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Before OBRA ’93 OBRA ’93

Exceptions for Ownership/Investment and Compensation

1877(b)(4) exception relating to hospital financial relationships (owner-
ship/investment and compensation) unrelated to provision of labora-
tory services.

OBRA ’93 omitted, but SSA ’94 reinstated until 1/95. But see
1877(e)(4) below.

1877(d)(3) exception for hospital ownership ............................................ 1877(d)(3) unchanged.

Exceptions for Compensation Arrangements

1877(e)(2) exception for employment and service arrangements with
hospitals.

Omitted by OBRA ’93; SSA ’94 reinstated until 1/1/95

1877(e)(2) exception for bona fide employment only, with any em-
ployer

1877(e)(3) exception for personal service arrangements with remu-
neration from any entity.

1877(e)(4) exception for remuneration from a hospital to a physician if
not related to provision of clinical laboratory services.

1877(e)(4) exception for physician recruitment by a hospital .................. Still present, as 1877(e)(5).
1877(e)(7) exception for compensation between a group practice and

a hospital for services furnished under an arrangement.

Generally, the prohibition in section
1877(a)(1) on physician referrals excepts
physicians who furnish services in
certain situations or settings described
in section 1877(b) (for example, in-office
or HMO settings). In addition, under
section 1877(a)(2), a financial
relationship with an entity is defined as
an ownership or investment interest in
the entity except for such interests
described in sections 1877(c) and (d). A
financial relationship is also defined as
a compensation arrangement between a
physician (or immediate family
member) and an entity, except for the
arrangements described in section
1877(e). Of these provisions, the
following exceptions directly concern
physician/hospital relationships if the
hospital either is not located in Puerto
Rico or is not a rural provider.

• Under section 1877(d)(3), an
exception is provided for referrals for
clinical laboratory services to be
furnished by a hospital located outside
of Puerto Rico, even if the referring
physician (or immediate relative) has an
ownership or investment interest in the
hospital, provided the referring
physician is authorized to perform
services at the hospital and the
ownership or investment interest is in
the hospital itself and not merely in a
subdivision of the hospital.

• Under section 1877(e)(2), a
physician who receives payment from
any employer, including a hospital (or
who has an immediate relative who
receives such payment) will not be
prohibited from making referrals to the
hospital for clinical laboratory services
on the basis of this payment if the
employment of the physician or family
member is bona fide and for identifiable
services. In addition, the terms of the

employment must be for fair market
value with no ties to the volume or
value of referrals, and be commercially
reasonable. Finally, the arrangement
must meet any additional requirements
imposed by the Secretary.

• Under section 1877(e)(3), a
physician who receives (or whose
immediate family member receives)
remuneration from any entity, including
a hospital, under a personal service
arrangement will not be prohibited, on
the basis of this remuneration, from
making referrals to the entity for clinical
laboratory services if the arrangement
meets the following conditions:

+ The arrangement is for at least 1
year, set out in writing, signed by the
parties, and specifies the services
covered.

+ The arrangement covers all of the
services to be furnished by the
physician (or immediate family
member) to the entity.

+ The aggregate services contracted
for do not exceed those that are
reasonable and necessary for the
legitimate business purposes of the
arrangement and the compensation to be
paid over the term of the arrangement is
set in advance, does not exceed fair
market value and, except in the case of
certain physician incentive plans, is not
determined in a manner that takes into
account the volume or value of any
referrals or other business generated
between the parties.

+ The services to be performed under
the arrangement do not involve the
counseling or promotion of a business
arrangement or other activity that
violates any State or Federal law.

+ The arrangement meets any other
requirements imposed by the Secretary.

• Under section 1877(e)(4), a
physician who receives remuneration

from a hospital will not be prohibited
from making referrals to the hospital on
the basis of that remuneration if the
remuneration does not relate to the
provision of clinical laboratory services.

• Under section 1877(e)(5), a
physician who receives remuneration
from a hospital that is intended to
induce the physician to relocate to the
geographic area served by the hospital
in order to be a member of the medical
staff of the hospital will not be
prohibited from making referrals to the
hospital if the following conditions are
met:

+ The physician is not required to
refer patients to the hospital.

+ The amount of remuneration under
the arrangement is not determined in a
manner that takes into account (directly
or indirectly) the volume or value of any
referrals by the referring physician.

+ The arrangement meets any other
requirements imposed by the Secretary
by regulation.

• Under section 1877(e)(7), certain
group practices may have an
arrangement with a hospital to furnish
clinical laboratory services that are
billed by the hospital. The physicians
may make referrals to the hospital for
the furnishing of clinical laboratory
services, as long as the following
conditions are met:

+ Services provided to a hospital
inpatient are furnished under an
arrangement under section 1861(b)(3).

+ The arrangement began before
December 19, 1989, and has continued
in effect without interruption since that
date.

+ With respect to the clinical
laboratory services covered under the
arrangement, substantially all of these
services furnished to patients of the


