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Management, LLC v. Principal Life Insurance Company Doc.

UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF CALIFORNIA
SAN JOSE DIVISION

BAY AREA SURGICAL MANAGEMENT, ) Case No0.5:12¢cv-01140EJD
e % ORDER GRANTING MOTION TO
Plaintiff, ) DISMISSWITH LEAVE TO AMEND
V. % (Re: Docket No. 20)
PRINCIPAL LIFE INSURANCECOMPANY, %
Defendant. §

Pending before the court is Defendant Principal Life Insurance Compdnsitscipal”)
motion to dismiss Plaintiff Bay Area Surgical Management, LLC’s (“Baga®) First Amended
Complaint (“FAC”). The court found this motion suitable for determination without ogahaent.
SeeCivil L.R. 7-1(b). For the reasons discussed Wwetbhe motion to dismiss is GRANTED.

. BACKGROUND
The FAC alleges five causes of aatiagainst Principalil) breach of contrac(?) violation of
California Unfair Competition Laws (“UCL"), California Business & Predins Code § 17264
seq, (3) Negligent Misrepresentation, (4) Promissory Estoppel, and (5) Equitable Estappel
support ofBay Area’s claims under these causes of action, Bay #lleges the following facts in

the FAC.SeeDocket No. 14.

1
Case No0.5:12¢v-01140EJD
ORDER GRANTING MOTION TO DISMISS WITH LEAVE TO AMEND

Dockets.Justia.c

pm


http://dockets.justia.com/docket/california/candce/5:2012cv01140/252195/
http://docs.justia.com/cases/federal/district-courts/california/candce/5:2012cv01140/252195/39/
http://dockets.justia.com/

United States District Court
For the Northern District of California

© 00 N o o b~ w N Pk

N N N N DN DN DN NN R R R R R R R R R
0o N o 0N WN P O ©OW 0o N O 0N WwWN B O

Dr. Marshal Rosarios, a doctor wiBay Area, a medical capgovider, performed surgery @n
patient insured bfrincipal a medical insurance provider. FAC 1 19, 23. Pursuant to the patig|
contract with Principal, Principal was required to pay 60% of the billed price fofiegigurgical
proceduresld. { 29 Sullivan Decl. Ex. A (patient’s employmee benefit plafrior to the
scheduled surgery, on March 7, 2011, Brooke Alvar&gyaAreaemployeespoke with
employees of Principalia telephone.d. { 21. Principal stated that (1) the patient was covered
under Principal insurance; and (2) no pre-authorization was necessary for thg thepgatient
was scheduled to underdd. 11122-23. Bay Area billed Principal for the patient’s surgery, but
Principalpaid only $26,091.73 of the $250,56l, which is approximately 10% of the bild. 71
24, 7. Pursuant tBrincipal’sagreement witlBay Area however Principalwas required to pay
60% of the cost of approved surgical procedures for oatofract preiders, such aBay Area
Id. 15 Bay Area is owed $104,000 but seeks to recover only $74¢b0034.

I. LEGAL STANDARDS
A. Motion To Dismiss
A motion to dismiss for failure to state a claim under Rule 12(b)(6) tests the |&6ga¢say of

a complaint. Navarro v. Block, 250 F.3d 729, 732 (9th Cir. 2001). Dismissal under Rule 12(b)

may be based on either (1) the “lack of a cognizable legal theory,” or (2) “tecabsf sufficient

facts alleged under a cognizable legal theory.” Balistreri v. Paétfitiae Dep't901 F.2d 696, 699

(9th Cir.1990). In considering whether the complaint is sufficient to state a clainguhteaccepts

as true all of the factual allegations contained in the compfaent. Conference Corp. of Seventh-

Day Adventists v. Seventh-Day Adventist Congregational Church, 887 F.2d 228, 230 (9th Cir

1989).However, thecourt need not “accept as true allegations that contradict matters properly
subject to judicial notice or by exhibit” or “allegations that are merely cengjuunwarranted

deductions of fact, or unreasonable inferenclesté Gilead Scis. Sec. Litigh36 F.3d 1049, 1055

(9th Cir.2008) (internal quotation marks and citations omitted). While a complaint need not al

detailed factual allegations, it “mustrdain sufficient factual matter, accepted as true, to ‘state a

! BecauseBay Areahas referenced thgan documents in the FAC (FAC 1 29) and does not
contest their authenticitghecourt may consider them when reviewiAgncipals motion to
dismiss SeeAnderson v. Clow, 89 F.3d 1399, 1405 n.4 (9th Cir. 1996).
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claim to relief that is plausible on its faceAshcroft v. Igbal, 556 U.S. 662, 678 (2009) (quoting
Bell Atl. Corp. v. Twombly, 550 U.S. 544, 570 (2007)). A claim is facially plausible when i

“allows the court to draw the reasonable inference that the defendant igdrathie misconduct
alleged.”ld.

B. ERISA Complete Preemption

ERISA is acomprehensive legislative scheme intended to protect the interests oppatsicn

employeebenefit plans and their beneficiaridégtna Health Inc. v. Davila, 542 U.S. 200, 208

(2004). One distinctive feature of ERISA is the integrated enforcement mecharavided under
29 U.S.C. 81132(a), which provides ten "carefully integrated civil enforcement preazi$d.

(quoting_Pilot Life Ins. Co. v. Dedeaux, 481 U.S. 41, 54 (19&€0hgress "clearly manifested an

intent” tocompletely preempt causes of actweithin the scope of 8§ 1132(d)letropolitan Life

Insurance, 481 U.S. at 66.
UnderDavila, a state law claim is completely preempted by ERISA under 29 U.S.C. §
1132(a)'s comprehensive legislative scheme if the state law claim meetp@hgdestSee

Marin General Hospitab81 F.3d at 947 (9th Cir. 2009) (citib@vila, 542 U.S. at 210-12). A

state law cause @iction is completely prempted'only if both prongs othe [Davila] test are

satisfied."Marin General Hospitab81 F.3d at 947 (emphasis added).

The firstDavila prong asks "whether a plaintiff seeking to assert a state law elagome

point in time, could have brought [the] claim under [29 U.S.C. § 1132(a)(l)(B}ih General

Hospital, 581 F.3d at 947 (quotimavila, 542 U.S. at 210). Section 1132(a)(l)(B) provides: "A
civil action may be brought—(1) by a participant or éfesiary— . . . (B) to recover benefits due
to him under the terms of his plan, to enforce his rights under the terms of the plan, ofythiclari
rights to future benefits under the terms of the plan.”" 29 U.S.C. § 1132(a)(1)(B). The second
Davila prong asks whether there is no other legal duty, independent of ERISA, that eaiepli
by a defendant's actionsMarin General Hospital, 581 F.3d at 949 (quotdayila, 542 U.S. at

210). For example, an employer-sponsored health insurance plarebetywatient and a medical
insurer generally does not create legal duties independent of ERISA, but atdoetineeen a

medical service provider and a medical insurer creates legal duties indepaaRISA._Id.at
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950. In sum, if a state law cause of action could have been brought under 29 U.S.C. § XB32(a
and does not create a legal duty independent of ERISA, the state law cause @ aotigpletely
preempted.
[11. DISCUSSION
Principal argues that the FABust be dismissed becauke causes of action are

completelypreemptedby ERISA and Bay Arehas failed to allegany facts that would support a
finding that that an agreementdependent of an ERISA-governeahployee medical benefit plan
exists between defendant Principal Laied Plaintiff.
A. Preemption

1. Breach of Contract

Bay Area's FAC alleges breach of a contract created between Bay Area arghRiunanga
phone conversatiopetween a Bay Area employee and a Prin@paployee. FAC | 3&lleging
that Principal breached tlwentract described IBAC 11 2-25, which describe the telephone
conversatioh ThePrincipalemployee allegedly (1) told Bay Area that the patient was insured,
(2) told Bay Area that the surgery did not require preauthorizdtdofif 21-23 Bay Area also
alleges that prsuant tdPrincipal’sagreement witlBay Area, Principal was required to pé§% of
the cost of approved surgical procedures for out-of-contract providers, sBaly Asea.ld. 5.

Where a cause of action arises from an alleged contract between a provider sudeantire

first Davila prong is not satisfied, because at no point in time could the provider have brought

2 Principal argues that because the state action “relates to” the patient's E&1iSiAip
completely preempted. As Bay Area correctly points out, the questiohaevleetaw or claim
“relates to” an ERISA plan is not the test for complete preemptiorr @8@2(a)(1)(B). Rather, it
is the test for conflict preemption under § 514&8eMarin General Hospital v. Modesto &
Empire Traction Co., 581 F.3d 941, 949. In its reply, Principal argues that “[t[he distinction
[between complete and conflict preemplics not relevant to a motion to dismiss in which a
defendant is asserting preemption defensively and not as the basis of the abjetisrsatter
jurisdiction” and cites tdarin General Hospitah support. Reply at 5. The portion Mfrin
General Hogital cited by Principal details the difference between complete preemption and
conflict preemption and the importance of that difference for determiningdbeafecourt’s
subject matter jurisdiction; it does not state that the difference is not retevantotion to
dismiss.SeeMarin General Hospitab81 F.3d at 945-46. Thus, Principal has not cited any
authority in support of its argument that it is harmless to conflate conflict and ¢emppemption
in this motion. Because Principal’s motion exgively and repeatedly refers to complete
preemption, and Bay Area’s opposition addresses complete preemption, this Gaaeimest
whether Principal has demonstrated the FAC is completely preempted and dakesd a
whether Principal has raised a conflict preemption defense.
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claim as an ERISA plan “participant or beneficiary to recover benefits . . . , to enforce . . .
rights .. ., or to clarify . . . rights to future benefits under the terms of the plan,” pursuant to 29

U.S.C. § 1132(a)(1)(B). 29 U.S.C. § 1132(a)(1)(8Barin General Hospital, 581 F.3d at 947.

Furthermore, @ause of action arising from contracts between medical service providers and
insurance companies also fails the second prong @dkga test. “The question under the secong
prong ofDavilais whether the complaint relies on a legal duty that arises emdeptly of

ERISA.” Marin General Hospitab81 F.3d at 950. Legal obligations that arise from contracts

between medical service providers and medical insurers do not arise froly, EREB when the
insurer is acting as an ERISA plan administratbrlt is immaterial that the plaintiff might seek
the same monetary relief to which a patient or patssignee might be entitled under ERIZA.
“Accordingly, where a medical service provider's cause of action ariseshieamedical service
provider's agreement with an ERISA plan provider, the cause of action fails botisttaedir
second prongs of tHeavilatest and is not subject to ERISA complete preemption under 29 U.S

§ 1132(a). Bay Area Surgical Management, LLC, v. Blue Cross Blue ShieMimhesota Ing.

No. 12-€V-0848-+HK, 2012 WL 2919388, at *MN.D. Cal. July 17, 2012
Here Bay Area's breach of contrathim arises from a contract between Princigatl Bay
Area. Therefore, this cause of action could not have been brought by th¢ ggaiest Blue Cross

under 8§ 1132(a)(1)(B), failing the first prong of the Davila t8seMarin General Hospitab81

F.3d at 947; Blue Cross, 2012 WL 2919388, at *7. Addition#iig, cause of action arises from

ERISA-independent legal duties creatgdRyincipal's alleged entry into a contract with Bay Ared|

failing the second prong of tiigavilatest.SeeMarin General Hospitab81 F.3d at 950. The fact

that Bay Area could have chosen to seek the same monetary relief it now seeksaipdtent's
assigned ERISA rights does not impinge Bay Area's right to seek libhbrethe independent
grounds now before the couBeeid.; Blue Cross2012 WL 2919388at *7. Thus Bay Area's
action for breach of contrapteaded in the FAG not completelypreempted under § 1132(a) of
ERISA. Thus, Principal’s motion to dismiss the breach of contract claim in the FAC on tisissba

DENIED.
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2. UCL Claim

Like Bay Area's cause of action for breach of contract, Bay A€alsclaim alleges breach of
the contract bieveen Bay Area anBrincipal made over the telephoisz=eFAC 139 (“the contract
described herein”gee als¢-AC 1 46-43 (alleging other illegal acts committed in furtherance of
the alleged breach of telephone contract). Thus, Bay Ado€d'sclaimfrom alleged contract terms
to whichPrincipaland Bay Area agreatbes not arise from the patits medical insurance
contractwith Principal

Accordingly, Bay Area's UCL clains not preemptednder § 1132(a) of ERISA because this
claim could not have been brought by the patient against Blue Cross under § 1132(a)(1)(B), &
also because this claim arises from ER{i8dependent legal duties created by Principal's allege

entry into a contract \th Bay AreaSeeMarin General Hospitab81 F.3d at 947, 950; Blue Cross

2012 WL 2919388, at *7Thus, Principal’s motion to dismiss the UCL claim in the FAC on this
basis is DENIED.

3. Negligent Misrepresentation, Promissory Estoppel, and Equitable Estoppéel

Like Bay Area's breach of contraztaim andUCL claim, Bay Area'sclaimsfor negligent
misrepresentatiomgromissory estoppel, ardjuitable estoppel all arise from representations mag
by Principalto Bay Area. Bay Area's cause of action for negligent misrepresengditiges that
during a telephone call between Principall Bay Area, Blue Cross negligently misrepresented
that “no pre-authorization was necessary’ for the surgery that the patiestheduled to
undergo.” FAC 1 46The negligent misrepresentation claim alleges thay[Brea] justifiably
relied on Principal's misrepresentations . . . and went forward with the procedwsalbdas
expecting to be reimbursedd.  48. Bay Areaallegesit is owed*“60% of the billed price of the
surgery pursuant to the express statements fontipal,” (d. 1 48) apparently relying on
Principal’s agreement with Bay Area that required Principal “toG8® of the cost of approved
surgical procedure®r outof-contract providerssuch as [Bay Area](id. 1 5).

Similarly, Bay Area's cause of action for promissory estoppel and o&daséon for eqitable
estoppel arise from (1) the statemtinat Principalallegedly made to Bay Area prior to the patie

surgery that the surgery did not require pre-authorization, areti(®jipal’s agreement with Bay
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Area that itpay60% of the billed priceSeeid. 1 33, 54(alleging the preauthorization and@%
payment promises that give rise to the promissstgppel cause of actiond. 1 6L, 63(alleging
statements and omissions giving rise to the equitable estoppel cause of abtisny Area's
claimsfor negligent misrepresentation, promissory estoppel, and equitable estbppsedrom
represetations made bfrincipalto Bay Area, stating or implying th&rincipalwould pay for the
surgery that Bay Area planned to perform.

Accordingly, Bay Area's causes of action for negligent misreptaen, promissory estoppel,
and equitable estoppel aret preempted under 8§ 1132(a) of ERISA for the same reasons discu
with respect to Bay Area's breach of contract clandUCL claim. Thus, Principal’s motion to
dismiss thenegligent misrepresentation, promissory estoppel, and equitable estiappslin the
FAC on this basis is DENIED.

In sum, all of the FAC's five causes of action assert state law claims, andfrtbese five
state law causes of action is completely preempted by ERISA.

B. FailureTo Plead Sufficient Facts To Statea Claim

Principal further argues that the FA@ust be dismissed because it fails to allege facts
sufficient to state a plausible claim that the telephone conversation createdeanegrbetween
Bay Area and Principal thatquiredPrincipalto pay 60% of the cost of the surgery. Specifically,
Bay Areaargues that thEAC alleges in a conclusory fashion that “[pJursuar®timcipal’s
agreement witlBay Area Principalwas required to pay 60% of the cost of approved surgical
procedures for oudf-cortract providers, such gBay Area]” FAC | 5. Additionally, the FAC
only alleges that during the telephone conversation, PrincipaBtoldAreathatthe patient was
insured and preauthorization was not necessary for the planned procedure, and the FAC pro
no explanation as to why the statement about preauthorization amounts to a promis#o pay
the cost of the procedurgeeid. 11 21-23, 31, 46.

Bay Area argues that for the purposes of this motion the court must accejgt iss dtlegation
that Principal entered into an agreement with Bay Area wherein Principakgaired to pay 60%

of the cost of the surgery.
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Although n considering whether the complaint is sufficient to state a claineptiveaccepts

as true all of the factual alleganis contained in the complaint, Gen. Conference Corp. of Seven

Day Adventists, 887 F.2at 230, the court need natcept as true “allegations that are merely

conclusory, unwarranted deductions of fact, or unreasonable infereimces Gilead Scis. Sec.

Litig., 536 F.3d at 1055 (internal quotation marks and citations omitted).
Here, Bay Area’s allegation thgp]ursuant toPrincipal’sagreement witlBay Area Principal

was required to pay 60% of the cost of approved surgical procedures foramntyaict providers,

such as [Bay Ared FAC { 5 is conclusory and therefore need not be accepted as true. Bay Area

has not alleged any facts in support of that conclusory allegation. Thus, Baya&neatpleaded
facts sufficient to state a plausible akeihatthe telephone conversatibetween Bay Area and
Principalformed an agreement that required Principal to pay 60% of the cost of the surgical
procedureAll Bay Area’s claims are insufficiently pleaded because, as discussed ab@ay
Area’s clams depend on the existence of such an agreement and Principal’s failure to pay 60
the cost as required’hus, Principal’s motion to dismiss the FAC for failure to state a claim is
GRANTED with leave to amend.
IV. CONCLUSION
For the reasons abowrincipal’s motion to dismiss the FAC is GRANTED with leave to

amend. Bay Area may file any amended complaint no later than 30 days from thetdstemafer.

EDWARD J. DAzlLA

United StaéesDistrict Judge

IT IS SO ORDERED.
Dated: September 14, 2012
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