009)nidising breach of implied covenat
claim where parties had no contractual relatigms Although more detailed pleadings may
establish this contractual relationship, the current complaint does not.

The court DISMISSES Prime’s three caut-based claims, also with leave to
amend.

V. CONCLUSION

The vagueness of Prime’s complaint suppdismissal under Federal Rules of
Civil Procedure 12(b)(1) and 12(6). The court GRANT®HC'’s motion to dismiss the
complaint, with leave to amend. Prime muk einy amended complaint within thirty (30)
calendar days.
This order resolves ECF No. 29.
IT IS SO ORDERED.
DATED: September 29, 2017.

TATES DISTRICT JUDGE
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