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DOJ settlement highlights new FCA risk for 
investors 

By Adam Tarosky, Michele Masucci, Rebecca Simone, and Harsh Parikh 

DOJ’s Magnolia FCA settlement warns healthcare investors, 
including private equity and venture capital investors, that 
portfolio company distributions may be clawed back under the 
Federal Debt Collection Procedures Act (FDCPA).  

  What’s the impact? 

 

 

• DOJ’s Magnolia settlement shows that healthcare investors may face 
clawback risk for distributions tied to alleged FCA violations. 

• Specifically, distributions traceable to funds the government alleges 
were generated through Medicare or Medicaid overpayments or FCA 
violations may be clawed back under the FDCPA if the debtor received 
less than reasonably equivalent value for the distribution and either 
(i) was insolvent at the time or became insolvent as a result, (ii) had 
unreasonably small remaining assets for its business, or (iii) knew or 
reasonably should have known it would incur debts beyond its ability 
to pay as they came due — or, regardless of insolvency or value 
received, if the distribution was made with actual intent to hinder, 
delay, or defraud the government or another creditor. 

 



 

The Department of Justice (DOJ)’s July 23, 2026, settlement with Magnolia Diagnostics is a 
notable reminder for investors in healthcare companies: distributions from a portfolio company 
may be subject to clawback when the government later alleges that the company’s revenues 
were generated through False Claims Act (FCA) violations. 

FCA cases against investors in healthcare are not new. DOJ and the whistleblower bar pay close 
attention to healthcare companies following a change of control and often allege that investors 
caused the submission of false claims by actively managing the acquired company, imposing 
performance incentives, and placing an outsized focus on utilization and profit growth. The 
Magnolia settlement is different. 

DOJ did not pursue the investors under the FCA. Instead, it proceeded under the FDCPA, which 
allows the government to claw back distributions made by a debtor to the United States. The 
government’s theory was that Magnolia, while insolvent and indebted to the United States for its 
alleged Medicare overpayments, made distributions to its investors that threatened to frustrate 
the government’s ability to recoup those funds—a fraudulent-transfer theory distinct from, and 
independent of, direct FCA liability. 

According to DOJ’s press release, Magnolia Diagnostics, a Dallas-based clinical laboratory, and 
its owners agreed to pay $19.2 million to resolve allegations that they violated the False Claims 
Act by billing Medicare for medically unnecessary respiratory pathogen panel testing, performed 
in connection with COVID-19 testing for seniors. DOJ also announced that Magnolia investors 
agreed to pay an additional $4.8 million to resolve claims under the FDCPA and the common law 
arising from distributions they received from Magnolia. 

The investor recoveries were finalized through ten separate settlement agreements that DOJ 
negotiated individually with each investor, calibrated to the distributions each received from 
Magnolia: ASC-Magnolia, LLC agreed to pay $659,676.10, payable in four installments with 
interest at 4.125% per annum; Timberline Holdings LLC agreed to pay $1,139,829.01; Jem-2016, LLC 
agreed to pay $1,998,800.00; John Lacey, Margaret Lacey, and Spencer Lacey each agreed to pay 
$35,081.44; Ricardo Lima agreed to pay $10,000; John Saalfield agreed to pay $75,000; Binkley 
Park, LLC agreed to pay $37,000; and Lee Bains and Kay Bains, collectively, agreed to pay 
$788,220. 

Why the Magnolia settlement matters 
The Magnolia resolution reflects a broader enforcement message: in healthcare fraud matters, 
DOJ may look beyond the operating company and management team to recover funds from 
those who financially benefited from the alleged misconduct. 

https://www.justice.gov/opa/media/1453741/dl
https://www.justice.gov/opa/media/1453746/dl


 

For investors, this matters because portfolio company distributions, dividends, redemption 
payments, recapitalization proceeds, or other transfers may become targets if the government 
later contends that, inter alia: 

/ The portfolio company owes a debt to the United States, including in the form of federal 

healthcare program overpayments or FCA liability; 

/ The company made transfers to investors while insolvent or was rendered insolvent by the 

transfers; and/or 

/ The transfers were made with actual intent to hinder, delay, or defraud creditors, including 

the United States. 

 

The FDCPA gives the United States a federal statutory vehicle to pursue those theories in 
connection with debts owed to the government, including debts arising from alleged healthcare 
fraud. 

The alleged Magnolia conduct 
The United States alleged that between April 1, 2020, and September 30, 2021, Magnolia and its 
owners used the demand for COVID-19 testing in senior living communities to generate revenue 
from higher-reimbursed respiratory pathogen panels, or RPs/RPPs, by knowingly submitting or 
causing the submission of false claims to Medicare for medically unnecessary respiratory 
pathogen panels. 

The settlement agreement alleges that the defendants: 

/ Offered COVID-19 testing to senior communities only as part of a broader respiratory 

pathogen panel; 

/ Used prepopulated requisition forms that selected RP plus COVID-19 testing and associated 

diagnosis codes before individualized clinical assessment; 

/ Treated provider signatures as blanket or standing orders for entire facilities or chains of 

facilities; 

/ Continued performing and billing for RPs even after providers or communities questioned 

medical necessity, requested COVID-only testing, or stated that RPs had not been 

authorized; 

/ In at least two instances, allegedly altered provider-signed requisition forms to expand the 

apparent scope of authorization; and 

/ Froze and stored thousands of specimens for weeks or months before testing them, allegedly 

generating results too late to inform treatment, isolation, or infection-control decisions. 

 



 

What is the FDCPA? 
The FDCPA is codified at 28 U.S.C. §§ 3001–3308. Subchapter D, 28 U.S.C. §§ 3301–3308, addresses 
fraudulent transfers involving debts to the United States. 

Under the FDCPA, the United States may challenge certain transfers made by a debtor when 
those transfers impair the government’s ability to collect a debt. In the FCA context, the 
government may argue that a company that submitted false claims owes a debt to the United 
States, and that distributions to owners or investors are recoverable if statutory elements are 
met. Typically, the government considers an entity an FCA debtor when it has found credible 
evidence of fraud and elected to intervene in a qui tam complaint, even if a complaint-in-
intervention has not been filed.  

What remedies may the United States seek? 
If the government establishes a fraudulent transfer under the FDCPA, it may seek remedies 
including: 

/ Avoidance of the transfer to the extent necessary to satisfy the debt to the United States; 

/ Remedies against the transferred asset or other property of the transferee; and 

/ Other relief the circumstances require. 

 

The statute also allows the United States, in certain circumstances, to recover a money judgment 
for the value of the asset transferred, not exceeding the judgment on the debt. That judgment 
may be entered against the first transferee or the person for whose benefit the transfer was 
made, and in some circumstances against subsequent transferees. 

Key takeaways for healthcare investors 

INVESTOR EXPOSURE MAY EXTEND BEYOND FCA DEFENDANTS 

The DOJ’s Magnolia settlement press release signals that DOJ may pursue investors even when 
the core FCA settlement is with the portfolio company and its owners/operators. The investor 
claims described by DOJ were not framed as direct FCA liability, but as FDCPA and common law 
claims arising from distributions. 

The scope of DOJ’s releases also merits attention for fund-structured investors. For investors 
organized as LLCs, the release extended derivatively to the investor’s current and former LLC 
members (and any direct or indirect holders of such membership interests) and insurers, but 
only to the extent those releasees’ exposure arose from their own upstream receipt of 
distributions traceable to the investor’s distributions from Magnolia. At the same time, DOJ 



 

expressly excluded certain persons and entities from that derivative protection, including 
Magnolia itself, Magnolia Health LLC, and named members of the Bains family, confirming that a 
fund-level release does not automatically extend to the operating company or its principals. 

DISTRIBUTIONS ARE NOT RISK-FREE IF  THE COMPANY HAS GOVERNMENT-PAYOR 
EXPOSURE 

Healthcare portfolio companies that bill Medicare, Medicaid, TRICARE, VA, or other federal 
programs carry government-creditor risk. If a later FCA investigation results in a debt to the 
United States, prior transfers to investors may be scrutinized. 

MEDICAL NECESSITY AND ORDER DOCUMENTATION MATTER TO INVESTORS 

The government’s allegations focused heavily on lack of individualized medical necessities, 
standing or blanket orders, prepopulated requisitions, and delayed testing that allegedly lacked 
clinical utility. Investors in diagnostic laboratories and other healthcare businesses should 
continue to treat these as high-risk areas. 

SOLVENCY ANALYSIS SHOULD ACCOMPANY MAJOR DISTRIBUTIONS 

Before dividends, recapitalizations, redemptions, or extraordinary distributions from healthcare 
portfolio companies, investors should consider documenting: 

/ The company’s solvency before and after the transfer; 

/ Pending audits, investigations, overpayment demands, or payor disputes; 

/ Material compliance risks; 

/ Whether reserves are appropriate; 

/ The basis for concluding the company can pay debts as they come due; and 

/ Whether any government-payor exposure could materially affect the analysis. 

 

DILIGENCE SHOULD CONTINUE AFTER CLOSING 

For healthcare investors, pre-acquisition diligence is not enough. Ongoing portfolio monitoring 
should include compliance indicators that may affect both enterprise value and distribution risk, 
including: 

/ Billing patterns by CPT code and payor; 

/ Medical necessity support; 

/ Order and documentation practices; 

/ Complaint trends from providers, patients, facilities, or payors; 



 

/ Internal compliance hotline reports; 

/ Payor audit activity; 

/ Unusual revenue spikes tied to new protocols; 

/ Aggressive sales or ordering practices; 

/ Coding changes that materially increase reimbursement; and 

/ Management communications suggesting revenue-driven clinical protocols. 

 

Practical steps for healthcare investors 
Investors with healthcare portfolio companies should consider the following steps. 

REVIEW DISTRIBUTION GOVERNANCE 

Investors should evaluate whether distribution approvals include compliance and solvency 
review, particularly for companies with substantial federal healthcare program revenue. 

REASSESS INDEMNITIES AND ESCROWS 

Transaction documents should account for potential FCA, overpayment, and government debt-
collection exposure. Indemnity packages, escrows, special escrows, and covenants may need to 
address post-closing distributions and unresolved billing risks. 

INVESTIGATE RED FLAGS BEFORE TAKING MONEY OUT 

If there are signs of payor scrutiny, billing anomalies, medical necessity concerns, or internal 
objections, investors should pause before approving distributions. A distribution made after red 
flags arise is more likely to attract scrutiny. 

MAINTAIN SEPARATION BETWEEN INVESTOR OVERSIGHT AND OPERATIONAL CONTROL 

Investors should be thoughtful about the line between governance oversight and operational 
direction, especially in areas involving billing, coding, clinical protocols, or payor submissions. 
The more an investor directs or pressures revenue-generating practices, the greater the risk of 
being drawn into enforcement theories beyond passive receipt of distributions. 

EXPECT ONGOING COOPERATION OBLIGATIONS 

The Magnolia agreements also require each settling investor to cooperate fully and truthfully 
with DOJ’s continuing investigation of individuals and entities that were not released, including 
making representatives or witnesses available for interviews and testimony and producing 



 

complete, unredacted copies of non-privileged documents on request. Investors resolving 
similar exposure should expect that settlement does not necessarily end their involvement in the 
underlying investigation. 

Bottom line 
The Magnolia settlement should serve as a cautionary signal for healthcare investors. DOJ is 
foreshadowing that, when a healthcare company resolves FCA allegations, the government may 
also seek recovery from investors who received distributions from the company, even if not under 
the FCA, directly. 

The FDCPA gives DOJ a powerful federal clawback mechanism. Investors do not need to have 
submitted claims themselves, or caused others to submit claims, to face potential exposure. If a 
portfolio company allegedly generated federal healthcare revenue through false claims and then 
distributed funds to investors, those distributions may become part of the government’s recovery 
strategy. 

For investors, the lesson is straightforward: compliance diligence, solvency review, and 
distribution governance are now part of healthcare investment risk management. 

Nixon Peabody’s False Claims Act team has decades of experience with the DOJ and the 
Department of Health and Human Services–Office of Inspector General and has represented 
clients in FCA investigations and litigation in nearly every sector. Our team actively monitors 
federal district court dockets for FCA activity and frequently counsels clients about emerging 
enforcement trends. 

For more information on the content of this alert, please contact your Nixon Peabody attorney or: 

Adam R. Tarosky 
202.585.8036 
atarosky@nixonpeabody.com 
 

Michele A. Masucci 
516.832.7573 
mmasucci@nixonpeabody.com 
 

Rebecca Simone 
516.832.7524 
rsimone@nixonpeabody.com 
 

Harsh P. Parikh 
213.629.6108 
hparikh@nixonpeabody.com 
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