GOMMUNITY BENEFIT

NONPROFIT HOSPITAL

COMMUNITY BENEFIT:
WHAT COUNTS AND WHY IT MATTERS

(IRS) definition. Other organizations, researchers and lobbyists, at times, will add or

T here is only one definition of community benefit: it is the Internal Revenue Service

subtract categories to the way they define community benefit to fit their situation and
the issues and policies they are promoting. They may also advance a false narrative that com-
munity benefit is not well defined to distract from the conversation that is needed: Ensuring
that everyone has access to the affordable, high-quality health care needed to flourish.

In the 1980s, CHA brought to-
gether its members to share how
they were working to improve
health and well-being in their
communities. From the discus-
sions, CHA published the Social
Accountability Budget: A Process
NANCY for Planning and Reporting Com-

munity Service in a Time of Fiscal
AU Constraint in 1989. It provided a
list of categories of community
benefit, including definitions and accounting
standards. Guidelines were provided on what did
and did not count as community benefit.

In 2006, when Congress and the Senate Fi-
nance Committee were interested in increasing
the reporting of community benefit, Sen. Chuck
Grassley, R-Iowa, gave CHA’s Social Accountabil-
ity Budget to the IRS as guidance. The IRS, along-
side CHA, the American Hospital Association
(AHA), Healthcare Financial Management Asso-
ciation and others created Form 990 Schedule H,
which became required reporting in 2008.

CHA’s Social Accountability Budget is now ti-
tled A Guide for Planning & Reporting Community
Benefit.! The information and guidance in both
CHA'’s guide and the IRS Schedule H instructions
align.

COMMUNITY BENEFIT IS WELL DEFINED

The IRS, through Form 990 Schedule H instruc-
tions, defines community benefit as activities or
programs that address a demonstrated communi-
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ty health need and “seek to achieve a community
benefit objective, including improving access to
health services, enhancing public health, advanc-
ing increased general knowledge, and relief of a
government burden to improve health.”? The IRS
identifies eight categories of community benefit in
the Schedule H, Part I, Line 7: Financial assistance
at cost; Medicaid shortfall at cost; Costs of other
means-tested government programs; Communi-
ty health improvement services and community
benefit operations; Health professions education;
Subsidized health services; Research; and Cash
and in-kind contributions for community benefit
(see graphic on page 56).> Additionally, to qualify
as community benefit, activities must benefit the
community more than the hospital organization.

A CLOSER LOOK AT COMMUNITY BENEFIT CATEGORIES
Each community benefit category improves the
health and well-being of communities.* As noted
in a recent report by AHA and CHA, hospitals
tailor their community benefit activities to meet
the unique needs of their communities.* All com-
munity benefit activities are reported at cost, not
charges or market rates. Any offsetting revenue
received from the activity and any funds received
specifically in support of the activity are also re-
ported. This results in the reported net commu-
nity benefit expense.

Financial Assistance at Cost

Financial assistance at cost is commonly referred
to as charity care. Financial assistance is free
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Categories of Nonprofit Hospital Community Benefit
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or discounted health care services provided to
low-income individuals. The eligibility criteria
are based on the hospital’s financial assistance.®
Through financial assistance, many patients can
access care that they might not have otherwise
been able to receive.

Medicaid and Costs of Other
Means-Tested Government Programs
Medicaid is the United States’ health care pro-
gram for low-income individuals and families.
This program is means-tested with eligibility
based on income and asset levels.” Other means-
tested government programs are another cat-
egory of community benefit. Like Medicaid, these
programs are sponsored by a government agency
and are means-tested, with eligibility based on
need, typically low income. The State Children’s
Health Insurance Program is an example of a gov-
ernment means-tested program.

Medicaid continues to be vital to providing ac-
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Source: CHA chart
based on IRS categories

cess to affordable, high-quality care. Across the
U.S.,41% of all births are covered by Medicaid, and
1in 5 Americans have access to affordable health
care because of Medicaid.® Forty-nine percent of
children are covered by a means-tested govern-
ment program (Medicaid or Children’s Health In-
surance Program).” Most hospitals’ Medicaid re-
imbursement does not cover the cost of providing
services. Yet, despite this shortfall, nonprofit hos-
pitals, in alignment with their mission to care and
commitment to their communities, persist and
provide care to all regardless of ability to pay or
insurance type. Medicaid and other means-tested
programs increase access to health care services.

Community Health Improvement Services

Community health improvement services are
activities and programs provided by the hospital
to improve the health and well-being of its com-
munity.® These programs extend beyond routine
care and provide health education, clinically
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based services, support services, and activities
that address the social and environmental fac-
tors of health. Examples of community health im-
provement services include mobile health units,
health screenings, vaccination clinics, assistance
for enrollment into government means-tested
health and social service programs, transporta-
tion, violence prevention and lead abatement in
housing. Also included in this category are the
costs of community benefit operations, which
include conducting the community health needs
assessment and community benefit program ad-
ministration costs.

Health Professions Education
Health professionals, during their education,
are required to receive clinical training to ob-
tain their degrees and to be certified or licensed
within their state to practice. The health profes-
sions education category of community benefit
reports the cost incurred by hospitals to provide
this training to health professions students, in-
cluding graduate medical education and training
of student nurses and other allied health profes-
sionals.! Health professions education does not
include training provided exclusively to hospital
staff, annual staff training or if there is a work re-
quirement as a result of receiving this training.
Currently, there is a shortage of doctors,
nurses and other health professionals, and this
shortage is worsening. The National Center for
Health Workforce Analysis estimates a shortage
of nearly 208,000 RNs and approximately 187,000
physicians by 2037.2 Educating our future doc-
tors, nurses and other health professionals ben-
efits our nation and communities, building the
workforce for our future health needs.

Subsidized Health Services
Subsidized health services are clinical services
provided at a loss. If the hospital did not provide

this service, it would be unavailable or at insuf-
ficient capacity to meet the community’s care
needs. In calculating the reportable community
benefit, hospitals must remove the losses associ-
ated with bad debt, financial assistance, Medicaid
and means-tested programs.” Providing unprofit-
able services to meet community needs differen-
tiates tax-exempt hospitals from for-profit hospi-
tals. Subsidized health services increase access
to needed care.

Research

Research qualifying as community benefit must
aim to increase general knowledge, have its re-
sults made available to the public and only include
research funded by a government or tax-exempt
entity.” Research advances knowledge and treat-
ments of disease so that people canlive longer and
live well. Diagnoses that were once devastating
and a life sentence are now treatable, and some
are even curable, because of research. Without re-
search, diseases flourish, and emerging diseases
take hold and threaten how well and how long we
live.

Cash and In-Kind Contributions

Cash and in-kind contributions are contribu-
tions made that are “restricted, in writing, to
one or more of the community benefit activi-
ties” described in IRS Schedule H instructions.!
Nonprofit hospitals partner with and support
community organizations to improve the health
and well-being of their communities, especially
organizations that are more suited to addressing
priority needs and health activities.

COMMUNITY BENEFIT OVERSIGHT

AND VALUE OF TAX-EXEMPTION

The IRS is the federal agency that has defined
community benefit and has oversight and en-
forcement of community benefit, Revenue Ruling

Despite the clear role of the IRS, researchers are increasingly
citing Medicare Cost Reports as the data used to review
tax-exempt hospitals’ charity care spending. This not only
confuses the scope and purpose of the cost report but also
effectively redefines community benefit by removing many of
the community benefit categories.
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69-545 and Internal Revenue Code (IRC) 501(r).
Hospitals, through Form 990 Schedule H, annu-
ally report on compliance with the regulations.
Section 9006 of IRC 501(r) requires the IRS to re-
view nonprofit hospitals no less than every three
years for compliance with the regulations.” Addi-
tionally, Section 9007(e)(1) of the Affordable Care
Actrequires the IRS to annually provide Congress
with a report that includes tax-exempt hospital
community benefit. However, despite the clear
role of the IRS, researchers are increasingly citing
Medicare Cost Reports as the data used to review
tax-exempt hospitals’ charity care spending. This
not only confuses the scope and purpose of the
cost report but also effectively redefines commu-
nity benefit by removing many of the community
benefit categories.

Through community benefit, nonprofit hospi-
tals not only provide an incredible benefit to their
communities, but they also contribute more sub-
stantially to them than the value of tax exemption.
In 2020, nonprofit hospitals provided $94 billion
in community benefit in accordance with the IRS
definition.'® Recently, the estimated tax benefit for
nonprofit hospitals was $37.4 billion.®® When con-
sidering IRS Form 990 Schedule H, Part I, com-
munity benefit alone, nonprofit hospitals invest
more than twice the benefits they receive from
tax exemption in the community.

IRS Form 990 Schedule H community benefit
is just one of the ways nonprofit hospitals impact
the health of their communities. Nonprofit hospi-
tals also impact the health and well-being of their
communities through their primary charitable
purpose of providing acute, emergent, chronic
and preventive health care. Additionally, non-
profit hospitals conduct programs and make ad-
ditional investments in community health and
well-being that go above and beyond their pri-
mary charitable purpose and community benefit,
including investments in housing and economic
development, along with purchasing strategies.
When looking at the full picture and consider-
ing all the ways nonprofit hospitals impact the
health and well-being of their communities, it is
clear that nonprofit hospitals are a key asset to our
health and well-being.

BUILDING HEALTHIER COMMUNITIES

Nonprofit hospital community benefit is well de-
fined by the IRS. The IRS also has oversight and
enforcement over community benefit. All eight
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categories of IRS Form 990 Schedule H commu-
nity benefit are important to the health and well-
being of our communities.

Nonprofit hospitals are a cornerstone of their
communities’ health and well-being. They tailor
their community benefit activities to respond
to their communities’ unique needs. Nonprofit
hospitals’ investments in community health and
well-being far exceed the value of their tax ex-
emption.

NANCY ZUECH LIM, MPH, BSN, is director of
community health improvement for the Catholic
Health Association, Washington, D.C.
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