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Stark law examples often involve situations where physicians make prohibited physician referrals for designated 
health services (DHS) to an entity with which they or an immediate family member have a financial relationship. These 
violations happen under the physician self-referral law, which means that even if a doctor didn’t mean to break the law, they 
can still face serious penalties like fines, having to pay back money, and possible legal issues for billing Medicare and 
Medicaid for the services they referred. Healthcare providers need to know that self-referrals, wrong payment deals, and illegal 
financial incentives can lead to Stark Law violations in federal health care programs.

In this post, you’ll learn what the Stark Law is and review real-world Stark Law violation examples. You’ll also learn how 
healthcare organizations can remain compliant with the Stark Law.

What Is Stark Law?

The Stark Law, also known as the physician self-referral law, is a federal law that prohibits physicians from referring Medicare 
or Medicaid patients to healthcare entities that provide designated health services (DHS) if the physician or an immediate 
family member has a financial relationship with that entity. At its core, the law was created to prevent financial conflicts of 
interest that could compromise patient care, fuel overutilization, or inflate costs within federal health care programs. 

Since it is a strict liability statute, healthcare providers can face civil monetary penalties, repayment obligations, and even 
False Claims Act exposure simply for violating the law, regardless of intent. This makes understanding the Stark Law essential 
for physicians, group practices, and other healthcare providers who routinely engage in physician referrals, compensation 
arrangements, or other financial dealings.

The primary purpose of the Stark Law is to ensure that medical referrals are based solely on patient needs, not on financial 
incentives or ownership interests. By restricting self-referrals for services like clinical laboratory services, imaging services, 
outpatient hospital services, physical therapy services, occupational therapy services, radiation therapy services, durable 
medical equipment, and other forms of DHS, the law protects patients from unnecessary tests or procedures that could occur 
when financial gain is involved. 

This promotes transparency, safeguards Medicare and Medicaid beneficiaries, and ensures that healthcare compliance 
remains at the forefront of clinical practice. For patients, this translates into more ethical care, reduced exposure to excessive 
testing, and greater trust in the medical recommendations they receive.

Although the Stark Law is strict, it also contains numerous exceptions designed to support legitimate medical practice 
operations. Common exceptions include the in-office ancillary services exception, rental of office space at fair market value, 

https://www.justice.gov/civil/false-claims-act
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bona fide employment arrangements, and certain personal services agreements. 

These exceptions exist because not all financial relationships are harmful, and many are necessary for day-to-day medical 
operations. Still, for an exception to apply, the arrangement must meet detailed regulatory requirements, be commercially 
reasonable, and avoid compensation tied to the volume or value of referrals. This is why healthcare practices must carefully 
structure their financial arrangements, document them thoroughly, and regularly review them for compliance.

What Are Some Examples of Stark Law Violations?

Stark Law violations often arise when hospitals, physician groups, or healthcare entities create financial relationships that 
improperly influence physician referrals for designated health services (DHS) billed to Medicare or Medicaid. Over the years, 
multiple hospital systems and large healthcare organizations have faced significant penalties, sometimes reaching hundreds of 
millions of dollars, for engaging in practices that violated federal law, encouraged self-referral, or disguised financial incentives. 
These real-world cases illustrate how serious Stark Law enforcement can be and serve as powerful reminders of why 
healthcare providers must maintain strict healthcare compliance when structuring compensation arrangements, investment 
interests, or office space leases.

One of the most well-known examples is the Tuomey Healthcare System case, where the South Carolina hospital was found 
liable for entering into improper employment contracts with physicians. Tuomey paid doctors compensation that far exceeded 
fair market value and tied the payments to the volume and value of referred services. Tuomey deemed the arrangement an 
unlawful financial relationship because these physicians performed outpatient procedures at its facilities, which qualified as 
DHS services. The result was one of the largest Stark Law judgments in history, with Tuomey facing penalties of more than 
$237 million, ultimately leading to a settlement of around $72 million and the system’s sale to a larger hospital group.

Another major case involved Halifax Health, a Florida-based hospital chain accused of paying physicians bonuses that were 
tied directly to the revenue generated from their patient referrals. This breached the prohibition on self-referral and improper 
compensation arrangements. The federal government argued that Halifax knowingly submitted false claims to Medicare for 
DHS referred by physicians with whom they had illegal financial relationships. The hospital system paid $85 million to settle 
the case, demonstrating the substantial financial risk for organizations that fail to comply with Stark Law regulations.

The Adventist Health System faced one of the most significant settlements related to the Stark Law and the Anti-Kickback 
Statute, paying more than $118 million for improper financial arrangements with physicians. Investigators found that the 
hospital chain awarded bonuses and benefits that were not aligned with fair market value and were linked to the volume of 
Medicare and Medicaid patient referrals. The organization also provided free office space and equipment, another prohibited 
form of financial incentive. To resolve the issue, Adventist overhauled its internal compliance processes, terminated 
problematic compensation structures, and invested in stricter auditing procedures.

In the case of North Broward Hospital District, the Florida hospital system faced allegations of paying physicians 
compensation that far exceeded fair market value and was tied to referral volume. These agreements resulted in millions of 
dollars in improper claims submitted to federal healthcare programs. The hospital agreed to a $69.5 million settlement and was 
required to implement a multi-year Corporate Integrity Agreement to strengthen its internal compliance and auditing 
processes.

William Beaumont Hospital, a Detroit-based health system, also violated Stark Law by providing physicians with below-
market office space, excessive compensation, and other benefits intended to incentivize referrals for DHS, such as imaging, 
radiation therapy, and inpatient and outpatient hospital procedures. The hospital paid $84.5 million to settle the allegations. 
Part of the resolution included a complete restructuring of physician compensation and enhanced training around physician 
self-referral prohibitions.

Another notable case involved Atrium Health (formerly Carolinas HealthCare System), which allegedly engaged in 
compensation arrangements that financially rewarded physicians based on referrals. Although the case did not result in a 
formal admission of wrongdoing, the hospital agreed to a $6.5 million settlement. As part of its corrective measures, Atrium 

https://www.justice.gov/archives/opa/pr/former-chief-executive-south-carolina-hospital-pays-1-million-and-agrees-exclusion-settle
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strengthened its oversight of physician contracts, updated compliance procedures, and improved documentation for all 
financial arrangements involving medical providers.

The Dignity Health system (operating hospitals across multiple states) faced allegations that it submitted Medicare claims for 
patients referred by physicians involved in improper financial arrangements. These arrangements included free or reduced-
cost office space, payments above fair market value, and personal services agreements that did not comply with Stark Law’s 
strict requirements. The system paid $36.7 million to settle the matter. Following the settlement, Dignity Health instituted new 
policies for evaluating compensation, monitoring referrals, and ensuring adherence to federal healthcare program regulations.

These case studies reveal the wide range of behaviors that can lead to Stark Law exposure, including excessive physician 
compensation, non–fair market value leases, free office space, financial incentives tied to referral volume, and personal 
services arrangements that fail to meet regulatory standards. Each organization faced severe financial penalties, operational 
disruption, and long-term compliance obligations as part of its resolution. For hospitals, group practices, and healthcare 
entities, these examples show how easily improper financial arrangements can trigger liability and highlight the importance of 
seeking legal guidance when structuring physician relationships or billing Medicare or Medicaid beneficiaries.

How Can Healthcare Providers Stay Compliant with Stark Law?

The first step toward compliance is fully understanding the core elements of the law. This includes knowing what qualifies 
as a prohibited financial arrangement, which services fall under DHS, how referrals work, and when exceptions apply. 
Practices must be able to identify risky compensation structures, improper investment interests, or office space arrangements 
that might be interpreted as financial incentives to refer Medicare or Medicaid patients.

Legal guidance plays a central role in maintaining compliance. Consulting with experienced healthcare attorneys ensures that 
any financial arrangement meets fair market value standards and complies with detailed regulatory requirements. Attorneys 
can also help structure new agreements, review existing contracts, and analyze whether an exception applies to protect the 
practice from liability. Legal review is especially important when expanding a practice, creating joint ventures, or revising 
compensation arrangements for referring physicians, as these are the areas where most Stark Law violations occur.

Regular internal audits are another essential safeguard for healthcare providers seeking to avoid compliance issues. Audits 
help identify improper billing patterns, unusual referral trends, and questionable financial relationships before they trigger 
federal scrutiny. By reviewing documentation, verifying the commercial reasonableness of compensation, and confirming that 
all financial arrangements align with regulatory standards, healthcare organizations can resolve problems early and avoid 
submitting claims that violate the Stark Law. Many hospital systems also engage external compliance experts to perform 
independent reviews, ensuring objectivity and deeper insight into potential risk areas.

Employee training is equally important in preventing violations. Physicians, administrators, billing teams, and compliance 
officers must understand the basics of the Stark Law, the risks associated with improper referrals, and their responsibilities in 
safeguarding the organization. Training programs should cover key definitions, common pitfalls, documentation requirements, 
and the importance of avoiding any arrangement that links compensation to the volume or value of referring Medicare or 
Medicaid beneficiaries. When staff members understand how everyday decisions impact compliance, they are better equipped 
to identify red flags, escalate concerns, and support a culture of transparency and accountability.

What Are the Challenges and Solutions in Stark Law Compliance?

One of the most significant challenges healthcare providers face is the sheer complexity of the Stark Law. The statute 
includes highly technical definitions, strict requirements for financial relationships, and numerous exceptions that must be met 
exactly. Such complexity makes it difficult for providers to determine whether compensation arrangements, office space 
leases, or investment interests meet regulatory standards. The solution is to rely heavily on experienced legal advice. 
Healthcare attorneys can interpret the law, evaluate agreements, and ensure that each relationship involving designated 
health services (DHS) complies with fair market value and commercial reasonableness requirements. Their guidance helps 

https://www.justice.gov/archives/opa/pr/dignity-health-agrees-pay-37-million-settle-false-claims-act-allegations
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prevent unintentional Stark Law violations and provides clarity amid complicated federal rules.

Another common challenge is the cost of compliance, especially for smaller practices or growing healthcare organizations. 
Regular audits, contract reviews, and employee oversight can be expensive, and many providers feel stretched by the 
administrative burden. However, the practical solution is to implement targeted, risk-based compliance programs. Rather than 
auditing everything at once, providers can prioritize high-risk arrangements such as physician compensation, personal 
services contracts, or office space agreements linked to Medicare or Medicaid patients. This focused approach reduces costs 
while still ensuring strong compliance, helping providers avoid massive civil monetary penalties and repayment demands that 
could financially devastate the practice.

Healthcare providers also struggle with the constant evolution of healthcare business models, which can unintentionally 
create noncompliant financial arrangements. As practices add new service lines, expand group practices, or adopt incentive-
based compensation, they often overlook how these changes affect physician referrals and DHS billing. The solution is 
ongoing compliance monitoring and regular audits. By reviewing new contracts, evaluating updated compensation models, 
and continually monitoring referral data, organizations can catch potential violations early. This ensures that changes in 
practice structure remain aligned with federal healthcare program requirements and do not inadvertently trigger liability.

Finally, many organizations face the challenge of inadequate employee training. Physicians, billing teams, and 
administrative staff often misunderstand what the Stark Law prohibits or fail to recognize the red flags associated with self-
referral risks. The solution is to establish robust, routine training programs that explain key concepts such as fair market value, 
prohibited financial incentives, DHS categories, and the strict liability nature of the law. When staff members are well-trained, 
they become an extension of the compliance team, spotting issues before they escalate and supporting a culture of ethical 
practice.

What Are Some Best Practices for Stark Law Compliance?

One of the most effective best practices is appointing a dedicated compliance officer who oversees all Stark-related 
matters. This individual is responsible for reviewing physician contracts, evaluating financial relationships, monitoring 
designated health services (DHS), and ensuring that every arrangement meets fair market value and commercial 
reasonableness standards. A knowledgeable compliance officer acts as the central point of accountability, ensuring the 
organization stays ahead of regulatory changes and identifying potential risks before they escalate into Stark Law violations.

Another essential best practice is investing in ongoing training for physicians, administrators, billing personnel, and 
operational staff. Because the Stark Law is a strict liability statute, even simple misunderstandings can lead to improper 
physician referrals or non-compliant financial relationships. Training programs should clearly explain the categories of DHS, 
the types of financial arrangements that trigger scrutiny, the requirements for exceptions, and the risks associated with 
submitting improper claims to Medicare or Medicaid. When employees understand the consequences, such as civil monetary 
penalties, False Claims Act exposure, and repayment obligations, they are far more vigilant in maintaining strong healthcare 
compliance in everyday decision-making.

Regular internal and external audits also play an important role in preventing violations. Auditing enables healthcare 
providers to verify that compensation arrangements remain compliant, office space leases are properly documented, and any 
updates to financial relationships are aligned with regulatory requirements. Audits can find patterns in referrals that seem 
suspicious, spot contracts that lack important details, or show that compensation has gone above fair market value because of 
changes in operations. By resolving these issues early, organizations avoid submitting problematic claims to federal 
healthcare programs and significantly reduce the risk of enforcement actions.

In addition to audits and training, adopting clear policies and standardized procedures helps streamline compliance. 
Having clear written guidelines for checking new contracts, documenting fairness in business deals, approving doctor pay, and 
reviewing DHS services helps keep things consistent throughout the organization. These policies make it easier for staff to 
follow proper steps, reduce confusion, and ensure that every financial relationship undergoes the same level of scrutiny.
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Ready to Challenge Stark Law?

Understanding Stark Law violations empowers healthcare providers, administrators, and professionals to recognize when their 
rights may have been compromised and when improper financial relationships may have placed them at risk. By examining 
real Stark Law examples and learning how compliance works, you position yourself to protect your practice, 
strengthen your decision-making, and demand fairness within federal healthcare programs. Knowledge is your first line 
of defense, whether you are navigating complex financial arrangements, questioning a referral pattern, or facing potential 
penalties.

FAQs

Understanding how the Stark Law works can help healthcare providers, administrators, and compliance teams avoid costly 
mistakes and navigate the complex rules governing physician referrals and designated health services. Below are answers to 
common questions about Stark Law examples:

What Are Some Common Stark Law Examples in Healthcare?

Common Stark Law examples include physicians referring Medicare or Medicaid patients for clinical laboratory services, 
imaging services, or outpatient hospital services provided by entities in which they or an immediate family member have a 
financial relationship. Violations also occur when compensation arrangements exceed fair market value or reward physicians 
based on referral volume.

How Do Stark Law Regulations Impact Physician Referrals?

Stark Law regulations restrict physicians from making referrals for designated health services to entities where they have 
financial ties unless an exception applies. This ensures referrals are based on patient need rather than financial incentives, 
protecting federal health care programs from fraud and abuse.

What Are Common Cost Analysis And Budgeting Considerations When Dealing With Stark Law 
Examples?

Healthcare providers must account for the cost of legal reviews, fair market value assessments, compliance audits, and 
documentation processes when budgeting for Stark Law compliance. These investments help prevent expensive penalties, 
repayment obligations, and False Claims Act exposure associated with Stark Law violations.

What Are Some Common Mistakes Healthcare Providers Make In Relation To Stark Law Examples?

Common mistakes include entering into compensation arrangements without verifying fair market value, failing to document 
financial relationships properly, and overlooking whether an exception applies. Providers also risk violations by not conducting 
regular audits or offering adequate employee training on Stark Law requirements.
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