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On October 6 and 11, 2025, California enacted two new statutes (SB 351 and AB 1415) designed to limit the
influence of nonclinical entities on the healthcare industry in the state — particularly, private equity groups, hedge
funds and management services organizations.

Who is affected?

SB 351 applies to private equity groups and hedge funds “involved in any manner” with a physician or dental

practice doing business in California (Practice), including as investors in a Practice or its assets." Certain
provisions expressly apply to entities controlled directly, in whole or in part, by a private equity group or hedge
fund. The law applies regardless of a Practice’s form, including corporate entities of any kind. “Hedge fund”
means a pool of funds managed by investors for the purpose of earning a return on those funds, regardless of
the strategies used to manage the funds. Hedge funds include, but are not limited to, a pool of funds managed or
controlled by private limited partnerships. “Private equity group” means an investor or group of investors who
primarily engage in the raising or returning of capital and who invest, develop or dispose of specified assets.

The definitions of “hedge fund” and “private equity group” include certain exceptions, such as for hospitals,
public agencies, and some passive investors and lenders. AB 1415 sets reporting requirements for a “noticing
entity,” which it defines as including all of the following:

e A private equity group or hedge fund.

¢ A newly created business entity created for the purpose of entering into agreements or transactions with a healthcare entity.
¢ A management services organization.

¢ An entity that owns, operates or controls a provider, regardless of whether the provider is currently operating, providing

health care services or has a pending or suspended license.2

The law also separately defines a hedge fund, a private equity group and a management services organization
(MSO).

SB 351°s core prohibitions

Private equity groups and hedge funds cannot interfere with the professional judgment of physicians or
dentists in making healthcare decisions. This prohibition includes being responsible for overall patient care
(including available treatment options) and determining the appropriateness of diagnostic tests, necessity of

clinical referrals and consultations, and clinicians’ patient volume and hours worked.3

Private equity groups and hedge funds also cannot exercise control over, or be delegated the power to
perform, specified activities. There is an exception to this prohibition if an unlicensed person or entity assists or
consults with a Practice on such activities, provided the clinician retains ultimate responsibility or approval.
These activities include:

e Owning or otherwise determining the content of patient medical records.

Selecting, hiring or firing clinical staff based on clinical competency or proficiency.

o Setting parameters under which a Practice or its clinicians shall enter into contractual relationships with third-party payers.
e Setting the clinical competency or proficiency parameters under which a clinician enters into contractual relationships with
other clinicians for the delivery of care.
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e Making coding and billing decisions for patient care services.
e Approving a Practice’s selection of medical equipment and medical supplies.

Contracts (or other agreements or arrangements) between a Practice and a private equity group or hedge fund
— or an entity controlled directly, in whole or in part, by a private equity group or hedge fund — that affect
clinical decision-making are prohibited. Specifically, a person or entity cannot be enabled to violate the above
two prohibitions (i.e., interfere with the professional judgment of clinicians making healthcare decisions or
exercise control over, or delegate powers to perform, specified activities). Any provision within a contract or
other agreement that violates these prohibitions is void, unenforceable and against public policy.

A management contract between a Practice and a private equity group or hedge fund - or any entity controlled
directly or indirectly, in whole or in part, by a private equity group or hedge fund — cannot include noncompete
and non-disparagement clauses. These clauses are now considered void, unenforceable and against public
policy. Contracts for the sale of real estate or other assets owned by a Practice to such entities also cannot
contain these clauses (though an otherwise enforceable sale of business noncompete agreement remains
unaffected so long as it does not operate as an employee noncompete agreement). In particular, the contracts
cannot bar a Practice’s providers from:

e Competing with such a Practice if the provider is terminated or resigns.
¢ Disparaging, opining or commenting on the Practice about issues involving quality of care, utilization of care, ethical or
professional challenges in the practice of medicine or dentistry, or revenue-increasing strategies employed by the private

equity group or hedge fund.#

AB 1415’s core requirements

AB 1415 requires a “noticing entity,” as defined above, to provide written notice to California’s Office of Health
Care Affordability (OHCA) of certain material agreements or transactions it enters into with a healthcare entity,
an MSO, or an entity that owns or controls a healthcare entity or MSO. Specifically, any agreement/transaction
that does either of the following must be reported:

¢ Sell, transfer, lease, exchange, option, encumber, convey or otherwise dispose of a material amount of the healthcare entity’s
or MSO’s assets to one or more entities.

¢ Transfer control, responsibility or governance of a material amount of the assets or operations of the healthcare entity or
MSO to one or more entities.?

MSOs are additionally subject to these reporting obligations for any such agreement/transaction it has with “any
other entity.” Further, MSOs join the ranks of payers, fully integrated delivery systems, and providers that are
subject to ongoing research and evaluation by OHCA as part of its efforts to determine entities that significantly
affect healthcare cost, quality, equity and workforce stability. OHCA is directed to establish requirements for
MSOs to submit data and other information as necessary to carry out the functions of its office.

Notes

Cal. Health & Safety Code § 1191(a) (effective January 1, 2026).

See id. § 127507(h).

See id. § 1191(a)(1).

See id. § 1191(d)(3)(B). A nondisclosure clause for material nonpublic information about the private equity
group or hedge fund that is not generally available to the public may remain in the contracts, unless it
prohibits a disclosure either required by law or described here (with full text appearing in § 1191(d)(1)(B)).
5. See id. § 127507(c)(2)(A).
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