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The California Attorney General's (AG) office just handed health care lawyers a gift—but many are too
busy panicking to notice.

On June 26, 2026, AG Rob Bonta announced a $4.5 million settlement with Carbon Health
Technologies, its affiliated medical groups, and co-founder requiring a complete restructuring of the
company's friendly professional corporation (PC) model and imposing personal liability on an
individual executive.[1] Coming on the heels of a dental settlement in May 2026 and the AG's amicus
brief in Art Center Holdings in April, the enforcement trajectory is unmistakable. But here is what no
one is saying: the AG has essentially published a compliance roadmap.

The Road Map Is in the Settlement Terms

Health care attorneys should read the Carbon Health settlement not as a death sentence for the friendly
PC model, but as a blueprint. The AG did not declare all management services organization (MSO)-PC
structures illegal. Instead, the settlement specifically identifies which structural features cross the line—
and, by negative implication, which do not:

* Assignable option agreements that give the MSO unilateral power to replace the physician-owner are
permanently enjoined. If your stock transfer restrictions look like this, restructure them now. The
logical alternative for a compliant option agreement would be to allow the friendly physician to also
have an opportunity to assist in finding a physician or relying on dual ownership structures where the
shareholders of the PC give their co-owners the option at the outset of the venture. Nothing in the law
prohibits licensed individuals from having the ability to agree to do business with each other in the
event the relationship with the MSO sours.

* Exclusive, above-market financing requiring PCs to borrow solely from the MSO is treated as financial
captivity—but the settlement explicitly carves out the MSO's ability to hold a first-priority lien subject
to conventional lender restrictions. That carve-out is the guardrail.

e Comprehensive operational control—authority over hiring, firing, and compensation of licensed
professionals combined with control over advertising, billing, payer negotiations, and equipment
selection—constitutes unlawful corporate practice of medicine (CPOM) when bundled together. But
the operative phrase is "complete authority." MSO agreements carefully calibrated to preserve
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meaningful physician independence across operational domains can survive. Instead of giving the MSO
complete authority to exact certain tasks, consider altering the language to include the physician’s
approval or delineating that the MSO will merely assist the PC with the execution of tasks under the
physician’s direction.

Board-level involvement by unlicensed individuals in clinical matters—clinician staffing, performance
incentives, payer contracting—is off limits. Governance structures need to reflect real physician
authority, not paper compliance. The MSO can be present in board meetings in a non-voting capacity
and, depending on the number of shareholders, California law even allows unlicensed individuals to
serve as the secretary of the PC in certain situations.[2]

Stop Copying and Pasting Form Agreements Used in Other
States

Here is the uncomfortable truth many practitioners need to hear: if your California-operating clients
are running MSO-PC structures built on templates from Texas, Florida, or other friendlier
jurisdictions, those documents are a liability, not a solution.

California's enforcement posture is now fundamentally different from that of most other states. The
AG's office has executed three major enforcement actions in three months, demonstrating institutional
expertise and a mature case pipeline. They are scrutinizing the totality of the circumstances—the
interplay between operational control, financial arrangements, governance structures, and ownership
mechanisms. A management agreement that passes muster in a state without active CPOM
enforcement will not necessarily survive California's heightened scrutiny.

Reassess Structures Formed Before 2024

The California CPOM landscape has shifted dramatically over the past two years. If an attorney
structured or restructured a friendly PC arrangement in California before the Art Center Holdings case
was before the trial court in 2024, it is time to look again. The AG has made clear this year that:

Bankruptcy will not shield clients from enforcement (Carbon Health's Chapter 11 did not stop the AG).
Individual executives face personal liability—the $100,000 penalty against Bali signals the AG will pierce
corporate structures.

Retroactive remediation is on the table. The settlement does not merely impose forward-looking
constraints, it requires unwinding existing arrangements.

The Bottom Line

The AG's enforcement actions are not a prohibition on the friendly PC model. They are a prohibition
on noncompliant friendly PC models—structures where physician independence exists only on paper
while the MSO holds every lever of economic and operational control.

Practitioners who read these settlements carefully will find that the AG has articulated, with unusual
specificity, where the lines are. The task now is not to abandon the MSO-PC model but ensure your
clients' structures reflect genuine physician autonomy—in governance, in operations, and in finances.
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If you have not conducted a comprehensive compliance review of your California MSO-PC structures
in the past 12 months, you are behind. The enforcement environment is no longer theoretical. It is here,
it is accelerating, and the road map to compliance is sitting in plain sight.

[1] See Attorney General Bonta Announces First-of-Its-Kind Settlement with Carbon Health and its

Co-Founder for Violating California’s Ban on Corporate Practice of Medicine and Other Healthcare and

Consumer Protection Laws, Press Release ( June 26, 2026).

[2] CA Corp Code § 13403.
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