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42 C.F.R. § 411.354

Financial relationship, compensation, and ownership or investment
interest.

(a) Financial relationships— (1) Financial relationship means—

(i) A direct or indirect ownership or investment interest (as defined in paragraph (b) of this section) in any
entity that furnishes DHS; or

(ii) A direct or indirect compensation arrangement (as defined in paragraph (c) of this section) with an entity
that furnishes DHS.

(2) Types of financial relationships. (i) A direct financial relationship exists if remuneration passes between the
referring physician (or a member of his or her immediate family) and the entity furnishing DHS without any
intervening persons or entities between the entity furnishing DHS and the referring physician (or a member of
his or her immediate family).

(ii) An indirect financial relationship exists under the conditions described in paragraphs (b)(5) and (c)(2) of this
section.

(b) Ownership or investment interest. An ownership or investment interest in the entity may be through equity,
debt, or other means, and includes an interest in an entity that holds an ownership or investment interest
in any entity that furnishes DHS.

(1) An ownership or investment interest includes, but is not limited to, stock, stock options other than those
described in paragraph (b)(3)(ii) of this section, partnership shares, limited liability company memberships, as
well as loans, bonds, or other financial instruments that are secured with an entity's property or revenue or a
portion of that property or revenue.

(2) An ownership or investment interest in a subsidiary company is neither an ownership or investment
interest in the parent company, nor in any other subsidiary of the parent, unless the subsidiary company itself
has an ownership or investment interest in the parent or such other subsidiaries. It may, however, be part of an
indirect financial relationship.

(3) Ownership and investment interests do not include, among other things—

(i) An interest in an entity that arises from a retirement plan offered by that entity to the physician (or a member
of his or her immediate family) through the physician's (or immediate family member's) employment with that
entity;

(ii) Stock options and convertible securities received as compensation until the stock options are exercised or the
convertible securities are converted to equity (before this time the stock options or convertible securities are
compensation arrangements as defined in paragraph (c) of this section);
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(iii) An unsecured loan subordinated to a credit facility (which is a compensation arrangement as defined in
paragraph (c) of this section);

(iv) An “under arrangements” contract between a hospital and an entity owned by one or more physicians (or a
group of physicians) providing DHS “under arrangements” with the hospital (such a contract is a compensation
arrangement as defined in paragraph (c) of this section);

(v) A security interest held by a physician in equipment sold by the physician to a hospital and financed through a
loan from the physician to the hospital (such an interest is a compensation arrangement as defined in paragraph
(c) of this section);

(vi) A titular ownership or investment interest that excludes the ability or right to receive the financial benefits of
ownership or investment, including, but not limited to, the distribution of profits, dividends, proceeds of sale, or
similar returns on investment; or

(vii) An interest in an entity that arises from an employee stock ownership plan (ESOP) that is qualified under
Internal Revenue Code section 401(a).

(4) An ownership or investment interest that meets an exception set forth in § 411.355 or § 411.356 need not
also meet an exception for compensation arrangements set forth in § 411.357 with respect to profit
distributions, dividends, or interest payments on secured obligations.

(5)

(i) An indirect ownership or investment interest exists if —

(A) Between the referring physician (or immediate family member) and the entity furnishing DHS there exists an
unbroken chain of any number (but no fewer than one) of persons or entities having ownership or investment
interests; and

(B) The entity furnishing DHS has actual knowledge of, or acts in reckless disregard or deliberate ignorance of,
the fact that the referring physician (or immediate family member) has some ownership or investment interest
(through any number of intermediary ownership or investment interests) in the entity furnishing the DHS.

(ii) An indirect ownership or investment interest exists even though the entity furnishing DHS does not know, or
acts in reckless disregard or deliberate ignorance of, the precise composition of the unbroken chain or the
specific terms of the ownership or investment interests that form the links in the chain.

(iii) Notwithstanding anything in this paragraph (b)(5), common ownership or investment in an entity does not,
in and of itself, establish an indirect ownership or investment interest by one common owner or investor in
another common owner or investor.

(iv) An indirect ownership or investment interest requires an unbroken chain of ownership interests between the
referring physician and the entity furnishing DHS such that the referring physician has an indirect ownership or
investment interest in the entity furnishing DHS.
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