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Abstract

Objective: We examined the characteristics of non-profit hospitals providing more

community benefits and charity care than value of their tax exemptions and how this

relationship changed between 2011 and 2018.

Data sources: Primary dataset was schedule H Form IRS 990 data. This data was

merged with the American Hospital Association, Medicare Hospital Cost Report, and

the America Community Survey.

Study design: We measured six categories of tax benefits and 17 types of community

benefits. Subtracting the average value of community benefits provided by for-profit

hospitals, we computed incremental community benefit and charity care provided by

each non-profit hospital.

Extraction methods: A nationally representative sample was created of 11 776

non-profit hospital-year observations from 1472 unique hospitals over the

2011 to 2018 period was created. Descriptive analyses and random effect logis-

tic regression were used to show associations between hospital characteristics

and difference between incremental net community benefits and the value of

tax-exemption.

Principal findings: After adjusting for community benefits provided by for-profits

hospitals, on average, non-profit hospitals spent 5.9% (CI: 5.8%-6.0%) of their

total expenses on community benefits; 1.3% (CI: 1.2%-1.3%) on charity care; and

received 4.3% (CI: 4.2%-4.4%) of total expenses in tax exemptions. A total of

38.5% of non-profit hospitals did not provide more community benefit and 86%

did not provide more charity care than the value of their tax exemption. Hospitals

with fewer beds, providing residency education and located in high poverty com-

munities were more likely to provide more incremental community benefits and

charity care than the value of their tax exemption, while system affiliation had a

negative association.

Conclusion: The amount of community benefits and charity care provided by non-

profits varied substantially across non-profit hospitals. Establishing minimum require-

ments for non-profit hospitals or publicly ranking hospitals based on their community
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benefit or charity care contributions, could encourage greater community benefits

and charity care.

K E YWORD S

charity care, community benefit, inequality, non-profit, tax-exemption

What is known on this topic?

• Charity care, as an important component of community benefit, reflects the key mission

fulfillment of non-profit hospitals and is an important justification for non-profit hospitals'

tax exemption.

• Non-profit hospitals are expected to provide sufficient community benefit and charity care

to justify their tax-exempt status.

• There is no agreement on the specific components of community benefits that should be

included as community benefits.

What this study adds?

• Spending on community benefits and charity care varies substantially across non-profit

hospitals; hospitals in the 90th percentile of community benefit provided 20 times more

community benefits than hospitals in the 10th percentile.

• In 86% of non-profit hospitals, the value of their tax exemptions was greater than the

value of their charity care.

• It raises the issue of which categories of community benefits should be counted to allow

hospitals to maintain their tax exemption eligibility.

1 | INTRODUCTION

Community benefit is often cited as a justification for hospitals' tax-

exempt status.1 Studies have examined the community benefit and

the value of tax benefits and found significant variation across hospi-

tals along both dimensions.2-4 Recently, policy makers have shown an

interest in comparing the value of the tax deduction to the community

benefits that non-profit hospitals' provide.5

The federal government collects data on the level of community

benefits and charity care that non-profit hospitals provide, but does

not mandate, which measures of community benefit should be coun-

ted or how much community benefit or charity care should be pro-

vided to fulfill their obligations. To monitor the hospital's behavior,

states have chosen different approaches to monitor community bene-

fits and tax advantages using the following: regulatory standards,6

mandatory reporting requirements, community health needs assess-

ments, social determinants of health,7 the level of charity services for

certain categories of patients,8 and the minimum income eligibility

standards for charity care.9

In this paper, we focus on three measures of community benefits -

all 17 categories listed on Schedule H on the Internal Revenue Service

990 instructions, the 17 categories minus Medicaid shortfall, and just

charity care. We used the term charity care to be what is defined in IRS

schedule H part 1 line 7 column c: “financial assistance includes free or

discounted health services provided to persons who meet the organiza-

tion's criteria for financial assistance and are unable to pay for all or a

portion of the services.” We used the term “community benefit” to refer

to all 17 forms of community benefit as reported in Schedule H.10

Table 1 details the definitions for all 17 types of community benefits.

Medicaid shortfall was defined as “the gap between a state's Medicaid

payment rates and hospitals' costs for serving Medicaid beneficiaries.”11

Because-profit hospitals also provide community benefits; we

subtracted the average level of community benefits provided by for-

profit hospitals from the level provided by each non-profit hospital to

calculate an incremental community benefit for that hospital. We

identified six tax advantages that non-profit hospitals receive.

We examined the characteristics of non-profit hospitals that provided

more incremental community benefits, more incremental community

benefits not including Medicaid shortfall, and charity care compared

to the value of the tax exemptions they receive. We also controlled

for factors such as Medicaid expansion that could influence the

amount of community benefit and charity care the hospitals provided.

2 | METHODS

We used hospital-level data between 2011 and 2018 from IRS Form

990, the American Hospital Association's Annual Survey and Medicare

Hospital Cost Reports (HCR), to quantify 17 different measures of com-

munity benefits, Medicaid shortfall, charity care, and six different types

of tax exclusion. We calculated the differences between community

benefits and charity care and tax exemptions. We subtracted the
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TABLE 1 IRS's definition of community benefits and tax exemption

Type of community benefits IRS's inclusion criteria to include as a community benefit

Patient level CB

1. Financial Assistance at cost (from Worksheet 1)-

(CHR)

A charity care means free or discounted health services provided to” people who meet the

hospital's financial assistance criteria and are unable to pay for the services.

2. Unreimbursed Other Means-Tested (UOM):

“c. Costs of other means-tested government

programs (from Worksheet 3, column b)”

“A means-tested government program is a government health program for which eligibility

depends on the recipient's income or asset level.

Other means-tested government programs mean government-sponsored health programs

where eligibility for benefits or coverage is determined by income or assets, for example,

State Children Health Insurance Program, other federal, state, or local health care

programs.”

3. Health Services (Not Means-Tested) (SHS):

“g. Subsidized health services (from

Worksheet 6)”

“A subsidized health service means clinical services provided despite a financial loss to the

organization. In order to qualify as a subsidized health service, the organization must

provide the service because it meets an identified community need. A service meets an

identified community need if it is reasonable to conclude that if the organization no longer

offered the service:

• The service would be unavailable in the community,

• The community's capacity to provide the service would be below the community's

need, or

• The service would become the responsibility of government or another tax-exempt

organization.

• Subsidized health services can include qualifying inpatient programs (eg, neonatal

intensive care, addiction recovery, and inpatient psychiatric units) and outpatient

programs (emergency and trauma services, satellite clinics designed to serve low-income

communities, and home health programs)”

4. Community Benefit Contributions (CBC):

“i. Cash and in-kind contributions for

community benefit (from Worksheet 8)”

“A cash and in-kind contributions” mean contributions made by the organization to health

care organizations and other community groups restricted, in writing, to one or more of

the community benefit activities described in the table in Part I, line 7 (and the related

worksheets and instructions). “In-kind contributions” include the cost of staff hours

donated by the organization to the community while on the organization's payroll, indirect

cost of space donated to tax-exempt community groups (such as for meetings), and the

financial value (generally measured at cost) of donated food, equipment, and supplies.”

System level

5. Unreimbursed Medicaid (UMD)/Medicaid shortfall:

“b. Medicaid (from Worksheet 3, column a)”
Medicaid means the United States health program for individuals and families with low

incomes and resources. United States Government Accountability Office defined Medicaid

as “the gap between a state's Medicaid payment rates and hospitals' costs for serving

Medicaid beneficiaries.”

6. Community Benefit Services (CBS):

“e. Community health improvement services

and community benefit operations (from

Worksheet 4)”

“A Community health improvement services, means activities or programs, subsidized by the

health care organization, carried out or supported for the express purpose of improving

community health. Such services do not generate inpatient or outpatient revenue,

although there may be a nominal patient fee or sliding scale fee for these services.”

7. Unreimbursed Education (UED):

“f. Health professions education

(from Worksheet 5)”

“A health professions education means educational programs that result in a degree,

certificate, or training necessary to be licensed to practice as a health professional, as

required by state law, or continuing education necessary to retain state license or

certification by a board in the individual's health profession specialty.”

8. Unfunded Research (URS):

“h. Research (from Worksheet 7)”
“A research means any study or investigation the goal of which is to generate increased

generalizable knowledge made available to the public.

The organization can include the cost of internally funded research it conducts, as well as the

cost of research it conducts funded by a tax-exempt or government entity.”

“Community building activities mean the costs of the organization's activities that it engaged

in during the tax year to protect or improve the community's health or safety, and that

aren't reportable in Part I of this schedule.”

Part II. Community BUILDING ACTIVITIES

9. Physical improvements and housing “Include, but aren't limited to, the provision or rehabilitation of housing for vulnerable

populations, such as removing building materials that harm the health of the residents,

neighborhood improvement or revitalization projects, provision of housing for vulnerable

patients upon discharge from an inpatient facility, housing for low-income seniors, and the

development or maintenance of parks and playgrounds to promote physical activity.”
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average level of community benefits provided by for-profit hospitals.

We then examined characteristics of hospitals that spent more incre-

mental community benefits than the value of their tax exemptions.

2.1 | Creating a comparison group - Estimating
incremental community benefits relative to for-profits

For-profit hospitals provide community services, but they also pay taxes.

Therefore, it is important to examine whether non-profit hospitals provide

more community benefits than for-profit hospitals. To compute the incre-

mental community benefits we adopted the method developed by Herring

et al.2 Medicare Hospital Cost Report provides values for community ben-

efits for both for-profit and non-profit hospitals, while the 990 form col-

lects data only for non-profits. To calculate the incremental community

benefit, we calculated the average community benefit provided by for-

profit hospitals as a percent of their total hospital expenses and subtracted

this percentage from the community benefits in each non-profit hospital.

2.2 | Estimating the hospital's valuation of the
non-profit tax exemption

Adapting the approach used by Herring et al2 and Rosenbaum et al,12

we calculated six categories of tax benefits for non-profit hospitals:

Federal corporate income tax (FCT), the state corporate income tax

(SCT), state sales tax (SST), and local property taxes (LPT), the lower

rates of tax exempt bonds (TEB) and the charitable contributions sub-

sidization tax (CCS). A key assumption is that the non-profits would

not change their income, expenses, or physical plant to reduce tax lia-

bilities if they were taxed.

2.2.1 | FCT exemption

We used the federal tax rate for hospitals, nursing, and residential

care facilities applied to that hospital profit.13,14

2.2.2 | SCT exemption

For the state tax, we applied the state corporate tax rate as reported

by the Tax Foundation.15

2.2.3 | SST exemption

We computed sales taxes on purchases of equipment/supplies in

states with sales taxes by using the hospital's total facility supply

expense from the AHA Annual Survey multiplied by the state's sales

tax rate. We used the Hilltop Institute16 and Tax Foundation17 dataset

to determine SST exemptions and state tax rates.

TABLE 1 (Continued)

Type of community benefits IRS's inclusion criteria to include as a community benefit

10. Economic development “Can include, but is not limited to, assisting small business development in neighborhoods

with vulnerable populations and creating new employment opportunities in areas with

high rates of joblessness.”

11. Community support “Can include, but is not limited to, childcare and mentoring programs for vulnerable

populations or neighborhoods, neighborhood support groups, violence prevention

programs, and disaster readiness and public health emergency activities, such as

community disease surveillance or readiness training beyond what is required by

accrediting bodies or government entities.”

12. Environmental improvements “Include, but aren't limited to, activities to address environmental hazards that affect

community health, such as alleviation of water or air pollution, safe removal or treatment

of garbage or other waste products, and other activities to protect the community from

environmental hazards.”

13. Leadership development and training for

community members

“Includes, but is not limited to, training in conflict resolution; civic, cultural, or language skills;

and medical interpreter skills for community residents.”

14. Coalition building “Includes, but is not limited to, participation in community coalitions and other collaborative

efforts with the community to address health and safety issues.”

15. Community health improvement advocacy “Includes, but is not limited to, efforts to support policies and programs to safeguard or

improve public health, access to health care services, housing, the environment, and

transportation.”

16. Workforce development “Includes, but is not limited to, recruitment of physicians and other health professionals to

medical shortage areas or other areas designated as underserved, and collaboration with

educational institutions to train and recruit health professionals needed in the community

(other than the health professions education activities reported in Part I, line 7f).”

17. Other “Refers to community building activities that protect or improve the community's health or

safety that aren't described in the categories listed in above eight activities.”

Note: Source: 2018 Instructions for Schedule H (Form 990).
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2.2.4 | LPT exemption

We first computed the average ratio of property taxes to total revenue

for for-profit hospitals using Medicare cost report data (Worksheet A-7,

Part I, Column 13) and applied the state-specific average property tax

rate to each non-profit hospital's total revenue (Worksheet G3 line 3).

2.2.5 | TEB lower rates

Using data from the Corporate Bond Yield Curve from the US Depart-

ment of Treasury,18 we used 6.91% as taxable rate and 4.54% as the

average rate for tax-exempt bonds between 2011 and 2018.

The average tax reduction associated with tax-exempt bond financing

was, therefore, 2.37% (ie, = 6.91%-4.54%) times the total bond amount.

2.2.6 | Charitable contributions subsidization (CCS)

This is the extra charitable contributions non-profit hospitals receive

because donors receive a personal income tax exemption for charita-

ble giving. The Congressional Budget Office (CBO) estimates a price

elasticity of �0.5 for charitable contributions.19 Assuming an average

marginal income tax rate for charitable givers of 32%,20 the “price” of
donating $1 is “$0.68.” We used this estimate and the donations from

the cost report data (Worksheet G-3, line 6) to compute the amount

in tax benefits.

2.2.7 | Data sources

To measure hospital characteristics, we obtained data on the number of

hospital beds, church ownership, teaching status, percent of Medicare

and Medicaid discharges, special care hospital status, number of physi-

cians with admitting privileges; if the hospital was contract managed or a

member of a system; if it provided obstetrics or trauma services; was a

sole community provider; was located in a rural area, and its operating

margin from American Hospitals Association's annual survey of hospitals.

Case-mix information on Medicare beneficiaries was used as a proxy for

overall case mix.21 Race/ethnical composition and poverty ratio was

obtained from the American Community Survey (ACS).22

2.2.8 | Data management

The IRS Form 990 is collected by Candid.23 Because there is no exis-

ting crosswalk between the IRS 990 and Medicare cost report data,

we used the hospital name, address, Zip Code, and/or city to match

the two sources and obtained an 82.7% match. Hospitals that we

could not match tended to be smaller (on average 50 fewer beds), but

had similar levels of teaching status, payer mix, and case mix com-

pared to hospitals we could match (data not shown).

Some local hospital systems reported as a single entity to the IRS

while others reported each member hospital separately to the IRS, so

one hospital entity in the IRS 990 data may correspond to several

American Hospitals Association (AHA) hospitals. To include these hos-

pitals in our analysis, we disaggregated the IRS 990 data to compute

their hospital-level community benefits and tax exemption using the

distribution within the local system of CMS-S10 charity care or beds

(when charity care data were missing in the S10 data). We then mer-

ged the linked IRS-AHA data with the CMS Hospital Cost Report and

case-mix index. The final sample was 11 776 observations (1464 hos-

pitals for each year).

2.3 | Dependent variables - Incremental
community benefits and charity care

The three dependent variables were total incremental community

benefits (TICB); “total incremental community benefits” minus “Med-

icaid shortfall” (T-SF); and incremental charity care (TICHR) as a per-

centage of total hospital expenses. We combined all six types of tax

exemption (TAX) as a percentage of total hospital expenses. We cre-

ated three binary variables; If the TICB exceeded the value of the tax

exemption then the binary variable assigned 1 (=1, if TICB>TAX), 2) if

the TICB minus Medicaid shortfall exceeded the value of the tax

exemption then the binary variable assigned 1 (=1, if T-SF > TAX) or

3); if incremental charity care (NCHR) was greater than the value of

the tax exemption (=1, if TICHR>TAX).

3 | STATISTICAL ANALYSIS

We used the t-test for comparing incremental community

benefits and tax benefits for each category of hospital. Because

we performed more 26 t-tests to avoid bias of repeated testing

effects, we employed a Bonferroni correction (a = 0.05; 0.0015) to

determine the statistical differences in means between each

group.24

To examine whether the hospital, market, county, and state

characteristics were associated with a non-profit hospital having

more incremental community benefits than the value of its tax

exclusion, we estimated random effect models and computed mar-

ginal effects on the underlying probability that community benefits

exceeded the value of the tax exemption. We also examined

whether certain policy variables such as Medicaid expansion

influenced the level of community benefits and charity care pro-

vided. For the adjusted models we controlled for hospital, market,

state, and county level characteristics, and clustered SE by hospital-

id and controlled for years and regions.

4 | RESULTS

4.1 | Study population

Table 2 compares hospital characteristics for six categories of hos-

pitals. Column 1a presents hospital characteristics for hospitals
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TABLE 2 Comparing net community benefit and tax exemption across categories of hospitals

17 types of Incremental

community benefits

17 types of Incremental community

benefits minus Medicaid shortfall Incremental charity care

Incremental
community
benefits exceeds
tax benefits

(ICB > TE)

Tax benefits
exceeds
incremental
community
benefits

(ICB < TE)

Incremental

community
Benefits minus
Medicaid shortfall
exceeds tax
benefits

(T-SF > TE)

Tax benefits

exceeds
incremental
community
benefits minus
Medicaid shortfall

(T-SF < TE)

Incremental
charity care
exceeds tax
benefits

(ICHR>TE)

Tax benefits
exceeds
incremental
charity care

(ICHR<TE) Overall

Mean Mean Mean Mean Mean Mean Mean

Column 1a Column 1b Column 2a Column 2b Column 3a Column 3b Column 4

N of hospitals 7248 4528 4616 7160 1688 10 088 11 776

Percent 61.5 38.5 39.2 60.8 14.3 85.7 100

Hospital characteristics

Hospital Beds 208 197 215a 196 182b 207 204

<100 beds 0.43 0.43 0.44 0.43 0.50b 0.42 0.43

Non-church

operated

0.86c 0.83 0.87 0.83 0.83 0.85 0.85

Teaching

hospital

0.34c 0.26 0.37a 0.27 0.34b 0.31 0.31

% of Medicare 0.50 0.51 0.48a 0.51 0.51 0.50 0.50

% of Medicaid 0.22c 0.20 0.23a 0.20 0.21 0.21 0.21

Special care

hospital

0.06c 0.08 0.07 0.06 0.07 0.06 0.06

Number of

physicians

with

privileges/10

4.13c 3.69 4.32a 3.73 3.71 4.00 3.96

Contract

managed

0.08 0.07 0.08 0.07 0.09 0.07 0.07

System

member

0.55c 0.61 0.53a 0.60 0.59b 0.57 0.57

Obstetrics

services

provider

0.61 0.60 0.60 0.61 0.55b 0.62 0.61

Trauma center 0.41 0.41 0.41 0.41 0.37b 0.41 0.41

Community

provider

0.07 0.07 0.07 0.07 0.08 0.07 0.07

Rural areas 0.21 0.19 0.22a 0.19 0.23 0.20 0.20

Total hospital

expenses

(million

dollars)

333c 265 355a 275 272 312 307

Case-mix index 1.54 1.55 1.55 1.55 1.51b 1.55 1.55

Market and county level

Hospital

HI < 0.15

0.14c 0.10 0.15a 0.11 0.14 0.12 0.12

015 < Hospital

HI < =0.25

0.19 0.17 0.20 0.17 0.21 0.18 0.18

Hospital

HI > 0.25

0.67c 0.73 0.65 0.72 0.65b 0.70 0.69

Medicaid

expansion

0.73c 0.61 0.69 0.68 0.60b 0.70 0.68

(Continues)
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whose total incremental community benefit for all 17 community

benefits exceeded the value of the tax exemption. Column 1b

shows the characteristics of the other hospitals. Columns 2a and

2b and columns 3a and 3b reports similar values for total incre-

mental community benefit minus Medicaid shortfall and incremen-

tal charity care.

Table 3 shows that the average non-profit hospital spent 1.3%

(CI: 1.2%-1.3%) of its total expenses on charity care; 5.9% (CI:5.8%-

6.0%) on all 17 community benefits and 3.5% (CI: 3.4%-3.5%) on all

community benefits minus Medicaid shortfall, after adjusting for the

community benefits provided by for-profit hospitals. The value of

the tax exemptions of the average non-profit hospital was 4.3%

(CI: 4.2%-4.4%) of total expenses.

The federal tax exemption was the largest percentage (2.0%,

CI: 1.9%-2.0%); followed by property tax exemption (0.9%, CI:

0.9%-1.0%); SST (0.8%, CI: 0.8%-0.9%); state income tax (0.3%, CI:

0.3%-0.3%); savings on TEB (0.1%, CI: 0.0%-0.2%), and charitable

contributions (0.1%, CI: 0.1%-0.1%).

There was significant variation across hospitals in both the tax

exemption and charitable contributions. The 10th and 90th percen-

tiles for tax exemption as a percentage of total expenses were 0.9%

and 7.7%; the 10th and 90th percentiles for TICB were 0.6% and

11.5%; the 10th and 90th percentiles for TICB minus Medicaid shortfall

were 0.4% and 7.7%; the 10th and 90th percentiles for charity care

were 0% and 3.0%. Approximately 5% of nonprofits did not report pro-

viding any community benefits and 15% of hospitals did not report

providing any charity care. In the sensitivity analysis, we show the values

without the for-profit hospital offset (See Appendix S3).

4.2 | Distribution of incremental community
benefit expense

Appendix S1, details the distribution of incremental community ben-

efits and tax exemption credits between 2011 and 2018 for all hos-

pitals. Policy makers have raised concerns with some of the

categories. For example, the largest category of incremental com-

munity benefits was unreimbursed costs from Medicaid (Medicaid

shortfall); it represented 41.5% of the TICB. It was unclear whether

Medicaid shortfall should be considered a community benefit, since

the state government decides on the level of payment for Medicaid.

Some of the other components of community benefits may provide

benefits to the hospital as well as the community. For example, the

fourth largest category unreimbursed education (8.5%) that could

be considered a service that is part of usual business practice and

not a community benefit. Unreimbursed education was defined as

“educational programs that result in a degree, certificate, or training

necessary to be licensed to practice as a health professional, as

required by state law, or continuing education necessary to retain

state license or certification by a board in the individual's health

profession specialty.” First, the expense is to comply with a state

licensure requirement and second Medicare explicitly pays for direct

TABLE 2 (Continued)

17 types of Incremental

community benefits

17 types of Incremental community

benefits minus Medicaid shortfall Incremental charity care

Incremental
community
benefits exceeds
tax benefits

(ICB > TE)

Tax benefits
exceeds
incremental
community
benefits

(ICB < TE)

Incremental

community
Benefits minus
Medicaid shortfall
exceeds tax
benefits

(T-SF > TE)

Tax benefits

exceeds
incremental
community
benefits minus
Medicaid shortfall

(T-SF < TE)

Incremental
charity care
exceeds tax
benefits

(ICHR>TE)

Tax benefits
exceeds
incremental
charity care

(ICHR<TE) Overall

Mean Mean Mean Mean Mean Mean Mean

Column 1a Column 1b Column 2a Column 2b Column 3a Column 3b Column 4

Racial composition

% White NH 0.77c 0.76 0.75 0.77 0.75 0.77 0.77

% Black NH 0.08 0.09 0.10 0.08 0.10b 0.08 0.09

% Asian NH 0.03 0.03 0.03 0.03 0.03 0.03 0.03

% Hispanic 0.08c 0.09 0.08 0.09 0.08 0.08 0.08

% Other 0.04 0.04 0.04 0.04 0.04 0.04 0.04

Poverty Ratio 0.15 0.15 0.15 0.15 0.16 0.15 0.15

Note: Sources: IRS (990 data) 2011–2018, American Hospital Association Annual Survey Database 2011–2018, CMS Hospital Cost Report, 2011 to

2018. The Bonferroni correction sets the significance cut-off at α/n, here with α = 0.05 and n = 34, reject a null hypothesis. If the P-value is less

than .0015.
aBonferroni correction (P < .0015) shows the significant difference between T-SF > TE and T-SF < TE.
bBonferroni correction (P < .0015) shows the significant difference between ICHR>TE and ICHR<TE.
cBonferroni correction (P < .0015) shows the significant difference between ICB > TE and ICB < TE.
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TABLE 4 Margins of random effect estimates of incremental community benefits that exceeded tax exemption and hospital and market and
communities characteristics

Marginal effect of total
incremental community
benefits exceed tax exemption

Marginal effect of total incremental
community benefits minus Medicaid
shortfall exceed tax exemption

Marginal effect of
incremental charity care
exceeds tax exemption

Column 1a Column 1b Column 2a Column 2b Column 3a Column 3b
Hospital characteristics dy/dx dy/dx dy/dx dy/dx dy/dx dy/dx

Hospital beds Unadjusted Adjusted Unadjusted Adjusted Unadjusted Adjusted

If bed less than 100 0.006 0.044* 0.023 0.078*** 0.043*** 0.053***

(0.016) (0.021) (0.016) (0.020) (0.011) (0.013)

Non-Church operated 0.032 0.016 0.064** 0.024 �0.022 �0.042**

(0.022) (0.024) (0.022) (0.023) (0.014) (0.014)

Teaching status 0.059*** 0.048** 0.070*** 0.071*** 0.025* 0.039***

(0.014) (0.016) (0.015) (0.016) (0.010) (0.010)

% of Medicare �0.056 �0.025 �0.110** �0.090* �0.002 �0.007

(0.033) (0.041) (0.037) (0.043) (0.023) (0.028)

% of Medicaid 0.102* 0.086 0.090* 0.023 �0.015 �0.007

(0.046) (0.054) (0.044) (0.054) (0.029) (0.033)

Special care hospital �0.085** �0.083* �0.015 �0.056 �0.003 �0.029

(0.031) (0.035) (0.034) (0.037) (0.023) (0.024)

Number of physicians with privileges/10 0.007*** 0.009*** 0.005** 0.004 �0.001 0.001

(0.002) (0.003) (0.002) (0.002) (0.001) (0.001)

Contract managed 0.048 0.073** 0.046 0.061* 0.032* 0.022

(0.026) (0.027) (0.025) (0.026) (0.016) (0.016)

System affiliation �0.057*** �0.058*** �0.058*** �0.052** �0.013 �0.010

(0.015) (0.016) (0.015) (0.017) (0.011) (0.011)

Provide obstetrics services 0.009 0.014 �0.017 0.002 �0.032** �0.022*

(0.014) (0.016) (0.014) (0.016) (0.010) (0.011)

Trauma center 0.004 �0.011 �0.005 �0.011 �0.017 �0.013

(0.013) (0.014) (0.014) (0.015) (0.009) (0.009)

Community provider 0.023 0.034 �0.016 �0.015 0.005 �0.016

(0.026) (0.026) (0.027) (0.028) (0.019) (0.019)

Rural area 0.015 �0.013 0.042* 0.035 0.023 �0.013

(0.020) (0.025) (0.021) (0.026) (0.014) (0.015)

Total expenses (billion dollars) 0.028 0.022 0.023 0.022 �0.017 0.004

(0.023) (0.025) (0.020) (0.023) (0.010) (0.008)

Case mix index �0.040 �0.048 �0.058 0.014 �0.138*** �0.034

(0.031) (0.038) (0.032) (0.039) (0.023) (0.024)

Market and county level

Hospital HI < 0.15 0.108*** — 0.068* — �0.031 —

(0.032) (0.035) (0.024)

015 < Hospital HI < =0.25 0.012 �0.079 0.03 �0.048 �0.011 0.002

(0.029) (0.041) (0.027) (0.041) (0.019) (0.029)

Hospital HI > 0.25 �0.066** �0.072 �0.059* �0.056 0.023 0.005

(0.023) (0.038) (0.024) (0.039) (0.016) (0.026)

Medicaid expansion 0.123*** 0.073*** 0.002 �0.019 �0.052*** �0.040**

(0.018) (0.022) (0.018) (0.023) (0.011) (0.013)

Racial composition

% White NH 0.105* — �0.101* — �0.049 —

(0.042) (0.044) (0.027)
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and indirect medical education as a separate line item. States have

reached different conclusions on which categories of community

benefits to include. Policymakers should look at each of the

17 items.

4.3 | Characteristics of hospitals whose
incremental community benefits for all 17 community
benefits was less than their tax benefit

When compared with for-profit hospitals and after adjusting for the

for-profit hospitals' contribution to community benefit, 38.5% of non-

profit hospitals did not provide more community benefits than the

value of their tax exemptions (See Table 3 columns 1a and 1b). If

the value of Medicaid shortfall was subtracted, then the percentage

increased to 61% (See Table 3 columns 2a and 2b). These hospitals

were less likely to have residents, fewer physicians with privileges;

were located in a less competitive region, and were located in states

that had not expanded Medicaid and were more likely to be system

affiliated (See Table 2). Most of the same factors apply when Medicaid

shortfall is subtracted, but expanded Medicaid situation was no longer

significantly different.

4.4 | Hospitals whose incremental charity care was
less than their tax benefit

A total of 86% of hospitals spent less on incremental charity care than

the value of their tax exemption. These were mostly larger hospitals,

offering obstetrics and trauma services, having a higher Medicare case

mix, located in a Medicaid expansion state, or located in a community

with a lower Black Non-Hispanic population.

4.5 | Association of tax exemption and community
benefits in non-profit hospitals

The descriptive statistics showed significant differences across hospi-

tal categories, but it was important to analyze the differences using

random effect regression models. Because each hospital was repre-

sented seven times in the data and there was collinearity in the inde-

pendent variables, we used a random effect model to analyze panel

data with a binary dependent variable.25

Table 4 columns 1a and 1b show the marginal effect when

incremental community benefits exceeded the value of the tax

exemption. Table 4 column 1a shows the unadjusted marginal

effect of hospitals whose incremental community benefits

exceeded the value of their tax exemption. The regression results

show the following as positive predictors of more community bene-

fits than tax benefits: having residents (5.9% with clustered stan-

dard error [SE] 1.4%); additional Medicaid patients (10.2%, SE:

4.6%); more physicians with privileges (0.7%, SE: 0.2%); being

located in communities with a low level of hospital competition

(HHI) (10.8%, SE: 3.2%); being located in a Medicaid expansion

state (12.3%, SE: 1.8%); and being located in a community with

higher percent of White non-Hispanics (10.5%, SE: 4.2%). Con-

versely, the following were negative predictors for spending more

incremental community benefit than tax exemptions: being special

TABLE 4 (Continued)

Marginal effect of total
incremental community
benefits exceed tax exemption

Marginal effect of total incremental
community benefits minus Medicaid
shortfall exceed tax exemption

Marginal effect of
incremental charity care
exceeds tax exemption

Column 1a Column 1b Column 2a Column 2b Column 3a Column 3b
Hospital characteristics dy/dx dy/dx dy/dx dy/dx dy/dx dy/dx

% Black NH �0.082 �0.078 0.292*** 0.204* 0.135*** 0.001

(0.073) (0.099) (0.074) (0.097) (0.041) (0.053)

% Asian NH 0.021 0.283 0.151 0.166 �0.251 �0.061

(0.200) (0.243) (0.203) (0.246) (0.129) (0.140)

% Hispanic �0.225** �0.313*** �0.078 �0.206* 0.002 �0.081

(0.071) (0.087) (0.076) (0.097) (0.048) (0.055)

% Other �0.157 �0.332* 0.054 �0.014 0.001 �0.063

(0.101) (0.130) (0.096) (0.125) (0.076) (0.087)

Poverty ratio 0.235 0.908*** 0.581*** 0.492** 0.636*** 0.467***

(0.148) (0.201) (0.145) (0.189) (0.090) (0.116)

Year — Included — Included — included

Region NA Included NA Included NA included

Obs. 11 776 11 776 11 776 11 776 11 776 11 776

Note: Sources: IRS (990 data) 2011–2018, American Hospital Association Annual Survey Database 2011–2018, CMS Hospital Cost Report, 2011–2018.
Parentheses report random effect with clustered standard errors at hospital level.
*P < .05; **P < .01; ***p < .001.
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care hospital (�8.5%, 3.1%); having a system affiliation (�5.7%, SE:

1.5%); being located in community with middle level of hospital

competition (HHI) (�6.6%, SE: 2.3%); and being located in commu-

nities with higher percent of Hispanic population (�22.5%, 7.1%)

were negative predictors for spending more incremental commu-

nity benefit than tax exemptions. In the adjusted model (controlled

for hospital, market, state, and county level characteristic) (column

1b), most of the positive and negative predictors were similar to

the unadjusted model; however, the significant impact of market

concentration was no longer a statistically significant predictor and

communities with higher poverty ratio spent more on community

benefits (90.8%, SE: 20.1%).

Table 4 columns 2a and 2b show the unadjusted and adjusted

marginal effects of hospitals whose incremental community benefits

not including Medicaid shortfall (T-SH) exceeded the value of their tax

exemption. The results of adjusted model (column 2a) show that most

of positive and negative predictors were similar to the first two

models, but Medicaid expansion status was no longer a significant

predictor.

4.6 | Charity care and incremental community
benefits predictors

Table 4 column 3a, shows the unadjusted marginal effect of hospitals

whose incremental charity care exceeded the value of their tax

exemption. In the unadjusted model hospitals with less than 100 beds

(4.3%, SE: 1.1%), the following spent more on charity care: having resi-

dents (2.5%, SE: 1.0%); contract managed hospitals (3.2%, SE: 1.6%);

being located in community with a higher Black non-Hispanic popula-

tion (13.5%, SE: 4.1%); and located in higher poverty ratio (63.6%, SE:

9.0%). Hospitals having obstetrics services (�3.2%, SE; 1.0%); a higher

Medicare case mix index (�13.8%, SE: 2.3%); and being located in

Medicaid expansion states (�5.2%, SE: 1.1%) provided less incremen-

tal charity care compared to their tax exemption. In column 3b, we

reported the adjusted marginal effect of hospitals incremental charity

care exceeding the value of tax exemption. In this model, only hospital

size, teaching status, and community poverty ratio remained signifi-

cant and positive while non-church operation, obstetrics services, and

Medicaid expansion remained negative predictors.

F IGURE 1 Distribution of incremental community benefits in non-profit hospitals between 2011 and 2018. Financial Assistance at cost (CHR),
Unreimbursed Medicaid (UMD), Unreimbursed Other Means-Tested (UOM), Community Benefit Services (CBS), Unreimbursed Education (UED),
Health Services (Non-Means-Tested) (SHS), Unfunded Research (URS), Community Benefit Contributions (CBC), Community Building Activities (PHY)
[Color figure can be viewed at wileyonlinelibrary.com]
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Combining the results analyzing the impact of different variables on

community benefits, community benefits minus Medicaid shortfall and

charity care suggests that there are certain commonalities that are associ-

ated with providing more community and charity care services than the

value of their tax exemption. Hospitals with fewer than 100 beds; having

residency programs; admitting more Medicaid patients; being church oper-

ated or non-affiliated and offering obstetrics services providemore commu-

nity and charity care services than the value of their tax exemption. After

controlling for Medicaid expansion, hospitals located in areas with a high

poverty ratio and high percent of Black residents still provided more com-

munity service and charity care. Hospitals located in states with Medicaid

expansion provided less community services and charity care, perhaps

because Medicaid expansion addressed some of the need; for example, in

2018Medicaid expansion states spent 1.2% in charity care and8.8% in total

community benefits and 4.5% of total community benefit minus Medicaid

shortfall; non-Medicaid states spent 2.7%, 9.0%, and6.1%, respectively.

4.7 | Examining trends in community benefits
over time

We examined the distribution of community benefits across hospi-

tals from 2011 to 2018 and combined the 17 incremental commu-

nity benefits into nine main categories by combining the nine

community building activities into one category (Figure 1, panel A).

Charity care spending declined from 2.2% of total hospital expenses

in 2011 to 1.7 in 2018 ___a 24% reduction in 8 years. Because

for-profit hospitals increased their level of charity care during this

time-period, the percent of incremental charity care reduced from

1.6% in 2011 to 0.9% in 2018 ___a 42.2% reduction in 8 years.

Hospitals' commitment to charity care declined during this time

while community benefits remained relatively constant. In 2011,

69.6% of non-profit hospitals allocated at least 1% of their revenue to

charity care; while in 2018 the percentage had dropped to 58.7%. The

commitment levels also diverged. In 2011, the hospital at the 90th

percentile of charity provided 12.4 times more than the hospital at

the 10th percentile. In 2018, the difference was 24.3 times. In 2011,

the hospital at the 90th percentile of community benefit provided 5.2

times more than the hospital at the 10th percentile. In 2018, the dif-

ference was 5.1 times.

The reason is the change in the mix of community benefits

(Figure 1 panel B). Between 2011 and 2018 the incremental charity

care percentage declined by 15% points from 33.4% in 2011 to 18.4%

in 2018; Medicaid shortfall increased 8 percentage points from 34.5%

in 2011 to 42.5% in 2018. Appendix S2 reports more detailed infor-

mation on destruction of charity care and community benefits

between 2011 and 2018.

4.8 | Sensitivity analysis

In the first sensitivity analysis, we showed that without adjusting for

the value of community benefits provided by for-profit hospitals, 81%

of non-profit hospitals provided more community benefits than the

value of their tax exemption. After excluding the Medicaid shortfall

expenses, 54.4% of non-profit hospitals provided more community

benefits than the value of their tax exemption and only 22.3% of non-

profit hospitals provided more charity care than the value of their tax

exemption. (See Appendix S3).

We relaxed that requirement by allowing hospitals to enter and

exit the sample (N = 16 872 hospital-years). The results do not quali-

tatively change (See Appendices S4 and S5).

4.8.1 | Limitations

This study was based upon what hospitals report to the IRS. A previ-

ous study showed that hospitals were more likely to report slightly

higher values on average to the IRS than to Medicare,2,26 but this was

not consistent across all hospitals. We were able to match only 82.7%

of non-profit hospitals on the IRS list. We assumed that a non-profit

hospital would not change its reporting of profits or physical plant if it

paid taxes, we recognize that some accounting experts may criticize

this assumption.27

5 | DISCUSSION

It is generally assumed that non-profit hospitals will retain, reinvest,

and distribute profits in their community3 or contribute to community

benefit activities at least commensurate with their level of tax exemp-

tions.28,29 Policymakers are debating, which categories of community

benefits8,9,30 should be considered and how to compute the value of

the tax exemption.

Two federal agencies, IRS and CMS, collect data on community

benefits. The IRS collects data on 17 different possible types of com-

munity benefits, but it does not make a judgment as to which ones

should be considered a community benefit. The only penalty is when

a hospital fails to file its annual return (Form 990) for three consecu-

tive years; then the IRS will automatically revoke the organization's

tax-exempt status.31-33 Similarly, Medicare requires that short-term

acute care hospitals (Section 1886[d] of the Act) submit cost reports

and collects data on four measures of community benefits, but also

does not render a judgment on what should be considered a commu-

nity benefit.32,34

5.1 | Policymakers debate which activities
to include as community benefits

One possible way is to assess, which of the community benefits provide

greater benefits to the community or the hospital to compare the provi-

sion of specific community benefits between non-profit and for-profit

hospitals. Services provided at similar levels by both profit and non-

profit hospitals may have a higher level of private benefit than commu-

nity benefit. The federal government and states could make this
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comparison and use the information to decide, which services primarily

benefit the hospitals, and which primarily benefit the community.

Increasing the level of community benefit is an objective of many

policymakers.35 The ACA, under section 9007 (Pub. L. No.111-148),

requires that non-profit hospitals to perform certain functions regard-

ing their charity care obligations, but does not specify standards that

the hospitals must achieve to satisfy these obligations. Policymakers

might consider defining sets of expectations and requirements for

non-profit hospitals to maintain their tax exemption eligibility.

Some states36 require their own community need assessment and

other states require a minimum community benefit contribution by non-

profit hospitals.36 For example, in Illinois, non-profit hospital must pro-

vide “health services to low-income or underserved individuals”36 to

qualify for property and sales tax exemption. In Pennsylvania, non-profit

hospitals must meet minimum requirements on six community benefit

criterion.37 Texas requires community benefits calculations based on

three alternative community benefit standards; two of which specify a

minimum level contribution.38 Non-profit hospitals in Utah are required

to make annual contributions as a “gifts to the community” in an

amount exceeding the value of its annual property tax liability.39

The main objective of these minimum community benefit

spending requirements is to ensure that non-profit hospitals provides

a certain minimum level of community benefit in return for their tax

exemption.40 Our data showed that only 14% of non-profit hospitals

spent more on incremental charity care than the value of their tax

exemption. If increasing the level of charity care is the desired objec-

tive, then setting a minimum requirement commensurate with the

value of the tax exemption would raise contributions in 86% of non-

profit hospitals. Economists have raised a concern that setting mini-

mum requirements may result in a race to the mandated standard.

The concern is that some hospitals with historically higher levels of

community benefits contributions may reduce their contributions to

the mandate standard.41 However, with 86% of the hospitals not

achieving this standard, this is less of a concern.

Some states have defined minimum income eligibility standards

for charity care, usually based on the federal poverty level. For exam-

ple, California limits the amount hospitals may charge patients with

income below 350% of the federal poverty level. In Illinois, hospitals

may collect as payment for health care services no more than 25% of

the family income of a patient eligible for an uninsured patient dis-

count. North Dakota law limits late payment charges by both non-

profit and for-profit hospitals.36

Only a few states require hospitals to submit their community ben-

efit strategies and fewer require them to be publicly available.40 Publish-

ing the levels of charity care and/or community benefits could motivate

some hospitals to increase their levels. A more sophisticated version is

adjusted for hospital characteristics, community characteristics, and pol-

icy interventions (eg, Medicaid expansion) when comparing hospitals.

States have also adopted different policies on what should be

included in the tax exemption. We identified six different types of tax

exemptions that states could consider. Most states have focused pri-

marily on state taxes.36 Several proposals suggest using financial

incentives (tax-based or otherwise) to steer non-profit hospitals to

increase the level of their community benefits.42-44

6 | CONCLUSION

The provision of community benefits, charity care, and the value of

the tax exemption varies substantially across non-profit hospitals.

Only 38.5% of all non-profit hospitals receive more in tax benefits

than the value of their incremental community benefits; 61.0% when

Medicaid shortfall is eliminated from community benefits, and only

14% of hospitals provide more incremental charity care than the value

of their tax exemption. Charity care is becoming a lower percentage

of all community benefits while Medicaid shortfalls are becoming a

greater percentage. The Corona Virus Disease (COVID -19) pandemic

has again identified that poor communities with underserved minori-

ties often have the greatest medical needs and the least access to

medical services. Our results, while not focused on the COVID out-

break, show that hospitals in higher poverty areas spend more on

charity care and community benefit than hospitals in higher income

areas. With the reduction in hospitals revenues because of COVID-19

pandemic,45 the ongoing challenge is to encourage the allocation of

resources to the communities in greatest need.

Policymakers should consider the following: ranking hospitals,

establishing a minimum requirement for non-profit hospitals, becom-

ing more specific on which community benefits should be considered,

or developing a system of credits and financial incentives to improve

community benefit contributions.
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