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On January 16, 2014, Judge Lawrence O’Neill of the U.S. District Court, Eastern District of 

California, ruled that the Federal Arbitration Act (FAA) preempts certain arbitration provisions in 

the California Patients’ Bill of Rights Act (the Act).  

The case, Valley View Health Care, Inc., et al. v. California Dept. of Public Health, was brought 

by six skilled nursing facilities (SNFs) and the California Association of Health Facilities—a 

nonprofit group representing licensed SNFs—on behalf of its members. The plaintiffs 

challenged portions of the Act and California Department of Public Health (CDPH) regulations 

which prohibit patients’ rights claims brought under the Act from being included in SNF 

arbitration agreements. In practice, this has required SNFs to “carve out” patients’ rights claims 

in their arbitration agreements with residents. 

The Court held that the FAA, which governs arbitration agreements involving interstate 

commerce, applies to SNF arbitration agreements. The Court observed that, because SNFs 

accept federal reimbursement from Medicare and Medi-Cal programs, and because SNFs use a 

vast array of out-of-state vendors to supply goods and services in their operations, the interstate 

commerce requirement is satisfied for the purposes of the FAA. 

Under the legal doctrine of “preemption,” when federal law and state law conflict, the state law is 

preempted and must give way to the federal law. The Court held that the Act’s arbitration 

restrictions conflict with the FAA and are therefore invalid. The decision relied on precedent in 

both the U.S. Supreme Court and the federal Ninth Circuit Court of Appeals, which have 

observed that the FAA reflects a strong federal policy in favor of arbitration, and against state 

attempts to limit its scope. 

The legal battle is not over yet; CDPH has recently appealed the Valley View ruling, which will 

be reviewed by the Ninth Circuit. Although federal sentiment regarding FAA preemption is 



decidedly on the side of the SNF plaintiffs, CDPH may challenge the ruling on technical 

jurisdictional grounds to undo the lower court’s decision. 

How does this case apply to Assisted Living providers? Although California does not prohibit 

similar arbitration provisions in the RCFE context, many state courts and legislatures, including 

California’s, have attempted to chip away at the scope of arbitration agreements. The Valley 

View ruling illustrates that both Congress and the federal courts have embraced arbitration as a 

leaner and more effective alternative to lengthy, expensive litigation. In light of this policy, 

federal courts have consistently shown that they will protect arbitration agreements governed by 

the FAA, even when states will not.  

In order to invoke the FAA, an arbitration agreement must involve interstate commerce. Valley 

View finds that this requirement is satisfied when providers accept federal funds or contract with 

out-of-state vendors. Medicare does not reimburse for Assisted Living services, and Medi-Cal 

only does so through a very limited waiver program, so the first line of reasoning will not apply to 

most Assisted Living providers. However, the second line of reasoning is an easy threshold to 

meet. Assisted Living providers often own and operate facilities in multiple states, and even 

purely in-state providers contract with numerous out-of-state vendors in the course of their 

operations. In most circumstances, this will satisfy the “interstate commerce” requirement of the 

FAA.   

At first blush, Valley View deals with laws and regulations specific to skilled nursing, but its 

holding is instructive in the Assisted Living context, as well. In light of changing and sometimes 

hostile state laws, the FAA provides a uniform and stable basis for enforcing arbitration 

agreements. Providers who have not already done so should consider updating their resident 

arbitration agreements to reference the FAA and take advantage of the expanded protections it 

provides. 


