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WILLIAMS & JENSEN, PLLC 
 

MEMORANDUM 
 

From:   Jessica Hoppe 

Date:   December 20, 2012 

Re:    Managed Pharmacy Care v. Sebelius 

 
Background 

 
Four cases gave rise to consolidated appeals involving Kathleen Sebelius, Secretary of the 

Department of Health and Human Services (“Secretary”) and Toby Douglas, the Director of the 
California Department of Health Care Services (“Director” or “DCHS”).  DHCS prepared two State 
Plan Amendments (“SPAs” or “Plans”) seeking to reduce reimbursement rates to providers of 
certain Medi-Cal services.  In preparing these Plans, DHCS collected data and reviewed the impact 
such a reduction would have on access to services.  Along with the SPAs,  DHCS also submitted an 
82-page monitoring plan which identified 23 different measures DHCS will regularly review to 
ensure that the reduction in reimbursement rates will not negatively affect beneficiary access. These 
SPAs, along with the 82-page plan, were submitted to CMS for approval, as required by statute.  

The Secretary approved the SPAs, which gave rise to the underlying lawsuit in this appeal.  
The four groups of Plaintiffs filed suit against the Secretary and the Director in the U.S. District 
Court for the Central District of California, asking for a preliminary injunction to prevent the 
reimbursement rates from taking effect.  The Plaintiffs claimed that the SPAs violate §30(A), and 
that the Supremacy Clause provides a private right of action to challenge the reimbursement rates as 
violating §30(A). Specifically, the Plaintiffs relied on the same district court’s opinion in Orthopedic 
Hospital, which required a state seeking to reduce reimbursement rates to consider cost data prior to 
submitting the SPAs to CMS, and disagreed with DHCS’s research methodology with respect to the 
potential impact of the reductions on beneficiary access.   

The United States District Court for the Central District of California, Christina A. Snyder, J. 
granted preliminary injunctions in favor of various providers and beneficiaries of Medi–Cal, 
California's Medicaid program, prohibiting program director from implementing reimbursement rate 
reductions authorized by the California legislature and approved by the Secretary of Department of 
Health and Human Services (HHS), and staying Secretary's approval.  The Secretary and Director 
appealed, and plaintiffs cross-appealed the court's modification of its orders to allow the rate 
reductions as to Medi–Cal services provided before the injunctions took effect.  

Courts have reasoned that state participation in Medicaid is not required, but those who do 
“must comply both with statutory requirement imposed by the Medicaid Act and with regulations 
promulgated by the Secretary of HHS.” 1  Every state must have plan, and according to federal code, 
all state plans must “provide such methods and procedures relating to the utilization of, and the 
payment for, care and services available under the plan … as may be necessary to safeguard against 
unnecessary utilization of such care and services and to assure that payments are consistent with 
efficiency, economy, and quality of care and are sufficient to enlist enough providers so that care and 
services are available under the plan at last to the extent that such care and services are available to 

                                                 
1 Alaska Dep’t of Health and Soc. Servs. V. Ctrs. For Medicare & Medicaid Servs., 424 F.3d 931, 935 (9th Cir. 2005). 
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the general population in the geographic area.”2  Congress delegated to the Secretary the authority to 
approve, or deny, these plans.   

 
Preliminary Injunction 

 
 In order to succeed on a motion for preliminary injunction, the Plaintiffs must show that 
“he is likely to succeed on the [underlying] merits, that he is likely to suffer irreparable harm in the 
absence of such preliminary relief, that the balance of equities tips in his favor, and that an 
injunction is in the public interest.”3 It is an extraordinary remedy, and one that courts are only 
supposed to impose when there truly is no other way to preserve the status quo before a full hearing 
on the merits can be held.  The district court in this case found that the Plaintiffs were able to 
demonstrate to the court that they were likely to succeed on the merits of their underlying claims, 
namely that the SPAs violated §30(A), and thus granted the injunction. 

The Secretary and the Director appealed the preliminary injunction, which is a “final 
decision” for purposes of appeal.  The Court of Appeals reviewed the district court’s opinion using 
the “abuse of discretion” standard,  which essentially looks to make sure that the district court 
correctly identified and applied the appropriate legal rule, and that the decision was supported by 
facts in the record.  It is not the job of the appeals court to decide whether or not they agree with 
the decision, but rather whether the decision could logically follow an application of the law to the 
facts.  In this case, the Ninth Circuit reviewed the facts and the appropriate law and found that the 
lower court did not afford the Secretary’s decision the appropriate deference as required by the 
Administrative Procedure Act (APA). 
 

Application of the Administrative Procedure Act 
 
This case also involves the application of the Administrative Procedure Act (APA), which 

comes into play when Congress delegates the authority to engage in rulemaking and the execution of 
laws to an administrative agency.  The Court must review an agency’s statutory interpretation to 
determine whether or not 1) it should be afforded Chevron deference; 2) it was a permissible 
interpretation of the statute, and 3) whether the agency’s decision was “arbitrary and capricious.”  

In this case, Congress delegated to the Secretary the authority and responsibility to approve 
state Medicaid plans.  As required by federal law, these plans, among other things, must “assure that 
payments are consistent with efficiency, economy, and quality of care and are sufficient to enlist 
enough providers…”4  Thus, any plan that the Secretary approves must fall within the parameters as 
outlined by Congress in their statutory directives.  Because not every detail of rulemaking and 
execution can be prescribed proscriptively, Congress allows the agencies a certain amount of 
deference and discretion in how they choose to manage their authority.  Under the APA, and as 
interpreted over the years through common law, Courts give deference to an agencies interpretation 
or implementation of a statute it administers if Congress has not directly spoken to the “precise 
question at issue, and if the agency’s action is “permissible” under the statute.5  Furthermore, courts 
defer to agencies’ decision when it appears that Congress intended that the agency have the 
authority to make rules carrying the force of law, and when the agency was promulgating rules in the 

                                                 
2 42 U.S.C. § 1396a(a)(30)(A) (2012). 
3 Winter v. Natural Res. Def. Council, Inc., 555 U.S. 7, 24, 20 (2008). 
4 42 U.S.C. § 1396a(a)(30)(A). 
5 Chevron U.S.A., Inc. v. Natural Res. Def. Council, Inc., 467 U.S. 837 (1984). 
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exercise of that law.6  This is known as the “Chevron/Mead” deference.   When an administrative 
agency, such as the Department of Health and Human Services, acts pursuant to congressionally-
delegated authority, the courts are to give deference to their actions.   

In reviewing the lower court’s decision, the Ninth Circuit Court of Appeals (the court 
issuing this opinion) found that the Secretary’s approval of the SPAs was entitled to Chevron 
deference for various reasons.  Most notably, when the Secretary disapproves a proposed plan 
amendment, a State has the opportunity to petition for reconsideration and be heard at a formal 
hearing. The Court saw this factor as dispositive that Congress intended the agency’s determination 
to carry the force of law.  Other factors that suggest that Congress intended deference to an agency 
decision include, “the interstitial nature of the legal question, the related expertise of the agency, the 
importance of the question to the administration of the statute, the complexity of that 
administration, and the careful consideration the agency has given the question over a long period of 
time.”7  In recognizing that Medicaid administration is a complex task, and that Congress gave the 
Secretary the explicit authority to determine whether a State’s Medicaid plan complies with federal 
law, the Court thus concluded that Chevron deference applies to SPA approvals. 

After deciding that the Secretary’s approval of the SPAs should be afforded judicial 
deference, the Court then addressed the issue of whether the interpretation was based on a 
“permissible” reading of the statute.  The Court determined that although §30(A) required a 
substantive result, Congress did not specifically instruct the Secretary as to how these goals must be 
achieved, and as such that decision is left to the agency.  Thus, because the statute is silent as to any 
particular methodology, the Court holds that “the Secretary must be free to consider, for each state, 
the most appropriate way for that State to demonstrate compliance with §30(A).”8 Additionally, the 
Court noted that other circuits have agreed that §30(A) does not require any particular methodology 
for satisfying its substantive requirements as to modifications of state plans.  The Ninth Circuit’s 
finding that the district court’s failure to defer to the Secretary’s decision that the SPAs comply with 
30(A) was thus an “abuse of discretion.”   

Finally, the Court must determine whether or not the agency’s decision was “arbitrary and 
capricious,” which requires an examination into whether or not the agency’s decision may be 
reasonably discerned by the record. In looking at DHCS’s analysis of beneficiary access, as well as 
their 82-page comprehensive plan, the Court determined that it was not “arbitrary or capricious for 
the agency to consider California’s monitoring plan.”  Furthermore, the Court found that “the 
hundreds of pages of analysis submitted by DHCS support the Secretary’s conclusion that the SPAs 
comply with §30(A) and are unlikely to affect beneficiary access in a detrimental way.”9 

 
Supremacy Clause and Takings Clause Claims 

 
The Court declined to rule on the Supremacy Clause claims, as similar cases are currently in 

mediation.  Furthermore, the Court held that even if there were a cause of action under the 
Supremacy Clause, the “Plaintiffs are unlikely to succeed on the merits on any Supremacy Clause 
claim against the Director … for the same reason they are unlikely to prevail on their APA claims 
against the secretary.”10  The Court also dismissed the Plaintiff’s “Takings Claim” because 

                                                 
6 United States v. Mead Corp., 533 U.S. 218 (2001). 
7 Barnhart v. Walton, 535 U.S. 212, 222 (2002). 
8 Managed Pharmacy Care v. Sebelius, 12-55067, 2012 WL 6204214, 30 (9th Cir. Dec. 13, 2012). 
9 Id. at 38. 
10 Id. at 40. 
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participation in Medicaid is voluntary, and providers to not have a property interest in a particular 
reimbursement rate. 
 

Conclusion 
 

To summarize, the Ninth Circuit Court of  Appeals held: 1) the Secretary's approval of 
California's requested reimbursement rates, including her permissible view that prior to reducing 
rates states need not follow any specific procedural steps, such as considering providers' costs, was 
entitled to deference under Chevron; 2) the Secretary reasonably determined that state's amended 
reimbursement rates complied with Medicaid Act; and 3) Medicaid service providers did not, for 
purposes of Takings Clause, have a property interest in a particular reimbursement rate.  The Court 
reversed and remanded, and the injunctions were vacated. 


