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A New Defense For Medicaid Fraud Cases In Texas

By Bill Mateja, David Fischer and Jason Hoggan (July 8, 2026, 6:07 PM EDT)

A recent Texas Supreme Court decision, Laboratory Corporation of America
Holdings v. State of Texas and NPT Associates, found that the Texas state
version of the federal False Claims Act required proof that an omission was
material.

And it ruled that the government's reaction — or lack thereof — to the
defendant's disclosures during the under seal investigation rendered the
alleged omissions immaterial.

Both rulings have implications for Texas and federal healthcare fraud
investigations and litigation.

Bill Mateja
The Texas Supreme Court's June 19 decision reversed the First Court of

Appeals' decision, resolving a fundamental question about the scope of Texas'
healthcare fraud prevention statute: Does the statute require the state of
Texas to prove that an omission was material before imposing civil liability? A
7-2 majority answered yes.

The court held that the statute's omission provision, Section 36.002(2) of the
Texas Human Resources Code, known as the Texas Health Care Program Fraud
Prevention Act, incorporates a materiality requirement from the common law
on fraud, even though the provision does not expressly reference materiality.

Applying this framework, the court reinstated the trial court's summary -
judgment for LabCorp, concluding that LabCorp showed — based on the record David Fischer
evidence — that its omissions were immaterial.

Two dissenting justices, Chief Justice Jimmy Blacklock and Justice Brett Busby,
argued that the majority imported a materiality requirement that the statute
plainly does not contain, and that the Legislature's exclusion of "material"
within the omissions provision was intentional.

The court's decision will shape the pleading, proof and summary judgment
posture of Texas Medicaid fraud cases.

Factual Background
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LabCorp provides laboratory testing services to patients across Texas,
including enrollees in the Texas Medicaid program.

As a Medicaid recipient, LabCorp is subject to state administrative regulations requiring it to offer to
the Medicaid program the same pricing it extended to other payors and charge Medicaid its usual and
customary fees.

In 2013, a qui tam relator, NPT Associates, sued LabCorp under the act, alleging that LabCorp
violated these billing rules by failing to offer Medicaid the same discounted rates it gave private
insurers. The Texas Office of the Attorney General then investigated.

LabCorp responded with documentation and presentations sufficient to put the Texas Attorney



General Office on notice of four facts: (1) LabCorp has a two-tier pricing structure; (2) LabCorp bills
all third-party payors the same patient fee schedule rate; (3) LabCorp accepts lower payments from
private insurers through negotiated arrangements; and (4) LabCorp does not consider these
arrangements to be discounts within the meaning of the billing regulations, because the state's own
guidance suggests the discount rules are focused only on advertised and promotional rates available
to the general public.

The state never objected, withheld payment or challenged LabCorp's interpretation for seven years
after the 2014 disclosures. Rather, the state continued paying LabCorp's claims without complaint.

Yet, in January 2021, the state intervened in the qui tam action and alleged that LabCorp had been
violating the billing regulations since 2005. LabCorp moved for summary judgment on materiality
grounds, which was granted by the trial court.

The Court of Appeals reversed, holding that the omissions provision did not require materiality. The
Texas Supreme Court granted LabCorp's petition for review.

Statutory Framework

The operative provision, Section 36.002(2) of the Texas Human Resources Code — which, other than
being limited to healthcare, is similar to the federal FCA — makes it unlawful if a person

knowingly conceals or fails to disclose information that permits a person to receive a benefit or
payment under a health care program that is not authorized or that is greater than the benefit
or payment that is authorized

Neighboring provisions — Sections 36.002(1), and 36.000(4) — explicitly require "a false statement
or misrepresentation of a material fact."

Holdings and Reasoning

The Texas Supreme Court's first holding, that Section 36.002(2) does require materiality, was based
on the principle that when a statute draws from an area of law with rich common law interpretation
— here, fraud — it brings the "old soil" with it.

Because common law fraud has required materiality, the court found that a statute targeting fraud
carries that requirement unless the legislature clearly repudiates it.

The majority found no such repudiation. Although the state argued that the absence of the word
"material" in the statute implied a deliberate omission, the court reasoned that silence is not
inherently repudiation, and the nonmirrored structure of the text did not indicate such intent in this
circumstance.

Additionally, the court noted that the state's reading of the provision would require treating an
immaterial lie more leniently than an equally immaterial omission, which is inconsistent with the
statute's purpose.

The second holding — that LabCorp was entitled to summary judgment because the alleged
omissions were not material as a matter of law — established a new evidentiary framework for
materiality analysis in this context.

Drawing on the U.S. Supreme Court's analysis of materiality under the False Claims Act in Universal
Health Services Inc. v. United States ex rel. Escobar in 2016, the Texas Supreme Court held that a
defendant can establish a lack of materiality by offering "competent evidence of undisputed facts ...
[that] are incompatible with materiality.[1]

The court reasoned that the most powerful indicator of such incompatibility is the government's

continued payment, despite actual or imputed knowledge of the alleged violation. Here, LabCorp
disclosed its billing practices to senior Attorney General's Office officials during the government's
investigation, and the state paid the claims without objection for seven years.



The court also rejected the state's proposed view of materiality where "any statutory, regulatory, or
contractual violation is material so long as the defendant knows that the State would be entitled to
refuse payment were it aware of the violation."

The court considered this interpretation an "extraordinarily expansive view of liability" not adopted by
the act.[2] Accordingly, the court held that LabCorp had conclusively negated materiality and that the
State failed to create a genuine fact issue in response.

Practical Takeaways

For Medicaid providers and their counsel, this decision establishes a materiality defense to fraud-by-
omission claims where providers thoroughly disclose billing practices to senior Texas officials, after
which agency inaction is strong — and potentially conclusive — evidence of immateriality.

Documentation should include dated written summaries of disclosed practices, records identifying the
seniority and decision-making authority of each official briefed, and any acknowledgment by agency
personnel that they received and understood the disclosure.

Preaudit disclosure carries substantially greater evidentiary weight than disclosure made in response
to compulsory process, and providers should complement any disclosure strategy with periodic
internal compliance audits and updated billing policies so that any government briefing rests on a
contemporaneous compliance record.

Additionally, this is the first case, or at least among the first cases, in which the government
knowledge is established by disclosure during the under seal period of a government FCA
investigation.

According to the decision, LabCorp's counsel made a presentation to "OAG decisionmakers, including
the then-Deputy Chief of OAG's Civil Medicaid Fraud Division" and, afterward, "provided OAG with a
slide-deck summary."

A few months later, it "prepared and submitted a supplemental 'white paper' to 'outline[] LabCorp's
billing practices and how those industry-standard practices comply with Texas Medicaid's billing
requirements."

If a government investigation involves a vague or ambiguous statute or regulation, defendants should
consider similar written disclosures regarding their practices — and making sure the disclosures later
become part of the court record.

If the government fails to act, then like here, it is evidence of lack of materiality. Additionally, such
disclosures would also serve as evidence of the defendant's contemporaneous understanding of the
ambiguous regulation obviating scienter under the U.S. Supreme Court's 2023 decision in U.S. ex rel.
Schutte v. SuperValu Inc.

For government agencies, the decision requires more active and timely engagement to preserve
omission-based claims.

Available intermediate tools — prepayment review, postpayment review, probationary contracts and
prior authorization requirements — should be deployed and documented as soon as a potential billing
irregularity is identified, because extended, undifferentiated payment without intermediate action is
the most potent indicator of immateriality.

Internal protocols should require escalation to senior decision-makers, a contemporaneous
memorandum documenting agency awareness and chosen response, and a defined investigation
timeline with milestones to satisfy the reasonable investigation period the court recognized.

For qui tam relators, the path under Section 36.002(2) is narrower after this decision. At the pleading
stage, complaints must allege specific facts establishing materiality — for example, that relevant
officials lacked actual knowledge of the specific conduct, that payments were made at a low
administrative level without policy-level awareness, or that patient-care continuity concerns
compelled payment despite known noncompliance.



At the summary judgment stage, relators should build a contemporaneous record of enforcement
patterns, agency internal communications and regulatory guidance demonstrating the state would
have acted differently had it known of the omission, rather than relying solely on the inference that a
billing obligation is a condition of payment.

The two dissents constitute a direct invitation to the Legislature to clarify the statute. The Legislature
could codify a materiality requirement by adding express language to Section 36.002(2), or,
consistent with the majority's holding, repudiate materiality by providing that liability attaches
regardless of whether the omission would influence a reasonable payment decision.

Providers, relators and agency stakeholders should monitor the 2027 Texas legislative session for
proposed amendments to the act.
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